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Respectfully,
Leo T. CRowLEY, Chairman.
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INTRODUCTION

The year 1941 was the eighth year of Federal insurance of bank
deposits. During the eight years the Corporation disbursed $239
million to protect 1,200,000 depositors in 370 insured banks in financial
difficulties. The Corporation estimates that about 80 percent of its
disbursements will be recovered and that its eventual losses will
amount to about $47 million, or about 10 percent of the deposits in
the 370 banks. Of the depositors who filed claims against receivers
less than 5,000 will suffer any loss at all. Their losses on deposit
balances in excess of $5,000, and thus in excess of the maximum in-
surance protection provided by law, are estimated at less than $3
million. This is about three-fifths of 1 percent of total deposits in
the 370 banks.

Over the eight-year period the Corporation’s operating expenses
plus its estimated losses have been slightly less than the income from
its investments, and the Corporation’s surplus has been increased by
about the amount of insurance assessments collected from the banks.
On December 31, 1941, the surplus of the Corporation amounted
to $264 million and the combined capital and surplus to $553 million.

The transition from a peace time to a war economy has created
problems for our entire industrial structure. Banking problems
arising out of that shift, and the position of insured banks in relation
to the war, are discussed in Part One of this report. Part One also
deals with the operating results of the deposit insurance system.
Part Two deals with banking developments pertinent to deposit
insurance, particularly with the growth of bank assets and bank
capital and changes in quality of bank assets. Part Three contains
a special report of the deposits of insured banks on September 24,
1941. In Part Four is reprinted the text of Federal legislation and of
Executive Orders affecting insured banks and the operations of the
Corporation. Part Five consists of statistical tables relating to banks
and deposit insurance.
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FEDERAL DEPOSIT INSURANCE CORPORATION

BOARD OF REVIEW
Considers recommendations submit-
ted by the Division of Examination
relative to applications from banks
for insurance, retirement of capital,
establishment of branches, and other
similar purposes.

BOARD OF DIRECTORS
MEMBERS OF THE BOARD
LEO T. CROWLEY, Chairman
PHILLIPS LEE GOLDSBOROUGH
PRESTON DELANO, Comptroller of the Currency
The Board of Directors is responsible for the performance of all duties
and the exercise of all powers vested by law in the Corporation.

The Board of Directors has d certain functi to divisi
for the performance of which the chiefs thereof are ibl

to the Board. ;
SECRETARY

The Secretary is responsible for maintaining minutes of the meetings

of the Board and other official records. and furnishing notice of

matters acted on by the Board.

SPECIAL ASSISTANTS TO THE BOARD
Special Assistants to the Board are responsible for the handling of
public relations and for the performance of various technical duties.

COMMITTEE ON
LIQUIDATIONS, LOANS, AND
PURCHASE OF RSSETS
Considers recommendalions from the
Division of Examination relative to
loans 1o or purchase of assets from
banks and recommendations from the
Division of Liquidation relative to

liquidation activities.

|

DIVISION OF EXAMINATION
Handles applications from banks for
membership, capital retirement,
b h g etc.; i in-
sured banks and determines necessary
supervisory actions.

LEGAL DIVISION
Handles legal matters in connection
with the activities and operations of the
Corporation.

DIVISION OF FINANCE
AND ADMINISTRATION
! Administers matters relating to person-
nel of the Corporation, receipts and dis-
bursements, accounting and auditing of
all fi ial operati and the

DIVISION OF RESEARCH
RAND STATISTICS
Provides economic counsel, conducts
special studies pertaining o deposit
insurance and banking, and compiles

g
ment of general business activities.

1 data relating to condition and
operalion of banks.

DIVISION OF LIQUIDATION
Pays depositors in closed insured banks,
liquidates national banks and closed
State banks for which the Corporation is
appoinied receiver, exercises genera)
supervision over the liquidation of
closed insured banks for which the Cor-
poration is hot receiver, and liquidates

loans lo or purchases of assets from
insured banks to facilitate mergers,

L

WASHINGTON OFFICE
REVIEW SECTION
Reviews all reports of exami-
nation relative to insured
banks, or banks applying
for insurance, and prepares
recommendations relative

thereto.

DISTRICT OFFICES
“Twelve District Offices, each
under a Supervising Exam-
iner, are responsible for bank
examinations made by the
Corporation and for carrying
out supervisory icies de-
termined in the Washington
Ottice.
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PERSONNEL SECTION
Has charge of appoiniment,
placement, classification,

FISCAL AND
ACCOUNTING SECTION
Collects assessments from
training, and related person- [_R_1 banks and other receipts,
nel activities; administers makes disbursements, and
personnel laws and regula- maintains the general ac-
tions; and performs general counting records of the
administrative planning. Corporation.

I

CLAIMS SECTION
Pays the claims of depositors
of closed insured banks ap-
proved by the receivers there-
of, and maintains records of

claims paid.

SERVICE SECTION
Purchases supplies, performs
duplicating operations, han-
dles mail, and maintains files,
guard, messenger, telephone,
and other similar services.

AUDIT SECTION
Makes a continuous audit of
the financial affairs of the
Corporation,

LIQUIDATION
SECTION
Supervises the liquidation of

RECORDS SECTION
Maintains records of receiver-

N ship activities of the Corpora-
ClOSEd insured b?nks, for = tion and makes field audits
which the Corporation is re- thereof.

ceiver and of loans to or pur-
chases of assets from banks.
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DEPOSIT INSURANCE, BANKING, AND THE WAR

The banking situation and deposit insurance. The end of
1941 marked the completion of eight years of successful operation of
the system of Federal insurance of bank deposits. It also marked the
close of a period of economiec recovery under peacetime conditions,
which provided especially favorable circumstances for the establish-
ment of deposit insurance and for improvement in the condition of
operating banks.

The proportion of the assets of insured banks which were subject
to criticism at the time of the 1941 examinations—made under normal
peacetime standards of evaluation—was smaller than in any previous
year; and the number and liabilities of insured banks on the Cor-
poration’s list of institutions likely to require its financial aid during
the forthcoming year were reduced to the smallest in its history.
Judged by these criteria, the banking system and the Corporation
were stronger in 1941 than at any previous time.

The ability of banks to withstand the shocks of economic dis-
locations is dependent on several important factors: the quality of
the assets held by the banks; the degree to which banks regularly
make provision out of current income to cover losses, which must be
anticipated even though they have not yet been sustained; and the
margin of equity, or net worth, available to absorb losses resulting
from unforeseen developments. The insured banks’ ratio of net sound
capital to their assets and liabilities reached a peak in 1936 and has
been declining steadily during the past five years.

Similarly, the ability of the Corporation to discharge its respon-
sibilities depends not alone on the number and liabilities of banks in
immediate financial difficulties but also on the character of impending
developments likely to affect insured banks and the funds available
to the Corporation. On December 31, 1941, the capital and surplus
of the Corporation amounted to $553 million, the largest amount
of record. However, the volume of deposits protected by the Corpora-
tion was also larger than at any previous time.

By the close of the year 1941, it was apparent that far reaching
economic changes, with important repercussions on bank operations,
were in prospect. The shift from a predominantly peacetime economy
to an all-out war effort has altered the outlook of practically all
business enterprises. Many corporations in a position to handle war
contracts need additional financing, and are better credit risks than
formerly; while the contrary is true of some firms producing consumer

9
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10 FEDERAL DEPOSIT INSURANCE CORPORATION

goods. The economic changes resulting from the war are also affecting
the revenues hitherto depended upon by some governmental bodies
and nonprofit associations for the servicing and retirement of their
obligations.

These three elements in the banking situation at the beginning
of 1942—the outstanding quality of bank assets judged by usual
standards, the gradual weakening of the capital position of banks,
and the effect upon banks of the nation’s participation in the war—are
outlined more fully in the following paragraphs.

The quality of bank assets. The improvement which has occurred
in the quality of assets held by insured banks is indicated by the fact
that in the examination of banks not members of the Federal Reserve
System for admission to insurance in late 1933 and early 1934, ex-
aminers criticized more than one-third of the assets of the banks,
while in 1941 less than 10 percent of the assets of insured banks
examined by the Corporation were criticized. Data for insured banks
which are not examined by the Corporation, but are examined by
other Federal banking supervisory authorities, show a similar trend.
The improvement in the condition of insured banks since 1933 has
been due in part to the improvement in the general economic situa-
tion, in part to the acquisition by the banks of additional high grade
assets, and in part to the writing off of assets.

A factor contributing to the improvement in the position of the
banks was the aggressive action taken by the Federal Deposit In-
surance Corporation and other bank supervisory authorities to
rehabilitate or to close weak banks which were licensed after the
banking holiday of 1933. The introduction into the banks of large
amounts of new capital, chiefly supplied by the Reconstruction
Finance Corporation during 1934, made it possible for many of the
banks to write off assets of doubtful quality. Banks which could
not be rehabilitated were closed, or were merged with other banks
with the financial aid of the Federal Deposit Insurance Corporation.
During the eight years of deposit insurance, 370 insured banks, with
$468 million of deposits belonging to 1,200,000 depositors, either
were merged with other banks with financial aid of the Corporation
or were closed and placed in receivership, the insured claims of de-
positors being paid by the Corporation.

Capital position of banks. The deposits of the banks insured by
the Corporation when it began operations on January 1, 1934, ex-
cluding those mutual savings banks which withdrew within six
months from the beginning of deposit insurance, amounted to ap-
proximately $33 billion, of which about $15 billion were in accounts,
and portions of accounts, which would have been protected by

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



DEPOSIT INSURANCE, BANKING, AND THE WAR 11

insurance with a limit of $5,000 per depositori During the eight
succeeding years the deposits held by insured banks increased more
than 100 percent, amounting to $71 billion on December 31, 1941. A
relatively small part of this growth was due to the admission to
insurance of banks which were not in existence or were not insured
on January 1, 1934. Deposits insured with a maximum of $5,000 for
each depositor increased to approximately $28 billion, a growth of
about 85 percent. Tabulations are not available showing the net value
of capital accounts of all insured banks as appraised by the examiners
at the beginning of deposit insurance. However, book values of total
capital accounts increased from approximately $6 billion at the
beginning of deposit insurance to $7 billion on December 31, 1941,
or about 15 percent. This is in striking contrast to the more than
160 percent growth of deposits during the same period.

The character of bank assets must also be taken into consideration
in appraising the capital position of the banks. Assets acquired by
the banks, accompanying the growth in their deposits, have for the
most part been of the type least subject to deterioration, and most
readily convertible into cash and reserves. However, the growth in
the total capital accounts of insured banks was less than the growth
in assets other than cash, balances with other banks, and United
States Government obligations. The ratio of total capital accounts
of insured banks to their loans, investments (excluding United States
Government obligations), and miscellaneous assets, was smaller at
the close of 1941 than at any previous time.

Effects of war time changes on the banks. The growth in
resources of the banking system, without a corresponding increase
in the capital of the banks, has diluted the margin of protection at
the very time the banking system faces a critical period. Moreover,
there is reason to believe that these tendencies will continue, perhaps
even at an accelerated rate.

The transfer of a large proportion of the resources of the nation
from normal peacetime pursuits to a war basis will inevitably impose
a heavy burden upon the economy, a part of which will fall upon the
banking system. Banks are being called upon to assist directly in war
finance, and also to make loans to industry, trade, and agriculture
associated with the war program. Bank obligations and bank assets
will probably expand substantially over the next few years. Bank
capital, on the other hand, is not increasing correspondingly.

Rapid changes in the outlook of business always alter the need
for credit, and this is particularly evident when the reorientation of
the economy is more drastic than at any other time in the nation’s

1 The limit of protection during the early months of Federal insurance of deposits was $2,600 for
each depositor in each bank.
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12 FEDERAL DEPOSIT INSURANCE CORPORATION

history. Some notes which formerly appeared to be satisfactory bank
loans have become less readily ecollectible, some have become of
doubtful quality, and some may have to be written off as priorities
and other restrictions cut deeper into businesses not directly associated
with the war effort. Some securities heretofore considered to be of a
quality suitable for bank investment are also being adversely affected.
The loans and securities which are likely to deteriorate are not spread
evenly throughout the banking system. Thus, while the quality of
the assets of the banking system considered as a whole has improved,
bank assets in some sections are being adversely affected.

Bank income and losses. The expansion in bank assets and
obligations will undoubtedly be accompanied by a growth in the
total income of most banks. However, the rate of return on these
assets will, for the most part, be low. Expenses will increase and net
income will be subject to additional taxation. While most of the assets
of the banks will represent obligations of the Federal Government or
loans to war producers guaranteed in whole or in part by the Federal
Government, a large volume will continue to consist of obligations
of private business and of non-Federal governmental units. The credit
of some of these obligors will be improved by the impact of the war
economy; that of others will deteriorate. Losses on some types of
bank assets may, therefore, be expected to increase.

In the past, bankers and bank supervisors for the most part have
been content to consider all income above expenses to be profit and
to make provision for losses only when those losses have been as-
certained or sustained as a result of a specific transaction. Such a
policy results in overstatement of profits in good years and obscures
the fact that a part of the gross income of the bank is a payment for
risk bearing. The Corporation in its Annual Report for 1940 pointed
out that:

“Losses on bank assets are, in a sense, a part of the cost
of banking operations. A banker expects that some assets
acquired will later prove worthless, in whole or in part, and
the rate of interest in effect includes a charge to cover such
losses. In the ordinary course of business, operating banks
meet these losses out of current income along with other costs
of doing business. So long as banks continue to meet these
losses regularly from current income, the actual amount of
the charge-offs affects chiefly the size of capital accounts and
the ability of the banks to declare dividends. However,
when banks fail to make adequate provision for these losses
before paying dividends the losses accumulate.’

6 1 Annual Report of the Federal Deposit Insurance Corporation for the year ended December 81, 1940,
p. 61.
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DEPOSIT INSURANCE, BANKING, AND THE WAR 13

This uneven rate of loss contributes to banking difficulties. In
prosperous periods, profits appear to be large, which tends to en-
courage payment of generous dividends, whereas in depression years
the heavy charge-offs more than absorb undivided profits and some-
times even result in capital impairment. It is highly desirable, there-
fore, that each bank should make provision on a systematic basis
during prosperous periods for losses which can be expected to develop
in periods of readjustment. During the years 1918-1941, inclusive,
losses less recoveries on loans of national banks averaged nine-tenths
of 1 percent per annum; losses on securities other than obligations
of the United States Government were materially higher, More than
one-half of the losses sustained on these assets during the 24-year
period were written off in six years; the assets upon which those
losses were taken had been acquired in prior years.

Loan and investment policy. The requirements of war financing
place heavy responsibilities on the banks, which continue to be the
chief group of financing institutions in the country. Essential war
production must be financed. Peace time standards of credit and loan
extension are inadequate to meet the exigencies of war production.
The basic requirements of a sound credit risk, however, remain the
same as before—character, availability of labor and materials, techni-
cal and managerial skill for the job, and sufficient control over cost
and profit margins to assure income adequate to meet obligations.
Bankers will not be contributing to the war effort by financing pro-
ducers not really qualified to produce acceptable war goods. Banks
must also continue to finance activities not directly connected with
the war effort. In all such cases the banks should take special care
to avoid the acquisition of assets of borderline quality and which,
as a consequence of the exigencies of the war, are subject to un-
reasonable risk.

Bank supervision and the war. The task of bank supervisors is
to keep the banks of the country sound so that they can make the
greatest possible contribution not only now but throughout the entire
war and the period of post-war adjustment. Changes essential for the
prosecution of the war must be made, and plans for handling necessary
readjustments should be prepared before the full impact of economic
changes hits the banking system. Some of the adjustments will be
temporary in nature; others will be more permanent. Some of them
will have serious effects upon the banks. Losses will inevitably be
sustained. The manner in which these losses are taken will go far
to determine the ability of our system of privately owned banks to
survive.

Bank supervisors should avoid action likely to result in wholesale
disposal of securities and collection of loans, hitherto regarded as
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sound, which may suffer deterioration due to dislocations of the war.
Such liquidation can lead to excessive losses, weaken the banks,
impair the banks’ usefulness, and also involve customers in losses
and liquidation which might otherwise be avoided. However, bank
supervisors should urge and require the banks to set aside regularly
and systematically the amounts sufficient to build up adequate re-
serves or valuation allowances as protection against ultimate losses on
loans and on other assets in which deterioration may occur.

Banking services must be maintained without interruption and
depositors must be assured that such services may be used without
fear of loss of their funds. Some losses will fall upon the banking
system as a consequence of the financial changes resulting from shifts
in the economy induced or intensified by war and post-war develop-
ments. The magnitude of the burden on the banking system depends
in part upon relief measures taken to meet financial stringencies of
groups of obligors adversely affected by war developments. A part
of the financial burden will undoubtedly fall upon the Federal Deposit
Insurance Corporation. How large the Corporation’s outlay will be
depends less upon the aggregate amount of bank assets which de-
teriorate than upon the concentration of such obligations within
specific areas or groups of banks. Historical studies made by the
Corporation emphasize the importance of scrutinizing carefully the
concentration of risk in particular banks or groups of banks, and the
necessity of taking effective action in the early stages of economic
changes adversely affecting particular groups of banks.

As a consequence of improved standards of bank operation and
bank supervision, improved rediscount facilities, and structural
changes, our banking system possesses a degree of flexibility and
adaptability not hitherto achieved. However, character, leadership
and supervision of a high order will be required of bankers and of
public officials concerned with banking if the banking system is to
serve the emergency adequately during the war and is to be prepared
to cope with the problems of post-war adjustment.

PROTECTION OF DEPOSITORS

Protection of depositors in insured banks. As is usual in periods
of rapidly increasing bank deposits and sharply advancing prices, few
banks experienced financial difficulties during the year 1941. Financial
disbursements by the Corporation to protect depositors were made
in connection with only 15 banks with 73,000 depositors and aggregate
deposits of $30 million. The disbursements of the Corporation amount-
ing to $23 million afforded full protection to all but 241 depositors.
The closing of the largest of the 15 banks, an institution with deposits
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of $11 million, was occasioned by the action of a State banking
department following the order of the Federal Government revoking
the license of that bank, controlled by enemy aliens, to do business.
It is estimated that the loss to the Corporation from its deposit
insurance activities for the year will amount to only $2 million and
that the loss to depositors will be about $35,000. The name and
location of the insured banks placed in receivership or merged with
the financial aid of the Corporation during 1941, together with data
respecting their assets and liabilities and the Corporation’s dis-
bursements, are presented in Tables 138 to 141, pages 180 to 183.

During the eight years of Federal insurance of bank deposits—
January 1, 1934, to December 31, 1941—370 insured banks with
deposits of $468 million were merged with the financial aid of the
Corporation or suspended and were put into liquidation. The Cor-
poration disbursed $239 million to protect 1,200,000 depositors in
these 370 banks and expects to lose about $47 million, 20 percent of
its disbursements, or about 10 percent of the deposits of the banks.
Figures are presented in Table 1.

Table 1. LosseEs AND DISBURSEMENTS IN CONNECTION WITH INSURED BANKS
IN FINANCIAL DIFFICULTIES, 1934-1941

Total Banks closed
1984-1941 or merged in

Numberof banks........ ... .. ... . 370 15
Estimated 1oss to depositors. . ... ... ittt $2,801,000 $35,000
Estimated loss to the Feederal Deposit Insuranee Corporation. ....... 46,598,000 2,086,000
Disbursements by the Federal Deposit Insurance Corporation........ 239,429,000 23,307,000

Depositors’ losses in these banks are estimated at about $3 million,
or less than 1 percent of total deposits. Summary figures relating to
depositors’ losses and recoveries are given in Table 2.

Table 2. DEPOSITORS’ RECOVERIES AND LOSSES IN INSURED BANKS
IN FINANCIAL DIFFICULTIES, 1934-1941

Number of depositors. ... ....... .. ... ... i 1,206,419
Depositors suffering no loss. ... ... . 1,173,516
Depositors suffering loss:

laims filed but recoveries from liquidation inadequatel. ...... .. .. .. ... ... ... 4,703
Claims not filed within period prescribed by law............... ... ... .. ..... 28,200

Amount of deposits. .. ... ... $468,350,000
Estimated recoveries by depositors. . . ... o o 465,424,000
Estimated losses by depositors filing claims!........... .. ... ... . . o o 2,801,000
Estimated losses because of failure to fileclaims. . ....... ... .. .. ... .. ... .. ... 125,000

11,497 depositors will logse an estimated $2,616,000 of their deposits in accounts which exceeded
the limit of $5,000 insurance and which were not otherwise protected; and 3,206 depositors will lose
about $185,000 in accounts which had been restricted or deferred prior to 1934 or were otherwise in-
eligible for insurance protection.
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16 FEDERAL DEPOSIT INSURANCE CORPORATION

Excluding those depositors who were fully protected by insurance
but did not file claims or who could not be located by the Corpora-
tion’s representatives, less than 5,000 depositors will suffer any loss
at all. In 269 of the 370 banks not a single depositor who filed a
claim will suffer any loss.

By the close of the year, 28,200 depositors with deposits totaling
$125,000, who originally were fully protected by insurance but who
could not be located or who failed to claim their accounts within the
time prescribed by law, were barred from further insurance pro-
tection. For the most part their accounts were dormant and had been
abandoned or forgotten by their owners. Most of the accounts were
small; many amounted to less than one dollar. The Banking Act of
1935 provides that, if any depositor who has been given at least
three months’ notice—either by mailing to his last known address
or by publication—shall fail to claim his insured deposits within
eighteen months after appointment of the receiver the rights of
such depositor against the Corporation as insurer shall be barred.

Method of providing insurance protection. The Corporation
protects depositors in insured banks in financial difficulties (1) by
advancing cash to the banks to replace poor assets, where such action
will facilitate mergers with other banks, or (2) by paying off deposi-
tors, up to $5,000 per depositor, in insured banks which close without
making adequate provision for payment of depositors. Disbursements
under the two methods of dealing with insolvent or hazardous insured
banks during the past eight years are presented in Table 3.

Table 3. DISBURSEMENTS OF THE CORPORATION IN CONNECTION WITH BANKS
IN FINANCIAL DIFFICULTIES, 1934-1941

Number of banks Amouxzitno:n;}i?g::)s ement
Placed in Insured Loans and
Total receiver- Merged Total deposits asgets

ship paid! purchased

Total.......... 370 234 136 $239 $79 $160
1941......... 15 8 7 23 12 11
1940......... 43 19 24 74 b 69
1989......... 60 32 28 68 26 42
1938......... 74 50 24 30 9 21
1937......... 75 60 25 19 12 7
1986......... 69 42 27 16 8 7
1985......... 25 24 1 9 6 3
1984......... 9 L 1 D S

1 In addition, the Corporation disbursed $331,000 to purchase assets from the liquidators of 26
insured banks in receivership.
Detailed figures for 1941—See Table 138, page 180, and Table 141, page 183.

t Depositors in insured banks placed in receivership prior to the Banking Act of 1935 can continue
to claim protection from the Corporation until the termination of the receiverships of those banks, or
until termination otherwise of their right to file claims against the receiver and thus their right to
subrogate their claims to the Corporation. The receiverships of 12 of the 24 banks which closed prior
to August 23, 1936, had not been terminated by the close of 1941.
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Of the 370 banks aided or closed, 136 with deposits of $368 million
were merged with no interruption of operations and without loss to
depositors, while 234 banks with deposits of $100 million were placed
in receivership.! In all, nearly 98 percent of the deposits have been
made available promptly to depositors, while payment of only 2 per-
cent of the deposits has been dependent upon the course of liquidation
of the banks in receivership. The percentage of deposits protected in
banks closed because of financial difficulties was much higher than
the percentage of deposits estimated to be insured in operating banks.
The difference was due particularly to the high protection (averaging
more than 95 percent of deposits) of depositors in the large banks
which closed or merged as compared with the 50 percent estimated
to be insured in operating banks of comparable size. A comparison
of insurance protection in operating banks and of the protection in
banks merged or placed in receivership because of financial difficulties,
with the banks grouped by amount of deposits, is shown in Table 4.

Table 4. PERCENT OF DEPOSITS INSURED IN OPERATING INSURED BANKS AND
PROTECTED IN INSURED BANKS IN FINANCIAL DIFFICULTIES

BANKS GROUPED BY AMOUNT OF DEPOSITS

Protected in banks in
financial difficulties?
Insured
in operating B
1
banks All plaz:}i{sin Banks
banks receivership merged
Allbanks....................... 39.7% 97.7% 89.29, 100.09%,
Banks with deposits of —
$100,000 orless. ............... 95.9 97.0 96.2 100.0
$100,000 to $250,000............ 92.3 96.9 96.0 100.0
$250,000 to $500,000............ 88.8 96.4 94.0 100.0
$500,000 to $1,000,000.......... 84.7 93.8 87.8 100.0
$1,000,000 to $2,000,000........ 79.5 98.1 93.4 100.0
$2,000,000 to $5,000,000........ 72.9 97.3 84.4 100.0
$5,000,000 to $10,000,000. ...... 64.9 1000 |.............. 100.0
$10,000,000 to $50,000,000. .. ... 49.9 97.9 85.0 100.0
More than $50,000,000.......... 285 o e e e e

1 Estimated as insured in both insured commercial and mutual savings banks on September 24, 1941,

2 Protected by insurance, security, offsetting claims, or priority over claims of other depositors
in banks placed in receivership, 1934-1941; protected by terms of merger agreements in banks merged
with financial aid of FDIC, 1935-1941.

Procedure for providing insurance protection. In the case of
mergers and consolidations the Corporation has used two types of
contract: (1) it makes a loan, taking as collateral all of the assets
which are not taken by the absorbing bank; (2) it purchases assets
with an agreement to return to the bank any cash collected above
(a) the amount of the purchase price of the assets, (b) expenses
incurred, and (c) a reasonable return on the investment equivalent to

1 While the depositors are protected against loss in the case of mergers, the stockholders are not
and receive no collections on their investment until after the Corporation has been reimbursed for ex-
penses incurred and has been paid off in full with interest.

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis



Digitized for FRASER

18 FEDERAL DEPOSIT INSURANCE CORPORATION

interest at 4 percent. This latter method was used in all of the seven
banks merged in 1941. The amount of the disbursement by the Cor-
poration is always the amount necessary to make up the deficiency
between the amount of liabilities assumed and the value of the ab-
sorbed bank’s acceptable assets taken over by the absorbing bank.
Under the terms of the contract with the bank which is aided, the
Corporation has control of the liquidation and disposition of the
assets acquired by it from the bank.

Except where the Corporation is delayed by legal proceedings
payment to depositors is started in insured banks which suspend and
are placed in receivership as soon as the records for the payments can
be prepared. Ordinarily insured deposits are made available within
from 10 to 14 days after the actual closing of the bank.! In most cases
the Corporation’s representatives are sent in immediately following
appointment of the receiver to verify the records and make arrange-
ments to pay off insured depositors. As soon as these arrangements
have been completed the Corporation notifies depositors by mail,
posters, and advertisements of its readiness to pay all insured deposits.
Thereafter payments are made as rapidly as depositors present and
prove their claims. The procedure for presenting and proving claims
has been so simplified that it imposes no greater effort on depositors
than is ordinarily involved in the closing of a deposit account in an
operating bank. Figures regarding payment of deposits in insured
banks in receivership are given in Table 5

Table 5. PAYMENT OF DEPOSITS OF INSURED BANKS PLACED IN
RECEIVERSHIP, 1934-1941

Paid by Unpaid on

Total Dec. 31, Dec. 81,
19411 1941

Deposits—total | $100,640,000 $94,216,000 $6,424,000

Insured..........ocoooiiiiiiii i . 79,998,000 1 78,867,000 1,131,000
Secured, preferred, and subject to offset.. L : 9,865,000 | 9,297,000 568,000
Deposits in excess of $5,000 not otherwise protected“ 9,621,000 5,408,000 4,213,000
Restricted or otherwise uninsured. ..............! 1,031,000 644,000 887,000
Unclaimed. .. ....oovvininnieiai 125,000 {.....ooi.lls, 125,000

! Payments made both by the Federal Deposit Insurance Corporation and by receivers.
Detailed figures—See Table 141, page 183.

By the close of 1941, 94 percent of the $100 million of deposits in
insured banks placed in receivership had been paid to depositors.
It is estimated that about $3.6 million additional payments will be
made and that depositors will lose about $2.8 million.

1In a few cases delays have been longer due to the legal provisions of some States which require

a waiting period before appointment of a receiver. Dates of suspension and of commencing payment of
insured claims in banks placed in receivership during 1941 are given in Table 139, page 181.
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Losses and recoveries of the Corporation. Insurance losses in
the 8370 banks are estimated at $47 million: 10 percent of total de-
posits and slightly less than 20 percent of total disbursements.! In
the banks placed in receivership, the Corporation estimates losses will
be about 20 percent of total deposits compared with losses of 7 percent
of total deposits of the banks merged. Qut of the $239 million of
disbursements made during the past eight years in protecting de-
positors and assets, $114 million had been repaid to the Corporation
by the end of 1941. This is more than one-half of the amount which
it expects to recover.

The distribution of banks in which the Corporation has made dis-
bursements, according to the progress of liquidation and the percent
of repayment to the Corporation on its subrogated claims and loans,
is shown in Table 6.

Table 6. REPAYMENTS TO THE CORPORATION AS OF DECEMBER 31, 1941,
OF DISBURSEMENTS IN CONNECTION WITH INSURED BANKS IN
FINANCIAL DIFFICULTIES

Liquidation completed! Liquidation not completed
Total : Total .
number | Banksin Banks number | Banksin Banks
of recelver- | merged of receiver- | merged
banks ship banks ship
Total...............ccunn 84 61 23 286 173 113
Repayments to the
Corporation
100 percent............... 50 28 22 36 82 4
75 to 99 percent........... 24 23 1 71 50 21
50 to 74 percent........... 8 8 ...t 91 48 438
26 to 49 percent........... 1 1 ..., 54 19 35
Less than 25 percent....... 1 D N N 26 16 10
Nome.......oooviveeivin|iveianadonnania oo 8 - 2

1 Excludes cases in which assets purchased by the Corporation to facilitate termination of receiver-
ships or repayment of loans were not yet liquidated.

NoTte: In banks placed in receivership, repayments consist of amounts received from receivers
by the Corporation on insured depositors’ claims to which it has been subrogated; in banks merged,
repayments consist of amounts collected from disposal of assets after deducting expenses incident to
the transaction.

Of the 234 insured banks placed in receivership from 1934 to 1941,
61 were completely liquidated by the end of that period according
to the records of the Corporation. This number does not include seven
banks whose receiverships had been terminated but the residue of
whose assets had been purchased by the Corporation and was not
yet liquidated. Of the 61 banks, 28 made full repayment to the
Corporation on its subrogated claims, 14 with interest.

1 Figures of Corporation losses include expenses for which the Corporation is not reimbursed,
incurred by the Corporation in connection with payment of claims and liquidation of assets. They do
not, of course, include ordinary administrative expenses of the Corporation.

Detailed figures are as follows:

Banks in Banks

receivership merged
Disbursements of principal. .. .............. $79,798,000 $160,661,000
Estimated losses......................000ns 19,677,000 26,922,000
Net collections to December 31, 1941........ 44,120,000 69,861,000
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Of the 136 loan and purchase transactions, 23 were closed by
December 31, 1941. In 22 of these cases all expenses incurred by the
Corporation were repaid and collections were sufficient to repay the
principal of the loan with interest. In all but 2 of the 22 cases the
Corporation received a rate of return on its disbursement equivalent
to 4 percent. In the remaining case collections after deductions of
expenses amounted to 96 percent of the principal of the loan. All of
the 23 cases involved small banks, the total of the Corporation’s dis-
bursements amounting to only $1.3 million. ‘

During the past three years, the Corporation has exercised its
power to purchase assets from the receivers of closed insured banks
in order to facilitate the termination of the receiverships. Assets were
purchased from the receivers of 26 banks at a cost to the Corporation
of $931,000—$835,000 from 14 banks prior to 1941 and $96,000 from
12 banks during 1941.

Receivership activities of the Corporation. At the close of
1941, the Corporation was acting as receiver for 62 of the 166 insured
banks in receivership. It was receiver for 14 national banks with
deposits at time of suspension aggregating $13.5 million and for 48
State banks with deposits aggregating $11.4 million. The Corporation,
as principal creditor through its subrogation to insured depositors’
claims, maintains close contact with the receivers of the remaining
104 State banks with deposits at time of suspension of $62.6 million
and assists as much as possible in promoting efficient liquidation of
those banks.

SUPERVISORY ACTIVITIES OF THE CORPORATION

Supervisory authority and policy. The Federal Deposit Insur-
ance Corporation was established to protect bank depositors from
losing money through bank failures. The Corporation believes that
whenever possible this protection should be provided through pre-
ventive action rather than by paying off depositors after failure. The
policies of the Corporation have been developed to make as effective
use as possible of the provisions of the deposit insurance law designed
for this purpose.

The Corporation examines insured banks not subject to examination
by the Office of the Comptroller of the Currency or the Federal
Reserve authorities, and reviews reports of examinations of insured
banks made by those Federal agencies. It has the authority to ter-
minate the insured status of any bank which continues to engage in
unsafe or unsound banking practices or in violations of law or regu-
lations. Noninsured banks which wish to become insured as banks
not members of the Federal Reserve System, and insured banks not
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members of the Federal Reserve System which wish to establish: or
relocate branches, must obtain the approval of the Corporation; and
in considering applications for these purposes the Corporation is
required to take into account the financial history and condition of
the bank, the adequacy of its capital structure, its future earnings
prospects, the character of its management, the convenience and needs
of the community, and the consistency of its corporate powers with
the purposes of deposit insurance. Insured banks not members of the
Federal Reserve System must obtain the approval of the Corporation
before reducing or retiring capital. Any insured bank must obtain
the approval of the Corporation before assuming the deposit lia-
bilities of, or consolidating or merging with, a noninsured bank. The
Corporation is required to issue regulations regarding the payment of
interest on deposits in insured banks not subject to similar regulations
issued by the Board of Governors of the Federal Reserve System, and
is authorized to issue such other regulations as are necessary to carty
out its funetions.

In carrying out its functions the Corporation has sought to increase
rather than lessen the assumption of responsibilities by bank officers
and directors over their own institutions. An important Government
function like bank supervision may wisely be based on a conservative
conception of the power of supervision. Supervision cannot be a
substitute for strong and effective management of the individual units
which form the system; it cannot cause banks to make loans or buy
securities, or prevent mistakes in either of these actions. The aim of
supervision must be to secure the continuous operation of banks,
equipped and willing to bear the risks inherent in the extension of
credit, and managed by responsible persons whose judgment of credit
risks is based upon adequate information and a definite policy of
maintaining the solvency of the banks under adverse as well as fa-
vorable conditions.

Unsound banking practices and violations of law or regulations are
called to the attention of the officers and directors of the banks. When
informal efforts fail to bring about corrections the Corporation
initiates proceedings to terminate the insurance of the bank.

Bank examinations. The Corporation’s most important activity
in the maintenance of sound banks centers around the examination
of and the review of examinations of banks. From the beginning of
its operations in September 1933 to the close of 1941 the Corporation
conducted nearly 70,000 examinations of banks. The Corporation has
also examined the trust departments of the banks examined by it.
In addition, the Corporation has reviewed examinations of banks
and of their trust departments made by other Federal bank super-
visory agencies.
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All of the examinations of banks, except 176, were examinations
of insured banks not examined by other Federal bank supervisory
agencies.! Permission to conduct the 176 examinations was granted
by the Comptroller of the Currency in the case of national banks
and by the Board of Governors of the Federal Reserve System in the
case of banks members of that system. These 176 examinations were
made in connection with the following circumstances: actions against
banks believed to be engaged in unsafe or unsound practices or
violations of law or regulations; negotiations of loans to facilitate the
merger of insolvent or hazardous banks; applications for insurance
from banks wishing to withdraw from the national or Federal Reserve
systems but to continue their insured status; proposed consolidations
of a national bank with an insured bank not a member of the Federal
Reserve System or with a bank applying for insurance as a nonmember
bank.

During 1941, the Corporation conducted the following examinations
of banks:

6,781 regular examinations of insured State banks subject
to examination by the Corporation;

169 additional examinations of insured banks subject to
examination by the Corporation believed to be engaged in
unsafe or unsound practices, or to be insolvent, or otherwise
to require special attention;

141 examinations and investigations of banks applying for
admission to insurance (including 13 banks wishing to with-
draw from the national or Federal Reserve systems but to
continue to be insured), to change location, or for permission
to establish or change location of branches;

6 examinations of insured banks not regularly subject to
examination by the Corporation but believed to be engaged
in unsafe or unsound practices or to be insolvent;

2 examinations of national banks in connection with
proposed consolidations not requiring financial assistance
from the Corporation;

998 examinations of trust departments of banks.

In addition to these examinations the Corporation in 1941 reviewed
7,263 reports of examinations of insured banks and 2,125 reports of
examinations of trust departments made by other Federal agencies.

Unsafe and unsound banking practices and violations of law
or regulations. The ultimate sanction which may be resorted to by
the Corporation to check the development of unsound practices is to

1 Insured national banks are examined by the Comptroller of the Currency and insured State banks
members of the Federal Reserve System by the Federal Reserve banks.
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terminate the insured status of banks which continue to engage in
such practices. Up to the close of 1941, the Corporation took action
against 110 banks for engaging in unsafe and unsound banking
practices or violations of law or regulations. In 15 of these cases the
practices were eliminated; in 82 cases banks ceased operations, by
suspension, absorption, or succession; and in 4 cases the insured
status of the bank was terminated for failure to make corrections.
Two of these four banks have also suspended operations. Nine cases
were pending at the close of 1941.

During the year 1941, proceedings were initiated against 14 banks
(including a case in which a pending action was terminated and
replaced by a new action during the year), and continued in 6 cases
which were pending at the beginning of the year. Of the 20 cases,
11 were completed during the year. Further figures, both for the year
1941 and for the entire period since the effective date of the Banking
Act of 1935, are given in Table 7.

Table 7. ACTION TO TERMINATE INSURED STATUS OF BANKS CHARGED
WITH ENGAGING IN UNSAFE OR UNSOUND PRACTICES OR VIOLATIONS
OF LAW OR REGULATIONS, 1936-1941

Cases in 1941
Total
193%8_8;8411 Pending Started
beginning during
of year? year
Total banks against which action was taken.......... 110 6 14
Cases closed during period......................... 101 5 6
Correctionsmade. .........cooiiiiiiiiiiiia T T N
Insured status terminated or date for such termination
set by Corporation, for failure to make corrections:
Bank suspended prior to or on date of termination of
insured status?. ... ... . o0 il [ PPN 1
Bank continued in operationt. . ..................... 2 [P [P
Banks suspended prior to termination of insured status
by Corporation. . ....ooviuvunrnrnooriinenensnens 31 1 1
Banks absorbed or succeeded by other banks.. e 546 4 4
Cases pending December 31, 1941, ........... 9 1 8
Deferred pending consummation of merger plan 5 1 4
Deferred pending results of hearing........... 2 [iiiiiiinn 2
Deferred pending results of reexamination............ 2 i 2

1 No action to terminate status of any insured bank was taken before 1936. In 4 cases where initial
action was replaced by action based upon additional charges, only the later action is included.

2 Excludes 1 bank against which action pending at the beginning of 1941 was discontinued in order
that a new action could be started.

3 Includes 1 national bank which, in accordance with the provisions of the law, suspended im-
mediately following the action of the Corporation in terminating its insured status.

4 One of these banks suspended 4 months after its insured status was terminated.

5 In all except 2 of the 46 cases the Corporation made loans to facilitate the mergers or reorgani-

zations.
Detatled figures—See Table 144, page 188.

The banks against which the Corporation proceeded were engaged
in various types of unsafe and unsound practices and violations of
law or regulations. All of the banks against which action was taken
in 1941 were operating with seriously impaired capital. The majority
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of them were holding excessive amounts of substandard assets, and
were continuing to carry on their books assets which had become
worthless, thus failing to disclose a true statement of condition in
their reports of assets and liabilities. The majority of these banks
were also operated by incompetent or untrustworthy managements.
A list of the practices in which the 14 banks were engaged is given
in Table 8.

Table 8. UNSAFE OR UNSOUND BANKING PRACTICES AND VIOLATIONS OF
LAw OR REGULATIONS CHARGED AGAINST 14 BANKS
BY THE CORPORATION DURING 1941

Number
Type of practice or violation of banks Case identification
charged letters
Capital:
Operation of bank with seriously impaired capital......... 14 a,lb, e,d, e f, g h,i,ijk,
,m,n
Operation of bank with inadequate capital funds.......... 4 b,e, k, 1
Management and general practices:
Lax credit and collection policies. .. ................. ..., 3 a,c,d
Continued carrying of losses in bank’s assets, failing to dis-
cloge true statement of condition. ..................... 10 c,d,e, f,g, h,j,l,mn
Operation of bank by weak, hazardous, untrustworthy, or
incapable management. ........... ..ottt 8 a,c,d,f,g, k,m,n
Lax investment policy . . ....... .. 0 iiiiiiiii i 1 ¢
Unwarranted and excessgive loans to directors, officers, em-
ployees, or theirinterests. .. ..............ccocivunva... 2 e, d
Dissipation of earnings through payment of excessive
salaries. ... ... .. i il 1 g
Loan and investment practices:
Excessive volume of past due or nonincome-producing loans. 2 c, d
Failure to obtain and maintain current and adequate credit
data. . ... i e 1 c
Continued carrying of excessive and illegal loans. ......... 1 f
Continued carrying of excessive amounts of other real estate
owned and potential other real estate. ............. ..., 2 c, d
Excessive volume of assets in Classifications II and III or
assets of questionable banking merit!................... 10 a,e,d,e,f,g,h,l,mn
Excessive volume of assets in Classification IVi..... .. ... 8 c,d,e,f,g,h,1,n
Excessive investment in substandard, speculative, and
defaulted securities. . ........cit it 2 c, d
Carrying of other real estate in excess of maximum time
permitted by law........... .. .. o i oo 1 d
Miscellaneous:
Continued violation of law to which bank is subject. ....... 1 d
Illegal payment of cash dividend on capital............... 1 k
Publication of reports of condition which were false and in
violationof law. . ....... ... .. o i il 1 k
Causing false entries to a liability account in violation of law. 1 k

1 For method of classifying assets, see Explanatory Note to Part Five, pages 95-96
Back figures—See the Annual Report of the Corporation for 1940, Table 1 e, pages 247 to 249.

Other actions regarding banks in an unsound condition.
The Corporation uses its power to terminate the insured status of a
bank as an ultimate sanction when other efforts to rectify an unsound
situation have been insufficient. For the most part the Corporation
attempts by informal action jointly with the appropriate supervisory
authority to secure correction of unsafe situations, and these informal
efforts are more successful than might otherwise be the case because
of knowledge of the Corporation’s power to terminate the insured
status of a bank.
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Most of the banks which suspended operations or were merged with
the financial aid of the Corporation, and some of those which were
absorbed or went into liquidation without financial aid from the
Corporation, did so after informal or formal action by the Corporation
regarding unsound banking practices and violations of law. In addi-
tion to these cases, a number of banks which were in poor financial
condition were rehabilitated through recapitalization plans worked
out with the approval of the Corporation. In all, 61 banks considered
to be imminent or potential hazards to the banking system were
eliminated or rehabilitated during 1941: of which 15 suspended or
were merged with the aid of the Corporation, 28 were absorbed or
succeeded by other insured banks without financial aid by the Cor-
poration, 12 went into voluntary liquidation and paid off their de-
positors, and 6 were rehabilitated by capital improvement plans
approved by the Corporation.

Admissions te and terminations of insurance. During 1941,
the Corporation approved the application for admission to insurance
of 80 banks.! In addition, 11 banks became insured through the grant-
ing of national charters by the Comptroller of the Currency or through
admission to membership in the Federal Reserve System. Of the 80
banks approved for admission by the Corporation, 32 were new banks,
30 were banks in operation at the beginning of the year, and 18 were
insured banks reorganizing or withdrawing from the Federal Reserve
System. A few of the new banks replaced suspended banks, discon-
tinued branches of other banks, or offices of financial institutions not
engaged in deposit banking; and the banks in operation at the be-
ginning of the year include a few which were reorganized or incor-
porated prior to admission to insurance. The application for admission
to insurance of one bank was disapproved.

Some of the banks approved for admission to insurance had not
opened, or the admission to insurance had not become effective, by
the end of the year; and some cases approved during the preceding
year became effective during 1941. Further details regarding the
applications for admission to insurance are given in Table 142, page
184; and figures regarding banks admitted to insurance are given
in Tables 101 and 104, pages 100 and 110.

The insurance of 104 banks terminated during the year. Of these
banks, 21 were succeeded by other insured banks. The remaining
terminations reflected absorptions of banks by other operating banks,
voluntary liquidations, and suspensions. One of the suspensions was
a national bank the insured status of which had been terminated by
the Corporation.

1In two cases, the approval of the Corporation was later rescinded because of changes in the appli-
cants’ plans.
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Establishment of branches. During 1941, the Corporation ap-
proved the applications of 40 banks to establish 48 branches.t In
addition, 31 branches were opened for business by 25 national and
State banks members of the Federal Reserve System. These banks
are not required to obtain Corporation approval for establishment
of branches. Further details regarding the branches approved by the
Corporation are given in Table 142, page 185.

Capital adjustments of banks. Applications for the retirement
of capital obligations held by the Reconstruction Finance Corporation,
filed by banks required by law to secure the approval of the Federal
Deposit Insurance Corporation, were approved in 1941 in amounts
aggregating $15.7 million and disapproved in amounts aggregating
$3.1 million.2 These applications were filed by 1,642 banks. Appli-
cations for the retirement of capital obligations held by others than
the Reconstruction Finance Corporation were approved in amounts
aggregating $1.2 million and were disapproved in amounts aggregating
$0.1 million. The Corporation approved the reduction of par or book
value, but not retirable value, of preferred capital obligations (held
chiefly by the Reconstruction Finance Corporation) to the extent
of $1.6 million in 13 banks; and the reduction of the par value of
common stock to the extent of $2.3 million in 35 banks. These re-
ductions in value of capital accompanied reductions in values at
which assets were carried on the banks’ books. The assets had de-
teriorated in quality; some had become worthless.

From August 23, 1935, to the close of 1941, the Corporation has
taken action on approximately 10,000 formal applications from
3,229 banks to approve the retirement or reduction of capital: The
great bulk of these applications related to the retirement of preferred
capital obligations held by the Reconstruction Finance Corporation.

Further details regarding Corporation actions on capital adjustment
cases, both for the year 1941 and for the entire period from August 23,
1935, to the end of 1941, are given in Table 143, page 186.

Approval of assumption or release of deposits. Actions of the
Corporation on applications of insured banks to assume deposit
liabilities of noninsured banks or liabilities of other noninsured
financial institutions, to purchase assets in conjunction with assump-
tion of liabilities of other institutions, or to pay or release deposits
which had been subordinated or restricted as to payment prior to
August 23, 1935, are summarized in Table 143, page 187.

! This figure includes applications to continue in operation branches of banks which were being
absorbed, and in 8 cases approval of operation of branches established prior to 1941.

2 Retirement of capital obligations held by the Reconstruction Finance Corporation, by national
banks, State banks members of the Federal Reserve System, and other insured banks in the District
of Columbia is not subject to the approval of the Federal Deposit Insurance Corporation. These banks
file applications for such approval with other Federal banking authorities.

3 August 23, 1935, was the effective date of the law requiring Corporation approval of retirement
of capital of insured banks not subject to the supervision of the other Federal bank supervisory agencies.

org/

Federal Reserve Bank of St. Louis



LEGISLATION AND EXECUTIVE ORDERS 27

Reports from banks. Semi-annual statements of daily deposits
were submitted by each insured bank, as required by law, for the
purpose of determining the amount of the assessment to be paid for
deposit insurance.

Each insured bank was requested to submit, as of September 24,
1941, a report showing its total deposit liabilities, and the amounts of
those liabilities in accounts with balances as follows: $5,000 or less,
$5,000 to $10,000, $10,000 to $25,000, and more than $25,000.

The Corporation called for reports of assets, liabilities, and capital
accounts as of June 30 and December 31, 1941, and for reports of
earnings, expenses, and disposition of profits for the calendar year
1941, from each insured bank required by law to submit such reports
to the Corporation.! The forms used for the reports of assets, lia-
bilities, and capital accounts were those adopted by the three Federal
bank supervisory agencies and the majority of the State authorities.
In connection with both of these calls a supplementary schedule was
requested showing the amount of instalment consumer loans out-
standing.

Each insured bank required to submit reports of assets, liabilities,
and capital accounts to the Corporation and which operated more
than one banking office was also requested to report to the Cor-
poration, as of June 30, 1941, the name and location, and the amount
of deposits, of each of its banking offices.

Summaries of the tabulations prepared from these reports are
given in this Annual Report, or in pamphlet form, as follows: data
from the special call regarding size of accounts, Part Three of this
report, pages 63-78; from the two calls for reports of assets, liabilities,
and capital accounts in the pamphlets, “Assets and Liabilities of
Operating Insured Banks,” Report No. 15 and Report No. 16, and
in Tables 103 and 110-114 in this report; from the reports for earnings,
expenses, and disposition of profits, Tables 125-134 in this report;
and from the reports for each office of banks operating more than
one office, Tables 105-111 in this report.

LEGISLATION AND EXECUTIVE ORDERS

Federal legislation. The Federal statutes relating to the legal
responsibilities of insured banks in handling accounts of a foreign
state or central bank were amended by Congress in 1941, The amend-
ment provided that payments or other transactions respecting the
property of a foreign state or central bank made in accordance with

1 Banks required to submit reports to the Corporation are insured banks not members of the Federal
Reserve System except those in the District of Columbia and national banks in the possessions.
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instructions issued by a person who had been certified by the Secretary
of State as the representative of such foreign state or central bank,
should constitute lawful discharge of the bank’s responsibility. The
amendment also provided that the United States District Courts
should have exclusive jurisdiction over any legal proceedings against
a bank or its officers, directors, or employees arising out of the seizure,
possession, or disposition of property of a foreign state or of a central
bank thereof.

The Revenue Act of 1941 provided that banks should hereafter
be subject to the surtax applicable to the profits of business concerns,
in addition to the normal corporation income tax to which they had
been previously subject.

The sections of these amendments affecting insured banks or the
Federal Deposit Insurance Corporation are given on pages 81-83.

Executive Order regarding civil service status of Corporation
employees. By Executive Order of the President dated March 1,
1941, certain professional, scientific, administrative, technical, and
other positions not previously covered, were brought into the com-
petitive classified civil service; and the incumbents of these positions
and other persons in the service of the Corporation on February 1,
1939, were authorized to acquire a classified civil service status in
accordance with civil service regulations. The Executive Order is
given on page 84.

State legislation directly affecting the operations of the
Corporation. Regular sessions of State legislatures were held during
1941 in 43 States. In five States legislation was enacted which will
aid in more effective coordination of the operations of the State
banking systems and the Federal deposit insurance system.

In Arkansas the Bank Commissioner, and in Oregon the Super-
intendent of Banks, were authorized to furnish this Corporation or
its examiners copies of all examinations of insured banks made by
their departments and to disclose fully to the Corporation information
regarding those banks.

In New York, banks and trust companies were authorized to borrow
from this Corporation and pledge assets as security and to sell assets
to this Corporation when entering into agreements with other banks
or trust companies for the assumption of deposit liabilities. This was
in line with former action taken to facilitate the extension of this
Corporation’s loan and merger powers to insured banks.

In North Carolina, trustees were authorized to deposit fiduciary
funds in commercial departments of banking institutions, to the
extent of the insurance provided by this Corporation, without other
security.
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In South Dakota, this Corporation was authorized, when acting
as receiver or liquidator of a closed insured bank, to borrow from the
Corporation on behalf of the bank and pledge assets as security, and
to sell assets from the bank to the Corporation in the course of the
liquidation. An additional amendment was adopted eliminating
requirement for security for deposits of State funds to the extent of
the insurance protection provided by this Corporation.

State legislation relating to bank supervision and bank
operations. Most of the State legislatures which met during 1941
adopted legislation amending their banking codes. The most important
subjects dealt with in this legislation are listed below.

Bank supervisory authority:
Requiring members of the State Banking Commission to
be appointed from a list recommended by the State
Bankers Association................ ... ... o0, South Dakota

Enlarging powers of Banking Advisory Board.................... Ohio

Establishing a Department of Business Regulation within
which the Governorshall appoint the Bank Commissioner.......... Utah

Changing title of ‘‘Department of Trade and Commerce”
to “Department of Banking’’ and of Secretary of the
first named to “Director of Banking”...................... Nebraska

Organization of banks of deposit and changes in bank charters:

Requiring the following additional factors to be taken into
consideration in granting bank charters or approving
the relocation of a bank, namely: the convenience and
needs of the community, and whether the volume of
business is sufficient to insure maintenance of solvency
of the new or relocated bank........................... ... Missouri

Lowering minimum capital requirements in certain places
of designated population.......................... Georgia, Illinois

Requiring corporations operating under Banking Depart-
ment, but not authorized to receive deposits or act as
guardian or administrator, to have paid-up minimum
capital of $50,000 in place of 50,000 or more population....Arkansas

Forbidding transfer of bank franchises or charters without
approval of Banking Commission....................... Connecticut

Regulating the conversion of State banks to national banks
OF VICE VOISA. .. .\ 'tittiiirnnan i iininananann Michigan, Texas

Operations of banks of deposit:
Amending requirements for reserves against demand and
time deposits . .......... Arkansas, Connecticut, Delaware, Kentucky,
Maine, Maryland, Nevada, New Hampshire,
‘New Jersey, New York, North Dakota, and
(by authorized regulation) Ohio

Amending requirementsastosurplus. ................. Colorado, Oregon
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Clarifying the statute limiting amount of loans to any one
borrower.......... Colorado, Michigan, Missouri, Wisconsin, Wyoming

Increasing maximum amount of a loan to a municipal
COTPOTAtION . . ...t Wisconsin

Amending act relative to loans secured by stock of another
banK. ... California

Authorizing retirement of bank shares of any class, except
common, from earnings reserved for the purpose, if at
same time a dividend is paid in common shares of equal
aggregate par value to those of the shares retired........ Pennsylvania

Amending method of valuing shares of bank stock for
taxation, by providing that surplus and reserve shall
not be considered as adding to value of capital stock. .. .. ... New Mexico

Requiring fidelity or bankers blanket bond covering bank
officers and employees in lieu of personal security............ Oklahoma

Authorizing branch bank agencies ‘““‘to make loans and do a
general banking business” in addition to former powers. ... New Mexico

Defining liability of banks for payment of forged or raised
checks. ... ... ... il New York, Ohio, Pennsylvania

Requiring three reports (formerly four) each year to De-
partment of Banking............. .. .. ... ... . L Nebraska
Banks in financial difficulties or receivership:
Expediting collection of assessments to restore impaired
capital. ... ... . Nebraska, Nevada

Authorizing Department of Banking to act as receiver, if
appointed by court, where liquidation is conducted as a

judicial proceeding. ......... ... ... .. i Nebraska
Empowering Bank Commissioners to fix counsel fees in
bank receiverships, subject to court review................. Maryland

Additional action relative to repeal of ‘‘superadded lia-
bility”” of bank stockholders............. Nebraska, North Dakota,
Utah, Washington

Providing a statute of limitations against enforcement of
“superadded liability”’ of bank stockholders................ Illinois

Trust funds and fiduciary institutions:

Handling of common trust funds...... Arizona, Florida, Massachusetts,
Michigan, South Dakota

Amending (mostly enlarging) list of eligible investments for
trust funds. .......... ..o Ll California, Connecticut, Delaware,
New Hampshire, Ohio

Authorizing trust companies to deposit funds belonging to
more than one trust in one account in any banking in-
stitution to credit of said trust company as trustee........ Wisconsin

Authorizing banking institutions with trust powers to

cause securities held in a fiduciary capacity to be reg-

istered in the name of a nominee, but holding the institu-
tion liable for any loss through such nominee. .......... New Hampshire,
Wisconsin
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Instalment loans or small loan institutions:

Enabling banks and trust companies to make personal

31

instalment loans. . ........ ... ... .. . .. .. ... Florida
Amending personal instalment loan statutes applicable to
commercial or savings banks!................ Nebraska, New Jersey,

New York, Ohio, Wyoming

Authorizing the establishment of industrial or Morris Plan

banks and regulating their operation...................... Arkansas

Amending statutes relative to industrial and Morris Plan
banks.......... Colorado, Massachusetts, Michigan, Nebraska,

Increasing powers or supervision of credit unions . ......... Kansas,
Maryland, Minnesota, Oklahoma

Texas

Maine,
, Ohio,

Oregon, Tennessee, Texas, Virginia

Bank borrowers:
Amending penalty for making false statement to obtain

credit. . ... e Wisconsin

OPERATING STATEMENT OF THE CORPORATION

Organization and staff. No changes in the directorship of the
Corporation occurred during 1941. Mr. Leo T. Crowley continued

as Chairman; Mr. Phillips Lee Goldsborough and Mr. Presto

n Delano,

Comptroller of the Currency, continued as Directors throughout the

year.

The number of officers and employees in each division of the

Corporation on December 31, 1941, is given in Table 9.

Table 9. OFFICERS AND EMPLOYEES OF THE CORPORATION, DECEMBER 31, 1941

Officers and .

adminis~ Clerical,

trative, stenographic
Total supervisory, ana,

and technical| Ccustodial

employees | employeea
Total. it e e 2,538 688 1,850
Washington office—total.. .. ......................... 581 144 887
District and field offices—total. . .. .................... 2,007 544 1,468
Directors and aides. ............... oo 23 8 15
Legal Division 84 16 18
Division of Examination. . 584 419 165
Washington office. . . ........cov i 84 16 18
District and field offices . . . .. .......... ... ... .. ... .. 560 408 147
Division of Liquidation. ............covviiviviiin 1,623 211 1,412
Washington office 166 70 96
District and field offices 1,457 141 1,816
Division of Finance and Administration................ 217 17 200
Division of Research and Statistics. ................... 57 17 40

! Nebraska and Wyoming statutes are applicable also to instalment loans made
other than commercial and savings banks.
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The personnel increased by 611 during the year and on December 31,
1941, consisted of 2,538 officers and employees, of whom 531 were
located in the main office in Washington and 2,007 in the field and
at regional offices.

The increase in personnel during the year occurred chiefly in the
Division of Liquidation. The increase resulted from the expansion of
the work of the Corporation in connection with the payment of
insured deposits in closed banks, liquidation of banks for which the
Corporation was receiver, and the liquidation of assets purchased
by the Corporation or taken over as collateral on loans made by it.

The organization chart of the Corporation as of December 31, 1941,
is shown on page 5.

The Corporation maintains 12 district offices. The States included
in each district, and the cities in which the district offices are located,
are given below.

District 1....Maine, New Hampshire, Vermont, Massachusetts, Rhode

Island, Connecticut ............................ Boston
District 2....New York, New Jersey, Delaware, Puerto Rico, Virgin
Islands........... ... .o i New York
District 3....0Ohio, Pennsylvania..................... ..... Columbus
District 4....Maryland, District of Columbia, Virginia, West Virginia,
North Carolina, South Carolina.............. Richmond
District 5....Georgia, Florida, Alabama, Mississippi, Louisiana . . . Atlanta
District 6....Kentucky, Tennessee, Missouri, Arkansas.........St. Louis
District 7....Indiana, Michigan, Wisconsin.................... Madison
District 8... . Illinois, Towa......... ... . ... ... i Chicago
District 9....Minnesota, North Dakota, South Dakota, Montana . St. Paul
District 10. . . . Nebraska, Kansas, Oklahoma, Colorado,
Wyoming.........ccoiviiiinnn.. Kansas City, Mo.
District 11. .. .Texas, New Mexico, Arizona . ...................... Dallas

District 12. .. .Idaho, Utah, Nevada, Washington, Oregon, California, Alaska,
Hawaii............. ... ... San Francisco

Income and expenses. Total income of the Corporation for the
entire period of its existence through December 31, 1941, amounted
to $336.5 million, of which $262.5 million were received from assess-
ments paid by insured banks and $74.0 million were from income and
profits on investments. Administrative expenses of the Corporation
were $25.7 million and charges on account of insurance expenses and
estimated losses were $46.6 million. Accumulated surplus of the
Corporation on December 31, 1941, was $264.2 million. The chief
items of income and expense of the Corporation for each year since
beginning operations are shown in Table 10.
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Table 10. INCOME AND EXPENSES OF THE CORPORATION
SINCE BEGINNING OPERATIONS!

(In millions of dollars)

Income Expenses
_ Net
Deposit | Investment Deposit Adminis- algggénteo
insurance income insurance !
Total 29895~ and Total losses and trative surplus
ments? profits expenses expenses?

1933-1941 336.5 262.5 74.0 72.3 46.6 25.7 264.2
1941 62.0 51.4 106 5.8 2.1 3.7 56.2
1940 55.9 46.2 9.7 17.6 14.0 3.6 38.3
1939 51.2 40.7 10.5 18.3 14.9 3.4 32.9
1938 47.8 38.3 9.5 7.5 4.5 3.0 40.3
1937 48.1 38.8 9.3 7.3 4.6 2.7 40.8
1936 43.8 35.6 8.2 5.7 3.2 2.5 38.1
1935. ... 20.7 11.5 9.2 5.7 3.0 2.7¢ 15.0

1933-34¢... T0 [oeeneennnns 7.0 4.4 3 4.18 2.6

1 Figures of total expenses, deposit insurance losses and expenses, and net income added to surplus
for years prior to 1941 differ from those shown in previous Annual Reports because of revisions in esti-
mates of losses allocated to the different years.

2 Assessments collected from insured banks, members of the temporary insurance funds, were
credited to their accounts in total at the termination of the temporary funds, being applied toward
subsequent assessments under the permanent insurance fund and resulting in no income to the Cor-
poration from assessments for the term of the temporary insurance funds.

3 Includes furniture, fixtures, and equipment purchased and charged off.

¢ Includes expenses from date of organization, September 11, 1933, to December 31, 1934.

5 After deducting portion of expenses and losses charged to banks withdrawing from the temporary
funds on June 30, 1934. :

Total income for the calendar year 1941 was $62.0 million, of which
$51.4 million represented assessments and $10.6 million interest on
investments—net after provision for amortization of premiums,
interest on loans and subrogated claims, and other interest received.
Total losses and expenses for the year amounted to $5.8 million,
of which $2.1 million were insurance losses and expenses and $3.7
million were administrative expenses and other charges. The surplus
of the Corporation was increased by $57.5 million during the year,
reflecting net income of $56.2 million and adjustments to surplus,
applicable to prior periods, of $1.3 million.

A detailed statement of income and expenses of the Corporation
for the year 1941 is given in Table 11.

Claims held by Corporation against suspended and merged
banks. On December 31, 1941, the Corporation held subrogated and
pending claims of depositors against closed banks, loans to merging
banks made to avert or reduce losses, and other assets acquired
through bank suspensions and mergers amounting at face value to
a total of $125.4 million. The reserve for losses against these claims
and assets amounted to $43.6 million on December 31, 1941, and the
assets were carried at a net or appraised value of $81.7 million.t

1'The reserve for losses of $43.6 million given above is less than the amount of estimated losses of

$46.6 million, given in Tables 1 and 10 and on pages 19 and 32, by the amount of expenses and realized
losses charged off. :
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Table 11. INCOME AND EXPENSES OF THE FEDERAL DEPOSIT INSURANCE
CORPORATION, CALENDAR YEAR 1941

Income:
Deposit insurance assessments. . ............................ $ 51,396,519.71
Interest earned on securities (less provision for amortization of
00 =3 + (LU Y- P 10,628,638.59
Other interest received. . ... ... ... ...oiiiiiiiiiininnninnnn.. 18,415.63
Totalincome............ cvveeiinnineennnnneenn $ 62,043,573.93
Expenses:
Deposit insurance losses and expenses..............c.......... $ 2,145,261.70
Administrative expenses (seebelow)......................... 3,684,855.94
Furniture, fixtures, and equipment purchased and charged off... 60,360.65
Totalexpenses................c.iiirinvunnenrs $ 5,840,478.29
Net income added tosurplus. .................. $ 56,203,095.64
Surplus December 31, 1940:
As previously reported......... ... .. il $206,685,274.23
Plus—net adjustments applicable to periods prior to Jan. 1, 1941 1,311,533.00
Surplus as adjusted December 31, 1940......... $207,996,807.23
Surplus December 31, 1941..................... $264,199,902.87

DISTRIBUTION OF ADMINISTRATIVE EXPENSES

BT Y T o U 7 O $ 2,664,907.47
Professional services. ... ... ... i i 31,844.88
Services of other governmentalagencies.......... ..o, 2,764.32
Transportation. ....co.ouueun i i i i e 128,380.88
U . L vttt ittt i e e e e e et e e e 393,274 .49
Office rental 281,183.19
Printing, stationery, and supplies........... ... ... 0 o i il i, 96,992.99
Postage, telephone, and telegraph. .......... ..o it i 35,730.22
Insurance and fidelity bond premiums................. ... ... 1,266,21
Safekeeping and service charges on securities 118.61
SUbBCI PtIONS., . vt e e i e e e 7,406.58
Equipmentrental. . ... ... .o i e e 8,845.94
Repairs and alterations. ................... .. o i 20,123.51
Transportation of things 2,177.76
MigcellaneoUS. . .. oot i e i e e 4,744 .48
$ 3,679,761.53
Less:
Miscellaneous income and other credits applicable to reduction of
administrative expenses. ........... ... . i iiiiiiiieienn $ 23,663.57

Inter-departmental expense transfers......................... 21,242.02 $ 44,905.59
Administrative expenses for the year ending December 31, 1941 $ 3,634,855.94

As soon as a disbursement in connection with a closed or merged
bank is made the Corporation sets up a reserve to cover the loss
which its appraisals indicate will result from the transaction. This
reserve is deducted from the surplus and appropriate asset accounts
in presenting the statement of condition. Periodically, the assets
purchased or held as collateral are reappraised, and the progress of
the liquidation of banks in receivership is reviewed. Reserves are
then revised in accordance with the information obtained.

Assets and liabilities. Condensed balance sheets of the Corpora-
tion as of December 31, 1940, and December 31, 1941, are given in
Table 13.
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Audit. In accordance with the Corporation’s policy of having an
annual independent audit, the accounts as of June 30, 1941, were
audited by Arthur Andersen & Co. The auditors’ certificate is given
below. The balance sheet of the Corporation as of that date, as
shown in the auditors’ report, is given in Table 12.

ARTHUR ANDERSEN & CO.

67 WALL STREET
New YORK

To THE BOARD OF DIRECTORS,
FEDERAL DEPOSIT INSURANCE CORPORATION:

‘We have examined the balance sheet of the Federal Deposit Insurance Corpo-
ration (a corporation created under Section 12B of the Federal Reserve Act, as
amended by Title I of the Banking Act of 1935) as of June 30, 1941, including the
related statement of income and expenses for the year ended that date, which
statement of income and expenses is summarized under the surplus account in the
balance sheet. In connection therewith, we have examined or tested accounting
records and other supporting evidence maintained in the Washington office of the
Corporation (except the records as to the closed insured banks for which the Cor-
poration is receiver) and have reviewed the system of internal control and the
accounting procedures by methods and to the extent we deemed appropriate, but
we did not make a detailed audit of the transactions. We did not examine. the
collateral under loans to merging insured banks nor the documents evidencing
ownership of assets purchased from insured banks, which collateral and assets for
the most part are held by Liquidating Agents of the Corporation, but we reviewed
reports as of recent dates prepared by the Corporation’s internal audit department
or inventories of assets recently purchased prepared by the Corporation’s examiners,
covering their verification of such items.

In our opinion, the accompanying balance sheet fairly presents the financial
position of the Federal Deposit Insurance Corporation at June 30, 1941, and the
results of its operations for the year ended that date.

(Signed) ARTHUR ANDERSEN & Co.

New York, N. Y.,
October 1, 1941.
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Table 12. FEDERAL DEPOSIT INSURANCE CORPORATION
BALANCE SHEET—JUNE 30, 1941 —FROM AUDITORS' REPQRT

ASSETS

Cash on hand, in transit, and ondeposit................. $ 19,632,800.43

United States Government Securities and accrued interest
receivable thereon:
United States Government securities, $416,416,350 principal
amount, stated at cost ($420,153,797.16) less reserve for
amortization of premiums ($1,611 418 75) $418,542,378.41
Accrued interest receivable. . .............. ... ..o 0 o, 1,449,309.84 419,991,688.25

Assets acquired through bank suspensions and mergers,
less collections:
Subrogated claims of depositors against closed insured banks. . $ 33,649,632.04
Net balances of depositors in closed insured banks, pending
settlement or not claimed, to be subrogated when paid—
PO CONEIA. . vttt ittt ettt ii v enaenssans 303,213.58
Loans made to, and assets purchased from, merging insured
banks to reduce or avert deposit insurance losses—
Loans and recoverable liquidation expenses (Note 1)..... 53,556,635.98
Assets purchased under agreements to return any excess ’
recoveries to the selling banks, and recoverable liquida-

tion expenses (Note 1) . . ...... ...t riianen 39,992,561.41

Assets purchased, other. . ... ... ... ... ... vy 689,449 .44

Assets purchased from receivers of closed insured banks. .. ... 689,110.96

$128,880,603.41
Less—Reserves forlosses. .......... ... .. ... ool 43,925,260.58 84,955,342.83
Furniture, fixtures and equipment, at nominal value. ...... 1.00
Deferred charges and miscellaneous receivables........... 57,535.84
$524,637,368.35

NOTES:

(1) Loans to merging insured banks are evidenced by demand notes bearing interest at the rate of
4% per annum, and the 5otporatlon is entitled to a return of 49 per annum with respect to its invest~
ments in assets purchased from merging insured banks under agreements to return any excess recoveries
to the selling banks. The Corporation follows the practice of taking into income only such amounts of
interest and allowable return as are realized after recovery in full of its investments (including recovera-
ble liquidation expenses) in the respective loans and purchased assets, and of recording accrued interest
receivable or accrued allowable return in memorandum accounts only.

(2) The Corporation from time to time revises its estimates of probable losses on assets acquired
when appraisals are completed or reappraisals are made, and follows the practice of carrying direct to
surplus the adjustments of the reserve for losses msofar as such adjustments relate to assets acquired
through bank suspensions and mergers which occurred in prior periods. However, in the summary of
surplus shown in the foregoing balance sheet, such adjustments (net credit of $819 776.31) recorded
during the year ended June 30, 1941, have been applied in reduction of deposit insurance losses and
expenses for the year.
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Table 12. FEDERAL DEPOSIT INSURANCE CORPORATION
BALANCE SHEET—JUNE 30, 1941-—FROM AUDITORS’ REPORT—Continued

LIABILITIES
Liabilities:

Accounts payable..... e iaae e e $ 120,527.22

Earnest money deposits and collections in suspense, arising
from assets acquired through bank suspensions and mergers. . 743,166.83

Net balances of depositors in closed insured banks, pending
settlement or not claimed—per contra.. ................. 303,213.68
Deferred credits................. P 9,280.24
Reserve for expenses of paying insured deposits. . ........... 89,119.73
Total liabilities......... S $ 1,265,307.60

Capital stock and surplus (The entire capital stock and surplus
constitutes a reserve -for future deposit insurance losses and
related expenses with respect to insured banks. It is estimated
that the insured deposits in operating insured banks amounted
to approximately $28.5 hillion at June 30, 1941):
Capital stock, without nominal or par value (nonvoting and
not entitled to the payment of dividends)—
Held by—
United States Government, .. ..........ccovvuu.ens $150,000,000.00
Federal Reservebanks................ ... ... 0 139,299,556.99

$289,299,556.99
Surplus—

Balance, June 80, 1940.............. $180,264,574.29

Net increase in surplus for the year

ended June 30, 1941—

Income— !
Deposit insurance assessments. ... $ 48,734,383.34
Interest earned on United States

Government securities, less pro-

vision for amortization of

premiums. .. ..... 0.0l 9,800,476.24
Interest realized ‘on settled loans

to merging ingured banks and

on subrogated claims of de-

positors (Note1).......... v 9,937.53
$ 58,544,797.11
Expenses—
Deposit insurance losses and ex-
enses (Note 2).............. $ 1,011,537.20
Administrative expenses......... 3,650,379.77
Furniture, fixtures and equipment
purchased................... 74,950.67

$ 4,736,867.64
Net increase in surplus for the year

ended June 30, 1941.......... $ 53,807,929.47
Balance, June 80, 1941.............. 234,072,503.76
Total capital stock and surplus 523,372,060.75

$524,637,368.35

(8) Under the provisions of Section 12B of the Federal Reserve Act, as amended by Title I of the
Banking Act of 1935 (subsection “0'’), the Corporation is authorized and empowered to issue and to
have outstanding its notes, debentures, bonds or other such obligations in a par amount determined in
accordance with said provisions, which amount as of June 30, 1941, was $974,601,315.93.

The Secretary of the Treasury, in his discretion, is authorized to purchase any such obligations
of the Corporation and is authorized and directed to purchase obligations of the Corporation in an
amount not to exceed $260,000,000 par value whenever in the judgment of the Board of Directors of
the Corporation additional funds are required for insurance purposes.

The Reconstruction Finance Corporation, as provided in subsection (b) of section 5e of the Recon-
struction Finance Corporation Act, as amended, shall purchase at par value such obligations of the
Corporation as are authorized to be issued, upon request of the Board of Directors of the Corporation,
whenever in the judgment of said Board additional funds are required for insurance purposes; provided
that the Reconstruction Finance Corporation shall not purchase or hold at any time said obligations
in excess of $260,000,000 par value. If the Reconstruction Finance Corporation fails for any reason
to purchase any of the obligations of the Corporation, the Secretary of the Treasury is authorized and
directed to purchase such obligations in an amount equal to the amount of such obligations the Re-
construction Finance Corporation so fails to purchase.
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Table 13.

FEDERAL DEPOSIT INSURANCE CORPORATION

ASSETS AND LIABILITIES OF THE FEDERAL DEPOSIT INSURANCE

CORPORATION, DECEMBER 31, 1941, AND DECEMBER 31, 1940

1941

1940

ASSETS

Assets acquired through bank suspensions and mergers:
Subrogated claims of depositors against closed insured banks. ..
Net balances of depositors in closed insured banks pending settle-

$ 33,207,002.95

$ 36,012,128.94

ment or not claimed, to be subrogated when paid——contra. .. 1,130,784.07 360,512.94
Loans to merging insured banks to avert deposit insurance losses. 48,829,768.23 58,981,488.18
Assets purchased from merging insured banks, to avert deposit

insurance losses, under agreements to return any excess re-

covery tosellingbanks. ............cooviiiiiiiiiaea., 41,105,409.16 39,360,309.98
Assets purchased from merging insured banks and receivers of

closed insured banks to avert deposit insurance losses. . ..... 1,079,390.77 1,098,827.16

$125,352,355.18 $135,813,267.20

: ToBBEB. ...ttt e Ve e

Less: Reserve for losses 48,611,442.17 43,641,093.81

$ 81,740,913.01 $ 92,172,173.39

Cash on hand andondeposit ......................coo... 19,964,141.20 20,460,790.83
United States Government securities (cost less reserve for

amortization of premiums) and accrued interest receivable. .| 453,892,071.94 384,513,854.80

Furniture, fixtures, and equipment....................... 1.00 1.00

Deferred charges and miscellaneous assets................. 65,086.26 61,872.29

Total a8Sets. . . ........ovviiivinniannninnnnnas $555,662,213.41 $497,208,692.31

LIABILITIES
Current labilities:
Accounts and assessment rebates payable....................
Earnest money deposits and collections in suspense arising from
subrogated claims of depositors, loans to merging insured

$ 172,955.96

$  90,810.45

banks, and assets purchased . ..........................., 727,677.90 672,703.30
Net balances of depositors in closed insured banks pending
gettlement or not claimed—contra........................ 1,130,784.07 360,512.94
Unused credits for assessments paid to temporary Federal
Deposit Insurance funds and prepaid assessments. ......[................ 1,696.48
Deferred credits. . . ... ....ooiiiiiiiiiiiiii i, 13,510.84 362.41
Reserve for deposit insurance expenses. ................... 117,824.78 97,776.51

Total lHabilitles....................... ..o, $ 2,162,753.55 $ 1,223,861.09
CAPITAL

Caplital stock:
United StateB. .. ... .vveititiii i e $150,000,000.00 $150,000,000.00
Federal Reserve banks. . ......ooooiviiiiiniiiiiiiiinna, 139,299,556.99 139,299,556.99
$289,299,556.99 | $289,299,556.99
Surplus—(see Table 11). ..........ooiiiiiii i i, 264,199,902.87 206,685,274.23
Totalcapital. . ........................oouie. $553,499,459.86 | $495,984,831.22
Total llabilities and capital................... $555,662,213.41 $497,208,692.31
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ASSETS AND LIABILITIES OF INSURED COMMERCIAL BANKS

Changes during 1941. On December 31, 1941, insured commercial
banks reported total assets of $76.8 billion and deposits of $69.4
billion, the largest amounts ever reported by those banks. Assets and
deposits each increased during the year by about $6 billion, or 9
percent.

The growth in bank assets and bank deposits during 1941 reflected
primarily the participation of the banks in the financing of defense and
war activities. Nevertheless, the rate of growth in assets was about
the same, and the rate of growth in deposits somewhat less, than the
average annual rate during the preceding seven years of deposit
insurance.

The total capital accounts of the banks, or stockholders’ net worth,
increased by $0.2 billion during 1941. This increase, which amounted
to 2.5 percent, was not commensurate with the growth in total assets
nor with the growth in total deposits. Neither was the increase in
total capital accounts commensurate with the growth in the banks’
loans and securities other than United States Government obligations.

Changes during 1934-1941. During the eight years of Federal
insurance of bank deposits, total assets of insured commercial banks
increased by 94 percent, and deposits by 119 percent. This in-
crease in assets and deposits was associated with the following
factors:

Purchase of monetary metal (chiefly imported gold) by
the United States Treasury;

Financing by the banks, through purchase of Government
obligations, of a part of the Federal Government deficit;

Financing by the banks, through an increase in loans, of
expanding production and of inventory accumulation by
business enterprises;

Financing by the banks of expanding consumer purchases;

An increase in interbank obligations;

Admission to insurance of banks operating but not insured
January 1, 1934, or which had been closed and were re-
opened subsequent to that date.

The influence of each of the first two of these factors was approximately
as great as that of the other four combined in bringing about an in-
crease in bank assets and bank deposits. Purchase of monetary metal
by the Treasury was at its peak in 1939 and 1940, reflecting heavy
gold imports resulting from the flight of capital from foreign countries

41
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42 FEDERAL DEPOSIT INSURANCE CORPORATION

in the war zones and the use by foreign governments of their gold
reserves to purchase military equipment and materials in this country.
In 1941 purchase of monetary metal was of relatively small impor-
tance, while purchase by the banks of United States Government
obligations was much greater than in any previous year since 1934,
and other financing was the largest of any year since establishment of
deposit insurance.

The capital accounts of insured commercial banks increased by 15
percent during the 8-year period. At the close of 1941, the banks
had less capital, relative to total assets, and also relative to loans and
securities other than United States Government obligations, than at
any previous time since the beginning of deposit insurance.

TYPES AND QUALITY OF BANK ASSETS

The principal types of assets of insured commercial banks as of
the middle and close of each year, 1934-1941, are shown in Chart A.
The figures for the middle of each year are presented in Table 113,
pages 126 to 129.

CHART A

PRINCIPAL ASSETS OF INSURED COMMERCIAL BANKS
CALL DATES, 1934-1941
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TYPES AND QUALITY OF BANKS ASSETS 43

Types of assets. The assets of commercial banks may be divided
into two broad groups. One of these groups includes cash and reserves
(including balances with other banks) and other assets most readily
convertible into cash or reserves, that is, obligations of the United
States Government. On the whole, the assets in this group yield
either no income or a relatively low rate of income to the banks
and are subject to a relatively small risk of deterioration.! The other
group consists of invested assets other than obligations of the United
States Government, and includes loans and discounts, securities of
business concerns and of States and political subdivisions, and fixed
and miscellaneous assets. It is from this group of assets that the banks
derive the major part of their earnings; and the assets which banks
have written off in the past because of default or depreciation in value
have come for the most part from this group. The amounts and per-
centages of assets of insured commercial banks in each of the two
groups for the end of each year from 1933 to 1941 are shown in
Table 14.

Table 14. DISTRIBUTION OF ASSETS OF INSURED COMMERCIAL BANKS, 1934-1941
Amount (billions of dollars) Percent of total assets
Loans, Loans,
Cash, securities Cash, securities
due from other than due from other than
Decem- banks, and . S. banks, and .S.
ber 31 Total obligations Government obligations Government
of the obligations, of the obligations,
U. 8. and fixed and U. 8. and fixed and
Government miscellaneous Government miscellaneous
assets assets
1941 76.8 46.8 30.0 61 39
1940 70.7 43.3 27.4 61 39
1939 63.1 37.4 25.7 59 41
1938 56.8 31.7 25.1 56 44
19387 54.2 28.6 25.6 63 47
1936 56.2 30.5 25.7 54 46
1935 50.9 27.1 23.8 53 47
1934 46.4 23.0 23.4 50 50
19331 39.7 15.3 24.4 38 62

1 Assets on December 30, 1933, of banks which became insured January 1, 1934; figures are
partly estimated.

The expansion of assets of insured commercial banks during the
period, 1934-1941, occurred primarily in the assets in the first group.
At the end of 1941 these assets—cash, balances with other banks (in
large part reserve balances with Federal Reserve banks), and obliga-
tions of the United States Government—amounted to $47 billion, or
approximately three times the amount held on January 1, 1934. The
assets in the second group—Iloans, securities other than United States
Government obligations, and fixed and miscellaneous assets—amount-

1 In the past some losses have been incurred on such assets. Many banks which closed during the
years 1921-1933 were unable to liquidate such assets without loss, and some banks which operated
throughout that period sustained losses on money deposited in other banks.
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ed to $30 billion at the end of 1941, or approximately one and one-
fourth times the amount held on January 1, 1934.

As a result of the different rates of increase in the two groups of
assets, the proportions of total assets in the two groups have changed
significantly since January 1, 1934. On that date 38 percent of the
assets of insured commercial banks consisted of cash, reserves and bal-
ances due from other banks, and United States Government obliga-
tions; while 62 percent consisted of loans and discounts, securities
other than United States Government obligations, and fixed and
miscellaneous assets. At the end of 1941, the proportions were practi-
cally reversed, 61 percent of the assets of the banks being in the former
group, and 39 percent in the latter group.

Quality of assets. The assets of insured commercial banks examined
in 1941 were appraised at 99.8 percent of book value, compared with
99.7 percent in 1940.! Less than 3 percent of the assets were considered
to be of substandard quality in 1941, compared with approximately
4 percent in 1940 and 5 percent in 1939. The figures are shown in
Table 15.

Table 15. APPRAISAL OF TOTAL ASSETS OF INSURED COMMERCIAL BANKS
EXAMINED IN 1941, 1940, AND 1939

Amounts in billions Amounts per $100 of
of dollars book value
1941 1940 1939 1941 1940 1939

Book value...................... $71.7 $65.2 $58.3 | $100.00 | $100.00 | $100.00
‘Examiners’ deductions (net). ..... 2 2 3 22 .34 .52
Appraised value................. 71.5 65.0 58.0 99.78 99.66 99.48
Substandard. ................. 2.0 2.6 3.0 2.83 3.92 5.10
Not criticized. . ............... 69.5 62.4 55.0 96.95 95.74 94.38

Detailed figures for 1941—See Tables 119 to 122, pages 140 to 155.

About three-fifths of the reduction from 1939 to 1941 in the pro-
portion of assets classified as substandard was due to the elimination
of nearly $1 billion of such classified assets either through sale,
liquidation, or charge-off or through reclassification. Less than two-
fifths of the reduction in the proportion of assets classified as sub-
standard reflected a growth in total assets. A small part of the re-
duction may be attributed to the removal of substandard assets
through the elimination of some weak banks by suspension, liquida-
tion, or merger.

Substandard securities and loans each accounted for about two-fifths
of all substandard assets in the banks in 1941. The remaining one-
fifth consisted of substandard fixed and miscellaneous assets, which

1 For explanation of banks included in the analysis of examinations, see page 94,
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include real estate taken over through foreclosure of mortgages
securing unpaid loans and valuation of banking premises considered
by examiners to be excessive in proportion to the business of the bank.
At the time of examinations in 1941, substandard fixed and miscel-
laneous assets continued to represent a high percentage of appraised
value—19 percent—whereas substandard loans represented less than
5 percent and substandard securities less than 3 percent of appraised
values of those types of assets, respectively. The figures are shown
in Table 16.

Table 16. APPRAISED VALUE OF ASSETS AND SUBSTANDARD ASSETS
oF INSURED COMMERCIAL BANKS EXAMINED IN 1941, 1940, AND 1939

Appraised value per Substandard assets per
$100 of book value $100 of appraised value
1941 1940 1939 1941 1940 1939

Totalassets. . ................... $99.78 $99.66 $99.48 $2.84 $3.93 $5.12
Cash and due from banks........ 100.00 100.00 10000 |.........). ... )eeeeal
Securities. .............. .ol 99.86 99.74 99.62 2.93 4.58 5.68
LOAnS. ... ..cvivnnneeieiiaiennn 99.61 99.34 99.02 4.36 6.23 7.73
Fixed and miscellaneous assets. . ., 98.22 97.77 97.19 19.10 22.60 24.55

Detailed figures for 1941 —See Tables 119 to 122, pages 140 to 155.

Between the time of examinations in 1941 and of those in 1940,
about 7,700 banks showed reductions in the ratio of substandard
assets to appraised value of assets, 3,400 banks showed practically
no change in the ratio, and 2,100 banks showed increases.

The number of banks grouped according to the percentage of sub-
standard assets to appraised value of assets in 1941 and 1940 is shown
in Table 17.

Table 17. DISTRIBUTION OF INSURED COMMERCIAL BANKS EXAMINED IN 1941
ACCORDING TO SUBSTANDARD ASSETS RATIO, EXAMINATIONS IN 1940 AND 1941

Number of Percentage
banks distribution

1941 1940 1941 1940

ALLDANKS!. ... i e 13,308 13,197 }100.09, 100.0%
Banks with substandard assets per $100 of
appraised value of assets of-—2

Less than $5.00 8,522 7,184 | 64.0 54.4
$5.00 to $9.99..... 3,044 3,426 } 22.9 26.0
$10.00 to $14.99... 1,122 1,448 8.4 11.0
$15.00 0 $19.99. .. ... e 360 663 2.7 4.9
$20.00 to $24.99........ ... i 157 276 1.2 2.1
$25.00 OT INOTE. . ..o vttt e e it iin e aaraaernns 103 210 .8 1.6

1 Substandard assets ratios for 1940 are not available for 111 of the insured commercial banks ex-
amined in 1941.

2 The appraised value of assets represents an estimated average for each individual bank of the
values over the year immediately preceding the date of examination. See pages 94 and 95.
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About 4,300 of the banks showing reductions were those with sub-
standard assets of less than 10 percent of the appraised value of assets
and, in addition, were among those for which the reduction in the
ratio amounted to only one or two percentage points. Of the 2,100
banks showing increases in the ratio, about 1,400 had less than 10
percent of substandard assets in 1940 and showed increases of only
one or two percentage points. However, about 400 of the banks which
showed increases in the ratio between the time of the 1940 and 1941
examinations held substandard assets in excess of 10 percent of the
appraised value of assets. In about 250 of these cases the increases
were substantial.

CAPITAL OF INSURED COMMERCIAL BANKS

Total capital accounts. The total capital accounts of commercial
banks represent the stockholders’ equity in the banks’ assets or the
net worth, as carried on the books of the banks. During the 8-year
period of deposit insurance, the total capital accounts of insured com-
mercial banks increased by $0.9 billion, and amounted to $6.8 billion
on December 31, 1941, the largest ever reported by these banks. The
additions to the banks’ total capital accounts were derived chiefly
from earnings of the banks in excess of dividends paid to stockholders.

During the first two years of deposit insurance, particularly in
1934, a substantial amount of capital was supplied to insured banks
by the Reconstruction Finance Corporation; and in each year some
banks obtained new capital through the sale of stock to individuals.
These subscriptions to capital contributed materially to an improve-
ment in the net sound capital of the banks, but did not increase
significantly the total capital accounts as carried on the banks’ books
and reported by them in their statements of condition. For the most
part the new capital was used to replace, on the books of the banks,
other capital which was eliminated by unusually large charge-offs of
depreciated assets.!

Capital stock and other capital accounts. The amount of
capital stock has decreased in each year since 1984, and accounted for
42 percent of total capital accounts at the end of 1941, as compared
with 54 percent at the end of 1934. The decrease in capital stock has
occurred in the stock owned by the Reconstruction Finance Corpora-
tion.? Capital stock in the hands of the public remained at approxi-
mately the same amount throughout the entire period from the end
of 1934 to the close of 1941. On December 31, 1941, about one-ninth

1 Admission of banks to insurance, and closing of banks by suspension, merger, and liquidation,
had a relatively slight effect upon the total capital accounts of insured banks.

2 Capital notes and debentures owned by the Reconstruction Finance Corporation are included
with capital stock.
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of the capital stock, or 5 percent of total capital accounts, of insured
commercial banks was owned by the Reconstruction Finance Corpora-
tion. This is about two-fifths of the amount of capital stock owned
by that Corporation at the end of 1934.

Other capital accounts—surplus, undivided profits, and reserves—
increased each year, except in 1934 when these accounts were reduced
by an extraordinary amount of charge-offs of depreciated assets. The
total increase during the seven years since 1934 amounted to $1.2
billion. Most of this increase came from current profits retained by
the banks after payment of income taxes and dividends to stock-
holders.

Capital ratios. The capital accounts of insured commercial banks
are compared with assets and deposits in Chart B.

CHART B

ASSETS, DEPOSITS, and CAPITAL ACCOUNTS
of INSURED COMMERCIAL BANKS
CALL DATES, 1934 - 1941
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At the close of 1941 insured commercial banks had. less capital
relative to total assets and total deposits, and also relative to loans
and securities other than obligations of the United States Govern-
ment, that at any previous time. The relatively slow growth in capital
accounts, compared with the growth in assets and deposits, has been
characteristic of each year since the beginning of deposit insurance,
except 1937 when deposits and assets were both reduced. For the
entire 8-year period capital accounts of insured commercial banks
increased by 15 percent, while deposits increased by 119 percent,
total assets by 94 percent, and loans and. securities other than United
States Government obligations by 23 percent. '

The difference between the rate of growth in total capital accounts
of the banks and the rates of growth in deposits and assets has re-
sulted in a steady decline, interrupted in only one year, in stock-
holders’ equity relative to the obligations, or to the assets, of the banks.
Total capital accounts of the banks were equal to 8.9 percent of their
total assets at the close of 1941 compared with 14.9 percent on
January 1, 1934, Total capital accounts amounted to 22.8 percent of
loans and securities other than United States Government obligations
at the end of 1941, compared with 24.2 percent at the beginning of
deposit insurance, and 26.3 percent at the end of 1934, after the
strengthening of the capital of many insured banks by the Recon-
struction Finance Corporation. The ratios of total capital accounts
to total deposits, total assets, and loans and securities other than United
States Government obligations, for each year are given in Table 18.

Table 18. CAPITAL RATIOS OF INSURED COMMERCIAL BANKS, 1934-1941

Total capital accounts per $100 of—
Loans, securities other

December Total Total than U. S. Government

31 deposits assets obligations, and fixed and

miscellaneous assets

1941 $9.86 $8.91 $22.82

1940 10.51 9.44 24.38

1939 11.63 10.33 25.38

1938 12.93 11.33 25.62

1937 13.56 11.81 25.00

1936 12.84 11.26 24.60

1935 14.07 12.19 26.09

1934 16.77 13.24 26.30

1933t 18.70 14.94 24.29

1 Data for December 30, 1938, for banks which became insured January 1, 1934,

In the case of national banks, for which information regarding
assets and capital are available since 1865, the ratios of total capital
accounts to total assets are now lower than at any previous time, and
the ratios of total capital accounts to loans and securities other than
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United States Government obligations are lower than at any previous
time except during the period, 1916-1932. The sequel to that period of
bank credit expansion was the closing during 1921-1933 of more
than 2,700 national banks because of financial difficulties, with losses
to their depositors estimated at $480 million. The ratios, at 5-year in-
tervals since 1865, of the total eapital accounts of national banks to
their assets, and to their loans and securities other than United States
Government obligations, are shown in Table 19.

Table 19. CAPITAL RATIOS OF NATIONAL BANKS
5-YEAR INTERVALS, 1865-1940, AND 1941

Total eapital accounts per $100 of---
Loans, securities other than
June 30 Total assets U. S. Government obligations, and
fixed and miscellaneous assets
1865 $33.76 $97.87
1870 35.88 72.44
1875 35.90 64.16
1880 30.68 56.19
1885 29.94 51.65
1890 ' 30.52 43.73
1895 28.44 42.48
1900 20.49 32.41
1905 19.20 29.20
1910 18.70 27.90
1915 17.85 25.22
1920 11.27 15.76
1925 12.24 17.51
1930 13.77 19.21
1935 11.85 25.69
1940 9.43 25.02
1941 8.71 22,98

Source: Computed from data in the annual reports of the Comptroller of the Currency.

Analysis of capital accounts. At the time of their 1941 exam-
inations, the insured commercial banks had net sound capital of $6.5
billion, about the same as in 1940.! Investments of the Reconstruction
Finance Corporation in the preferred capital of the banks amounted
to $379 million (retirable value) or 5.8 percent of the net sound capital.

Due to the large growth in total assets, the ratio of net sound capital
to appraised value of assets of insured commercial banks has steadily
decreased in recent years. The average ratio of net sound capital to
the appraised value of assets of insured commercial banks at the time
of examinations over the past four years was:

1941 9.1 percent
1940 9.7 percent
1939 10.6 percent
1938 11.5 percent

It is estimated that by the close vt the year the net sound capital of
the banks averaged about 8.7 percent of assets.

1 For definition of net sound capital, see page 96,
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The proportion of net sound capital to total capital accounts,
however, has improved concurrently with the improvement in the
appraised value of assets. In the early years of deposit insurance, net
sound capital of insured commercial banks examined by the Federal
Deposit Insurance Corporation represented less than 75 percent of
total capital accounts. The net sound capital of all insured commercial
banks combined has amounted to more than 95 percent of total
capital accounts during the last four years—97.6 percent at the time of
the 1941 examinations.

Distributions of insured commercial banks according to their capital
ratios in examinations made in 1938 through 1941, are shown in
Table 20.

Table 20. PERCENTAGE DISTRIBUTION OF NUMBER AND DEPOSITS OF
INSURED COMMERCIAL BANKS ACCORDING TO NET SOUND CAPITAL RATIO
EXAMINATIONS IN 1938-1941

Banks with net sound capital per $100
All of appraised value of assets of—!
banks $0.00 $0.01 to $10.00 to $20.00 or
or less $9.99 $19.99 more
Number of
banks:
1941 100.0% 0.1% 22.49, 67.7% 9.8%
1940 100.0 .1 21.7 66.5 11.7
1939 100.0 .1 21.3 65.6 13.0
1938 100.0 K 24.2 62.4 13.1
Deposits of
banks:
1941 100.0 ®) 64.5 33.3 2.2
1940 100.0 .1 63.9 33.5 2.5
1939 100.0 (1) 58.3 38.7 3.0
1938 100.0 .1 46.6 49.6 3.7

1In order to eliminate the influence of seasonal fluctuations in total assets upon the ratios for in-
dividual banks, the base used in the computation of the ratio for individual banks for the most part
consisted of the estimated average, over the year period preceding the date of examination, of total
asgsets—adjusted for examiners’ net deductions. In view of the growth in total assets over each period
covered by this averaging process—particularly during 1940 and 1941-—this table tends to represent
the condition of banks considered as a whole at a period close to the beginning of the respective years
shown. If assets as of the date of examination had been used in computing the ratio, over 1,000-—or
8 percent—more banks would have shown net sound capital ratios in 1941 of less than $10 per $100 of
appraised value of assets.

2 Less than one-half of 1 percent.

Detailed figures for 1941—See Tables 123 and 124, pages 156 and 157.

The proportion of insured commercial banks with net sound capital
of less than 10 percent of the appraised value of assets has increased
slightly since 1939, while the proportion of deposits held by such banks
has increased materially. In examinations made during 1941, over one-
fifth of the banks holding almost two-thirds of the deposits had net
sound capital ratios amounting to less than 10 percent of the appraised
value of assets.! Ten of these banks with deposits of $8 million had no

1 The appraised value of assets used as the base for this ratio represents an estimated average of
the values in each individual bank over the year immediately preceding the date of examination. If
the base of the ratio had represented the appraised value as of the date of examination, nearly three-

tenths of the banks (30 percent instead of 22 percent) would show ratios of less than 10 percent. See also
footnote 1 to Table 20.
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net sound capital at all after adjustment for estimated losses and for
assets of doubtful worth, and 35 other banks, with deposits of $786
million had net sound capital of less than 5 percent of the appraised
value of assets.! In addition to the 10 banks with no net sound capital
there were 44 banks with deposits of $355 million whose 1941 examina-
tions revealed no net sound capital except that represented by in-
vestment of the Reconstruction Finance Corporation.

In general, the small banks had higher ratios of net sound capital
to appraised value of assets than did the large banks. Distributions
of the number and deposits of insured commercial banks, grouped
according to net sound capital ratio and by fixed and substandard
assets ratio, by rate of net earnings, and by deposits, are shown in
Tables 123 and 124, pages 156 and 157.

The amount of net sound capital is significant in relation not
only to the total amount of assets but also to the amount of fixed
and substandard assets. In seven-tenths of the insured banks, holding
more than three-quarters of the deposits of the country, fixed and
substandard assets amounted to less than 60 percent of net sound
capital. However, in about 1,400 banks, or 10 percent of the insured
banks of the country, holding 7 percent of the deposits, fixed and
substandard assets exceeded net sound capital. In 176 of these banks,
with total deposits of $700 million, the amount of fixed and substandard
assets was more than double the amount of the net sound capital.?
There was little persistent difference between large and small banks
with respect to the ratio of fixed and substandard assets to net sound
capital.

EARNINGS OF INSURED COMMERCIAL BANKS

Net earnings of insured commercial banks before payment of income
taxes were larger in 1941 than in any other year of Federal insurance
of deposits, and net profits before income taxes are estimated to have
increased to a level close to the record of 1936. The growth in net
earnings reflected chiefly an increase in gross earnings to the largest
amount ever reported; and the growth in net profits before payment
of income taxes reflected also a decline in net charge-offs to the lowest
figure of any year. Dividends to bank stockholders in 1941 also were
larger than in any of the preceding seven years of Federal deposit
insurance.

1 Between the date of the examination and the end of the year, 1 of these 45 banks had its insured
status terminated and suspended operations, 1 other also suspended operations, 3 were merged with the
financial aid of the Federal Deposit Insurance Corporation, in 1 case action was pending on a loan to
facilitate a merger, and action was taken against 3 for continuing to engage in unsafe and unsound

banking practices. Plans for action with regard to a number of the remaining banks were being considered
at the close of the year.

2 In all such cases the Corporation has repeatedly urged that substandard assets be written down
or disposed of and all profits be retained in the banks’ capital accounts until the amount of such assets
becomes substantially less than the amount of the net sound capital.
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Gross earnings, expenses, net charge-offs, and profits of insured
commercial banks for each year, from 1934 to 1941, are shown in
Table 21.

Table 21. EARNINGS, EXPENSES, AND PROFITS OF INSURED
COMMERCIAL BANKS, 1934-1941

(In millions of dollars)

Expenses and net charge-offs
Net
Gross profits
earnings Profits on available
from securities Current , Taxes, Net for
current sold expenses including charge-offs stock-
operations other than income on assetst holders?
taxes taxes
1941 1,730 145 1,113 158 154 455
1940 1,631 178 1,070 123 215 401
1939 1,605 215 1,053 107 272 388
1938 1,584 173 1,055 103 299 300
1937 1,634 117 1,059 108 203 381
1936 1,567 268 1,028 98 185 524
1935 1,486 Q] 1,004 79 2y 207
1934 1,518 ® 1,040 77 ® 4340

1 Book value of assets charged off minus recoveries on assets previously charged off.

t Available for dividends or additions to the stockholders’ investment in the banks.

3 Not available separately. In 1935 net charge-offs exceeded profits on securities sold by $196 million,
and in 19836 by $741 million.

4 Net loss.

Detailed figurese—See Table 125, page 158.

Earnings and expenses of current operations. Gross earnings of
insured commercial banks from current operations in 1941 were 6
percent larger than in 1940, and exceeded by 16 percent the low figure
reported in 1935. Current operating expenses also increased, but at a
less rapid rate. Excluding taxes, current expenses in 1941 were 4
percent greater than in the previous year, and 11 percent greater than
in 1935. The amount of such taxes ordinarily considered to be current
expenses is unknown, but it is believed that the foregoing percentages
would not be appreciably affected if those taxes were included. As
a result of the difference between the growth in current earnings and
that in current expenses, the net operating earnings of insured com-
mercial banks have increased substantially in recent years.!

In 1941, 49 percent of the current operating earnings of insured
commercial banks was derived from income on the loans made by the
banks. This was a larger proportion than in previous years of deposit
insurance and reflected primarily an expansion in the volume of loans
outstanding. Interest and dividends on securities accounted for 29

1 The amount of growth in net earnings of insured commercial banks is unknown. The figures
reported by the banks as “net current operating earnings’’, which are shown in Table 125, page 158, repre~
sent, in the case of banks not submitting reports to the Corporation, earnings after payment of income
taxes and are smaller, therefore, than the actual net earnings. Furthermore, due to the increase in

income taxes, particularly in 1941, and the comparative stability of other taxes, the figures for the
various years shown in Table 125 conceal the real growth in net earnings from current operations.
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percent of current operating earnings in 1941, a smaller proportion
than in any previous year of deposit insurance.

The income derived from the loans made and securities owned by
the banks has accounted for slightly less than four-fifths of current
operating earnings in recent years compared with slightly more than
four-fifths in the early years of deposit insurance. The remaining part
of current operating earnings is derived from various sources, such as
trust, foreign, and title departments, collection and exchange charges,
fees charged in connection with transactions in which the bank does not
extend credit, commissions on the sale of insurance policies, service
charges on deposit accounts, safe deposit vault rentals, real estate
rentals, and interest from time deposits with other banks. In Tables
125 to 129 these items are shown in two groups: commissions, fees,
collection, exchange, and service charges, which accounted for 8
percent of current operating earnings in 1941; and earnings from
miscellaneous sources, which were 14 percent of current operating
earnings.

The proportion of current operating earnings received from com-
missions, fees, collection, exchange, and service charges has increased
in every year of deposit insurance, reflecting chiefly an increase in
the amount received from service charges on deposit accounts. The
dollar amount of all these charges nearly doubled over the period and
accounted for nearly one-third of the increase in current operating
earnings between 1934 and 1941.

In 1941, compensation of officers and employees—including direc-
tors’ and professional fees—accounted for 47 percent of total operating
expenses (excluding all taxes) of insured commercial banks, interest
paid on time and savings deposits for 17 percent, and other expenses
for 86 percent. Throughout the period of deposit insurance, the
amount of compensation paid to officers and employees, and the pro-
portion which this amount represents of total operating expenses,
has steadily increased; while the amount paid out as interest on time
and savings deposits, and the proportion which this amount repre-
sents of total operating expenses, has steadily declined. The growth
in compensation to officers and employees has been due in part to an
increase in the number employed and in part to higher rates of com-
pensation.

A part of the increase in operating expenses in 1941 reflected the
cost to the banks of handling the sale of defense savings bonds for
the United States Treasury. The banks are not reimbursed by the
Government for the cost of rendering this service. Estimates of the
average cost of handling these bonds range from one-fourth of 1
percent of the sale value in some banks to two-thirds of 1 percent in
other banks.
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Rates of income on loans and securities and of interest paid
on deposits. In Table 22 are shown the average rates of income re-
ceived by insured commercial banks on loans and on securities and
the average rate of interest paid on time and savings deposits, for
each year during the period, 1934-1941.

Table 22. RATES OF INCOME RECEIVED AND INTEREST PAID BY INSURED
COMMERCIAL BANKS, 1934-1941

Interest paid
Income on Income on per $100 of
loans securities time and
. per $100 of per $100 of savings
loanst securities? depositst
$4.27 $1.95 $1.20
4.41 2.16 1.30
4.46 2.38 1.43
4.36 2.56 1.55
4.28 2.68 1.62
4.34 2.66 1.72
4.40 2.87 2.01
4.63 3.17 2.40

1 Loans, securities, and deposits are averages of figures reported at beginning, middle, and end of
year by banks submitting statements of assets and liabilities.

Distributions of insured commercial banks according to rates of in-
come received on loans in 1939, 1940, and 1941, are shown in Table 23.

Table 23. PERCENTAGE DISTRIBUTION OF INSURED COMMERCIAL BANKS
ACCORDING TO RATES OF INCOME ON LoaNs, 1939-1941

1941 1940 i 1939

Allbanks!. ... ... ... . 100.09; 100.0%; 100.0%

Banks with income on loans per $100 of total
loans of —?
Less than $4.00. .
$4.00 to $4.99....
$5.00 to $5.99....
$6.00t086.99...... ... ...
$T.00t0B7.99... .

$8.00t0$8.99. ... ... ...
$9.00 t0$9.99. .. ...
$10.00 t0o $10.99. . ... ... ... e
$11.00 to $11.99. ... ..
$12.00 OP MOre. .\ vttt

e DD G bt

PO DO
— D GO
HMHNWS WANON

- DO €0
avoto nboiod

=GN DO W
Do Wt

1 Excludes banks submitting reports covering less than the full year’s operations or materially

affected by mergers.
2 Loans are averages of figures for call dates during the year.
Detailed figures for 1941—See Tables 130 and 132, pages 169 and 171.

The average rate of income on loans received by insured commercial
banks in 1941 was 4.27 percent, which was less than in 1940, and was
approximately the same as the previous low in 1937. The actual amount
of income from loans increased by 10 percent in 1941 but the average
amount of loans held increased by 14 percent. Among individual in-

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



EARNINGS OF INSURED COMMERCIAL BANKS 55

sured commercial banks there were wide differentials in the rate of
income on loans. The average rates secured over the years 1939-1941
varied from less than 2 percent in some banks to over 20 percent in
others. More than one-half of the banks reported effective rates of
6 percent or more; and one-seventh reported rates of 8 percent or more.

Interest and dividends received on securities by insured commercial
banks in 1941 amounted to 1.95 percent of the average holdings of
securities. This was a lower rate than in any prior year of deposit
insurance, and compares with 3.17 percent in 1934, and 2.16 percent
in 1940. Average holdings of securities were 11 percent larger in 1941
than in 1940, but the amount of income increased by only 2 percent.
The lower average yield reflected the acquisition by the banks of
securities with yields averaging lower than those already held in their
portfolios. Three separate factors contributed to the lower average
yield on the securities acquired in 1941: (1) interest rates declined
during the year; (2) the largest expansion was in short and medium
term issues; and (3) the growth in holdings of securities was chiefly
in United States Government obligations which sell at relatively
low yields.

Time and savings deposits held by the banks in 1941 were 2 percent
more than in the previous year, but the amount paid out by the banks
in interest to the owners of those deposits declined by 6 percent.
The average rate of interest paid by insured commercial banks in 1941
was 1.2 percent, which compares with 1.3 percent paid in 1940 and 2.4
percent paid in 1934. The average rate paid has declined in every year
since 1934. The proportion of banks paying rates above 1.5 percent
also has been reduced in recent years. Percentage distributions of
insured commercial banks according to rates of interest paid on time
and savings deposits in 1939, 1940, and 1941, are shown in Table 24.

Table 24. PERCENTAGE DISTRIBUTION OF INSURED COMMERCIAL BANKS
ACCORDING TO RATES OF INTEREST PAID ON TIME AND SAVINGS DEPOSITS, 1939-1941

1941 1940 1939
Allbanks!. (... . e 100.0%, 100.0%, 100.09,
Banks paying interest per $100 of time and savings
deposits of—2
Lessthan $0.50. .. ... . i ittt 1.6 1.3 1.2
$0.50 60 $0.99. ... e 13.7 10.0 5.8
$1.00t0 $1.49. .. i 21.4 18.1 16.9
$1.50 0 $1.99. .. e 37.5 40.5 43.5
$2.00t0 $2.49. .o i e 21.8 25.56 28.1
$2.500rmore. ... e 4.0 4.6 5.0

1 Fxcludes about 400 banks reporting no time and savings deposits. Also excludes banks operating
less than the full year or materially affected by mergers.

2 Time and savings deposits are averages of figures for call dates.

Detailed figures for 1941—See Tables 130 and 133, pages 169 and 172.
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Taxes, charge-offs, recoveries, and profits on assets sold. The
difference between current earnings and current expenses, exclusive
of taxes, amounted in 1941 to $617 million. This was a larger amount
than in any previous year, and was 10 percent more than in 1940.
It was equivalent to more than 9 percent on the capital accounts of
the banks. This figure differs considerably from the net profits of the
banks available for payment of dividends or retention in the capital
accounts of the banks, because allowance must be made for taxes,
charge-offs of depreciated assets, recoveries on assets previously
charged off, and profits on securities sold. These items are subject to
greater relative change, from year to year, than current earnings and
expenses discussed above, with the result that the annual net profits
of the banks show wide variations.

The amounts of taxes, net charge-offs (charge-offs less recoveries),
and profits on securities each year during the period, 1934-1941, are
given in Table 21. Taxes were considerably larger in 1941 than in 1940,
net charge-offs on assets were lower, and profits on securities were
lower. Taxes paid by insured commercial banks have increased each
year since the beginning of deposit insurance, amounting in 1941 to
twice the amount paid in 1934. Except for the increase in 1987 re-
sulting from imposition of social security taxes, the growth in taxes
has oceurred primarily in income taxes. Income taxes of insured
banks which do not submit reports to the Federal Deposit Insurance
Corporation are included with other taxes under current operating
expenses in Tables 125-131, pages 158 to 170, instead of as deductions
from net profits or net income as is required in reports by banks to the
Federal Deposit Insurance Corporation and as is customary with
most businesses. As a consequence, an increase in income taxes is
accompanied by reductions in the amounts reported as net current
operating earnings and as net profits, giving an erroneous picture
of the actual operating results and efficiency of these banks.

Net charge-offs in 1941 were smaller than in any previous year.
Profits on securities sold were smaller than in any previous year for
which figures are available, except 1937.1

Net profits available for stockholders. The net profits of in-
sured commercial banks available for stockholders—that is, profits
after payment of all income taxes, and before payment of dividends—
amounted in 1941 to $455 million. This was equivalent to 6.7 percent
of total capital accounts, and was a larger amount than in any pre-
vious year of deposit insurance, except 1936 when banks made large
profits on sales of securities due to rapidly rising bond prices.

1 Profits on securities are not available for 1984 or 1935, The precise figures for net charge-offs are
also not available for those years, but they are known to have been relatively large, due to the con-
tinued writing off of assets which had been acquired prior to 1938,
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A smaller proportion of the banks showed losses in 1941, and a
larger proportion showed relatively high rates of profit, than in any of
the preceding three years. Approximately one-third of the banks re-
ported net profits of more than $10 per $100 of total capital accounts
in 1941, and only 5 percent reported net losses. The improvement in
the rates of net profits over the 4-year period is shown in Table 25.

Table 25. PERCENTAGE DISTRIBUTION OF INSURED COMMERCIAL BANKS
AcCCORDING TO RATES OF NET PrROFITS ON TOTAL CAPITAL ACCOUNTS, 1938-1941

1941 1940 1939 1938
Allbanks!. . ..........ciiiiiiiiianiea 100.0% 100.09, 100.0% 100.0%
Banks with net profitsz per $100 of
total capital accounts of —3
$-10.00 or less. ... 0.7 1.3 1.6 3.8
$-5.00 to $-9.99... .8 1.5 1.8 3.4
$-0.01 to $-4.99... 3.9 6.2 6.0 9.3
$0.00t0$4.99.... ... 22.3 25.7 25.6 29.8
$5.00 to0 $9.99............. 38.9 36.7 36.9 32.0
$10.00 to $14.99 22.2 19.6 19.4 15.4
$16.00t0 $19.99.......... ..., 7.8 6.3 6.2 5.2
$20.00 OF MOTE. . ..ot ittt iiininnnenns 3.4 2.7 2.6 2.1

1 Excludes banks submitting reports covering less than the full year's operations or materially
affected by mergers.

2 After payment of taxes.

3 Total capital accounts are averages of figures for call dates.

Dividends and additions to capital accounts. The rate of net
profits, the proportion of profits paid out in dividends, and the rate of
dividends paid by all insured commercial banks are shown in Table
26 for each year during the period, 1934-1941.

Table 26. NET PROFITS AVAILABLE FOR STOCKHOLDERS, AND DIVIDENDS
PAID BY INSURED COMMERCIAL BANKS, 1934-1941

. Preferred and common dividends
Net profits and interest on capital per -
. after 00 of— Dividends
income taxes on common
per 310{) of cap%tal
tota per $100
capital Net Total of such
accounts profits capital capitall
accounts!
$6.72 $55.82 $3.75 $9.58
6.08 59.10 8.59 8.98
5.99 59.79 8.68 8.76
4.68 74.00 8.46 8.33
5.97 59.32 3.54 8.37
8.36 42.56 8.56 28.22
3.36 100.00 8.36 27,38
-5.49 ) 3.03 16.86

1 Computed on average total capital accounts, or average common capital, on call dates.
2 Partly estimated since preferred and common capital were not tabulated separately for those years.

% Loss or deduction.

¢ All banks combined showed a net loss.
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In 1941 common and preferred cash dividends and interest paid on
capital by insured commercial banks amounted to $253 million, as
compared with $237 million in 1940. These payments to stockholders
and holders of capital notes and debentures amounted to 56 percent
of the net profits available for the stockholders and other investors in
the banks. The remaining 44 percent of net profits, or $201 million,
was retained by the banks and added to their capital accounts.

The cash dividends declared and interest paid on capital by the
banks in 1941 amounted to 3.75 percent of total capital accounts,
compared with 3.59 percent in 1940. The amount and the rate of
dividends paid on common capital in 1941 by insured commercial
banks were both greater than in any previous year of deposit insurance.
The amount in 1941 was $236 million, and the rate 9.58 percent. A
larger proportion of the insured banks declared dividends on common
capital in 1941 than in any previous year.

Distribution of insured commercial banks according to rates of
dividends paid on total capital accounts in 1939, 1940, and 1941, are
shown in Table 27. Increases in the number and proportion of banks
paying dividends have reflected the improvement in rates of net
profits in recent years. Nevertheless, in each year, between 10 and 20
percent of the banks which paid dividends either kad no profits in
that year or paid dividends in excess of net profits.

Table 27. PERCENTAGE DISTRIBUTION OF INSURED COMMERCIAL BANKS
ACCORDING TO RATES OF DIVIDENDS ON TOTAL CAPITAL ACCOUNTS, 1939-1941

1941 1940 1939
Allbanks!. .. ... ... 100.09, 100.09, 100.09,
Banks paying dividends per $160 of total capital
accounts of —*
NOne. . .t 12.7 14.6 18.4
Lessthan $2.00. ....... ... .. ... ... ... .. ... 23.4 24.9 24.9
$2.00t0$3.99. ... e 37.56 35.8 33.7
$4.00 t0 $5.99. ... 16.2 15.1 14.1
$6.00 to $7.99. . ... 54 5.8 5.0
$8.00 t0 $9.99. . ... .. 2.1 1.9 1.8
$10.00 Or MOTE. . .o ie it e i e e 2.7 24 2.1

1 Excludes banks submitting reports covering less than the full year’s operations or materially
affected by mergers.
2 Total capital accounts are averages of figures for call dates.

INSURED MUTUAL SAVINGS BANKS

On December 31, 1941, the Federal Deposit Insurance Corporation
was insuring deposits in 52 of the 548 mutual savings banks in the
country. Forty-one of the 52 insured mutual savings banks were unit
banks; and 11 were head offices of branch systems, which operated 32
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branches at the close of the year. The insured mutual savings banks
held deposits of $1.8 billion on December 31, 1941, amounting to 17
percent of the $10.5 billion of deposits in all mutual savings banks.
Nearly two-thirds of the deposits in insured mutual savings banks were
held by five banks with deposits of more than $100 million each.

Total assets of the insured mutual savings banks declined during
the year by $26 million from $1,984 million on December 31, 1940,
to $1,958 million on December 31, 1941, reflecting withdrawals of
deposits from the banks. Significant declines in asset items occurred
in cash and balances with other banks of $51 million and in holdings of
securities other than obligations of the United States Government of
$49 million. Holdings of obligations of the United States Government
increased by $81 million during the year to a total of $629 million on
December 31, 1941, or from 28 to 32 percent of total assets. Holdings
of real estate loans, which amounted to approximately 30 percent of
total assets, increased by $8 million. Miscellaneous assets declined
by $12 million.

Total capital accounts, which consist, for mutual savings banks,
of surplus and reserve accounts and, in some banks, of capital notes
and debentures also, increased by $3.4 million during the year, or
from 8.1 percent to 8.4 percent of total assets. The addition to capital
accounts from profits of $4.2 million during the year was offset by
retirement of capital notes and debentures, or by reduction in retirable
value of capital notes and debentures not repaid to shareholders, in
15 banks of $933,000. At the close of the year the book value of capital
notes and debentures held by the Reconstruction Finance Corporation
in 14 banks amounted to $6.6 million ($8.2 million retirable value).
Capital notes and debentures held by others were negligible in amount.
Condensed statements of assets and liabilities of both insured and non-
insured mutual savings banks for selected call dates since 1935 will be
found in Table 112, pages 124 and 125.

The rate of dividends or interest paid depositors in insured mutual
savings banks has declined steadily since 1935. The following figures
show the amount of dividends and interest reported during the year
as a percentage of total deposits held at the end of the year for each
year from 1935 to 1941:

1941 1.66 percent 1937 1.92 percent
1940 1.73 percent 1936 1.96 percent
1939 1.88 percent 1935 2.26 percent
1938 1.91 percent

Figures showing earnings, expenses, and dividends of insured mutual
savings banks for the years, 1934-1941, are presented in Table 134,
page 173. Due to the small number of banks, these data, relating only
to insured mutual savings banks, may not be characteristic of the
operations of all mutual savings banks in the country.
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INSURANCE OF BANK DEPOSITS, 1941

On September 24, 1941, 13,487 insured commercial and mutual
savings banks reported approximately 69 million accounts, of which
68 million, or 98.1 percent, were accounts with balances not in excess
of $5,000, the maximum insurance for each depositor.! These banks
reported total deposits of $69.6 billion, of which $27.6 billion, or
39.7 percent, were insured. These figures are compared with those
for three other call dates in Table 28.

Table 28. INSURANCE PROTECTION WITH A MAXIMUM COVERAGE OF $5,000 IN
ALL INSURED BANKS, SPECIAL CALL DATES, 1934-1941
Sept. 24, Sept. 21, May 13, QOct. 1,
1941 1938 1936 1934

Number of banks.......... 13,487 13,754 14,141 14,128
Accounts

Total number........... 69,495,000 62,731,000 58,785,000 51,246,000

Number of $5,000 or less. 68,175,000 61,690,000 57,817,000 50,423,000

Percent of $5,000 or less. . 98.19, 3% 98.4% 98.49,

Deposits
Total amount...........
Amount insured.........
Percent insured.........

$69,566,000,000
$27,639,000,000
39.7%

$49,224,000,000
$22,610,000,000
45.9%

$46,168,000,000
$20,456,000,000
4.3%

$37,026,000,000
$16,455,000,000

%

From October 1, 1934, the first date on which insured banks re-
ported the amount of deposits protected with a maximum coverage
of $5,000, to September 24, 1941, total deposits in insured commercial
and mutual savings banks increased from $37 billion to about $70
billion, a gain of 88 percent. Deposits increased most rapidly in the
early and late years of the period and remained relatively stable in
1937 and 1938. The expansion in deposits was more rapid in the
large accounts than in the small accounts, and the percent of deposits
insured decreased from 44.4 percent to 39.7 percent. The contingent
liability of the Corporation as an insurer of bank deposits increased
by about $11 billion, or 68 percent, in the 7-year period.

OPERATING INSURED COMMERCIAL BANKS

Changes in insurance coverage, 1934-1941.2 On September 24,
1941, the percent of accounts which did not exceed $5,000 in insured
commercial banks as a whole was 98.1, which may be compared with

1 On the average, the number of depositors in each bank, as defined for insurance purposes, is about
10 percent less than the number of accounts, However, the percent of depositors fully protected is about
the same as the percent of accounts with balances not in excess of $5,000. The percent of deposits stated
to be insured in all insured banks according to this special report is estimated to be higher by about
1 percent of total deposits than the percent actually protected by insurance. A more detailed discussion
of these differences and of the limitations of the data is contained in Appendix A, page 78.

? For information concerning other special calls regarding insurance coverage see the following
Annual Reports: 1934, pp. 59-67, pp. 140-147, pp. 184-193, and p. 244; 1936, pp. 65-77 and pp. 93-94;
1938, pp. 79-99 and pp. 109-111.
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64 FEDERAL DEPOSIT INSURANCE CORPORATION

98.5 percent on October 1, 1934. For the four special call dates in
the 7-year period, a relative stability was noticeable in the relationship
between total accounts and accounts of $5,000 or less for groups
of banks whether the banks were grouped by amount of deposits,
by class of bank, or by State.

No great differences in the percent of accounts of $5,000 or less
appeared among various size groups of banks. On September 24,
1941, in the group of smallest sized banks 99.8 percent of the accounts
were $5,000 or less; in the group of largest sized banks the figure
was 96.9 percent. The percent of accounts of $5,000 or less on special
call dates in insured commercial banks grouped by amount of deposits
is shown in Table 29.

Table 29. PERCENT OF TOTAL NUMBER OF ACCOUNTS WITH BALANCES OF
$5,000 or LEss, SPECIAL CALL DATEs, 1934-1941

INSURED COMMERCIAL BANKS GROUPED BY AMOUNT OF DEPOSITS

Sept. 24, | Sept. 21, | May 18, Oct. 1,
1941 1938 1936 1934

AILDANKS. ...t e 98.1% 98.4% 98.4% 98.5%

Banks with deposits of —

$100,000 Orless. . ...ouvvin it 99.8 99.8 99.8 99.7
$100,000 to $250,000.........ccoviiiveiriiaanenn. 99.6 99.6 99.6 99.6
$250,000 to $500,000..........civiiriiiiieianean 99.3 99.4 99.4 99.4
$500,000 to $1,000,000. .. ...ttt 99.1 99.2 99.2 99.3
$1,000,000 to $2,000,000. ...........cooviiiinian. 98.9 99.0 99.0 99.1
$2,000,000 to $5,000,000. ...........ooiiiinnnnn, 98.7 98.8 98.8 98.8

$5,000,000 to $50,000,000. ...........oviiunnnnns 98.1 98.3 98.2 98.8 .
More than $50,000,000.............000univinvnnn- 96.9 97.1 97.0 97.2

Total deposits in the insured commercial banks increased from
$36.0 billion to $67.8 billion, and insured deposits from $15.7 billion
to $26.0 billion in the seven years from 1934 to 1941. The growth of
deposits in large accounts was proportionately greater than the
growth of deposits in accounts of $5,000 or less. As a result, the
percent of deposits insured declined from 43.5 percent in 1934 to
38.4 percent in 1941. The reduction occurred during the last three
years of the period. Between 1934 and 1938 there was an increase in
the percent of deposits insured in banks of all size groups. The decline
since 1938 marks a change in trend and is accounted for chiefly by
changes in deposits in the larger banks. The percent of deposits
insured continued to increase in the smaller banks—banks with
deposits not in excess of $1,000,000 each—but decreased in the larger
banks wherein the growth of deposits was greatest. The decline in
percent of deposits insured was especially marked in the largest banks.
The percent of deposits insured on special call dates in insured com-
mercial banks grouped by amount of deposits is shown in Table 30.
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PERCENT OF DEPOSITS INSURED WITH A MAXIMUM COVERAGE OF
$5,000, SPECIAL CALL DATES, 1934-1941

INSURED COMMERCIAL BANKS GROUPED BY AMOUNT OF DEPOSITS

Table 30.

Sept. 24, | Sept. 21, | May 13, Oct. 1,
1941 1938 1936 1934
Allbanks...... ...t iiiiiiiiii it 38.49, 45.0%, 43.39, 43.5%,
Banks with deposits of —

$100,000 or less 96.0 95.2 95.1 91.7
$100,000 to $250,000 92.3 91.5 90.3 86.9
$250,000 to $500,000... 83.8 87.8 86.4 83.1
$500,000 to $1,000,000..........ccvvverrrnnnnn.., 84.8 84.0 82.2 78.8
$1,000,000 to $2,000,000..... 79.5 79.8 78.1 74.6
$2,000,000 to $5,000,000........... 72.8 74.0 72.2 69.1
$5,000,000 to $50,000,000. . 53.6 55.5 52.2 49.6
More than $50,000,000 21.3 26.5 25.2 25.7

Insurance coverage was high in most banks throughout the period
of deposit insurance. Eighty percent or more of the deposits were
insured in about two-thirds of the banks. However, the number of
banks with all deposits fully protected by insurance declined from
580 on May 13, 1936, to 228 on September 24, 1941. The distribution
of banks by percent of deposits insured is shown in Table 31.

Table 31. NUMBER AND PERCENTAGE DISTRIBUTION OF INSURED COMMERCIAL
BANKS, SPECIAL CALL DATES, 1936-1941
GROUPED BY PERCENT OF DEPOSITS INSURED
Number of banks Percent of total
Sept. 24, | Sept. 21, | May 13, | Sept. 24, | Sept. 21, | May 13,
1941 1938 1936 1941 1938 1936
Allbanks.................. 13,434 13,705 14,085 100.6%, 100.09, 100.0%,
Banks with percent of
deposits insured of—
100 percent............... 228 456 580 1.7 3.3 4.1
90 to 99 percent........... 4,190 4,602 4,419 31.2 33.6 31.3
80 to 89 percent........... 4,420 4,508 4,362 32.9 32.9 31.0
70 to 79 percent........... 2,431 2,335 2,567 18.1 17.0 18.2
60 to 69 percent... 1,129 995 1,194 8.4 7.3 8.6
50 to 59 percent... 512 395 491 3.8 2.9 3.5
40 to 49 percent........... 211 187 221 1.6 1.4 1.6
30 to 89 percent........... 141 126 144 1.0 .9 1.0
20 to 29 percent........... 108 59 67 .8 4 5
Less than 20 percent....... 64 42 40 5 3 3

Full protection was given to 90 percent or more of the depositors of
all but a few banks. In only one bank were less than two-thirds of the
accounts fully protected by insurance. In that bank approximately
two-fifths of the accounts were fully protected. In the 64 banks, less
than 20 percent of whose deposits were covered by insurance, almost
94 percent of the accounts on the average had balances of $5,000 or
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less on September 21, 1941. The accounts and deposits protected in
banks grouped by percent of deposits insured are shown in Table 32.

Table 32.

SEPTEMBER 24, 1941

INSURANCE PROTECTION WITH A MaXiMuM COVERAGE oF $5,000

INSURED COMMERCIAL BANKS GROUPED BY PERCENT OF DEPOSITS INSURED

Accounts Deposits
Amount
Number (in millions)

Percent

$5,000 ?ercendt

or less insure

Total 215- ,f)e(;g Total Insured
Allbanks................ 66,918,000 | 65,668,000 98.1% $67,778 $26,043 38%
Banks with percent of
deposits insured of -

100 percent............. 144,000 144,000 100.0 41 41 100
90 to 99 percent......... 7,023,000 6,978,000 99.4 2,254 2,110 93
80 to 89 percent......... 13,061,000 | 12,927,000 99.0 5,037 4,267 84
70 to 79 percent......... 11,419,000 | 11,261,000 98.6 5,397 4,055 75
60 to 69 percent......... 8,572,000 8,430,000 98.4 4,879 3,175 65
50 to 59 percent......... 10,390,000 | 10,202,000 98.2 7,408 4,138 55
40 to 49 percent......... 4,621,000 4,517,000 97.8 4,386 1,972 44
30 to 39 percent. ... .. 3,878,000 3,780,000 97.5 4,647 1,598 34
20 to 29 percent. ... 4,254,000 4,098,000 96.3 8,871 2,241 25
Less than 20 percent..... 3,556,000 3,331,000 93.6 24,858 2,446 9

Changes in size

distribution of banks. The rapid growth in

deposits in insured commercial banks since the beginning of deposit
insurance, combined with reorganizations, consolidations, and other
similar changes among the banks, has resulted in a substantial shift
in the distribution of banks when grouped by amount of deposits.
The number of banks in the various size groups on special call dates

is shown in Table 33 and in Chart C.

Table 33.

SpECIAL CALL DATEs, 1934-1941
GROUPED BY AMOUNT OF DEPOSITS

NUMBER OF INSURED COMMERCIAL BANKS

Sept. 24, | Sept. 21, | May 13, Oct. 1,
1941 1938 1936 1934
ALLDANKS. . ..ot 13,434 13,705 14,085 14,060
Banks with deposits of—
$100,000 0r 1eS8. .. .. evnarraere e 188 570 917 1,518
$100,000 £0 $250,000. ... ... eo\uiriiaaa.ns 1,649 2,592 3,028 3,593
$250,000 t0 $500,000. . ... .. vt 2,986 3,203 3,300 3,115
$500,000 £0 $1,000,000, .. ... ..\vueriiiit el 3,226 2,913 2,751 2,421
$1,000,000 to $2,000,000. . ... ... ... ...c........ 2,418 2,052 1,926 1,681
$2,000,000 t0 $5,000,000. ... ...vi