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Summary

deconstruction Finance Corporation investmonts in over 6,000 banks through
purchase of their preferred stoclk, capital notes and debentures and through
loans on tueir preferred stock totalled $1,047,000,000 through June 30, 1936.
Repeynents, including large amounts from a few very large banks, amcunted to
$341,000,000 through July 31, 1936, reducing outstandings to about 3700,000,000,
About 400 banks hed completely retired the RFC!'s investment.

Investments were made by the RFC under terms which provide for amortization
generally within periods of from 10 to 20 years., Dividends now required, or
interest charged, are at the rate of 3% percent per anmum., Unless banlking profits
show considerable additional improvement carrying charges on the RFC investment
nay create problems in many cases in which RFC holdings constitute a large
proportion of the capital funds of a bank., At the end of 1935 the RFC investment
cutstanding in insured commercial banks was equal to 1% percent of total capital
funds of all such banks; in the east north central states it was equal to 25 per-
cent of total capital funds., U0 perceat, by mumber, of all insured coumercial
banks held TFC capital at that tiwe; the proportion in the east north central
states was Wi percent.

RFC loans nmade to active banks in the sum of 31,000,000,000, and made to
recelvers or through mortgage loan companies to ald in liguidation of closecd
banks in the amount of 3900,000,000, had been reduced by June 30, 1936, to
$155,000,000 and 3142,000,000, respectively. Disbursemcnts in the first half
of 1936 of 326,000,000 to closed banks included only a negligible amount going
to new borrowers. Repayments of loans to closed banks gppear to have been slower

in southern states than in other regions,
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Other types of loans which continue to be made to new borrowers include
loans to mortgage loan companies, especially to the RFC Mortgage Company which
in turn lends directly on certain types of mortgages, working capital loans to
industrial and commercial businesses, and loans to drainage, levee and irri-
gation districts to refinance indebtedness,

Disbursements are also being made on sarlier commitments to raiiroads
and to self-liquidating public works projects, and the RFC is acting as dis-
tributor for bonds taken by the PWA. In dealing with railroads the RFC has
been directly interested in reorganization and similar proceedings. Lending
programs of the Commodity Credit Corporation have been discontinued current-
1y and part of the indebtedness of the Corporation has becn transferred from
the RFC to commercial banks,

Total outstanding loans and investments of the Corporation on July 31,
1936, aggregated $2,156,000,000 against $2,527,000,000 a year earlier. A
surplus of about $13%0,000,000 has been accumulated, while the Corporation
pays a rate of 2% percent on its debentures to the Treasury the proceeds of

which are used to make loans and investments,
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PART I -~ INVESTMENTS

Teyms of Investment

The program of Govermment contributions to the capital structure of
banks through Reconstruction Finance Corporation purchases of preferived
stock, capital notes and debentures.was undertaken in the spring of 1933
in connection with the relicensing of banks after the March closing, The
Emergency Banking and Bank Conservation Act, approved March 9, 1933, author-
ized the Secretary of the Treasury to request the Reconstruction Finance
Corporation to subscribe to preferred stock in banks which he found to be
in need of capital funds, Provision was made for the issuance of non-
assessable preferred stock by national banks which would pay cummulative
dividends of not more than 6 percent; an amendment permitted the purchasc
of capital notes or debentures of State banks in States whosc laws did
not permit the issuance of nonassessable preferred stock or permittod
the issuance of such stock only by unanimous conseant of stockholders. 1/

An intragovermmental committee, drawing for assistance on the ex-—
amination staffs of the Comptroller's Office, the Board of Governors of
the Federal Reserve System and tiie Reconstruction Finance Corporation,
performed the task of laying the basis for recommendations to the Secre-

tary of the Treasury after October 1933, Every effort was made to obtain

l/ Capital notes and debentures wore sold to the RFC by banks in 28
states and the District of Columbia, Investments were made in
State banks in every State, either through purchases of preferred
stock, capital notes or debentures or through loans on preferred
stoclk,
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local assistance for banks befnre recnmmending RFC subscriptions,; and the
Corporation required that there be some unimpaired capital represented by
coumon stack ¢r Jjunior preferred obligations. Such local assistance was
made in various forms, including centributiens, subscriptions to common
or proferredl/ stock, agreements tn reduce par value of outstanding stock,
purcnases cf assets by directors with or without repurchase agreemerts, loans
of collateral te replace depreciated securities. Some of this assistance
was temporary and some in the nature of a permanent investment; some
brought in actual cash and some did noi. In many cases local subscrip-
tions to stock were equal to those of the RFC., In some cases the REC
investment was made indirectly, through loans to local interests which
actually became the preferred stockholders. In some cases the Corpora-
ticon also made lsans on a reopened bank'!'s assets to increase its liquidity.

Preferred stnck purchases were generally made subject te amended
articles of association providing for retirement out of earnings, 40
percent of earnings after preferred stock dividends, but not necessarily
more than 5 percent of the preferred issue, to be applied annually to
amortization. Capital notes were taken on a serial basis, with final
maturity typlcally after about 10 years, and debentures on a long-term
basis with a 1h-year or longer maturity. It was reguired that antici-
pated net earnings be adequate to provide dividends.

Before final approval of subscriptions, banks in many instances were
requested to nominate and install new management which would be satisfac-
tory te the RFC. Assurance was also required that salaries would be satis-

factory. The right was also reserved to regquire future changes in management.

1/ Figures released by the Comptroller of the Currency on August 7, 19%€,
indicated that preferred s tock sold bty national banks to others than
the RFC amounted to about $45,000,000.
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Total Invested

To March 31, 1336, capital investments by the RFC in banks and trust
companies (including a small amount of loans on preferred stock) had been
authorized to 6,800 1/ institutions in the aggregate amount of $1,218,-
000,000, Additional authorizations of $3,000,000 were made in the seccnd
guarter of 1936. Approximately four-fifths of these authorizations were
made in the nine months from October 1973 to June 1934, chiefly during
the perind when banks were qualifying for membership in the FDIC. By
far the larger part of the RFC's investment has been made in active banks.
It has been estimated 2/ that something like $125,000,000 was subscribed
to reopen closed institutions or to establish new banks to replace those
which had failed; the bulk of this amount was authorized in the second
and third quarters of 1933, Actual disbursements to £,0h5 institutions
totalled $1,04L,000,000 3/ through March %1, 1936, with an additional
$7,000,000 disbursed to July 31. Of the amount disbursed through March,
$517,000,000 went to national banks, $263,000,000 to state member banks
and $264,000,000 to nonmember banks.

Retirement of Investment

The rate of recoveries on assets and the increase in bank earnings
have permitted some banks to anticipate their repayment instalments. In

some cases it has been possible to raise additional capital lo-ally:

1/ This, and all other figures cited, are adjusted to exclude the Ex-
port-Import banks.

2/ Upham and Lamke, Closed and Distressed Fenks, Washington, 1974, p. 198,
This estimate was based on the fact that authorizations through Septem-
ber 1933 amounted tn $70,000,000, practically all of which was for the
purpose of recapitalizing closed institutions.

}/ 0f the undistursed authorizations $110,000,000 had been withdrawn or
cancelled, and $9%,000,000 remained authorized but undisbursed, includ-
ing $59,00C,000 in New York chiefly for capital notes and debentures.
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in general the Reconstruction Finance Corporation, and the Comptroller

in the case of national banks, have not permitted the retircment of the
Corporation's investment without a corresponding increase in common stock
elther through new financing or through the capitalization of reserves
created out of earnings and recoveries, News stories appearing from time
to time have given the impression that the Comptroller has encouraged re-
tirement of RFC capital, while the RFC, at least by contrast, has secnmed
to counsel caution and delay.

Retirements through July 31, 1936, totalled $341,000,000, includ-
ing in the monthis of June and July the repayment of $49,000,000 by the
National City Bank, $46,000,000 by the Chase National Bank, $24%,00C,000
by the Manufacturers Trust Co. and $15,000,000 by the First National Bank
of Chicagoe

Detailed figures are available for retirements up to March 31, 19%b.
0f the total of $177,000,000, $66,000,000 had come from state member
vanks in Wew York, including several large New York City banks, Fifty-
two million dollars was repaid by national banlts in the entire country,
$24,000,000 by state member banics other than in New York State, and
$36,000,000 by nommeniber bankse Three hundred and eighty-six institu-
tiong had completely retired the RFC's investment.

The RFC's investment not yet retired as of March 31, 1936, was dis-
tributed as follows: national banks, $466,000,000 (reduced by July 31 to
less than $350,000,000); state member banks, $174,000,000 (reduced by
July 31 to less than $150,000,000); and nonmember banlks, $229,000,000;
total, $868,000,000, By July 31 the total amount outstanding was re-

duced to $706,000,000.
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The only very large bank which has preferred stock still oustanding
in the RFC's hands is the Continental Illinois National Bank and Trust
Company, with $45,000,000 remaining after a 10 percent reduction on
August 1.

Although 32.6 percent or nearly a third of the RFC's aggregate in-
vestment had been retired by July %1, this proportion becomes somewhat
smaller when a dozen or so very large banks are taken out of the picture.
For other banks the outstanding amount was roughly $650,000,000 out of
disbursements of about $800,000,000. This represents repayments of less
than 20 percent. The number of banks which had completely retired bvhe
RFC's investment by March 31 was mnly 6.4 percent of the number to which
disbursements had been made.

Investment by Geographic Areas and by Types of Ranks

Table } summarigzes by geogravhical regions and by class of banks
(a) the number of the insured banks in which the Reconstruction Finance
Corporation held an investment on December 31, 1535, and the ratio to
tota number of insured banks, and (b) the aggregate outstanding invest-
ment in these banks and the ratio te total capital account of all insured
banks (including those in which investments were not made). l/ The data
are based on the Federal Deposit Insurance Corporation call report and

apply to all insured banks in tlie continental United States other than

1/ The table does not show original amounts of investment since the R¥FC
report in which a state and supervisory authority breakdown is given
for December 31, 1935, shows only amounts outstanding on that date,
Retirements to December %1, 1935, were not large and the remalning
amounts were perhaps more representative of the real need for RFC
capital than original disbursements. The restriction of the analy-
sis to insured commercial banks is not serious, since outstanding
RFC investment in 8l uninsured banks and insured rutual savings
banks in the continental United States totalled only $21,000,000,
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ble / - RFC Investment and Deposit--Capital Ratios, Insured Commercial Banks, by Regions, Dec. 31, 1935

i i FETEeRt O T patio of total
iuumber %umbe? of'banks Percent of | Amount of investment ?otal devosits to total
Region | of |in which invest-| 47 ¢ 1o (thousands of dollars) |C@Pital ac— == . o
'States nent made - count of capital account,
l 3.11 ba.nks all banks l/
New England 6 179 _3h.g 39,145 8.8 6.1
Member 95 25.5 22,620 6.2 6.3
onmember gl 59.2 16,525 20.1 4.g
Yassachusetts 61 30.5 15,237 5.6 6.3
Except Hassachusetts 118 37.5 23,908 13%.5 5.8
liiddle Atlantic 3 909 40.6 337,356 10.9 6.2
New York State lember 56 h7.1 65, 800 5.7 6.5
National and non-—
member 375 57.8 154,910 18.8 6.8
New Jersey Member 160 55.4 bg, 154 28.0 7.2
Nonmember uh Ul o 20,437 32,0 5.1
Pennsylvania Member 207 26.4 29,095 4.3 5.3
Honmember 67 22.5 14,960 9.8 3.5
South Atlantic 9 563 37.6 Up.917 10.3 6.8
National 138 29.% 15,624 8.0 8.1
State member 22 22.2 8,001 9.8 6.2
Nonmember 403 Uz.5 19,292 13.9 5.1
South Central g 1,057 39.6 92, 49 20.1 7.1
“ational 308 30.4 58,797 12.7 7.9
State member 33 23,7 6,499 23.1 6.2
Nonmember 716 LTSN 27,153 22.9 5.2
Tast Horth Central 5 1,%67 UL, 2 232,354 2.9 8.6
Vational 355 ha 135,307 26.6 9.7
State member 80 31.9 bk 392 22.9 9.1
Yonmember 932 h7.1 52,855 22.9 5.7

N
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Table / - RFC Investmont and Deposit—-Capital Ratios, Insured Commercial Banks, by Regions, Dec. 31, 1935 (Cont.)
Percent of L
wumber |Fumber of banks ) total RaUIO.Of tOtalLde—
. . . . Percent of| Amount of investment . vosits to total
Region of in which invest- 11 banks | (3 nds of doll capital ac— canital account
States ment made a anks | (thousands of dollars) count of apita 1t
all banks 1/
all banks =
West North Central 7 1,138 36.7 55,935 14.9 9.0
Wational 318 37.2 35,080 16.9 9.8
State member 37 264 I 583 7.5 9.8
Nonmember 783 37.1 16,267 15.4 7.0
Mountain g 212 4o.5 16,068 ig.1 9.2
Yational 85 37.9 9,619 17.2 10.1
State member 28 yo.o 3,656 21.1 8.3
Nonmember 99 48.3% 2,793 17.9 T7-
Pacific 3 249 heg.g 55,041 12,4 9.6
National 99 L o 2%,0%2 7.4 9.8
State member 22 br g 17,197 23.8 9.9
Nonmember 128 5.0 14,812 24.9 7.7
Total Continental
United States 5,674 4o.2 867,265 1%.0 7.0

1/ Ratio derived by dividing deposits by capital account.

Source:
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mutual savings banks. Ratios to aggregate capital account arc unsatis-
factory indexes since they are influenced not only by the relative num~
bers of banits in which investments were made but also by the relative
sizes of those banks in which investments were and were not made. i/

Forty percent of the insured commercial banks in the entire country
had capital investments of the RFC outstanding at the end of 19735, and
the RFC's aggregate investment was 14 percent of the aggregate capital
account of all insured commercial banks. This investnent anounted to
26 percent of all outstanding capital issues.

The proportion of all bants in & given state indebted to the RFC
on capital account was over one-half in 14 states; 2/ the highest pro-
portion ﬁas in Mississippl where it was over 70 percent. The amount
of Reconstruction Finance Corporation invesiment exceeded 30 percent
of the aggregate capital account in two states, Mississippl and Mich-~
igan, and exceeded 20 percent in tiiirteen other states, including New
Jersey, Ohio, Illinois, and Wisconsin, 3/ At the other extreme, there
were five states in which this proportion was less than 6 percent; these
were Wew Hampshirc, Massachusetts, Rhode Island, Pennsylvania, and
Delaware,

Among merber banizs in New England and among banks of each group
in the important state of Pennsylvania only about one-quarter of the
banks had preferred stockt and other capital liabilities outstanding
held by the RPC. On the other hand, betwern 50 and 60 percent of banlks

were indebted to the RFC on capital account among the nonnember banizs of New

1/ Data by size of banlt as well as thc ratio of RFC investuent to total
capital funds in those banks in which investrments were nade can be
derived from some basic schedules now available.

2/ These states were New Yorlz, New Jersey, North Carolina, Mississippi,
Arizansas, Louisiana, Indiana, Wisconsin, North Dalota, South Dalota,
Colorado, Utah, Orecon, and Waslington.

3/ Te other nine states were Maine, Vernont, Alabama, Louisiana, Nebraska,
Norti Dakota, South Dakota, Idaho, and Arizonas 0
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Enzland and among the national banks of New York, New Jersey, lichigan
and three other states; and over 70 percent among the nonmember banks
of Wew York and four other states. Yy

Significant differences do not appear among broad regions in the
relative numbers of banks with RFC investment at the end of 1935, The
highest proportion was in the Pacific Coast states, 49 percent, and the
smallest in New England, 35 percent. Except in the 3 Miudle Atlantic
states, the proportion of nonmember banks in each region indsbted on
capital account to the RFC was greater than the corresponding propor-
tion of member banks.

The RFC's aggregate investmoent in banks and trust companies was,
as stated above, only 14 percent of total capital account of all in-
sured banks. This percentage, however, was weighted downward by cer-
tain important regions and groups of bans with ratios lower than 10
percent. Groups with especially low ratios of investuent to aggregate
capital account included member banks along the Atlantic seaboard (ex-
cluding national and State member banizs in New Jersey and national banks
in New York), and national banks along the Pacific Coast. In the other
regions the ratio of aggregate RFC investment to total capital account of
all banks ranged from 15 percent in West North Central states to 25 per~
cent in one large region, the East North Central. Reconstruction Finance
Corporation investments were also about a quarter of aggregate capital
account in state banks, both member and nonmember, in the three Pacific
Coast states,

The relative investment in the capital account of nonmember banizs
was considerably greater than in member banizs in almost every state in

the Eastern and South Atlantic regions, while in tie riajority of Southern

1/ In 19 states 50 percent or more of thc nonmember banizs had RFC in-
vestments outstanding.
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and Pacific Coast states aggregate investments in state banks, both nen-
ber and nonmember, were proportionately greater than in national banlis
(especially on the Pacific Coast). In Kiddle Western and Western states,
on the other hand, there were no such consistent differences in the pro-
portion of RFC investment to total capital account as anong banks super-
vised by the various authorities.

Reference to the ratios of aggregate deposits to aggregate capital
account for the various regional groups and subgroups, which are shown
in the last column of Table |, does not help much in explaining the varia-
tions described above. These figures denonstrate only the well-lmown
fact that deposits relative to capital funds are genecrally higher in
the west than in the east, and that nonmenber banlzs tbhou:il: smaller
are generally so capitalized as to have less deposits relative to
capital funds than rember banizs. They do show that the especially
small RFC investment in Pennsylvania is explained by strong capitali-
zation in that state. It is also true that as among regions east of
the Mississippl and in the south the more heavily capitalized in rela-
tion to deposits the banks of a region were in the aggregate, the smaller
the relative RFC investment was in that region. On the other hand, with-
in any onc region deposits relative to capital funds were usually highest
for national banks and lowest for nonmermber banks, while there is no con-
sistent order with respect to relative volunme of RFC investment.

These variations in outstancing volunme of aggregate RFC investnment
relative to total capital account would have to be explained if possible,
by regional and local differences in the sizes of banlzs which required
RFC investment, by accidental or significant facts that seriously under-

capitalized banlks happened to be under one supervision or another, and
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by variations in the relative amount of investment in individual banks,

Retirement of Investment, by Geographic Areas

(It is hoped to introduce a section in later drafts analyzing re-
payments up to June 30, 1936, by states and regions. These data will
become available in an RFC report which will appear in September.)

Relation of Investment to Bank Earnings

A question closely connoctcd with that of retirement of the Re-
construction Finance Corporation's investment is the effect on bank
carnings of the dividend or interest requirements on this investment.

The dividend rate is now 33 percent. In the summer of 1933 the
dividend rate for new stock subscriptions was reduced from © percent,
the maximun authorized by law, to 5 percent, and in January 1934 this
reduction was nade to apply retroactively to authorizations originally
nade with the 6 percent rate. The next reduction was to U4 percent,
which rate was to be in effect for five years from April 1, 1934, with
a permanent rate of 5 percent applying to periods before and after this
interval. In October 1934 the dividends to be paid from February 1,
1935, over a period of 5 years were set at 3% percent. In 1940 the
rate is to revert permanently to 4 percent, Interest rates for capital
notes and debentures and for loans on preferred stock have been the
same as the dividend rates for preferred stock.

In the case of a bank in which the Reconstruction Finance Corpora~-
tion investment amounts to say a half of total capital funds, annual
dividend and amortization requirements amounting to 8% percent of the
investment make it necessary for the net profits of the bank to exceed

4 percent of capital funds in order that these obligations may be met

Federal Reserve Bank of St. Louis
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without reducing its surplus and reserves,.

The average earnings experience of national and state member banks

in recent years is summarized in Table &

Table 2 - Member and Nonmember Insured Commercial Bank
Barnings, Percent of Capital Funds
1933 W 1934 1935
Na- State| Na- State| Non- Na- State| Noune
tional membe;_}igp@}m@emberrmember tional |menber |member
Net earnings from
current opera- ) )
tions 8,16  7.04 g2 6,94 4,91  7.95 6.36  0.25
Net profit -9.89 -3.49 -5.18 -3.,40 -10.45 5,14 2,63 -0,46

It appears that for the average national bark the increase in re-

coveries relative to losses produced net profits of 5 percent of capi-

tal funds in 1935,

gain, and insured nonmemnber cormercial banks none at all.

banks these

rmust continue to suffer net losses.

State member banks showed a smaller margin of net
For many
averages are of no significance whatever, and many of then

Vet earnings from current opera-

tions of nonmerber banks in 1935 of 6.25 percent of capital funds

showed a considerable improvement over the previous year, and the

improvenent
lcsses over
6% percent.

ductions of

in recoveries and losses was striking, the excess of
recoveries declining from 154 percent of capital funds to
Continueld improvement rust clearly come from further re-

losses, and 1t is not too much to expect that in the next

two or three years such reductions will occur on a widespread scale,
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although there will doubtless be problems in particular cases. Doubt-
less, many banks in which the RFC has an investment will have difficulty
for many years in showing returns available for dividends.

If the annual dividend charges of 3% percent are compared not with
the overall earnings of the bank but with the income to be obtained by
investing the proceeds of preferred stock, say in Government bonds, it
is evident that 2 bank must lose about 1 percent on the transaction,

But it could also be said that a bank ordinarily makes only a small
margin of profit on the investment of its other capital funds, the
bulk of earnings growing out of the lending and investment of deposits.

It is always an advantage to one group of stockholders, from the
point of view of their earnings, i1f the stockholdings of others can bve
retired, The RFC investment, moreover, has special characteristics.
First, the stock is preferred as to dividends so that it has the char-
acter of debt rather than of equity liability if a banlz's net profit
is small, Second, no identification of interest exists between bank
management responsible primarily to other permanent stocitholders and
the Government as a temporary stocltholder., Third, the idea that out-
side capital funds should pay for themselves in the narrow sense becomes
plausible to the permanent stockholders when excess reserves are large
and retirement of the RFC investment might not impair liquidity.

These considerations contribute to a fecling among banlkters that
they should be either permitted to retire the RFC's investment, even if
that involved reducing capital funds, or that the dividend charges should
be cut further., Nevertheless, adequate capitalization is necessary, and

if it cannot bte obtained out of earnings or from private investors, govern-
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nental authorities have & responsibility of seeing that it is provided
in some other way.

The seriousness of the problen of maintaining adequate capitaliza-
tion of the banking system in the face of rapidly mounting deposits is
roughly indicated in Table * o In the year and a half up to December 31,
19%5, deposits of the banking system increased more than enough to off-
set incrcased capitalization.

Table # - Ratio of Total Deposits to Total Capital Account

and to Capital Issues Qutstanding, All Insurcd
Commercial Banlzs, June 30, 1934 - Dec. 31, 1935

Ratio of deposits to total|Ratio of deposits to capital
capital account 1/ isgues outstanding 1/

Including R¥C|Excluding RFC|Including RFC|Zxcluding RFC

1 investiient investment | investment investment

June 30, 1934 BeT 6¢5 10.8 14.1
Dec. 31, 1934 643 7e3 11.6 154
June 30, 1935 65 7.5 12.0 16.1
Dec. 31, 1935 7el %e3 13,4 18.1

1/ Ratio obtained by dividing deposits by capital.,

Many banks are in no position to sell conmon stock. They rmust
therefore retain the RFC as a stocizholder until its investment can be
retired out of profits. Although the Government should realize a reason-
able return on its investment, the rate on preferred stock, capital notes
and debentures might well be reduced to a minimum and no effort made to
cover other expenses of the RFC by earnings from this source.

The Treasury has recently been borrowing at 2% percent on long term,

and the average annual interest charge on the entire Federal interest-bear-

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



ing debt was 2.56 percent as of July 31, 1936, On June 30, 1935, the
Treasury held $4,030,000,000 of RFC notes; on the portion of this bor-
rowed against the RFC's own loans and investments a rate of 2% percent
is being paid. Y No dividends are paid by the RFC on its $500,000,000
capital stocke. Approximately $250,000,000 of the RFC's preferred stock
investments are financed by its fully guaranteed notes outstanding in
the hands of private investors. No disclosure hags been made of rates
paid on these notes, which have been issued to refund notes bearing
rates ranging from 2 to 3 percent originally sold to banks from which
preferred stock, capital notes, or debentures were purchased, The RFC
on June 30, 1936, reported an accumulated surplus account of over $130,-

000,000.

1/ Statutory allocations for relief and capital funds of other Government
institutions amounted to about $2,600,000,000. On money borrowecd from
the Trecasury for these purposes the RFC is paying 1/8 percent.
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Part II -~ Loans

Summary of Loans

Table 4 gives a swmmary of the changes which occurred in the first half of
1936 in the outstanding loans and undisbursed commitments of the RFC under various
clagsifications, and also of the total amounts disbursed prior to 1936. Commit—~
ments shown in the table include contingent authorizations. The table includes
loans to certain United States Government agencies as well as to private borrow-
ers, and sbtock purchases in three agencies wnich are to be congsidered in some
sense subsidiaries of the RFC. Relief advances to states and municipalities and
allocations to other Governmnent departments are not included. Since no data are
available on the mumbers of borrowers wino have repaid their loans or who still
have loans outstanding, mumbers of borrowers to whom loans were authorized, which
are avallable are not shown,

The following sections contain comments on each type of loan waich should be

read in connection witlh Table %‘. (See page /9.)
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Table %~ Reconstruction Finance Corvoration Loans and Investments
(Cther than Purchases of or Loans on Preferred Stock, Capital Totes and Debentures of Banks and Trust Companies)

(in thousands of dollars)

Advanced Commi t-— i Repay-— Comnlt-
Out- ments |Advances - Out— ment s
throvgh ctandi Aise ' ments tandi ai
Dec. 71 standing; undis standing undis—
193§ ’ bursed| Jan. 1, 1936- bursed
Dec. 31, 19%5 June 30, 193%6 June 30, 1936

Banks and trust companies 1/ 1,931,075 382,441 117,163  2U4,54g 1hy,207 259,763 76,728
Mortgage loan companies 306,240 123,49k ) ME ( 7,737 17,221 11L,010 ) € 2el,
RFC Mortgage Company--stock and loans 14,721 14,721 )138’7 (b, -— 19,165 ) 126,35
Insurance companies 2/ 119,894 36,643 4, 0lg - 1,448 35,195 4, 000
Building and loan associations 116, 41 7,359 111 g2 3,415 4, Go6 737
Aericultural financing institutions—-Private %, Gk i, 0uz _— — 916 3,128 —
—U.S. 381,708 3/45,074 -~ - 11,536 33,538 -

Commodity Credit Corp.-—Loans and stock (net) 555,632 267,541 249,352 46,103 54,364 259,280 191,553
Export-Import Banks—-—Preferred stock 12,500 10,000 25,000 7,000 -~ 17,000 18,000
On Agricultural commodities 39,941 22,246 10,733 1,587 22,734 1,499 6,265
Industrial and commercial businesses 4/ 43,927 41,518 L4g,616 16,418 3,991  53,0UR U6, 128
Railroads (direct loans) Ug7,217 396,250 175,96€ 10,664  1g,Ug2 388,432 1uf,5Up
Self-ligquidating projects 5/ 192,605 147,563 76,647 30,598 7,893 170,269 105,400
Securities purchased from PWA 293,948 154,001 50,700 126,h4b1 146,272 134,170 65,053
Drainage, levee and irrigation districts 50,104 50,025 66,987 6,205 115 56,11k 65, %31
Other loans 33,679 1,107 _— 2,300 1,285 2,102 50, 856
Total 4,614,110 1,704,026 964,063 284,522 436,899 1,551,655 903,047

Including loans on assets of closed banks under Section He. (Outstanding June 30, 1936, $1,476,000)

Including purchases of and loans on preferred stock.

Adjusted to exclude the refinancing of loans to Federal Land Banks by redistribution among the 12 Banks.

Including loans to fishing and mining industries.

Including loans for repair and reconstruction of property damaged by earthquake. fire and tornado.
(Outstanding June 30, 1935, $9,545,000).
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Loans to Banks

The BRFC's loans to barks before the bank hwlilay were made primarily to
open barks and after the bank holiday chiefly to closed banks., In the later
period investments in preferred stock and debeutures were utilized to carry out
in a more positive way the earlier purpose of supporting weak institutions; and
loans made in the later period were largely advanced to receivers or mortgage
loan companies to expedite the payment of dividends to depositors of closed
banlks. Tablej shoulld be consulted along with the first two lines of Table “#
for loans to clogsed banks. It should be pointed out that many of the banlks
vinich received lcans while still open have gone into receivership. ;/ On
March 4, 1936, only three licensed member banks owed the RFC money, the amounts
agzregating less than $500,000,

Out of loans disbursed to banks or receivers through June 30, 1936, of
$1,955,624,000, more than $800,000,000 or about 41 percent were made to receive
EerS, g/ Repayments of loans to receivers had reached approxinately $685,000,000
or 65 percent of lisbursements, of which over $110,000,000 was received in the
first half of 1936 (including final repayment of $36,000,000 by the receiver of
the First National Bank of Detroit), leaving about $125,000,000 still outstand-
ing., A mumber of loans to national bank receivers have recently been refinanced

by other banks at reduced interest rates. 3/

1/ As of December 31, 1935, loans had been authorized to 4,950 banks "which were
open when the loans were made, Loans to 1,170 of these banks that closed
after the loans were nmade, have been paid in full "—-~RFC: Summary of Activities
as_of December 33, 1935,

g/ Or, "on assets of closed banks," under Section He of the RFC Act.,

3/ On July 13, 1936, the RFC reduced interest rates on a number of classes of its
loans., The rate for banks was cut from Y4 percent to 3 percent.
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Table< = Reconstruction Finance Corporation
Loans to Aid in the Liquidation or Reorganization of Closed Banks

(in thousands of dollars)

Ad 4 Commit— Commit-

:Zanc?k Qut- ments jAdvances Repay- Out-— ments

} rougn standing| wundis- ments standing| wundis—

360'231' bursed | dJan. 1, 1036- bursed

1355 Dec. 31, 1935 June 30, 1936 June 30, 1935

Loans to banks and trust companies (receivers) 776,688 214,203 103,834 23,559 122,608 115,155 64,138

Loans on assets of closed banks (Section 5e) 11,757 1,235 g9R2 13 171 1,476 6,122

Loans to mortgage loan companies 87,640 30,287 116  1,53% 6,821 25,000 58

Total 876,125 2u5,725 104,903 25,505 129,599 141,631 70,318
Loans advanced to National banks hgs, g1l
Loans advanced to State banks 390,311
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RFC funds were also made available for distribution to depositors of cloged
banks through loans to mortgage loan companies, Out of total disbursenents of
about $90,000,000 for this purpose approximately $75,000,000 had been repaid
leaving about $15,000,000 outstanding on June 30, 1935.

By June 30, 1936, repayments of loans made originally to active banks had
exceeded $1,000,000,000, or 87 percent of disbursements., The proportion repaid
is only slightly higher than for loans to receivers despite the fact that these
loans were largely made at earlier dates. By the end of 1932 disbursenents of
loans to banks had reached a total of $949,000,000 and of this figure less than
$43,000,000 1/ was made to closed banks, Repayments have in many cases been
made possible by RFC purchases of preferred stock, g/ During the first half of
1936 repayments were relatively slow and amounted only to about $35,000,000,
leaving outstanding about $135,000,000. This included a considerable part of the
loan cf $90,000,000, made in 1932 to the Central Republic Banlkk and Trust Company
of Chicago.

RFC loans to banks are practically at an end, There is still a demand for
loans to banlt receivers but many of these are additional advances to earlier
borrowers; only 5 out of 199 banks receiving new authorizations in the first
guarter of 1936 were new borrowers., During the first half of 1935, $24, 000,000

was disbursed on loans to bank receivers.

l/ Upham and Lamke, Closed and Distressed Banks, p. 1735. The figure cited in-
cludes some loans through mortgage loan companies.

g/ See, for instance, New York Times, August 8, 1935, for a report made by the
nanager of the RFC New York loan agency to the Assistant tc the Secretary
of the Treasury on RFC operations in northern New Jersey.
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The Comptroller of the Currency hasg been successful in transferring a cone
siderable amount of outstanding notional banls receivers' borrowings from the RFC
to other banks as lender, The problem of disposing of the remainder, a large
munber of which are probably small loans to small institutions appears to be a
difficult one,

Repayments of Loans to Cloged Banks
by Geographic Areas

Although in general figures are not available on repayments to the REPC by
states, such figures have been published for loans made either to banlkt recelvers
or to mortgage loan companies to aid in bank liquilations, as of December 31,
1934, and December 31, 1935. (See Table ( ). hese indicate that aggregate
repayrents in southern states were relatively smaller than in other regions both
over the entire period up to the end of 1935 (50 percent as compared with 72 per—
cent for the United States) and especially when repayments during 1935 are compared
with amounts outstanding at the end of 1934 (37 percent as compared with 70 per-
cent), Eastern states showed the next poorest record of repayaents, The results
are fairly consistent when taken state Ly state within the regions.

These comparisons may of course be affected by differences prevailing in
periods elapsed since loans were originally nmade in the various states, However,
new advances during 1935 were relatively small in the Soutl, furnishing a pre-
sumption that the bulk of the loans prior to 1935 had probably not been made any
later than in other regions, 4 further indication that this was so ig given by
the comparison in Table 7'of disbursements to banks, open or closed, up to June 30,
1934 (the earliest date for which any state breakdowns of dollar arounts has been
given by the RFC) and up to December 31, 1935, This shows that the proportion of
all loans made in the earlier period in the South was greater than in any region
but the Far West, This is, of course, not entirely conclusive as to the timing
of loans to closed banlks alone,
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Table b - RFC Loans to All in the Liquidation or Reorganization
of Closcd Banks.--~Rote of Repayments, by Reglons

(Anounts in thousands of dollars)

Mumber * e rece e e s Ratio
Rozion of Disbursements Repayments (pgzg@ﬁtz
States Curmlated throush 19%5
Zast 16 245, 0us 168,356 67.86
South g 74,221 35,879 Lg,7
Mildile West 9 506, 440 389,776 77.0
West 9 11,968 9,218 77.0
Far West 7 35,447 26,169 73.6
United States 876,125 630,400 72.0
Percentoge of outstanding T
Outstand-| Repay— |Disburse~|{Outstand- Dec. 31, 1934
Hegion ing Dec. nents nents ing Dec,| Hdepay- | Disburse- | Net de~
31,1934 1935 31,1935 ments ments crease
1935 1935 1935
Zast 123,067 77,075 33,700 79,692 62.6 27.4 35.2
South 47,1956 17,67 7,616 37,342 37.4 16.6 20.8
Middle West 256,427 203,520 63,757 116,664 79.4 2k,g EM.S
Test 4,736 1,557 2,571 2,750 g5.2 54.3 1.9
Tar Vest 11,955 9,251 6,574 9,278 774 55.0 22.4
United
Stotes  WU3,381 312,077 1ld,4p1  2us, 725 704 25.8 L6
<
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Table/ , RFC Loans to Banks anl Trust Companies—-
Comparison of Disbursements Curmlated through
June 30, 1934, and through December 31, 1935,
by Reglons

(Anounts in thousands of dollars)

Percent
. Through Through . .
Region e 2 Y disbursed in
June 30, 195 Dec. 51, 1935 earlier period
Fast lgs,189 590,009 32.8
South 215, 750 235,127 93.0
Middle West 718,184 897,013 80,1
West 31,021 35,777 86.8
Tar West 148,696 158,972 93.6
U.S., inel,
possessions 1,606,571 1,916,278 83.8

Returning to the analysis of repayments of loans for bank liquidation, it
is shown in Table © that in the West and Far West loans contimued to be made in
1935 in amounts relatively large in comparison with earlier loans or with re-
payments which were being made in 1935, However, the aggregate amount of loans
made at any time to closed banks in these regions was relatively small, in com-
parison for instance with all loans to banlks in these rezions, n { niddle
western states, on the other hand, where the repayment record was good, the amount
of loans advanced to aid closed bhanks was extremely large, and in 1935 contimued
larze in absolute volume althiough not in relation to loans made carlier, Out-
standing loans to aid in banlr liquidation in the Middle West formed 58 percent
of all such outstanding in the United States at the end of 1934, and still
accounted for 48 percent on Decerver 31, 1935.

Additional repayments during the first half of 1930 totalled $130,000,000

4

as shown in Table ¥, but the distribution by states is not available,
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Loans to otlicr Financial Institutions
and on Agricultural Cormodities

Loans to financial institutions other than banlks and on agricultural com-
modities are also practically at an end, except in the cagse of mortgagze loan
companies, In making these loans the RFC performed a function which even during
normal times would have been assumed only in part by the baniks., During the

gnergency these loans were of importance to banks largely because they relieved
pressure on the entire credit structurc.

Interest rates tc private borrowers on these classes of loans werce reduced
on July 13, 1936, from 4 percent to 3% percent, oxcept that on loans to building
and loan associztions, the rate is now 33 percent "unless the Home Loan Barl:
rate isg higher,"

For the purposcs of tiis gtudy it is necessary to review thicse loans only

briefly,

Loans to Mortzaszc Loan Cormanies: About 70 percent of the loang nmalde to

private nortgage loan companies werc nadce otherwise than 1n counection with banls
liguidations or reorganizations; total disbursenicents of such loans not nade to
ail banks through June 1935 were $225,000,000. The bullk of thesc loans were made
to tide over institutions whose nortgage assets had become frozen, As comparcd
with total digbursements to private mortgage loan companies through June 1936
of $31M,OO0,000, disbursenents through June 1934 amounted to $266,000,000, threo-
quarters of which was loaned in six states, Massachusetts, New Yorls, Maryland,
Qhio, Texas and California,

Some of the loans made since October 1934 have been made to active companics,
in an effort to furnish additional funds tc the mortzage narlzet rather than to

extend relief to the companies to whom the loans are made,

o
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The corporation was also authorized by the Act of January 31, 1935, to
purchase non-assessable stock of mortgage loan companies. The only such purchases
consurmated have been for the RFC Mortgage Company, formed in March 1935. Through

is subsidiary the RFC endeavors to complement the activities of other lenders
on mortgages, both in refinancing and for new construction, Mortgages insured
by the FHA are purchased, Loans are also made to distressed holders of funda~
mentally sound mortgage bonds or certificates. Industrial loans are not made, ;/
By June 30, 1936, the RFC had advanced $19,000,000 through this subsidiary, and
in July this was increased to $30,000,000.,

Forty percent of the RFC's advances to or through mortgage loan companies
remained outstanding on June 30, 1936, Undisbursed commitments and agreenents
were almost as large as loans outstanding, amounting to $120,000,000, Cormmit-
nents on the books have amounted to more than $110,000,000 ever since October
1933; of this more than $75,000,000 has been in New York State, 2/

Loang to Insurance Companies and $o Buildine and Loan Associations:

Advances to insurance companies and to building and loan assoclations were nmade
largely before March 1933 and have been alnost completely retired, O0f the
$39,000,000 outstanding on June 30, 1936, $22,000,000 were loans on preferred

stock of insurance companies in Maryland made in 193#.

1/ RFC Mortgage Co, Circular No. 1 (Revised), April 1935.

g/ At least since June 30, 1934, the Tirst date for which state data were
published, Unfortunately the report to Congress for October 1933 which
would show to what companies the anthorizations of that month, totalling
$90,000,000, were made has not yet been obtained,
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Loans to Agricultural Financing Ingtitutions: Loans to jolnt~stock land

banks and to agricultural and livestock credit corporations were made principally
in 1932 and 1933, Only 33,000,000 remained outstanding on June 30, 1936, No
loans have been made to Federal agricultural agencies since November 1934 when
ne HFC ceased discounting for the Regional Agricultural Credit Corporations,
Outstanding loans to the Federal Land Banks were $34,000,000.

Loans to Commodity Credit Corporation: The operations of the Cormodity

Credit Corporation are discussed elsewhere. By substituting a capital subscrip-
tion of $97,000,000 for loans of an equal amount in accordance with the Act of
April 10, 1936, the RFC enabled the CCC to o into the market on July 13 with an
issue of b6-ronth collateral trust notes at % percent secured by collateral giving
a nargin of more than 40 percent., By August 5 the CCC had received subscriptions
fror1 105 banks and trust companies for $71,440,000 of the 3150,000,000, This
pernitted reduction of the RFC's loans to 392,000,C00 by the end of July., The
purchase of stock will incidentally allow the RFC eventually to show 100 percent
repaynent of its loans to the CCC, though not of its stoclt subscription.

Preferred Stoclk of the Expori-Import Banks: The RFC purchased preferred

stock of the two Export-Import banks in February and March 193&, in anounts equal
to ten times their appropriated capital, The Second Bank, which wag finally
ligquidated in July 1936 retired its preferred stock of 32,500,000 in June 1535,

The preferred stock of the other bank was increased from 310,000,300 to 317,GC0,000
in April 1936 and to $20,000,000 in August., This enabled the bank to take over
the RFC's loan to the Chinese Goverrment on which a balance of $13,537,00C re-

mained unpaid.

2%
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Loans on Agricultural Cormodities: ZLoans on agricultural cormodities, other

than those made to the Commodity Credit Corporation, were made under Section

201 (c) of the Hmergency Relief and Construction Act of 1932; to 5 borrowers,
including the Secretary of Agriculture and the Govermment of China, and under
Section 201 (d4) to 97 borrowers, many of which were agricultural cooperatives,
Loans authorized to the Secretary of Agriculture under Section 5 of tho Agri-
cultural Adjustment Act of 1933 to finance the AAA cotton pool were largely
undisbursed, since the pool was able to borrow from banks, The largest number

of loans was mnade in 1933, The total advanceld unler these sections of law, other
than to China, arounted by June 30, 1936, only to $25,300,000 of which 381,500,000
was still outstanding.

Other Classes of Loans

The remaining classes of loans z2ll contimue to be relatively active.,

Through its emergency loans to railroads the RFC has actively enterel the
field of investment banking with no far-reaching effects. In nmaking industrial
loans, as well as some loans to mortgage loan companies discussed in the preceding
section, the RFC is active in fields normally occupied by commercial barking, but
in general has so coaducted its operations as to offer no competition to private
institutions.

The RFC has been called on by Congress to make a mumber of types of relief
loans, including loans to finance repair of earthquake, tornado and flood damage
and loans to finance debt of agricultural improvement districts. Only in the
latter category do outstanding balances and current advances amount to any
considerable sums of money., The RFC has also served as agent for the Government
in financing public works, at first as an administrative authority and then as
underwriter and distributor, It is questionable whether private enterprises

would have undertaken this financing.
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Loans to Industry: ZLoans to industry actually disbursed by June 30, 1936,

totalled $60,000,000 (including $2,000,000 to fishing and mining concerns) of
which $5M,OO0,000 remained outstanding, Commitments exclusive of a small sum
of conditional agreements amounted to 344,000,000 (including $8,000,000 for
mining companies,) The larger part of this was for direct loans; undisbursed
authorizations of loans in which the RFC was participating or had agreed to
participate with a bank were only $6,000,000 on March 31, 1936. Loans were
authorized to 161 new borrowers in the first quarter of 1936, bringing the total
number by then to 1,482, 1/

On July 13, 1936, the interest rate charged on these loans was reduced from
a uniform 5§ percent to a H—5 percent scale depending on the character of the
loan and the circumstances of the borrower,

Loans to Railroads: Loans had been made to 73 railroads by June 30, 1936,

and loans to 52 railroads were still outstanding, Loans to 14 railroads still
exceeded 310,000,000 out of 15 to which loans at least that large had been ad-
vanced, The total amount outstanding was $388,000,000 out of $49%,000,000
advanced. During July three large loans were completely retired by repayments
of $46,000,000. An undisbursed commitment of $99,000,000 was outstanding to the
Great Northern, which represented the only large loan authorized during 1936.
Through provisions of law requiring Interstate Commerce Commission approval

in certain cases Congress has attempted to guard against Govermment support of

i] 1,919 loans had been authorized by the end of 1935, from a total of 4,699
applications acted on at Washington and 6,952 received at loan agencies.
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untenable financial positions of railroads. The RFC on its part, te judge from
occasional newspaper reports, has in a number of cases exerted the influence
resulting from its creditor position so as to require reductions in interest
rates charged railroads by creditor banks, It has also taken care to safeguard
its own position in cases of refinancing or renewals of loans. In some cases it
has taken an active part in proposing reorganization schemes.

The RFC railroad loan situation remains active in the sense that the RFC
is engaged in large-scale financial operations, but because the railroad situa-
tion in general is improving it may be expected that eventually many of the
RFC's debtors will be able to refund their loans through capital flotations as
the Southern Pacific recently did,

Loans for Self-ligquidating Projects: The RFC furnished public works funds,

on advances with long maturities, directly to local Govermment bodies, regulated
housing corporations, private corporations for public works such as bridges,
railroads (with the approval of the Interstate Commerce Commission), and regulatcd
forestation projects, before the PWA was set up. Loans were made to 176 borrow-
ers before June 30, 1933, and authorizations since then have been entirely for
additional loans to some of these borrowers, 1/ Disbursements of loans have

been made as needed, at a rate of from 50 to 60 million dollars a year continuing
up to the present. By June 30, 1936, total disbursements were $223,000,000,

outstanding balances $170,000,000, and outstanding commitments $105,000,000,

l/vAside from a few loans to finance repair of earthquake and tornado doamage
and a considerable number of very small flood damage loans, which were not
required to be self-liquidating.
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No provision is contained in the law for the resale to other investors by
the RFC of securities received by it in connection with these advances.,

Securities Purchased from PWA: The RFC was authorized in 1934 to purchase

and resell to the public securities acquired by the PWA and to have invested at
any one time not more than $250,000,000, To the end of Juue 1936 the RFC had
purchased and resold, in many cases at a premium, securities of par value of
$260,000,000. Other securities totalling $30,000,000 were held and subsequently
collected, and $130,000,000 were held by the RFC on June 30,

Loang to Drainage, Levee and Irrigation Districts: Loans to agricultural

improvement districts have been made since the latter part of 1933 to refinance
indebtedness, New authorizations continue to be made at a rate of about $50,~
000,000 a year; by June 30, 1936, loans of 356,000,000 were outstanding and
outstanding commitments were 565,000,000, The number of borrowers by March 31,
1936, was 587. These loans are made for long maturities, and borrowers are
required to reduce their taxes ard assessments with the result that their capacity
to pay is in no way improved,

Qther Loans: Loans have also beern made to the Ciaicago Board of Education,
to the Board of Deposits of Wisccnsin, to credit unions, $8600,000; and to
finance processing tax payments, $15,0C0, e RFC was authorized by the Act of
May 20, 1936, to lend up to $50,000,000 to the Rural ZTlectrification Administra~

tion; no loans have been made to date,
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Appendix material on the subject matter in
the above paragraphs is being prepared to cover
RFC investments in banks and retirements of in-
vestments, by States and by classes of banks,
and historical data on authorizations, disburse-

ments, and repayments of certain types of loans.





