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April 19, 1937

The Board ' Summary of Bank Relations
’ Mr, Hammond, Division of Bank Operatiohs reports.
- Reports of bank relations as requested in the Board's letter of

August 25, 193 (X-9680) have been received for the month of March and
excerpts therefrom will be found on the following pages. A table show-
ing for all twelve banks the number of visits made, meetings attended,

and addresses delivered has also been prepared and follows the quotations.

The attitude toward the Federal Reserve System

» R Sy

As usual, par clearance is frequently mentioned in the reports as
seriously affecting the attitude of barikers toward membership in the System.
A good many non-members are reported to feel that membership in the Federal
Deposit Insurance Corporation makes membership in the Federal Reserve
System unnecessary. There is also a feeling on the part of non-members,
as reported beforc, that membership under national charter is prcferable to
membership under state charter. A considerable number of bankcrs, while not
hostilc to the System, say that they will not scck membership voluntarily
but will wait until it is made obligatory.

Banking conditions

‘ The reports indicate that the two subjcects of greatest present inter-
cst to bankers are the change in reserve requirements and the decline in the
~ bond market. A good many banks had deprcciation in their bond accounts, and
in the New York distriet the question was being raiscd as to whether supcr=-
visory authoritics would require the charge=off of deprcciation below par
on government seccurities. Bankers werc also seooking assurance that they
could borrow on government bonds regardless of future depreciation. Else~
where a good many banks are reported as having expressed the opinion that the
governmment should do something about the decline in bonds, Although liguida=
tion of government securities had been wide-spread, it is indicated that
, extremely few bankers had sold because they needed the funds to meet the new
reserve requirements. '

General economic conditions

Bankers continued to report favorable economic conditions on the whole,
but in several districts there was apprehension as to strikes and the dis-
turbance that they would entail for business generally.

Excerpts from the reports follow:
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Boston
Matters of interest brought up by visiting bankers have been questions

relative to particular operations, interprstation of laws and regulations,
carnings possibilities and the future of securitics portfolios. There has
been a slight inercase in demand for commercial bank loans, but the institue--
tions will have no difficulty in meceting the requirements of their customers
or the prospcctive inercase in reserve ruqulrcmcnts without borroving. There
has becn a larger number of banks borrowing from the Federal Reserve Bank
temporarily owing to tax situations at this season of the ycar in New Hemp-.
shire and Connecticut. Industrial loan inquirics and applications have fallen
¥ off. Onc member Lrust Company has taken steps to withdraw from the System

owing to its inability, under Statc law, to make a valid plodge of sccurities

with its Trust Department to sccurc funds deposited in its Banking Department -

necessitating a transfer of such funds to other banks; and the fecar of loss of

valuable accounts if required to publish reports of so-callcd afflllatos - two

manufacturing companics.

New York

— e

Nassau Younty, New York

Nincteon of the fifty-seven banks in the county have roduced the rate
of intcrest paid on savings deposits below 2 per eccnt; four pay 2 per cent up
to {1,000 and 1 pereont over #1,000; ten pay & flat rate of 15 pereent and
five pay 1 percent.

A number of banks have tricd to build goodwill or to inercase their
income by offering pay-as~you=-go scrvice in their communitics, such s the
checkmaster plan of sclling checks, ten for a dollar with no minimum balance
requircd. Bankers say that thesc systcems havo boon rocontly installcd and they,
thereforc, hesitate to oxpress an opinion as to whether the venturc into this
ficld has been, or will be, profitable.

As a rcsult of the continucd dycllnc in market valuc of sccuritics durlng
the past month, a number of the banks now have a slight depreciation in their
bond accounts. About LO pcrecent of the sccurity holdings of the Nassau County
institutions arc in United Statcs govornment bonds, the total having inercascd
slightly sincc the first of the ycar,

About twenty-five banks have cstablished personal loan departments but
only two or thrce have as much as 100,000 in loans of this type on their
books today and onc bank rccently discontinuod its personal loan department

» becausc it was felt that thero wes not sufficicnt demand for loans of this
typc to continuc a spcocial departmont.

Only onc of the sixteoen nommember commercial banks has indicated that
it cxpects to filc application for mumbership shortlys. Four other banks cxpcet
to takc some action on this subjcet as soon as they arc in bettcor condition.
The other cleven banks show little interest in membership and appcar to be
indiffecrent about joining the Systom at the prosent timec.
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'] New York continued

Bergen County, New Jersey

Only a few of the banks have had any appreciable increase in demand
for business or collateral loans and the development of personal loan depart-
ments has proceeded rether slowly., In many of the smaller banking institu-
tions, the interest rate on all types of loans has been maintained at 6 percent

- with lower rates granted only in a few exceptional cases. In some of the
larger banks real estate mortgage loans can be obtained at 5 or 5% percent
providing the borrower can make regular amortization payments. As regards
collateral, municipal and other loans, the lowest interest rate mentioned by
any bank officer was 3% percent. Higher interest rates on loans and mortgages
in this county than those obtainred by banks in Hudson and Essex counties are
partially explained by the fact that there are no savings banlis in Bergen
County and also because the commercial banks have attempted to maintain the

6 percent rate.

. A number of the bankers are secking some definite assurance that the
Federal Reserve Bank will loan the par amount against govermment bonds
regardless of the amount of future deprcciation and they also are seeking
assurance from the supervisory authorities that they will not be required to-
charge off any deprcciation below par on United States govermment securities.

§ Several bank officers expressed the hope that the inerease in reserve require-
ments to become cffeective May 1 wmay be waived by the Board of Governors of the
Federal Rescrve System, not bectusc they expect any difficulty in meeting the
increascd roserve requirements, but in the hope that such waiver would have a
stabilizing cffect upon the govermment bond market.

Huntcrdon County, New Jcrscy

Demend for accommodation is generally characterized as being light, and
loan and disccunt lists, as a result, have shown no growth in recent months
. cxcept in the case of four banks which recport incrcases varying up to 18 perccnt.
The rate of interest is 6 pcrcont on almost all loans, cxception being made
in the casc of well sccurcd loans (5 percont) and in thc casc of public
borrowing when the rate varies from 4 percent to 5 percent. One bank, however,
maintains a uniform ratc of 5 percent on all loans.

Warrcn County, Now Jersey

Officors of only threec of the banks rcported a material- incrcasc in
the sizc of their bond portfolios during the past®velve months. Unitod States
govermment holdings average L5 percent of the total, and in most cascs it was
stated that the list still showed a slight appreciations Great concern was,
however, cxpresscd in all quarters, over the rccent market rccessions, par-
ticularly in the case of govermment obligations.

Executive officers of both the nommember trust companics were excced-
ingly cordial but stated that no scrious thought was being given to membeorship
for the precsent, One has a number of rcal cstatc problems vhich he first
wishes to clear up; the other romarked that his board of dircctors wishes to

i "await furthcr devclopmonts in local conditions and in national affairs'.
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The area covered by these visits (in Delaware and southern New Jersey)
is largely rural and sparsely scttled. Agricultural activitics provide the
chicf sourccs of income, as industrial enterpriscs arc concentrated in a fow
of the larger cities. Credit demand was found to be somewhat stronger but
below the seasonal expectations, particularly in strictly agricultural communi-
ties because of the tendency of many of the farmers to use the funds which
N they had on deposit in the bank before asking for credit. This tendency was

said to be due to the lower interest paid on savings deposits vhich makes it
+ less attractive to keep money on devosit continuously even though it might be
necessary to borrow for short periods. Deposits except for the effect pro-
duced by this tendency continued to show an upward trend. Due to the recent
market decline, a few institutions reported that their securities accounts
reflected a depreciation from the book-value, for the first time in a long
while. Due to the depressed prices of bonds, some institutions reported that
in order to meet their secasonal demand it was necessary to borrow or to sell
securities at a loss. Considerable comment was made relative to the recent
market decline and the assertion was freely made that the Government should
correct and prevent this condition.

The investment portfolios of many of the institutions visited showed a
heavy concentration in obligations of local and nearby municipalities. In-
formation given indicated that these municipalities are improving their
financial position. While industrial conditions show a definite upward trend,
the bankers interviewed expressed much concern about the unsettled labor con-
ditions; strikes and threats of strikes werc-already affecting business and
industrial conditions in several communitics.

The real estate market, particularly in the larger towns cnd cities,
is improving to the point where some banks are beginning to realize profits
from their other real estate owmed.

The labor situation in this territory shows considerable unrest, par-
ticularly around Trenton and Camden, and “ilmington where o strike is about to
take place involving building trade unions, toxi drivers, common municipal
laborers, and stationary engineers. Vhile at the moment this development does
not seem to be widespread it contains seeds of trouble, especially in those

v parts where industries have been operating on the open-shop basis. The prin-
cipal cause of the labor unsettlement appears to lie in the general attempt
to unionize these open shops, although the question of higher wages plays an
important part.

Cleveland

(Cleveland submitted only statistical information as to the number of
banks visited, addresses made, and meetings attended.)
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Richmond

S b —————3

In our district a very large percentage of nonpar nonmember banks are
in North Carolina and South Carolina, and while the total number of nonpar
nonmember banks in the district is approximately 28% of the total number of
banking institutions in the district, their total deposits arc only about 7%
of the total deposits of all banking institutions in the district. It is
therefore apparent that the nonpar nonmember banks include a large number of
~ small institutions, with a limited scope of operations, vhich find it extremely
difficult to make operating expenses from eornings and likely would not make
operating expenses without the inclusion of exchange charges., It is interest-
ing to observe that while discussions concerning membership and the System
generally, with nonmember bank officers, are extremely frank, such discussions
arc conducted upon a very friendly basis and without any show of feeling.

Next to the exchange question, we most frequently hear thc statement that
Federal Deposit insurance for insured banks makes membership unnecessary.

The criticisms of our bank and of the Board of CGovernors which came to
our attention in the month of March were centered for the most part around the
increase in reserve requirements of member banks and the rccent decline in
the bond market. Many bankers, member and nonmember, see, or think they see,

a connection between the two incidents. In only a fow cascs have member banks
said to us that thcy would be compelled to scll some sccuritics in order to
meet the increanse cffective on Vay lst. Necdless to say, the decline in the
bond marlket, particularly in Government sccuritics, has bcen the subject of
considerablc comment by all banking institutions in the district. Nearly
every bank officer has his cwn remedy for the situation. Onc of our represent=-
atives expressed the opinior that, whilc with fow exceptions no member bank
would be compelled to sell its scecuritics' in order to mcet rescrve rcquirements
as inercased, the situation generally afforded barks an opportunity, or an
excuse, or & rcason, call it what you will, to lightcn their sceurity port-
folios.,

Atlang

In Louigieny twenty-onc banks were visited and all of the bankers )

v intervicwed stated that busincss conditions werce greatly improved; that their
banks arc receiving satisfactory demands for loans; and that deposits are more
than at the same period in 1936. They look forward to greater improvement
during the current yecar, '

Twenty banks werce visited in Georgia and Tomnessce and with onc or two
excoptions, thc bankers intcrviewed stated that collcctions for 1936 were
good, thc banks are having a good demand for loans, and deposits excccd those
of twelve months ago. A few of the bankers located in rural scctions stated
that the demand for loans by farmers is more than anticipated and in some in-
stances the borrowers are askcd to rcduce the amounts shown in their appli-
cations, for the reason that it is believed the present prices for farm products
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Atlanta continucd

are an incentive for the farmers to increasc their acrcage beyond the point
of safety for the particular borrovers.

It seems to be the conscnsus of opinion in the sections visited that
the activities of Govermmental loan cgencies have not interfered with bank
operations. It was stated that in most cascs the loan agencies make loans to
persons who would not be able to obtain funds from benks and that such loans
bencfit the banks by releasing additional funds in the country to bc used as
- working capital.

Only one of the merber banks visited advised that it would be compelled
to sell & part of its holdings of Government sccuritics in order to obtain
funds to inercase its reserve to thc required amount beginning May 1lst.

Chicago
(Chicago submitted only statistical informetion as to thc number of

banks visited, addresses made, and luncheon guests.)

St. ‘Louis

The only adverse comment made by the officer of a national bank in
Indiana was in connection with increased reserve regquirements, of which he
disapproves. He expressed the vish that when demand for loans becomes normal,
that the Board of Governors will take some action toward lowering the reserve
requirements to approximately former ratios.

The cashier of another Indiana bank appears to be irritated over the
increase in reserve requirements, which he maintains was uncalled for and un-
necessary, at least so far as the averaze country bank is concerned.

Another banker did not appear to be quite as well satisfied with member-
ship as he was a year ago, but would make no definite statement as to the
reason, ~except in reference to increased reserves to which he is decidedly

¥ opposed.

The opinion was expressed by the officer of a Kentucky member that with
the present small volume of loans he could not be convinced that a check on
¥ over-expansion of credit was any good or valid reason for the increaseso far
as Kentucky country banks are concerned.

An officer of a national bank in Kentucky stated that he had been
criticised by the examiners in connection with maintenance of credit statements,
but stated that while he will do his best to improve his file, he does not
propose to drive business away from the bank on that account. Similar views
were expressed by several others who felt that nommember banks would quickly
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St. Louis continued

———aas

tale advantage of such a situation and that with volume of loans at such a

low point members cannot afford to lose good loans. One banker felt that it

would be inimical to the intercsts of the bank to try to enforce ony rule about

credit information or statements, and he belicves that in any emergency he can
- reelize all funds neccssary on the Govermnmont bonds held in the bank's port-

folio.

A Kentucky banker in discussing the Govermment bond market, felt con-
S fident that there would be no decline which would justify banks of his class
in disposing of their present holdings. Another said that he is decidedly
pessimistic as to the futurc of the sccurity market, expecially Government
bonds, and is strongly inclined to disposc of most of the holdings of his bank
while the appreciation exists.

Minneapolis
Our officers have visited 175 banks, and apparently no one of these
borks has offered any objection to the. inerease in reserve requircments. Vhile
most of them sccm to be indifferent to the increase, those who express them=-
sclves fecl that the incrcasc was desirablec. There is every reason to belicve
thot these 175 boanks represcont a cross=section of focling in this torritory.

19326 has bcon a prospcrous year for the banks in this scetion of the
State (Contral Minncsota)s. A great percentage of them have enjoycd the
greatest net rrofit in their history. In many instonces, banlzs with a small
cepitul have earncd over 3%0%, in spite of the fact that their deposits arc
less than $200,000.00.

Banks have banded into county groups and installed uniform float,
service, and exchange charges. I vas informed that in some instances, however,
exceptions were made by banks in granting special privileges to certain
! customers.

Interest rates vary from l%% to 2%%. As a rule, however, rates in the
same communities are fairly uniform. -

The banks in the territory visited are exchange-minded. But 4 of the
350 non=member state bauks visited are on our par list, and I am positive that
3 of those Lj would not be on our par list if it were not for the fact that
there is a national bank in the same town. It was apparent from conversation
that exchange is a necessary factor if banks in the small communities are to
continue in business.

Two non-member ba ks referred to the fact that they were accumulating
cashier's checks issued by the Federal Reserve Bank of Hinneapolis because
they could not find suitable investments and they preferred to have their
funds in this form. One of thesc banks had over ¥23,000 of such checks, one

~ of thc checks being issued over a ycar ago.
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Minncepolis continued

(Southeastorn Minnesota) ¥hilec too carly for much information as to
crop conditions, the bankers worc gzlad to discuss matters gencrally and were
particularly concerned over the future of bond prices. Not many had sold
any quantity of their holdings und so far as U. S. scecuritics were coneccrned,
most bankers seemed to fecl that the Govermment would support the market if a

4 serious break threatencd. Othoer bank men have cxpressed themsclves as
oxpeeting some market losses and were willing to accept such losses if causcd
from other demand which would broaden the nccd for advances and at better

" rates.

Many auction sales arc being held and mostly for cash. At one sale,
ncar Stillwater, the total rcceipts were 7,000, of which only $200 rcprescnt-
ed payment by notec.

(Central Minncsota) All but onc of the banks visited showed a material
- gain in deposits. Intcrest rates varied from 1% to 2%%. There was but a

slight_ demand for advanccs, probably becausc of the late springe. Rates varicd
from L% on real cstate sceurity to 8%; the common rate boing 7% Thosc banks
arc mecting the insurance companics' and others!' rcal cstatc rates. There is
considerable investment in instellment paper, principally automobile and farm
tractors. The experience thus far has been very satisfactory and the interest
income from this class of investment averages about 12%.

Bankers in this territory were very optimistie. Their small grain
crops last year were excellent; markets high; corn from fair to good crops;
live stocl: market prices vere high; creameries have increased their output;
the farmer's income apparently was better than the average; auction sales were
at a minimum. - With normal spring rains, the prospects appear to be excellent.

v Kansas City

As on all previous visits, eligible nommembers (in Olklahoma) were
appreciative of being called on for the purpose of discussirg the question of
membership, A few indicated their probable intention of making application
at later dates but morc of them, while entirely friondly toward the System,
werc doubtful of the need in their individual cases of becoming mombers. The
national banls without exception also weore pleased at being visited and the
discussions devcloped no criticisms nor sugsestions as regards our operations.

« The officers of four banls werc callcd on and in cach bank theore was
somc discussion as to thc new rescrve requircments, with the general conscnsus
of opinion among all of the officcrs of the banks that there had been no un-
desirable cffcct as yct from the requircments which went into offcet March 1.
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Dallgi

(¥ir. McKinney, Frosident of thc rcderal Reserve Bank of Dallas,
called on a large number of ban's in the Rio Grande Valley during March and
rcported in detail upon his visits, The report is devoted largely to commont
upon the management and condition of the banls visited, their attitude toward
the System and their local prospects.)

. San Francisco
(Imperial Valley, California) The only independent member bank in
the Valley, at Holtville, is of thc opinion that no borrovings will be ncccssary,
¢lther on account of inercascd reoscerve recouircements or to carc for its normal
operations.

- (V.inslow, #rizona) Thore is a considcrable volumc of livestock in
the viecinity, and copious snowfall this winter should assurc idcal range con-
ditions throughout the year. Tho town has cnjoyed a limited amount of now
recsidential construction, and incrcascd tourist traffic has proved of benefit.
The local bank is in an casy position and no borrowings arc anticipatcd.

(Holbrook, Arizone) A cattle and sheep country, vith conditions best
in several ycars. Jtourist traffic has greatly improved the last year or so,
and a modest amount of now residential construction is in cevidence. Becausc
of a suverc winter, thore is an unusual demand for moncy from livestock men
to financc fced.

(Country banks south and vest of Fortland, Oregon) During January
and Fcbruary, retail business fell off considerably because of an unusual
amount of snov.fall. Local tradc was also affeccted by the marinc strike, which
N closed logging ceamps and slowed up the movement of dried prunes. Weather
' conditions thc past two wecks have permitted the opening of a fow logging
comps and others will be in opcration as soon as the snow and the roads in
the coust mountains will pormit. Farmers have had & good ycar, and busincss
prospucts arc favorablo. Nuwrly all bunks complain of the lack of profitable
loans,

The member bonks anticipate no difficulty in mcoting inercased rescrve
reoeuirements and generally fecl the inercasc to be justificd.
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? PUBLIC RELATIONS ACTIVITIZS OF FEDERAL RESERVE BANES

©

2 MARCH, 1937

o
Federal Visits to benks Wcctings attonded Addrcsscs made

Rescorve Ton=- T T T
B:nk Member mgmbcr;]—TOtal Number Attendance Number| Attendance

Boston Nonc Nonec None Nonc Nonc None None
New York 110 L5 155 1 300 3 257
Philadclphia * * 134 3 2,025 1 275
Clcveland 223 83 306 2 200 L ' 169
Richmond 21 59 80 L 750 - None None
Atlanta 2l 26 50 6 891 *x Nonc Nonc

' Chicago ' 21 21 L2 Hone None 3 158

° St. Louis 58 oo 117 1 *k 1 *%

—~

. Minncapolis 156 285 L None Nonc 1 Radio
Kansas Yity 17 2l L1 3 236 2 76
Dallas 3l 1% L7 None Nonc 1 *k
San Francisco 6l 26 90 13 1,026 5 9004

*Numbcr not indicated
**Attondance at onc not rcported

Ha . . . .

ot including onc radio acudicncc.
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