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THE BANKING SITUATION AND DEPOSIT INSURANCE

By Homer Jones

I* Growth in Deposits»

The most obvious thing that has happened to the banking system in 

the last decade as it affects the FDIC is the great increase in bank 

deposits* Total deposits of insured banks have quadrupled in 11 years* 

They amounted to $1+0 billion at the end of 193b and to nearly $160 

billion at the end of 19i+5* A major part of this increase in deposits 

has occurred during the last five years*

The amount of deposits covered under the $5*000 maximum insurance 

of the Corporation has also shown a striking growth* In 193b about 

116 billion of deposits were covered, while as of the end of 191+5 we 

estimate that 966 billion of deposits come within the -5*000 insurance 

limit* Our recently completed survey of insured deposits shows several 

interesting changes that have taken place in the distribution of deposits 

in recent years*

The number of accounts in insured banks increased substantially 

between I9I+I and I9I4.5* The increase was from 70 million accounts to 

92 million* Large numbers of individuals who before 191+1 had not kept 

an account with a bank opened savings or checking accounts when their 

liquid funds accumulated*
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While the number of accounts in insured banks was increasing, 

the proportion of accounts fully protected declined* In the Fall of 

I9I4.5 almost l$> of the accounts were in excess of 05#000 as compared 

with 2/o in 19Ul# The number of accounts of more than '”'5,000 increased 

by 1507£ during the four years, while the number of accounts under A5,000 
increased by only 30̂ * Wage earners, farmers, and small retailers 

accumulated larger balances as a result of the sharp increase in their 

incomes accompanied by shortages of consumers’ goods and other restrict

ions upon spending imposed by the war* Many accounts which before the 

war were under 05,000 grew to exceed that amount# Other accounts in 

excess of *5,000 in 19I4I increased to still greater size# However, 

the growth in deposits was widely diffused among individual depositors 

and much of the increase went to swell the balances of relatively small

depositors# The average size of accounts of *5,000 or less in all in

sured banks rose from ■'','̂OQ in 19Î+1 to *552 in 19 +̂5# an increase of

79̂ , whereas the average size of accounts of more than .'”'5,000 declined

moderately#

Despite the fact that a smaller proportion of depositors ie- 

fully protected, the 5,000 maximum insurance for each depositor now 

covers a larger proportion of the total dollar volume of deposits than 

before the war# The higher proportion of total dollar volume of de

posits now covered is due chiefly to the substantial increase in the 

average size of accounts of under •”.5,000, and to the decline in the 

average size of accounts of more than *5,000#
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The growth of deposits has a profound effect upon deposit insurance, 

on the one hand because of the increase in the amount of risk and on the 

other hand because of the resulting increase in assessments. The amount 

of assessments has increased in direct relation to the increase in the 

total volume of deposits. However, the total funds of the Corporation 

have not increased so rapidly as have the deposits of insured banks.

II. Summary of FDIC Operations»

The capital and surplus of the FDIC on December J>1, 19^5» reached 

0929 billion. This amount represents 6/lOths of 1% of the deposits of 

all insured banks* The ratio has been declining steadily during the war 

and is now at the lowest point in the Corporations history. The peak 

ratio was 8/lOths of 1% at the end of 1938*

On December 31, 19k5, there were 17 banks, each with deposits in 

excess of the total funds of the Corporation. The deposits of each of- 

7 banks exceeded the total resources of the Corporation plus its maximum 

borrowing power. The present resources of the Corporation are exceeded by 

the total deposits less government securities and cash of each of 3 honks.

The total capital and surplus of the Corporation at the end of 19^5 

was made up of $289 million of capital stock originally provided, and $61+0 

million of surplus accumulated during the twelve years of the Corporation's 

existence. Since the beginning of deposit insurance on January 1, 193U* 

total income has amounted to $713 million, of which $56U million came from 

assessments on insured banks, and $ll}9 million from the return on invest

ments and miscellaneous income. During the 12 year period total expenses• 

and deposit insurance losses have amounted to $73 million.
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Ill FDIC Activities to Protect Depositors»

During the boom and prosperity of the war, demands upon the Cor

poration for aid in protecting depositors in weak or insolvent banks have 

tapered off almost to the vanishing point* In I9b3, 5 insured banks re

quired aid from the Corporation, while in 19Ü+ there were only 2 such 

cases, and in 191+5 only 1* However, I think it is not generally recog

nized to what extent the FDIC has been called upon to aid weak or insol

vent banks during the entire period of its existence. Since January 1, 

193Ì1-, 398 insured banks have required assistance by the Corporation# It 

is indeed a tribute to the worth of deposit insurance and to tho confi

dence of the public in it that the activities of the Corporation to pro

tect depositors have occasioned little or no consciousness on tho part 

of the public that there have been banking difficulties or bonk failures 

since 1933. During the last 12 years the Corporation has disbursed $300 

million to protect depositors in the 398 insured banks which closed or 

which were merged because of their weak condition#

There are two ways in which the Corporation provides protection 

for depositors. First, the claims of depositors in insured banks 

are met directly when a bank is placed in receivership# Second, in 

1935 the law was amended to provide for financial aid by tho Corporation 

to permit the merger of a v̂eak bank with another insured bank with

out recourse to receivership# In such a consolidation, acceptable 

assets of the merging bank are transferred to the absorbing bank, 

while the Corporation makes available enough cash so that the value
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of the acceptable assets plus cash equals the amount of the liabilities 

which the absorbing bank assumes* In extending financial aid in this 

manner, the Corporation may either make a loan secured by assets of one 

or both of the banks or it may purchase assets from them. The use of 

this provision of law protects all the deposits in the weak bank; it ‘fchttii- 

eliminates fear and uncertainty on the part of depositors both large and 

small* It also permits continuity of banking services with a minimum 

disruption to the business life of the community involved* Furthermore, 

tho Corporation is not restricted in liquidating the assets it has ac

quired in the process of facilitating a merger as is the receiver of a 

closed bank* Such assets may be held until their sale will not upset 

the economic stability of tho communities, and until they can be liquidated 

advantageously from the standpoint of the deposit insurance fund* Conse

quently, the procedure of making advances to facilitate a merger provides 

in many ways a more flexible method of liquidating the affairs of an in

solvent bank than does placing-it in a receivership.

Total . .¿KLgbursements have amounted to $3®® million since January 1, 

1931+* These disbursements have afforded protection to all of the 039® 

million of deposits in the 153 banks which were merged; and to most of 

the *110  million of deposits in the 2I4.5 insured banks which went into 

receivership*

The Corporation has now recovered a large portion of the disburse

ments which it has made for the protection of depositors* The widespread 

economic prosperity of the past ten years has afforded a good opportunity
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for a favorable record during this period* By December I9h5 the 

Corporation had recovered $253 million* Additional recoveries were 

expected to amount to $15 million* This would leave a net loss- of 

$32 million on the total disbursements of $300 million*

IV* Bank Capital*

The amount of the capital funds of the insured banks is a matter 

of primary concern to the Federal Deposit Insurance Corporation* For 

more than 100 years bank supervisory laws and bank supervision itself 

have been concerned that an adequate amount of bank funds should be 

supplied by owners as contrasted with depositors* Several decades ago 

there developed a. tradition that generally spooking the capital of a 

bank should hot bo less than 10$ of its total funds* To a considerable 

extent bank supervisors attempted to enforce such a minimum ratio.

With the enormous expansion of total bank assets and deposits inci 

dent to this war, ary crude application of the 10$ rule was suspended* 

There seems little likelihood that bank deposits will revert to their 

prewar levels* and the question arises whether it would bo good public 

policy to require such increases in bank capital as to restore capital 

ratios to their old level, or whether some new standard or standards 

should be developed* New standards might simply take the form of 

establishing a required minimum,ratio of capital to total funds at some 

new level* On the other herd, some entirely different ratio, such as 

a ratio of capital funds to assets other than cash and government obli

gations, might be e.deopted*
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It should he recognized that this problem of capital ratio standards 

is of great interest to the bankers as well as to the depositors and the 

general public. Maintenance of a really significant private investment 

in the banking system is necessary in order to insure the perpetuation 

of a private enterprise banking system. Sound bankers and bankers who 

have the long run interests of the system at heart will want to be pro

tected from the ill effects which might come to the system from the attempts 

of some small minority of the bankers to do business on a shoe string.

V. Role of FDIC in Present Period.

The present period is not one of numerous bank failures, and few 

recoveries on our losses are yet to be collected} nevertheless, the FDIC 

is a major factor in the economic structure of the country, since it facil

itates the maintenance of stability of our banking system. I hope that 

the time will never come when the FDIC will have to engage in making wide

spread disbursements to a great number of depositors. If such a time 

comes, these payments will be an indication that the country has failed 

in its attempt to maintain stable employment and a high level of business 

activity# However, it is our duty to recognize the possibility that if 

the country does not meet its problems in a manner which is adjusted to 

changing conditions, days of business depression and bank failures may 

again come upon us# It is to the interest of the FDIC and of the bankers 

whom it represents to cooperate in securing the adoption of policies which 

will make it unnecessary for the Corporation ever to bo faced with a bank

ing catastrophe such as that of the early 1930*s.
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VI* Inflation*

Because of the close relation between general economic conditions 

and the success of deposit insurance, the Corporation needs to be con

cerned with those great public issues involved in shifting from a war

time to a peacetime economy* without either on the one hand crashing into 

a deep economic depression, or, on the other hand, experiencing a disrupt* 

tive inflation. As the war drew to a close and ended, there seemed to be 

a prevailing opinion that the great danger was one of unemployment, declin

ing income and business failure. In large measure those fears have proved 

as yet to be unfounded* General opinion has come to believe that the 

chief economic danger is one of inflation rather than of deflation. It 

has come to be recognized that the public is in possession of large 

volumes of liquid funds, and there is a tremendous demand for goods and 

that the immediate problem is one of inadequate production or excessive 

demand rather than of unemployment. One of the great problems for tho 

time being is to limit tho liquid funds of the public so long as the 

funds which the public stands roady to spend exceed the possible supply 

of goods*

TTe are all interested in what role the banks should play in the 

high level of business activity which apparently will prevail during the 

next few months and possibly several years. Every banker would, of course, 

like to engage actively in the financing of business. Ho would like to 

increase his volume of loans and see those loans bear a remunerative 

rate of interest# However, it is my opinion that from the standpoint of 

the general welfare of the banking system and of business generally an
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exponsion of bonk loans in tho near future unmatched by a decline in 

security holdings would be detrimental. Businesses and tho general pub

lic already have in their hands liquid funds of an amount adequate to 

maintain prosperity for a long time. Expansion of bank loans through the 

creation of additional bank credit would simply add to the demand for a 

limited supply of goods and services and would lead to inflation. To the 

extent that individuals and businesses do not have sufficient funds for 

their purposes, the general interest requires that they be financed by 

loans out of savings or by equity financing.

During the past 10 months business loans have increased something 

like 30^. This process bids fair, to continue. If the bankers of the 

country wish to avoid inflation, they will attempt to get the monetary 

and fiscal authorities to take stops to prevent any further creation of 

bank credit. Individual bankers should, of course, continue to make 

sound loans to tho extent of their capacity but they should attempt to 

have conditions created whereby neither the banks nor tho Government, nor 

any governmental agency, will for the time being contribute to credit in

flation.

It is not my intention to develop in any detail the steps which 

should be taken to prevent further credit expansion* You all know that 

they involve a balanced Federal budget and effective limitation of bank 

reserves. The bankers of this country will be contributing to tho health 

of our economic system and to the survival of free enterprise banking 

if they demand that the Government create conditions such that there will 

be no net expansion of credit until the supply of goods and services in
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This country has caught up with tho demand* rre need a better sens© of 
timing as to when credit extensions have a good economic effect and when 

they have a bad effect. Tfo need to recognize that the long-run interests 

of private banking in the United States depend upon the exercise by a 

central authority of a control of credit expansion.

From what I have just aaid you will know that I am not in sympathy 

with the current tendency for bankers to be proud of the recent growth of 

their institutions* Some note with satisfaction the rise of deposits and 
total footings to amounts never before reached* It seems to give a great 

deal of pleasure to some bankers who formerly had .*¡1+00,000 of deposits to 

observe that they now g,re Ma million dollar bank”. In most cases this 

is not a growth of bank deposits but a part of the general inflation of 

bank deposits. Tho bank which has grown relatively to the total banking 

system or to his neighbor may derive some justifiable satisfaction from 

this situation* But on tho average it is a mistake for bankers to feel 
that they have accomplished anything by participating in this general 

inflation of bank deposits. Tho rise may have been necessary in whole 

or in part and I believe that in tho future we will see no reversion 

to the deposit levels of the past. However, tho development is not a 

sign of health or progress in itself and may well be looked upon by the 

banker as at best a matter of indifference and possibly ns a necessary evil 

In conclusion it may be of interest to say a word about the banking 
situation in Wisconsin. You have experienced a growth of deposits sub

stantially greater than that for'the country as a whole* From the end
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of 19i4.0 to the end of 19^5* your deposits increased 178% compared with 

about 13h/° for the entire country» There seems little likelihood that 

the deposits of .the country will decline in the near future, and indeed 

they may continue to increase# If total bank deposits were to romain at 

their present level, but the deposits of Wisconsin were to reassume their 

prewar relation to the national total, a substantial decline would result 

in this state* I cannot, however, see any factors which would cause such 

a reversion in the near future*
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