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



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



DEPOSIT GUARANTY IN OKLAHOMA

Prepared by

Clark warburton, Chiel
Banking and Business Section
Division of Research and Statistics
Federal Deposit Insurance Corporation

Pivision of Resecarch and Statistics
Federal Deposit Insurance Corporation
March 1958

gitized for FRASER
ps://fraser.stlouisfed.org




TABLE OF CONTENTS
DEPOSIT GUARANTY IN OKLAHOMA

Character of the legislation
Adaission of hﬁ.m =

Deposits guaranteed

Assessments

Administration and custody of the fund

Indebtedness of guaranty fund

Method of paying depositors and of liquidating falled banks
Expenses of administration

Constitutionality of the deposit guaranty law
" Decisions of the State courts
Decision of the United States Supreme Court

ggmuon and m!un.tion of guaranteed benks
pervisory authority

Exanination of banks for admission to guesranty
Supervisory powers of the Bank Commissioner

Supervisory experience
Statutory limitations on bank operations

Insufficiency and closing of the nty fund
T Inadequacy of the guaranty M‘w
Suspension of payments from the fund

Repeal of the deposit guaranty law

Bumber, deposite, and failures of cipating banks
Number and deposits of participa B:n?ka
Concentration of bank deposits
Number and deposits of failed banks
Comparison with fallures in other States
Causes of bank fallures
Procedures used in handling failed banks

Financial history of the fund
Sources and adeguacy o ormation
Income, expenses, and indebtedness of the guaranty fund
Insured deposits and losses in failed banks, by years
Comparison of assessment receipts and losses in failed banks
Settlement of the affairs of the guaranty fund

sal of the Oklahoma d t system
burden of uusuontaﬂ’g“ ey

High failure rate

Inadequate supervision

Page
i
2
3
5
7
8
3

10
il
12
13
16
16
17
18
21
26
30
30
31
33
3%
34
34
38
k2
bk
46
4y
k9
52
54
61
65
67
67
69
T0

pitized for FRASER
ps://fraser.stlouisfed.org




LIST OF TABLES

Supervisory powers of bank comuissicner, and of state banking
board, in Cklahoma
Statutory limitations on bank operations in Oklahoms

Number of operating banks in Oklahoma participating and not
participating in the deposit guaranty system, 1908-1922, by years

Deposits of opersting banks in Oklahoma participating and not
participating in the deposit guaranty system, 1908-1922, by years

Number and deposits of state banks in Oklahoma, November 10, 1910,
and December 23, 1920

Wamber and deposits of gtate banks in Oklahoma closed becsuse of
financial difficulties, February 1k, 1908, to March 31, 1923, by years

size distribution of failed banks in Oklahoma compared with average
size Aistribution of operating state banks: period of operation

of deposit guaranty system

Annual bank failure rates in Oklahoma, 1508-1922, compared with rates
in coutiguous states and in the United States

Receipts, expenditures and unpald obligations of the Oklahcma
depositors guaranty fund

Rates and amounts of assesement, cash balance, and warrants out-
standing, Oklahoma depositors guaranty fund, by years

Insured deposits, and obligations to depositors of failed banks paid
and unpaid, Oklahoma depositors guaranty fund, by years, 1908-1323

Percentage of depositz insured, and percentage of insured deposits
pald by guaranty fund and recovered from liguidation of assets,
bank failures under the Oklahouma deposit insurance system, by

years

Annual assessment receipts, liability for deposits in failed benks,
and cumulative deficiency, Oklahoma depositors guaranty fund

Comparison of annual rates of sssessment with rates required to meet
deposit obligations in falled banks, Oklahoma depositors guaranty
fund, by years, 1908-1523

gitized for FRASER
ps://fraser.stlouisfed.org




gitized for FRASER

DNEPOSIT GUARANTY IN OKLAHOMA

The Okiahoma law for the guarauty of deposits was approved
Pecember 17, 1507, at the lirst session of the Leglslature after ad-
mission of Oklahoma into the Federal Union as @ State. The law becane
effective February L4, 1508, and continued in full operation for 13
years. In November 1921, when the liabilities of the fund exceeded its
receipts and further berrowing on warrants bvecame izpracticable, the
lawv became incperative with respect to protection of depositors in closed
bauks, but the legal liabllity of the fund for such protection and the
liability of the banks for payment of assessments continued until the
repeal of the law in 1923, The affairs of the fund were not fully
settled until 1934,

Of the eight States which established deposit guaranty funds
during the period, 1907-1917, Oklahowa was the first, and was regarded

as @ picneer in the movement to provide safety for bank deposits through

application of the insurance principle. When the Oklahoma lav was
enacted, forty years had elapsed since the State bank-obligation insurance
systems of the nineteenth century had been in operation, and very little
was known about their character or the success of their operations,

CHARACTER OF THE GUARANTY LSGISIATION
When Oklahcma became a State in November 1907, incorporated
banks operating in the former Oklahoma Territory, other than national
banks, had been subject to examination and supervision by a Bank Come
missicper, and private banks had been prohibited for a decade. Banks
in the former Indian Territory, comprising the western part of the State,
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operated as private banks or with charxters obtained under the general
incorporation law of Arkansas, which had been extended to the Indian
Territory by Act of Congress. However, neither the private nor the
incorporated banks were examined or supervised, In May 1908, about
three months after the deposit guaranty legislation became effective,
the banking laws of the State were codified, revised, and reenacted.
A few minor changes in the deposit guaranty provisions were made at
that time. More important revisions occwrred inm 1909, 1911, and 1913.
Admission of banks. Participation in the deposit guaranty

plan wvas made caupulsory for all banks operating under a State charter.
At the time the deposit guaranty law was cpacted 484 banks, excluding
national banks, were operating in Oklahomm., Of these, 294 were located
in the forwer Oklahoma Territory, and 190 in the former Indian Terrvitory.
Under a ruling of the attorney general the guaranty becane effective
fmmediately upon the levy of the first assessment, which was required
t0 be made vithin 60 days after passage of the law.

The guaranty lav in Oklahoms also provided that any national
bank in the State might voluntarily come wnder the protection of the
depositors' guaranty fund with the approval of the Bank Commissioner.
The Attorney-General of the United States in July 1908 ruled that na-
ticnal banks could not legally participate in a State system of deposit
guaranty.

1/ First Annual Report m Comuissioner, 1906, p. v,
and Lin Os Heal m% lopment of State Bank Super-
vision in Oklahous ( ri"ﬁﬂmmy Tibrary);
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Under the revised banking code of 1508 the deposit guaranty
lav was extended to trust companies. In 1911 trust coupanies thereafter
organized were prohibited from doing a banking business, and the deposit
guaranty lav wes amended to exclude from its provisions, after September 1
of that year, corpcrations doing a trust business. The latter change
excluded only two institutions, holding about one percent of the
aggregate deposits previocusly covered by the guaranty. One of these
relinquished its trust company charter and became a State bank, thus
coming vack under the guaranty system, about cighteen months later;

the other comsolidated with & naticmal bank im 1918, In 1919 trust
companies were asuthoriged to establish savings departments, with a segre-
gation of capital and with the deposit gusranty law applying to the
savings department.

Deposits guaranteed. Deposit guaranty in Oklshoma originally

covered all deposits, the lav providing that the State Banking Board
should draw from the depositors’ guaranty fund vhatever amount, in addi-
tion to the cash vaich could be made immediately available in a failed
bank, was necessary to meet the depcsits of the bank, Under decisions
of the State Banking Board, cashier's checks, certified checks, and drafts
cutstanding were not recognized as deposits., Application of the guaranty
te secured deposits was excluded by decisions of the State Supreme Court
referring to moneys belonging to counties and 10 school funds deposited
in banks which became insclvent. In cases where the assets of a falled
bank were insufficient to pay the general depositors, the court ruled
that deposits of public funds vere not entitled to protection by the
depositors’ guaranty fund, since the statute provided a specific system

ps://fraser.stlouisfed.org
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for the protection of such deposits. The court also ruléd that nelther
mmumaemnumnmwmammam;
deposit wvas entitled ¢ chare in the assets of the institution until the
guarenty fund had been repaild in full, because the lav gave the State

3/

In 1913 the lav was amended to exclude from protection by the fund
deposits othervise secured, and deposits on which a greater rate of iuterest
was paid than was authorized by the Bank Commissiomer. Two years later,
mmrumtmvideMMcmelmuthmc
mrwmawmmmm-mmmmumm;pm
rata shere with the depositors' guarenty fund in the proceeds of the nssets
of such failed baxks., Tils amendment, however, was declared void by the
State Supreme cm‘fj Thege decisions did not reduce the protection afforded
.Mwmmucm,mmamwmmm
out of the guarauty fund or the assets of & closed bank, any part of their
m-ummnmummmmm
mmmddmxmmmmmmrwammmwnma-
tion of the assets of the banks,

1/ Colusbia Hank & Trust Co. v. United States Fidelity and
Co. (1912, 33 Okl. 535, 126 Pac. 556; Lovett et al., v. Lankford et al. (191%),
&7 okl. n,x&sm.r&immmmnmm.wco.v.m
et al. (1917), 67 Ckl, 1h, 168 Pac. 23k

2 Mcaul.ﬂhox’&,kt\y.ﬂm.v.i&nmﬁd.(%)%&l.
21, 215 Pac. 945, The ground on waich this decision vas mede was a technicality,
namely, that the praference right of the depositors' guaranty fund against
mmuummmwwmmmumw
in the title of the amendatory act.

that
fund, to the de-
positors the State had uo preferred claim against the failed bank., Strain et al.
ve United States Fidelity & Guaranty Co. Circuit Court of Appeals, Eighth Circuit
affirmed by the United States Supreme Court, 264 U.S. 570,
85k, However;, the State Supreme Court, in & later case, ruled that




-5

Assessuents. The original deposit guasenty lav in Oklahoms
provided for an initial essessment of L percent of average daily deposits,
excluding State funds properly secured, during the preceding year. In
the 1908 revisiocn of the law, deposits of the United States were also
excluded. Annual ascessments at the same rate were to be made on the
mudmnzu%/nmmamwm.uummamor
the State Banking Board to levy & special assessment sufficient to re-
store the fund to 1 perceat of average dally deposits.

In 19509, about a year after the initial assessment was levied,
the asseesment provisions were revised. The nev law provided for the
accumlation of a fund amounting to 5 percent of average daily deposits
by an initial payment of 1 percent of average dally depcsits, with a
eredit for the asscosment previously paid, and subsequent annual payments
of one-twentieth of 1 percent of average daily deposits. Each bank was
also required, cnce a year, to make such additiona) payment as was
necessary to adjust its total payments into the fund in proportion to
any growth in its deposits. Special assessments for restoration of the
fund vhen reduced by payments to depositors of closed banks were limited
to 2 percent in any calendar year. All assessments were computed on the
bacis of average daily deposits during @ period of a year, the deduction
for United States and State funds being eliminated.

Further clLanges in assessments were msde in i913, following two
years in which the totsl assessments averaged over 1 percent of deposits
per year. The regular annual assessuent was raised tc one<fifth of 1 per-
cent of average daily deposits, excluding secured depcosits, and the maxi-
mum fund to be accumulated vas reduced to 2 percent of deposits. Assess~
ments for restoration of the fund, when reduced below 2 percent of average

1/ No provision was made for refund if the deposits of & bask
gitized for FRASER decreased.
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dally deposits, were limited to one~fifth of 1 percent in any year. Also,
special assessments not exceeding one-fifth of 1 percent each year were
expressly suthorized <iring the following three years and forbidden
thereafter. These provisions remained in force during the subsequent
duration of the fund.

The 1913 amendment to the guaranty lav also provided for the
posting with the State Banking Board, by each bank, of State or locsl
government obligations approved by the Board in an amount not less than
1 percent of average dally deposits, with a minimum of $500, as security
for the payment of its lisbilities to the fund.

A problem of collecting the asscssment Arose from the comver-
gicn of State banks to raticual banks. Under & State Supreme Cowrt de-
eision in 1915 a bank subject to the lawv of 1909 which had become &
national bank wes liable for the full 5 percent assessment, payable in
accordance with the instalment peyments imposed by that law. The court
held that the State bank, though it had ceased to exist as a State
corporation, did not thereby escape liabilities incurred by it duwring
its continuance as a State bank, and that the effect of surrendering
its charter and organizing as & national bank was neilther to mature nor
discharge the deferred mtoofthouum%/ Bowever, this de-
cision was reverséd four years later, when the Court decided that the

bank wvas liadble only for such payments as matured or were payable while
2

it wvas doing business as a State bank,

1/ Gtate ex rel. West, Atty. Gen. v, Parmers' National Bank of
Cushing (1915) &7 okl. 667, 150 Pac. 212,
Citizens National Bank of Broken Arrovw v. State ex rel., Freeling,
Atty. Gen. (1919) 76 Okl 94, 184 Pac. 63.
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Banks organized subsequent to the enactment of the deposit
guaranty law, excluding those formed by recrganizsticn or consolidation
of banks subject to the law, were required to pay into the fund at the
tine of opening for business 3 percent of the amount of their capital
stock, Until 1513 this paysent was & credit fund, subject to adjustment
at the end of one year t0 the rate on average dally deposits levied on
other banks.

Administration and custody of the fund. Supervision and manage-

ment of the depositors' guaranty fund in Oklahoma were placed in the
State Banking Board, composed of the Governor, Lieutenant Governor, the
President of the Board of Agriculture, State Treasurer, and State Auditor.
This Board vas empowered to adopt all suitable rules and regulaticns not
inconsistent with law for the mansgement and administration of the fund.
In 1911 the composition of the State Banking Board was altered to cone
sist of the Governor and two other members appointed by the Governor, with
the approval of the Semate, to be remunerated on a per diem plus expenses
basis, The Bank Commissioner was made ex officic secretary of the State
Banking Board.

Two years later the composition of the State Banking Board was
again changed. After that date the Board was composed of the Bank Come

missioner as ex officio chairman and three members appointed by the

Governor with the approval of the Senmate. The Commissioner was selected
by the Governor from a panel of three persons, and the other members from
a panel of nine persons, recomaended by the executive council of the
State Bankers Association, an association consisting of a representative
selected by the board of directors of each bank, After two years®' exe
perience wvith this method of appointment, the recommendation of persons
for Commissioner by the State Bankers Association was dropped, and the

ps:/lfraser.stlouisfed.org
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Commissioner was appointed by the Governor,

The original law contained no provision regarding investment
of the guaranty fund, but in 1909 provision was mede for the Lanvestuent
of 75 percent of the guaranty fund in State warrants or such other
securities es vere specified for State funds., Two years later, after
a large part of the fund kept in cash had been tied wp by the failure
of the bank in which it was deposited, the law was amended to provide
for the redeposit of the entire fund in the respective banks, according
to the amounts of their assessments, the baaks issuing to the Bank Cou-
missioner certificates of deposit bearing 4 percent interest. In 1913
the lav vas again amended to provide for the payment of the asscgsment
in the form of cashier’'s checks to be held by the State Banking Board
until 1t was necessary to collect them. Such cashiers' checks were to
bear no interest. The regquirement of deposit of securities as surety
for the payment of asscsaments, adopted at this time, has deen mentioned
above.

Indebtedness of guaranty fund. The original law contained no
provision against the contingency that the assessments collected might
be inadequate to pay all of the deposits in closed banks, other than

the provision for such additional assessments ac might be needed. In
1909, vhen a maximun was placed upon the special assessments which could
be levied in any cune year, the State Bauking Bourd was sutherized, in
the event that the assecosments were insufficient to meet the clains of
depositors in falled banks, to issue certificates of indedtedness bearing

6 percent interest to the depositors. Such certificates were to be cone

secutively mumbered and to be paid by the State Banking Board as soon as
mu.uuowmmwmmmum

gitized for FRASER
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The foregoing provisions were in effect wmtil 1513, when they
vere replaced oy & method of borroving desigoed to provide immedlate
cash with vhich the guaranty fund could pey the depositors of falled
banks. The State Banking Board was authorized to issue "Depositers’
Guaranty Fund Warrants’ of the State of Cklshoms, bearing 6 percent
interest, which could be disposed of, &t not less than par value, in
such manner &2 the Board saw fit to facilitete the liquidstion of failed
banks. These warrsnts were given a first lien upon future receipts of
the guaranty fund from assessments or from the proceeds of liquidation
of failed banks, and were to be retired in order of issue. The varrmats
vere made nontaxable; and vere authorized as investuents of trust funds
and of einking funds of the State and local govermments, and as collateral
reguired to be deposited for the security of public fumds. Any trust
company, building and losn association, or inswrance company was suthorized
to purchase the warrants to the extent of its capital and swrplus. Im
1915 the investment of & bank in such waryants was limited to its swplus
and 10 percent of its cepital stock. When sale of the warrants became
difficult, the practice was followed of exchanging them, with the pere
misaion of the individual banks, for other collateral posted by the banks
as security for the payment of assessments. The collateral was then sold
and the proceeds used by the gusranty fund in meeting its cbligations.

Method of paying depositors and of liquidating failed banks.
Depositors in a failed bank were to be paid by the State Banking Bomxd

in cash vhen the Bank Comuissioner took possession of the bank. From 19509

to 1913, as has been indicated, the Board issued certificates of indebted-
ness to the depositors if the amoust in the fund was insufficient., After
1913, the Board was authorized to sell warrants and use the proceeds
therefrom to make immediate payment to the depositors.

gitized for FRASER
ps://fraser.stlouisfed.org




10w

The State wvas given a first llen, for the benefit of the
depositors' guaranty fund, upon the assets of any falled bank, in-
cluding the perscaal lisbilities of stockholders, officers, directors
or other persons to the bank, In 1907 an suendment to the law provided
that the funds realized by the Bank Coumissioner from the assets of a
failed bank should first be applied to the expenses of liguidatiocn,
then to payument t0 the depositors' guaranty fund of all momey pald by
that fund to depositors of the bank concerned, then to the refunding of
any cmergency assessuents levied upon the guarantesd banks.

The liguidation of failed banks was placed in the hands of the
Bank Commissiosar. In practice, with the approval of the State Banking
Board, most of the falled vanks vere liquidated through sale of thelr
assets to anocther bank or to a nevly organlzed successor. In such cases
& payment was made from the guaranty fund sufficient to enable assumption
of the deposits, or the total liabilities, of the closed bank. In many
cases, the guaranty fund assused an additional contingent liability if
the assets taken over should yield upon collection less than their
estimated value.

Expensce of aduinistration. Under the origlnal lav expenses

incurred Ly the Statle Banking Board in administering the depositors’
guaranty fund vere pald from the deposit guaranty fund. In the 1508
revision of the lav these expenses, and the Baunk Commissioner's salary
and other expenses of his office ware pald {rom the proceeds of fees
levied upon the banks for each exammination made. However, in 1909 the
salaries of the Ccmmlissioner and of his assistants, and ia 1913 the
expenges of the State Banking Board the members of which served without
compensation, were made payable frowm the general revemme fund of the State.

ps:/lfraser.stlouisfed.org
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In 1917 all expenses of the Banking Department became paysble from the
general revenue fund, with all fees and other charges collected Ly the
Coumissioner to be paid into the general revesue fund,

CONSTITUTIONALITY OF THE DEPOSIT GUARANTY LAW

Bankers objected to the deposit guaranty lav in Oklahouma, and
a test of the constituticmality of the lav was made by the Hoble State
Bank. This bank asked the district cowrt of Logan County for an injunce
tion restraining the levy of the first asssessuent by the State Banking
Boaxd.

The Noble State Bank contended that the guaranty lav was in
conflict with several sections of the Constitution of the State of
Oklahoms, for the following reasonss

l. That the law deprived the bank of the enjoyment of the

galns of ite own industyy for the benefit of depositors of
other banks in vhich the plaintiff had no interest.

2. That the lav deprived the bank of its property without
due process of law,

3« That the lav viclated the contract between the bank
and the State of Oklahoma, evidenced by its charter, patent,
and certificate of authority.

4. That the property of the bank was taken for private use
without compensation and against the consent of the bank.

S¢ That, 4if it be held that the property was taken for
public use, then it was taken without compensation and not in
accordance with the form prescribed,

6. That the law embraced more than cme subject.

sections of the

"It ws clalmed that the law violated
seibmon ) £ 0, G e e, T B
gitized for FRASER > 9’ Art. m’ 9 Sat. 1 Art. m’ m m. 1, Art. 1
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Te That, if the law be construed as levying a tax, this tex
Was assessed upon an arbitrary basis without regard to the
fair cash value of the properity assessed,

8. That, if the lav be construed as levying a tax, this

tax exceeded the maximum permitted.

9« That, if the lav be construed as levying a tax, this

tax vas levied for private purposes rather than public use.

10. That the deposit guaranty law did not provide for the

protection of individual stocicholders in the bank.

The licble State Bank also contended that the depositors’
guaranty fund lav viclated the Constitution of the United States: (1)
by impairing the obligation of the contract between the bank and the
State of Cklahoma as evidenced by its articles of incorporation, patent,
and certificate of suthority; and (2) by depriving the bank of its
property vithout due process of the law; denying to it equal protection
otth.hw.l

Decisions of the State couwrts. The district court of Logan
County refused %o grant the injunction requested by the Noble State
Bank. The bank appealed the case to the Cklahows Supreme Court, which
upheld the decision of the lower court.

The State Supreme Court, in a lengthy opinion, meintained the
point of viev illustrated by the folloving quotation:

17 It was claimed thal. the 18w violated the following sections
of the Constitution of the United States: (1) Sec. 10, Art. 1; (2) Four-
teenth Amendment.

g Supreme Cowrt of Oklahoma, Noble State Bank v, Haskell et al.,
Septemiber 11, 1908, 22 okl. 48, 97 Pac. 590.
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Banks are chartered by the state, not vith the paramount
view of enabling the stockholders to make investments and derive
profits thevefrom, but to meet & public necessity, The stock-
holders, having made investments therein, should be protected,

- but privaté interest must alvays be suberdinated by the state,

in the reasonsble exercise of its police power, to the public
welfare or good, With the view that the depositor, as well as
the stockhalder, and the general public with an incidental interest
therein, may be protected, banking is regulated, and limitatiocns,
restraints, and requirements are imposed. The luposition of double
1iability upon the stockholders; the requirenent of reserve funds;
stipulations as to vhat capital stock cammot be invested in; pre-
scribed qualifications of the directors--all these haviag been
tried, in the Judguent of the lLegislature the further restriction
that active officers should not borrow from the bank without
incurring pains and penalties was deawed salutary. In addition
to further and more coupletely protect the depositors, the de-
positors! guaranty fund is created, the Legislature acting
pursuant tc the mandatory declaration of the Constitution ...

Decision of the United States Supreme Court. The Roble State
Bank was dissatiscfied with the decision of the Oklahoum Supreme Cowrt

and appesaled to the United States Supreme Court. While the case was
pending, similer cases came before the United States Supreme Court re-
garding deposit guaranty laws in Nebrasks and Kansas, on appeals from
decisions of the Circuit Cowrts of the United States for the Districts
of Hebrasks and Kansas, respectively.

The United States Supreme Court heard the arguments regarding
the three cases at its fall tem in 1510, On Jasmary 3, 1911, the Cowrt

rendered its decision on the cagse, vhich was also applied o

the Nebraska and Kansas cases.

The principal point in the cases considered by the United States
Supreme Court wae the contention that the deposit guaranty laws took the
private property of cne bank for the private use of another bank without
compensation, The opinion of the cowrt, by Justice Holmes, admitted

1] Tioble State Bank v, Haskell, (1gll) 219 U.S. 10k, 55 L. 2d. 12,
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that this might be the case, bub pointed cut that such transfers of
property are constitutiomml if there is sufficient purpose and necessity.

In the first place it is cstablished by & series of cases that an
ultericr public advantage may Jjustify a comparatively insignificant
taking of private property for vhat, in its Lumediate purpose, is
& private uscs.. And in the next, it would seem that there may be
other cases beside the everyday one of taxation, in wvhich the
shayre of each party in the benefit of a scheme of mutwal protec-
tion is sufficient compensation for the correlative burden that

it is compelled t0 assume... At least, if we have a case within
the reasonnble exercise of the police power as above explalned, no
more need be said. 1/

The opinion then discussed the application of police power to
the guaranty of bank deposits as follows:
It may be said in a genersl way that the police power extends

to all the great public peeds. It may be put forth in aid of
what is sancticned by usage, or held by the prevailing morality

to banks
The

HUL
TH
]

§
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i!
:
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The conclusion of the court was stated in the sumary of
its opinion as follows:

The levy and collection, under o State statute, from every
bapk existing under the State laws, of an assessment based upon
average daily deposits, for the purpese of cresting a depositors'’
guaranty fund to eecure the full repayment of deposits in case
eny such bank bLecomes insolvent, is & velid exercise of the
police power, and caumot be regarded as depriving a solvent bank
of its liberty or property wvithout due process of lave.. The
police pover of a State extends to the regulation of the banking
busingss, and even t¢ its prohibition, cxeept on such conditions
as the State may prescribe. 1/

This decision is notable not only because it affirmed the con-
stitutionality of the deposit guaranty legielation, but also becsuse
of the grounds on which that affinmtion was sade. The decision is
based on the greund that safety of payments made by check is one of
the primary conditions of successful commerce, that the police power

covers any regulations mecessary to make the cwrency of checks secure,

and to make safe the money kept on hand by depositors in the form of
bank deposits. The decision thus rests on the idea that the purpose of
the leglsiation is the protection of circulating medium,

The problem of the constitutionality of & deposit gusranty or
insurance plan dseigned primarily to protect the invested savings of
individuals wvas not considered by the Supreme Cowrt in this case. The
Couwrt neither asserted nor implied that assesaments upon one bank for
the purpose of protecting interest-bearing deposits, or other deposits
not subject to check, are, or are not, constitutional, except as such
protection may be incidental to the protecticn of deposits which are
part of the circulating medium.

y _@o, PPe m‘
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SUPERVISION AND REGULATION OF GUARANTEED BARKS
Supervisory authority. Under the original deposit guaranty
law and the revised banking code of May 1908, the State Banking Board

was given no duties other than administration of the deposit guaranty
lav, The Bank Commissioner vas charged with the following duties:
certification of compliance with the lav Ly persons organizing new banks
and authorization of such banks to open for business; examination of all
State-chartered banks and trust companies and of national banks if they
should apply for the benefits of deposit guaranty, reporting of viola-
tions of lav to enforcement authorities, handling of banks closed because
of insolvency or for violations of law, and other duties, such as ob-
taining reports of condition, asscciated with bank supervision. In 1913,
the State Banking Board was required to approve, in its discretion, the
opening of any new bank, and to see that cech operating bank was examined
at least twice esch year,

Under the 1908 law the Bank Comuissioner wes appointed by the
Governor, with the advice and consent of the Semate, for a term of four
years. The Bank Commissioner must have had, prior to appointment, at
least three years' practical experience as a banker, but at the time of
appointuent could not be an officer or employee of any bank or any per-
son intercsted as an owner or stockbholder of a bank. In 1913, vhen the

Bank Comaissioner was made ex officic chairman of the State Banking Board

and the appointment was required to be made from a panel of three persons
named by the State Bankers Association, the practical banking experience
required of the person appointed was raised to five years. The last of

these provisions was retained vhen, two years later, the requirement of

selection from a panel was dropped.
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Examination of banks for admission to guaranty. The first

task of the Btate Banking Board and the Bank Comuissioner after enact-
ment of the deposit guaranty lav vas te examine all banks in the State,
other than national banks, before the deposit guaranty law should become
effective. The Commissioner did not have sufficient examiners to make
these exaninations, particularly in view of the fact that the banks in
the former Indian Territory had not previcusly been exmmined. A special
force of 31 examiners selected from among bankers in the State was em~
ployed and 513 examinations were made within a perlod of six weeks.

The Bank Commissioner, in his report for 1900, stated that
those banks whose condition or past record did not Justify a continua-
tion of business were ordered to discontinue receiving deposits and to
liguidate, and that they did so. According to a report prepared by &
later Commissioner, 24 banks failed to meet the standards required for
continuance in business and aduission to guaranty, and were forcedto

ligquidate during the first year of the fund's operation, and 30 banks
1

were reorganized under new charters to meet the regquirements. Howvever,
the Comuissioner also stated;

On account of the unfavorable financial situation at this
it was extremely difficult in many instances

guirement immediately. If the
disposition to comply vith the lav as

their promise to correct the objection-
able features of their business they were allowed to contimume in

operation. 2/

1/ Linwood O. Neal, The Hii and Development of State Bank
'nxno‘ilxn Oklahoma (mhé), PPe Ok 05
§7 First rﬁ’nl Report of the Bank Commissioner, 1908, pp. viili-ix,
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The Bank Cosmissioner in office four years later held a
less optimistic view of the condition of the banks admitted to the
guaranty system.

The only near fatal mistake made in cur Cuaranty Lav was
that after its passage, the immediate taking in under the
guaranty system of all banks vithout {irst the most careful and
rigid examination of banks, men and methods. They should have
been tried out under the most thorough test and the incompetent
and dishomest should have been ecliminated frem owr financial
institutions, and none but the strongest and best men permitted
to engage in banking. 1/

Thomas Bruce Robb, who wade 8 detalled study of the Oklahoma situsticn
after the guaranty law had been in operation, coamented in similar
fashion on the Commissioner's statement in the 1908 report:
But this deseription of the condition of the banks was
far too roseate. It is now well known that & goodly mumber

of banks, especially on the Indian Territory side, were
positively insolvent. 2/

Supervisory powers of the Bank Cowmissioner. The supervisory
povers given the Bank Commissioner related chiefly to examinations, the

capital position of the banks, and conditions under which a bank could
be closed. The Commissionsr also had some powers relating to the opening
of nev banks and to the quality of bank management. Part of the Come
missicner's powers, particularly with respect to the handling of closed
banks and after 1913 the opening of nev banks, were shared with or exer-
¢ised under the control of the State Banking Board. The powers of the
Commissioner and of the Board are summariszed in Table l.

i/ Third Biennial Report of the Bank Commissioner, 1912,
2/ 7. Bruce Robb, The Gusvanty of Bank Deposits, p. 4.
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Table 1. SUPERVISORY POWERS OF BANK COMMISSIONER,
AND OF STATE BANKING BOARD, IN OKLAHOMA

Removal of bank officers,
directors, or employees

Taking possession or closing & bank

gitized for FRASER
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Powers 1/

Commissioner to spprove incorperators and to
issue certificate of suthority to transact
& banking business after specified require~
ments for incorporation have been filed,
capital stock paid-up, and bank examined. 2/
In 1913, amended to give full discretionary
power tc Comissioner and Banking Board to
approve issue of certificate to engage in
the banking tusiness.

At least twice a year and vhenever deemed
advisable by Ccemissiomer. 3/

A full and careful examination,

Commissioner $0 prescribe form and set dates,
at least four times a year; and to require
additiocnal reports vhenever deemed

to obtain full and complete knowledge of
bank's condition.

No specific provision.

Cosmissiouer to reguire impairwent of
capital below legal minimum to be made
good within GO days; in 1909, amended to
30 days, and to reguire increased capital
and surplus if below minimum retic to
deposits. 4/

Comaissioner may order removal by Board of
Directors of any officer found upon exani-
nation to be dishonest, reckless, or ian-

coampetent.

Commsissioner authorized to take possession and

ligquidate a bank:
If found insclvent, by court or Coamalissiocner's
exanination, with following conditions de-
fined as insolvency: when cash market value
of assets insufficient to meet lisbilities;
vhen unable to pay creditors in usual and
customary manner; when legal reserve not
made good as required by lav.




=20=

Teble 1. SUPERVISORY POWERS OF BANK COMMISSIONER,
AND OF STATE BANKING BOARD, IN OKLAHOMA - comtinued

Item Powers

Taking posscssion or closing a bank - If officers refuse to submit bank to exe
continued amination or be examined under cath.
If officers or directors violate any
provision of the act,
If affairs placed by benk undeyr control
of Commissioner.

Commissioner may authorize reopening of bank
if solvency restored by stockholders and any
indebtedness to Cuaranty Fund repaid.

Liquidation Unless retwrned to owners, closed baunk to be
liquidated by Comuissioner.

Sale of assets or capital stock Conmisslioner may scll assets upon order of
‘ District Court or judge thereof.

1/ Ae of May 26, 1906, vith subsequent amendments during the period of operation of

* deposit guaranty eystem. For the most part the act of May 26, 1908, was a
codification of the previcus banking statutes, including the territorial banking
lav and the deposit guarasty law enscted December 17, 1907.

2/ The requirement that the incorporetors be approved by the Bank Cowmuiseicner
wvas inserted by the Act of May 26, 1908,

In 1921, examivations by Federal Reserve System of State banks members of
Federal Reserve System to be acceptable, at the discretion of State banking
authorities, in lieu of State examinations.
b See Table 2 for minimum capital stock, and after 1909 maximum ratioc of deposits
capital and surplus.
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Bupervisory experience. During the early years of the deposit
guaranty system supervisicn of State banks in Oklahoma was handicapped by
the emall size of the cxanining stalf and freguent changes of persconnsl.
Zach of the first three Bank Commissioners held the office less, or ouly

a little mwore, than @ year, Lists of examiners in the second and third
biennial reports of the Commissioner show culy one or two names appearing
in the preceding veport. However, after 1911 there was more stability,
vith ome person holding the Commissioner's office for eight years. The
improvement in the guality of supervision was described by T. Bruce Robb
as follows:

The reconstruction of the state banking department has produced
wost salutory results. It will be recalled that the state banking

board is nov appointed by the governor from a list nominated by

the state bankers themselves. This has coupletely divorced the board
from politics. Mr. J. B. Lankford, vho served as bank comaissioner
from 1911 to 1519, organized & most efficient bank supervision., This
wuwummwmm
banking. 1/

The problem of supervision during the early years of the guarenty
system vas also made very difficult by an extremely rapid growth in the
oumber of banks., At a call date two weeks after the law becane effective
4TO State banks were in operation. During the next two years approximately
two hundred banks commenced operations under State charters, about half of

vhich bhad formerly operated under nationsl charters. During the latter

part of 1910 the Commissioner, who had taken office on June 1, attempted
to use his power to refuse certificates of suthorisation to open for
tusiness if conditions in the variocus communities 4id not Justify additional

1/ Roubb, The Guarenty of Bank Deposits, p. 105.
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banks, but found that under the law and & decision of the State Supreme
Court he was required to issue the certificates vhen the incorporators
had complied with the specific requirements of the law. He recommended
that the Comilssioner and State Banking Board be given power to regulate
the number of banks organized in any town or city, and that no person
be permitted to engage in the banking business without a license from the
Board granted only after a thorough investigation of the character and
1
ability of the applicant: In 1913, the law was amended to regquire the
approval of the Comuissicner and of the State Banking Board before
issuance of a charter for the organigation of & bank., No specifications
vere given in the lawv for the guldance of the Board in exercising its
discretion in passing on applications, but the Bank Commissioner, in
his report for 1914, laid down the following primciples:
Under the present system ... no charter is issued unless

positive proof be furnished that the banking facilities of

the commumity are not adequate to the public nseds., There

must be convineing evidence at hand that the enterprise will be

an assured success. Those applying for a charter must be men

in every way vorthy of confidence and the proposed officers

must be of the highest honesty and integrity, having ample

banking experience. 2/
The efforts of the Commissioner, and the change in the law, successfully
checked the high rate of formation of new banks, for the largest number

of State banks reporting at any call date was 635 in Jamuary 1911,

g—&w Biennial Report of the Bank Commissioner, 1910,
Pp. xil-xiii.

'gj Fourth Blemnial Report of the Bank Commissioner, January 1,
1915, pe °
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The Bank Conmissioner's powers to close a bank for insolvency or
viclation of law were ample. Except under the circumstance of & genernl
decline in values and business depressiocn, these powers, rigorously used,
vere adequate to result in the closing of most banke that were badly
managed or in poor condition before their condition became sufficiently
acute to involve the guaranty fund in sericus loss. However, closing of
& bank 1s & drastic action that may have & severe impact on the commmity,
and in practice bank supervisory authiorities find it dirficult to take
such action in the early stages of the deteriorsation of & bank's condition,
In Cklahoma, action to close insclvent banks was also delayed because of
hesitancy in making large encugh assesaments tc enable payment of de-
positors by the guaranty fund., Toward the end of 1912, Bank Comaissioner
Lankford reported to the Governor:

Within the first few months of wy admiaistration the fact

was disclosed that the department had many insclvent banks on
hand; scme of which it wvas imperative to take charge of and
liquidate at omce; others should have been liguidated soca
thereafter, but as our Cuaranty Law provides that all deposie
tors shall be paid at once, im full, there being no funds on
hand, end ouwr banks as & wvhole being unable to stand additiocnal
excessive and heavy assesmments, the Department was prevented
from handling them in the proper mammer &t the time. 1/

The povers of the Bank Commissioner to take action in the case
of inccupetent or improper management of & bauk, without closing it, also
appear to have been reascnably adequate, particularly after 1913, wvhen
amendments to the law provided penaltics for variocus types of illegal
acts of bank officiale and cmployees., These penalties, together with the

Commissioner's powver to remove from office any bank officisl whom he found

1/ Third Biennial Weport of the Bank Commissioner, Dec. 1912, p. v.
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to be dishonest, reckless, or inccumpetent, made it possible to railse
the standard of bank management throughout the State. At the begimning
of 1915, Coumissioner Lamkford reported that he had displaced over 125
incompetent and unscrupulous wanaging officers of banks. However; he
also reported that of 27 prosecutions of bank officers for violation of
the eriminal statutes, only seven convictions had been secured, in part
becsuse of insufficient legal uumy

The quality and adequacy of bank examinations appear also to
have been hampered by the limitation of available funds and salaries
permitted. The amnual cost of the Bank Commissioner's office, imcluding
expenses of the State Panking Board, during the time the lav was in
effect, mmméuwﬁo,ooowwo.ooo, or about $60 to §140 per
participating bank.s From 1913 to the repeal of the deposit gunranty
law in 1523 the salary of the Bank Commissioner was fixed by lav at

“,? and those of his 12 specifically authorized assistants at §2,000

each, Of these assistants, one was desigmated by lav as Assistant Bank
cmmmr,udmumum;mtmmm. The remaining ten
congtituted the bank examining force. Since the number of operating

1/ Fourth Blennial Report of the Bank Commissioner, Jan. 1915,
PP vili-ix.
2/ to 1916, when part of the expenses of the Comslssioner's
offices vas met from the proceeds of examination fees, appropristions for the
$37,000 to §50,000; from 1917 to 1922, when

zl appropriaticus
or -
e

Pe %o Ve

Bank Comuissioner state that in 1912 the
eight regular examminers; in 1914 ten examiners.
appropriation bill provided for only eight
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State banks was about six hundred, and two examinations per year wvere
required, each examiner was apparently required to make about 120 bank
examinations per year, too large & number to permit as thorough examina-
timumldhvebmdennhle‘}

Bank Commissioner lankford unsuccessfully urged that employees
of the Banking Dépertuent be gilven civil service status. In his last
biennial report he stated:

Six yetrs agoe, and at each successive meeting of the Legls~
lature thereefter, thie office has in the strongest possible
terus recommended that this Department be placed under civil
service rule, for ... & Banking Department is easily destroyed
and vhern once under a cloud it is difficult to regain confidence
in the public mind. 2/

The validity of this observation was borne out by subsequent eveats.
After 1919, the quality of bank supervision in Oklahoms deteriorated.
¥o further reports of the Bank Commissioner were published, except for
one 8t the end of 1520 comtaining statements of the individual banks
but no text. The Bank Comaissioner at that time was indicted & year
later for accepting a bride from & bank in bad condition, and after
leaving the State for two years, was convi e A few years later the
suthor of & thesis on the guaranty of bamk deposits at the University of
Oklahoma ccumented as follows on this Commissioner's bandling of his

of the guaranty law, the average
sbove §500,000 of deposits wvas nesarly
those groups of binks examined in 1941 by the

2/ Thoraton Cooke, “The Collapse of Dank-Deposit Guaranty in
" guarterly Jowrnal of Econcmics,
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Male-aduministration of the banking department of no state
in the Union has been more odious or harmful than that by Fred
Dennis of Oklahoma. 1/

Other appointees to the Bank Commissicuner's office, up to the time of
repeal of the deposit guaranty lav, occupied the position only & short
time, and were unable to restore the office to its former effectivencss.

One feature of the Oklahoma banking code may be menticuned here be-
cause of its potentialities for reducing the risk to and losses falling upon
the deposit guaranty fund, though its use does not appear to have had such
an effocf. in practice. This was the statutory prohibition, after 19509, on
the receipt of deposits, excluding deposits of other banks, in excess of
ten times paid-up capital and surplus. If the reports of a bank indicated
deposits in excess of this ratio, it became the duty of the Coummissiocner to
require the bank to increase its capital or surplus or to cease to receive
deposits. This provision of law could have been made a valuable weapon in
maintaining the banks in a sound condition and in preventing unwise bank ex-
pansicn, bad the ratio been computed on the capital and swplus as appraised
by bank examiners instead of being computed on capital and surplus as stated
in the reports of the banks, and had the examining force been sufficiently
large and competent to provide good appraisals. The law specified that
action was to be taken on the basis «f the reports submitted by the banks,
such reports to be in the form required Dy the Commissioner; but did not
specify that the Commissioner could require the banks, in submitting reports
of asects and liabilities for this purpose, to adjust valuations in accord-
ance with examiners' appraisals.

Statutory limitations on bank gperations. The principal statutory
limitations on banking operations, under the 1900 lav and the amendments
adopted vhile deposit guaranty was in force, are sumarized in Table 2.

z George MArion Crisp, The % of Bank Deposits, thesis
for M. A. at University of » 2 Pe °
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Table 2, STATUTORY LIMITATIONS ON BANK OPERATIONS IN OKLAHOMA

Item

Rcs%bxncg of officers, directors,
83

T Dmnivation of bank

Losses resulting from violations
of law

Liability of stockholders

Bonding of active officers and
employees

Linitations on loans and investuents

examiners

Loans to officers and employees

Loans to directors
Loans to stockholders

Maximm to single borrowers (not
to apply to bills of exchange or
discounts collateralled by ware-
house receipts under specified
conditions)

Maximum secured by real cstate

Secured by own capital stock
(applicable also to purchase of
own stock)

gitized for FRASER
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Provisions of lav 1/

Directors to make thorough examination
twice a year of books, records, funds
and sscurities, to be recorded in detail
and copy forwarded to bank commissioner
and each stockholder.

Officers, directors, and any other persons
participating in a viclation of law
liable for all damages incurred as &
result of such violaticn.

Additionally lisble for amount of stoek
owned.

Board of Directors to require cashier and
any officers handling funds to give good

and gufficient bond to be held by Banking
Board.

No provisicn.

Edither direct or indirect loans to active
managing officers forbidden.

Ko specific provision.

Total indebtedness of stockholders limited
to 50 percent of paid-up capital,.

Limited to 20 percent of paid-up capital.

20 percent of the aggregate loans of the bank,

on real estate secured by first mortgages
running not longer than cne year.

Prohibited unless necessary to prevent loss
on debt previocusly contracted and to be
disposed of within six wmonths of acquisi-
tion.
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Table 2. STATUTORY LIMITATIONS ON BANK OPERATIONS IN OKLANOMA - continued

Iten

Limitations on ownership of

real estate and stocks
Maximus in banking house
and egquipment

Time limit on real estate
acquired by collection of debt

Other real estate

Bank stocks

Cther corporate stocks

Limitations rela to
Thnnnmte posits

Maximum rate of interest payable
on deposits

Receipt of deposit when insclvent
or in failing circumstances

p_g\grod reserves
Total required

In actual cash in bank
Character of balance

Limitations cnborraung
Maximum amount

Maximum value of assets
pledgeable as security
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Provisions of law

One-third of paid-up capital.

Five years and to be disposed of within
thirty days thereafter.

Prohibited.

Prohibited, except stock in Federal Reserve
bank, unless acquired to prevent loss on
debt.

Prohibited.

May be fixed by Commissioner in proportion
to paid-up capital and surplus. In 1909,
anended to ten times paid-up capital and
surplus, excluding deposits of other banks.

To be fixed at discretion of Coamissioner,

Pronibited.

Until 1515, 20 percent of entire deposits in
areas with population under 2,500, and 25
percent in areas with population over 2,500,
or if bank a reserve depository; im 1915
amended to 15 percent and 20 percent, ree
spectively. g/pe

One-third,

Balances to be held ent banks
Commis

in solv
selected from time to time by C sioner.

50 percent of paid-up capital for temporary
deficiencies; Commissioner to prohibit
borrowing for relending. 3/

Not specified (may pledge assets).
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Teble 2. STATUTCRY LIMITATIONS ON BANK OPERATIONS IN OKLAHOMA - continued

Item Provisions of law

Limitation on payment of dividends

Barnings to be carried to surplus 1/10 of net profits until surplus 50 percent
prior to dividends of paideup capital.

When losses equal or exceed une Forbidden,
divided profits

When reserve is impaired Forbidden.

wWhen insolvent or capital Yorbidden.
impelred

Mascdnmam Amount determined by directors to be
expedient after deducting losses and
bad debts.

Graduated by population of city or town:
20,000 or more population $100,000
6,000 to 20,000 population 50,000
1,500 to 6,000 population 25,000
500 to 1,500 population 15,000
500 or less population © 10,000

Other banks See limitation on deposits (above).

1/ As of May 26, 1908, with subsequent amendments during the period of operation
of the deposit guaranty system. For the wost part the act of May 26, 1900, was
a codification of the previocus banking statutes, including the territorial
benking law and the deposit guaranty law enacted December 17, 1507.
2/ savings banks not trangacting general banking business required to keep 10
percent of deposits in cash and 10 percent invested in federal, state, county or
municipal bonds. After 1921, State banks members of Federal Reserve System to
comply with reserve requirements of Pederal Reserve.
After 1321, State banks members of Federal Reserve System not subject to
tations on borrowing.
%/ Until 1909, renged from §10,000 in places with populaticn of less than 2,500
¢ $25,000 in places with more than 10,000,
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INSUFFICIENCY AND CLOSING OF THE GUARANTY FUND
Inadequacy of the guaranty fund. In September 1909, less than
tventy months alter the deposit guaranty law went into operation, the
largest bank participating in the system falled, with liabilitics far

larger than the accumilated fund., The orisis in the fund's affairs re-
sulting from this failure was met by using the power to issue certificates

of indebtedness, an emergency assessment on the participating banks, and
1

wmusual methods of handling the affalrs of the closed bank.

For nearly a decade the fund was contimwously in debt. The
limitation on assessuents after 1913, and particularly the prohibition
of special assessments after 1916, drastically curtailed the possibility
of rapid retirement of cbligations issued to make payments Lo depositors
of failed banks. During most of this period of indebtedness, the major
part of the fund's debt was owned by the participating banks, vith such
of it deposited with the State Banking Board as security for payment of
Mmuum: This procedure had beccme possible under the pro-
visions of the 1913 law regarding issue of "Depositors Cuaranty Fund
Warrants,” and asswred & ready market for the warrants. There were,
however, diverse attitudes towards the warrants. In Jamuary 1916 the
Treasurer of the State Banking Board referred to the warrants as "the
only 6 per cent investment I know of in the state that you can buy at
par that is absolutely good. But a banker commented on them as follows,

1/ The banking Board was able to delay or adjust payments to some
depositors with large accounts who were closely associated with the manage-
ment of the bank. The closing of this bank and the handling of its affairs
are described in Robb, The Guaranty of Bank t8, ppe 43-5T7.

2/ "with the money from the assets of failed banks
being applied on the cutstanding secured warrants, and with the state banks
gradually taking up more wvarrants with cash in lieu of depositing security
with the Banking Board, it will not be long before all the warrant indsbtede
ness of the Cuaranty Fund will be held by the state banks themselves,” BEdi-

wummm,gncmm«wms&umsm
em‘m,

gitized for FRASER g The State L‘“ January 1916, p. 22.
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after asking whether the item of "Securities vith the State Banking

Board", carried as an asset, is such or a liability:
I venture the assertion that should an examiner find in my case a
note that had the appearance of being as slow as he knows uy
securities with the Stete Banking Board are bound to be, he would
mqutnutoch&rpitotfthmhlniﬁxthccbletapravetom
that it would be pald years vefore my Guarantee Warrants...why should
veearrytheumtemdwmrulmmumztonthmﬁwnw
wust pay the interest ourselves to ourselves? I1s it to fool our~
selves or to fool the people? ye may fool ourselves but be assured
that we cannot fool the people. 1/

This question of the worth of the warrauts scon bagan to appear
theoretical. The increased yield of the regular assessments for the
mwmmmmmequmyormm.mmgmmumy
penodofmmmrludoitposublctoretianMWJ
by the middle of 1919. For a year thereafter the guaranty fund wes out
of debt.

Suspension of payments from the fund. In the latter part of

mmulmmmmumuunnormmemomm
the deflationary policies of that period. The impact of the deflation cn
vanks in Oklahoms was doubtless accentuated by the laxity of bank super-
vision after 1919, but the major factor in the situation was the collapse
in values, particulerly in fam products. PFurther, the guaranty system,
with assessments limited to one-fifth of 1 perceat per year, was much

less capable of meeting an adverse situation than it had been at 1ts be-
ginning. But for a year the obligations of the fund to the depositors of
failed banks were met through issuance of warrsats, which, as in the earlier
Mu,mmmwlawmwuupmmmmmuum

17 J. L. Pryor, "Guarenty Fund Warrents,” The State Banker,
January y Pe ha.
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Banking Board in liew of other collateral as security for payment of
future assessments., In this pericd the imfztus to this procedure
appears to have come as much from the State Banking Board as from the
participating bvenks, and by the latter part of 1921 only about cne-tenth
of the participating banks had securities other than guaranty fund
wmitodﬂththcsutemwd% By that time there
was no other cash market for the warrants. They could legally be issued
to the depositors of banks that closed, but the depositors would have
little hope of eventual payment. This resulted from the fact that the
earlidst issued outstanding warrants, vith interest at 6 percont per year,
had pricrity of peyment from the gueranty fund, both from the procecds
of future sssessments on participating banks, and from the proceeds of
liquidation of failed banks. Recoveries from the aseets of additional
vanks that might fail would therefore be used to pay obligations arising
from earlier failures, It was estimated that the interest on ocutstanding
warrants would absord s large share of the assessment receipts, and re-
tirement of the cutstanding warrants from the remainder of the receipte
would take twenty years.

On the first of November 1521, the second largest bank thenm
participating in the guaranty system falled., Two weeks lster, at a
meeting of the State Banking Board, the Board discussed the condition
of the banks and of the guaranty fund, and talked with the State Coveraor
about them.

1] From evidence presented at the litigation regarding disposition
of the remaining assets of the fund after repeal of the law,

2/ Thormton Cooke, "The Collapse of Bauk-Deposit Gusranty in
Oklahoma and Its Position in Other States,”loc. cit.
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At this inforwal meeting with the Govermor, the further
iesvance of warrants to depositors in failed banks was thoroughly
discussed, and cach member of the Board was asked what his atti-
tude would be toward calling on the State Banks of Oklahoma for
additional securities, sald securities belng necessary before the
issuing of warrants could be mede practical as outlined by the
opinion of Judge Zwick of the Attorney-General's office. Each
mewber of the Board expressed himself as being unwilling to call
on the State Banks for additional security at this time, knowing
their strained conditicn, and knowing that to enforce same would
mean the closing of numercus other banks. 1/

This was followed, at & subsequent meeting of the State Banking Board,
by & resolution “that the moneys and funds on hand shall be used in the
liquidation of contracts now in effect, and that they will not make
any contracts or promises that are contingent on the future collections
of the assets of the Cuaranty Fund until said funds are avallable for
diutrihuucn.'z

Repeal of the deposit guaranty lav. With numerocus additicnal
failures in 1922, and & sharp contraction of deposits in participating

banks and therefore in the income from assessments, there was no hope of
restoring the system to solvency without aid from the State. A bill to
issue bonds to meet the deficit in the guaranty fund was debated and
defeated in the State Legislature at its session in early 1523. A bill
vhich repealed all assessments and the provisions for issuing certifl-
cates and varrants, without releasing banks and their officers from
cbligations already incurred, was thereupon passed and became effective
on March 31 of that year. The repeal of the lav was followed by liti-
gation regarding the distribution of the assets remaining in the Guaranty
Pund, vhich delayed settlement of the affaire of the fund until 1934.

%/ Winutes of the State banking Board, meeting of Nov. 16, 192l.
2/ Minutes of the State Banking Board, meeting of Jan. 9, 1922.

ps://fraser.stlouisfed.org



-3

NUMBER, DEPOSITS, AND FAILURES OF PARTICIPATING BANKS
Bumber and deposits of perticipating benks. The mmber of

banks operating in Cklahcma which participated, and the rumber which
were not eligible to participate, in the deposit guaranty system cach
year, are given in Table 3. The participating banks include all State
banks and, during the years 1908-1910, trust companies. The nonpartici-
pating banks include mational banks and, after September 1511, trust
companies cperating under State lav.

During the first two years of deposit guarenty the proportion
of banks in the itate operating under the guaranty system rose rapidly,
due primarily to the comversion of national banks to State banks., After
the third year the proportion operating under the guaranty system de-
elined, primerily as the result of conversicns of State to naticnal banks.

The deposits of the participating benks and nomparticipating
banks, for each year, are given in Table & During the first two years
of deposit guaranty the proportion of all bank deposits in the State
which were held by the participating banks rose rapidly. After 1910,
however, the proportion held by banks in the guaranty system declined,

The deposits of participating banks given in Table 4 exceed
the amount of deposits covered by guaranty, because certified and

cashier's checks, public funds, and, after 1913,other secured doposits
’

were excluded from guaranty.

Concentration of bank deposits. Table 5 shows the amownts of

deposits held on November 10, 1910, and December 29, 1920, by State banks
in Oklahoms grouped according to their deposits. In 1910, 1l percent of
the deposits, and in 1920, 15 percent, were concentrated in the temn
largest banks. Mmpnmummmma.zmm, while the
largest bank in 1920 held 2,7 percent, of the deposits of all State banks.
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Table 3., NUMBER OF OPERATING BANKS IN OKLAROMA PARTICIPATING AND
NOT PARTICIPATING IN THE DEPOSIT GUARANTY SYSTEM, 19508-1922, BY YEARS

ALl benks Participating Not participa- Percentage
Date 1/ operating in deposit  ting in deposit participating
in Oklahome  guaranty 2/ 3/

“Peb. 1900 50.1

End of

1

1909

1910

1911

1912

1913

1914

1915

1916

1917

= = 5
l922 ig 0.9

s

1/ End of year data are for call dates On OF Nearest to Deceamber Ji.
The call banks are not identical in several years.

2/ Includes all banks and trust companies operating under State law,
except 2 trust companies in 1911, 2 in 1912, and 1 in 1913, After 1911 trust
companies were excluded from deposit guaranty, but ncme is reported as engaged
i» banking operatiocns after 1913. Figures for 1900-1920 from biemnial reports
of the Bank Commissioner; figures for 1521 and 1922 from Federal Reserve

Reports of the Bank Commissionmer were not

Includes national banks operating in Oklahoma, and also 2 trust
1911, 2 in 1512, and 1 in 1913, operating under State lav but
excluded from deposit guaranty.

2|
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Table 4. DEPOSITS OF OPERATING BANKS IN OKLAHOMA PARTICIPATING
AND NOT PARTICIPATING IN THE DEPOSIT GUARANTY SYSTEM,
1908-1922, BY YBARS

(Amounts in. thousands)

Percentage of

All banks Danks Banks not deposits in all

operating participating pearticipating banks held by

in Oklghoma in deposit in deposit participating

e, 720 §4l4, 500 200 &

31,617 43,621 42.0
» 2 .
bh, 004 62,694 4

76,924

89,102

8k, 528

109,693

180, 550

24k, 5

218,

322,171

273,691

2k7,112

317,963 19.1

1/ Bnd of year date are for CAll dntes On OF nearest to December 3l.
The call dates for State and mational banks are not identical in several years.
2/ Deposits of all State banks and trust comp-niess wvith deposits
3

of trust companies deducted as follows: 1911, $600,000 (est.); 1912, $701,000;
1913, $500,000 (est.). Pigures for 19081580 from smmuel reports of the Baank
Comsissioner; figuwres for 1521 and 1922 estimated by averaging the deposits
for the preceding sud succeeding June 30, as given in-the anmual reporis of
the Comptroller of the Currency. Reports of the Bank Commissioner were not
published subsequent to 1520, The amounts of deposits given here exceod the
amounts of deposits protected by the depositors' guaranty fund, since certified
and cashier's checks, public funds, and after 1913 other secured deposits, were
excluded from guaranty.

3/ Deposits of national banks plus the deposits of trust companies
given in note 2.
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Table 5. NUMBER AND DEPOSITS OF OTATE BANKS IN OKLAHONA,
ROVEBER 10, 1910, AND DECAMBER 29, 19€0

Banks grouped by amouat of deposits

Toount of  Percentage Percentage
Mmber deposits of mumber of agmregate
of vanks (ian thou- of banks deposits
sands)

All State banks, November 10,

DRy 63 6,612 100,08 100.0%

Banks with deposits of --

a s or less Sm %,5% 7500 l"3.2
$100,000 to 2000 133 19,150 19.2 311
$250,000 to §500,000 34 11,178 4.9 18.1

£502,000 to $1,000,000 5 3,362 0.7 55
u’w’m w &,m,m 1 1:332 0.1 202

Largest bank 1,332
Largest 5 banks §,157
Largest 10 banks 6,513

gtate banks, Decembexr 29,

Y $58,%60  100.0

Banks_with ts of ==
» or 8 12,053 20,0 706
£100,000 to $250,000 268 43,672 2745
§250,000 to $500,000 4o, 437 25.%

‘m’m ‘o a,m,m 27’512 606 1703
£1,000,000 to §2,000,000 19,833 2.3 2.5
$2,000,000 to $5,000,000 15,454 Q. 9T

>
17 Tebuleted Trom stetements for Lbdlvidual banks given in the reportse
of the Comissioner. Totals differ slightly from the figures givea in
summary tables for the same dates in the Commissloner's , which are as
follows: November 10, 1910, 694 bvenks with deposits of » #i2,000;
December 29, 1920, 622 banks with deposits of §160,673,000.

\ / lLargest bank 4,222
| largest 5 banks 15,454
\tm‘t 10 banks 2h, 507
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The figures for 1910 do not show as great & concentration of
the risk felling upon the guaranty fund as sctually existed during the
early years of the guaranty system. The largest bank in the State, with
deposits of §2,T42,000, had failed in September 1909. At the time of
its failure, this bank held approximately 5 percent of the deposits of
all banks covered Dy the guaranty system.

Humber and deposits of falled bunks., During the 15 years of
the guaranty system in Oklahome, 140 participating banks closed, or weve
absorbed or reorganized with rinancial support from the guaranty fund,

bzeause of Tinancial difficulties. The aggreguve deposits of these banks
at time of suspension amounted to approximstely 30 million. Several of
the banks that closed were banks which had previously suspended asnd had
reopened or reorganized, One of the suspended banks recpened without &
payment, or obligation due, from the guaranty fund.
Failures emtailing obligations on the guaranty fund occurred

ench year that the system was in operation. The sverage ammal rate of
failure, computed as the mumber which failed per 100 in operation ot the

begimming of the year, was 1.6, The deposits of the suspended banks
averaged $2.3% per year for esch $100 of deposits in operating benks,
Data by years are gilven in Table 6.

The heaviest failuve rates, with respect to the number of banks,
vere in 1981, 1922, and early 1923, A substantisl part of these failures
cccurred after the fund wvas exhausted in the sutuwm of 1921 and the
officials had ceased to pay off the depositors of closed banks. In terms
of deposits, fallures in 1921, which exhausted the fund, were less sericus
relative to the deposits of the participating banks than those in 1909 and
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Table 6. NUMBER AND DEPOSITS OF STATZ BANKS IN OKLAHOMA GLOSED BECAUSE OF
FINANCIAL DIFFICULPIES, FEBRUARY 14, 1908, TO MARCH 31, 1923, BY YEARS
1

Banks entalling obligations on the depositors guaranty fund

Number sus- Deposits in
pended per closed banks
100 parti- per $100 of de-
cipating

Total 139 §29,1486,076
Sub-totals for
selected periods
e m:m;%"
Jan. 1920-0ct. 1921 5,342,982
Nove. 1921-March 1923 13,406,130

36,745
2,072,514
661

’

1,143,882
655,903
1,993,450
501,216
360,451

k0, 337 2
8k, 990 o
1,202,975 o5
1,183,105 1.0
2,375,357 1.3

28 4/ 6,509,045 &/ k.5
33 4 8,40h,257 ~ 5.9
11 1,460,453 9.3 2/

1
3
3
&
4
16
6
6
1
2
3
6
8

2adition, 1 bank with deposits of J0W,000 suspended in 1021, and
any psyment, or obligations due, from the fund,
d on an annual basis.

banks, 15 wvith deposits of §2,967,625 closed prior to the
tors cessed because of insolveney of the fund.
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in 1913. 1Ia fact, the fund was as insolvent in 1509, after the failure
of the largest bank in the State, with dsposita of $2,742,000, as it was
when payments to depositors ceased in 192l. However, the 1909 crisis was
succeeded by a pariod with failure rates sufficiently low and asscssment
rates sufficiently high to permit the fund to be recouped, while the
fallures in 1921 and 1922 resulted in obligations so great that, with
the reduced maximum rate cf asscsament, many years would have besn re-
quired to meet them.

Nearly one-half of the closed banks were very small, having
less then $100,000 deposits each. These banks held sbout cne-tenth of
the deposite of all of the suspended banks, Only three of the cloged
banks had deposits of more than 1,000,000, but these accounted for
22 percent of the deposgits of all of the closed banks. A distridbution
of the closed banks and of their deposits according to the amount of
deposits held is given in Table T, end compared with an average of the
size distributione of operating banks for dates for which such date are
available.

During the period of the guaranty fund, that is; from February

1k, 1908, to March 31, 1923, fallures among State benks vere positively

correlated with size of bank, The suallest banks had the lowest, and the
largest banks the highest, failure rate., Fallures among banks with less
than $100,000 of deposits, for the eatire l5-year period, were about onee
sixth of the average nmumber of operating banks of this size, while failures
among banks vith more than §1,000,000 deposits were four-fifths of the
average number of such banks in operation. If failure rates are computed
for the period wp to October 31, 1921, when payments to depositors in closed
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Table 7. SIZE DISTRIBUTION OF PAILED BANKS IN OKLAHOMA COMPARED
WITH AVERAGE SIZE DISTRIBUTION OF OPERATING STATE BANKS:
PERIOD OF OPERATION OF DEPOSIT GUARANTY SYSTEM

Average Number Percentage of Average annual
nmuber of of total number oumber of falled
operating failed Opera- Failed banks per 100

banks ting  banks

}_/ banks

Total number of banks 292

100.0

Banks with deposits of -

) or less 359
, ,000 to $250,000 156
$250,000 to $500,000

500,000 to §1,000,000 14
21,000,000 to §2,000,000 &
&,0@,@0 or more 1

60.7

wa bEg [ | of

Average Deposits Percentage of
deposits of failed total %_:u
of opera- banks pera-

ting banks (thousands ting banks

{thousands of dollars) banks
of dollars) 2/

-

Total deposits §18,157 §29, 486 100,0 100.0 2.5

Banks with sits of -
gw‘ or 88 ,056 2’5% 23.1 12,1 1.31
,000 to §250,000 25,174 , 412 32,2 21.7 1.70
$250,000 to $500,000 15,911 7,564 20.4  25.7 3.17

,000 to §1,000,000 9,540 5,487 12,2 18.6 3.54
,000,000 to §2,000,000 5,716 1,656 7.3 546 l.92
,M,(m or more 3,m 5,&7 L, 1503 8.51

}{ Averages of mumber operating on Gates for which data regarding
individual are available in the reports of the Bank Coumissioner, as follows:

September 23, 1908; November 10, 1910; November 26, 1912; December 8, 1914;
November 17, 1916; November 17, 1918; and December 29, 1920.

2/ Banks closed because of finmancial difficulties which entalled pay-
ments, or tions due, from the guaranty fund, during period of operation of
the deposit guaranty system, February 14, 1908, to March 31, 1923.

Note: Because of rounding, dats may not edd precisely to the indicated totals.
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banks ceased, the same relationship holds. This relsticnship of failures
to size of bank was also characteristic of national banks in Oklahous
during the same period. The failure rate of mational banks with more
than $1,000,000 of deposits was five times as high as that for banks with
deposits under §100,000.

Comparison with failures in other States. The number of bank

failures during the years, 1908-1922, relative to active banks, wes

nearly twice as large in Oklahoms as in the United States as a whole,
or &8 in the six States contiguous to Oklahowa coubined. However, in
one of the contiguous States (New Mexico), the relative number of State
bank suspensions wvas higher, and in two other contiguous States (Colorado
and Arkansas), the rate was nearly as high as in Oklahoma. In terms of
deposits the Cklahoma rate for State banks was apparently higher than in
any of the contiguous States, though not far above that in New Mexico.
A comparison of the Oklahoma rates with those for contiguous States and
the United States is given in Table 8,

In two of the contiguous States, Kansas and Texas, deposit
guaranty systems were operative during most of the period embraced by
these figures. The failure rates for both of these States were far below
those for Oklahoma.

These figures suggest that the existence of deposit gusranty in
Oklahoma was not a significant causative factor in the high rate of bank
suspensions, as has been claimed by opponents of the principle of deposit
insurance. The high rate of failures in the State appears more probably
due to causes which cperated also in New Mexico and Colorado, and to &
lesser extent in Arkansas and Texas, but were of much less consequence in
Kansas and Missouri.
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43

Table 8, ANNUAL BANK FAILURE RATES IN OKLANOMA, 1908-1922, COMPARED
WITH RATES IN CONTIGUOUS STATES AND IN THE UNITED STATES y

“¥ailures per 100 ~Deposits in Isiled banks
rat banks gir §§%§ in og;ragig; banks
te te te HNat
national banks banks national Tbanks banks
banks

L5 03 @1
0.6 0.2 «56

0.1‘ O.l .u
0.2 ese A7
l.1 0.6 «13
0.8 0e3 1.85
3.0 0.8 l.92
1.3 0.3 oh3

0.6 0.2 31

1/ Tabulated from date from the fOLLOViNG SOUrCes: Ieports and
bank commissioners in the various ftates; Willis,
anual reports of the Comptroller of the Currency; Reserve
ember 1937.
2/ For the years 1912.-1922.
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Causes of bank fallures. Nuwsercus cireumstances comtribube

%o the finaneial difficulties which result in vank failures. However,

in most cases the factors responsible for failure are predominantly
associated with one of the following groups: (a) dishonesty on the port
of officers or employees; (b) excessive loans directly or indirectly to

certain business interests, often to the interests of an influential
official or stockholder; (c¢) adverse econcmic conditions in & deminant
industry and collapse of property valuee associated therewith; and (4)
general managerial incompetence.

For 35 fallures which occurred during the years 1909 to 1918,
the Biennial Reports of the Bank Commissioner of Oklshoma contain brief
coments regarding the cause of failure, the character of the bank's
mansgenent, or other aspects of the bank's operations. In about cne-half
of these cases sufficient i{nformetion is given to indicate the major
factor responsible for the failure., In twelve cases defaleation by
officers or amployees is mentioned, and vas assigued primary responsibllity
for the failure in the majority of these cases. In four cases excessive
lmuommn-mmm,murmmmm
mnmwuaumww. In only two cases was any
mention made of business depression or of adverge economic eircumstances.

methofthdcpoutmtyhvmmMng
the first 12 years of its history, from 1908 to early 1920, was carefuily
Medwmmnobbf Of 57 failures WMMod, a
number were selected as typical. In 18 cases Mr. Robb cites specific

pv W Deposits, pp. 42-T3.
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causes of failwre, or gives sufficient informetion to warrant clagsifica~
tion. Of these, six were attributed chiefly to fraud or defalcation on
the part of bank officers, and 12 to speculative and excessive loans to
interests associated wvith the bank managements.

The Camptreller of the Cwrrency, in his report for 1521, sumerized
the experience of States with deposit gusranty plans in operation., Eis
stateament regarding the couses of bank failures in Oklahoma is as follows:

The closing of 42 of the 95 banks was due to & decline in

the value of the assets, poor management, and slow loans, in-
ability to realize on loans, injudicious investments, and

shrinkage in deposits. In 34 cases closing wvas due to criminsl
acts on the part of officers, including cubegzlement, misappli-

cations, or use of the banks' funds in speculation for private
galn, In 19 cases the csuse of eclosing is not on record here. 1/
The failures described in the Bank Comuissioner's reports, and
those reviewed by Mr. Robb, took place prior to the collapse in prices
of farm products and the business depression im 1921, The failures in

1521 and in 1922 were more directly associated with adverse econcmic cire

cuanstances than were those in the preceding years, though such evidence
as is availadble indicates tm incompetent managenment and speculative
loans alsc played o part in these failures. There 45 no evidence that
the mmber of failures during this period was affected Ly the insolvency
of the guaranty fund, High failure rates in 1921 and 1922, in conparison
with those during the previous decade, occwrred not only among the State
banks in Oklahcmn, but elso among national benks im the State, and among

both State and nxticmal banke in most of the contiguous States.

2 1/ Annual Report of BB Camptroller of the Currency, 1921,
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Procedures used in handling failed banks. The affairs of the
first three banks that failed after establistment of the deposit guaranty
system in Oklahcma were liquidated by the Bank Cosmissiocner. Of the 79
other banks that falled before the State Banking Board discontinued puy-
ments from the guaranty fund, oanly soven were ligquidated directly by the
Bank Commissioner. In the other cases, the liabilities of the failed
bank, or most of them, were assumed by anocther opersting bank or by a
nevly organized bank, or the affairs of the falled bank were ligquidated
by another benk, with an immediate peyment or a guarantee, or both, by the
depositors' guaranty fund. The reasons for using these procedures were
glven by the Bank Coaudssioner as follows:

eee W& can liquidate a bank much more ecomcmically through another
bank located in the same town, or by permitting the failed bank
to be recrganized under another name, 7The notes are paid or
secured more readily, and the Banking Board is cnly required to
handle such paper as the Bank purchasing the assets 1is unable to
collect or heve renewed to thelr satisfacticn. By this method,

& very small amount of woney will take care of the liguidation of
& falled bank, and no finsncigl disturbance whatever is created
in the commnity where the bank is located. 1/

There was considerable variety in the detalls of the arrangements
made with the succeseor, sbsorbing, or liguidation-handling bank. Thie is
illustrated by the following cases deseribed in the reports of the Bank
Commissioner:

Bank of Ochelata, closed December 31, 1909,

The Commissioner eatered into an agreement with Mr. G. D. Davis
of Claremore and his associates, to liguidate the Bank of Ochelata,
through a sew institution to be known as the Oklshoma State Bauik...
mmnmwmmmmummmm
the sald Oklahoma Gtate Bank against loss in assuming the cbligations
to the depositors of the Bank of Ochelata. On July 25, 1910, the
Oklahoma State Bank submditted & report...showing that there was due
them for notes which they were unable to collect, the swn of §18,968.48,
The Banking Board issued their warrant for the above emount and took
up the notes.

1/ Secood Blenial Repcrt oF Ehe Back Commissioner, 1910, p. xid.

gitized for FRASER
ps://fraser.stlouisfed.org




k7.

Oklahoma State Soank, Durant, closed April 20, 1910.

An agreement was entered into with the Quaranteed State Bank,
of that city, to liguidate the Oklahoma State Bank, and the State
Banking Board deposited with the sald Cuaranteed State Bank, the
sum of §$25,000 to protect it against losa.

Creck Bank & Trust Company, Sepulps, ~lised November 11, 1510.

Mr. M. Jones of Bristow and his associates offered to re-
organize the bank under the nam: of the Oklahomn State Bank, of
Sapulpa, and pay in the 100 percent assesament, on the condition
that the Bank Commissioner enter into an agreement to place all
cash and accounts on the books in balance, and obtain the guarantee
of the State Banking Board on such notes belonging to the assets of
the Creek Bank & Trust Company, as the Oklahcas State Bank might
desire to have guaranteed after thirty days' investigation. Such
mwmmﬂndtmmthemmcmﬁmww
Banking Boaxd st & meeting on Dec. lst, 1910. 1/

Bank of Commerce, Geary, closed May 5, 1911.

The Anorican State Bank of Geaxy assumed all of the deposits of
the said benk and took over certain of its assets. The Banking
Board paid it the difference between the deposits which it assumed
and the assets which it tock over,

Citizens Bank, Mountain Park, closed April 10, 1911.

Ammmmmthe!'hnms‘utemwm
Park and 1t purchased the good assets of the Citizens Bank; and the
Banking Board made up the difference between the assets purchased
and the liabilities of the falled bank...

Right & Day Bank, Oklahome City, closed June T, 1911.

The Night & Day Bank was taken over by the Wilkin-Hale State
Bank, September 18, 1911, the Banking Board taking all doubtful assets
not accapted by the Wilkin-Hale State Bank, and paying them the
difference between the liabilitics assumed and assets taken over...

Pirst State Bauk, Shattuck, closed October 3, 1511,

This bank was voluntarily liquidated through the Guarantec State
Bank of Shattuck...The Banking Board advanced $20,004.29. in the
liquidaticn...

Paymers State Bank, Tushka, closed Saptember 26, 1911,

The Panking Board made an agreement with the stockholdsrs that
1if they would pay in their double liability and put wp an additiomal
capital stock, that they would be protected. 2/

ps //fraser stlouisfed. org

1/ Second Blennial Report of the Bauk Commissionmer, 1910, pp. ix,
%, and xi-xii.
2/ Third Biemniel Report of the Bank Comaissiomer, 1912.
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m«muofmwmtspudbymmwmtm
objectives of reducing the liquidation cost and the disbursement of the
guaranty fund were not always achieved, particularly in scme of the
cmauuuchthcmndmamuudutewmttothetbmmm
mmmsmmmummmmmuquuumof
the assets. Inmcueslubmuuotherﬂnumdmu
were protected, \dthdirectorlndircctlosae;tothoﬁm,tndinme
uunthonb»rbinsormcnmmdomwmtohnbununmt
in making collections. A particularly striking case was the Citizens
State Bank of Coalgate, which closed November 19, 1920, with deposits of
$496,000, of which $429,000 are estimated to have been covered by the
guaranty. The initial payment to the successor bank vas $328,000, partly
ummwmm-ormuponm-mma. During
mmttmvomth:lmlmumnmumw,um
successor bank reported its inability to collect on assets taken over,
bringing the total disbursement of the fund to $498,000. The reported
mwmwth.mamomm,ooo%/ In several other failures in
mhturwtdlmorml%lmdiowmtbywm, less the
reported recovery, was nearly as large, or larger, than the deposits at
date of failure. These large losses may have been due to inefficiency,
or corruption, in the administration of the Bank Commissioner's offices
Mmmamummmmm., later convicted for
taking a bribe from a bank in difficulty, was Bank Commissioner.

1/ Minutes of the Gtate Banking Board and other records in
the Bank Commissioner's office.
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A large majority of the banks that failed af'ter cessation of
payments from the guaranty fund, up to the repeal of the law, were
liguidated by the Bank Commissioner. The method of ligquidation uwsed
in these cases, and in liquidating such assets as were acquired by the
fund from the failed banks that were succeeded or absorbed, was also
expensive. The procedure was described by a later Bank Comuissioner as
follows:

In fairness to the guaranty fund system of Oklahoma, it
should be menticned that during most of the time it was in
operation the cost of liquidating faliled banks was an expensive
process. Liquidations were handled on & fe¢ basis. The con-
tracts of liquidating agents usually called for ten per cent of
collections the first year, twenty-five per cent the second year,
and fifty per cent the third year. In addition to this, they
were allowed all traveling and other expenses, and vhen it was
necessary to place an instrument in the hands of an attorney for
collection, another large fee had to be paid. With such a com-
tract it is not unreasonable to suppode that most collections
were made during the second and third years. Anyway the cost
of ligquidation in virtually all instances amounted to fifty
per cent or more of a bank's assets... i/

FINANCIAL HISTORY OF THE GUARARTY FUND
Sources and adequacy of information. Published inf'oruation

regarding the operation of the Oklahcma depositors guaranty fund is
inadequate. No statements of the fund were published in the reports of

the Bank Commissioner except for the last three months of the years, 1914,
1916, and 1918. Por several years, from 1911 to 1919, guarterly state-
ments vere made avallable to the participant banks and published or sum-
marized in local and regional banking journals. A partial statement for
the entire period up to the end of 1522 appears in a report made to the

no%ji}umd O, ﬁimmm Development of State Bank
gg‘v!"i Oklahome, p. .
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i/
Oklahoma House of Representatives. Some additional information is

available in surveys of deposit guaranty plans made by students and
qenciecoutudcthesut:

Information is given in the published reports of the Bank Come
nissioner regarding the cost to the guaranty fund of most of the banks
that falled during the period 1908-1919. Additional information re-
garding some of these failures is given by Robb in his book published
in 1921, For the failures from January 1, 1920, to the cessation of
payaents from the fund 4n October 1921 no information is given in reports
of the Bank Commissioner regarding bank failures or the operations of the
fund, except the names cf banks taken over by the Commissicner during
the year 1920,

Considerable additional information has been obtained from
surviving records of the fund, consisting of minutes of the State Baunk-
ing Board and various registers and ledgers, in the office of the Bank
Ccuu.uiomrl: These records provide statements of the fund fer certain
periods, and a complete register of the guaranty fund wvarrants cutstand-
ing frem 1911 to 19523, but no file of the quarterly statements of the
fund. The minutes of the State Banking Board include an audit of
guaranty fund transactions for individual failed banks &8s of February 9,
1922, showing the amounts advanced by the fund in the respective failed
baniks, the amounts returned to the fund, and the balance due on that date.

g House Jowrnal, February 21, 1923, ppe T13-T5.

se Robb, The of Bank ts (Houghton
Mifflin Company, 1921); Thornton > cles Journal
of Econcmics, November 1913 and November 1923; Federal Reserve s AN

Federal Reserve Bulletin, September 1925; Blocker, mgﬁ#um
8 Business, University of Kansas, »
Bobb, o Clts, PPe 5T=T73.
_gj'muem vere examined by the writer of this report in
December 1955,
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Another audit, or "iaventory,” as of October 1930 alsc provides figures
for the amounts paid out in the case of most of the individual falled
banks, but not for recoveries or the balances due. An undated volume,
apparently prepared at some intervening date, gives asset and lisbility
statements as of date of failure for each bank in which a payment had
been made from the gusyanty fund, with a few exceptions, together with
the amounte paid by and returned to the guaranty fund.

Information regarding the banks that failed between the date
of cessation of payments from the fund and the repeal of the lavw was not
found in the surviving records in the Comuissioner's office. For these
banks the principal source of information is schedules submitted in 1931,
prepared from records in the Commissioner's office at that time, to the
Federal Reserve Committee on Branch, Croup, and Chain Banking.

The data for the individual failed banks from the various sources

show scme inconsistencies, but for the most part these are relatively
small. No data have been found for the amount of deposits in the re-
spective banks subject to the protection of the fund under the provisions
of the guaranty law, nor for the amount of guaranteed deposits sssumed
by banks taking over the business or liquidating the affairs of the
failed banks. However, in most of the cases the amount of guaranteed
deposits must have been approximately the same as the amount of deposits
shown in the statements of the banks at time of closing, excluding
cashier's checks, which were not regarded as deposits, and accounts of
govermuents and of banks, which were mostly secured and therefore ex-
cluded from guaranty.
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The court records pertaining to the final disposition of the
fund provide some additional information regarding the fund's operas~
tions, particularly as to assessments levied that were not collected,
the assets and lisbilities of the fund in 1929 when the cowrt pro-
ceedings were ilnitiated, the claims epproved by the District Court and

by the State Supreme Court, and the remaining assets applied to those
1

claims under the decisions of the courts.

Income, expenses, and indebtedness of the guaranty fund. An

estimate of the receipts and expenditures of the Oklahoms depositors'
guaranty fund during its entire existence is given in Table 9. The
figures take into account receipts and disbursements subsequent to
repeal of the law, including the final disposition of the fund in 1934.
The estimates in this table exclude borrowings of the fund which were
eventually repaid, and also payments to depositors of failed banks made
directly from the cash or liquidated assets of those banks.

The total receipts of the fund throughout its entire period of
operation, including borrowings from participant banks that were never
repaid, amounted to more than $0 million. Nearly balf of the receipts
were from assessments on the participating banks, about one-fifth from
diversion to the fund of assets pledged by the participant banks as a
guaranty of payment of future assessments, and about two-fifths from
the ligquidation of assets of failed banks acquired by the fund. The
fund paid out about §7.7 billion to depositors or to banks that assumed

the deposits of failed banks, and spent approximately $0.6 million in
interest and administrative expenses.

1/ Ptstrict-Court-records;vase no. 60636, at the Oklahcms City
Court House, and Supreme Court records, case no. 24551, at the State
Capitol. These records vere examined in December 1955.
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Table 9, RECEIPTS, EXPENDITURES AND UNPAID OBLIGATIONS OF
THE OKLAHOMA DEPOSITORS GUARANTY FUND y

Recelipts

Assessments collected to 1925 2/ $3,729,937

Additional assessments, and securities pledged
for payment of future assessments diverted

to the fund 3/ 1,549,402

Total collections from participating banks,
including warrants of the fund sold to
those banks that were never paid

Recoveries from assets of failed banks L4/

Interest on daily balances 5/

Total receipts 6/

Dxpenditures

Payments to depositors of failed banks or to
banks for assuning insured deposits &/ 7,667,311

Interest on warrauts 5/ 304,016
Operating expenses 7/ 252,261
Total expenditures 6/ 8,223,588

Unpeid cbligations
To depositors of failed banks 8/ 6,225,437

y All items are partly estimated.
As given in Federal Reserve Bulletin, September 1925, p. 631.
See Table »
‘ij For method of estimate and compoment items, see note 6 to Table 10.
Tebulated from data for the individual banks. See Table 1l.
Amounts reported in periods for which income and expense data
are & e, plus estimated amounts for other periods.
6/ Difference between expenditures and receipts is sttributable to
errors of estimate for the various items.
warrants issued to January 31, 1923, for salaries, expense Of
examiners, office supplies, bank robbers and miscellancous. House Jowrnal,
February 21, 1923.
8/ Llosses to depositors in banks that falled from cessatlon of
payments by the fund to repeal of the law, See Table 1l.
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Annual dats regarding assessuents and the cash balance and
indebtedness of the fund are shown in Table 10, The information avail-
able does not permit a tabulation by years of the disbursements of the
fund, nor of the recelpts frou assets of failed banks.

The anoual range of assessmants ranged from & high of cue and
one-fifth percent in 1%11, wvhen a special assessment of 1 percent was
levied, and a low of one-fifth of 1 percext in 1916 and subsequent years,
vhen additional assessments wvere not permitted. The amounts collected
ranged from a meximum of about $600,000 ia 1911 to & low of about $90,000
in 1916.

The maximus amount of outstanding warrants, or indebtedness,
of the fund prior to the World War I period was $844,000 in June 191k,

This was all' retired by 1519. The warrant indebtedness arising from the

failures of 1520 and 1521, up to the time of cessation of payments from
the fund in October 192), wes $2,404,000 at its maximum. This was reduced
to about $1,300,000, and remained close to that figure until the final
settlenent of the affaire of the fund., Unfulfilled cbligations to de-
positors of banks that falled from October 1921 to the repeal of the law
in March 1923, as shown in the preceding table, amounted to more than
$6 million,

Insured deposits and losses in familed banks, by years. Table 11

glives the estimated amount of insured deposits of the banks that failed
each year while participating in deposit guaranty, and the estimated

Only about cne-half of the guarterly statements, for the period

gitized for FRASER
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Table 10, RATES AND AMOUNTS OF ASSESSMENT, CASH BALANCE, AND
WARRANTS OUTSTANDING, OKLAHOMA DEPOSITORS GUARANTY FUND, BY YEARS

Rate of Cash Warrants
assessuent Amount of balance outstande
(percent gf a;su;;?ummt (end gf t:g (en?
deposits year
, B 4

Total

1908
1909
1910
1911 600 $31§{8h7
1512 5 146,000
1913 660,889
1914 768,682

1915 680,009

1907 56 it

101 9
208,800 uﬁ'sﬁ‘i

19518
1919

1520
12l
Loz
1923

Additional 6/

1/ Imcludes regular and Speciel aoochsments, These rOLes were
applied to average daily deposits during the preceding year, except in the
case of the initiel assessment which was applied to deposits as of
December 11, 1907. Rates for 1508-1920 from Robb, The Guaranty of Bank De-
posits, p. T3; for 19@1-1923, according to provisions of lawe

2/ For 1908-1920 amount of assessuments levied, Federul Reserve
B\lllm, iy l”s. Pe 631, W derived from Em, - as.,

Pe 73. Assessments collected for these years probably did not

greatly fram the amount levied though there were some refunds and adjust-
ments., For 1521-1522, cstimated as the difference between net collecticns
(1.e., total collections less refunds and adjustments) to the end of 1922
from House Jowrnal, February 21, 1923, emounting to $3,647,486, less the
total levied For The years 1908-1920, smounting to a,ﬁoo.ns. For 1923,
difference between total assessments collected to 1925 as given in the
Pederal Reserve Bulletin, cp. cit., amounting to $3,729,937, and the net
collections to the end of e Most of the assessment levied in 1923 remained
unpaid, Assessuents due at the time of repeal of the lav, as given in court
records pertaining to the disposition of the fund, amounted to $109,928, For
the amount indicated in this table as "additional’ see note 6.
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Notes to Table 10.

Prom gquarterly statements of the fund published in banking
Journals and in the Bank Commissioner's reports, and statements for the
fund for certain periods in the swviving records in the Bank Conmissioner's
office. The figures indicated for 1919 and 1921 are for May 31, 1920, and
February 9, 1922, respectively.

f‘ From warrant reglster in the surviving records in the Bank
Comnissioner's office., The maximss asount of warrants outstanding in
1914 vas s 342 in June, and the maxisum outstanding im 1921 wes
$2,403,618 in November,

ot available,

Includess (a) $10,06k of assessments due by banks to which
securities posted as security for payment of future assessments were ré-
twrned under the court decision regarding settlement of the fund and vhich
were required to be paid as a condition for such return; (b) $395,224
of guaranty fund warrants deposited as security for payment of future
assessments which were cancelled by the State Banking Board because the
banks concerned had mationalized or liquidated; (c) $31,000 of other
securities deposited as security for payment of sssessment by banks that
had nationalized which were sold for cash by the State Banking Board; and
(a)¢1213,114 of guaranty fund warrants cutstanding at the time of final
gettlement of the affairs of the fund which were never paid. The last
item is included because almost all these warrants were owned by the
participating banks and deposited as security for payment of future assess-
meuts with the cash derived from thelr sale having been used by the guaranty
fund, and thus in effect represented an additional final assessuent upon
such banks., By the time of settlement of the affairs of the fund almost
all of the guaranty fund warrants vhich hed been issued to depositors of
failed banks or to successor or ebsorbing banks had been ratired and werse
no longer outstanding.
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THSURED DEPOSITS, AND OBLIGATIONS TO DEPOSITORS OF FAILED BANKS PAID AND UNPAID, OKLAHOMA
DEPOSITORS GUARANTY FUND, BY YEARS, 1908-1923

= Insured depoeit obligations paid and unpaid
Insured  Peld directly

deposits from liguida- Unpaid (loss
1/ from liqui- to de-
dation of from liguida- positors)
tion of 4

T&Ei

'—mm 8,573,019
Jan. 1920-0Oct. 1921 5+537,038
Nov. 1921-March 1923 10,957,828

1908 36,745
1909 1,741,078

1910 587,959
1911 1,065,149
1912 534,837
1913 1;715. 525
1914 451,12k

1915 332,463
1916 40,337
1917 8,217
1918 1.cm,5h6
1919 906,039

1920 2,008, 581
1921 5,415,002
1922 8,033,344

1,037,939
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1/ BEstimated as the deposits at date of failure, exeluding
cashier's checks and accounts of governments and banks (tabulated fromw state-
ments for the individual banks in the surviving records of the guaresmty fund,
vith estimates for a few cases for vhich such statements are unavailable), or
as the amount paid by the fund if in excess of the foregoing.

2/ For banks with deposits assumed by another bank or paid from the
fund, resi between the estimated insured deposits and the payment by the
fund, For banks with no payment from the guaranty fund, recoverics from liquida-
tion as reported to the Federal Reserve Cammittee cn Branch, Group asd Chain
Banking in 1931.

From data for the individual banks in the surviving records of the
fund, with an allowance for recoveries subsequent to repeal of the law derived
from data for the status of the fund,

4/ Balance of the estimated insured deposits.
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eventual recoveries and losses on those deposits. Table 12 shows for each
year the percentage of the depositc of the failed banks estimated to

have been insured, and of the insured deposits the percentages paid

by the guaranty fund and recovered from the liquidation of assets.

For the years, 1908-1919, over 70 percent of the insured
deposits in the failed banks were eventually paid directly or indirectly
from liquidstion of the assets of the failed banks. But in subsequent
failures, to the repeal of the law, recoveries from liguidation of assets
amounted only to about one-half of the insured deposits. The difference
between the 1908-1919 and the 1520-1923 failures is doubtless due in
part to the great decline in prices and property values associated with

the depression of 1521 and the continued adversities of agriculture. In

part, however, the difference between the two periods should be attributed
to the detericration in the quality of bank supervision and the handling
of the Bank Coumissioner's office.

Information is not available regarding the recoveries and losses
on secured deposits and cashier's checks, which were not covered by the
guaranty. However, up to the time of cessation of payments by the guaranty
fund, such losses were negligible, because successor or absorbing banks
usually assumed all the liabilities of the closed bank, or if not, the fund
asgumed the remainder. For the banks closed in 1922 and 1923, and not
taken over by another bank, some losses may have been incurred on secured
deposits, because the pledged collaterdl may have been disposed of at &
loss, and losses on cashier's checks were presumably at the same pere
centages as on insured deposits.
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PERCENTAGE OF DEPOSITS IKSURED, ARD PERCENTAGE OF INSURZD DEPOSITS PAID BY GUARANTY
FUND AND RECOVERED FROM LIUIDATION OF ASSETS, BANK PAILURSS UNDER THE OKLAHOMA
DEPOSIT INSURANCE SYSTEM, BY YEARS

Percentage B Percentage of insured deposite
of total Paid directly Paid by guaranty fund Unpaid (loss
deposits from liqui- Recovered Hot recov- to depositors)
insured dation of from mssets ered; i.e.,
asacts loss to
fund

Total 8540 bh.6 19.0

Subtotals
1919 79.8 28.5
JaTie lm - 1521 103 6
HOV . lm"mh 1%3 81 o 7 " "

1908 100.0
1909 60.6

1910 88.9
1911 93.1
1912 81.5
1913 86.1
191k 90.0

1915 J2.2
1916 100.0
1917 991
1918 89.6
1919 76.6

1920 84.6
1921 83.2
1922 95.6
1923 7i.1
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Por the entire period during which the guaranty lav was on
the statute books, about 56 percent of the insured deposits, and more
than 60 percent of the total deposits of the failed banks were eventually
paid from the proceeds of liquidation of the assets of those banks. The
guaranty fund provided additional recoveries equivalent to 16 percemt of
the total deposits of the failed banks.

Comparison of assessment receipts and losses in falled banks,

Table 13 compares the amount of assessments levied or collected each year
with the eventual net loss to the guaranty fund or, after cessation of
payments from the fund, to depositors in the banks that failed in that
year, The figures are alsc shown cumulatively, with the cumilative excess
or deficiency of assessments. BSuch an excess or deficiency, it should be
noted, is a different concept thap that of the accumilated surplus or

deficit of the fund, It does not take account of interest paid or accrued

on the fund's indebtedness, nor the amounts used or needed to pay de-
positors that wvere eventually recovered or recoverable from liquidation
of the assets of the failed banks. what the deficiency figures in this
table shov is the additional assessment that would have been necessary
to have pald all insured deposits without incurring interest costs or
other expenses.

For the first twelve years of the fund, except for 19509 and 1910,
there vas a cumulative excess of receipts. This was achieved because the
heavy losses of the fund during its early years were met by large special
assessments in 1909, 1911, and 1912. By the end of 1919, with smaller
special assessments during the years 1913-19515 and none thereafter, the
cumulative excess of Gssessments over losses amounted to about $650,000,
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Table 13. ANNUAL ASSESSMENT RECEIPTS, LIABILITY FOR DEPOSITS IN FAILED

BANKS, AND CUMULATIVE DEFICIENCY, OKLAHOMA DEPOSITORS' GUARANTY FUND

Assessuents

Net deposit Cunulative
collected 1/

liability of Asscssment Deposit  Excess of Deticiency

the fund 2/  receipts liability receipts (excess
of the liability)
fund

$198,837
327,388

265,433
600, 538
511,054
201,825
148,084

$615,633
240,627
539, 591

149,850
528, 584
160,826

§198,0637
526,225

811,658
1,412,196
1,923,250
2,125,075
2,273,159

$615,633

856,260
1,395,850
1,545,701
2,074,285
2,235,111

$198,837

16,345
377,549
50,790

okd

’

$89, koo

161,817

2,322 o
89,96k 2, yh:gxlg i

2a8 800 e 2:3';;9‘:;‘;3 S

»
231,962 2,542,830 .-
301,658 3 “5%3'52

& 261
1922 2"6'”1; 3.616%87 10,523, 554
1923 8,451

3,729,938 10,979,574
Additional

1,5k9,k02

1915

19520
ig2l

5h,162

6.876%67
7,249,636

5,279,340 10,979,574 5,700,234

1/ From Tebie 10,

2/ Deposits paid from the fund, adjusted for recoveries, plus deposits
unpaid (loss to depositors). From last two columns of Table 1l.

3/ Not available.
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However, a part of this had been used to pay expenses and interest on
warrants, so that the cash balance of the fund in May 19520, when no
varrants were outstanding, was only about $370,000. This was less than
one-fifth of 1 percent of the deposits in the participating banks, whereas
the original lav contemplated that the fund would always be restored, by
special assessments, t0 & figure equal to 1 percent of the deposits of
the participating banks.

The large losses in the failures from the latter part of 1520
to the repeal of the law, together with the limitation of assessments to
the regular rate of one-fifth of 1 percent per year, resulted in a rapidly
mounting cumulative deficiency relative to losses. By the date of repeal of
the law, it bad reached more than §7 million. If the wvarrants of the fund
and other securitics deposited by participating banks as surety for payment
of future asscssments that were forfeited to the fund or never repaid are
treated as sdditional assessments, the finmal deficiency of the assessments
relative to losses was scmevhat less than §6 million,

In Table 14 the rate of assessuent levied each year, and the

amount collected per §100 of dsposits in the participating banks, are com-
pared with the rate that would bhave been necessary to meet the evemtual
losses from the fallures in that year. During the first five years of

the system the collections, because of the initial levy and the special
assessments, averaged nearly nine-tenths of 1 percent of deposits in the
participating banks. Had this average dbeen maintained until the date of re-
peal of the law, it would have been sufficient to meet all the losses in
the failed banks, including the abnormally large losses of the early
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Table 14, COMPARISON OF AMNUAL RATES OF ASSESSMENT WITH RATES REQUIRED TO
MSET DEPOSIT OBLIGATIONS IN PAILED BANKS, OKLAHOMA DEPOSITORS' GUARANTY FUND,
BY YBARS, 1908-1923

Per $100 of deposits Per $100 of total capitel
Assessment in participating accounts in participating
mte per matwa year banks at middle of year
$100 of 86288~ £8es on AGScooments Losses on
deposits ments deposits ¢allected deposits in
col- in feiled 3/ failed banks
lected  banks 2/

Y

086 252 §52%

1.95 5.22

.M 2.0“ 1072
&8 4,84 b, 34
o34 4,26 1.25
1.15 1.80 kT3
35 1.48

«19 1.48 «80
0L 82 L2
b d l.lO g

003 lo hS 02“
07 1.h2 o51

5 1,50 540k

) 1.7 75; 13.97

) 317 = 33.54
2.4 &/ 71 15.67 4/

Additional 2.07 3/ 13.31 5/

Computed lrom ssscssment receipts (fable 13) and deposits in
ptmupﬁ).{; (1.e4, State) banks in Table &,

2/ Computed from deposits paid from the fund, adjusted for recoveries,
plus deposits unpeid (loss to depositors) from Table 13 and deposits in participating
banks (Table 4).

Total capital accounts used in computing these ratics are from the
revised F Reserve tabulatiocns.

L/ Ancual rates (1.e., four times the rate for fallures occurring prior to
March 31, 1923).

Relative to deposits and capital accounts as of December 31, 1522, and
June 30, 1923, respectively.
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1920's, Had the guaranty lawv remained in its original form or as amended
in 1909, under which the special assessments were limited to 2 percent
per year, but without the assessment smendments of 1913, it would have
survived the impact of the depression of 1321, though borrowing in 1922
and 1923 would have been necessary. If, in addition, the gquality of
bank supervision and the efficiency of handling the affairs of closed
banks had not deteriorated after 1918, it is probable that the fund would -
not have found borrowing necessary except tc pay depositors promptly
vhile proceeding with the liquidation of the affuirs of closed banks,

The assessments paid by the banks, including their losses on

wvarrants and other deposited securities, aversged about 2} percent per

year on their capital investument, as measured by their reported total
capital accounts. Had all the losses to depomitors been met by assesse
ments, the average would have been a little over 5 percent per year on
their total cepital accounts.

Settlement of the affairs of the gusranty fund. Settlement of

the affairs of the guaranty fund, after repeal of the law, vas delayed
because of pending suits and other problems pertaining to the completion
of liquidation of the affairs of the various closed banks., In 1929 liti-
gation vas instituted to determine the method of disposition of the re-
maining assets of the fund, including such collections as had by that
time been mede from assets of falled banks whose depositors had been
paid by the fund. The Bank Commissioner recommended treatment of the
remaining assets of the guaranty fund as & trust fund to be distriduted
pro rata among holders of the outstanding warrantes and unpeid depositors
of banks that had failed from the time of cessation of payments from the
fund to the date of repeal of the law,
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The District Court in charge of the litigation set a date by
vhich all claims should be submitted. The claiments who filed claims
fell into four classes: (1) holders of the numerically first outstand-
ing and unpaid wvarrants of the fund, who claimed that under the law they
had priority; (2) holders of other ocutstanding warrants, who comtended
that because of the insclvency of the fund and repeal of the law the
remaining assets Mﬂdhmuedm_n_gwmmsommz
(3) banks seeking recovery of securities, other than warrants of the
fund, pledged with the Banking Board to secure payment of future assess-
ments; and (4) holders of other claims, mostly for unpaid deposits in
certain banks that falled between the date of cessation of payments from

the fund and the date of repeal, moemwmammaauu

with the varrant holders. The District Cowrt appointed a referse to re-
view the claims presented, who conducted mumercus hearings over a period
of nearly two years. In 1932 the fimal report of the referee was made
and the District Cowrt entered its Judgment: (1) that securities, other
than warrants, remaining with the Banking Board and pledged to secure
paynent of future assessments should be returned to the respective banks,
provided that those with unpaid assessments prior to repeal of the law
were first required to pay the same; and (2) that the approved claims,
including all unpaid warrents and other allowed claims, were to share pro
rata in the distribution of the assets of the fund. Under this Judgment
pledged securities, valued at about $110,000, were returned to 65 banks;
and it vas estimated that a dividend of about 15 percent would be paid on
the allowed claims, which included §1,197,000 of unpaid warrants and
$375,000 other claims, The small amount of claims other than warrents
indicates that only & few of the depositors of the bapks that failed sub-
sequent to cessation of payments from the fund presented their claims,
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Eight banks, holding some of the earliest-issued outstanding
warrants, did not accept the judgment of the District Court, and appealed
to the State Supreme Court, holding that those warrants, with interest,
should have priority over other claims. The remaining warrant holders
accepted the Judgment of the District Court. Consequently, a sufficient
portion of the remaining assets to meet the claims of the appealing banks
was held pending the decision of the State Supreme Court, and the remainder
of such assets was used for a pro rata dividend of 7 percent on the rest
of the approved claims. This wvas disbursed in February 1933. In Septem-
ber 1934, the State Supreme Court held that the decision of the District
Court had been in error, and ordered the reamant of the fund paid the
holders of the earliest-issued warrants who had appealed. The eight
banks received about $130,000 on those claims, of which about one-half

was the principal of the warrants and about cne-half the accumlated
1

interest.

APPRAISAL OF THE OKLAHOMA DEPOSIT GUARANTY SYSTEM
The burden of assessments. TO bankers in Oklahcma the assesse

ments levied during the first few years of the Depositors' Guaranty
Fund appeared to be heavier than could be borne by the banks, They
pointed to the fact that the assessments amounted to what they deemed
an extremely high percentage of their capital and surplus, averaging
during the first six years of the fund approximately 3 percent per year
of the total capital and surplus of the banks, and thus presusably
absorbing a very large proportion of the profits available for dividends
to stockholders.

Becurity Bank and Trust Co., of Mismi, Oklahoma, et al., v.
;mtt,m al., Do, 24551, Supreme Court of Oklahcma, Sept. 11, 1034,
Pac, °
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Whether the agscsoments 4id in fact absorb a large proportion
of profits which would otherwise have been available for dividends is
unknown. HNo figures of profits or dividends of State banks in Oklahoma
during the period are available, KNor is information available regarding
the extent to which the limitation on the rate of interest paid on de-
posits, imposed by the deposit guaranty law, reduced the expenses of
operation of the banks.

The problem of making sdequate profits is not sc much & problem
of the magnitude of expenditures which have to0 be borne by all banks as
a part of their cost of business, as it is of the margin between the

charges which they can make for their services and the aggregate expenses

which they must incur. Since the rate of interest currently charged on
loans by the banks in Oklahoma was very high, Judged by average rates in
eastern money centers or by average rates for the United States as & whole,
and the rate of interest paid by the banks on deposits was also comparatively
high, and since the latter rates are determined by competition among the
banks themselves, it should have been possible for the banks participating
in deposit guaranty to have maintained their profit position by reducing
the rate of interest paid to depositors.

However, the presence of ancther group of banks in the State,
coperating under national rather than under State law, provided a competi-
tive sitwation vhich made it 4ifficult for State banks as & growp to make
these adjustments. For two years prior to 1913, when the lav was amended
in such a way that adequate assessments could no longer be levied, there
had been a substantial tendency for State banks to convert to national
banks. The proportion of the total number of banks operating under State
lawv and therefore participating in the deposit guaranty system had de-
clined from T5 percent to 67 percent, and the proportion of aggregate
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deposits in the participating banks from 51 percent to 37 percent of
all banks in the State.

There is good reason to believe that the guaranty system could
have been successful had it embraced all banks cperating in the State,
and had the original asscsement provisions, or those of 1909, been re-
tained. If all banks in the State had been covered, vithout affecting
the quality of bank supervision or other factors determining the mumber
of feilures, the necessary assessment rate for the entire ll-year period
would have averaged less than four-tenths of 1 percent per year.

High fallure rate. The high rate of assessment which would

have been necessary to have prevented insolvancy of the Oklahoma depositors’
guaranty fund was wmuch higher than the rate necessary to have operated a
similar fund on & national scale during the same period of time because

of the relatively high frequency rate of bank failures in the State. This
abnormally high failure rate, as has been noted above, vas due in sub-
stantial part to deliberate bank wmismanagement - sheer dishonesty,
participation in unduly speculative enterprises, and overextension of

loans to enterprises with vhich bank officials or favored customers vere
connected.

It should also be noted that the abnormally high failure record
of the larger banks in the system was an important influence in the rate
of assessment which would have been necessary to have met the burden
falling upon the guaranty fund. Approximately one-fourth of the total
loss in falled banks during the li-year period was incwrred in four banks
in the larger size groups. The failures of large banks were also responsible
for the periods of crisis in the operation of the guaranty fund. The
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Colunbia Bank snd Trust Company, of Oklahome City, which failed in
September 1909, when the guaranty law had been in operation less than
two years, had become the largest back in the system after a mushroom
growth vhich ineremsed ite assets and liebilities by sevenfold. Also,
it vas primarily the failure of the Bank of Commerce, Okmulgee, the
second largest bank in the system, at the beginning of November. 1521,
which inervased the outstanding obligations of the guaranty fund so
much that guaranty fund warrants could ne longer be sold and the fund
became inoperative.

Inadequate supervision. The high bank failure reate smong
participants of the Oklahoma deposit guaranty system could probably have
been considerably reduced had there been a continuity of reasonably

effective supervision.

The powers of the Bank Commissioner, which have been outlined
above, appear sufficient, had they been adequately used, to have checked
many of the malpractices of Oklahoma banks., The two examinations re-
quired to be made each year, if thorcughly conducted, would have dis-
closed, long before failure, the conditions deseribed in Robb's account
of the affairs of the chief banks which failed. Use of the legal power
of the Commissioner to close banks for violation of the banking law by

nsetri.cm,ndmvtmrmmorthapomtomrmm

from office of bank officials found to be dishonest, reckless or ine
competent, would have prevented much of the dissipation of bank assets.
During the carly years of the system, as shown by Robb's care-
ful study, examinations and supervision were inadequate. ILater, after
several years of more competent supervision under J. D. lLankford, the
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Bank Commisgsioner's office was not only inefficient but also corrupt.
However, the severity of the losses to the gusranty fund in that period
should not be attributed solely, or even primarily, to the laxity of
bank supervieion and the corruption of the Commissioner's office. With
the best of supervision, the failures resulting from the ccllapse of
values of the 1921 depression would have been severe.

Nevertheless, one conclusion of vital importance to the success

of other systemsg of deposit guarsnty or insurance can be drawm with

certainty. That 1a, that dishonesty, favoritisa to special interests,

and speculative activities on the part of the largest banks in the
system will lead to disaster, and that the supervisory authorities must

be alert and vigorous in watching the policies of the banks in which
the risk 1is concentrated.
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