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the Commonthealth o I:aooacbuoctto

Room 222, STATE HOUSE, BOSTON, January 2, 1934.

To the Honorable Senate and House of Representatives in General Court
assembled.

In accordance with chapter 35 of the Resolves of 1933,
a measure providing for an investigation and study by a
Special commission of the banking structure of the Com-
monwealth, we have the honor to submit the following
report.

JOSEPH R. COTTON, Chairman,
By the Senate.

ALFRED W. INGALLS, Vice-Chairman,
DONALD N. SLEEPER,
ROBERT L. LEE,

J. RANDALL CHILD,
LEWIS C. PARKER,
JOHN W. HAIGIS,

By the House.

By the Governor.
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ebe Commonturalth of craooetchuoetto

REPORT OF THE SPECIAL COMMISSION FOR

INVESTIGATION AND STUDY OF THE

BANKING STRUCTURE..

The Special Commission for Investigation and Study

of the Banking Structure was established by a resolve of

the General Court approved on June 28, 1933. Thereby,

in major effect, this Commission became charged with the

duty to devise means for the further protection of deposits

in state-chartered banks amounting to more than $3,000,-

000,000, the property of some two million inhabitants of

Massachusetts, held in 3,708,999 deposit-accounts. The

Legislature's decree was as follows:

CHAPTER 35.

RESOLVE PROVIDING FOR AN INVESTIGATION AND STUDY BY A SPECIAL

COMMISSION OF THE BANKING STRUCTURE OF THE COMMONWEALTH.

Resolved, That a special unpaid commission is hereby established, to

consist of one senator to be designated by the president of the senate,

three representatives to be designated by the speaker of the house of

representatives, and three members to be appointed by the governor,

with the advice and consent of the council, for the purpose of investi-

gating and studying the entire structure of the banking institutions

subject to the supervision of the commissioner of banks, with a view to

making such changes therein as will strengthen said institutions and

promote their usefulness to the public. The commission shall devote

especial attention to the devising of means and methods of insuring

greater security to the funds entrusted to said institutions, of prevent-

ing the possibility of the use of said funds for other than legitimate

banking purposes, and of restricting the activities of said institutions

to the field of legitimate banking. The subject matter of the following

legislative documents of the current year shall also be considered by the

commission, to wit: — Senate documents numbered thirty-four, fifty-

three, seventy-one, ninety-seven, ninety-eight, one hundred, one hun-
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6 SENATE — No. 100. [Jan.

dred and twenty-two, two hundred and seventy-four, four hundred
and nineteen and four hundred and twenty; House documents num-
bered four hundred and ninety-one, five hundred and seventy-three,
eight hundred and seventeen, nine hundred and fifty-two, nine hundred
and fifty-three, ten hundred and sixty-nine and ten hundred and
seventy-one; and so much of public document numbered twelve as
relates to (1) segregation of thrift accounts in trust companies and other
commercial banks, (2) prohibiting officers of banking institutions from
participating in any business consisting in whole or in part of the sale
of securities, (3) prohibiting banking institutions from engaging in the
sale of securities, (4) prohibiting banking institutions from engaging in
any business other than the receiving of deposits of money and the
making of loans on proper collateral and credits, and (5) requiring
brokers and salesmen to furnish bonds as a condition precedent to
licensing them to sell securities.
The commission shall elect its chairman, shall be provided with

quarters in the state house, shall hold hearings, may require by sum-
mons the attendance and testimony of witnesses and the production of
books and papers, and may expend for clerical, expert and other ex-
penses such sums, not exceeding in the aggregate twenty-five hundred
dollars, as may be appropriated. The commission shall report to the
general court the results of its investigation and its recommendations,
together with drafts of legislation necessary to carry its recommenda-
tions into effect, by filing the same with the clerk of the senate not later
than the first Wednesday of December in the current year. [Approved
June 28, 1933.

ORGANIZATION AND PROCEDURE.

Accordingly, on July 26, 1933, the President of the
Senate designated Hon. Joseph R. Cotton of Lexington;
the Speaker of the House designated Representatives
Alfred W. Ingalls of Lynn, Donald N. Sleeper of Medford,
and Robert L. Lee of Boston; and the Governor appointed
J. Randall Child of Wellesley, Lewis C. Parker of Law-
rence, and Hon. John W. Haigis of Greenfield.
The Commission organized at a meeting held in the

State House on Tuesday, August 1, 1933, by the election
of Senator Cotton as chairman, Representative Ingalls as
vice-chairman, and James E. King of Wellesley as secre-
tary.
The General Court having adopted, at its regular session

in 1933, no less than twenty-four acts and resolves which
enlarged and amended the existing laws relative to banks
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1934.] SENATE — No. 100. 7

and banking in as many as eighty separate instances, a
clear and complete compilation of all the banking laws of
the Commonwealth, as revised by the Legislature to date,
was found to be necessary. At the Commission's direc-
tion, this work was done during August.

Public hearings were held in the State House, Boston,
on September 14, and in the City Auditorium, Springfield,
on September 21. Executive sessions were resumed on
September 28 and were held in all to the number of
twenty-three meetings. At these sessions, as in the public
hearings, testimony and advice were received from many
persons qualified to speak with authority on problems of
banking and bank law, including the Commissioner of
Banks, Arthur Guy, and numerous other officials both of
the State and the Nation. Responsible and widely repre-
sentative delegations from all of the state banking associa-
tions were heard at length.

BANKING PROBLEMS IN THE NEW DEAL.

As the General Court is well aware, this Special Com-
mission has been dealing with a public interest of im-
mense range and importance. The duty to devise and
recommend steps for the better protection of bank de-
positors urgently deserves the most careful thought of
which men are capable, accompanied by action both
prudent and resolute.
The American Nation, after having met and conquered

the extraordinary banking crisis sustained on March 4, is
still but slowly emerging from one of the deepest economic
depressions known in modern times. The promise of in-
creasing recovery is well assured, but the task of charting
a clear course into the future has become in numerous
instances only the more complex by reason of the new and
frankly experimental nature of many of the national laws
recently adopted to hasten recovery.
We have in mind, for example, the Federal Deposit

Insurance Corporation which began operations on Jan-
uary 1 under terms set forth in the Federal Banking Act
of 1933, commonly known as the Glass-Steagall Act.
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8 SENATE — No. 100. [Jan.

Doubt may well be raised as to the merit and feasibility
of the Federal Deposit Insurance plan through any long
run of the future. But, for the present, it brings Massa-
chusetts face to face with a condition, not a theory.
Recommendations of law and policy considered sound
for the General Court to adopt, in view of this important
new development, will therefore occupy a leading place
in the subsequent body of this report.

Determination of a wise course has become, in the
main, easier than it was a year ago. Passage of the Glass-
Steagall Act has lifted many matters out of their former
state of controversy and confusion. They have not only
become part of the law of the land, but are generally
accepted as useful and well advised. Progress can and
should be made toward co-ordination of the state bank-
ing laws with the approved clauses of the Federal Banking
Act of 1933.

Nevertheless, the times demand painstaking study of
any action proposed in relation to banking and finance.
Ill-considered measures—no matter how loudly proclaimed
as "helping depositors" — might do great harm. Amid
all the present uncertainties that much is certain. Until
the Nation's current experiments shall have been tried
out to effective conclusions, the watchword rings more
soundly than ever: "Hold fast to that which is good.
Take thorough stock of all existing assets before rushing
into new liabilities. Look well to history before turning
prophet."

I. SALIENT FACTS.

With such principles in mind, the Commission respect-
fully offers as the first section of this report, a somewhat
extensive factual statement showing —

(a) New England's Banking Power in its relation to the Country at
Large — A Rise in Time of Depression.

(b) Massachusetts Banking Power and its Record for Stability.
(c) Release of Frozen Deposits — The Progress thus Far Made in

Liquidation and Conservatorship in Massachusetts.
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• 1934.] SENATE — No. 100. 9

NEW ENGLAND BANKING POWER.

To gain an idea of the magnitude of banking in New

England, it is advisable to compare the position of these

States with that of other financial centers throughout the

Nation. This can be done by employing figures which

show the aggregate amount of deposits, capital and

surplus of all the state and national banks (except co-

operative banks and building and loan associations)

located in each of the twelve Federal Reserve districts.

On June 30, 1931, New England's total banking power,

so measured, stood third in order of size and importance.

The list was as follows :1

DISTRICT. Banking Power.

New York  $21 521,000,000

Chicago ........... 7,687,000,000

Boston ............ 7,325,000,000

Cleveland  4 996,000,000

Philadelphia ........... 4,840,000,000

San Francisco .......... 4,828,000,000

Richmond ............ 2,590,000,000

St. Louie  2 006,000,000

Kansas City ..........
1,933,000,000

Minneapolis .......... 1,614,000,000

Atlanta ........... 1,609,000,000

Dallas ............ 1,268,000,000

Total, United States . . . ...... $62,217,000,000

So it appears that on June 30, 1931, the Boston district

stood third, and pressed closely upon the Chicago dis-

trict for rank as the Nation's second largest financial

center. Moreover, with the exception of New York and

Regarding this table for 1931, and the accompanying table for 1932, it should be noted

that Federal Reserve District No. 1, covered by the Federal Reserve Bank of Boston, does

not in fact comprise all of New England. Fairfield County, Connecticut, — the sole excep-

tion, — is assigned to Federal Reserve District No. 2, New York. Further, it should be noted

regarding these tables that they include the currency notes of national banks in the calcula-

tion of total banking power.
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10 SENATE — No. 100. [Jan.

Chicago, no other Federal Reserve district disclosed
banking power anything like so great as that of New
England. The districts covered by the Reserve banks of
Cleveland, Philadelphia and San Francisco — each with
a quota under $5,000,000,000 — followed at a very con-
siderable distance below the figure of $7,325,000,000
then set for New England.
One year later — on June 30, 1932 — the banking power

of the Boston district had attained a relative position of
still higher importance. Boston forged ahead of Chicago.
The New England district took second place, as shown
by the following figures:

DISTRICT. Banking Power.

New York  

Boston  

Chicago

San Francisco

$18 397,000,000

6,423,000,000

5 543,000,000

4,035,000,000

Cleveland  3 909,000,000

Philadelphia 3 862,000,000

Richmond  2 137,000,000

St. Louis 1 812,000,000

Kansas City 1,497,000,000

Atlanta 1 348,000,000

Minneapolis 1301,000,000

Dallas  1,071,000,009

Total, United States 451,133,000,000

It is true, of course, that the third successive year of
the recent economic depression was marked by a heavy
shrinkage of deposit-credits throughout the Nation. But
in this general downward movement during the twelve
months from June 30, 1931, to June 30, 1932, the banking
power of New England held its ground much more firmly
than was the case in Chicago. The reduction in the
Chicago district was 28 per cent, whereas the loss in New
England was only 12 per cent. The shrinkage here was
the smallest recorded in any Reserve district. The
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1934.] SENATE — No. 100. 11

figures for all districts, arranged in the order of propor-
tional losses, were as follows:

DISTRICT. Per
Cent.

DISTRICT.
Per
Cent.

Chicago . 28 Minneapolis 19

Kansas City 23 Richmond 18

Cleveland 22 Atlanta  16

Philadelphia 20 San Francisco . 16

St. Louis. 20 Dallas  16

New York 19 Boston  12

National average, 18 per cent.

MASSACHUSETTS BANKING POWER.

Of New England's $7,325,000,000 in banking power on
June 30, 1931, the banks of Massachusetts held $4,552,-
000,000. Of the $6,423,000,000 attributed to the New
England district on June 30, 1932, Massachusetts banks
held $3,974,000,000.
Comparable figures for June 30, 1933, are not available.

At mid-December, the Comptroller had not yet received,
even for his own use, a complete report from all States of
the Union.
The total banking power of Massachusetts on June 30,

1933, can be shown, however, from data supplied by the
State Banking Department. These have been compiled
in a manner different from that employed by the Federal
statisticians. The following tables include the co-opera-
tive banks of this Commonwealth, but for these and all
other types of banks they show only current, paid up and
matured shares of co-operative banks and the deposits
of other banks, exclusive of interbank deposits, and they
do not comprise capital and surplus as in the case of the
Federal figures. The tables for the Commonwealth, as so
organized, are as follows:
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12 SENATE — No. 100. [Jan.

Banking Power of Massachusetts.
[In thousands of dollars.]

JUNE 30, 1931. JUNE 30, 1932. JUNE 30, 1933.

Amount. Per
Cent. Amount'

Per
Cent. Amount' C

Per
ent

Trust companies . . 8587,218 13.1 $378,137 9.6 8352,647 9.2

Savings banks . . 2,165,834 48.2 2,095,250 53.1 2,047,876 53.5

Co-operative banks . . 535,870 11.9 506,160 12.8 474,729 12.4

National banks . . 1,207,508 26.8 968,559 24.5 953,938 24.9

Totals  $4 496,430 100.0 83,948,106 100.0 $3,829,190 100.0

The reduction of total deposits in Massachusetts banks
from $4,496,000,000 on June 30, 1931, to $3,829,000,000
on June 30, 1933, was a shrinkage of $667,000,000, or
only 14.8 per cent.
To discover how this experience in the Bay State com-

pares with that of other States during the same period,
the Commission directed the compilation of numerous
statistical tables. Though the data appear too extensive
and complicated for reproduction in this report, it can be
said with the utmost confidence that they give a very
favorable picture of the stability of Massachusetts banks
during the recent period of economic strain.
Take, for example, the four States which had the largest

banking power at the outset of the year 1931. In order of
size of total deposits, these States were New York, Penn-
sylvania, Massachusetts and Illinois. By the end of the
year 1932, New York State still held its leading position
according to all available indices, but the deposits in
Pennsylvania banks had suffered a shrinkage of 23.6 per
cent, and in Illinois banks, of 36.5 per cent, whereas in
Massachusetts the reduction was at a ratio of only 12.5
per cent.
Such was the contrast on January 1, 1933, two months

before American banking conditions had reached the
historic, nation-wide crisis which occurred on March 4.
Even under that intense strain, the banks of Massachu-

Jai
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1934.] SENATE — No. 100. 13

setts stood, on the whole, impressively stable. The
shrinkage of deposits over the entire period from June 30,
1931, to June 30, 1933, — including the troublous days of
last March, — did not exceed 14.8 per cent, as cited above.

This is a record of stability far better than that shown
by most States, approached or equalled only by New York
and California among States of large banking power, and
exceeded only by a very few among the smaller States,
such as Rhode Island.
In Massachusetts, just prior to the general banking

holiday which began on March 4, 1933, there were twenty-
two banks that had been closed within the two preceding
years. Of these, five were national banks representing
3.42 per cent of the total number of national banks, and
seventeen were banks operating under the supervision of
the State Banking Department, representing 3.27 per
cent of the total number. It should be noted, however,
that one state bank had been closed and reopened during
the two-year period, and that five of the closed state
banks were connected with a closed national bank.

After the storm had broken in full fury in March, and
after the Governor, the General Court and the Banking
Department had put forth extraordinarily able and
devoted efforts to minimize the storm's ravages, it was
found that conservators were required for only five state-
chartered banks in all Massachusetts, whereas fifteen of
the national banks in this State failed to receive licenses
to resume business.'
On the other hand, throughout the Nation at large,

approximately 5,227 banks remained unlicensed on March
29, 1933. Of these, 1,327 were Federal Reserve member
banks, and about 3,900 were non-member state banks.
These figures speak for themselves in a loud voice.

They show that Massachusetts came out of the worst
banking crisis known during more than a century in a far
better position than most other States of the Union found
possible.

Of these. oniy six are now in conservatorship.

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



14 SENATE — No. 100. [Jan.

PROGESSS IN RELEASING DEPOSITS.

We come now to the record of progress thus far made in
releasing the frozen deposits of state banks in Massachu-
setts which have had to be placed in conservatorship or
liquidation, and in restoring such deposits to active use
by their owners.
The following table shows the results accomplished in

all of the state institutions which were closed or in conser-
vatorship at any time during the period from 1931 to
1934. Several of these banks have already been reopened
as going institutions, and many have been consolidated,
either in whole or in part, with other going banks. The
banks reopened on their own corporate structure are
indicated by an asterisk.

Deposits at
Closing.

Released by
December
22, 1933.

Per Cent
Released.,

Banks closed, March 19, 1931, to March 4, 1933:

*Arlington Trust Company (Lawrence) $6,508,099 86,508,099 100.0

Bancroft Trust Company (Worcester) 4,728,802 2,254,949 47.7

Brockton Trust Company .. 1,462,694 656,058 44.9

Central Trust Company (Cambridge) 8,672,718 3,739,441 43.1

Charlestown Trust Company . . 2,562,131 1,121,030 43 8

Exchange Trust Company (Boston) . 10,065,879 4,150,000 41.2

Haverhill Trust Company . . 2,210,940 1,600,555 72.4

Highland Trust Company (Somerville) 5,351,115 1,015,309 19.0

Industrial Bank and Trust Company (Boston) . 2,375,243 704,062 29.6

Inman Trust Company (Cambridge) . 3,075,120 841,926 27.4

Lawrence Trust Company • 8,874,243 2,894,255 31.6

Lowell Trust Company 3,197,742 627,472 19.6

Medford Trust Company . 5,163,686 1,751,892 33.9

*Millbury Savings Bank • 3,799,822 2,709,6352 72.9

Plymouth County Trust Company (Brockton) • 3,236,646 1,449,444 44.8

Revere Trust Company 1,500,170 406,893 27.1

Salem Trust Company 1,825,303 574,739 31.5

*Somerville Institution for Savings . 5,397,179 2,873,8371 49.5

I If it were possible to calculate exactly the set-offs and the reserves for unproved claims
of depositors and include these with the deposits released, the percentages here shown would
all be slightly higher.

2 Withdrawals restricted in part.

ci
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1934.] SENATE — No. 100. 15

Deposits at
Closing.

Released by
December
22,1933.

Per CentReleased. I

Banks placed in conservatorship after March 4,
1933:

Belmont Trust Company2  $1,480,000 - -

Merchants Trust Company (Lawrence) . . 3,951,000 31,962,000 49.7

Waltham Trust Company  4,032,000 1,863,951 46.2

Western Massachusetts Bank and Trust Company 2,061,000 743,158 36.1
(Springfield).

Worcester Bank and Trust Company . . . 16,924,000 7,500,000 44.2

Totals . . .  $108,455,532 $47,794,302 41.6

If it were possible to calculate exactly the set-offs and the reserves for unproved claims
of depositors and include these with the deposits released, the percentages here shown would
all be slightly higher.

2 Under conservatorship, pending reorganization.

The foregoing table shows that of approximately
$108,500,000 of frozen deposits in Massachusetts state-
chartered banks, more than $44,500,000 has been restored
to active use. Liquidation has already been achieved,
therefore, to the extent of 41.6 per cent.
The total number of deposit-accounts in the closed

banks is estimated at 349,623. Owners of 319,255 of these
accounts have had some share in the distribution of divi-
dends. Among the participating accounts, 264,166 repre-
sented savings deposits. This covers all but 7,832 of the
whole number of savings accounts in the closed banks.
Commercial depositors, on the other hand, have not fared
so well. Of 77,595 commercial accounts, 55,059 have
already received some payment, but 22,536 have had
none.

While comparable figures are not available for the
country at large in definite and complete form, it can
safely be said that the progress in liquidation which the
record shows has been accomplished for state banks in
Massachusetts under the direction of the Commissioner
of Banks, Arthur Guy, not only equals the best achieve-
ment in any other State of the Union which has large
banking resources, but far exceeds the progress made in
nearly all other States.
Of the Massachusetts institutions closed since March,

1931, only one remains which has not yet been able to
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16 SENATE — No. 100. [Jan.

release its deposits in any part. Even for this one excep-

tion the Commission is informed that before the present

report is filed, news may be published announcing a

dividend. If so, the Massachusetts record of progress in

liquidation will stand unmatched in any other State of

the United States which has had a considerable number

of closed banks to handle.
In establishing this commendable result, the State

Banking Department has employed all of the new means

to facilitate reorganization and liquidation which have

been incorporated into the laws of the Commonwealth

by the General Court in recent sessions. To help bring

about the desired reorganizations, open banks in this

State have given important aid on many occasions; also,

during the past two or three months in particular, the

Reconstruction Finance Corporation has proved very

useful.
IMPROVEMENT STILL NEEDED.

But it will not do to look only upon the bright side of

the shield. The dark side must not be forgotten. The

difficulty encountered and the injury suffered by all

those depositors who did find their money tied up in

closed banks of this State — and the number of their

accounts approximated 350,000 — cannot be minimized

by any comparison with figures showing the favorable

conditions of other banks and depositors throughout the

State. To the depositors in a closed bank such evidence

brings no comfort. It gives no more consolation than

the announcement of a low general mortality rate for the

city of Boston could bring to a family which had just

suffered the loss of its father in the very prime of his

life and usefulness.
An irremovable responsibility rests, therefore, upon

the State to make impossible, so far as may be, the recur-

rence of loss in the future. Toward that end every

energy must be directed, especially at this time when

the troubles and adversities experienced in recent years

are still fresh in mind.
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1934.] SENATE — No. 100. 17

II. DEPOSIT INSURANCE.

The protection of depositors was the dominant pur-
pose sought by the Congress of the United States when,
after two years of exhaustive study by committeemen of
great experience in this intricate field of legislation, the
Congress adopted the Federal Banking Act of 1933.
Certain features of the new national law which the Com-
mission believes would have value for incorporation in
the banking laws of Massachusetts will be described in a
later section of the Commission's report.

Meanwhile, one part of the congressional act presses
for immediate consideration, and that is the part which
creates the Federal Deposit Insurance Corporation,
hereinafter referred to as the F. D. I. C. This corpora-
tion becomes operative on January 1, 1934, even before
the present report can be printed and placed in the hands
of members of the General Court. Moreover, it now
appears that substantially all the state-chartered com-
mercial banks in Massachusetts wilIi participants in
the F. D. I. C. at least for the first six months of the
new year. Under these circumstances, the whole sub-
ject naturally has interest not only in its national bank-
ing aspects but also in its relation to matters of state
banking law and practice, including a need to determine
what should be the policy of the Commonwealth of
Massachusetts in view of the far-reaching new arrange-
ments now designed and established by the Federal
government.

THE FEDERAL SYSTEM DEFINED.

The principal features of the F. D. I. C. can be de-
scribed by stating, first, the essential terms of the insur-
ance benefits offered; second, what banks must or may
Participate; third, the means for raising the money
needed to carry out the plan; and fourth, the manner in
which the corporation will manage and operate the
insurance fund.
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18 SENATE — No. 100. [Jan.

Benefits. -- Under the terms of the act, banks now
entering the F. D. I. C. will have their deposits insured
from January 1 to July 1, 1934, according to a temporary
plan which provides insurance to the extent of $2,500 of
the net claim of any depositor. Thereafter a permanent
plan is laid out. This will insure deposits according to
the following schedule: 100 per cent of the liability to a
depositor not exceeding $10,000; 75 per cent of the
amount in excess of $10,000 but not exceeding $50,000;
and 50 per cent of any amount which may be still higher.

Membership. — All national banks are, in effect, com-
pelled to apply for membership in the insurance system,
since any national bank which fails to qualify for ad-
mission by July 1, 1934, will be summarily placed in
receivership or conservatorship.

All state banks which are now members of the Federal
Reserve System are likewise compelled to seek admission
to the F. D. I. C., if they desire to keep their member-
ship in the Federal Reserve after July 1 next.

State non-member banks may share in the temporary
insurance "upon certification that they are solvent by
the state banking authorities and upon examination and
approval by the corporation." State banks so admitted
before July 1, 1934, will be allowed to remain in the
F. D. I. C. for two years longer, until July 1, 1936,
without necessarily becoming members of the Federal
Reserve System. After July 1, 1936, however, the insur-
ance corporation will retain only banks which are mem-
bers of the Federal Reserve.
The option to enter the insurance system on or before

July 1, 1934, is extended not only to commercial non-
member banks, but also to mutual savings banks, with
a right of continuance until July 1, 1936, on which date
they will be compelled to join the Federal Reserve
System if they wish to remain in the F. D. I. C.

Assessments. — Each bank participating in the tempo-
rary insurance is required to pay at the time of admission
one-quarter of one per cent of the amount of its deposits
not exceeding, however, the sum of $2,500 held to the
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19341 SENATE No. 100. 19

credit of any single depositor. Each participating bank
will also become liable to call for further payments,
during the temporary period, up to a maximum of one
per cent of the amount of its deposits not exceeding the
sum of $2,500 held to the credit of any depositor. On
the other hand, any balance remaining in the temporary
fund on July 1, 1934, will be refunded pro rata.
To meet the cost of the permanent insurance after

July 1, 1934, a different system of contributions is
ordered by the Federal law. First, each participating
bank is required to subscribe to Class A stock of the
F. D. I. C. in an amount equal to one-half of one per
cent of the bank's total deposits, the subscription to be
payable in two equal instalments, one immediate and the
other at call. Thereafter, whenever the Federal insur-
ance fund falls below one-fourth of one per cent of the
total deposit liabilities of all Class A stockholders, each
participating bank will become liable to an additional
assessment amounting to one-fourth of one per cent of
its deposits. The number of further assessments, which
may be so levied, is without limit.
Each of the twelve Federal Reserve Banks is also

required to take stock — in this case called the Class B
stock — in an amount equal to one-half of the bank's
surplus as computed on January 1, 1934. Moreover, the
treasury of the United States has been authorized to
subscribe for $150,000,000 of the F. D. I. C.'s stock,
subject to call by the corporation's board of directors.

Operation.—National Banks: When a national bank is
closed, the F. D. I. C. will appoint a receiver, and at the
same time organize a new national bank. The new insti-
tution will assume the insured deposit liabilities of the
closed bank, the corporation supplying the means which
will permit it to do so. The corporation will then proceed
to wind up the affairs of the closed bank, collect its assets
and enforce the liability of the stockholders and directors.
The new bank is to be organized without capital stock
and managed by the corporation. Except for a right to
receive new deposits, it is not to transact banking business
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until it shall have capital stock subscribed and paid in on
the same terms as provided for the organization of other
national banks. If sufficient capital stock is not thus paid
in, or if the business of the new bank is not sold by the
corporation to another bank in the community, it shall,
after two years from its organization, be liquidated.

State Banks: When a state bank is closed, the corpora-
tion may accept appointment as receiver if such appoint-
ment is authorized by state law. In any event, the F. D.
I. C. shall organize a new national bank to assume the
insured deposit liabilities of the closed bank. The means
enabling the new institution to do so will be supplied by
the F. D. I. C. upon satisfactory recognition, under the
law or practice of the State in question, that the corpora-
tion has a right to receive dividends from liquidation of
the closed state bank on the same basis as in the case of a
closed national bank. In so far as consistent with state
law, the plan is then to proceed as provided with respect
to closed national banks.

GENERAL OUTLOOK FOR THE TEMPORARY PLAN.

There are several reasons for believing that the tem-
porary Federal insurance will not impose, during the next
six months, any inordinate burden on the commercial
bankers.
In the first place, thousands of weak banks throughout

the country have been closed and thus removed from the
picture. Secondly, the standards set in the recent exami-
nations of going banks for admission to the F. D. I. C.
have been high in principle. If the actual practice has led
to anything like such good results in many other States
as are known to have been attained in the course of these
examinations in Massachusetts, the present position of
banks admitted to the F. D. I. C. should be favorable.
Thirdly, it must be remembered that the Reconstruction
Finance Corporation has recently subscribed for $631,-
000,000 in new preferred stock and capital notes of going
banks throughout the country, and still has funds for
further use in this manner.
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Many banks which accepted such capital had no press-
ing need for it. But hundreds of other banks, outside of
Massachusetts, have taken advantage of the R. F. C.'s
offer as a means to bring themselves up to the level of
strength required by the F. D. I. C. Some of the banks
which have proceeded in this manner are, perhaps, still in
a position not any too good. But even so, this result is
implied, namely, that if such banks do come into any
difficulty in the early future, it will be the government that
bears the first loss. The R. F. C. subscription in these
cases, as indeed for all banks which have accepted it, will
serve as a cushion.

THE OUTLOOK IN MASSACHUSETTS.

So much for the national outlook from January 1 to
July 1, 1934. There follows a consideration of some of
the terms of the Federal insurance as these affect Massa-

chusetts.
On November 13, 1933, there were in this State 132

national banks licensed by the Secretary of the Treasury.
All of these banks are automatically qualified for admis-
sion to the temporary insurance plan. The same is true
of the 18 Massachusetts trust companies which are
members of the Federal Reserve Bank of Boston.
Of the 58 state-chartered trust companies which are

not members of the Federal Reserve System, all but four
applied for admission to the F. D. I. C. on a temporary
basis, the four exceptions including banks which do largely
a fiduciary business. As to the 54 state non-member
commercial banks which did apply, and which have
undergone rigid examinations in recent weeks, all have
been successfully qualified.
The question whether any other course of action

could wisely have been followed by the state commercial
banks regarding the temporary Federal insurance, and

more especially whether there is any other sound course
which they might adopt in the future as to the perma-
nent Federal plan, will be discussed at a later stage of
this report. For the moment, discretionary aspects of
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the case are irrelevant. The matter of chief importance
just now is a significant new fact, namely, that from
January 1 to July 1, 1934, the 132 national banks in
Massachusetts and some 72 state commercial banks
will be offering the temporary Federal insurance to their
depositors.
How will the public look upon this innovation? No

man can foretell the future with certainty, and this
Commission attempts no prediction. But one thing IN
certain. In any situation which involves credit --
whether of men, of banks or of governments — public
confidence is a factor of major importance. It wields a
controlling power. Credit and confidence — the very
words are synonymous. Anything which affects one
moves the other. Hundreds of thousands, rising into
millions, of bank depositors throughout the United
States will welcome increased assurance of the safety of
their deposits. How can the popular attitude be any-
thing else than one of welcome for such a development,
after the grief experienced during the past three years?
That the people of Massachusetts will take a favorable

view of deposit insurance under present conditions seems
exceedingly probable. The subject, thus far, has had
comparatively little public notice here; but as the Fed-
eral plan comes into actual operation, it is bound to
receive wide attention during the introductory stages.
The national and state commercial banks, which are in a
position to announce that deposits made with them are
insured, may therefore enjoy a distinct competitive ad-
vantage as against banks which offer no plan of insurance
or guaranty.
In the course of the Commission's deliberations, exten-

sive study has been given to this contingency. The two
great groups of banks in Massachusetts not now equipped
with a plan of insurance are the mutual savings banks
and the co-operative banks. As to the savings banks,
it is true, as before mentioned, that the Federal Banking
Act of 1933 offers them an opportunity to enter the
F. D. I. C. The question arises, however, is it desirable

-.011
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that they should do so, and, if not, should some similar
plan be established for them by authority of the Com-
monwealth? As to the co-operative banks, the Federal

act makes no provision. In this case the question, there-

fore, is single: Should some equivalent plan be estab-
lished for the co-operative banks by the Commonwealth?

SAVINGS BANKS.

Let us first consider, briefly, the issue as it lies regarding
the savings banks.
As already shown in this text, the mutual savings banks

of this State, having deposits in excess of $2,000,000,000,

passed through the recent depression, extraordinary in

its length and severity, with the failure of only two banks,

whose combined deposits amounted at the time of closing
to little more than $9,000,000. This was but forty-four
hundredths of one per cent of the total then held by the

system as a whole. Today both of these banks have been

reopened on their own corporate structures. Release of

nearly three-fourths of the temporarily frozen deposits

has already been accomplished in one case, and of nearly

a half in the other, with the recovery still progressing.
To show the net losses sustained by savings bank de-

positors after liquidation was complete in every instance,
an exact experience record has been compiled and placed
in evidence before this Commission, covering the entire
period of 115 years from the day when the first Massachu-
setts mutual savings bank opened for business in Febru-
ary, 1817, until the first of the two temporary closings

above mentioned occurred in February, 1932.
This 115-year record shows that the actual losses, after

liquidation, amounted to only $2,549,868. For a system

of banks which, in that course of time, handled deposits
and made loans in an amount running into billions of

dollars beyond calculation, this is a distinguished proof
of safety.
But note what this record means in relation to the

F. D. I. C. The terms of the temporary Federal insur-
ance create for participating banks a legal liability to be
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assessed one per cent of their total deposits not exceeding
$2,500. The amount of such deposits in the mutual
savings banks is approximately $1,400,000,000. One per
cent of that sum is $14,000,000. Therefore, if the Massa-
chusetts savings banks should enter the temporary plan,
they would be assuming a liability, for six months' insur-
ance, nearly six times as great as the savings banks' total
loss to depositors — $2,549,000 — over a period of 115
years.
A levy of the maximum Federal assessment for the

temporary plan is unlikely. The figures given above are
offered, therefore, chiefly for their value in supplying a
basis for comparative measurement. But how the com-
parison strikes home!
The strongest drawbacks to any participation by the

mutual savings banks in the Federal insurance arise,
however, in connection with the permanent plan. The
F. D. I. C., as originally set up, was conceived entirely
without regard to the needs or conditions of this type of
bank. Outside of New England, New York, and a few
other States, no such type exists. Those institutions in
other parts of the country which receive savings deposits
— including many of those which include the words
"savings bank" in their corporate titles — are not mutual
savings banks, but joint stock banks, most of them being
engaged largely in commercial business. The inclusion of
mutual savings banks in the insurance provisions of the
Federal Banking Act was an afterthought.

If any proof of this statement be needed — though it
simply accords with reports already printed in the public
press — the evidence can be found in the act itself. As
may be seen from the foregoing description of the proce-
dure in operating the insurance fund, the Federal law makes
no suitable provision whatever for the liquidation of a
mutual savings bank. The only plan offered requires the
organization of a new national bank, which is not nearly
so advantageous as alternative procedures permitted under
Massachusetts laws.
By the terms of the law creating the F. D. I. C.,
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Congress placed the heaviest possible pressure upon all
participating banks not now members of the Federal
Reserve System to become members of the Federal
Reserve, if not at once, then by July 1, 1936, at the
latest. In this regard, no special exemption was devised
for mutual savings banks. Yet the fact is that the
normal services of the Federal Reserve Banks have al-
most nothing of advantage to offer such banks, even if
they should become members. The great usefulness of
the Reserve Banks is to commercial banks, for whose
service the Federal Reserve was created. Moreover, no
high official or expert known to this Commission — even
including the warmest friends of the Reserve System
and the strongest champions of its further development
— had ever argued, before passage of the Banking Act
of 1933, that mutual savings banks should become Fed-
eral Reserve members. They have no place there.

In the Commission's opinion, it is evident, also, as a
fundamental fact that mutual savings banks do not be-
long in the F. D. I. C. This Federal corporation is
designed for banks of a different character. For the
mutual savings banks to join with them would result
in unwise confusion of principles.
And it would invite something more. As graphically

argued by a speaker in one of the Commission's execu-
tive sessions: "If the savings banks ever go into the
Federal plan, even on a temporary basis, their path out
would lie across hot stones." Once engaged in the tem-
porary plan they would in all likelihood find themselves
bound to continue as participants in the permanent plan.
In that event the savings banks of Massachusetts would
become liable to pay assessments — uncontrolled by any
legal limit whatever -- for the insurance of thousands of
banks of altogether different type scattered throughout
the Nation whose experience records for stability are
nothing like so high as that of the Massachusetts mutual
savings banks, and whose loss ratios over any period of
the past, long or short, are very much greater.

It appears, therefore, that although the Federal Bank-
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ing Act of 1933 gives mutual savings banks a right of
entrance into the F. D. I. C., that option is a definitely
undesirable one for them to exercise.

CO-OPERATIVE BANKS.

Let us turn now to the co-operative banks. The experi-
ence record of co-operative banking in Massachusetts, as
the General Court knows, is likewise of superlative char-
acter.
Although the downward sweep of all values, including

real estate, which began in October, 1929, continued un-
checked for nearly four years, the 227 co-operative banks
-- the guardians of assets totalling more than $500,000,000
— went through that period of severest strain without
the failure of a single bank or the loss of a single dollar
of principal to any shareholder. This achievement stands
almost unparalleled in any field of banking today, and
certainly is without equal in the particular field of in-
vestment in which banks of the co-operative type are
engaged. On comparison with statistics for the country
at large, the record of the Massachusetts co-operative
banks during the recent depression stands head and
shoulders above that of the building and loan associa-
tions, as similar institutions are called in other States.
The history over a long range is equally impressive

and perhaps still more significant. The first co-operative
bank in Massachusetts was established in 1877. During
the entire period of fifty-seven years since elapsed, no
co-operative bank has ever been compelled to close its
doors. There have been a few liquidations, but all of
them have been voluntary — still another achievement
which stands well-nigh without equal in the chronicles
of‘American bank systems. Moreover, of those few co-
operative banks whose directors decided to wind up the
bank's affairs, all produced a 100 per cent dividend for
their shareholders except in one infinitesimal case in
1883,' and. another .which was the minor exception that

' 857 in a bank having total dues capital of only $OO which discontinued business for
lack of local intermt.
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proved the rule. In this instance, the voluntary liquida-
tion of a small bank realized 89 per cent, but this in-
volved a loss of only $13,500.
The record over the whole period of fifty-seven years,

from 1877 to 1934, shows a loss which is only two-thou-
sandths of one per cent of the co-operative banks'
$500,000,000 worth of assets today.
In the presence of such excellent records, showing

almost impregnable strength and stability, it may be
argued that neither the savings banks nor the co-opera-
tive banks of Massachusetts have any considerable need
of deposit guaranty. But this selfsame fact also supplies
a powerful argument in its favor. Co-operative banks
whose net losses have been only trivial throughout a
period of fifty-seven years, from 1877 straight down to
this date, including the protection of every dollar of their
shareholders' capital during all of the recent depression,
and a vast savings banks system whose net losses in
liquidation during 115 years, from 1817 to 1932, was
only about $2,500,000, certainly stand in a sound posi-
tion to adopt state-wide guaranty plans without likeli-
hood that these will incur any great cost in the future.
No valid reason appears, therefore, to deny to deposi-

tors the satisfaction of knowing that the security of their
money has been made doubly sure by adding the same
feature of special protection which will hereafter be
offered depositors in commercial banks which, to a cer-
tain extent, are competitors for the savings of our citi-
zens. In that regard, banks without an insurance plan
would be placed at a disadvantage at this particular
time.
To take any other attitude is to treat the whole Fed-

eral deposit insurance plan as though it were of negli-
gible account, both in itself and in the effect which it
may have with the public. Such an outlook, the Com-
mission believes, is unjustified, and it finds that this
view is shared by the two state-wide associations main-
tained by the savings banks and by the co-operative
banks, respectively. Both have given the problem corn-
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prehensive consideration. Both sent representative dele-
gations to appear before this Commission, and in these
hearings the question of guaranty, among other issues,
was discussed. At the request of the Commission, the
Savings Banks Association of Massachusetts submitted
a tentative draft of an act to guarantee the deposits of
savings banks, and the Massachusetts Co-operative
Bank League likewise supplied a draft to provide a
guaranty for the shares of co-operative banks.

RECOMMENDATION.

Under all the circumstances, on the very eve of one of
the most sweeping innovations ever known in the his-
tory of American banking, the Commission considers
that it would be derelict in its obvious duty as set forth
in the instructions given by the General Court, if it were
not now prepared to offer guaranty bills, ready for the
Legislature's consideration at the earliest moment which
your honorable body may find desirable.

Accordingly, after extensive study, the Commission
voted unanimously to report such bills to the General
Court. (See Appendices G and H for draft of such bills.)
The two measures, in their essential terms, may be

described as follows:

Guaranty Bills Described.
The bill providing for a guaranty of deposits in savings

banks establishes a fund which shall be held and admin-
istered by the directors of the existing Mutual Savings
Central Fund, Inc., in addition to, and separate from,
the powers and duties which the Mutual Savings Central
Fund now possesses.
The Deposit Guaranty Fund would attain in the

course of its first year a minimum limit of $20,000,000.
This sum is to be raised by levying upon every savings
bank four assessments, each amounting to one-fourth of
one per cent of its total deposits, the first to be payable
shortly after the passage of the act, and the other three
at successive intervals of three months each. The bill
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provides, however, that any sum paid into the Guaranty
Fund may be set up as an asset on the books of the
contributing bank to such extent as may be authorized
by the Commissioner of Banks.
When the fund has reached the desired minimum level

of $20,000,000 further assessments would be made only
at the discretion of the directors of the fund. Under no
circumstances, however, may the total of all assessments
exceed a maximum limit of $60,000,000.
For purposes of comparison, the requirements which

the permanent Federal deposit insurance plan would
impose upon mutual savings banks are restated below.'
In fixing the minimum level at $20,000,000 for the pro-

posed Massachusetts plan the Commission's intent is to
make sure that the resources actually paid into the fund
would be large enough to meet any contingency before,
and not after, the need might arise. The Commission
does not anticipate losses of any such figure, but recog-
nizes the necessity of establishing a fund sufficient in size
to obviate forced liquidations. With $20,000,000 in hand,
the guaranty fund would have cash resources eight times
as great as the whole net loss, amounting to $2,500,000,
which depositors in the savings bank system sustained
over a period of 115 years from 1817 to 1932, and twice
as great as the total amount of deposits in the only two
savings banks which even temporarily closed their doors
during all of the recent years of intense economic strain.
If a fund of this size be recruited before the active need
arises, the money can be collected with less difficulty to
all concerned than would result from any other procedure.
If the disposition be to wait until some active need should
develop, that is likely to prove the very time when a call
for additional funds would be inconvenient.

Under the terms of the Federal law, any savings bank which becomes a member of the
F. D. I. C. on the permanent plan must subscribe one-half of one per cent of its total deposit
liabilities for stock of the corporation, one-half to be paid forthwith, the balance to remain
subject to call. In addition, assessments of one-quarter of one per cent of the total deposit
liabilities shall be levied whenever the net debit balance of the deposit insurance account
hall equal or exceed one-fourth of one per cent of the total deposit liabilities of all Class A
stockholders. This opens the door to unlimited assessments in addition to the stock invest-
ment; also, the Federal law provides that whenever any state member bank (including a
mutual savings bank) shall have been closed, the corporation shall organize a new national
hank.
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Under the terms of the bill, the Commissioner of Banks
is given the sole responsibility of deciding when actual
use shall be made of the resources and powers of the
guaranty fund. Whenever the Commissioner finds that
any member bank either has already entered into "an
unsound or unsafe condition," or will do so if it continues
in business, he may so certify to the directors of the
Guaranty Fund. Thereupon, the corporation controlling
the fund shall immediately take possession of the prop-
erty and business of such bank.
The corporation's first duty, upon taking possession,

shall be to provide such funds as it may find necessary to
preserve the assets of the bank and manage them in a
business-like manner for the protection of depositors.

Thereafter, the directors of the corporation may follow
one of two courses, — they may either decide to carry on
the business of the bank until its condition can be raised
to a point which would justify a return to its original
management, or else the corporation may, and at the
request of the Commissioner shall, discontinue the busi-
ness of the bank and proceed to liquidate its affairs.

If the first course is chosen, the bill Provides that the
bank shall not be returned to its original management
unless and until all funds advanced to the bank from the
Deposit Guaranty Fund shall have been repaid to the
fund, or until the corporation shall have received satis-
factory security for such repayment.
On the other hand, if the corporation decides to liqui-

date the bank, the bill provides that the depositors shall
be paid the full amount of their deposits, with interest.
Such payments are to be made within three years from
the time liquidation begins, and in such installments as
the directors of the Guaranty Fund may determine. For
this purpose, the corporation shall use, in addition to the
assets of the bank, whatever sums may be required from
the Deposit Guaranty Fund in order to make up any
deficiency which otherwise would fall upon the depositors.
As a necessary condition of the new duties and powers

thus conferred upon the directors of the Mutual Savings
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Central Fund, the bill makes permanent the life of that
institution which otherwise — in accordance with the
terms of chapter 44 of the Acts of 1932 -- would expire in
1937.

Co-operative Banks. We come now to a description
of the bill "To Establish a Fund for the Guaranty of
Shares in Co-operative Banks."
The fund set up by this bill is to be held and adminis-

tered by the directors of the Co-operative Central Bank,
created by chapter 45 of the Acts of 1932, and by a pro-
posed amendment of that act the life of this institution
is hereafter made permanent.
The terms of assessment by which the co-operative fund

is to be recruited are, in their effect, identical with those
in the savings bank plan. Within ten days after passage
of the proposed act there shall be levied upon every co-
operative bank an assessment of not less than one-fourth
of one per cent of the share liabilities of each bank, which
shall be payable at once. This shall be followed by three
further assessments, of one-fourth of one per cent each,
at successive intervals of three months, until the total
sum paid into the fund equals one per cent of the total
share liabilities of the member banks. Thereafter other
assessments may be made from time to time, in the dis-
cretion of the directors of the fund, to a maximum total of
not more than three per cent of the share liabilities. This
would provide a maximum fund of $15,000,000, while the
minimum limit would be $5,000,000.
This minimum sum the Commission considers ade-

quate to cover any or all foreseeable contingencies. As
previously shown, there has never yet been a single com-
pulsory liquidation of a co-operative bank, and the net
losses ultimately resulting from the minor cases of vol-
untary liquidation which occurred at any time during
the past fifty-seven years, from 1877 to 1934, were so
slight that they may be considered negligible.
In practically all of its other major features, and even

in most of the details of its wording, the Co-operative
Guaranty bill follows the plan mapped out for the say-
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ings banks Guaranty Fund. In case the Commissioner
of Banks should certify that any co-operative bank has

entered into "an unsound or unsafe condition," or will

do so if it continues in business, the procedure to be
invoked by the directors of the Shares' Guaranty Fund
would take over the management of the bank, supply
funds to preserve its assets, and then either undertake to
restore the bank to a strong condition, or proceed to
liquidate its affairs, just as in the case of a savings bank.
If liquidation ensues, the corporation shall pay to the
shareholders of the bank the full amount of their shares,
with interest. Such payments are to be made, however,

within five years from the time liquidation begins, instead
of three years, as in the case of a savings bank.

Commercial Banks — Federal or State.

In concluding the Deposit Guaranty section of this

report the Commission will deal, very briefly, with the

question whether it would be possible to set up for the

state-chartered trust companies of Massachusetts a plan
of Deposit Guaranty similar in outline to the plans above

proposed for the savings banks and the co-operative
banks of this State. Certainly, some strong grounds may
be urged for such a development. As set forth in the
first section of this report, the facts show that bank fail-
ures in Massachusetts in recent years have been far less

numerous than in most other States of the Union. It

must be true, therefore, that the risk of loss assumed by
any Massachusetts bank which enters the permanent

insurance plan of the F. D. I. C. on July 1, 1934, will be

greater than that bank would incur if it became part of

a guaranty plan devised for, and limited to, Massachu-

setts banks alone.
In the course of its studies, your Special Commission

received testimony from a reliable expert to the following

effect:

If you take all the bank failures in the United States during the

period from 1926 to 1932, inclusive, and if you assume that the de-

posits in the banks then closed were a total loss (that is, without
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making any allowance for partial returns secured from liquidation),
the annual loss ratio amounts to 1.15 per cent of the total deposits
in all banks in the United States. On the other hand, if you take the
bank failures in Massachusetts alone during the same period, and
compute the loss on the same basis, the annual loss-ratio is only
0.5 per cent.

On the other hand, it must be recognized that a num-
ber of this State's largest trust companies are members
of the Federal Reserve System. As such they will be
compelled to participate in the F. D. I. C. on a perma-
nent basis, unless they should decide on or after July 1,
1934, to withdraw from membership in the Federal
Reserve. In any event, the laws and conditions must be
recognized as they now exist. So long as those of the
Massachusetts trust companies which are members of
the Federal Reserve System remain there, the task of
determining what might be done as to a state plan of
guaranty for the non-member commercial banks is a
weighty question. The issue cannot be resolved without
thorough study to ascertain whether a guaranty fund of
sufficient size could be set up for the state non-member
commercial banks to make such a plan sound, feasible
and adequate to the purposes in view.
The Commission is convinced, however, that further

consideration should be given to this whole subject not
only by the General Court, at its pleasure, but by all
Persons and interests having a concern for the welfare of
the state banking system in time to come. Meanwhile,
as set forth in detail on earlier pages of this report, there
IS no present reason for worry. The participation of
state banks in the F. D. I. C., which begins today, is on
a temporary basis only, and that basis puts a definite
lunit upon any expense which these banks might be
called upon to bear between now and July 1, 1934.
Moreover, it seems quite unlikely, as a practical matter,
that the participating banks will be called upon to pay
more than a small part even of the limited assessments to
Which the Federal law makes them liable during the next
Six months, while the advantages to be gained from the

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



34 SENATE — No. 100. [Jan.

temporary Federal deposit insurance, through enhancing
the confidence felt by bank depositors in many parts of
the United States, may be substantial.

III. MASSACHUSETTS TRUST COMPANIES.

As to the changes recommended in that part of the
report which next follows, the Commission has in view
not solely conditions as they now exist, conditions which
are largely abnormal, but rather the gradual and con-
stant strengthening of our banking structure, so that if
and when unusual conditions may again occur, our
banks, and most particularly our commercial banks, will
be able to meet them without the casualties which came
to pass in 1920-21 and 1931-32.

Moreover, this Commission has tried to leave ample
room for individual initiative on the part of our bankers,
while at the same time writing into the statutes certain
restrictive changes based on principles which some of
the ablest of our bankers themselves have developed.
Directors and officers will need to continue to be ever
watchful in their efforts to render complete protection
for the funds left with their banks for safekeeping. No
laws can be drawn which will do away with individual
judgment in the passing on applications for credit.
The Commission has no desire to do away with the

competitive system of banking, but it does recognize
the necessity for permitting an extension of branch bank-
ing within county limits, and for imposing certain regu-
lations which will prevent that type of competition which
tends to destroy the stability of our banking institutions.
The Commission has not limited its efforts to the pro-

tection of any one group, be they depositors, borrowers,
stockholders or officers, nor to any one angle of the bank-
ing situation. It has tried to cover the whole field, giving
protection to all, so that, as in the past, others may con-
tinue to look to the banks of this Commonwealth as
leaders.
Thought and study have been given to the subject of

credit unions, but the Commission makes no recommen-
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dation concerning these at the present time. Morris
Plan Banks are not now under the supervision of the
Commissioner of Banks. The Commission feels that this
would be desirable. Small loans might be a subject for
special study, since these are allied to banking, although
not a part of our recognized banking structure. Legis-
lation with respect to the three foregoing subjects might
well be included in an industrial banking act. To pre-
pare this would have taken more time than the Com-
mission had at its disposal. However, it does recommend
that the subject be given further consideration.
Among the specific objects which the Commission has

had in mind are (a) more definitely fixing responsibility
for the operation of our banks; (b) the strengthening of
individual banks; (c) making our banks more liquid;
(d) eliminating control by outside corporations and elimi-
nating interbank control; (e) eliminating certain abuses;
( f ) aiding stockholders and encouraging the employment
of additional capital in banking; (g) simplifying the
operation of our banks; (h) simplifying and speeding
up the process of reorganization or liquidation of closed
banks; (i) assuring a more ample supply of credit for
the legitimate requirements of industry; and finally
(i) giving to depositors the greatest protection possible.
Of necessity most of the changes have to do with our

commercial banks, and therefore relate to a revision of
chapter 172 of the General Laws.
The most far-reaching of these suggested changes has

to do with the elimination of the separate savings de-
partment. Separation of savings and commercial activi-
ties of our trust companies has not prevented loss to the
Savings depositors, and in some instances has worked a
serious injustice to depositors in the commercial depart-
ment. It has greatly added to the expense of liquidating
Closed banks, and has delayed the payment of dividends.
The Commission is of the opinion that the elimination

of the savings department should take place at this par-
ticular time, as depositors in such departments would

L
receive other protection if the General Court looks with
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favor upon certain of the changes herein recommended,
as well as from the benefits of the temporary plan for the
guaranty of deposits by the Federal Deposit Insurance
Corporation. The Commission has already suggested
that after due consideration a guaranty fund might be
created for trust companies incorporated under the laws
of the Commonwealth, such fund to become operative
when the temporary plan of the Federal Deposit Insur-
ance Corporation expires. This would place both savings
depositors and commercial depositors of our trust com-
panies .on practically the same basis as exists in the case
of depositors in national banks.

Another important change suggested is the strengthen-
ing of the capital of existing banks in order that depos-
itors may have more protection from losses due either
to bad loans or shrinkage in the value of investments.
This could not be fully accomplished without permitting

branches in communities which, while they may require

banking services, have not sufficient need for a local bank

to warrant the capital investment. In many cases this
has resulted in the formation of banks with the mini-
mum capital permitted by statute, but which is, never-
theless, a capital too large to earn a satisfactory rate of

dividend and at the same time too small to accommodate
the larger business enterprises of the community. County-
wide banking will perhaps result in fewer banks, but it
should result in stronger banks, and more communities
would obtain direct banking service.
The Commission feels that real estate loans should be

limited to an area where constant supervision may be

maintained, and an area within which all directors may

have some knowledge of values. There appears to be
no reason to place narrow arbitrary limits upon those

banks which are situated near a county or state bound-

ary. This applies especially to savings banks and co-

operative banks which cannot now lend outside of the

State. There should be some way whereby the Com-

missioner of Banks could be sure to have brought to his

attention loans that exceed the assessed value of the

A
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property. At present there is no provision that this
information be included in the written application filed
with the bank when a borrower asks for a loan, except
in the case of credit unions. By adding such provision
and requiring the examiner to report all loans exceed-
ing assessed values, there will be an opportunity for the
Commissioner to note loans that may possibly be ex-
cessive.
Lack of publicity of the true condition of a corporation

may often cause more injury than would be done by
exact knowledge of an unsatisfactory condition. With
a few exceptions our commercial banks give a minimum
of information concerning their financial condition while
they are in business, and even less is available once they
have gone into the hands of the Commissioner. Co-
operative banks have long given their shareholders a
reasonable amount of information. Corporations in gen-
eral have been publishing more and more detailed infor-
mation. This Commonwealth has long insisted on com-
plete information being made public by its public utility
operating companies and insurance companies *author-
ized to do business in the State. The Commission is of
the opinion that banks should give adequate reports to
their stockholders, and that the Commissioner should be
required to keep depositors of closed banks informed of
the progress he is making in liquidating or reorganizing
such banks.
At the present time the State Banking Department is

charged with the responsibility for protecting deposits in
state-chartered banks amounting to more than $3,000,-
000,000, the safety of which affects the welfare of all
living in the Commonwealth. It is further charged with
liquidating or reorganizing those banks which have gotten
into difficulties. To assure the quality of supervision
and examination that is essential requires men of great
ability. The Commission finds that the present salary
schedule is not sufficient to compensate such ability. It
therefore recommends that the subject of salaries in the
Banking Department be referred to the committee on
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Ways and Means for a general revision in the direction
of higher rates of remuneration.
As this report moves to a close, the Commission wishes,

in retrospect, to affirm one major principle in particular,
upon which the Commission has sought to proceed in
carrying out the instructions given by the General Court.
Out of the multitude of subjects in question which have
come before the Commission it has undertaken to handle
for this report only those matters which it could handle
in a manner reasonably complete.

Until very recently, the Commission felt that it would
be necessary to ask for an extension of time, but on final
reflection it was decided that the Commission would do
a better service by offering now a report which could
come immediately before the Legislature, at this time
when important changes are impending, such as the in-
ception of the F. D. I. C.

It must be realized that in a work of these proportions
all of the members could not agree in all particulars.
None, however, sees fit to file a formal dissent to the
report. All feel that the recommendations by and large
are in the right direction, and all favor the main con-
structive policies herein described.

SUGGESTED CHANGES IN CHAPTER 172, GENERAL LAWS.

DEFINITIONS.

The terms "bank," "banking institution," "common
stocks," "capital," "capital funds," "total deposits,"
"demand deposits," "time deposits" and "savings de-
posits" are frequently used in this chapter. The Com-
mission therefore believes that definitions for such
terms should be added to section 1. (See Appendix
A, section 1.)

OFFICERS.

The present law provides that there shall be not less
than seven directors, but does not limit the total num-
ber that a trust company may have. The Federal law
provides that no bank that is a member of the Federal

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



1934.] SENATE — No. 100. 39

Reserve System shall have more than twenty-five direc-
tors. The Commission therefore recommends that legis-
lation should be enacted to limit the directors of a trust
company to twenty-five.
Our present law provides that the president be elected

by the stockholders. It also provides for an actuary,
but, on the other hand, makes no mention of a chair-
man of the board of directors. It seems to the Com-
mission desirable to have the president elected by and
responsible to the directors who should have the power
to choose a chairman. There appears to be no particu-
lar need for the alternative office of actuary.

Although the directors of trust companies have usu-
ally provided for an investment or executive committee
in their by-laws, it seems preferable to provide for this
committee by statute. (See Appendix A, section 12.)

CHOICE OF OFFICERS.

In view of the fact that complications have arisen in
connection with attempts to collect on existing types of
bonds, the Commission feels that specific authority
should be given the Commissioner to require a so-called
"faithful performance" bond from officers and em-
ployees. It further feels that the Commissioner should
not accept a bond from any company not authorized to
transact business of suretyship in the Commonwealth.
(See Appendix A, section 13.)

DIRECTORS.

Only a majority of the directors of any trust company
need be residents of the Commonwealth under present
provisions of the law, and they need only hold stock with
a par value of $1,000. Moreover, one-third of the di-
rectors may also be directors of other banks. The
Commission recommends legislation to require all direc-
tors to be residents of the Commonwealth. This is more
in line with the Federal law, which requires directors to
be residents of the State in which national banks are
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located, or, if outside the State, such residence must be
within fifty miles of .the bank. Present Federal statutes
provide that no director shall be a director of any other
bank, and that each director own stock with a par value
of $2,500 unless the capital of the bank is 850,000 or
less. The Commission feels the $2,500 requirement
desirable, and is of the opinion that interlocking direc-
torates should be abolished. In the case of national
banks, the oath subscribed by directors is transmitted
to the Comptroller of the Currency. Such oaths might
well be kept in the custody of the Bank Commissioner.
The Commission is of the opinion that vacancies

should not be permitted to exist in the boards of direc-
tors of trust companies, and that it should be mandatory
rather than permissive for the directors to fill such
vacancies. (See Appendix A, section 14.)

CERTAIN FEES, ETC., TO OFFICERS, EMPLOYEES AND
ATTORNEYS PROHIBITED.

Our present law provides that only a majority vote be
required in connection with transactions between the
bank and its directors, and then only if the terms of such
transactions are less favorable than offered to others.
The Commission feels that there are too many loop-
holes in the section as it now stands. They therefore
suggest that a three-fourths vote of the directors be
required in all cases. Under the Federal law, banks that
are members of the Federal Reserve System are prohib-
ited from making loans to bank examiners. The Com-
mission feels that such law is too stringent, and yet,
though our statutes do not cover this subject, there
should be a provision specifically permitting such loans
under certain restrictions. (See Appendix A, section 16.)

BOOBS OPEN FOR INSPECTION.

The Commission feels that the amount of information
contained in returns of banks published under the pro-
visions of section 26 are totally inadequate to indicate
the true financial condition of such banks, and that each
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stockholder is entitled to a more detailed report at least
once every year. Corporations, other than banks, in
general give their stockholders fairly complete reports,
sometimes as often as four times a year. The same is
true of most co-operative banks in this Commonwealth.
Although the determination of the details which shall be
shown may well be left to the Commissioner and each
bank, additional legislation requiring greater publicity
seems necessary. (See Appendix A, section 19.)

CAPITAL STOCK.

By chapter 112 of the Acts of 1933, banks in the process
of reorganization were given authority to issue preferred
stocks. The Commission recommends that the same
authority be given to all banks. They feel that the mini-
mum capital requirements should be increased to corre-
spond with Federal requirements.
The Commissioner of Banks, Arthur Guy, advises this

Commission that some action should be immediately
taken to give going banks the right to issue preferred
stock if such banks are to obtain the full advantage of
the power of the R. F. C. to purchase such stock. With
this in view he has prepared an amendment to chapter
112 of the Acts of 1933. (For his proposed legislation
on this subject see Appendix B. For proposed permanent
legislation, see Appendix A, section 18.)

LIABILITIES OF STOCKHOLDERS.

Reference to the subject of stockholders' liability was
contained in the report of the Special Commission on the
Revision of the Laws Relating to Trust Companies and
Private Banks, and to the liquidation of banks created
by chapter 42, Resolves of 1932. In view of Federal
legislation eliminating additional liability of stockholders
on all new issues of stock, the Commission has studied
the subject carefully from all angles. It recommends
that liability cease as soon as the unimpaired surplus
equals or exceeds the aggregate par value of the com-
mon stock. This appears to protect the depositors to the
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same extent as the existing statute, and also results in
greater justice to the stockholders. (See Appendix A,
section 24.)

POWERS.

The present powers of trust companies are derived in
part from powers contained in the general law covering
all corporations, while others are derived from section 31
and subsequent sections. As they now stand, section 31
gives a bank certain specific powers to receive deposits
of various kinds, and limits its right to give collateral
security for deposits; section 33 gives it almost unlim-
ited powers to invest its capital and general deposits in
stocks, bonds, advances and loans other than secured or
unsecured; section 34 permits loans on farm lands and
unimproved land located anywhere in New England or
New York. The Commission recommends that all inci-
dental powers necessary to carry on the business of bank-
ing be given to trust companies, and that certain of these
powers be more closely regulated. This will correspond
more nearly with the provisions of Federal law, especially
the so-called Glass-Steagall Bill. National banks have
long been prohibited from investing in stock. This pro-
hibition may well be extended to trust companies. The
Commission realizes that any broad limitations imposed
concerning the purchase of investment securities will of
necessity eliminate many desirable securities and include
opportunities for the purchase of certain undesirable
issues. Nevertheless, if the limitations do bar the pur-
chase of a vast number of undesirable securities when
either their quality or marketability is taken into con-
sideration, they may be preferable to no restrictions at
all. With this in view, it recommends prohibition of the
purchase of stock and limitation of investments in gen-
eral to securities listed on recognized stock exchanges,
and those savings banks are permitted to purchase with
the further requirement that the investment committee
must approve all purchases of securities before they are
made.
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It is further felt that many of the provisions concern-
ing deposits in savings banks may well be made to apply
to savings deposits in trust companies. (See Appendix A,
section 31.)

LOANS ON REAL ESTATE.

Trust companies may now make loans on real estate
located anywhere in New England or New York. The
Commission is of the opinion that no real estate loan
should be made at a greater distance than fifty miles.
In case of foreclosure officials of the bank can then give
such property sufficient attention to protect the inter-
ests of the bank. Moreover, all directors can be more
familiar with values of property near the bank, and will
not be forced to depend on the opinions of one or two
who may know the distant property.
The Commission recommends that the aggregate amount

of loans secured by real estate be limited, and that no
mortgage be made for more than three years, the limit
for savings banks, except in the case of loans on farm
lands. (See Appendix A, section 34.)

ACCEPTANCE OF DRAFTS AND ISSUE OF LETTERS OF
CREDIT.

At present, acceptance of drafts is covered in two sec-
tions, 36 and 37, under each section of which a trust
company may accept drafts up to 50 per cent of its capi-
tal funds, or, under the authority of the Commissioner,
up to 100 per cent, making its aggregate liability for
acceptances either 100 per cent of its capital funds with-
out, or 200 per cent with, the Commissioner's approval.
The Commission recommends that the various types of
paper that trust companies may accept be included in
one section, with the limit of liability fixed at 50 per
cent of its capital funds without authority of the Com-
missioner, or 100 per cent with his authority. (See
Appendix A, sections 36, 37.)
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LIMIT OF LIABILITY OF ANY PERSON TO BANK.

No limitation is now placed on discount of commercial
or business paper actually owned by the person nego-
tiating the loan. Neither is a limit placed on notes
secured by obligations of the Commonwealth or the
United States. The Commission feels that some limit
should be placed on loans of this character made to any
one borrower, and that other types of loans to a single
borrower should be limited to 10 per cent of the capital
funds of a trust company. The former limits in this
latter case varied, being 20 per cent for banks with capi-
tal stock of $500,000 or more, and 10 per cent for other
banks. Therefore, the Commission recommends that
section 41 be redrafted more nearly in line with the
provisions of the Glass-Steagall Act, so called. (See
Appendix A, section 40.)

REAL ESTATE OWNED.

The Commission recommends that section 41, which
covers real estate held by a bank for its business, be
rewritten to include real estate acquired by foreclosure
or otherwise, in line with the corresponding section of
the Federal law. (See Appendix A, section 41.)

LIMITATIONS.

Although the Federal Reserve Board requires that all
member state banks must have capital funds to equal
not less than 10 per cent of their average deposits, there
is no limitation whatever in our present statutes covering
this subject. The Commission is of the opinion that
legislation should be enacted to place a maximum limit
on the liabilities a bank may incur on a given capitaliza-
tion. At present, a trust company may not hold more
than 10 per cent of the capital stock of any other trust
company. The Commission recommends that a bank be
forbidden to hold any stock in another bank. (See Ap-
pendix A, section 43.)

•
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BRANCH OFFICES.

At present, branch offices are limited to the same town
or city, or to other communities after enactment of
special legislation. The Commission feels that banking
service should be given to communities which cannot
profitably support an independent bank, and that these
communities are entitled to some banking accommoda-
tion. In other communities where there is only one
bank, it is frequently too small to be able to accommo-
date adequately the commercial requirements of its
larger depositors. In such cases, the consolidation of
banks in different communities might well result in a
banking institution of sufficient size to accommodate
all depositors in the several communities which could be
served by its branches. Therefore the Commission
recommends that legislation be enacted to provide for
the establishment of branches within the same county.
(See Appendix A, sections 45, 46.)

BANKS MAY BECOME MEMBERS OF THE FEDERAL
RESERVE BANK AND/OR FEDERAL DEPOSIT INSUR-
ANCE CORPORATION.

As the Commission has elsewhere recommended that
a bank be forbidden to own stock in any other bank,
it feels legislation should be enacted to permit banks to
own stock in the Federal Reserve Bank and in the Fed-
eral Deposit Insurance Corporation. (See Appendix A,
section 48.)

TRUST FUNDS TO BE KEPT AS SPECIAL DEPOSIT.

At present a trust company cannot hold in its com-
mercial department uninvested funds controlled by its
trust department. National banks may hold such funds
in their commercial department, provided they reserve
the deposit with obligations issued by the United States.
The Commission recommends that legislation be enacted
to extend the same power to trust companies. (See
Appendix A, section 54.)
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SIGNING OF RETURNS, ETC. — EXAMINATION OF OFFICERS.

Any officer authorized to sign by a bank may now sign
returns made to the probate court or elsewhere. The
Commission feels that the power to sign such returns
should be limited to the officer or officers who have knowl-
edge of the subject matter covered in the return. (See
Appendix A, section 57.)

DEPOSM MAY GO ON INTEREST Allownum

In order that a bank may not pay out in interest a
larger portion of its profits than earnings and the condi-
tion• of its capital may warrant, the Commission is of
the opinion that legislation should be enacted to give the
Bank Commissioner power to limit interest rates. At
present banking institutions are co-operating with the
Commissioner and carrying out his recommendations.
There should be some more definite provision provided in
connection therewith. (See Appendix A, section 67.)

PAYMENT OF DIVIDENDS TO BE AUTHORIZED BY
DIRECTORS.

At the present time the Board of Investment deter-
mines the rate of dividend on savings deposits. The
Commission recommends that this duty be transferred
to the president and directors. (See Appendix A, sec-
tion 68.)

RESERVES.

As the savings department is to be eliminated as a
separate department, it is necessary to make certain
changes in the sections of the present law relating to
reserves. The Commission recommends that the reserve
for time deposits, including savings deposits, shall be
fixed at 5 per cent of such deposits. (See Appendix A,
section 73.)
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COMPOSITION OF RESERVES.

The Commission recommends that the power be given
to banks to include bankers' acceptances in the securities
in which the reserves may be invested. It feels that the
limitation that not more than two-fifths of the reserves
be invested in securities should be eliminated. (See Ap-
pendix A, section 74.)

CORPORATION MAY ACT AS RESERVE AGENT.

At present trust companies may deposit their reserve
funds in any national bank in certain reserve cities. The
Commission feels that no bank not under the jurisdiction
of the Commissioner should act as reserve agent unless
approved by him. It is further felt that power to change
reserve requirements in an emergency should be placed
in the hands of the Commissioner. (See Appendix A,
section 75.)

PROCEEDINGS IF RESERVE LESS THAN REQUIRED.
Section 76 provides that the Commissioner shall take

possession of and liquidate a bank with deficient reserve.
The Commission recommends that instead of liquidating
he be given power to appoint a conservator. (See Ap-
pendix A, section 76.)

SURPLUS FUND.

Trust companies now have power to issue preferred
stock under certain conditions, dividends on which may
be cumulative. The Commission feels that the present
section covering surplus funds should be entirely revised
to provide for the creating of larger reserves by prevent-
ing the payment of any dividends on the common until
the surplus equals the outstanding common stock. That
all profits from the sale of securities should be added
directly to the surplus account. Provision should also
be made to transfer the Guaranty Fund of the savings
department to the commercial department, with provi-
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sion for setting up adequate reserves to cover the depre-
ciation of securities now in the savings department. (See
Appendix A, section 80.)

MINOR CHANGES IN SAID CHAPTER.

In order to conform to the foregoing rewritten sections,
certain minor changes are necessary in the case of several
of the existing sections of this chapter. These and
certain clarifying changes should be made in the fol-
lowing sections:

Section 9. —Eliminate "president" in the third sen-
tence from the end, as he is to be elected in the future
by the directors.

Section 11. — In the next to the last sentence, after
the words "that all requirements of the law have been
complied with," add "and the qualifications of the per-
sonnel are satisfactory." The first part of the sentence
requires that an examination of the personnel be made,
but no provision is made for using the result of this
examination in determining whether or not to grant the
charter.

Section 26. —Eliminate from this section the words
"or actuary;" "bank stock," "railroad stock and;" and
"stating amount in each." The office of actuary is
abolished. The purchase of stocks is forbidden, making
these references unnecessary. Under the provision "and
such other information as the commissioner orders," he may
require confirmation as to such investments prior to the
expiration of the period during which they may be held.

Section 32. —This section should commence with
"except as provided in sections sixty-six and sixty-six A."
The two sections to which reference is made cover the
withdrawal of savings deposits and loans on pass books
of savings depositors. As "savings deposits" are in-
cluded under the definition "time deposits," it makes
this reference necessary in order to avoid any conflict
between the provisions of the sections covered.

Section 38. —Place the powers contained in this sec-
tion under the "Trust Department" by changing its
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number to 55A. The functions covered more properly
belong to a trust department.

Section 44A.— Add the following sentence: "Subject
to such regulations as the commissioner may make and
during such period as he shall designate, but in no event
later than January first, nineteen hundred and thirty-
six, assets purchased under this section shall not be
taken into consideration in determining the limitations
and restrictions contained in sections thirty-one and
thirty-four." It would be unjust to require a bank to
immediately dispose of certain recently purchased assets
if with those previously held they should exceed the
limitations imposed under these sections.

Eliminate all references to "savings department" or
"commercial department" wherever these words appear.

Section 49.— After section "fifty-two" add "and sec-
tion fifty-five A," in order to include under the "Trust
Department" the functions covered therein.

Section 51. —Eliminate "or stocks of national banks
situated within this commonwealth," and add "The
provisions of chapter one hundred and sixty-eight, sec-
tion fifty-four, clause seventh, shall apply to any bank
stock held on January first, nineteen hundred and thirty-
four." The foregoing elimination and provisions will
place present investments on the same basis as in the
case of savings banks.

Section 53.— Add to this section, "provided that no
investment may be made in the stock of any banking
institution except as may be provided in chapter one
hundred and sixty-eight, section fifty-four, clause sev-
enth." This will make it possible to take action in
reorganizations.

Section 56.— Add references to section fifty-five A so,
that the sentence shall include "sections fifty, fifty-one,
fifty-two and fifty-five A."

Sections 66, 66A and 70.— Substitute "deposits" or
"savings" wherever the word "department" is used.
Substitute "directors" for "investment committee," in
section 66. The directors should have the power formerly
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placed in the hands of the board of investment or invest-
ment committees of savings departments.

Section 82. —Eliminate reference to separate depart-
ments in the first part of this section.

In so far as the rewritten sections consolidate the sav-
ings departments and commercial departments of trust
companies, the following sections which have to do with
operation of savings departments should be eliminated
from said chapters:

30A. Interdepartment transfer of assets.
60. Savings department investment committee.
61. Investment of deposits in savings department.
62. Such deposits to be kept separate.
63. Capital stock as security for such deposits.
64. Guaranty fund in savings department.
65. Income.
71. No officer, etc., to borrow funds of savings department or

become surety.
72. Trust companies, etc., not to receive brokerage, etc., on account

of loan by savings department.

Section 31 as rewritten covers the provisions contained
in sections 33 — investment of funds — and 35 — agents
to buy, etc. These two sections should therefore be
eliminated.

SUGGESTED CHANGES IN CHAPTERS 167, 168 AND 170,
GENERAL LAWS.

Certain changes are suggested in chapter 167 of the
General Laws. Although the Commissioner of Banks
apparently has ample power to make thorough examina-
tions and all necessary regulations under the provisions
of said chapter, specific reference to certain powers and
duties seems desirable.

It is recommended that section 2 be rewritten with
more definite requirements; that the Commissioner be
permitted to accept certain examinations made under
Federal law in lieu of those he is required to make by
statute; that in apportioning the expense of examina-
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tions only salaries paid to the examining staff be charged
directly to the bank examined; and that expenses for
travel and sustenance be added to the overhead and
apportioned on the basis of deposits. As the cost of
these examinations is now charged against the banks they
should be legally entitled to a copy of the report. (See
Appendix C.)
The Commissioner now has the power to require an

appraisal of real estate offered as security for loans if he
feels the loan to be excessive. The Commission recom-
mends that all loans, where they exceed the assessed
value of the property, be brought to the attention of the
Commissioner. It therefore proposes that section 10
start with "At the time of the annual examination, the
examiner or officer in charge shall prepare a list of all
real estate loans taken or renewed since the previous
examination which amount to more than the assessed
value of the property as shown on the application for the
loan."

Section 18 contains a reference to provision "in the
preceding section." As this preceding section has been
previously repealed, the Commission suggests the use
of the words "by law," so that the section will refer to
the present law.

Section 20 governs the issue of new pass books in the
case of savings banks, co-operative banks and savings
departments of trust companies when the original book
has been lost. As co-operative banks do not issue a pass
book, but rather a book in which receipts on account of
payment for shares are noted, these payments are freely
accepted when the so-called pass book is not presented,
and shares may be withdrawn by mail without the presen-
tation of the pass book. This section should therefore
only refer to savings banks and savings deposits of trust
companies.
In section 24 one sentence reads: "The court may by

its decree assess upon stockholders in such suit severally
Sums in proportion to the amounts of stock held by them
respectively at the time of such taking possession; but
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no such stockholder shall be liable to pay a larger sum
than the amount of the par value of the stock held by
him at the time of such taking possession." The Com-
mission feels that the provisions of the Federal law which
prevent a stockholder escaping liability by a transfer
just before a bank closes might well be inserted in this
section, and recommends that the following be substi-
tuted in place of the foregoing sentences: "The court
may by its decree assess upon the stockholders in such
suit severally sums in proportion to the amounts of stock
owned directly or indirectly by them respectively at the
time of such taking possession, or who shall have trans-
ferred their shares or registered the transfer thereof
within sixty days next before the time of such taking
possession, or, with the knowledge of such impending
taking possession, shall be liable to the same extent as if
they had made no such transfer, to the extent that the
subsequent transfer fails to meet such liability; but this
provision shall not be construed to affect in any way
any recourse which such shareholders might otherwise
have against those in whose names such shares are regis-
tered at the time of such taking possession."
The Commission recommends that a new section 30

be substituted for the present section to more clearly
define charges that can be made against a bank in liqui-
dation. (See Appendix D.)

It is strongly felt that depositors and stockholders of
banks in the hands of the Commissioner should receive
information of the progress being made in liquidating or
reorganizing such banks. The Commission therefore
recommends the addition of a new section to this draft.
(See Appendix E.)
In line with the changes in the statutes concerning

commercial banks it seems desirable to make certain
changes in chapter 168 of the General Laws.
The Commission suggests that in section 16, where

reference is made to "trust companies in their savings
departments," the wording be changed by eliminating
"in their savings departments."
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In section fifty-four, First, the Commission suggests
that the area within which real estate loans may be taken
be changed to conform to the newly proposed limits for

trust companies, so that for the first sentence there be

substituted: "In first mortgages of real estate located
(a) within the same county, (b) within the Commonwealth

and within a radius of fifty miles of the main office of

such savings bank, or (c) within a radius of twenty-five

miles of the main office of such bank without regard to
state or county boundaries; when said mortgages do not

exceed sixty per cent of the value of such real estate;

but not more than seventy per cent of the whole amount

of deposits shall be so invested. The foregoing limita-

tions as to location shall not apply to loans now held or

to mortgages taken in part payment when real estate

acquired under Twelfth of this section is sold."
In the third sentence of the same subdivision of this

section reference is made to the information to be con-

tained in the written application for a real estate loan.

The Commission feels that to these requirements should

be added "the assessed value."
Seventh in the same section gives the savings banks

power to invest in stock of banks and to carry deposits
in any national bank in Massachusetts. The Commis-
sion recommends that this section be rewritten to permit

purchase of matured and paid-up shares of co-operative

banks, to give permission to savings banks to protect
existing investments in bank stocks, and to limit de-

posits to banks which the Commissioner may approve.

(See Appendix F.)
To complete the changes suggested in the case of other

banks, the Commission recommends that section 26 of

chapter 170 be amended by adding "assessed value" to

the other information to be included in the written appli-

cation connected with loans on real estate.

In section 27 of the same chapter, where it is stated

that loans are to be "secured by a mortgage of real estate

situated in the commonwealth . . ." the Commission

recommends that the words "in the commonwealth" be
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eliminated and the following be substituted therefor:
"(a) within the same county, (b) within the common-
wealth and within a radius of fifty miles of the main
office of the bank, or (c) within a radius of twenty-five
miles of the main office of the bank without regard to
state or county boundaries," and that a new sentence be
added at the close of this section to read: "The limita-
tions in this section as to location of property shall not
apply to loans now held or to mortgages taken in part
payment when real estate acquired under section thirty-
seven is sold."
The Commission further recommends that section 34

be amended by eliminating the last six words of the first
paragraph now reading "a period longer than two years,"
and inserting in its place, "periods not longer than two
years at any one time." This will permit a co-operative
bank to give relief a second or third time if need therefor
should develop. It is proposed to also amend said sec-
tion 34 by adding a new paragraph reading, "No action
under this section shall affect the rights of the holder,
other than the corporation granting the accommodation, of
any mortgage which is recorded prior to June first, nine-
teen hundred and thirty-three, unless the written assent
of such holder shall be obtained, nor shall any such action
affect the rights of an original borrower whose note is
dated prior to said date, unless his written assent shall
be obtained."

Section 35 of said chapter should be amended by strik-
ing out the last paragraph thereof.

EXPENSES OF INSURANCE DEPARTMENTS OF SAVINGS
BANKS.

In 1902 it was pointed out in the governor's Inaugural
Address that in some instances savings banks "are closely
connected with national banks or other financial institu-
tions in the occupancy of the same offices, and also have,
in common with those institutions, the same officers and

rical force," and that such connections were open to
ous objection in the interest of the public.
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It was recommended that a law be passed to require

the dissolution of such connections within a reasonable

time, and such a law was passed. St. 1902, c. 169, § 3.

The wisdom of such action has been fully justified by

recent and present banking conditions in the Common-

wealth.
When savings banks were authorized to form a de-

partment of life insurance, the law provided that this

department should be a distinct entity, but did not pro-

vide any effective means for the segregation of the ex-

penses of this department from the general expenses of

the savings bank itself. The result has been that some

life insurance departments connected with savings banks

have been charged nothing for rent, and, in some in-

stances, little or nothing for clerical hire or management.
It is believed that the interest of the public requires that

the expenses of the life insurance departments in our

various savings banks should be uniformly maintained

and segregated from the general expenses of the savings

bank itself so that the cost of such insurance may be

fairly computed and that the rights of depositors and

policyholders may be mutually protected.

Chapter 178, section 8, prescribes for the apportion-

ment of the expense of the banks' insurance departments
in the following language: Expenses pertaining to the

conduct of both the savings departments and the insur-

ance department, such as office rent and salaries of general

offices, shall be apportioned by the trustees equitably

between the two departments.
A draft of legislation to correct this situation follows:

AN ACT PROVIDING A PENALTY FOR VIOLATIONS OF THE LAWS RELATING

TO SAVINGS AND INSURANCE BANKS.

Section forty-seven of chapter one hundred and sixty-seven of the

General Laws, as appearing in the Tercentenary edition thereof, is

hereby amended by inserting after the word "inclusive" in the fourth
line the words: — , or chapter one hundred and seventy-eight, — so

as to read as follows: — Section 47. Any officer, director, trustee,
agent or employee of any bank, who knowingly and wilfully does any
act forbidden to him or to such bank by any provision of chapters one
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hundred and sixty-seven to one hundred and seventy-two, inclusive,
or chapter one hundred and seventy-eight, or who knowingly and
wilfully aids or abets the doing of any act so forbidden to such bank
or to any other officer, director, trustee, agent or employee thereof,
or who knowingly and wilfully fails to do any act required of him
by any such provision, or who knowingly and wilfully fails to do any
act which is required of such bank by any such provision the per-
formance of which is imposed on him by the by-laws or regulations
of the bank or by law, or the responsibility for the non-performance
of which is placed upon him by the preceding section, shall, if no other
penalty against him in his aforesaid capacity is specifically provided,
be punished by a fine of not more than one thousand dollars or by
imprisonment for not more than one year, or both.
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APPENDIX A.

PROPOSED LEGISLATION AFFECTING SECTIONS OF
CHAPTER 172, GENERAL LAWS.

DEFINITIONS.

1 SECTION 1. Whenever used in this chapter, unless

2 the context otherwise requires, the words "bank,"

3 "trust company" or "such corporation" shall mean

4 a trust company incorporated as such in the cona-

monwealth, and the "commissioner" shall mean the

6 commissioner of banks. The term "banking insti-

tution" shall mean a savings bank, co-operative

8 bank, trust company, or any person, partnership,

9 association or corporation incorporated or doing a

10 banking business in the commonwealth, subject to

11 the supervision of the commissioner or any lawfully

12 organized national banking association. The term

13 "common stock" shall mean stock of a bank other

14 than preferred stock issued under the provisions of

15 this chapter. The term "capital" as used in provi-

16 sions of law relating to the capital of banks shall

17 mean the amount of common stock plus the amount

18 of preferred stock outstanding. The term "capital

19 funds" shall mean the amount of capital of a bank

20 plus its surplus fund. The term "total deposits"

21 shall include all "demand deposits" and "time de-

22 posits." The term "demand deposits" shall include

23 all deposits which are payable within thirty days.

24 The term "time deposits" shall include all deposits
25 payable after thirty days, all savings deposits, and
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26 certificates of deposit which are subject to not less
27 than thirty days' notice before payment, and all
28 postal savings deposits. The term "savings deposits"
29 shall include those deposits (a) which may be with-
30 drawn only on presentation of the pass book or other
31 similar form of receipt which permits successive
32 deposits or withdrawals to be entered thereon;
33 or (b) which at the option of the bank may be with-
34 drawn only at the expiration of a stated period of
35 not less than thirty days after notice of intention to
36 withdraw has been given.

OFFICERS.

1 SECTION 12. The officers of a bank shall be a
2 president, clerk or secretary, a board of not less than
3 seven nor more than twenty-five directors, as shall
4 be determined by the stockholders, a treasurer, and
5 such other officers as may be prescribed by law or
6 its by-laws; and they shall be sworn to the faithful
7 performance of their duties.
8 The president of the bank shall be a member of the
9 board of directors and shall be the chairman thereof,
10 but the board may designate a director in lieu of the
11 president to be chairman of the board, who shall
12 perform such duties as may be designated by the
13 board.

14 Each bank shall have an investment committee
15 of not less than three, which shall be elected by the
16 directors from their own members and shall hold
17 office during their pleasure.

CHOICE OF OFFICERS.

1 SECTION 13. The affairs of each bank shall be
2 managed by the directors, who, with the clerk or
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3 secretary, shall be elected by the shareholders at
4 their annual meeting.

5 The directors shall appoint the president, treas-
6 urer and such other officers as the by-laws may
7 provide, who shall hold their respective offices dur-
8 ing the pleasure of the board of directors, and shall
9 give to the corporation bonds for the faithful per-
10 formance of their respective duties in such amounts
11 and with such surety or sureties and conditions as
12 the commissioner may require. The president and
13 treasurer, and such other officers and employees
14 required to give bond, may be included in one or
15 more blanket or schedule bonds; provided, that
16 such bonds are approved by the commissioner as
17 to the amounts and conditions thereof and as to
18 the sureties thereon; and provided, however, that
19 such blanket or schedule bonds shall be procured
20 only from a company duly authorized to transact
21 the business of suretyship under the provisions of
22 chapter one hundred and seventy-five of the General
23 Laws.

DIRECTORS.

1 SECTION 14. Every director shall be a resident
2 in the commonwealth and be the bona fide owner
3 in his own right of shares of capital stock of such
4 bank having a par value in the aggregate of not less
5 than two thousand five hundred dollars. From and
6 after January first, nineteen hundred and thirty-
7 five, no director, officer or employee of any bank
8 shall be at the same time a director, officer or em-

9 ployee of a corporation or a member of a partner-
10 ship organized for any purpose whatsoever which
11 shall make loans secured by stock or bond collateral
12 to any individual association, partnership or cor-
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13 poration. The directors shall hold office for such

14 term as is provided in the by-laws, and until their

15 successors are selected and have qualified. Any
16 director who ceases to be the owner of the required
17 number of shares of stock, or who becomes in any
18 other manner disqualified, shall thereby vacate his
19 place. Any vacancy shall be filled by appointment
20 by the remaining directors, and any director so ap-
21 pointed shall hold his place until the next election.
22. Each director, when appointed or elected, shall
23 take an oath that he will, so far as the duty devolves on
24 him, faithfully, diligently and honestly administer the
25 affairs of such bank, and will not violate or permit

26 to be violated any of the provisions of this chapter,

27 and that he is the owner in good faith and in his

28 own right of the amount of stock required by this

29 chapter standing in his name on the books of the

30 bank, and that the same is not hypothecated or in

31 any way pledged as security for any loan or debt.
32 The oath shall be taken before a notary public, ex-
33 cept that the oath shall not be taken before any
34 notary public who is an officer of the director's bank.
35 The oath subscribed by the director making it, and
36 certified by the notary public before whom it is
37 taken, shall be immediately transmitted to the corn-

38 missioner and shall be filed and preserved in his
39 office for a period of ten years.

CERTAIN FEES, ETC., TO OFFICERS, EMPLOYEES AND

ATTORNEYS PROHIBITED.

1 SECTION 16. Except as herein provided, no officer,

2 director, employee or attorney of a bank shall be a

3 beneficiary of or receive, directly or indirectly, any
4 fee, commission, gift, or other consideration for or

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



1934.] SENATE — No. 100. 61

5 in connection with any business of such bank. This

6 section shall not prohibit any such officer, director,

7 employee or attorney from receiving his usual salary

8 or director's fee or a reasonable fee for services

9 rendered to such banks. (a) Any bank may con-

10 tract for, or purchase from, any of its directors or

11 from any firm of which any of its directors is a mem-

12 ber, any securities or other property when (and not

13 otherwise) such purchase is made in the regular

14 course of business upon terms not less favorable to

15 the bank than those offered to others, and when

16 such purchase is authorized by three fourths of the

17 board of directors, such authority to be evidenced

18 by the written assent of such directors; provided,

19 however, that when any director or firm of which

20 any director is a member, acting for or on behalf of

21 others, sells securities or other property to a bank,

22 the conunissioner by regulation may, in any or all

23 cases, require a full disclosure to be made, on forms

24 to be prescribed by him, of all commissions or other

25 considerations received, and whenever such director

26 or firm, acting on his or its own behalf, sells secur-

27 ities or other property to the bank the commissioner

28 by regulation may require a full disclosure of all

29 profit realized from such sale. Any bank may sell

30 securities or other property to any of its directors,

31 or to a firm of which any of its directors is a member,

32 in the regular course of business on terms not more

33 favorable to such director or firm than those offered

34 to others, and when such sale is authorized by three

35 fourths of the board of directors to be evidenced by

36 their written consent. (b) No officer, director, em-

37 ployee or attorney of a bank may borrow from such

38 bank except in accordance with the law, and when
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39 such loans are authorized by three fourths of the
40 board of directors, such authority to be evidenced
41 by the written consent of such directors. (c) No
42 bank shall pay directly or indirectly to any director,
43 officer, employee or attorney a greater rate of inter-
44 est on deposits of such director, officer, employee or
45 attorney than that paid to other depositors on similar
46 deposits with such bank.
47 No bank and no officer, director Or employee
48 thereof shall hereafter make any loan or grant any
49 gratuity to any state bank examiner without report-
50 ing the loan to the commissioner. No state bank
51 examiner shall perform any other service for corn-
52 pensation while holding such office for any bank or
53 officer, director or employee thereof without first
54 receiving the written assent of the commissioner.

CAPITAL STOCK.

1 SECTION 18. The capital of any bank may con-
2 sist of common stock and one or more classes of
3 preferred stock issued in such amount and with
4 such par value as shall be approved by the board of
5 bank incorporation. No stock shall be issued by
6 any bank until the par value thereof shall be fully
7 paid for in cash or such other good and valuable
8 consideration as shall be approved by the board of
9 bank incorporation.
10 The holders of such preferred stock may be en-
11 titled to cumulative dividends at a rate not exceed-
12 ing six per cent per annum, but shall not be held
13 individually responsible as such holders for any
14 debts, contracts or engagements of such bank, and
15 shall not be liable for assessments to restore impair-
16 ments in the capital of such association. The holders
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17 of preferred stock shall have such voting and con-
18 version rights and such control of management and
19 such stock shall be subject to retirement in such
20 manner and on such terms and conditions as may
21 be provided in articles of organization and the by-
22 laws of the bank, with the approval of the board of
23 bank incorporation.

24 No dividends shall be declared or paid on common
25 stock until any cumulative dividends on the pre-
26 ferred stock shall have been paid in full and all re-
27 quirements of any retirement fund shall have been
28 met; and if the bank is placed in voluntary liqui-
29 dation, or a conservator or a receiver is appointed
30 therefor, no payments shall be made to the holders
31 of the common stock until the holders of the pre-
32 ferred stock shall have been paid in full the par
33 value of such stock plus all accumulated dividends.
34 The common stock of a bank shall be not less
35 than two hundred thousand dollars, except that in
36 a city or town whose population numbers not ex-
37 ceeding fifty thousand but exceeding six thousand
38 the common stock may be not less than one hundred
39 thousand dollars, and in a town whose population
40 numbers not exceeding six thousand, not less than
41 fifty thousand dollars. No business shall be trans-
42 acted by such corporation until the whole amount
43 of its common stock is subscribed for and actually
44 paid in. No stock shall be issued by any such cor-
45 poration under this section until the par value thereof
46 shall be fully paid in in cash or is in its possession
47 as surplus; provided, that no stock shall be issued
48 against a surplus unless the surplus remaining after
49 such issue shall amount to at least one hundred per
50 cent of the total common stock of the bank after
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51 such increase. Any bank may, subject to the ap-

52 proval of the commissioner, increase or reduce its

53 common stock in the manner provided by section

54 forty-one, section forty-four, and the first sentence

55 of section forty-five, all of chapter one hundred and

56 fifty-six; provided, that in the case of a reduction

57 as aforesaid the common stock as so reduced shall

58 not be less than the amount required by this section.

59 Any bank may change the par value of its shares

60 in the manner provided by sections forty-one and

61 forty-three of said chapter one hundred and fifty-six.
•

BOOKS OPEN FOR INSPECTION.

1 SECTION 19. The books of such bank shall at all

2 reasonable times be open for inspection to the stock-.

3 holders and to beneficiaries under any trust held by

4 such bank. Each bank shall publish an annual re-

5 port for the benefit of its stockholders. Such report

6 shall contain a balance sheet and a profit and loss

7 statement, and such other information in such form

8 as may be approved by the commissioner.

LIABILITY OF STOCKHOLDERS.

1 SECTION 24. The holders of common stock of any

2 bank shall be personally liable, equally and ratably

3 and not one for another, for all contracts, debts and

4 engagements of the bank, to the amount of their

5 stock therein at the par value thereof, in addition to

6 the amount invested in such shares, and no stock-

7 holder shall be allowed to set off any claim as a

8 depositor in or creditor of the bank against such

9 liability. Sections forty-six to fifty-four, inclusive,

10 of chapter one hundred and fifty-eight shall apply to

11 and regulate the enforcement of such liability by
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12 creditors of the bank. When and if, in the opinion

13 of the commissioner, the unimpaired surplus fund

14 equals or exceeds the par value of the outstanding

15 common stock, the foregoing liability of holders of

16 common stock shall cease. Thereafter no additional

17 common stock may be issued unless the unimpaired

18 surplus fund after such issue shall at least equal the

19 total common stock of such bank after such increase.

POWERS.

1 SECTION 31. Subject to the limitations imposed

2 in this and subsequent sections, any bank organized

3 under this chapter shall have power to exercise by

4 its board of directors or duly authorized officers or

5 agents, subject to law, all such incidental powers as

6 shall be necessary to carry on the business of bank-

7 ing; by discounting and negotiating promissory

8 notes, drafts, bills of exchange, and other evidences

9 of debt; by receiving deposits by buying and selling

10 exchange, coin and bullion; and by loaning money

11 on personal security. The business of dealing in

12 investment securities by the bank shall be limited to

13 purchasing and selling such securities without re-

14 course, solely upon the order, and for the account of,

15 customers, and in no case for its own account, and

16 the bank shall not underwrite any issue of securities;
17 provided, that the bank may purchase for its own

18 account investment securities including any invest-
19 ment securities listed on or traded in on any recog-
20 nized stock exchange in the United States or Canada;
21 obligations of the United States, any state or politi-
22 cal subdivision thereof; and investment securities
23 meeting the provisions of chapter one hundred and
24 sixty-eight, section fifty-four, subdivisions third,
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25 fourth, fifth, sixth, sixth A, seventh and eighth;
26 but in no event (1) shall the total amount of any
27 issue of investment securities of any one obligor or
28 maker, purchased after this section takes effect and
29 held by the bank for its own account, exceed at any
30 time ten per cent of the total amount of such issue
31 outstanding, but this limitation shall not apply to
32 any such issue the total amount of which does not
33 exceed one hundred thousand dollars and does not
34 exceed fifty per cent of the capital of the bank; nor
35 (2) shall the total amount of the investment securi-
36 ties of any one obligor or maker, purchased after
37 this section takes effect and held by the bank for its
38 own account, exceed at any time twenty per cent of
39 the amount of the capital fund. As used in this sec-
40 tion, the term "investment securities" shall mean
41 marketable obligations evidencing indebtedness of
42 any person, copartnership, association or corporation
43 in the form of bonds, notes and/or debentures corn-
44 monly known as investment securities under such
45 further definition of the term "investment secmi-
46 ties" as may by regulation be prescribed by the
47 commissioner. Except as hereinafter provided or
48 otherwise permitted by law, nothing herein con-
49 tamed shall authorize the purchase by the bank of
50 any shares of stock of any corporation. The limita-
51 tions and restrictions herein contained as to dealing
52 in, underwriting and purchasing for its own account

53 investment securities shall not apply to obligations of

54 the United States or this commonwealth, or of any
55 political subdivision thereof; provided, that in carry-

56 ing on the business commonly known as the safe-

57 deposit business the bank shall not invest in the

58 capital stock of a corporation organized to conduct
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59 a safe-deposit business in an amount in excess of
60 fifteen per cent of its capital funds. Any securities
61 now held which do not conform to the requirements
62 of this section shall be disposed of by January first,
63 nineteen hundred and thirty-six, or such later date
64 as the commissioner may determine.
65 Nothing in this section shall prevent a bank pur-
66 chasing, subject to the approval of the commissioner,
67 preferred or common stock issued by a banking in-
68 stitution in the process of reorganization or raising
69 additional capital, or any new banking institution
70 being organized to take over the assets or liabilities
71 of a banking institution in which said bank holds
72 stock at the time this section becomes effective.
73 All loans made and securities purchased under the
74 provisions of this section must be approved by the
75 investment committee. No securities may be pur-
76 chased and no advances made on any unsecured loan
77 until such purchase or advance has been approved
78 in writing by not less than two members of the in-
79 vestment committee. Said committee must approve
80 all renewals of secured or unsecured loans before
81 they are made. All actions of the investment corn-
82 mittee shall be subject to review and approval by
83 the board of directors.

84 A bank shall not give collateral or other security

85 for a deposit of money received, except that the bank
86 may make such a deposit of securities as may be

87 required by the laws of the United States or the
88 rules and regulations of the trustees of the postal
89 savings system as security for deposits of postal
90 savings funds made with the bank, and may give
91 such collateral or other security for deposits of public
92 or other funds as may be required by any public
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93 authority making such deposits or controlling the
94 terms upon which they may be made.
95 The provisions of sections thirty-one, thirty-one A,
96 thirty-two, thirty-four, forty-two and forty-three of
97 chapter one hundred and sixty-eight applicable to
98 deposits in savings banks shall apply in all respects
99 to savings deposits in trust companies. Until Jan-
100 uary first, nineteen hundred and thirty-six, the fore-
101 going limitations regarding deposits shall apply only
102 to new accounts and additional deposits to existing
103 accounts.

104 It shall be unlawful for any officer, director, agent
105 or employee of a bank to certify any check drawn
106 upon such bank unless the person or company draw-
107 ing the check has on deposit therewith at the time
108 such check is certified an amount of money equal to
109 the amount specified in such check. Any check so
110 certified by a duly authorized officer, director, agent
111 or employee shall be a good and 'valid obligation
112 against such bank; but the act of any officer, di-
113 rector, agent or employee of any such bank in viola-
114 tion of this section shall be subject to the penalties
115 specified in section seventeen.

LOANS ON REAL ESTATE.

1 SECTION 34. Any bank may make loans secured
2 by first mortgages upon improved real estate, in-
3 eluding improved farm lands situated (a) within the
4 same county, (b) within the commonwealth and
5 within a radius of fifty miles of the main office of the
6 bank, or (c) within a radius of twenty-five miles of
7 the main office of the bank without regard to state
8 or county boundaries. The amount of any such loan
9 shall not exceed sixty per cent of the actual value

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



1934.] SENATE — No. 100. 69

10 of the improved real estate, or fifty per cent of the

11 actual value of the improved farm lands. The fore-

12 going limitations as to location shall not apply to

13 loans now held or to mortgages taken in part pay-

14 ment when real estate acquired under section forty-

15 one (b), (c) or (d) is sold. Any bank may make such

16 loans in an aggregate sum not to exceed one half of

17 its total deposits, and in no event to exceed the total

18 amount of its savings deposits. No loan or mort-

19 gage shall be made except upon written application

20 showing the date, name of applicant, amount asked

21 for, security offered and assessed valuation, nor ex-

22 cept upon the report of not less than two members

23 of the security committee who shall certify on said

24 application, according to their best judgment, the

25 value of the premises to be mortgaged; and such

26 application shall be filed and preserved with the

27 records of the bank. No loan on mortgage shall be

28 made for a period extending beyond three years
29 from the date of the note except in the case of loans
30 on improved farm lands, when the period may be
31 five years.
32 Not later than three years after the date of such
33 loan not less than two members of the board of in-
34 vestment shall certify in writing, according to their
35 best judgment, the value of the premises mortgaged;
36 and the premises shall be revalued in the same man-
37 ner at intervals of not more than three years so long

38 as they are mortgaged to such corporation. Such

39 report shall be filed and preserved with the records
40 of the corporation. If such loan is made on demand
41 or for a shorter period than three years, a revalua-
42 tion in the manner above prescribed shall be made•
43 of the premises mortgaged not later than three
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44 years after the date of such loan and at least every
45 third year thereafter. If at the time a revaluation
46 is made the amount loaned is in excess of sixty per
47 cent of the value of the improved real estate mort-
48 gaged, or in excess of fifty per cent of the value of
49 the improved farm land mortgaged, a sufficient re-
50 duction in the amount of the loan shall be required,
51 as promptly as may be practicable, to bring the
52 loan within the foregoing limits of the value of said
53 premises. If at the time of revaluation a borrower
54 is unable to reduce an excessive loan, the commis-
55 sioner may waive the foregoing limits for a period
56 of not more than two years.

MAY ACCEPT CERTAIN DRAFTS AND ISSUE LETTERS OF
CREDIT.

1 SECTION 36. Any bank may, subject to such
2 restrictions as may be imposed by the commissioner,
3 accept drafts or bills of exchange drawn upon it, and
4 issue letters of credit authorizing holders thereof to
5 draw drafts upon it, or its correspondents, having
6 not more than six months' sight to run, exclusive of
7 days of grace, which grow out of transactions in-
8 volving the importation or exportation of goods, or
9 which grow out of transactions involving the domestic
10 shipment of goods, provided shipping documents
11 conveying or securing title are attached at the time
12 of acceptance; or which are secured at the time of
13 acceptance by a warehouse receipt or such other
14 document conveying or securing title covering readily
15 marketable staples. No bank shall accept such bills
16 to an amount equal at any time in the aggregate to
17 more than one half of its capital funds; provided,
18 however, that the commissioner, under such general
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19 regulations as he may prescribe, which shall apply

20 to all banks alike, may authorize any bank to accept

21 such bills to an amount not exceeding at any time

22 in the aggregate its capital funds.

MAY REDISCOUNT CERTAIN DRAFTS, ETC.

1 SECTION 37. Any bank may rediscount notes,

2 drafts and bills of exchange arising out of actual

3 commercial transactions.

LIMIT OF LIABILITY OF ANY PERSON TO BANK.

1 SECTION 40. The total obligations to any bank

2 of any person, copartnership, association or corpora-

3 tion shall at no time exceed ten per cent of the capi-

4 tal funds of such bank. The term obligations as

5 used in this section shall mean the direct liability of

6 the maker or acceptor of paper discounted with or

7 sold to such bank, whether secured by real or per-

8 sonal property or unsecured, and the liability of the

9 endorser, drawer or guarantor who obtains a loan

10 from or discounts paper with or sells paper under his

11 guaranty to such bank, and shall include in the case

12 of obligations of a copartnership or association the

13 obligations of the several members thereof. The

14 term obligations shall also include any investment

15 securities, bonds, notes or debentures issued by any

16 corporation or association. Such limitation of ten

17 per cent shall be subject to the following exceptions:

18 (1) obligations arising out of the discount of com-

19 mercial or business paper actually owned by the

20 person, copartnership, association or corporation ne-

21 gotiating the same, and obligations of any person,

22 copartnership, association or corporation in the form
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23 of notes secured by not less than a like amount of
24 bonds or notes of the United States or of the corn-
25 monwealth, or certificates of indebtedness of the
26 United States, shall (except to the extent permitted
27 by rules and regulations prescribed by the commis-
28 sioner with the approval of the governor) be subject
29 under this section to a limitation of twenty-five
30 per cent of such capital funds, provided that in no
31 case shall the market value of the securities pledged
32 be less than the face amount of the note or notes
33 secured; (2) obligations representing loans to any
34 banking institution operating in the commonwealth,
35 or to any receiver or conservator, or to any other
36 agent in charge of the business and property of any
37 such banking institution when such loans are ap-
38 proved by the commissioner, shall not be subject
39 under this section to any limitation based on capital
40 funds.

REAL ESTATE OWNED.

1 SECTION 41. A bank may purchase, hold and
2 convey real estate for the following purposes and
3 for no other:
4 (a) Such as shall be necessary for its accom-
5 modation in the transaction of its business.
6 (b) Such as shall be mortgaged to it in good
7 faith by way of security for debts previously con-
8 tracted.
9 (c) Such as shall be conveyed to it in satisfac-
10 tion of debts previously contracted in the course of
11 its dealings.
12 (d) Such as it shall purchase at sales under judg-
13 ments, decrees or mortgages held by the bank, or
14 shall purchase to secure debts due to it.
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15 However, no bank shall hold the possession of

16 any real estate under mortgage, or the title and

17 possession of any real estate purchased to secure

18 any debts due it for a longer period than five years,

19 without the approval of the commissioner. No

20 bank with outstanding common stock of one hun-

21 dred thousand dollars or less may hold under (a) of

22 this section more real estate than is used by it in

23 whole for the transaction of its business.

24 Hereafter, no bank without the approval of the

25 commissioner shall (1) invest in bank premises, or

26 in the stock, bonds, debenture or other such obli-

27 gations of any corporation holding the premises

28 used in whole or in part by such bank; or (2) make

29 loans to or upon the security of the stock of any

30 such corporation if the aggregate of all such invest-

31 ments and loans will exceed twenty-five per cent of

32 its capital funds.

LIMITATIONS.

1 SECTION 43. Such bank shall maintain capital

2 funds which will be adequate in relation to its total

3 deposit liabilities, and not less than one tenth of

4 the average amount of its aggregate liabilities other

5 than those to stockholders. If in any period of

6 six months the average amount of such liabilities

7 of the bank during such period, as determined on

8 the basis of reports made by the bank to the corn-

9 missioner, exceeds ten times the aggregate amount

10 of the bank's capital funds, the commissioner may

11 require such bank as soon as possible, and shall

12 require within the next succeeding six months said
13 bank, to increase the aggregate amount of its capi-
14 tal funds to an amount at least equal to ten per
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15 cent of the average amount of such liabilities during
16 such twelve months.
17 No bank shall hold stock in any other bank.
18 Any such stock now held shall be disposed of by
19 January first, nineteen hundred and thirty-six, or
20 such later date as the commissioner may determine.

BRANCH OFFICES.

1 SECTION 45. A bank may with the approval of
2 the board of bank incorporation establish and oper-
3 ate one or more branch offices in the county where
4 its main office is located; provided, that the corn-
5 mon stock of such bank shall at no time be less than
6 the aggregate minimum common stock required by
7 law for the establishment of an equal number of
8 banks situated in the various cities and towns where
9 the bank and its branches are situated.

OFFICE OF MERGED COMPANY MAINTAINED AS BRANCH
OFFICE.

1 SECTION 46. Any office of a bank the business of
2 which has been taken over under section forty-four
3 or forty-four A by or any office of a national bank
4 purchased by or merged in a bank located in the
5 same county may be maintained as a branch office
6 of such bank, if in the opinion of the commissioner
7 public convenience will be served thereby. A bank
8 maintaining an office under this section must have

9 sufficient outstanding common stock to meet the
10 requirements of the previous section.
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MAY BECOME MEMBERS OF FEDERAL RESERVE BANK
AND/OR FEDERAL DEPOSIT INSURANCE CORPORA-
TION.

1 SECTION 48. (a) Any bank may subscribe for
2 and acquire stock issued by the Federal Reserve
3 Bank of Boston for the purpose of qualifying for
4 membership in the federal reserve system under the
5 United States "Federal Reserve Act," approved
6 December twenty-third, nineteen hundred and thir-
7 teen, or any acts in amendment thereof, and while a
8 member of such system may have and exercise any

9 and all of the corporate powers and privileges which
10 may be exercised by member banks under said "Fed-
11 eral Reserve Act" or any acts in amendment thereof
12 or in addition thereto.

13 (b) Any bank may purchase stock issued under
14 the provisions of the United States "Banking Act of
15 1933" approved June sixteenth, nineteen hundred
16 and thirty-three, or any acts in amendment thereof,
17 for the purpose of qualifying for membership in the
18 Federal Deposit Insurance Corporation, and during
19 membership thereof may have and exercise any and
20 all corporate powers and privileges which may be
21 exercised by members of said corporation.

TRUST FUNDS TO BE KEPT AS SPECIAL DEPOSIT.

1 SECTION 54. Money, property or securities re-
2 ceived, invested or loaned under the provisions of
3 sections fifty to fifty-two, inclusive, shall be a special
4 deposit in such corporation, and the accounts thereof
5 shall be kept separate. Such funds and the invest-
6 ment or loans thereof shall be specially appropriated
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7 to the security and payment of such deposits, shall
8 not be mingled with the investments of the capital
9 stock or other money or property belonging to such
10 corporation, or be liable for the debts or obligations
11 thereof; provided, however, that funds deposited or
12 held in trust by a bank awaiting investment may be
13 used by the bank in the conduct of its business if the
14 bank shall first set aside in the trust department
15 bonds, notes, bills or certificates of indebtedness of
16 the United States, or of this commonwealth, or other
17 securities approved by the commissioner under such
18 further regulations as he may provide.

SIGNING OF RETURNS, ETC. — EXAMINATION OF
OFFICERS.

1 SECTION 57. In all proceedings in the probate
2 court or elsewhere, connected with any authority
3 exercised under section fifty or fifty-two, or under
4 any similar provisions of law, all accounts, returns
5 and other papers may be signed and sworn to, in
6 behalf of the bank, by any officer thereof duly
7 authorized by it, who has knowledge of the subject
8 matter covered therein, and the answers and ex-
9 aminations under oath of said officer shall be re-
10 ceived as the answers and examinations of the
11 bank. The court may order and compel an officer
12 of such bank to answer and attend said examination
13 in the same manner as if he, instead of the bank,
14 were a party to the proceeding.

DEPOSITS MAY GO ON INTEREST MONTHLY.

1 SECTION 67. Banks may place savings deposits
2 on interest once a month and not oftener, on such
3 day in each month as may be determined by their
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4 by-laws. Interest on such savings deposits may be

5 declared and paid for periods of not less than one

6 month nor more than six months, as determined

7 by the by-laws of such corporation. In the corn-

8 putation of such interest, when the day on which

9 savings deposits of any bank begin to draw interest,

10 as provided in its by-laws or regulations, falls on a

11 Sunday or legal holiday, deposits made on the next

12 succeeding business day, and remaining on deposit

13 through the balance of the monthly period,. may be

14 construed as having been on deposit one full month,

15 within the meaning of this section. No bank shall

16 waive any requirement of notice before payment of

17 any savings deposit except as to all savings deposits

18 having the same requirement. The commissioner

19 may from time to time limit by regulation the rate

20 of interest which may be paid by banks on all

21 classes of deposits, and may prescribe different

22 rates for such payment on demand, savings and

23 other time deposits having different maturities or

24 subject to different conditions respecting with-

25 drawal or repayment, or subject to different con-

26 ditions by reason of different locations.

PAYMENT OF DIVIDENDS TO BE AUTHORIZED BY

DIRECTORS.

1 SECTION 68. Immediately before a meeting of

2 the directors called to consider the rate of interest

3 on the savings accounts of every bank, the presi-

4 dent shall make or cause to be made an examination

5 of the income, profits and expenses for the period

6 next preceding the date of the proposed interest

7 payment, and shall report to the directors the esti-

8 mated net earnings for the said period. No interest
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9 shall be paid unless it is declared and authorized by
10 the directors after the said examination, and a copy
11 of the said report shall be filed and preserved with
12 the records of the corporation. Interest on savings
13 deposits shall not be paid oftener than four times a
14 year.

RESERVES.

1 SECTION 73. Every bank shall at all times have
2 on hand as a reserve an amount equal to at least
3 fifteen per cent of the aggregate amount of its de-
4 mand deposits and five per cent of the aggregate
5 amount of its time deposits; and every bank doing
6 business in Boston shall at all times have on hand as
7 a reserve an amount equal to at least twenty per
8 cent of the aggregate amount of its demand deposits
9 and five per cent of the aggregate amount of its time
10 deposits, but this provision shall not affect such
11 banks doing business in Boston and located at a
12 distance of not less than three miles from the State
13 House. The treasurer of every trust company, or
14 other officer or employee thereof charged with the
15 duties and functions usually performed by the treas-
16 urer, shall report in writing to the commissioner once
17 in each week a statement of its reserve for each busi-
18 ness day of the preceding week. Any such officer or
19 employee who neglects or fails to make such report
20 as above provided shall be punished by a fine of not
21 more than one thousand dollars or by imprisonment
22 for not more than one year, or both.

COMPOSITION OF RESERVE.

1 SECTION 74. Not less than one fifth of the required
2 reserve shall consist of lawful money of the United
3 States, silver certificates, or notes and bills issued by
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4 any lawfully organized national banking association
5 or federal reserve bank. The remainder, if any, shall
6 consist of balances payable on demand due from
7 any bank authorized to act as reserve agent as pro-
8 vided in the following section, bankers acceptances,
9 and/or bonds, notes, bills and certificates of in-
10 debtedness of the United States, or of this common-
11 wealth, computed at their fair market value, which
12 are the absolute property and under the control of
13 such corporation.

CORPORATION MAY ACT AS RESERVE AGENT.

1 SECTION 75. The commissioner may authorize
2 any member of the federal reserve system located in
3 New York, Chicago or any reserve city in the first,
4 second, third or fourth federal reserve district, to act
5 as a reserve agent for banks doing business in the
6 commonwealth. The commissioner may also author-
7 ize any trust company in Boston to act as reserve
8 agents; provided, that a bank shall not keep any
9 part of its reserve in a bank so authorized to act as
10 reserve agent without first obtaining the written
11 consent of the commissioner. Not less than one half
12 of the reserve of any trust company in Boston acting
13 as reserve agent shall consist of lawful money of the
14 United States, silver certificates or notes and bills
15 issued by any lawfully organized national banking
16 association or federal reserve bank, and the re-
17 mainder of such reserve may consist of balances,
18 payable on demand, due from any bank authorized
19 to act as reserve agent as herein provided.
20 No bank shall keep on deposit with any bank not
21 designated as a reserve agent a sum in excess of ten
22 per cent of its own capital funds.
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23 Notwithstanding the provisions of sections sev-

24 enty-three and seventy-four, if the governor declares

25 that a banking emergency exists, the commissioner

26 may by regulation during such emergency increase
27 or decrease from time to time, in its discretion, the

28 reserve balances required to be maintained against

29 either demand or time deposits.

PROCEEDINGS IF RESERVE LESS THAN REQUIRED.

1 SECTION 76. If the reserve of any trust company

2 is at any time less than the amount which it is

3 required to keep on hand, such corporation shall not "

4 make any new loans or investments until the required

5 proportion between the aggregate amount of its

6 deposits and reserve shall be restored. The corn-

7 missioner may notify such corporation to make good

8 such reserve, and if it fails so to do for thirty days

9 thereafter, he may appoint a conservator as provided

10 in section eighty-three of this act, or he may proceed

11 to take possession of its property and business and

12 liquidate its affairs in the manner provided in sec-

13 tions twenty-two to thirty-five, inclusive, of chapter

14 one hundred and sixty-seven. The commissioner

15 may revoke the authority of any bank to act as a

16 reserve agent.

SURPLUS FUND.

1 SECTION 80. Commencing January first, nineteen

2 hundred and thirty-six, after payment of dividends

3 on its preferred stock, and after complying with the

4 requirements of any preferred stock retirement fund,

5 each bank shall carry its net profits to its surplus

6 fund until the same shall amount to one hundred

7 per cent of its common stock. Thereafter the direc-
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8 tors of such bank, after payment of dividends on its

9 preferred stock and complying with the require-

10 ments of the retirement fund, may declare divi-

11 dends on its common stock of so much of the net

12 profits of the bank as they shall judge expedient;

13 but such bank shall, before the declaration of such

14 dividend from the net profits, carry one tenth

15 part of its net profits of the preceding period for

16 which said dividend is paid to its surplus fund until

17 the same shall amount to one hundred per cent of

18 its capital stock. No bank or stockholder thereof

19 shall, during the time it continues its banking oper-

20 ations, withdraw or permit to be withdrawn, either

21 in the form of dividends or otherwise, any portion

22 of its capital. No dividend shall be paid by any

23 such corporation, while it continues its banking

24 operations, to an amount greater than its net profits

25 then on hand, exclusive of the surplus fund provided

26 for in this section, after deducting from such net

27 profits its losses and bad debts. All debts due to

28 any such corporation on which interest is due and

29 unpaid for a period of six months, unless the same

30 are well secured and in process of collection, shall be

31 considered bad debts within the meaning of this

32 section. But nothing in this section shall prevent

33 the reduction of the capital stock as provided for

34 in section eighteen.

35 The guaranty fund heretofore maintained in the

36 savings department of any bank, after this section

37 becomes effective, shall be added to the surplus fund

38 of said bank. If the market value of the investment

39 securities heretofore carried in the savings depart-

40 ment of any bank is less than the amount at which

41 such securities were carried on the records of said
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42 savings department, a reserve shall be set up out of
43 the surplus fund equal in amount to this difference.

44 Upon the sale of any investment securities, whether
45 formerly part of the assets of the savings depart-
46 ment or not, said reserve fund shall be charged
47 with an amount equal to the loss sustained or
48 credited with an amount equal to the profit received.
49 Before any dividends are declared by a bank on its
50 common stock, or at least once each year, the direc-
51 tors shall appraise all investment securities at their
52 fair market value. If the appraised value of such
53 securities plus the amount in the reserve fund is
54 less than the amount at which such securities are
55 carried on the books of the bank, then the directors
56 shall transfer an amount equal to this difference
57 from the surplus fund to the reserve fund. If ap-
58 praised value of such securities plus the amount in
59 the reserve fund exceeds the amount at which such
60 securities are carried on the books of the bank, the
61 directors may transfer from the reserve fund to the
62 surplus fund an amount not exceeding this excess.
63 No profits from the sale or maturity of investment
64 securities shall be carried to current earnings.
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APPENDIX B.

frbe Commontucalth of Maosachuoetto

In the Year One Thousand Nine Hundred and Thirty-Four.

An Act Facilitating the Obtaining of Funds by Certain

Trust Companies through the Issuance of Preferred

Stock.

1 Whereas, The deferred operation of this act would

2 tend to defeat its purpose to afford further relief to

3 the depositors of banks, therefore this act is hereby

4 declared to be an emergency law, necessary for the

5 immediate preservation of the public safety and

6 convenience.

Be it enacted by the Senate and House of Repre-

sentatives in General Court assembled, and by the
authority of the same, as follows:

1 SECTION 1. Chapter one hundred and twelve of

2 the acts of nineteen hundred and thirty-three is

3 hereby amended by striking out section six and in-

4 serting in place thereof the following: —

5 Section 6. In case any trust company is reorgan-

6 izing under this act or resuming business under sec-

7 tion twenty-three of chapter one hundred and sixty-

8 seven, or section eighty-eight of chapter one hundred

9 and seventy-two of the General Laws, or in case, in
10 the opinion of the commissioner, it is in the best
11 interests of the depositors of any trust company, then
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12 such trust company, with the approval of the corn-
13 missioner and if authorized by vote of stockholders
14 owning a majority of the shares of stock thereof out-
15 standing and entitled to vote, at a meeting duly called
16 for the purpose, may issue participating certificates
17 and may also issue preferred stock of a par value of
18 not less than ten dollars per share, in such amount or
19 amounts and in such classes, for cash or such other
20 good and valuable consideration and subject to such
21 provisions, preferences, voting powers, restrictions or
22 qualifications as shall be approved by the commis-
23 sioner, and such a trust company may make such
24 amendments in its agreement of association or articles
25 of organization, if any, as may be necessary for any
26 such purpose; but in the case of any newly organized
27 trust company which has not yet issued capital stock,
28 the requirement of vote of stockholders shall not
29 apply, but in such case a vote of a majority of the
30 incorporators shall be required. Any or all classes of
31 such preferred stock or certificates provided for herein
32 may be set up upon the books of such trust company
33 in such manner and in such amounts as the commis-
34 sioner may approve. The capital stock of a trust
35 company required by the first sentence of section
36 eighteen of chapter one hundred and seventy-two of
37 the General Laws, or by special law, and the stock
38 referred to in section fourteen of chapter one hundred
39 and seventy-two, may consist in whole or in part of
40 such preferred stock with the approval of the corn-
41 missioner.

1 SECTION 2. Chapter one hundred and twelve of the
2 acts of nineteen hundred and thirty-three is hereby

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



1934.] SENATE — No. 100. 85

3 amended by inserting after section twelve the follow-

4 ing new section: —

5 Section 12A. The word "reorganization" as used

6 in this chapter means, without limiting the generality

7 thereof, any merger or consolidation, or a transfer of

8 all or a part of the assets of a trust company to any

9 bank, trust company or other corporation, or any

10 other change in the assets, liabilities, capital or capital

11 stock of a trust company.
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APPENDIX C.

CHAPTER 167.

EXAMINATION OF BANKS.

1 SECTION 2. The commissioner, either personally

2 or by his examiners, or such others of his assistants as

3 he may designate, shall, at least once in each year,

4 make a thorough examination of the books, securities,

5 cash, assets and liabilities of all banks under his

6 supervision, including an accurate trial balance of

7 the depositors' or shareholders' ledgers, the ability

8 of the bank to fulfill its obligations, and also whether

9 it has complied with the law; and he may also, when-

10 ever he considers it expedient, make, at the expense

11 of the bank, such further examinations as he deems

12 advisable. The expenses of the annual examination

13 of a trust company shall be borne by the company,

14 and shall be limited to the actual salaries of the

15 examiners and other assistants taking part in the

16 examination, and such additional sum for the over-

17 head expenses of the division of banks and loan

18 agencies as the commissioner shall determine to be

19 attributable to examinations, such amount to be

20 distributed in the same proportion as the direct

21 charges. The commissioner or the person making

22 the examination shall, at the time of any such ex-

23 amination, have free access to the vaults, invest-

24 ments, cash, books and papers. The commissioner

25 shall preserve a full record of each such examination

26 of a bank, including a statement of its condition.
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27 Copies of the reports of such examinations shall be

28 furnished to the banks and may, in the discretion of

29 the commissioner, be furnished to federal authorities

30 that have the right to examine such banks. The

31 commissioner may accept in whole or in part exam-

32 inations made under federal laws in lieu of any

33 examination the commissioner might otherwise be

34 required to make under the provisions of this section.

.

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



SENATE — No. 100.

APPENDIX D.

CHAPTER 167.

FEES AND EXPENSES.

[Jan.

1 SECTION 30. The compensation of the special

2 agents, counsel, employees and assistants, and all

3 other expenses of supervision and liquidation, in-

4 eluding costs and expenses incurred by the commis-

5 sioner in relation to such bank, shall be fixed by the

6 commissioner, subject to the approval of the supreme

7 judicial court for the county where the principal office

8 of such bank is located, and, upon the certificate of

9 the commissioner, shall be paid out of the funds of

10 the bank in his hands; provided, however, that the

11 compensation paid any special agent shall in no event

12 be at a higher rate than the highest salary established

13 in said bank, or at a rate in excess of one thousand

14 dollars per month, and that the total compensation

15 of special agents, employers and assistants shall not

16 exceed the total pay poll at the time the commis-

17 sioner took possession.
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APPENDIX E.

CHAPTER 167.

SEMI-ANNUAL REPORTS.

1 SECTION 35B. The commissioner shall issue a
2 report every six months, from the date on which he
3 took possession, for each such bank containing a
4 statement of receipts and expenditures, and a general
5 report as to the progress of liquidation, including an
6 estimate of the liquidating value of the remaining
7 assets and liabilities properly classified. These re-

ports shall be available to any stockholders or de-
g positor of such bank.
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APPENDIX F.

CHAPTER 168.

SECTION 54.

[Jan.

1 Seventh. In matured and paid-up share certifi-

2 cates of co-operative banks operating under chapter

3 one hundred and seventy of the General Laws, no

4 other stock may be held by any savings bank after

5 January first, nineteen hundred and thirty-six, or

6 such later date as the commissioner may determine.

7 However, nothing in this section shall prevent a

8 savings bank purchasing, subject to the approval of

9 the commissioner, stock issued by a banking institu-

10 tion in the process of reorganization or raising addi-

11 tional funds by the sale of preferred stock or any new

12 bank being organized to take over the assets or ha-

13 bilities of a banking institution in which said savings

14 bank holds stock at the time this section becomes

15 effective.

16 A savings bank may deposit not more than two and

17 one half per cent of its deposits in any trust company

18 incorporated in this commonwealth; in any bank

19 authorized to act as reserve agent under provisions

20 of section seventy-five of chapter one hundred and
21 seventy-two; or subject to the approval of the corn-

22 missioner in any national bank located in this corn-

23 monwealth; but such deposit shall not exceed in

24 any case twenty-five per cent of the capital funds of
25 such banking institution.
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APPENDIX G.

ebe Commontuealtb of aooachuoetto

In the Year One Thousand Nine Hundred and Thirty-Four.

An Act to Establish a Fund for the Guaranty of Deposits

in Savings Banks.

Be it enacted by the Senate and House of Repre-

sentatives in General Court assembled, and by the

authority of the same, as follows:

1 SECTION 1. The Mutual Savings Central Fund,

2 Inc., established by chapter forty-four of the acts of

3 nineteen hundred and thirty-two, hereinafter re-

4 ferred to as the corporation, shall in the. manner

5 herein provided establish a fund for the guaranty of

6 deposits in all savings banks established under the

7 laws of the commonwealth, hereinafter referred to as

8 member banks. For this purpose the directors may,

9 by assessments made from time to time upon the

10 member banks in the same proportion for each,

11 require each bank to pay over in cash to it a total of

12 not more than three per cent of its deposit liabilities

13 as shown by its last annual report to the commis-

14 sioner of banks, hereinafter referred to as the corn-

15 missioner, such assessments to be in addition to all

16 other payments required under said act. An assess-

17 ment under this provision of not less than one fourth

18 of one per cent of such deposit liabilities shall be

19 made within ten days after the effective date of this

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



92 SENATE — No. 100. [Jan.

20 act. Other assessments of not more than one fourth
21 of one per cent shall be made in each three months
22 thereafter until one per cent of said deposit liabilities
23 shall have been paid in, and thereafter assessments
24 not exceeding such authorized total may be made
25 from time to time at the discretion of the directors.
26 The provisions of section five of said chapter forty-
27 four shall apply to the assessments authorized by
28 this section. The funds resulting from these assess-
29 ments shall be held as a permanent fund, to be known
30 as the Deposit Guaranty Fund, which shall be held
31 and invested separate from the other funds of the
32 corporation and shall not be liable for the obliga-
33 tions of the corporation other than those created by
34 this act. Assessments of the corporation not held in
35 the Deposit Guaranty Fund shall not be liable for
36 any obligations created hereby. The cost of ad-
37 ministering the Deposit Guaranty Fund as deter-
38 mined by the directors shall be paid out of the income
39 from said fund.

1 SECTION 2. All assessments authorized by the fore-
2 going section may be carried by each member bank
3 as an asset to such extent as may be authorized by the
4 commissioner.

1 SECTION 3. The corporation may pay dividends
2 to member banks upon the amounts paid in by them
3 to the Deposit Guaranty Fund or upon the unex-
4 pended portion thereof at such rate and at such
5 times as its directors may determine. This fund
6 may be invested by the corporation only in such
7 manner as is provided in section seven, subsections
8 (a), (b) , (c) , and (e) , of chapter forty-four, acts of
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9 nineteen hundred and thirty-two. The corporation
10 may by vote of its directors borrow money for the
11 purposes of the Deposit Guaranty Fund and pledge
12 any assets in which that fund is invested as security
13 for such loans. In case of liquidation of any member
14 bank under section fifty-five of chapter one hundred
15 and sixty-eight of the General Laws the corporation
16 shall return the unexpended portion, as determined
17 by its directors, of all assessments paid by such bank
18 to it, upon establishment of proof to the satisfaction

19 of the directors of the corporation that such bank
20 has paid or will be able to pay its depositors in full.
21 In case of the merger or consolidation of two or more
22 banks, such unexpended portion of the assessments
23 paid by such banks may be readjusted on the basis

24 of the assessment liability of the continuing bank,
25 and the excess, if any, may be repaid to it.

1 SECTION 4. Whenever it shall appear to the corn-

2 missioner that any member bank is in an unsound
3 and unsafe condition to transact the business for
4 which it is organized, or that it is unsafe for it to

5 continue business, he may so certify to the corpora-
6 tion, and upon receiving such certificate from the
7 commissioner the corporation shall, by notice in
8 writing to the commissioner and to the bank, take

9 possession forthwith of the property and business of
10 such bank and retain possession thereof until the
11 bank shall resume business or until its affairs shall
12 finally be liquidated. The corporation may, with the
13 approval of the commissioner, carry on the business
14 of such bank subject to such restrictions as the corn-
15 missioner may impose. The corporation may, while
16 thus carrying on such business, pay to such bank out
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17 of the Deposit Guaranty Fund such sums as the

18 corporation's directors deem necessary for the pro-

19 tection of the bank's depositors, and order the same

20 to be repaid when no longer required for that purpose.

1 SECTION 5. At any time after the corporation shall

2 have taken over the operation of any member bank,

3 as provided in this act, it may, with the approval of

4 the commissioner, turn back the operation thereof

5 to such bank and thereupon such bank may resume

6 business free from any control by the corporation,

7 subject to such conditions as the commissioner may

8 approve. The corporation shall not thus turn back

9 the operation of any bank until there shall have been

10 repaid into the Deposit Guaranty Fund all such

11 sums as had been paid out from that fund to such

12 bank or its depositors, or until the corporation shall

13 have received security for such repayment satisfac-

14 tory to its directors.

1 SECTION 6. The corporation may, and at the re-

2 quest of the commissioner shall, at any time after it

3 has taken over the operation of any bank under

4 section 4 hereof, discontinue the business of such

5 bank and proceed to liquidate its affairs. The cor-

6 poration shall in that event pay to the depositors of

7 such bank the full amount of their deposits as of the

8 date of the discontinuance of the bank with interest

9 at such rate, not exceeding three per cent per annum,

10 as the directors shall determine, such payments to

11 be made within three years from such discontinuance

12 and at such times and in such instalments as the di-

13 rectors with the approval of the commissioner shall

14 determine. For this purpose the corporation shall
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15 use, in addition to the assets of the bank, such sums

16 as may be required from the Deposit Guaranty Fund.

17 In case of such liquidation the commissioner may

18 by regulation establish the manner in which the

. 19 depositors shall be given notice to withdraw their

20 deposits and in which final payments shall be made

21 to them. When the commissioner shall certify that

22 all depositors claiming their deposits and all other

23 obligations of the bank have been paid in full the

24 corporation may take over and hold as a part of the

25 Deposit Guaranty Fund all the remaining assets of

26 such bank free from all claims except those which

27 may be legally offered for unclaimed deposits. The

28 corporation shall liquidate such assets as soon as

29 feasible thereafter. The corporation shall be liable

30 to pay such unclaimed deposits without interest out

31 of the Deposit Guaranty Fund at any time upon

32 demand made within six years from the date of the

33 last mentioned certificate of the commissioner, but

34 not thereafter.

1 SECTION 7. In order to carry out the provisions of

2 this act the corporation may exercise all the powers,

3 rights and franchises of any bank the operation of

4 which has been taken over by it under this act.

1 SECTION 8. Section nine of chapter forty-four of

2 the acts of nineteen hundred and thirty-two shall

3 apply to all sums assessed under this act and paid

4 over to the corporation by member banks.

1 SECTION 9. Section one of chapter forty-four of

2 the acts of nineteen hundred and thirty-two is hereby

3 amended by striking out, in the fifth line thereof, the
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4 words "For the term of five years", and in the thir-
5 teenth and fourteenth lines thereof the words "during
6 said term", — so as to read as follows: — Section 1.
7 All the savings banks established under the laws of
8 the commonwealth and subject to the provisions of
9 chapter one hundred and sixty-eight of the General
10 Laws, hereinafter referred to as member banks, are
11 hereby constituted a corporation under the name of
12 the Mutual Savings Central Fund, Inc., hereinafter
13 referred to as the corporation. It shall be the purpose
14 of the corporation to assist such member banks, when
15 they are temporarily in need of cash or hold invest-
16 ments which cannot readily be liquidated, by making
17 loans to them or any of them secured by the pledge
18 of mortgages or other securities legally held by such
19 member banks. Any savings bank hereafter estab-
20 lished under the authority of such chapter one hun-
21Ldred and sixty-eight shall upon its organization
22 become a member bank.

1 SECTION 10. The corporation may make such rules,
2 regulations and contracts, subject to the approval of
3 the commissioner of banks, as it may deem necessary
4 in order to carry out the provisions of this act.

1 SECTION 11. The Deposit Guaranty Fund may be
2 dissolved by a vote of four fifths of all the members of
3 the corporation at a meeting duly called and held
4 for this special purpose, and if it be voted to dissolve,
5 the corporation shall proceed to liquidate the Deposit
6 Guaranty Fund and to distribute the proceeds to the
7 member banks as speedily as may be.
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APPENDIX H.

ebe Commontinattb of maooachuortto

In the Year One Thousand Nine Hundred and Thirty-Four.

An Act to Establish a Fund for the Guaranty of Shares
in Co-operative Banks.

Be it enacted by the Senate and House of Repre-
sentatives in General Court assembled, and by the
authority of the same, as follows:

1 SECTION 1. The Co-operative Central Bank, estab-
2 lished by chapter forty-five of the acts of nineteen
3 hundred and thirty-two, hereinafter referred to as the
4 corporation, shall in the manner herein provided estab-
5 lish a fund for the guaranty of shares in co-operative
6 banks established under the laws of the common-
7 wealth, hereinafter referred to as member banks. For
8 this purpose the directors may, by assessments made
9 from time to time upon the member banks in the same
10 proportion for each, require each bank to pay over in
11 cash to it a total of not more than three per cent of its
12 share liabilities as shown by its last annual report to
13 the commissioner of banks, hereinafter referred to as
14 the commissioner, such assessments to be in addition to
15 all other payments required under said act. An
16 assessment under this provision of not less than one
17 fourth of one per cent of such share liabilities shall be
18 made within ten days after the effective date of this
19 act. Other assessments of not more than one fourth
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20 of one per cent shall be made in each three months

21 thereafter until one per cent of said share liabilities

22 shall have been paid in, and thereafter assessments

23 not exceeding such authorized total may be made

24 from time to time at the discretion of the directors.

25 The provisions of section six of said chapter forty-five

26 shall apply to the assessments authorized by this

27 section. The funds resulting from these assessments

28 shall be held as a permanent fund, to be known as the

29 Share Guaranty Fund, which shall be held and in-

30 vested separate from the other funds of the corpora-

31 tion and shall not be liable for the obligations of the

32 corporation other than those created by this act.

33 Assessments of the corporation not held in the Share

34 Guaranty Fund shall not be liable for any obligations

35 created hereby. The cost of administering the Share

36 Guaranty Fund as determined by the directors shall

37 be paid out of the income from said fund.

1 SECTION 2. All assessments authorized by the

2 foregoing section may be carried by each member

3 bank as an asset to such extent as may be authorized

4 by the commissioner.

1 SECTION 3. The corporation may pay dividends

2 to member banks upon the amounts paid in by them

3 to the Share Guaranty Fund or upon the unexpended

4 portion thereof at such rate and at such times as its

5 directors may determine. This fund may be invested

6 by the corporation only in such manner as is pro-

7 vided in section forty-seven, subsections (a), (b) , (c),

8 and (d), of chapter one hundred and forty-four, acts

9 of nineteen hundred and thirty-three. The corpora-

10 tion may by vote of its directors borrow money for
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11 the purposes of the Share Guaranty Fund and pledge

12 any assets in which that fund is invested as security

13 for such loans. In case of liquidation of any member

14 bank under section twenty-two of chapter one hun-

15 dred and sixty-seven of the General Laws, the cor-

16 poration shall return the unexpended portion as

17 determined by its directors, of all assessments paid

18 by such bank to it, upon establishment of proof to

19 the satisfaction of the directors of the corporation

20 that such bank has paid or will be able to pay its

21 shareholders in full. In case of the merger or con-

22 solidation of two or more banks, such unexpended

23 portion of the assessments paid by such banks may be

24 readjusted on the basis of the assessment liability of

25 the continuing bank, and the excess, if any, may be

26 repaid to it.

1 SECTION 4. Whenever it shall appear to the corn-

2 missioner that any member bank is in an unsound and

3 unsafe condition to transact the business for which

4 it is organized, or that it is unsafe for it to continue

5 business, he may so certify to the corporation, and

6 upon receiving such certificate from the commis-

7 sioner the corporations shall, by notice in writing to

8 the commissioner and to the bank, take possession

9 forthwith of the property and business of such bank

10 and retain possession thereof until the bank shall

11 resume business or until its affairs shall finally be

12 liquidated. The corporation may, with the approval

13 of the commissioner, carry on the business of such

14 bank subject to such restrictions as the commissioner

15 may impose. The corporation may, while thus carry-

16 ing on such business, pay to such bank out of the

17 Share Guaranty Fund such sums as the corporation's

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



100 SENATE — No. 100. [Jan.

18 directors deem necessary for the protection of the
19 bank's shareholders and order the same to be repaid
20 when no longer required for that purpose.

1 SECTION 5. At any time after the corporation
2 shall have taken over the operation of any member
3 bank, as provided in this act, it may, with the ap-
4 proval of the commissioner, turn back the operation
5 thereof to such bank, and thereupon such bank may
6 resume business free from any control by the corpo-
7 ration, subject to such conditions as the commis-
8 sioner may approve. The corporation shall not thus
9 turn back the operation of any bank until there shall
10 have been repaid into the Share Guaranty Fund all
11 such sums as had been paid from that fund to such
12 bank or its shareholders, or until the corporation shall
13 have received security for such repayment satisfactory
14 to its directors.

1 SECTION 6. The corporation may, and at the
2 request of the commissioner shall, at any time after
3 it has taken over the operation of any bank under
4 section four hereof, discontinue the business of such
5 bank and proceed to liquidate its affairs. The cor-
6 poration shall in that event pay to the shareholders
7 of such banks the full amount of their shares as of
8 the date of the discontinuance of the bank with
9 interest at such rate, not exceeding three per cent per
10 annum, as the directors shall determine, such pay-
11 ments to be made within five years from such dis-
12 continuance and at such times and in such instalments
13 as the directors with the approval of the commis-
14 sioner shall determine. For this purpose the corpora-
15 tion shall use, in addition to the assets of the bank,
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16 such sums as may be required from the Share Guar-
17 anty Fund. In case of such liquidation the commis-
18 sioner may by regulation establish the manner in
19 which the shareholders shall be given notice to with-
20 draw their shares and in which final payments shall
21 be made to them. When the commissioner shall
22 certify that all shareholders claiming the value of
23 their shares and all other obligations of the bank have
24 been paid in full the corporation may take over and
25 hold as a part of the Share Guaranty Fund all the
26 remaining assets of such bank free from all claims
27 except those which may be legally offered by share-
28 holders who have not previously claimed the value
29 of their shares. The corporation shall liquidate such
30 assets as soon as feasible thereafter. The corporation
31 shall be liable to pay such shareholders without in-
32 terest out of the Share Guaranty Fund at any time
33 upon demand made within six years from the date of
34 the last mentioned certificate of the commissioner,
35 but not thereafter.

1 SECTION 7. In order to carry out the provisions
2 of this act the corporation may exercise all the powers,
3 rights and franchises of any bank the operation of
4 which has been taken over by it under this act.

1 SECTION 8. All sums assessed under this act and
2 paid over to the corporation by member banks shall
3 be exempt from taxation under section eleven, chap-
4 ter sixty-three, of the General Laws.

1 SECTION 9. Section one, chapter forty-five of the
2 acts of nineteen hundred and thirty-two, is hereby

L3
amended by striking out, in the fifth line thereof, the
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4 words "for the term of five years", and in the eighth

5 line thereof the words "during such term", so as to

6 read as follows: — Section 1. All the co-operative

7 banks now established under the laws of the corn-

8 monwealth and subject to the provisions of chapter

9 one hundred and seventy of the General Laws, here-

10 inafter referred to as member banks, are hereby con-

11 stituted a corporation under the name of The Co-

12 operative Central Bank, hereinafter referred to as the

13 Central Bank, and every co-operative bank hereafter

14 so established shall thereupon become a member

15 bank thereof. It shall be the purpose of the Central

16 Bank to promote elasticity and flexibility of the

17 resources of the co-operative banks of the common-

18 wealth by centralizing their reserve funds.

1 SECTION 10. The corporation may make such rules,

2 regulations and contracts, subject to the approval of

3 the commissioner of banks, as it may deem necessary

4 in order to carry out the provisions of this act.

1 SECTION 11. The Share Guaranty Fund may be

2 dissolved by a vote of four fifths of all the members

3 of the corporation at a meeting duly called and held

4 for this special purpose, and, if it be voted to dis-

5 solve, the corporation shall proceed to liquidate the

6 Share Guaranty Fund and to distribute the proceeds

7 to the member banks as speedily as may be.
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A. GEORGE GILMAN

President

WILSON D. CLARK. JR
Vice President

MUTUAL SAVINGS CENTRAL FUND, INC.
82 DEVONSHIRE STREET, BOSTON 9, MASSACHUSETTS

EDMUND W. TROWBRIDGE, Executive Vice President

TO THE OFFICERS AND TRUSTEES OF THE
MUTUAL SAVINGS BANKS OF MASSACHUSETTS:

RUTHERFORD E. SMITH
Clerh

CHARLES A. COLLINS
Treasurer

November 25, 1955

The Annual Report of the Mutual Savings Central Fund,
Inc. covering the income and condition of both the "Liquidity
Fund" and the "Deposit Insurance Fund" is submitted herewith in
accordance with the vote of the Board of Directors.

The financial statements are preceded by a brief des-
cription of the organization of the corporation and the operation
of its two funds. You will note th:t there are annual comparative
statements covering operations from the inception of the funds.

The report also includes a record of all savings bank
officers who have served as directors of the Central Fund and the
dates of such services.

Because this corporation has a part in the addition of
bonds to the list of legal investments for savings banks under the
provisions of Section 50 (formerly Clause Fifteenth (c) of Section
54), the report includes a list of the securities currently out-
standing which have been added to the legal list under this pro-
cedure.

EWT:jh

Very truly yours,

Executive Vice President
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MUTUAL SAVINGS CENTRAL FUND, INC. 

The Mutual Savings Central Fund, Inc. was established by chapter 44
of the Acts of 1932 of the General Court of the Commonwealth of Massachusetts.
The corporation consists of all the savings banks in the commonwealth. This
Act of the legislature created the fund which in the pages of this report is
referred to as the Liquidity Fund, the purpose of which is "to assist such mem-

ber banks when they are temporarily in need of cash or hold investments which

cannot readily be liquidated, by making loans to them secured by the pledge of
mortgages or other securities legally held by such member banks."

This fund is entirely separate and distinct from the Deposit Insur-
ance Fund. The Directors have the right to require member banks to deposit as
much as 3% of their own deposits in the Liquidity Fund, but never found any
need of but a tenth of that amount and half of that was soon returned.

The fund has borrowing power, lending powers and most of the other
essentials of an active central liquidity fund. It enjoys exemption from both
state and federal taxes.

DEPOSIT INSURANCE FUND

The Mutual Savings Central Fund, Inc., as a corporation, was given

• greatly enlarged responsibilities by virtue of the enactment of chapter 43 of

the Acts of 1934 which created an entirely separate fund, to be administered

by the corporation, for the purpose of insuring depositors in all Massachusetts
savings banks against loss.

This act provides that the Directors of the Fund may, with the appro-

val of the Commissioner of Banks, and shall at his discretion by assessments
made from time to time upon the member banks in the same proportion for each,
require each member bank to pay over in cash to the corporation a total of not
more than one per cent of the deposits of such member bank, exclusive of club
deposits.

In accordance with this statute, the Directors levied an assessment

of 1/4 of 1 per cent on March 15, 1934 in the amount of $5 o61 797.44. This
assessment is designated on the statement of the Fund as "Original Assessment".

The Deposit Insurance Fund law was amended in 1939 to provide that on
October 1, 1939 and annually thereafter the member banks shall pay an annual

assessment of 1/16 of 1 per cent of the deposits, exclusive of its club depos-

its, as shown by its last preceding Annual Report to the Commissioner of Banks.

In 1952 the law was again amended to permit the Directors, with the

approval of the Commissioner of Banks, to reduce or waive the annual assessment

by action taken within sixty days of the time when each such annual assessment

would otherwise be due at the regular rate. In accordance with this amendment,

41/ the 1952, 1953, 1954 and 1955 assessment rates were reduced to 1/24 of 1 per

cent.
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The statute provides for a number of courses of action which may be
taken when it appears to the Commissioner that any bank's financial condition
is such that it should not continue to transact business in the normal manner
without receiving assistance from the Fund. Should the Central Fund not see
fit to grant assistance under the optional provisions, it must, if the Commis-
sionerof Banks certifies that the bank is unsound, take possession and control
and either rehabilitate or liquidate it and "in such event pay to the deposi-
tors of such bank the full amount of their deposits 

It is, of course, provided that the assets of the bank itself shall
be used for the purpose to the end that only the deficiency would have to be
provided by the Deposit Insurance Fund. Actually one very small bank has been
liquidated to date while seven other banks were advanced funds which allowed
them to continue to operate in the normal manner.

When funds are thus provided) agreements are entered into between
the bank and the Central Fund. These agreements must have the approval of the
Commissioner of Banks. These provide, among other things) that the personnel
shall be satisfactory to the Central Fund, that the Central Fund may appoint
its own representative in the institution, that it reserves the right to approve
any material increases in expenses, or increases or decreases in the dividend
rate paid to depositors. The Central Fund reserves the right to restrict real
estate loans and to approve sales or pledges of assets. The bank is required
to submit periodic reports to the Central Fund which has the right of access

II/ 
to the books of the institution. In addition there is a provision for the pay-
ment of nominal interest on the advance.

The agreements provide for repayments to the Central Fund only from
surplus funds and only to the extent that the remaining surplus is adequate to
protect depositors. The question of repayments is reviewed annually, and the
matter is determined by agreement between the bank and the Central Fund. If
two parties cannot agree, the Commissioner of Banks resolves the matter.

During the past year the Fund has revised its agreements with most of
the assisted banks, they having attained positions warranting such revisions.
This provides for repayments on a scheduled basis, subject to depositor protec-
tion being maintained, of the remaining balances of advances and for release of
the banks from most of the supervisory provisions mentioned above.

The Deposit Insurance Fund now amounts to 104,209,931 or over five
times the gross amount advanced to protect depositors from loss during the life
of the fund, which includes all but the earliest years of the great depression.
It is almost four times the amount advanced plus all losses ever sustained by
depositors inMassachusetts savings banks inalltheyears prior to its creation.
Deposit liabilities of the insured banks have almost doubled since the onset of
the depression, but there is no evidence that risk of loss on assets has grown.
All indications are that it has diminished materially.

The office reviews examination reports and makes its own studies of
the condition of each individual bank. On the basis of its studies, it believes

4111 the fund to be adequate to give assurance of protection to depositors in all
Massachusetts savings banks.
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MUTUAL SAVINGS CENTRAL FUND, INC. 

LIQUIDITY FUND 

COMPARATIVE STATEMENT of CONDITION

1955 Oct. 29, 1954ASSETS Oct. 31,

United States Government Securities $3 400 000 oo
(see page 5)

$3 400 000 oo

Cash in Banks 132 964 60 116 395 78

TOTAL $3 532 964 60 $3 516 395 78

LIABILITIES

Assessments from Member Banks $3 224 791 51 $3 224 791 51
Surplus 308 173 09 291 604 27

$3 532 964 60 $3 516 395 78

ANALYSIS of SURPLUS CHANGES between
OCTOBER 29, 1954 and OCTOBER 31, 1955

Surplus October 29, 1954 $ 291 604 27

Additions:
Interest Income
Less - Expense (allocated to this fund)

$ 84 562 82
3 500 oo

Net Income 81 062 82

$ 372 667 09

Deductions:
Dividends Paid

December 1, 1954 - 1% $ 32 247 oo
June 1, 1955 - 1% 32 247 00 64 494 00

Surplus October 31, 1955 $ 308 173 09
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MUTUAL SAVINGS CENTRAL FUND, INC. 

LIQUIDITY FUND

SECURITIES OWNED

United States
1 1/4 due

OCTOBER 31, 1955

$

MARKET

Government Securities
Dec. 15, 1955 C. of I.

PAR BOOK

$ $
5oo 000 5oo 000 oo 499 531 25

2 1/2 " Dec. 1, 1957 Series G 100 000 100 000 00 97 600 oo

2 3/8 It June 15, 1958 250 000 250 000 oo 248 593 75

2 1/2 ti Nov. 15, 1961 1 300 000 1 300 000 00 1 279 687 5o

2 1/4 n June 15, 1962/59 750 000 750 000 00 730 781 25

2.76 It May 1, 1964 Series K 100 000 100 000 00 96 700 00

2 3/4 " Apr. 1, 1980/75 Series B 400 000 400 000 00 380 750 00

$3 boo 000 $3 boo 000 oo $3 333 643 75
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MUTUAL SAVINGS CENTRAL FUND, INC. 

LIQUIDITY FUND 

OCTOBER 31 ANNUAL COMPARISON
of ASSETS and LIABILITIES

Year U. S. Gov't.
Ending Securities,
Oct 31 Public Funds Cash

ASSETS

Accrued
Interest

Secured Paid on
Loans to Bankers Bonds

Member Banks Acceptances Purchased Total

1932 $2 185 513 90 $2 950 189 68 $1 373 093 88 $ $ $6 508 797 46
1933 2 888 265 65 1 439 369 73 1 789 282 96 467 076 85 6 583 995 19
1934 2 187 370 16 495 215 oo 694 700 03 3 377 285 19
1935 2 678 971 42 191 413 oo 507 068 79 3 377 453 21
1936 2 433 121 42 117 190 59 854 784 20 3 405 096 21

1937 2 30 546 88 103 384 47 1 013 141 10 3 420 072 45
1938
1939

1 879 984 38
3 301 062 5o

188
165

175
782

75
52

1 363 834 o4 3
3
431
466 gn 3 0-72

1940
1941

3 361 782 02
3 415 708 38

88
58

661
364

18
34

3
3

1450
474 4'132 72)017 

1942 3 426 062 96 59 097 53 3 485 160 49
1943 3 43o 434 59 64 270 41 3 494 705 oo
1944 3 396 370 31 156 780 71 3 553 151 02
1945 3 468 280 30 130 160 54 1 o94 74 3 599 535 58
1946 3 511 590 68 127 794 12 3 639 384 80

1947 3 510 431 60 152 794 24 3 663 225 84
1948 3 509 272 52 169 732 22 3 679 004 74
1949 3 558 800 92 128 202 75 3 687 003 67
1950 3 568 120 08 138 123 88 3 706 243 96
1951 3 550 000 oo 148 004 90 3 698 004 90

1952 3 boo 000 00 107 729 10 3 507 729 lo
1953 3 boo 000 oo 116 548 04 3 516 548 04
1954 3 boo 000 oo 116 395 78 3 516 395 78
1955 3 boo 000 oo 132 964 60 3 532 964 60
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MUTUAL SAVINGS CENTRAL FUND, INC. 

LIQUIDITY FUND 

OCTOBER 31 ANNUAL COMPARISON
of ASSETS and LIABILITIES 

(Continued)

LIABILITIES

Year
Ending Assessment Unearned
Oct 31 Account Surplus Discount Total 

1932 $6 45o 509 68 $ 58 287 78 $ $6 508 797 46
1933 6 450 509 68 133 007 23 478 28 6 583 995 19

*1934 3 225 254 84 152 030 35 3 377 285 19
1935 3 225 254 84 152 198 37 3 377 453 21
1936 3 225 254 84 179 841 37 3 4o5 096 21

41) 
1937 3 225 254 84 19
1938 3 225 254 84 

4 817 61 3 420 072 45
2o6 739 33 3 431 994 17

1939 3 225 254 84 241 590 18 3 466 845 02
1940 3 225 254 84 225 188 36 3 450 443 20
1941 3 225 050 51 249 022 21 3 47)4 072 72

1942 3 225 050 51 260 109 98 3 485 160 49
1943 3 225 050 51 269 654 49 3 494 705 oo
1944 3 225 050 51 328 loo 51 3 553 151 02
1945 3 225 050 51 374 485 07 3 599 535 58
1946 3 225 050 51 414 334 29 3 639 384 80

1947 3 225 050 51 438 175 33 3 663 225 84
1948 3 225 050 51 453 954 23 3 679 0014 74
1949 3 225 050 51 461 953 16 3 687 003 67

**1950 3 224 791 51 481 452 45 3 706 243 96
1951 3 224 791 51 473 213 39 3 698 004 90

1952 3 224 791 51 282 937 59 3 507 729 10
1953 3 22)4791 51 291 756 53 3 516 548 04
1954 3 224 791 51 291 604 27 3 516 395 78
1955 3 224 791 51 308 173 09 3 532 964 60

In 1934 one-half of assessments previously collected was
returned to member banks in the amount of $3,225,254.84.

Deposit of $259.00 returned to Marshfield Savings Bank.

-7-

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



I MUTUAL SAVINGS CELL FUND, INC. 

Year
Ending
Oct 31

1932
1933
1934
1935
1936

1937
1938
1939
1940

1 1941co1
1942
1943
1944
1945
1946

1947
1948
1949
1950
1951

1952
1953
1954
1955

LIQUIDITY FUND

OCTOBER 31 ANNUAL COMPARATIVE
SUMMARY of SURPLUS

Profit or
Dividends

Increase or
Cumulative
Balance forRate Amount

Interest (Loss) on First Six Second Six (Decrease) Year Ending
Income Securities* Expenses Months Months for Year October 31

$ 53 970 70 $10 743 75 $6 426 67 $ $ 58 287 78 $ 58 287 78
174 736 77 2 812 50 6 074 05 1/2 of 1% 1% 96 755 77 74 719 45 133 007 23
137 882 83 15 332 83 5 184 18 1% 1% 129 008 36 19 023 12 152 030 35
85 381 37 ( 17 080 00) 3 630 15 1% 1% 64 503 20 168 02 152 198 37
85 433 82 10 209 69 3 497 31 1% 1% 64 503 20 27 643 00 179 841 37

71 414 99 11 644 22 3 579 77 1% 1% 64 503 20 14 976 24 194 817 61
64 611 71 7 195 93 3 hh5 36 1% 3/4 of 1% 56 440 56 11 921 72 206 739 33
64 865 07 21 765 63 3 401 93 3/4 of 1% 3/4 of 1% 48 377 92 34 850 85 241 590 18
31 673 79** 11 825 80 3 460 84 1% 3/4 of 1% 56 ldio 57 ( 16 )4o1 82) 225 188 36
58 586 80 15 426 oo 1 802 56 3/4 of 1% 3/4 of 1% 48 376 39 23 833 85 249 022 21

59 973 77 2 087 50 2 598 64 3/4 of 1% 3/4 of 1% 48 374 86 11 087 77 260 109 98
59 618 77 1 679 71 3 379 11 3/4 of 1% 3/4 of 1% 48 374 86 9 544 51 269 654 49
65 214 64 1414 873 26 3 267 02 3/4 of 1% 3/4 of 1% 48 374 86 58 446 02 328 loo 51
62 103 58 36 310 89 3 655 04 3/4 of 1% 3/4 of 1% 48 374 87 46 384 56 374 485 07
70 575 77 21 148 33 3 500 oo 3/4 of 1% 3/4 of 1% 48 374 88 39 849 22 414 334 29

75 715 92 3 500 oo 3/4 of 1% 3/4 of 1% 48 374 88 23 841 04 438 175 33
75 715 92 3 500 oo 3/4 of 1% 1% 56 437 02 15 778 90 453 954 23
75 998 09 3 500 oo 1% 1% 64 499 16 7 998 93 461 953 16
79 373 45 8 125 oo 3 500 oo 1% 1% 64 499 16 19 499 29 481 452 45
76 835 48 ( 17 080 56) 3 500 oo 1% 1% 64 493 98 ( 8 239 06) 473 213 39

71 394 04 ( 187 50) 3 500 oo 7% 1% 257 982 34 (190 275 80) 282 937 59
76 812 94 3 500 oo 1% 1% 64 494 oo 8 818 94 291 756 53
67 841 74 3 500 oo 1% 1% 64 494 oo ( 152 26) 291 604 27
84 562 82 3 5oo oo 1% 1% 64 494 oo 16 568 82 308 173 09

Through 1939 loss on securities includes write-down of premiums.

Gross Income for 1940 was $66,906.86 but was reduced by $35,233.07 to adjust securities to
amortized value. Subsequently premiums were amortized through Income until May, 1951, when
remaining premiums were charged to Surplus.
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• MUTUAL SAVINGS CENTRAL FUND, INC.

DEPOSIT INSURANCE FUND

1955

COMPARATIVE STATEMENT of CONDITION

ASSETS Oct. 31,

United States Government Securities
(see page 11)

$33 602 062 51

Cash in Banks and on Hand 598 186 81
Accrued Interest Paid on Bonds Purchased 13 846 33

TOTAL $34 214 095 65

LIABILITIES

Assessments: (see page 10)
Original $ 5 061 118 65
Annual 26 146 060 91

Total $31 207 179 56

Profit and Loss 3 002 751 49

Available Deposit Insurance Fund $34 209 931 05

Unearned Discount 3 787 oo
Withheld Taxes 377 60

TOTAL $34 214 095 65

ANALYSIS of PROFIT and LOSS CHANGES between
OCTOBER 29, 1954 and OCTOBER 31, 1955

Profit and Loss October 29, 1954

Additions:
Interest Income $ 662 810 23
Less - Expense

Net Income
Net Profit on Sale of Securities

52 799 21

Deductions:
Charge-Off of Premiums on Securities Purchased

41 Profit and Loss October 31, 1955

-9-

Oct. 29, 1954

$30 584

798
3

828

653
826

13

18
99

$31 387 308 30

$ 5 061 118 65
23 918 544 97

$28 979 663 62

2 404 334 23

$31 38:99330 70;;

$31 387 308 30

$ 2 404 334 23

610 011 02
2 234 37

$ 3 016 579 62

13 828 13

$ 3 002 751 49
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MUTUAL SAVINGS CENTRAL FUND, INC. 

ASSESSMENT ACCOUNTS

Assessments:
Original (1/)4 of 1% of October 31, 1933 regular deposits)

Less: Credited in Assisted Liquidation (one bank)
Repaid to bank voluntarily liquidated

Annual
Collected October 1, 1939 through

October 1, 1951 at 1/16 of 1% of
Regular Deposits of the preceding
October 31.

Collected:
October 1, 1952 (1/2)4 of 1%)
October 1, 1953

1October, 1954
October 1, 1955

411Less: Transferred to Reserve and
Used to Eliminate Book Value
of Advances:

Total Advances
Repayments Received *

Unrepaid #
Charged to Profit and Loss

Net Unrestored Charge to
Annual Assessments

Net Annual Assessments

Of which amount $530,437.29 was
received in year ended October 31, 1955

# Of which amount .2,296,800.00 is
subject to repayment

265 92
432 87

$21 354 041 50

1 402 406 74
1 481 740 16
1 581 638 79
1 697 078 65

$27 516 905 84

$6 060 000 00
3 737 764 89

$2 322 235 11
951 390 18

1 370 844 93

$ 5 061 797 44

678 79

$ 5 061 118 65

26 146 060 91

$31 207 179 56

The basic rate of annual assessments continues to be 1/16 of 1% of regular
deposits. Reduction or waiver is possible by vote of the directors and assent
of the Commissioner of Banks, but each vote and approval applies only to one
year, and the action may not be taken more than 60 days prior to the collection
date.
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MUTUAL SAVINGS CENTRAL FUND, INC. 

DEPOSIT INSURANCE FUND

SECURITIES OWNED

United States Government Securities

OCTOBER 31, 1955

BOOK MARKETPAR

1 1/4 Due Dec. 15, 1955 $ 4 050 000 $ 4 050 000 oo $ 4 046 203 13

1 3/4 Dec. 15, 1955 1 000 000 1 000 000 00 999 375 CO

Dec. 22, 1955 Bills 200 000 200 000 00 198 998 00

Jan. 5, 1956 Bills 500 000 500 000 oo 497 215 oo

2 Aug. 15, 1956 2 020 000 2 020 000 00 2 017 475 oo

2 7/8 Mar. 15, 1957 4 500 000 4 500 000 oo 4 528 125 oo

el
1 5/8 May 15, 1957 1 500 000 1 500 000 oo 1 484 062 50

2 Aug. 15, 1957 1 500 000 1 500 000 oo 1 491 562 50

2 1/2 mar. 15, 1958/56 300 000 300 000 oo 299 812 50

2 1/2 June 1, 1958 Series G 100 000 100 000 00 97 300 00

2 3/8 June 15, 1958 3 200 000 3 195 000 01 3 182 000 00

2 1/2 Jan. 1, 1959 Series G 100 000 100 000 00 97 000 00

1 7/8 Feb. 15, 1959 Series A 2 088 000 2 088 000 00 2 039 062 50

2 1/4 Sept.15, 1959/56 2 000 000 2 000 000 00 1 973 125 00

2 1/2 Nov. 15, 1961 3 900 000 3 900 000 oo 3 839 062 5o

2 1/4 June 15, 1962/59 2 700 000 2 700 000 00 2 630 812 50

2 1/4 Dec. 15, 1962/59 2 350 000 2 350 000 00 2 289 046 88

2 1/2 June 15, 1967/62 1 600 000 1 599 062 5o 1 559 000 oo

$33 608 000 $33 602 062 51 $33 269 238 01

•
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Year U.S. Gov't,
Ending Securities
Oct 31 Public Funds 

1934 $ 4 888 046 77
1935 5 082 109 38
1936 5 141 609 38

OM 5 119 265 63
4 926 625 01

1939 3 754 953 14
1940 4 538 432 18
1941 5 812 179 03
1942 5 765 719 07
1943 6 674 704 21

1944 6 890 208 59
1945 9 592 924 99
1946 11 783 444 36
1947 14 320 308 55
1948 17 036 139 08

1949 19 503 752 60
1950 21 935 312 53
1951 25 053 462 50
1952 26 899 031 25
1953 28 705 828 13
1954 30 584 828 13
1955 33 602 062 51

•

MUTUAL SAVINGS CENTRAL FUND, INC. 

DEPOSIT INSURANCE FUND

OCTOBER 31 ANNUAL COMPARISON

of ASSETS and LIABILITIES

ASSETS

$

Cash

34
48
08
1)4
48

Loans on Real
Estate Pur-
chased from
Member Banks

Advances to
Member Banks

Accrued
Interest
Paid on
Bonds

Purchased

$ 5
5
5
5
5

Total

11
86
46
77
49

217
103
197
310
610

862
203
878
490
745

$ 105
185
339
429
537

909
312
487
755
370

303 037 43 940 583 34 2 000 000 00 6 998 573 91
637 861 61 606 750 00 2 169 673 89 7 952 717 68
280 971 72 558 375 00 2 2)45581 91 8 897 107 66

1 307 336 72 491 750 00 2 028 380 31 9 593 186 10
355 769 35 140 000 00 2 841 959 27 10 012 432 83

1 586 288 00 2 116 406 92 10 592 903 51
495 989 29 1 105 611 24 4 905 68 11 199 431 20
448 770 89 9 094 25 12 241 309 50
313 671 51 8 634 39 14 642 614 45
329 933 60 753 80 17 366 826 48

568 101 04 20 071 853 64

459 764 56 9 590 16 22 404 667 25

248 565 57 7 018 45 25 309 046 52
273 339 42 27 172 370 67
436 631 67 10 924 28 29 153 384 08
798 653 18 3 826 99 31 387 308 30
598 186 81 13 846 33 34 214 095 65
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Year
Ending
Oct 31

1934
1935
1936
1937
1938

1939
194o
1941
1942
1943

1944
1945
1946
1947
1948

1949
1950
1951
1952
1953

1954
1955

Assessment
Accounts

$ 5 061
5 061
5 061
5 061
5 061

6
5
5
5
5

388
061
061
061
061

6 495
8 064
11 595
13 780
16 253

18 673
21 123
24 308
25 711
27 218

797
797
797
797
797

865
797
797
797
797

172
737
606
156
305

44
44
44
44
44

56
44
44
44
44

94
91
57
27
80

324 32
338 16
877 93
284 67
024 83

28 979 663 62
31 207 179 56

MUTUAL SAVINGS CENTRAL FUND, INC. 

DEPOSIT INSURANCE FUND

OCTOBER 31 ANNUAL COMPARISON
of ASSETS and LIABILITIES

(Continued)

LIABILITIES

Profit
and Loss

$ 4)4 111
123 515
277 690
367 958
475 573

609
328
211
220
332

708
267
270
774
007

67 $
42
02
33
05

35
94
06
92
26

499 395 83
681 349 81
645 460 42
862 170 43

1 113 250 92

1 398
1 273

995
1 439
1 934

279 42
896 90
694 79
0314 23
116 71

2 404 334 23
751 493 002

Reserve
Account

2 562
3 624
4 310
4 618

652
040
608
441

30
16
74
39

3 598 007 28
2 453 096 28

-13-

Unearned
Discount and
Miscellaneous

$

1856 7014

327 46
247 20
242 51
287 75
269 76

249 90

4
 2432 19

3 310 45
4 164 60

•

Total

$ 5 105 909 11
5 185 312 86
5 339 487 46
5 429 755 77
5 537 370 49

6 998 573 91
7 952 717 68
8 897 107 66
9 593 186 lo
10 012 432 83

10 592 903 51
11 199 431 20
12 241 309 50
14 642 614 45
17 366 826 48

20 071 853 64
22 404 667 25
25 309 046 52
27 172 370 67
29 153 384 08

31 387 308 30
34 214 095 65
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MUTUAL SAVINGS CENTRAimpEL_IIIL

• •
DEPOSIT INSURANCrUND 

OCTOBER 31 ANNUAL COMPARATIVE SUMMARY
of PROFIT and LOSS

Year
Ending
Oct 31

Interest
Income

Profit or
(Loss) on
Securities* Expense

Charge-Offs
on Advances
to Member
Banks

Dividend
Increase or
(Decrease)
for Year

Cumulative
Balance for
Year Ending
October 31Rate Amount

1934 $ 51 808 90 ($ 2 062 5o) $ 5 634 73 $ $ 44 111 67 $ 44 111 67
1935 140 518 72 ( 57 812 39) 3 302 58 79 403 75 123 515 42
1936 141 526 40 15 819 07 3 170 87 154 174 60 277 690 02
1937 117 489 22 ( 2)4 047 19) 3 173 72 90 268 31 367 958 33
1938 103 196 57 8 070 93 3 652 78 107 614 72 475 573 05

1939 83 550 13 57 398 44 6 813 27 134 135 30 609 708 35
1940r,* 31 623 94 ( 7 125 01) 5 939 34 300 000 00 ( 281 440 41) 328 267 94
1941 95 024 15 5 311 88 17 333 91 200 000 00 ( 116 997 88) 211 270 06
1942 126 197 56 5 453 12 22 145 82 100 000 00 9 504 86 220 774 92
1943 130 815 13 5 377 52 24 960 31 111 232 34 332 007 26

19101 155 605 47 35 749 43 23 965 33 1 00 167 388 57 499 395 83
1945 171 899 22 36 761 81 26 707 05 181 953 98 681 349 81
1946 224 642 85 123 400 00 32 543 06 351 389 18 ( 35 889 39) 645 460 42
1947 251 396 61 34 686 60 216 710 01 862 170 43
1948 286 870 78 3 668 30 39 458 59 251 080 49 1 113 250 92

1949 329 000 30 43 971 80 285 028 5o 1 398 279 42
1950 367 986 93 45 2405 35 2% 446 964 10( 12)4 382 52) 1 273 896 90
1951 428 612 36 ( 166 171 6)4) 53 429 92 2% 487 212 91( 278 202 11) 995 694 79
1952 494 587 32 9 796 87 61 WI 75 443 339 44 1 439 034 23
1953 557 845 45 ( 1 843 77) 60 919 20 495 082 48 1 934 116 71

1954 636 223 85 ( 115 0)46 89) 50 959 44 470 217 52 2 404 334 23
1955 662 810 23 ( 11 593 76) 52 799 21 598 417 26 3 002 751 49

JA-N.

Charge-off of premiums is included in this column except that between 1939 and 1951 premiums were
amortized against interest income. Since May 1951 all premiums have been charged off at time of
purchase.

Gross Interest Income was $84,469.25 in 1940. The amount shown is the balance after deducting
$52,845.31 to adjust securities to amortized values. In 1951 the balance of premiums was charged
Off.

•
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ADDITIONS to the LEGAL LIST

During the past year, the following bond issues have been added to the
Legal List under the provisions of Section 50 of Chapter 168 of the General Laws
of Massachusetts (Ter. Ed.):

New England Telephone and Telegraph Company
Debenture 3 % 3-15-74
Debenture 3 1/4 12-15-77
Debenture 3 lo- 1-82
Debenture 3 1/8 12-15-88

New Bedford, Woods Hole, Martha's Vineyard and
Nantucket Steamship Authority, Revenue 2 1/2 3- 1-80

The following is a list of those bonds currently outstanding which are
now on the Legal List by virtue of this procedure:

A. Railroad Issues:

5/8%
1/2
3/8
1/2

7/8
3/4
1/4

1968
1974
1982
1997
1997
1986
1996
1961

$ 35 532 000
30 995 000
16 167 000
5o 000 000
99 914 800
50 000 000
5o 000 000
18 352 000

To be classified with Railroad Bonds legal
under Section 44, limitations on amounts
being established thereunder.

Central Pacific Railway, First 3
Central Pacific Railway, First 3
Fort Worth & Denver Railway Company, First
Lake Shore & Michigan Southern Railway, Mortgage 

4
3

Northern Pacific Railway, Prior Lien Mortgage /4
Southern Pacific Railroad, First, Series E 2
Southern Pacific Railroad, First, Series F 2
Southern Pacific Railroad, First, Series G 2

B. Gas Company Issue:

To be classified with Public Service
Company bonds legal under Section 46 A

Mystic Valley Gas Company, First Mortgage 3 5/8% 1974 5 5oo 000

C. Electric and Gas Company Issues:

To be classified with Public Service
Company Obligations legal under
Section 46 B, limitations on amounts
being established thereunder.

Commonwealth Edison Company, First, Series L 3 % 1977 180 000 000
Commonwealth Edison Company, First, Series N 3 1978 5o 000 000
Commonwealth Edison Company, First, Series 0 3 1/4 1982 40 000 000
Commonwealth Edison Company, First, Series Q 3 1984 5o 000 000

Balance Forward $676 460 800

-15-
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• ADDITIONS to the LEGAL LIST

Brought Forward $ 676 46o 800

D. Telephone Company Issues:

To be classified with Telephone Company Obliga-
tions legal under Section 45, limitations on
amounts being established thereunder.

New England Telephone and Telegraph Company
Debenture 3 % 1974 35 000 000
Debenture 3 1/4 1977 20 000 000
Debenture 3 1982 4o 000 000
Debenture 3 1/8 1988 30 000 000

E. Industrial and Miscellaneous Issues:

To be classified as Section 50 limitations on
amounts being established thereunder.

Allied Chemical & Dye Corporation
Aluminum Company of America, S. F. Debenture 

3 1/2
3 1/8

1978
1964

200 000 000
125 000 000

Aluminum Company of America, S. F. Debenture 3 1979 loo 000 000
American Tobacco Company, Debenture 3 1962 58 310 000
American Tobacco Company, Debenture 3 1969 68 079 000
Cincinnati Union Terminal, First, Series E 3 3/8 1969 lo 666 000
Cincinnati Union Terminal, First, Series G 2 3/4 1974 20 440 000
Consolidated Natural Gas Company, Debenture 2 3/4 1968 25 472 000
Consolidated Natural Gas Company, Debenture 3 1/4 1976 48 000 000
Firestone Tire & Rubber Company, Debenture 3 1961 22 000 000
General Motors Corporation, Debenture 3 1/4 1979 300 000 000
Massachusetts Turnpike Authority Revenue 3.3 1994 239 000 000
National Dairy Products Corporation, Debenture 2 3/4 1970 42 000 000
National Dairy Products Corporation, Debenture 3 1970 26 loo 000
National Dairy Products Corporation, Debenture 3 1/8 1976 28 800 000
New Bedford, Woods Hole, Martha's Vineyard and
Nantucket Steamship Authority, Revenue 2 1/2 1980 2 000 000

Standard Oil Company (New Jersey), Debenture 2 3/4 1974 150 000 000
Swift & Company, Debenture 2 5/8 1972 35 000 000
Swift & Company, Debenture 2 7/8 1973 lo 000 oloo
Swift & Company, Serial Debenture 1.80 to 1.90 to 1957 3 000 000
Terminal Railroad Association of St. Louis

Refunding & Improvement 2 7/8 1985 36 625 000
Texas Corporation Debenture 3 1965 53 352 000
Union Oil Company of California, Debenture 2 3/4 1970 22 600 000
United States Steel Corporation

Serial Debenture 1.30 to 2.65 to 1964 270 000 000

$2 697 904 800

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



•

S

•

•

PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

SUFFOLK COUNTY
From To

Wilmot R. Evans* 1932 1934
The Boston Five Cents Savings Bank

Joseph H. Soliday* 1932 1941
Franklin Savings Bank, Boston

Carl M. Spencer 1932 1945
Home Savings Bank, Boston

Rutherford E. Smith 1932 1953
Dorchester Savings Bank, Boston

William A. Dupee* 1932 1934
Provident Institution for Savings, Boston

J. Reed Morss 1934 1950
The Boston Five Cents Savings Bank 1953

Charles Brewer 1934 1940
Warren institution for Savings, Boston

George P. Nason 1940 1944
Charlestown Savings Bank, Boston 1950. 1952

Everett W. Gammons 1941 1947
Franklin Savings Bank, Boston

Frank D. Littlefield 1944 1948
Eliot Savings Bank, Boston 1952 1954

William B. Snow 1945 1949
Suffolk Savings Bank, Boston 1954

Arthur S. Roe 1947 1951
Wildey Savings Bank, Boston

William B. Carolan 1948 1954
Union Savings Bank, Boston

George L. Wrenn, 2nd. 1949 1953
Provident Institution for Savings, Boston

Robert M. Tappan* 19(1 1953

Warren Institution for Savings, Boston
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

SUFFOLK COUNTY (Continued)
From To

Robert M. -Bowen 1953
South Boston Savings Bank

A. Murray Ginzberg 1954
Grove Hall Savings Bank, Roxbury

G. Churchill Francis 1954
Institution for Savings in Roxbury

MIDDLESEX COUNTY
A. George Gilman 1932

Hudson Savings Bank
Malden Savings Bank

Edward B. Carney* 1932 1936
Lowell Institution for Savings

Thomas H. Varnum* 1936 1942
Merrimack River Savings Bank, Lowell

Wilson D. Clark, Jr. 1942
Arlington Five Cents Savings Bank

ESSEX COUNTY
Charles A. Collins 1932 1951

Lynn Institution for Savings

Albert I. Couch* 1932 1936
Essex Savings Bank, Lawrence

Fred H. Eaton* 1937 1948
Essex Savings Bank, Lawrence

Louis S. Finger 1948 1952
Andover Savings Bank

Crawford H. Stocker, Jr. 1951 1955
Lynn Five Cents Savings Bank

Stanwood D. Evans 1952
Haverhill Savings Bank

Harry G. Griffen 1955
Warren Five Cents Savings Bank, Peabody

-18-
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

•

•

From To
BARNSTABLE, BRISTOL, DUKES COUNTY
NANTUCKET, NORFOLK AND PLYMOUTH COUNTIES

Charles F. Mann* 1932 1939
East Bridgewater Savings Bank

Charles L. Holmes* 1932 1936
Fall River Five Cents Savings Bank

Reuben W. Chase 1936
Taunton Savings Bank

Ralph H. Snow* 1939 1952
Cape Cod Five Cents Savings Bank, Harwich Port

Gordon D. Larcom 1953
Dedham Institution for Savings

WORCESTER COUNTY
Myron F. Converse* 1932 1950

Worcester Five Cents Savings Bank

Francis S. Whittemore* 1932 1939
Gardner Savings Bank

William S. Brown 1940
Worcester North Savings Institution, Fitchburg

Harry C. Midgley* 1951 1952
People's Savings Bank, Worcester

Harrison G. Taylor 1953 1955
Worcester Five Cents Savings Bank

Nathan T. Basom 1955
Worcester Mechanics Savings Bank

HAMPDEN COUNTY
John W. B. Brand* 1932 1939

Springfield Institution for Savings

Isaac E. Sawyer* 1939 1943
Mechanics Savings Bank, Holyoke

Alfred H. Hastings* 1943 1946
Springfield Institution for Savings

Freeman A. Smith 1947 1951
Palmer Savings Bank
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC.

HAMPDEN COUNTY (Continued)
From Tn

Richard A. Booth 1951 19.5
Springfield Institution for Savings

Ellery L. Vogel 1955
Springfield Five Cents Savings Bank

BERKSHIRE, FRANKLIN AND
HAMPSHIRE COUNTIES

William L. Adams* 1932 1933
Berkshire County Savings Bank, Pittsfield

Edward S. Rogers* 1933 1949
Lee Savings Bank

Leonard B. Campbell 1949 1953
Ware Savings Bank

Thomas W. Symons 1953
The Franklin Savings Institution, Greenfield

* Deceased
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111)A. GEO .. !LIMAN
President MUTUAL SAVINGS CENTRAL FUND, INC.

WILSON D. CLARK, is. 82 DEVONSHIRE STREET, BOSTON 9. MASSACHUSETTS
Vice President

•

O

EDMUND W. TROWBRIDGE, Executive Vice President

December 17, 1956

TO THE OFFICERS AND TRUSTEES OF THE
MUTUAL SAVINGS RANKS OF MASSACHUSETTS:

11.2 RUTHEi cca
Clerk

CHARLES A. COLLINS
Treasurer

The Annual Report of the Mutual Savings Central Fund,
Inc. for the year ending October 31, 1956, is submitted on be-
half of the Board of Directors.

It includes reports of condition and of income and
expenses for the two entirely distinct Funds, which we operate.
These are the "Liquidity Fund" and the "Deposit Insurance Fund".

The financial statements are preceded by a brief des-
cription of the organization of the corporation and of the pur-
poses and procedures of the two Funds.

There is also included a list of the securities cur-
rently outstanding which have been made eligible for savings bank
investment under the provisions of Section 50, Chapter 168 of the
General Laws.

The historical record of the persons who have served as
the directors of the Mutual Savings Central Fund, Inc. showing the
savings bank affiliation also forms a part of this report.

EWT:cg

Very truly yours

Executive Vice President
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A. George Gilman

Wilson D. Clark, Jr.

Charles A. Collins

Rutherford E. Smith

Edmund W. Trowbridge

MUTUAL SAVINGS CENTRAL FUND, INC.

OFFICERS 

Malden Savings Bank

Arlington Five Cents Savings Bank

Lynn Institution for Savings

SUFFOLK COUNTY
J. Reed Morss
Robert M. Bowen
A. Murray Ginzberg
Wilford S. Cuthbertson
one vacancy

MIDDLESEX COUNTY
Wilson D. Clark, Jr.
A. George Gilman

ESSEX COUNTY
Harry G. Griffen
Joseph J. Muldowney

Dorchester Savings Bank

BOARD OF DIRECTORS
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President

Vice President
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Clerk
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Reuben W. Chase
Gordon D. Larcom
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MUTUAL SAVINGS CENTRAL FUND, INC.

The Mutual Savings Central Fund, Inc. was established by chapter 44
of the Acts of 1932 of the General Court of the Commonwealth of Massachusetts.
The corporation consists of all the savings banks in the commonwealth. The
statute, as amended in 1956, provides for two entirely segregated funds.

Liquidity Fund

The Liquidity Fund results from requiring banks to deposit funds
with it, which deposits are not withdrawable by the member banks except in so
far as the directors permit all banks to withdraw them proportionately. The
purpose of this fund is "to assist such member banks when they are temporarily
in need of cash or hold investments which cannot readily be liquidated, by
making loans to them secured by the pledge of mortgages or other securities
legally held by such member banks."

The Directors have the right to require member banks to deposit as
much as three percent of their own deposits in the Liquidity Fund. In 1932 one-
tenth of the allowable amount was assessed, but half of it was returned about
two years later. As of August 1, 1956, an additional assessment of one-twentieth
of one percent of the amount of the member banks' deposits as of the preceding
October 31 was levied. This assessment amounted to $2,202,337.10.

The fund has borrowing power, lending powers and most of the other
essentials of an active central liquidity fund. It enjoys exemption from both
state and federal taxes.

Deposit Insurance Fund

This fund was established by the enactment of chapter 43 of the Acts
of 1934 for the purpose of insuring depositors in all Massachusetts savings
banks against loss.

During this year chapter 168 of the General Laws was amended to per-
mit such banks as desired to do so to become members of the Federal Deposit In-
surance Corporation and the two acts establishing the Mutual Savings Central
Fund, Inc., and its Deposit Insurance Fund were substantially amended in connec-
tion with this new privilege. All Massachusetts savings banks continue to be
members of this corporation and such of their deposits as are in excess of
$10,000 per account must be insured by this fund. To date one bank has become
a member of the Federal Deposit Insurance Corporation.

The amended deposit insurance fund statute provides that such a bank
shall be entitled to repayment of its original assessment (one quarter of one
percent of its October 31, 1933 deposits), but not until October 31, 1959 or
six months after the effective date of its membership in the Federal Deposit
Insurance Corporation, which ever is later, (except that earlier repayment may
be permitted by vote of two-thirds Lf the directors of the Mutual Savings Cen-
tral Fund with the approval of the Commissioner). Accordingly the statement
of condition of the Deposit Insurar.ce Fund submitted herein shows as a liabil-
ity the amounts thus repayable to the one bank referred to above.

-2-
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•
The annual assessment levied on October 1, 1956 was agair at the rate

of one twenty-fourth of one percent, consent to such rate having been received

411 from the Commissioner of Banks. In accordance with the amended statute, the
annual excess insurance assessment levied upon the bank which had become a mem-
ber of the Federal Deposit Insurance Corporation was at the same rate but was
based only upon its deposits in excess of $10,000 per account.

The statute provides for a number of courses of action which may be
taken when it appears to the Commissioner that any bank's financial condition
is such that it should not continue to transact business in the normal manner
without receiving assistance from the Fund. Should the Central Fund not see
fit to grant assistance under the optional provisions, it must, if the Commis-
sioner of Banks certifies that the bank is unsound, take possession and control
and either rehabilitate or liquidate it and "in such event pay to the deposi-
tors of such bank the full amount of their deposits 

It is, of course, provided that the assets of the bank itself shall
be used for the purpose to the end that only the deficiency would have to be
provided by the Deposit Insurance Fund. One very small bank was liquidated in
1941. Seven banks were advanced funds which allowed them to continue to oper-
ate in the normal manner.

When funds were thus provided, agreements were entered into between
the bank and the Central Fund with the approval of the Commissioner of Banks
which set forth that the personnel should be satisfactory to the Central Fund,
that the Central Fund should have the right to approve any increase in expenses
or increases or decreases in the dividend rate. The Central Fund also had the

11/ 
right to restrict real estate loans and to approve sales or pledges of assets.
The Central Fund had access to the books of the bank and made periodic reviews
of the condition and operations.

The agreements provided for repayments to the Central Fund only to
the extent of surplus funds in excess of those deemed adequate to protect
depositors. One of the assisted banks has this year completed repayment of
the advance made to it. Most of the others are now on regular schedules under
modified agreements which free them from most of the restrictions as long as
the repayment schedules are met.

The statement of condition of the Deposit Insurance Fund shows as
"Other Assets" a mortgage loan acquired from an assisted bank in partial
settlement of its indebtedness. The gross amount includes taxes paid and
other expenses incurred in connection therewith. The reserve was established
to recognize the fact that this asset was not available for insurance of
deposits, and income received from it has been treated as a further credit.

The amended statute provides that after ten years from the date the
assistance was granted the Central Fund may, with the approval of the Commis-
sioner and of the supreme judicial court, compromise any outstanding balance.
No such compromise has yet been made. The amounts advanced to assist the banks
were long since charged off. In the original instance a substantial portion of
the charge-off was against assessment account. During the past year, the assess-

-3-

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



•

ment accounts were restored to reflect the full amount paid in by Vie member

411 banks and profit and loss was charged for the amount required.

One of the duties of the Mutual Savings Central Fund is to review
petitions of member banks for the addition of securities to the legal list and
in its discretion to request the Commissioner of Banks to add such securities
to the list. Such a request may but need not be granted by the Commissioner.
Included in this report is a summary of the bonds in which savings banks may
invest by virtue of this procedure.
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MUTUAL SAVINGS CENTRAL FUND, INC.

LIQUIDITY FUND 

COMPARATIVE STATEMENTS OF CONDITION

ASSETS Oct. 31, 1956 Oct. 31, 1955 Increase

United States Government securities
(see page 6)

$5 570 266 $3 400 000 $2 170 266

Cash 162 865 132 965 29 900

Accrued interest paid on bonds purchased 11 760 11 760

TOTAL $5 744 891 $3 532 965 $2 211 926

LIABILITIES

Assessments from member banks $5 427 129 $3 224 792 $2 202 337
Surplus 317 762 308 173 9 589

TOTAL $5 744 891 $3 532 965 $2 211 926

•
ANALYSIS of SURPLUS

NOVEMBER 1, 1955 to OCTOBER 31, 1956

$308 173 09Balance October 31, 1955

Additions:
Interest received $ 77 582 77
Less - Expense allocated to this fund 3 500 00

Net Income $ 74 082 77

Deduct - Dividends paid (2%) 64 494 00
Net Increase 9 588 77

Balance October 31, 1956 $317 761 86

• -5-
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MUTUAL SAVINGS CENTRAL FUND, INC.

LIQUIDITY FUND 

SECURITIES OWNED
OCTOBER 31, 1956

United States Government Securities
2 5/8 due Dec. 1,

2 1/2 11 Dec. 1,

2 3/8 11 June 15,

2 1/2 " Nov. 15,

2 1/4 ti June 15,

2.76 It may 1,

411
2 3/4 " Apr. 1,

PAR BOOK MARKET

1956 $ 5oo 000 $ 50o 000 $ 499 843

1957 Series G 100 000 100 000 98 200

1958 250 000 250 000 245 859

1961 3 550 000 3 47o 266 3 381 375

1962/59 750 000 750 000 706 406

1964 Series K 100 000 100 000 96 600

1980/75 Series B 400 000 400 000 365 250

$5 650 000 $5 570 266 $5 393 533

-6-
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October 31

DEPOSIT INSURANCE FUND vs. INSURED DEPOSITS

Deposits
Insured

(000 Omitted)

Available for
Insurance of
Deposits Percentage

1956 $4 626 000 * 106 831 157 .796

1955 4 404 674 34 209 931 .777

1954 4 072 990 31 383 998 .771

1953 3 795 933 29 152 142 .768

1952 3 556 176 27 150 319 .763

1951 3 365 776 25 304 573 .752

1950 3 284 571 22 397 235 .682

1949 3 220 166 20 071 604 .623

1948 3 185 087 17 366 557 .545

1947 3 140 176 14 642 327 .466

1946 3 049 197 12 241 067 .401

1945 2 800 159 lo 093 573 .360

1944 2 511 304 8 476 169 .338

1943 2 293 826 7 030 287 .306

1942 2 145 483 7 073 051 .330

1941 2 138 297 6 093 151 .285

1940 2 138 318 5 176 294 .242

1939 2 136 935 4 057 991 .190

1938 2 123 309 5 537 370 .261

1937 2 142 859 5 429 756 .253

1936 2 116 504 5 339 487 .252

1935 2 077 886 5 185 313 .250

1934 2 044 065 5 105 909 .250

* Partly estimated

-7-
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111 MUTUAL SAVINGS CENTRAL FUND, INC.

ASSETS

DEPOSIT INSURANCE FUND 

COMPARATIVE STATEMENTS of CONDITION 

Oct. 31, 1956 Oct. 31, 1955 Increase 

United States Government securities $36 473 406 $33 602 063 $ 2 871 343
(see page 11)

Cash 467 198 598 187 (130 989)
Accrued interest paid on bonds purchased 5 666 13 846 ( 8 180)
Other assets (see note) (Net) 11 569 11 569

TOTAL $36 957 839 $34 214 096 $ 2 743 743

LIABILITIES

Assessments available for insurance of deposits:-
Original, from banks fully insured by this fund $ 4 934 856 $ 5 061 119 $ (126 263)
Regular annual assessments 29 306 472 27 516 906 1 789 566
Advances charged to annual assessments ( 1 370 8).i5) 1 370 845
Annual excess insurance assessments 1 169 1 169

Total $34 242 497 $31 207 180 $ 3 035 317

Profit and Loss 588 660 3 002 751 ,..._114_ED)
..,/

Available for Insurance of Deposits $36 831 157 $34 209 931 $ 2 621 226

Original assessment repayable 126 263
Unearned discount 3 787
Withheld taxes 419 378

TOTAL $36 957 839 $34 21h 096

Advances to member banks

Note:

(7)$ 2 296 800 (6)$ 1 778 498

Other assets (mortgage loan) $ 268 969

Less: Reserve for non-
liquid assets $244 300
Other credits 13 100 257400

Balance October 31, 1956 $ 11 569

-8-
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MUTUAL SAVINGS CENTRAL FUND, INC.

DEPOSIT INSURANCE FUND

ANALYSIS of PROFIT and LOSS
NOVEMBER 1, 1955 to OCTOBER 31, 1956

$745 160
63 392

12
07

$3 002 751 49

681 768 o5

1 25o oo

Balance October 31, 1955

Additions:
Interest received
Less - Expense

Net profit on sale of securities
Repayment of advances previously

charged off 123 890 73

$3 809 660 27

Deductions:
Premiums on securities purchased $ 265 63
Transferred to regular annual assess-

ments account to restore balance of
amounts previously charged thereto
for advances made.

Balance October 31, 1955 $1 370 844 93
Less repayments to April 30, 1956 394 410 82 976 434 11

To establish reserve for non-liquid assets 244 300 55 1 221 000 29

Balance October 31, 1956 $2 588 659 98

-9-
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MUTUAL SAVINGS CENTRAL FUND, INC.

ASSESSMENT ACCOUNTS

Assessments:
Original (1/4 of 1% of October 31, 1933 regular deposits)

Less: Credited in assisted liquidation (one bank)

Repaid to bank voluntarily liquidated

Repayable to bank which has joined F.D.I.C.

•

Regular Annual
Collected October 1, 1939 through

October 1, 1951 at 1/16 of 1% of

Regular Deposits of the preceding

October 31.

Collected:

October 1, 1952 (1/24 of 1%)
October 1, 1953 11

October 1, 1954 II

October 1, 1955 11

October 1, 1956 it

Annual Excess Insurance
Collected - October 1, 1956

ADVANCES

Total Advances made

Repayments Received:
Prior to October 31, 1955
November 1, 1955 through
October 31, 1956

Loss in assisted liquidation of one bank
Outstanding advances charged to profit and loss

Book value, October 31, 1956

-10-

126

265
412
262

92
87
60

$ 5 061

126

797

941

44

39

$ 4 934 856 05

$21 354 041 50

1 402 406 74
1 481 740 16
1 581 638 79
1 697 078 65
1 769 565 64

$29 306 471 48

1 169 23

$34 242 496 76

$ 6 060 000 oo

$ 3 737 764 89

518 301 55 4 256 066 4h

$ 1 803 933 56
25 435 11

1 778 498 45 1 803 933 56

000 00
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MUTUAL SAVINGS CENTRAL FUND, INC.

DEPOSIT INSURANCE FUND

SECURITIES OWNED

United States Government Securities

OCTOBER 31, 1956

BOOK MARKETPAR

2 5/8 Due Dec. 1, 1956 $ 3 700 000 $ 3 699 828 $ 3 698 843

2 7/8 n Mar. 15, 1957 3 500 000 3 500 000 3 497 812

1 5/8 n may 15, 1957 1 500 000 1 500 000 1 489 218

2 3/4 It Aug. 1, 1957 2 020 000 2 020 000 2 013 687

2 " Aug. 15, 1957 1 500 ood . 1 500 000 1 488 281

2 1/2 " Mar. 15, 1958/57 300 000 300 000 296 906

2 1/2 " June 1, 1958 Series G 100 000 100 000 97 900

2 3/8 II June 15 , 1958 3 200 000 3 195 000 3 147 000

2 7/8 ” June 15, 1958 3 650 000 3 645 312 3 618 062

2 1/2 Il Jan. 1, 1959 Series G 100 000 100 000 97 600

1 7/8 n Feb. 15, 1959 2 088 000 2 088 000 2 019 487

2 1/4 " Sept. 15, 1959/57 4 050 000 3 984 359 3 927 234

2 1/2 " Nov. 15, 1961 4 200 000 4 191 844 4 000 500

2 1/4 II June 15, 1962/59 2 700 000 2 700 000 2 543 062

2 1/4 " Dec. 15, 1962/59 2 350 000 2 350 000 2 211 937

2 1/2 11 Jun 15, 1967/62 1 600 000 1 599 063 1 482 000

$36 558 000 $36 473 406 $35 629 529
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MUTUAL SAVINGS CENTRAL FUND INC.

DEPOSIT INSURANCE FUND

ANNUAL COMPARISON of
ASSETS and LIABILITIES

ASSETS

Year Ending October 31

1952 1953 1954 1955 1956

U. S. Gov't securities $26 899 031 $28 705 828 $30 584 828 $33 (28 
 187 467 198

$36 473 406
436 632Cash 273 339 798 653 

9 )

Accrued interest paid
on bonds purchased 10 924 13 846 3 827 666

151Other assets (Net) 569

Totals $27 172 370 $29 153 384 $31 387 308 $34 214 096 $36 957 839

LIABILITIES 

411 Assessments (See Note) $25 711 284 $27 218 025 $28 979 664 $31 207 180 $34 242 497
Profit and Loss 1 439 034 1 934 117 2 404 334 3 002 751 2 588 660
Original assessment

repayable 126 263
Unearned discount and

miscellaneous 22 052 1 242 3 310 4 165 419

Totals $27 172 370 $29 153 384 $31 387 308 $34 214 096 $36 957 839

Outstanding advances
to member banks $ 3 032 237 $ 3 007 237 $ 2 827 237 $ 2 296 800 $ 1 778 498

Note: Advances charged
to annual assessments $ 2 106 282 $ 2 081 282 $ 1 901 282 $ 1 370 845 000

-12-
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ADDITIONS to the LEGAL LIST

During the past year, the following bond issues have been

Legal List under the provisions of Section 50 of Chapter 168 of the

of Massachusetts (Ter. Ed.):

Revenue Bonds:

City of Los Angeles, Department of Water and Power

Electric Revenue Bonds - all outstanding issues

Seattle Municipal Light and Power System

Revenue Bonds
Series LU, Various rates, due serially to 5-1-64

Series LT, Various rates, due serially to 10-1-61

Series LR, Various rates, due serially to 1-1-67

Series LS-4, 1 3/4s, due serially to 2-1-61

Series LS-5, 2s, due serially to 8-1-70

Series LL, Various rates, due serially to 3-1-75

Series LM, 2s,
2 3/4s 

due serially to 3-1-80

,Series LN, due serially to 9-1-87

added to the
General Laws

Tacoma Department of Public Utilities

Light Division Bonds
Series of 1941, A, B and C Various rates, due serially to 1-1-63

Series of 1943, A and B Various rates, due serially to 1-1-64

Series of 1944, Various rates, due serially to 1-1-64

Series of 1950, A to F inclusive , Various rates, due serially to 1-1-75

Series of 1953, A, B and C Various rates, due serially to 1-1-79

Triborough Bridge and Tunnel Authority
General Revenue Bonds

1 5/88, due serially to ]-1-59
1 3/4s, due serially to 1-1-62
2s, due serially to 7-1-64
2 1/8s, due serially to 7-1-69

Port of New York Authority
Gencral and Refunding Bonds

Eighth Series, 2s
Ninth Series, 1 1/2s,
Tenth Series, 1 3/4s,
Eleventh Series, 1 1/4s,
Twelfth Series, 1 1/2s, due serially

Fifteenth Series, 1 1/2s, due serially

-13-

due 8-15-74
due 4- 1-85
due h- 1-85
due 3- 1-86
to 6-15-62
to 12-15-64

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



41/ 
ADDITIONS to the LEGAL LIST

•

(continued)

Pennsylvania Turnpike Commission
Turnpike Revenue Refunding and Extension Bonds

2 1/4s, due serially to 6-1-61
3 1/4s, due 6-1-88

Turnpike System Revenue (Western Extension) Bonds

2.90s, due 6-1-88

New Jersey Turnpike Authority
General Turnpike Revenue Bonds

3 1/4s, due 1-1-85
3.20s, due 1-1-86

Telephone Company Issues:

New England Telephone and Telegraph Company

Debenture
3 1/4s, 11-15-91

Industrial and Miscellaneous Issues:

General Electric Company
Debenture

3 1/2s, 5-1-76

Procter and Gamble
Debenture

3 7/8s, 9-1-81

The following is a list of those bonds currently outstanding which are

now on the Legal List by virtue of this procedure:

A. Railroad Issues:

To be classified with Railroad Bonds legal

under Section 44, limitations on amounts
being established thereunder.

Central Pacific Railway, First 3 5/8% 1968 $ 35 160 000
Central Pacific Railway, First 3 1/2 1974 30 960 000
Fort Worth & Denver Railway Company, First 4 3/8 1982 15 749 000
Lake Shore & Michigan Southern Railway, Mortgage 3 1/2 1997 50 000 000
Northern Pacific Railway, Prior Lien Mortgage 4 1997 99 469 Poo
Southern Pacific Railroad, First, Series E 2 7/8 1986 50 000 000

Southern Pacific Railroad, First, Series F 2 3/4 1996 50 COO 000
Southern Pacific Railroad, First, Series G 2 1/4 1961 16 395 000

Balance Forward 4347 733 800
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(continued)

Balance Forward

B. Gas Company Issue:

3 5/8%

Obliga-
on

1974

To be classified with Public Service
Company bonds legal under Section 46 A

Mystic Valley Gas Company, First Mortgage

C. Telephone Company Issues:

To be classified with Telephone Company
tions legal under Section 45, limitations
amounts being established thereunder.

New England Telephone and Telegraph Company
Debenture 3 1974
Debenture 3 1/4 1977
Debenture 3 1982
Debenture 3 1/8 1988
Debenture 3 1/4 1991

D. Industrial and Miscellaneous Issues:

To be classified as Section 50 limitations
amounts being established thereunder.

on

Allied Chemical 4 Dye Corporation 3 1/2 1978
Aluminum Company of America, S. F. Debenture 3 1/8 1964
Aluminum Company of America, S. F. Debenture 3 1979
American Tobacco Company, Debenture 3 1962
American Tobacco Company, Debenture 3 1969
Cincinnati Union Terminal, First, Series E 3 3/8 1969
Cincinnati Union Terminal, First, Series G 2 3/4 1974
Consolidated Natural Gas Company, Debenture 2 3/4 1968
Consolidated Natural Gas Company, Debenture 3 1/4 1976
Firestone Tire & Rubber Company, Debenture 3 1961
General Electric Company, Debenture 3 1/2 1976
General Motors Corporation, Debenture 3 1/4 1979
National Dairy Products Corporation, Debenture 2 3/4 1970
National Dairy Products Corporation, Debenture 3 1970
National Dairy Products Corporation, Debenture 3 1/8 1976
Procter and Gamble Company, Debenture 3 7/8 1981
Standard Oil Company (New Jersey), Debenture 2 3/4 1974

Balance Forward

-15-

$ 347 733 800

5 500 000

35 000 000
20 000 000
4o 000 000
30 000 000
30 000 000

200 000 000
125 000 000
94 445 000

2 7310 (T0)0
10 503 000
19 957 000
24 000 000

:))(0Ogg
300 000 000
300 000 000
40 500 000
25 200 000
28 200 000
70 000 000
150 000 000

$2 083 482 800
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ADDITIONS to the LEGAL LIST

(continued)

Balance Forward $2 083 482 800

Swift & Company, Debenture
Swift & Company, Debenture
Swift & Company, Serial Debenture
Terminal Railroad Association of St. Louis

2 5/8 1972
2 7/8 1973

1.80 to 1.90 to 1957

Refunding & Improvement 2 7/8 1985
Texas Corporation Debenture 3 1965
Union Oil Company of California, Debenture 2 3/4 1970
United States Steel Corporation

Serial Debenture 1.30 to 2.65 to 1964

E. Revenue Issues 

City of Los Angeles, Department of Water and
Power - Electric Revenue Bonds

All outstanding issues
Seattle Municipal Light and Power System

Various issues, serial and term
Tacoma Department of Public Utilities

Light Division Bonds
Various issues, serial and term

Triborough Bridge and Tunnel Authority
General Revenue Bonds

Port of New York Authority
General and Refunding Bonds

Pennsylvania Turnpike Commission
Turnpike Revenue Refunding and Extension Bonds
Turnpike System Revenue (Western Extension) Bonds

New Jersey Turnpike Authority
General Turnpike Revenue Bonds

Massachusetts Turnpike Authority
3.30 1994Revenue

New Bedford, Woods Hole, Martha's Vineyard and
Nantucket Steamship Authority Revenue 2 1/2 1980

35 000
Io 000

000
000

1 500 000

35 811 000
53 352 000
22 000 000

266 538 000

227 522 000

132 439 000

23 380 000

215 000 000

91 287 000

95 823 000
77 500 000

255 000 000

239 000 000

2 000 000

$3 866 634 800
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

SUFFOLK COUNTY

From To

Wilmot R. Evans* 1932 1934

The Boston Five Cents Savings Bank

Joseph H. Soliday* 1932 1941

Franklin Savings Bank, Boston

Carl M. Spencer 1932 1945

Home Savings Bank, Boston

Rutherford E. Smith 1932 1953
Dorchester Savings Bank, Boston

William A. Dupee* 1932 1934
Provident Institution for Savings, Boston

J. Reed Morss 1934 1950

The Boston Five Cents Savings Bank 1953

Charles Brewer 1934 1940

Warren Institution for Savings, Boston

George P. Nason 1940 1944
Charlestown Savings Bank, Boston 1950 1952

Everett W. Gammons 1941 1947
Franklin Savings Bank, Boston

Frank D. Littlefield 1944 1948
Eliot Savings Bank, Boston 1952 1954

William B. Snow 1945 1949
Suffolk Savings Bank, Boston 1954 1956

Arthur S. Roe 1947 1951

Wildey Savings Bank, Boston

William B. Carolan 1948 1954
Union Savings Bank, Boston

George L. Wrenn, 2nd 1949 1953
Provident Institution for Savings, Boston

Robert M. Tappan* 1951 1953
Warren Institution for Savings, Boston

-17-
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC.

SUFFOLK COUNTY (Continued)

From To

Robert M. Bowen 1953

South Boston Savings Bank

A. Murray Ginzberg 1954
Grove Hall Savings Bank, Roxbury

G. Churchill Francis 1954 195('

Institution for Savings in Roxbury

Wilford S. Cuthbertson 1956

Chelsea Savings Bank

Bernard N. Hanson* 1956 1956

Hyde Park Savings Bank

MIDDLESEX COUNTY
A. George Gilman 1932

Hudson Savings Bank
Malden Savings Bank

Edward B. Carney* 1932 1936

Lowell Institution for Savings

Thomas H. Varnum* 1936 1942

Merrimack River Savings Bank, Lowell

Wilson D. Clark, Jr. 1942

Arlington Five Cents Savings Bank

ESSEX COUNTY
Charles A. Collins 1932 1951

Lynn Institution for Savings

Albert I. Couch* 1932 1936

Essex Savings Bank, Lawrence

Fred H. Eaton* 1937 1948

Essex Savings Bank, Lawrence

Louis S. Finger 1948 1952

Andover Savings Bank

Crawford H. Stocker, Jr. 1951 1955
Lynn Five Cents Savings Bank

-18-
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ESSEX COUNTY (Continued)
Stanwood D. Evans

Haverhill Savings Bank

Harry G. Griffen
Warren Five Cents Savings Bank, Peabody

Joseph J. Muldowney
Community Savings Bank, Lawrence

BARNSTABLE, BRISTOL, DUKES CIUNTY
NANTUCKET, NORFOLK AND PLYMOUTH COUNTIES

Charles F. Mann*
East Bridgewater Savings Bank

Charles L. Holmes*
Fall River Five Cents Savings Bank

Reuben W. Chase
Taunton Savings Bank

Ralph H. Snow*

II/ 
Cape Cod Five Cents Savings Bank, Harwich Port

) •

Gordon D. Larcom
Dedham Institution for Savings

WORCESTER COUNTY
Myron F. Converse*

Worcester Five Cents Savings Bank

Francis S. Whittemore*
Gardner Savings Bank

William S. Brown
Worcester North Savings Institution, Fitchburg

Harry C. Midgley*
Peoplels Savings Bank, Worcester

Harrison G. Taylor
Worcester Five Cents Savings Bank

Nathan T. Bascom
Worcester Mechanics Savings Bank

-19-

To

PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

From

1952 1956

1955

1956

1932 1939

1932 1936

1936

1939 1952

1953

1932 ]950

1932 1939

1940

1951 1952

1953 1955

1955
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PAST and PRESENT DIRECTORS of the MUTUAL SAVINGS CENTRAL FUND, INC. 

HAMPDEN COUNTY
John W. B. Brand*

Springfield Institution for Savings

Isaac E. Sawyer*
Mechanics Savings Bank, Holyoke

Alfred H. Hastings*
Springfield Institution for Savings

Freeman A. Smith
Palmer Savings Bank

Richard A. Booth
Springfield Institution for Savings

Ellery L. Vogel
Springfield Five Cents Savings Bank

BERKSHIRE, FRANKLIN AND
HAMPSHIRE COUNTIES

William L. Adam*

Berkshire County Savings Bank, Pittsfield

Edward S. Rogers*
Lee Savings Bank

Leonard B. Campbell
Ware Savings Bank

Thomas W. Symons
The Franklin Savings Institution, Greenfield

* Deceased

-20-

From To

1932 1939

1939 1943

1943 1946

1947 1951

1951 1955

1955

1932 1933

1933 1949

1949 1953

1953
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BRANCH OFFICE 80 CENTRE STREET

COZ

November 261 1935.

Clark Warburton,
Senior Research Assistant,
Division of Research & Statistics,
Federal Deposit Insurance Corporation,
WashinLton, C.

Dear Sir:-

Enclosed is a copy of the Banking Law of
the State of New York as it relates to savings bunks,
on Page 64 of which you will find Article VI-A,
which authorizes the establishment of a fund for in-
suring deposits in savings banks.

As we have no duplicate copies of the agree-
ment, we are requesting Savings banks Trust Company,
14 Wall Street, New York City, Trustee under the Fund,
to send you one.

ber 22nd.
This is in answer to your request of Novem-

Very truly yours,

Q

Deputy Superintendent.
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This is the second of two articles on this subject which appeared in
HE BANKERS MAGAZINE." This reprint is sent you in the belief

at you will find the contents helpful.

/ .., / 
SAVINGS BANKS TRUST COMPANY

14 Wall Street

•

eld,figiAtA,La

Deposit Insurance for Mutual Savings Banks
New York State Feature of Emphasis on Sound Banking
Rather Than on Deposit Insurance and Co-ordination of

Federal Government Control Are Advocated

By the Banking Group,' Bureau of Economic Research, Brooklyn College,
under the direction of W. H. Steiner

D
EPOSIT insurance for mutual
savings banks has been widely
discussed, but variously answered.

Earlier discussion of the protection of
savings depositors had regarded that af-
forded by mutual savings banks as ade-
quate, and had merely sought to pro-
vide comparable security for thrift de-
posits held by other banking institutions.
The proposals to achieve this end usually
involved segregation of such deposits
from the other funds of the bank, re-
striction of their investment to specified
forms, etc. The widespread bank fail-
ures of the twenties left the mutual sav-
ings banks practically untouched, while
the losses of the early thirties were ex-
tremely small. Only in the Banking
Act of 1933 was the problem of insur-
ing mutual savings bank deposits actively
raised; and it was then complicated by
the prior confusion that accompanied
state banking moratoria, the national
banking holiday, and the inception of
currency depreciation.

DEVELOPMENT

While most savings banks today have
their deposits insured, the movement has
become entwined with the co-operative
banking development cited in a preced-
ing article. The layman's conception of
deposit insurance as a means of making
good losses due to insufficiency of bank
assets, and even the conception in the
Banking Act of 1933, creating the Fed-
eral Deposit Insurance Corporation, of
making the funds of a depositor in a
suspended bank immediately and con-
tinuously available to him, have given

'E. Shapiro, I. Brender, L. Browde, A.
Goldhaber, N. Moinester and S. Mullin.

way to the thought of preventing bank
difficulties and suspensions.
At the close of 1933, the Temporary

Federal Deposit Insurance Fund, insti-
tuted on July 1, had 214 mutual sav-
ings banks as members, out of the 577
in the country.2 Their deposits aggre-
gated $6,376,000,000, out of a total of
$9,723,000,000. Of their deposits, $4,-
429,000,000 were insured.
More than half the insured banks,

with over three-fourths the insured de-
posits, were located in New York. In
that state, as in Maine, Indiana, and
Wisconsin, some, but not all, of the
banks became members. However, no
mutual savings banks in New Hamp•
shire, Massachusetts, Rhode Island and
Connecticut joined the Fund. This was
due in part to a ruling in some states,
such as Connecticut, by the state
attorney general that mutual savings
banks could not legally subscribe to
FDIC stock. In contrast, all eligible
mutual savings banks in Vermont, New
Jersey, Pennsylvania, Delaware, Mary-
land, Ohio, Minnesota, Oregon and
Washington joined. So did the bank
in California that the FDIC insured
with commercial banks.
During the year 1934 a great change

in membership occurred. After much
discussion, the amendment of June 16,
1934, postponed to July 1, 1935, the in-
auguration of the permanent plan for
Federal deposit insurance that required
stock subscription and presented a pos-
sibility of unlimited assessment. It also
created a special Fund for Mutuals, and
permitted mutual savings banks to elect

'Excluding one bank in California that the
FDIC insures as a commercial bank, but in,
cluding the guaranty savings banks of New
Hampshire.
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whether they would insure deposits for
$2500 or $5000 each. Nevertheless,
numerous banks withdrew at the mid
year—both banks in Delaware, 133 of
the 135 members in New York, and 14
in Maine, 2 in New Jersey, 5 in Penn-
sylvania, and 11 in Maryland. The 66
banks which remained members of the
FDIC were joined by two others before
the close of 1934, making 68 banks in
the Temporary Federal Deposit Insur-
ance Fund on December 31, with de-
posits of $1,045,000,000, of which it
was estimated that $806,000,000 were
insured. Nearly half were the deposits
of the two New York City banks that
remained in the Fund.

STATUS OF THE FUND

The status of the Fund on Dec. 31,
1934, is shown in the following tables
prepared from FDIC data:

act as trustee. They merely shifted their
allegiance from the FDIC to a state
fund of their own, which, however, had
special features that will be mentioned
later. Thus at the close of 1934 only
178 mutual savings banks, with deposits
of $1,990,000,000, were uninsured in
the United States.

STRUCTURE OF THE PLANS

The FDIC now operates under a per-
manent plan, provided by the Banking
Act of 1935, as does the New York
state plan. Both are voluntary. The
Massachusetts plan as extended expires
March 1, 1942, and is compulsory upon
all mutual savings banks in the state,
certified by the Commissioner as sound
and complying with the rules of the
Fund. The New York plan in order to
become effective required that at least
75 banks, with at least 50 per cent. of

Total

NUMBER

Insured

DEPOSITS

Per Cent.
of Banks
Insured Total

(000,000 omitted)
Per Cent. of
Deposits in

Insured Insured Banks

Total U. S.  574 68 12 $9,735 $1,045 11

PARTIAL MEMBERSHIP:

Maine  31 6 19 118 38 32

New York  136 2 1 5,155 493 10

New jersey  25 21 84 315 194 62

Pennsylvania  7 2 29 523 5 1

Vfaryland  13 2 15 200 1 1

Indiana  5 4 80 19 13 67

Wisconsin  5 4 80 4 4 82

COMPLETE MEMBERSHIP: No MEMBERSHIP:

Number
Vermont   19
Ohio   3
Minnesota   1
Oregon  
Washington   3

*Less than 0.5.

Deposits (000,000
$71 omitted)
112
62

52

In 1934, two state insurance plans
made their appearance. In Massachu-
setts the Mutual Savings Central Fund,
Inc., established in 1932, was required
to establish a fund to insure the de-
posits of the mutual savings banks in
the state. In New York, the savings
banks which withdrew from the FDIC
joined a Mutual Savings Banks Fund
created on July 1, 1934, for which the
Savings Banks Trust Company was to

Number
New Hampshire 48
Massachusetts  193
Rhode Island  9
Connecticut  73
Delaware   2

Deposits (000,000
$184 omitted)
2,052
170
669
29

the savings bank deposits of the state,
participate. The Massachusetts banks,
by a four-fifths vote, may dissolve their
plan when no longer needed to protect
depositors, or when legislation permit-
ting them to join the FDIC is passed.

Originally, the temporary FDIC plan
required an assessment of one-half of
one per cent. of deposits, half of which
was payable at once, and permitted an
additional assessment if needed. At the

•
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middle of 1934, when the temporary
plan was extended for one year, a spe-
cial Fund for Mutuals was created. Un-
der the permanent plan, the annual as-
sessment is limited to one-twelfth of one
per cent. of total deposits, but a separate
Fund for Mutuals is permitted, with a
lower rate. The two state funds set a
higher rate. Massachusetts required an
initial aqAPcsment of one-fourth of 1 per
cent. of deposits, other than club ac-
counts, and fixed a maximum of 1 per
cent. The New York fund is to be built
up by four discretionary assessments of
one-fifth of 1 per cent. of deposits, with a
fifth permitted if two-thirds of the mem-
bers, having three-fourths of the total
deposits, approve. This is in addition
to an annual assessment of one-tenth of
1 per cent. of deposits.
The FDIC may place funds not other-

wise employed in United States secu-
rities or deposit them temporarily with
a Federal Reserve bank or with the
Treasurer of the United States. The
two state funds, while financially sepa-
rate, are held by their respective "co-
operative banking" bodies. The Massa-
chusetts fund, aside from advances to
members, may be held on deposit, in
United States and Massachusetts secu-
rities, or in bankers' acceptances; the
great bulk is held in United States se-
curities. In New York, the fund is
held in trust by the Savings Banks Trust
Company. It holds cash (trust deposits
on the books of the Trust Company),
U. S. Government and other securities.
None of the three plans pays any inter-
est to its members on their contribu-
tions; income is used to pay expenses
and add to principal.

HOW THEY OPERATE

Full coverage is provided in the plans
of both Massachusetts and New -York.
The FDIC restricts the loss in one ac-
count to $5000 and in the original tem-
porary plan covered only $2500. In
Massachusetts three years are allowed
for payment of claims, while there is a
maximum limit set, beyond which assess-
ments cannot go. In New York, like-
wise, the fund is limited in size, so that

claims could be recognized and paid only
to the extent of resources available.
Since the insurance covers only that part
of the depositors' claims not realized
from the liquidation of the failed bank,
it would seem that payments to depos-
itors would await liquidation. This is
inaccurate, since other powers exist
which permit earlier payment as is in-
dicated later.
The FDIC acts as receiver for its

failed national bank members, and seeks,
where state laws permit, to act in the
same capacity for its state bank mem-
bers. It replaces them with new insti-
tutions, or makes the deposits imme-
diately available in existing institutions.
In Massachusetts the Fund takes posses-
sion of a member certified to it by the
Commissioner of Banks as in unsound
or unsafe condition to continue business.
It operates the institution under the
Commissioner's supervision, until the
member is either liquidated or resumes
operations; but it may turn the institu-
tion back only after it has been repaid
or has received satisfactory security for
repayment. In addition to advancing
funds, it may buy assets on terms and
at valuations approved by the Commis-
sioner.

THE NEW YORK PLAN

Both Federal and original Massachu-
setts plans covered only a situation in
which an institution suspends operations.
The New York plan goes one step fur-
ther. It seeks to avoid danger. The
agreement creating the Fund confers
upon the trustee, namely the Trust
Company, broad opportunities for assist-
ance in the improvement of manage-
ment and the correction of unsound
practices. If the Superintendent of
Banks certifies that the condition of the
bank is such as to require attention by
the Fund, it is required to utilize the
services mentioned in a preceding ar-
ticle, of which it might at any time have
voluntarily availed itself, and which has
frequently been done. The Fund then
takes charge of the individual bank, but
only when that is required to fulfill its
responsibility to all its member banks.
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The New York plan also provides
financial assistance which may be needed
to permit the bank to rearrange its af-
fairs while maintaining its surplus at a
safe level. It may take one of a variety
of forms:

1. Purchase of assets (even real estate
acquired by foreclosure) at book value,
with or without a repurchase agree-
ment, under certain circumstances; e. g.,
to replenish a depleted surplus.

2. Contribution to a member's guar-
anty fund, with the Superintendent's
approval.

3. Assumption of temporary control
and operation of a member, under the
Superintendent's approval. The mem-
ber may be turned back upon comple-
tion of necessary requirements, or it may
be liquidated.

4. Eventual repayment of advances is
required, but the terms are not so strin-
gent as to embarrass the recipient. Of
course, in a closed bank it may make
available to depositors as much of a de-
posit deficiency as the resources of the
Fund permit.

Many other services are rendered by
the Fund which may make it unneces-
sary to render financial assistance. The
Fund freely consults with and advises
individual savings banks at their request
on every phase of savings bank manage-
ment. Revision of the bond list may be
discussed. Operating problems may be
considered. In granting financial assist-
ance, the official personnel may require
additions; but a drastic change is seldom
required. Mergers may be called for in
other cases. Thus the Banking Depart-
ment has co-operated with the savings
banks through their state association and
the Savings Banks Trust Company in
furthering its program of strengthening
savings banking through the elimination
of unprofitable or poorly managed units
by mergers with stronger institutions.
Whatever the form, the plan, in the
words of the New York Superintendent
of Banks,3 "has one distinct advantage,
since in addition to providing for pay-
ment of depositors in full upon liquida-

'Annual Report, 1934, P. 13.

tion, it also permits the strengthening
of going institutions whose condition
may for any reason have become unsatis-
factory."
The revised Massachusetts plan ap-

parently also seeks to anticipate diffi-
culty to some extent. Instead of giv-
ing the bank commissioner power besides
that already cited to certify to the Fund
merely that it is unsafe and inexpedi-
ent" for a certain bank to continue to
transact business, he may in his discre-
tion certify that it is "inadvisable or
inexpedient" that a bank continue to
transact business. Thus he is granted
specific discretion of a broader sort. In
such cases, "whenever in the judgment
of its board of directors such action may
reduce the risk or avert a threatened
toss" to it, the Fund with the Commis-
sioner's approval may purchase the
bank's assets in whole or part in order
to effect the purposes of the Act. The
terms and conditions, including book or
other values, are determined by, the di-
rectors with the Commissioner's ap-
proval.
In the light of the above analysis, the

view of mutual savings banks towards
the FDIC is readily understandable.

The heavy withdrawal of mutual sav-
ings banks in New York and other statzs
from FDIC membership has been at-
tributed partly to doubt that they might
qualify for the permanent plan originally
contemplated. More largely, however,
it ha k been ascribed to the fact that they
regarded themselves as preferred risks,
not properly subject to the same assess-
ment rate as, nor responsible for the
losses of, commercial banks. There is
also another compelling reason—the ad-
vantage of joining deposit insurance
with co-operative banking—which we
shall see shortly.

First, let us consider whether the mu-
tual savings banks really are preferred
risks. As the FDIC observes,4 condi-
tions under which depositors in both
classes of banks incur losses are not
strictly comparable. Mutual savings
banks can require notice before with-

'Annual Report, 1934, pp. 111-3.

•
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drawal of any deposits, can restrict the
amount which a depositor may with-
draw, and can withhold interest even
though earned. They further may avert

of suspensions since 1930, as shown by
the FDIC, may be examined more
closely. By states and years, it is as
follows:

State
Number of Banks

Suspended
Deposits (000

omitted)
Estimated Loss'
(000 omitted)

1930 Massachusetts
New Hampshire

1
1

$ 4,867
11,400 I $6,530

1931 Wisconsin 1 437 157
1932 Massachusetts

Minnesota
2
1

9,283
160 I 4,738

1933 Maryland 5 22,593
Indiana 1 1,657 7,085
Wisconsin 2 415

1934

'Subject to reduction as recoveries occur. Thus one of the Massachusetts banks is likely
to pay in full, another to show only a small loss, such as 10 per cent.

insolvency by reducing the accounts of
all depositors proportionately.

Loss to mutual savings bank deposi-
tors in the country as a whole during
the five years 1930-34 inclusive, as shown
by the FDIC's figures, has been heavier
than at any preceding time since the
opening of the present century. For
the first three decades, in fact, losses oc-
curred only in 10 of the 30 years. Yet
the average annual loss for the five year
period was less than four cents per $100
of deposits; for the entire seven decades
since the Civil War ended in 1865, it
was only 1.7 cents per $100. Even the
four cents represents an overstatement;
it includes estimated losses due both to
suspension and to "scaling down" ac-
counts in Massachusetts and Maryland
in banks that remained open, without
allowing for subsequent payments to de-
positors as recoveries occur on the assets
written down. Some have been made,
and more are likely.
However, informal co-operation and

mergers among savings banks have also
undoubtedly avoided some closing and
losses, although RFC advances undoubt-
edly were an important stabilizing in-
fluence in some commercial bank and a
few savings bank cases. In short, the
FDIC figures for the country as a whole
are subject to certain modification; while
any comparison with the records of
other banks introduces imponderable
elements.

Nevertheless, the savings bank record

The midwestern states with scattered
failures could operate no insurance sys•
tern of their own, nor could the western
states if they desired to do so. Com-
petition with insured commercial banks
forces them to take refuge in the FDIC.
The New Hampshire failure was an iso-
lated one due to malfeasance in connec-
tion with western farm loans, while the
Maryland losses involve one liquidation
and four "scalings" of deposits. The
Massachusetts "scaling" of deposits, less
recoveries, would seem easily to be cov-
ered by the state fund, while New
York's fund can be subjected to no test
of former loss experience, since none of
its banks has suspended.
The reason why eastern mutual sav-

ings joined the FDIC would seem to lie
in the uncertainties of the times when
it was instituted and a desire to con-
tribute to banking stability. On the
basis of past experience the problem of
protecting depositors against ultimate
loss was not a vital one for them. It
did not provide what they wanted nor
needed; while it provided an excessively
costly plan, joined with less well se-
lected risks, and subject to control out-
side the savings banks themselves.
Especially was this true after the close
of 1933, when the pressure upon the
savings banks lifted, .and the problem
entered a new phase.

°The same objections exist to recent pro-
posals to have mutual savings join the Fed-
eral savings and loan insurance plan.
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DEPOSIT INSURANCE AND CO-OPERATIVE

BANKING

The advantages to the savings banks
of having a state operate its own system
of deposit insurance are several fold.
The cost is really less in relation to the
coverage, since the diversification does
not include lower grade risks subject to
heavier loss, and any earnings may be
used for the contributing banks them-
selves. Nor is a Federal body added
to the supervisory mechanism; the FDIC
is empowered to examine its members,
and has already set a maximum rate of
interest that its members may pay on
deposits. More important, however, is
the advantage introduced in the New
York Plan. Henry R. Kinsey, then
president of the Savings Banks Associa-
tion of the State of New York, ex-
plained that the plan was designed "not
only to insure deposits but also to ac-
complish the more important purpose of
maintaining in their present condition
and even improving the status of all
mutual savings banks in the State of
New York." This is, in fact, not con-
ventional deposit insurance at all, but
co-operative banking and mutual self-
supervision. The only reasons in 1934
for adding deposit insurance to co-oper-
ative banking in New York would seem
to be, first, psychologic, to provide con-
tinued deposit insurance on leaving the
FDIC, and second, as a matter of con-
venience, to lodge a preventative check
(lacking in other states) with the Sav-
ings Banks Trust Company as trustee,
which its charter did not permit it to
exercise as principal.

This means that, in its full fruition
mutual savings banks deposit insurance
becomes subordinate to self-supervision
and co-operative banking. For savings
banking, the "credit creation" power
present in commercial banking is lack-
ing. Through the SBTC and the ISC
the mechanism impinges upon the money
market, the securities market, and the
mortgage market. But in none of these
three markets do the co-operative insti-
tutions dominate. Unlike the Federal
Reserve System, the rediscount function

is passive, rather than active, and open
market powers are lacking as an adjunct
of credit control. Rediscount of good
liquid assets is minor, since correspond-
ents exist; while advances of the RFC
type might easily involve dangerous
freezing of assets. Instead, the chief
functions of the two co-operative insti-
tutions would seem to be to prevent dif-
ficulty (to aid management in main-
taining sound savings banking practices,
as to loans and investments, and re-
ceipt of deposits) and to provide tem-
porary financial assistance. In a state
like New York, it would seem possible
to "peg" the situation within limits.
short of a major catastrophe, when the
Government would have to enter. But,
long before, it would be possible to
take preventive measures also, by means
of mutual self-supervision.

CLOSE INTERRELATION

The close interrelation that results
between all three phases—deposit insur-
ance, co-operative banking and supervi-
sion—is illustrated in New Hampshire.
Despite the fact that the New Hamp-
shire Savings Banks Association adopted
strong resolutions on November 15,
1933, against deposit insurance (espe-
cially the Federal plan), in effect the
plan in that state, described in a pre-
ceding article, involves deposit insur-
ance rather than co-operative banking.
"The work which has been done since
the association began has been largely
that of seeing that no depositor in the
savings banks lost any money. This
has been done in the case of liquidating
and merged banks. Six such cases have
been handled, different methods being
used according to the services, such as
the purchase of assets, loans, guarantees
and grants. So far this has been done
entirely from the annual contributions
to the general fund." Depositors in the
disappearing institution have been of-
fered cash (which few have desired) or
a deposit account in another bank. But
the plan in New Hampshire lacks the
preventative powers possessed in New

•
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York, despite its use in "socializing"
losses among the participating banks.

If inflation does come to pass in
substantial degree, savings banks may
well face difficult problems. The co-
operative bank work of depositary and
rediscount facility may then again be of
prime importance; but the preventative
work undertaken in New York, coupled
with its policy of aiding member bank
management, as well as keeping itself
liquid, should prove of inestimable value
in enabling the banks to meet future
problems. But it must be remembered
that this liquidity is based in large part
upon United States Government obliga-
tions, both in the case of the member
bank and the Savings Banks Trust Com-
pany, and indirectly in the case of the
Federal Reserve banks.

TWO FINAL CONCLUSIONS

Two final conclusions may be drawn.
First, the New York feature of preven-
tion (without deposit insurance, which
is not needed) should be extended to

some other mutual savings bank states,
in which a sufficient body of strong in-
stitutions exists. Incidentally, it is in-
teresting to observe that the FDIC is
now eliminating unsound banks by
merging them or replacing them with
new institutions, and is acquiring itself
for liquidation the slow assets involved.
But this merely rids the insurance sys-
tem of weak banks; it does not endeavor
primarily to guard against development
of the weakness.
A second conclusion is that the

United States Government might take
a leaf out of the book of New York
State's measures of co-ordination. Su-
pervision is today divided between the
Federal Reserve System and the Comp
troller of the Currency or state banking
department; central banking is in the
hands of the Board of Governors of the
Federal Reserve System and the Federal
Reserve banks; emergency bank relief is
undertaken by the RFC; while deposit
insurance is conducted by the FDIC.
All overlap, so that efficiency and econ-
omy dictate their co-ordination.
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TO THE MEMBERS OF THE MUTUAL
SAVINGS BANKS FUND:

Having completed its studies your Committee submits its report
herewith and presents the following conclusions:

1. Both the Mutual Savings Banks Fund and the Federal Deposit
Insurance Corporation are adequate to assimilate losses of their
members resulting from bank operations.

2. Deposit Insurance alone cannot protect against a national eco-
nomic collapse. In such an event any action taken by the Federal
Government would be on behalf of all of its citizens.

3. The Mutual Savings Banks Fund was designed with Savings
Banks Trust Company and Institutional Securities Corporation
to meet the special needs of the savings banks of this State.

4. The cooperation of the Fund and the New York State Banking
Department is a fortunate combination for the purpose of solving
problems in the light of local conditions.

5. Real estate, even in Manhattan, is expected not only to survive
present conditions but also to improve.

6. The members of the Mutual Savings Banks Fund are solvent and
are in a position to absorb foreseeable losses.

7. The excess earning power of the banks is capable of absorbing
losses as they occur and will serve to restore and preserve the
financial strength of the system.
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For these reasons and others contained in the report your Committee
is convinced that it is in the best interests of our depositors for member
banks to remain in the Mutual Savings Banks Fund.

Respectfully submitted,

COMMITTEE ON DEPOSIT INSURANCE

CHARLES H. CHURCHILL
FRED GRETSCH
EARL HARKNESS
FREDERICK T. JERAM
GEORGE JOHNSON
JOHN F. KREPPS
ROWLAND R. MCELVARE
CLARENCE G. MICHALIS
T. ARTHUR NOSWORTHY
EDSON P. PFOHL
EDWARD J. PIERCE

EDWARD A. RICHARDS
OLIVER W. ROOSEVELT
DEXTER P. RUMSEY
WILLIAM H. SAYER
MYRON S. SHORT
EARLE STONE
HAROLD STONE
CHARLES D. SWAYZE
RENSSELAER G. TERRY
BARNARD TOWNSEND
GEORGE D. WHEDON

PHILIP A. BENSON, Chairman
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OPENING STATEMENT

Approximately a decade has passed since deposit insurance became
an integral part of American banking. In carrying out your instruc-
tions to review this instrumentality, your Committee has studied the
asset position of the members of the Fund and has endeavored to esti-
mate the impact of future development upon them and upon the Fund.
The results have been carefully considered in relation to the merits and
limitations of agencies for deposit insurance which might be available,
and the Committee's conclusions regarding these agencies presented.

As far as our membership is concerned, the question of deposit
insurance is related to integrity of assets and not to liquidity. This
asset problem is centered mainly in the mortgage and real estate port-
folios of the down-state banks, making a study of these items of prime
importance. For this purpose, a large sample was taken of mortgages
and 0. R. E. in Manhattan, Brooklyn and Queens. While the Committee
had access to many previous official reports, it decided to make its own
investigation, based in part on first hand data made freely available
by all banks asked to cooperate and in part on a vast amount of data
collected by the Committee from various other sources. The action of
our banks in subjecting themselves voluntarily to such detailed analysis
is believed unique in savings bank history. The data compiled without
doubt constitutes the most comprehensive mortgage study ever under-
taken.

It is significant that without recourse to the Fund, every bank studied
as a sample has currently surplus and reserves in excess of the amount
necessary to absorb now deficiencies which ultimately may arise on the
basis of the valuations set up. The conclusion which your Committee
has reached is that the earning power of the savings bank system will
be able to absorb all losses as they occur and to restore and preserve
its financial strength.

In studying the trend of real estate, the Committee found, as ex-
pected, that the problems of the system centered mainly in the island

of Manhattan. It will not come as a surprise that the trend of values
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there has been downward for some time and currently continues in that
direction at the moment. It will be shown that the solution of our mort-
gage problems to a considerable extent depends upon our resources,
earning power, ability, and the extent to which we hold vulnerable types
of property. However, there are definite compensating factors ahead.
Certain values are reaching or have reached their bottom, some degree
of inflation seems inevitable, and post war factors contribute definite
plus values to the New York situation. It is the opinion of the Com-
mittee that New York will weather its real estate difficulties.

This brings up the question of deposit insurance in relation to the
present and future situations confronting members of the Fund. Deposit
insurance is an instrument which can remedy imperfections in the fabric
of the financial structure. It cannot protect the foundations of that
structure against violent earthquake, and any belief that it can is an
illusion.

In the Mutual Savings Banks Fund and the Federal Deposit Insur-
ance Corporation we have two forms of deposit insurance that have
successfully dealt with the problems that have confronted them during

the past decade. We have no reason to doubt their adequacy to deal

with future losses, arising out of the banking operations of their re-
spective members. However, it should be frankly recognized that

neither can hope to deal with the remote contingency of a financial
cataclysm.

In this connection, two points have been suggested in favor of

F. D. I. C. One is that the people believe that they have this type of

coverage. This is a conclusion for which a factual basis has not been

supplied. Even if it were true it would not relieve those responsible

from the obligation of making a selection in the best interests of deposi-

tors rather than in conformance with depositors' impressions. Between

depositors' impressions and their welfare, there can be little room for

discussion as to what must be the motivation of trustees in making

decisions on their behalf.
The other point that is sometimes advanced is that the national

government has a moral obligation to protect deposits insured in

41
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F. D. I. C. Regarding this, two things should be said. As a matter of
practical banking psychology, disaster could not be permitted to over-
take a large section of American banking without grave repercussion
on the whole economic structure of the country. This is particularly
the case when it is considered that such disaster would only occur in a
period of general unsettlement. On the moral question, assuming a
national economic cataclysm, what the national government would be
able to do no man knows and so it is perhaps academic to discuss its
obligations without knowing its abilities to discharge them. However,
we can say that regarding the obligations of our national government
there can be no doubt. At all times each citizen of the United States
has the definite obligation, and now the actual necessity of offering his
life and treasure for the support of the national government in the
great crisis with which it is confronted. Were economic disaster to
sweep the country, all mechanisms for deposit insurance would be
utterly inadequate. At that time, the obligation of the national govern-
ment to the people would apply equally to all citizens in the same degree.
Any other opinion impeaches the integrity of the government's alle-
giance to the fundamental principles of democracy.

The determining factor in our selection of a form of deposit insur-

ance should be suitability of the type of service offered for the protec-

tion of the assets to be insured. Our concern therefore is with the
adaptation of existing forms of insurance to savings deposits. The
problems in this case does not involve liquidity. It is a question of
maintaining integrity of assets. Fundamentally a savings bank is con-

cerned with the longer term trends of deposits and the investments
from which its substantial earning power is derived. The important
contribution that deposit insurance can make to the bank's enduring

success is time,—time in which to permit its income to repair the
ravages that may arise from asset deterioration.

As a practical matter, we are now confronted with a choice between

two distinct types of service, the Mutual Savings Banks Fund and the

Federal Deposit Insurance Corporation. On the one hand we believe

that insurance has sufficient merit to justify its continuance at a reason-
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able cost, and on the other payments to two funds is an unjustifiable
extravagance at the expense of depositors. A choice therefore is in-
evitable.

The Mutual Savings Banks Fund was specifically created to insure
the deposits of New York State savings banks, distributing the risk on
relatively homogeneous assets. The Fund cooperates with the New
York State Banking Department, recognized as an outstanding state
supervisory authority, which is intimately acquainted with the savings
banks through direct contact over many years. Under such supervision,
the further development of capable and aggressive bank management
is one of the opportunities of the banks. Upon management and super-
vision together rests the future of the banks and the continuance of a
public confidence that has existed for the past one hundred years.

The Fund has special facilities to assist in maintaining savings banks
in good condition as well as to liquidate them when necessary. Its insur-
ance covers the full amount of each savings account. It should be noted
that the State of New York has seen fit to impose a definite limit on the
size of an account in its savings banks. When the State permitted this
amount to be increased to its present size, obviously it did not contem-
plate that a lesser protection would be afforded to that increase than
to the previous maximum. As our savings banks derive their very
existence from state law, considerations such as this are important to
them.

The Federal Deposit Insurance Corporation was created as a national
institution, designed primarily to protect the deposits in commercial
banks. Under the direction of Mr. Leo T. Crowley, it has done a splen-
did job. While some savings banks have availed themselves of its ser-
vices, the Corporation has not taken advantage of statutory authority
to set up a savings bank division, nor so far as we are aware is such a
step contemplated. Also, when insurance protection was provided for
Federal savings and loan associations, the Corporation did not under-
take that function. A national organization, such as the Corporation,
must base its policies on considerations of national scope and it would
be unreasonable to expect otherwise. While such policies would doubt-
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less be adapted to local conditions as far as practicable, there are defi-

nite limits to such possibilities.

By way of illustration, the Corporation cannot be expected to fix its

insurance coverage in terms of account limits specifically set up by an

individual state. It cannot be expected to take time and effort from its

main problems to acquire that intimate knowledge of local situations

that our Banking Department and Mutual Fund now possess. While

the Corporation has the power to repair through merger as well as to

liquidate, its merger technique was not devised in contemplation of

dealing with any of our many savings banks which are alone in their

several communities and could only be merged with a new institution

requiring a state charter.
All these various considerations are discussed in detail in the follow-

ing pages.
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A STUDY OF BANK CONDITION OF FUND MEMBERS

The members of the Mutual Savings Banks Fund, on October 31,
1942, held cash and Government securities equal to 46.9% of deposit
liability, in comparison to a ratio of 12.3% as of December 31, 1933.
That liquidity is sufficient seems self-evident and consequently this
study pertains only to asset valuation.

It was obvious at the outset that the studies to be made should be
directed almost in entirety to the mortgage and real estate portfolios
of the savings banks since it was only in these assets that any question
of value could arise. Preliminary discussions as to methods, scope and
procedure continued until October 15, 1942 when detailed studies of
selected institutions, six comprising the larger savings banks in Man-
hattan, members of the Mutual Fund and twenty-eight situated in
Brooklyn and Queens and comprising a substantial part of Group Five,
Savings Banks Association, were started.

It was recognized that the problems of savings bank management
and asset valuations are not confined to these particular institutions.
Nevertheless a test analysis of a selected list of savings banks, whose
assets comprise 591/2% of the total assets of the 121 Mutual Savings
Banks Fund members, and whose mortgage and real estate portfolios
approximate 631/2% of the total portfolios of these member banks, was
felt to be adequate in the first instance. Mortgage loan and real estate
assets, totaling over $1,112,000,000, held in the portfolios of thirty-four
savings banks have been considered and evaluated; reserves necessary
with respect to these assets have been indicated, and the resultant effect
on the Mutual Savings Banks Fund determined.

This task, carried out under constant pressure of time, was made
possible of accomplishment only through the assistance and cooperation
of many to whom your Committee is deeply indebted. Savings Banks
Trust Company voted the funds necessary to meet Committee expenses.
Six Manhattan savings banks contributed appraisers, and in some
instances assistants, regardless of the inconvenience which they con-
sequently suffered. Additional appraisers were employed from Insti-
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tutional Securities Corporation so that eight appraisers and eight
assistants were under the direction of Messrs. 0 'Shaughnessy and Pratt
who were retained to assist your Committee in its work. The per-
formance of these appraisers, working under adverse conditions, has
been outstanding and too high praise cannot be given them.

The twenty-eight savings banks of Brooklyn and Queens prepared
detailed information with respect to their mortgage and real estate port-
folios for analysis for your Committee by the Group Five Mortgage
Information Bureau, without whose services and wide experience of
the Mortgage Information Bureau, it would have been impossible for
us to have even attempted this part of our study.

Over and above all else, however, is the fact that never before in
the history of savings banking has a group of such financial institutions
voluntarily subjected itself to an analysis of its asset structure, with
no restriction other than that the facts be known regarding the degree
of protection savings bank depositors enjoy.

The work was divided into two parts made necessary because of
the difference in character and type of the mortgage loans and real
estate holdings of the savings banks located in Manhattan as contrasted
with those of the Group Five savings banks.

An evaluation of the mortgage assets of the savings banks of Brook-
lyn and Queens was made in an attempt to forecast the exposure to risk
over the next ten year period. Obviously, unusual or unexpected con-
ditions in the next ten years cannot be prognosticated at present. It
is possible, however, to forcast over the ten year period what might
be the expectancy of foreclosures and losses based on the type of under-
lying security and general trend of Brooklyn and Queens real estate.

It was recognized that the chief problem of the savings banks lay
in the mortgages placed on older properties, suffering from a compara-
tively high degree of obsolescence as to both type and condition, not
materially reduced in principal from the original loan, and consequently
most likely subject to continued foreclosure and substantial loss upon
re-sale. Accordingly the study was directed to the mortgages made
prior to January 1, 1935 by all Brooklyn and Queens banks, members of
the Mutual Fund.
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The loans made since that date, which mark the beginning of a stead-

ily increasing volume of new loaning activity, were eliminated from con-

sideration for many reasons, but principally because it was felt that the

loaning policy in these latter years has been on a sounder basis, the

amortization theory has been universally applied, more scientific

appraisal methods have been employed, and a substantial proportion

of the loans made were on new construction under rigid supervision.

The mortgage portfolios of twenty-eight Group Five savings banks

were studied, taking into consideration only those assets covering prop-

erties located in Brooklyn, Queens and Manhattan. The mortgages

reviewed totaled $534,000,000, or 641/2% of the mortgage portfolios of

these institutions, totaling $827,840,000. The remaining 351/2% of loans

represent investments made since January 1, 1935, which provide a

backlog of earning power and serve to strengthen the complete port-

folios of these institutions in varying degrees.

With respect to Brooklyn and Queens alone, 84,735 mortgage loans

and real estate holdings totaling $553,600,000, 17,508 foreclosures total-

ing $160,550,000, and 16,300 sales at a total sales price of $150,250,000

were analyzed. Over 1,500,000 computations and entries were necessary

to analyze this detailed information. No such comprehensive study has

ever before been attempted.
The study of the assets to which this data pertains developed along

two clearly defined lines. The first is a comparative method with regard

to the current status of the mortgage and real estate account of each

bank in such fundamental matters as percentage of mortgage account

amortizing, percentage of amortization being obtained, interest rate,

and appraisal policy. The second involves estimating reserves against

the mortgage account, based first, on the history and experience method,

and second, on the capitalization of the present throw-off of interest

and amortization. These methods combined present a picture of each

bank from which conclusions as to its future financial requirements may

be drawn.

The very nature of both banks and the territories in Brooklyn and

Queens made these two lines of study particularly applicable in that in

both Brooklyn and Queens there is a strong similarity of physical

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



11

improvements within its various sections which was recognized by
breaking down each Borough into its component and homogeneous
parts, Brooklyn being divided into twenty-seven sections and Queens
into twenty sections. Similarly the individual banks which were
reviewed, with certain notable exceptions have an unusual resemblance
to each other in the composition of their mortgage account, and it is
accordingly fair in the over all picture to compare these various banks,
and to apply to each one the history and experience of all.

For the purposes of setting up reserves, the history and experience
method was used with respect to similar properties ranging from eight
families down, and including stores and apartments, while reserves on
the capitalization basis were established with respect to the larger
walk-up apartments or specialties.

It was found that 251/2% of the Brooklyn mortgages and 19.4% of
the Queens mortgages on the books in 1932 were foreclosed between
1932 and 1942. Loss ratios were established, and by computations care-
fully weighted for more recent experience the prospective losses for the
remaining mortgage portfolios of each bank were projected.

In applying the capitalization method, loans on a very conservative
appraisal basis and loans made for special reasons of policy were elim-
inated. In Brooklyn and Queens it was assumed that 7% in amortiza-
tion and interest was necessary and in Manhattan 6% (because of the
lower rates prevailing there) in order even to make a start toward
reducing them to a sounder basis.

The methods employed and the sub-analyses which members of the
Committee examined in detail are so searching and exhaustive, and
reveal so clearly the precise condition of the banks of Group V as a
whole that the conclusions drawn from these studies appear indisputable.

Your Committee is, accordingly, satisfied that reserves aggregating
$30,171,000 as indicated by these studies against the $470,000,000 out
of $534,150,000 of mortgages examined are adequate. It is equally
satisfied that such reserves will not reduce the surplus of any bank
below 5%. It is further apparent that the earning power of these banks
is sufficient to more than absorb foreseeable losses.
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A different method of approach was of necessity adopted with re-
spect to the Manhattan savings banks under review. Six of the larger
banks, members of the Fund, were selected as a sample and the repre-
sentatives of your Committee called on each, reviewing varying percent-
ages of their mortgage loan and real estate portfolios, selecting certain
of these assets for actual field appraisal. Items totaling $423,272,000.
or 761/2% of the total mortgage and real estate portfolios were reviewed.
$238,220,000. or 43% were actually field appraised under instructions
to the appraisers which were designed to assure a uniformity of ap-
praisal and reflect present day values of the properties. The committee
accepts these appraisals in full confidence as representing such values.

The sum of these appraisals by type of improvement were applied
against the sum of the bank appraisals of the same properties in order
to determine the percentage of deviation between bank and field ap-
praisal, thereby serving to establish the appraisal policy of each insti-
tution in comparison with the re-appraisals made. In other words, the
appraisals actually made constituted a test by means of which all the
mortgage loan and real estate assets of each institution could be re-
valued. The average ratio of field appraisal to bank appraisal by type
was therefore determined and represent the ratios which were applied
against bank appraisals. The general average of these ratios was
77.4%. Of the $423,272,000. mortgage loans and real estate which were
reviewed, $269,925,000. or 63.8% were found by this method to be in
excess of 100% of appraised value and $51,543,000. or 12.2% were from
90% to 100%, while $102,000,000. or 24% are less than 90% of the
appraised values established in this report. The average of the total
mortgage loan and real estate holdings of these institutions approxi-
mates $48,800.—ranging from an average of $28,500. in one bank to
$127,000. in another.

The average interest rate of the mortgages reviewed, totaling
$384,737,000. or 761/2% of the entire portfolios of these institutions,
exclusive of FHAs is 3.70%. 36% of the loans reviewed are non-
amortizing. The average amortization rate of the $244,842,000. or
63.64% of mortgage loans which are amortizing is 1.71%. The average

—dab
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interest rate on non-amortizing loans is 3.24%. With respect to loans

in excess of 100% of appraised value, the total interest rate of 3.41%

represented by an interest rate of 3.75% on amortizing loans drops

to 3.03% on non-amortizing loans.
The fact remains that the banks in question have average net earn-

ings, after dividends and annual contributions to the Fund, in excess of

1% per annum and none of these banks has net earnings amounting to

less than .74% per annum.
As was the case with the Brooklyn savings banks, securities invest-

ments have been allowed for valuation purposes at the amortized book

value less allocated depreciation reserves. An arbitrary valuation at

50% of book value has been established for banking houses. Balances

of payments to the Mutual Savings Banks Fund, carried as an asset

on the books of certain institutions have been disallowed in full. All

other assets contained in the statement of condition of these institutions

are allowed at book value.
In summary, in order to reduce the mortgage loan and real estate

holdings of these six institutions to the values used by your Committee,

there is a potential write off of $100,466,000. against surplus and re-

serves. This is 18% of the total of $553,211,000. of such assets which

in turn comprise 68.4% of the mortgage and real estate assets of the

fifteen member banks located in Manhattan and the Bronx, and 25%

of such assets of all member banks. Here again, the fact is that insofar

as each of the six banks in Manhattan is concerned, the necessary sur-

plus and reserves already exist to meet their respective shares of these

charge-offs, and furthermore to write off 50% of the book value of

banking houses as well as any payments to the Mutual Fund which have

been capitalized.
It must be kept clearly in mind that the potential losses indicated by

this study pertain to assets contained in the portfolios of going insti-

tutions, and will, if they materialize, be spread over a period of years.

An examination of the reports of banks in Groups I, II and III over

a period of years shows that the general construction of their mortgage

portfolios is similar in pattern to that of the Group V Banks and that
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the financial status of these banks with a few exceptions, which merit
careful attention, is likewise similar to that of Group V.

Thus, the up-state banks, in general, represent no particular prob-
lem. It is for these reasons that this report has been devoted essen-
tially to the down-state situation.

Assuming, however, that the losses of New York City banks, re-
ferred to above, were actual and immediate rather than potential over
an extended period, the resources of the Fund are adequate to provide
the sum of $28,300,000. which would immediately give each of them a
sound surplus of 5% after all the chargeoffs called for by the Commit-
tee's estimates. This would leave a free balance in the Fund of 20
million dollars. On the other hand, the maximum time required by any
one bank to restore its share of this sum through present earning power
is less than 5 years, and the average time lapse for all of them is 31/2
years. Furthermore the Mutual Fund is increasing at the rate of four
million dollars a year through the payment of annual premiums by
present members.

It is important to point out that the methods employed in evaluating
the condition of the Manhattan Banks were entirely independent and in
no way related to any other approaches to the problem heretofore at-
tempted. Upon completion of the studies, however, the Committee
decided to compare the results with other available methods.

It was found:

(a) That another independent method was devised for applying
the field appraisals to the portfolios of the banks and which
indicated a figure of $17,000,000 rather than $28,000,000 as
a possible call on the Fund. It must be remembered that
the 5% surplus so furnished represents about 9% of the
mortgage portfolios.

(b) That another theory points out that there was no need in the
case of going concerns for a 50% charge-off, amounting to
$6,000,000, against bank buildings.

That the test figures applied by the Fund a year ago showed
a possible call on the Fund among these banks of $23,147,000
whereas similar computations this year show a possible call
on the Fund of only $12,665,000.

(c)

t$

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



15

(d) That none of the latest reports of examination of the Bank-
ing Department show any of the banks in question as having
less than a 6.40% allowable surplus, after reserves.

(e) Furthermore, none of the above figures allow for a $10,500,000
excess of market value over book value of securities.

The foregoing demonstrates that the conclusions which the Commit-
tee has reached are conservative.

It is the opinion of your Committee that the tremendous vitality in-

herent in the entire savings banks system of this State, expressed in

terms of earning power, if allowed to continue undisturbed under

capable management, will absorb losses as they occur and serve to
restore or preserve its financial strength.
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TREND OF REAL ESTATE

The purpose of this section of the study was to gather together the
vast mass of data concerning real estate, primarily in New York City,
in order to determine its trend, in particular relation to the problems
of the savings banks. This data has been supplemented by a canvas of
responsible opinion.

Looking at the State as a whole, the real estate problem lends itself
rather logically to a division into two major parts:

1. The up-state situation, or Groups I, II, and III, representing
about one-quarter of the liabilities of all Fund members, and-

2. The down-state situation, or Groups IV and V, representing the
other three-quarters of such liabilities.

Over 60% of the deposits in the three up-state groups are in four
cities: Buffalo, Rochester, Syracuse and Albany. The first three of
these, like a number of other sections of the State, are benefiting from
the stimulus of war industries and have availed themselves of this to
dispose of much 0. R. E. and to place many mortgages on a sounder
footing. Commercial properties have not done much if any better up-
state than elsewhere, but moderate priced one-family and multi-family
units have moved well on generally satisfactory terms.

The banks in these cities fully expect a post-war real estate reaction
proportionate to their war activity. But they foresee it and, assisted by
the better markets of the present day, are reducing mortgage risks in
preparation for the future.

Albany, like some other up-state cities is more similar to the city of
New York which has benefited little from war industries and suffers
materially from aging and obsolescent improvements. Situations of
this kind, however, will react less sharply from the stoppage of war
orders. In the meantime, however, they, too, have been able, to some
extent, to take advantage of the relatively limited improved market con-
ditions which have come to them.

It is furthermore important to realize when considering both the
up-state and down-state real estate trends that many banks have:
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(a) Mortgage portfolios containing a substantial volume of nominal
loans, well amortized older loans and conservatively made loans
on up-to-date improvements capable of meeting a serious further
depression in real estate.

(b) Earning power sufficient to absorb such further depreciation in
real estate values on a large volume if not on all other loans
in their portfolios, and

(c) Surpluses capable of absorbing further real estate shocks with-
out impairing their solvency.

Turning now to New York City, we find a special situation from
several points of view. As we have seen the Brooklyn banks are in a
position to take care of a continuing depreciation in the realty values
behind their mortgages. Hence, the real estate problems of Group V
with their large concentration of investments in Brooklyn, Queens, and
near-by Nassau and with their generally satisfactory rates of amortiza-
tion will not become a source of concern unless business activity in the
rest of the greater city suffers. This is due to the fact that of the in-
habitants of Brooklyn alone about half a million of its workers are
reported to be employed outside of its boundaries, principally in Man-
hattan. In short, a large percentage of the citizens of Brooklyn, Queens
and Nassau depend upon business activity in Manhattan as the source of
the income out of which they pay rent, taxes, interest and amortization.

Thus, Group V depends in a considerable measure, on conditions
on the Island of Manhattan, the business center of the City, of the
State and of the Nation.

So the major efforts of the Committee in its studies of real estate
trends have been devoted to Manhattan, where about 30% of the mort-
gage investments of the member banks is concentrateed.

As a starting point, it seemed advisable to obtain a dependable com-
pilation of the vast amount of data already in existence, so presented
as to indicate the probable effect of past history and established facts
on future trends with definite reference to a large sample of Manhattan
savings banks portfolios of mortgages and 0. R. E. For this particular
job, the Committee retained The Real Estate Analysts, Inc. which has
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for many years compiled figures on real estate in all its aspects through-
out the United States. Copies of its report are available to all members.

Everyone knows that real estate rents and values have been shrink-
ing for a dozen years or more, but by areas and by types of improve-
ment, how far do statistics show that these shrinkages have gone? We
also know that obsolescence and the age of buildings go hand in hand
and we know in general where the older buildings are, but exactly where
are they and how old are they? Manufacturing industries have been
leaving New York City since long before the depression. But what do
current figures reveal on this subject and just how are the citizens of
this great metropolis employed today? Population trends, the volume
of our wholesale business, the effects of expanding transportation facili-
ties,—all of these and many other factors of which we are aware in a
general way, were compiled so that we could visualize and think about
them more clearly.

Needless to say, the report, completed last October, reflects the
downward trend of the last ten years and projects no simple or easy
solution for the future. It shows clearly, that solving our mortgage
problems depends in no inconsiderable measure on our own resources,
on our own earning power, on our own resourcefulness and on the extent
to which our mortgage portfolios are involved in the more vulnerable
types of properties and in the more vulnerable areas.
We find, for example, that there are excessive investments in fire-

proof apartment houses. 30% of the 0. R. E. in a large sample taken
of Manhattan banks and 20% of mortgages are on this class of real
estate. But, a break-down of this category obtained after the report
was made indicates that about half of the aggregate applies to build-
ings composed of layouts of six rooms and under which are well though

not always very profitably rented, while the other half is in larger and

less rentable units. Certain comments are pertinent on this subject-

1. That, excepting a complete breakdown in our economy, there is a
future for fireproof apartments with six room and under units.

2. That the cost of conversion of larger unit fireproof buildings
into smaller units is already so high as to make large scale com-
petition for the smaller units from this source unlikely unless

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



19

and until rents rise in the smaller units. This leaves an unat-
tractive picture for larger units.

3. That large scale new constructions of small units will be limited
by similar considerations but,

4. That savings banks owning, or having mortgages on fireproof
apartment houses have, in general, set up large reserves against
these properties. In short, a substantial amount of the losses
have already been taken.

While many other analyses of the adverse factors in Manhattan
bank portfolios are discussed, most of which call for comments not dis-

similar to the foregoing, and while the downward trend in values has
continued since this Real Estate Analysts Report was completed, it
points to the virtual certainty of inflation in the post-war period.

Your Committee would be unwilling to place its faith in inflation

alone to reverse real estate trends in Manhattan. All we really need is

a moderate recovery from current prices,—a sort of reflation.

Assuming that stifling rent ceilings are not maintained after the war,

that prices in general will be permitted to rise, and that the population

of New York City will be restored at least to its pre-war levels (a sound

assumption as will be shown later), the comments on post-war price

levels indicate

1. That residential rents and occupancy should rise moderately
though not as fast as merchandise prices.

2. That store rents, due to higher prices for merchandise, should
rise materially.

3. That office building space should follow upward with some lag,
and

4. That lofts, due to out-of-town competition from more modern lay-
outs, will benefit less than the others.

The probable extent of the current war-time decline in values cannot

be clearly determined. We assume that we have not yet seen the end of the

current downward trend in store rentals nor, for that matter, in apart-

ment and tenement house occupancy in many areas. On the other hand,
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boarded up old-law tenements and vacant lots in blighted areas are so
low in market value that they may already be said to have reached
bottom. The trouble here is, of course, that boarding up has not yet
stopped. For example, East Harlem and the East Bronx will probably
suffer more than elsewhere from this disease. However, savings bank
investments in these areas are relatively light, the mortgages are rela-
tively low and reserves in considerable volume have already been set up.

In order to throw additional light on our major problem of real estate
trends, many owners, operators, managers and Trustees of estates have
been consulted during late February and early March.

Needless to say, not all of those consulted agreed on all of the points
mentioned below. Some of the points are unfavorable, some are favor-
able. No one expects uninterrupted post-war prosperity in this City.
There is no unanimity of opinion as to the time elements, some believing
that there will be opportunities for liquidation of certain weak holdings
in the near future, some expecting broader real estate markets imme-
diately following the war and some expecting such markets to develop
only sometime after the war.

Considering what they said, in general what do we find?

We find at present:

1. That New York City as a whole unlike many other towns has not
benefited in any large measure from war contract awards.

2. That great sums of money are nevertheless being spent here, for
example, the activity in stores, amusements, and restaurants in
the Times Square district, department store sales, hotel occu-
pancy, etc.

3. That the high wage differential heretofore operating against New
York has been diminishing. A continuation of this trend can
prove of inestimable value to the city.

4. That auxiliary factories established by those New York manu-
facturers who needed them outside New York City to complete
war contracts often find labor turn-over more costly than the
higher wages paid in New York City.

44
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5. That some areas, with their countless antiquated structures have
reached varying degrees of vacancies and of panic prices which
must be at or near bottom.

6. That large fireproof apartment buildings in expensive neighbor-
hoods are a drug on the market and will remain so if the units
are more than six rooms; and very well rented if they fall in the
lower room count categories.

7. That loft space where sizeable square footage is available is doing
distinctly well.

8. That office building space, while rented at low prices, is well
filled.

9. That "big money" is accumulating big real estate investments
for the future. This is important because it is happening in
several quarters and shows that some, at least, believe that the
bottom has about been reached.

10. That a number of operators are accumulating plottage at panic
all cash prices for post-war developments.

11. That property for at least one gigantic privately financed project
is now being assembled.

Then regarding the post-war period we find:

1. That New York City will have less of a reaction than many placeE
due to the cancellation of war business.

2. That tens of thousands of those who left the City together with
other tens of thousands of demobilized soldiers and of war fac-
tory workers who may never have lived in New York will come
here after the war even as they went to Paris, London and to New
York after the last war.

3. That labor will then be plentiful,—perhaps too plentiful.

4. That the small manufacturer who today has supplementary
plants outside of New York City will close them and return to
his broader home labor markets.

5. That expensive living quarters like fireproof buildings will not
be built unless and until present small unit structures in this class
are obtaining substantially better rents. (To convert large fire-
proof buildings into small units is almost prohibitive and to build
new buildings will doubtless be equally prohibitive for some time.)
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6. That New York City must become the trading center, not simply
of the country, but very likely of the world. Hence, foreign
nations and their industries will have far greater representation
in New York City than could possibly have developed after the
last war.

And finally we are informed through reliable aviation sources:

That, New York will without question be the greatest national
and international aviation terminal in the country. It already
has the largest fields and the largest number of fields of any city
in the world. The Jamaica Bay development will be many times
larger than LaGuardia Field. Large transatlantic planes will
never be able to afford to carry reduced loads inland. They must
land at a transfer point from which to distribute their loads by
plane, and by train, and New York has the greatest available con-
centration of all such facilities.

So, no matter what readjustments the City may have to go through
it is definitely not on the road to becoming a ghost town, nor do we have
to count on inflation to restore values on a broad scale.

Let us not forget that New York City has long been a greater cul-
tural and amusement center than much of the rest of the world would
ever admit. Is it conceivable that we shall not dominate styles, theatres,
music and almost every form of metropolitan cultural activity?

Is it believable that this city with its great local field for the manu•
facture and distribution of consumer goods, its incomparable harbor,
its concentration of railroad facilities, its splendid prospects as the most
important aviation center in this country, if not in the world, and with
all of its other advantages, will not again become strong and healthy/

If we cannot believe in these things—and your Committee believes
.in them implicitly,—then we can hardly believe in the future of our
country.

Accordingly, conscious as your Committee is of the dark aspects of
the past, the present and even the near future, it cannot help but reach
the conclusion that the Island of Manhattan will weather the current
real estate storm.

swid,
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THE FEDERAL DEPOSIT INSURANCE CORPORATION
—THE MUTUAL SAVINGS BANKS FUND

The following material is based on extensive special studies devoted

to separate analyses of the F. D. I. C. and the Fund, and of their respec-
tive operations.

In order to weigh properly the F. D. I. C. and the Fund, it is neces-
sary to go back to the original conception of a savings bank. Its objec-
tive was simple—the care of money belonging to persons so situated
that they had neither a place for its safekeeping nor the facilities for
its investment, a condition which applied to those in the lower economic
brackets. This privilege is now enjoyed by people in all groups, advan-
tage being taken of the assured safety and return established through
the record of over one hundred years.

As time went on, it became evident that deposits developed great
inertia and moved out slowly while new incoming money maintained

a certain momentum irrespective of financial conditions. Based upon

this experience of deposit movements, savings banks were permitted

by law to put their money in long-term investments, as a large part of

the deposits was found to remain undisturbed for years. At no time

up to the present has great emphasis been placed upon liquidity, a cer-
tain surplus and a small percentage of cash and Government bonds
meeting the situation. It was because of this that banks at times were
forced to place limitations on the speed of intake and the amount of
deposits, for the type of money they feared was that placed in banks
for temporary purposes as distinguished from amounts deposited as
true savings. When the banks were permitted to acquire long-term
investments they were also enabled to increase their earning power,

which meant that the depositor received the maximum return com-

mensurate with safety of principal.
Savings banks have weathered wars, economic depressions, panics

and runs with a record unequalled by any other long-standing type of

banking in this country. As their investments and deposits were long-

term, they were permitted to gauge the worth of their investments on
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a long-term viewpoint. The stress on liquidity of assets is of recent
origin. Where trouble developed in a group of assets, the surplus earn-
ing power of banks over a period of time was available for correction
and was so applied.

If liquidity is to be the paramount consideration, then the savings
banks will be forced more and more into the position of commercial
banks, which have great liquidity and consequent low earning power.
Liquidity being necessarily followed by low earning power, it would
eventually mean further reduction of dividends to the depositor, who
dissatisfied with this low yield will inevitably turn to other forms of
investments. So if the whole philosophy behind savings banks is to
change, then, indeed, they face a crisis where the question in which fund
they will be insured becomes each day of less consequence, for as their
liquidity increases their need for insurance will naturally decrease.

Perhaps part of this trouble has been the inevitable comparison
between the increased liquidity of commercial banks and that of savings
banks, with a lack of understanding of the fundamental differences
between the two—the latter with stability of deposits and the former
subject at times to great velocity of either withdrawals or deposits, and
at the moment in the midst of an unprecedented deposit increase. The
commercial banks, in view of this great velocity of increased deposits
as the result of war activities, have been placed in the position of either
leaving large amounts in cash or acquiring more Government bonds.
The savings banks of New York State have also increased their liquidity,
today representing cash and Governments of approximately 50%, an
increase in the last ten years from 12%. However, following their
historic position, their deposits have not increased to any great extent.

In the last few decades, runs on savings banks have usually been of
short duration. But if such a run should continue day after day, it
would unquestionably spread to other forms of savings institutions,
increasing the demand for dollars which could only be obtained by the
selling of the most liquid securities first or through using discount
privileges. However, if the discount facilities were utilized to their
limit, the result would probably be similar to the selling of large amounts
of securities. This would affect all markets, depressing them and caus-
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ing great concern to other financial institutions that originally were not
involved in this lack of confidence. The pressure so developed would
create a demand for concerted action and eventually could only be met
by the closing of these institutions and the investment market. The
situation described is possible but under present conditions perhaps
might be viewed as fantastic. However, if it were possible, and that is
what we must assume, in order to carry a run to the point where the
banks were endangered, it would certainly overwhelm any form of
guarantee fund.

It has been stated that there is a moral obligation on the part of the
Government to help the F. D. I. C. if that ever became necessary, but
as the fulfilling of Government moral obligations are dictated entirely
by the necessities of the moment in protecting the public, it is not con-
ceivable that if runs developed throughout the country one form of
banking could be protected without protecting all forms of banking. The
politics of the situation would permit of no other outcome. .

With this in mind it then became incumbent upon your Committee
to explore thoroughly the advantages or disadvantages of the two funds
and determine which one would best serve the interests of the mutual
savings banks of the State of New York. The first step in this study
was the determination of the relative strength of the two funds. They
have been compared in detail, and it is the opinion of your Committee
that statistically they are both adequate to meet normal requirements.

The next step was the method of operation of the funds and their
approach to critical situations. The examination of insured banks in
the F. D. I. C. is controlled by the F. D. I. C., the Federal Reserve Banks
or the Comptroller of the Currency, all of which are federal agencies.
On the other hand, the Mutual Fund has no control over examinations
as that is a state function. Examinations are the real key to the con-
trol of a bank and have within their power sufficient influence to con-
trol the operations, indicate the policies and determine the makeup of
a portfolio. Here a difference occurs as one group of examiners is
national in its experience and its approach, and the other as part of a
state organization is naturally more conversant and in closer touch
with local and state conditions. Therefore, assuming that both are
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equally interested in protecting the soundness of the banks, it could
well be that the state examiners with a fuller understanding of those
conditions which involve community interests could be of greater assis-
tance through their criticism or advice. In addition, it is not certain
that a national policy adopted by the F. D. I. C. would be to the best
interest of a bank such as a savings bank as against a state policy which
would take into consideration the local or community conditions particu-
larly affecting that state.

Both funds and all examiners stress management, which in the end
is probably the most important single function that lies within the power
of a bank to meet its problems successfully.

This question of management is essentially a responsibility of the
trustees, for they choose those officers who are to conduct the operations
of a bank, delegating to them the necessary authority to carry out such

policies as may be determined upon. The F. D. I. C. has the power to
require drastic changes in management, but equally so has the State

Banking Department. As a matter of fact, the banks themselves have

this power and there are plenty of available sources of advice to achieve
such a voluntary correction, a method which would preserve the indi-

vidual characteristics of the various banks, developed over a period of

time and found most suitable for the particular communities in which

these banks are located. In recent years the Fund set-up has played

an important role in helping banks to help themselves without having

to give financial aid.
The F. D. I. C. can assist a bank through insistence on better manage-

ment, can close a bank, paying off the depositors up to, but not in excess

of, $5,000; or it can make cash advances on sub-standard assets provided

that under existing procedure the affected bank can be merged with

another similar institution. Where mergers in a one-savings bank com-

munity are necessary it is not clear how a new savings bank could be

created under a state character in order to merge it with the older bank

in difficulty. In short the F. D. I. C. is not actually as well suited to

meet certain of our problems as is our own Fund.

The Fund can directly assist a bank in difficulty through a contri-

bution to surplus. This permits the bank to continue its normal

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



-

27

activity and has proved to be less costly per dollar of deposits involved
than the methods available to the Corporation.

The State of New York a number of years ago, realizing that there
are people in modest circumstances who could build up reserves in
excess of $5,000. extended the limit that a savings bank could take to
$7,500. It is important that this additional $2,500. which represents
savings should be protected just as much as the small amounts. Conse-
quently the Fund has made provisions for this. Attention is also
called to the method of designating the insured—the F. D. I. C. insuring
the individual up to $5,000. and the M. S. B. F. insuring the complete
balance on all accounts.

Many different types of banks are insured under the F. D. I. C.
with no segregation of similar types. Consequently, the assorted form
of regulations under which they operate, their widespread geographical
locations and the variety of influences to which they are individually
subject, create a composite situation which is not easily analyzed or
appraised. There has not been set up a separate fund for savings banks
under the F. D. I. C. as provided for by law, and apparently it is not
the intention of the authorities to do this. It is for this reason that
this separate grouping has not been studied, for at most it could only
involve conjectures not based upon experience. It is also worthy of
note that when a guarantee fund was authorized for the Federal Savings
and Loan Associations, the F. D. I. C. did not become the guarantor,
but a separate fund was organized to care for the segregated group
because of its particular type of business. In contrast with the more
complicated set-up of the F. D. I. C. the Mutual Fund was designed to
serve a single type of bank with the result that it is particularly adapted
to the purpose for which it was organized—the protection of the mutual
savings banks of New York State. Moreover, the unique facilities of
the Savings Banks Trust Company and the Institutional Securities
Corporation round out the Fund, making it a capable and efficient
medium to deal with such situations as may arise.

At this point perhaps we should consider the situation outside
New York. In States where savings banks are few, such institutions
are generally affiliated with F. D. I. C., Delaware, Maryland and Rhode
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Island excepted. Inquiry in other states indicates no current trend in

that direction with the possible exception of New Jersey where some

interest has been manifested.
In Connecticut, a bill has been introduced into the legislature, rem-

edying certain technical criticisms of their Fund. The Fund is renamed

"The Savings Bank Deposit Guaranty Fund of Connecticut". Its

purpose is to "insure in full all the deposits in member banks and other-

wise protect such deposits". Its powers are increased by the bill to

correspond almost identically with those possessed by Savings Banks

Trust Co. in its dual capacity as a trust company and as trustee of our

Mutual Fund.
In two states, Massachusetts and New Hampshire, the mutual

savings banks have central funds for the purpose of assisting such

banks.
A tabulation of savings bank members in F. D. I. C. will be found

in the appendix to this report.
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APPENDIX

SUMMARY FEDERAL DEPOSIT INSURANCE
CORPORATION

(Figures, exclude insured mutual savings banks unless otherwise noted.)

1. The Federal Deposit Insurance Corporation in its recent reports
warns of war and post-war dislocations. The Corporation em-
phasizes the importance of setting aside net earnings to cover
anticipated losses.

2. The F. D. I. C. is designed primarily to protect demand deposits
which if frozen, due to suspensions, would seriously affect normal
business in the community, particularly at a time when business
would probably be very slow. It is pointed out that savings banks
play a negligible part in furnishing the community with a check
currency.

3. The F. D. I. C. is a corporation controlled by the Federal Govern-
ment which, not being mutual, is a seller of insurance to banks
which have no voice in its policies, its management nor its opera-
tions.

4. The F. D. I. C. provides other than "death" insurance. Cash can
be advanced on sub-standard assets provided, under existing pro-
cedure, the affected bank can be merged with another institution.
It is not clear how the merger technique could be effected in the
case of a savings bank which is the only one in its community.
Furthermore, in deciding between suspension and merger, the
F. D. I. C. must take into consideration the ultimate loss to the
corporation.

5. The F. D. I. C. reports that in 1941 all suspensions and mergers in
which it advanced funds were caused by inadequacy of management.

6. In its recent reports the F. D. I. C. stresses solvency before liquidity
as the measure of safety in insured banks.
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7. As of December 31, 1941 the F. D. I. C. reports that insured deposits
have increased 85% since 1934, while capital accounts of insured
banks have increased 15%. On the other hand liquidity stood at
67%. In 1941 insured banks holding two-thirds of commercial
bank deposits had net capital funds under 10% of resources.

8. In 1939, 1940 and 1941 between 10% and 20% of insured banks
paying dividends to stockholders had no profits or paid dividends
in excess of net profits. On December 31, 1941, the R. F. C. owned
5% of the total capital of insured banks.

9. As of September 24, 1941 almost one-third of insured deposits or
over $8,000,000,000. was held by insured banks in New York, New
Jersey and Pennsylvania, the three states which combined have
accounted for a vast majority of the disbursements and anticipated
losses of the Corporation. It is noted that the many cases of sus-
pensions and mergers in the area covered by these three states do
not appear to have affected the mutual savings banks located in
the same states.

10. The fact that on September 24, 1941 only $26,000,000,000. of a total
of $67,000,000,000. of deposits in insured banks were insured should
not cloud the fact that from a solvency point of view the total
deposits figure of $67,000,000,000. must be considered when analyzing
the adequacy of the assets of the Corporation. As a matter of
fact, the total deposits in insured banks today are probably well
over $80,000,000,000; the assets of the Corporation during the past
year have increased slightly over $50,000,000.

11. The administrative expenses and losses of the F. D. I. C. have
been covered through December 31, 1941 by earnings and profits
on investments. Assessments received to that date remain un-
touched.

12. The assets of the Corporation amounted to $555,000,000. on Decem-
ber 31, 1941 and in addition the Corporation as authorized by law,
had a borrowing capacity of $975,000,000. The administrative cost
of operating the Corporation was $3,600,000 in 1941 which included
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the cost of examination of state non-members of the Federal Re-
serve System.

13. The F. D. I. C. reports that in the 76 years before 1941 banking
losses amounted to $15,000,000,000. About two-thirds of this loss
was taken care of by charge offs out of earnings and against the
capital accounts of the banks, while the other third occurred in
suspensions. Of this loss (4.7 billion) stockholders made good in
the amount of 2.5 billion, thus leaving a net loss to depositors in
76 years of only 2.2 billion. However, it is pointed out that from
1923 to 1933 losses in commercial banks would have exceeded the
assessments paid to the F. D. I. C. for 10 years provided they were
at the current rate of one-twelfth of one per cent per annum.

F. D. I. C. did not commence operation until after 1933.

14. Through December 31, 1941 the F. D. I. C. had disbursed
$239,000,000. to 370 insured banks having $446,000,000. on deposit,
or over one dollar for every two dollars of deposit liability. Of

this amount disbursed, losses of $46,000,000. were anticipated on
December 31, 1941. Assisted banks and liquidation of assets in

the hands of the Corporation had repaid to the F. D. I. C.
$114,000,000. up to December 31, 1941.

15. It is interesting to note that the opinion of commercial bankers
as expressed in April, 1941 by the American Bankers Association
has always been that at best Deposit Insurance could assimilate
losses resulting from bank operations but should not attempt to
cope with economic upheavals.

ir
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SUMMARY MUTUAL SAVINGS BANK FUND

(Data contained in this summary includes all mutual savings banks in this state
unless otherwise noted.)

1. The Mutual Savings Bank Fund is an insurance fund organized
on the basis of mutual self-help. Because it is a mutual under-
taking, each member bank has a financial interest in the better
management of all and in the continued safe operation of every
other member bank.

2. The M. S. B. F. is interested basically in the ultimate solvency of
the member banks rather than immediate liquidity. Where sub-
standard assets have caused impairment of surplus, it "pegs" situ-
ations by providing funds which replenish the impaired surplus,
thus protecting depositors. This process also provides the funds
and the time for the orderly liquidation or rehabilitation of the
sub-standard assets and gives assisted banks the opportunity to
bail out through the medium of earning power.

3. The M. S. B. F. can be used to good advantage in expediting con-
solidations designed to strengthen individual cases and to eliminate
unnecessary duplication of services.

4. In approaching an unhealthy situation the Fund investigates man-
agement and location as well as the net worth of the institution.

5. Several of the ten cases aided by the Fund involved exclusively
mortgage and other real estate problems; of the balance, mortgage
loans and securities were of equal importance. Hence the need for
intimate current knowledge by the Fund of the condition of its
members both through study of reports of examinations, confer-
ences with the Banking Department and from personal contact with
the banks and their officers and trustees.

6. For the following reasons the Fund decided upon the "contribution
to surplus" as preferable to the "purchase of assets" method when
banks are in need of assistance:

a. simpler
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b. earnings on the sub-standard assets continue to accrue to the
benefit of the bank

c. liquidation or rehabilitation of sub-standard assets is left in the
hands of the bank's own management, provided the Fund is
satisfied that the management is sound. It is thoroughly fa-
miliar with details and is better informed as to how the assets,
especially mortgages and other real estate, should be treated

d. less cash is needed since the amount contributed is only enough
to make up the deficiency in surplus; moreover, commitments
may be used to provide cash only as losses are actually experi-
enced.

7. Forty-six mutual savings banks are located in communities having
but one savings bank. It is therefore essential that the Fund have
the right to assist these banks without making use of the merger
technique. Being mutual savings institutions, there would be no
value in merging an existing bank with a newly organized mutual
savings bank located in the same community.

8. The agreement between the Fund and its members contains the
following provisions which become effective when the Fund makes
advances to a bank.

a. subject to the Superintendent's approval the bank agrees to
keep its records as desired by the Fund and to make reports to
and permit examination by the Fund.

b. The bank agrees to consult with the Fund and to permit the
latter 's representatives to participate in its meetings

c. The bank agrees to make use of the Savings Banks Trust Com-
pany investment information service

d. The bank agrees to make such improvement in managerial per-
sonnel as the Fund may suggest

e. the Fund reserves the right to take over at any time manage-
ment of the weak assets which the bank agreed to charge off or
set reserves up against.
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f. if the bank objects to any recommendation of the Fund, the

Superintendent of Banks will act as arbiter.

9. All agreements with assisted banks call for the repayment of the

funds with simple interest at the same rate the bank declares its

dividends. Schedules calling for quarterly payments are set up

with a provision that excess earnings above the stipulated pay-

ments must also be paid to the Fund. No bank is embarrassed by

too rigid a schedule: for example, repayments must not reduce

surplus below 5 per cent (by law).

10. In practice, the Superintendent of Banks initiates action by the

Fund; the latter may suggest the need but does not act unless re-

quested. If the Superintendent certifies that an insured bank

(whether or not in receipt of financial assistance from the Fund)

has committed such an action or is in such condition that he could

take possession of it under the law, he may permit the trustee of

the Fund to take possession under such conditions as he may pre-

scribe. The trustee may then operate, merge, or, with the Super-

intendent's approval, proceed to liquidate the institution.

11. The M. S. B. F. on December 31st, 1941, had assets of 56.4 million

(now 62 million) made up as follows: cash, 8.3 millions, U. S. Gov-

ernment securities, 39 million, and disbursements and funds ear-

marked for commitments, 9.1 million. (This date selected for com-

parative purposes with available F. D. I. C. figures.)

12. Up to November 1, 1942, $14,700,000. was disbursed or committed

in ten cases involving thirteen banks having deposits of over

$170,000,000. In other words, only $1 of protection was necessary

for almost $12 of deposits. Seven of the cases were individual and

three mere mergers. Assistance ranged from 2.85 per cent to

27.49 per cent of deposit liability, the latter being the case of a

very small bank. The average was slightly over 8 per cent.

13. Disbursements and commitments made by the Fund up to Decem-

ber 31, 1941 had on that date been reduced 38 per cent by repay-

ments and liquidation of assets taken over by the Fund (during

1942 repayments and commitment cancellations brought this figure
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up to almost 50 per cent of the $14,700,000 total). Two banks had
repaid in full as of November 1, 1942. One of these banks had
received funds amounting to less than 3 per cent of deposits; the
other approximately 12 per cent. Steady progress is being made
in the other eight cases.

14. With only a 10 per cent increase in deposit liability during the
period 1933-1941, cash and governments increased from 11 per cent
to 38 per cent of total assets, mortgages decreased from 59 per cent
to 48 per cent, other real estate increased from 2 per cent to 4 per
cent, and other bond investments decreased from 25 per cent to
8 per cent of total assets. During this same period book surplus
and unallocated reserves decreased from 15 per cent to 121/2 per
cent but estimated market value surplus and unallocated reserves
increased from less than 131/2 per cent to 15 per cent of deposit
liability.

15. On October 31, 1941, 9.1 per cent of the mortgage portfolios was
in default. One year before 121/2 per cent was in default; two
years before, 15.8 per cent; and in 1935, almost 50 per cent. In
1941, approximately 60 per cent of the mortgage account was sub-
ject to amortization which would, besides keeping the loans on a
more healthy footing, result in the banks receiving at least thirty to
forty million in principal payments annually. New lending in 1941
was made up almost entirely of purchase money mortgages and
loans on new construction, chiefly F. H. A. mortgages.

16. In the six-year period 1936-1941 excess earnings of $358,000,000.
remained after dividends and together with $94,000,000. from sur-
plus was used to write down asset valuations, a total of $452,000,000.

17. As of October 31, 1941 mortgage loans in default for taxes and/or
interest amounted to $274,000,000. while the other real estate
amounted to $238,000,000. Without developing a formula, and purely
as a matter of assumption, if a 50 per cent loss is anticipated on
these loans (the loss would also cover other mortgage loans going
bad) and a 25 per cent anticipated loss on the other real estate is
added (based on the fact that other real estate has already been
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severely written down and on sales experience—approximately
seventy odd cents on the dollar of foreclosed mortgage principal)
there would be a further deduction in surplus of almost $200,000,000.
For all mutual savings banks in this state this would leave a sur-
plus of almost $500,000,000. against deposits of 5.6 billion or about
9 per cent.

18. Impairment of surplus is usually corrected by adequate net earn-
ings which are credited thereto. In 1941 operating income after
dividends ranged from 0.08 per cent to 2.16 per cent with the
average at 1.16 per cent.

19. Since 1929, mutual savings banks in New York State have experi-
enced four runs which resulted in excess withdrawals of from 13
per cent to 141/2 per cent over periods of from four to six days.
Such pressure could easily be met today without restricting with-
drawals.

20. By excluding the nine banks which were not members of the Fund
on December 15, 1942 or had signified their intention to withdraw,
the December 31, 1941 composite balance sheet would have been as
follows:

Cash and, due from banks
(000,000 omitted)

328
U. S. Government Securities 1,444 1,772

Other securities 347
Mortgage loans 2,277
Other real estate 177
Other 121 2,922

4,694
Deposits 4,134
Other liabilities 14 4,148
Surplus & Unallocated Res. 546

4,694
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At market value the surplus and unallocated reserves would amount
to $649,000,000. By revaluation of mortgages and other real estate
as described in No. 17 (estimated losses on defaulted mortgages,
50 per cent—losses on other real estate 25 per cent) this surplus
would be reduced from $546,000,000. to $390,000,000. The latter
figure would equal 16 per cent of deposits not covered by cash and
governments.

21. The M. S. B. F. which, as has been stated before is primarily inter-
ested in the solvency of the member banks, does not stand alone
as it is in close relationship with the Savings Banks Trust Com-
pany and the Institutional Securities Comporation. The Savings
Banks Trust Company was organized for the purpose of furnishing
liquidity to savings banks by the purchase of their securities or

by making loans to them against the pledge of assets. In normal

times the Trust Company would utilize for that purpose the funds

of savings banks on deposit with it, in times of widespread demand

by savings banks, the Trust Company would obtain funds from the

large New York financial institutions with which it has established
correspondent relations; in times of stress the Trust Company is
designed to obtain funds from the Federal Reserve Bank or any

other governmental agency then existing to make funds available.
The Institutional Securities Corporation was organized primarily

to purchase mortgages from savings banks and provide a central

market for mortgages held by them. In normal times the insti-

tutional Securities Corporation could utilize for that purpose the

funds of savings banks obtained through sale to the banks of the

corporation's capital notes or debentures; in times of widespread

demand by savings banks the I. S. C. would obtain funds by bor-

rowing elsewhere or through marketing its capital notes or deben-

tures; in times of stress the I. S. C. is in a position to obtain funds

from any governmental agency then existing to make funds avail-

able. In times of widespread demand or economic stress the sav-

ings banks themselves, by means of their huge holdings in govern-
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ment securities, can obtain cash directly from their depository
banks, the Federal Reserve, or other governmental agencies set
up for this purpose.

22. Finally, the history of no losses by the Mutual Savings Banks of
New York State since 1911 proves the stability of the system and
points to the slight chance that an insuring agency would be called
upon. Therefore, with this unusual loss experience a mutual form
of insurance is particularly fitted to insure the Mutual Savings
Banks of New York State.
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SAVINGS BANK MEMBERS OF THE F. D. I. C.

Out of 535 savings banks in the United States 58 are members of the
F. D. I. C. as follows:

Number
of

Name of State Banks
Banks in
F. D. I. C. Names of Banks

1/1/42
Assets

(000 omitted)

Connecticut 72 1 Savings Bank of Danbury $ 12,898

Delaware 2 0

Indiana 4 3 Peoples Savings Bank 10,391
Lafayette Savings Bank 3,626
LaPorte Savings Bank 2,578

Maine 32 6 Augusta Savings Bank 7,688
Eastport Savings Bank 1,103
Houlton Savings Bank 1,067
Kennebunk Savings Bank 2,832
Rockland Savings Bank 3,328
South Paris Savings Bank 1,223

Maryland 11 2 Annapolis Savings Institution 990
Clifton Savings Bank 1,000

Massachusetts 191 0

Minnesota 1 1 Farmers & Mechanics Savings Bank 74,109

New Hampshire 34 0

New Jersey 22 13 Burlington Savings Institution 502
Union County Savings Bank 9,255
Hoboken Bank for Savings 24,926
Fifth Ward Savings Bank 5,714
Hudson City Savings Bank 11,997
Provident Institution for Savings 35,173
United States Savings Bank 18,878
New Brunswick Savings Institution 7,738
Perth Amboy Savings Institution 9,416
Rahway Savings Institution 3,126
Somerville Savings Bank 2,400
Trenton Savings Fund Society 14,215
Raritan Savings Bank 1,260
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Name of State

Number
of

Banks
Banks in
F. D. I. C. Names of Banks

1/1/42
Assets

(000 omitted)

New York 132 9 Dollar Savings Bank $135,004
Greater New York Savings Bank 52,523
Bowery Savings Bank 525,266
East River Savings Bank 188,404
Emigrant Industrial Savings Bank 460,074
Franklin Savings Bank 97,917
Irving Savings Bank 39,627
New York Savings Bank 83,976
Mechanics of Elmira 1,804

Ohio 3 3 Society for Savings in City of Cleveland 125,538
Dime Savings Society 1,774
Springfield Savings Society 9,341

Oregon 1 1 Oregon Mutual Savings Bank 3,501

Pennsylvania 7 6 Johnstown Savings Bank 4,753
Beneficial Savings Fund Society 55,926
Philadelphia Savings Fund Society 383,563
Savings Fund Society of Germantown
and Vicinity 46,701

Western Savings Fund Society 121,242
Dime Savings Bank of Chester Co. 3,973

Rhode Island 9 0

Vermont 8 8 Vermont Savings Bank 20,563
Burlington Savings Bank 18,377
Home Savings Bank 409
Northfield Savings Bank 2,027
Marble Savings Bank 5,691
Rutland Savings Bank 8,713
Passumpsic Savings Bank 5,345
Wells River Savings Bank 1,867

Washington 2 2 Washington Mutual Savings Bank 79,042
United Mutual Savings Bank 4,005

Wisconsin 4 3 Beloit Savings Bank 3,342
Commonwealth Mutual Savings Bank 2,023
Workers Mutual Savings Bank 210

TOTALS 535 58
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411 THE DEPOSIT INSURANCE QUESTION

A Memorandum Prepared by the Executives
of the Savings Banks of New York City which are

Members of the Federal Deposit Insurance Corporation
or Applicants for Such Membership *

-0-

Bowery Savings Bank
Dollar Savings Bank in the City of New York
East River Savings Bank
Emigrant Industrial Savings Bank
Franklin Savings Bank
Greater New York Savings Bank
Irving Savings Bank
New York Savings Bank
North River Savings Bank
Union Square Savings Bank

Referred to in the
within memorandum
as the designated
savings banks.
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THE DEPOSIT INSURANCE QUESTION

The designated savings banks understand that they will b
e invited to sub-

mit to the Mid-Winter Conference the reasons and considerati
ons which prompted

them to prefer the deposit insurance protection offered by 
the FDIC to that

offered by the Mutual Fund, and they have therefore prepared th
is memorandum

setting forth such reasons and considerations. The invitation will be ac-

cepted with the understanding that, because of the widel
y varying dates at

which several of the banks became members of the FDIC, all 
of the views and

information presented below are not applicable to each p
articular situation.

However, they join in the presentation of all the points
 that follow because

they believe they are worthy of consideration by any savings ba
nk in this State

which has before it now the question of deposit insurance.

It should also be understood that the banks have no desire to p
lead a

cause or to attempt to influence any bank's course of action. They recognize

the fact that reasons for joining FDIC which may have appeared to 
be sufficient

to them may not appear to be so to other banks. Each bank will decide the ques-

tion for itself in the light of what it believes to be in the best int
erest of

its depositors.

A. REASONS FOR PREFERRING FDIC INSURANCE:

I. FDIC Offers Better Protection ARainst the Risks Confronting

the Depositor: The question to be determined is whether

FDIC or the Mutual Fund provides the better insurance pro-

tection to the depositor. The question should be approached

from the standpoint of the principal risks facing the deposi-

tor, which are as follows:

1. Risk from Unsound Investment Policies and Pract!cta:

Protection against this risk is provided through pre-

ventive measures which the insuring agency has the

power to take. A fundamental principle of sound insur-

ance is that the insuring agency should be in a posi-

tion to anticipate and minimize the risk. The FDIC

has direct powers of examination of the banks whose

deposits it insures. Where it is clearly in the in-

terest of the insured banks to do so, it may suspend

from membership any bank which is so unsafely and so

unsoundly operated as to merit suspension. It may

exercise this power without delay and is thus in a

position to forestall at their inception practices

and policies which would eventually lead to a bank's

insolvency. It is the policy and practice of the

FDIC in the exercise of this power, however, to avoid

carefully any attempt to assume the responsibilities

and prerogatives of bank management.

The Mutual Fund, on the other hand, has no general

powers of examination or regulation and, except

through persuasion, is powerless to prevent unsound

policies and practices in the early stages when pre-

vention is called for and would be effective. The
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IlUnd does have power to take possession of a bank

which is so deeply in trouble as to have borrowed

or received a contribution from the Fund, provided

the bank is in such condition that the Superintendent

might take possession of it. But this power is more

in the nature of a remedy to be applied after trouble

has occurred than one which would prevent trouble

from occurring.

2. Risk from Fconomie Political and Other Factors Be-

yond ffenagement Control: Risks of this nature arise

from war dislocations, local or regional economic and

trade depressions, destructive local political adminis-

trations, and natural calamities ouch as earthquakes,

floods, and crop failures. In this connection, the

Matual Fund is handicapped on the score of risk concen-

tration. That is to say, it insures only a small num-

ber of banks and they are all located in a limited

geographical area. A large part of their assets is

made up of mortgage loans on properties in that area,

and their assets and business in general are subject

to any hazards that may affect that area.

The FDIC, on the other hand, follows the basic insur-

ance principle of diversification of risk. A hazard

affecting only the New York area is cushioned by the

fact that other sections of the country may not be

subject to that hazard. The FDIC pools the insurance

risk over a wide variety of banks, with a wide variety

of assets and with a wide geographical distribution.

We know that for the past decade, and even now during

the period of war activity, New York (particularly

New York City) has been a depressed area. We know

also that certain conditions which in large measure

are peculiar to the New York situation have adversely

affected the mortgage and real estate investments which

constitute so large a part of savings bank assets.

From an insurance point of view, it would seem advis-

able to spread the burden of dealing with this special

and localized risk over the whole country through the

FDIC system of insurance rather than to attempt to deal

with it through a purely local fund.

3. Risk from Depositor Fear and Hysteria: Many savings

bank depositors have little knowledge of financial af-

fairs and limited ability and opportunity to invest

their own money. They are a heterogeneous group.

Many of them are of limited education and are likely

to react simply and emotionally to a given problem or

situation. They are easily frightened, especially

with regard to matters concerning their small estates

which may be represented entirely by their savings bank

deposits. They are the type of depositor that is most

likely to become alarmed if anything untoward should

happen, and they are therefore the type of depositor
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fur whom the maximum safeguards against cause for

alarm should be provided. The savings bank trustee

responsible for the funds of these people holds a

position of ultimate trust. When he has the choice

between two courses of action, it would seem that

he should as a matter of duty choose that course

which would tend to allay possible fear and hysteria

in the mind of the depositor.

Bank runs often start from causes in no way related

to the soundness of the banks. These runs may lead

to the drastic liquidation of a substantial part of

the bank's assets - possibly with great loss - and

they may even lead to the closing of the bank's

doors. A given depositor may not share in the fear

or hysteria which leads to these results, but he will

not stand idly by and see a preference shown those de-

positors who are obsessed by such fear and hysteria,

and so he joins in the run with the others.

At this time of strain growing out of the war and with

the daily threat of bombing attacks which may create

great damage and confusion, we cannot be sure that at

any moment something will not happen to set ablaze the

instinct of fear and panic among savings bank deposi-

tors - particularly those in this general section of

the country - and more particularly still if they

should become aware of the fact that their deposits

do not enjoy the broad protection of insurance spon-

sored by the United States Government.

Therefore, each depositor is faced with the risk of

what his fellow depositors may do if they become

emotionally upset, and he wants and is entitled to

protection against this risk. There appears to the

designated banks to be no question as to which type

of deposit insurance affords the greater protection

against this risk as between the Government sponsored

insurance, with which most depositors are familiar in

some degree, and the Mutual Fund, which is not gener-

ally known to them. So long as the depositor has con-

fidence in his Government he will have more confidence

in a deposit insurance system sponsored and backed by

that Government than he will have in any local limited

system.

IT. The Denositor Believes 119 Has Foderal Protection: Many deposi-

tors have vividly in mind the banking crisis of ten years ago

which led to the establishment and wide publicizing of the FDIC.

The FDIC has followed the policy of keeping its name before the

public and of giving wide publicity to its annual reports. The

Mutual Fund, on the other hand, is known to comparatively few

depositors. While no attempt has been made by the designated

banks to take a cross-section of depositor opinion, it appears

from such inquiries as have been made that savings bank deposi-

tors in general are under the impression that their deposits

enjoy Federal protection. Therefore the question arises as to
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whether there is not the duty either to dispel this impres-

sion or to provide the type of protection which the deposi-

tor thinks he has.

III. FDIC Protection Is Cheaper: The annual assessment of 1/10th

of 1% required by the Mutual Fund is 20% higher than the an-

nual assessment of 1/12th of lg required by the FDIC. It

would seem that the management and trustees of a savings bank

would have difficulty in justifying such additional expense

unless they could establish the fact that the Mutual Fund pro-

vides better protection to the depositor than does the FDIC.

IV. The FDIC Is Financially Stronger with Respect to Its Insured 
Liabilities Than Is the Mutual Fund: The latest figures
available from the FDIC are as of June 30, 1942. On that
date, the deposits of insured banks, after deducting deposits
secured by pledged assets, amounted to $67,880,000,000, of

which the deposits covered by insurance amounted to
$27,639,000,000.* On the theory that cash and Government

bonds are intrinsically riskless and that the deposits in-

vested in them do not represent an insurance exposure, we may
deduct such deposits from the aggregate of insured deposits.

This is the theory adopted in the recent published report of

the Mutual Fund. After allocating to the deposits insured by

the FDIC their proportionate share of the cash and Government

securities held by the insured member banks, we arrive at the
following figures as representing FDIC's exposure and its li-

quid position with respect to that exposure:

Total Deposits in Insured Banks

(after deducting deposits

secured by pledged assets) $67,880,000,000.

Total of Above Deposits Insured 27,639,000,000.* (40.7%)

Total Cash and Governments in

Insured Banks (after deducting

U. S. Governments pledged to

secure liabilities)

Proportion of Above Allocated to

Insured Deposits (40.7%)

Total Insured Deposits

Deduct: Proportionate Share
of Cash and Govermments

45,423,000,000.

18,487,000,000.

27,639,000,000.

18,487,000,000. 

Net Insurance Exposure $ 9,152,000,000. 

* This figure is as of September 24, 1941. The figure is obtained
by FDIC only at infrequent intervals. It is stated that the fig-
ure does not change materially over short periods and may be taken
as approximately accurate as of June 30, 1942.
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V.

Liquid resources available to FDIC to meet the above net

insurance exposure were as follows:

Cash 23,766,000.

United States Government Bonds 491,874,000.

Call on United States Treasury 250,000,000.

Call on RFC 250,000,000.

Call on Treasury (optional with

Treasury) 475,000,000. 

TOTAL 31,490,640,000. 

The percentage of the above liquid resources to the net in-
surance exposure was 16.3%.

With respect to the Mutual Fund, figures for December 31,
1942 are available. After reducing the Mutual Fund's insur-
ance liability by the amount of the deposits of its members
which as of Beoember 31, 1942 had indicated their intention
to withdraw, and following the same reasoning as that fol-
lowed with respect to the above figures on FDIC, we arrive
at the following position of the Mutual Fund:

Insured Deposits $4,051,000,000. 4(

Deduct: Cash and Governments 1,898,000,000. lt

Net Insurance Exposure S2,153,000,000. *

To meet the above net insurance exposure, the Mutual Fund had
cash and Governments amounting to S48,400,000.2.2,Thus the li-
quid resources of the Mutual Fund amounted to 9,-.4% of its
net insurance exposure as compared with 16.3% for the FDIC.

While the above figures indicate that the FDIC is stronger
than the Mutual Fund with respect to its net insurance ex-
posure, it is apparent that the FDIC is stronger still with
respect to the deposit liability of any particular savings
tank that it may insure.

War Uncortaintle7s: The country, because of the war and the
possibly drastic readjustments which will have to be made af-
ter the war, is facing an indeterminate period of uncertainty.
We cannot foretell what the effect of this will be upon the
nation's banking structure. Ten years ago the country was
facing another great crisis. The crisis involved a direct
loss of confidence in the banking system whereas the present
emergency :loco not.

At that time the FDIC was created and the savings banks of
this State became members of it. One of the reasons leading
them to join was the fact that their membership would lend
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strength to the banking structure of the country in time of

crisis. Another was that they would benefit from the fact

that FDIC was a haven in time of storm. When the storm

abated, the banks withdrew because of certain unattractive

features then in the FDIC law. Those features were mainly

the unlimited assessment that might be levied upon deposits

and the fact that no recognition was made of the distinct

character of savings banks when compared with commercial

banks. Those undesirable features of the law were corrected,

but the correction came too late to forestall the withdrawal

of most of the New York savings banks.

Throughout its relationship with the savings banks, the FDIC

has shown a most cooperative attitude and a willingness to

recognize their special situation in so far as possible. It

has realized the importance to the whole banking structure

of the country of having the savings banks included with the

more than 13,000 other banks which make up that structure in

providing a uniform system of insurance to the depositor.

The FDIC is undoubtedly a good anchor to windward against any

forces that might arise out of the existing emergency and

that might otherwise impair depositor confidence. The Presi-

dent himself called public attention to this fact in his press

conference of March 12th. The savings banks, even though they

are not members of FDIC, stand to benefit from the confidence

which the general depositing public has in that Federal agency.

It appears to those of the designated banks which have recently

been admitted to or which have applied for admission to the

FDIC that in this time of emergency it is in their best inter-

ests, and in the best interests of the banking structure gener-

ally throughout the country, that they again become members of

the FDIC. Thus they will put themselves in a position to enjoy

fully and directly (rather than indirectly and without contribu-

tion) the benefits of its protection.

VI. The Danger of Inflation: While no one can predict whether and
to what extent inflation will take place as a result of the

heavy fiscal requirements growing out of the war, it is evident
that there are many elements in the situation that, if they get
out of hand, can lead to serious consequences in this direction.

Likewise, no one can predict with certainty what the effect

would be upon savings bank deposits if any inflationary rise in
prices should lead depositors to withdraw their savings accounts
and buy goods or equities. If this should occur, however, the

savings banks may be more adversely affected than commercial
banks because of the larger proportion of their total invest-
ments represented by assets which are not readily marketable.
The savings banks as members of the FDIC might be in a more ad-
vantageous position to deal with the problem of inflation. This
would be true because the FDIC with its great resources and
Federal sponsorship commands public confidence. It also has
great prestige and influence in Government counsels. Through
that agency, therefore, the savings banks would have a more di-
rect voice than they now have in advising and working with the
Federal Government in its attempt to control inflationary forces.
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While the foregoing reasons appeared sufficient to the designated banks
to warrant their becoming members of or applying for membership in the FDIC,
before determining upon their course of action they gave careful consideration
to the more important arguments against membership in the FDIC and in favor of
membership in the Mutual Fund as set forth below.

B. ARGUMENTS AGAINST MFMAERSHIP IN THE FDIC: 

I. Do Savings Banks Really Need Deposit Insurance? The savings
banks, because of their long and honorable history, have en-
joyed and do enjoy in high degree the confidence of the de-
positing public. In the minds of many savings bankers, this
record, plus the strong liquid position of the banks, should
be adequate assurance that their depositors' funds are safe.
Many savings bankers feel that the liquid position of the
banks is sufficient to withstand any conceivable emergency
that might result in the temporary loss of depositor confid-
ence. They believe that in the Mutual Fund they have a device
which will keep its savings bank members sound and thus remove
any cause for loss of depositor confidence.

This argument merits careful consideration and it has received
careful consideration by the designated banks. They came to
the conclusion that the liquid resources of the banks them-
selves, plus the existence of the Mutual Fund, were not, in
themselves, as capable of assuring the maintenance of public
confidence as IS the FDIC. They believed it would be a health-
ier situation for themselves as well as for the banking structure
of the country if a state of mind on the part of the public with
respect to the banking system could be created which would elim-
inate as a practical matter the possibility of future substantial
forced asset liquidation or heavy borrowing upon the part of the
banks in order to meet panic withdrawals.

FDIC, because of its financial strength but more particularly
because it has the sponsorship of the United States Government
and therefore the moral backing of the Government, enjoys com-
plete depositor confidence and therefore constitutes true insur-
ance against the risk of such withdrawals. It appears to the
designated banks that the Mutual Fund does not provide such in-
surance. Its true function and purpose is that of a repair fund
for weak banking situations, and it is in a position to serve
that purpose and perform that function well. It cannot serve
the greater purpose and function, however, of providing the best
available protection to the depositor against those three im-
portant risks already discussed and against which the depositor
expects and is entitled to have protection. It may be repeated
that those risks are the risk from poor investment policy, the
risk from economic and other factors beyond the control of man-
agement, and the risk from depositor fear and hysteria.

Federal Control: The designated banks gave serious consider-
ation to the argument that they might be endangering their au-
tonomy in making themselves subject to the supervision of FDIC.
They could only view this matter in the light of history. They
knew that for nearly eighty years the national banks of the
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country had been under the supervision of the Comptroller of

the Currency, a Federal officer, and that for nearly thirty

years the members of the Federal Reserve System, a Federal

agency, had been subject to the supervision of that System.

They knew also that for nearly ten years the members of the

FDIC had been subject to the supervision of that Federal

agency. They had been able to discover no substantial com-

plaint against any of these Federal agencies that they had

been arbitrary or capricious in their dealings with their

member institutions or that they had attempted to usurp the

responsibilities of bank management. Since all but a few

hundred of the more than 13,000 banking institutions of the
country were members of the FDIC, it did not seem likely

that FDIC could, even if it were so disposed, assume other
than the cooperative and constructive attitude toward its
membership which has been characteristic of that agency
since its inception.

There are many ways in which the FDIC can be helpful to sav-
ings banks in dealing with some of their specific problems.
For example, there is the perennial problem of the introduc-
tion of legislation to enable Federal savings and loan as-
sociations to represent themselves to be savings banks.
The FDIC could be very helpful in opposing legislation of
this sort if it had a substantial savings bank membership
and understood, as the savings banks do, the prejudicial

nature of such legislation.

Then there is the ever-recurring agitation to change the

method of electing savings bank trustees. The theory behind
this agitation is that in some manner a change in that method
would better protect depositors' funds. No depositor could
with justification say that his deposit was not adequately

protected if it were insured by the FDIC. Therefore, the
basis for the unsound agitation of this question would be

eliminated.

Recovr,ry of Assessments: There is the possibility that at
some time in the future the depositing public will cease to
be interested in deposit insurance, that the Mutual Fund
will be liquidated, and that its members will receive back
a large part of their contributions. It is not likely, how-
ever, that the members of the Mutual Fund will discontinue
deposit insurance unless the members of the FDIC and the
Federal Government shall also have come to the conclusion
that deposit insurance is no longer necessary. There is a
factor of competition involved here which will probably make
it advisable for the savings banks to go along together on
the question of maintaining or abandoning deposit insurance,
regardless of which insurance system they are members of.

It is a fact, however, that if the idea of deposit insurance
is abandoned, the members of the Mutual Fund would receive
back whatever there was in the Fund available for distribu-
tion, whereas the members of the FDIC would receive nothing
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back unless Congress in liquidating the FDIC should so de-
cide. It would be so clearly equitable, however, to dis-
tribute the contributions of the members of the FDIC among
those members should the FDIC be liquidated, that there is
hardly room to doubt that suoh a distribution would be ap-
proved by Congress. Therefore, there would seem to be no
assured advantage on this score resting with the members of
the Mutual Fund.

IV. FDIC Does Not Preserve the Individual Bank: The indivi-
dual depositor is primarily concerned with the protecton
of his deposit and only secondarily, if at all, with what
may happen to the bank itself in time of trouble. This
distinction can easily be lost sight of in considering the
question of deposit insurance. The question should be
viewed from the standpoint of the primary interest of the
depositor.

V.

It is true that the FDIC will make contributions to the
surplus of a bank or will purchase assets from it only in
connection with the merger of that bank or the setting up
of an entirely new institution to serve the community's
needs. There can be no complaint about this procedure
where the bank in question has got into trouble through
mismanagement or unsound policies.

To take care of the exceptional case where the other sav-
ings banks might consider it advisable to strengthen its
situation and preserve the particular bank, they might,
although members of the FDIC, maintain in some amount a
part of the existing Mutual Fund for repair purposes, con-
tributing additional amounts to it as and when necessary
to fulfill such purposes. Such portion of the Mutual Fund
as might not be found to be necessary for these purposes
could be returned to the banks and could be used to meet
their assessments as members of the FDIC. It is possible
that the funds that could be returned would take care of
such assessments for a number of years.

The maintenance of such a repair fund in a reasonable amount
might well be a factor that would weigh with the FDIC with
respect to its admission requirements and with respect to
its disposition, at the proper time, to accord a lower rate
of assessment to savings banks than that applied to banks
generally. The possibilities in this direction, when coupled
with the approximate 20 saving in premium that would be im-
mediately available to the banks upon joining the FDIC, are
matters which would appear to merit the careful consideration
of every savings bank officer and trustee.

5avings Banks Should Not Bo Grouped yr -1.th Commercial Banks in 
an Insurance Scheme: One of the principal reasons why most
of the New York savings banks left the FDIC and set up the
Mutual Fund was the fact that in the original temporary FDIC
law no provision was made for treating insured savings banks
differently from insured commercial bunks in recognition of
the fundamental differences between the two types of business.
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Provision was subsequently made in the law for setting up

a ccmplete and distinct division for handling mutual sav-

ings banks insured by the FDIC. Provision was also made,

in the discretion of the Board of Directors of FDIC, for
allowing such banks a lower rate of assessment by virtue

of the nature of their business and in view of their favor-

able failure experience in the past.

There is reason to believe that if a sufficient number of

savings banks join the FDIC these provisions of the law
will be made effective with respect to them at the proper

time and under suitable oiroumstances.

Perhaps it should also be pointed out in this connection
that while the failure record of mutual savings banks is
far superior to that of commercial banks, the position of
commercial bariks today is very strong and the FDIC is in
a position to keep it strong. The unfavorable failure re-
cord of commercial banks in the past was due primarily to
the too liberal chartering of banks and to inadequate super-
vision. Both of those conditions have in substantial measure
been oorrected.

It should be borne in mind that at tha present time the bank
assets which are subject to the greatest hazards are real es-
tate and mortgage loans. In this respect, as of December 31,
1941 the commercial bank members of FDIC were in a more favor-
able position than the mutual savings banks of this State.
The commercial banks had only 0.14 of their assets in fore-
closed real estate as against 3.4 for the savings banks,
and they had only 6.4 of their assets in real estate mort-
gage loans as compared with 48.4 for the savings banks.

In this connection, it should be said that although commer-
cial banks pay an assessment based on all their deposits,
only about 44 of their deposits are actually protected by
insurance. This is due to the fact that so many of their
accounts are in excess of $5,000. On the other hand, re-
latively few savings bank accounts are over $5,000, with
the result that approximately 94 of savings bank deposits
would be fully covered by FDIC insurance.

In conclusion, the designated banks would repeat that the foregoing
facts and opinions are offered merely for such consideration as the other
savings banks may wish to give them and in the hope that they will be
helpful. It in not suggested that these opinions and information are by
any means the only opinions and information that should weigh with a bank
in reaching a decision on the question of deposit insurance. The desig-
nated banks have already made their decision on the question and they wouldnot presume to make their views available to the other savings banks unlessthey were invitc:d to de so.
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