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BANK SUSPENSIONS, 1892-1935
CHAPTER I
INTRODUCTION AND SUMMARY
Introduction

More than 13,500 banks with deposits of nearly $8,000,000,000
suspended operations on account of financial difficulties in the 13 years
ended in 1933. About 7,800 of them with deposits of $6,000,000,000 closed
in a period of slightly more than three years ——- from the beginning of
1930 up to and including the banking holiday in March 1933. Large as these
figures are, they do not fully measure the extent of banking difficulties
experienced during this period because many banks which were not technically
classed as suspensions were reorganized through waiver of deposits. Local
and finally State banking holidays were declared and vaiious emergency
measures were adopted to permit distressed banks to adjust their affairs
without the intervention of receivership, but in spite of these measures
banking difficulties became greatly intensified and culminated in the
netional banking holidsy declared by the President on March 6, 1933, Between
4,500 and 5,000 banks were not permitted to reopen following the holiday, of
which more than 2,100 were eventually placed in liquidation or receivership.

Because of the lack of essential data and of the fact that meny

of the banks that suspended during recent years are sti}l in process of
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liquidation, it is impossible as yet to determine definitely the azmount
lost to depositors by reason of this volume of bank failures, Nor is it
possible to measure the inconvenience, indirect losses znd paralyzing
effect on business in generel caused by the withholding in suspended banks
of depositors' funds, even though ultimately in the liquidation process a
air percentage of return may be realized. It has been estimatedl/, how-
ever, that depositors of suspended banks sustained losses during the period
1865 to 1934 of about $3,400,000,000, of which amount nearly $3,150,000,000
wes lost in banks that closed during the years 1921 - 1933.
In the following chapters bank suspensions are analyzed in some

detail by periods, geographic divisions, classes and sizes of banks, etc.
In addition, available data =2re presented on losses sustained by depositors

and stockholders and expenses of liquidation, followed by e general state-
ment of causes underlying bank suspensions. Loans made by the Heconstruc-

tion Finance Corporation to open and closed bhanks and purchases of capital

obligations of banks by the Corporation are also discussed briefly in

Chepter IV,

1/ Estimate prepered by the Federal Deposit Insurance Corporation.
(See Table 33 >f the 1934 Annual Report »f the Federal Depisit
Insurance Corporatiom.)
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Summary

The principal points brought out in the following ccmpilations
and enalyses are:

1. During the nine-year period 1921 - 1929, suspensions were
concentrated largely in the agricultural sections of the country,
but during 1930 - 1933 suspensions increased in number and spread
into the industrial sections and financial centers of the Bast.
Even during the later period, however, the agricultural sections
of the country eontinued to show the largest number of suspensions,

2. The rate of suspension during the fifteen-year period 1921 -
1935 was considerably lower at member banks then et nonmember banks:
32 national banks suspended in 1921 - 1935 per }OO active banks
on June 30, 1920, 38 State member banks, and £1 nonmember State banks
(excluding private banks).

3. Many of the banks that suspended were >f very smell size.
About 42 percent of the banks that suspended in the period 1921 -
1929 had loans and investments of less than $150,000, 62 percent
less than $250,000, and 83 percent less than $500,000. During
1930 - 1933, with an increasing number of suspensions in larger
cities, the size of suspended banks increased, but even in this
perind suspensions were relatively more numerous among small benks.

The suspensior rate was much higher at small than at large banks:

The rate for banks with lsans and investments under $150,000 was
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73 suspensions per 100 active banks »n June 30, 1920; for banks
with loans and investments of $150,000 to> $250,000, 47 per 100
active banks; and for benks with loans and investments of $250,000
t» $500,000 it was 38. As the size of banks increased, the sus-
pension rate decreased.

The higher rate of suspension among the smaller banks was
due in part to the fact that the great majority of suspensions
necurred in the agriculﬁural sections —- in small towns and cities —-
where the typical bank is relatively small in size. In the New
Englend states, however, the small benks made a better showing than
the larger institutions, and in the Middle Atlantic states the sus-
pension rate was fairly uniform for banks in all size groups.

As the depression grew steadily worse in 1930 - 1933 there was
an increasing number of suspensions among banks in the larger size
groups. A number of very large banks suspended during the later
peri>d -- 30 suspended banks had loans and investments ranging from
$20,000,000 t» $380,000,000, aggregating nearly $1,850,000,000, and
87 had loans and investments of $10,000,000 and more. Size alone,
therefore, does nnt make banks failure-proof in the face of such

difficulties aswure experienced during the depression.
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be The majority of banks suspended during 1921 - 1935 were
located in smell communities —— 33 percent in places with a
prpulation of under 500 and 7& percent in places with a popula-
tion »f under 2,500,

The rate of suspensisn in places with a population under 500
wes 52 banks suspended per 100 active banks in 1920, and in places
with a population under 2,500 the rate was 49 banks suspended per
100 banks in »peration: The rate of suspension declined as the
size 7»f community increased,

Suspensions were most numerous, in general, in those regions
where the number of banks showed the greatest increase prior to
1920 and where the population per bank was smallest in 1920. This
supports the general opininon that overbanking was a prime cause of
suspension.

5, Unsecured depositors of natiosnal banks which suspended and
were completely liquidated during 1921 - 1930 received about 50 cents
n the drllar, while unsecured cereditors of national banks completely
liquidated during 1931 - 1935 received about 62 cents 51 the dollar,
Unsedured depositors of State banks which suspended and were completely
liquidated during 1921 - 1930 received approximately 58 cents -n
the dollar, but this higher rate resulted in part from the pzyments

made out of depasit guarenty funds in the early years. C.rresponding
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figures for State banks liguidated during 1931 - 1935 are not
available,

In general, the rete of loss to depositors of small benks
and o»f banks in sm2ll communities was somewhat larger than the
rate of 1loss at the larger institutions and at banks in lerger
cities. The rate of loss per $L of deposits als> was higher in
the states where most suspensions accurred.

Banks suspended during the early part »f the perind 1921 - 1930
generally paid a lower nercentage of unsecured claims then banks
suspended during recent years, partly because of the large emount
>f borrowings by banks that feiled in the earlier years.

In the case »f suspended banks reopened and taken wer during
1921 - 1930, unsecured depsitors sustained relatively small losses
compared with those incurred by deprsitors in banks which were com-
pletely liquidated. Ab>ut three-fourths of such benks paid depositors
in full and about 11 percent paid under 60 cents on the dsllar,
Comparable figures for the period 1931 - 1935 are not available, but
int the case of nationel banks unlicensed following the banking
holiday in March 1933 and later respened depositors received about
the same return as in the case of suspended nationel banks reospened
or taken over during 1921 - 1930.

An‘imelysis of expenses o»f liquidating closed banks shows that

in the case of national banks completely liquidated during 1921 - 1930
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expenses averaged about 5 percent »f the total resnurces of the
banks at date >f closing end 8.5 percent »f total cullections

from assets. In the case >f natimel banks completely iiguidated
during 1931 -~ 1935 expenses >f liquidation declined t5 4.7 percent

»f tatal resources and 6.4 percent »f total eosllections. Corres-

ponding date fr State bonks are not available except for three
States, where it appears that the ratios of expenses to total
¢rllectinns were slightly higher than the ratiss for nati-nal banks
in those States.

7. During the perisd 1930 - 1933 many banks obtained agreements
with depisitors t> weive or surrender or t. defer the withdrawal
°f a part »>f their deposits. Local and State bank holidays were
declared in order to give banks time in which i3 do this and to re-
edjust their affairs without the intervention of receivership.,
Because »f these changes effecting the status »f large numbers of
banks and the intervention »f the banking holiday in Merch 1933 and
the res>rganization of benks which f>llowed, bank suspension statis-
tics understate the 4ifficulties ¢ nfronting banks and deprsitors
during this period,

8. Early in 1932 the Reconstructiin Finance Corporation began
making lhans t» benks in an effirt to prevent wholesale suspensions.,
By the end »f 1932 loans am>unting t> $810,000,000 had been meode.

After the collapse »f the benking structure in March 1933 the

Reconstruction Finance Corporation began meking l-ens on assets of
closed banks to aid in the liguidation process. These loans enabled
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bank receivers to make available to depositors substantial sums
that in the ordinary liquidetion process would have carried over

a long period of time. Loans of this kind amounted to $876,000,000
at the end of 1935. Following the banking holiday the reorganization
of the capitel structure of banks presented & problem of sizable
proportions. The Reconstruction Finance Corporation was authorized
to purchase capital obligations of banks ond, in addition, some
local subscriptions to capital were obtained. At the end of 1935
the Reccnstruction Finance Curporation had oulstanding an invest-
nment of $865,000,000 in preferred stnck and capital notes and
debentures >f banks.

A clear-cut and well-defined enumeration »f the causes of bank
suspensions is difficult, or next t> impossible, because the factors
underlying suspensios are not »f equal inmportence end usuelly >ccur
in combination with many other so-called "causes". The prinecipal
factors generally recognized as responsible for bank failures, how-~
ever, are weaknesses in the banking structure resulting from the
chartering of to5 many small banks; incompetent bank mancgement and
improper supervision, resulting in lax loen and investment policies
and heavy losses; over-extensiosn of credit to directors and their
interests; and general ec:wnomic disturbances such as the recent
depressio, over which even competent bankers have little control.,
Dishonesty and criminal acts seem t» be prime causes »f failure in
times when failures are relatively few in number, as has been the
case in the last three years, but a general wave of suspensions is

not brought abrut by such acts.
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BAKK SUSPENSIONS, 1892 - 1935

CHAPTER II

DISTRIBUTION OF BAUK SUSPENSIOINS

Humber of bank suspensions

By vears and periods. In the years 1892-1935 a total of 16,562 hanks

suSpendedl/, of which 2,926 closed during the 29-year period 1892-1920, 5,712
during the 9-year period 1921-1929, and 7,833 during the 4~year period 1930-1933.
The number of suspensions each year from 1892 to 1935 is given in table 9;
satisfactory statistics on bank suspensions prior to 1892 are not available.
During the period from 1892 to 1921 there was a gradual but very great
increase in the number of banks in operation, from about 11,500 in 1892 to a
peak of 30,600 in 1921, af'ter which there was a steady and eventually a sharp
decline to 13,000 (licensed banks) in 1933, The great increase in the number
of banks in operation during the veriod 1892-1921 reflects the easy chartering
policies of supervisory authorities during a period of comparative banking
prosperity. Because of the increase in price levels and land values and ex-

pansion of agriculture and industry generally, many banks were able to operate

1/ Banks closed to the public, either temporarily or permanently, by
supervisory authorities or by the banks' boards of directors on account
of financial difficulties, whether on a so-called moratorium basis or
otherwise, unless the closing was under a special bank holiday declared
by civil authorities, If a bank closed under a special holiday declarec
by civil authorities and remained closed only during such holiday or
part thereof, it has not been counted as a bank suspension., Banks which,
without actually closing, obtained agreements from denositors to waive
a portion of their devosits or to defer the withdrawal of s vportion of
their deposits have not been classed as suspensisns. Banks which were
reopened or taiken over by other institutions after closing have been in-
cluded as suspensions. For further statement regarding banks included as
suspensions in 1933, incident to the banking holiday, see Chapter III.
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successfully under a loose loan and investment policy. Relatively few banks
susponded during that periodl/, and in the casz of those that did suspend the
closing in man% Stanc§313 brought about by dishonesty or grossly injudicious
managementg/. When price levels declined in the post-wnar deflation period
beginning with 1921 bank suspensions becane very numerous. This epidemic of
susp-nsions continued during the generally vrosperous years following and

reached its penk in the depression ysars 1930-1933, culminating with tae crisis

in karch 1933.

1/ The Tollowing quotation is taken from Mimerican Bank Failures" by
C. U. Brener, p. 38:

"Since the absence of any great number of failures during these
decades of expansion and 'prosperity' was rather an accidental
occurrence, it caimot properly be cited as evidence of the
soundness amd adeguacy of the banking system as a whole., It is
true that depositors enjoyed safety, ~nd that stockholders were
paid large dividends. But it 1s not less true that during these
years the foundation was laid for fubure difficulties. The belief
in the perranence of this fortuitous state of affairs predominated,
and tae nmajority of bankers, located as they were in more or less
isolated counmunities, paic little attention to what was happening
outside their ipmediate territory, and did not try to ascertain
the trend of business snd economic conditions in the country as a
whole, let alone abroad. When war prosperity came, it was looked
upon as a norizal acceleration of the natural course of events,
and the possibility of a reaction was seldom, if ever, considered.
Qutward signs probably Justiiied this optimism, but a considera-
tion of the extravagances that were being indulged in -- the un-
limited granting of charters to all applicants, resulting in
admission to the banking fraternity of thousands of incompetent
individuals ana the establishment of a bank in practiecally every
village or hamlet, the enactment of banking statutes of the flimsiest
substance, and extreme laxity of sup<rvision —-— would undoubtedly
have resulted in the realization that it would be impossible to
escape thz consequinces of such fair-weather banging."

2/ Fifty-eight percent of the failures of national b-nks during 1892-1920,
as tabulated from the Annual Reports of the Comntroller of the Currency,
were reported to have been caused by unlawful acts, and twenty-three
percent by grossly injudicious acts,
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With the exception of the panic year 1893, the rate of bnnk suspen—
sions from 1892 to 1920 was below or not far sbove 100 banks per year. In
1921 the number of suspensions increased to 505, in 1930 the number renached
1,350, in 1931 - 2,293, in 1932 - 1,453, wd in 1933 - 2,7372%'With the
closing of the weak banks and strengthening of the banking structure genernlly,
following the banking holiday in karch 1933, and the establishment of Fedoral
deposit insurance for banks in January 1934, bonk suspensions decreased in
number to 57 in 1934 and 34 in 1935.

By classes of banks., Of the 13,636 banks (exclusive of 12 mutual
savings banks) that suspended in the 15 years from 1921 to 1935, 2,558 were
national banks, 521 were State member banks, 9,958 were nonmember State banks,
and 589 were private banks, Corresponding figures prior to 1921 are showm
in the appendix. The figures for the l5-year period, by years and by classes

of banks, are swmmarized in Table 1:

1/ Includes, (1) 447 banks suspended from January 1 to March 15, 1933;
(2) 179 banks that were licensed after the banking holiday but which
later closed (between iarch 16 and December 31, 1933) because of
finaneial difficulties; and (3) 2,111 banks which were not licensed
following the banking holiday and which were subsequently (between
March 16, 1933, and December 31, 1935) placed in liquidation or
receivership,

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



—.12—.

Teble 1 — NUMBER OF mAlK SUSPENSIONS, BY CLASSES OF BANKS AND BY YZARS,

1921-1935

: Member banks Honmomber banks

Yenr Total,sl/ S . .
All banki Hational State State Private

1921 505 52 19 390 44,
1922 356 49 13 281 23
1923 646 90 32 A01 23
1924 775 122 38 578 37
1925 618 118 28 433 39
1926 976 123 35 766 52
1927 669 9L 31 514 33
1928 498 57 16 406 19
1929 659 64 17 547 31
1930 1,350 161 27 1,104 58
1931 2,293 409 107 1,697 80
1932 1,453 276 55 1,085 37
1933 2,737 941 103 1,593 100
1934 57 1 - 43 13
1935 34 4 - 30 —
13,636 2,558 oAl 9,968 589

1/ Exclusive of 12 mutual savings banks; for information with regard to
such banks, see apvendix.

HOTE: Detailed figures by states, geographic divisions, classes of banks,

years, etc.,, corresponding to this ana other text tables, appear
in the appendix.

By geographic divisions and States. While suspensions were numerous

in all parts of the country during the 15-year period ended in 1935, the
agricultural sections of the country were particularly affected by bank sus-
pensions. Of the total 13,636 suspensions, 5,039 or 37 percent occurred in the
West North Central states, comprising Minnesota, Iowa, Missouri, North Dakota,

South Dakota, Nebraska and Kansas. The Soutia Atlantic and the West South
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Central states, also largely agricultural, and the semi-aggricultural East
Horth Central states contributed another 43 percent of the total number of
bank suspensions. The number of bank suspensions during the years 1921-1935

are distributed by geographic divisions in table 2t

Table 2 —— WUMBER OF BANK SUSPENSIONS BY GEOGRAPHIC DIVISIONS, 1921-1935

Geographic Number of Percent

divisiond suspensions of total
Kew England 130 1.0
iddle Atlantic 721 5.3
East North Central 2,638 19.3
West North Central 5,039 37.0
South Atlantic 1,804 13.2
East South Central 729 5.3
West South Central 1,381 10.1
Mountain 805 5.9
Pacific 389 2.9
Total 13,636 100.0

;/ Rew Bngland: Maine, New Hampshire, Vermont, Massachusetts, Rhode Island,
Connecticut.
Middle Atlantic: New York, New Jersey, Pennsylvania.
East Horth Central: Ohio, Indiana, Illinois, Michigan, Wisconsin.
West North Central: Minnesota, Iowa, Missouri, North Dakota, South
Dakota, Hebraska, Kansas.

South Atlantic: Delaware, Maryland, District of Columbia, Virginia,
West Virginia, North Carolina, South Carolina, Georgia, Florida.
East South Centrals Kentucky, Tennessee, Alabama, Mississippi.
West South Centralt Arkansas, Louisiana, Oklahoma, Texas.
Mountain: Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utsh,
Nevada.
Pacific: Washington, Oregon, California.
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More than 11,000 of the bank suspensions during the 1l5-year period,
or 81 percent of the total number of banks suspending, occurred in 21 states,
mostly agricultural states. In Iowa 1,197 banks suspended during the period,
the greatest number reported for any state, in Illinois 918 banks suspended,
in Missouri 808, and in Nebraska 737. Five other states, Minnesota, North
Dakota, South Dakota, Indiana and Texas, each had a total of more than 500
suspensions during the period., The states in which the largest number of

bank suspensions occurred are shown in table 3:

Table 3 —— STATES IN WHICH THE LARGEST NUMBER OF BANK SUSPENSIONS OCCURRED,

1921-1935
State Humber of suspensions

Towa 1,197
I1linois 918
Missouri 808
Nebraska 737
Minnesota 694
North Dakota 587
South Dakota 574
Indiana 532
Texas 506
Georgia 466
Kansas 440
Michigan 4b2
Pennsylvania 431
Oklahoma 406
Onio 387
Wisconsin 359
North Carolina 351
Arkansas 335
South Carolina 326
florida 279
Montana 252

Total, 21 states 11,029

Total, 28 other statesl/ 2,607

1/ Including District of Columbia.
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Not only do the above States account for the great majority of all
bank suspensions during the 1l5-year period as a whole, but the waves of bank
failures were more pronounced in these states than in other sections of the
country, For example, in 1926 there was a sharp rise in the number of sus-
pensions in most of these states with but little change in other sections of
the country; in the South Atlantic states the rise in suspensions in 1926
was precipitated by the collapse of the Florida real estate boom and the
failure of the Witham chain of banks; in the West North Central states crops
were smaller in 1926 than in the previous year and prices lower, resulting
in an increase in the number of bank suspensions, The New England and
Middle Atlantic states were comparatively free from bank suspensions until
the depression years of 1930-1933. In the 4-yesr period 1930-1933, however,
116 suspensions occurred in the New England states, compared with but 14
in the period 1921-1929; in the Middle Atlantic states 638 suspensions were
reported during the four depression years, compared with only 68 in the
previous 9 years, MNevertheless, even for the 4~year period, the New Englond
states contributed only 1.5 percent and the kiudle Atlantic states about
8 percent of the total suspensions in the country, Differences in the
geographic distribution of suspensions during the depression period 1930-

1933, compared with the 9-year period 1921-1929, are shown in table 4.
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Table 4 — HUKBZR OF BANK SUSPENSIONS EY GEOGRAPHIC DIVISICHS,
1930-1933 AlD 1921-1929

) 1%30-~1233 1921-1929
Goeographic Humber Percent Number Porcant
division of of of of
suspensions total susrensions total
Now England 116 1.5 14 .3
Hiddle atlantic 638 8.2 68 1.2
Zast North Central 2,157 27.5 447 7.8
West North Central 2,366 30.2 2,652 46,4
South Atlantic 809 10.3 9E5 17.2
Bast South Central 527 6.7 200 3.5
Wost South Central 694 8.9 680 11.9
Mountain %8 3.4 536 9.4
Pacific 258 3.3 130 2.3
Total 7,833 100.0 5,712 100.0

4 distribution of suspensions during the four depression years =nd
during the 9-year period 1921-1929, among the ten states with the largest
number of bank suspensions in the respective periods, may be secn in table 5.
It will be noted that in both periods Iowa, Minnesota, Hebraska and Missouri

were among the tun states with the largest nmauber of suspensions.
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Table 5 —— TEN STATES IN WHICH THE LARGEST WUMBER OF BANK SUSPENSIONS
OCCURRED DURIHNG 1930-1933 AND DURING 1921-1929, R@SPECTIVELY

Number of Nurnber of

State suspensions State suspensions

1930—-1933 1921-1929
Illinois 783 Iowa 529
Towa 668 Yorth Dakota 427
Missouri 501 Minnesota 419
Indinna 403 South Dakota 396
Pennsylvania 389 Hebraska 366
13 chigan 374 Georgia 357
Hebraska 367 Missouri 295
Ohio 326 Texas 284
Minnesota 274 Oklahoma 264
Wisconsin 271 South Carolins 225
Total 4,356 Total 3,562

Deposits of suspended banks.

By years and pericds, and by classes of banks. Satisfactory figures

of deposits of banks suspended prior to 1921 are not available. Deposits of
banks suspended in the 15 years ended 1935 aggregated nearly £8,000,00C,000.

In 1933 alone deposits of suspended banks amounted to $2,883,000,000. In 1930
deposits of suspended banks were $837,0600,000, in 1931, $1,690,000,000, and in
1932 706,000,000, The total for the four depression years 1930-1933 was

over %6,000,000,000. Deposits of national banks suspended in the 15 years

ended in 1935 amounted to &2,646,000,000, of State member banks to $1,378,000,000,
of nonmember State banks to %3,652,000,000, and of private banks to $110,000,000,

Table 6 gives these figures by years and classes of banks.
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Table 6 — DEP*SITS OF SUSPZUDED BANKS, BY CLASSES O# BANKS AlUD BY YEARS,

1921-1935

Total, Member banks Nonmember banks
fear 411 banks National tate State Privated/
(In thousands of dollars)
1921 172,188 20,777 17,363 125,159 8,889
1922 91,182 20,197 7,113 61,964 1,908
1923 149,601 34,244 12,559 101,025 1,773
1924 210,151 64,890 13,645 123,888 7,728
1925 167,555 55,574 9,883 94,547 74551
1926 260,378 43,998 23,466 183,517 9,397
1927 199,329 45,547 17,942 131,503 4,337
1928 142,386 36,483 10,247 92,710 2,946
1929 230,643 41,614 16,459 164,858 7,712
1930 837,096 170,446 202,399 448,989 15,262
1931 1,690,232 439,171 293,957 935,947 21,157
1932 706,188 214,150 55,153 429,079 7,806
1933 2,882,712 1,453,898 697,529 718,932 12,353
1934 36,937 40 — 35,456 1,441
1935 10,099 5,313 — 4,786 —
Total 7,786,677 2,646,342 1,377,715 3,652,360 110,260

1/ Bxcluding £30,474,000 deposits of mutual savings banks suspended during

the period.

2/ Deposit figures for 115 of the 589 private banks which suspended during
1921-1935 are not available.

By geographic divisions.

Table 7 shows the distribution, by geographic

divisions, of deposits of banks suspended during the 15-year period 1921-1935.
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Table 7 -~ DEPOSITS OF SUSPENDED BANKS BY GEOGRAPHIC DIVISIONS, 1921-1935

o s Deposits of Percent
Gggzigggic suspended banks of

(in thousands of dollars) total
New England 374,076 4.8
Middle Atlantic 1,371,544 17.6
East I‘IOrth Central 2 ’ 515 9 502 32. 3
West North Central 1,269,437 16.3
South Atlantic 884,677 11.4
East South Central 319,236 4,1
West South Central 539,413 6.9
Mountain 251,348 3.2
Pacifiec 261,444 3.4
Total 7,786,677 100.0

It will be noted that the East North Central states account for
nearly one-third of the deposits of all suspended banks, although as pre-

viously indicated only about one-fifth of the number of bank suspensions

occurred in these states. In contrast, the West lorth Central states in
which 37 percent of the total number of bank suspensions took place account
for only 16 percent of the aeposits of suspended banks. The differences

in the geographic distribution of bank suspensions, based on the number of
suspensions and on deposits of suspended banks, resvectively, are shown
clearly in table 8, The differences reflect the closing of many large
banks in the later years, since the percentage distribution of the number
of suspensions was similar to the percentage distribution of deposits of

suspended banks .in 1921-1929 but not in 1930~1933.
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Table 8 —— PERCENTAGE DISTRIBUTION OF THE NUMBER AND DEPOSITS
OF SUSPENDED BANKS, BY GEOGRAPHIC DIVISIONS,
1930-1933 AND 1921-1929

1930-1933 19211929
Percent Percent of Percent Percent of
Geographic of total [total deposits| of total total deposits
division suspen—- | of suspended| suspen- of suspended

sions | banks sions banks
New England 1.5 5.7 $3 1.4
Middle Atlantic 8.2 20.6 1.2 4,8
East North Central 27.5 38.6 7.8 9.1
West North Central 30.2 10.4 46,4 38.9
South Atlantiec 10.3 9.4 17.2 19.0
East South Central 6.7 44 3.5 3.2
West South Central 8.9 6.2 11.9 10.0
Mountain 3.4 1.7 9.4 9.0
Pacific 3.3 3,0 2.3 4,6
Total 100.0 100.0 100.0 100.0

It will be noted that, in the period 1921-1929, suspensions in the
West North Central states constituted 46 percent of the total number and 39
percent of the total deposits of suspended banks; in the South Atlantic states
the ratio was 17 percent as to nukber and 19 percent as to deposits; and in the
East North Central states 8 percent as to number and 9 pcrcent as to deposits
of suspended banks. In the period. 1930-1933, however, due to the failure of
larger banks in the eastern section of the country, the West North Central
states with 30 percent of the total number of bank suspensions accounted for
only 10 percent of the total denosits of suspended bankss the South Atlantic
states accounted for 10 percent of the number and 9 percent of the devosits;
and the East North Central states (in which the largest banks suspended)
accounted for 28 percent of the number and 39 percent of the deposits of
suspended banks,
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Ratio of number of suspended banks to number of active banks,

By years and periods. Differences in the annual rate of bank sus-

pensions during 1892-1935 are brought out in table 9, which gives the number of
suspensions per 100 banks in operation. The table shows that the annual rate
of suspensions during the period 1892-1920 was less than 1 bank per 100 in
operation, except in 1893, 1896 and 1897. During the period 1921-1933 the
ratio of suspended banks to active banks was much higher. In 1930 nearly 6
banks suspended per hundred active banks, in 1931 - 11, in 1932 - 8, and in

1933 — 19 banks suspended per 100 banks in operation.
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Table 9 —— NUMBER OF BANK SUSPENSIONS PER 100 ACTIVE BANKS, BY YEARS,

1892-1935 1
Humber of Suspensions Humber of Suspensions
Year suspen— per 100 Year suspen-— per 100
sions active banks sions active banks
1892 80 o7 1914 149 5
1893 491 4.1 1915 152 W5
1894 83 o7 1916 52 'R
1895 110 .9 1917 49 o2
1896 141 1.2 1918 &7 o2
1897 139 1.2 1919 62 R
1898 63 o5 1920 167 .6
1899 32 .3 1921 505 1.7
1900 35 .3 1922 366 1.2
1901 65 A 1923 646 2.2
1902 54 .3 1924 775 2.7
1903 52 .3 1925 618 2.2
1904 125 7 1926 976 3.5
1905 80 o 1927 669 25
1906 53 .3 1928 498 1.9
1907 90 oA 1929 659 2.6
1908 153 .6 1930 1,350 5.7
1909 78 3 1931 2,293 10.6
1910 58 R 1932 1,453 7.8
1911 85 .3 1933 2,737 19.4
1912 78 .3 1934 57 A
1913 103 A 1935 34 .2

1/ Includes national banks, State banks, and private banks suspended; excludes

mutual savings banks suspended,

See appendix for corresnonding figures

by class of bani, for information with respect to the 12 mutual savings
banks reported suspended 1921~1935, and for statement of how the number
of active banks each year was derived.
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In the following discussions the number of bank suspensions during the
period 1921-1935 is compared with the number of banke in operation on June 30,
1920. The year 1920 was used as thc base because it marked approximately the
beginning of the banking difficulties experienced during 1921-1933 and because
it was near the peak in the number of banks in operxtionsl/.

By classes of banks. Table 10 shows that during 1921 - 1935, 32

national banks suspanded for each 100 national bamks in operation in June 1920,
compared with 3€ State bank members, 51 nommember State banks and 44 private
bauks, resvectively, per 100 of such banks in operation in 1520. Although the
suspension rated/ was high for all classes of banks, it is apparent that
national banks had a better record than other classes of bauks.

Table 10 — HULBER OF BANK SUSPENSIONS 1921-1935 PER 100 ACTIVE BAIKS
ON JUNE 30, 1920, BY CLASSES OF BANKS

Number of suspensions during
Class of bank 1921-1935 per 10C active banks
on June 30, 1920
Hational banks 31.9
State member banks 37.9
Nonnmember State banks 51.2
Private banks 43,6
Total , all banks 45,1

;/ A comparison of suspensions each year witi active banks in that year would
he mor:s logical than the use of Junc 30, 1920, as a base of conparison
for the entire period, but figucrcs by size of active banks (used here-
after in cormection with the size of suspended banks) are not available
for each year.

2/ Except where oth:rwise stated, the torm "suspension rate" as used here and
in subsequent pages means the number of susvensions per 100 active
banks on Juns 30, 1920.
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By geographic divisions and States. In proportion to the number of

banks in operation, there were more suspensions in the South Atlantic and the
West North Central States than in any other groups; in each of these groups
suspensions during the l5-year period amounted to agbout 55 for each 100 banks
in operation in June 1920. In the East North Central States thers were 45
suspensions per 100 active banks, and in the East South Central and West South
Central States the rate was 40 suspensions per 100 active banks. There were
fewer suspensions compared with banks in operation in the New England and
iMiddle Atlantic States than in other groupsj; the States comprising the New
England division showed 17 banks suspended and those comprising the kiddle
Atlantic division showed 25 banks suspended for each 100 banks in operation on
June 30, 1920, The rate of bank suspensions in each geographic division is
shown in table 11.

Table 11 — NUMBER OF BANK SUSP=HSIONS 1921-1935 PER 100 ACTIVE BAUKS
ON JUNE 30, 1920, BY GZOGRAPHIC DIVISIONS

. Number of suspensions curing
Geographic 1921~1935 per 100 active
lvision banks on June 30, 1920
New England 17.3
Middle Atlantic 25.2
East North Central 447
West North Central 54,6
South Atlantic 55.5
East South Central 40.0
West South Central 40.2
Mountain 50.7
Pacifie 28.0
Total, all banks 45.1

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



.-25_.

Table 12 shows the 18 States in which there were more than 50 suspensions
during 1921-1935 per 100 active banks on June 30, 1920. The suspension rate
was highest in Floridal/, South Dakota, South Carolina, Arkansas, North Dakota,
Hevada, Iowa, Nebraska and Georgia, ranging from 60 to 107 suspensions during
1921~-1935 per 100 active banics on June 30, 1920. It will be noted also that
such States as Nevada, Arizona, Hew Hexico, Idaho and Louisiana, where the
absolute number of suspensions during the 1l5-year period was not large, the
number of suspensions expressed as a ratio to the number of banks in operation
was quite high because of the relatively small mumber of banks in operation

in those States.

1/ In some States, particularly Florida, the use of June 1920 figures for
active banks -az a base for comparison with suspension figures gives
a somewhat distorted picture becausc of the organization of new banks
after 1920.
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Table 12 -~ STATES WITH MORE THAN 50 BANK SUSPENSIORS DURING 1921-1935
PER 100 ACTIVE BANKS

Number of Suspensions during
States suspensions 1921-1935 per 100 active
1921 - 1935 banks on June 30, 1920
Florida 279 107.3
South Dakota 574 82.7
South Carolina 326 71.8
Arkansas 335 68.9
North Dakota 587 65.4
Hevada 2L 63.6
IO"\’a l '3 197 610 9
Nebraska 737 61.6
Georgia 466 61.1
North Carolina 351 60.5
Mississippi 198 58.9
Montana 252 58.5
Arizona 49 56.3
New Mexico 69 56,1
Idaho 120 54,1
Michigan 442 51.0
Indiana 532 50.5
Louisiana 134 50.1

Size of Suspended banks, measured by loans and investmentsl/

0f the 13,636 banks suspended in the 15-year period 1921-1935, 5,138
had loans and investments under 150,000 each, 7,618 had loans and investments
under $250,000, and 11,959, or 88 percent of the total number of suspended

banks, had loans and investments under $1,000,000 each. Because of the pre-

1/ Loans and investments, rather than deposits, were used as a measure of size
of suspended banks and of active banks by the Federal Reserve Committes on
Branch, Group, and Chain Banking. In order to tie in with the data pre—
pared by that committee, loans and investments have been used as a measure
of size of banks in the present study. Total loans and investments bear a
close relationship to total deposits; consequently,..for the purpose at hand
the use of total loans and investments as a basis of classification sives
as satisfactory results as the use of total denosits.
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ponderance of small banks in the banking structure, the rate of suspensions
per 100 banks was not quite as high at small banks as these figures indicates;
it was, however, much higher than at the larger banks, as may be seen from
the percentages shown in the last column of table 13.

Table 13 -- NUMBER AND PERCENTAGE DISTRIBUTION OF ACTIVE BANKS ON

JUNE 30, 1920 AND OF BANK SUSPENSIONS DURING 1921-1935,
BY SIZE OF LOANS AND INVESTMENTS

Si Active banks on |Bank suspensions,| Ratio of suspensions
1z¢€ group - June 30, 1920 1921-1935 1921-1935 per 100
}oans and } Percent ] Percent active banks on
investnents Humber |,¢ total | TWIPET | e total June 30, 1520
Under $150,000 7,066 23.4 5,138 37.7 72.7
8150,000 to $250,000 5,321 17.6 2,480  18.2 46,6
$250,000 to £$500,000 7,165 23,7 2,728  20.0 38.1
$500,000 to$1,000,000 5,059  16.8 1,613  11.8 31.9
$1,000,000 to 2,000,000 2,755 9.1 791 5.8 28.7
$2,000,000 to $5,000,000 1,577 5.2 457 3.4 29.0
85,000,000 to ¥10,000,000 508 1.7 143 1.0 28.1
$10,000,000 to $50,000,000 369 1.2 82 .6 22.2
$50,000,000 and over 72 .2 9 .1 12.5
Not available 343 1.1 195 1.4 56.9
Total 30,235 100.0 | 13,636 100.0 45,1
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It will be noted that among banks with loans and investments under
$150,000 the suspension rate was 73 banks suspended during 1921-1935 per 100
banks in operation on June 30, 19201/; in the size group with loans and in—
vestments from $150,000 to $250,000, 47 banks suspended per 100 active bankss
and in the group with loans and investments from £250,000 to '%500,000, 38
banks suspended per 100 active banks. The rate of suspension declined from
group to group with the increase in size of banks.

Due, however, to the failure of quite a numbsr of large and medium
size banks in the latter part of the 15-year period 1921-1923, the percentage
distribution of the number of bank suspensions changed considerably between
1921-1929 and 1930-1933, Table 14 shows that about 83 percent of all banks
suspended during the 9-year pericd had loans and investments below $500,000,
while during the 4-year period 1930-1933. banks of that size accounted for
70 percent of all suspensions. Conversely, banks with loans and investments
over $1,000,000 accounted for 16 percent of all suspensions in 1930-1933 and

only 8 percent in 1921-1929.

1/ As previously indicated, June 30, 1920, has been used as a base for active
banks, though the distribution of banks by states and by size groups
changed somewhat from year to year during the l5-year period. For example,
nost of the suspensions during the period occurred anong the relatively
small banks, with a consequent decrease in the proportion of active banks
in the smaller size groups; the number of banks in the larger size groups
on the other hand, was increasing at the same time through mergers, con—
solidations, etc, Hence the use of 1920 as a base against which to compare
suspensions tends to show lower suspension rates for banks in the smaller
size groups and higher rates in the larger size groups. This tendency is
partly offset, however, by the fact that banks ordinarily liquidate loans
and investments in meeting deposit withdrawals prior to suspension and at
the time of suspension, therefore, banks are usually smaller than they are
as active solvent institutions. This factor tends to raise the suspension
rate among small banks. These factors exist with more or less equal force
whatever year or combination of years may be taken as a base and usually
affect a relatively small number of cases which fall close to the border
line between the various size groups. In any event, figures of active banks
by size of banks are not available by years and it is not possible, there-
fore, to compare suspensions each year with the active banks in that year.

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



_29_

Table 14 — WUMBER ARD PERCENTAGE DISTRIBUTION OF BANK SUSPENSIONS
GROUPED BY SIZE OF LOANS AND INVESTHENTS, 1930-1933

AND 1921-1929
Size group — 1930-1933 1921-1929
loans and investments Number of Percent Number of Percent
suspensions jof total |suspensions| of total
Under $150,000 2,681 34.2 2,404 42,1
150,000 to 250,000 1,324 16.9 1,147 20.1
250,000 to 500,000 1,532 19.6 1,182 20.7
500,000 to 1,000,000 1,068 13.6 539 9,4
1,000,000 to 2,000,000 583 7.5 206 3.6
2,000,000 to 5,000,000 379 4.8 74 1.3
5,000,000 to 10,000,000 128 1.6 13 .2
10,000,000 to 50,000,000 78 1.0 A .1
50,000,000 and over 9 .1 - -
Not available 51 .7 143 2.5
Total 7,833 100.0 5,712 100.0

It is apparent from the above table that, although the proportion of
suspensions among banks of larger size increased in the latter part of the 15-
year period, the small banks continued nevertheless to show the highest
mortality rate. Prolonged depression in agriculture affecting primarily the
small communities with their small banks explains to some extent the continued
poorer showing for the small banks, The fact that an increasing proportion of
large banks suspended in the 4 years 1930-1933 suggests, however, that mere

size alone in banks does not make them failure-proof.

By classes of banks. An analysis of the number of suspensions by

classes of banks and by size of loans and investments indicates that the rate
of suspension during 1921-1935 per 100 active banks on June 30,1920 was some—

what higher at small national banks (with loans and investuments below $250,000)
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than at small State banks. In all size groups comprising banks with loans
and investments of $250,000 and over, the rate of mortality was higher in the
case of State banks than in the case of national banks, This is brought out
in table 15.

Table 15 — BAHK SUSPENSIONS BY CLASSES OF BANKS AND BY SIZE OF
LOANS AND INVESTMENTS, 1921-1935

Size group — Total, Member banks Nonmenmber banks
loans and investments All Hational | State State Private
banks
Number of bank suspensions
Under $150,000 5,138 273 T4 4,555 236
150,000 to 250,000 2,480 405 71 1,937 67
250,000 to 500,000 2,728 701 114 1,844 69
500,000 te 1,000,000 1,613 559 111 921 22
1,000,000 to 2,000,000 791 340 57 386 8
2,000,000 to 5,000,000 457 189 4 224 3
5,000,000 to 10,000,000 143 62 23 58 -
10,000,000 to 50,000,000 82 26 24 32 -
50,000,000 and over 9 3 6 - -
Not available 195 — — 11 184
Total 13,636 2,558 521 9,968 589

Humber of bank suspensiocns 1921-1935 per 100 active banks
én June 30, 1920

Under {150,000 72.7 79.1 2/74.6 1/
150,000 to 250,000 46,6 53.4 46,1
250,000 to 500,000 38.1 34,5 39.6
500,000 %o 1,000,000 31.9 25.7 36.7
1,000,000 to 2,000,000 28.7 23.9 33.8
2,000,000 to 5,000,000 29.0 23.3 34,8
5,000,000 to 10,000,000 28.1 23.8 32.7
10,000,000 to 50,000,000  22.2 14.1 30.3
50,000,000 and over 12.5 8.1 17.1
Total 45,1 31.9 50.3

1/ The suspension rate (per 100 active banis) is not shown for private banks
because loan and invesiments figures are not available for 343 active private
banks and for 184 private baks suspendcd. This would impair the value of

figures for private banks, but, as may be seen by reference to table 16,
it affects the suspension rate for all banks only slightly.

2/ The ratios in this column relate to all State banksj separate figures are
Digitized for FRASER not available for State member and nonmember banks, respectively.

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



- 31 -

The higher "rate of suspension" (per 100 active banks) at small
national banks than at small State banks. results from the fact that there were
relatively fewer small national banks than small State banks in operation
in June 19203 conversely, the lower rate of suspension at large national banks
cones about from the fact that there were relatively many more large national
banks than large State banks in operation in June 1920. This shows .also
that the rate of mortality has been high in the case of small banks regard-
less of whether they were under national or State supervision, but that large
banks under national supervision have been less subject to failure than large
banks under varied State supervision.

By geographic divisions. Corresponding information by geographic

divisions indicates that, with the exception of the New England and Middle
Atlantic regions, the highest rate of bank failures was among the banks with
loans and investments under $150,000, also that the rate declined as the size
of banks increased. In the New England states the suspension rate was highest
anong banks with loans and investments cf %5,000,000 to $50,000,000; in the
Middle Atlantic states the suspension rate differed relatively little by size
of bank, ranging from 20 to 30 suspensions during 1921-1935 per 100 active

banks in June 1920 in each size group under $50,000,000 loans and investments.
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_32_.

oM JUNE 30, 1920, BY GEOGRAPHIC DIVISIONS AND BY SIZE OF
LOANS AND ILVESTMENTSE

Size group -- M . iddle| &ast |West East |West
Loans and lz;zl’ g;w; ﬁiidlg Horth|Horth izith_ South | South |Houn=|, . &
investments e I gd t-an Cen—- |[Cen- t‘an Cen—-| Cen—|tain |
(000 omitted) RS Lan 1 leral {tral | " ltral |tral
Under $150 74.9 -— 26,0 78.8 850 8.7 53.3 59.8 70.8 55.5
150 to 250 47.2 6.7 30.4 48,4 53,7 52,8 33.6 33.0 50,5 39.5
250 to 500 38.1 4.6 26.5 37.2 41.0 49.7 38.1 29.9 43.5 31.4
500 to 1,000 31.9 15.5 27.6  37.0 3l.2 38.9 31.9 27.9 457 15.9
1,000 to 2,000 28,6 18.1 23.9 34,2 26.6 39.8 31.1 29.1 31.9 17.9
2,000 to 5,000 28,9 22.0 25.7 42,7 22.8 41.3 31.0 23.1 18.5 13.5
5,000 to 10,000 28.1 24.5 30.0 37.6 20.9 27.6 17.6 25,0 29.4 14.3
10,000 to 50,000 22,2 27.3 20.0 27.8 12.5 28.9 46.2 17.4 -~ 12.8
50,000 and over 12.5 - 5.6 27.8 - - -- 100.0 - -
Total 45,1 16,6 25,8 4h8 54,3 55,5 40.1 39.7  50.7 28.1

1/ Covers national and State banks only, figures for active private banks on
June 30, 1920, by size of loans and investnents and geographic divisions
not being available.

The contrast in the rate of bank

suspensions by size of banks,

ns

between Northeastern states (New England and Hiddle Atlantic) and the other
geographlc regions suggests that the size of suspended banks is determined,

in part at least, by the type of comnunity in which the bank is located and
by econonic factors within the region. In the New England and Middle Atlantic
sections agricultural activities differ from tihese in nost other sections.
There is a different type of agriculture, with big narkets nearby for the

in the East
outlying agricultural communities/have not suffered to

products, and
the same extent as agriculture in other sections of the country. The re-
sulting higher degree of stability has aided the small banks in outlying

agricultural communities. On the other hand, in the large industrial and
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financial centers in the East which suffered from severe business depression
beginning in 1929-1930, the larger banks were called upon to meet a constant
and prolonged strain which proved too great for many of them, resulting in
the later years in a high suspension rate among the larger banks.

Average size of suspended banks. It has been previously pointed out

that most of the suspensions during 1921-1933 occurred within the agricultural
and semi-agricultural regions where the average bank is small in size, Table
17 gives the average size of active banks on June 30, 1920 and the average
size of banks suspended during 1921-1935 by geographic divisions.

Table 17 —— AVERAGE SIZE OF ACTIVE BANKS JUNE 30, 1920 AND OF SUSPENDED
BANKS 1921-1935, BY GEOGRAPHIC DIVISIOHS

Average loans and investnents per bank
Geographic (in thousands of dollars)
division of active banks of suspesnded banks
on June 30, 1920 | 1930-1933 | 1921-1929

New England 3,488 3,746 2,420
Middle Atlantic 4,78 2,630 1,518
East Horth Central 1,357 1,338 404
West HNarth Central 515 316 264
South Atlantic 863 869 393
BEast South Central 652 657 310
West South Central 623 612 295
Mountain 623 464 345
Pacific 1,824 829 651
Total 1,252 958 332

It will be noted that the average bank suspended in the period 1930-
1933 was nearly three tines the size of the average bswnk suspended in the
9~year period 1921-1929, becnuse of the suspensioﬁ)éuite a nunber of large
banks in the later period. The use of average figures tends, however, to
obscure the true size of the great bulk of the suspensions. For exanple,

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



- 34 -

the average size in terms of lonns and investments of banks suspended during
1930-1933 was $958,000 but 30 banks accounted for $1,850,000,000 of the total
loans and investnents of all baks suspended during this period. If these
large banks were renoved fron the figures, the average size of banks suspended
during 1930-1933 would be ;714,000 in tern of loans and investments. On

June 30, 1920, the average bank had loans and investments of $1,252,000,

As table 17 shows, the average size of banks suspended increased in
all sections of the country in 1930-1933 over 1921-1929, but particularly in
the East Horth Central States in which the largest failures occurred. It will
also be noted that in nost regions the average size of banks suspended in
1930-1933 was close to the average size of nctive banks in the respective
regions,

Suspensicn of very large banks. As previously stated, 30 of the
banks suspended in 1930~1933 had total loans and investnents aggregating

$1,850,000,000, comprising 25 percont of the total loans and investments of

all banks suspended during this period. The individual bank figures ranged
from 320,000,000 to $380,000,000 and five of the banks had loans and invest~
nents ranging from $100,000,000 to 380,000,000 ench. These five are the
Bank of the United States, New York City, which closed in the latter part of
1930, nd the Guardian Hational Bank of Comierce and the First National Bank,
both of Detroit, the Union Trust Conpany and the Guardian Trust Conpany,

both of Cleveland, which closed with the bauking holiday in 1933 and were
ultimately placed in liquidation or receivership. The suspension of these
large banks had a direct effect on other banks whose correspondent accounts

were deposited with them and a profound psychological effect on bank depositors
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generally, and doubtless contributed in an important degree to the closing
of nany banks in various parts of the country, The number of suspensions
indirectly attributable to the suspension of very large banks cannot of
course be neasured, but it is obvious that the effect is nuch nmore dis-
astrous than the failure of many small banks. Table 18 gives the nane and
location, date of suspension, class of bank, total loans and investnents,

and total deposits of the 30 largest banks which suspended during 1921-1935.
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Table 1& —— THIRTY LARGEST BANKS WiHICH SUSPENDED DURING 1921-1935

(Arranged according to anount of loans and investnents)

Date Class Loans
Nane and location of bank of of 1/ and in— |Deposits
suspension|bank~ |vestnents

(thowsands of dollars)

First National Bank of Detroit Detroit, Mich, 5-12-33 Nat. 379,788 373,360

Bank of United States New York, N.¥.  12-11-30  S.M. 213,403 161,000

Union Trust Conmpany Cleveland, Ohio 6-16-33 S.M. 189,563 194,906

Guardian Trust Conpany Cleveland, Ohio 6-16-33 S.M. 122,038 109,752
Guardian National Bank

of Comnerce Detroit, iich,. 5-12-33 Nat. 109,85% 108,103
Canal Bank & Trust Company New Orleans,La. 5-22-33 S.M. 60,720 58,012
First Central Trust Conpany Akron, Ohio 6-21-33 S.M. 59,795 41,845
Bank of Pittsburgh, N.A. Pittsburgh, Pa.  9-19-31  Nat. 58,426 43,759
Baltinore Trust Company Baltinore, Md. 8- 7-33 S.M. 57,832 30,642
Bankers Trust Company Philadelphia,Pa. 12-22-30 Non. 47,932 44,497
Hibernia Bank & Trust Co. Hew Orleans,La, 5-22-33 S.M. 47,535 52,860
Ohio Savings Bank & Trust Co. Toledo, Ohio 8-17-31  Non. 44,261 @ 38,692
National Bank of Kentucky Louisville, Ky. 11-15-30 Nat., 37,721 37,830
Franklin Trust Conpany Philadelphia,Pa. 10~ 6~31 Non. 35,763 21,777
Anerican Savings Bk, & Tr.Co. Davenport, Ia. 10~ 1-31 S.M. 31,357 26,858
Fidelity National Bk. & Tr.Co. Kansas City, Mo. 7-24-33  Nat. 29,749 18,407
Federal National Bank Boston, Mass. 12-15-31 Nat. 28,484 24,000
Harriman National Bk. & Tr.Co. WNew York, N. Y. 10-16-33 Nat. 25,944 22,630
City Bank & Trust Company Hartford, Conn 1- 2-32 Hon, 25,755 23,512
Security Houe Trust Coupany Toledo, Ohio 6-16~-31 flon. 25,148 25,192
Fletcher American National Bk. Indianapolis, Ind. 8-24-33 Hat, 24,235 15,269
Worcester Bank & Trust Co. Worcester, Mass, 6-12-33 S:M.. 24,045 23,453
Union Trust Company Dayton, Ohio 10-30-31 S.M. 23,553 20,156
Union Savings Bk. & Trust Co. Davenport, Iowa  12-28-32 Non, 22,315 12,525
Central National Bank Oakland, Calif. 42433 Nat., 22,096 18,651
Comnerce Guardian Trust &

Savings Bank Toledo, Ohio 8-17-31 S.M. 20,756 15,458
The George D. Harter Bank Canton, Ohio 10-22-31 Non, 20,591 17,982
01ld First National Bank &

Trust Company Fort Wayne, Ind, 10-30-33  Nat. 20,175 12,464
Central Bank & Trust Coupany  Asheville, N.C. 11-20-30 Non. 20,124 17,563
Bast Tennessee Hational Bank Knoxville, Tenn. 1-20-33 Nat. 19,952 9,000

Total 1,848,912 1,620,155

1/ Hat. - National bank; S.M. - State member bank; Non. — Nonmember bank.
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Size of suspended banks, neasured by capital stock.

Capital stock is not as good a measure of size of banks as loans and
investnents or deposits, because it is deternmined in part by requirenents of
law and because of the practice of some banks of building up large surpluses
rather than increasing capital stock. Capital stock has been rather widely
used, however, as a neasure of size of suspended banks and,accordingly a
sumniary in terms of capital stock is shown in table 19, with details in the

appendix,

Table 19 — BANK SUSPENSIONS 1921-1935, GROUPED BI SIZE OF CAPITAL STOCK

Size group — Nunmber of Percent of
capital stock suspensions total
Under $25,000 4,315 31.6
25,000 to 50,000 4,315 31.6
50,000 to 100,000 2,541 18.7
100,000 and over 2,465 18.1

Total 13,636 100.0

It will be seen that 11,171 banks, representing 82 percent of the
13,636 suspensions during 1921-1935, had capital stock of less than $100,000
each; 8,630, or 63 percent of the total, had capital stock of less than
$50,000; and 4,315 suspended banks, or 32 percent of total suspensions, had
capital stock of less than {25,000 each. This again indicates that suspen-

sions were rore numerous among small banks than among large banks.
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Bank suspensions distributed by population of cities.

Of the 13,636 banks suspensions during 1921-1935, 4,524 or 33 per-
cent occurred in towns of less than 500 population, and 9,748 banks or 71
percent in towns of less than 2,500 population. Only 734 banks, or 5.
percent of total suspensions, were among banks in cities of a population of
100,000 and over.

Corresponding figures by classes of banks show a much smaller
percentage of national banks than of State banks suspended in places of
low population —— only 1O percent of the national banic suspensions were
in places of less than 500 population, compared with 39 percent in the
case of nonmember State banks and 14 percent in the case of State member
banks, This difference in the rate of suspension of national banks and
State banks in small places follows, of course, from the fact that
relatively fewer nation=1 than State banks are located in small towns and
villiages.

Although there were many more bank suspensions in small than in
large places, the differences in the rates of suspension (per 100 active
barnks) were not nearly as marked, due, of course, to the fact that such a
large number of banks (particularly State banks) perate in small cities,
towns and villages. This may be seen from table 20, which shows the number

of bank suspensions as well as the suspension rates.
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Table 20 — NUMBER AND RATE OF BANK SUSPENSIONS BY POPULATION OF CITIES

1921-1935
Population of Total, Member banks Nonnmenber banks
city A1 banks |[National| State State Private

Number of bank suspensions

Under 500 4,524 264 71 3,918 271
500 to 1,000 2,601 441 75 1,955 130
1,000 to 2,500 2,623 710 99 1,736 78
2,500 to 5,000 1,224 403 78 725 18
5,000 to 10,000 749 281 38 414 16
10,000 to 25,000 666 229 49 382 6
25,000 to 50,000 261 78 23 155 5
50,000 to 100,000 254 45 22 176 11
100,000 and over 734 107 66 507 54

Total 13,636 | 2,558 521 9,968 589

Rate of suspension per 100 active banks on June 30, 1920

Under 500 51.6 39.5 2/52.5 f;/’
500 to 1,000 48.0 37.9 51.0
1,000 to 2,500 45.0 33.3 51.7
2,500 to 5,000 39.9 30.1 47,5
5,000 to 10,000 36.6 30.3 48,6
10,000 to 25,000 38.1 28,5 46.3
25,000 to 50,000 34.1 10.2 41.3
50,000 to 100,000 38.1 19.6 47.8
100,000 and over 41,1 23.6 48,4
Total 45,3 31.9 50.3

1/ The suspension rate in the case of private banks is somewhat inpaired
because a complete distribution of active private banks in 1920, by

population, is not available. )
2/ The ratios in this column relate to all State banks; separate figures

are not available for State member and nonmember banks, respectively.

It will be noted that, taiking all classes of banks as a whole, 52 banks
for each 100 banks in operation on June 30, 1920, suspended during 1921-1935

in places of less than 500 population, 48 in places of 500 to 1,000 population,
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and 45 in places of 1,000 to 2,500 population, with a somewhat further de—
clining rate as the size of towns and cities increased. It will also be noted
that there was considerable difference between national banks and State banks
in the rate of suspensions according to the size of the community in which
the suspensions occurred. While the suspension rates are higher for State
banks than for national banks in all sizes of cities, the differences are
particularly noticeable in the larger cities where the rate of suspocnsicn
of national banks per 100 active banks was much below the suspension rate of
State banks.

The spread of suspensions during 1930-1933 into the larger centers
was quite pronounced as may be seen from table 21, which compares the number
of suspensions by size of community for the two periods 1930-1933 and 1921-
1929. During 1930-1933, 29 percent of the suspensions occurred in places with
a population of less than 500 and 66 percent in places of less than 2,500
population, compared with 39 percent and 79 percent, respectively, during the
period 1921-1929. Cities with a population of 100,000 and over, on the other
hand, contributed 7 percent of the total suspensions in 1930-1933, compared

with only 3 percent in 1921-1929,
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Table 21 —— NUMBER AND PERCENTAGE DISTRIBUTION OF BANK SUSPENSIONS
BY POPULATION OF CITIES, 1930-1933 AND 1921-1929

1930~-1933 1921-1929

Population of Hurber Percent Nunber Percent

city of of of of
suspensions total suspensions total
Under 500 2,254 28.8 2,234 39.1
500 to 1,000 1,422 18.1 1,165 20.4
1,000 to 2,500 1,490 19.0 1,116 19.5
2,500 to 5,000 775 9.9 446 7.8
5,000 to 10,000 510 6.5 234 4,1
10,000 to 25,000 455 5.8 206 3.6
25,000 to 50,000 200 2.6 61 1.1
50,000 to 100,000 182 2.3 68 1.2
100,000 and over 545 7.0 182 3.2
Total 7,833 100.0 5,712 100.0

Overbanking and bank susvensions.

With some exceptions, suspensions during 1921-1935 were most numerous
in States where the number of banks increased rapidly prior to 1920 and in
those which had a low population per bank in 1920. In the majority of States
with a high population per bank,suspension rates were substantially below the
average for the country as a whole., This reflects the weakening effect on
the banking structure of the establishment of an excessive number of banks
prior to 1920. Table 22 gives (1) the percent change in the number of banks
from 19C0 to 1920, (2) the population per bank in 1920, and (3) the suspension
ratio, for the ten States with the lowest and the ten States with the highest

suspension ratios.
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Table 22 —- PERCENT CHANGE IN THE NUMBER OF BANKS FROM 1900 TO 1920,
POPULATION PER BANX IN 1920, AVD NUMBER OF BANK SUSPESIONS
DURING 1921-1935 PER 100 ACTIVE BANKS ON JUE 30, 1920,
FOR THE TEN STATES WITHE THE IOWEST AND THE TEN STATIS

WITH THS HIGHEST SUSPEMSION RATIOS

Percent change Suspensions during
States in number of | Population | 1921-1935 per 100
bankzs per bank active banlks
1900-~1920 in 1920 on June 30, 1920
10 States with lowest suspension ratios
¥ew Hampshire + 21,2 +H50 10,0
Delaware + 66,7 ,978 10,3
Rhode Island - 50,7 18,515 12,1
Hassacimsetts =~ 54,1 14,423 15.5
Vermont + 79.6 I+,000 15.9
Wew York - Uo7 12,799 18,2
California +148,5 4,812 18.
Connecticut + 37.0 9,957 20.
Maine + 7.3 6,517 24,6
Haryland + 79.8 5,498 25.0
10 States with highest suspension ratios

North Carolina +04,0 4,136 60.5
Georgia f252.2 3,943 61.1
Nebragka +103, 1,089 61,6
Iowa + 6714 1,412 61.9
Vevada +371.U 2,333 63.6
North Dakota +46Y4,8 719 65.4
Arkangas +667 .2 3,616 68,9
Souta Carolina +H77.5 3,670 71.8
South Dakota +266.,5 94 82,7
Florida +403,8 3,762 107.3

United States total +118.3 3,713 45,1

The age of suspended banks.

Data regarding the age of banks at time of suspension are available
at present for national banks and for State banks during 10 years only, 1921~

1930, From table 23 it will be seen that 25 percent of banks suspended in
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1921-1930 were less than 10 years old at time of closing and 64 percent were
less than 20 years old; 36 perceunt, on the other hand, had been in operation
for 20 years or more. This clearly indicates that, although many of the sus—
pensions occurred among recently organized banks, long established institu—
tions have by no means been immune to the difficulties which have prevailed,
Due, however, to such factors as conversions, mergers, absorptions and re—
organizations, the "charter age" of some banks is not a good measure of their
span of existence; technically, some banks that resulted from mergers or
conversions have been in existence only a few years, while as a practical

nmatter they or their predecessors have been operating without interruption

for a long time.

Table 23 ~—— DISTRIBUTION OF BANK SUSPENSIONS ACCORDING TO AGE,

1921-1930 Y/
Years in operation Number of Percent
prior to suspension suspensions of total
Less than 5 735 11.1
5to 9 925 14.0

10 to 14 1,266 19.1
15 to 19 1,283 19.4
20 to 24 1,213 18.3
25 to 29 561 8.5
30 to 34 272 4.1
35 to 39 180 2.7
40 to 44 100 1.5
45 to 49 43 37
50 and over 40 .6

Total 6,618 100.0

1/ Covers national and state bank suspensions only and excludes 85 such
banks for which data are not available.
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Considerable variation among the several States and geographic
divisions of the country obtained with respect to the age of suspended banks,
as indicated in table 24, Banks suspended in the West Horth Central states
during 1921-1930 were in existence prior to suspension for an average period
of 18 years and 9 months, the longest of any region, whereas in the Mountain
states the average age was only 11 years and 7 months, the shortest for any
geographic division. The range is somewhat greater in the case of individual
statesy the age of banks suspended in Arizona, California, Colorado, Florida,
ilassndiusctts , Montann and Wyoming is distinctly below the average for the United

Rhode Island,
States as a whole, while in/Delaware, Iowa, Kentucky, Michigan, Nebraska,
Hevada, Pennsylvania and West Virginia the age of suspended banks is apnre—
ciably above the average for the country.

Table 24 —— AVERAGE AGE OF SUSPENDED BANKS, BY GEOGRAPHIC DIVISIONS,
1921-1930 L1

Geographic Humber of Average age
division suspensions Years Months
New England 18 17 10
Middle Atlantic 64 17 2
East North Central 631 16 5
West North Central 2,965 18 9
South Atlantic 1,165 15 4
BEast South Central 352 17 5
West South Central 811 14 1
Mountain 470 11 7
Pacific 142 14 11
Total 6,618 16 8

1/ Covers national and state banks only and excludes 85 such banks in
Nontana for which data are not available.
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Suspension of banks with branches.

Of the 13,636 banks suspended during the 15~year period 1921-1935,
331 banks with loans and investments of $2,937,0C0,000 were operating 1,175
branches at time of suspension. The suspension of banks operating branches
has becn made the subject of a detailled analysis in the study of branch

banking,
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BANK SUSPENSIONS, 1892-1935

CHAPTER IIT

SUSPENSIONS DURING 1930-1933

In the preceding chapter it was pointed out that not only were bank
suspensions more numerous in the four critical years 1930-1933 than in pre—
vious years, but that suspensions became more diffused over the entire
country among all sizes and classes oI banks., During this period of nation-
wide economic depression there was a rapid decline in the value of securities
and real estate held as collateral for bank loans, as well as in the prices
of agricultural products, livestock and other commodities, all of which re-
sulted in a reduction in income of banks' customers, The consequent difii-
culty of ligquidating loans at maturity, combined with severe drought in many
of the agricultural sections, made it difficult even for institutions of
long standing and sound condition to hold up in the enveloping tide. Another
factor undermining the position of many banks was the withdrawal of funds by
depositors for hoarding., A vicious circle thus was created —— as cconomic
conditions grew steadily worse suspensions increased, and as suspensions
increased depositors became alarmed and withdrew funds, causing additional
suspensions and adding to the depth of the economic depression.

Because of these factors and the large number of suspensions during
this period, as well because ¢f the various attempts made by supervisory and
banking officials to avert the wholesale closing of banks, the period 1930~

1933 is discussed separately, year by year, in this chapter.
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1930

During 1930 bank suspensions increased to 1,350 banks with deposits
of $837,000,000, compared with 659 banks with deposits of $231,000,000 sus—
pended in the previous year. The highest previous figure was recorded in
1926 when 976 banks with deposits of 260,000,000 suspended.

From January through October 1930 the rate of suspensions reported
for each month was not far above the monthly average for the previous 9-
year period., Near the e¢nd of 1930 difficulties centering largely in the
East and West North Central states and in Arkansas, Kentucky, and North
Carolina accounted for the suspension of 256 banks in November and 352 banks
in Decenber. In these months 9 large banks in different sections of the
country suspended, including the Bank of the United States in Hew York City
with deposits of §161,000,000, the Bankers Trust Company of Philadelphia with
deposits of $44,000,000, the National Bank of Kentucky and the Louisville
Trust Company, both of Louisville, with deposits totaling. $52,000,000, the
American Exchange Trust Company of Little Rock with deposits of $11,000,000,
the Bank of Temnessee of Nashville with deposits of $10,000,000, and the
Central Bank and Trust Company of Asheville with deposits of $17,500,000.
The closing of these large banks resulted in the closing of many other banks,
partly because of affiliated and correspondent relationships, and partly
because the spread of fear among depositors, particularly in territory near
the location of the banks.

The bank merger rovement, which had been started prior to 1930
through an open competition on the part of banks for size and controlling

influence, continued in 1930 but generally for a somewhat different purpose —-
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that of taking over weak banks to prevent their closing and avert possible

resulting runs on the absorbing banks and other institutions.

1931

Following January 1931 when about 200 banks suspended the number of
suspensions declined to less than 100 each month until June when 167 banks
suspended, During the last four months of 1931, 1,360 banks suspended, more
than in any previous full year. The peak of this period was in October,
after the suspension of the gold standard in England, when 522 banks sus-
pended. By the end of the year a total of 2,293 banks had suspended.

In 1931, as in 1930, the East and West Horth Central groups of
states accounted for the largest proportion of suspensions - 610 and 717,
respectively, or more than half of all bank suspensions in 1931. 1Illinois
and Towa each reported more than 200 suspensions during the year. The Hew
England states, which had previously been comparatively free from suspen-
sions, reported 33 suspensions in 1931 and 11 in 1930, conpared with a
yearly average of 2 for the 9-year period 1921-1929. The Middle Atlantic
states also were seriously affected during 1931; 230 banks suspended in
that region in 1931, compared with 30 in 1930 and a yearly average of 9
during 1921-1929.

While the number of suspensions was greater in 1931 than in any
previous year —— about 4 times the yearly average for ths 9-year period
1921-1929, deposits of suspended banks in 1931 were proportionately even

greater — about 9 times the yearly average for the 9-ycar period.
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No single bank failure in 1931 approximated the size of the Bauk of
the United States, New York City, which suspended in 1930, but quite 2 number
of the banks that suspended in 1931 were of substantial size; 20 of the sus-
pended banks had deposits of £10,000,000 or wmore, aggregating $380,000,000.
The largest bank failure during the year was the Bank of Pittsburgh, K.A.,
with deposits of about #44,000,000.

In an effort to stem the increasing tide of suspensions ine Hational
Credit Corporation was formed in October 1931 by the banks at the suggestion
of the President. This corporation socught to relieve the situation by making
loans to banks on sound but not readily narketable assets. The benefits,
if any, of this new corporation were short lived, for while the number of sus-
pensions decreased in November to 175 from 522 in October, December witnessed

an increase tc 358,

1932

By January 1932 the banking situaticn was generally reccgnized as
extreitely critical. Depositors were beconing increasingly alarmed. Overnight
nergers were reported in nmany sections of the country.

The placing of restrictions on deposit withdrawals, a practice that
had been used in 1931 in the East North Central states, particularly in
Wisconsin and Michigan, became more prevalent in 1932 as a neasure to cope
with the steady withdrawal of funds. These restrictions on deposit with-
drawals were usually imposed through "depositors'! agreements® deferring with—
drawal of varying percentages of deposits over periods of time ranging fron
one to five years, certain percentages of deposits to be rcleased at the end

of the first year and additionnl percenbages at the end of the succeeding yenars,
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New business was conducted on an unrvestricted basis. Unfortunately, con—
prehensive figures are not available to show the number of banks that
obtained deposit deferment agreements, or the amount of deposits involved
in such deferment agreements, but from what information is available it
appears that the practice was widely followed.

Another type of bank moratoria that became comnon during this period,
particularly in the Fast Horth Central states, was the reorganization of
banks throuzh the waiving or surrender of a portion of depnsits by the ce—
positors., This was accomplished in sone cases through outright contributions
by certain of the depositors, but usually there was a segregation of assets
for the benefit of waiving depositors under a trust agreement, with a right
in the bank to substitute assets during a period of time running generally
from two to five yenrs. Figures arc not available at present showing the
losses sustained by depositors through this type of reorganization of dis-
tressed banks.

Many banks in a number of states closed temporarily under special
"banking holidays" declared by civil authorities. The first of a series
of state—wide banking holidays was declared in Novemb.r by the Governor of
Hevada.

In spite of these efforts, suspasnsions and the accompanying epidemic
of fear were spreading. The Reconstruction Finance Corporation was organized
in January 1932 and began almost inmediately to nake loans to banks. Menber
banks were granted additional assistance through the provisions of the Glass-—
Steagall Act adopted in February. The Act gave the Federal Reserve Board
power to permit the use of United States Government securities as collateral
agninst Federal Reserve notes. This nade it possible for the Federal Reserve
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banks to increase their purchases of United States Government securities,
thereby providing nember banks with funds te neet additional denmands for
currency and gold and at the sanme tine to reduce their indebtedness at the
Reserve banks. The Glass—Steagnll Act also contained provisions under which
nenber banks that were without adequatce arounts of eligible and acceptable
nsscts coule under certain conditions receive assistance on the basis of other
security satisfactory to the Reserve banks.

During the spring, summer, and sutumof 1932 the number of bhank sus-
pensions declined to less than 100 per month, with the exception of the months
of June when 151 banks suspended and July when 132 banks suspended. In those
two months difficultics centered in Chicago and elsewhere in Illinois and in
Iowa. Near the ¢nd of the year suspensions again increased in number,
mainly in the Mid-Western and Far Western states. A total of 1,453 banks
suspended during the year, involving deposits aggregating mor: than :7700,000,000,
Fewer large banks susponded in 1932 than in cither 1930 or 1931, but among
these were the Peoples State Bank of Charleston, South Carolina, s large branch
bank with deposits of 23,000,000, and the City Bank and Trust Company of

Hartford, Connecticut, with deposiiec of about the same amount.

Early in 1933 bankin;; difficultices, vhich had buen growing steadily
worse since the beginuing of the depr.osszion in 1929, becsume greatly inten—
gified, During the first two montihs of 1933, 386 banks with deposits of
about £200,000,000 suspended. These figures, howevor, do not measurs the
exsent of the banking difficulties that had doveloped during this period
to catastrophic proportions. Banis which witiout actually closing obt~ined
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agreements from their depositors for the waiver or deferment of their claius,
as previously stated, are not included in suspension figures. In addition, in
Jamuary and February of 1933 local bank holidays were declared by city
authorities in order to permit banks to oblain tdeposit deferment or waiver
agrecments, and to afford banks an oprortunity to raise funds and made adjust-
ments necessary to enable them to continue to meet their obligations. These
holidays in many cases were extenced from time to time, and in a few in-
stances they lasted for more than two months! time, culminating with the
national banking holiday in March.

These local types of bank moratoria could not cope with the problem.
Morc drastic action becams necessary, and banking authorities in the dif-
ferent States were obliged to adopt emergency measures, In a number of
States new laws were passed to provide for safeguarding of bank deposits or
for readjusting the liabilities of banks without establishing receiverships.
With 2 view to enabling the banking situsation in any particular State to be
bettur handled as a whole a joint resolution was adooted on February 25
by Congress authorizing the Comptroller of the Currency to exercise with
respect to national banks such powers as State officials might have for
State vanks.

On February 4 a one-day holiday wns declared in Louisiana because
of difficultics in New Orleans. On Februnry 14 s four—-day banxing holiday
was declared in Michigan becauss of difficulties contering in Detroit.
Satisfactory settlement of the difficulties in Michignan was not reachod,

howev.r, and the holiday was extendad., While the Michigzan holiday arrested

Sy

o

withdrawals of deposits from banks in that State, outside Michigzan there was
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an increasc in the movement of funds from weaker to stronger banks and in
currency withdrawals., Funds were withdrawn from banks in other States to
send to Michigan or to meet payments that otherwisce would have been uet
from deposits in Michigan banks. Developments of this nature were partly
responsible for the rapid spread of the banking holiday movement among other
States. On PFebruary 25 the Governor of Maryland declared a banking holiday,
chi=fly on account of conditions in Baltimore, and at about the same tinme
restrictions were authorized on withdrawals of bank deposits in Indians,
Arkansas and Ohio,

On March 1 bank holidays were declared in Alabama, Kentucky, Tennessee
and Hevada and similar action was taken in six other
States on March 2 and in seven others on iarch 3. On the morning of March
4, the Governor of the State of New York issued a proclamation declaring
htat day, which was a Saturday, and the following Monday to be bank holi-
days. Similar action was taken in Illinois, iassachusetts, Hew Jersey,
Pennsylvania and elsewhere, These declarations of State holidays in the
various States had by iMarch 4 closed or placed restrictions on practically
all bnks in the country. Faderal Reserve banks also observed State holi-
days and closed on Harch 4. All leading exchanges ceased operations =nd
business in genernl was practically at na standstill. The following compila~
tion by the Associated Press published in the March 5, 1933, issue of the Hew
York Times shows tha limitations on banking in effect at this time, State
by Statet

M abana - Closed until further notice
Arizona — Closed until March 13

Arkansas - Closed until March 7
Cnlifornia ~ Almost all closed until March 9
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Coloradoc — Closed until March 8

Connecticut — Closed until March 7

Delaware - Closed indefinitely

District of Columbia — Three banks limited to 5%; nine savings
banks invoke sixty-days! notice

Florida — Withdrawals restricted to 5% plus 10 until March 8
Georgia — Mostly closed until March 7, closing optional
Idaho — Some closed until IMarch 18, closing optional
Illinois - Closed until March 8, then to be opened on
5% restriction basis for seven days

Indiana — About half restricted to 5% indefinitely

Iows — Closed "temporarily"

Kansas — Restricted to 5% withdrawals indefinitely

Kentucky — Mostly restricted to 5% withdrawals until March 11

Louisiana — Closing mandatory until March 7
Maine — Closed until March 7

Maryland - Closed until March 6
Massachusetts — Closed until kMarch 7

Michigan — Mostly closed, others restricted to 5% indefinitely;
Upper Peninsula banks open

Minnesota — Closed "temporarily"

ilississippi — Restricted to 5% indefinitely

Missouri - Closed until karch 7

Montana — Closed until further notice

Nebraska — Closed until karch 8

Nevada - Closed until Marchh 8, also schools

New Hampshire - Closed subject to further proclamation

New Jersey — Closed until March 7

New Mexico - hiostly closed until linrch 8

New Yorx -~ Closed until March 7

North Carolina — Some banks restricted to 5% withdrawals

North Dakota —~ Closed temporarily

Ohio - Mostly restricted to 5% withdrawals indefinitely
Oklahoma - £11 closed until March 8

Oregon — All closed until March 7

Pennsylvania — Mostly closed until March 7, Pittsburgh bancs open
Rhode Island — Closed yesterday

South Carolina - Some closed, some restricted, all on owm initiative
South Dakota — Closed indefinitely
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Tennessee — A few closed, others restricted, until ¥arch 9
Texas — Mostly closed, othersrestricted to withdrawals on
315 daily until March 8

Utah - Mostly closed until March 8

Vermont — Closed until March 7

Virginia - All closed until March 8

Fashington - Some closed until March 7

West Virginia — Restricted to 5% monthly withdrawals indefinitely

Wisconsin — Closed until kiarch 17

Wyoming - Withdrawals restricted to 5% indefinitely

On March 6 the President issued a proclamation declaring a nation-—
wide bank holiday to continue through the four days ending Thursday, larch
9, An important purpose of this action was to attack the problem of bank
failures comprchensively by reviewing at one time the condition of all banks
and reopening only such banks as co:ld be determined to be in sound financial
condition, This vrocedure was intended to insure more equitable treatbent
as between the depositors who were making withdrawals =nd those who were
not and to restore confidence in the banking structure as a whole. The
proclamation declared that there had be:n heavy and unwarranted withdrawals
of gold and currency and extensive speculative activity in foreign exchanges,
which had created a national emergency, and the bank holiday was ordered
to prevent a continuation of such hoarding and speculation and to permit
the application of appropriate measures for ovrotecting the interests of all
bank depositors and other persons dependent on banks. During the holiday,
banks were not to pay out any coin, bullion or currency or to transact any
other bansing business whatever except as night be permitted by the Secretary
of the Treasury. The Secretary of the Treasury was authorized to pernit
banks to perform any or all banking functions, to require or permit the
issuance of clearing house certificates, and to authorize special trust
accounts for receipt of new deposits.
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On March 9 the Emergency Banking Act was passed by Coungress and
signed by the President. On this day alsc the President issued a proclamation
indefinitely extending the bank holiday, and on March 10, by Executive
Order he conferred power on the Secretary of the Treasury to license nen-
ber banks of the Federal Reserve System found to be in satisfactory condition
to conduct a usual banking business with exceptions as to paying out of
gold and the furnishing of currency for hoarding purposes. Similar powers
were granted authorities of the various States with respzct to banks not
members of the Federal Reserve System. On Saturday, March 11, the Reserve
banks were authorized by the Secretary of the Treasury to reopen on the
following Monday. On the same date it was aunnounced that on March 13
banks in the 12 Pederal Reserve bank cities would be reopened, on March 14
banks in approximately 250 other cities having recognized clearing houses,
and on larch 15 banks in other places.

On larch 15, 4,507 national banks and 571 State bank members of
the Federal Ressrve System with deposits of 16,200,000,000 and
$9,350,000,000, respectively, were licensed to reopen; 1,400 national banks
and 221 State bank members, with deposits of i1,900,000,000 and $925,000,000,
respectively, were not granted licenses to rsopen. Corresponding figures
with respect to banks not members of the Federal Reserve System were not
available prior to April 12, 1933, by which date 7,394 nonmember banks with
deposits of €4,950,000,00C had been authorized to reopen and 2,938 banks
with deposits of #1,300,000,000 had not been granted authority to reopen.

On December 30, 1933, there were 512 member banks with deposits

of 528,000,000 and 1,257 nonmember banks with deposits of :3497,000,000 that
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had not been granted licenses to rcopen or had not becn placed in liqui-
dation or recdeivership. By December 31, 1934, all but 9 of the member
banks and 147 of the nonmember banks not licensed following the banking
holiday had either been granted licenses to reopen or had becn placed in
liquidation or reccivership, Table 25 shows the number and deposits of
banks licensed and not licensed on a series of dates following the national

banking holiday.
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Table 25 — NUMBER AUD IE-0SITS OF BANKS LICENSED AND ROT LICENSED
Ol A SHRIES OF DATES

Banks licensed Banks not licensed

lasses of banks - = .
Gla dkz z - ank Hunber of Deposits 1/ |liumber of Deposits 1/

e banks | (in thousands)| banks  |[(in thousands)
A1l banks

March 15, 1933 (Wot available) (Hot available)

April 12, 1933 12,819 30,932,272 4,194 3,977,530
June 30, 1933 13,794 31,635,591 3,078 2,329,999
December 30, 1933 14,344 32,229,882 1,769 1,024,942
June 30, 1934 2/ 15,135 36,325,932 622 346,208
December 31, 1934 15,370 39,909,817 158 34,332
National banks
March 15, 1933 4,507 16,195,145 1,400 1,942,574
April 12, 1933 4,789 10,494,549 1,108 1,818,541
June 30, 1933 4,897 16,741,289 985 1,028,347
December 30, 1933 5,154 17,555,239 452 434,978
June 30, 1934 5,417 19,895,897 95 97,999
December 31, 1934 5,462 21,637,150 5 6,510
State bank members
March 15, 1933 571 9,359,142 221 924,177
April 12, 1933 636 9,491,634 148 841,382
June 3C, 1933 709 9,822,638 110 237,668
December 30, 1933 e57 9,611,735 60 92,876
June 30, 1934 958 11,116,470 18 12,995
December 31, 1934 980 12,211,255 4 1,795
Nonmember banksé/
March 15, 1933 (iiot available) (ot available)
April 12, 1933 7 4394 4y 946,089 2,938 1,317,607
June 30, 1933 8,188 5,071,664 1,983 1,063,984
December 30, 1933 8,333 5,062,908 1,257 497,088
June 27, 1934 8,700 5,313,505 519 234,234
December 31, 1934 8,928 6,061,412 149 80,027

1/ Deposits of national banks and State bank members are as of the nearest

prior call dates; deposits of nonmember baniks for April 12 and June 30, 1933,
are as of December 30, 1932, or the nearest available call date prior there-
to; deposits of nonmember banks for December 30, 1933 and June 27, 1934,
are as of December 30, 1933, or the nearest available call date prior there-
tos and deposits of nonmember banks for December 31, 1934, arc as of that
date, or nearest available call date prior thereto.

2/ June 27, 1934, in the cass of nonmember banks.,

3/ Bxclusive of mutual savings bangs.
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Effect of bank moratoria, holidays, etc., on bank suspension statistics.

Because of restrictiocns on deposit withdrawals and the reorganization
of banks through deposit wailvers, accomplished during local and State bank
holidays without the "suspension" of the banks, and because the chan:es in
status of all banks incident to the national banking holiday, statistics of
bank suspensions for 1933 are not wholly comwarable with those for previous
years., The figures for 1933 as used in the present report are, however,
thought to be fairly in line with statistics of suspensions in former years.
The figures for 1933 comprise, as shown by table 26, (1) 447 banks suspended
from January 1 to karch 15, 1933; (2) 179 binks that were licensed after tne
banking holiday but which later closed (betwcen March 16 and December 31
1933) because of financial difficulties; and (3} 2,111 bonks which were not

which
licensed following the banking holiday and /wciv subsequently (between

1933
March 16/and December 31, 1935) placed in liguidation or receivership.
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Table 26 -~ BAWK SUSPENSIONS DURING 1933

Total, Member banks Nonmermber banks
AL oo tional| State | State | Private
banks
Number of banlk sugpensions:
Jamuary 1 to March 15 Wy 66 23 336 22
March 16 to December 31 179 9 6 154 10

Banlts not licensed following

banlring holiday, placoed in li-

guidation or receivership between

Morca 15,1933 and Dec. 31,1935}/ 2,111 366 T4 1,103 63

Total 2,737 gli1 103 1,593 100

Deposits of , guspended ba.nks_a_/
(In thousands of dollars)

January 1 to March 15 213,497 73,183  21,7he  11k,847 3,725
March 16 to December 31 145,710 17,322 3,527 123,958 903
Banlzs not licensed following banlz—

ing holiday, placed in liquidation

or rcceivership betwecn Harch

16,1933 and Dec, 31,1935/ 2,523,505 1,363,393 672,260 460,127 [-,725

Total 2,882,712 1’“’53’898 6979529 718,932 12,353

:!:'/ By the end of 1935 all but 27 (21l nonmembers) of the banks not licensed
immediately following the banlcing holiday had either bcen licensed or had
been placed in liquidation or receivership., These 27 banks had deposits
of $19,361,000.

2/ Deposits of member banks suspended are as of dates of suspension; deposits of
non~licensed national banks placed in liquidation or receivership are as of
dates of conservatorship; deposits of non-~licensed state momber banks placed
in liquidation or receivership are as of the nearest call dates prior to
liquidation or receivership; and deposits of nonmember banks are based on
the latost data available at the time of the reported closing of the banks,

The ebove figures exclude banks which, without actually closing, reorgan-
ized prior to the banking holiday through deposit waiver or deferment agree-
ments, The figures also cxclude banks that were not liccnsed immediately

following the banking holiday but which were gubsequently licensed under

existing charters, whether or not thc banks underwent any reorganization
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incident to their reopening., If the figures of bank suspensions during 1933
are deficient, therefore, it is because they understate rather than exaggerate
the banking difficulties in 1933.

In view of the amount of work involved in the examining and certify-
ing of baks for licensing during the banking holiday, it is fair to assune
that many institutions failed to open on the first three days of liceusing,
March 13-15, through no fault of their own but simply because of procodural
difficulties resulting from the magnitude of the burden placed on supervisory
authorities, This is evidenced by the comparatively large number of member
banics which opened between March 15 and April 12, 1933 — 279 national banks
with deposits of 316,000,000 and 48 State bank members with deposits of
367,000,000, If it is assumed that all banxks that could qualify for reopen—
ing without considerable reorganization and loss to depositors had opened
by April 12, 1933, and that any banks not reopened by that date failed to do
so because of financial difficulties which would result in loss to depositors,
bank suspension figures for 1933 will be increased by more than 2,200 banks with
deposits of $1,180,000,000, representing banks licensed subsequent to April
12, 1933. The addition of these banks would bring suspensions in 1933 up to
a total of 4,965 banks with deposits of 4,062,000,000, instead of 2,737
banks with deposits of £2,883,000,000 as used throughout this study. Table
27 shows, by classes of banks, the number and deposits of banks susnended
during 1933 and the number and deposits of banks granted licenses betwoon

April 12, 1933 and December 31, 1935,
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Table 27 — BARKS SUSPEWLED IN 1933 AND NOW-LICEUSED BANKS
GRANTED LICENSES

Tumber of banks {Deposits(ln thousands of dollars)
, Banks \ Banks
Total |_ §ﬂn§§:d granted_} Total BanKS‘d granted

PUSPENCEe ] 4 censes Suspenaed| 14 censes™

National binks , 1,192 94, 251 11,730,033 1,453,898 276,135

State member banksl 195 103 92 | 834,083 697,529 136,554
Nonmember banks ‘

State 3,461 1,593 1,868 1,483,915 718,932 764,983

Private 117 100 17 14,090 12,353 1,737

Total 4,965 2,737 2,228 14,062,121 2,882,712 1,179,409

1/ Includes non-licensed state member banks that withdrew from membership in
the Federal Reserve System prior to date of liquidation or receivership
or date of licensing.

2/ Includes banks licensed to reopen between April 12, 1933 and December 31,

1935 under existing charters, whether or not the banks required reorganization
and rehabilitation, capital correction, etec., prior to licensing.

While the addition of the 2,228 banks (granted licenses after April 12,

1933) to suspension figures would serve to emphasize the banking difficulties

in 1933, analysis of the figures for these 2,222 banks by states, geogrrphic
divisions, and size of banks shows a distribubtion very similar to thnt of the
2,737 banks included as susp=snsions in 1933 in the present analyses. Very little
data are available with respect to losses sustained by depositors in the pro-
cess of reorganization or reopening of banks vhich were licensed after April

12, 1933 under their own charters. It is safe to assume, however, that what-
ever the losses were they were not as great as lossos sustained by depositors

in banks which never obtained permission to reopen and were ultimately liqui-
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dnted through receivershin or by sale to a now or existing banl/. De~
tailed figurss covering banks granted licenses between April 12, 1933 and
December 31, 1935 according to states, geographic divisions, deposits,
loans and investments, 2pital stock, ~nd population of cities are

given in the appendix.

1/ By October 31, 1935, 90.52 percent of the total devosits had been re-
leased in 531 national banks licensed following the banking holiday
under existing charters, compared with 58.1 percent of total deposits
in 554 national b-anks placed in liquidation or ruoceivership following
reorganization. The percentage covering 332 banks placed in receiver-
ship without prior reorganization was not zgiven. (See 1935 Amnunl
Report of the Comptroller of the Currency, page 45).
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BAIK SUSPENSIONHS, 1892-1935

CHAPTER IV

FEDERAL AID TO BAIKS

Loans to open banks

In the autumn of 1931 the Wational Credit Corporation, a private
organization, was formed at the suggestion of the President to bolster the
financial structure of the weaker banks through the aid of the stronger
institutions, This corporation made loans amounting to about %155,000,000
by the end of Jamary 19321/. With the vast tide of susvensions during
the latter part of 1931, however, (1,611 banks suspended during the last
half of 1931 with deposits aggregating more than $1,270,000,000) it was
evident that the Government itself must taike immediate steps if a complete
collapse of the banking structure was to be avoided. The Reconstruction
Finance Corporation was, therefore, organized in Jamuary 1932 and within
a very short time thereafter this organization began to make loans to
banks; by the middle of 1932 loans aggregating 611,000,000 to about 3,600
banks had been authorized. Table 28 shows, by quarters, cumulative fisures
of the amount of loans to banke authorized and disbursed by the Recon-

struction Finance Corporation from January 1932 to December 1935:

1/MClosed nnd Distressed Banks,"Upham and Lamke, Page 7.
For statements of purpose of the corporation and for general plan of
organization and operation, see Federal Reserve Bulletin for
October 1931, pages 551-557.
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Table 28 — LOAUS BY THE RECONSTRUCTION FINANCE CORPORATION TO OPEW BANKS,
BY QUARTERS, FROl JANUARY 1932 THROUGH DECEMBER 1935

(Cumulative fijures, in thousands of dollars)

Quarter Amount Anount Amount
T authorizad disbursed outstanding
1932
First quarter 156,009 124,107 117,886
Second M 615,391 487,062 419,965
Fourth " 893,745 810,110 576,178
1933
First quarter 1,172,520 987,445 677,611
Second " 1,234,058 1,038,930 614,467
Third " 1,268,023 1,077,094 532,953
Fourth " 1,290,700 1,091,785 462,950
1934
First quarter 1,309,442 1,103,080 353,066
Second M 1,322,062 1,122,110 290,110
Third " 1,326,733 1,130,377 259,949
Fourth " 1,329,239 1,133,063 229,184
1935
First quarter 1,334,436 1,135,083 204,785
Second U 1,337,310 1,141,923 194,741
Third n 1,339,386 1,142,290 180,611
Fourth % 1,339,835 1,142,590 167,003

In the light of later developments, including the closing of all

banizs incident to the banlzing holiday, it is an open question whether

Reconstruction Finance Corporation loans to open ban'zs in its effort to

support the collapsing banlzing structure were beneficial or detrimental

to the interest of depositors,

During 1932 and theearly part of 1933,

however, when the bullz of these loans was made, it appeared most obvious

that wholesale suspensions could oaly be averted by such a course of

action on the part of this new Government agency. In many cases, such

loans doubtless did furnish the assistenws nccessary to enable the banks
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to o through the crisis without suspension, but in other cases the baniks

which obtained Reconstruction Finance Corporation aid eventually suspended.
Figurcs showing the number and deposits of banls that did not suspend after
being aided by the Recoanstruction Finance Corporation, compared with those
that did suspend aftcer such agsigtonce, arc not available,

Whcre banks failed in spite of Reconstruction Finance Corporation
loans their depositors probably were in a less favorable position, at
least temporarily, than if their banks had not borrowed, as ihe banks!

@ood assets had been pledged to the Reconstruction Finance Corporation
and interest had to be borne by the depositors?! funds, It would not be
practicable, howover, to determine whether higher or lower losses would
have been sustained by depositors if Reconstruction Finance Corporation
aid had not bcon cxtended, in view of the many factors that ave affected
the value of baniz assets since the banking holiday, In individual cases
large deposibors with Imowledge of the banlzs! borrowings may have been
able to withdraw the bHulz of their deposits, after the banizs had been
aided by the Reconstruction Finance Corporation, lecaving the smaller
uninformed depositors in a legs favorable position than if the loans had
not been made, This, however, is not susceptible of statistical analysis,

In 1932 bon': suspensions declined from their high 1931 level to 85
in August and to 67 in Septerber, totaling 1,433 for the year compared with
2,293 in 1931, Tewporarily there appeared to have been a restoration of
confidence in the banking structure. The Reconstruction Finance Corporo-

tion during 1932 authorized loans to banks in an amount greater than the
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total amount of deposits involved in bank suspensions. The heavy with-
drawals of deposits during the latter part of 1932 and early 1933, however,
in spite of the restrictions placed on deposit withdrawals by many banks
throughout the country and the ceclaration of local bank holidays, were
more than could be met by Reconstruction finance Corporation loans, and
the national banking holiday in ilarch 1933 resulted. Nothing short of
conplete guarantee of bank deposits by the Government, which nay have re-
quired the absorption of heavy losses by the Treasury,could have averted

the closing of all banks,

Loans to closed banks

Deposits remaining tied up in banks that suspended in 1930 - 1932,
together with the approximately $4,500,0065g} deposits in banks that were
not granted licenses imnediately following the banking holiday, constituted
a serious deflationary factor retarding recovery. Agitation arose for the
Federal QGovernnent to take over the liquidation of closed banks and to make
depositors! funds immediately available, and the task of assisting in the
liquidation of closed banks was turned over to the Reconstruction Finance
Corporation. The Liquidation Division of the Reconstruction Finance
Corporation was established and machinery was set up to handle loans to
closed banks. Banks that closed after January 1, 1933, were given first
attention; later loans were made to banks that closed nrior to January 1933.
By June 1934 loans amounting to £802,000,000 had been authorized by the
Reconstruction Finance Corporation to closed banks, of which amount
$544,000,000 had been disbursed. By this time the work of appraising assets

and making loans to closed banks was practically finished. Table 29 gives
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cumulative figures of tne amount of loans to closed banks authorized and
disbursed by the Reconstruction Finance Corporation, by quarters, from
January 1933 through December 1935.
Table 29 —— LOANIS BY THE RECONRSTRUCTION FINANCE CCRPORATION TO
CLOSED BANKS, BY QUARTERS, FROW JANUARY 1933 THROUGH
DECELBER 1935 1/

(Cumulative figures, in thousands of dollars)

Quarter Amount Amount Anount
( authorizged disbursed outstanding

1933

First quarter 97,535 78,251 48,292

Second " 193,112 150,663 99,918

Third " 321,260 249,258 181,397

Fourth 572,230 383,377 291,604
1934

First quarter 713,037 477,836 349,059

Second M 802,713 544,060 361,256

Third " 961,429 622,138 367,114

Fourth " 1,035,733 761,704 443,343
1935

First quarter 1,069,976 795,632 372,065

Second ! 1,117,928 822,557 320,135

Third " 1,140,972 850,551 287,399

Fourth " 1,170,157 876,125 245,725

;/ Includes loans to receivers, conservators, and liquidating agents,
loans through mortgage loan companies to aid closed banks, and loans
on assets of closed banks under Sec. 5e of the Reconstruction Finnnce
Corporation Act.

Loans to closed banks by the Reconstruction Finance Corporation vnro-
vided immediate cash which, in the ordinary liquidation process, would not
have been available for distribution to devositors for a considerable length
of time. Loans on the assets of closed banks provided the means for the
prompt opening of successor banks, at which a substantial part of the funds

of the closed banks became immediately available. Such lozsns also avoided

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



- 69 -

tihe necessity of the dumpingflarge blocks of securities and mortgages by
the receivers of closed banks on an abnormally low market in an effort to
make depositors' claims available. It is gquite probable, therefore, that

in spite of interest charges on loans by the Reconstruction Finance Corpora-
tion, depositors of banks realized a higher percentage of their claims than
would have been realized through the immediate liquidation of the banks

without such loans.

Strengthening of the capital structure of banks following the banking holiday.

Many of the banks that did not reopen immediately following the
banking holiday needed additional capital. Existing stockholders and the
public in general could not, however, provide very much of the additional
capital funds necessary and the Government, through the Reconstruction
Finance Corporation, made extensive purchases of stock in such banks. Banks
that had been licensed immediately following the banking holiday without
reorganization were invited to join in the program for strengthening the
capital structure of banks, and as a result many of the larger metropolitan
banks also sold capital stock to the Reconstruction Finance Corporation.

A large number of banks were required to obtain additional capital funds
before admission to Federal deposit insurance.

By the end of June 1934 the program of capital rehibilitation was
well under way, the Reconstruction Finance Corporation having outstanding
on that date 814,707,000 investment in capital of banks. At the end of
June 1935, which marked the approximate peak, the Reconstruction Finance

Corporation investment in preferred stock, capital notes and debentures
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of 5,752 banks amounted to $904,341,000. On December 31, 1935, it
amounted to $899,486,000. These figures are shown by quarters, from

January 1933 through December 1935, in table 30.

Table 30 — PURCHASES 5Y THE RECONSTRUCTION FINANCE CORPORATION OF
PREFERRED STOCK AND CAPITAL NOTES OR DEBENTURES OF BAFKS,
AND LOANS ON PREFEREED STOCK OF BANKS, BY QUARTERS, FROM
JANUARY 1933 THROUGH DECHMBEE 1935

(Cumulative figures, in thousands of dollars)

Quarter Amount Anount Amount
authoriz:d disbursed outstanding

1933

First quarter 14,933 12,750 12,750

Seconc " 47,419 43,468 43,463

Third n 70,073 63,107 63,095

Fourth " 496,866 264,346 264,188
1934

First quarter 932,623 493,577 593,032

Second " 1,047,659 817,303 814,707

Third " 1,104,772 890,775 827,660

Fourth " 1,156,904 938,004 865,083
1935

First quarter 1,176,942 989,756 902,844

Second " 1,188,462 1,006,895 905,262

Third n 1,232,068 1,026,070 904,341

Fourth " 1,252,018 1,040,973 899,486

A number of other Governm.nt agencies assisted in the liquidstion
of bank assets, thereby strengthening the position of open banks and assist—
ing in the liquidation of closed banks, Most of this aid consisted of the
replacemcnt of "frozen" mortgages held in bank portfolios by marketable
bonds guarantecsed by the Government. In this refinaneing program, preferred

consideration was given to cases threatened with foreclosure, or where the
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loans represented frozen assets oi clesed bonks. For discussion of ralatod

operations of Farn Cr:dit Administration, Home Owners' Loan Corporation,

ete., as well as for discussion of general activities of the Reconstruction
)

Finance Uorporation, sez Study No. 15, ":ffect of Govermmental Lending

Agencias and Postal Savings Systenm upon Banks.V
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Confidential

BAUK SUSPEKSIOHS, 1892-1935

LOSSES TO DEPOSITORS OF SUSPEJDED BANKS

Depositors of banks suspended in this country have sustained losscs
running into billions «f dollars. According to estimates prepared oy the
Federal Deposit Insurance Corporation, depositors'! losses in tine banks that
suspended during 1931-1934 amounted to more than $2,300,00é¥)ih banks sus—
pended during 1921-1930 to about $815,000,00C, and in banks suspended dur-
ing 1865-1920 to about 265,000,000, Estimated losses in the 70-year
period 1865-1934 thus anounted to nearly %3,500,000,000, The figures are

sumriarized in Table 31.

Table 31 — ESTIMATED LOSSES SUSTAINED BY UNSKECURED DEPOSITORS IN
SUSPENDED BANES, 1865-1934.1/

Estinated losses to depositors
(In thousands of dollars)

Period Total — Hational State and
all banks banizs private banks
Total, 1865-1934 3,411,029 1,129,719 2,281,310
1931-1934 2,333,121 879,711 1,453,410
1921-1930 815,309 196,100 619,209
1865-1920 262,599 53,908 208,691

1/ Estinate prepared by the Federal Deposit Insurance Corporation.
(Se= Table 33 of the 1934 Annual Report of the Federal Deposit Insurance
Corporation. )
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Available data with respect to losses resulting from closed banks
arc rather sparce. HMany of the banks that closed in recent years are still
in process of liquidation and it is imposeible to determine the ultimate
losses in these banks, Bven in the case of banks conpletely liquidated,
reopened, or taken ovar by other banks, complete information is not avail-
able. It is believed, however, that a fairly accurate neasure of the losses
involved in closed banks can be obtained fror such infornation as is avail-
able. The following analysis is designed to show the rate of loss sustainad
in (1) suspended banks reopened and token over, and (2) suspended banks
complately liquidated. The material is presented by geographic divisions,
size of susvended banks, and population of cities in which the banks were
located. The sources of the available data and the limitations thereof are
outlined below,

Source and scope of data for 1921-1936G. The information covering
the period 1921-1930, contained in this chapter, has been taken from data
prepared by the Federal Reserve System Committee on Branch, Group, and Chain

Bankingl/ and covers both national and State banks. Estimates of losses

;/ An individual schedule was obtained by the Committee for each bank that
suspended during the period, on the basis of which schedules the Com—
nittee's compilations wers prepared. The information presented re-
flects the status of the ligquidation of the banks at the time the schedules
were prepared (during the latter half of 1930 and the first half of 1931).
The time required for preparation of the schedules was several weeks
or even nonths in sone of the states, and the date of the completion of
the schedules varied considerably fron state to state.

liany complicating factors arose in the attenpt to arvive at comparable
results representing losses to depositors in different states. The
detailed instructions prepared by the Committee when the original re-
quests for data on suspensions were submitted to the Comptroller of the
Currency and the several State baunking departments called for infor—
nmation on deposit claims only, divided into three classes: secured,
preferred,and unsecured. It was particularly stressed that any departures
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were nade only with respect to claims of unsecured depositors, it having been
assuned that, unless the percentage of dividends vpaid to unsecured depositors
was abnornally low, preferred and secured depositors were paid in full, In
those cases where the dividend paynents (to unsecured depositors) were un—
usually low it is possible that the value of the collateral held by secured
depositors also may have been low, and that the secured claimants in such
cases suffered some loss., Under the prevailing practice, secured creditors
receive the same dividend payments as unsecured creditors, until their

claius are nmet in full either fron dividends or from the liquidation of

colliateral held or both.

fron this practice should be fully explained. HNothwithstanding these
precautions, the returns frou certain states showed that the data were
not always in the form regquested, either because of inadvertence or
because they were not available in that form. In sone states, for
instance, deposit clainms were not segregated fronm other types of clainms.
Moreover, the sane types of liabil-ties were classificd differently on
the suspension schedules fron one state to another, sometimes apparently
because of a difference in statutory priority, and sonetines simply
because of a difference in the judgnment of those who prepared the
schedules at the source.

An effort was made by the Committee, through further correspondence, to
determine in each statet (1) the statutory priority of lien of the
various types of deposits; (2) the precise character of deposits re-
ported on the suspension schedules as (a) secured, (b) preferred, and
(c) unsecured; and (3) the precise character of other claims included
in the suspension schedules with depositors! claims., The replies to
this ingquiry were so diverse in character as to make impracticable any
attempt to show comparable results for the different states with re—
spect to the claims of preferred or secured creditors and the payments
thereon in suspended state banks.

With respect to national bank suspensions for the period 1921-1930, it
was found that the work of segregating the claims of secured, preferred
and unsecured creditors was prohibitive; hence, for banks completely
liquidated or in process of liquidation, only the amount of claims of
unsecured depositors and the percentage payments thereon were obtained.
From the amount of claims of unsecured depositors and the percentage of
payments thereon, estimates have been made of the amounts paid to un-
secured depositors, For banks reopened or taken over, no losses of
Secured or preferred claimants were recorded on suspension schedules.
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Source and scope of data for 1931-1935., In connection with suspended

banks liquidated during the 5-year period 1931-1935, it was deemed imprac-
ticable,because of the magnitude of such an undertaking and the lack of
sufficient time, tc forward requests to the Comptroller of the Currency and
to the various State banking authorities for sufficient data to permit the
conpilation of statistics comparable to those used for the period 1921-1930
by the Committee on Branch, Group and Chain Banking. Consequently, the data
presented herein for banks liquidated during 1931-1935 were compiled
principally from annual reports of the Comptroller of the Currency in con-—
nection with national banks. Only a fow of ths annual revorts of State bank-
ing departrents contain . infornation on the subject, and a number of
such reports omit all reference to insolvent banks. In the State reports
which contain such data, widely diverse methods of presentation are used by
the various supervisory authorities, and in nost instances the information
presented was found to be of little value for the nurposes desired.

For the period 1931-1935 the cstimates in the case of national banks
represent losses sustained by all unsecured creditors, whereas in the
carlier period the estimates represent losses by unsecured depositors only.
The reason for this variation is that the Comptroller's annual reports do
not show the portion of unsecured claims which is represented by unsecured
deposits. It is believed, however, that in the majority of cases unsecured
clains consist almost entirely of devosits, since other claims against
national banis,such as those represented by bills payable or similar lia—
bilitius, were usually on a secured basis., The Comptroller's reports do not
snow the dollar anounts of creditors! unsecured clains, but the total
anounts of dividends paid are shown together with the percentage ratio of
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such dividends to unsecured claims, and, by applying the percentage ratio
to total dividend payments, an estimate of the original unsecured clains

was nade,

Losses in suspended banks reopened or taken over.

1921-1930. Unsecured depositors of banks which suspended and were
reopened or taken over during the 10-year period 1921-1930 suffered relatively
small losses, as a rule, compared with those incurred by depositors in banks
which were liquidated. In Table 32 the suspended national and State banks
vhich were reopened or taken over during that period are classified accord-
ing to the percentage of claims realized by unsecured depositors,

Table 32 -—- RUMBER Of BANKS SUSPEJDED AND REOPENED OR TAKEN-OVER
DURING 1921-1930, CLASSIFIED ACCORDING TO PERCENT

OF CLATiiS REALIZED BY UNSECURED DEPOSITORS, BY
CLASSES COF BANKS 17

Percent of unsecurad Humber of banks

claims realized Total-National National Stat
. ate
(exclusive of offsets) andbstgte banks baniks
anics
0% ~ 19% 6 - 6
20 -39 31 1 30
40 - 59 94 7 87
60 - 79 114 17 97
80 - 99 48 9 39
100 904 119 785
Total 1,197 153 1,044

1/ Banks suspended during 1921-1930 which had been reopened or taken over
by other institutions at the time the suspension schedules were pre-
pared for the Committes on Branch, Group and Chain Banking. Figures
for 1 national bank and 139 State banks reopened or taken over during
the period are not available.
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It will be noted that, of the 1,197 banks included in the table,
904 or slightly more than 75 percent paid unsecured depcsitors in full,
snd that only 131 banks or roughly 11 percaunt of the total number w»ald un—
secured depositors less than sixty cents on the dollar. There are im-
stances, however, in which unsecured depositors received only 10 or 15 per—
cent of their claims, In Florida the deposits in most reopened b-nks were
frozen by walver agreements for poriods ranging from a few months to as many
as four or five years. Under such circumstnnces it is avident that the
Florida percentages constitute nothing more than tentative estimates which
may or may not be actually realizod. Taken as a group, the West Horth
Central states made the poorest showing, neariy a fourth of all reopensd and
taken—over banks in that area having paid depositors less than 60 percent of
their claims, as may be seen from table 33, which presents these figmures
by geographic divisions.

Table 33 —— NUMBDP OF EAUKS SUSPERDED AND REOPENED OR TAKEH OVhr
JRING 1921-1930, CLASSIFIED ACCORDING TO PERCENT

CLAI&S REALIZED BY UNSECURED DEPOSITORS, BY
GEOGRAPHIC DIVISIONS

Humber of banks which paid unsecured
Geographic Total depositors the following percentages
division - of their claims {exclusive of offsets)
0%—1.9%| 20%-39%; 40%~59%}50;i~79% 1 80%-99% [ 100%
Hew Erzland 2 — - - _— —_ 2
Widdle Atlantic 15 - — — 1 — 14
East Lorth Central 184 - 2 5 14 7 156
Wzst North Central 431 6 27 65 55 21 257
South Atlantic 216 —_— - 10 15 8 183
Fast South Central 58 — 1 1 2 -— 54
West South Central 203 - 1 6 17 6 173
lfiountain 64 - -— 4 6 5 49
Pacific 24 - — 3 4 1 16
Total 1,197 6 21 94 114 48 904

1/ Banks suspended during 1921-1930 which had been reovened or taken over by
other institutions at the timz the suspensicn schedules were prepared for
o the Committeec on Branch, Group and Chain Banking, Figures for 1 national
Digitized for FRASER bank and 139 State banks reopened or taken over during the period ~re not
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The dolliar anomnts of losses to unsecured depositors in reopened
and taken—over banks were not always reported.. They were compubad in ench
case, however, by multiplying total deposits by the reported percontnge
loass. If it is assumed that about the same average proportionate loss
occurred among the 140 banks for which no information as to losses was rc—
ported, as among other reopened and taken—over banks in the same areas,
the total losses sustained by unsecured éepositors in the 1,337 banks which
suspended or were taken-over during 1921-1930 aggregated approximately
$54,000,000. The deposits of these 1,337 banks aggregated £ 287,000,000 l/
and, therefore, the unsecured depositors suffered an average loss of agbout
11 percent. For the 154 national banks the estimated loss was about 8 per—
cent of total unsecured deposits, and for the 1,183 State banks it was
nearly 12 percent. BEstimated losses of uational and State banks reopsned

or taken over during 1921-1930 are given, by geographic divisions, in

table 34.

1/ Condition figures reported on the suspension schedules for national banks
are as of tlie last examiner's or call report prior to susnansion, rathzr
than at time of closing. Since deposits ordinarily decline somawhat ng
suspension approaches, some overstatement of »stinated losses result
from the computation of losses by multiplying the porcentase of louu in
each bank by deposits as shown on the suspension schedules.
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Table 34 — TOTAL ESTIMATED LOSSES TO UNSECURED DEPOSITORS OF 1,337
BANKS VHICH SUSPENDED AND WERE EFQPEHED OR TAKEN OVER
DURING 1921-1930

(In thousands of dollars)

G ni National and Hational State
egg?ap ¢ State banks banks banks
division
Hew England - - —
¥iddle Atlantic . 257 ' 257 -
East Horth Central 6,607 215 165,392
West Horth Central 32,109 1,046 31,063
South Atlantic 7,542 232 7,310
East South Central 566 53 513
West South Central 2,432 925 1,507
Mountain 2,517 1,377 1,140
Pacific 2,051 1,633 418
Total 54,081 5,738 48,343

1/ Banks suspended during 1921-1930 which had been reopened or taken over
by other institutions at the time the suspension schedules were pre—
pared for the Committee on Branch, Group and Chain Banking. Figures
for 1 national oenk and 139 State banks reopened or taken over during
the periocd are not avallahle.

1931-1935, Information in connection with losses to unsecured
creditors of suspended banks reopcned or taken—over during the period 1931~
1935 is not available. However, available data in conunection with national
banks which were not given licenses immediately after the banking holiday
but which were licensed later on indicate that unsecured depositors of such
banks sustained relatively small loss«s, as compared with losses sustained

1/

by depositors of unlicensed national banks placed in receivership™ .
Data with respect to the losses sustained by depositors in banks
that were. not licensed immediately following the banking holiday in March

1933 are available only for national banks., Between 4,500 and 5,000 national

1/ See 1935 Annual Report of the Comptroller of the Currency, page 45.
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and State banks were not granted licenses at the ond of the banking holiday,
and thelr deposits aggregnted about 34,500,000,000.. More than 2,700 of these
banks with deposits of approximately $1,700,000,000 were reorganized and
eventually reopened under their own charters. From rather sparce data
available with respect to national banks it appears that the rate of loss
was comparatively low at such banks (about the same as experienced by sus-
pended banks reopened and taken over during 1921-1930). Figures for
unlicensed national banks placed in receivership and completely liquidated
by 1935 are included in the figures presented in the next section, which
relates to suspended national banks completely ligquidated during 1931-1935.
Depositors of unlicensed national banks which were placed in voluntary
liquidation, rather than in receivership, had received approximately 69
cents on the dollar by Cctober 31, 1935 l/. Since that tine, additional
amounts have been released to depositors in these banks which will increase

the return sonewhat.

Losses in suspended banks which have been completely liquidated.

National banks. Of the 2,558 national banks which suspended
operations during the 15 years 1921-1935, 267 had been completely liquidated
at the time the data for the period 1921-1930 were compiled by the Federal
Reserve Committee on Branch, Group, and Chain Banking, and 4233/ additional
national banks had been completely liquidated by October 31, 1935,

During the 10-year period 1921-1930, receivers for 267 national
banks allowed claims to unsecured depositors, as distinugished from claims

1/ See 1935 Annual Report of the Comptroller of the Currency, pags. 45.

2/ Bxclusive of 4 banks that had only nominal amounts of assets administered
by receivers, the majority of creditors' claims having been assumed
by purchasing banks, also of 42 banks that had no unsecured claims
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of preferred o1 secured croditors, in the amount of &68,489,000l/, on which
aggregate payments of 334,034,000 were made. Unsecured depositors, there-
fore, received about 50 cents on the dollar, exclusive of offsetsg/.

During the 5-year period 1931-1935, receivers for 423 national banks
allowed claims to unsecured creditors to the extent of 148,771,000, on
which aggreigate payments of 392,205,000 were made, Unsecured creditors,
therefore, received approximately 62 cents on the dollar, exclusive of
offsets, which represents a considerable improvement over payments during
the earlier period.

State banks. Corresponding data for completely liguidated State
banks for the period 1921-1930 are much less satisfactory than in the case
of national banks, and for the period 1931-1935 no such figures whatever
are available at this time. As heretofore stated, no attempt has been made
to obtain the required data from the various State supervisory authorities
for the latter period, and tiie annual reports of State banking departments
contain only fragmentary information on the subject,

Of the 1,130 suspended State banks which were liguidated during
the earlier period 1921-1930, satisfactory data as to claims and payments
were received on only 988. Aggregate unsecured claims in these 988 banks
amounted to 155,809,000, on which payments of 90,891,000 were made, de-
positors thus receiving an average of 58.3 cents on the dollar, exclusive

of offsets.

;/~This figure includes a negligible amount of claims of secured creditors
which it has not been possible to segregate.

2/ A depositor who is also a borrower usually has his deposit applied
against his indebtedness to the bank,
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By geographic divisions and States. Considerable differences are

shown by a study of results for individual States and geographic districts.
In table 35 the average percentage of claims received by unsecured creditors
of completely liquidated banxs are shown by geographic divisions, From

the table it is evident that, in general, depositors in the areas which
have had the most failures have realized the smallest percentage of their
claims upon liquidation., Depositors in mid-western States, on the whole,
suffered larger losses proportionately than those in the eastern portion of
the United States. This is true of banks liquidated during 1921-1930 and
of those liquidated in 1931-1935.

Table 35 —— PERCENTAGE OF CLAIS REALIZED BY UNSECURZD DEPOSITORS
AND CREDITORS OF SUSPENDED BANXS, BY GEOGRAFHIC DIVISIONS

Average percentage of claims Average percentégg
realized by unsecured depositors]! of claims realized
Geographic in 1,255 completely liq:i?ated by unsecured cre-
division national and State bank ditors in 423 5
267 National 988 State | national banks2/
banks banks 3
New England 67.0 100.0 83.1
Middle Atlantic 80.5 88.6 65,2
East North Central 59.0 68.5 76.4
West Noar th Central 50,6 55.5 58.9
South Atlantic 54,6 43,3 58.7
East South Central 94,0 74,4 75,4
West South Central 45,4 49.6 57.1
Mountain 42,5 58.1 56.1
Pacifie 61.9 73.7 62.4
United States 49.7 58.3 62.0

l/ Banks suspending during 1921-1930 which had been completely liquidated at
the time the schedules were prepared for the Committee on Branch, Groun and
Chain Banking, with the exception of 142 State banks for which information
as to claimp and payments was not available.

2/ Banks cuspending during 1921-1$35 which had been completely liquidated by
October 31, 1935. Exclusive of 4 banks that had only nominal amounts of
assets administered by receivers, the majority of creditors! claims having

been assumed by purchasing bavks, also of 42 national banks that had no
Digitized for FRASER unsecurad claims when receivers were appointed.
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Within each geographic division there are appreciable differences
among tne several States in the percentage of deposits lost by unsecured
depositors of suspended banks, as is shown by tables included in the
appendix., Leaving out of consideration those States in which the number of
banks that have been completely liquidated is inadequate to give a fair
indication of what more inclusive data might show, the ovroportion of wn-
secured claims realized in national banks completely liquidated during the
period 1921-1930 ranged from 28 percent in Montana, 35 percent in Oklahoma
and 37 percent in Idaho to 65 percent in Iowa, 66 percent in Wyoning and
67 percent in California. For national banks liquidated during the period
1931~1935, realiged claims were higher on the average, ranging from 32 ner-
cent in Alabama and 44 percent in South Dakota to 75 percent in California,
79 percent in New York and 92 percent in Ohio.

In the case of suspended State banks completely liquidated during
1921-1930, the proportion of claims realized by unsecured depositors ranged
from 28 percent in North Dakota, 32 percent in Arkansas and 35 percent in
Montana to 66 percent in Colorado, 73 percent in Washington, 83 percent in
Tennessee, 84 percent in Texas and 100 percent in Nebraska.

Explanation of differences in rate of loss in national banks

compared with State banks. The Nebraska banks which were reported as having

been completely liquidated during 1921~1930 all failed during 1921-1923,
when the Depositors! Guaranty Fund was still in operation. For a period of
years the depositors in suspended Hebraska State banks were paid in full,
the difference between the amount realigzed from a bank's assets and the lia-
bilities assumed being paid out of the Depositors! Guaranty Fund., In later
years, however, as bank failures increased, the GQuaranty Fund was inadequate

to pay all deposit claims, By 1930 a deficit of about $20,000,000 is
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reported to have accumulated, and the Guaranty Fund law was repealed early
in that year. The deficit at that time was greater than the total capital
stock of all active State banks in the State,

In seven other States the operation of State guaranty deposit funds
increased during a limited period the returns which depositors in State
banks received., The guaranty funds were responsible in part for the fact
that, as shown in table 35, depositors in the liquidated State banks re-
ceived a higher percentage of their claims than those in national banks.

The majority of' the banks included in that table suspended during the early
part of the period under study, when several of the guaranty funds were
still in operation., After the guaranty funds became inoperative, however,
the depositors of many State banks which had contributed heavily to the
maintenance of these funds received no benefits therefrom,

Oklahoma passed a guaranty law in 19073 Kansas, Nebraska, and Texas
in 1909; Mississippi in 1914; South Dakota in 19153 and North Dakota and
Washington in 1917. In six of these States, all except Kansas and Wash-
ington, membership in the guaranty system was compulsory for all State banks,
In all of these States it was the intention that the guaranty funds should
be built up and maintained by initial, annual, and special assessments on
the banks. Increasing bank failures after 1920, however, disrupted all of
the systems, leaving in all cases substantial deficiencies in the guaranty
funds. These deficiencies ranged from three or four million dollars to over
thirty million dollars, according to a statement of the Comptroller of the
Currency to the Subcomnittee of the Committee on Banking and Currency of the

House of RepreSentativesl/. In Washington the guaranty fund was inoperative

1/ 72nd Congress, 1lst Session, Hearings on H.R. (10241) 11362.
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after 1921, and the Oklahoma law, after an experience of 15 years, was
repealed in 1923. The laws in the other six States were either repealed or
became inoperative in the period 1927-1930.

Another important factor in the differences between national and
State bank payments, as shown in table 35, is that the data for completely
liquidated State banks are not strictly comparable with those for national
banks., Claims of preferred and secured creditors and the payments thereon
were not segregated from the claims of unsecured depositors in the case of
some State banks., This fact would tend to improve the showing of State
banks, since a higher percentage is paid on the claims of secured and pre-
ferred creditors. In some States, Idaho and Oregon.for example, the de-—
positors are preferred by law over other creditors. This, of course, in-
creases the depositors' share of dividends. Furthermore, the data for 142
completely liquidated State banks were too fragmentary to be included in
the tabulations. While there is no proof that depositors in these banks
received a low percentage of claims, many of the 142 omitted cases were in
States in which the payments received by depositors were well below the
average for all completely liquidated State banks.

The figures for national and State banks for the period 1921-1930,
by States, are shown in the appendix. In most of the States and in some
of the geographic divisions the number of cases of completely liquidated
banks is so small that comparisons of national and State banks are practically
meaningless. In some of the States, however, where suspensions have been
heaviest and where significant comparisons can be made, the national banks
show a higher percentageof claims realized than do State banks, notably in
Iowa, Minnesota, North Dakota, and Wyoming. For the majority of States and
for the country as a whole, however, available data indicates that the State
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banks (partly because of the guaranty funds) showed somewhat better liqui-
dating results for the period 1921-1930. As previously stated, no comparable

data whatever are available for State banks for the period since 1930.

Losses by Size of Banks.

The classification of banks reopened, taken-over, and completely
liquidated during the period 1921-1930, according to size, as presented in
table 36, shows that depositors in banks with loans and investments of
$1,000,000 and over realized a somewhat higher percentage of claims than
depositors in smaller banks. Within the group of banks with less than
%1,000,000 of loans and investments, however, size appears to have little
relation to the percentage of claims paid, for banks with less than $150,000
of loans and investments paid approximately the same percentage of claims

as those with $500,000 to $1,000,000 of loans and investments.
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Table 36 —~- DISTRIBUTION OF REOPENED, TAKEN-OVER, AND COMPLETELY
LIQUIDATED HATIONAL ANWD STATE BANKS', ACCORDING TO PERCENT
OF CLAIMS REALIZED BY UNSEGURED DEPOSITORS AWD BY SIZE
OF LOANS AND INVESTMENTS 1

Size group -

Number of banks which paid unsecured depositors the

following percentages of their claims

loans and (exclusive of offsets):
investments Leszoéhan 40-79% 80-100% Total
Under $150,000 233 268 539 1,040
150,000~-500,000 239 320 553 1,112
500 ,000~1.,000,000 4y 76 120 243
1,000,000 and over 14 36 78 128
Total 533 700 1,290 2,523

Percent of banks which paid unsecured depositors

the above nercentages of their claims (exclusive

Under $150,000
150,000-500,000
500,000-1,000,000
1,000,000 and over

Total

of offsets)

22.5 25,7 51.8 100.0
21.5 28.8 49.7 100.0
19.5 31.3 49.3 100.0
10.9 28.1 61.0 100.0
21.2 27.7 51.1 100.0

1/ Banks suspending during 1921-1930 which had been reovened, taken-over,
or liquidated at the time the suspension schedules were prepared for
the Committee on Branch, Group and Chain Banking during the last half
of 1930 and the first half of 1931, excluding 211 banks for which
information is not available as to the percentage of claims realized

by depositors.

Couparable data for national and State banks are not available for

the period 1931-1935.

The appendix contains, however, a distribution of

suspended national banks completely liquidated during the period 1931-1935

according to the percentage of claims realized by unsecured creditors and

according to total assets at date of suspension.

Such figures indicate that,

insofar as the period of liquidation 1931-1935 is concerned, there is

relatively little difference, as between large and small banks, in the per—
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Losses by Size of Towns

The average percentage of claims realized by depositors in completely
liquidated banks, distributed by the size of towns in which the suspended
banks were located, is shown below.

Table 37 —— PERCENTAGE OF CLAINS REALIZED BY UNSECURED DEPOSITORS
AND CREDITORS IN SUSPENDED BANKS, BY SIZE OF TOWH

Average percentage of claims realized by ——

Population Unsecured depositors in 1,255| Unsecured creditors

of town completely liquidated in 423 national

national and State banksl/ banksg}

Under 1,000 49,0 55.8
1,000-5,000 52.0 55.7
5,000-10,000 53.6 68.4
10,000-25,000 67.7 64,3
25,000 and over 67.3 77.3
Total 55.7 62.0

;/ Banks suspending during 1921-1930 which had been completely liquidated
at the time the schedules were prepared for the Committee on Branch,
Group and Chain Banking, with the exception of 142 State banks for
vhich information as to claims and payments was not available.

2/ Banks suspending during 1921-1935 which had been completely liquidated by
October 31, 1935. Bxclusive of 4 banks that had only nominal amounts
of assets afdministered by receivers, the majority of creditors! claims

having been assumed by purchasing banks, also of 42 national banks that
had no unsecured claims when receivers were appointed.

The table shows that, in the case of 1,255 national and State banks
completely liquidated during the 10-year period 1921-1930, unsecured de-
positors of suspended banks in towns with a population under 1,000 realized
an average of 49 percent of their claims, and that the percentage increased
as the size of towns increased to an average of 67 percent in the case of

suspended banks located in places with a population of 25,000 and over.
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Similarly, in the case of 423 national banks liquidated during the 5-year
period 1931-1935 the percentage of claims realized by unsecured creditors
rose from 56 percent in the case of banks located in places with a popula-
tion under 1,000 to 77 percent at banks located in places with a population

of 25,000 and over.

Losses by year of suspension

The percentage of claims realized by unsecured depositors and
creditors of banks suspended in the early 1920's was lower than at tanks
suspended later, except in the case of State banks during the early years
of operation of the deposit guaranty funds. Only very general comparisons
by year of suspension can be made, however, because of the fact that the
amount collected by receivers is greatly affected by changes in the values
of bank assets after suspension. The recovery of values since the banking
holiday, for example, has made it possible in many cases to pay creditors in
full. Another factor which makes such comparisons inconclusive is that many
of the banks suspended in the later years have not as yet besen completely
liquidated, particularly those that were most heavily involvad, with the
result that the indicated experience of banks suspended in recent years and
already liquidated is n~t a true average. Still another factor making for
a high rate of return on claims against banks closed in recent years is the
granting of loans by the Reconstruction Finance Corporation to receivers
of' closed banks for the very purpose of expediting dividends to depositors.
Nevertheless, there were factors in the early 1920's which made for low
dividends to unsecured depositors, such as the henvy borrowings so common
to the post-war period., The table below shows such data by year of
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suspension as are avalinble subject to the limitations already indicated.
It also indicates the relatively large part of collections by national
bank receivers used to make payments to secured and preferred creditors
in the early years, which, of course, had an adverse effect on payments
to unsecured depositors.

Table 38 — PERCENTAGE OF CLAINMS REALIZED BY UNSECURED DEPOSITORS
AVD CREDITORS OF SUSPENDED BANKS, BY YEAR OF SUSPENSIOL

Average percentage of |{Average per— Percentage of payments
claims realized by un~ |centage of from collections
secured depositors in |[claims realized| made to secured and
Year of 1,255 completely liqui-|by unsecured preferred
suspension dated national and craditors craditors
state banks 1/ in 423
267 national {988 State,| national 267 national|423 Haticnal
banks banks 2| banks¥/ banksl/ | banks
1921 35.1 60.3 3 3/ 82.5
1922 40,6 43,1 3/ 3/ 79.2
1923 35.9 49,3 30.0 51,6 59.1
1924 51.3 45,3 55.1 A7 48,8
1925 58.5 50. 4 59.7 34,5 39.7
1926 71.6 58.8 514 24,1 41,3
1927 61.0 68.0 60.2 40,9 36.2
1928 3/ 3/ 64,4 3/ 42,0
1929 3/ 3/ 59.6 3 38.7
1930 3/ 3/ 81.7 3; 39.6
1931 3/ 3/ 80.0 3/ 28.4

1/Banks suspending during 1921-1930 which had been completely liquidated at the
time the schedules were prepared for the Committee on Branch, Group and
Chain Banking, with the exception of 142 State banks for which information
as to clains and payments was not available,

2/ Guaranty Fund payments included.

3/ Percentages omitted because the number of banks is not sufficient to
produce a significant average.

4/ Banks suspending during 1921-1935 which had been completely liquidated by
October 31, 1935. Exclusive of 4 banks that had only nominal amounts of
assets administered by receivers, the majority of creditors' claims having
been assumed by purchasing banks, also of 42 national banks that had no
unsecured claims when receivers were appointed.
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Preliminary draft BANK. .SUSPENSIQNS, 1892-1935
Confidential
CHAPTER Vi

EXPENSES OF LIGUIDATION AND LOSSES TO STOCKHOLDERS
QF SUSPENDED BALKS

Expenses of liguidation

National banks. Liquidation of suspended banks is generally a slow

and costly process. In order to throw some light on these costs, the ex-
penses of liquidating national banks during 1921-1935 have been compiled
from annual reports of the Vomntroller of the Currency and computations
have been made of the ratios of such expenses to total assets at time of
suspension anc to collections from these assets. The ratios are presented
by geograrhic divisions in table 39 for national banks completely ligquidated
during 1921-1930 and 1931-1935, respsctively. A comparison of the two
periods shows that the average ratio of' expenses to total assets declined
slightly, for the United States asa whole, from 5 percent for 267 suspended
national banks whose liquidation was comnleted during the earlier period

to 4.7 percent for 465 national banks completely liquidated during 1931-1935.
The ratio of expnenses to total collections declined in a larger onrovortion,
frou 8.5 percent to 6.4 percent. The lower average ratios in the peried
1931-1%35 may be accounted for in part by the fact that, of the 465 banks
liquidated in this period, 73 pald unsecured creditors 90-100 percent of
their claims and incuired less exocuses because the liquidation period
genernlly was shorter. In the latast annual report of the Comptroller of
the Currency, however, it is stated that during the past two years an

entirely new item of expense has been incurred in the liquidation of national
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banks, namely, interest paid on money borrowed from the Reconstruction
finance Corporation against assets in closed bonks for the purpose of
expediting payments to creditors.

Table 39 - RATIOS OF EXPENSES OF LIQUIDATION OF NATIOWAL BAUKS TO

TOTAL ASSETS AT TIME OF SUSPENSION AND TO COLLECTIONS
FPROM SUCH ASSETS, BY GEOGRAPHIC DIVISIOKS

Ratio of expenses to Ratio of expenses
assets at tine to collections
Geographic of suspension from ascets
division 267 banks 465 banks 267 banks 465 banks
liquidated ix liquidated in |liquidated inlliguidated i
1921-19" 1931-19352 1921-1930Y/ |  1931-19355
New England 3/ 20.0 4.5 3/13.7 4,9
Middle Atlantic 3.2 3.3 4,5 4,8
East North Central 3.8 4,6 5,0 5.7
West North Central 5.5 5.4 9.3 7.6
South Atlantic 5.4 3.5 9.6 4,7
East North Central 4,0 2.2 6.4 3.0
West North Central 4,1 5.2 7.2 7.9
Mountain 5.3 4,6 9.6 6.5
Pacific 5.9 5.6 8,1 6.6
United States 5,0 4,7 8.5 6.4

1/ Banks which suspended during 1921-1930 and which had been completely
liquidated at the time the suspension schedules were preparcd.

2/ Banks which suspended during 1921-1935 and which were completely
liquidated during the period October 31, 1930 to Qctober 31, 1935.

3/ Not representative —— covers only 1 small bank.

Considerable variations in the ratic of expenses of liquidation are
evident in different sections of the country. Too few banks are included,
however, in the figures for some of the geographic divisions to justify very

definite conclusions. Nevertheless it is clear that the ratios of expenses
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of liquidation to total assets and to total collections were highest at
banks in the western states, wherc suspensions were most numerous.

Table 40 gives a percentage distribution of national banks conr-
pletely liquidated during 1921~1930 and 1931-1935, by amount of total
assets and by ratio of expenses of liquidation to total assets. The table
shows that the expenses of liquidation in proportion to total assets have
been materially higher at the smaller banks than at the larger banks —
about 25 percent of the small national banks during both periods were
liquidated at a cost of more than 10 cents ver 1L of assets remaining at
the time of suspension, whereas the expenses of liquidating the majority

of the larger banks was less than 4 cents per $1 of book assets at time of

suspension,
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Table 40 -~ PERCENTAGE DISTRIBUTION OF LIQUIDATED NATIONAL BANKS,
BY AMOUNT OF TOTAL ASSETS AND BY RATIO OF EXPEWSES
OF LIQUIDATION TO TOTAL ASSETS

Percentage of liquidated banks with following ratios
Size group —— of expenses of liguidation to total assets

total assets 4% 10 -
e or less | 6% 6-8% 8-10% or %er Total

267 banks liquidated in 1921-1930%

Under $250,000 13.6 11.8 26.4 23.6 24,6 100.0
250/,0600~500,000 9.9 35.8 30.8 12,4 11,1 100.0
500 ,000~1.,000,000 42,9 46.9 8.2 2,0 - 10C.0
1,000,000 and over 66.7 18.5 11.1 3.7 — 100.0

Total 23.2 26.2 22.9 14,2 13.5 100.0

465 banss liguidated in 1931—19352%

Under 250,000 13.0 20.7 1.3 18.4 26.6 100.0
250,000-500,000 10.3 32.6 23.0 20.8 13.3 100.0
500,000~1,000,000 25.9 4,7 25.9 2.3 1.2 100.0
l,OOO ,OOO alld over 5505 3809 307 109 - loooo

Total 19.9 31.2 20.5 14.0 14,4 100.0

1/ Banks which suspended during 1921-1930 and which had been completely
liquidated at the time the suspension schedules were prepared.

2/ Banks which suspended during 1921~1935 and which were completely
liquicated during the period October 31, 1930 to October 31, 1935.

State banks. Comparable information in connection with the expense of
liquidating State banks is not available, siince annual reports of State bank
commissioners generally give little or no data on the subject. In the case
of' three states, however, where the annual reports do contain sufficient in-
formation to permit the calculation of the ratios of expenses of liquidation
to total collections from assets, the following ratios have been derived:
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Number of Ratio of expenses

banks of liquidation to

completely totnl collections
Period liquidated (percent)
Oregon 1921-1934 28 7.16
North Cafi}ina 1927-1934 79 8, 4k
Michigan L 1889-1935 22 11.10

1/ Court receiverships only.

The Oregon ratio is about the same as the average for national banks,
while the ratio for North Carolina is somewhat higher and that for Michigan
materially higher. The Michigan ratio, however, relates to court receiver—

ships only.

Losses to stockholders of suspended banks

The 5,712 baniks that suspended during 1921-1929 had an aggregate
capital stock of £225,000,000 and the 7,924 that suspended during 1930-1935
had an aggregate capital stock of #780,000,000, or a total of $1,000,000,000
for the 15-year period. In view of the heavy losses sustained by bank de—
positors, even after collections from assessments made upon stockholders, it
is obvious that the stockholders lost practically their entire capital invest-
ment, apart from assessments paid under the double liability clausel/. At
the time of suspension, of course, any surplus and undivided profits shown
by the books of suspended banks was non—existent, since even the capital
stock account was impaired in nearly all cases. Even the aggregate amount
of crapital stock of the suspendad banks and of assessments collected does

not adequately measure the losses sustained by stockholders, as many of

1/ Recent changes in the National Bank Act and in the banking laws of many
States have done away with assessments on stockholders of insolvent b-nis.
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them purchased the stock considerably above par value and in some cases
the stock could have been sold far above par value when times were good
and bank earnings were high. Nevertheless, the only satisfactory measure
of losses sustained by depositors are the figures of capital stock of sus-
pended banks and such data as are available with respect to assessments
collected from the stockholders,

A computation made covering 267 suspended national banks which were
completely liquidated during the period 1921-1930 indicates that collections
on assessments averaged 45 percent of the aggregate capital stock, and a
similar computation recently made covering 465 suspended national banks
completely liquidated during 1931-1935 gives practically the same ratio.
The only corresponding information now available for State banks relates
to 529 suspended State banks that were completely liquidated during the
period 1921-19303 in the case of these banks collections averaged 37
percent of aggregate holdings of capital stock.

In many instances, also, a considerable amount of assessments
were collected before the suspension of the banks, in fact, in the case
of 927 national banks which suspended during the period 1921-1930 it was
found that assessments prior to suspension averaged 34 percent of capital
stock. Data regarding assessments on shareholders of State banks prior
to suspension are much less satisfactory than for national banks, but the-
study made by the Federal Reserve Committee on Branch, Group and Chain

Banking indicates that, in a number of States where the informsation was
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reported, assessments before suspension averaged around 30 to 35 percent
of capital stock, or about the same as in the case of nationnl banks. On
the other hand, many of the States with heavy suspensions reported practi-
cally no or very little assessments before suspension, It is known, how-
ever, that in many instances important directors or stockholders (of
national as well as of State banks) either made large outright contributions
to capital accounts of banks in efforts to save their institutions, or
purchased at book value worthless or questionable assets, Furthermore,
in some instances large amounts of such assets have been transferred to
affiliated companies organized or used for that purpose.

Assessments in the case of suspended banks which were later re—
opened or taken over were probably not as high as those liquidated, but
it is likely that a higher percentage of such assessments was collected.
While there are no data to base an estimate of collections from suspended
banks reopened or taken over, there is no reason to suppose they would
average materially lower than in the case of liquidated banks.

In the above circumstances, it would appear that losses sustained
by stockholders of national and State banks suspended during 1921-1935

amounted to at least §$1,400,000,000, made up as followst
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Table 41 ~- ESTIMATED LOSSES SUSTAINED BY STOCKHOLDERS OF
SUSPENDED NATIONAL AND STATE BANKS, 1921-1935

(In thousands of dollars)

National State
Total banks banks
Capital stock of banks
suspended in —
1921-1929 219,350 47,352 171,998
1930-1935 772,753 261,846 510,907
Estimated assessments
collected from stockholdersl/ 391,814 139,139 252,675
Total 1,383,917 448,337 935,580

1/ 45 percent of capital stock in the case of national banks and 37 percent
in the case of State bauks,

Available statistics by states and classes of banks, pertaining
to losses sustained by stockholders of suspended banks, are shown in the

appendix.

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



Digitized for FRASER

. - 99 -
Preliminary draft
Confidential

BANK SUSPENSIONS, 1892-1935

CHAPTER VII
CAUSES OF BANK SUSPINSIONS

The foregoing review of bank suspensions in the United States
shows that in "good times" as well as in '"bad times" large numbers of
banlzs have suspended, involving depositors! losses running into billions
of dollars, and when through successive years of economic depression.
conditions became stcadily worse the banking structurc collapsed com-
pletely. This clearly dcmonstrates that our banking structure hag been
indefensibly wealz, Some measures of reform have been adopted, particu-~
larly in the last few years, but these corrcctions have not cxhausted
all of the channels of improvement, The complete corrcction or reform
of the banking structure can be accomplighed only if the causes of
weakness and failure are kmown and understood, "Causes" of bank sus-—
pensions, however, cannot be enumerated in a straight-~-forward list,
since the underlying factors are by no means coordinate and of equal
importance; they are lilkzely to occur in a number of combinations and
with different degrees of importance in diffeorent circumstances, and
individual failures often are the result of a combination of causes
varying in importance and character,

YIrmediate" causes of bank failures. In our long, failure-studded

history of banking most of the institutions which suspended business were
subsequently proved to be ingolvent. This, however, does not prove that
insolvency is the prime cause of failure, Indeed the large number of

banlcs which were found to be insolvent and unworthy of support at the

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



Digitized for FRASER

-~ 100 -

time of the banking holiday is substantive proof that insolvent banks
can, with good lucz and without supervisory interference, recmain open

for a long time, The immediate factor which has caused banlzs to fail

hag almost always been the laclz of cash, In a few instances supcrvisory
suthorities have closed banizs before cash shortages were evident and in
othier instances boards of directors have closced their banlzs before cash
rescrves werc depleted, but generally this action was in contemplation

of an inevitable shortage of cash. Such shortages are almost always due
to deposit losses. vhich, in turn, arisc from a number of circumstances,
In somec cases, the confidence of depositors has been shattered, and the
resulting withdrawalg of deposits through either the tellers! windows or
the clearing houses have reduced cash rescrves, In other instances, as
in the casge of agricultural commmnities or other areas wiere seasonal
industries predominate, paymcnts are made to outsiders during the produc-
tion secason in ecxcess of cash income, resulting also in depleted cash re-
serves, In declining communities the excess of payments to outsiders con-
stitutes a regular drain on the cash reserves of the local bank or banks,

Fundamental or underlying causecs. While the loss of cagh reserves
¥

is the immediate cause of the majority of suspensions it is not the funda-
mental or underlying cause., The loss of cagh is gomething that can happen
to almogt any bank, and by the tenets of sound banlzing this contingency
should be provided for in the loan, invesiment, and reserve policies. The
inability to replenish cash reserves is a condition which arises from
holding assets of an inferior quality -- assets which cannot be gzold with-
out loss or used as collateral for borrowing, It is usual among authori-
ties to charge this regrettable condition to bad manascment; it is cer-

tainly reasonable to assume that with management of the highest integrity
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and intelligence there would have been fewer bank suspensions. The supno-
sition of management of the highest order, however, is rather contrary to
the characteristics of our banking structure., In the two decades follow-
ing the turn of tae century the muber of new banks organized was consider—
able, and with this expansion in the number of banks during a relatively
saort period the quality of bank personnel declined,

Terimegses in the banking structure., Many factors of weakmess in

the banking structure have previously been demonstrated in the chapter
dealing with the distribution of bank suspensions among the various sizes
of banlis,  cormmnities, etc, The preponderance of failures among the small
banks and in small corrmnities, particularly in the States that experienced
a considerable expansion in the number of banks during the first two decades
of this century, is convincing evidence that there were too many bants,

Another wealmcss of the structure was revealed by the large nuber
of failures of very large banlts in 1930 — 1933, rany of which had grown
rapidly as a result of promotional methods or had been agsociated with the
pronotional developnent of large groups and chains, The failures of such
banizs as the Banlz of the United States, Iew Yorlz City, and of two large
banlcs in botik Detroit and Cleveland, denonstrate that size attained in a
corpetitive market of nergers and consolidations may be quite disadvanta-
geous, The advantages of size gained by tic baniz itself through participa-
tion in expanding group banlting orgoanizations were not necessarily beneficial
to the general run of depositors, as the wealmess of parts of such organi-
zations spread and affect affiliated banks,

In a number of cases banlzs have been forced to close because of
the loss of cash funds sustained in the failure of an important city
correspondent, For example, a number of ban'zs in Kentucly and souticrn
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Indiana were forced to close soon after the failure of the National Bani:
of Kentuclkzy in Louigville,

There is one structural matter which has not been dealt with in
this report but vhich is an important el.ment in the strength of our
banks -~ the gradual drift away from commercial bankingl/. The growth
of time deposits in the member banks of the Federal Reserve System was
due, in part, to the lower reserve requirements put on sych deposits.
Their growth raiscd the problem of finding cmployment for these deposits
(bccause the commorcial demand was not adequatc to absorb then) at a
rote which would justify the intercst cost which resulted fron the compe-
tition for such deposits, The testimony of bank examiners and others
fapiliar with the internal matters of such baiks has uniformly criticized
the results of this general change. It has been claimed that the banks
assumed additional liabilitios witl essentially the same degree of
wiability as their demand liabilities but without the corpensating advan-
tage of greater liquidity and Mshiftability" of commercial asscots,

General economic factors, The direct regponsibility of baniz

monagement and the flaws of our banizing structure have not been the only
causes of banlr suspensions, Thaere arc certain elcments in economic

affairs suci as local or general business dopressions and land and

sccurity booms, which cannot but affect the fortuncs of cven the stroiiest
and mogt prudently managed banlrs, In addition the vagaries of nature such
as flond, drought, hail, cte., may be foctors cousing bank suspensions,

4 recasonably prudent bank management in o good baniting structure should be

1/ The chonging character of bank agsets and liabilities is discussed
in Studay No, 3, "The Complexity of the Banking Structure,
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able to nullify a part of the effect of these factors, but the fluctue-
tions in asset valuyes which occurred in the business depressions of
1921 and 1930 -~ 1933 were greater than could be reasonably anticipated
ty competent bankers, In the cases where this factor has been combined
with heavy losses of deposits, many well-managed banks failed,
The great increase in bank failures which followed the World

War has been gencrally ascribed to the depression of agriculture during
this period, The expanded farming facilities produced more goods than
Lie post—war markets could absorb, so that the prices of agricultural
products and land were seriously depressed,

Lax loan and collection policies, The measurement of the

element of bank management l/ and its part in cansing or averting bani:
suspensions is a complex problem, One of the few worlks on internal
factors of wealness in banks is a study prepared by the Federal Reserve
Comittee on Branch, Group, and Chain Banl-ing, "225 Bank Suspensions ——
Cose Histories From Examiners?! Reports", This chapter has drawn heavily
on the findings of the Committeel!s report and the material has been used
to a large cxtent without specific reference thereto, The Committee study
includes a frequency tabulation of the various types of criticism made
by the examiners, classified under the following heads:

Loon and collection nolicics

Investment policics

Other operating policies

Criticism of banlz personncl
Economic, climatic, and competitive factors

l/ For detailed discussion of prodvlems rclating to banlk management, sce
the scparate rcport on that subject. That report indicates that in-

corpetent managoment was the cause of failure in the case of one-third

of the 1,786 national baonlks vaich suspended during 1865 - 1931, and a
"combination of incompetent management and local financial depression

from unforesecen disaster" was given as the cause in another one-sixth

of the cases, The "Report of Study Commission for Indiana Fij fﬁial
Institutions (1932)" indicates that the principol causes on%%a

banlzs in 1925 - 1931 were improper loan policies, inefficient moanage-
ment, declining price levels and carnings of borrowers, psychological
attitude of the publie, and improper chortering of banks,

gg%_df



- 104 —

Criticisms of loan and collection policies of the 225 bankg in-
cluded in the survey were summarized under the categories listed below,
Opposite each hoading is shown the fregquency of occurronce in the
examiners! reports.

Wumber of times men-

Type of criticism tioned out of 225 cases
Lax lending methods 152
Slack collection methods 133
Unwise loans to directors and officers 110
Lack of credit data 83
Capital loans u6
"Placed paper' 27
Excessive loans to tenants 27
Loans subject to prior liens 23
Loang to accommodate other banics 22
Loans baged on inflated land values 21
Excessive loans on city real estate 15
Evasion of loan limit by splitting lines

with other banks 1
Unwige loans to relatives and friends 1

Attempts to capture business by loans 13
Emphasgis on profits over safety 12
Noa~resident loans 10
Loans collateralled by bankts owa stock 8
Automobile paper ' 6
Belief in "service to community by loans™ 4
Loans for security speculation 3
Concentration of credit on '"one cropt

or industry 3
Loans to "straw men" to permit speculation

by officers 2

The most common criticisms of loan policies in the above ligt are
those that relate to the care and skill with which loans are made, The
making of loans to the interests of banlk officers or directors, their
friends and relatives was also important, These malpractices are scrupu~
lously avoided by well-~trained banlzers with professional integrity, The
evidence suggests that a more careful training of thosc that engage in
the banking business would be of substantial assistance in eliminating
these evils,
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A number of rather lengthy quotations excerpted from the examina-
tion roports gave further information of interest in this conncetion,
They indicate that improper loan policies were usually matters of long
standing, and that the actual suspcasion of banking operations did not
occur in many cascs uatil long after the bank was soriously involved
with poor loans, This supports the general proposition that the imme-
diate occasions for bank suspensions are usually external circumstances,
vhile the underlying weaknegss of such banks arisesfrom internal policy.

The quotations referred to above also indicate that the loans made
to officers, directors, relatives, and friends, though irproper, usually
were not made with vicious intent, but frequently with the honest con-
viction, born of optimism, that the loans were good and proper., MHistakes
nmade with the best of intention, however, are not the less damaging and
are all the more dangerous since examiners do not have the same moral
ground o6n which to force corrections,

Capital loans of suspended banks, according to the comments by
exanminers, frequently had their origin in short-tern loons vhich became
slow and on which long-term and capitol assets were taizen as collateral,
Insofar ag this was true, the criticien of capital loans is, of course,
nothing more than further elaboration of the criticism of "Lax lending
nethods®,

A balance sheet analysis showed that the ratio of "0ther real
estate? to .total assets held by the 225 banks that subsequently failed
increased in the years prior to failure, whereas the ratio at banlzs which
did not fail. did not increase during the some interval, The usual origin

of "Other real estate" ig by foreclosure following default on loans,
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Poor investnent practicegs. Prior to 1931 the market for the type of in-

vestment securities commonly purchased by banlkts was so gtable that the con-
tribution of poor investment practices to the insolvency of banks was
probably negligible, There undoubtedly were nany cases in vhich banlzs sus—
tained serious losses on securities, but the criticism by exanminers of in-
vegtment policies was infrequent during this period. In the years 1931 and
1932 the situation was changed considerably, and the marlket for investment
securities became so unsettled that many issues which were deemed to be

reasonably conservative in the pre-depression period dropped to but a

finction of thoir former value, Even with this considerable factor it was
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found that deprecirkion of securities was the main cause of failure in only
six out of 105 cases of banic failures and was a major contributing cause
in only four other cases.
In this study of investment policies there were several specific types
of malpractice wvhich were uncovered, such ag -~
The purchase of bonds with high yields
The trading of bonds for turnover profits
The purchase of convertible bonds which
fluctuate in value with changes in stock
pricesg
The purchase of unlisted bonds and so~called
"one-house® bonds
The purchase of real estate and irrigation
bondsg
The bonds of well-lmown companies cnjoying a high investment repute have
typically borne only a modest yield, and high yields are typical only of the
bonds of lesser-imowm enterprises not enjoying a wide market, Such invewt-
nents obviously do not qualify in any way as secondary reserves, Lilzewise,

the type of securities which give trading profits rmst fluctuate in price

and such novenents can produce losses as well as gains, Tae practice of

.org/
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bond trading, therefore, can be carried on only in second rate issues
which are lilkzely to cause losses, The purchase of securities linited to 2
norrow marlzet and having only real cstate security is nost obviously an
improper banking practice,

In addition to the improper practices described in the case study
to which reference has been made, there are several otiaer improper and
imprudent practices, some of which are covered by provisions of the
Banking Act of 1933, Most important of these practices has been the
purchase of securities by banks from their own gecurity affiliates, or
from the security affiliates of correspondents which werc engaged in the
sale or underwriting of sccurities,

Over—extonsion of loans and excesgive borrowings by banks, Regard-

less of the high quality of loans and investments of a bank, it is casily
possible for an institution to get itself in such an over—extended condi-
tion that deposit losses necessitate disadvantageous sales of assets or
continuous borrowings, This condition is not necessarily unsafe if all
the earning assets are of impeccable character but, because of the narrow
margin of safety, such a bank is less able to withstand natural and un-
predictable hazards, such as business depressions, droughts, floods, crop
failures, etc. In the Commiticels case study previously alluded to, it was
obscrved that the proportions of loans and investments to deposits were con~
siderably higher for the banks that suspended than for the banks that sur-
vived. This was true for a number of years prior to failure,

In addition, the cxamination reports of these institutions mentioned

an over-cxtended condition in 106 of the 225 cascs aad continuous borrowing

(the same condition) was mentioned as a criticism in 76 cases., The study
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brought out that the suspended banks showed a much greater proportiom
of borrowings than the banlts that survived; that the policy of heavy
borrowing exigted for a number of years prior to failure; and finally,
that the banks that suspended in the years 1921 to 1930 were heavier
borrowers tian the banks that suspended in the year 1931, Of the 225
banlzs included in the study, those which suspended in 1921 - 1927 had
combined borrowings of more than 100 percent of their combined capital
and surplus, and in most cases these borrowings dated back to the last
half of 1520, The banks that failed in the years 1928 - 1931, on the
other hand, did not have such a large proportion of borrowings at tae
date of suspension, nor did thoy luwve a history of such excess borrow-
ings, though the amount that they did borrow was in excess of the amounts
borrowed by banks which remained octive, - As & matter offact the sample
of banks vhich remained active had no borrowings after 1922,

Large invesimonts in bonking house, lLarge investments by banks

in banlkzing house and fixtures may be a strong competitive force in
attracting and holding depositors, but such expenditures have no doubt
contributed a grecat deal to the difficulties of banlzgs by causing shori.
ages of reserves and the impairment of cffective capital., The prodor—
tion of funds invested in such items was almost twice as large for the
banks that failed as for the ban'ts that survived, as shown by the case
study alrcady cited, Both the "marking up" of banl: buildings and the
failure to deopreciate this item were mentioned as criticisms of operating
policies,

Dividend policies, operating losses, ctc, Just as cexcessive invest-

ment of banlzing funds in non-carning assets suc: as bank: building may ime
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pair the capital which protects deposits, the depreciation of capital
by the payment of unearned dividends or large salaries, high rates of
intcrest paid on dcposits, and othor oporating cxpenses may give rise
to operating losses which irpair capital, In the casc study made by
the Branch, Group, and Chain Banlking Cormittee, the nayment of dividends
net.currently carned was criticized by the examiners in 29 instances,
A survey of the earnings and lividend reports of the banks involved indiw-
coted that an cven larger mumber i:2d been guilty of this practice,

The result of inadequote earnings either because of inadequote
#ross revenues or excessive operating expenses is irportant not only
because of the direct capital impairment created by the loss, but because
of the incentive which such a condition gives bankers to take extra
aQozards and invest in high-yield and unsafe forms of securities,

One of the expenses which has been an irportant source of operating
losses has been the paynent of excessive ratos of interest o depostors _ZL/
vihich resulted from the active corpetition for depositss Tic woyment of
oxcessive rates of intercst vas rientioned as o criticism of operating
Dolicics in 18 of the 225 cases in the Cormittee Report, Direct quota—
tions given in this report mention the payment of rates as Ligh as §
percent to 8 percent on doposits, Provisions of the Banlting Acts of 1933
and 1935 have heen directed agsainst this practice,

Largze deposit accounts. Small banlss have accepted large denosit

accounts fron a single source in nany cases, Public funds are o comioxn’

forz: of such deposits, Where banlzs holding such deposis have not pursued

_1__/For a detailed discussion of this and related points, sce Study lo. 2,
"Banking Profits, 1892 - 193k,
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an investment policy wiich protected them against reduction or witlin-
drawal of suci accounts, this factor has contributed to tieir suspen-
sions, Tae Branch, Group, and Chain Banking Comriitteel's case study
reports that public deposits were mentioned in 18 examination reports,
Otl:er quotations indicate that such deposits have been & substantial
factor in the failure of a number of banks,

Criminal acts., Various criminal acts including defalcation,

embezzlertent, and larceny have frequeantly been mentioned as irportant
factors in the failure of some banks, Tae Corptroller!s reports nen—
tioned criminal acts as a najor cause of failure in about 58 percent
of the nationnl banlz suspensions prior to 1920, but after 1920 this
accounted for a ruch less significant percentage of the national bonk
failures, Since January 1934, waen Federal deposit insurance becane
operative, the major cause of sugpensions cited is crininal acts of
baniz officersl/.

Many men of prominence, including public officials, bankers,
ccononists, busincss nen and others, have made statcments in specches,
writings, hearings, ctc., on the couscs of ban': suspensions, As may
be expected, differences of opinion are opraront from a review of taese
statonents, but wealmesses both in tiie banking structurc
and in the manageneat of banizs arc generally included in all of these
statenonts, A aumber of tuvce statements have been included in tae

appendix of this report.

y "In the case of five of the nine insured banls failing in 1934, sus-
pension was the direct result of criminal activities of ban!:
officers," See 1934 Annual Report of the Federal Deposit Insur-

Digitized for FRASER ance Cnrporation, pages 68 and 69.
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o

ANK SUSPENSIONS, 1890 - 1935

APPENDIX

Note

It is contemplated that the appendix will include approximately
25 statistical tables which will present detailed fipures of bank sus-
pensions, by classes of banks, years, geographic-divisions end States,
supporting the summary text tables. These tables will cover about 125
pages. In addition to the tebles it is contemplated that the appendix
will include selected statements by a number of men of prominence,
including public officials, bankers, econcmists, business men and others,
relating to causes of bank suspensions.

The appendix to the corrcsponding volume of the report of the
Federal Reserve System Committee on Branch, Group and Chain Banking
covered 75 pages. The present study covers a longer period of time
than that covered by the Committee, and since this report is intendad to
be 2 primary source of information with respect to bank suspensions the
appendix to the present study will be somewhat more detailed and conse-

quently larger than the appendix to the Comnittee report.
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