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BOARD OF GOVERNORS 
O F T H E R - 5 2 4 

FEDERAL RESERVE SYSTEM 
W A S H I N G T O N 

A D D R C a i OFFICIAL C O R R E S P O N D E N C E 
TO T H E BOARD 

August 18, 1939. 

Bear Sir: 

There is enclosed for your information a summary 
of the bank relations reports submitted by the Federal Re-
serve banks for the month of July 1939 in response to the 
Board's letter of August 25, 1936 (X-9680). 

In reply to the Board's inquiry made last month 
as to whether the banks considered the summaries of suffi-
cient value to warrant their continuance and, if so,whether 
they would prefer them in shortened form or not, letters 
have been received from ten of the Federal Reserve banks. 
All but one express the desire to have the reports contin-
ued. One bank doubts their value and suggests that they 
be discontinued. - at least temporarily until a need of them 
becomes apparent. A majority of the banks seemed to prefer 
having the summary in brief form, though it was pointed out 
by others that shortening the summary tended to make it 
lose much of its value. 

In view of the foregoing, it has been decided to 
continue the preparation and distribution of the summaries. 

Very t: mrs, 

L. P. Bethea, 
Assistant Secretary. 

Enclosure. 

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS 
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August 16, 1939. 

To: The Board of Governors Subject: Summary of Bank Relations 

From: Mr. Hammond, Division of Reports. 
Bank Operations. 

Reports of bank relations as requested in the Board's let-
ter of August 25, 1936 (X-9680) have been received for the month of 
July. Excerpts therefrom will be found on the following pages, at 
the end of which is a table showing the number of visits made, meet-
ings attended, and addresses delivered. 

It should be borne in mind that the reports submitted by 
the Federal Reserve banks ordinarily do not include the whole of the 
bank's district, but only a certain portion or portions thereof cov-
ered by current visits. The following are a few of the items of in-
terest included in the reports: 

New York speaks of the situation of banks which have dis-
posed of sizable blocks of Governments within the last few weeks, 
largely because of the desire to take profits on issues which were 
selling at near peak prices. 

A small number of rural banks in the Mew York district 
are now borrowing to meet the local demand for credit. 

Chicago reports that a number of groups in the Chicago 
area are interested in organizing banks. 

While there is frequent complaint of bank examiners, Kansas 
City reports that many bankers say they find examinations genuinely 
helpful. 

The Arizona legislature at its 1939 session completely re-
vised the State's code of banking laws. 

BOSTON 

During the latter part of July visits were made to eighteen 
member banks and one nonmember bank. Only two industrial cities were 
Included in the July itineraries, the other points visited being 
mostly small towns situated along Cape Cod and in the vicinity there-
of. 

The summer resort and tourist business, upon which this 
section of the State is largely dependent, was reported to have been 
adversely affected by unseasonal weather conditions during the first 
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few weeks of the season. At the time the section was visited trade 
was said to be in good volume and indications were favorable to its 
continuance throughout the remaining few weeks of the season. The 
only general complaint heard among the banks in this resort section 
is that they are unable to employ the seasonal deposit increase, 
which in the cases of some banks is as much as 50 per cent of the 
normal deposit line. 

In the two industrial cities visited, a noticeably better 
business tone prevailed, and bankers interviewed reported that em-
ployment and payrolls had recently begun to show increasing tenden-
cies. Retail trade in these cities was said to be good. 

NEW YORK 

Fairfield County, Connecticut 

Most of the commercial banks now have some appreciation in 
their security lists which total approximately $44,950,000. United 
States Government obligations represent about 65 per cent of the ag-
gregate bond holdings as compared with 71 per cent last February. 
Ten institutions have disposed of sizable blocks of Governments with-
in the last few weeks largely because of the desire to take profits 
on issues which were selling at near peak prices. The executives of 
most of these banks say they have realized enough profits on bond 
sales to justify holding the funds uninvested for a period of one 
and a half to two years if necessary, but one reports that income 
has fallen off to such an extent that his bank is now operating in 
the red and is waiting for the opportunity to repurchase some of the 
issues sold. The president of a bank which has only $51,000 in bonds 
and which has been carrying more than one half of its deposits 
($2,200,000) in cash and bank balances for the past several years 
says that in spite of the examiner's criticism of the large amount 
of uninvested funds, he still feels that security prices are too high 
and therefore refuses to make any investments in the bond market. 

Delaware, Otsego, Orange, Rockland, and Sullivan Counties. New York 

Deposits of the commercial banks aggregate $116,272,000, of 
which $73,020,000, or approximately 65 per cent, are savings accounts. 
Deposits of the five savings institutions total $41,389,000. The trend 
of interest rates paid by the commercial banks on savings accounts con-
tinues downward, but several bankers who are paying the higher rate 
indicate that their institutions will probably not make any reduction 
as long as the savings banks continue to pay 2 per cent. Some are 
hopeful that the State Banking Board will take some action to lower 
the legal maximum from the 2 per cent limit now in effect. 
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Herkimer. Madison. Oneida, and Onondaga Counties. New York 

The pressure of unemployed funds is not so great in the 
rural areas as it is in the larger centers, and four banks in agri-
cultural sections were borrowing money at the time of our visit in 
order to meet the demand for credit by farmers and the local munic-
ipality, school district, etc. 

Most of the savings banks are now charging 5 per cent on 
their mortgages, some having reduced automatically from a former 
rate of 5-1/2 or 6 per cent and others agreeing to the reduction if 
mortgagors amortize their loans at least 5 per cent a year. These 
institutions are finding it difficult to, obtain new mortgage loans 
as there has been very little building going on in this central 
New York area. In order to invest idle funds and to maintain their 
mortgage portfolios at a fairly stable amount, two of the largest 
savings banks have purchased Title II Federal Housing Administra-
tion insured mortgages amounting to $1,800,000 and #1,600,000 re-
spectively. 

Summary of Preferred Capital Issues 

In the ten counties visited, there are 150 commercial banks, 
104 of which have issued preferred stock, capital notes, or debentures 
aggregating $18,490,844 par value. Up to the present time seventeen 
have paid off.their entire issues amounting to $1,167,500, sixty-five 
have made partial redemptions aggregating $2,250,787, and twenty-two 
have not retired any - leaving eighty-seven banks with a total still 
outstanding of $15,072,557 par value, retirable at $24,586,032, re-
flecting a redemption premium of $9,513,475. 

PHILADELPHIA 

Total resources of banks in this area are approximately 
$6,200,000 or 3 per cent greater than they were a year ago. A some-
what better credit demand was reported in certain sections, while 
elsewhere the total of loans shows little, if any, increase. A 
greater number of banks are extending consumer and personal credit 
than heretofore and report satisfactory experience to date. In many 
cases, however, the volume which can be extended is not of great mo-
ment. Another outlet for funds is the granting of loans secured by 
assignment of life insurance policies with sufficient cash surrender 
value. Much of this, however, is merely shifting loans from insur-
ance companies to banks. 

Low returns on investments and scarcity of loans has re-
sulted in further reductions of interest rates on deposits, although 
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the banks in this area are paying higher rates than prevail in many-
other parts of our district. The present schedule of rates is as 
follows: 14 banks pay 1-1/2 per cent; 47 banks pay 2 per cent; and 
12 banks pay 2-1/2 per cent. 

Banks issuing time certificates of deposit pay 1/2 per cent 
more on 12 month certificates than the rate paid for savings depos-
its, except where such deposits earn the maximum rate. 

The desirability of investment in securities of good local 
companies was referred to by officers of two banks. One, a vice 
president of a national bank, believes that the Securities Exchange 
Commission should relax its regulations to permit small issues to 
be floated without so much expense and difficulty and contends that 
many such issues are prime investments and generally of more interest 
to local investors than issues of non-local concerns. 

The other officer (who referred to this subject) is vice 
president of a member trust company. In his opinion, one of the 
things necessary for a return of stability is a better market for 
good local issues, which he considers to be the best investment for 
individuals today. 

CLEVELAND 

Bank visitation work was suspended for the months of July 
and August; and in consequence, no contacts have been made in the 
field. 

There is quoted below, for the information of the Board, a 
copy of a resolution adopted by the West Virginia Bankers Association 
at their convention held at White Sulphur Springs on May 25-27, last: 

"The independent operation of the Federal Reserve 
Banks is a matter of paramount importance. We 
believe the operation and control of policies of 
the Federal Reserve Banks should rest and remain 
with the stockholder member banks, independent of 
Treasury Department direction, and free from Gov-
ernmental and political influence involving funda-
mental banking principles. The System, with its 
strength, influence, prestige, and efficient or-
ganization can easily provide, through its member-
ship, the. necessary and legitimate credit required 
by industry." 
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RICHMOND 

Baltimore, Anne Arundel, and Howard Counties. Maryland 

The economic organization in these counties is in a process 
of transition from a purely agricultural to a combination of subur-
ban and agricultural. There has been a rapid growth of population 
accompanied by a fairly proportionate growth of housing. Along with 
this growth have come a number of new community centers with shop-
ping facilities. The residents are employed chiefly in Baltimore, 
Washington, and Annapolis. 

As a consequence of these developments the income of these 
counties now depends in a large measure upon employment in the munic 
ipal areas from which workers commute to their homes in the outlying 
suburbs. Income from this source is still supplemented by farm in-
come, which is now predominantly from dairying and poultry husbandry 

Thus the position of banks has been altered in that they 
no longer depend almost wholly upon farm loans, both short and long 
term, but rather upon personal loans and real estate mortgage loans. 
This change has not only altered the character of banking, but it 
also made for greater stability in the volume of business, for farm 
loans were subject to much fluctuation. 

The significance of the change may be brought out by ref-
erence to one bank which has negotiated more than $3,000,000 in FHA 
loans. The bulk of these loans were made against residential prop-
erty constructed because of the movement of residents of adjacent 
cities to suburban communities. Practically all of these loans have 
been sold, the bank retaining their servicing. Buyers of these 
loans have bid as high as 103-1/4 and there has been no difficulty 
in disposing of those made under Title II of the Housing Act, since 
they have been selected with great care. 

However, the impression should not be given that banks in 
general have gone in for FHA loans, for the contrary is nearer the 
truth. Most banks have strong cash positions and carry a consider-
able volume of Treasury bonds, which they regard as secondary re-
serve and, therefore, desirable notwithstanding their low yields. 

ATLANTA 

North Central Florida 

The banks visited are located in a very fine general agri-
cultural citrus growing area. General business conditions may be 
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described as fairly good. As a whole, the trend of bank deposits 
is upward; demand for loans is fair, and several of the banks vis-
ited have substantially increased their loans during the year ended 
June 30, 1939. 

South Georgia 

During the latter part of July our representative visited 
a number of banks in the tobacco belt in South Georgia. The tobacco 
markets were opened and the crop was being sold at prices consider-
ably lower than those in effect last year. Some of the bankers in-
terviewed shared the disappointment of the fanners at the comparatively 
low level of tobacco prices although they realized that the grade of 
this year's crop was somewhat inferior. 

The banks in the area visited are dependent to a large ex-
tent on agriculture. Cotton, corn, and peanuts, as well as tobacco, 
are important crops. The raising of livestock is also growing in 
importance. The banks generally report an increased volume of de-
posits, as compared with a year ago, and the volume of loans also 
compares favorably with that of last year. 

Crop prospects generally were reported as satisfactory, and 
our representative was advised at several banks that the farmers were 
in better condition than for several years past. 

One member banker stated that since 1931 - when he was as-
sured by officers of the Reserve bank that the Reserve bank would 
discount his paper - he had not refused a loan to any of his cus-
omers who were entitled to the credit applied for, except that in 

Jackson, Mississippi 

iiSSliBlf 
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CHICAGO 

Many banks have received payment for their corn loans, 
these payments, of course, adding to the present total of funds 
seeking employment. However, some of the smaller banks report an 
increased loan demand, some of this being in their usual lines of 
credit. A number of them are participating with the larger banks 
in term loans, and there is an increasing amount of FHA loans in 
the banks. Some complaint is heard concerning the recent reduc-
tion by the FHA in its rate from 5 per cent to 4-1/2 per cent, 
the banks stating that this not only makes it more difficult for 
them to maintain their rate on their regular uninsured mortgages, 
but is causing some dissatisfaction among their customers who have 
outstanding mortgages at a slightly higher rate. A number of 
loans to canners will have to be carried over because of the large 
inventory which has not been moved. One interesting phase in con-
nection with the slightly increased demand is the frequent asser-
tion of bankers that they do not intend to borrow when they have 
loaned their available funds. 

Numerous inquiries are received from banks with respect 
to the procedure to be followed in surrendering trust powers, this 
because of the dangers or risks involved in acting as trustee. 

A number of groups in the Chicago area* are interested in 
organizing banks. However, the public is very cautious and quite 
lukewarm when it comes to subscribing for stock at a premium. 

ST. LOUIS 

During the month our officers visited 112 banks, of which 
59 are in Kentucky, 27 in Illinois, 14 in Indiana, and 12 in Missouri 

Southwestern Illinois 

In that section of Southern Illinois visited in July, ag-
riculture of a fairly diversified character is the main source of 
livelihood to the inhabitants. Since the discovery of oil about 
two years ago, however, the area has undergone notable development. 
Incomes have been augmented by leases, royalties, production, and 
sale of petroleum and natural gas. A business boom of fair propor-
tions is in progress, which is likely to continue for a considerable 
while. 

Deposits have increased steadily and substantially since 
the oil boom started and at present are measurably higher than a 
year ago. Credit demand is reported fair for small loans, but 
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commitments of large size are in relatively small volume. Interest 
rates range from 4 to 6-1/2 per cent and from 1-1/2 per cent to 2-1/2 
is paid on time deposits. Banks in the typical oil towns are han-
dling a very large volume of checks and require heavy currency ship-
ments, the cost of which is extremely irksome to nonmembers. A 
number of banks visited complained of scant income from loans, and 
these are making strenuous efforts to replace the loss by increased 
service charges and other expedients. All but a very few banks 
in the area are on the par list. Reports relative to earnings vary 
rather broadly. Quite generally bankers are endeavoring to improve 
farming conditions in their several communities. 

The president of a Missouri nonmember when approached re-
garding membership, stated he was more favorably inclined in that 
direction by reason of the repeal of the law making membership com-
pulsory for certain size banks if they were to retain deposit in-
surance. He indicated that he had given further consideration to 
membership, referring particularly to the booklet recently received 
from the Board of Governors, but stated there was nothing he could 
do at this time to further the matter. This is the third time the 
same officers of our bank have visited officers of this nonmember 
and not until this visit have they seemed to be interested even 
mildly in membership. 

Officers of a Missouri State member again referred to the 
non-par situation and inquired what was being done about it. They 
called particular attention to the difficult situation of a bank 
like theirs, with so many non-par banks in the vicinity. They 
charge exchange on all non-par points but have difficulty in ex-
plaining and justifying such charges. They indicated that non-par 
banks make similar charges on checks drawn on their tank, notwith-
standing the fact that they are paid at par. Reference was also 
made to the fact that carrying the required reserve with us made 
balances with other correspondents less attractive, thus giving the 
nonmember non-par banks a distinct advantage over their bank. 

MINNEAPOLIS 

East Central Minnesota and Northwestern Wisconsin 

At Stillwater, Minnesota, a member banker stated that they 
had been advised by one of the large Milwaukee banks that the latter 
institution was willing to par all cash items on Wisconsin banks 
whether or not such items were drawn on banks on the Federal Reserve 
System par list. 

The feeling on the part of bankers visited relative to the 
Production Credit Corporation is somewhat mixed. In many instances, 
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the bankers did not feel that competition from this source was a 
matter of much concern to them, although there were several cases 
where the bankers were very much disturbed over competition of 
this nature. 

Northwestern South Dakota and Western North Dakota 

One banker said that he would be afraid of membership be-
cause he believed that the Board of Governors wished to acquire com-
plete control of the nation's credit, and he was afraid of the 
consequences. He said further that he believed that the ambitions 
of the Board of Governors would not stop at the control of credit, 
but thought that the Board wanted to be in a position to tell all 
of the bankers in the country how to run their banks. He was asked 
whether he had read "The Federal Reserve System - Its Purposes and 
Functions". He said that he had not read it, but he went to his 
desk, took out the book, and said that he would take it home and 
read it carefully. The national banks and the one State member bank 
visited have nothing but good things to say for our services to them. 

One or two bank officers said they did not like the idea 
of group banking, but admitted that group bankers were keeping their 
banks in excellent shape. Several of the small member banks would 
have difficulty in justifying their existence if it were not for the 
fact that distances between banks in North Dakota are now very great. 
To illustrate: One bank in a town of 450 persons has #25,000 in 
capital, #3,000 in surplus, #38,000 in deposits, and $14,000 in loans. 
Another bank in a town of 450 has a capital of #15,000, surplus of 
#10,000, deposits of #76,000, and loans of #8,000, 

Northern Michigan and Northern Wisconsin 

Deposits in the banks in this section are slightly down in 
total which, due to prevailing conditions, is to be expected. Banks 
on the whole are increasing their loans. In no case, did any banker 
say that they were not operating in the black. In many Cases, bank 
earnings for 1938 were the largest in their history. Just recently 
a great many of the banks in this territory have gone into FHA mort-
gages and automobile paper. 

Northeastern South Dakota. Southeastern North Dakota." and Western 
Minnesota 

Loaning rates have been shaded since one year ago. It is 
also becoming more evident to country bankers that a healthy local 
demand is something to be grateful for. This is further impressed 
on these bankers by letters received from Eastern and Southern banks, 
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Mutual Savings banks, and individuals offering to place time funds 
up to $5,000 at 2 per cent. As far as known, none of these offers 
are being accepted. 

KANSAS CITY 

In July in addition to other bank contacts an unusually 
large number of Nebraska banks were visited. In that State more 
than half of the nonmember banks are not on the par list and these 
nonpar Nebraska banks constitute the only serious problem of this 
kind in the Tenth District, 

Without exception, these nonpar banks are very friendly to 
the Federal Reserve System. Generally banks are apologetic, the 
common excuse given for exchange charges being the need of revenue. 
That such charges are profitable may be seen from the case of a 
bank with a capital of $25,000 where exchange charges run from $5 
to $20 a day and average more than $10. In another case earnings 
from this source were said to equal 1 per cent of deposits. Some 
of these banks freely admitted that service charges would be pref-
erable as a source of earnings were it not for the fear that ser-
vice charges would cause them to lose deposits. In a good many 
nonpar banks, however, the management appeared content to rest too 
heavily on exchange charges and lacked aggressiveness in develop-
ing new sources of revenue. There is considerable criticism of 
exchange charges on the part of the par banks. 

Nearly all banks in eastern Nebraska hold sizeable amounts 
of CCC corn loans. In Burt County 2,000,000 bushels of corn were 
sealed and in Richardson County 3,325,000. In both counties an-
other good crop is virtually made and bankers are beginning to 
wonder what corn is really worth. Many banks have passed on to 
city banks substantial amounts of corn loans. However, one bank 
reported they made no CCC corn loans. They said they tried it in 
1937 but the farmers fed the com. A few other cases were found 
where banks do not like, as they said, to fool with these loans. 

In the two previous months the representative of this bank 
found bitter complaint of examinations from banks in southwestern 
Missouri. It is rather interesting to note that an almost exactly 
opposite situation was uncovered in eastern Nebraska. In the latter 
State many complimentary reports were heard. Many bankers said that 
examinations were found genuinely helpful. 

DALLAS. 

Southwestern New Mexico and Southeastern Arizona 

Mining and cattle raising are the principal industries of 
this section of our district. Copper mines and smelters are running 
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on a full time basis. In some areas, particularly those in the 
vicinity of Silver City, New Mexico, the silver content of copper 
ore is high and the price now being paid by the Government is add-
ing considerably to the profits of the copper mines. 

Cattle prices continue high, but this fact means little 
to the cattle growers of this region just now, because continued 
dry weather has damaged ranges to such an extent that cattle are 
in poor condition and very few contracts are being made for fall 
deliveries. 

Generally speaking business activity is at a low ebb and 
no substantial revival of trade is expected in the near future. 
At Tucson, Arizona, however, the business situation and outlook 
are exceptionally satisfactory, due to a large inflow of tourists 
last winter, heavy spending for Government projects this year, and 
a large prospective production of long-staple cotton on the irri-
gated farms in the town's trade territory. 

Bankers had but few comments to offer in regard to banking 
laws, regulations and pending legislation. The 1939 session of the 
Arizona Legislature completely revised the State's code of banking 
laws, and adopted many statutory reforms which the bankers of the 
State had been seeking for a number of years. 

SAN FRANCISCO 

Utah 

Drouth conditions have prevailed generally over the State 
of Utah, broken only by a few local showers since spring and more 
general and heavier rains within the past few days. 

Generally speaking, there is sufficient water in storage 
for irrigation of the better agricultural districts, and it is ex-
pected that average crops will be harvested from irrigated lands. 
The hay crop, however, is below normal, as the first cutting was 
quite light. 

Dry land crops are considerably below normal, a few coun-
ties reporting one-fourth to one-third of noiroal production. 

Rainfall is needed on the livestock ranges extending through 
Utah to the West slopes of the State of Colorado, the situation in 
some areas being reported as very near an acute stage. 
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PUBLIC RELATIONS ACTIVITIES OF FEDERAL RESERVE BANKS 

July, 1959 

Federal 
Reserve 

Vi sits to Banks Meetings Attended Addresses Made 

Bank Member Nonmember Total dumber Attendance Number Attendance 

Boston 18 1 19 1/ 1/ 
New York 101 33 134 2 340 
Philadelphia 45 29 74 - - - — 

Cleveland 15 10 25 8 1,097 1/ 1/ 

Richmond 15 13 28 4 932 
Atlanta 16 11 27 — — — — 

Chicago 8 11 19 - — 1 35 
St. Louis 34 78 112 1 170 1/ 1/ 

Minneapolis 94 147 241 1 50 
Kansas City- 24 23 47 2 105 — — 

Dallas 7 1 " 8 — - — — 

San Francisco 12 9 21 7 417 1 2/ 

1/ Not reported 
2/ Broadcast 
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