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T POSTAL SAVINGS SuSTIM
IN THE UNITRD ST.T.

{95

This memorandum corprises two porise Part I is a memoranium on
tie Postal Savings Systenm prepared some montas ago as 2 prrt of the
Barnk Susuension Studye It s recenily been vovised in part to faic
account of new material which beerne aveilalle for the Ffirst time in
o report of the American Barksrs Assceciatione In goncrel Port I do-

scribas the nature of posial zavings operations, traces tho growti of

deposits, and comparcs by geographic rosions the facilitiss of fered by
the Srstom with those of batkse It analyzes factors rolatcd to the ro-

-, A A P 3 A IR [ ) s
Tunds in boris and also desls with tho earn-

deposit of postal savi:

ings and cxpenses of tho Postal Sovings Systene

&

.

ngy and ovidence included in

Port II presonts 2

he Aacrican

a recent report on the Poztal Savinss Swatorm publisiied
Barkers Association, Tais part also inclulos sencrel otzervations oy

the Board!s ctaff, comuounts and criticiams of the findircs and support-

ing points of ovilencoe

NOTE: T.is memoranda: is larszely the work of Miss Burr aond iire Dirvis
of the Divigion oI Researcn and Statistics,
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PART T

MEMORANDUM ON THE POSTAL SAVINGS SYSTEM PREEPAR-D BY TEE IOANDIS SUAFE

Sumary

The Fostal Savings System wag established in 1910 in order to provide
depoaitory facilities for small savers. Through use of the pnst offices
provision was made for safekeeping of funds in small as well as large
localitiese A maximum limlt of devosits for any one individual, originally
$500, subsegquently raised to $2,500, 2nd what was in 1910 a nominal rate of

interest, 2 percent, were designed to limit the attractiveness of the System
1o small saverse There are no provigions for payment of money by chocks
drawn agninst these accounts nor for regular lending activities.

In January 1911 the System was inangurated experimertally at 48 post
offices, one in each states Within two years about 13,000 offices and
branches had boen establishede Subsequently the nuwber declined and since
1917 it hos varied betwesn 6,000 and §,000, The mmber of deposifors reached

of nearly 700,000 in the ecarliy years and then declined to less than

[o]

a tota
500,000 during the 1920's. During the poriod 1917-1950 agiregate postal
savings deposits remained fairly stable tetween $130,000,000 and $175,000,000.
During the recent dopressiorn, use of postal savings facilities became

moch pmore cxtensives In the three yoars 19%0-19%% the nuxber of depositors
increased to 2,300,000, which is five times as many as used the System during
the 1920's, The amount of deposits increaszed aboub elght times to $1,187,-
0004000, The incresse was most marked ir those scctions of the country

where the decline in bank deposits due to bank suspensions was greatest.
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This relationship characterized not only the period 1930 to 1973, but

also the preceding years 1924 to 1930. In mest states where vostal savings
growth hag resulted from banl: suspensions, there has also beecn an incrense
in the proportion of larger accounts.

Notwithstanding this wwusual growth, total deposits in postal savings
offices waich were $1,260,000,000 ot the end of 1936 arc small compared with
£5%,701,000,000 of deposits (exclusive of intorbanlk deposits) in 2ll active
bankse

The Systan has becn used mestly by those whose savings are rather small
in terms of the maximum deposit allowed bty lawe Although the average size
of accounis has grown almost continuomsly, it did not exccod 3400 prior to
the depression and according to avallable infeormation has Dbeen smaller than
the average cavings account for all barks cxcept for two years during the
deprcssions The System has been self-supporting at the intorest ratos
gstablished by law or regulation, 2 percenrt paid on deposit balancsg and

N

2> percent reccived on redeposits accepted

P

o

by burkse 1/ At these rates the

annual not profit, exclusive of aacunts vealized from the sale of investments,
sine: 1924 has
/ swveraged about 1/3 of ona percent of the dcposit balancese As provided

by regalations net profits are transferred ench yeur to the UsS5. Treasury

e

as & part of the reveme from post of7ice oporatic

1/ Undnr the Banking Act of 19735, these rotes of interest may not oxceed
those proncribed for savings doposits in member barks of the Federal
Teserve Systome This restriction means also thnt the nostal savings
ratos may not egcecd the raxima allowed by state banl supervisory
9

antioritiese.
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The Postal Savings Act provided that postal savings funds be offered
for redeposit in convenient gqualified banks and, if not accepted, that they
be invested in government securitiese In accordance with these provisions
the bulk of postal savings was generally redeposited in banizs until 1977,
During the years 1930 to 19%3 when the banks were expericncing large cash
withdrawals by the public for hoarding and other purposes, postal savings
was a means whereby some of the funds which might otherwise have “een boarded.
vrere turned back to the banks as redepositse In 1933, the usefulness of
postal savings funds to the banks began to decline as the need for extreme
liquidity passed and as banks acquired increasing amounis of idle funds.
Since 1933 many banks have returncd redeposits of postal savings funds to
the Systems This action is attributable not so much to the interest cost of
such funds as to the large amount of idle banking funcs and the inability
of banks to find a profitable use for thems The amounts not redeposited
have been invested by the System in United States securitics, as nrovided
by lawe

The recent decline in investumont yields end the decrease in interest
rates on time deposits in banks has resulted in a narrower spread Letween
these rates and postal savings rates. At the time of the original legisla-
tion, the rate paid by the Systom to its depositors was about 1 1/2 percent
belov the rate paid by banks on time and savings deposits, while under the
Postal Savings Act, as amended in 1915, the eost at which banks could sscure
postal savings funds was about 1 percent below that of other time and savings

deponitse Despite adjustments in pnostal savings rates in the Barking Act

o

of 1935 the competitive position of the barks as originally established
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in 1910 and 1916 has not been resiorsd. Now that excess reserves have

-

been materially reduced and bhanlt loans are increasing, the time may well
come when individual banks can again use deposits of postal savings fundse
In such a situation the interest cost on these funds nay become significant,

Postal savings offices have undoubtedly been of some service both in
providing depositories for szvings in communities which had no other saviugs
ingtitution, and in proviaing additional facilities fto meet special needs
for convenience and safety in commmnities ssrved also by banks and other
financial organizationss There appears however to be no precise criterion
for dstermining how indispensable the System may bes For many individunl
depogitors, it is quite possibly a maticr of indiffercnce whcther they
patronize the pogtal savings office, a bullding and loan association, a bank
or gome similar institution; for others the nced or preference for posial
savings may ve so sirorng that if the System were abolished their savings

ofricoes

would Te ept in the Momse It is dountful that tae need for postal savings/
in any pavticvlar comminity casn be sald to depend solely on the presence or
absence of other savings institutionse

On certein occasions, such as during tiae years 19%0-1% ta2 Postnl

Savirgs Systoem has performed a ugeful service for banks as well ag for the
country as a wacle in preveniing a substantial amount of cash hoarding.
This service resulted from the deposii in postal savings offices of funds

withidrawn from banks during a period of bonlk failures; the Lulin of thesc

deposits were immediately redepcsited Ly the System in commercizl and savings
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It may be that small savers are more adequately provided for today than
in 1910 if onc tales account of thoe federal insurunce of banl: deposits,
tne growth of other supplementary savings institutions and the g.owth of
the Postal Savings System itself, This does not necessarily indicate,

however, that the Postal Savings System should be abolished,

Nature of Postal Savings Operations

The Act of Congress approved June 25, 1910, provided for the establishe
ment of "postal-savings depositories for depositing savings at interest
with the security of the Government for repayment thereof" and created a
Board of Trustees "for the control, supervision and administration" of postal
savings depositories and fundse Under a later amendment, the designation of
and supervision over postal savings offices was made a part of the administra-
tive machinery of the Pogt Officc Department, and was assigned to the Bareau
of the Third Assistant Posimaster General, The Third Assistant Postmaster
General was also made agent for the Board of Trustees in their supervision
over the management and investment of postal savings fundse Since 1914, there
has becn statutory provision for meeting any net cxpenses directly charge-
able to the Postal Savings System out of the appropriations for the ad-~
ministration of the Post Officc Department. In fact, however, the annual
carnings of the System have consistently exceeded expensess

Deposits are accepted from individucls in amounts of $1 or more, up
to o maximum balance, czcluding intercst, that was originally set at $500

but was subsequently increased to $2,500s 1/ There is no savings pass book

1/ Under seCe 4+ 0of the Act, no werson is allowed to have morc than one
postal savings account in Lils or her own righte The intention is
apparently to prevent any one porson from excecding the maximum deposits
by having several accountse

http://fraser.stlouisfed.org/
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showing all deposits of each individunl, as in the case of bank savings
depositse Instead, ceriificates of deposit are issued in the name of the
depositore There are no provisions for payment by checks drawn against

e

vostal savings accountns. Deposits may be withdrawn without n~tice,

ag is generally true of savings deposits in banks, tut interest is not

allowed on any part of the funds which do not remain to a depositor's credit
for % monthse The interest rate paid on deposits, stipulated in the original
Act and unchanged since that time, is 2 percent per anmum, exccept that under
the provisions of the BankKing Act of 19%%, postal savihgs offices may not

pay interest on depositors! balances at a rate in excess of the maximum
prescribed for savings deposlts in member banks in the same or nearest
community; the marimum ratcs prescribed by state gupervisory authorities apply
also to member banks. 1/

Provigsion is made for savings of less than a dollar by the sale of postal
savings stanps in denominations of 10 centse Thesc are affixed to a card
until thoy amount to a dollar, when a certificate of deposit may be issued or
the amount redeemed In cashe

Since March 1, 1935 depositors have been permitted to use their balances
to purchasc UeS. savings bhonils, which are sold on a discount basis to.mature
in ten years and yicld about 2,9 percent if held to maturitye 2/ These bonds
replace the postal savings bonds of 20 year maturity, paying 2% vercent, which
formerly were available for purchase exclugively through the mediwm of

postal savings depositue

;/ As of May 19%7, however, there were no states in which the maximun rates
prescribed for savings deposits were below 2 perconte

2/ Issue of thesc bonds is indepcndent of the Postal Savings System, and their
purchase 1s not restricted to holders of postol savings accountc, as
was the case with the postal savings bondse
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The Postal Savings System maies no loange 2Provisinn is mude fox
in excess of a small cash resorve to bhe redepcsited withh gualifs o barig in

5

tra some loeality which desive suechi depesitg, or with ta

Boonverient! locality, which in fact have not always teen L0 the same statie

Bonis are raguired to pay 25 percent interest 5, 1/ and to

provide collateral 2/ in the form of dircet or guarantecd goverriont oblign-
tiuns, bonds issued uwder the Fedoral Famm Lioan Act, or certoi: bords ou
stote and local governmontse Such furds as banks do no
arec iavested in direct ohlisntions of the Uuitoed States
tious gunranteed by the United States. 3/

Tac Postal Savings Systeon is thwus a depository in

a guosi=brekerage function between individual small sa

ard the banks and government sccuritles on the cthers One important scivice

ndered by the Systen is guorantecing to individuals the repaymont of

dgposited moneye A sccond important service i1z that of providing cowven

dopository institutions for grnll savirngs in the post offices and their

Barloing Act of 1935 provices tial mouﬁ:l
in menber banlks at ratcs of interost
on time depositse As of Hay 15937, tue
state suporvisory authoritivs in siz
barks in the state, ig 2 porco:t.

mazxir

2/ Zxecept for ancunts legs than 25,000 -

ingurance under sec, 128 of the

3/ Excoptlo“ should be =nnted as proviiedwx“
mended May 19156, that ”Edon, in .

seneral welfare and interests of

ard of trustecs may invest all or an b;rf or

funds, cxcept the reserve fund of § percentun horein prov g@d fcr,

1 s : the JultOQ Statese"

e
v
+

e]
H
o
o
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branches, rany of which are in places tant can not be reached ecounomically
by exlsting bank officese Zxpenses of operating the Postal Savings Systen
are low because the spacc occupied is generally a small part of that uscd
for otihier postal operations, and part tine services of postal clerks car be
utiliged as well as the general supervissry services of the Post Office
Systorie 1/

Growth of Postal Savings Deposits

Swrzmrye During the first tern ysars of operations of the Postal Savings
Systen deposits grew mainly in the more deasely populated areas in the northe
enstern part of the United States. Subsequent growth in deposits and in tihwe
rziher of cdesignated postal savings offices has occouwrred in thosce states and
reglons rost seriously affected by bank suspensions. The evidence indicatcs
thnt nostal savings deposits have not becn o contribtutory factor in svs-
pensions, btut have provably resulted from theri.

Host of the individunl postal savings accounts are less than $400 in
sizce Crowih during periods ol banlking difriculties has gonerally been
choaracterized by an increcse in thwc nronortion of large accounts--that is, of
accounts considerably above $400. Sirce the termination of acute barkivg
difficulties in 19%7%, these large nccounts have doclined in rost parte of

the counitry and the nusber of smaller accounts has continuad to increase

slovlye Agorog.te postal savings denceits have receantly incrensed at a sone-

whnt lower rate of growtn than have savings wenosits in banlis,

which actual opcrating ond

overiead costs rmay be allocated
L)YX

betveen nosital savings aud othor postel operaticns ia not}ﬁrvnu
Tacre is, however, a proviszion that svelh postal sovings bus S8 a8

is transacted by posital officors and cimloyces "in uunﬂ00t¢ ﬁith
thelr other duties" degs not require adiitionnl cormersaticre (Sec,
13 of Act avproved September 23%, 1914,) Furtier courments on cxpenses
sppear on ponges 35=4G,
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Periods of Growth. The first depository offices of the Postal Savings

System were established in January 191le At first ofiices were established
rapidly and within two years there were about 13%,000 oflices and branches

2
Subgequently the number declined as many were not used, and since 1917 there
have been between 0,000 and 8,000 in operation. The number of depositors
2lso grew rapidly in the first years of operatioan to a total of necarly 700,000
and then declined to less than 500,000 during the 1920%s,

Five periods of change in the trend of deposits appear after the initial
yeare. Thnese may be summarized as follows:

1912-1919: rapid growth averaging about 140 percent a year, rcaching

a peak of $177,000,000 in March 1919 Noarly 90 percont

of the total was concentrated in 1 states, located mainly
in the northeastern part of the country.

19=1922: wo declines corvcsponding with Victory note salcs and
depressione Total deposits in December 1922 werc $132,-

00G,000,
1922-1929: 1little change in the aggregstce. Deposifs in the northe-
custorn states declined about £50,000,000 while deposits
in the West Central, South Atlantic, and Mountain arcasl/
zrew about S6§,OOO,ULO. Total deposits in June 1929 were
515% ,000,000.

1929-19%%:  rapid growthe During the 2% years Decomber 1030-lay
deposits increassd atont 31,000,000,000. In rost stat
the largest dollar amounts were gained in the yea

1/ Geogrnphic reglons designoted by initial capital letters rovor gonorally
to the clussification of siates used by U.S. Duvcan of the Jonsuse The
states included in ench regiou nre zs {follows:

New England: lice, Nolesy Vie, liiS8ey Feles COnne

Middle Atlantic: WeVTe, Mede, Pae

Enst orth Central:s nioy, Inde, Ille, Miche, Wisce

Wast Worth Centrai! Mitne, NeDe, SeDey liche, Lanse, Lowa, Fo,
Soutn Atlantic: “ol., ey Deloy Viey WoVitey leTey Seley Griey Tloa
East South Central Kye, Tenne, Alne, lilsse

West South Central: Loe., TeXe, 4Arite, Oklae

llountain: lionte, Idnho, Wj0e., Colce, Uty eVe, Arize, Ne MoXe
Pacific: Calife, Oro., Vashe
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Jane 1932, thowh Jeposits in sore states incroagar

10st the f0110w1n~ yours OF tiwe total gain 90 porcs &

was concontrated in 26 statos and 77 percent 11 15

states, the majority of wiich wore in thc northeoast

part of tho countryo 1/ Total deposits in June 193
are $1,127,7:00,000,

15771976

~
se

gradual increase in the aggregate, as a regult of sub-—
startial gaing in the East and West Forth Central states,
whicih wag ornly partly offsct by e decline 1n liddlce

Atle tic and Pacific crease. Total depow'ts in June 1976
were $1,27%2,000,000 and in Morca 19%7. 51.271,000,000.

Table 1 shows, for gune 30 of the yoar endinrg each of those poriods,
the mamber of depositors, viwe balance to crudit of depesitors, and other
importent facts concerning the growth of postal savings “usinesse

Table le=—Summary ol Postal oav1nc* tusiness on Specificsd Dates,
1919-1936 1/

- Muber of r Principal] '
{ talpace | Average
i Tumbor of | to creditliprinciral 2
depositors|of deposi-! per | cuts Lauo

Oiffices
uoru dopothuri ing
i e AGaididons)

5 $296 311
6 524 i2
5 369 17
7 h07 53
7 155 1°1

-,

7

1/ Includcs datz for Alaska, Hawalil, Puertc Rico and Virgin Islands.
Tevosivors! balances in these places on Juns 30, 1,30, accounted Tor

about 0.2 of 1 percent of tho totaJ.
2/ Branch depositorics represent postel
hon the main office of a co mwu1t'.

o

windows in post offices cther

1] Tistribution of the 15 states by geogramiiic regions wvas as follows:
Hew England ]
Hiddle Atlantic
Fast Jorth Ceniral
West North Central
Wost South Central
Pacific

N

-

kY

3 e AT

m
L
Calife, Washe)

B
t
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The number of depositors

deposit balances; the increase frowm 192

rapid than total deposit balances, for
during those yearss. The number of offi

comparatively stable from 1919 to 1929

1929 acconpanisd by an cxpansion in

of only about 20 pcrcente. Howcver, the

usc increascd more than ig indicated by

for prior to 1929 a considerable number

ry
there were 5,837 officially designnted

nad denosits

had no deposits and 4Re of

of 7,299 offices theore were only ahout

small and inactive accountis, or no:

~

has moved roughly parallel to the volwae of

was. noveven somewhat legs

29 to 197%
the average size of account increased
ces and depository branches remained
the large increansc in denosits after
the number of offices and branchoes

rumber of deposit 1 actual

”
the nunber of desigmnated officas

of designated olfices had either

e at alles In 1923, for cxample,

officese Of theue, howevor, 1,2

less than In 19%0, out

150 which reported cither no deovsits

or amonnts less than $10.
Avernge Sige of Individunal Balanceses The averase belance per individual
denusitor in the Postal Savings Systen increasod almogt continuously from

1911 fo 19%2. When ager

their first

doposits reached the oeolk of
bularces averaged nearly £300

per depositore Ey 1929 the average had increasod to 5}55. During the next
threc years of rapid growil in dencsits the average Lalance increasoed to
morc than $500. Since 193%7 1t haos dzclined to cohout $MQO. Avallableo infor-
mation indicutes tiat except for the yeurs 1532 and 19335, the average
postal savings account has always been somewhat smaller than the average
size of savings pass-bool acconnts in all bunko,
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Differences in the size of acecount in the several geographic regions
and among individual states suggest that the average size of postal savings
accounts, as well as the aggregate amount on deposit, has been related
t0 periods of banking difficulties. Large depositors, tiamt is, with
accounts considerably above $400, have used postal savings offices more
at such times than at others, The proportion of large accounts increased
generally from 1930 to 19%2, but has since begun to decline in most parts
of the country. Smallcr accounts aave continued to increase in number
slowly sc that total deposits have continued to incresse whilce the average
size of account has gone down steadily.

The majority of individual accounts are small., Whilc there arc no
published statistics on the distribution of individual accounts by size,
it is apparent that the majority of accounts are sorewhat smaller than the
averaze which is now about $450. Since individual accounts vary in size
over thc whole legally possible range of zero to 32,500, 1/ there must have
been many more individual accountg in the shorter ronge below the average
than in the part above ite

Rate of Growth of Fosial Savingss in Darze Cities versus Small. Between

1620 and 1933%, postal savings deposits incrcascd relatively most rapidly in
the gmaller cities and towns of all regions except the northcast and the
far weste In gencral this change over the 1l7-year period represents the
net effeet of changes in the 1920's, when postal savings deposits increased

1/ City-averages for all accounts in each of 1,789 citics in fifteen major
states in 1935 ranged from zero to £2,3%75,
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rapidly in small communities of the West Central and South Atlantic areas,
and in the ecarly 19320 s, when there wers relatively large increaces in large
and small cities alike. 1/

For the two years 1929 and 193%3%, a sample classification was nads,

ing to population, 2/ of the 3,870 comrmumiticr with postal savines

&

accor
deposite in the fiftesn states which accounted for 77 percont of the ageregnte
gain in postal saving: deposits in the years 1930-19%7%, Tue results showed
no universally marked differences in the rate of growth of postal savings
doposits between 1929 and 1933 in large ns comparcd with small citices,
In cach of these 15 states, with the exception of iichigan, agsregate

postal savings deposgits in all localities without a Foderal Reserve menmber
bank increcased at about the same rote as postal savings deposits in member
bank cities with less than 25,000 population. This finding for the fifiecn
stotes is contrary to the common belief that postal savings facilitiog have
beon most used in recent years in communitics having only nornmember bonks

or no bank at all.

1/ These conclusions are drawn from data in Tables II, III and IV of ¢
]
article by Louisc Sissman, "The Development of the Postal SaVln,S
System", Journal of Amoricon Statistical dssociation,December 1050,
Vol. 31, pagoes 708-718,
2/ The samovle included about 1,800 communities Pac“ of which had both a
o L
Federal Reserve member bank and o posta vings office in 19373,
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Comparison witih Devositi Facilities and Time Deposits of Ranirge, Table 2

compares, for the Unlted States as a whole, thne number of offices, depositors!
balances, and number of accounts, on specified dates, for the Postal Savings
System and all active banks, including commercial bvanks, loan and trus
coupanies, and stock and mutual savings banks. This indicates that during
the years 1929-193% the Postal Savings System provided an increasing number
of depository institutions as comparsd with the mumber of banks and branches
accepting deposits, Prior to 193%0 thore was ore postal savings office or
hranch for every four to five banking offices in the country; during the
dopression when active banking offices declined by about U0 percent in
number and the postal savings offices increased by ncarly 17 nercent, the
ratio rose until now there are two postal savings ofi'ices for every five
active barking officas. 1/

Degosits in the Postal Savings Systom however are still small as come
parcd with the time doposits of private individuals and corporations in

wostal savings deposits for

1
R

active banks, In 1927 therc was aboat 5.50 of
cvery $100 of time donosits of active banlts, During the depression postal
savings doposits grew by $1,000,000,000 while the time deposits of active
banizs declined by nearly £8,000,000,006 and in 19%% thoe Iostal Savings System
held ncarly $6.00 of deposits for each $100 of time deposits of active banks,
Since 1937 postnl savings deposits have grovn more slowly than time deposits

N ' i h"/ ) 3 A - - ey
of banits and by June 19%0 deposits held in pestal saviags accounts amounted

to 85 for each 5100 or banik timo deposito,

1/ Ceumparison of the number of postel savings orfices and branches with the
numoer of active banking offices 1is, of course, somewhat limited in

D)

reprosenting the number of commanitics in which depesitory facilities
are nade availatle bececause a single comrmnity nay include severanl banizs.
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) - I Fall ATl Qerirea PETI i, A 5o S et T AR Toanw ok Kol
Tehle C.—==Comparison of Zostal Savings Cflices with dective Banizs, Specified Yesrs, 1918--1C030 1

wamber of offices Balance to credit of devositors Xc. of savings accounts
! Aatio of ! Time ;“ tio of postal |
- ) e ki i 4 . Hat fp a |
Poatal . . Postal I deposits | Postal | v, g
- 20 - Active |postal savings va ci,” |devosits to bank . Ran ks 4/
wne 3 SAV~ ; savings sctive savings
i -/ = barks 2/ |to active banly, SavLIg ‘ ey ;| time deposits |, e =2 {thousands)
ings 2/ = . o~ pilliong) ! Hqﬂks Z, {thousandg)
B {percens) , T2 (perceut) |
, : l‘ﬁllllOfS)} o P o
1919 6,439 30,L00 1.2 $167 5 — _— —
1922 6,774 32,300 0 138 5/ — — -
1920 6,770 °g, 800 5 154 $28,11$ 2.5 E17 52,226
1932 7,5+ 22,500 3.6 785 23, 704 23 1,555 3, 2R
27 Yy - ' 7 “
1933 7,888 17,500 &/ u5,1 _,]o7 20,246 &/ e 2,342 76,367
- ~ - 1y ) - e T—\. i .
1936 £,103 19,200 ho, 2 1,232 23,447 5u2 2,708 51,775

e
3
3

0 M fa
>

1/ Data. for Postal Savings System include Alaska, Hawaii, Pusrto Rice and Virsin Islonds;deta for banks
include ‘ : Rico and Fhilippine Islande, Active bmie include asnticarl and
state and trust comrvanies, stock and mutunl savings, and private bmk

2/ Includes X

éé Excludes te and local govarnments, of other haniis and of Fostal :Savings Systom,

4/ Irciudes pass=book accounts in all banks,

5/ C 1 anhle.

&/

So

and of Commtroller of Curroncy, sunple-

urce: Co Lul‘ed from Annusl Reports of Postal Savings System o
s of the Fedeoral Reserve Systom,.

mented by certain data from Board of Gavernar
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Table 3 shows the number of postal savings offices and the number of
commercial and savings banks in selected geographic regions in June 1924,
1330, and 19%3%. Since 1924, the number of postal savings offices has in
general increased most in those regions in which the declins of deposit
banking fecilities has becn relatively greateste. The largest growth in
number of offices from 1924 to 1930 was in the West North Central and South
Atlantic regions; from 1930 to 19%2, in the West North Central, South Atlantic,
Fast Torth Central and West South Central regions. 1/ The close relation-
ship vetween the decline in nwumber of bank facilitics and the increase in
postal savings offices, which warks the period 1924-1G20, makes it apparent
that the growth in posts! savings offices was not a new event during the
depressgiorn, but one which had occurrcd before at sucih places and timos as
bank closingshad becn nwierouss

Jo comprehensive data arc available to show the cxtent to which the
decrease in number of banking or'fices may have completely divested commumnities
of banlting facilitiaes, nor is information avsilable to indicate the cextent
t0o vhich the increase in postal savings facilities and deposits tock place
in gucl commmitiez, as comparcd witn comumunitics 70t commlictely denuded,

1/ Thoese changes in tae provigzgn of facilities for deposit banking should
a0t be confused with tihe amount of deposits; the dollar increase in

pestal savings deposits betweon 1930 and 1933 was greatest in the 3

northeastern areas but the ruaber of postal savings offices in these
arcas declineds
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Teble Fe=-llumber of Active Buonks 1/ and
Postal Savings Offlcuy‘;/ by Certain Geographic Reglons
1924, 1930, 193%

e

(4s of June 30)

. Percent change
D Z Z2
192k 1930 1952 152L=1950 | 1920-~197%%

Test rth Central _

Banics 4,359 6 016 3,31k ~27e3% =455

Postal savings 771 936 1,353 +01 4t +1i546
Fant Torth Central

Janls 5,384 H,288 2,652 -10,1 -ig.8

Fostel savings 1,218 1,176 1,327 “%et +12,.8
Sonth Atlantic

Bas 3,214 ¢,249 1,399 =301 40 -37e3

Fogtal savinzgs 352 Lgr 7356 +2% 47 +51,.8
West South Central

Hanks 7,077 2,509 1,094 -1845 -3245

Postnl savings 451 Khat 750 +7e3 +Hi2 o 3
All other _

L/(J.u..-w %,7“7 ‘7 ,3‘)0 ,,JO(“) ‘“().8 "30.2

Postal savings 7, 04G 2,201 2,819 ~Zel +0,.6
Uﬂ i tbd J GS .

Bunku 24,2061 IH,J)R -18,0 -394 3%

Pos*tal savings 54921 0,995 +0,1 +1%.1
1/ Incluies national banks, stote comercinl bunks, loan and trust coﬁﬁggies,

stock and rutval savings bankzs and private ba :ks. Brarch offices not
included.
2/ Designated main officcse Iucludes inactive offices, but excludes all
bronchese -
Compiled from Annual Reports of Postal Savings System and of Comp-

Source:
troller of Currencye
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I 19%5, however, only a small proporticn of all postial savirngs offices
were located in bankless cowrmnities, This is shown in Table Y which brings
together certain flgares on postal savings offices in Laniless comnunities

et

which were made available in a recent report of the Americon Bankers

Asvcociation, Deta aiz presented by the class of post office in the coumnity.

Trhese nost office cl.sses are designeted on tho basls of annval groass postal

Table 4,--Tumber and Proportion of Postal Savings
Offices in Bankless Towns in 193%, Gromped
Aeeording to Post Offics Class 1/

Total ro. 0F

Class of L ostal cpviﬁyc{ savings officcs in bankless towns
‘ . P ~? sta .:n.~ LD . ‘
post oi.ice o/ | of “ices | Tunber B Tercent
) s -
1 9G4 o 0,0
o 0 53 L
2 2,641 126 4.5
7 3,109 1,021 3240
: 482 195 82,0
- = Y iy
All clasgses [ y2c5 1,004 21

1/ Sce American Bankers Asgocial

tion raport, pages Hbmd7,
2/ Classes of post offices are offi

icially u“31gnuted according to the gross

annual postal receipts from scle of st <mp‘ money ordsr, and other
postal supplies: $40,000 and above, Firs c ass; 8,000 tc $40,000,
Second Class; 31,000 to 38,000, Third ”lms,' under $1,500, Fourth
Class,

~

receipts rather than population. Tae majority of third and fourth cla
post office towns nowever arc small., In o samole of third class fowns, the
majority were of legs than 1,000 population, and o1 fourth clase towns the
majority of a sample had lcss than 400 inlmbitantse The table shows that

substantial proporticns of the nostal savings oifficces in these classes of
A £z lee

vogt oflices serve fowns without banking facilities,
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Changes in Postal Savings Deposits Commared with Deposits of Sugpended

Banks. A comparison of changes in postal savings deposits with changes in
time deposits of banks for each geographic region gives results similar to
those obtained for the numbers of facilities: the largest increases in
postal savings deposits during the years 1924-1930 and 1930-1933 occurred

in those geographic regions where the percentage decline in time deposits
for banks was greatest. The relation is brought out more clearly if changes
in postal savings are compared with only that part of the decrease in bank
deposits which resulted from banlk susponsions., Table 5 shows that increases
in postal savings deposits during both the period July 1, 1923%-June 30, 1930
and the period July 1, 19%0-Junc 30, 193%% were large or small according as
deposits involved in bank suspensions were large or small, In the 1930-
1937 period, however, theo increases in postal savings were relatively much
larger than in the earlier pericd,.

.

this table and in Table © the comparison of deposits in svspended
banks with the increase in postal savings is not based on dollar amount of
deposits in suspended banks and dollar amcunts of change in postal savingse.
In order that the results siould not be affected vy major differences beotween
statcs as to the nrevious growth of postal savings and as to aggrogate bans

deposits, the deposits involved in closed banks eacih year arc stated ia

dollars por $100 of time deposiis in all banis at the beginning of the year, 1/

1/ The psycaological cffect of bank suspensions is theoretically better
meastured as a ratio of deposits in suspcended banks to total (time and
domand) deposits existing at the beginning of the year, However, total
time deposits alone, in barks and in postal savings, are talien as the

sc here in order to retain comparability with the measure uscd for
the increase in vpostal savings,

As a matter of sintistical technigue, the usc of a commen denominator

(in this case total time deposits) for two variables which are to be
related, will freguently give spurious resultgse Thig difficulty does
not arise in the prcseont situntion hecause the percentage varictions of
both the postal SaVlDbS and tlic banlz susncnsion figurcs arc larger than
the perceLtagc varintions of the time deposit figurcs,.
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Table 5. Comparison of Demnosits

in Postal Savings Deposits

By Geographic Regilons, 192%~1930 and 193%0-19

in Suspended Bailis with Increase

\,\

Annual average 1323-19730

Annual averaze 1930-19%3

Deposits in
suspended
banks per

$100 of tirnw

Deposits in | Increase in
suspended postal sav-
banks per |ings for each

$100 of time| $100 of time

Geographic regions

(3]

Increase in
postal save
ings for each
$£100 oP tine

deposits 1/| deposits 2/ | deposits 1/ deposits 2/
llew England £.08 2/ $.02 $0.149 $e32
iMiddle Atlantic «CY 3/ W06 %486 58
Pacific *33 02 291 «88
Zast North Central 08 .01 00 o 15 2486
Tast South Central 1.59 «0% 186473 2422
South Atlantic 2452 27 12431 1.67
West South Central 3490 o337 2l giig 2,72
liountain 4426 57 205 3473
Test North Central Yei7 020 1578 2607
1/ In order to adjust data by states of different size to 2 comparatle

boage, deposites in banks susponded during eacn year in cach state

ave stated per $100 of totnl time deposits in baris
savings in cach statc at the begwnnﬂms of the
The averages for geographic rogions o based on agg
the states includdde

2/ In order to measure the proportion of all time deposits
that were shifted to postal savings during the year,
in postal savings doposits cach year have hecn stat
of total time deposits in banizs and posial sav il_f
at

the boginning of the year in question.

3/ Decreases

http://fraser.stlouisfed.org/
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year in guegtion,
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ror

in caca state

anmual changes
per $100
cacnr state



For example, Table 5 shows that during the period 1923-1930 in the VWest
Nowth Central region an averege amount of S4.77 of deposits was involved
in suspended banks each year per 3100 of time deposits in all banks at the
outset. Changes in postal savinge in each state are also given in dollars
per $100 of totnl time deposits ecisting at the outsei. 1/ Thus in the saune
region for the years 1923-1950 postal savings deposits increascd on the
averago $.,20 cach year for overy $100 of time deposits in all banks.

During the period 1923-1930 deposits in susponded baniiy were ralatively
largze in states on the West Forth Central, Hountaln, West South Central
and South Atlantic regions; increases in postal savings deposits were largest
in these regionse. During the period 1530-197%3, when deposiis werc more
widely tied up in bank suspensions, increascs in postal savings werc larger
in all parts of the country but were usunlly largest in those regions whoere
depesits in suspended bamts were rclatively the largest.

The relationship is chovn more clearly in Table 6, where data for each

of the 48 states are classificd nccording to tile average proportion of deposits

tied up in closcd banks. For oxarple, during the period 1930-193% therc

were 21 statos for which in svspended banks avera

$10 and £30 anrually for ageregnte time deposits in bankse ¥ or

,.J.

this same group of statcs, postal savings deposits increased on the average

n’;

$%41G for cach 3100 of time deposiis.

1/ Unier an assumption that the incrensc in postal s o

raprkontpd a shift of timoe 4 posits from ba the
moxirum conceivable incrensc .n posizl savings uCOU siis during a year
would be limited to tho awmwunt of time douosits cxigting in banlts ot
the beginning of thu yoar. It sowred appronriate te irclude this
apount in the base frou walcl postul savings chonics are neasurcd; the
base thcrefore includes tac total of time deposits in banite and postal
sovingse This iz of coursc not o consiant base but differeat for ench
yoare Thus, in states waich suflercd w« heoavy decline in bawds deposits
dve to suspensions, the moximun amount by which postal savinss deposits
could iuncreasc after the ban: gsusponsions would be less than in the
vears preceding thane A3 a of corporing individual states, this
sort of measure of posial savings growtnh is betteor than cither simple
percentage changes or tie absclute amounts theinselves
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Table 6.,~-Classification of States iccording to Deposits

in Banks Suspended 1923-1530 and 1430-193%3
Showing Iucrease of Postal Savings Depcsits
in the States in Fach Class

Denosits in |-1923=1930 Annual Average | 19%0-19%3 Aunnmal .iverage
sﬁspended Increase in Increase in
benks per Noes of postal sav- Hoe of postal sav-

3100 of time states ings 1or each states ings for each

deposits 1/ $100 of time $100 of time

: deposits 1/ deposits 1/
$400-  +99 19 2/ 030 5 «195
1,00~ 1,99 b 061 1 168
¢ 'OO- 3.”‘9 7 .155 5 .?:}5
3-50" 5¢99 8 «299 6 lo\Jr(';'j
6,00~ 9,99 5 679 7 1,021
10,00-79 499 3 1.310 21 30193
30.00-45.99 — - B 4365

bg lig

1/ See notes
2/ Decrcase.
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and 2 of Table 5 and footnote to page 21,
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There thus appears to lave been a definite relationsihiy between the

increonse in postal savings deoposits and the amount of deoposits involved in

banlz

bteen

suspengionse Tr~ increcasc in postal savings deposiis, however, has

he result rather than the cause 07 thege banking clianzess Tables §

and b also show that the increases in postal savings depositc were small in

comparison with the t tal docreases in tirme deposits and with the deposnits

involved in banis suspoensions. Moreovei, fonr-fifths of the ncrease in postal

savings balances between 19%0 and 19%% was immediately recdovosited with the

banks, 1/

Svch shifting of deposite frow banks to postal sovings as occurred

may thus have had the result of altering tihwe distribution of funds among

individual barks, but it could hardly have reduced the liguidity of tne

banzings systom as a whole; instead it probably was a means of rcturning to

the barking system funds which would otherwise have been hoarded. 2/

1/ sec

Tablo 7, paec 26.

2/ Thot thesce facts have not in the past becn clearly wderstood is shovn by
L J N
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atatements such as tho following which appear d in 1933: Editoriel
in The Amorican Banker of February 24, 1933 (page U):

"Congress has bungled againe It has pormitted the Postal Savings
System to offer attractiows for deposits with waich no banik can com-
petes As a result, the system stands today as g major factor in +“c
deflationary policiegs sponsorcd by Congress which are breaking bank
in 19%%,....3Zvery dollar, we ropeat, which goes into the Post OffLCG
bank is a dollar of local deflation--100 cents cut from under loecal
values and local barnkse"

Sce also the report of "a majority of bavks" to the Committee on
Tetter Banking of the Missourl Bankers Ascociation in 19727 that "their
largo drop in deposits is traced dirsctly to Postal Savings." (Pro-
ceedings of 43rd Annunl Corvention of Lissourl jankers Associnting,

19%%, paze 10L),

Federal Reserve Bank of St. Louis
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Redeposit oF Fosial Savings Pundg in Janls

Summary. During most oi the period before 1933 over 30 percent of
the deposit valances of posial savings oifices werc on deposit in banks.
This was true also during the 1930~19%% period of bank failures, when
jeposit bolances increased by about $1,000,000,000. More than $300,000,000
of this rmount was redeposited with banise.

Since 16737, owing chiefly to the growth of excess reserves, arn increag-

rnber of banks have found no use for postal savings funds and have

svrned them back to the Postal Savings Systere Gross earnings on loons

and investments of banizs have declined in rocent years, out the average rates

of sarnings on loans and investments of Federal Reserve member banks in

the aggregnte in 13}6 woere still above 2 percent, which is the rate of
interest payable generally on postal savings rodepositse At the end of
1475 redegosits in bonits wore $11:5,000,000 or 12 percent of depositors!
balances in compariscn with $976,000,000 or 82 percent in Junc 193%,

Amcunts Zedopouited in the rast. The principal changes since 1911

in the proportion of postal savings fands redeoposited are swamarizced in

o~

Table 7« During most ox the period nore than four-fifths of postal savings
deposite have becn redepositod with banltse Prior to 1920, over 90 percent
of postal sevings wore redepositede Between June and Deccmber of 1920

redenosits declined sharply as use was made of the pover delegated in the
Postal Savings act fo the President to direct the investment of postal sovings
funds in obligntions or tie Urited Statcs whenever "goneral wolfarc! reguired
ite Thais invesiment wng lorzely liguidated by 1924, During the years of

greatest growth in posial savings deposits, from 197%0 to 193%, the proportion

http://fraser.stlouisfed.org/
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f depositors balaucss on deposit with banws rouninced 2ighe.
the latter half of 193%%, hwowever, redencsits

only 12 percent of pozrtal sgavings

Fartiher details conceruning postal savings redeposits

in lable 8¢ Despite the decline in percunt redepositec the
of postal savincs furn’s on redeposit in banks at the end of 19

a little larger than pricor to thoe depression; the aumnount iw !

was $145,000,000 as compared to $128,000,000 in June 1929,

postal savings account in depository national banks in rccent

(o]

som~waat larger than in the depository state banks., The

national and state banks in Junc 1934 were

in Junc 1930, $70,000 anl $%7,000 rcspectively.

Wo well marked geogrepnic differences are apnarcnt

wacn the

Beglnning in
declined a+d Uy December 1935,
funds remained in depogitory banks,

since 1929 anuecar

actual anount

Z5
o

was still

verage

o)

years has

averages for

£140,000 and $100,000 respectively;

decline in

have
redeposits is analyzed by statese. A number of states /passcd laws regstiice
he morimm rate of intercst poyable by banks on time depositse 1/ As has

alrcady boen noted, the Danmiing Act of 1935, approved Angust

kel
[N

vided that postal savin denosits might be placed

Reserve member ban¥xs at ratcs not in axcas

time deposits, Where state suworvisory authorities prescribe

helow tixose ostablished by tic Toard of Governors of the Feder
Syston, the lower rate applics to member banlis.

hove had no effect on postal savings redepo

1/ According to available infor"'tion ags of May 1937, six stat
restrictions to less than &% perconts. These arce Vermont,
Jowr Jerscy, Indicna, Wisconsin, and Kississippile
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interest in Federsl

of maximum rates prescribed for
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al Reserve

These provisions appear to

es3 have
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Toble 7e--Perceniazc oy Postal Savings Ealances Redopozited
it Banls, 1912-19%6

Torcent |« . /4. N1~ Pcrcent
Var T17 2z
X ; Yoar {(June %0 .
roacposited ( - ) redoposited
1912-1918 PRI 163119352 87-88
1619-1920 80-81 3

Yeor (Jurs 20)

\

s

-

15291930 8357 1976

1
932 8¢
i 1-192¢ 32 1934 54
10273 47 1935 32
L004=1928 727 é93o 15
Tec

.

g
trt

p—_
}...l
N

Tavle B.--FPostal Savings Bolances, Fodeoposite
and Fumber of Degository Zanizz, 1929-
Depositors! Redeposits Lenogitory bonlis--numbor
June 30 bolances | inm hanks
-y PP - \ - .
(000,000's) {000,000 sy Unticual | State

1925 $1RU 8108 2,7k 1,155
15630 175 1hg 2,691 1,147
193] 34T 00 2,818 1,357
1932 795 oue 3,164 1,9%8

1933 1,187 976 7,272 2,249

1,108 655 3,145 2,220
1535 1,205 385 2,60: 1,899
1436 1,232 203 1,936 1,646

1936 (Deca
31) 1,260 145 —— -

o
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The amount of postal savings funds relirdguished ty ban'is has been
relatively smell as copared with other deposits of ban'sse In 1947 when
redeposits were at thelr peai, uearly $1,000,C00,000, an. other time deposits

in banize were at the low level of the depression, member baniks in the

]

coresate in each of 71 states otvtained lesas than 15 percont of their time
depousits from postal zavingse The proportion might of course vairy con-

sicderably for indiviunal bonks witnin cach statoe

Factors Involwved in tcceptance by Banks of Postal Savings Redeposits.

The procedure involved wher a bank acgviies rcdeposits of postal savings

By

s Dricgfly as follows: The bank in question deposits with the Treasurer

7

1o
i

of the United States collatcral security in the form of United Sfates Govern-
ment bonds, certain state or runicipal bonds, or bonds of certein goverament
agencicse 1/ Upon deposit of collateral, the postul savings funds are paid

to the bariz in the form of either cash or a checlk, In either case tac deposit
increases the cash position of the particular bvank and the ban'z bas thig

amount of ndditiomal funds to lend or invests 2/ according to law, postal

1/ Moturing coupons and checlze covering iutorest accruing on deposited
bonds remain under the cortrol of the depositing bank, and other bonds
of the types specified may be substiftuted at any time for those doposited,
g/ As in the case of any addition to the cash pogition of an individusl
bank, the crcdit cxpansion of that bank may be little more than the
arount of the funds acguired, because the bani must be nprepared to lose
to other banks through the clearing nousc much of the funds it loans
or investse Whether or nct the redeposit of new postal savings funds
increoases bank rescrves and thereby the multiple lending power of the
banlzing systom as a whole, depends on the source of the original
deposits 1n the postal savings offices, If theso are drawn by individuals
from their bank =ccounts the deposit of funds in the Postal Sovings
System and their subsequent redeposit in barks merely results in a
redistridbution of bank reservese. If, howoever,postel savings deposits
cone from hoarded cash, then the reserves of tie bonliing system are

. o

1ncreascls
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P -
savings redeposits may be withdrawn on %0 days! notices In practice,
however, postal savings withdravals from banks arce generally made only to
reet a demand for funds by the Systemts denositors which cannot be met from
avallable cashe Such withdrawals from banks have been infreguent and small.
Moreover, it has becn the policy of the System so far as possible to give

full consideration to tho interest of the barks involved,

y

As compared with deposits obtalned directly from individusls, postal
savings redeposits may be said Yo have a disadvantage for the individual
hani, in that the sceuritics which are roguired to bhe deposited as collateral
arc not available for sale to meect any uncxpeeted ncaeds of the bank for
additional cashe This disadvansage,however, wonld be of conseguence only

in such rarc instances as whon pestal savings rodeposits are a large pro-

portion of all deposits in a and the bank is going through a loung period
of ligwidotione As compared with Twwlding the savings deposits of individuals,
postal savings have two advantages:  the deposit is loss active, ond the
funds can be returned to the denositor when they are not needed
The factors which have affected the amount of postal savings funds re-
33

depositod with banizs arc essontinlly irdependeni of the forces reviounl

T y b

analrzed, that explain tiao growth of depositers! balancese Willingness

.,

of banks to accept ¢ funds or deposit dopends on the cxistence
of accoptuble 1/ investment opoortunities and on the rate of earnings which
investments will yicld as compared to the cost of getting and handling the
fundse It iz ordinarily 2/ profitable for commercial and s banks to

nay a somowhat higher rate of interest on funds accopted from postal savings

ey Of such a kind as the danks may be willing to male,
2/ When lack: of sufficient iuvesiment opportunitics is not an obstaclce
b

http://fraser.stlouisfed.org/
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than on individual deposits, bocause of the lower boowlzoeping costs in
hancling postal savings redeposits, and because of their greater stabllitye.
The average size of savings accouats in all active barnks in June 1935 was
+404e  The average size of postal savings redeposit in 1935 with nationsl
baals was 39%,000; with state banlks, $68,000. It is apparent that the book-
lecping expense to banks of carrying 150 separate accounts of $500 each,
with proportionately more deposits and withdrawals, is considerably
areater than the bookkceoping expense of Carryiag a single postal savings
secouny of 37H,000, cven allowing for costs involved in the transfer of the
required collateral security.

If, however, sufficicnt investment opportuniiies arc not available
to the barks, they will not wisa to tale postal savings fundse It ig to
ve expocted that when the reserves of banks increase materially above the

regiuired level, they will become less willing to accopt on redeposit further

=) g

o . PO T iy el
i LA iL . L iad L (o a, v Ladls W Ll e Iy 3]
fuands, and pay indced turn back Lo ths Postal Savings System

such redoposits as they havee. TFor in such o situvavion, turning back postal

cavings will reduce thclr interest expensc withoub neccssiteting contraction
of loans or investments, ie2., witnout reducing their carning nssetis,

Growtr of Iwcess Resorves in Banks. from 1929 to 19%%, barks were in

nead of all availablas Tunds to offset the freguent and suddern withdrawals

of deposits by many individuals. During 1§29 there were 659 bank suspensions
in the United Stotes; in 1930 there were 1,352 in 1931, 2,294, During the
latter hnlf of 1931, o strong public roaciion to thesc suspensions developed

in the form of a drain of cash Ifrom the bnanks, so large that moncy in circula~

tion incrensed by $%00,000,000 in six months. Durirg the same period deposits

http://fraser.stlouisfed.org/
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in the Poctal Savings System increased by nearly $300,060,000, aboat 30
percent or which was redeposited irn commercial and savings banke. Larger
amounts were gsubseguently deposited by the public in pogtal savings, and
were for the most part ilnmediately redeposited with the banks. Desire of
the banks for liquidiuvy made them willing to take on deposit virtuwally all
he funds offercu by -he Postal Savings System. To this extent the System
vas fulfilling one of its original aimu--~to decrease the amwunt of noarding,
Reginning in 1632, idle funds in barks began to mount rapidly, as
reflected by excess reserves held in reserve banks as well as by halances
with correspondents and other casi resources. Avallable dats on this situa-
tion relate only to Federal Reserve member van n, bubt the condition was a
comrion onc, Table 9 shows that as excess reserves of mermber banics incresscd
after 1932, there was councurrently a steady increase in the proportion of
postol savings balances not redeposited with banks, While the results are
not eatirely concinsive, they suggest that the general incrcase of idle funds
in banks contributed to ftheir unwillingness to retain the full amount of
postal savings funds that was alrcady on reiceposit,
Somewhat similar data for individual states were also examined, Charges

in the ratio of total reserves to required reserves of all member banks in
each state was compared with thce change in nostal savings funds on redeposite

Setween 1933 and 19%5, in 36 states where member banks in the nggregate

showed an increcase in their cxcess reserves, there was also a decrease in

http://fraser.stlouisfed.org/
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Table 9.--Ixcess Peserveg of Federal Reserve ilember Banks
and Proportion of Postal Savings Balances noit
Redeposited with Baniis, 1929-1670

nicess reserves Postal saviangs balances
of membor banks 1/ not redcposited 2/
Snlandar Ratio to Ratio to to%al
yoesr Amount total Amount postal savings
rescrves balances
(millions) (per ent) (millions) (percent)

1929 S 1.8 §eb 1549
1350 95 243 5 47
1971 £Y9 58 G5 15.7
1932 256 12,1 109 12,1
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19356 2,512 h1.9 1,117 8745

1/ Averag: of monthly averages of daily figures.

2/ At ond of years

Source: Anrual RPeport of the Soard g
o

Systenm, Lnnval Honorts
Rescrve Bullctins,

Governory

Postal Savings

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



- 32 -

vostal savings funds on redecposit 1/ arnd in 5 states where wember bank
reserves declined, ths awouant of postal savings funds on deposi. 1a banks
increcseds

The Provlem of Ivstal Savings Rates. The 24 percent rate of irseres?

that depository banks must pay for postal savings redeposits remained -
chonged witil 19%5 fo - banits in all states 2/« But ecarninzgs ratoes and the
available volumc of l.uans and investments on which these rates may be ch-
tained have variod widely from time to time, .from region to rogion, and from
banle to banke Similarly. thore hags bceen variation in the rate ¢f interegt

21d on time deposits of individuals, thus altering the competitive advantage
P 1 ’ & &

which banis may obtain from investing time deposits of individuals as com-
pared with investing mostal savings redopositse Some of the factors causing

thece variations arec local in character, others arc more basics

l/ The data refer to cxcess rescrves and poatal sovings redeposits for all
member banks in the aggregate in each states It is of coursc possible
that the banks with large cexcess rescrves form an entircly soparate
zroup from those banks which carry postal savings redeposits, so that
the changes in these two ltems arc independent of one another. However,
the condibtion of exccss reserves which the Roard of Governors of the
Federal Reserve System hos found to be almost mmiversal in 1936 nrobably
wos quite general in 19%5 also.

Further substantiation or disproof of the relationship involved
will depend upon whether or not an cventusl disapocarance of cxcess
reserves shall also be accompanicd by an increase in postal savings
redeposits with banks.

2/ For charnges under Banking Act of 1935, szc page 7, footnoic le
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The recent general decliine in interest rates and security yields of
various Xkinds is indiceted in Table 10. This decline has been reflected
in btoth income and expenses of cormercial barkse 3By 1936 the rate of
interest pald on time deposits by member banks in the sggregate hsd
declined to 1,6 percent, and average ratoc of gross interest and discount
carned to %42 porcent. While thce 2% percent payablc on postal savings
Geposits was thus below the average gross sarnings rate obtained on loans
and invegtments, it was apparently higher then banks were paying on time
coposits of individualse These data for momber banks arc supported hy the
replics to a gquustionnnire circulated by tho Americon Bankers Association

in the spring of 1936 to banlks in towns with postal savings offices. HMore

than thrcuo-fourths of the £,583%9 roplying banlms apovcarcd to be paying less

than 25 percent interest on savings depositse 1/

As a result of the decline in interest rates in rccent years there
hns becn a narvowing of tiac spread batweon posial savings rates and ratcs
paid by barks, as originally csitablishoed in 1210, 4% the time of the
origzinal nostal savings legislation, the rate paid by the System to its

devnusitors was about 1% percent below the average ratc paid by banks on tiue

’

and savings Geposits, wolle under the Act as amcnded in 1910 the cost at
shich bans could secure postal savings funds wos about 1 percoent below
that of other time and savines depositse aAlthough the Banking Act of 1935

provents postnl scavings depositors from obtaining a higher rate of interest

than the maximom prescribod for momber bavks, and also permits the redenosit

;/ aAmerican Banzers Association roport, paie 7.
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Table 10.--Various Statistics on Interest Rates -nd on Tarnings of lember Banks, 1029-103%%

v

Bond yields ! ctmtictioe
‘ Fates charged! est Fecoveries |Int, paid
Calendar U. S. {  Ihnicival Cornorate custoners i dlsc. and ! on previous | on tinme
year Treasury 1/'(7ijﬁ-§ru;e)§/ by banks E/ 1dive earned 5/ lorito-offs €l§ Ceposits
l Aan 3/ 1Baa 3/ ! Percent of loans und i(pcrcent)
(nercent) | invost | 7]
1928 3.33 405 k.55 551 5549 i 0,4 5.3
1929 3460 L, 27 573 5.90 .08 5.7 0.3 763
1930 3,28 .07 .55 5.90 5.3k Sl 0.7 3.
1951 3,31 5,02 4038 7.61 k.93 4,7 0.2 5.0
19%2 3,66 L, 65 5,01 9,30 5.29 .6 0.3 2,73
1533 %431 4,71 Lhky 7,76 Feik L1 Ok 2.6
1934 3.10 5495 400 6,32 .56 7.3 0.0 P
1935 2.70 1,18 3.0 5.75 4,20 3.3 pie 1470
1935 2,47 2,63 3.0 L, 77 536 3.2 1.5 1.6
1/ 8-12 issucs maturing or cailmble afs g vears, as niblishied by the Board of Sovernors of the Foloeral
Hecerve T
2/ 15 isstes tistics Comm:
3/ 30 issues, : v lood: stors Service,
E/ Wei gqtﬂd averasc f nrevs nz rates 'n 2 northern and costorr cities, excludirg New York, and 27
othern citics, isheod by the ZBoard of Governors of the Foleral Reserve Sysianm,
i/ C ',ct» as ratio of agrrogatesfor &L] member banks revorting; percantoges thoreforc represent large
Yo a grontor oxbont 2 ericnl imwortance would Justi

€/ Includcs mleo profits on sccuriti:

i
! . - .
T/ Ircl udes postal snvings redeposit

Source Ar“unl Rocort, Board of Governere »f the Federnl Rescerve Srsicom, 10
Ballotin for Junc 1537,
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of postal savings funds in membor banks below the 2% percent previously

reguired, these adjustments do ot restore the competitive position of

originally establishede WJow that excess reserves have been
meterially reduced and bank leoans are increaging, the time may come whon
individual banizs can agnin usc redeposits of postal savingse In such an
cevent the interest cost on these funds may become signilicant.

FTarnineges and Ixpenses of the Postal Savings System

As has already been pointed oat, the Postal Savings System was not set
wp as a lending agency or to maxe profits. Therefore, the principles
governing its operation differ inherently from thouse of banling, Details
of incore and expenditure are shown in Table 1l.

The princiosal sources of ilncome for postal savings have been interest
on redeposits in barks and on investments in U.5. obligations, the pro-
nortiong dipending largely on the distribution of funds between redeposits
and investment. With the exception of the yoars 1921-192% and 1935 to
the prescent (19%7), the major part of thGFSystesz income has been interest
on redeposits with banrlzse. The Postal Savings Act provided for payment of not
less than 2% percent interest on funds redeposited with banks; the Board
of Trustees early fixed this ratc at 2% percent, at which figure it has
since remained, with some exccptions. 1/ The recent docline of recdeposits

hos decrcascd the importance or this source of revenue to somewhat less than

onc-quarter of total income for the fiscal year ending June 1936. 4 minor

1/ The erceptions authorized by the Banlting act of 1935 are explained above.
Sec page 7 notel,
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and irregular source of income has been profit realized con the sale of
investmontse Sales were large in 1923 and 1924 whon much of tro post-war
holdisgs of Tiborty bonds was liguidated, and again in 1929, 1934, and 1937
vicn seenritieos wore sold to wo ot reglonal withdrawalc by depogitors,

zest ltenm in expeonditures has been intercst paid on deposit
baloncosy since 1920 “nig has ropresented from two-thirds to more thon four-

-

all cipondivurcse Tae Fostal Savings Act provides for payrerns of

ifths
interest to deposifors at the rate of 2 percont not compounded. 1/ Oporatin

-]

and overhecal cipoisos are low bhecause only o snall personncl is necded for

47

o~

the routine handling of deposits, and provisinsn is made for thc usc of part
tire scrvices of postal crployecs and of the post office buildings. 2/
Since the »process of redeposit and investment of balunces in sccurities
kas becn carcfully set forth aund safeguarded by regulations of the 3Board of
Trustoes, losses are virtually climinated, cxeept for minor awounts taat
may result from the investiawent portfolio and rrorm fire ard burglary.

The spread between thoe rate of interest paid on dopositors! balances
and the rates of interest roczivad o1 redoncsited funds and on funds invested
in governrent securities has boen sufficient to covor cxpeonscs and losses

each yeoar, and to realize a small net profit from operations (excluding

prefit realized from investuents), which in rccent yoars has varied fron

1/ The Bankirg Act of 1935 provided for a rate lower thon 2 percent in states

vhere banks were restricted to lower moziran rates on savings doposits
Therc are ot present (iny 1337) no s.ntes in which this is the cnse.

2/ Tac monner in which joiat costs of postal saV1ﬁgs and. other postal opcra-
tions are allocatod on tho accounts is nct knovn,
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V07 to UsHO of 1 percent of ucposit liabilitiese At insrequent intcivals,
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additional profit up to about $6,000,000 in a yenr has also been ebtnined from
sale of investments.l/ According to sece 2 of the rogulations as approved
by the Board of Trustccs in May 1916, net profits ar transfrrod cach yor to
the UeSe Treasury as a part of the revere from all post office operationse
Consequently, there is no surplus on the balance sheet analogous to that
accurmlated by private banking corporations. During the lb-year period
1920-~1935, a total of $2M,OO0,000, exclusive of profit realized on invest-
ments, appears to have been transferred to thoe Treasury under these regula-
tions., This amount may reflect in part inadequate charges for postal savings
cxpenses in instances where it is difficult to segregate thesce items from

sxpenses duo to other postal opcrations.

If the Postal Savings System is tg continuc to be self-gupporting,
it would seem that the nominal spread gﬂfg percent between the rate paid
depositors and the rate received from depository banizg should be maintained,
From 1929 to 1932, when most of postal savings funds were redeposited, the
interest received togother with income from bond investments covercd
expenses and loft an average annual net profit from operations (exclusive
of profit realized on investments) equal to 1/8 of 1 percent of the amount
due depositorse While average net profit during the ycars 193%3-1936 was
higher than this, about 1/2 of 1 percent, this increasc was due to the higher

yield on investments in U.S. securitics which were acquired by the System

as a result of the return by banks of their postal savings funds. The yield

1/ Until 1935 this profit has apparently been derived almost entirely from
liguidation of Liberty bvonds which were acguired in 1920 and 1921 at
a price below pare

Federal Reserve Bank of St. Louis



Digitized for FRASER

- 39 -
cn thagse investments averaged sonewaat over 7 vercent during these years,
so that the spread between the rate of interest paid and tlie average rate
of interest received on all Junds was larger than whor the major part of
the furds was on rodeposit with barks at 2% percent intereste If it 1s
to e anticipated that baris in the future will resumce their prectice of
accopting postal saviigs dcposits as they find more ountlets for their loan
finds, then assuring the preseat ratss of intercest will continue, an.mnl
nct wrofit for meostal savingzs moy be wxpocted to fall again to the levels
obteinsd in yoars waen suxe four-fifths of deposit balances werce rcedepositeds

Position of Pogtal Savings in the Banking Stiuvcturc

¥ocds Originally Intended %o Ee liet. In recont years the cuggestion

has come from several quartors that tac Postel Savings Systom should be
terminated or rigorously wmodificd and thal it is no longer serving the
purpcies and nceds for walchn it was establisheds One way of appraising

i - I

these sugaestions 1s to o o

in banking strictare

since 1210 wiich have modified the original nceds Jor a Postal Savings Systom.

To measure the importance o3 forces heninvd any important piece of
legislation is gonorally mcvnat difiicul dor sevoral years prior to

1910 thc posiznl savings gucstion was an lmportant one, and murcrous arguments

1

had beon advarceds Perhaps onc of tihce stroagcr forces behind the ultimate

pascage of the act wa Comoend for some sort of federal guarantee

()
%)
ks
o
]
-
4
O
.

who ow.iosed a Postal Sav

5

irgs Syctur or other grounds

of bonl: denos

wore willing to accopt it os o zubstitute for vwhat sorned to thom the more

wndesirnivle deoposit-uarantoe legislation,
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Of some weight alsoy since the floxible credit currency of the Pederal

Peserve Systom had not yet beon established, was the feoling that hoarding

of casgh in time of monetary stringency night be moderatced if a govermnent
depository could give soue assurance agninst suspensicn of pajzionts,
It wns also pointed cut thet despite the omistence of altout 23,700

banlzing offices (in 1910), thousands of towns, and villages in the United

States were without deposit facilitie

s}

; that a systert of pnstal savings
of fices would be a proper extension of government services in places not

reached by private enterprisce It was thought alse that this oystem mi Mt

£

encourage thrift ameng tae poor, and might nrovide a familiar and reassuring

savings depository for the foreign born population which had becn ccquainted

with the postal savings syatems of Turopean countrics.

Changcs in the Bankins Structure ard in Scope of Postal Saviicsse Since

1911, important changes have talken place in the banking structurc of the
United States which modify soize of the argunents advanced when the Postal
Savings Syster wos crenteds. The Fedcral EHeserve Systurm wos established in
191%, with the express intention of providing a flexible currency adequate
to offsct a drain of cash into hoarding in time of "monetary siringency',

Furthermorc, the zencral ceffect of

B AT

particularly that establighing thle Federal Deposit Insuronce Corpoiation

Tor toc insurance of hanl: deuposits, will be to rwderate furthor the odverse

£ o

cffcets of rding, and 30 $0 reduce thic nced for this particular sorvice

-

of tiw Postal Savings Systor Ingurance of bHanlt Ceposits as now catablished

has up to the proscent time provided corpluote sofety to smoll depositors in
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the najority of bauks of the countrys. Tris elimiuates another of the
gervices for which postal savings was esiablisheds loreover, any unusual

demands of banik depositors for cash can oe met more adeguately than in

the past becausc of the broader lending powers given Tederal Rusecrve
banlkse wnder the Banlting Act of 193%%,

oo

1 the other hard, the uesd for postal savings officcs, as indicated

@

.

ty the number of privately owncd barks, would scom to te greater in 1936
than it was in 1910, Sinecec 1910 the number cf commmunities in the United
States has increcascd but the nmuiber of bankirg offices g declinaed from
27,700 to about 19,000 at the end of 1536, Despite the fact that only a
small pronortion of all postal savings offices arc in bhankless comrunitics,
&

as shown in detall in the report of the American Baniters Asgsoclation, any

1 community with a post oiivice 1s always potentially able fo zet a postal

[}
ey
(..:

savings office if sufficiont "interest in postal savings' is showne 1/
M

There arce faciors which have tended to offset in part the effcet of

sincc 1910, One of these is the iaprove-

declinirg nwabcre of ba:

ment in transportation facilitics, chiefly the use of the automobile, which

in the case of some comrmnitics has reduced the need for a depository
institution in the immediate locality. Another factor has been the growth

of n mauber of alternative institutions for deposit ond investment of small
savings, wost of which are cocperative in naturc and designed to give the
sover considersble countrol over the uses to which Iis savings are put. During
the 1920%s bullding and loan associations grew rapidly; although losses and

v &

withdrawals were heavy during tho depression, assets of building and loan

1/ See UeSe Oftficial Postal Guide 1936, page 116, pare .
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agssociations, includiag federal savings and loan associations, totalled
atout 3£.900,000,000 at the end of 1935, of which <ver 50 percent represented
share deposits of individuals withdrawable on 30 or 00 day notice. Under

the Howe Loan Bank Act, building and loan associationg may become mer~bors

o7 tie Foteral Home Loan RBank: System ond may obtain subscriptions of

capital from the Homc Owners! Loan Corporatione. Savings and loan associations
way also be orgoniged now under federal charter., Industrisl and Moviig

Plan bpanks exist in many of the larger citics of the country, and either
covot cososites ddrecctly or scoll investriont certificates vhideh in eftfect
reprosont depositse  Croefit urlons, the srallest and rost Imtl b byo of
metusd Lot sage 1nstitutlons, ray now bé orgonized in any locality wndoer
Tedoral chartor with as fow us Tifty meomberse Sonme of the growth of thnse

savings and investment fucilities has doubtless occurred in comrmmities

which had no regular banking facilitiocs,

ot

Altaough these now non-benking institutions provide gursie-denonsi
facilities for individual savors, they involve also a cortain amount of
menagoment offort and risk of losse 1/ There rogular banking facilitios arc
not availablo--and this may ircliule many parts of the largest cities whore
the convenlent banks do anot euncourage smail accounts, as well as small

comrualties without barks-—tic postal savings office noy still be the only

depository whore small amounts may e accwiuloted without concern

of nanagement or loss, and without expensce to the depositors
Other barking dovelopments affecting operations of the Postal Savings

Systor have boen the declirirg irportarce during the depression of corwercial

1/ The ruuber of savings and Tona associations insured by tue Federsnl
o~ .

sur
Savings and Loan Ingurnice Corporation i1s still reolatively srall,
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loang in bank pertfolios, the growing imocrionce of invogtnenis as a major
scurce of iacone, anrd the accumulation of cixcess reserve fundse VWith an
increasing proportion of thoir asscis in thoe form of sscurities, it is

perinps to be expected that banks should be unwilling to accept postal

for further investment in securitics, porticularly when

the profit margin hag been substantially reducced as a result of the larsze

volune of funds secking invesitoonts Conscguently, the Postal Savings Syston
has been obliged to invest an increasing proportion of its deposits, os
provided by law, direcily in governnment dircet and guaranteed obligations.

4g the volwne of cormercial loans expands agein, and as additional types

oi loans ave developed succeuafully by banks, it may ve profitable for

corzxercial banks again to accopt on redepnsit the mnjor part of postal
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IHE REPORT OF THE AMERICAYN BANKERS ASSOCIATION

Scope of the Revort

The foreword of tl.e volume published by the Americarn Barkers Association 1/

oy
o)
lo]
N
=

ribes the purpose and scope of tie underteking:
Jamary 2%, 1937

"For some ye: e there has been an opinion prevaleni among
banizers that the Postal Savings System of the United States was in
competition with chartered banking institutionses This Ffecling has
been amplified since tiie advent of the Federal Deposit Insurance
Corporation, which provides deposit insurance for the individual
witii gsmall meansa

"The American Bankers Association, through its officers and
committees, has lLicrctofcore resisted attempts of Congress to cxtend
the competitive functions of the Postal Savings System, and in view
of recent changes in the banking structurc feels that it should re-
state its position with recpect to the Postal Savings Systeme To tuis
end the Committec on Banking Studies of the Association was directed
to undertake a factual survey of the Pogstal Savings System, inacmach
a8 such a survey has never been made neretofore.

"The report of the Board of Trustees of the Postal Savings System
dated January 3, 1930, submitted to the Seventy-Fourth Congress
(Second Session, Documcnt No. 327) covering statistics relative to
the Postal Savings System as of June 30, 1935, was used as a basis
for this factual survey.

"The Committee has analyzed the facts as presented in the aforo-
mentioned report of the Board of Trustees, It also studied prior
reports of the Board of Trustees of the Postal Savings Systens Tho
Committee contacted by questionnaire every bank located in a town
wnere postal savings facllities werc available, and received replies
from more than 10,000 bankse

"This study was submitted to the Administ
American Bankers Associlation on DGCGFbPT 7, 1§
Administrative Committece, after having approve
the following resolution:

0, and approveds Th
he report, adopted

Q;\JJ
ot -

l/iThe American Bankers ASSﬁletlon, "The Postal Savings System of the United
States," {New York, 193%7). Hereafter this publlcat on is rcferred to
as the "report" of the American Bankers Association.
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"1That Congress De asked to amend the Postal Savings
Act to empower and direct the Board of Trustees of the
Postal Savings System, by flexibility in rates and other-
wise to bring the administration of the System again within
the purpose governing its establishment, namely, to furnish
supplementary and non-competitive savings facilities.!

"It is hoped that this factual study of the Postal Savings Sysg-
tem of the United States will contribute in some way to a better under-
stonding of the functions of the System, to the end that the Postal

Savings System will be made supplemcntal to, rather than remain in
competition with, chartered institutions,

tive officers, I take pleasure in making this study available.

The table of contents of the Associationts

"As President of the Association, and on behalf of its execu~

Yours very truly,

Tomn Xe Smith, President."

study conveys further informos

tion as to the gcneral scope of their material:
"Chapter Page
Foreword 5
I, iovement for the Establishment of a Postal Savings
' System in the United States 7
II, Pragmotic and Economic Arguments for and against a
Postal Savings System 9
ITI, The Postal Savings Depository Act of 1910 15
IV, Amendments to the Postal Savings Act of 1910 2l
Appendix to Chapter I to IV, inclusive 23
Ve Present Status of the Postal Savings System 31
VIe Present Status of the Banking Systom 55
VII, In Summation b7
VIil. Development of the Survey by Means of a Questionnaire 59
IX. Postal Savings Act (and Other Postul Savings
' Legislation) g1
Xe Financial Statement of the Postal Savings System in
the United States as of June 30, 1935 3G
XI. Maps, Graphs, and Tabulations for the United States
and the Individusl States (alphabetically arranged) 91
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Conclusions or "Findings"

The conclusions of the study are brought together in a summary chapter
(pages 67-68) in the form of four "findings" exhibiting "the digressions in
the operation of the Postal Savings System from the principles underlying
its establishmente" In brief, these findings are:

(1) Postal savings depositories generally are not
ostablished in bankless communities,

(2) The Postal Savings System is in direct competition
with banks,

(3) The disposition of the postal savings funds is not
that planned by the Congress.

(4) T™he savings facilities offered by banks today are
more adequate than in 1910,

Each of the findings is supported by several points of "evidence" drawn
from the supporting mass of statistical data and other information,

Interpretation of Principles Underlying System

The American Bankers Association study was made primarily with a view
to determining whether or not the objectives of the original legislation
are met in the Postal Savings System as it operates today. In some important
respects the System is treated without adequate recognition of the influences
of post-war banking difficulties and the recent easy money situation, Justi-
fication of the System from the peint of view of the present financial
structure of the country, in a broad sense, is also considered only
indirectly.

It is usually difficult to evaluate the importance of forces behind any

plece of legislation, The Postal Savings Act is no exception. The American
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Bankers Association has gone behind the purpose, as stated in the opening
section of the Act, "tu establish postal zavings depositories for depositing
savings at interest witu the security of the Government for rezaymwent thereof
and for other purposes" and has interpreted the discussion irside and oube
side Congress which preceded passage of the legislation,

Four princirptes of the original legislation are set forth in the
Amorican Bankers Assoc.ation reporti

le To furnish bankless commnities with savings facili-ies,

2o To operate the System as o supploment to banks and not in
competition with then.

%s To redeposit, insofar as possible, the funds received
hrough the Postal Savings System in barks located in
the same commmuniiies where the funds originated.

4, To guarantec the safcty of the savings of the individaal
with small means.

The Assoclationts interpretations of the four objectives underlying
the original postal savings legislation are in scme aspects mutually ine
consistent,s The two principles "to furnish bankless communities with
savings facilities", and "to operate the System as a supplemeant to banks and
not in competition with them", are interpreted to mean that postal savings
offices should not have been established in bask towns; this strict intoer-
protoation conflicts, however, with the requirement "ito redeposit, insofar
as possible, the funds received thaough the Postal Savings System in banlks
located in the same communities where the fndn originateds® lore thon 1/5
of the total number, or 1,544 postal savings offizes, are locoted in bankless
communities, If all postal savings offices were in commmmities without banks,

redeposit in local bauks would never be possivle,
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The principle "to guarantee the gafety of savings of the individual
with small meansﬂ is also inconsistent with the interpretation given to
other principles., The principle itself appears to be a rephrasing of another
statcenent in the report concerning objectives of the legislation--~‘one was the
dearth of baunks with savings facilities, particularly in the South and Wost;
the other was the lack of confidence in the safety of the then-existing
depositories." But if postal savings is to guarantee the safety of savinzs
in commmnities in whick there is ancertainty as to the safety of banks,
it is necessary that postal savings offices be estoblished in those banking
commumities, The existence of postal saviangs offices in bark towns is there-
fore not necessarily inconsistent with the original reasons for establishing
the Systeom, In fact, much of the growth in postal savings since 1929 when
the number of postal savings offices incroased from 6,000 %0 7,300 and
deposits grew from $150,000,000 to $1,200,000,000 resulted directly from lack
of confidence in the safety of banking institutionse

Detailed Comment on Findingzs of tie dAmerican Benxers Association Keport

In the following pages there are comments on the detalls of the American
Bankers Assoclation study as presented in brief form in their summary chavter,
pages 67-68, In that chapter the Americon Rankers Association states first
its interpretation of the principles underlying the establishment of the
Postal Savings System, Tiis is followed by various points of evidence cited
to support the Assocliation's findings that tiue present operation of the
Systom digresses from these principles, There appear below the points of
evidence, as stated in the Amorican Barkers Association report, Taese

points are shown on the left side of the page and on the right appear

comments and criticisms by tie Boardls staff.
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Anericonl Bonkers Association Findings an
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idence on Findine
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Finding., "Postal Savings devositories generally are

Evidence "(a) 7.6 per cent of the postal savings
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not established in talless commmnities daspite
the fact that the aim of the Postal Savings Act
was to furnish such communities with savings
facilitieg,”

2

depository offices arc in bank towns,

1{b) ”%e bqncle s cormunities served by
postal savings depesitories are, in 23 per cent
f the ocages, within 15 miles from 2 bank town.

)
2
)
)
)
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Tnig information sugzest
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e nc demand for such facil
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Anericor Bonkers Associntion Findinrs and Evideaco Corment of FEo-rdls Staff

Tvidence ~n Firdine #1 {Continued)

"(d) Therc are 33%,262 bankless comrmnities is shown in the table below, 25,368 of the
whick have posgst offices, “hich, theoreforc, nrc balless cormrmunities referred te sra the fourth-class
iOuClLlWl depositories. Yot, of ithig mmbor, only post office towvns discussed in the proceding poin
1,f4ﬁ or i 6 ner cant of the total rumber, are
rostnel savings depesitory offilces, Tumber nnd »ronort

T -
Class of qutal N, Ho. Bankless tovms with
nost 'of towns | without nﬁstnl savings
office [in clnss a band Mumber ! Percent

6 6 100
174 120 65

—
=
O RJT N

NN
= O
D

G0

;
A A
= 24907 i ce 23 1 W
111 classes 5,29 33,062 1,544 "3
;/ Snurce:  Anerican Banlkers Associatiosn Zeport, pages
Yt ~nd 46, Clnsses of post offices are officially
a atad nccording to the gross annual posinl
receipts from sale of stamps, money order, and other
nostal supnlies: $40,000 and abave, First Classs
$2,000 to $40,000, Sccond Class;$1,500 tc 32,000,
Third Class; under $1,500, Fourth Class.

¢ shows that all first and scernd clasg

g hibd ies which have no bank arc fairly well-—

abnut 70 pGTCmit~—D‘OVidOd i t nostal sovings office
tal savings of t-r bankcless third class

ost office towns is rather small, nbout 30 poreent,

U)

Se

.

In Pennsylvania, for ”ﬁl‘ the tobles
Arrericnn Banlers Association revort show thnt
cl

oot
ass post off

]
. T A
ice tomm s, 52 2nad posinl
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American Bankers Aseociation Findings and Fvidence

Evidence on FTindine #1 (Continued)

"(e) In all classos of vpost off‘ic

cs, the
nercentage of nostal sovings depositeries which
are in Jank torms is:
95,14 por cont of the first-class post offices
95.5 per coent of tho sceond-class post offices
£7.1 ner cont of the third-class nnst offices
12,0 per cent of thie fourth-closs nost offices”
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Comment of Bcard's Staff

s while 168 wore without cav:n
Thie coverage by postal san s be 10m
1 states. A smecial *aoulauloﬂ nas hHeenr
etermine the =zverage vopulation of the 3rd ciass
ffice towns in this stabe

Of all %rd class post offive tovms, 155 wers pro-
vided with postal savlngs oftices, and 70 percent of
these ranged in povulation from 200 to 1,800, with an
average of about 1,000, O ' '~ remain.ag 356 Zrd class
towvns without postal savings offices, 70 percent ranged
in oonulﬂ+1nn from 100 to 1,100 with an average popu-
lation of szbeut 600, 1

Thus, in Penngylvania, the 3pd class vost office
torms without postsl savings ore on the average less
than two-thirds as large in population ns those with
pnetal eavines, ~nd are nnt mach Iarger than the faarih
clegs tomms proviously diccussed., If thiese resulis arc
tVD10°1 of other stntes, they suggest that postal sav-

ings dopoeitories may alrendy have beon csiabliched in

~4
3
@]
]
jon]
D
[&n
7

most of the small commanitics that reall;
ie

ings facilit

This evidence relates more dlicctly to possible com—

petition of nostal savings with banks, which i the subjec

of Pinding #2,

1/ In this tobualat ionit vas not forsible o dishingzuich
betweon tovne with banks and these without banks,
The 356 torng without mostal savings
include 1C% which wero nlso witheut a bank ns well
as 122 vhich hnd one or more banks.

- 14 -



American Bankers Association Findines and Evidence Comment of Board'ls Staff

o ohi
2]

in dir
act that one
assage of the

ect coui-

d g

2
of the princinles upon which the pa
Postal Savinvs Act was conditioned was that the
1

Systen be supplemental rathier than comwetiiive

in nature,"

Evidence "(a) By locating nostal savings denositories tatistics on the extent to winich vpostal savings
in bonls *ow g, the Fostal Savings SV~+om ig com- derositorics are lccated in bank towns are presented in
i ks for savings accountis, the evidence under F .

finding 1. 1thoush offices thus
locatcd may ceonpete Wit t cql banks for devositors,
tsd from lack of conli-

such commeiition may have ros
T

fi-o

o~

dence in the safcty of

ifficuiting of the depresd on,

'1 ies in recent years occurred during
= di
7,30C offices as compared with 7,10C in
i

This ig trve alsc of the amount s on do
before tne depression, aggregatc post
ta were only nbout $150,000,000, The
00C,C00 in these deposits in the ye
arly associated with a Joss of cont

A

AYS
-1 Y Ty i ~a
banks Purtuor ””Oﬂ*‘ unv1m-s &

can also be raised vh@ther there was roal
mles prior tr 1936 vhe
1c for redennglt in Doz

WAS n0+ in excogs of what th
roaltors,
of interost oz
mich are below the naximm gpecl
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Anerizan Bankers Association Findings ~nd Evidence Comment of Bonrd'!s Staff

<t

Tridence nn Finding #2 (Continued)

rezuiantion nav mnk it nore ccstly for bard
denosits vin the Postal Savings Systen thu
individunl dc_c? to

‘TSR\

Refore 1933 over 80 percent of ~11 mostal savings

dopocits were t?pi“f1LJ rads sposited with benks., (Far
. \) .

ninor exceptiosns, scc Part I, page 24) In reality,

1008, &
thoarefore, the Pogtnl Savings Systern hns beeon operantinz
ag an agency for collecting savings dopoeits for ths
banks, Since 19?3, it is true, thi lationship

has nnt workod out r. the spmh Wa

s re
n, for mach of the
cposit with the

The averasc dewvosit acc s
, ; . 1 -
sten hag variocd qchv 919 nebrre

FR
en 3300 and 3500
erository hanls, on

thae o hns ari cd frcm acous 325,000 to nboat
$120, he exception of the years 1921-1G23,

Thus : Savings Sreton, ns o~ sumplenentnl cnle
leoction AE02 hns saved each depository Dank con-
siderab aping expense by naking a cerbaln anount
of deun a?milaﬁle as one larze account, rather than

as soveral hundrod snall accounts,.

() The sintistics available point to the r7 be readily that =rith o ﬂo"“enﬂ ne
conclusion that the forcign born mombers of this anount of inolgration in
countryls population are usirg private banking acclinatian to our custo
ingtitutions, and it is belisved, therefsre, is no longer as 1ntortﬂ
thnt the goverment savings systen is not nec— the ne tr for postal
essary for then, ’ irmmor in wns
a nis e snfe
alnns revaler
tha ds
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Arericon Bankecrs Association Pindings and Evidenco
Tvidence on Findinge #2 (Continmed)
f{c) While originally wnostal savinzs devos
hore internst at o rate }% woer cent

vaid by Doanks on savings acce ﬁts, now they b
intercest ot o rate equol

by the najority of banks,
ings System bids for savings accouwnts
with banks, Moreover,
savings account has bsen

raised, more of an in-

dividnal'tls funds can he aen051ted in these vpostal

savings accounte,"
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1nwer than that
ar

¥

to or highor than thp+ nnif
and tious, the Postal Sav-
in competition
gsince the maximim of a »nosial

Comment of Beoardls stafr

The statement sbout interest rates is in the nmair
correci, Howover, tiae resulis of the Anerican Tarnkers
Association questionnaire to banks chows that in earlvy
19%6 only 2 mercent of the &,%39 renlyinz banke paid
loss than 2 percent infterest on thelr savings deposits,
which is the rate paid depositers in the Postal Savinze
Syster,

It might appear that tre ~oximum doosoit nllowed,

82,500, is now an important Tac
situation bncauso in recent yea
1r9 ho“so agsocl ulo:s have

-

the competitive
s many barkq qu clear—
i

such s Sl,OOO.

akened the competitive wouAtion of hanks as comnm cd
71th vostal savings, For the action was ususlliy - T~
*ﬂko“ to ale

forostall the added expeonsce connacted wi
bhonlz funds,



American Bankers Association Findings

Tviderce on FPindirg #3
Finding, "The digvositicn of the mpostal savings funde
is ngt that plenned By the Congress which
gstablished the System,”

jé2]
]
]

X

of th it with bonks in
the s ich are in the
major tion of the funds
recei sitories 1s ro-
dones braks, The veason Tor this shnabe
of fa that:
"Many barks are not able to ne
s Tunde beesuse the intere
then ia mors them
age of the funds;
upervisery authorities
7ill n crriit the

"Mhntever the lkudu, the gtriking fnct is
that of the §1,23£,000,000 of assets in the
Postal Savines Systen, nnly $%85,000,000 ~re
on depesit in barks, while $777,7C0,000 are
invested in govornnent seccuritics,M
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Comnent of Boardls Siaff

The growth in recent vears of larec
all barks

talances in virtunlly

avernse carniny rates obiained on

have caused banics to return their
denosits to the Systom, This sitw
for thie nmost part since 1937, and
savings fundg in devository bmk

currentlr, By Moy 1,
banks had been

"QB‘,

k)
groatly r\dac X5}
e

CXCLSS YOSOrvVes
and the 1ow
loans and invostnents
stal savings
untinn hnas dovelonped

To-

reserve renuirenents, If the average rates of interest

carncd by banks on thelr lonns and investnents incrense,

the present situciinn with respect to postal sarings 1

reanS“sits noy nnt enontinuo, i i Nl
I

The linitations imposed by state supervisory

Aauthorities on the maxirmn rate of intercst paynble

b7 stnate banks and btrusht companics and therefore nalional

onnks nay work to elinminnte postal savings redeposits in

guch stnbos, This situntion, however, could be act

witheut legislation since tle Banking Act cof 1 f

ized the Board of Trustees of the Postal Savine

Lo rofonasit funds in mermber banks ab rates not

of those proscribed by the Roard of Governors of ihe

Feloral Reserve Syston {and therefore nnt in oxcess of

the rates allowed by state satharitics). There nmight

however De a practical impeldiment to this arrmgenent

baenx the rate pnid to denosibors in the Postal Savincs

Syeton is fixed nt 2 percent exceopt vhere nearty nombor

banks are restricted to a lower rate by resulntion of tho

Baard of Covernnrsg of the Fodorsl Regorve Systan, or by

gtnte authoritics, In order that the Pogial Savings Syster

nay have a norgin left with vhich to pay its adnministrative



American Bankers Association Findings and Evidence Comment of Bogrd!s Staff

Tvidence on Tinding #3 (Continued)

and operating ewxpenses, it must gener 1y receive mos .
than 2 percent on 1ts redeposits with banks,
Evidence on Finding #i
Finding. "The savings facilities offered by bahls
today arc more adcquate than in 1910."
Ividence "(a) In 1910, less th~ HO per cont of Although figures with rosmect to the actual pro-
the national banks reported savings devosits, portion of banks which rer~ried =avin:o: demosits in
1935, &3 per cernt of the national Lankg nad 1810 are not reliable, it may rcadily be conceded thab
savings departments. Tiils increase in savings the pronortion was not as great as toaqy. On the other
facilities is attested to by the increase of 700 hand, it is significant to nste tkal there nre at present
per cent, since 1310, in the number of savings about 5,000 fewer bmking officos than in 1910, when
depositors in national banks, ~nd By the increase there were about 2M,OOO~
of 1,000 per cont in the amount on deposit in
savinzs accomnts in rnetional banks, Althouzi nony nntional banks in 1910 did ret have !
regularly organized savings depnriments nr system of b
pagss~on0xs, the smnll comnercial account frrequontly 1

received some interest allowance and probably some part
of such deposits in coffect constituted savings bwlances.
For oxamnlo, the rate of interest peid on "domand dat
subject to chieck" by all reporting banxs averagzed 2. ﬁ%
norcent, and in only one state (Arlzonﬁ) was the averace
rate on this itype of account for state and national banks
less than 2 percent, the postal savings level, Even

hizher ratos of interest wore pnid on "damand certificates
of deposit," the avernge fer the Tnited States being 3.18
arcent, On time certificates of deonncsit, bamks pald on

the averaze 3.79 percernt. These rates dn unt differ groatly
TOn tqe averare rate of 3,68 vercent prid by honks on
Wgavincs depositel, 1/

L)

s u—*d

1/ Sourcc: Annual Repori of the Cormytroellier of the
Currency, 1910, Laces 7 and [07-777.
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American Bankers Assocliation Findines and Evidernce
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Banker Opinion as Shown by American Bankers Association Questionnaire

As a part of the American Bankers Association study, a survey w.as
made by questiouaire of banker opinion for all banks located in towns having
postal savings depositories in 1935. Ten questions were asked concerning
the snlicnt aspects of their relations with postal savings; on certain points
supplemental questions were later asked, The questionnalire was sent to
10,796 banks, and repli.s were received from 10,024 banks, of which some
9,500 asccept savings deposits. Some of the results are sumnarized belowe

Of a totol of &,857 replying banks, 4,049 banks, or 45 percent, stated
that competition of postal savinrs with the banks was Ya serious matier in
our community." 1/

Replics to other questions, however, failed to indicate a clear cause
of competitione It did not, for example, appear to result from a difference
in the rates of interest paid depositors, for only 818 or § perceat of §,8539
replying bonks paid less than 2 percent interest on their savings deposits,
which is the rate paid depositors in the Postal Savings System. In fact
over 35 percent of the banks reported that they vaid 2 1/4 percent or more, 2/

The competition discloscd by the questionnaire did not appear to be duc
to direct efforts of postal savings to gain nccounts, for 7,961 or 85 percent

of 8,399 banks stated that the local post ofiice was meking either no effort

or only nominal efforts to increase postal savings accountse.3/ Significant

l/isee ansvers to Question #2 of the questiocnnaire, page 73 of the report.

g/ See answers to Question #1 of tne questionnalire, poge 72 of the report. For
banks paylng interest at o zliding scale according to the lenzth of
time funds were on depcsit, the maximum rate vas used.

3/ See answers to Question #%, pose Tl
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also is the fact that come of the few banks which stated that postal savings
offices were making "strenuous" efforts specified that these efforts were
confined to "advertisements, circulars and posters" which "merely contain
statements as to the benefits of thrifth. Morecover,. €ome banks said they
were "referring to the circularization of the Government issue of 'baby!
vonds." 1/

Banks which were paying depositors a lower rate than that offered by
the Postal Savings System were asked whether the losz of accounts had been
substantial or negligible. p/ Out of 3,663 banks replying 3/, 2,776 or 76
percent said the loss of accounts had been "negligiblel,

0f 5,400 answering banks, 3,152 or 58 percent stated that the competition
of postal savings could be climinated by reducing the rate of interest paid
postal savings depositors to 1 percent. A totnl of 1,321 banks or 20 percent
thouzht this rate might be 1 1/2 perceat. 4/

Ouly 3,007 banks out of &,692 held postal savings funds on deposite OFf
the banks with postal savings redeposits 92 percent said that these accounts
were stable, not active, Asked for a "fair rate" of intereccet for banks to
pay on postal saviangs funds, 2,079 out of 5,707 banks answercd 1 percent;
1,531 others said 1 1/2 percent, Thus about two-thirds of the banks favor

from 1 percent to 1 1/2 nercent. i/

1/ Sce answers to Questions #2 and #4 of the supplemental questionnaire,
pages 72 and Th.

2/ Sec Question #10, paze 79.

1/ Siace only $18 of the banks renlying to Question #1 stated that they werc
paying less than 2 perceat intercst, one might have anticipated that
o more than 81§ banks would have answercd Question #10 concerning
postal savings conmpetition. From this point of view the majority of
the 3,063 replics to this question may inave no siznificance.

See answers to Question #3b, pace THe
5/ Se¢ answers to Questions #35, 7, and 8, pages To=T7.
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Furither Facts and Considerations Supvlied
by the Board's Staff

The following paragraphs are supplied by the 3oardls staff with reference
to the place of the Postal Savings System 1n the financial siructure of the
country and the problem occasioned by the rates pald to postal savings
deposgitors as compared with the rates which banits are reguired to pay on

funds

postal savings/redeposited with them,

Place of Postal Savines in Financial Structure of the fountrye There are

a variety of institutions in the United States other than banks which per-
form one or both of the functions of accenting deposits for safekeeping and
making loans. The Postal Savings System is one of these institutlions. It
comprises about 7,000 individual officeg throughout the country under the
supervision of a single agency. Cperations witnh the public are confined
chiefly to the acceptance of deposit® within a maximmm limit of $2,500 for
each depositor., Total deposits in pestal savings offices at the end of
1936 were $1,260,000,000 in comparison with $53, 701,000,000 of deposits
(exclusive of interbank deposits) in all dhankse

Was

(]

The development of postal savings operations te their presont scal
almost entirely a result of the acute banikias difficulties during the de-
pressions In 1929, there were 5,000 offices, avout 400,000 depositors and
only about $150,000,000 of depositse. By June 30, 193%, the number of depositors
had increased by nearly 2,000,000 and the deposits by $1,000,000,000,

Prior teo 1333 most of the postal savings funds were redeposited in banls,

On these large postal savings accounts the depository banks paid 2 1/2 percent

intercst, of which 2 percent was passcd on to individual depositors in the
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Postal Savings System and 1/2 vercent was retainced by the System to cover
expensese The recent situation in which only a small proportion of postal
savings funds 1s on deposit in banks has developed since 1633, During this

period depository banks have turned bacik to postal savings offices a large

on

proportion of postal savings redeposits, and according to law these funds have
been invested in government securities, This action is attributablc not

so much to the interest cost of such funds as to the large amount of idle
banking funds and the inability of banks to find a profitable use for thems

There appears to be no precise criterion for determining how indispensable
the Postal Savings System may bee For many individusl depositors, it is quite
Possibly a matter of indifference whother they patr ze the postal saviags
office, a building and loan associaticn, a bank or some similar institution;
for others the need or preference for postal savings may be so strong that
if the System were abelished tlheir savings would be kept in the home,

A more complete discussion of the dovelopments in postal savinzs Oporie
tions during recent years, and of tie place of the Systenm in the financial
structure of the country, appears in Part I above, which 1s sunmarized on

pages 1-”_).

The Problom of Ratese In its report, the Aduinistrative Committee of

the American Bankers Association recommended o more flexlidle rate structure,
in order that the System may "furnish supplementary and noncormpetitive savings
facilities, e postal savings deposit rates cppear to be the most important

element of competition which the Systen presents to private panking instifues

tionS.
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The Postal Savings Act requires taat deposits in postal cavings offices
be ofvered for redeposit to banis in the sume or most conveniént cormmumitiess
The intercst rates provided by thls Act as smerdud prior to 1935, and by
regulation of the Board of Trustees of the Postal Savings System, have bedn
2 percent vaid on deporitors! balances and 2 1/2 percent received on re-
deprosits acceptes »y beks, At the time of the original legislation the
rate paid by the System to its depositors was about 1 1/2 percent below *the
rate paid by bauks on time and savings deposits, wnile under the Postal Savings
Act, as nmended in 1916. the cost at which banls could secure postal savings
funds was about 1 percent below that of other time and savings depositse

During vhe recent period of extreordinarily low money rates, the ratcs
of interest paid on depositsg in banks have declined sharply. Furthoermore,
maximum rates have been prescribed for time and savings deposits by federal
and state supervisory authorities., Since February 1, 1935 member banke have
not been allowed to pay more than 2 1/2 percent on time deposits payable in
6 months or more, on savings deposits and on postal savings funds deposited
in banks on time. In some states the maximum rates of intcrest payatle have
been set below 2 1/2 percent; these lower rates 2pply to national as well
to state banks, Many banks of coursec are actually paring interest at rotes
below tne allowed maxinmime

The Banking Act of 1935 prevides that the interest paid on deposits in
postal savings offices snall not exceed the muxianu prescribed for menber
banks in the same or nearest locality., This prevents postal savings depositors

from obtaining a higher rate of interest than the maximur prescribed for non-

member as well as for member bankse The Barkirg Act of 1335 provides also
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that vostal savings depositories "may dewosit funds on time in member banis
of the Federal Reserve System subject too..tine resulations of the Soard of
Qovernors.. with respect to the navment of time deposits and inverest thereon',
This permits the redeposit of vogtal savings funds in mewber banls below

the 2 1/2 percent wreviously required under the TFostal Savings Act snd rogu—
lationse Bubt this provi ion apparently does not apply to the redepesit of
postal savinge funds in nonmembor State banls; and even for renosrs, it makes

nissive rathier than

et

the offering of postal savings fvnds at lower rates pery
mandstorye

These adjustments in the Banking Act of 1935 do not restore the coipeti-
tive position of the banlis as originally estallished in 1910 and 191o, In
other words, banlis no longer pay their depositors interest at a rate 1 1/2
percent above that paid by the Postal Savings System, nor can banks sccure
postul savings funds at an interest cost lower than thoat whick they pey for
other savings and time deposits,

However, since 1633 the relative cost of postal savirngs funds to banks
has been almost o matter of indifference, becanre wntil recently the banks
have nad large amcunts of idle finds. How tlat excess reserves have boon
meterinlly reduced and bank loans are increasing, the time may well come

when individual vanks can again use deposits or postal savings, In such a

s

situaticn the interest cost on these funds noy hecome importante In anticie
pation of this, it appcers that the Administrative Committee of the Armerica

RBankers Agsociation is justified in recommending a more flexible rate

structure for the Postal Savings Systeti
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