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R-865-a 

TO The Board of Governors 

FROM Mr. Hammond, Division 
of Bank Operations 

June 17, 1938. 

SUBJECT: Summary of Bank 
Relations Reports. 

Reports of bank relations as requested in the Board's letter of 
August 25, 1936 (X-9680) have been received for the month of May and ex-
cerpts therefrom will be found on the following pages. A table showing 
for all twelve banks the number of visits made, meetings attended, and 
addresses delivered has also been prepared and follows the quotations. 

Aside from complaints as to the difficulty of finding profitable 
use for funds, the most general matter of concern to bankers appears to 
be governmental policy in the field of bank supervision, lending by gov-
ernment agencies, taxation, relief, and production and erosion control. 
The attitude of bankers on these questions is prevailingly critical. 

They appear to be particularly impressed by evidence of inconsis-
tency on the part of governmental agencies. They complain that from one 
quarter there is pressure upon them to lend, from another criticism of 
them for the loans thqy make, and at the same time very active competi-
tion from governmental agencies in the field of lending. 

This dissatisfaction with governmental policies does not prevent 
Government securities from being in general definitely preferred for in-
vestment . 

While economic conditions are generally spoken of as being extreme-
ly depressed, there is less discouragement on the whole in the west than in 
the east. For one thing, crop prospects in many parts of the west appear 
to be good. For another thing, western bankers appear not to have had in 
general as serious depreciation in their bond accounts as eastern bankers 
have had. 

Excerpts from the reports follow: (The reports themselves are 
attached to the original hereof.) 

Boston 

During May visits were made to 37 member banks and 20 nonmember 
banks in Vermont, New Hampshire and Massachusetts. The majority of the 
banks visited are located in rural communities devoted principally to 
dairying and small farming, and in the larger trading centers serving 
such communities. 
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Other industries are represented throughout the section by a scat-
tering of small woolen mills, shoe factories, machine shops, and woodwork-
ing plants, and in Vermont by the granite quarries and stone-finishing 
shops at Barre and .vicinity. Operations are at the low point at practi-
cally all of these plants, excepting at the shoe factories which are re-
ported to be in seasonal production with no great volume of orders ahead. 
At the marble quarries workers were on strike for a wage adjustment, and 
operations, which have not been large for some time, had ceased temporari-
ly pending settlement of the strike. 

No large money-crops are raised in the agricultural districts 
visited - the principal income of the farmers coming from the sale of 
milk to the large distributing concerns of Boston and New York. Bankers 
expressed the view that dairying in these sections is not a well-organ-
ized industry from the standpoint of the producer and tends to show con-
stantly diminishing returns. 

The demand for bank credit in the rural districts and trading cen-
ters has shown a seasonal increase over the past sixty days. The farmers 
are borrowing for crop-making purposes and in addition the banks are ad-
vancing them the funds they require to carry out a soil conservation pro-
gram under Governmental subsidy. The demand of summer hotels and resorts 
for their seasonal requirements is at hand and the small municipalities 
are borrowing locally, in anticipation of fall tax payments, to meet their 
current expenditures. With the exception of the loans made to municipali-
ties, which bear rates of from 3$ to 4̂ fo practically all loans carry a &fo 
rate. 

The investment list at practically every bank visited showed a de-
preciation, the range being from % to as high as 33$ in the case of one 
bank, and averaging around 15% for all banks visited. 

While at some of the banks there is a tendency on the part of the 
officers to be somewhat critical of governmental purposes and policies, 
at no bank was any criticism made of the administration of the Federal 
Reserve System or of this bank. 

New York 

Allegany County (Buffalo Branch Territory) 

Except in two or three instances, the demand for credit through-
out the county is reported to be very light, and as a consequence of this, 
together with a hesitancy to purchase securities at the present time, most 
of the banks are carrying reserves well in excess of their requirements. 
One small bank situated in an agricultural community opened a personal 
loan department about a year ago, and by soliciting business in neigbor-
ing communities where a fairly sizable number of salaried workers reside, 
has developed a good volume of loans and reports their experience up to 
the present time as very satisfactory. Another bank in the same locality 
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is giving serious consideration also to engaging in this form of lending. 
Many of the farmers throughout the county were reported to be receiving 
benefits under the Government's Soil Conservation program and the banks, 
as a general thing, are making advances against the assignment of these 
benefits. The amounts involved in this respect, however, are small and 
accordingly do not afford any material outlet for funds. With the excep-
tion of one bank situated in Wellsville (population 5,500), there is no 
activity in Federal Housing loans. This bank has made $135,000 Title II 
loans and actively solicits this type of business. 

Genesee and Orleans Counties (Buffalo Branch Territory) 

There are eleven commercial banks (two members and nine nonmembers) 
and a branch of a Buffalo trust company serving this territory. Nine of 
the eleven banks in this county originally issued preferred stock or capi-
tal debentures aggregating $680,000, of which $377,000 has since been re-
tired. Until recently there was a general disposition to redeem this ad-
ditional capital as rapidly as conditions would permit, or as authoriza-
tions could be obtained, and all but two banks have effected reductions, 
at least in part, if not entirely. Interruptions in the program may be 
expected for the time being, as there is evident a growing attitude to de-
lay further repayments as a consequence of the decline in the security 
markets. The total still outstanding is held by the Reconstruction Fi-
nance Corporation. 

Wyoming County (Buffalo Branch Territory) 

The aggregate of loans, now about $3,900,000, has been slightly 
reduced since a year ago. It was reported to us quite generally by banks 
that they are making every effort to make good loans, but not much demand 
is in evidence, certainly from reasonably satisfactory credit risks. The 
manufacturers are limping along on a staggered basis, unwilling to make 
forward commitments, particularly as jobbers and wholesalers are reported 
as being overstocked and buyers purchasing only on a spot basis. The 
farmers, fearful of further crop failures and low prices for their pro-
ducts, are hesitant about getting deeper into debt. Collections natur-
ally are poor. There is little demand for Federal Housing loans. Sev-
eral of the banks are developing personal loan business and are meeting 
with some gratifying results. Most of the banks are placing all new 
loans on an amortization basis. They are likewise endeavoring to amor-
tize old loans, but are meeting considerable resistance. 

Chemung, Schuyler, Steuben. Tioga, and Tompkins Counties 

Bond portfolios in general reflect a high proportion of United 
States government issues, ranging from a low of 2 per cent in the case 
of a very small bank to as high as 95 percent in one of the larger banks, 
and showing an average of 54 per cent for all banks. Many of the banks 
in this area are limiting their investment operations chiefly to United 
States government bonds, some selling their longer term issues while 
others are replacing with issues of shorter maturities, both groups 
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feeling that peak prices have been reached and that a drop in the market 
is about due. Bankers in discussing possible June 15 government financ-
ing expressed the hope that if bonds were offered, the maturity would be 
somewhere between 10 and 15 years in preference to a longer term issue, 
some indicating that they did not think a longer maturity would be well 
received. Owing to recent poor market conditions the banks are not mak-
ing much headway in improving their corporate investment position as there 
is a general reluctance to take the losses necessary at present market 
prices. Of the banks in this group, only nine still show a net apprecia-
tion in their bond lists with the percentages ranging up to 4 per cent, 
two are about even with the market, and twenty-one institutions show de-
preciation ranging from less than 1 per cent to as high as 13 per cent. 

Loans total approximately $25,000,000 and show a slight upward 
trend as compared to a year ago. This increase is largely in the smaller 
banks in the rural sections where there appears to be a somewhat better 
demand for seasonal loans for crop production and other farming purposes. 
In the larger centers the few increases shown are mainly due to purchases 
of outside commercial paper or public borrowings. There appears to be a 
growing tendency to take on personal loans and automobile paper, a field 
in which financing companies are offering strong competition. 

Philadelphia 

Industrial and trade conditions in the six counties of Pennsyl-
vania covered by this report are decidedly less favorable than a year ago. 
In manufacturing lines operating schedules generally have been curtailed 
drastically since last autumn, one of the few bright spots being small 
gains lately in shipbuilding activity in Delaware County. Production of 
anthracite fuel in Wyoming County and that of bituminous coal in Tioga 
County has slackened considerably and is much smaller than last year. The 
results of agricultural operations likewise have been less satisfactory 
than a year ago. Although the value of contemplated construction was 
larger in the first quarter this year than last, there is little current 
evidence of sustained expansion in the building industry. The effects 
of reduced income from wages and other sources are apparent in a decline 
in retail sales of general merchandise and in the failure of automobile 
sales to equal seasonal expectations. 

Factory employment has declined sharply as compared with the early 
months of 1937 and still greater reductions have taken place in payrolls 
and working time, indicating curtailed operations. Further slackening in 
both the durable and consumers' goods industries is shown by preliminary 
reports for May. Contraction in the operations of iron and steel mills 
and textile plants was especially pronounced and was distinctly at vari-
ance with the comparative stability to be expected from April to May. 

The depressed industrial situation is clearly reflected in the 
building industry. Demand for residences and commercial and factory 
buildings has shown little improvement and thus far has been consider-
ably smaller than in the spring of 1937. Such gains as have occurred 
have been principally in the nonresidential field, with educational 
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structures contributing measurably to contemplated construction totals 
in several counties. Although prices of building materials have de-
clined considerably during the past six months, labor costs have con-
tinued so high as to discourage new construction in many sections. 

Receipts from the sale o¥ farm products have been smaller thus 
far this year than last, owing largely to a substantial decline in 
prices. The decrease in quotations for grains and other field crops 
including fruits and vegetables has been more pronounced than in the 
case of dairy and poultry products, which are a major source of cash 
income to farmers in these counties. Feed costs have not declined 
proportionately, so that the margin of profit from the sale of milk, 
chickens and eggs has narrowed considerably during the past few months. 

Deposits are holding fairly well in spite of existing condi-
tions, increases appearing in time and savings accounts in most insti-
tutions. Interest rates vary from 1 to 2^ per cent. 

Demand for credit accommodation, although usually heaviest in 
the spring season, continues to be light. The total of loans and dis-
counts in most institutions is decreasing and bankers are complaining 
because earnings are affected. F. H. A. mortgages are being purchased 
by some banks for income purposes and the experience with this form of 
investment has proved satisfactory to date. Several banks are using 
Federal Reserve credit to meet local demands in preference to selling 
investment securities. The 6 per cent interest rate predominates but 
lower rates are charged depending upon the collateral offered or'the 
risk involved. 

Generally, it is believed, the condition of the banks is sat-
isfactory. While bond depreciation is a matter of concern, the invest-
ment accounts of most institutions have been improved as to quality, 
and charge offs required by supervising authorities have been made 
without serious effects. 

Cleveland 

In one of the large industrial centers in northwestern Ohio, 
it was reported that plants are operating at twenty to sixty per cent 
maximum, with loans and deposits decreasing. The real problem of the 
bankers is the maintenance of reasonable earnings. Reduction of in-
terest rates on deposits is being effected or contemplated. 

During the visits to Akron and vicinity, it was developed that 
labor trouble has aggravated the difficulties of the business situation 
in this section. This is reported to be bringing about a decentraliza-
tion of rubber plants, with the anticipated exodus of a large number of 
workers, and this in turn is causing considerable concern to bankers, 
merchants, etc. The labor condition has added to the troubles of the 
retail merchants not only in the curtailment of their business, but al-
so in effecting collections. For the same reason, likewise, real estate 
loans are a problem. Foreclosures are increasing because of long delin-
quencies in interest payments. 
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The price of wool being down to 20# as compared with the 36-37# 
prevailing in 1937, has had a detrimental effect on business in the wool-
growing counties. Industrial conditions in these counties are not con-
sidered more curtailed than in other parts of the state. However, they 
are quite unfavorable in some instances with the rolling mill down, and 
employment at a large stove factory down sixty to seventy-five per cent 
from normal. On the other hand the glass factories held fairly well, and 
one rubber company was reported as operating at capacity. Banks in this 
section are making small loans secured by chattel mortgages on an amorti-
zation basis, stating from their experience losses are negligible. Most 
of those banks have committed themselves to a policy of making loans in 
their communities wherever possible in preference to purchasing bonds. 

The report of general business conditions in western Pennsylvania 
is quite depressing, and business is considered at a lower level now than 
at any time in the past ten years. A large electrical manufacturing com-
pany recently further curtailed operations resulting in a lay-off of ap-
proximately seven hundred additional workers. • Deposits are decreasing in 
this section. There is no material change in loans although there is a 
tendency to decrease, or at best hold their own. 

In general the banks visited in the agricultural and industrial 
communities were well pleased with our services, including, our improved 
check collection facilities. The hope was expressed that the System would 
be able to work out a plan of average deferred availability for checks pay-
able through the country. The majority of the banks in that section of 
Pennsylvania, visited during the month of May, however, is not using our 
check collection facilities, and the reason given is that they have been 
using their city correspondents for years and see no reason to make a change. 

Banks in Wheeling have no complaints on our services, but on the 
contrary expressed satisfaction. There is practically no demand for loans 
although all of the bankers interviewed, stated they are eager to make 
good loans. A number expressed concern regarding their bond portfolios, 
including governments, which some of them feel are selling too high. They 
also expressed themselves as confused with the government program, and 
concerned over its results. While business is quiet the impression seems 
to prevail that activity in Wheeling and immediate vicinity is not as low 
as it is in some sections. OES steel company was operating at that time 
at 38# of capacity compared with 25# at Pittsburgh, 27% at̂ Youngstown, 
and 23% at Cleveland. It was felt this was accounted for by the large 
diversification of that company*s products* One large manufacturer of 
cotton prints at Wheeling is quite busy, and this is apparently not only 
seasonal, but the result of demand for lower~priced clothing growing out 
of curtailed income of individuals. 

The only visits in Kentucky were in the immediate vicinity of Cin-
cinnati. One banker voiced vigorous criticism of Reconstruction Finance 
Corporation publicity in connection with industrial loans, which lie states 
puts the onus on the bankers. To counteract this his bank has been run-
ning a series of ads in local papers that that bank solicits loans on the 
same terms offered by the R. F. C. 
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Richmond 

During the month representatives of this bank have had the oppor-
tunity of attending a number of group meetings in various parts of the 
district. At some of these meetings considerable time was given to dis-
cussing the advantages of establishing regional clearing house associa-
tions for the banks of a county or several adjoining counties. Banks in 
the smaller localities are apparently giving more and more thought to 
uniformity in service charges and interest rates. 

In the cotton and tobacco farming districts of the Carolines many 
of the early complaints about acreage allotments seem to have disappeared. 
During the latter part of the month much needed rains greatly benefited 
crops, and while a comparatively small amount of replanting was required 
in some sections visited, crops generally appeared in excellent condition. 
Bond depreciation was no problem to the banks visited, as the volume of 
corporate bonds held by member banks in the two States is negligible. 

In the southern coal fields of West Virginia operations have grad-
ually diminished until the mines are operating two days a week on an aver-
age and relief rolls have increased. One executive stated that in his im-
mediate section operations for the first quarter of the year had been at 
the lowest level of the past twenty years. 

Baltimore, with its diversity of industry and large port activities, 
is said by its bankers to be feeling the recession less than most large cit-
ies. Clothing manufacturers, however, are now experiencing quite a recession 
in operations. On the other hand, an airplane manufacturing company has been 
working full time in an effort to keep up with orders. There have been no 
labor troubles of consequence in this city. 

Only a few points in Virginia were visited during the past month. 
Business activity at Norfolk is being sustained, due in part to the activi-
ties of the local navy-yard, where employment has been at a peace-time 
peak. The shipyards at Newport News have sufficient orders to keep them 
active for more than two years, and employment is gradually being expanded 
as work progresses. This in turn has given some impetus to the building 
of homes and apartment houses. Business at Danville has been adversely af-
fected by the curtailment to two days a week of the operations of a large 
cotton mill which normally employs approximately ten thousand people. 

Atlanta 

At the joint convention of the Louisiana and Mississippi Bankers 
Associations, New Orleans, May 10-11, the Chairman of the Executive Com-
mittee of the Mississippi Bankers Association made a report in which he 
reiterated the Association's opposition to Par Clearance. The adoption 
of uniform service and maintenance charges was advocated. 
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The Mississippi State Comptroller, in an address before the 
Mississippi bankers, stated that exchange and service charges were 
the "very life" of "Mississippi banks and that in his opinion 90% of „ 
them would show a loss in operation if it were not for these sources 
of income. The State Comptroller is convinced that further efforts 
to establish universal Par Clearance will be made. The Mississippi 
Bankers Association was urged to recognize this fact, and be prepared 
to meet the situation when the movement is again revived. 

Mississippi banks which face compulsory membership in the Federal 
Reserve System in 1941 were organized at the Convention for the purpose 
of obtaining an amendment of the law in this respect. 

The Managing Director of the New Orleans Branch made visits to seven 
tanking points in the vicinity of New Orleans. The bankers interviewed 
expressed diesatisfaction with the current demand for loans, and they 
find it difficult to keep their funds profitably employed. In general, 
the volume of loans and of earnings compare favorably with the same period 
of 1957. 

In the vicinity of Covington end Mandeville the erection of summer 
homes on Lake Pontchartrain has stimulated the demand for real estate to 
the benefit of the banks located in these towns. Cattle raising is very 
profitable in this area, and the annual catch of muskrat in St. Tammany 
Parish alone exceeds $100,000. 

The strawberry crop in the vicinity of Hammond was damaged somewhat 
by frost. The anticipated yield of 3,400 cars was approximately 900 
cars in excess of the actual yield. The value of this crop was reduced 
by about $1,000,000 below the return of $3,500,000 estimated at the 
beginning of the season. It was reported that a large number of the 
growers made expenses only, l't was reported also that the bean crop, 
which follows the berry crop, is practically a failure; but in spite of 
these failures collections made by the benks have been good. 

On visits made to the member banks in Mobile our representatives 
were informed that, while business was quiet, the city of Mobile had 
not felt the decline in business nearly so much as other cities of simi-
lar size. Shipping at the Port of Mobile has held up very well, and 
there has been no labor trouble of consequence during the past twelve 
months. The volume of loans, deposit liability and earnings compare 
favorably with a year ago. 

Visits were made to eight nonmember banks and one member bank lo-
cated in the plateau section of Tennessee. This section is principally 
agricultural, and the agricultural outlook is very gratifying. The few 
manufacturing enterprises are materially depressed. The coal mining 
industry in the Sequatchie Valley is closed down on account of labor 
trouble and has been for some time. Farmers are obtaining satisfactory 
prices for lembs and wool. 
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On visits by our representatives to the three member banks and one 
nonmember bank in Knoxville, Tennessee, it was reported that the local 
manufacturing concerns had felt the effects of the present recession, 
and that payrolls were a little less than half of what they were a year 
ago. The exception is the marble industry, which has benefited from 
construction projects undertaken in Washington. The outlook for this 
industry ovor the next year is for continued activity. The bankers 
interviewed expressed the desire to increase the volume of their loans 
and complained of the lack of demand. 

Chicago 

The major part of the bank relations work during May consisted of 
calls on banks located in Illinois and southeastern Iowa, a few calls 
being made in northern Indiana, southern Michigan, and Wisconsin. 

The trend toward lower interest rates paid on deposits continues. 
The majority of the banks visited report a two per cent rate, and a 
number of them contemplate a further reduction. 

No appreciable change was noted with respect to local loan demand 
or lending rate, as most banks continue to complain of their inability 
to keep their funds invested. However, a few are' making real estate 
mortgages and have a fair demand for small seasonal loans. There is 
apparently no great interest displayed in F.H.A. loans. 

Very little complaint was heard with respect to Government compe-
tition with the exception of the usual reference to Postal Savings. 
Several banks stated that they had lost deposits to the postoffice 
following reduction in the interest rate on deposits, and others are 
anticipating this experience when their change in rate goes into effect. 
Insurance companies were referred to in one case as being the worst com-
petitors for farm loans. 

A review of the bonds held by State member banks in the States of 
Indiana, Iowa, and Wisconsin, shows that none of these banks has a 
capital impairment if depreciation in No. 1 bonds is excluded. Includ-
ing Group No. 1 depreciation, three banks show a slight impairment of 
capital. A review of the bonds in the State member banks in Illinois 
and Michigan has not been completed. 

While in a few places there are too many banks end some mergers 
would be advisable, as a rule the territory is not overbanked. For 
example: Blandinsville, Illinois - formerly 28 banks in the county, 
nox-7 only 1.0; Sandwich, Illinois - banks formerly at three surrounding 
tovns were not reorganized after the moratorium. 
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A large amount of corn is being held on the farmsj however, in 
many instances, large movements of corn to market are reported. A 
bumper wheat crop is in prospect in southern Illinois. It was esti-
mated that only about 75 per cent of the corn had been planted due to 
wet weather. Because of the high price of hybrid seed corn, farmers 
have been reluctant to risk planting too early. 

In practically the entire area visited, very few or no sales of 
farm lands were being made, and there was very little activity in 
building. 

Business generally continues to reflect decreased employment. 

(The following paragraph is quoted from the Declaration of Policy 
recently adopted by the Illinois Bankers Association:) 

"The community life in any State to a large extent 
is measured by its banking facilities. It has 
been demonstrated most thoroughly that the dual 
system of state and national banks has offered 
the most advantages. It has also been demonstrated 
thet the state banking system has contributed enor-
mously to the development of the country with par-
ticular regard to the respective immediate communi-
ties in which the banks are located and also that 
it is most desirable to national banks that the 
state system be maintained, inasmuch as in a country 
with the territorial extent, natural resources, and 
different social needs, such as exist in the United 
States of America, centralized control over banking 
operations and practices would be most undesirable. 
The only way of preventing the centralization of 
banking control in the hands of the federal govern-
ment is through the maintenance of the dual system. 
It is, therefore, most necessary that the citizens 
of our State appreciate this need and support the 
movement which has for its purpose the retention 
to the State of its right to maintain and operate 
a state banking system and of more immediate impor-
tance, the maintenance of state banks in the com-
munities in this State in which they are at the 
present time functioning or for which they may 
later on be needed." 

>n 
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St. Louis 

Visits to various parts of the Eighth District during the 
month of May indicate widely divergent conditions connected with the 
agricultural outlook for the current season. Little or no change is 
noticeable in either industrial or mercantile trade circles. 

Wheat gives promise of a very large yield in Missouri and 
also in certain portions of Illinois and Indiana. There are large 
areas in both states, however, where much damage was done during the 
winter and early spring that will curtail the yield. 

Dairying, or the production of fresh milk in particular, has 
been greatly encouraged in a section of one of the southern States of 
this district. The consumer companies operate a regular route, and 
factories using 50,000 and 60,000 lbs. of milk daily are located in 
several of the towns visited. One 1,600 acre farm has practically 
quit cotton farming and devotes most of the land to pasture and grain 
crops. 

Mercantile sales continue to be on about the same scale that 
has existed since January 1, 1938, and there is no indication of any 
change at this time. 

Industrial concerns, including coal mines, are largely "mark-
ing time", awaiting some indication of more favorable conditions be-
fore making any extensive commitments. Employment conditions, 
therefore, remain much the same as those which have existed since 
the first of the present year. 

A member bank officer who is personally cooperating with the 
Agriculture Department in its present soil conservation program, made 
comment to the effect that he is quite skeptical as to its success. 
A nonmember bank was very outspoken in the belief that the action of 
the administration is not helping to correct conditions, but is hinder-
ing the stabilization of prices. 

At the time of our representative's visit to an Arkansas non-
member bank, the bank was full of Negroes cashing Government rental 
checks. The officers of this bank were thoroughly dissatisfied with 
the Government Farm Program. They do not consider it will do any one 
any good in the long run and firmly believe that the remedy is hard 
work and more of it. 

One nonmember banker complained that the Production Credit 
Corporation was hurting his business very much on account of lending 
money at 5% and he was unable to overcome this competition. Another 
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nonmember banker, who reported a fair demand for credit, explained 
that there were six Government agencies operating in his vicinity in 
competition to his bank, and he. remarked that none of these agencies 
had to pay any taxes. 

The cashier of a member bank indicated that he did not feel the 
Government agencies or the finance companies represented a type of com-
petition to be criticized. He stated that the local Production Credit 
Corporation, as well as the Federal Land Bank, offered a means of tak-
ing care of loans which he considered undesirable. On the other hand, 
he informed our officers that some loans which these agencies had made 
were later taken over by his bank when they appeared to him to be more 
attractive than when originally presented. This bank is not interested 
in investing in bonds other than Government. 

A nonmember bank, which has a fair demand for credit, picks its 
own customers, the others going to Government agencies. Its loans are 
secured by stock and crop mortgages and the bank insists that a tenant's 
landlord sign the note with him. The officer stated that last year all 
of his loans were paid except two small ones which would be paid this 
year. One nonmember banker is very strong for loans to small farmers 
secured by stock and crop mortgages, having made approximately 2,000 of 
them this year, all of which bear 8% interest. Every note of this 
nature which the bank had in its note case last year was collected. 

Thero is much evidence of a lack of cooperation among bankers 
in the southern portion of this district with regard to service charges. 
In aome cases the demand for credit is less than that of last year, and 
the income from service charges would give many banks an added source 
of income. 

Minneapolis 

Southwestern South Dakota 

Rates charged on loans average from seven to eight percent; but 
there is only a fair demand for loans, due presumably, to lack of secun 
rity, practically the only loans applied for being for seed and immedi-
ate expenses. Comparison reports issued by our Statistical Department 
have been recognized as beneficial data by the bankers throughout the 
visited section, the only criticism raised being directed at the propa-
ganda on industrial loans. Several state bank members are seriously 
considering withdrawal of their membership and commencing a program of 
exchange charging. One banker admitted that the institution he repre-
sents is losing approximately $3,000 a year and that there is no partic-
ular advantage in membership at the present time. 
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Services rendered our bank members apparently have met with 
satisfaction, and many of the bankers expressed gratitude over the speed 
with which currency shipments are made through the recent arrangement 
with the Kansas City Federal to handle currency for use in the Black 
Hills territory. 

South Central Minnesota 

The report on our study of Operating Ratios of Member Banks 
owes its somewhat startling success, I believe, to our posting the 
bank's own figures on the report sent to each member. One banker used 
the report to settle a 3-year argument with his directors as to the 
showings made by his bank in comparison with those of other banks in 
his size group; another convinced his directors that their salary 
schedule was far below average; it awakened one banker to the fact 
that he was paying out far too large a portion of his earnings in 
"interest on deposits" and so on. Bankers with favorable comparisons 
were proud of their showing but they appeared to be as anxious to dis-
cuss their figures when the showing was unfavorable as when it was 
favorable. 

A commonly expressed opinion was that there were "too many 
regulatory bodies." "Why can't all of the Federal agencies, at least, 
be unified?" One banker was of the opinion that there was no nee# of 
bestirring himself at present in regard to membership as he felt that 
we were headed toward a "one big system of some sort within 5-10 years." 
On the other hand, members and non-members both commented on recent 
conversions of national to state banks in the district and forecast a 
continuation of that trend in the future. 

One member was of the opinion that the recent decrease in re-
serve requirements was an admission that the increase in reserve re-
quirements in 1957 had had an unfavorable psychological effect on 
business (little effect on banking because of the large excess re-
serves) and consequently was responsible for the current business 
depression. 

Hedged in by neighboring banks (one banker is limited to a 
single township), with a consequent limited outlet for funds, many 
bankers have in the past purchased bonds and a few FHA loans. With 
sagging bond prices during recent months, some are in difficult spots. 
Part of them held on to the profits they realized in 1936 and early 
1957 and are now using that to cover the current depreciation. Their 
biggest problem is railroad bonds (New York Central, Southern Pacific 
and several had Erie's) with their 50-40% depreciation. They do not 
know whether to write down to market or to sell out and charge the loss 
up to experience. One nonmember with a bond account of less than 
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$100M has been subscribing to a $400 bond advisory service but has 
concluded that even the best of such services is of little value to 
the country banker because he does not follow their recommendations. 
His service advised him by wire to "sell everything" last fall, but 
he just couldn't do business like that! He admits that he would 
have saved about $15M had he followed their advice but since he did 
not, he is abandoning bonds (except United States Savings) and pur-
chasing FHA mortgages. Other bankers are also pulling out of the 
bond market and purchasing various kinds of installment paper much 
of which they know little about, frequently relying on the personal 
recommendation by a "big banker", a rather dangerous practice as 
one or two have already discovered. Nearly all of the banks have 
their full quota of United States Savings bonds frequently with pur-
chase dates staggered throughout the twelve months. Some bankers 
have adopted the practice of carrying them at cost on account of 
income taxes, but there is no uniform policy. Premiums have re-
cently been so high on other government bonds that many bankers 
have been tempted to sell a part of their holdings. A few have 
already let some go, on the theory that "you can't go broke taking 
profits!" On the other hand, some are hesitant about purchasing 
the longer term governments and do not know what else to invest in. 
They were all asking the same questions, what is going to happen to 
government bond prices? How will the removal of the tax exempt 
feature affect prices of outstanding bonds? of future issues? One 
banker commented on the recent Supreme Court decision regarding 
municipal bankruptcies and indicated that his bond list would be 
devoid of municipals hereafter. 

There is a considerable range (5̂ -8%) in interest rates 
charged on current agricultural loans in this section, partially de-
pendent upon proximity to PGA offices but none of the banks were 
actually meeting the PGA rates. Real estate loans were being made 
genera],ly at 5 or 6%. Some banks have reduced the time deposit rate 
to 2% (l-jg% in the larger centers) but a majority still pay al-
though many of them said they "paid too much" before they mentioned 
the rate they did pay. One or two bankers have refused to lower the 
rate to Z% and the encircling banks are afraid they will lose all of 
their time deposits if they should be so bold as to reduce to 2%. 
One non-member suggested the FDIC would be strengthening the insured 
banks immeasurably if it issued a regulation lowering the maximum 
rate payable on time deposits to Z% and I am sure such a regulation 
would be quite generally welcomed.. 

One banker whispered the question, "What was the real reason 
for the recent decrease in reserve requirements?" 
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The numerous complaints made in regard to various governmental or 
quasi-governmental agencies may not have any great significance as they 
were so scattered, i.e., almost every banker had his pet "peeve" but 
there was no one agency that was subjected to wholesale criticism. How-
ever, since they wore numerous, they might be considered as straws in 
the wind, indicating that the bankers in this area are not entirely sat-
isfied with the present situation. The advertising by savings and loan 
associations to the effect that funds left with them are "insured sav-
ings" on which a higher rate of interest is paid than at banks drew the 
most fire and as one banker remarked, "I can't see why Crowley stands 
for itI" PCA competition ranked second in the number of complaints, 
chiefly because of their lower interest charges (5-5g- PLUS fees) but 
partly because of their aggressiveness. At Austin the business men are 
thoroughly disgusted with the gross inefficiency of the EA in its han-
dling of the Housing Project which they initiated and in several locali-
ties the citizens are said to be "all but up in arms" because of the 
heavy WPA and relief load which has been built up through a "liberal" 
relief policy. I do not recall any evidence that any of the banks are 
authorized mortgagees for FHA mortgages nor are they operating under 
Title I but several are purchasing FHA mortgages from other localities 
when small ones can be procured. One banker indicated the confused 
picture he had of the future of banking by saying, "One governmental 
agency urges banks to lend-lend-lend and the next time the examiners 
arrive they tell us to collect-collect-collectI Both of them threaten 
to take over the banking functions unless bankers do their duty as they 
see itt What are we supposed to do?" 

Only one banker had a good word for the new Farm Act. Corn is the 
principal field crop in this area and they cannot understand why their 
farmers should be forced to reduce their corn acreage (where corn can be 
grown economically and efficiently) while cotton farmers of the south are 
permitted to plant corn on their diverted acres. 

It was found that the banks generally were anxious for loans and 
wore not very happy over the commercial bond situation; smaller banks 
feeling that it was very difficult for them to pass on the real values 
thereof. Whenever they could get acceptable real estate mortgages they 
were glad to get them. They, however, were not very enthusiastic over 
Federal Housing mortgages on a 90% basis and the smaller banks espe-
cially were not making Federal Housing loans. Most of the banks were 
interested in getting automobile paper although I found some who did 
not approve of such paper at all. Some hope was expressed that prices 
of farm products would improve. 

Banks in this district pay interest on savings and time certifi-
cates, rates ranging from l|# to 2k%. One bank informed me that they 
were paying l|% on savings and 2% on 12 month time certificates and 
were charging mostly 5% on loans (6% on some). They stated their rate 

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



- 1 6 -

336 
R-265-a 

on loans was low because of the tendency of Individuals to withdraw 
deposits and make loans to their neighbors. I was told at other points 
of this same tendency. 

Kansas City 

Recent monetary developments that have stimulated the price of 
Government securities have left many banks with a nice appreciation in 
their bond account. Banks appear to be undecided whether to take this 
profit or to hold the long-term issues because of the better yield. 
Bankers also state that the lower the interest rate goes, the more cau-
tious they become in making loans, the reason being that at present 
rates it takes three or four times as long to make losses good as it 
did formerly. The opinion is also expressed that interest rates have 
become so low that they are a positive handicap to business expansion, 
for with the earning power of capital so near zero there is little in-
centive to put it to work. 

Quite a little is being heard to the effect that capital require-
ments are an important obstacle to membership on the part of eligible 
state banks. In this connection there is some discussion as to the de-
sirability of having population the determining factor in capital re-
quirements. The opinion is expressed that there are other equally 
significant factors. In Kansas, compulsory membership in the FDIC ap-
pears to be keeping many state banks from joining the System. 

Bankers express the hope there will be some uniformity established 
in the classification of assets ty the numerous supervising authorities. 
In particular, banks are touchy about the classification of loans as 
"slow". Both Kansas and Oklahoma bankers, who have been accustomed to 
making oil production loans, say that the classification of these loans 
as "slow" discourages them from making commitments. Under proration 
agreements, with the producer allowed to market only from 2 to 5 per cent 
of his potential production, it requires from eighteen months to three or 
four years to market enough oil to pay the costs of drilling and equipping 
a well. Bankers are very reluctant to take these long maturities, though 
amortized monthly, because of the fear of adverse classification by the 
examiner. 

An official of a national bank in a Kansas county-seat town says 
that, even under present depressed conditions, they pay out on a busy 
day more than $10,000 in currency as compared with a like day a year ago. 
He gives it as his opinion that more people are paying small bills with 
cash in order to avoid a service charge, that the practice among business 
firms of meeting pay rolls in cash is growing, and that there is a marked 
preference on the part of farmers and others for cash instead of checks. 
The experience of this bank may throw some light on the reasons for the 
large amount of money in circulation even under present greatly depressed 
conditions. 
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Some banks report making FHA loans while others say they do not 
encourage them. There is complaint that Commodity Credit Corporation 
producers1 notes are not profitable. Some banks are pushing personal 
loans, while others are expanding their real estate commitments. Bank-
ers in Oklahoma and Kansas are disturbed because of the apparent over 
production of oil. At the same time, there are many reports that farm-
ers are more optimistic because of the greatly improved farm situation. 

Dallas 

Pressure of other duties during the month prevented our officers 
from making their usual visits to member banks and only two such visits 
were made. However, eight officers attended the annual convention of the 
Texas Bankers Association at Fort Worth and one was present at a regional 
bankers' meeting in the Texas Panhandle. 

The president of a bank which has deposits of $4,000,000 and which 
is located in the financial center of the largest oil field in Texas said 
he was glad the Board reduced reserve requirements as it gave his bank a 
needed increase in loanable funds. 

On the other hand, the managing officer of a large member bank in 
the same town (with deposits of $6,000,000) stated that the lower reserve 
ratios are of little benefit to his institution, as its loanable funds have 
been ample all along to take care of the demand. 

Delegates to the convention were in a cheerful mood as the result 
of the strength of the government bond market. Mary of them reported they 
were carrying a substantial appreciation in their holdings of "governments", 
which they say more than offsets the depreciation they have in their rails 
and certain other issues. 

San Francisco 

Lane County. West Central Oregon 

Lumber industry accounts for about 50% of income in the county. For 
the past few months many of the lumber mills have been running on curtailed 
production and others have closed down entirely, due to lack of demand and 
depressed lumber market. 

There has been a very heavy carry-over of canned goods and one of the 
largest canneries has arranged financing through its bank to take up large 
balance due bank for Cooperatives in order to feel free to apply for fur-
ther credit through that source to finance 1958 pack. 
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Building is not being carried on to any extent. A few houses have 
been built in Eugene in recent months by individuals for resale, but 
difficulty has been experienced in disposing of them. There is no im-
mediate outlook for building new homes or commercial buildings, although 
in some towns there is a shortage of homes. The explanation is made 
that costs are too high and the future of business uncertain. 

Business volume is considerably less than a year ago, deposits arc 
less, and demand for loans weak. 

Umpqua and Rogue River Valleys. South West Oregon 

There are fewer turkeys being grown this year, due somewhat to more 
conservative attitude of feed companies in financing growers. Banks have 
financed only such growers as have substantial assets other than turkeys. 

There will be a larger number of lambs for July 1st delivery than 
last year. Price outlook, however, is not very encouraging. Anticipated 
wool market is about half that received last year. Mohair market is also 
much lower. Sheep growers expect to operate at a loss this year unless 
market conditions improve. 

Fruit and vegetable crops look good, but market outlook poor. 

Fairly good prices were received for last year's pear crop, and 
dairy products until recently have brought profitable returns. As a re-
sult, the Rogue River Valley has not felt the recent business slump as 
much as other communities of the state. Business volume in most of the 
towns has been satisfactory. However, current outlook is not so good. 
Lumber operations have been curtailed recently, and, while a good fruit 
crop is in prospect, market conditions are disappointing. Recent re-
duction in the price of butter fat, which is 6 or 7 cents less than last 
year, will materially affect dairymen*. Cattle prices are also much 
lower than last year. 

Walla Walla Valley. Washington 

The prospects for an exceptionally large wheat crop in the valley 
this season are very promising. It is the general opinion that no ad-
ditional moisture is needed to mature the crop, as there have been recent 
heavy rains, although sustained dry winds would undoubtedly reduce yields. 
The price this year is disappointing and growers do not expect much more 
than 50 cents per bushel. Contracts have been made for fall delivery at 
57 cents, but the market has since declined. 

There also appears in prospect a good fruit crop, cherries especially. 
While production of apples will be heavy, the market is very weak. 
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Last season 2 1/4 million cases of peas were canned in this area, 
which includes Umatilla County, Oregon. About 300,000 cases will be 
carried over into the new season, and this year's production is being 
cut about 30$. The opening market for this season's pack is expected 
to be about the same as last year. Canning plants are operating at 
present on asparagus. A crop of about 70,000 tons is estimated. Farm-
ers are getting $105 per ton and produce from 2 to 4 tons per acre. 

Unemployment is normal. Deposits are down since the first of 
January and loans are also down with demand light. There is some build-
ing, but construction of homes is not expected to be as general as last 
year, when about 125 homes were built in Walla Walla. 

Spokane, Washington 

The present business depression appears not to have affected Spokane 
to the extent that it has other Pacific Northwest cities. There are no 
major industrial enterprises and labor troubles have been few and of a 
minor character. Farm income in the surrounding territory up to this time 
has been maintained at a reasonably high level and the expenditures in 
connection with the development of Grand Coulee Dam have been important 
in maintaining business activity. The outlook, however, is for a decline 
in business volume. While there is prospect at this time for an excellent 
wheat crop to be marketed in the surrounding territory, the income from 
this source is estimated at about 50% of last season. Livestock operators, 
especially sheep growers, are facing a similar situation. 

There has been a considerable volume of home building the past year, 
and while the amount of new construction has decreased, many houses rang-
ing from $4,000 to $6,000 are being erected. 
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PUBLIC RELATIONS ACTIVITIES OF FEDERAL RESERVE BANKS 

MAY, 1938 

Federal Vis] Lts to Banks Meetings Attended Addresses Made 
Reserve Member Non- Total Number Attendance Number Attendance 
Bank member 

Boston 37 20 57 1 # None None 
New York 113 62 181 9 2,635 1 65 
Philadelphia 66 10 76 7 3,626 1 # 
Cleveland 129 18 147 13 3,419 1 180 

Richmond 41 25 66 14 1,958 2 490 
Atlanta 20 14 34 3 1,650 None None 
Chicago 127 60 187 17 5,125 2 240 
St. Louis 56 83 139 10 4,195 5 1,167 

Minneapolis 140 236 376 7 740 3 755* 
Kansas City- 30 10 40 8 3,682 5 390 
Dallas 2 None 2 2 1,950 None None 
San Francisco 56 18 74 25 1,883 3 ' 114 

# 
55-

Attendance not reported 
Includes one radio address 
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