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May 11, 1933
Mr. Goldenweiser Ridder plan for reopeniag>

Mr. Riefler closed banks

The eontinued presence of thousands of closed banks calls for 1nngg;a$‘v~
action, both to free depositors' funds to the vaiue of existing assets and
als0 to provide a renswal of essentisl banking facilities. In many loscal-~
ities, furthermore, where the majority of banks are closed, the local losns
held by these banks eannot be liguidated until the local depositors in thesse
banks again obtain control over at least a part of their immobilized fundas.

In the Journal of Commerce for May 8, 1933, Mr. Joseph E. Ridder ad-
vanced the following plam for reopening closed bdanks as branches of other
banks in the same State:

"1l. The assets of closed banka shell be offered for purchase % all the
banks of the State in which the closed bank is loocased. These institutions
will be invited to make a bid for such assets, after reasonsble examination.
The purchasing institution shall be authorized tc maintsin a branch at tha
location of the 6losed banks, but otherwise no extension of brench banking is
permitted. It is anticipated that the desire to obtain the right to operate
an additional office in the community in which the closed bank is located will
cause an offer to pay 100 cents on the dollar"to depositors in closed banks in
a large mumber of cases, even when the assets alons doc not justify such an
offer. |

n2. Zach such purchase of assets will be subject to approval by the
Comptroller of the Currency, who must de satisfied that such a purchase will
leave the purchaasing bank in satisfactory position as regards liquidity.

3, The Reconstruction Finance Corporation will subscribe to the preferred
stock of the purchasing bank when desirsd, on the same terms as it would to the
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preferred shares of 8 new bank arganized to take over the assets of a closed
institution. _(

4. In order to prevent any further expansion of branch danking than is
necessary to accomplish the basic purpose of reopening closed banks, the
Comptroller of the Currency may, in accepting bids, prefer banks near the of-
fice of the closed institution to one located at a more distsnt point."

This plan appears to me %o de quite feasidle, although I doudt whether
many 100 por cent bids will ba received. I would add, however, the following
provisos:

A. No bid shall be mcceptsd which is less than the valus of the sssets
as appraised dy the Comptroller of the Currency or the Reconstruction Finance
"Coprporation.

B. FKNothing in the plan shall be construed to diminish any existing lisbil-
ity of stockholders to depositora in closed institutions.

| C. The Reconstruction Finance Corporation should slso be permitted, 1f 1t
deems 1%t wise, to comdine two or more closed banks into a new branch banking
organization without the bdid of en existing open basnk.

D. All institutions reorganized under this plan should become member

¥

huk; of the Federal Heserve Systam.
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+ June 3. 1939
Glosed Waaks:

ntm_nt °

The jroblem of the slesed bank and mers imporsantly of the depesitor in

 kir, Goldenweiser

Mr. Riefler

the elosed Bank ia one of She sorest apots in the present situatien and will
Temain #o for some time t0 come. Gecislly, She importanes of ths prodlem
arisos out of the lewge smumber of szall depositors who through no fsuls of
their own have lost sxounts shich are largs %o the lossr though in tiw sggre-
gate they msy not b large am eompared with jotal depoaits cutstanding. ’;’fn?
litioally, slso, the prodlem attains cutstanding importunce beasuse of She
lerge number of depositors involved and begause of the fuet that Jdepoeitors,
espsainlly smll depesitors, have a right %0 consider baamk depesits as risk~
less. iepositors who heve net im gensrel gives up the hope that their money
will eventuslly be Testored $o them will coastitute s difficult politicel
pyYedlex vhen shey fimlly realise the extent of m 1osnes waich they muet
The repersussions whish are dousd %0 arise from Shils situatien are %0 &
sonsiderabls measurs ﬁst&tiu)h,tor the equities of She mmall deposisor in
8 0losed dank tremseeand the uquidcuéc valus of 1%s saseta. There is a vital
and logitimate dimtinotien t¢ be mmde batwesn the equit; of a derpovsitor whose
benk has failed pnr.iy besause of mismnnagement and the depositor whose bank
has failed parsly or sholly bevause of ciroumstances outside of 1te control.
There are further equitiea 1o bo ecmmidered ia comnsetion with ths depositor,
muu.:-w the smmll deponitor, who bhas hséd no borrowiag reistiens with his
bank snd hes not denefitted in any way from liberul lendiny polieiss. TFinale

1y, shere xuss de oan-idomd the depositor who will realime only a few csuta
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on the doller bessuss him bBank was kepl open too loug Shrougk the =stion of
2upervisory suthorities alded by % .¢ sveilability of Heeunstruotion sipsnge
Corporstion loans

¥agnitude of rroblea

A% the prese.t lis, the Lok value o' daepoalte oexkoed uz IRn aloszed btanks
is ia sha neighdorhood of éa,wﬁ,wx:,ouu “his psoer value of %he assets held
sguizet these Jeponits in in Vie nelghborhood of ;6,0.0,000,000 $0 7,000, ui, -
000, while tie ulti:ate licuidasin, value of these sssets a.4 depomite will be
around ¥3,800,000,000, The comparstive masuitude of t.e  roblem ¢&n be julged
frox the following two comparieons. Firat, the total volure of sll fermx
EOTSgages outetandin: iz this oountyr; eabout which o ouok ies dbeern heayd, ine
eluding mortgages in goci soniition as weil as zOrtgugws in aifficulvy, is in
the neighborhood of i/, 00,00/,000. “eeondly, the total deglins in spmusl pa;-
rolls of meaurasturiog eetablishbieats betwee:r 1950 and 1908 wee in the peigubor-
hood of 7,000, :,3u0, From e soefal aud politioal, as well a2z an ecoaomis
standpoint, therefore, & prompt hendling of the oloeed bank situstioe 1s highly
importact.

The magnitude 5 the prodblem is gumplioatad Ly the tinme eliwwni, us well
aa b, tis by of funds involved. 1t mey be that depositurs in glossd banke
will ‘ov-ntually resover  3,500,900,000 dut {n the zeantine sauny seetions of
ths oountry are without adequate bank facilities and depositors over sven wider
segtions have teen deprived of Stha use of $6,000,000,.00, 14 has long been aOknowi-
odgod that the ii-e consumed in following routine ressiversiip procedure loo_ktng %0
the sstablisbment of asw buunsv feaeillities and tc lijuldztiom of the ssmseds in
cloned tmnkz would prolong this L{:mobilimation of daunke and depvsits far deyond
thne tixe that ie juotiried in & pericd of smergenay suoh as iths present. .» @

result various sttempts bave elrsady bees zede t0 sat up mmohinery for s =ore
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;robles. .mong tis devises already employed or about to be suthorized gre
{1) suthorizetion for the keconstruction rinanse Jorj orstion to maxes loans to
closed banks, .2) suthorization for the Necomstruotion Finmnce Lurporation to
subseribc to preferred atog- is reorgsnived bapks, enc |3 suttorization in
the pending Glasg bill for the .eporit In:urvase Jorporstion to make sdvarges
ageinst assets in closed benk:. Va).uablo a8 these devices sre, they nuet be
sapplamented if ths problem ia 10 Le disposed of with ressonable repidity, for.
in ediition to the iasulffigiency of fundz involved, wiich will bde brought out
leter, the)y all envizage s plecessal tsoklinmg of the problem L:unk by bank, on
the besie of the liguldating wulue of sasch bank's assstu. This procedurs will
necessarily tae time, rar more time tha: ln justified in viex of the situation,
for 1t 18 {mpossidble to mwooesd guiekly either with ths reorganizetion of new
banks or the liquidetion of old, when ell of the Incividuul raset itexm of
thousands of slosed banx: must first de evaluated to insure that loens based
upon them involve no riak to¢ the Goverament.
Soomomle problem of closed danks

From san ecomomie poiut of view, it is cssenticel thet deposits be releansed
$o depositors befure assets 1a elored bauke ars offared for lLiguidution. .epos«
its rejgresent funis whioh the depositors concider &s good woncy availabls fur the
payment of debta. “ien ¢ bunk sloses, these deposits beoom: :Irozen an: contribute
% the further freesing of dedss. 7“hen & zumber of benke in s pertieulasr locality
sre slosed, furtherzore, it beeomws olwost impossible for ths recaiver to liguidate
the sssctis in order to restore tiat peart of these dsposits which is wod, besause
the potentinl purchasers of the paper in the main are depoaiiors in the came

banks. In other words, if ell lanke were 6lo:ed it w.uld de i:poesible for
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& recsiver to liquidate any of the assets sinos thers would de po one who
eould psy for them. This would be trus sven though the assets covered the
dsposit liedilities by 100 par oent st the time of closing. im & very real
ssnse, therefore, bank suspensioas, by freexing Sesporsrily deroaits whieh
have some net worth, cuntribute sharply to deflation.

Defletion of this eors osn be etpped by making a subatantiel payment to
dapositors in elosed banka befors the assote are liguideted. #hen thia is
done, the funds dispersed to depositors are available to help bay up the ea-
sets of the olosed bank and thus aid in 4ts liquidesion. it i# of the utmces
izportenee, therefore, that the mechenism of the insursnss JCorporation provid-
sd in the Glass bill for meking partisl paymenta to depositors in edwencs of
ligquidetiaon be applied as Tapidly as possidls.

inadequeas; of proposed Class Insuratee vorporation
This meohanism, howewer, is not suffieient fur the task. it will have at

the most omly #2,000,007,000 to work with, eounting buth the totel of its oepi-
Sal ecumitments and the total volume of debentures suthorized. 4 large part
of this suthorimetion, furthersore, will Rave to be kept in ressrve £or use ia
connegtion with the deposit guaranty previcions of the Glmes btill. The amvunt
avallable for s revelving fund to mare sdvanses ageinst eseste in closed banks,
therefore, will probeablly be in the aelighdorkoed of 505,200,000 end will eer-
tainly oot sxseed §1,000,0:0,000. While this ie probably as mush as e ligui-
deting agency eimrged sith the handling of all the detall or Bank liguidation
gan usa ia a revolving fund, 4t will not pernmit & very yopid relesass of the
deposits now tied np in closes banks, whieh aggregate arcund ;. 6,000,000,000
iz feee sazount. It ie impossibis to find ocut now the ultimste liquideting
wvalus of these deposits, tut on the averege they will probably te worth around
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60 sents on the dollar. ZThis amount will wvs1y cowtdex’-s;bi;a from bank to bank,
but it is olear thest in the sgeragets the licuilatling cor;orrtion set u; in the
Class bill would have to advancs about I3,)0, 00,000 if it undertook to sxke &
sabstantial ss woil as & raplic diatribution 3o sapositors of funde now ticd up
in clorved banrs. It has pDowhere noar enougl reaguroes to 3o this, even if it
eould worx out the technical detaile of waluation of the assate of moauﬁnﬂo
of individus)l bance with sufficient sreed to of fer immediate rclief tc¢ the de~
positors.

In the mogrse of bunk ligxidetion emviseged in the Cless bIlY, it (& eon-
temylstes that ihe Iasurence Corporation psie losn: seoured by the assets of
gloged banks to the reseivers o7 these institutions iu orier to parmit a guick
distridbution to depositors. inls weans that such dlsatribution nust sweil o
valuation of the ssssts aud, aisy, thet nu depositor will recelve mure then hie
prorata share, whieh on sie averege will probakly be arouud €0 aesxtz on the dol-
lar,

The main danser of sccial end politicsl repercussions from this distribu-~
tion will not procesd dirsotly Trom the resentuent of the depositor who reasives
00 eents on the dollar but ratier from the pligkt of the depositoy whose bank
waa yermitted %o remein oper too long 59 ithat the ultimate liyuldation bringe
less then £0 cents on the dollar. Just sa popular resontzent agziast the € mud
? per cent discount rate of the Yadersl reserve basnka im 1570 beoame !ocuzed on
the progressive penaltiy rates whereb; s smull additional loan to ome dank could
bs dezcribed as paying & dissount rate of G7 per ecent, 180 the wiiespread popular
protest sgainst losses of depositors will not be described 1n terns of az aver-
age loas of about 40 per sent but will focus itselif oa the soglal plight Of the

widow in the bank whioh liguidated at 10 cents on the dollar.
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Soeially and joll.tlully. ae well an eg.itably, therefore, it would be
sdventsgeous to uee Govermwent funds to svold losmes to the anzliest deposite
ors ﬁd to 1liizit lesses %0 the mmllor depositors w0 00 por cent. It looks
ae theuri the Goverament msy be called upom t absork sueh lossee ss ere
neeessery to insure deposita up to 100 per o¢sat im bsnke now open. I would
suggeet thet the Government slso consider the possid¥ility of msking this in-
suranse particlly retrosetive, f.e6. that ar part of ¢ lerger prosrem for dsele
ing with the eloned benk oblex, the Uovernment cassume sny loss neeesnsery to
espure thamt eech depozitor in a bank now in reseiverahip or unier a sonser-
vator reseives 100 cente on the dollar, if hir tutel deporit aggregates 11X
dollars or lees, anl if hie depoait exceeds 1O dollars, to assure him 100
eents on the olimxr for the Tirast 100 dollarc aad [0 ceuts on ths dells: for
the rexainier up o 2 maxirum sssursnee of $10,0.0 %o caeh individual depoelt-
or. Tha ocost % the Covermaent of Suls burden sould aggregete =bout 800,000, -
300, whied might be ruised by a special tax «/ 1 per cent on all ksnx deposite
pow ia exieternes, tre tax o be ecllested by thw dank but levied agaisnst tie
depozitor.

desstablishment of sdequats benking fae ilitien

The essumption of thi: burdem by thsa Govermxeat would eles unlaex the
Jam which has prevented e more rapid reorgeanizmtion of banke to provide sde-
quate banking rasilitsies ia sreas vhare failures heve bees disproportionately
large. froz sn egonomie point of view it le eesestial that adequate ‘mkug
faellities oxist on & wide sgale, 1.6, 11 1¢ eezentinl that our people have
adeguate faoilitiee, remsonadly elose at haod for eashing cheakz, obtiaialng

gurrensy, depositiog exsess “unis, and obtaining owmercicl eredit. These
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fesilities are nov laoking im those 1coalities where a large proportion of the
banks has suspondied, and eannd. bo furaished quiekly if the orgeniration of new
banking offices avaits not only an sdvaiee sgainut the deposits is the olosed
bankx but eiso a metieulous examinstion end verification of the azzets in the
slozcd benks. If the Uovernment should undertaxe, however, to gusrautes m miai-
mum repaymant >f depesits alons the lines inifesated above, it wouls be possibdle
to reorganise there benks xuch sore rapidly, for then the new institusion gould
be set up as mom ss the Yulume of derosite eoming within ths Governmeat guarantee
vas determined aud the assets againat these deposits might ecnsiet in the dexin-
ning of 100 per esnt liqui¢ Goversment papsr repressnting the cleim on the Uovemn-
ment arising out of thiz guarsentee. lanking offises reorganized in thie umnner
®ould not only bs st up éuiony but vould slse be diaposed uf easily, f.s, they
gould be merged with existing tnetitutions wors sesily wihere sugh msrgers seeuvsd
deairable. To further the ,rogress or reestablishment «f adequate banking reeil~
ities, I would also rugsest that, if @ progrsx aloag these linee is sdoyted, the
Podoral iiezerve Zoard inelude in its reguest L0 Uongress that ell legel restric-
tions on braneh danking de suspended insofar ss they may limit the effortss of the
suthorities %o reestadblish adequate deniing raeilities In nress whers they Lave
becore insdequate by resson of benik suspensions.

Ltpesifie program
ae Legislatien
1. Let Yongress expand the debenturee xhish the lnsuramve Jorp ra-
tion is permitsed to leaue fYOm ¢2,030,000,000 to .B,000,003,200,
2. Llet Congress Lmpose a tax of 1 per zent on all deposits in ell
banks in the United Ftmtes as of »,gril 1, 1938, the tex to bas sullevtad

through the damik by deduction from the depositors’ ageountss.
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8. Let Congress turs wver the proeseds of this sax as eapital so
the Insurense Corporation and authorisze the Insuranse Corporation
% make an ismediste disbursemsnt 0 snsk depositor ia a bank novw
in eeeivershiy or eperating unier s conservator on the beeis of
100 eente on the dollar oa the first 100 dollars of sush deposit
and 00 eents on the doller om all swounts in exoess of 100 dollars
with & maxisem limis of $10,000 %0 ony one depositor. There
should be dedueted tm suok disbursement any dividend already
made on doposits in beanks in recoiversiip and any withidrawal ale
ready permitted on banks opsrstisg under oonservators.

Lot Jongress relax all pwhibitions egainst branch demxing
insofar as they would haxpor or limits the sfferss of the Insurance
Sorporxetien % recpen danks now slosed.

Progsedure

1. The Insuramss Oorporetion, with tiese suthorizations from
Congrese, should proeesd as repidly as poasible to erganize

2w mtional banke ia the gensral manuer set forth in the depoeit
insurence sestion of ko Glame BMill for eash bank, state, or
national, now ¢lossd or opereting under & somservator. 7The amounts
made available to depositors ia these bdanke will not ia the first
instanse deo determined by an exmmimtion of its assets, 88 now
provided im the Uless Dill, bus will evmsist of the mmoumts author-
ized under A~3 above. This will permit muech more rapid setion in
making funds svailabdle %W depositors since the main pajer work will
esnsist of a verificetion of deposits on the dooks of sack slosed

bank and & scmpatation of the amount fzmedistely made available to

o&h depositer under the sebedule outlined ia A~S adove.
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2. Aseets of reorgsnised benke

In order % awid the neeessity of having the Insurense
Corporation sell its debsutures in the markes % ralse the
funds %0 nest thase deposit eleli:a, lot the Insuranse corpor-
ation deliver to easah new bdank 90 organized its debentures in
the aggregats azount of the deposits released undier tha sched-
ule in i=3. This delivery will tauxe the fOrm of & loxn w the
depositorm of the o0ld bdank. To seoqure thir loan, depositors in
the reorganized benk will be asked %0 slgn over %0 the Insur-
ance Corporetion sll claims which they have on the assets of
the 0losed tank up t0 the mount releassd t0 them unier the
plen. The Insuranse Corporstion would shus bs repsid out of
the liquidation of the assess of the ¢losed denk up to the
amount juatified by the prorata elaims of esch depositor.
Any distridbution over the provata olaix of the depositor in
the closed bdank would fall on the sepital of the Imsuranse
Corporation and de paid cut of she npecisl tax on daponsits in
open banks sstablished far that purpose. The dedentures de-
livered % the bdanxs might well bo one-yeer notes wish imter-
et at around 3 per cent. This would be mmply covered by
oharging 6 per eent o the loans advanosd to tha depositors,
the interest $0 be paid direoctly by the receiver cus of the
izsome of the elosed bank.

3. Disposition of recrganired dank
Zhen thias ie doxne, there will exist for eash bank now

slosed a new imstitution with debeutures guaruntsed dy the
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United “Sates Government, eonstituting 100 per sent liguid as-
sets s¢nlnst its deposits. The feat that 1t would bs s oom-
pletely olean tank would gremtly rseilitate the reestsblishnent
of bank fseilities where they are needed. This should be dons
under careful supervision of tha Fedarnl reservs s:stem. “here
facilities are siready adaguete, the nevw bank oould bWe 0ld or
perged with an sxisting institution; whare they sre not adeguate,
the aew bank coull be made a tranch of sn exiating inetitution,
or, ;jomssibly in some aresr, ¢ jert of a now brauch bonking ine
stitution urganized for the purrose, 0 whioh the Ba@natmtion
Tioarse Lorporetion might be askeé to contribute sspital. Ia
each sase, the sdaral resarve systen should underseske to furme-
ish continuiug supervision snd sxswination of these nsw reor-
¢anized bunks to ssaure their eouniness.
Diaposition of slosed banse

The receiver: of cloeed bankz oould shen proeeed nmueh more
rapidiy ia the liculdation of tholr assets, repaying the Insure
ense Corporat.om upr to the full amount it had sdwvansed for esash
depoaitor and turning the remainder, if sny, owr to the de-
positor. A8 vapidly as ths Insuranoce Cor;oration regeived these
repayments, 13 wuld retire itas dedentures from the raraset.
“ffeet on Treasuwry througzh the Inasuwranse Corporation

The net operation should not esbarrass sither the iresasury
or the money rar-e$. Tie losses %0 the Treasur) srieing out of
advange payserts to depositors in excees of the amounte ulti-~

mately sollested on liquidetion would be coversd by the taz on
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deposits in open banza, and she interest onm the Insurance
Corporation’s debsnture: .guarenteed by the Iressur; under
the Glaes bill. would be amply eovered by thé¢ insoms of €
per aent on these loens to recoivers of slossi banu:. 7The
reet that taese loons would be made by delivering debesntures
guaranteed as to prineipel and iutervat by tiho (overmment
without the necessity of reising funds in the woney maried
would insure e xininum of disturbanes % iressury rinense

for several reasons: (1) the; would be shorte-term securities
which the marixet would absord readily iz those few cunes whare
the reorganised baus would huve to realize On thaem for eesh}
(&) the umderlying trsnssetion, also, woulil be zhorieterz seo
sheat refuniing problems would dbe ssmll; (&) the feast ihat es~
sets of 0lozed benks wers not liquidated witil efter funds
had been disbursed to depositors instesl of before zush is-
bursal would prove encrsoualy laportanct in unfreezing frozen
debts and thue wouid improve the quails, of eredit ithroughout

the marses.
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MEIORANDUI TO MR, ACHBSON3 i |
: Rey Cloged Hank Depopits,

{

(1) If the Glass bill should fail becausg of objection to some
other feature, certainly the Adminisiration shéuld have some alterna-
tive last-minute substitute for closed bank liquidstion so that we will
not go through ancther winter without adequate schinery for this most
pressing of the banking problems. (Consideratjon should also be given
to thie inadequacy of the resources of the Glas$ bill's Insurance Corpora=
tion to do & significant job on the liquidatiop of closed bank depositsj
its Insurance Corporation on a capital of $5004000,000 and cebentures of
§1,500,000,000 is expected to attempt not only the liquidaiion of the
$8,000,000,000 of deposits in closed banks buy deposit guarantees as well.)

(2) I heard this noon of a plan prepared by an expert of the Federal
Reserve Board (which I understand is now before Qovernor Black) proposing

(a) a separate closed bank liquidating corporation (hereinafter
called the Liquidating Corporation) such as that provided for in the
Glass bill of last year, with a capital of $800,000,000 and power %o
issue debhentures up to $5,000,000,000, The capital would be the
$500,000,000 proposed for the Glsss Insurance Corporation plus
$300,000,000 to be raised by a special tax of 1% on all deposits in
open banks, The $500,000,000 of the Glass bhill is applied to the

have largely recouped its advances on deposits out of liguidation of
"frozen assets™ tsken in return, it can take over the permanent de-
posit insurance if Congress sc providesj

(b) the Liquidating Corporstion would immediately make available
%o all ddpositors in closed banks, irrespective of the condition of
guch banks, 100% of depositas up to gtﬁo and 50% on additional deposits
up Yo a total advance of $10,000 by the Government in respect to any
singl; deposit. (N,B. there can be no shift of deposits in closed
banks)}

(¢) this advance would be made available through new national
banics {possibly operating under a relaxation of the branch-benking
laws) formed to take over the deposits to be paid, These banks would
aocept a deposit liability equal to the amount %o be paid the deposite
org in the closed bank in consideration of receiving from the Liquidat
ing Corporation its debentures in the amount of such deposits. In cone
sideration of such payment of deposits, the Liquidating Corporation
would require a pro tanto assignnent of the rights in the assets of thé
closed bani: of the depositors benefitted., (The liguidating Cornoration
would recoup greater part of its advances by a realization on this age
sigoont-—any deficiency in particular cases would be met from its
cepital), '
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(d) the plan ﬁaﬂ tﬁesoiadv&ﬁtaaeﬁt

(1) It offers the social and business advantsges of M_ﬁg
reestablishnent of needed banking facilities, and of large-
percentags dizbursexent of closed bank depositas without the RBCASBATY
delay inevitable in working out hank»lz,«bmk solutlons of the closed
bank problem,

(2) The new banks, though toco szall to tand alone indei‘imtel,f
(the besis of assuspsion proposed would give each new bank about onew
half the deposit liabilities of the oorresponding closed bamk) will,
a8 guall completely liquid banks, be 8o Sempting 238 nerger or branch
possibilities to other banks in the vicinity thait they will probably,

within a short time, bacome part of or associated with larger banks.

(3) It emsures ultinate larger recovery on *frogen® sssets through
a bedter market for liquidating such assets because prior to the asctual
attempd to reslize upon such assets, advances will be made %o depositors

- of the closed bank who constitute a large portion of the ultimate pure

chasers for local bank collateral,
(4) Through the tax proposed, it will minimize extreme losses %o

-depositors in the weakest closed banks and sproad these losses ugon de-
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positors in open banks, Thus it wlll distribute over the entire country
part of the losses that have fallem on imnocent depositors through the
failure of the banking system to perfor: adequately and will whip up
the interest of all depositors in a sound syste:. of banking.

T. G, Corcoran
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Jane '. 1933,

Subject: Propesal for dealing with deposits
in closed banks. -

The Problem. — (1) At present there are sbout $6,000,000,~
000 of deposits frosen in closed banks.

(2) This figure is of the same order of magnitude as the
aggregate volume of outstanding farm mortgages and substantially
larger than the volums of farm mortgages in serious difficulty.

(3) The figure is alac of the same order of magnitude as
the total decline in the snmmual payroll of manufacturing establish«
ments between 1929 and 1932, :

(4) Of the deposits $ied Wp in closed banks probably as mmch
as 60 per cent, on the average, should ultimately be realised,
particularly if the assets are liquidated under favorable oircum-

tanvih

« w= It 4s proposed that the Reconstruction Mnance
Corporation (or & special liquidation corporation if that is
desired) be given additional power which will definitely pesrmit
it to expedite the release of a substantial proportion of deposits
in closed banks. :

p

Q1 nwmm:mwm»onlm«w
Mu(x;)pmr now tied uwp in deposits in closed banks.

(2) To provide for the repid reorganisatiom of new banking
fuilities on & sound basis in regions where Danking facilities
hag become inadequate because of Bank fallures.
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Purpose (Continusd):

(3) To socialise part of the losses to the small d.poutar rising
out of bank faillures.

(4) To permit the orderly ligquidation of the assets of closed
banks under improved conditions in the markets for such assets,

Mathod:

(1) T™e agency administering the proposed powers would stand
ready to reorganise sach closed State or Natiomal bank as a Kational
bank -~ or to organise a new National bank.

(2) Each depositor in the closed bant would he oredited with a
deposit account in the new bank equal to 100 cents on the dollar uwp
to the first $100 of his net claim on the assets of the old bank, and
50 cents on the dollar on all such net claims over $100, the meximum
initial credit to any one depositor being limited to $10,000 (50 per
gent of the amount of his net claim not in exoess of $20,000).

(3) The Reconstruction Finance Corporation (or such other
liquidation agency as might be designated) would deliver its debentures
to the new bank up to the aggregate amount of the credits specified
above, taking a prior liem on the right of each dspositor to dividends
on the aesets of the closed bank up to the amount so advanced to the
credit of the depositors.

(4) The Reconstruction Finance Corporation (or other liguidating
agency) would then proceed to liquidate the assets of the closed bank,
applying the proceeds to the retirement of its advances, then distri-
buting the excess to the depositors (or absorbing the deficiency in
case the emounts realised wers less than the smount initially advanced).

Effects;

(1) Thie will oreate a new 100 per oent liquid bank for each bank
now closed, thus facilitating the reestablisiment of adequate banking
facilities since such new banks oould easily be merged with existing
institutions if they were not large enough to operate on their owm
resources. In some cases it might be desirable to operate these new
banks as offices or branches of existing banks in neighboring towns;
to this end it would de necessary to add to the present proposal language
1ifting present restriotions on the operation of branch banks by Eatiomal
banks in so far as hseeasary for the reorganising of closed banks.
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Effocts (Continued):

(2) 'The immediate disbursement of funds to small depositors in
closed benks will partially restore purchasing power wheaeit is most
urgently needed and will have inczlculable social effects and marked
political significance.

(3) The disbursement of a substantial payment on deposiis in
eclosed banks in advsnce of a liquidation of the assets in these banks
will help unfreeze debis in gsneral and will improve greatly the
amount wltimatel  realised on the assets of the banks since in many
cases the depositors in these banks constitute the only market for
liquidation of their assets.

Einances:

(1) The amount immediately adwvanced under this scheme would be
in the neighborhood of $3,500,000 ,000, most of which would be recovered
ultimately out of ths liquidation of the assets of closed banks.

() The net iou to the Government should net exceed
$300,000,000.

(3) Ome of the great merits of the plan is that tlhe machinery
set up mekes the $3,500,000,000 immediately available to depositors
without the orior necessity of selling securities in the market.

http://fraser.stlouisfed.org/
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July 17, 1988

CLOSED BAMKE

Banks closed since 1929, insluding thoss olosed during the recent bank
holidey snd not yet licensed to reopen, number ssveral thousands and their
deposi ts aggregste 35,000,000,000 or $6,000,000,000. Of this amount perhaps
$3,000,000,000 may bds ultimately rwalized when the banks are werged, reor-
ganized, or liguidated. Iz tha meantime $2is large amount of funds repre-
senting buying power of individuals amd liquid ocapital of enterprises is un-
svailadble, and many communities suffer in addision from the adssnce of ade-
quate banking faeilitiss.

A plan is here proposed by whieh ke danks will prompsly degin to
funstion and a large peart of the funde mow tied up will decome availadbls to
the depositors. In ordex %o restore this buying power end these banking
facilities tc the public the United States Govermment will have to supply
immedistely s consideradble volume of sredit, and ultimetely to inscur a lose
that may bs roughly estimased at betweea $£00,000,000 amd #300,000,000.

Eriefly stated, the plan would work as follows:

I. Organize a Xew bank in plase of every bank mow in the
hands of a receiver or conservator and establish at thess banks
new bank sosounts to the eredit of old depositars, equal 1a the
case of small depositors, haviag sot more than sey $100, to ke
full amount of their oid deposits and iz the sase of larger deo~
positors to 100 per cemt of tho first $100 m 00 per cent of the
amount above that. This would release at onse detween $2,000,000,-
000 amd $3,000,000,000 of depoeits.

1I. Let the receivers ar conservators of the eld banks:
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.
1. Trede asseptabls furm marigages for new Jedewul land Bank
mortgages; 2. trads sceepitable urbdan mortgages for new Federsl
Bome lLosz Punk mortguges; 3. boryow fiom the Reconstruetios
Finepnce Corporation or the Deposit lnsurance Corporstion as
suoh o3 peseitle of the sdditionsl mmounts necsssary to caryy
us the plan, using as securit; the remaiming asssts other
Sban unguestionably liquid assats, such e cash, due Izrom banks
and unpledged United Ztates securities. The procseds of these
borrowings shell be turned over to the denks in the form of Je~
sonstruotion Finance Corporation debentures or Deposit Insursnee
Cozporation dedentures, ss the case nay be.
I1I. lat the xeseiver of the old bank deliver as assets to
the new bank the sarh, balanees with other bemks, wnpledged United
2%ates svswritiee, Federel land Bunk bonds, Federal Home loen
bonda, Meconstrustion Finanee Corpormtion dedentures, snd Federul
Depoait Inswrangs dedentwres up to n maxisms oquel %0 00 per cent
of the old bank's deposit ssecunts. If She adove assets fall shors
of this 30 par cent, lat the Teconstrustion Yinams Corporvetioa
subseride preferred stosk 10 the new dank upy % ihe snewnt NesessRry
%o cover the differense and pay Shis subseription iz the form of it
own debentures.
IV. In ordsr %o give depositors & full $100 on their Liret $100,
Jat the Reoonatruction Fisanee Jor eretion L{n each csse subseride ad-
ditionel preferred stook squal %o 50 dellare for sech dopoelt seeswas
in the old bank and pay for this m:;uaauumrm« ite
o dsbentures.
Y. Frooesd %o reconstizust sfdequade bamking fasilities Shveugh-
ous the ocoumiry on the basis of the reconstituted benks sll of whish
will have 100 per oens liguid assetst

1. Mexge musk of the bdaaks as ajypesr 10 be superflusus wish
strong exiating ianstitutioms.
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2, Yhere 5tate laws permit, sonvert such banks as are
needed by the community but are too mmall to promise
profitable operation into branches of strong institutions
within the State.

3. Where branch banking is not permitted and the new dank
bas no prospect of profitable operation, sell them to as-
ceptable local interests, menaging them as unit banks under
$he Keconstruction Finences Corporation pending suech sele.

4. Yhere a2 capital interest still exists end ihe bank has
a prospect of rofitable operation-~let it funetion as a
resonstructsd institution.

¥I. Let the Treesury and Federal reserve banks take aetive
steps to ocreate a markmt for Federal Land Benk bonds, Yedersl Home
Loan bonds, Reconstruction Finanse Corporation debentures, and
Federal Ueposit Insurance debentures.
¥iI. Lest ths receivers of the old banks proosed to a mormaml
liquidation of their remaining asssts, aad $o the oclleetion of
the double liadbility of stockholders, the prooseds to be appor-
tioned in the following manner:
1. To the liquidation of loans from the Reconstrustiocm
Fpance Corporation and Deposit Insurance Corporation; 2.
to the repayment and retirement of that preferred stock,
if any, which was subscribed by the Reconstruction Iinance
Corporation under i1l above to male up the difference de-
tween the sssets delivered by the bank and 50 per cent of
the deposit olaims; 3. to all depositors of the old banks
prorata in proportion to the emount of their ceposits, ex-
cept that the rirst &0 dollars of such repayment to caeh
individual depositor would g to the Keoonstruetion Finance

Corporation for retiremsnt of ths preferred stock which 1%
subacribed for esch bank up to this amount under IV above.

Amounts involved

There is no data on whioh to estimate the relative coantribution whieh
the different egencies would make to carry out thie plan. Houghly 1t may
perhaps be antigipated that the maxixum smounts might be apportiocned as

follows:
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Cash, due from baniks, unpledged U. 2. sesurities now

held by receivers and ConseYVALOYrs.cccvevencocnvssecnssnne 3 500,000.000

Foederal Land Bank MOrigBEeS. .o cvisevearsevsssssssessnoscsnnnn
Home Loan EBank mrtgang.................-..............--..
Reconstruction Finance Corporation lomnM......ecccvesesesvsne
Deposit Insurance Corporation lodnB...scesecasrsscrscssacnnsas
reconstruction ¥inance Corvoration mmreferred stoeX...ceeees.

500,000,060
503,000,000
300,000,000
700,000,000
500,000,000

mm‘..'...'0‘...0'.'0...0'.'..‘l".'.. 83.000,000,000
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