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Tos Board of Governors

March 24, 1938

From: Mr, Goldexweiser

Attached is a copy of o memorandum on the relation of the banks
to the railroad problem hurriedly prepared in response to a request
made of me by Commissioner Mahaffie of the Interstate Commerce Commission
for available informetion on this subjeet, The memorandum presents an
onalysis of information assembled from call reports and examination
reports by the Board's Divisions of Bank Operations and of Examinations
ond at our request by the Federal Reserve Banks of Boston, New York,
Philadelphia, Cleveland, and Chicago, and by the Federal Dcposit Ine
surance Corporation,

In addition to aggrogate figures taken from call reports showing
for various groups of banks holdings of railroad bonds, capital funds,
and total assets, analysis was made of data for individual banks showing
ratios between book values of railroad bond holdings and capital and
ratios of depreciation on railroad bonds,

The principal conclusion of the memorandum is that a permanent
reveluction of railroad bonds at anbout the present level of market prices
should not result in a widesprecad wave of bank failures, but that it would
couse trouble for a considerable number of country banks, member and non=-
member, in the northern cnd castorn distriets and for mutual savings banks,
The cxact number of banks that would be in difficulty could not be determined
without an annlysis of the "nct sound" capital position of the banks holding
large amounts of railroad bonds oand of the quality of the bonds hold, Such

an analysis would requirc much more timc than was available to us,
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STRICTLY CONFIDENTIAL

March 21, 1938

RELLTION OF THE BANKS TO THE RAILROAD PROBLEM

Summary
Since the banks of the country hold about one-sixth of the outstanding

bonds of the railroads, the level of prices of railroad bonds is of great
importance to the banking system, In view of the fact that railroad bonds
comprise only three percent of the total assets of the banks, however, a
readjustment in railrocd bond prices would not have an important effect on
the position of the great majority of banks, Some banks, however, largely
concentrated in the northern and eastern States, would be considerably
affected, It appears that a permonent rendjustment in railroad bond values
could be made without resulting in a broad wave of bank failures, but that

a number of banks in some sections of the country might be seriously affected,
This conclusion is bascd on the assumption of a reasonable decline in raile
road bonds, rather than o severe collapse, temporary or otherwise, and makes
no allowance for possible effects on other bond values,

The ratio of railroad bonds to total assets and to capital of banks
varies considercbly among different types of banks and also geographieally,
The roatio to copital is a more significant indication of how banks may be
affected by declines in railroad bond values, This ratio, based on book
values, is slightly over 10 percent for central reserve and reserve city
member banks and for country banks in the southern and western States, while
for country bonks in the northern ond eastern States it is genernlly more

than 30 percent, and for mutual savings banks omounts to about 75 percent,
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Over a third of the country banks in the northern ond castern States hold
railroad bonds amounting to more than 50 percent of their capital, and
about & percent of them have bond holdings which exceed their capital funds,
A survey of a number of the reports of bank examinations made in
recent months indicates that there has been an average depreciation from
book value of about 20 percent in the railroad bond holdings of banks,
This is somewhat less than the decline that has occurred during the past
year in market prices of railroad bonds, This decline has varied from
15 to 50 percent for the different grades of bonds, Some of the factors
causing this difference are discussed in this memorandum, the principal
on¢ presumably being that the banks carry bonds on their books at prices
lower than the high market prices of last year, Further declines in rail=
road bond prices are likely to be more fully reflected in the value of the

banks® holdings,
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Nature of the problem

To estimate the effect on the position of the banks of the country
of any broad readjustment in the financial structure of the railroads
requires an analysis (1) of the amount of railroad bonds held by the
banks, (2) of the quality of sueh bonds held, (3) of the effect on the
capital position of banks of any substantial decline in the price of
railroad bonds, and (4) of the effect on the earning position of banks
of any reduction in interest payments on railroad obligations, Only a
limited amount of the information needed to provide answers to these
questions is readily availoble and most of thot is in the form of aggre-
gates by groups of banks, 4L proper approisal of the problem requires ine
formation by individual banks, Such information as was immediately availeble
to throw light on the problem is presented in this memorandum,

The amount of railroad securities held by banks

The banks of the country hold about one=sixth of all the railroad
bonds outstanding, As shown in Table I, banks for which figures are avail=
able hold over $2,000,000,000 of railroad bonds, The total amount of suoch
bonds held by investors other than railroads is in the neighborhood of
$12,000,000,000, Of the more than $2,000,000,000 of railroad bonds held
by banks, member banks of the Federal Reserve System hold nearly $900,=
000,000, nommember insured banks about $250,000,000, and mutual savings
banks close to $1,000,000,000, Table I does not include figures for private
banks or for uninsured commercinl banks, which form a relatively small part

of the banking structure,

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



Strictly Confidantial

-4 -

TABLE I, BANK HOLDINGS OF RAILROAD SECURITIES AND
RELATION TO CAPITAL FUNDS AND TOTAL ASSETS
December 31, 1937*

(Amounts in millions of dollars)

Holdings Ratio of railroad
of Capital| Total securities to
railroad | funds |assets | Capital Total
securities funds assets
(percent)|(percent)

Member banks of the

Federal Reserve System = total 886 5,371 46,785 16,5 1.9
Central reserve city banks B
New York City 165 1,606 12,721 10,3 1,3
Chicago 20 266 2,906 7.9 0,7
Reserve city banks 203 1,735 16,825 11,7 1,2
Country banks
In & northern and eastern districts 433 1,220 9,344 35,5 4,6
In 7 southern and western districts 64 555 4,989 11,6 1,3
Nonmember insured banks - total 246 1,057 7,417 23,3 3,3
In 16 northern and eastern States 214 674 4,623 31,7 4,6
In 32 southern and western States 32 £83 2,794 8,4 1,2
Mutusl savings banks in
6 northeastern States 327 1,226 10,277 75,6 9,0
Tatal 2,059 7,854 64,478 26,9 362

Explanation of items in table is given on attached sheet,

* Except as noted in explanation for nonmember insured banks and mutual savings
banks,
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EXPLANATION OF ITEMS IN TABLE I,

Railroad securities -~ Figures include primarily railroad bonds,
although in a few cases some stocks may be included,

Capital funds ~ This item for member and for nonmember insured
banks includes aggregete book value of capital stock, capital notes
and debentures, surplus, undivided profits, reserves for contingencies,
reserves for stock dividends on common stock, and retirement fund for
preferred stock and/or capital notes and debentures. For mutual savings
banks it includes aggrogate book value of surplus and reservos,

Total assets = Figurcs for mutual savings banks represent total
of capitel funds and deposits, which approximatcs the figure for total
assots,

Country member banks « Five northern and eastern Federal Reserve
districts for which separate totals are given include the districts
of Boston, New York, Philadelphie, Clcveland, and Chicago, Seven
southern and western districts include the rest of United States,

Nonmember insurod banks - All figures are for June 30, 1937, &as
figures for Deccombor 31, 1987 are not yet available, The figurcs
for the two dates probably would differ but slightly, The 16 northern
and oastern Statecs for which sepnrate totals are shown cover approximately
the some territory as the five northern and castern Federal Reserve dise
tricts, Thesc States are Maine, New Hompshire, Vermont, Massachusetts,
Connecticut, Rhode Island, New York, New Jersey, Pemnsylvania, Delaware,
Ohio, Michigan, Indiana, Illinois, Wisconsin, and Iowa,

Mutual savings banks - The 6 northeastern States covered are Maine,
Massachusotts, Rhode 1sland, Connecticut, New York, Pemnsylvania, Mutual
sovings banks in these Statos hold about 90 percent of doposits in all
mutual scvings banks in the United States, Figures are as of June 30,
1937 for Ponnsylvania and October 30, 1937 for Massachusctts, Other
figures aro as of Dccember 31, 1937,
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Railroad bonds comprise a relatively small part of the total assets
of commercial banks, being 2 percent in the case of member banks and 3
percent in the case of nonmember insured banks, Mutual savings banks,
however, hold about 9 percent of their total assets in the form of rail=-
road bonds, At city banks reilroad bonds comprise only about one percent
of total assets,

There is a marked geographical variation in the relative amounts of
railroad bonds held by banks, Banks in the northern and eastern districts
-~ Boston, New York, Philadelphia, Cleveland, and Chicego == hold much
larger amounts of railroad bonds relative to their total assets than do
banks in the southern and western distriets, So=called country banks
among the members of the Federal Reserve System in the five northern and
eastern Federal Reserve districts and nommember insured banks in the corres=
ponding reogions hold on the average nearly 5 percent of their assets in the
form of railroad bonds, As previously stated, mutual savings banks which
are largely in the northeastern States hold 9 percent of their asscts in
railroad bonds,

Holdings of railroad bonds by reserve city and country member banks
in each of the Foderal Reserve districts are shown in Table II, It will be
noted that country banks in the St, Louis and Minneapolis districts also
hold substential amounts of railroad securities in reclation to capital, al-
though not as much as in banks in the more eastern districts, Member banks
in Oregon and Washington, in the San Francisco Fedoral Rcserve distriet, also
have relatively largec railroad bond holdings,

In view of this geographical concentration of holdings of railroad bonds
by banks an analysis of tho effect of the railroad situation upon the position
of banks may be limited to a study of the situation in the northern and eastern

sections of the country,
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MEMBER BANK HOLDINGS OF RAILROAD BONDS

IN RELATION TO CAPITAL, BY FEDERAL RESERVE DISTRICTS
December 31, 1937

(Amounts in millions of dollars)

Federal Reserve

Central reserve and
reserve city banks

Country banks

district Railroad| Capital Ratio |Railroad] Capital Retio
bonds nccount |(percent)| bonds account |(percent)
1, Boston 7 170 4,3 56 215 26,2
2, New York 179 1,661 10,7 144 364 39,6
3, Philadelphia 46 197 23,5 124 299 41,5
4, Cleveland 39 338 11,6 62 188 32,8
5, Richmond 11 90 11,8 14 112 12,2
6, Atlanta 8 87 8,8 6 86 6.6
7, Chicago 37 393 9¢5 47 154 30,6
8, St,Louis 6 89 Te 2 18 72 22,3
9, Minneapolis 4 45 9,7 17 67 24,7
10, Kansas City 11 94 11,6 4 74 5.1
11, Dallas 2 78 2,3 2 77 2,0
12, Son Francisco 38 352 10,7 7 87 10,7
Total 388 3,596 10,8 498 1,775 28,0
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Bank holdings of railroad securities in relation to capital

The ability of banks to absorb a substantial decline of a permanent
nature in the vwalues of railroad seeurities depends in large part upon
the capital position of the banks holding these securities, In Table I
it will be seen that the railroad securities holdings of member banks
amounted to 16 percent of their capital funds, being close to 10 percent
for central reserve and reserve city banks and for country banks in the
southern and western districts and about 35 percent for country banks in
the five northern and eastern districts, Nonmember insured banks in the
northern and eastern sections of the country also hold railroad obligations
amounting to over 30 percent of their capital funds,while mutual savings
banks hold such obligations amounting to about 75 percent of their aggregate
surplus and reserves, a figure which represents the margin of their assets
over deposit liebilities as do the capital funds of stock banks,

Analysis of individual member banks in northern and eastern districts

It is not possible in a short time to make a detalled enalysis of the
capital position of all banks holding substantial amounts of railroad securi=
ties but in order to provide a partial answer to this question figures have
been compiled showing the ratio of the book value of railroad securities
held and the book value of all capital funds of each member bank in the
five northern and eastern Federal Reserve districts, i,e, the Federal Re=
serve districts of Boston, New York, Philadelphia, Cleveland, and Chicago.

A summary of these figures is presented in Table III which gives a distribu-
tion of banks according to the percentage of their railroad bond holdings

to their capitel funds,
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TABLE III, RELATION OF RAILROAD BOND HOLDINGS TO CAPITAL OF MEMBER BANKS
IN FIVE NORTHERN AND EASTERN FEDERAL RESERVE DI STRICTS
December 31, 1937 1/

(Amounts in millions of dollars)

Ratio of Central reserve and Country banks
railroad bonds reserve city banks
to capital Namber | Reilroad| Capital Vb IRailroad | Capital
(percent) ba:ks bonds account ba;ks bonds account
Under 10 90 $ 60,2 $1,859,7 636 $ 10,3 $ 246,6
10 = 20 35 56, 6 336,0 360 27,3 180, 0
20 -~ 30 23 35,9 145,9 379 46,1 184,5
30 = 40 27 58,8 170,7 352 48,7 144,2
40 -« 50 11 18,0 40,9 323 54,5 122,7
50 - 60 13 82,2 148,9 242 48,1 87,6
60 - 70 2 o4 .6 201 41,6 64,5
70 - 80 3 1.2 1,6 160 47,8 64,8
80 « 90 - - - 106 31,1 36,6
90 =100 - - - 77 23,5 25,0
Over 100 - - - 141 51,6 42,6
Total 204 $313,3 $2,704,3 2,977 $430,6 $1,199,1

l/ Largely because some of the figures for Chicago district relate to
March 7, 1938, the totals in this table do not agree with those
given in Teble I for country banks in these districts,
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The table shows that of the reserve city banks in these districts
60 percent hold railroad securities amounting to less than 20 percent
of their capital funds and less than 10 percent hold such securities in
amounts eoxcceding 50 pereent of capital funds, Among country banks, on
the other hand, only a third hold railroad securities in amounts of less
than 20 percent of capital funds and about the some number hold such
securities in amounts excecding 50 percent of capital funds, Holdings of
railroad securities exceoded 100 porcent of capital funds in neearly 5
percent of the banks, The 1,000 country banks with the smaller amounts
of railroad obligations are of larger size and account for over 35 percent
of the copital funds of all country banks in these districts, while the
920 banks with railroad securities exceeding 50 percent of capital have
little over a fourth of the total capital,

It should be considered that all of these computations are bascd on
book wvoluecs and no allowonce is made for deprceiation or appreciation that
has occurred in morket values but for which the banks! books have not been
adjusted, This is discussed in a later seetion,

It might be assumed that those banks holding railroad securities
amounting to over 100 percent of capital funds would be seriously injured
by any permanent dccline in wolue of railroad bonds and many of those having
50 percent of capital in such bonds might be placed in a difficult position,*
The number in the former group is small, but that in the latter may be

sufficient to be of considerablc importance in a number of communities,

* To determine more precisely thc number of banpks that might be in a serious
or difficult position would require an analysis of the "sound" capital
position of individual banks and of the quality of the bonds held by
each of them, Time did not permit such an analysis for the purposes
of this momorandum,
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Although it was not possible in a short time to make a careful
check of the existing capital position of these banks in relation to
total assets, a brief survey of the avaeilable reports of examinations
made since October 1, 1937, and of member State banks in all distriets,
and of national banks in the New York district indicate that the capital
positions of banks holding relatively large amounts of railroad obliga-
tions did not differ substantially from the average for nll member banks,
Of the 600 national banks in the New York Federal Reserve district, nearly
250 hold railroad bonds smounting to more than 50 percent of capital funds,
The aveiloble data for 200 of these banks indicate that cbout two-thirds
had ratios of capital to total assets of 12 percent or more, based on
book values, The average for nll member banks in the New York district
and in the country is close to 12 percent, Of these 200 banks, 20 had
ratios of capital to asscts of less than 10 percent, and most of the 20,
it may be observed, hand relatively large omounts of railroad bonds in
reclation to capital, It would appear that thesc banks, which comprise
about 3 pcrcent of 8ll national banks in that distriet, are in a particu-
larly vulncrable position with respecet to the railroad situation,

It should bc considercd that these comparisons arc based on book
values of capitel and of assots, without allowonce for some of the depre=-
ciation thet has rceently occurred in values of assets or in somec cases
of cppreeiantion, In casc theore should be a more or less permanent deeline
in railroad bond valucs, it follows that banks holding relatively large
amounts of railroad bonds, unless they arc bonds of the highest grades,
will require an adjustment in their capital positions to allow for such

depreciationg
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Analysis of nonmember banks in eastern Statcs

No comprehcnsive data for individual nonmember banks are avoil-
ablo, but the Fedoral Deposit Insurance Corporation has kindly supplied
us with ratios of railroad bond holdings to capital account on June 30,
1937, for each nonmember insurced bank in thc States of New York, New
Jersey, and Delaware, A tabulation of thosc figures is given in Table IV,
It indicates that nonmember insurcd banks in these States are in about
the somc position as member country banks in the samec Statos, About 26
porcont of all banks in the group held railroad bonds amounting to less
than 20 percent of capitel, whilc about 40 percent of them with 30 percent
of the total capital hcld such bonds amounting to over B0 percent of capital
funds, and im the case of cbout 7 percent railroad bond holdings exceeded

capital funds,

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



Strictly Confidential

TABLE IV, RELATION OF RAILROAD BOND HOLDINGS TO
CAPITAL OF NONMEMBER INSURED BANKS IN NEW YORK,
NEW JERSEY, AND DELAWARE

it M IR
capital (perccnt) banks
(In thousands of dollars)
Below 10 46 1,604 48,570
10 = 20 24 2,223 14,328
20 = 30 29 3,100 12,521
30 « 40 42 8,082 22,926
40 - 50 32 9,802 21,731
50 = 60 28 7,463 13,794
60 - 70 27 8,334 13,446
70 « 80 20 5,432 7,327
80 « 90 11 3,722 4,427
90 =100 14 9,217 9,807
100 and over 22 5,275 4,106
Total 295 64,354 172,983
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Member banks in southern and western districts

Aggregate figures given in Table I indicate that banks in the
southern and western Federal Reserve di;tricts hold much smaller
amounts of railroad bonds than those in the northern and eastern dis=
tricts, Largely for this reason no complete detailed analysis of
individual member banks was made of the former districts, An analysis
was made of State member banks, for which figures are available in
Washington, and the results are given in Table V, These indicate
that 248 of the 405 State member "country" banks in these districts
hold no railroad bonds at all and that only 24 of these banks had such
bonds in excess of 50 percent of capital, It seems that in general the
railroad problem is not of serious coneern to the banks in those regions,
although in some sections roilroad security holdings are larger than

the average for the region,
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TABLE V, RELATION OF RATILROAD BOND HOLDINGS TO CAPITAL
OF MEMBER BANKS IN SEVEN SOUTEERN AND WESTERN FEDERAL
RESERVE DISTRICTS

(Amounts in millions of dollars)

Ratio of railroad Reserve city banks Country benks
Ezg§:a§° Nuﬁger Reilroad | Capital Nu??er Railroad | Capital
(pe}cent) banks bonds account banks bonds account
None 9 .o 11,4 248 e 26,1
Under 10 19 3.3 50, 4 59 1,4 28,4
10 = 20 9 4,2 33,7 37 2,2 14,8
20 - 30 6 15,3 60,9 22 1,3 5,0
30 = 40 3 3,7 11,9 8 0,7 2,2
40 - 50 1/ 1/ 1/ 7 0,9 1.9
50 = 60 oo .o oe 12 1,4 2,5
60 = 70 oo .o - 5 1,3 1,9
70 « 80 .o .o oo 3 0.2 0,2
Over 80 1/ 1/ 1/ 4 0.8 0,7
Total 1/ 48 1/ 29,0 1/171,2 405 10.1 83.9

l/'Where only one bank falls in a group it is included in the total but not
shown separately,
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Bank earnings from railroad securities

It may be estimated that the railroad securities held by member
banks yield them roughly $40,000,000 of interest and dividend income
per year or about 3 percent of the gross earnings and 10 percent of
the net current earnings of the year 1936.* This amount, of course,
does not give any recognition to the influence of capital gains or
losses on such securities, As would be expected from the distribution
of the securities, the proportion of income which is estimated to accrue
in the several Federal Reserve districts varies considerably as a pro=
portion of net current earnings, In the Philadelphia Federal Reserve
district estimated earnings from railroad securities were about one=-
quarter of net current earnings, while in the Boston, New York, Cleveland,
and Mimneapolis districts the proportions were about one-eighth, In the
othor districts the proportion was less than 10 percent and in several
it wos less thon five, The carnings from railroad securities would appear
to be a somewhat grecater proportion of the carnings of nonmember insured
banks, and most certainly a substantial sourceo of revenuc for the mutual

savings banks,

* The year 1936 is not a wholly satisfactory base for compatrison since
both gross and nct current carnings are considerably below pre-
depression levels but it is the lecast unsatisfactory of the
rccont ycars, Figurcs for 1937 are not yet available,
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Railrond bond pricos

Railroad bonds have recently been selling near their average
levels of 1932, the low year of the depression so far as bond prices
were concerned, The Dow=Jones average of "high=-grade" rail bond prices
is still well above the 1932 level, but the Dow=Jones average of "second=
grade" rail bond prices has been lower than the 1932 average since the
first of this year, The Standard Statistics average of 20 railroad bond
prices, which represents a grade of quality intermediate betweén the two
Dowe=Jdones indexes, was equal to its 1932 level in February and has since
declined below that level,

After a steady recovery throughout most of 1935 and 1936, railroad
bond prices reached their highs for the recovery in January, 1937, Many
bonds, especially those of better quality, were at or above par at this
time, Beginning in October, 1937, a sharp decline has been in progress
which was interrupted only temporarily in December,

By the middle of March railroad bond prices werec 20-50 percent below
the highs reached in early 1937 end 10~40 percent below the average in 1934
1935, The lesser mcasures of decline relate to highegrode rails, the greater
measurcs to "second-gradc" bonds,

Depreociation shown on bank holdings of railroad bonds

The averagec depreciation shown by a samplc of momber banks oxemined since
the first of October, on their railroad bonds, is about 15 percent, When
the banks cxamined are grouped by month in which the examination was made it
is found that the average dcpreciation was about 6 percont in October, 14

percent in November and Decomber, and 19 percent in Jonuary and Fobruary,
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Declines of bond prices from their highs were 10«25 percent in October,
10=35 percent in November and December and 15=40 percent in January and
February, depending upon gquality of the bond,

The fact that depreciation from book value on the banks! holdings weas
ncarer to the smaller limits of these ranges of price decline than to the
upper limits, does not necessarily mcan that bank holdings are predominantly
in the best grade of rails, but probably indicates that the book values at
which bonds were carried were not as great as the high prices of early 1937,
cither becausc the bonds might have been purchased before or after the market
reached its top or -- if the bonds were purchased some time ago at around
por == beeausc their book valuc had alrcady been written down in part, It
is probable that both quality of holdings and the book values ot which they
arc carricd affect thesc comparisons between deprcciction and price declines,

that banks? holdings are not prodominantly of the lower grades, and that

book wvalucs are generally less than par or at least less than the high wvalues
of corly 1937,

Rangc of variation in depreciation on railrocd bonds at individual banks

A quick survey of recsults of cxaminotion reports of a sample of State
membor banks in thc five northern and eastern districts and of national
bonks in the Now York and Philadelphia districts indicates that there is
no goncral differonce botween the quality of holdings of those banks which
hove rclatively large amounts of railroand bonds and those with smaller amounts
in proportion to capital funds,

About half ¢the  banks examined showed depreciation less than the
avoragc, About 10 percent of them had deprceiation of about twice the

average -~ that is, depreciation corresponding to lower=-grade bonds,
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Defaulted bonds are apparently not an important factor in holdings,
In the Philadelphia district 218 national bonks with railroad bond holdings
greater than 50 percent of their capital funds held only 4 percent of their
rail holdings in dcfaulted securities, as measurcd by book value.

Probable effect of further price declines upon value of banks! holdings
of railroad bonds

A further declinc of raoilroad bond prices say to 30~60 percent below
the 1937 highs (as compared with the losses of 20-50 percent registered
by the middle of March) would probably result in the avernge depreciation
on banks! rail holdings rcaching something like 35 percent of present book
value, or about twice the deprecintion shown in January and February., The
basis for this estimate is shown in Toble VI, in which the figures are in
terms of cstimated par voalues, According to thesc estimetes the average
depreciation whieh would be shown for the middle of March would be about
256 percent, A further decline of 10 points in bond prices from the mide-
March level would mean an incrcasc of more than one=third in the depreciation
on ronilroad bonds held by banks,

Although average deprcciation in such a situction would be about 35
percent, a number of banks, perhaps about 10 percent of them, would then show
depreciation of as much as 50-60 percent, Since only about onc~third of
"country”" member banks and insured nommember banks in the northern and
castern districts hold railroesd bonds amounting to 50 percent or more of
their capital funds, and since there is no marked variation between deprecia-
tion ratios of banks with large and small holdings, it appcars that fewer than
5 perecont of country banks in the north and east would have more than 30 per-
cent of their capital wiped out if it were necessary to takc losses on their

holdings at the depresscd level under consideration,
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TABLE VI, COMPARISON OF RAILROAD BOND PRICES
AND DEPRECIATION SHOWN BY BANKS
( AVERAGES)
High-grade “Secon@-grade" Average
roils rails
Par valuc 100 100 100
liarket prices, January 1937 113 95 104
Estimnted book value
of banks! holdings 100 90 95
October 1937:
Market prices 106 70 88
Deprceiation on banks! holdings
Computed +6 (appr, ) 20 7
Aetual cee o 6
Novcember=-Decomber 1937:
Markct prices 103 62 823
Depreciation on banks! holdings
Computed +3 (appr.) 28 123
Actual Y XY} 14
January=February 1938:
Market prices 99 56 773
Depreciation on banks! holdings
Computed 1 34 175
Actual so e sen 19
March 18, 1938:
Market prices 92 47 695
Depreciation on banks' holdings
Computed 8 43 25%
Assumed decline of 30=60 percent
below January 1937:
Market prices 79 38 58%
Depreciation on banks! holdings
Computed 21 52 363

¥ote,==Prices shown are those of the Dow=Jones averages,
average book value are little better than guesses,
are at all accurate, the degree of correspondence shown between computed

average depreciation and actual depreciation as shown by examination

The estimates of

If these guesses

reports, indicates that bank holdings of reailroad bonds are fairly

evenly distributed botween high-grade and "second-grade,”

The examination

reports used in deriving actual average deprociation ratios were those
of n samplc of Statc momber banks in 5 eastern districts and of national
banks in the New York district, covering altogether about 350 banks holding

roilroad securitics,
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