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FEDERAL RESERVE BANK
OF PHILADELPHIA

April 30, 1940.

To the Stockholders of the
Federal Reserve Bank of Philadelphia:

For your information there is presented here-
with the twenty-fifth annual report of this bank.
It contains a review of the operations of the
bank and a survey of developments in busi-
ness, banking and credit conditions in the
Third Federal Reserve District during 1939.

It also gives a brief analysis of investments of
member banks in this district.

Joun S. SiNncLAR

President



Business Conditions

Industrial and trade conditions in the Third Federal Reserve Dis-
trict improved substantially during 1939, and by the end of the
year activity approached the high levels reached in 1937. The expan-
sion occurred in the second half of the year, as in the first five months
the sharp upward trend which began in the middle of 1938 was tem-
porarily halted. Buyers had been cautious throughout the earlier
expansion period, and after the turn of the year the volume of purchases
declined somewhat further as domestic business slackened, apparently
{0 appraisc the outlook following the sustained advance. The most un-
scttling feature of the situation at that time was the growing possibility
of war in Europe in addition to that in the Orient. During the first five
months, the scasonally adjusted index of industrial production in this
district declined about 2 per cent and the production index for the

country, published by the Board of Governors of the Federal Reserve
System, dropped 12 per cent.

In June 1939, however, business activity resumed the advance that
was in evidence during the second half of 1938. Consumer incomes had
!’c‘:“ fairly well sustained and provided a backlog of purchasing power;
inventories throughout trade and industry continued near the low levels
reached at the end of the liquidation period in the middle of 1938; in-
Crca‘scd production had stimulated the demand for new industrial
€quipment and replacements; the volume of foreign buying was begin-
MINg to increase; and domestic credit conditions continued easy.

The general ¢xpansion was well under way by the end of the
Ummer when war broke out in Europe. While the threat of war had
been an unsettling influence and its effects on business generally regarded
%8 Unpredictable, the actual outbreak occasioned an unprecedented wave
of buying in domestic markets, and prices increased sharply. Industry
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anticipated large foreign orders in addition to active local demand, and
the current high operating levels gave rise to widespread anxiety with
respect to prompt deliveries. The effects were particularly apparent in
the markets for imported goods including many essential materials,
owing to the possibility of interrupted ocean shipments. Industrial
activity increased sharply as a result of these large orders, especially in
such lines as machine tools, airplanes, chemical products, railway equip-
ment, and automobiles. Between May and December the adjusted index
of production in the Third District advanced 21 per cent, nearly two-
thirds of the gain occurring after the middle of September.

The expansion began to taper off in December, and in January
and February 1940 activity declined. The war demand which had been
anticipated was not generally in evidence. Costs of production had in-
creased sharply in several industries, and inventories had been ex-
panded. The volume of goods on hand was not unusually large in
relation to the level of business, but supplies were adequate to assure
reasonably prompt deliveries. The volume of new orders declined sub-
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stantially from the unusually high level reached in the middle of Oc-
tober, and by the end of the year operating rates were being reduced
toward levels more consistent with incoming business.

The outlook for industry and trade in 1940 was regarded as gen-
erally favorable at the turn of the year, although some decline from
the December highs was in prospect for the first quarter. Consumer
incomes were large and a substantial unsatisfied demand was still in
evidence for such durable goods as dwellings, houschold equipment,
and automobiles, as well as for clothing and other nondurable items.
Industrial purchases of equipment and expansion of plants were in-
creasing somewhat and a larger volume of foreign orders for war ma-
terials was beginning to appear. Shipments of peacetime goods to
other nations on the whole were well sustained.

The heavy backlogs of orders accumulated in the fall were largely
worked off by the end of January but were still high in industries with
long fabricating processes, such as machinery and equipment. Can-
cellations on the heavy commitments made in previous months con-
tinued small, specifications were being received in substantial volume

and an increase in orders later in the first quarter of 1940 was in pros-
pect in some important lines.

Prices continued weak after the turn of the year, following de-
clines in several raw materials in November and December. The
greater stability in quotations on finished goods last fall as compared
with the sharp rise in raw and semi-finished materials tended to re-
strict profit margins somewhat, but the high level of operations had
more than offset this influence in most lines. Basic unsettling condi-
tions, however, continued to prevail, the principal problems being un-
certainty as to various aspects of the domestic outlook and the unpre-
dictable nature and duration of the wars abroad.

Industry Industrial production in this district during 1939 averaged
17 per cent above the level of the preceding year, reflect-

Ing a sharp expansion in the output of manufactures, coal, and electric
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power. Production of crude oil declined slightly. Constructic?n activity
averaged 19 per cent above the level of 1938. Employment in general
industry during the year was 3 per cent higher and income to wage
earners was 14 per cent larger than in the preceding year.

4 of monthly
Productive activity Annual a\?:(llgcises \
Philadelphia Federal
Reserve District
(1923-25 average = 100)

Monthly

|
= . | Dec.
1929 1932 1936 | 1937 | 1938 | 1939 || Dec €o

1938 | 1939
Industrial production. .. ... ... 110 | 63| 86 | 91 70 82 79 94
Manufacturing. ... ... ... ... .. .| 111 61 84 89 f_j§ 80 76 9§
Durable goods.. . ... ... .. ... 110 39 77 88 55 72 g; g;
Nondurable goods...........| 112 | 77| 91| 91| 77 | 87
Coaltmining e SRS 92 60 68 65 56 63 66 61
o/inthlrr;‘cni[tle ................. 91 62 67 64 56 63 67 59
Bituminous.......... .. ...| 98| 51 75 7611|853 63 62 76
Crudeioil U NEyR el e = o F,

230 | 295 | 433 | 498 | 445 | 437 || 437 479

.......... 191 | 177 | 228 | 242 | 238 | 263 || 248 269
Building contracts awarded
Total.g.........,....?‘..e....‘ 132 34 56 57 54 65 60* 53*
Residential, ...\ 104 | 17 ] 36| 38| 35| 57 || 44e | s3e
Nonresidential............ .| 160| 41| 58| 71| 66| 30 7%‘ 45*
Public works and utilities . ..| 146 | 66 108 84 87 | 124 95 85+*

Electric power outpur

Agricultural marketing
Cash income (1932 avg, = 100).| 181 | 100 | 149 | 166 | 152 | 152

141 148

*Three-month moving average.

Retail and wholesale trade sales by December were well above De-
cember 1938, and for 1939 as a whole averaged 8 and 10 per cent higher

than the year before. The volume of freight shipments by rail increased
22 per cent from 1938 to 1939.

The general level of wholesale commodity prices averaged lower

for 1939 than for 1938, despite marked increases in September and Qc-
tober. After August, prices of sta

and continued substantially high
also advanced but by the end of
than the average level in the pre

ple industrial materials rose sharply
er than in 1938; agricultural staples

the year they were not much higher
vious fifteen months.
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Manufacturing activity in the first five months of 1939 declined
about 2 per cent from the relatively high level reached in the preceding
December. The output of nondurable goods was reduced about 5 per
cent, the sharpest contraction being in the production of textiles. The
output of silk goods, hosicry, and woolens and worsteds showed par-
ticularly large declines in this period. The production of durable manu-
factures, on the other hand, continued the advance which started in
September 1938 and by May 1939 was 3 per cent above the level at the
end of the previous year. The output of railway and electrical equip-
ment expanded substantially in the five months ended in May.

During the balance of the year manufacturing activity advanced
considerably, increasing 24 per cent from May to December, on a
seasonally adjusted basis. The output of durable goods rose 49 per
cent, the largest gains among the major groups being in the produc-
tion of metals and metal products, building materials, and transporta-
tion equipment. Production of pig iron more than doubled, that of
crude steel increased 90 per cent, and iron and steel castings advanced
I
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close to 60 per cent. In finished and semifinished metal lines, the
largest gains were in locomotives and cars, motor vehicles, automobile
bodies and parts, ships, and electrical apparatus.

The greatest improvement in the output of durable goods occurred
in October, following the heavy wave of buying that started in the
middle of September. In the final quarter of the year production of
these materials increased 31 per cent.

Activity in consumers’ goods industries turned up slightly in June
and more sharply in July and August, increasing 11 per cent between
May and the end of the year but only 5 per cent in the final quarter.
The only marked expansion was in the output of textiles, the weaving
of carpets and rugs, woolens and worsteds, and cotton products showing
particularly large gains. Much of the increase in the output of con-
sumers’ materials in the fi .l quarter was in woolens and worsteds,
owing primarily to widespread fears that the supply of wool would be
curtailed and that prices would advance further.

ACTIVITY IN STEEL AND TEXTILE INDUSTRIES
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Index: 1935 average = 100
PEmpl(l)yee-hours ;
in Pennsylvania factories
ylvania factor o 1937 1938 1939
All manufacturin
Ritbare . e s S A o A1 0874 149.2 91% }gg-;
SEcONd QUATLEL, . .o v sve coss o 124.0 153.3 85-6 1100
fthisdrquarter Mne s LN itk aiya fo 144.7 3{~2 1391
Hourthiquartar i nus s el S 144.8 119.4 101. 2
AYCragelt At e et 127.3 141.6 91.4 114.3
Metal products 5
rgtiqUarterdamels - 8le ot e 112.7 170.1 94.8 }g;g
REEONTRGNATEED ey 137.2 178.0 87.? 1143
hicdigRutter s A L 144.8 169.6 84,6 157.0
S Y 43 i e e o s 160.5 130.5 101.1 .
AVEEAZOLAA e ol ol R TGRS 162.0 91.9 - 121.9
Textile products
T G A S S 100.6 121.6 79.8 188;
Second quarter.. ... ...\ 1110 97.7 112.0 75.4 98.0
T'hird quarter. .. 107.6 ;101.6 £rg 106.0
Fourth quarter, 1184 K’ 85.6 2 s
BVERRGERs s o o i 106.1 105.2 85.1 28.8

For the year as a whole the output of manufactures in this district
increased in all major lines. The average gain of 19 per cent over 1938
was due to an increase of 32 per cent in the durable lines and 12 per
cent in industries producing nondurable goods. Among the specific

groups, the greatest improvements were in transportation equipment,
metals, textiles, and building materials.

Mining activity in this district also increased substantially. Pro-
duction of anthracite amounted to 50,800,000 tons, or 10 per cent above
the record low of 46,100,000 in 1938 but 2 per cent below 1937. The
principal factors in the anthracite situation during 1939 were the shu.t-
down of bituminous mines in April, which resulted in an increase in
the production of anthracite of 1,700,000 tons in that month, and tl}c
outbreak of war, which contributed to an increase of 1,000,000 tons in
September. Agreement was reached in January 1940 upon the problem

of allocating production among the so-called line and independent
companies.
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Despite the six weeks’ shutdown in bituminous mines, wbcn pro-
duction declined from 8,600,000 tons in March to 137,000 tons in April,
the output of bituminous coal for the year as a whole aggrcgat.cd 90,-
800,000 tons, or 18 per cent more than the 77,000,000 produced in 1938
but 18 per cent less than the seven-year high in 1937. Following the
curtailed operations in the spring, production increased more than
seasonally through November, partly to replenish stocks and partly as
a result of improved industrial conditions.

The output of crude oil in the Bradford Field fluctuated irrfzgu-
larly in the first three-quarters of the year but increased substantlzflly
in the final quarter, contrary to the usual tendency. The expansion
appeared to be due primarily to an anticipated increase in foreign and
domestic demand for lubricants, as stocks of finished petroleum prod-
ucts were accumulated. Production for the year totaled 14,700,000

barrels, or 2 per cent less than in 1938 and 12 per cent below 1937, when
a record of 16,700,000 barrels was reached.

The output of electric power in this district followed an irregular
upward trend to a record peak in October and for the year as a whole
averaged 10 per cent above 1938. Total sales by companies represent-
ing about 95 per cent of the aggregate sales in this district declined in
the early part of the year but advanced thereafter to an all-time high of
708,000,000 kwh. in December. Total sales for the year were 7,782,-
000,000 kwh. or 11 per cent more than in 1938. Sales to industry
amounted to about 3,850,000,000 kwh. or 13 per cent more than a year

before, and, at a record high in December, were 16 per cent above a
year earlier,

Awards of construction contracts in the district in 1939 amounted
to $196,900,000 or 19 per cent more than in 1938 and 13 per cent above
1937. The total was the largest since $329,200,000 was awarded in 1930.

Activity expanded irregularly in the first ten months of the year; on a
scasonally adjusted basis, the peak was reached in September and was
the highest since 1931.

Residential building increased 64 per cent in the

year to 1581,-
350,000, the highest since 1929. Awards for family

houses totaled
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$61,400,000 or 46 per cent more than in 1938, the peak in activity being
reached in October. The gain was due in part to the financing facili-
ties of the Federal Housing Administration. The local office of the
FHA reported that in 1939 commitments for insurance on mortgages
N new construction amounted to $30,878,600 and on existing proper-
ties totaled $7,074,000 as against $17,500,000 for new construction and
$11,000,000 on existing dwellings in 1938. These figures cover 38
counties in Eastern Pennsylvania and the State of Delaware. Contracts
for nonresidential structures declined 24 per cent in the year to $55,-
709,000, owing to a reduced volume of construction on educational and
fmsccllaneous buildings. Awards for commercial and factory buildings
increased 38 per cent to nearly $26,900,000, about 19 per cent below
.1937 but, except for that year, the highest since the $102,400,000 each
n 1929 and 1930, This type of construction was unusually active in
October and November when declines were to be expected. Contracts

f‘)r public works and utilities increased 43 per cent in the year to §59,-
900,000, the highest since 1931.

Income Employment and consumers’ income in 1939 improved
. substantially as a result of the sharp expansion in indus-
trial ?ctivity in the second half of the year. In twelve lines of trade
and industry, employment and payrolls in Pennsylvania declined in
the first four months of 1939, but in the last eight months of the year

9
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EMPLOYMENT IN PENNSYLVANIA
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employment increased 20 per cent and wage disbursements expanded
33 per cent, over two-thirds of this gain occurring after August. By
December, employment was 8 per cent and payrolls 19 per cent above
the previous year. The principal gains were at factories and quarries,

Factory employment in Pennsylvania increased 16 per cent from
the low in the late spring to the peak at the end of the year, and wage
payments expanded 33 per cent. For 1939 as a whole employment
averaged about 869,000 workers, or 8 per cent above the 801,000 em-
ployed in 1938 and 12 per cent below 1937. Employment in the peak
year 1929 averaged over 1,000,000 workers. Wage payments in 1939
averaged $20,500,000 a week, reaching a peak of about $24,000,000 in

1N
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Index of general em- ‘ Relative Payrolls
\ ) yment ay

ployment and payrolls impor- Employmcn

—Pennsylvania. tance—

(1932 avg, =7100; indexes|| 9% of
are annual averages.) tétal 1936|1937 | 1938 | 1939 || 1936 | 1937 | 1938 | 1939
General index*, . .. B 100.0 117 | 125 | 105 | 108 || 146 | 172 | 129 | 146
Manufacturing, . .. ... 48.9 135 | 147 | 120 | 129 || 180 | 217 | 152 18;
Anthracite)s P i 6.9 84| 81| 70| 67 85| 81| 66 67
ituminous coal. . . . .. 5.7 12181812381 8102 89 || 199 | 217 | 158 | 16
Quarrying,.......... 0.6 107 | 119 | 94 | 101 || 184 | 228 | 154 1§g
‘rude petroleum. , ., .. 0.2 178 | 161 | 145 | 132 || 160 | 171 | 164 135
Public utilities. ... ... 4.4 91| 96| 95| 94| 97| 104 | 103 | 10
Retail trade. ... . .. 15.8 || 113 | 119 | 107 | 106 || 117 | 130 | 122 | 123
Wholesale trade. ... .. 4.7 111 | 118 | 113 | 116 || 107 | 119 | 114 | 119
10elp RS Ik o i 1 106 | 112 | 110 | 106 || 111 | 123 | 123 | 119
Laundries...., .. . . 0.7 99 | 105 | 100 | 98 || 105 | 119 | 121 12;
Dyeing and cleaning. . 0.2 100 | 105 | 104 | 96 || 108 | 120 | 126 | 11

*Includes building and construction.

December. Total wage income of factory workers in Pennsylvania in
the year amounted to over $1,000,000,000, or 21 per cent more than in

1938 but 15 per cent less than in 1937. In 1929 the total was about
$1,380,000,000.

Employment in the manufacture of durable goods increased almost
steadily throughout the year and in December was 31 per cent above
January. Most of the gain occurred after May and nearly two-thirds
of the increase was in the final quarter. Wage disbursements in durable
goods industries also expanded steadily except for fractional declines
in April and May, and in December were 56 per cent above the year’s
low in January, 52 per cent above May, and 34 per cent above Sep-
tember. The level in December was the highest in two and one-half
years. In consumers’ goods lines, employment declined from Febru-
ary to June but recovered to a peak in October, about 9 per cent above
the year's low, Wage disbursements at these plants were the smallest

f<?r the year in May but by October had expanded 15 per cent to the
highest level since the spring of 1937.

The largest increase in wage payments from the low point of the
Year was 58 per cent in iron and steel lines.
ment followed, with 2

cember, reflecting prin

Transportation equip-
n expansion of 36 per cent from April to De-
cipally gains at establishments producing loco-
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motives and cars and at railroad repair shops. Large advances also
occurred in the nonferrous metal; lumber; stone, clay and glass; and
coke industries, and in certain chemical industries. Wage disbursements
at textile and clothing mills increased about 13 per cent from May to
December but at the end of the year were about the same as in De-
cember 1938, despite sharp gains at mills turning out cotton products,
carpets and rugs, and knit goods other than hosiery. Wage payments

to hosiery workers in December were about 21 per cent below a year
carlier.

Average hourly earnings of factory workers in Pennsylvan.ia dur-
ing 1939 amounted to 69 cents, about the same as in 1938 and in 1937
but 10 cents an hour above 1936, 21 cents an hour above 1932 and

1933, and 11 to 12 cents an hour above 1929-1930. The peak for the
year was 71 cents in December.

Weekly earnings of factory workers in 1939 averaged $25.08 com-
pared with only $22.31 in 1938. The peak for the year of $27.36 in De-
cember was more than double the depression low in early 1933 and in
the past ten years was exceeded only in April and May 1937. The
average work weck at factories in 1939 was 36.3 hours compared with
325 in 1938 and 37.9 in 1937. In 1929, when weekly earnings were
only $1.89 more, work weeks averaged 1214 hours longer. The cost of
living for wage earners and lower salaried workers in Philadelphia

was 1 per cent lower in 1939 than in 1938, about 2 per cent below 1937,
and 18 per cent below 1929,

Total farm cash income in Pennsylvania, New Jersey, and Dela-
ware was estimated at $388,535,000 in 1939 or 2 per cent more than
in 1938. Receipts from the sale of crops increased about 10 per cent to
$125,100,000, while income from sales of livestock products declined
3 per cent to $255,200,000. Government benefit payments were more
than doubled from $4,000,000 to $8,200,000. The increase in farm cash
income, however, was partially offset by a small decline in the buying

power of the agricultural income dollar, calculated by taking the ratie
of prices received to prices paid by farmers.

1
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F hi Govenl\me(rl\t
armicash income= ivestock | rental an
Penna., New Jersey, Delaware Crops I;mducts TeRehE Total
(In millions of dollars) payments

. 153.5 $266.4 L3 $419.9
}3%3: : S132.9 244.8 el 377.8
1931 101.7 194.0 55y 295V
1932 80.2 152.4 e 232.6
1933 105.6 151.0 .8 257.5
1934 96.6 176.4 2.3 275.4
1935 111.3 214.2 1.8 327.3
1936 137.8 248.6 3.0 389.4
1937 136.0 269.4 3.2 408.6
1938 114.2 261.9 4.0 380.1
1939 125.1 255.2 8.2 388.5

Source: United States Department of Agriculture.

Expenditures by the Federal government for emergency relief
continued substantial, as shown in the following table.

Expenditures during fiscal years in
Pennsylvania, New Jersey and Delaware Total 1939
Under Federal Emergency Relief Appropriation Acts* |1935-1938
(In thousands of dollars)
Department of Agriculture®*, .. ......................... .. $21,188 $4,594
Other executive deparemenes**. ., 1T 30,806 7,814
Civilian Conservation Corps. ... .. ... .. ... .. . 7 43,590 (er.) 15
Public Works Administration (housing, loans and grants
L ety o L RS S 27,451 694
Works Progress Administration**. . ... et 674,786 287,938
Other independent establishmenes**, ... . .. 1T 184,413 12,359
GGl dnds ) bl Lol o o M R AR $982,234 | $313,384
Eennsylvaniat S Be ek Sl SRt i oo o i G $709,909 | $221,289
INEWH) €rac V2RI SIS o e s 262,647 89,026
Delayareiinit st RN WML I o T e 9,678 3,069

*From Report of the P
**Allocation of expen

resident of the United States to the Congress, January 15, 1940,
ditures revised according to departmental reorganization,

Relief expenditures in Pennsylvania declined about $20,000,000 to

$260,000,000 from 1938 to 1939, reflecting decreases in expendit
old-age assistance and the Federal works program.
and aid to dependent children and the blind increas
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Average number

< > Amount spent

Public assistance . of persons (in millions)

in Pennsylvania (in thousands)

by type
1937 1938 1939 1937 1938 1939
I R o Al 463 642 744 $57.8 $76.0 $91.6
Federal work relief. ... ... .. 700 897 694 134.1 169.5 132.7
Ul(l-:}ge assistance.......... 86 91 83 22.6 D38 20.3
Pensions for the blind . . . . .. 10 11 12 3.8 4.2 4.4
Aid to dependent children . . 37 61 93 6.1 7.2 10.9
Total...............| 1,206 | 1,672* | 1,564* || $224.4 | $280.4 | $259.9

*Adjusted to eliminate duplication.
ource: Pennsylvania Department of Public Assistance.

Distri. Retail trade sales increased less than usual in the first half
of 1939 and the seasonally adjusted index declined 7 per
cent from January to June. Sales advanced sharply, how-
ever, after the mid-summer lull, and between June and December ex-
panded 20 per cent more than usual. The adjusted index in the final
month of the year reached the highest level since January 1937 and
Wwas 12 per cent above December 1938. Total sales at retail for the year
as a whole were 8 per cent larger than in 1938 and only 3 per cent less
than in 1937, Reflecting increased consumer incomes, the principal
increases over the preceding year were in such durable consumers’
goods as radios, refrigerators, furniture, and other household equip-
ment. At department and men’s apparel stores the gain in the year
amounted to about § per cent, while at shoe and women’s apparel
stores the increases were 3 and 2 per cent, respectively.

bution

Inventories at retail establishments during the first half of the
year continued at the lowest level since 1936, following the period of
heavy liquidation in late 1937 and early 1938. Stocks were increased
Sol‘r?cwhat more than usual in the fall, when stores expected active
business, but were sharply reduced as a result of large holiday sales in
December, At the end of the year retail inventories were at the same
l?"d as in December 1938, when the volume of business was substan-
tally smaller. Stock turnover in 1939 was 10 per cent above the year
cfore, which in turn was only slightly below 1937.

15
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Sales of new passenger automobiles in the district in 1939 in-
creased 38 per cent over 1938 to 160,600 units. Except for the 217,800

in 1937 and the 200,800 in 1936 the volume of registrations was the
highest in the past ten years.

Wholesale trade sales were well sustained, despite the continued
cautious attitude on the part of retailers. The unusually small volume
of inventories at retail stores necessitated extensive reordering through-
out the year. Following the summer lull, buying in the wholesale
markets became very active and in September was 24 per cent above
that in the previous year, reflecting prospective increases in consumer
purchases and possibilities of delayed deliveries. Total sales at whole-
sale during the year were 10 per cent above 1938, gains being particu-
larly large in sales of electrical supplies, hardware, paper, and jewelry.
Inventories at wholesale establishments at the end of the year were
about 12 per cent above the same period in 1938.

Freight shipments by rail in the Allegheny District declined in the
first four months of the year, after allowing for seasonal changes, but

PHILADELPHIA FEDERAL RESERVE DISTRICT
PERCENT [ ‘ i Tivas-2saveeroo |
| RETAIL TRADE \ i
75} |
RETAIL TRADE ‘ !
1 STOCKS ‘
50 !
r ‘ j = |
100| 4 | ;
‘ FREIGHT CAR LOADINGS
|
| |
| MERCHANDISE i
75|

25| ADJUSTED rom SCASONAL VARIATION ‘

1932 1933 1934

i
\
e

1935 1936 1937 1938 1939 1940

—_—
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expanded almost steadily thereafter to a level vw{hlch in Decc$§;r Vé:i
34 per cent above a year ago and the highest since IaﬂuaU}’l ; 2'2 )
loadings for the year averaged about 563,000 cars a mont o e
cent above 1938 but 11 per cent below 1937. Th(.’. largest gal(rllsactivity
year were in shipments of ore and coke, reﬂecFlng Increase i
in the steel industry. Loadings of merchandxsc‘and misce kg
goods, accounting for nearly two-thirds of total shipments, ma s
ber reached the highest level since 1930 and ff)r the ycar. a's Eoo i
averaged 21 per cent above 1938, Freight shipments originating

Philadelphia, comprising chiefly manufactured goods, increased 13 per
cent from 1938 but were 6 per cent below 1937.

Distributi Anmmlﬁavgralges of monthly Monthly
stribution indexes
l’hiladclphin.l’c(jeml
eserve District
(1923-25 average = 100)

cc. | Dec.
1929|1933 | 1936 1937 1938 1939 || Dec. | Dec

1938 | 1939
Retail trade

-
ale 100 |[ 59 || 80| 83 @ 75 27%; gg: g‘;,
e Kl B 3 RARCRIN el
-'ewnaﬂnengerautomobiles...‘ 131 || 62 || 124 3
(10mmerclalhotels(l‘)34=100) 17 114 | 101 106
RN OV L b e 86 || 1191 123 |1

ncome—total

82 124 | 129 | 122 | 119 || 124 136
Freight-car loadings =~ 66 || 62* | 84*
Allegheny Districeoorotal, . U M o 8 84+
Mcrlchandiscnnd miscellaneous l;?z. :(é 700 71| 551 6 gi: ;5.
u.n o 62
P, Philadelphia industrial area . . 107 62 6B, Je 00l ) 36 177
r't of Phi
ol‘:xpour:sh( llg;lsc_l:l'[;hi: 1)) ) e 170 (7(: 89 }%; 1%«5 13241 l()‘)’ 85
Imports (1935-37 — 100) S 156 || 58 || 101

*Adjusted for seasonal variation.

Exports through
amounted to $92,840,0
larger than i 1938, 1
above 1938 byt 31 per

the Philadelphia customs district in 1939
00, about the same as in 1937 and 5 per cent

mports aggregated $131,885,000 or 22 per cent
cent below 1937.

: : i what
Prices Prices of commodities continued to decline some

during the first eight months of the year but advanced

sharply after the outbreak of war. The index of wholesale prices of

17
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813 commodities, published by the United States Bureau of Labor Sta-
tistics, decreased from 769 per cent of the 1926 average in January to

750 in August, advanced to a peak of 79.4 in October and declined
slightly in November and December.

Prices of farm and food products showed the greatest declines in
the first eight months and the sharpest recovery in September. Quota-
tions on raw materials and semifinished goods also declined to August,
advanced sharply in September and October, and receded toward the
end of the year. Prices of finished goods were more stable and the

spread between raw and finished goods narrowed appreciably in the
latter part of the year.

UNITED STATES
PERC[NT . § = IUZ.‘AVC-IGO .
i 5
o | ALL OTHER
80 ey R g s
h ) t & |
K .... j P [
x "~.~' =
60 !
|
40— i i i -
[ [ [ ]
4 38 |
| | |
1 1
‘
60 - o S P 0
.‘ ‘ [ RAW MATERIALS | B T
! | |
\ | i
(P%% 11933 1934’ is3s  ioae 1937 isse  iose . it

In the markets for staple commodities, prices of industrial mate-
rials were weak in the first five months, especially in the case of hides,
steel scrap, and copper. From May to October quotations advanced
sharply, steel scrap rising from $14.08 to $22.50 a ton, copper from 10
cents a pound to 12! cents, wool from 72 cents a pound to $1.10,
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hides from 10 cents 2 pound to

16, cents, and rubber from 16.2 PRICES OF 15 STAPLE COMMODITIES
cents to 215 cents a pound. UNITED STATES

Thcsc sharp gains, particularly | A S160)
N imported materials, reflected |

the expectation of heavy war de- 5 LR —
mand, increased domestic pur- i A
chases, and the possibility of in- ) ". l
terrupted shipments. Quotations R } i

on most industrial staple com- :\/,-Z." A\
modities declined somewhat to- 2N .“5"' % N
W:?rd the end of the year, the - ,VJ-/TOM
principal exception being silk, RSl R RS
which advanced almost steadily AR A
throughout 1939 from $1.90 a 50 "‘"""“45" T
pound in ]ammry to $4.65 in De-

cember, In the first quarter of 40

1940 the price of silk dropped Sh5 I DU B

more than $2.00 a pound.

Annual averages of monthly Monthly
(}ommodity prices | Rk
(1926 average —= 100) [
Dec. | Dec.
15 1929 (| 1932 (| 1936 ‘ 1937 1938 ‘ 1939 1938 | 1939
Meommodittes=. o5 "5 (e | 86| 79| 77| 77 | 7
Raw Materials |
SV, m: T N 98 || 551 8 8 7 71 73
St::;‘}i,rc‘:fhtd danmclcs... cesvmnes] 194 |l 59 7(6) 82 ;g \ 7(7) 75 82
RODOA T s ol S RO 70 82 | 87 82} 80 80 82
Fi L :
P.;;r(?syrf)d‘.c:s........ ceeenn. 105 48 || 8] 1 861 69| 65| 68 68
T b W O W B
Sple commodiciests 39| 77| 84| 62| 65 61 | 72
IO 68| 71 521 52| 49 | s6
" R 4 SR 7Z2 8188 S 781 AT 1 75 || 70 86
. ‘
“'I?:):Cd States Bureay of Labor Statistics index of wholesale prices of 813 commodities.

al— ’s i : z i
Moody’s index of prices of 15 staple commodities.
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Quotations on agricultural staples were generally steady until Sep-
tember, when anticipation of war buying forced prices up sharply. The
largest advances were in so-called war commodities such as sz hogs.s,
cocoa, wheat, and corn. The price of cotton continued to rise u'ntll
about the middle of December, reaching 114 cents a pound as 'agamst
8.8 cents in January, owing to increased foreign and domestic pur-
chases and to some extent to the substitution of the fiber for burla.p in
heavy bagging and for other high-priced fibers in various textile lines.
The price of wheat also continued to rise until the end of the year,
owing to unfavorable growing conditions in the winter wheat belt.
The price reached $1.30 a bushel in December compared with 86.5
cents in January. Quotations on livestock products, on the other hand,
declined sharply in the year, despite a temporary abrupt rise in Sep-
tember following the outbreak of war. After the turn of the year prices
of practically all staple commodities weakened.

Banking and Credit Conditions

Bank Reserves

Federal The cash reserves of the Federal Reserve Bank of Phila-
Reserve delphia increased by $296,700,000 during 1939 to a record
Bank

high of $873,600,000, an expansion of about 50 per cent
during the year. The aggregate cash holdings of the
twelve Federal Reserve banks, which comprise the basic monetary re-
serves of the banking system, expanded 28 per cent to $15,524,000,000,
reflecting principally the large volume of gold received in this co
in payment for goods or services or as transfers of capital occas

by disturbed conditions abroad. Much of this gold was used i
ment of trade balances, thus tending

sections of the country. Short term ba

untry
ioned
n pay-
to increase bank reserves in all

nk balances held o

n foreign gc.
count were concentrated primarily in New York City.
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Funds gained by member banks in cqmrpcrcxal and éixtll:;l:cixi
transactions with other districts, were the principal source o it
crease in the cash reserves of this bank. iny $?2,0'00,0001 rep;'m g
Treasury deposits of gold certificates in the interdistrict sett crrlx1 s
for the account of this bank or transfers on Treasury acco

] 4 ents made to
other districts. Smaller amounts were derived from paym

this bank as 2 result of reduced participation in Syste
frnment securities a

banks. The aggrega
largest for any year
tem. The increase
ings of other cas
coin, and other ¢

m holdings of gov-
nd increased balances held for foreign ccntr}z:(l:
te gain of $296,700,000 in cash reserves was St :
since the establishment of the FCdCI‘E'll Rf:serch‘:_I },;
was entirely in the form of gold c.cmﬁcates. otes-
h, including silver certiﬁcatcs-, Unlt?d Sltatcs notes,
ypes of Treasury currency, declined slightly.

i tantiall
The expansion in the cash reserves of this bank was subs y

larger than the increase in reserves required to bf: hcfld ?g%mSt :ltrtg}:;
volumes of deposits and of Federal Reserve notes in circu s:ltlorll).lc ity
close of the year, reserves were considcrab.ly more than dou & hagvc
requirements, as shown in the accompanying tablc,' anfl w;n;' e
been adequate to support twice the volume of notes in circulatio

. s consist
deposits held at that time. These deposits at the Reserve bank
primarily of member bank reserves.

Cash reserves of the

All Federal
Philadeiphia Reserve banks
ederal Reserye banks
(End of year;
dollar f

gures in millions) 1938 1939 1938 Ll
................ $576.9 $873.6 $12,165.8 $15,524.2
chuil:cd reserves:

Banst Federal Reg

Total reserves

4
( erve notes..  128.2 139.6 1,780.7 )
40% in gold certif at ,529.3
gainsg de:(;)sitsc.(ir. I n .C.S.). ALL 160.6 251.9 3,530.8 e
I(35% in gold certificates or

y

awful money)

Total required, .,

$288.8 $391.5 $5,311.5 $6,512.7
“cess reserves,, $288.1 $482.1 $6,854.3 $9,011.5

2389
lnunortion of total to required , . 2009, 2239, 2299, 389
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Member
banks

Reserve balances of all member banks increased 34 per
cent in 1939 to $11,653,000,000 at the end of the year, of

which more than $5,200,000,000 was in excess of legal re-
quirements. The reserves of member banks in this district expanded
60 per cent in 1939 to $598,600,000 and in the middle of January 1940

reached a record high of $641,700,000. These balances totaled more than
twice the amount required by law.

The sharpest increase was at banks in Philadelphia, where average
reserves in the first half of January 1940 were 110 per cent in excess of
requirements as against only 80 per cent in the case of country banks.

Member banks
Phila. Fed. Res. District
(Dollar figures
in millions)

Philadelphia banks
1938—Jan.: 2nd week
1939—]Jan.: 1st half

July: 1st half
1940—]Jan.: 1st half

Country banks
Cities with population of
100,000 or more
1938—]Jan.: 2nd week
1939—]Jan.: 1st half
July: 1st half
1940—]Jan.: 1st half

Cities with population of
15,000 to 100,000
1938—]Jan.: 2nd week
1939—Jan.: 1st half
July: 1st half
1940—Jan.: 1st half

Cities with population
under 15,000
1938—]Jan.: 2nd week
1939—]Jan.: 1st half
July: 1st half
1940—Jan.: 1st half

All member banks
1938—Jan.: 2nd week
1939—]Jan.: 1st half

July: 1st half
1940—Jan.: 1st half

e

Reserves with Federal Per cent of
Reserve Bank Due required reserves
from
domestic - Duef
Held [Required| Excess banks re;:;,evsfs E:nli(osm
$238.3 | $187.4 $50.9 $120.7 27%, 649,
243.8 174.3 69.5 140.1 40 80
345.2 187.6 157.6 167.0 84 89
4448 210.8 234.0 174.8 || 111 83
33.3 2747 5.6 33.2 20 120
40.4 23.5 16.9 5257, 72, 224
39.4 23.8 15.6 63.5 66 267
40.9 25.0 15.9 83.1 64 332
49.5 37.1 12.4 26.8 33 72
47.4 31.6 15.8 35.4 50 112
DA 31.0 227 46.1 73 149
60.2 32.3 27.9 50.6 86 157
61.8 49.4 12.4 47.8 25 97
60.3 41.4 18.9 58.0 45 140
64.0 40.4 23.6 70.1 58 174
74.6 40.5 341 92.2 84 228
$382.9 | $301.6 $81.3 $228.5 279, 769,
391.9 270.8 121.1 286.2 45 106
502.3 282.8 219.5 346.7 78 123
620.5 308.6 311.9 400.7 || 101 130
=
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A year carlier Philadelphia banks and country banks respectively held
excess reserves of 41 and 53 per cent.

The percentages of deposits, which member banks are legally re-
quired to hold as reserves, were unchanged throughout the year at the
levels established in April 1938 when requirements were reduced. On
net demand deposits these proportions were respectively 2234, 17V,
and 12 per cent at central reserve city, reserve city and country banks,

and on time deposits 5 per cent at all member banks regardless of
location,

Balances carried by member banks with correspondents also in-
creased substantially, rising from $286,200,000 a year ago to $400,-
700,000 after the turn of the year. In the first half of January 1940 the
combined total of reserves and amounts due from banks was equal to
331 per cent of required reserves as against 251 per cent early in 1939.
While the capacity of member banks for the extension of credit was
greatly expanded, actual increases in loans during 1939 were moderate
and investment portfolios were somewhat reduced, with the result that
the aggregate amount of their cash increased further. The preceding

figures show the reserve positions of member banks in this district by
location,

The principal source of the increase of $224,000,000 in member
bank reseryes during 1939 was a gain of $219,000,000 in commercial
and financial transactions with other districts which followed a mod-
erate loss sustained in the previous year. Although in most instances
the exact character of the transactions responsible for this gain cannot
be determined, available records indicate that it was caused in part by
Payments from other districts for new public and private securities of
local origin ang for other securities sold by banks, including a portion
O New government issues received on allotment. The sharp increase
n business activity, particularly in the heavy manufacturing indus-

tries, also resulted in an increased flow of business payments to this
district
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Treasury operations contributed substantially to the increase in re-
serve funds, as government disbursements were $66,000,000 greater
than local receipts. The excess of disbursements was somewhat smaller
than in 1938, owing in part to a reduction in payments for work re-

MEMBER BANK RESERVES
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lief. Expenditures by the Treasury included heavy paymcr.lt; n C(I)‘III;
nection with the shipbuilding and armament programs wh.IC ‘l:v?rhc
particularly large purchases from the indusFrles in this dlStl‘le. B
amount of unemployment trust funds paid into the Treasury for

ithdrawn b
vestment was considerably larger than the total amount withdr y
the states for benefit payments.

Demand for currency in this district in 1939 increased ﬁ53ﬁ009,(122:
offsetting in part the large volume of funds gained throug td ;;f:) i
district settlements and Treasury transactions. The need for additi

y : serve
currency was met chiefly through increased issues of Federal Re
notes and silver certificates.

This demand for currency was occasioned primarily by 'the sharp
€Xpansion in industrial payrolls and in trade activity, l?ut it also re-
flected some increase in amounts held by individuals. Fxgu.rcs for th‘;
country as a whole showed that about $330,000,000 of the sneiea it Of
$740,000,000 in money in circulation during the year was in notes 01
$50 and higher denominations. A substantial volume of currency molV_ec
abroad in the spring, and later, during the period of smaller ship-

= : in this
ments, additional currency withdrawn was probably held in
country for foreign account.

—— RERLWE
Member bank reserves and related items 1939
Philadelphia Federal Reserve District 1937 1338
(Millions of dollars)
Sources of funds: 5 2
Rcscn{c bank credit extended in district. . . . . A 2' T ;;; izl‘)
nterdistricr commercial transfers. . . .. .. . 1118 A3 S
Mint gold purchases, net. . ... . g 74 SENGl
REE Y E0RRIREIONS; ., ., - s s —131 2
Iotal il 8 +_,_ﬁ,,~:,j_187
Uses of funds: S 53
Currency demand, . o 12 + 2(?; 1234
Member b:mlg reserve deposits. . . . .. =16 :I-_ 5 4 10
ther deposits” a¢ LEaeTve hankl s el IRe sl | e LR T L UL 3 T
ther Federa) Reserve accounts., . . ... L
fLocal 20 i o) e S S0 gt
—_—
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The influence of other factors upon member bank reserves was
less marked. An increase of $10,000,000 in unclassified deposits wiFh
this bank was due chiefly to an increase in officers’ checks issued in
connection with special transactions. The volume of Reserve bank
credit extended directly within the district expanded but slightly.

Condition of Member Banks
Deposits  The volume of deposits at member banks in this district
in 1939 increased by $370,000,000 to $3,231,000,000, the
largest on record. This expansion was due principally to funds gained
through business or security transactions with other districts and
through Treasury operations. The amount of deposits arising from in-
creased loans and investments was comparatively small.

Over 97 per cent of the increase was in demand deposits, most of
this being to the credit of individuals, partnerships, and corpora-
tions. This was in contrast with the trend in 1938, when the growth in
deposits reflected chiefly interbank and government balances. In 1939,
interbank deposits also expanded more sharply than in 1938 and by the
end of the year they were at the highest level on record.

The volume of time deposits continued practically unchanged,
and for all banks was 34 per cent of total deposits as compared with
an average of 44 per cent in the period from 1927 to 1929.

Nearly threefourths of the total expansion in deposits was at
member banks in Philadelphia, where a sharp increase in demand bal-
ances of individuals, partnerships, and corporations was supplemented
by heavy receipts of funds to be held for other banks. Proportionately
the increase in individual demand deposits at country banks approached
that reported by the city institutions, but the gain in the dollar amount
was much smaller. Nearly one-half of the deposits of country banks

are in savings balances, and these registered a comparatively small jp-
crease from 1938 to 1939,
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Deposits at member banks Actual—end of year Changes in—
Phila. Fed. Res. District 1939
(Millions of dollars) 1937 | 1938 | 1939 1938
Demand: \ 5
R e v 20510282 2 L sl 2770 52005
U. S. Government, .| [0 34.5 7?3 1239 || — 5.3 + 20.0
States and political subdivisions.. . .| 109.2 103. 394 || + 523 | +117.1
SR A s 270.0 | 322.3 | 439. 7 || 25T
I, e T A AR 244 | 204 228 - 4

.0

Total demand . ., ... . . 1,642.6 | 1,755.6 | 2,116.6 || +113.0 | 4361

Time:

Individ ls, hips, 10.3
el o | votga | voses |+ as |+ 03
Postal savings, . .., ., A b o 1?; :1“2*; :15(])0 = S a0
s R e e T 0
5 5

Total time.... . .. . . . . 1,107.0 | 1,105.3 | 1,114.8 el
S
Total deposits, .. ... ... 2,749.6 | 2,860.9 | 3,231.4 || +111.3 | +370

*Includes U, §. Treasurer’s time deposits, open account.

Despite the substantial improvement in business conditions during
1939

, the use made of bank deposits, as indicated by Chc.Ck paymcr:jts,
did not measure up to the expansion in demand deposits. These de-
posits at all member banks in the district averaged 15 per cent above
1938, while the aggregate amount paid by check.s' expanded .8 per
€ent, as shown by the records of banks in leading cities of the dlstnc‘t.
Deposits at all member banks averaged 25 per cent larger than in
1929, while check transactions in large cities were about 40 per ce'nt
smaller. The turnoyer of individual and corporate dema.n i
at weekly reporting member banks in 1939 was onl).r 18 times, a rate
Which was much lower than that prevailing in the Nineteen Twenties.
Loans and

The loans and discounts of member banks expanded from
discounts

§905,600,000 at the end of 1938 to $945,400,000 at the cng
of 1939, owing principally to increases in commercial an

real estate credit, This represented an increase of abou.t 4 per cent,
Whereas industria] activity expanded 17 per cent during the same
beriod. The py oportion of loans to total credit extended by these banks
continued to reflect changed conditions with respect to the general type
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of bank credit, as indicated by the fact that total loans at the end of

1939 constituted only 40 per cent of loans and investments combined
as against almost 70 per cent in 1929.

About one-half of the increase in total loans was in the form of
business loans extended to commerce, industry and agriculture. That
borrowing for current productive purposes increased only about 7
per cent in the face of expanding activity was due partly to the fact
that inventories on the whole were controlled and that the resources of
many enterprises continued adequate to finance the volume of current
business at prevailing price levels. A further evidence of ample work-
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ing capital is found in the sharp expansion in demand deposits of in-
dividuals, firms and corporations.

The increase of about 7 per cent in real estate loans occurred solely
at member banks outside of Philadelphia. Most of this gain was due
to mortgage loans on residences, many of which are insured by the Fed-
eral Housing Administration, and on business properties. The increase
in loans on farms was relatively small.

Changes in other short term credit, including open market paper,
brokers’ and security loans, and loans to banks were of minor im-
portance. The so-called “other loans”, which include small personal

loans, declined at Philadelphia banks but increased somewhat at coun-
try banks.

The following data show changes in various categories of loans
between 1938 and 1939:

Actual—December 30, 1939 Changes in 1939
Ll‘::,';s Olf :lnel{nbelslbanks

Ha. Fed. Res. District T stk All
Siiliohyof Bliarg) dlzll‘ll’lhaia Country mc?r“)cr dI::ll]Il)lhaia Cl(’)unlt‘ry member
banks banks banks banks ATLXS banks
Commercial, .. ... 188.0 | 138.4 | 3264 | +13.5 | 4+ 7.2 | +207
Open market paper.... 18.6 18.5 371 || 4+ 1.3 | 4+ 2.6 | + 3.9
Brokers’ Joans. ., 21.1 4.6 257 || 4+ 43 |+ 4 | + 47
O‘l\el‘loansmcarry securities 22.4 38.8 61.2 4+ 2| —49 | — 48
Real estate loanaie g e BN 205.3 245.0 - 3| +164 | +16.2
Loans to banks, |~ 8 2 10— 7| = 2= 9
Otherloans....." 111000 786 | 1704 | 24900 || = 44 | F 44 0
Total loans, . 369.2 576.2 945.4 +13.9 | 425.9 +39.8

Probably the most important development in the field of bank
loans has been the gradual expansion in the so-called term loans, ma-
turing in one year or more, to commercial and industrial enterprises.
For example, outstanding loans of this type by the weekly reporting
banks in April amounted to about $16,200,000 or 4 per cent of total
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loans. The original amounts of such loans aggregated $20,400,000, of
which nearly two-thirds had been made for three years or longer.
Loans averaging less than $100,000 predominated in number.

Another evidence of the activity of banks in the lending field is
shown by the survey made by the American Bankers Association in
Pennsylvania, New Jerscy and Delaware. Reports from 763 of the
1,504 commercial banks in these states show that 459,279 new busi-
ness and personal loans for an aggregate amount of $592,069,000, or
an average of $1,289, were made in the first six months of 1939. Re-
newal loans in the same period numbered 1,326,101 and amounted to
$1,352,770,000, the average being $1,020. In addition, 12,444 new mort-
gage loans were made, showing a dollar total of $53,384,000 or an aver-
age of $4,290. This survey also showed that customers of 129 banks as

of June 30, 1939 were using only 27 per cent of the lines of credit that
were made available to them.

The trend toward more diversified types of loans, longer term
credit, and the purchase of insured mortgages on an amortized basis
reflects (a) an adaptation of banking to changing business require-
ments, (b) a changed attitude of the bankers in their interpretation
of short and long term credit, with a consequent recognition of the
part that banks must play in meeting varied business needs, and (c¢) an
effort to employ idle funds in order to serve business communities and
sustain bank earnings. These factors in the lending situation appear to
have been in greater evidence during 1939 than in previous years.

Invest- Changes in the investments of member banks during 1939

reflect diverse trends. At the end of the year banks in
Philadelphia held in their portfolios almost $15,000,000
more in sccurities while banks in other parts of the district held
$40,000,000 less in securities than at the end of 1938. As a result, the
total investments of all member banks in this district declined to $1.-
396,000,000 on December 30, 1939 as compared with $1,421,000,000 4

year before.

ments
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INVESTMENTS OF ALL MEMBER BANKS

PHILADELPHIA FEDERAL RESERVE DISTRICT
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Banks sold substantial amounts of their holdings during the first
half of 1939 when prices of high grade bonds were advancing to record
lC\’filS.. But in the second half of the year member banks in Philadel-
phia increased their investments, despite some liquidation early in
S“Pt'cmbcr when the European war broke out, while member banks
outside of that city continued to reduce their holdings to the end of
the year, reflecting in part the influence of disturbed world conditions

and 1 5 ts ote ity ’ .
d'in part domestic uncertainties with respect to the trend of busi-
ness and money markets,

The most striking developments to be noted are the changes in
(] 111 . . » .
101“{)95‘“011, type and maturity of holdings by member banks in Phila-
de ; AR
¢lphia and by those in other parts of this district. These changes are

indi i i . i
l 1lcated ' general by the accompanying analysis of investments held
?Y these two classes of banks.
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Analysis of Member Bank Investments

i

December 30, 1939 e Auting 1939
Phlladtllsﬂhla l-;eden\l_ Reﬂ_ﬁ_fve )[)Ismct Actual figures Percentage distribution pung
ollar figures in millions
e | P [ Gpumy || reet | s | S || Tl R
U. S. Government direct obligations. ......... $613.2 | $342.5 $270.7 || 43.9% 50.8% | 37.5% ||— §$14.4 |+ $8.3 | —$22.7
Treasury bills. .o vvevurvonronenaianracaneenns 7 2 ) o1 s .1 I+ 2 |+ b
Treasury MOTES. «.uveevesoeneesnnssssnscanns 64.0 20.7 43.3 4.6 3.1 6.0 — 374 |— 187 |— 187
Bonds: Due within 5 years............... ... 33.8 11.8 22.1 2.4 1.8 3.1 — LM E I e
Due 5 t0 10 years. ...cosueascooreosess 162.6 91.8 70.8 || 11.6 13.6 9.8 4 144|— 3.3 |+ 17.7
Due 10 t0 20 years......coooevcesvesss 243.6 145.8 97.7 || 17.4 21.6 13.5 + 24.7 |+ 317 |— 7:0
Due over 20 years. .. .......oooceess - 108.5 72.2 36.3 7.8 10.7 5.0 — 13.7 |— 2 |— 135
Obligations guaranteed by U. S. Government| $167.8 $83.2 $84.6 || 12.0% | 12.3% 11.7% ||+ $18.4 |+ $4.1 |+ $14.3
Reconstruction Finance Corporation........... 16.0 6.3 9.7 8l 9 1.3 4+ 122 |+ 46|+ 7.6
Home Owners’ Loan Corporation. . ............ 117.0 65.0 52.0 8.4 9.6 TR (SO R ST S 18
Federal Farm Mortgage Corporation........... 18.9 5.8 13.1 1.4 ) 1.8 [— 140|—- 73|— 6.7
N B n ke P 15.9 6.1 9.8 || 11 9 14 |+ 10|+ 54|+ 76
- Maturing within 5 Years. ... ......ooooeo - 73.2 3353 39.9 52 4.9 )] + 2.7 |+ 144 |+ 283
Obligations of states and political subdivisions $153.7 $81.1 $72.6 || 11.0% | 12.0% 10.1% ||+ $5.5 [+ $.5 |+ $5.0
Maturing within 5 years. ......oooveee o s 68.4 35.8 32.6 49 Y] 4.5 + 112 |+ 64 |+ 4.8
Other bonds, notes and debentures:
Government corporations and agencies,
NOt gUAranteed. . ..voevuesons oniusncennons $18.4 $4.7 $13.7 1.3% 7% 1.9% ||+ $§1.4 |— $2.7 |+ $4.1
Maturing within 5 years. .......ocovovenee- 9.1 2.4 6.7 o 4 29 SE T e B 1)
Other domestic COTPOTAtiONS. . ..« v ovveevnesn- $375.1 | $124.1 | $251.0 | 26.9% 18.49% | 34.8% |—$37.8 [+ $1.8 —$39.6
RaIT0a05 s o v e lbs ol L ool a e e o 8 159.3 49.1 110.2 || 11.4 753 15.3 — 80|- 41— 7.6
PUBIICIUTHIUES st o e o aoton b iatmtah faisu s tois=s 122.9 41.4 81.5 8.8 6.1 ks — 226 |+ 1430 319
T T T L o Tt S A 5 P S 81.8 28.9 52.8 5.9 4.3 793 — e IE R T = ()
TS s S T e TS 11.1 4.7 6.4 8 7 S B e A (2
Maturing within 5 years™................... 524 23.4 289 37 315, 4.0 o T o | R ORI Sy
Corporate stocks, domestic................... $37.0 $21.0 $16.0 2.7% 3.1% 2.2% ||— $1.9 |- $1.6 [— $.3
Foreign securities. ..................oooveeces $31.1 $17.8 $13.3 2.29, 2.7% 1.8% ||+ $3.5 |+ $4.5 — $1.0
Total investments .................... $1,396.2 | $674.4 | $721.8 |/100.0% 100.09, 1100.09 |— -
MRt iSeE iR SRS sens v crmessivafe BOLT SIRT6 [SATA0 206 | 1897 | 241" e tgs
n 7 £ 2281+ "3.50+ 193
Defaulted securities. ... ...............- 3.1 5.9 7.2 A .9 1.0 - 19|- 61— 13

*Includes foreign securities.

viydppopyd fo Yuvg 224353y [P4p2] 1042y nuuy yifif-Cjuom],
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Member banks in Philadelphia generally increased their holdings
of direct and guaranteed obligations of the United States, but showed
little change in their portfolios of all other securities. Country banks,
on the other hand, reduced noticeably their investments in direct gov-
ernment obligations and corporate bonds, but increased holdings of
guaranteed and nonguaranteed obligations of government corporations
and credit agencies and of securities issued by states and political sub-
divisions., At the close of the year 63 per cent of the investments of
Philadelphia banks and 49 per cent of the securities of country banks
were in United States Government obligations.

An equally interesting development is the fact that banks in Pl.lila-
delphia lengthened the average maturity of their holdings of direct
government obligations, while country banks reduced their holdings of

longer maturities and increased those of governments running from 5
to 10 years,

Of their total investments amounting to $674,400,000, member
banks in Philadelphia at the end of 1939 held $127,600,000 or 189 per
cent in securities maturing within five years. The investments of the
country banks in securities of similar maturities amounted to $174,-
000,000 or 241 per cent of total holdings aggregating $721,800,000.
Such increases in short maturities as are apparent at all banks reflect
in part purchases of municipal issues and securities guaranteed by the
United States Government and the approach to maturity of securities
already in bank portfolios.

The trend toward

shortened maturities in portfolios, especially
among

smaller banks, obviously accentuates the problem of bank earn-
ings because of the lower yields on short than on long maturities and
of the low interest levels prevailing generally. Closely related to the
question of maturity and carnings is the quality of investment assets,
but no data on this aspect are available in the usual call reports on
member bank condition, Ap analysis of the type, maturity and quality

of bank investments in this district is given on pages 40 to 51 of this
report,
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ALL MEMBER BANKS

PHILADELPHIA FEDERAL RESERVE DISTRICT
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Capital

Member banks in 1939 increased their capital accounts by
funds

$2,900,000 to $490,000,000 at the close of the year. This in-
crease was much smaller than the expansion in deposits,
so that the proportion of capital accounts to deposits declined from

17 to 15.2 per cent. In 1929, when deposits were smaller, the percentage
was 26.3,

While the cushion of capital has been reduced, cash assets have
increased sharply from an average of 13!, per cent of total assets in
the period from 1927 to 1933 to 32 per cent at the close of 1939. Assets
subject to depreciation—loans, investments, and real estate—have been
reduced from an average of 85 to 67 per cent of total resources. The
proportion of capital accounts to depreciable assets at the close of 1939
Was 195 per cent, about the same as in the previous three years.

Real estate assets declined $8,600,000 during 1939 to $172,400,000
or 35 per cent of capital accounts as against 37 per cent a year earlier.

ghis ratio was 24 per cent for all member banks of the Federal Reserve
ystem.,

Philadelphia Federal :
All member banks Regebve Rt lS]nm:d
End of year i
1938 1939 1939
Capital.accounts: Percentage of—
Penosx{s .................................... 17.09, 15.2% 11.2%
-0ANs, Investments and real estate assets®, ... ... 19.4 19.5 b
SNSECINEN TR HE e s T S e 34.3 35.1 27.6
nvestments other than U. S.
2Rvernmentiobligations. i o s S S5 Y 79.6 97.7
Su i
’clrrctzlnuti’g B?&ﬂded profits and reserves:
<0ans, investments, and real estate assets*...... 11.9 12.0 2.0
Invcstmcnts ................................. 20.9 21.6 15.8
nvestments other than U, §.
overnment obligations. . . ... vases s chnns] 46,1 49.0 55.9
Banking hou i
se, equ
rea‘l estate*; I’c’rcgm;ﬁ;no?n—t e
Capital accounts. ..., ... 37.2 35.2 244

* . .
Includes assets indirectly representing real estate.
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Earnings  The net profits of member banks in this District more
and than doubled from 1938 to 1939, rising from $10,000,000
expenses

to approximately $21,200,000. This was due principally to
increased profits from security sales in the first half of the
year. Dividend payments were reduced by $600,000 to $17,400,000.

As in other recent years, the volume of the principal earning assets
and the sources of bank earnings are in striking contrast to the
Nineteen Twenties. In general, the amount of and income from loans
declined drastically, but holdings of investments expanded greatly,
while income from this source decreased, owing largely to the changed
composition of security portfolios and to generally lower yields on
bonds. The following data indicate these diverse trends:

All member banks 1927-29 1939 Per cent

Philadelphia Federal Reserve District (average) change

1) €1 051ts TNl e L e e Y e e $2,434,000,000 |$3,047,000,000 +259,
Loans Sty Shraasang ot JIein i it 3 5 1,718,000,000 925,000,000 —46
Earnings therefrom............ ... ... 95,501,000 42,099,000 —56
Investmenterplon e min SEEusrr L Mo d 924,000,000 | 1,394,000,000 +51
Earnings therefrom................... 46,773,000 44,772,000 — 4
Earnings from other sources. ... ......... 16,007,000 21,012,000 +31
Total current earnings.................. 158,281,000 107,883,000 —-32

Gross earnings from current operations declined from $108,400,000
in 1938 to $107,900,000 in 1939. Increased income was reported from

loans, service charges, and from miscellaneous sources, but these gains

were more than offset by a smaller amount of interest on securities and
lower earnings from trust departments.

Current expenses were reduced more than earnings,
$73,100,000 in 1938 to $72,000,000 in 1939. This was du
of $1,900,000 or about 10 per cent in the interest paid o
ings deposits. On the basis of combined dollar totals
banks, the rate paid on these deposits in 1939 was 1.5

declining from
e to a decrease
n time and say-
for all member
per cent, which
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compared with 4.6 per cent earned on loans and 3.2 per cent on invest-
ments. In the years 1927-29, when the rate paid on time deposits was

about 3.2 per cent, the average returns on loans and investments were
respectively 5.6 and 5.1 per cent.

Earnings from current operations remaining after the payment of
expenses have been rising slowly in late years, $35,900,000 b(?lng il
ported in 1939, as against $35,300,000 in 1938 and 334,59():000 in 1937.
In recent years the amounts available for final distribution have been

Earnings and expenses

of member banks : 1937 1938 1939
Philadelphia Federal Reserve District

(000’s omitted)

e 8
Current earnings:

9C

nterest and discount on loans. ... ....... $42,790 31&’38; 511,(7);5
Interest and dividends on securities. . ... . 47,680 9.168 8,827
'Sl‘ruslt department. . ., . .. S EIS e et g ’g‘;i 2317 2:501
A et S A

$110,955 $108,392 $107,883

Curreqt expenses:
Salaries and wages

27,616
..................... $27,207 $27,498 $27,61
Interest on time and savings deposits. . ... 19,883 18,474 16,557
Taxes—real estate

2,737 2,738 2,795
axes—other. .., . . 6,166 i 1;’:;2(3)
A AR R 20,416 19,612 it
W T B e BI6409 | 873,076 | 871,980
Net earnings from current operations. .|  $34,546 335,316 Lot
Recoveries ang rofits on sales: 3
€coveries on lgnns. . 0 S ............. $3’13() $1'4?2 x(l;:ll,(‘z
%ccovcries ONiseclTitiesteMEENRHON I aen 3'3?(3) 1?)'((3[ 16,630
rofits ‘curi 8 )2 g '9"
Al other it ?'f‘lf.s.'.' Al Al R 1,696 1,509 1,279
LoralEtone. il shas SRt FadiNg o $17,398 $16,686 RAl
Losses and d : ‘9%
In loans, epreciatlon ......... 10,523 210i8b slz";(()‘z
Bisnitiey, 1 e LS e LT B 1700
) ing it 2,98 2,005 $)egetss
afe s o ond eopmenc 111110 ol | Taaek | gogd
T ER SRS s e (1 $28,446 $42,028 $40,6%9
Net addition to pr fit A $23,498 $9,974 $21,198
Cash dividends [()Icglarsc.d....' oW Rkl L 19,597 17,982 WD
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smaller than net current earnings, as losses and depreciation have ex-
ceeded recoveries and profits on sales.

Recoveries and profits on sales increased sharply from $16,700,000
in 1938 to $26,000,000 in 1939. This was due chiefly to heavy profits
from security sales. Recoveries on securities also increased materially,
the amount realized from this source being double the 1938 figure.

Losses and depreciation declined $1,300,000 from 1938 to 1939, but
in the latter year were still in the heavy volume of $40,700,000. A small

part of this is accounted for by the charging off of premiums on securi-
ties and on insured mortgages.

Analysis of Member Bank Investments

In view of the increased importance of investments in the carning
assets of commercial banks and the accompanying change in the nature
of credit problems, the Federal Reserve Bank of Philadelphia undertook
studies of the bond portfolios of member banks in 1937 and again in
1939. The sharp decline in the proportion of bank loans and the ex-
pansion in investments have reflected several influences and created
new problems of earnings and management.

This change in the character of bank assets has been due primarily
to an increasing tendency on the part of business to finance operations
through the open security market rather than by direct private borrow-
ing, to the substantial reduction in the use of credit after 1930, and to
the growth in public financing during the past decade. The effect of
these changed conditions has been accentuated by the inflow of over
$10,000,000,000 in gold from abroad, which was primarily the result
of disturbed world conditions. In consequence, the funds available tq
banks and the reserves of banks have expanded sharply, while the tra.
ditional medium for the use of bank funds in commercial lending hag
been less in evidence, and banks generally have found it incrcasingly
necessary to employ their funds in the investment market,
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Constant study of bond portfolios is essential in view of recurring
uncertainties in money markets, the increase in unpredictable elements
in business and finance, and the widespread industrial obsolescence oc-
casioned by the introduction of new products and methods.

The purpose of the analysis of bond portfolios in 1939 was to as-
certain the character of the investments of member banks in the Third
Federal Reserve District and the extent to which the composition of
investments is consistent with the general and specific operating con-
ditions of the institutions. The data used in the study were taken from
reports of examinations of 652 banks made, for the most part, during
the first eight months of the year, prior to the outbreak of war in
Europe. As these reports were not available for all institutions at any
given date, the statistics were not strictly comparable throughout, but
this technical limitation may be minimized by the fact that investment
positions were relatively stable during the period. In making the
analysis, percentage distributions were computed covering the general
nature of assets and liabilities, the quality, type, and maturity of invest-
ment holdings, the quality of loans, the composition of the capital
accounts, and the relation of capital to liabilities and to depreciable
assets. These data were further distributed to show variations occa-
sioned by differences in size, location, and types of assets and liabilities.

The analysis showed certain broad changes from the investment
Position of member banks in 1937. The average volume of investments
In 1939 was about $1,400,000,000 as against approximately $1,450,000;-
000 in 1937, The nature of the investments in 1939 was somewhat dif-
ferent from the carlier period. The proportion of portfolios in the form
of direct anq guaranteed obligations of the United States increased
from 50 Per cent in 1937 to 55 per cent in 1939. Holdings of state,
municipal and other local governmental obligations and of corporate
securities of the first three grades declined from 34 per cent to 25 per
cent of total investments, while the proportion of corporate securities
rated in the fourth grade was unchanged and that of lower grade bonds
icreased. The average maturity of portfolios was somewhat shorter in
1939 than in 1937, as bonds maturing in over ten years, defaulted issues,
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and stocks declined from 64 per cent to 58 per cent of the total, while
securities due in from five to ten years increased from 13 per cent to
23 per cent. Proportions of shorter term securities declined somewhat
in the period. The proportion of earning assets in the form of invest-
ments was unchanged at 60 per cent, but the cushion of capital against
deposits and substandard investments declined.

Funds available for investment by banks are traditionally regarded
as being supplied by time deposits and by that portion of capital which
is not utilized in fixed assets. In the period of the study, 39 per cent
of the total dollar volume of deposits was in the form of time deposits,
and the average proportion of time to total deposits among the indi-
vidual banks was 65 per cent. Of the volume of capital funds, 42 per
cent was in fixed assets, the average proportion among the banks being
38 per cent. Although 60 per cent of earning assets was in the form of
investments, only 80 per cent of the volume of funds available for the
extension of this long term credit was used for this purpose. The banks

on the average used scarcely more than one-half of their so-called in-
vestment funds in securities.

Owing to the lack of profitable outlets for lendable funds the
banks held large proportions of unused cash. At the end of the year,
32 per cent of member bank assets was in the form of cash or its
equivalent, and during the period of the study over 88 per cent of the
banks held from 10 to 30 per cent of their assets in this form.

On a dollar basis the quality of member bank investments in the
aggregate was generally high, over one-half or 55 per cent being in
direct and guaranteed obligations of the United States, about 11 per
cent in state, county, and municipal obligations, and 14 per cent in
corporate securities of the first three grades, a total of 80 per cent in
high grade issues. Of the remaining 20 per cent in lower quality secyri.
ties, 7 per cent comprised holdings of fourth grade corporate bonds, 9
per cent was in lower grade bonds, 3 per cent in stocks,
in defaulted issues. The average holdings of individu
ever, showed only 69 per cent in the high grade issues,

and 1 per cent
al banks, how.

reflecting smaller
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Proportions of government securities and larger holdings of all grades
of corporates. Variations among individual banks and groups of banks
were pronounced, and in many cases substantial proportions of in-
ferior assets were in evidence. The quality of aggregate investments of
member banks is shown in the accompanying table and chart.

% Total Average
Quality of member bank investments dollar of
(Per cent of total investments) volume | ratios
e, ‘
g. S. Government obligations, direct and guaranteed. . ....... 54.6% 39'Z%
Conxe, county and municipal obligations, etc.. ..... ...« ... .. 113 19~~
Corporate securities of the first three grades. ................ 1339 19.1
Corporate securities of Eh R0 T nE HE iz ] N P 7.0 11.3
Seesiacebonds . 0 9.1 16.8
R N o S R 5 1.4 1.7
NOCRSH........A.....‘....‘ ....................... 2 1.2
e AT bk A L 100.0%, 100.0%

QUALITY OF MEMBER BANK INVESTMENTS

“[RC[E%‘ THIRD FEDERAL RESERVE DISTRICT

PLRCENT OF DOLLAR TOTAL

a0 |-

20 |

(8] \ |
{ ]
= JV,-A- 1 _,J- 1

V'S GOVERNMENT

obi STATE, COUNTY CORPORATES — FOURTH RATING LOWER GRADLS n:.:::“::;:.\;”v“
o :[“;:":’Nﬂ. AND MUNICIPAL FIRST, SCCOND AND
o N OBLIGAT
GUARANTEED LICATIONS, £TC THIRD RATINGS.

On the basis of types of securities, 66 per cent of the volume of in-
vestments was in obligations of Federal and other governmental bodies.
Holdings of corporate issues totaled about 28 per cent of the aggregate
portfolio, comprising 12 per cent in obligations of railroads, 10 per
€ent in public utilities, and 6 per cent in industrial bonds. Foreign
obligations comprised only 2 per cent of member bank investments.
Qn the average, however, the individual banks held about 50 per cent
i ,Ublic obligations, with 18 per cent in railroads, 16 per cent in
public utilities, and 10 per cent in industrials. The following table
shows the holdings of various types of securities on a dollar basis and
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on the basis of the average proportion of each type held at indivi-
dual banks:

z Total Average
Types of securities in member bank portfolios oIl S

(Per cent of total investments) Volirne ration

U. S. Government obligations, direct and guaranteed......... 54.6% :{gg%
State, county and municipal obligations. ... ................. 11.9 1o
Railrodds S BRemoi Vet redilne e Lok Losa it e Dt o Al 11.5 s
Rublicaltiliiea NN IR A o 1 L5 ) (e b R 9.6 .2
T UeEria) SO Wty r 5.9 10.8
YTV hrdd s Sk ALt e sl i b Lo SRR o b 1.9 l.7
Viscellaneous NG s i e Sl T {0 ot 0.5 0.7

Defatlredbissires PR N UNe SEETM  de e il b TR E T S0 1.4 1.

StockETEEt SR MBI L L, Lan e L L 237, 1.2

fLigtal e R e B e e T L 100.0% 100.0%

The average maturity of investments in individual banks was
somewhat longer than that of the composite portfolio for all banks to-
gether. Average holdings of securities maturing in over ten years

amounted to 61 per cent of total investments as against only 54 per
cent in the dollar total.

Maturities of member bank investments d! :ﬁ::_ Avf;f“e
(Per cent of total investments) volliae TRLInY
sl T A O s AN 19.3% 16.0%
prrpiieRts EMR I ol (Ol e T e, e 22.6 20.0
Over 10 years. . . .. ... S R O e e AR T ek 54.0 61.1
Defaulted issues and stocks. ... ... . [ 1l 4.1 2.9
LOtaUR S TITMIEN R A Ty el 4 el 5 R 100.0%, 100.0%

The aggregate capital position of member banks in this district was
relatively strong in some respects. The figures in many instances, how-
ever, indicate need for considerable improvement, particularly in the
case of certain individual banks and groups of banks,
were wide. Total deposit liabilities amounted to les
capital accounts comprising capital stock, surplus,
The total of substandard loans and investmen

where variations
s than six times
profits, and reserves.
ts, including fourth
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grade corporate securities, however, was cgual to 85 per cent OEC:;LE 1tzé
funds, substandard investments alone being equal to 55 PC{' vested
stockholders’ equity. But after deducting the amount of capita 1tnof i
in fixed assets, substandard investments represented 9? per cen ey
remaining capital funds, and substandard loans and.mvestmcl}t e
bined were nearly one-half again as much as ncF .avallabllel Cii)pl 211(8

following table shows the aggregate capital position of the banks.

Ratios in
Capital position of member banks per cent
ased upon aggregate dollar volume)

R S 581%
Deposits to o AN SEOUAL 1 b 42
‘ixed assets to G LA IR CCOUR bt Pav i s B Ll GRS
Su_h‘standgnrd assets—

85
'l_ocnpnnlnccount,.:...-;--~-""‘"""‘""""‘”::::,A... 145
0 capital account minus fixed assets. ... ... ... ..., ...

Suj{standnrd mnvestments—

R RRDI B CCONNE, o, | oo (sl ieb s e S

"""""" 95
0 capital account minus fixed assets. ... ... ... ... ..o
['4 u.'np investments—

.l.ucapltalaccount.......:.....A..,.,...‘,....A...“.‘H:::t:'
O capital account minus fixed ABRALE. L. 8 Tl Rl (e

I,Un

While these figures showing the aggregate investment position of
all member banks are significant, large variations were sh.own amf)rfg
various banks and groups of banks, reflecting bfoa‘? iieronses
operating conditions. For example, as between national and state
member banks, the quality of investments was the same, but thg avcré
48¢ maturitics at the state banks were shorter and the PIOROIHOREL
substandard to total loans was smaller. The state banks had more Cap!ml
invested in fixed assets but also held larger cushions of total capital

against both substandard and long term bonds.

Wide variations were also apparent in the composition of port-
folios among banks of different sizes. The small banks hclc.i somewhat
larger Proportions of defaulted securities and of corporate issues, espe-
cially those of lower ratings, than was the case in larger mSUtU“O“:‘j
Banks with deposits ranging up to $2,000,000 on the average held less
than 40 Per cent of their investments in the form of direct and guaran-
teed oblj

gations of the United States, while banks with $10,000,000 or
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more in deposits held from 60 to 70 per cent in this form. Con}'crscly,
the group of smaller banks held from 19 to 23 per cent of their port-
folios in bonds below the fourth grade and in defaulted issues, as against
only 6 to 8 per cent at the larger institutions. Differences in the quality
of investments in banks of varying size are shown in the following

table:

Deposits in millions of dollars
Quality of investments

by size of banks e | s i ‘ 3__ o | N () 2Q_ 50 &
VA 15 [ 2 ‘ 5 10 20 50 | over
U. S. Government obligations, ! " . A e
direct and guaranteed. .. .... 39%| 35%)| 35%| 37%| 43%| 46%| 67%| 61%| 59%
State, county and municipal 3
obligations, etc... .......... 6 9 9 12 10 12 10 14 15
Corporate securities of the
first three grades...........| 18 21 20 20 19 17 12 10 11
Subtotal........ ... .. 63| 65%| 64%| 69%| 72%| 75%| 89%)| 85%| 859,
Corporate securities of the
fUTEhiTTad S 117 13 13 11 11 9 ‘f '! 4
Lower grade bonds. ..........| 20 19 20 17 15 12 5 5 6
Defaulted issues..............| 3 2 2 2 1 2 1 1 2
Stocks AT WESERSIE e 1 1 1 1 1 2 1 5 3
iTotalk Whalaioh 155 Tt 1009|1009 lOO‘[}ilOO’;Z\ 1009%{100%|100%,|1009%, 10097

DISTRIBUTION OF HIGH GRADE SECURITIES BY SIZE OF BANﬁ

PER CENT THIRD FEDERAL RESERVE DISTRICT

100 {‘-.-u-? o vorm

" INVESTIENTS

s s ais s T, 2
1—2 2—s *s—io0 *lo—20 *20—s0 *30 on oven
DCPOSITS IN MILLIONS OF DOLLARS
7z Y
AI ST. THREE CORPORATCS. ASYA”[ EYC..U S5.GOVERNMENT.

Among the corporate securities, banks with deposits up to $2,000,-
000 held from 17 to 20 per cent of total investments in railroad bonds
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and the same proportion in public utility bonds, while bfmks with
$10,000,000 or more in deposits held from 6 to 10 per cent in each of
these types of securities. Holdings of industrial issues ranged from 10

to 13 per cent in the group of smaller banks as compared with 3 and 4
per cent in the larger banks.

Maturities of investments also varied widely among the banks of
different sizes. The proportion of portfolios in securities maturing up to
five years increased from 9 per cent at institutions with less than
$250,000 in deposits to 30 per cent at banks with $10,000,000 to $.20,—
000,000 in deposits. There was little variation in holdings of medium
term securities, but in the case of bonds maturing in over ten years the
smallest banks held about 70 per cent of their portfolios in this form

while the largest, with $20,000,000 or more in deposits, held only about
40 per cent.

The proportion of substandard loans at the smallest banks con-
stitutes 7 per cent of total loans, while they were as much as 18 per

cent in some groups of larger-sized banks. The following data show the
varying quality of loans at banks of different size.

Quality of loans

by size of banks Vi— | le— 11— [ 2— [I5— [[10—=|20—:[50! &
012 %A /21 2 5 10 20 50 |over
R SRR =1 [y [ 11%| 129%]| 15%| 11%| 149%]| 10%
R 15| bS] 8 < e 6 o R R G R R
ST e (TR R e S e
Total— b d : » g
'Oanssu“andar 7%| 11%| 10%| 12%| 139, 189| 15%| 187 14%
——
The large banks held a larger proportion of their earning assets in
the £

orm of investments, had smaller proportions of time deposits, and
had substantially lower rates of earnings on both loans and investments.
With Tespect to capital positions, large banks generally had heavier
vestments in fixed assets, higher ratios of deposits to capital, and
larger cushions of capital against substandard investments.
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Deposits in millions of dollars
(flapital position
of member banks
by size of banks 0— | YY—|¥—|1— | 2— | 5— [10— | 20— |50 &
A P 1 2 5 10 20 50 |over
Ratio of— 3 AlE Sl o 14 £}
Deposits to capital account.|3529[455%|523%|517%|523%|549 %|643 %6009 687 %
Fixed assets to s g
capital account,......... 30 |28 37 37 38 57 51 71 37
Substandard investments
to capital account........| 56 71 84 74 66 62 31 34 47

The variation in the amount of capital in relation to substandard

investments among banks of varying size is further illustrated in the
following table.

Percentage of sub-

standard invest- |Num-| Per 1609
ments to capital ber | cent || 0— | 40— 80_0 120_(,, and/o
accounts by of of 399% 799% 119.9 A) 159.9 70 over Total
size of banks banks | banks
Deposit ranges
(Thousands of dollars)
Upto 249 25 3.89%1140.0%(36.0%| 16.0%| 8.0% 0%)] 100.0%,
250— 499 96 14.7 29.1 |28.1 27.1 14.6 1ol 100.0
500— 999 156 289 2151812613 30.1 16.7 5.8 100.0
1,000— 1,999 162 249 1(19.7 [40.1 27.8 9.9 2.5 1100.0
2,000— 4,999 140 21.5 27.8 |40.0 2219 6.4 24 100.0
5,000— 9,999 41 6.3 ||31.7 |43.9 17.1 4.9 2.4 1100.0
10,000—19,999 15 2.3 73.3 |20.0 6.7 0 0 100.0
20,000—49,999 8 1.2 {|75.0 |25.0 0 0 0 |100.0
50,000 and over, . , 9 1.4 ||33.3 |[55.6 11.1 0 0 |100.0
{lotal MEeeseria52 100.0%

The size of the communities in which banks operate naturally has
a direct bearing upon the size of the banks themselves, and differences
in population are also reflected in the composition of the portfolios of
banks serving the areas. Banks in cities of 50,000 or more population
held over 50 per cent of their portfolios in the form of direct and
guaranteed obligations of the United States as against proportions of
less than 40 per cent in towns with population up to 3,000. Holdings of
these obligations ranged from 35 per cent of total portfolios at banks

in towns with less than 1,000 in population to 55 per cent at Philadel-

phia banks. Investments in bonds of state and local governments also
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CAPITAL POSITIONS BY SIZE OF BANK

PER CENT THIRO FEDERAL RESERVE DISTRICT
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increased as population increased, and conversely, holdings of cor-
porate obligations declined.

Banks in larger centers held portfolios with shorter maturities than
did institutions in smaller centers. Banks in towns having populations
under 1,000 had only 10 per cent of their investments maturing in five
years or less as against nearly 30 per cent at banks in cities of 50,000 or
more population, excluding Philadelphia, where the proportion was 23
per cent. The proportion of bonds maturing in over ten years varied
from a high of 68 per cent at banks in the smallest towns to a low of 44
per cent in cities over 100,000, excluding Philadelphia.

The banks in larger centers also showed lower rates of current
carnings on both loans and investments, had larger volumes of deposits
in relation to capital, and had more capital invested in fixed assets.
These conditions reflect broad differences in the nature of bank opera-
tions in rural and urban sections. In the larger cities, financial opera-
tions are generally more competitive than in less industrialized sections;
correspondent balances held for other banks are concentrated in larger
centers; and proportions of demand deposits are larger in cities, where

manufacturing and primary distribution require frequent and substan-
tial outlays of cash.

Banks with large proportions of earning assets in the form of bonds,
as compared with banks concentrating upon a commercial lendin
business, showed investments of somewhat higher quality, had smaller
proportions of capital invested in fixed assets, had smaller holdings of
capital in relation to substandard and long term investments,

and
showed lower rates of current earnings on both loans and investm

ents.
Banks with large pro
smaller holdings of public

grades and types of corpo
fourth rating,

portions of time deposits had relatively
obligations and larger proportions of al]
rate securities, especially those below the
than did banks whose deposits were primarily of the
demand type. As would be expected, because of the lower rate of tyrp.
over in deposits at banks holding substantially larger proportions of
time and savings accounts, average maturities of portfolios at thege
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Institutions were longer than at banks doing a primarily commercial
business. Because of the limited demand for short term bank credit,
commercial banks as well as savings institutions have had to resort to
the investment market for the employment of their funds, so that on
the whole no great differences appeared with respect to the propor-
tion of carning assets in the form of securities at banks with heavy
demand deposits as against those with heavy time deposits.

In general, banks with loans and investments of high quality
showed substantially different investment and capital positions from
those found at institutions with larger proportions of substandard and
borderline loans and securities. Average maturities of portfolios at
banks with a higher grade of assets were shorter, larger proportions of
carning assets were in the form of investments, rates of current earnings
on investments were lower and on loans were higher, proportions of
time to total deposits were smaller, cushions of capital against deposits
and substandard assets were larger, holdings of cash were larger, and
the relative amounts of capital utilized in the form of fixed assets were
smaller than at banks where the quality of assets was lower.

The general investment position of the member banks in the
Third Federal Reserve District, as shown by this analysis, appears to be
fairly well adapted to current operating conditions. Wide variations in
t.hc composition of portfolios and in the nature of other assets and
h;’tbilitics, however, exist among individual banks and groups of banks.
Tlhcsc variations in the quality and types of security holdings and
in their relations to capital and liabilities reflect in part the changes in
credit positions and ratings of bonds occasioned by the wide fluctuations
n business activity in recent years. But in many cases investment posi-
tions suggest the absence of an effective portfolio policy and program.

. The adaptation of the policies of banks to the changed and chang-
Ing financial requirements of the communities they serve is necessarily

and properly a matter of evolution. Recent deve

lopments indicate that
the swee

b ping changes in the nature of bank credit have been recognized
Y the banks and that increasing attention is being given to the manage-

o 2 g g8 g
ent of investments in order to meet the new credit problems.
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Money Rates

Money rates in 1939 continued the irregular downward trend
which has prevailed since early 1932. Disturbed political and economic
conditions throughout the world sharply stimulated the flow of gold to
this country to a record volume of over three billion dollars, swelling
bank deposits and reserves to new high levels. The demand from busi-
ness for new capital was even less than in the preceding year, despite
rapidly improving industrial and trade conditions. Such new issues of
both corporate and government securities as were marketed were well

received, as investors under the continuing pressure of idle funds were
willing to accept unprecedentedly low returns.

Yields on investment securities in the middle of the year declined
to the lowest levels on record, and short-term funds continued virtually
unchanged from the low levels of the previous two years. During the
summer, when international relations were growing increasingly
strained, rates advanced somewhat, and immediately after the outbreak
of war in September the investment market was subjected to consider-
able selling pressure chiefly from smaller banks and non-institutional
investors. In this period of sharp decline in the bond market, the Fed-
eral Open Market Committee of the Federal Reserve System pur-
chased United States Government obligations amounting to about
$470,000,000 from August 28 to September 25 to aid in maintaining
orderly conditions in the market. Some banks in large money centers
and investing institutions generally bought sccurities on the decline.
As the bond market subsequently showed strength and demand for
high grade bonds again became active, the Committee sold s

As a result of the active demand for securities, yields by the end of the
year declined to prewar levels.

ecurities,

Rates on new 91-day Treasury bills fluctuated considerabl
the year, varying from a slight negative yield on
were purchased for tax purposes to a discount rate
cent on the issuc offered in the first week of the w

y during
a few issues whicl
as high as .159 per
ar. The average place.
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ment rate for the year on new issues, however, was only .022 per cent,
compared with 053 per cent in 1938. The average rate on outstanding

91-day bills was .05 per cent, or .02 points below the year before.

The supply of commercial paper during the year was again ex-
tremely limited, and the demand continued active. Offerings by dealers
were allocated among customers, who were seeking a liquid form of
asset in which to employ their large volume of cash. The average rate

on this type of paper was only .59 per cent in 1939 as against .81 per
cent in 1938 and .95 in 1937,

The return on Treasury notes maturing in 3 to 5 years averaged
59 per cent during the year, and reached a low of .35 per cent in the
carly summer. The average yield for 1938 was .83 per cent.

The yield on long-term Treasury bonds declined to a record low
of 2.07 per cent early in June and for the year as a whole averaged 2.36,
the lowest on record and more than 1 per cent under the 3.42 per cent
which prevailed in the period from 1927 to 1929. In the case of muni-
cipal bonds, average returns reached a new low of 252 per cent in
December and for the year averaged below the level in 1938. The rates
on the highest grade of corporate bonds also reached a new low in the
summer, these bonds selling to yield 2.88 per cent. After advancing to
dtemporary peak in the carly fall, returns again declined, reaching 2.91
Per cent at the end of the year. Speculative corporate issues, reflecting
more fully the uncertainties in the international and domestic business
Situations, sold at rates substantially above the lows of early 1937. The
average yield for the year, however, was below 1937 and 1938.

The demand for new money in the capital market was sustained
Primarily by federal and local government issues. New obligations of
the United States Government offered to the public in 1939 amounted
to about $1,600,000,000 excluding savings bonds. Issues of states and
Municipalities to obtain new capital totaled $931,000,000. Flotations of
New corporate securities, on the other hand, aggregated only $371-
000,000, compared with $872,000,000 in 1938, about $1,225,000,000 in
1937, and an average of $6,000,000,000 in the years 1927-29.
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Annual averages of money and security rates and the levels pre-
vailing at the end of the past two years are shown in the following table.

Annual averages End of year
Money rates and yields
1937 1938 1939 1938 1939

Commercial paper, prime. ........... 95% 81% .59% .62% 569,
Bankers’ acceptanceps, O0Id ay siRrRress| 1 3 44 44 44 A4
Call money renewals, New York. . ... . 1.00 1.00 1.00 1.00 1.00
Treasury bills, 91-day (dealers).. .....| .28 .07 .05 .05 .04
Treasury notes, 3-5 year.............| 1.40 .83 o) .69 46
Treasury bonds, over 12 years....... .| 2.68 2.56 2.36 2.48 2.20
glunicipal 'Eonds (Stand. Statistics)..| 3.10 291 2.76 2.71 2.52

orporate bonds (Moody):

x:tting—A:m. (y) 3.26 3.19 3.01 3.05 2.91
Ut e S 3.46 3.56 3522 3.39 3.10
el Rt ST ARG M e 41 4.22 3.89 3.99 3.72
Bagisiataeg el rontk (i 5.03 5.80 4.96 5.17 4.89
Type— Industrials.... . 0 [ 10" 3.55 3.50 3.30 3.36 3.15
ublic utilities........... 3.93 3.87 3.48 3.61 3.36
a8 e | 4534 Syl 4.53 4.73 4.44

Average rates of interest paid to customers on time and savings
deposits continued below the returns on the highest grades of securi-
ties. Although the legal maximum rate that membe

r banks generally
are allowed to pay is 21

per cent, the trend of rates actually paid on
such deposits has been downward. In the case of New Jersey the

legal maximum for banks was reduced to 1 per cent in July 1939, The
spread between interest rates paid on

has widened since 1935, Average yield
Aaa corporate bonds in 1939 were respectively 2.36 and 3.01 per cent,
showing declines of .43 and .59 per cent from 1935. The rate paid by
member banks on time and savings deposits, calculated from dollar

totals, showed a reduction of % per cent in this period to approximatcly
1Y, per cent.

deposits and yields on securities
s on long-term governments and

The continued casy money conditions in the investment markets
caused by increasing supplies of idle funds and limited demand for
capital and credit were also reflected in the market for commercial
loans. The volume of loans made by large Philadelphia banks at low
rates increased substantially toward the end of the year. The average
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|

BOND YIELDS AND INTEREST ON DEPOSITS |

PERCENT

PERCENT

RATE PAID ON TIME DEPOSITS - y
PHICADELRHIASDISTRICTS SIS Z/ZANN I ey ==t
| ‘ ALL MEMBER BANKS ‘
i ! COUNTRY BANKS ‘ |

0 |

27 '28 ‘29 30 3| 32 '33 34 '35 a8 37 38 30 40

rate X . s
;KS on the dollar volume of new and renewed loans with maturities
or AXle y -
l 30 days or more, declined to 2.7 per cent in the first half of Decem-
er, The - ; ] : :
The corresponding rate in September was 3.4 per cent and in June
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and March, 3.6 per cent. From 80 to 90 per cent of the total nux:nbcr of
loans made by these banks in 1939 bore from 4 to 6 per cent interest.
The quarterly reports for 1939 are summarized below.

Commercial and industrial loans

maturing in 30 days or more 11\64?1 {_“1"5 ]S_el’?s E ‘1"5:
made by seven Philadelphia banks 15397 1939‘ 1939’ 1939'
(Dollar figures in thousands)
Rate
HpericentRNR L SET A Al i £l S 0 $211 0 $1,167
v 4 ettt e 0 250 $700 500
liflz;;tgefenntl. andl”er G R Lo $2,040 2,080 3,350 | 10,151
etween 115 and 2 per cent........... 200 150 197 115
yDEricentR RIS b Clig it i 1,321’.-{ 31% l,g.;i 5 ;éa
Betw ST 1) 5 2,

3 ;ternche?tn. Zﬂnd 3 .p.e.r. Cent ............ 2,520 3,096 1,985 2,460
Between 3 and 4 per cent............. 437 1,265 15129 2,824
ASnerscen MR NE NN Bl E 2,059 2,147 2,262 2,)39
Between 4 and 5 per cent............. 1,748 1,7(_)7 15527, 948
i e cantIFNa ostag ol e L B 2,239 1,350 1,862 1,614
Between 5 and 6 per cent............. 607 250 24§ 249
OMEE centR - Pl it B0 2 10 T i 1,575 1,547 1,805 1,179
Between 6 and 7 per cent............. 0 0 0 9
Total, dollar amount............ $15,960 | $14,993 | $17,108 $26,780
ELOtAl NI b e B S 1,117 991 1,184 1,115

The rate of discount charged by this bank on advances to and
rediscounts for member banks under sections 13 and 13a of the Fed-
eral Reserve Act has continued since September 1937 at a record low
of 1%, per cent. Rates on advances to member banks under section

Discount and interest rates

December 31,
Federal Reserve Bank of Philadelphia 1939
—_—
Discounts for member banks (Sections 13 and 13a) ..., 11459%,
Advances to member banks under Section LO(b) i L T 2
Advances secured by U. S. Government direct obligations for indi-
viduals, partnerships and corporations under last paragraph of
Section 13:
Ml oy TR L B SR SR SRS S 1L 115
osoth et ale s L e R 215
Rates on industrial advances—Section 13b:
dvances direct to industrial or commercial organizations........ .. 4-6
vances to financing institutions—
On portion for which institution is obligated. . ... S0 215
Jremaningfn0rHonTEEEL RSt i it I e e *
Commitments to make advances. ... . | [ Tl 15-2
i — e R

*Same as to borrower; minimum of 49,
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inchanged in
10(b) and on industrial advances under 13b w}elr.e sali(:u; corporgations
the year. On advances to individuals, partners lrl;;n;nt the rate was
secured by direct obligations of the Federal Golvlc er cc,nt ‘in the case
reduced as of September 1 from 4 per cent to /Z’i‘)he preceding table
of nonmember banks and 2}/, per cent for Others.f 1939I
shows the schedule of rates in effect at the close o .

Federal Reserve Bank

iladelphia in-

Total resources of the Federal Rescr'vc Bankl of eI;l:illchletll)l fit o

creased substantially during 1939, reaching at 1t he PSRNt
$1,176,000,000 as compared with $870,000,000 at the sa

ins in
. as due to gain
This expansion of about 35 per cent in resources w

cash reseryes,

A re-

As the rise in cash reserves materially cxc?cd.ei.;.f:f;:atsﬁi Zzg:clity

Mments against Federal Reserve note and deposit liabili lt},lc volume of

for the extension of credit was greatly enlarged. But tnemberl banks
credit outstanding declined. Loans and advances to

continued small and the Reserve bank credit
pally in the form

the carning assets,

outstanding was prmc;
iti isi er cent o
of government securities, comprising 98 p

1 averages of daily figures
Federal Reserve Bank Annual av
of Philadelphia

9 1929
(Dollar figures jn millions) 1936 1937 1938 193 —
0.5 388.
Billg discounted. .. $0.4 $l'§ Sl.‘(.) Sy ]3'(])
Billg T A R 0.4 2'0 ) 2.8
l[m[ustrial advances., .. )"0 5.4 ; 5 20.4
"::l:fiiasx‘iﬂffss. Rene | 1938 | 2089 | 2191 2Les 05
)thcrsccuritics................ 0 0
$122.9
B e s R i
32351 ]
Federa| Reserve note circulation 289.4 31?‘; ggg? 494.8] 136.5
Mumbcr bank reserve dcposits. 5 324.6 381.2 4g'2 S()-()f Q
Other deposirs. I R 27.1 32.6 53005 708.2 191.8
otal cagh LERECVERTR I S 464.0 534.4 9 207 78.39%, 67.6%
R ko, 72.49, 73.59% 72.5%
- RSN TS|
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Statement of Condition

Federal Reserve Bank of Philadelphia End of year
(000’s omitted in dollar figures) 5 . 1939
 RESOURCES A
Lo e R
eeoon. ._.: ........... o 500 a2 »
Siudeiede talare nom ) S0 29,221 26,470
Total reserves. ... .............. $502,331 $576,918 $873,603
Bills discounted: £
Secured by U. S. Government obligations* 1,498 ‘719; éig
Orther bills discounted. ................. 655 z
Bills b Total bills discounted. . .. ...... $2,‘1233 Sl,lgg 3668
ils bought in open market...............
Industrial advances. .. ................... 3,627 3,120 Zlgvggé‘
United States Government securities. . . . . . . 216,853 222,761 g
Total bills and securities. . .. ... $222,926 $227,114 $216,442
Due from foreign banks. . ................. 18 17 5
Federal Reserve notes of other F. R. banks. 1,662 2,081 1,945
U ncollectedfTemsnEn e A 54,588 54,506 3,955
Bank premises.......... 4,826 4,699 4,572
Alllother resources. .. ... .. .00 iosmerooin. 5,067 4,637 5,830
Total resources. ................| $791,418 $869,972 | $1,176,352
LIABILITIES
ll“)eder?l Reserve notes in circulation....| $318,036 $320,562 $348,938
eposits:
Member bank reserve account.. . ........ 365,046 374,231 598,597
reasurer—general account. ... ..., 1,092 58,155 65,043
oreigniban ke IRt a0 17,002 19,545 39,416
(O tHeTid D 51Ts NS R0 S 2,269 6,899 16,821
Total deposits.................. $385,409 $458,830 $719,877
Deferred availability items.............. .. 53,747 57,591 73,866
(Otherdl o hiliTTes ISP R ol S 1,092 664 965
Total liabilities. ................ $758,284 $837,647 | $1,143,646
: CAPITAL ACCOUNTS
Capitalipaidiin. e peey s S i e 12,258 12,213 12,115
SUTplIE=SEcHon 7SRRI 13,466 13,696 14,198
Surplus—Section 18b.. . oo s e troes 4,411 4,416 4,393
Other capital accounts. ............... ... 2,999 2,000 2,000
Total liabilities and capital
ACCOUNS o S el e ¢ $791,418 $869,972 | §1,176,352
Ratio of total reserves to deposit and Federal
eserve note liabilities combined. .. ... . .. 71.4% 74.0% 81.79
Contingent liability on bills purchased for
foreign correspondents. . .. . .. . ot s $166 B7 %0
ommitments to make industrial'a’dvances c 173 1,525 930
*Includes bills secured by obligations fully guaranteed by United States Government.
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Moderately increased earnings and reduced expenses contributed
to a rise in net carnings available for distribution. Statements of the

carnings and expenses for the years 1938 and 1939 are given on page 64
of this report.

The table on page 57 shows the types of Reserve bank credit out-

standing and the items which are used in determining the reserve posi-
tion of the bank.

Reserve Bill and security holdings of the Federal Reserve Bank
bank of Philadelphia at the end of 1939 amounted to $216,-
credit

400,000 as compared with $227,100,000 at the same time
in 1938. The largest reduction and accompanying fluc-

tuations occurred in holdings of United States Government obligations,
although bills and industrial advances also declined.

3 Holdings of government securities, which represent a participa-
tion in the System Open Market Account, declined from $222,800,000
3L $212,700,000. The dollar volume varies in accordance with changes
in total holdings of the System and the proportion allocated quarterly
to this bank. At the lowest point of the year this bank held $205,200,000,
While the peak was $243,500,000 in September, following active pur-
chases by the Federal Open Market Committee in the disturbed
n}arkets immediately preceding and following the outbreak of war in
Europe. The sharp changes in composition shown in the accompany-

IU]S Government securities held
ederal Rcscr\{c Bank of Philadelphia

Bonds Notes Bills Total
End of year

Dollars (000°s omiceed) B
19%6..... . '(')m]-ue-q)- . 42,193 115,317 51,479 208,989
63,561 97,685 55,607 216,853

73,057 100,515 49,189 222,7()1_
115,673 97,022 0 212,695
I"'l'f;“"("tuuc distribution:
1037, e il 2029 |5 58007 | 04,607 11 100,09,
R e Yy 29.3 45.0 25.7 100.0
O il s s S S 32.8 45.1 22.1 100.0
............................. 54.4 . 45.6 0 100.0
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ing table reflect three principal factors: purchases of securities late in
August and in September; the exchange of a portion of the note hold-
ings for bonds under the terms of Treasury refunding offers; and the
maturity of Treasury bills without replacement.

In view of the increasing volume and wide distribution of surplus
funds, member bank borrowing continued almost negligible, declining
further during 1939 from $1,177,000 to $176,000. At the close of the

year total holdings of bills discounted by this bank amounted to
$663,000.

Discounts for member banks dropped as low as $30,000 in Novem-
ber. Comparatively few banks were borrowing at any one time; only
86 banks borrowed during the year as against 143 in 1938. Advances
under section 10(b) at the highest points reached in January and Feb-
ruary amounted to $495,000 and for half of the year no bank was bor-
rowing under this provision. There was no demand for loans by indi-
viduals, partnerships, or corporations under the provisions of the last

paragraph of section 13 of the Federal Reserve Act, even though interest
rates were reduced in the late summer.

Industrial  Qutstanding industrial advances by this bank to provide

working capital maturing in up to five years to estab-
lished business concerns declined from $3,120,000 at the
close of 1938 to less than $2,500,000 in the summer of 1939, but by the
end of the year had increased to $3,084,000. Outstanding commitments
to make industrial advances at the end of the year amounted to
$930,000 as compared with $1,525,000 at the end of 1938.

advances

The number of inquiries for industrial loans has been declining
in recent years. In 1939 only 89 inquiries were received and many of

these did not reach the stage of formal application. Applications were
received from 27 prospective borrowers seeking advances in the aggre-
gate amount of 5,051,000 as compared with 27 applicants asking for
$6,065,000 in 1938. In 12 cases the applicants had previously borrowed
from this bank.

60



Twenty-fifth Annual Report, Federal Reserve Bank of Philadelphia

Approval was given to 17 applications for a total amount of .34,-
013,000. Most of these were from manufacturers. Eight apphcatlor.ls
calling for an aggregate of $948,000 were rejected because of .unsatlf-
factory financial condition, inadequate management, uncertain .bu51-
ness prospects, insufficient collateral, or because the credit was available
clsewhere, In several instances applications were withdrawn or the

amount of credit requested was reduced before action was taken by
this bank.,

The following table shows the disposition of applications received
during 1939 and since June 1934.

Applications for industrial loans

1939 June 30, 19(34——
Federal Reserve Bank of Philadelphia Dec. 30,1939
Number
R R ) . 17 208
salaiil s L R i A o 8 422
P SO S R 2 49

’l‘otalnumber...‘..4..4.....,.‘..

27 679

D
(i{lxﬁ:rfvn:‘? o $4,013,000 | $32,828,000
bl e A It o 948,000 15,883,000
RGN e 90,000 | 2459000

............................ $5,051,000 $51,170,000

The daily average of loans and commitments outstanding over the
period from June 30, 1934, when industrial advances first were author-
ized, to December 30, 1939 was $4,182,000. Income totaled $1,143,000,
against which were charged expenses of $328,000 and losses and re-
serves for losses in the amount of $155,000. This leaves net income of
$660,000 from these operations. Of this amount $366,000 has been re-
tained and added to the surplus accounts of this bank and $294,000
has been paid to the Secretary of the Treasury as a return on funds
transferred to this bank for the purpose of making industrial loans.

In view of the risk implicit in this form of credit, the volume of
advances stil] outstanding, and the number of actual and potential
trouble” cases, the amount of $366,000 in net income which was added
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to surplus accounts should be viewed in the light of possible further |

losses, as the final outcome of outstanding loans cannot be predicted
at this time.

Volume The volume of work done by this bank during the year
increased further. The number of ordinary checks handled
rose from 91,762,000 in 1938 to 97,232,000 in 1939, reflect-
ing the expansion in business. The aggregate dollar volume of these
checks was $23,467,000,000. In recent years the number of checks for
smaller amounts has been increasing. For example, in 1929 ordinary
checks handled by this bank numbered 70,234,000, but their dollar total
amounted to $39,123,000,000. While the daily average of checks handled
in 1939 numbered 325,000, operations on individual days were consid-
erably greater, reaching a new high point of nearly 700,000 on June 15.
In addition to the items handled individually, 16,370,000 checks re-
ceived in packages were distributed by the automobile run service to
banks which are not members of the local clearing house.

of work

Transfers of funds increased from $2,813,000,000 in 1938 to $3.-
197,000,000 in 1939, but the number of items declined somewhat. Cpl-

lection items handled, including notes, drafts and coupons, decreased
slightly in number but increased in amount.

In 1939 approximately 167,000,000 picces of currency and 1,300 topns
of coin were received and counted. These figures show some decline
from 1938. Money tended to stay in circulation as the public demand
increased and banks continued to cooperate with this bank in restrict
ing return shipments to currency unfit for further use.

As fiscal agent of the United States Government, this bank receiyed
subscriptions totaling over $1,100,000,000 for direct and guaranteed
obligations and allotted $77,000,000 for cash and $146,000,000 on an ex-

change basis. Securities numbering about 246,000 pieces were handled
in_issue, redemption and exchange transactions, as compared with
200,000 pieces in 1938. The volume of work relief cl

hecks dropped from
6,971,000 to 5,613,000, but the number of other government checks re-
ceived increased from 3,055,000 to 3,117,000.
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ks and
The number of discounts for and advancc.s to r_neliﬂggegr tlz)aZSASr e
advances for working capital to industry declined in

5 i t with
the dollar amount to about $11,000,000. This was in contrast w
$43,000,000 in 1938,

J or

An average of $640,000,000 of securities was hcl_d 1r11 C::E;?;tifon

member banks, chiefly for those outside of Ph1ladc1p}lua. }il e

with this service, 490,000 coupons were clipped durmgE thC year. i

bank held also in custody for purchasers at the endbo lt{ ;ayndlcd’for

United States savings bonds. During the year, thc. an $315.000,000.
member banks 16,089 security transactions amounting to L)

—_—
————

Pieces or trans- D°"?)f)(? (r):ag}smts
k actions handled R
R, |
. . ()
of Philadelphia s ! 1939 1938 193
)
HiSewd 0| $43 11
: - ¥ 2 X 98 677
ey o adyaneet oo 2 5 | 2 e
“oins counted, ., coeo..| 280,876 2(73’?)‘ 2 21,666 23,467
Ordinary checks, |, | 1o 91,762 97,23 ’
Checks handled in packages by 0 ceas 00
automobile run ssrvice ............. 15’83 12’217 554 ?2(())
. 5. Government Checks NTIaIE oo 3,05 5613 213
Work rclicfchccks...‘,....,......... 6,971 ¢
‘ollection items: 49 50
e, oo i e e R
.. All other (notes, drafts, and coupons) 350 56 2,813 3,197
['ransfers of PAnd el s o A 61
Ssues, rc(lcmpti(ms and exchanges by 396
seal agency department: h 82 194 469 122
U. §. Government direct obligations 182 52 47 =
Al S 18 ; ok S S
*Less than 500. 000 1
: : 3,151,000 in
Earnings Total carnings of this bank increased from ‘ic,i al’ly %)
and 1938 to $3,264,000 in 1939. This was due princip
eXpenses

gain of $134000 in the income from participa tflon rzziflyeii
tem holdings of government securitics, whxc. p]lancouS
about 94 per cent of the bank’s earnings. InFomc fromdmljccnccs de-
sources also expanded, while earnings from discounts an 1300‘2)3 chiefly
clined. Net expenses were reduced §57,000 to $2,341,000,

th

; . . rve note issues.
rough lower costs in connection with Federal Rese
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Increased income and reduced expenses were reflected in an ex-
pansion from $753,000 to $923,000 in current net earnings. Supplemen-
tary income from profits on security sales decreased sharp}y, but there
was also a substantial decline in deductions from current income. The
deductions reported in 1939 were largely for the setting up of reserves

for losses on industrial loans.

Net profits, after additions to and deductions from net current
earnings, amounted to $1,205,000, an increase of $152,000 over 1938

Profit and loss account .
Federal Reserve Bank of Philadelphia

Earnings from:
Bills discounted
Bills bought
Industrial advances

Other sources

Expenses:
perating expenses*

Total net expenses
Current net earnings
Additions to cu

Profits on sale
Other additions

Dedl'xctions. fr
Prior service

N

Distribution of net earnings:
Paid to Tre

Transferred to surplus (Sec. 13b)
Transferred to surplus (Sec. 7)

1938 1939
(000’s omitted) '3
................................... $26 37
FPnthey s e RS iy 168 133
United States Government securities . ... ... ... .. .. 2,936 3,070
...................................... 21 54
................................. $3,151 $3,264
................................ $2,078 $2,080
ost of Federal Reserve CUTTENCY IR yates Sl r Darl ORI 152 103
Assessment for expenses of Board of Governors. . . . kol 168 158
.............................. $2,398 $2,341
............................... $753 $923
rrent net earnings:
s of U. S. Government securities ... ... ... 2697 3370
.................................... 24 37
$721 $407
Om current net earnings: .
contributions to Retirement System... ... . $387 $0
Otherded ictionaMBIMsn Rt eyt 3 R g s 34 125
$421 $125
_
et additions to current net CATNINS S NN $300 $282
Net earnings available for distribution. ... . . .. $1,053 $1,205
d asury of United States, Sec. 13b,..... ... . .. B84 30
Dividends paid to member banks. . .. . . e 734 725
..................... 5 —22%+

....................... 230 502

*After deductin :
penses. **Transfers from surplus (Section 13b).
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and the largest since 1932. The disposition of these Prgﬁ:lie“::lﬁ(:fei
payment of $725,000 in dividends to member banks an A
of the remaining $480,000 to the regular surplus account o b
In addition, an amount of $22,000 was transferred fromNt ca ml;nts
held separately under Section 13b to the rcgular‘surpth. 0e [:1 e}::cssary
to the Treasury of the United States under SCCthI.l 13b wer i
as reserves set aside against losses exceeded net earnings from

account of this
The preceding statement shows the profit and loss ac

bank for 1938 and 1939,

Membership During 1939 the number of member banks in t:ls-:tl;il

trict declined from 655 to 652. No banks were a r:n o
to membership, but two national banks were a.bso.rbcd byAa erSUIt
trust company and a third national bank was liquidated. As a 5

ile th
the number of national banks was reduced from 589 to 586, while the
number of state bank members remained at 66.

The combined assets of all banking institutions ()ir(SO(t)thV?cl:l;;t'
increased by $433,000,000 during the year to $5,217,000,000.

f
bank assets expanded $373,000,000 to $3,746,000,000, or 72 per cent o
the assets of a] banks.

» assets of
The following table shows by states the num.bcr. and the assets o
member banks compared with all banks in the district.

e L N R T

Banks in

Philadelphia Disnce
Federal Reserve D‘i,strict Pennsyl- New + | Delaware totals
December 30, 1939 vania* Ietsey
(Dollar figures in millions)
¥ S & 2
M’l"::t‘;f.r.()f banks 769 108 ?(S)T égz
Member banks, """ """ OE ) 550 B3 359, 70%
"roportion member of total. ., ... .. 2% W B
rlv 5 ’)
EE R s 0 Bl
Member banks 3,260 398" 63% Las,
Proportion member of total, ., ... .. 72% %

*Portion of the state in Philadelphia Federal Reserve District.
neludes 9 bran

ches of nonmember banks.
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No additional grants of fiduciary powers were made to national
banks in this district during 1939. The number possessing trust powFrs
was reduced from 255 to 252 by the absorption of two banks which

had full powers and the termination of restricted powers held by
another bank.

Changesin  The terms of George W. Reily and J. Carl De La Couf
officers and a5 directors of this bank expired December 31, 1939. Mr. |
directors

Reily was reelected in November by the banks in Grouy
2 as a Class A director for a term of three years. Ward D:
Kerlin, Secretary and Treasurer of the Camden Forge Company of
Camden, New Jersey, was nominated and elected by the banks in
Group 3 to serve as a Class B director, succeeding Mr. De La Cour, who
had requested that his name not be proposed for renomination.

By appointment of the Board of Governors of the Federal Reserye
System, Thomas B. McCabe served as Chairman of the Board of this
bank and Federal Reserve Agent during 1939. He was reappointed t0
serve in these capacities during 1940, and his term as a Class C director
was extended for three years from January 1, 1940.

A vacancy among the Class C directors was filled by the appoint’
ment in March 1939 of Alfred H. Williams, Dean of the Wharto

School of Finance and Commerce of the University of Pennsylvania.
His term expires December 31, 1941,

Francis C. Biddle, Deputy Chairman of t
resigned as a Class C director in April 1939 to take office as a judge of
the United States Circuit Court of Appeals for the Third District
Early in December, Warren F. Whittier, farmer, dairyman, and cattle
breeder of Lonicera Farms, Douglassville, Pennsylvania, was appointed

Overnors to complete Mr. Biddle’s unexpired term.
as designated Deputy Chairman for the year 194(.

he Board of this bank

Dean Williams w

Howard A. Loeb, Chairma

n of the Board of the Tradesmens Ny
tional Bank and Trust Compan

y of Philadelphia, who has represented
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his bank on the Federal Adyvisory Council since 1930, served during
939 and was chosen again for 1940. He continued in office as Vice-
President of the Council during 1939 and was reelected for 1940.

President John S. Sinclair represented the Federal Reserve Banks
of Philadelphia and Cleveland on the Federal Open Market Committee
for a period of two years ended March 1939. Thereafter, M. J. Fleming,
President of the Federal Reserve Bank of Cleveland, served as the rep-
resentative and Mr. Sinclair as the alternate. Mr. Sinclair was elected
to serve on the Committee for the year ending March 1941.

The only change in the official staff during 1939 was the appoint-
ment in March of Philip M. Poorman as Auditor. Early in 1940 Glenn
K. Morris, an Assistant Cashier, resigned to become Vice-President of
he National Bank of Germantown and Trust Company, Philadelphia.

On December 31, 1939 this bank had 769 employees other than offi-
cers as compared with 772 at the close of 1938.

‘:“0”‘(%”'03%%"":2’ S
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Directors
as of March 30, 1940

Class A:

Joseph Wayne, Jr :
President, Philadelphia National Bank,
Philadelphia, Pennsylvania.

George W. Reily :
President, Harrisburg National Bank,
Harrisburg, Pennsylvania.

J. B. Henning v

President, Wyoming National Bank,
Tunkhannock, Pennsylvania.
Class B:

C. Frederick C. Stout

John R. Evans and Company,
Camden, New Jersey.

Harry L. Cannon

H. P. Cannon & Son, Inc.,
Bridgeville, Delaware.

Class C:

Thomas B. McCabe, Chairman and Federal Reserve Agent. ...

President, Scott Paper Company,
Chester, Pennsylvania.

Alfred H. Williams, Deputy Chairman
Dean, Wharton School,
University of Pennsylvania, Philadelphia.

Warren F. Whittier
Lonicera Farms,
Douglassville, Pennsylvania.

Officers
Joun S. SINcLAR, President
Frank J. DrinnNeN,
First Vice-President
EFAS McILnenny,
Vice-President and Cashier
W.J. Davis,
Vice-President
Erngest C. Hiv,
Vice-President
WiLLiam G. McCreEpy,
Assistant Vice-President Auditor

Group

L. E. DonALDSON,
Assistant Vice-President
C. A. SIENKIEWICZ,
Assistant Vice-President
James M. Toy,
Assistant Cashier
ArtHUR E. Posr,
Secretary

Puivie M. Poorman,

Term expires

Dec. 31
1941

1942

1940

1940

1941

1942

1942

1941

1940




