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Recent Bank Failures—
Why?

For the first time in a generation, bank failures in 
the United States have recently occupied a prominent 
place in the news. Fourteen banks have failed in 
the past two years. Coming after a lengthy period 
in which bank failures averaged only three or four 
per year, the increase in the failure rate has at
tracted widespread attention. Tw o Congressional 
committees have become sufficiently concerned to 
institute investigations. A  perspective on these 
recent failures, however, should quickly dispel any 
fears for the soundness of the banking system.

In contrast with the epidemic of bank suspensions 
in the 1920’s and 1930’s, the recent closings do not 
involve a substantial fraction of the banking in
dustry and are not the result of weaknesses in the 
economic environment. Each of the recent failures 
was due to conditions related primarily to the indi
vidual bank involved. They are all traceable to one 
or more of four m ajor factors: changes in owner
ship for ulterior motives, misuse of certificates of de
posit, bad loans, and bad checks or other uncol
lectable cash items. In almost every case two or 
more of these factors were present.

Changes in Ownership O f the 14 recently  failed 
banks, eight changed hands shortly before encounter
ing difficulty, two of them twice within a few months. 
In another the ownership of the stock was not as 
represented in its charter application. In each case, 
failure was directly related to the change in owner
ship. Some of the new owners were inept in the 
field of banking. Others apparently bought control 
of banks for the purpose of deliberately milking them 
of their assets. M ost of the banks involved were 
relatively small but large enough to make internal 
looting attractive to the unscrupulous.

One bank with assets of $7 million had been 
operated in a very conservative manner for years 
and was perfectly sound until two persons with no 
previous experience in banking bought a majority of 
the stock and took over early in 1963. Through a 
series of loans and investments in their own interests,

they drained the bank of over $1 million in less than 
six weeks. W ith some of the money they paid off 
indebtedness they had incurred to purchase the bank 
stock. Losses resulting from  these transactions 
quickly exceeded the bank’s capital and as a result 
it was placed in receivership.

In the same year the downfall of another bank with 
$30 million of assets was brought about in a similar 
manner. A  group of amateur bankers acquired con
trol through the purchase of controlling stock and 
directed bank funds to their own use. Some $900,000 
of the bank’s funds were used to repay loans with 
which the bank stock had been purchased. Within 
four months the new owners had expanded loans by 
$5 million. The diversion of bank funds for the 
benefit of the majority stockholders and their friends, 
relatives, and associates resulted in losses exceeding 
the bank’s capital and it was closed in August of 1963.

A  third small bank was exploited by two specula
tors in a somewhat more imaginative manner. These 
individuals first acquired control of the $2.5 million 
bank through relatively modest stock purchases, then 
hired money brokers to sell for the bank over $1 mil
lion in certificates of deposit. The certificates were 
sold to 23 savings and loan associations, each of which 
received a premium payment from  the money brokers 
over and above the permissible interest rate. The 
two speculators then purchased $970,000 of inferior 
real estate mortgages at a sizable discount and sold 
them to the bank at only slightly less than the face 
value. Plans to market another $900,000 of ques
tionable mortgages to the bank in a similar manner 
were thwarted by the closing of the bank.

Most of the banks which failed recently met their 
downfall at the hands of two or more get-rich-quick- 
partners, but one small midwestern bank was under
mined solely by one man who purchased controlling 
interest and subsequently assumed the presidency 
despite the fact that he had no banking experience. 
Although the bank was an old one, it had assets of 
less than $1.5 million, which facilitated one-man con
trol. The new president began paying checks drawn
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by other firms he controlled, without charging the 
drawers’ accounts. The deficit was covered with 
forged notes. The president also caused the bank 
to extend questionable loans to his other corporate 
interests. W hen the directors objected, they were 
all replaced. He then marketed certificates of de
posit in the amount of $100,000 through a money 
broker by paying a 1 %  bounty in excess of the m axi
mum legal interest rate. Only $40,000 of the cer
tificates of deposit were entered in the books of the 
bank as deposit liabilities, with the remaining $60,000 
being used to eliminate from the books the loss items 
resulting from loans to his other businesses. These 
and similar actions quickly resulted in insolvency, 
and the bank was placed in receivership.

A  much more complex series of events led to the 
failure of a W est Coast bank with assets slightly over 
$2.5 million. In 1961, an out-of-town couple bought 
control of the bank, which had served the small town 
in which it was located for several decades. Under 
the newr management, the bank’s assets quickly mush
roomed to more than five times their former level. 
Profits in 1962 were almost as great as total capital 
and surplus in 1961, although the economy of the 
community had not changed significantly. The bank’s 
explosive growth was due to large deposits placed 
by a money order firm partially controlled by the new 
owners, and to lending operations outside the area.

The money order firm, operated on borrowed 
money, fell into difficulties and the bank was sold 
to help meet ensuing demands. Shortly thereafter, 
the money order firm was also sold, and most of the 
firm ’s deposits were withdrawn from the bank. The 
second new owmer of the bank had expected to in
crease deposits still further by selling certificates of 
deposit to savings and loan associations through 
money brokers, but news of the bank’s relationship 
with the defunct money order firm made new de
posits difficult to obtain. The bank paid as much 
as 2 ^ %  above the legally permissible rate on time 
deposits to attract funds. Meanwhile, many of the 
bank’s loans were going bad. In 1962 and 1963 the 
bank had written off 20%  of its total loans out
standing, but in 1964 the situation was even worse, 
and in July 1964, the bank was found to be insolvent 
and the directors voted to place it in liquidation.

Unsound Management Changes o f ow nership  
did not figure in six other bank failures of the past 
two years, but each of these cases involved serious 
errors of judgment or fraudulent practices on the 
part of existing management.

The largest of these banks, established in 1962. 
acquired assets of $54 million in less than three years

of operation. Rapid growth was accomplished 
through a combination of deposits attracted by 
premiums above legal interest rates and questionable 
loans for which sizable fees were collected. A t the 
time of closing the bank had over $20 million of cer
tificates of deposit outstanding. Some of these de
posits had been secured by the payment of additional 
compensation of as much as 3%  above the maximum 
legal rate. Many of the loans were made to real 
estate speculators, who paid fees of as much as 
$120,000 for the privilege of borrowing. The bank 
encountered liquidity difficulties when many of its 
certificates of deposit matured within a short span of 
time and wrere not renewed. Those difficulties were 
dealt with for a time through borrowing at the Dis
trict Federal Reserve Bank, but the true condition 
of the bank eventually was discovered and operations 
were suspended by the authorities.

A  much smaller bank, with assets of slightly over 
$8 million at the time it was closed, apparently came 
to grief as a result of the company it kept and the 
gullibility of some of its officers. The management 
permitted three money order companies, purportedly 
owned by the same group, to draw on uncollected 
funds, and a junior officer of the bank entered credits 
in the amount of over $200,000 to partially cover the 
deficiencies. Substantial losses were also incurred 
through overdrafts, and through loans of approxi
mately $2 million to borrowers who were not credit
worthy. Some of the funds used in these operations 
were raised through the issue of certificates of de
posit at premiums above the maximum legal rate on 
time deposits.

Three other small banks were ruined by the mis
deeds of individuals. The largest of these had re
sources of slightly over $7 million. The president 
of this bank acquired money to pay gambling debts 
by fraudulently advancing money to himself on notes 
signed by others. The second bank, with resources 
of $600,000, made the mistake of honoring a large 
number of worthless checks drawn by one of its 
customers. The third, with total resources of only 
$75,000, was declared insolvent when an unrecorded 
deposit liability of $380,000 was discovered.

Perhaps the most glaring example of bank mani
pulation was uncovered in the collapse of a $3 mil
lion bank only a few months old. A  group of small 
businessmen, including the president of a bank in 
another town, joined together to acquire a Federal 
charter for the bank. They were to invest about 
$300,000 of their own money and borrow the rest 
of the initial capitalization of $500,000. But before 
the bank opened its doors in April of 1963, control 
had been taken over through the acquisition of 51%
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of the stock by another man who had not been one of 
the original charter applicants.

M ost of the new capital was borrowed from a 
nearby bank with stock in the first bank pledged as 
collateral. Since the amount involved was several 
times the lending bank’s legal limit, the loan could 
not legally be made directly to a single man. T o  meet 
this situation, the loan was divided between the ma
jority stockholder, the president of the bank he was 
buying into, and three others, with an agreement that 
the new bank would maintain a compensating balance 
of $400,000 in the lending bank.

O f the newly-organized bank’s capitalization of 
$500,000, only about $12,000 was unencumbered cash. 
Pressure to increase deposits led the organizers of the 
new bank to pay as much as 6 %  interest on certifi
cates of deposit.

Early in the bank’s brief history, $225,000 was 
withdrawn by the promoters through a complicated 
series of operations involving forged notes. These 
notes were then paid and additional money with
drawn through the use of seven new notes totaling 
$315,000 in the names of people who knew nothing 
about them or in fictitious names.

Shortly thereafter, the principals involved acquired 
control of another small bank through the use of 
additional doubtful notes. W hen they arranged to 
have $200,000 transferred to the first bank, an em
ployee notified the State Banking Commissioner, 
who required return of the funds. But later, $400,000 
was successfully transferred and most of it disbursed 
before it could be returned. Under pressure from 
the Commissioner, loans were transferred to cover 
most of the losses.

The difficulties of the bank were compounded by 
the seizure of one million dollars of counterfeit se
curities by the FB I when the bank’s president and 
principal stockholder attempted to market them. 
Some months after the seizure of these securities, the 
bank which had advanced funds to the promoters for 
the original capital foreclosed on the stock pledged 
as collateral and took over the bank. This led to in

vestigations which resulted in the bank being de
clared insolvent by the F D IC , and one month later, 
it was ordered closed by the Comptroller of the 
Currency.

New Legislation A ll the recent failures had one 
thing in common. They were the result of efforts 
on the part of one or more individuals to use the 
assets, and in some instances, the money-raising po
tential, of commercial banks for personal gain. In a 
few cases, the individuals were from  outside the banks 
involved, but all too often, they bought into the bank 
and undermined it from within. It is because of 
this, as evidenced by the cases described above, that 
Congress amended the Federal Deposit Insurance 
A ct in late 1964 to require the chief executive officer 
of every insured bank to report to the appropriate 
Federal banking authority any change in ownership 
of the bank stock resulting in a change in control 
of the bank. The A ct also requires all insured banks 
to report loans secured by 25%  or more of the stock 
of any insured bank. A fter a change in control, the 
bank is required to report to the appropriate Federal 
banking agency any changes in the chief executive 
officer or directors during the following year, and 
to provide a statement of the past and present busi
ness affiliations of the new chief executive officer or 
directors. This law does not eliminate the possi
bility of banks being taken over by unscrupulous 
operators, but it may discourage them, and certainly 
should alert the banking community to the danger.

Much attention has been focused recently on 
changes in capital-asset ratios and loan-to-deposit 
ratios, and on changes in the balance sheet structure 
of banks. Questions have been raised concerning the 
possible deterioration of loan quality and excessive 
liberality in lending. But all of this concern is with 
the possibility of marginal errors in judgment by 
bankers. In the banks that failed, there was no wide 
range of marginal error. Either the bank was de
liberately looted from  within or the banker took risks 
which were well outside the scope of prudent banking.

Capital Stock of: 1921 1922 1923

$25,000 and Less 301 217 446
$25,001 to $49,999 36 41 47
$50,000 to $99,999 83 56 92
$100,000 to $199,999 47 25 32
$200,000 to $999,999 16 15 16
$1,000,000 and Over 3
Not Available 19 13 13

Totals 505 367 646

Source: Federal Reserve Board, IVnnua

BANK SUSPENSIONS

1921-1929
1924 1925 1926 1927 1928 1929

511 376 628 413 302 382
59 43 102 65 39 65

124 131 167 121 96 120
59 46 48 48 45 58
16 18 15 15 11 20

CL

6 4 16 7 6
0
8

775 618 976 669 499 659

Report, 1932.

1930-1932
Totals 1930 1931 1932 Totals

3,576 767 1,058 737 2,562
497 142 220 140 502
990 219 457 294 970
408 132 284 144 560
142 70 227 126 423

9 11 32 11 54
92 11 16 4 31

5,714 1,352 2,294 1,456 5,102
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Historical Perspective T he U nited States entered 
the decade of the 1920’s with more banks than any 
country has ever had before or since. The nation’s 
bank chartering policies over a long period had led to 
the establishment of a large number of small, weak 
banks. Many states had very liberal chartering pro
visions, some allowing new banks to be established 
with as little as $5,000 capital. Prior to the turn of 
the century, a Federal charter required a minimum 
of $50,000 capital, and in 1899, there were 10,283 
state banks and only 3,617 national banks. But in 
1900, national banking laws were revised to permit 
banks to be chartered by the Federal Government 
with a capital stock of as little as $25,000 in com 
munities of 3,000 inhabitants or less. Passage of this 
A ct was followed by a sharp increase in the issuance 
of both state and national charters. By 1921, there 
were 8,154 national and 22,658 state banks, a total 
of 30,812, or more than twice the number in opera
tion today. Many of the new banks were small and 
weak, but due to the generally high level of pros
perity, especially in agricultural areas, failures were 
relatively rare. In the two decades prior to 1921, 
about 85 banks per year closed their doors. Begin
ning in 1921, the failure rate increased sharply, and 
5,714 banks suspended operations in the next nine 
years; most of them permanently.

M ost of the suspended banks were small country 
banks with assets of less than $1 million. They had 
been chartered in a period of farm prosperity and 
rising land prices. Many of their loans were in the 
form  of mortgages on farm real estate. Agriculture 
became overexpanded during W orld W ar I, and after 
the war, farm prices and the value of farm land fell 
sharply. W ith greatly reduced incomes, many 
farmers were unable to meet payments on bank loans. 
The accelerated movement of rural population to 
the cities further weakened banks in rural areas. 
Thousands of banks failed, but due perhaps to the 
general prosperity the failures caused no panic.

The panic came later when city banks began fail
ing in even larger numbers. The banking collapse 
of the early 1930’s had its roots in the 1920’s. A s 
non-agricultural prosperity increased, banks increased 
their loan-deposit ratios and made larger and larger 
numbers of demand and call loans secured by shares 
of stock. Banks assumed that these loans would 
provide liquidity, and in fact most of the open market 
call loans were repaid. But when the stocks with 
which the demand loans to individual customers were 
secured rapidly lost value during and after the crash 
of 1929, it was discovered that many of these loans 
were uncollectable. Borrowers who in other times

might have shifted loans to another bank in order to 
repay the original lender found almost all banks 
attempting to call their loans simultaneously.

Today, a shortage of liquidity for the banking 
system as a whole could be countered by Federal 
Reserve action. Federal Reserve banks may pro
vide additional reserves directly to banks through 
various kinds of advances, or indirectly through open 
market operations. But prior to 1932 this was not 
the case. Member banks could borrow from Federal 
Reserve banks only on collateral consisting of nar
rowly-defined “ eligible”  paper and open market 
operations were in a rudimentary stage of develop
ment. Thus, thousands of banks found themselves 
in an illiquid position and were unable to survive 
the waves of bank runs of the next few years. 
Between 1929 and 1934, more than 9,000 banks 
closed their doors, and very few were able to reopen.

In today’s economic environment, the general 
collapse of our financial structure seems impossible. 
The banking system is altogether different and much 
stronger than in the 1920’s and early 1930’s. There 
are fewer small, weak banks, mainly because capital 
requirements are higher and bank charters are more 
difficult to obtain. The average bank today is older 
and larger, and most bank deposits are insured by 
the Federal Deposit Insurance Corporation. K now l
edge of that insurance prevents the sort of bank runs 
which closed many banks in the early 1930's.

NUMBER OF COM M ERCIAL BANKS CLOSED  
BECAUSE OF FIN AN CIAL DIFFICULTIES  

1933-1964

1933 4,000 1941 16 1949 9 1957 3
1934 61 1942 23 1950 5 1958 9
1935 32 1943 5 1951 5 1959 3
1936 72 1944 2 1952 4 1960 2

1937 83 1945 1 1953 5 1961 9
1938 79 1946 2 1954 4 1962 3
1939 71 1947 6 1955 5 1963 2
1940 49 1948 3 1956 3 1964 10

Sources : Federal Deposit Insurance Corporation, The
Board of Governors of the Federal Reserve System.

There is still the possibility of additional failures 
due to dishonesty or ineptitude on the part of manage
ment. Out of more than 13,000 banks, it is not sur
prising that a handful should suffer management dif
ficulties. By comparison with the failure rate among 
other firms of similar size, the bank failure rate is 
very low indeed. New legislation and renewed ef
forts of regulatory agencies may reduce the rate 
even further in the future.
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PARKS
WITH DESIGN S

In recent years, the g r o w in g  scarcity of su itable  industrial sites together w ith  the need for b lerg  p roduct ion  

facilities into residential a n d  comm ercia l a rea s  has  led to the d eve lopm en t  of p lanned  m anufactu r i  comm unit ie s  

called industr ial parks. So m e  of them are  no more than  tracts of land  a d jo in in g  ra i lroads  a n d  rips, o f fe r ing  

a bu i ld in g  site for a n y  c o m p a n y  f in d in g  the location desirab le. O thers  h a ve  been specifically  deiqd to in tro

duce industr ies into certain a rea s  with a m in im um  of friction. They represent an  attempt to reap?, benefits of 

industry  in the fo rm  of increased  e m p lo ym en t  a n d  bus iness  activity w h ile  m in im iz in g  the undesir<(| side-effects 

such as  dirt, smoke, noise, a n d  congestion. M a n y  of the industr ial p a rk s  feature  spac ious  b u i ld in g s  iple p a r k in g  

facilities, a n d  w e l l - la nd scap ed  g round s.  W ith  p leasan t  residential com m un it ie s  s u r ro u n d in g  them, thjffer a s h a rp  

contrast to the gr im y, sm oke -be lch ing  factories a n d  d in g y  row s  of c o m p a n y  houses  of a few  ye a r s  Industr ia l 

p a rk s  m a y  be o w n e d  a n d  deve loped  by  tow ns  or cities, ra i l ro ad s  or utility com pan ie s ,  or by  develop if  c o m p a n ie s  

fo rm ed  for that pu rpo se  a lone. Parks  often im pose  restrictions on the type of industry  a l lowed, a rometim es on 

architectural des ign, land scap ing ,  a n d  bu ild ing -to - land  ratios. So m e  p a rk s  a re  d e s ign e d  to attract qriety of in 

dustries. O thers  a re  tailored to fit the needs of a part icu lar type of production, or of producers  hug som eth in g  

in com m on. For exam p le ,  of the 170  p a rk s  in the Fifth District nine h a ve  been d e s igna ted  a s  " re se a rc h e s , "  a n d  a re ^  

devoted  p r im ar i ly  to research laborator ie s  or science-oriented industries. Parks  of this type often p(£a h igh  p r i 

ority on p rox im ity  to colleges a n d  univers ities  with their laboratories,  libraries, a n d  scientific knhpw . N orth  *-------------

C a ro l in a 's  w e l l - k n ow n  Research T r iang le  Park  is located a lm ost equ id is tant  f rom  the Univers ity  of N  |Carolina at /

C h ap e l  Hill, North  C a ro l in a  State C o l lege  at Ra le igh, a n d  D uke  Un ive rs ity  at D u rh am .  There are  al'tjier co lleges 

nearby.  M o s t  industr ial p a rk s  a re  located in or near m etropo litan  a reas, w ith their labor  supplnprkets,  a n d  

transporta t ion  facilities. In som e cases, the choice of a location a p p a re n t ly  h a s  been influenced  a lso  byeava i lab i l i ty  

of educat iona l,  social a n d  recreat ional opportunities. S ix ty -four  per cent of the District's p a rk s  are  'fn ten miles 

of the center of the nearest metropo litan  area. The industr ia l p a rk  is a re lat ively  new  p h e n o m e n o n  ^e Fifth D is 

trict. The first p a rk  w a s  opened  in 1937, but m ore  than  ha lf  h a ve  been deve loped  since 1 96 0  and  th^sent 

d eve lopm en t  su gge sts  that m a n y  m ore  will be created in future years.
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TAX ANTICIPATION BILLS

In October 1951, the Treasury added a new variety 
of Treasury bill to its kit of debt management tools. 
This bill wTas designed specifically to help the Treas
ury smooth out the uneven flow of tax receipts wdiile 
providing corporations with an attractive investment 
for funds accumulated for tax payments— hence the 
name, tax anticipation bills. Corporations like to 
purchase these bills for tax payment purposes because 
they are accepted at par on the tax date while actually 
maturing a week later, usually on the 22nd of the 
month. O f course the bills do not have to be used 
in lieu of tax payments, and some investors choose 
to hold them to maturity. Unlike other Treasury 
bills, tax anticipation securities are not offered on a 
regular basis, such as weekly or monthly, but are co 
ordinated with the Treasury’s estimates of cash in
come and outgo. The number of issues per year 
since 1951 has varied between one and five.

Between 1953 and 1958, the Treasury also desig
nated nine certificates of indebtedness as “ tax an
ticipation”  securities. Like Treasury bills, cer
tificates are required by statute to mature within one 
year from the issuing date, but they bear a fixed rate 
of interest whereas bills are sold at a discount and 
are redeemed at par. Although Treasury bills are 
now used for virtually all short-term financing, 
certificates were used frequently in the past when 
the Treasury felt that the amount to be raised was 
too large for the auction technique. Consequently, 
tax anticipation issues which exceeded roughly $2.5 
billion were generally undertaken through certificate, 
rather than bill, sales. T o  date, there has been $94.4 
billion of tax anticipation financing of which $66.8 
billion was through bill issues, and the balance 
through certificates.

Schedule of Tax Payments and Receipts A l
though the Treasury collects personal income taxes 
through continuous payroll deductions, the largest 
collection occurs in April when the balance of the 
tax is due. The heaviest corporate tax payments 
also fall in the January-June period, although the 
concentration is not as pronounced as it was prior 
to 1960. In 1950 corporate tax payments were due 
in equal quarterly instalments in the year following 
the one in which the tax liabilities were incurred. 
Under the “ Mills Plan,”  which became effective in 
1951, the lag between the accrual and the payment 
of taxes was reduced. This plan called for suc

cessive yearly increases in the percentage of tax pay
ments due in the first six months of the following 
year. In accordance with this schedule all 1954 cor
porate tax liabilities were paid in two equal instal
ments in the first half of 1955 and, beginning in 1956, 
corporations had to make tax payments on their 
estimated tax liabilities in the second half of the same 
year in which the tax was incurred. By 1960, tax 
payments were again evenly spread on quarterly 
dates, but since corporations may underestimate in 
their September and December payments, tax receipts 
are still heavier in March and June. A  law passed 
in 1964 provided for a further step-up in tax pay
ments. By 1970, the tax wall be due immediately 
following the quarter in which the profits are earned.

The present schedule of tax payments by indi
viduals and corporations results in the seasonal 
bunching of Treasury cash receipts in the second 
half of the fiscal year, that is, January through June. 
This usually produces a cash deficit in the first half 
of the fiscal year. In fiscal 1964, for example, the 
cash deficit of $4,802 million was the net result of 
a $9,725 million deficit in the first half of the 
year, followed by a $4,923 million surplus in the 
second half.

T o  offset this pattern the Treasury usually issues 
tax anticipation securities between July and De
cember, scheduled to mature wrhen cash receipts are 
the greatest. O f 35 tax bill issues, 20 were issued 
during this period while another seven were issued 
in January and February and matured before July 
of the same year. In effect, tax anticipation issues 
enable the Treasury to collect a portion of corporate 
taxes ahead of the actual payment dates, although it 
must pay interest on the advance payments.

From  the corporations’ point of view, accrued tax 
funds represent cash which should be profitably in
vested, if possible, before being surrendered to the 
Government. Prior to 1950, the lag between the 
earning of profits and the actual tax payments was 
long enough to allow treatment of tax liabilities in 
much the same manner as retained earnings. W ith 
the shortening of the time lag in tax payments, how
ever, corporations either have had to find suitable 
short-term investments or simply let the cash ac
cumulate in demand deposits. In view of the rise in 
interest rates in recent years most corporations have 
elected the former alternative.

A  corporate Treasurer has many choices in in

8Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



vesting funds destined for tax payments, such as 
tax anticipation bills, regular Treasury bills, com 
mercial and finance paper, certificates of deposit, 
bankers’ acceptances, or Government securities 
bought under repurchase agreements with dealers. 
T ax  anticipation bills offer all the advantages of reg
ular Treasury b ills : no risk of default, an active and 
continuous market, and short maturities which make 
them relatively free from risk of loss if sold before 
maturity. In addition, they have the added attrac
tion of a week’s “ free”  interest, as mentioned 
previously.

Characteristics T he great m ajority  o f tax antici
pation bills have been scheduled to mature in March 
and June. Only five issues have matured in Sep
tember, and one in December. O f the $66.8 billion 
tax bills issued from 1952 through June 1965, 42%  
were scheduled to mature in March, 45%  in June, 
11% in September, and 2 %  in December. M a
turities of individual bill issues have ranged from  52 
days to 268 days, with 178 days the average length. 
The volume of tax anticipation bills issued annually 
has varied from a low of only $800.5 million in 1953, 
to $9,031.5 million in 1960. A t the end of 1964, the 
volume outstanding was equal to 7%  of total Treas
ury bills outstanding.

Like regular Treasury bills, tax anticipation bills 
are sold at a discount in a competitive auction.

The Treasury determines the amount to be sold, and 
the price and allotments are established by the nature 
of the bidding. Unlike regular bill auctions, how
ever, any bank qualifying as a depositary usually has 
been allowed to pay for all or part of the bills allotted 
to it for itself and its customers by credit to the T ax 
and Loan account which it holds for the Treasury. 
W hen such privileges are granted (as they were for 
every new issue prior to 1962) the value of the de
posit is directly reflected in the banks’ aggressively 
high bids, resulting in low yields. W hereas tax 
anticipation bills which are sold without T ax  and 
Loan credit will usually bear rates within 1 or 2 basis 
points of outstanding Treasury bills of comparable 
maturity, those sold with T ax and Loan privileges 
may carry rates 15 to 30 basis points below those of 
comparable bills. (A  basis point is one-hundreth 
of one per cent.) Banks have apparently found that 
the Treasury deposits acquired in this manner are 
profitable enough to offset the subsequent selling of 
most of their awards at prices below those originally 
paid. Since 1962 the Treasury has disallowed T ax 
and Loan credit on 6 out of 10 issues in order not to 
aggravate our balance of payments situation by plac
ing pressure, even for a short time, on our short
term interest rates.

Tax and Loan Accounts T a x  and Loan accounts 
are a depositary system authorized by Congress to

AUCTION AW ARDS OF TAX ANTICIPATION BILLS

WITH TAX AND LOAN PRIVILEGES
(Average of issues dated 11/24/64.)

WITHOUT TAX AND LOAN PRIVILEGES 
(Average of issues dated 1/15/64 and 9/2/64.)

Source: U. S. Treasury Department.
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supplement the Treasury’s account at Federal R e
serve Banks. They are an outgrowth of the W ar 
Loan accounts established during the First W orld  
W ar to facilitate management of the increased volume 
of Treasury financing. By pledging certain se
curities as collateral, and upon recommendation by 
the District Federal Reserve Bank, any bank or trust 
company may be designated by the Secretary of the 
Treasury as a Special Depositary. These banks are 
then eligible to qualify as depositaries for Federal 
taxes, and may receive such deposits as corporate 
and personal taxes and social security payments, up 
to the amount for which they are authorized. The 
Government does not receive interest on these 
balances, but neither do the banks charge the Treas
ury for the many services they perform for it.

The system has various benefits, but perhaps the 
most important is that it minimizes the effects of 
Treasury financial operations on the economic sta
bility o f the country. Since the Treasury is unable 
to mesh receipts with expenditures, the depositary 
system allows deposits of tax payments to remain in 
the banking system, and usually in the community 
from which they were collected, until they can be 
returned by Treasury disbursements.

On a more specific level, T ax  and Loan accounts 
greatly reduce the wide swings in money market

conditions which otherwise would accompany every 
large Treasury borrowing or period of heavy tax 
payments to the Treasury. A s funds flowed to the 
Treasury out of the commercial banking system, 
banks would have to compensate for the loss of re
quired reserves by restricting credit without economic 
justification, or by liquidating securities or short
term paper with resulting downward pressure on 
security prices. Alternatively, the Federal Reserve 
System would have to supply reserves, presumably 
through open market operations, which would also 
disturb the money market. Conversely, a sudden 
influx of reserves would have the opposite effect by 
raising security prices and lowering yields as banks 
invested the money, again provided that the System 
did not take offsetting action.

Underwriting and Ownership Since 1959, the 
year in which the most complete data became avail
able, commercial banks have been the principal 
underwriters of tax anticipation bills. O f the 
$43,135.5 million bills auctioned in the last seven 
years, commercial banks have been awarded 83% . 
W hen issues which carried T ax  and Loan privileges 
are separated from those which disallowed such 
credit, however, a striking pattern emerges in the 
allocations. Commercial banks were awarded an 
average of 97%  of all tax anticipation bills auctioned 
with T ax  and Loan privileges, and only 36%  of 
those auctioned without such privileges. In the 
latter case, dealers were awarded 35%  and corpora
tions almost 16% .

Data on the ownership of tax anticipation bills 
indicate that commercial banks hold their sizable 
auction awards only temporarily. Since 1959 their 
year-end holdings have averaged only about 23%  of 
the total outstanding, while corporate ownership has 
averaged about 3 1 % .The category of “ other” in
vestors, those not reporting in the Treasury Survey, 
owned an average of 27% . Insurance companies, 
and U. S. Government investment accounts and Fed
eral Reserve Banks owned about 1%  and 2 % , 
respectively.

Impact on Money Market T a x  anticipation bills 
exert some influence on the money market by 
mitigating the seasonal churning associated with the 
tax dates. T o  the extent that these securities are 
surrendered by the corporations for tax payments, 
the amount of cash which might otherwise have been 
borrowed from banks, or which might have been 
raised through the sale of other money market in
struments, is correspondingly reduced.

OWNERSHIP OF TAX ANTICIPATION BILLS
(AS OF MARCH 31, 1965)

All Other Investors 
41%

Corporations
36%

Commercial
Banks
15%

I ' Insurance Companies 1%
' U. S. Govt, and Federal Reserve Banks 2%  
State and Local Government Funds 5%

Source: U. S. Treasury Department,
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THE FIFTH DISTRICT
BANKING SUMMARY

Reflecting generally robust business conditions, 
credit expansion at Fifth District weekly reporting 
banks has reached record proportions this year. For 
the first seven months of 1965, loan and investment 
growth at these banks, which account for more than 
half of the District’s banking resources, has out
stripped the gains in the same period last year when 
the discount rate was lower and reserve policy some
what easier.

Strong Loan Demand T ota l credit at the D is 
trict’s weekly reporting banks rose 4 .5%  from  Janu
ary through July, compared with 3.4%  in the same 
months of 1964 and little if any gain in the com 
parable period of other recent years. Heavy loan 
demand accounted for the growth this year. In
vestments declined steadily from  January through 
July as bond holdings were reduced to provide funds 
for increased loans.

Business loans rose at a faster pace in the first 
seven months of the year than in any comparable 
period in the last decade. Strikes and threats of 
strikes led to increased loan demand for inventory 
building, and record automobile sales stimulated loans 
to finance dealers’ stocks. These demands abated 
somewhat in July, but consumer and real estate lend
ing continued strong as the rate of growth of busi
ness loans tapered off. The “ all other (primarily 
consum er) loans”  category showed an increase of 
10% in the first seven months compared with 8.4%  
for the same period last year. Real estate loans also 
rose approximately 10% , down somewhat from the 
15.4% increase in the same period in 1964. A gri
cultural loans, which have been setting new records 
in the Fifth District since 1962, also moved to new 
highs in 1965, rising 73%  in the first seven months 
compared with 70%  in the same months last year. 
The increase is partly due to a very strong seasonal 
pattern, however, and large percentage declines may 
occur before the end of the year.

Investment Portfolio Shifts T ota l investm ents 
declined 2 .7%  in the first seven months of this year

compared with 3 .4%  for the same months in 1964. 
The movement out of U. S. Government securities 
which began several years ago appears to have ac
celerated this year. In the first seven months of last 
year, holdings of U. S. Government securities fell 
7 .4%  through August 5, while other securities, pri
marily municipals, rose 5.5% . In the same period 
this year, U . S. Governments were reduced 10.8% 
while other securities rose 12.9% . These portfolio 
shifts may be associated with increased interest costs 
for time deposits, which, according to some observers, 
has encouraged banks to seek higher returns on their 
investments. Yields on both short-term and long
term Governments have been low relative to time and 
savings deposit rates since m id-1963. A s a conse
quence, banks have steadily reduced their holdings 
of Governments, especially short-term, and have 
added to their holdings of tax-exempt municipals and 
higher-yielding corporate securities.

CHANGES IN 
LOANS, INVESTMENTS, AND  DEPOSITS

Fifth District Weekly Reporting Member Banks 

(% Change)

December 30, 1964- January 1, 1964- 
August 4, 1965 August 5, 1964

Gross Loans +  7.9 + 7.0

Commercial and industrial 
Loans +  5.9 + 2.9

Real Estate Loans +  10.1 + 15.4

Loans to Domestic Com
mercial Banks -  7.0 +  244.0

Loans to Other Financial 
Institutions +  14.3 — 11.5

Security Loans -18 .0 - 20.3

Agricultural Loans +  73.0 + 70.3

All Other (Primarily Con
sumer) Loans +  10.0 + 8.4

Total Investments -  2.7 - 3.4

U. S. Government Se
curities - 10.8 _ 7.4

Other Securities +  12.9 + 5.5

Total Bank Credit +  4.5 + 3.4

Demand Deposits +  0.7 - 6.4

Time Deposits +  14.1 + 13.0
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CHANGES IN NUMBER OF BANKS AND  BRANCHES
Fifth District States*

December 31, 1964 to July 31, 1965

Fifth
District D. C. Md. Va. N. C. S. C. W. Va.

Commercial Banks

Number of banks, beginning of period 882 15 121 277 152 133 184

New banks organized 6 2 2 1 1

Mergers and absorptions 17 1 9 4 3

Liquidations

Number of banks, end of period 871 15 122 270 148 131 185

Net change -  11 +  1 -  7 -  4 -  2 +  1

Branches

Number of branches, beginning of period 1,841 78 355 465 707 236

New branches established 59 3 9 27 8 12

Banks converted into branches 17 1 9 4 3

Branches discontinued 2 1 1

Number of branches, end of period 1,915 81 365 501 718 250

Net change +  74 +  3 +  10 +  36 +  11 +  14

Net Change in Banking Offices +  63 +  3 +  11 +  29 +  7 +  12 +  1

*lncluding six West Virginia counties which fall outside the Fifth District.

Deposits T h e rate o f increase o f tim e deposits 
at District weekly reporting banks accelerated sharply 
in June and July, although growth earlier in the year 
was slower than in 1964. A t the end of July these 
deposits were up 14%  from last December, com 
pared with 13% for the comparable 1964 period. 
Some of the increase represents individual savings 
accounts, but much is due to sales of negotiable cer
tificates of deposit to business corporations. Rates 
on both certificates of deposit and passbook savings 
were raised after the relaxation of Regulation O 
restrictions on rates last fall, and this may have led 
to some substitution of time deposits for demand de
posits and other liquid assets. Demand deposits 
have not shown the explosive growth of time de
posits, but since the middle of M ay they have ex
panded more rapidly than in the comparable period 
of any of the previous four years. They rose 0.7%  
in the first seven months of 1965 compared with a 
6 .4%  decline in the same months last year.

Changes in Banking Structure R ecent trends in 
the banking structure of the Fifth District have con
tinued this year, with the number of banks declining 
and the number of branches increasing. There were 
882 banks in the District at the end of 1964. Six 
new banks were organized in the first seven months 
this year, but 17 were eliminated through mergers 
and absorptions for a net reduction of 11. The

number of branches rose from 1,841 at the end of 
last year to 1,915 on July 31. Fifty-nine new 
branches were established, 17 banks were converted 
into branches, and two branches were discontinued 
for a net increase of 74.

The largest changes in the District banking struc
ture continued to occur in Virginia, as has been the 
case since the Virginia banking law was amended in 
1962. T w o of the District’s six new banks and 27 
of the 59 new branches were in Virginia. In addi
tion, nine Virginia banks became branches as a result 
of mergers. In only two states, Maryland and W est 
Virginia, were there net increases in the number of 
banks. T w o new banks were established in M ary
land and one was eliminated through merger. The 
only change in W est Virginia was the establishment 
of one new bank. Mergers reduced the number of 
banks in North Carolina by four. One new bank 
and three mergers resulted in a net decline of two 
banks in South Carolina, which also had a net in
crease of 14 branches, the second largest in the Dis
trict. In that state, there were 12 new branches, three 
banks converted to branches, and one branch dis
continued. North Carolina added 11 additional 
branches and Maryland 10, while three new branches 
were opened in the District of Columbia. Branch 
banking is prohibited in W est Virginia.
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