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SUMMARY

The 14 years of operation of the Federal Deposit Insurance Corporation
have been a period in which business and bank failures have been at
a relatively low rate. For this reason the cost incurred by the Federal
Deposit Insurance Corporation in protecting depositors in closed banks
during this period cannot be used as the basis for estimating the future
cost of deposit insurance. The Corporation has disbursed $308 million
in aid to banks in difficulty. It is estimated that all but about 8 percent
of this amount will be recovered. (Pp. 10-11, 16-18, 31.)

The surplus accumulated by the Corporation during this extracrdinarily
favorable period has amounted to $923 million, or more than three times
the original capital subscribed by the United States Treasury and Federal
Reserve banks. In August 1947 the Corporation was authorized by law
to retire the original capital, subject to the maintenance of a minimum
combined capital and surplus of $1 billion. It is expected that this retire-
ment will be completed during 1948. (Pp. 7-8, 30-31.)

In about one-fourth of the 404 closed banks to which the Corporation
has extended aid to protect depositors, defalcation has been the principal
cause of failure. Banks are urged to provide more adequate fidelity bond
protection against defalcation. (Pp. 9, 19-20.)

The smallness of the capital equities of banks remains a serious problem.
Nearly 4,000 insured banks had capital accounts, when examined in
1947, amounting to less than 5 percent of their assets; 54 had less than
214 percent. At the close of 1947, total capital accounts of all commercial
banks were only 614 percent of their total assets, and less than 21 percent
of their assets other than cash and United States Government obligations.
(Pp. 48-50.)

The proportion of total bank assets consisting of loans increased
substantially during 1946 and 1947, rising from 16 to 25 percent for

insured commercial banks. The expansion in loans was especially rapid
in the second half of each year. (Pp. 41, 65.)

Dividends paid by insured commereial banks were larger in 1947 than
in any previous year. With lower net profits after taxes, the amount of
earnings retained in capital accounts was substantially smaller than in
1946, though more than in any year prior to 1944. (Pp. 52, 60.)
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INTRODUCTION

Contrary to most of the forecasts, the year 1947 proved to be one of
active business and widespread prosperity. Many observers, however,
were alarmed by the inflationary pressures which threatened to attain
serious proportions. Recognizing the danger inherent in the volume of
bank eredit which had been greatly inflated in response to the needs for
financing the war effort, the Board of Directors of the Federal Deposit
Insurance Corporation, in cooperation with the Board of Governors of
the Federal Reserve System, the Comptroller of the Currency, and the
Executive Committee of the National Association of Supervisors of State
Banks in November, 1947, announced a bank credit policy designed to
alleviate the situation. Not only did this policy embody the views of the
supervisory authorities, but it was also in agreement with the program
of credit control advocated by the American Bankers Association. The
policy statement called upon bank directors to exercise extreme caution
in their lending policies. Banks were urged to curtail all loans of a specu-
lative nature on real estate, commodities, and securities and to guard
against the over-extension of consumer credit.

The expansion in bank loans during 1947 was general throughout the
country, but marked divergencies appeared in the rate of increase in
different types of loans and in various sections of the country. Regional
differences were also evident in the margin of capital funds available in
banks to absorb losses which are inevitable in the banking business.
However, examinations made during the year revealed that only a small
percentage of assets werc below the standard acceptable for bank in-
vestment.

Recentralization of offices of the Corporation. In 1947 the effi-
ciency of operation of the Corporation was improved by the return of the
Divisions which had been moved to Chicago in June 1942 to make more
space available in Washington for war agencies. For the last two years
effort had been made to secure necessary space in Washington. By the close
of 1947 all the Divisions of the home office were again located in Wash-
ington.

Retirement of the capital of the Corporation. The most important
event of 1947 for the Corporation was the beginning of a program of
capital retirement which had been originated and sponsored by its
Board of Directors in 1946. These retirements were made pursuant to
the provisions of Public Law 363, 80th Congress, approved August 5,
1947. By December 31, 1947, the $139 million paid in by the Federal
Reserve banks in the form of capital subscriptions had been retired in
full by payments to the United States Treasury. Of the $150 million

7
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capital stock originally purchased by the United States Treasury, $47
million had been retired and provision had been made to retire an addi-
tional $20 million face value. A balance of less than $83 million held by
the United States Treasury remained in the capital stock account when
the books of the Corporation were closed as of December 31, 1947. Under
the provisions of the Act, payments in units of $10 million are being made
whenever the capital and surplus of the Corporation exceeds $1 billion.
It is estimated that all the capital stock will be retired before the close
of 1948.

Bank capital. A second important development in the program of
bankers to free themselves from subsidy by the Government was the
retirement in 1947 of additional amounts of the capital invested in banks
by the Reconstruction Finance Corporation.

Since the inauguration of deposit insurance in 1934 the Corporation
has constantly called attention to the need for adequate capital in all
insured banks. In the depths of the depression when it seemed impossible
to secure adequate private capital, the Reconstruction Finance Corpora-
tion invested more than $1 billion in the capital of over 6,000 banks.
This was intended as a temporary investment only. Banks were urged
to repay this governmental subsidy as rapidly as they could, maintaining
at the same time adequate capital in each bank. By the close of 1947
more than 5,000 banks had completed the retirement of this capital
and only $142 million remained outstanding.

On the whole, however, capital margins have been declining during
the 14 years. On June 30, 1934, the date of the first report of insured
banks to this Corporation, the ratio of total capital accounts to total
assets was 14.3 percent; on December 31, 1947, the ratio was 6.6 percent.
During this period total capital accounts in all insured banks increased
by $4,624 million while total assets increased by $121,655 million. Al-
though banks have sold capital stock to the investing public, most of
the increase in total capital accounts has been derived from retained
earnings.

The probable risk pertaining to the different types of assets held by
banks is considered a pertinent factor in appraising the need for capital.
The rapid expansion in bank assets during the war was concentrated in
assets which involved little risk of loss if held to maturity. Since the war,
bank loans have expanded, while a decline has occurred in the amount
of United States Government obligations held by banks. The ratio of
capital accounts of all insured banks to assets other than cash and United
States Government obligations declined from 25.4 percent at the end of
1945, to 20.9 percent at the end of 1947.

Provision for bank losses on assets. For all types of assets, banking
history in the United States has shown a high concentration of losses

.org/
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in a rclatively small number of years. Bankers have been urged, therefore,
to write off their losses as soon as they become apparent, and regularly
to provide reserves for future losses. The extent to which this policy has
been followed is indicated by the small amount of substandard assets
held by banks in recent years. During the examinations made in 1947
examiners found that less than 1 percent of the assets of insured commer-
cial banks were below the standards set for bank investments. Small as
the percentage was it represented a slight increase from the previous
year, in contrast to the steady decline which has been reported from year
to year since the beginning of deposit insurance.

The fact that losses on loans may be low for a number of years and
then be relatively high for a few years was recently given official recogni-
tion by the Bureau of Internal Revenue. Following discussions with a
number of people interested in the welfare of banks, including a repre-
sentative of this Corporation, the Bureau of Internal Revenue issued
a ruling in December 1947, designated mimeograph No. 6209. This
ruling extended to 20 years the period for which.the annual average of
the rate of loss on loans was to be calculated and clarified the procedure
to be followed by banks claiming a deduction from taxable income for
reserves established to eover such losses. The ruling provided an incentive
in the form of income tax reduction to the accumulation by banks of
reserves for losses on loans.

Provision for bank losses by defalcation. Approximately one-
fourth of the 404 banks which the Corporation has assisted because of
financial difficulties have been placed in this unfortunate position because
of defalcations. A sample survey of Insured banks examined in 1947
indicated that less than one-half of the banks were meeting even the
minimum standard suggested by the banks themselves through the
American Bankers Association. Since stockholders must bear, to the
extent of their total capital, losses which exceed the amount of the insur-
ance protection, it is to their direct advantage to provide a safe margin
of protection. The Corporation, bank supervisory agencies, and bankers
association have called to the attention of bankers the rapid expansion
of bank assets since 1941 which necessitates an examination of the
adequacy of the fidelity coverage.

Responsibilities of the Corporation. The Corporation was created
to protect bank depositors from losses arising from bank failures. The
value of deposit insurance to the banking system and to the people of
the nation arises not only from the ability of the Corporation to fulfill
its responsibilities but also from a continued awareness on the part of
bank depositors of the protection afforded by this Corporation. Memories
of the severe banking crisis of 1933 are fading; in fact, a large proportion
of present-day bank depositors have never had any personal experience
with a banking crisis. The number of bank failures in the last 14 years
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10 FEDERAL DEPOSIT INSURANCE CORPORATION

has been smaller than in any other period of similar length. For this
reason a danger exists that depositors will forget about the extra safety
factor which has been added to the banking structure. Insured banks
should, therefore, find it advantageous to foster the confidence of their
depositors by providing information about the Corporation.

The Corporation has demonstrated its ability to meet the problems
associated with business recovery and minor recessions, war, and pros-
perity. So far, however, it has not been confronted by a major business
depression. The number of bank failures during the last 14 years has
been less than the number which occurred in any one of the ten years
preceding the establishment of the Corporation.

The favorable experience of the Corporation has given it an opportunity
to accumulate a surplus of almost $1 billion. Although this amount
appears large when compared with losses of only $26 million in 14 years,
it is very small when compared with the $150 billion of deposits in insured
banks at the end of 1947. Even with the power of the Corporation to
protect the deposits in insured banks strengthened by the provision for
borrowing from the Treasury to the extent of $3 billion, the total avail-
able funds are still small in relation to the responsibilities of the Cor-
poration. It is imperative, therefore, that every effort be made to keep
the banking system in a strong and healthy condition, and to minimize
calls on the Corporation by banks unable to meet the claims of their
depositors.

DEeprosiT INSURANCE PROTECTION

Methods of protecting depositors. Under the deposit insurance
law two procedures are available for protecting the depositors of insured
banks which are in financial difficulty. One of these is an advance by the
Federal Deposit Insurance Corporation to facilitate assumption of the
deposit liabilities of a weak or insolvent insured bank by another insured
institution in the same or nearby community. The other is the closing
of the insolvent bank, and the payment by the Corporation of the amount
due each depositor, up to the insured maximum of $5,000, as quickly
thereafter as it is possible to verify claims.

The merger procedure has proved the more advantageous of the two
methods. In the community where the weak or insolvent bank is located
ordinary business is not disturbed by an interruption of banking service.
All depositors are fully protected, even those who have deposit balances
in excess of $5,000. The experience of the Corporation has indicated
that its loss is less, relative to the amount of insured deposits, than when
a bank is placed in receivership. Only that part of the assets of the weak
or insolvent bank not acceptable to the absorbing bank is subjected to
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liquidation, other costs of receiverships are avoided, and there is less
adverse effect on property values in the community. Since the Corporation
is the only creditor, the acquired assets are liquidated in an orderly
manner by the Board of Directors.

Because of these advantages, the Corporation uses the merger pro-
cedure whenever it is practicable. However, under some circumstances
this procedure cannot be used. If a bank in difficulty is the only bank
in the community and is located in an area in which branch banking is
prohibited a merger may not be feasible. In some cases a new bank is
organized and absorbs the one in difficulty. State supervisory authorities
in the case of State banks, and the Comptroller of the Currency in the
case of national banks, have the responsibility for the closing of banks
which are insolvent and for the chartering of new banks. Under some
circumstances the supervisory authorities may not approve a merger.
Furthermore, the Corporation is authorized to make an advance to
facilitate a merger only when the estimated loss to the Corporation is
smaller than if the bank were placed in receivership.

Deposits protected and the Corporation’s disbursement in 1947.
During the year 1947 the Corporation aided five banks which were
experiencing difficulties. In each case these banks were merged with
another insured bank. The five banks had total deposits of $7 million,
in 10,618 accounts. Of these accounts, 197, or less than 2 percent, had
balances of more than $5,000 at the time the banks were examined in
connection with the plans for merger; and 14 percent of the total deposits
would not have been insured under the $5,000 limitation had the banks
been placed in receivership. None of the depositors suffered any loss,
nor did any break in the continuity of banking service occur.

The principal disbursement of the Corporation in 1947 in connection
with protection of depositors amounted to $2,051,000. Of this amount,
$1,724,000 was disbursed for the five banks which were merged during
the year. The remainder comprised additional disbursements in con-
nection with banks closed in earlier years. In the case of one bank which
had been placed in receivership in 1938, an additional payment of $5,000
was made due to settlement of pending litigation.

Deposits protected and disbursements, 1934-1947. During its
14 years of operation the Corporation protected more than 1,320,000
depositors in 404 closed insured banks. Deposits of these banks exceeded
$512 million. The Corporation’s disbursements amounted to $264 million,
exclusive of advances for the protection and maintenance of collateral
and the amount expended for liquidation expenses which are recoverable.
Including these advances and expenses, the Corporation’s disbursements
were $308 million. Chart A shows the number of banks aided and the
disbursements of the Corporation in each year.

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



12 FEDERAL DEPOSIT INSURANCE CORPORATION

CHART A

DISBURSEMENTS BY THE CORPORATION TO PROTECT

DEPOSITORS IN INSURED BANKS
1934-1947
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DEPOSIT INSURANCE PROTECTION 13

The banks aided by the Corporation have been widely scattered
throughout the United States, being located in 40 of the 48 States.
However, over one-half of the banks were located in seven States. The
number in each State is shown on the map in Chart B.

CHART B
LOGATION OF THE 404 BANKS INVOLVING DISBURSEMENTS

BY THE CORPORATION TO PROTECT DEPOSITORS

1934 ~ 1947

NUMBER OF BANKS

[ Jnone

4 OR LESS

5 TO 19

Bl 20 or wore

Only 2,867 depositors in the closed banks, or about one-fifth of 1
percent of the total number of depositors, experienced any loss. Their
losses are estimated at about $2 million, or less than two-fifths of 1 percent
of the deposits of the banks. Further details regarding the number of
depositors and their losses, together with the estimated loss of the Cor-
poration, are given in Table 1.

Loss to depositors has occurred only in the case of banks placed in
receivership. Almost four-fifths of the deposits in all insured banks placed
in receivership were paid by the Corporation. Of the remaining deposits,
a large part was fully covered by offset against sums due to the bank
by the depositors, by pledge of security, in the case of public funds, or
by payment from the first proceeds of liquidation because of preferred
status. The deposits not protected in any of these ways, and therefore
dependent for repayment entirely upon a proportionate share of the
proceeds of liquidation, amounted to less than 10 percent of the total
deposits of the banks placed in receivership.
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14 FEDERAL DEPOSIT INSURANCE CORPORATION

Table 1. NumBEr oF DEPOsITORS, AMOUNT OF DEPOSITS, RECOVERIES, AND
Losses v INsurRED BaNKs PLACED IN RECEIVERSHIP OR MERGED WITH
THE FINANCIAL AID OF THE CORPORATION, 1934-1947

Banks placed | Banks merged
Ttem Total in with financial
receivership aid of FDIC

Numberof banks................cooiiiviiia 404 245 159
Number of depositors.......................... 1,323,978 382,765 941,213
Estimated number withnoloss.................. 1,270,678 329,460 941,213
Estimated number with someloss!............... ,867 2,867 ..covvnnvinnn.
Estimated number with claims barred by termina-
tion of insurance or receivership............... 50,438 50,438 [¢vvvin i
Amountofdeposits...................o0ol $512,223,000 | $109,603,000 | $402,620,000
Estimated recovery by depositors................ 509,869,000 107,249,000 402,620,000
Estimated loss by depositors!. .. .. e 1,907,000 1,907,000 {..............
Insurance terminated or claims barred ........... 447,000 447,000 .. ..iin s
Disbursement by FDIC..............cooiiunes $264,184,000 | $ 87,089,000 | $177,145,000
Estimatedloss to FDIC...................... ... $ 26,014,000 | $ 14,619,000 | $ 11,395,000

11,473 depositors will lose an estimated $1,865,000 in accounts which exceeded the limit of $5,000
insurance and were not otherwise protected, and 1,394 depositors will lose about $42,000 in accounts
which had been restricted or deferred prior to 1934 or were otherwise ineligible for insurance protection.

The amounts of recoveries by the depositors, the methods by which

payments have been made, and the amounts remaining unpaid are shown
in Table 2

Table 2. PaymMeNT BY THE CORPORATION AND RECEIVERS OF DEPOSITS IN
INsurED Banks Pracep IN RECEIVERsHIP, 1934-1947

(Amounts in thousands of dollars)

Paid by Unpaid on
Status of deposits Total Deec. 31, Dec. 31,
1947 1947
Deposits—total. ........... ... oottt $109,603 $106,931 $2,672
Insured. . ..ot e e e e 87,119 87,039 80
Secured, preferred, and subject to offset.. . 11,416 11,415 1
In excess of $5,000, not otherwise protected 9,685 7,586 2,149
Otheruninsured............ ... ... iiiiiiiiiena.. 936 894 42
Insurance terminated or claims barred!................. 447 47 400
Deposits, terminated receiverships, (219 banks)—total 61,966 61,004 962
Insured.. .. 49,646 49,646 f............
Secured, preferred and sub]ect to offset. ... ... 7,477 ATT (ool
In excess of $5,000, not otherwise protected............ 4,485 3,682 803
Other UNINSUTed. . .. ....voveo o eessns i 194 152 42
Insurance terminated or claims barred!................. 164 47 117
Deposits, active receiverships, (26 banks)—total....... 47,637 45,927 1,710
Insured B 37,473 87,393 80
Secured, preferred, and subject to offset................ 3,939 3,938 1
In excess of $5,000, not otherwise protected............ 5,200 3,854 1,346
Other uninsured. ... .................... . 742 T42 .. ool
Insurance terminated or claims barred. .. .............. 4.1 3 N 283

1In a few cases payments have been made by receivers on deposits on which insurance had termi-
nated either directly or into a trust to meet claims presented after termination of receiverships.
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DEPOSIT INSURANCE PROTECTION 15

Liquidation of assets of closed banks. Of the 245 insured banks
placed in receivership, the Corporation served as receiver for 77. Under
the deposit insurance law the Corporation is appointed receiver by the
Comptroller of the Currency for all national banks placed in receivership;
and may be appointed receiver or liquidator for closed State banks. Of
the total number placed in receivership, 219 have been liquidated and
the receiverships terminated. By the end of 1947 only 26 receiverships
were still active. The 5 national and 5 State banks remaining in receiver-
ship at the close of 1947 for which the Corporation was receiver had
deposits at the time of closing of $11 million. The 16 State banks re-
maining in receivership, for which the Corporation was not acting as
receiver, had deposits of $37 million at the time of failure.

By agreement with State banking authorities the Corporation obtains
quarterly reports from the receivers or liquidators for closed banks in
which deposit insurance payments have been made but for which the
Corporation is not receiver. These reports, together with the records
regarding the banks for which the Corporation is receiver, provide
information on the final results of liquidation of insured banks placed
in receivership.

The Federal Deposit Insurance Corporation sometimes buys at public
sale the residue of assets in the hands of a bank’s receiver. This reduces
the expenses of liquidation and expedites the termination of receivership.
By the end of 1947 the Corporation had disbursed $1.2 million to purchase
assets from the receivers of 67 banks. Most of these assets had been
liquidated by the Corporation without a net loss.

In the case of insured banks merged with the aid of the Corporation
the assets which are not acceptable to the absorbing bank are purchased
by the Corporation, or taken as collateral for a loan by the Corporation.
The Corporation is in all cases liquidator of these assets. However, if
the Corporation recovers more than the full amount of its advance,
together with incidental expenses and interest on the advance, the
excess is returned to the stockholders of the closed bank. Of the 159
insured banks merged with the aid of the Corporation the assets acquired
by the Corporation have been liquidated in 89 cases; liquidation was still
in progress at the end of 1947 in the remaining 70 cases.

In general, the assets acquired by the Corporation in the merger cases
have yielded upon liquidation larger amounts than were estimated at
the time they were acquired. This favorable outcome is due to the general
inflation of prices and the recovery in property values that has been
characteristic of the past few years. Receivers of the banks closed without
merger have also had a favorable experience in the liquidation of the
assets of those banks. Liquidation has been completed in a larger propor-
tion of the receivership cases than in the merger cases, due to the pre-
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16 FEDERAL DEPOSIT INSURANCE CORPORATION

dominance of receivership cases in the early years of the Corporation’s
operation.

Recoveries and losses of the Corporation. By December 31, 1947,
the Corporation had recovered $71 million on the $87 million of claims
to which they had been subrogated by the depositors of insured banks
in receivership; and $163 million of the $177 million which had been
disbursed in advances to merged insolvent banks. It is estimated that
the Corporation will recover an additional $4 million.

The total loss to the Corporation in the 404 insured banks placed in
receivership or merged is estimated at $26 million—$15 million in the
receivership cases and $11 million in the merger cases. Table 3 sum-
marizes the Corporation’s disbursements and its recoveries and losses
in the two groups of cases.

Table 3. DisBURSEMENTS TO PROTECT DEPOSITORS, RECOVERIES, AND
Losses BY THE CORPORATION FROM INSURED BANKS PLACED IN
RECEIVERSHIP OR MERGED WITH ITs FiNnaNciaL Aip, 1934-1947

(Amounts in thousands of dollars)

Liquidation | Liquidation

Book entry Deec. 31, 1947 Total terminated active
Disbursementsl. .. ... ...ttt $264,184 $79,046 $185,138

Receiverships. .. .. ... it i 87,089 49,646 K
BT 0 4 - TS O 177,145 29,400 147.745
Estimated additional disbursements in receiverships2. 80 f............ 80
Recoveries 234,211 68,603 165,608
Receiverships e 70,882 40,662 30,220
Mergers. ....c.covvneennnnnn C. 163,329 27,941 135,388
Estimated additional recoveries...................... 4,039 1............ 4,039
Receiverships. .. .. ... i i 1,618 (............ 1,618
B0 = 2421 0. ...l 2,421
Losses by FDICS. . .. .. ... .0 ittt i, 26,014 10,443 15,571
Receiverships. .. .. ...t e 14,619 8,984 5,635
Mergers. .. ........... F 11,395 1,459 9,936
Numberof banks.....................coiiiiiiiin., 404 308 96
Receiverships. .. .. ...t i 245 219 26
METgErS. .t vt it e e e 159 89 70

1 Includes only prinecipal disbursement; excludes expenses incident to the transactions, the greater
part of which has been recovered.

¢ Estimated additional disbursements in receiverships are the insured deposits which have not
been paid. See Table 2.

3 Losses in terminated cases are the established losses; those in active cases are estimated.

Table 4 shows the amount of loss to the Corporation from the banks
placed in receivership or merged each year, and the relationship which
this loss bears to the deposits of the banks involved. In the receivership
cases the Corporation’s loss has been equivalent to slightly over 13
percent of the total deposits of the banks and to about 17 percent of the
deposits insured under the $5,000 limitation for each depositor. In the
merger cases the Corporation’s loss is less than 3 percent of total deposits,
and is estimated at 4 percent of the insured deposits.
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Table 4. Loss 10 THE CORPORATION AND ITS RELATION TO THE DEPOSITS
oF INsURED Banks Pracep iN Receiversuir oR MERGED, 1934-1947

Loss to Federal Deposit Insurance Loss to the Corporation per $100
Corporation of deposits in banks placed
(in thousands of dollars) in receivership or merged
Year On insured
deposits | On a%vaélces Recei
id i made to eceiver-
Total N é)cz:eli(\ir élr_x_ facilitate Total ships Mergers
ships mergers

$26,014 $14,619 $11,395 $5.08 $13.34 $2.83
185 .. ...l 185 266 )............ 2.66
Ol ... [ 00 .o .00
[ T 0 K0V | R .00
31 31 0 1.62 6.80 00
124 124 0 .99 1.87 .00
672 289 383 3.53 15.91 2.23
701 213 488 2.36 1.45 3.26
5,093 582 4,511 3.58 10.29 3.30
7,782 6,218 1,564 4.93 18.99 1.25
2,456 1,189 1,267 4.11 11.55 2.56
3,589 2,555 1,034 10.76 17.08 5.62
2,423 1,460 963 8.80 12.99 5.91
2,751 1,751 1,000 20.65 19.26 23.65
207 207 |..vviinnnn 10.52 1052 |..vevvnnnn,

Abnormal character of the Corporation’s experience. The
entire period since the Federal Deposit Insurance Corporation was
organized, except for a portion of the years 1937 and 1938, and the
early months of 1946 and of 1947, has been a period of expanding bank
credit, generally rising prices, and business expansion. These circum-
stances, as in the case of similar periods in the past, have been accom-
panied by a relatively small number of failures both among banks and
among other types of business enterprise. The most extraordinary part
of this period has been the past five years.

According to the business failure compilations of Dun and Bradstreet,
the only compilations extending over a long period of time, the normal
rate of failure among business enterprises prior to 1934 was from 85 to
110 per year per 10,000 concerns; the average of the annual rates during
the 68-year period, 1866-1933, was 99 per 10,000 concerns. During that
long period the failure rate was below 70 per 10,000 only eight times; the
lowest rate was 37 in 1919. During the 14 years since the beginning of
deposit insurance in 1934, the annual rate has never been higher than
70, and has averaged 40 per year per 10,000 concerns. The most extra-
ordinary part of this recent period has been the past five years, during
which the annual rates were, respectively, 16, 7, 4, 5, and 14. While
the rate was very low in 1947, a slight rise over the previous three years
was apparent.

The remarkably small number of bank failures since the inauguration
of deposit insurance and especially during the past five years is at-
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18 FEDERAL DEPOSIT INSURANCE CORPORATION

tributable chiefly to the prevailing conditions of recovery and prosperity
and the favorable circumstances under which all business enterprises
have operated. The extraordinarily low rate of business and bank failures
of recent years cannot be expected to continue indefinitely. In the past,
severe business depressions and crises have come swiftly and without
much warning. Estimates of future disbursements or loss by the Cor-
poration cannot, therefore, be based upon the experience of the past
few years.

SUPERVISORY ACTIVITIES

Bank examinations. The policy of the Corporation from its in-
ception has been to make regular annual examinations of each insured
State bank which is not a member of the Federal Reserve System; to
make such additional and special examinations of these banks as the
Corporation’s interests appear to require; and to make, with the prior
consent of the Comptroller of the Currency or the Board of Governors
of the Federal Reserve System, such examinations of national banks or
State banks members of the Federal Reserve System as special deposit
insurance considerations appear to require.

The Corporation conducted 5,616 regular examinations during 1947,
or 84 percent of the number required to meet a full year’s program. This
represented an increase of 253 examinations over the 5,353 regular
examinations conducted in 1946. In addition to regular examinations,
the Corporation in 1947 conducted 48 special examinations, 45 entrance
examinations of operating uninsured banks, 145 new bank investigations,
73 branch investigations, and 82 miscellaneous investigations. The
regular examinations also involved the examination of 590 branches. The
failure to conduct all examinations called for under the established poliey
is attributable to the continued shortage of examining personnel, the
amount of time consumed by experienced personnel in training and
instructing assistant examiners recruited during 1946 and 1947, and the
generally increasing work load in examinations due to expanding loan
portfolios.

A serious deficiency in the number of examiners and assistants necessary
to complete the examination program existed at the beginning of the
year. The examining personnel was increased by about 10 percent during
the year; but at the close of the year was still considerably under that
required to complete the regular examination schedule. To the extent
necessary, in 1948 banks will be examined on a selective basis, by-passing
to the extent necessary some of those that appear to be sound, and making
two or more examinations of those which appear to require more than
ordinary attention.
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Unsafe and unsound banking practices and violations of law
or regulations. During 1947 proceedings were initiated against six
insured banks for engaging in unsafe and unsound banking practices and
were continued against three other banks. Of the nine cases, corrections
were made in three banks and one was absorbed with financial aid of
the Corporation; the other five were pending at the close of the year.

The total number of banks charged with unsafe and unsound practices,
and the disposition of these cases, are given in Table 5. The practices
and violations of the six banks against which action was taken during
1947 are listed in Table 6.

Table 5. ActrioN T0 TERMINATE INSURED STATUS OF BaNks CHARGED
wiTH EncaciNg IN UnsarE or Unsounp PracTiCcES OR VIOLATIONS
oF Law or REGULATIONS, 1936-1947

Total Pending Started
Disposition or status cases beginning during
1936-19471 of 1947 1947
Total banks against which action was taken.......... 138 3 6

Cases closed:
Correctionsmade... ... ... ... . ... . 26 1 2
Insured status terminated, or date for such termination

set by Corporation, for failure to make corrections:
Banks suspended prior to or on date of termination of

insured status. . PN 7

Banks continued in operatlon2 ....................... 3
Banks suspended prior to setting of date of termination of

insured status by Corporation..................... 32

Banks absorbed or suceeeded by other banks:

With financial aid of the Corporation. . .. .. [:3 B N 1
‘Without financial aid of the Corporation............. 7 S P B
Cases pending December 31, 1947:
Correction period not expired. .. ............covvuinn. 1
Recapitalization program pending. . ............... .... 2 1 1
Action deferred pending examination................... 2 1 1

. . .1No action to terminate the insured status of any bank was taken before 1936. In 4 cases where
initial action was replaced by action based upon additional charges, only the later action is included.
2 One of these suspended 4 months after its insured status was terminated.

Back data—See the Annual Report of the Corporation for 1946, p. 20, and earlier reports.

Fidelity coverage in banks. Four of the seven banks whose depositors
the Corporation was called upon to protect during 1945, 1946, and 1947
went out of business solely because of defaleations in amounts exceeding
fidelity coverage. A fifth had asset problems but its difficulties arose
primarily from breaches of fidelity. In the case of a sixth, there were
irregularities which may or may not be found to constitute the basis of
claims against the surety.

Consideration of the causes of failure of these banks emphasizes the
need for adequate surety coverage in all banks. During 1947 the Cor-
poration continued to stress to all insured banks the necessity for pro-
viding fidelity protection in keeping with the responsibilities and risks
involved. In this, it solicited and obtained the cooperation of bank
supervisors, both Federal and State.
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20 FEDERAL DEPOSIT INSURANCE CORPORATION

Table 6. UNSAFE OR UNSOUND BANKING PRACTICES AND
VioratioNs oF Law orR REGULATIONS CHARGED AGAINST
Six Banks BY THE CorpPORATION During 1947

Number igez;stei-

Type of practice or violation of banks fication
charged letters

Capital:
Continued operation of the bank in an insolvent condition............
Continued operation of the bank with inadequate eapital........... ..
Failure to rehabilitate the bank’s capital account in whole or in part by
a specified date as requested by State Commissioner of Banks.......

roco
b
o
o

=
©

Management and general practices:

Failure to observe and comply with laws, rules, and regulations to
which the bank issubject......... ... .. ... .. ... . ... ... ... ..

Failure to comply with State law in regard to the extent to which credit
may be extended.

Utter disregard of the bank’s directors and officials to heed and/ or
comply with the recommendations of bank examiners.

Failure of a director to own qualifying shares.

Continued operation of the bank with a weak and hazardous management

Failure of the bank’s officers to properly exercise their functions..

Disproportionately large aggregate of nonconforming extensions of
credit to directors, officers, their interests, and other borrowers.

Making of improper and mlsleadmg entries upon the bank’s books and
records. . .

Failure to record liens. .

Unwarranted dlssxpatlon of collateral . . . .

d, e, f

c,d, e, f

4, f

f

a, ?, e,d,e, f

’

=2

[y e T

(el

Loan and investment practices:

Maintenance of lax lending and collection policies.

Unwarranted and excessive amount of losses (mcludmg loans ‘and
discounts) . .

Unwarranted and excessive amount of assets classified 1II and IV or
held in violation of State law. . .. S

Unwarranted and excessive amount of losses
account .

Abnormal volume of substandard and overdue loans or overdraits.

Failure to charge off losses as they occur. . . .

Failure to give necessary attention to vseak and dlstressed 10ans to
prevent them from dovelopmg intolosses. .. ........ ... .. 0.,

Unwarranted and excessive amount of transactions in securities.

Continued speculation in securities. .

Failure to obtain or maintain adequate credit support and information .

Failure to support loans by insurance and title opinions,

e, d,f

c,d, e

£
s
o

the bank’s secunty

oou
-

NN DO N (4] w [“*]
pappA BAD

Determination of the amount of coverage needed in an individual bank
is the responsibility of the directors of the bank. However, the Insurance
and Protective Committee of the American Bankers Association has
provided a helpful guide in the form of a table of suggested minimum
and fair amounts for banks in different size groups.!

A survey by the Corporation, covering over 70 percent of the insured
banks, indicated that roughly half of the banks, on the dates of their
1947 examinations, had less than the minimum blanket bond coverage
suggested by the American Bankers Association, while only one-fifth
had the fair amount or more. The situation at the close of the year was
better. Banks which had low coverage when examined generally made
appropriate increases during or following the examinations. The Cor-
poration expects to make a complete survey of blanket bond coverage
in effect as of 1948 examination dates in relation to the amounts suggested
by the American Bankers Association.

1 Digest of Bank Insurance, American Bankers Association, 1941.
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Approval of banks for insurance. During 1947 the Corporation
approved the applications of 110 banks for admission to insurance. Of
these, 65 were new banks, including one which succeeded a branch of
another bank. The remaining banks approved for insurance comprised
38 banks or successors thereto which were operating as noninsured banks
at the beginning of the year and 7 insured banks which obtained new
charters or withdrew from the Federal Reserve System and applied for
insurance as banks not members of that System. In addition, the Cor-
poration approved applications of 26 insured banks previously engaged
only in certain banking functions, which wished to change their business
to that of regular banks of deposit and discount or to engage in a special
type of banking or fiduciary business. Seventeen applications for ad-
mission to insurance were disapproved because, in the opinion of the
Board of Directors, the conditions specified in the deposit insurance law
were not met. Two applications were approved and later rescinded
because the applicants abandoned their plans.

The total number of applications for admission to insurance acted
upon by the Corporation during each year since the beginning of the
permanent plan of deposit insurance on August 23, 1935, together with
the final action of the Corporation on these cases, is given in Table 7.

Table 7. Actions BY THE FEDpERAL DEPOsiT INsURaNCE CORPORATION ON
APPLICATIONS FROM BANKS FOR ADMISSION TO INsURANCE, 1935-1947

Number of applicationst

Year Approved .

Acted Approved? but later Dis-

upon rescinded approved

1935-1947. .. ... .. 1,501 1,298 43 160

1947 . e 156 136 2 17
1946, . e 175 163 1 11
1945 124 117 2 5
1944 o 108 105 2 1
1943 .. o e e 198 190 4 4
1942 .. 51 42 2 7
1941.. 81 78 2 1
1940.. 67 58 3 6
1989 . . e 85 72 3 10
1988 . o i 82 67 3 12
1987 et 138 111 8 14
1986. . ..ot 165 114 10 41
1985 . o 71 45 1 31

1 Figures for years prior to 1942 may differ slightly from those given in the Annual Report of the
Corporation for 1941, p. 184, because of later recisions of cases approved or revision of the data.

2 Includes approvals of change in type of business conducted. Excludes cases where approval was
later rescinded.

The number of banks approved for insurance in a year differs from the
number admitted. Some new banks approved for insurance are not
opened, or the effective date of insurance is delayed for other reasons,
until the subsequent year. In a few cases banks alter their plans or do
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22 FEDERAL DEPOSIT INSURANCE CORPORATION

not meet conditions specified by the Corporation. Banks which are
chartered as national banks, and State banks which are admitted to the
Federal Reserve System, become insured without action by the Corpora-
tion. For changes in the number of insured banks during 1947, see pages
40 and 101.

Approval of establishment of branches. During 1947 the Corpora-
tion approved the establishment of 67 branches by insured banks not
members of the Federal Reserve System. Of these, 56 were for the estab-
lishment of new banking offices. Of the remaining cases, 9 were banks to
be absorbed and converted into branches, and 2 were branches to be
established at former locations of head offices after the relocation of
such offices. The Corporation also approved the establishment of one
regular branch in place of a teller’s window; and approved continuation
of operation of five branches previously operated by absorbed banks or
another bank from which the branch had been purchased. The Corporation
disapproved eight applications for permission to establish branches.

The number of applications received each year from banks not members
of the Federal Reserve System for approval of the establishment of
branches or continued operation of branches which had been absorbed
or operated prior to admission to insurance or relocation, together with
their final disposition, is given in Table 8.

Table 8. Acrions BY THE FEDERAL DEPosiT INsURANCE CORPORATION ON
APPLICATIONS FOR APPROVAL OF ESTABLISHMENT OR CoNTINUED OPERATION
OF BRANCHES, 1935-1947

Number of applications!
Year A d
pprove .
Acted Approved? but later Dis-
upon rescindeds approved
858 778 31 49
83 73 2 8
91 L 0 P 4
61 58 1 2
49 46 ... ..l 3
105 101 2 2
36 32 2 2
49 46 | 3
44 40 2 2
61 53 3 5
82 71 6 5
89 82 5 2
93 80 5 8
15 9. . 6

1 Figures for years prior to 1942 may differ slightly from those given in the Annual Report of the
Corporation for 1941, p. 185, because of later recisions of cases approved or revision of the data.

2 Excludes cases where approval was later rescinded.

2 In 1947 includes two cases where commitments expired under the 6-month limitation period.

As in the case of banks, the number of branches established by insured
banks in a year differs from the number approved by the Corporation.
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Approval by the Corporation is not required for the establishment of
branches by national banks or State banks members of the Federal
Reserve System. Some branches approved are opened in a subsequent
year, and in a few cases the banks change their plans or fail to meet
conditions specified by the Corporation. Early in 1946 the Corporation
established a policy under which approval of a branch is automatically
abrogated if the branch is not in operation within six months after date
of approval, unless the bank receives an extension of time. Two banks
did not apply for an extension of time and the commitment of the Cor-
poration expired. For changes in the number of branches of insured
banks in 1947, see pages 40 and 102.

Reports from banks. Semi-annual statements of average deposit
liabilities were submitted by each insured bank as required by law for
the purpose of determining the amount of the insurance assessment.

The Corporation called for reports of assets, liabilities, and capital
accounts as of June 30 and December 31, 1947, and for a report of earn-
ings, expenses, and disposition of profits for the calendar year 1947,
from each insured bank required by law to submit such reports to the
Corporation. These reports are required from all insured State banks
not members of the Federal Reserve System except those in the District
of Columbia.

Summaries of the tabulations from the reports of assets, liabilities, and
capital accounts for June 30 and December 31, 1947, are given in the
pamphlets, “Assets and Liabilities, Operating Insured Commercial and
Mutual Savings Banks,” Reports No. 27 and 28, and in Table 106 of
this report, page 114. Summaries of the reports of earnings, expenses, and
disposition of profits are given in Tables 117-123, pages 136-157 of this
report.

Federal credit unions. These cooperative associations, organized
to encourage thrift among persons of small means and to provide their
members with sources of limited credit at reasonable rates of interest,
are chartered, examined, and supervised by the Corporation, but their
shares are not insured.

On December 31, 1947, there were 3,845 Federal credit unions in actual
operation, and 168 either inactive or in liquidation. During the year
207 new charters were granted and 159 charters were cancelled or re-
voked following completion of liquidation of credit unions which had
ceased operation. Because of the continued shortage of examining per-
sonnel only 3,347 of the operating credit unions were examined in 1947.

Federal credit unions submit statements of operation to the Corpora-
tion on June 30 and December 31 of each year. A summary of the Decem-
ber 31 statements is included in the Corporation’s “Report of Operations
of Federal Credit Unions,” which is published annually.
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LEGAL DEVELOPMENTS

The 80th Congress, at the regular and special 1947 sessions, enacted
relatively little legislation which directly affected the functions and
administration of the Federal system of deposit insurance or the banking
system in general. Legislative action was completed with respect to the
long-discussed program for the retirement of the capital stock of the
Federal Deposit Insurance Corporation.

Retirement of the Corporation’s capital stock. The Corporation’s
continued recommendation that its outstanding capital stock be retired,
and the subsidy to the banking system represented thereby be eliminated,
received favorable consideration by the Congress.! Public Law 363,
approved August 5, 1947, the full text of which appears on page 77 of
this report, authorizes repayment to the Treasury of the United States
of the entire $289,299,556.99 paid in by the United States and the Federal
Reserve banks in the form of capital subsecription, subject to maintenance
by the Corporation of a minimum combined capital and surplus of $1
billion. The statute also increases the Corporation’s borrowing power from
nearly §1 billion to $3 billion, eliminates the former provision regarding
borrowing from the Reconstruction Finance Corporation, and directs
the Secretary of the Treasury to make such loans to the Corporation,
within the fixed maximum, as its Board of Directors may require for
insurance purposes.

In the same Aect Congress increased the compensation of each of
the two appointive members of the Corporation’s Board of Directors to
$15,000 per annum. This compensation is now the same as that of the
Comptroller of the Currency, the ex officio member of the Board, and of
the members of the Board of Governors of the Federal Reserve System.

War loan deposit accounts. The provisions of the Act of April 13,
1943, excluded from the term ‘“‘deposit,” for the purpose of determining
the base upon which insured banks pay assessments to the Corporation,
all “war-loan deposit accounts;”’ the exemption, by terms of the statute,
being effective “until six months after the cessation of hostilities in the
present war as determined by proclamation of the President or con-
current resolution of the Congress.”” A Presidential proclamation issued
on December 31, 1946, fixed the cessation of hostilities as of noon of
that date. Accordingly, the Board of Directors of the Corporation an-
nounced that the statutory exemption provided to war-loan deposit
accounts would cease as of noon on June 30, 1947, and that such accounts
must thereafter be included in totaling deposit liabilities for assessment
purposes.

Reorganization of the Executive Branch. Public Law 162, approved
July 7, 1947, created a bi-partisan commission, the Commission on
1 See the Annual Report of the Corporation for 1945, p. 8, and for 1946, pp. 11-12.
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Organization of the Executive Branch of the Government, to study and
investigate the present organization and methods of operation of all
units of the Executive branch of the Government. The Commission is
instructed to report to the 81st Congress its findings and recommenda-
tions concerning changes which would accomplish economy, efficiency,
and improved service in the transaction of the public business. The full
text of this Act appears on pages 78-80 of this report.

Labor Management Relations Act, 1947. Public Law 101, which
became effective on June 23, 1947, commonly referred to as the Taft-
Hartley Act, applies to all banks other than the twelve Federal Reserve
banks.

Extension of the Reconstruction Finance Corporation. By
Public Law 132, approved June 30, 1947, the Reconstruction Finance
Corporation Act was rewritten and its life extended to June 30, 1948.

Government checks. Public Law 171, approved July 11, 1947, is
designed to facilitate the negotiation of certain Government checks by
extending to ten years, from a maximum of two years, the period of
negotiability. The full text of this Act appears on pages 80-82 of this
report.

Federal credit unions. By Ixecutive Order of April 27, 1942, the
Corporation was given temporary responsibility for supervision of the
activities of all Federal eredit unions which prior to that time had been
under the jurisdiction of the Farm Credit Administration. The President’s
plan to make permanent the transfer to the Federal Deposit Insurance
Corporation of the administration and supervision of Federal credit
unions, which had failed to become cffcctive when proposed to the
Congress in 1946,! was again submitted to the Congress in the President’s
Reorganization Plan No. 1 of 1947. Congress did not adopt a concurrent
resolution disapproving the plan, and under the provisions of the Re-
organization Act of 1945 the plan became effective July 1, 1947.

Interpretive ruling of Commissioner of Internal Revenue on
reserve method of accounting in the case of banks. On December
8, 1947, the Commissioner of Internal Revenue issued a ruling approving
the use by banks of a 20-year moving average experience factor for the
dctermination of bad debt loss reserves which can be deducted from
taxable income. Banks, along with other types of enterprise, have had
for many years the option of adopting this method of accounting for
Tederal income tax purposes. However, few banks have used this method
in the past, partly because not over five years’ experience was usually
permitted in determining the loss factor. Also, without the interpretation
and clarification afforded by the ruling, the complications and uncer-
tainties involved in the method were regarded as prohibitive by the
average bank.

1 See the Annual Report of the Corporation for 1946, p. 25.
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26 FEDERAL DEPOSIT INSURANCE CORPORATION

Encouragement of the accumulation of adequate reserves for losses
on loans out of current earnings by all insured banks is exceedingly
desirable. Therefore, representatives of the Corporation participated
with a Committee of the American Bankers Association and with other
banker groups in discussions of this method of accounting for losses on
loans. These discussions eventually resulted in presentation of the problem
to Internal Revenue officials and later, in issuance of the ruling. The
full text of the ruling is reproduced on pages 82-84 of this report.

Regulations of the Corporation. During the year two minor changes
were made in the regulations of the Corporation dealing with the forms
prescribed by the Corporation for use of insured banks. The texts of
these regulations, as amended and adopted, are given on page 84 of
this report.

State legislation. Legislatures in all States convened in 1947. A
summary of State banking legislation enacted during the year is given
on pages 85-93 of this report.

During 1947, legislation permitting banks to close on Saturday through-
out the year was enacted in fourteen States: Connecticut, Florida,
Georgia, Maryland, Massachusetts, Missouri, New Hampshire, New
Jersey, New York, Ohio, Pennsylvania, Rhode Island, Washington, and
Wisconsin. Such legislation had previously been enacted in California,
Delaware, and the District of Columbia. The authorization for such
closing is limited in Delaware, Florida, and Georgia to certain counties.
Saturday closing in Maine is limited to the months of June to September,
inelusive.

All the laws are permissive in nature, although the New Jersey and
Connecticut laws have mandatory features, in that they declare Saturday
a legal holiday for purposes relating to the negotiable instrument law.
The other States, in general, merely declare that Saturday will be a
holiday for a bank which chooses to close on that day. Saturday is specified
as the closing day except in Georgia, whose law permits closing on either
Wednesday or Saturday, and in Missouri, where a bank may remain
closed on any day of the week.

ORGANIZATION AND FINANCIAL STATEMENTS OF THE CORPORATION

Directors. Mr. Maple T. Harl, who became Chairman of the Board
of Directors of the Corporation in 1946, and Mr. Preston Delano,
Comptroller of the Currency, served throughout the year as members
of the Board of Directors. Mr. Henry Earl Cook was nominated by the
President on March 7, 1947, as a member of the Board of Directors to
fill the vacancy caused by the death of Mr. Phillips Lee Goldsborough
in October, 1946. Mr. Cook’s appointment was confirmed by the Senate
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on March 17 and he became a member of the Board of Directors on
April 10, 1947, when he took the oath of office.

Staff and organization. On December 31, 1947, the personnel of
the Corporation consisted of 1,160 officers and employees as compared
with 1,181 at the beginning of the year. The number of officers and em-
ployees of each Division of the Corporation as of December 31, 1947,
is given in Table 9.

Table 9. OrFricErRs AND EMPLOYEES OF THE FEDERAL DEPosiT INSURANCE
CorPORATION, DECEMBER 31, 1947

Officers and
administra- Clerical,
. tive, super- |stenographic,
Division and office Total visory, and land custodial
technical employees
employees
Total. . o e 1,160 760 400
Washinglon office. . ....cooinennnin i 360 170 190
Fieldoffices. ... ... . . 800 590 210
Directors. . ..ot e 3 LS 2 S
Executive Division. . .............. ... ... ... ... .... 28 19 9
Legal Division. ... ..ot 25 15 10
Division of Examination. .. .............. ... ... ... 718 543 175
Washington office. . ......... ... ... ... ... ... ... 51 30 21
Districtand field. .. ....... ... ... . ... ... 667 513 154
Division of Liquidation. .. .......................... 167 92 75
Washinglon office. . . ...t 415 26 19
Districtand field........... ..o i, 122 66 56
Division of Research and Statistics. ................... 52 25 27
Washington office . .. 51 24 27
Field office. ... .... .. 1 b O D
Personnel Division 24 11 13
Figcal and Accounting Division. . ..................... 40 18 22
Service Division......... ..o i i 78 12 66
Audit Division. ...t i 25 22 3
Washington office. . . ...t ierinann, 15 12 8
Field office. . ... o0 i e e 10 10 | coinen...

The largest change in personnel by Divisions occurred in the Divisions
of Liquidation and Examination. Other Divisions of the Corporation
together had a net decrease in personnel of 4 during the year. Personnel
in the Division of Liquidation was reduced from 214 at the beginning
of the year to 167 at the close. This was due largely to a decrease in the
volume of assets to be liquidated. Personnel in the Division of Examina-
tion increased from 647 at the beginning of the year to 718 at the close,
with most of the increase occurring in the rank of assistant examiner.
The increase was necessary to restore the examining staff which had
been depleted by wartime reduction, and to handle examination of the
increased volume of bank assets, with rapidly expanding loan portfolios,

and an increase in the number of new bank and branch applications.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Subsequent to a nationwide competitive Civil Serviee examination,
85 additional assistant examiners were appointed and 151 War Service
and Temporary assistant cxaminers were given permanent status. The
increase in the number of assistant examiners was offset in part by the
loss of 45 experienced examiners or assistant examiners through resigna-
tions or separations for various reasons.

However, the competitive examination did not result in bringing the
examining force up to normal strength. In relation to the large number
of notices mailed only a small number of applications were filed. Many
of those who applied were ineligible, and only a small percentage of
eligible applicants were able to qualify. The appointments made did not
fill the immediate needs, and consequently no pool remained from which
to fill vacancies resulting from normal turnover.

Income and expenses. A summary statement of the income and
expenses of the Corporation for each year since its organization is given in
Table 10. A detailed statement for the year 1947 is given in Table 11.

Table 10. IncoME AND ExpENsES OF THE FEpErAL DEPosiT INSURANCE
CoRPORATION SINCE BEGINNING OPERATIONS!
(In millions of dollars)
Income Expenses
. Net
3 1 mncome
Year inDs‘elII).gf:Cte Investment inDsflggilcte Adminis- | added to
Total assess- and other Total losses and | trative surplus
ments? mcome expenses3 expenses4

1933-1947........| $1,001.9 $785.1 $216.8 $78.4 $26.8 $51.6 $923.5
1947 157.7% 114.4 43.3 5.7 2 5.5 152.0
1946 130.9 107.1 23.8 4.6 1 4.5 125.3
1945. 121.2 93.7 27.5 4.0 d 3.9 117.2
1944. 99.5 30.9 18.6 3.9 1 3.8 95.6
1943. 86.7 70.0 16.7 4.5 2 4.3 82.2
1942. 69.4 56.5 12.9 4.4 5 3.9 65.0
1941. 62.0 51.4 10.6 4.4 Aq 3.7 57.6
1940 55.9 46.2 9.7 8.5 4.9 3.6 47.4
1939 51.2 40.7 10.5 11.7 8.3 3.4 39.5
1938. 47.8 38.3 9.5 5.5 2.5 3.0 42.3
1937, 48.1 38.8 9.3 6.2 3.5 2.7 41.9
1936. S 43.8 35.6 8.2 5.1 2.6 2.5 38.7
1935. R 20.7 11.5 9.2 5.5 2.8 2.7 15.2
1938345, ... .. .. 7.0 e 7.0 4.4 .3 4.1% 2.6

1 Flgures of total expenses, deposit insurance losses and expenses, and net income added to surplus
for years prior to 1947 differ from those shown in previous Annual Reports because of revisions in esti-
mates of losses allocated to the different years.

2 Assessments collected from insured banks, members of the temporary insurance funds, were
credited to their accounts in total at the termination of the temporary funds, being applied toward
subsequent assessments under the permanent insurance fund, and resulting in no income to the Cor-
poration from assessments for the term of the temporary insurance funds.

3 Includes nonrecoverable expenses in connection with payment of insured deposits of banks placed
in receivership. Total deposit insurance losses and expenses are therefore larger than the losses incurred
and reserve for losses, as given in footnote 1 to Table 13.

4 Includes furniture, fixtures, and equipment purchased and charged off.
5 Includes expenses from date of organization, September 11, 1933, to December 81, 1934.
8 After deducting portion of expenses and losses charged to banks withdrawing from the temporary

funds on June 30, 1934
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The total income of the Corporation in 1947 was $157.8 million. Of
this amount, $114.4 million represented assessments; and $43.4 million
net profit and interest on investments, interest on loans and subrogated
claims, and other income.

Total losses and expenses for the year amounted to $5.7 million, of
which $0.2 million were insurance losses and expenses, and $5.5 million
administrative expenses and other charges.

The surplus of the Corporation was increased by $154.3 million during
the year, reflecting income of $152.1 million in excess of expenses and
losses, and adjustments to surplus applicable to prior periods in the
amount of $2.2 million.

Table 11. Income aND ExreENsEs oF THE FEDpERAL DErosiT INSURANCE
CorPorATION, CALENDER YEAR 1947

Income or expense item Amount
Income:
Deposit insurance assessments. . ... ....... ... e $114,429,286.31
Interest earned (less provision for amortization of premiums) and profit on sales
of government obhgatlons .............................................. 42,881,775.04
Other income. . 454,874.27
Total income. ... .. ... .. .. e 157,765,935.62
Expenses:
Deposit insurance losses and eXpenses. . . .. .. ... ... oot iitieaiaeennenannnn 167,192.07
Administrative expenses. e 5,472,330.97
Furniture, fixtures and equxpment purchased and charged oﬂ ................. 45,762.50
TOtal EXPENSES. . o . oottt et e e 5,685,285.54
Net income added tosurplus. . .. ............................ 152,080,650.08
Surplus:
As previously reported for December 31, 1946. P 769,185,439.24
Plus—Net adjustments applicable to penods pnor to January l 1947 .. 2,219,416.73
Surplus December 31, 1946, as adjusted . . .. .................. 771,404,855.97
Surplus December 31, 1947 ... .. .. .. .. .. .. i $923,485,506.05
DISTRIBUTION OF ADMINISTRATIVE EXPENSES
Salaries. . $ 3,947,455.84
Professmnal services. . . 42,212.35
Services of other govemmental agenc 141.56
Transportation (travel). . R 160,588.42
Subsistence. . ....... ...l e .. 511,880.20
Office rental. . 380,484.24
Prmtmg,statlonery andsupphes 131,165.48
Postage, telephone, ‘and telegraph. .. .. ... ... e 74,037.22
Insuranceandﬁdelitybondpremiums..............A....A.“.‘“.‘..‘. AP 2,971.20
Subseriptions. . .. ... e 14,248.43
Equipment rental. .. .. ... . e 16,940.87
Repairs and alterations.. .. ... ... i e e 112,743.14
Transportation of things. .. ... .. ... . e 84,927.60
Migcellaneous. . . .. .. i e s 28,889.47
5,508,686.02
Less: _—_—
Inter-departmental expense transfers. .. ... il e 23,844.75
Fees for services rendere 11,700.00
Other ineome. .. .. .. ..ot . e e 810.30
36,355.05
Administrative expenses for the year ended December 31, 1947.. .......... $ 5,472,330.97
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Assets and liabilities. On December 31, 1947, the remainder of the
agsets acquired by the Corporation through bank suspensions and
mergers, which had cost $19 million, were carried on the books of the
Corporation at a net or appraised value of $4 million. The Corporation
has disbursed during its fourteen years $308 million in the acquisition
of these assets including expenses incident thereto, and has recovered
$278 million. It is estimated that additional recovery will amount to $4
million, and that the total losses will amount to $26 million.

United States Government obligations owned by the Corporation at
the close of 1947, valued at amortized cost and accrued interest receivable
thereon, amounted to $1,022.5 million. Cash amounted to $4.6 million
and other assets to $0.1 million.

On December 31, 1947, total capital of the Corporation including
accumulated surplus amounted to $1,006.1 million. This comprised
$923.5 million accumulated surplus, and an outstanding balance of
$82.6 million of the original capital of the Corporation, all of which was
held by the United States Treasury. Pursuant to Public Law 363, 80th
Congress, the Corporation in 1947 repaid the $139.3 of capital stock
subscribed by the Federal Reserve banks and $47.4 million of that
subscribed by the United States Treasury, and made provision for
repayment of an additional $20 million of the stock held by the Treasury.

A summary of the assets and liabilities of the Corporation at the
close of each year since its organization is given in Table 12. A more
detailed statement of assets and liabilities at the beginning and end of
1947 is given in Table 13.

Table 12. AsskETs AND LiaBILITIES OF THE FEDERAL DErosrt
INSURANCE CORPORATION, 1934-1947

(In millions of dollars)

i
I
U. 8. In- Total . Capital Total leapital and
Dec.31| Cash |Govern-|gyrapce [ Other | assets Lia- and deposits in | gyrplus to
ment ob-| “5ocets assets | or lia- | bilities surplus insured deposits in
ligations bilities banks insured
banks
1947. $ 4.6 |$1,022.5 $ 3.6 $.11$1,080.7 $24.7 $1,006.1 13154,095.6 .65%,
1946. 7.3 | 1,047.7 5.6 14 1,060.7 2.2 1,058.5 | 148,457.0 71
1945 15.7 900.0 15.1 3 931.1 1.9 929.2 | 158,174.1 b9
1944 . 17.8 762.0 26.1 3 806.2 1.9 804.3 ] 134,662.1 .60
1943.... 20.0 638.8 46.2 5 705.5 2.4 703.1] 111,649.8 .63
1942. 19.4 536.8 62.0 5 618.7 1.8 616.9] 89,868.7 69
1941. 20.0 453.9 81.7 1 556.7 2.2 553.5| 71,209.3 78
1940. 20.4 384.5 92.2 1 497.2 1.2 496.0} 65,287.4 76
1939. 28.3 363.5 64.2 1 456.1 3.4 452.7] 57,485.8 79
1938. 22.2 372.8 26.5 1 421.6 1.1 420.5] 50,790.2 .83
1937. 20.6 348.5 16.1 1 385.3 2.2 383.1) 48,227.8 79
1936. 9.1 332.6 11.4 1 353.2 9.8 343.4| 50,280.9 .68
1935. 33.5 298.2 5.4 1 337.2 31.2 306.01 45,125.1 .68
1934. 16.0 316.7 5 1 333.3 41.6 291.7] 40,059.9 .73
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Table 13. AsseTs aAND LiABILITIES oF THE FEDERAL DEroOSIT INSURANCE
CorPORATION, DEcEMBER 31, 1947, AND DecEMBER 31, 1946

Asget, liability, or capital item

Dec. 81, 1947

Dec. 31, 1946

ASSETS
Assets acquired through bank suspensions and mergers:

Subrogated claims of depositors against closed insured banks. .

Net balances of depositors in closed insured banks pending
settlement or not claimed, to be subrogated when paid—
COMBIA. . ot i e e s e

Loans to merging insured banks, to avert deposit insurance
losses, and recoverable liquidation expenses. .. ...........

Assets purchased from merging insured banks, to avert deposit
insurance losses, under agreements to return any excess
recovery to selling banks.

Assets purchased from mergmg ‘insured banks and receivers of
closed insured banks to avert deposit insurance losses.

Totalatfacevalue..........................
Less: Reserveforlosses...........oooiviiiiiiiiviinnnn.

Totalat book value.........................
Cashon handandondeposit...........................

United States Government obligations (cost less reserve for
amortization of premiums) and accrued interest receivable

Due from Governmentalagencies. . .....................
Miscellaneous receivables. . .............................
Furniture, fixtures and equipment. .. ...................
Deferredcharges................ ... ... i,
Totalassets. ... ......cooovvvinieniiiieane,
LIABILITIES
Current liabilities:
United States Treasury for retirement of eapital stock......
Accounts and assessment rebates payable..................
Earnest money deposits and collections in suspense.
Net balances of depositors in closed insured banks pendmg
settlement or not claimed—contra.. .
Deferredcredits . .............c.ooi ittt

Reserve for deposit insurance expenses. .. ...............

Total liabilities........... e

CAPITAL
Capital stock:
United States. e e e
Federal Reserve banks. .. ... ... . . . 0 0000

Less provision for retirement pursuant to Public Law 363—
80th Congress (see current liabilities). ...................
Net capitalstock, .. .................co0.0 e
Surplus—(see Table 11) .. .. coiiin it

R4

7,173,569.38

79,560.02
4,452,200.66

$ 9,144,440.20

84,766.59
6,664,819.55

6,959,368.43 8,261,221.79
411,282.34 387,846.12
19,075,980.83 24,543,094.25
15,497,234.21 18,991,520.60

13,578,746.62
4,588,948.84

1,022,456,486.94
23,881.78
19,773.28

1.00

74,297.49

5,551,573.65
7,337,224.71

1,047,720,660.50
32,728.86
22,818.52

1.00

78,996.38

$1,030,742,135.95

$1,060,739,003.62

$  20,000,000.00
1831.23
494,175.15
79,560.02
3,354,786.54

22,970.38

'$7 7 '349,436.50°
722,288.95
84,766.59
1,050,931.67

46,583.68

$  24,652,323.32

$ 2,254,007.39

$ 102,604,306.58

$ 150,000,000.00
139,299,556.99

102,604,306.58 289,299,556.99
20,000,000.00 |......00nerueannn
282,604,306.58 289,299,556.99

923,485,506.05

769,185,439.24

Totalcapital.................. .

1,006,089,812.63

1,058,484,996.23

Total liabilities and capital . ...............

$1,030,742,135.95

$1,060,739,003.62

1 Assets acquired through bank suspensions and mergers:

Disbursements (including principal and recoverable liquidation expense) ..

ReCOVEriOs. .o vi vttt ittt it e i e

Remaining assets. .. .......covitiriiiniiiaannnan.

Less: Losses incurred and reserve for losses. .

Net book value, December 81, 1947...........

% See page 32,

$307,652,646.41
278,076,790.67

29,675,855.74
25,997,109.12

$ 3,578,746.62
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Audit. The report on audit of the Corporation for the year ended
June 30, 1946, made under the direction of the Comptroller General,
was transmitted by the Comptroller General to Congress on January 29,
1948, and printed as House Document No. 514, 80th Congress, 2nd
Session. Income and asset and liability statements of the Corporation
from this audit are given in the Annual Report of the Corporation for
1946, pp. 37-40.

The audit of the Corporation for the year ended June 30, 1947, was
also made under the direction of the Comptroller General. The asset and
liability statement, and the income statement, from this audit have been
furnished to the Corporation by the Comptroller General and are given
in Table 14. The auditors’ opinion is shown on the next page.

Footnotes to Table 13, continued:
2 Capital stock:
Originally issued:

United States. .......o i e $150,000,000.00
Federal Reserve banks. ........................ 139,299,556.99 $289,299,556.99
Retired by payments to December 31, 1947:
United States........... ... o i, $ 47,395,698.42
Federal Reservebanks. .. ..........oovnioio.., 139,299,556.99 186,695,250.41
Held by United States Treasury, December 31, 1947............. 102,604,306.58
Provision for retirement, December 31, 1947. ... .. ... ... ... ... .. ... ..., 20,000,000.00

Net capital stock, December 81, 1947.. ... . ... ... .. ........ $ 82,604,306.58
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GENERAL AcCCOUNTING OFFICE

WASHINGTON 25

CORPORATION AUDITS DIVISION

January 30, 1948

AUDITORS’ OPINION

We have examined the balance sheet of FEDERAL DEPOSIT INSURANCE CORPORATION
as of June 30, 1947, and the statement of income for the year ended that date. In
connection therewith, we have reviewed the system of internal control and the ac-
counting procedures of the Corporation and, without making a detailed audit of
transactions, have examined or tested accounting records and other supporting
evidence by methods and to the extent deemed appropriate in view of the work per-
formed by the Corporation’s internal auditing staff. Our examination was made in
accordance with generally accepted auditing standards and included all procedures
which we considered necessary in the circumstances. This examination was made
pursuant to the requirements of the Government Corporation Control Act (59 Stat.
597) effective July 1, 1946, a full report of which is being submitted to the Comptroller
General of the United States.

We did not inspect the collateral under loans to merged insured banks or the docu-
ments evidencing ownership of assets purchased from merged insured banks or insured
banks in receivership, which collateral and assets for the most part are held by liqui-
dating agents of the Corporation at various locations throughout the country, but
we reviewed the reports of the Corporation’s internal auditors on their examination
of such collateral and purchased assets.

In our opinion, the accompanying balance sheet as of June 30, 1947, and the state-
ment of income for the year ended on that date fairly present the finaneial position
of Federal Deposit Insurance Corporation at June 30, 1947, and the results of its
operations for the year ended on that date, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the preceding year.

(Signed)

SteruEN B. Ives
Director
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Table 14. ASSET AND LIABILITY AND INCOME STATEMENTS OF THE FEDERAL
DErosiT INSURANCE CORPORATION—FROM AUDITORS’ REPORT

FOR YEAR EnbED JUNE 30, 1947

ASSETS
June 30, 1947
Cash:
On deposit with the Treasurer of the United States............. $ . 7,635,365
On hand, in transit, and on deposit with banks. ............... 561,483 | $ 8,196,848
U. S. Government securities owned—at cost less amortization
(face value, $1,122,308,100, and market value, $1,148,500,131)| 1,122,606,137
Accrued interest receivable thereon........... ... ... .. ... ,346 1,124,923,483
Assel_t’s aﬁquired through mergers and receiverships of insured
anks:
Subrogated claims of depositors against banks in receivership, less
collections (note 1) . 7,975,523
Depositors’ net balances in banks in recelvershlp, to be subrogated
when pald—contra 80,804
Equity in collateral assets and llquldatlon expenses ‘incurred
through loans to merged banks, less collections (note 2) . . 4,647,561
Assets purchased and hqu1datlon expenses incurred under agree—
ments with merged banks, less collections (note 2). . e 7,070,305
Assets purchased outnght—cost less collections (note 2) ........ 416,433
20,190,626
Less—Reserve for losses and expenses.. .. 16,546,988
Remainder, net book value of assets acqulred through mergers
and receiverships of insured banks. . . e 3,643,638
Miscellaneous receivables and deferred charges:
Receivables from other Government agencies. ... .............. 10,811
O her . . oot e 104,598 115,409
Furniture, fixtures, and equipment, at nominal value......... 1
$1,136,879,379

LIABILITIES

June 80, 1947

Accounts payable and accrued expenses (note3)..............
Earnest money, escrow funds, and collections held for others. .

Depositors’ net balances in Insured banks in receivership,
pending settlement—contra..................ccoieiaian..

Deferred credits (mterest on loans, and allowable returns on pur—
chased assets—note 2).

Investment of U. 8. Government and Government agencies,
represented by nonvoting ecapital stock without par value
(note 4):

U. S. Treasury..
Federal Reserve Banks. .. .. .. ..oooooooioono 00

$ 150,000,000
139,299,557

Deposit insurance reserve:
Deposit insurance reserve for future losses and related expenses
(notes 4, 6, and 8) ... ....oui ittt ittty e
Federal credit union deficit representing deposit insurance funds
applied to credit union activities (note 5)

845,345,659
958,835

Remainder of deposit insurance reserve available for future losses
and related eXPenSesS. . v. vttt it i e

$ 370,928
551,978

80,804

2,189,288

289,299,557

844,386,824

$1,136,879,379
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Table 14. AssET AND LIABILITY AND INCOME STATEMENTS OF THE FEDERAL
DeprosiT INSURANCE CORPORATION—FROM AUDITORS’ REPORT
rorR YEAR EnxpEp June 30, 1947—Continued

INCOME
Fiscal year ended
June 30, 1947
Deposit insurance and investment activities:
Deposit insurance assessments. ... ................. $ 111,688,194
Income from investments:
Interest earned on U. S. Government securities, less amortiza-
tion of premiums and discounts. .. .............. ... ... $24,837,647
Profit on sale of U. S. Government securities. .. ............. 6,155,745 30,993,392
Income from bank mergers and receiverships:
Interest and allowable return (note 2)....................... 181,634
Profit on sale of assets purchased outright. ...... . 92,980
Net income from assets purchased outright. . .. . . 13,343
Receivershipfees......... ... .. 8,215
296,172
Deduct—Provision for losses on assets acquired.............. 90,054
206,118
Total INCOME. . . . .ottt ittt et ettt it et et 142,887,704
Operatin-g L2 4 1= T 4,589,414
Net operating income from deposit insurance and investment
activities . .. ... e 138,298,290
Add—Net reduction of reserves for losses and expenses provided in
prior years in excess of currently estimated requirements. ... .. 2,931,489
Net increase in deposit insurance reserve for theyear............. 141,229,779
Balance of deposit insurance reserve at beginning of year.......... 704,115,880
Balance of deposit insurance reserve atend of year............... $845,345,659
Credit Union activities:
Income fromfees. .. .. ...t in ittt i et e $ 210,372
Operating eXpenses. . .. .. c.vve ettt eiaieiiiot e 497,878
Net loss from Federal credit union activities for the year........ 287,506
Deficit at beginning of theyear. .. ......... ... ... ... iial.. 671,329
Deficitatend of year. ... ....conit it i $ 958,835

NOTES:

1. The Corporation properly does not reflect in its balance sheet the assets of closed insured banks
wherein it acts as receiver. Those assets remaining and unliquidated at June 30, 1947, aggregated
$1,862,932 on the records maintained by the Corporation as receiver. The recovery value was estimated
to be $179,5693 which, when collected, will be applied against the unpaid creditors’ claima of $1,764,206,
u;cé\idér';g gﬁ)ositors’ claims subrogated to or pending settlement with the Corporation in the amount
of $1,672,511.

2. Loans to merged insured banks are supported by collateral and are evidenced by demand notes
bearing interest at the rate of 4 percent per annum on the principal and any subsequent amounts ex-
pended by the Corporation. Under this arrangement, notes are dishonored immediately by the closed
bank and the Corporation acquires and proceeds to liquidate the collateral assets until it has recovered
the principal and any subsequent amounts expended, plus interest thereon. Any excess recoveries and
residual assets are returned to the stockholders of the closed bank.

Assets purchased from merged insured banks are evidenced by agreements allowing a return at the
rate of 4 percent per annum on the principal purchase price and any subsequent amounts expended by
the Corporation. Under this arrangement, the Corporation acquires title to the assets, which it liquidates,
returning any excess recoveries to the stockholders of the selling bank.

The Corporation follows the practice of taking into income only such amounts of interest and al-
lowable return as are realized after recovery in full of its investments (including recoverable expenses}
in the respective loan and assets-purchased cases which have been terminated. For those cases not yet
terminated in which the Corporation has recovered in full its investment, the additional recoveries
representing interest and allowable return amounting to $2,175,725 as of June 30, 1947, are included
in deferred credits.

Assets purchased outright represent transfers of the remaining slow-moving or worthless assets
from assets purchased under agreement or purchases of similar assets from loan or receivership cases.

8. The liability of the Corporation in connection with accrued annual leave of employees as of
June 3}?, 1947, estimated by the Corporation to be approximately $879,610, is not reflected in the bal-
ance sheet.
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Table 14. AssEr AND LIABILITY AND INCOME STATEMENTS OF THE FEDERAL
DEerosiT INsSURANCE CORPORATION—FROM AUDITORS’ REPORT
For YEAR EnxpEDp JUnE 30, 1947—Continued

NOTES: continued

4. Public Law 363, Eightieth Congress, approved August 5, 1947, directs the Corporation to
retire its capital stock by paying the amount receivéd therefor (whether received irom the Secretary
of the Treasury or the Federal Reserve banks) to the Secretary of the Treasury. The act provides among
other things that:

‘““As soon as practicable after the enactment of this Act, the Corporation shall pay to the
Secretary so much of its capital and surplus as is in excess of $1,000,000,000. The balance of the
amount to be paid to the Secretary shall be paid in units of $10,000,000. Each unit shall be paid
as soon as it may be paid without reducing the capital and surplus of the Corporation below
$1,000,000,000. As each payment is made a corresponding amount of the capital stock of the Cor-
poration shall be retired and canceled and the receipt or certificate therefor shall be surrendered
or endorsed to show such cancellation. The stock subscribed by the various Federal Reserve banks
shall E)edretired and canceled, pro rata, before the stock subscribed by the Secretary is retired and
canceled.”

In conformance therewith, the Corporation paid to the Secretary of the Treasury on September 8,
1947, the sum of $146,695,250 ($189,299,557 to retire all of the outstanding stock in the name of the
Federal Reserve banks and $7,395,6938 to retire a portion of the outstanding stock in the name of the
Secretary of the Treasury).

It is expected that all of the capital stock of the Corporation will be retired by August 1948.

5. The Corporation has been delegated the noninsurance function of supervising Federal credit
unions for the United States Government. This activity has resulted in a loss to June 30, 1947, of
$958,835, including $287,506 for the fiscal year 1947, which has been charged to the deposit insurance
{eserve. To date, the Corporation has not requested an appropriation from the Congress to cover these
osses.

6. Under the provisions of section 12B of the Federal Reserve Act, as amended by section 101 of
the Banking Act of 19356 (subsection ‘“0”), the Corporation was authorized and empowered to issue
and have outstanding its notes, debentures, bonds, or other such obligations, in a par amount aggre-
gating $974,600,000 at June 30, 1947. This borrowing power is canceled under the provisions of Public
Law 363, Eightieth Congress, approved August 5, 1947, which authorizes the Corporation to borrow
from the Treasury, on such terms as may be fixed by the Corporation and the Secretary, such funds
as in the judgment of the board of directors of the Corporation are required from time to time for in-
surance purposes, not exceeding, in the aggregate, $3,000,000,000 outstanding at any one time. The
Corporation has never used the borrowing power granted to it by the Congress.

7. The Corporation estimates that the insured deposits in operating insured banks amounted to
approximately $78,000,000,000 at June 30, 1947.

8. In the foregoing balance sheet, the surplus of the Corporation as at June 80, 1947, is reflected
as “‘Deposit insurance reserve.”
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BaNks AND BRANCHES

The annual changes in the number of banks and branches during the
war and postwar years have not been great. Still, it may be noted that
the number of insured banks has grown slowly but consistently since
1942, while the number of noninsured banks has declined in each year
since the beginning of Federal deposit insurance.

On December 31, 1947, the 13,597 insured commercial and mutual
savings banks represented 92 percent of the number of all banks in the
United States and possessions. The proportion of all bank deposits in
insured banks was even greater, amounting to 95 percent.

In seven States and the District of Columbia deposits of all of the
banks are insured by the Federal Deposit Insurance Corporation, and in
thirty-two States the proportion of insured banks is*between 90 and 100
percent. States in which less than 90 percent of the banks are insured
include: most of the New England States where a large number of mutual
savings banks have remained outside the Federal insurance system;
South Carolina, in which a number of cash depositories, the investments
of which are limited in character, are operating; Georgia, which has the
largest number of private banks of any State; and Kansas and Nebraska.
The proportion of insured banks in each State is shown in Chart C.

CHART €
INSURED BANKS AS A PERCENTAGE OF ALL BANKS
DECEMBER 31,1947

UNITED STATES AVERAGE 92

39
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Changes in the number of banks and branches. The yearly
decreases in the number of banks during the prewar and war periods
were succceded by net inereases in 1945, 1946, and 1947. Unlike the
rapid growth in the number of establishments in many other kinds of
businesses, however, the growth in the number of banks during the
exceptionally prosperous postwar years has been small. The net increase
of all banks amounted to 16 in 1947, 34 in 1946, and 15 in 1945. The
efforts of the State and national supervisory agencies to sccure adequate
management and capitalization of new banks in order to prevent re-
currence of the pattern of speculative over-banking in many communities
such as took place in the early part of this century have served to check
the expansion in the number of banks. In addition, the returns from the
establishment of new banks have appeared to be less attractive than the
prospective rcturns from many other types of enterprises.

In 1947 as in recent years the admission of operating banks to insurance
was the primary factor contributing to the net growth in the number
of insured banks. During 1947, as shown in Table 15, there was a net
increase of 47 in the number of insured banks; the net shift of noninsured
to insured banks accounted for 31 and the number of insured banks
beginning operations exceeded those ceasing operations by 16. During
the 6-year period from the end of 1941 to the end of 1947 the net shift
of noninsured to insured banks totaled 279. Consequently, the number
of insured banks increased over the period even though the total number
of banks decreased.

Table 15. CHANGES IN NUMBER OF INSURED AND NONINSURED BANKS
AND BraNcHES IN THE UNITED STATES AND POSSESSIONS
1947 aAnD THE PERIOD 1942-1947

During 1947 During 1942-1947
Type of change
Total | Insured | ,Nom- Total | Insured | ,Non-
insured insured
All banking offices
Netchange...................... 205 224 -19 415 786 -371
Officesopened. . ................ 333 307 26 1,645 1,522 123
Offices elosed . .................. 128 114 14 1,230 1,082 148
Changes in classification—net.....|......... 31 =81 ]......... 346 -346
Banks
Netchange...................... 16 47 -31 -225 115 -340
Banks beginning operations..... .. 113 99 14 521 446 75
Banks ceasing operations. ........ 97 83 14 746 610 136
Changes in classification—net. .. .. e 31 =31 ]......... 279 -279
Branches

Netchange...................... 189 177 12 640 671 -31
Branches opened for business. .. .. 220 208 12 1,124 1,076 48

Facilities provided as agents of
the government............... 2 2 ... 386 384 2
Other branches opened .. . . ....... 218 206 12 738 692 46
Branches discontinued......... .. 31 31| 484 472 12

Facilities provided as agents of
the government............... 9 £ 307 305 2
Other branches discontinued. .. ... 22 22|00t 1?77 167 10
Changes in elassification—net. .. ..J.. ... ... oo loriie i i 67 ~67

.org/
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BANKS AND BRANCHES 41

Although the number of banks has declined since the beginning of
the war, the number of branches has increased. In 1947 the net increase in
branches was 189, representing 30 pereent of the net increase of 640
from the end of 1941 to the end of 1947. During the war much of the
growth in the number of branches was in facilities provided as agents
of the United States Government. By 1947, however, most of these
facilities had been closed.

AsseErs AND DEPOSITS

The dominant banking development in 1947, as in 1946, was the rapid
expansion of bank loans to business and individuals, particularly during
the second half of the year. The demand for credit continued to be
strong. Business borrowed from banks to cxpand and improve plant
and equipment, to build up inventories, and to meet the other financial
requirements of increased business activity. The use of bank credit by
individuals to buy homes and other consumer goods continued to rise.
State and local governments floated bond issues for veterans’ bonuses
and for deferred improvements of roads and school systems. Although
widely expected following the end of the war, a gencral business recession
failed to appear. On the contrary, further price inflation rather than
deflation has characterized developments thus far during the postwar
period, and in most of the major segments of the economy the supply
of goods has not met the effective demand.

Assets and deposits of all banks. Total assets of all commercial
and mutual savings banks rose $7 billion in 1947 and amounted to $176
billion at the year end. This total was $2 billion less than the peak reached
on December 31, 1945. As shown in Chart D, however, bank assets in
most Statcs were higher at the close of 1947 than in 1945. During this
period the decline in bank assets in New York and a few other States
excceded the increases in the rest of the country.

The differences in the expansion or contraction of bank assets by
States since the war indicate the combined impact of Federal fiscal policy
and of relative changes among the States in the value of the output of
goods and services. Thus, bank assets at the close of 1947 were 8 percent
below the 1945 peak in New York State where the contractive effects
of the debt retirement program were most marked. At the other extreme,
the largest relative increase in bank assets during the first two postwar
years occurred in the Dakotas. There, agricultural prosperity was ex-
ceptional as a result of a combination of bumper production and relatively
high prices for the major products of the area.

One of the major effects of the postwar credit expansion was to con-
tribute further to the inflationary pressure generated by the rapid growth
in the money supply during the war. Business and personal deposits
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rose 5 percent during 1947. This was a less rapid rate for the year as a
whole than for 1946 when these deposits rose 10 percent. In the first
part of 1947 business and personal deposits receded as tax payments were
not entirely returned to the income stream through Government ex-
penditures for goods and services but were partially extinguished through
retirement of Federal debt held by the banking system. In the latter
part of the year, however, these deposits expanded again, largely as a
result of the expansion of loans.

CHART D
PERCENTAGE CHANGE IN TOTAL ASSETS OF ALL BANKS

DEGEMBER 31,1945 TO DEGEMBER 3i, 1947

CHANGE

ECREASE

¥/} \NGREASE 5% OR LESS

-INCREASE MORE THAN 5%
UNITED STATES AVERAGE -1%

Total deposits in all banks were 4 percent higher on December 31,
1947, than at the end of the preceding year, since the rise in business
and personal deposits during the latter part of the year exceeded the
reduction in United States Government deposits in the first part of the
year. In 1946, when the reduction in deposits of the United States Govern-
ment was much greater than in 1947, total deposits in all banks declined
by 6 percent. United States Government deposits dropped from 15
percent of total deposits at the close of 1945 to 1 percent at the end of
1947.

The volume of the principal assets and liabilities of all banks at the
close of 1945, 1946, and 1947 is given in Table 16.
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Table 16. Assers AND LiasiviTies oF Arr Banks 1N THE UNITED STATES
AND Possessions, DECEMBER 31, 1947, 1946, aND 1945

(Amounts in millions of dollars)

Percentage change
Asset, liability, or capital Dec. 31, | Dec. 31, | Dec. 81, during—
account item 1947 1946 1945

1947 1946

Totalassets. .. ...............co0vvun. $176,007 | $169,256 | $178,203 4.09, -5.09,
Cash and funds due from banks. . 38,559 35,185 35,585 9.6 -1.1
United States Government obllgatlons 81,623 87,032 101,822 -6.2 -14.5

Obligations of States and political sub-

divisions. . ........... ... .. oL 5,362 4,471 4,064 19.9 10.0
Other securities. ... .................. 5,398 5,046 4,631 7.0 11.4
Loans, discounts, and overdrafts. ...... 43,229 35,810 30,473 20.7 17.5
Miscellaneous assets. ... .............. 1,836 1,712 1,728 7.2 -0.9
Total liabilities and capital accounts.. 176,007 169,256 178,203 4.0 ~-5.0
Total deposits. ..................... 162,713 156,753 166,474 38 -5.8
Business and personal-—total . 140,341 133,956 121,776 4.8 10.0
Demand. . 85,302 81,276 73,876 5.0 10.0
Time. .. .. 52,438 50,284 45,285 4.8 11.0
Cerlified checks, e 2,601 2,396 2,615 8.6 -8.%
United States Government. . . . Ce 1,534 3,164 24,770 -51.5 —87.2
States and political subdivisions.. .. .. 7,788 6,895 5,786 13.0 19.2
Interbank (including postal savmgs) 13,050 12,738 14,142 2.4 -9.9
Miscellaneous liabilities. . . 1,298 1,158 1,203 12.1 -3.7
Total capital accounts. .. ............. 11, 996 11,345 10, 526 5.7 7.8
Number of banks included............... 14,755 14,655 14,621 0.7 0.2

Types of assets of commercial banks. Total assets of commercial
banks rose to $156 billion at the end of 1947 after declining moderately
in the first half of the year. These movements were closely related to
the changes which occurred in the reserve position of the banks. Changes
in the amount of reserves available in 1947 were affected primarily by
gold inflows and changes in the amount of United States Government
obligations held by the Federal Reserve banks. In the first part of 1947
member bank reserves declined as cash retirements of the Federal debt
held by the Federal Reserve banks exceeded the gold inflow. However,
in the last half of the year reserves increased materially as the retirement
of debt held by the Federal Reserve banks failed to offset Reserve bank
purchases of United States Government obligations and the further
inflow of gold.

The expansion of bank loans to business and individuals and the
reduction in Federal debt held by the banking system reversed the
wartime trend in the distribution of assets. United States Government
securities declined from 57 percent to 45 percent of total assets of com-
mercial banks between December 31, 1945, and December 31, 1947,
while the proportion of loans increased from one-sixth to nearly one-
fourth. The distribution of assets and liabilities of all commercial banks
is given in Table 17.

A special study of the loans of insured commercial banks, 1934-1947,
is presented in Part Three of this report.
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Table 17. AssiEts anD LiaBiniTiEs oF ALL COMMERCIAL BANKS IN THE
Un1rep StaTeEs AND PossessioNs, DECEMBER 31, 1947, June 30, 1947,
DeceMBER 31, 1946 AND 1945

(Amounts in millions of dollars)

Percentage
Asset, liability, or Dec. 31, | June 30, Dec. 31, Deec. 31, distribution
capital account item 1947 1947 1946 1945 Dec. 31, | Dee. 31,
1947 1945
Totalassets...............| $156,293 | $147,887 | $150,552 | $161,182 109.09, 100.09;,
Cash and funds due from
banks. 37,673 32,878 34,366 34,975 24.1 21.7
United States Government
obligations. 69,645 70,976 75,253 91,149 44.6 56.5
Obligations of %tates and
politieal subdivisions. .. .. 5,297 4,976 4,411 3,974 3.4 2.5
Other securities. L 3,745 3,595 3,707 3,366 24 2.1
Loans, dlscounts and over-
drafts. .. .. e 38,284 33,893 31,283 26,193 24.5 16.3
Mlscellaneous as‘;e(s S 1,649 1,569 1,532 1,525 1.0 0.9
Total liabilities and capltal
accounts. A 156,293 147,887 150,552 161,182 100.0 100.0
Total deposits. 144,950 136,749 139,883 151,089 92.7 93.7
Business and personal—
total. . .. 122,584 116,038 117,092 106,397 78.4 66.0
Demand .............. 85,291 79,540 81,265 73,867 54.6 45.8
Time.. ... ............ 34,694 84,351 33,432 29,917 22.2 18.6
Certified checks, ete. . ... 2,599 2,147 2,395 2,613 1.6 1.6
United States Government 1,631 1,420 3,161 24,767 1.0 15.4
States and political sub-
divisions. . . 7,786 7,518 6,893 5,784 5.0 3.6
Interbank (mcludmg post-
alsavings). . .......... 13,049 11,773 12,737 14,141 8.3 8.7
Miscellaneous liabilities. . .. 1,236 1,209 1,108 1,160 0.8 0.7
Total capital accounts. . . .. 10,107 9,929 9,561 8,933 6.5 5.6
Number of banks included. ... 14,222 14,222 14,1141 14,0790 0 oo

1 Noninsured nondeposit trust companies are not included.

In view of the increasing proportion of loans, many of which have been
made in a period of high prices and expanding business activity, the
probability of higher rates of losses in the future has increased. However,
the risk incurred was diminished to the extent that loans were protected
by Government guarantee or insurance.

At the end of 1947 approximately $5 billion, or 13 percent, of the
amount of loans outstanding at commercial banks were covered by
Federal Government guarantee or insurance provisions which protected
the bank from loss either in whole or in part. Since most of the Govern-
ment guarantec or insurance was applied to real estate loans, regarded
as one of the more hazardous types, the importance of this protection
to banks is probably more than the overall figures would indicate. Table
18 shows the amount of commercial bank loans outstanding and insured
or guaranteed by agencies of the United States Government, together
with the guaranteed portion on December 31, 1947.

Commercial bank portfolios of United States Government securities
declined from $75 billion at the beginning of 1947 to $70 billion at the
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close of the year. Most of this decrease occurred as a result of retirements
of short-term obligations by the Treasury in the first half of the year. In
the second half of 1947 commereial bank holdings of Treasury bills and
notes increased as interest rates on these short-term instruments advanced,
and the rate of debt retirement moderated. The amount of certificates
of indebtedness was reduced, however. Following declines in the market
prices for United States Government bonds below previous support
levels, holdings of bonds were also reduced at the close of the year.

Table 18. CoMMERCIAL BANK Loaxs GUARANTEED OR INSURED BY AGENCIES
oF THE UNITED STATES GOVERNMENT, DECEMBER 31, 1947

(Amounts in millions of dollars)

Total guarantced Guaranteed
Type of loan and guarantor agency in whole or in bortion
part k
AlL EYPeS. . oo i $5,143! $3,4770
Realestate—total................................. 3,898 2,733
Federal Housing Administration. . . . . 1,801 1,786
Veterans Administration. .......... S 2,097 947
Business loans—total. .. .......................... 788 573
Veterans Administration. [ 183 71
Reconstruction Finance Corporatlon ................ 409 307
Export-Import Bank. . 187 187
‘War Agencies, Regulatlon V ....................... 2 2
Federal Reserve 18B.............................. 7 6
Farm loans—total. . ................... ... 0ot 87 76
Veterans Administration. . ............ ... o L 21 10
Commodity Credit Corporation. . .................. 66 66
Consumer loans—total. . ....................... .. 376 951
Federal Housing Administration.................... 370! 951

1 Includes a small amount of Title I loans made by mutual savings banks not available separately.

Note: Based on records of guarantor agencies. Volume of commercial bank loans guaranteed by
Veterans Administration estimated upon the basis of a sample survey.

The distribution of particular types of United States Government
obligations in portfolios of insured commercial banks has changed con-
siderably since the end of the war, primarily due to the impact of the
debt retirement program.! Between December 31, 1945, and December
31, 1947, the proportion of notes, bills, and certificates declined from
42 percent to 23 percent of the total. The proportion of bonds maturing
in 5 years or less, however, increased markedly after 1945, partly because
of the passage of time. The proportion of bonds maturing in over 5 years
remained about the same. The change in the distribution of United
States Government obligations held by insured commercial banks is
presented in Table 19.

1 Prior to December 31, 1947, this distribution was available only for insured commercial banks,
which hold 98 percent of all commercial bank assets.
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Table 19. Maturities oF UNITED STATES GOVERNMENT OBLIGATIONS HELD BY
InsurED CoMMERCIAL Banks, DECEMBER 31, 1947, 1946, anp 1945

(Amounts in millions of dollars)

Amount Percentage distribution

Type and maturity
Dec. 31, | Dec. 31, | Deec. 31, Dec. 81, | Dec. 31, | Dec. 31,
1947 1946 1945 1947 1946 1945

Total U. S. Government

obligations. . ..... . $67,960 $73,575 $88,933 100.0%, 100.09;, 100.0%
Marketable igsues:
Direct:
Treasury billst. . ...... 2,124 1,272 2,456 3.1 1.7 2.8
Certificates of indebted-
ness!. e 7,555 12,293 19,075 11.1 16.7 21.5
Treasury n0t951 N 5,920 6,781 16,047 8.7 9.2 18.0
Bonds maturing in:*
5 yearsorless....... 18,341 12,728 9,030 27.90 17.3 10.2
5to10 years........ 22,202 29,700 32,230 32.7 40.4 - 36.2
10 to 20 years....... 7,534 6,697 6,092 11.1 9.0 6.9
Over 20 years. ...... 2,654 3,008 2,787 3.9 4.1 3.1
Guaranteed issues. ...... 14 15 22 () ®) @)
Non-marketable issuest. .. .. 1,616 1,181 1,194 2.4 1.6 1.3

1 Treasury bills are generally issued with maturities of 91 days; certificates of indebtedness have
maturities of approximately one year; and Treasury notes are issued with maturities of from one to five
years.

2 Based upon number of years to final maturity.

3 Liess than 0.05 percent.

4 Includes United States savings bonds, Treasury bonds (investment series A-1965), and depositary
bonds. Prior to December 31, 1947, this item included United States savings bonds only; depositary
bonds were included with other Umted States bonds according to maturity.

Types of assets of mutual savings banks. Total assets and liabilities
of mutual savings banks have continued to increase during the postwar
years, but at a slower rate than during the war years. Total deposits
rose 5 percent during 1947 compared with an increase of 10 percent in
1946. Total assets of all mutual savings banks amounted to nearly $20
billion on December 31, 1947. One-fourth of this total was invested in
loans, mostly real estate mortgage loans. More than 60 percent or $12
billion was invested in United States Government obligations. More
detailed data are presented in Table 20.

By far the largest proportion of United States Government obligations
held by mutual savings banks was in long term bonds. This predominance
was an important factor in the continued growth of these holdings be-
cause the Federal debt retirement program during the postwar period
has been focused upon short-term issues.

The maturity distribution of United States Government obligations
held by mutual savings banks was reported for the first time as of De-
cember 31, 1947, and is presented in Table 21. Bonds maturing after 10
years constituted almost 80 percent of the total portfolio. Treasury notes,
bills, and certificates, and bonds maturing in less than 5 years, comprised
8 percent of the portfolio.
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Table 20. AsseErs AND LiABILITIES OF ALL MUTUAL SAVINGS BANKS IN THE
Unrrep Statks, DECEMBER 31, 1947, 1946, AND 1945

(Amounts in millions of dollars)

Percentage changet
Asset, liability, or surplus and Dec. 31, | Dec. 31, | Deec. 31, during—
capital account item 1947 1946 1945
1947 1946
Totalassets. ..............coouvevnnn.. $19,714 $18,704 $17,021 5.49, 9.9%
Cash and funds due from banks........ 886 819 610 8.2 343
United States Government obligations. . 11,979 11,779 10,673 1.7 10.4
Obligations of States and political sub-
divisions. . ............. ... 65 60 89 7.0 -32.2
Other securities. . .................... 1,653 1,339 1,166 23.5 14.8
Loans, discounts, and overdrafts....... 4,944 4,527 4,280 9.2 5.8
Miscellaneous assets. ., ................ 187 180 203 3.9 -11.3
Total liabilities and surplus and capital
accounts. ..................a . 19,714 18,704 17,021 54 9.9
Total deposits. ...................... 17,763 16,870 15,385 5.3
Miscellaneous liabilities. . ............. 62 50 43 23.3 16.3
Surplus and capital accounts........... 1,889 1,784 1,593 5.9 12.0
Number of banks included............... 533 5411 542! -1.5 0.2

1 Computed from unrounded figures.
2 Includes 8 noninsured guaranty savings banks in New Hampshire.

Table 21. MarturiTies oF UNITED STATES GOVERNMENT OBLIGATIONS HELD
BY MuTuaL Savings Banks, DECEMBER 31, 1947

(Amounts in millions of dollars)

Type and maturity Amount g;:;:ﬁﬁfg%;
Total United States Government obligations. ... .. $11,978 100.0%;,
Marketable issues:
Direct:
Treasury notes, bills, and certificates........... 314 2.6
Bonds maturing in:!
Syearsorless.........coiiiitiiiiiiiinan. 652 5.5
T Btol0Years. ... . 1,415 11.8
10to20 years.........oiiiiii i 3,712 31.0
OVEer 20 Years. . oot vt vt iece i e e 5,515 46.0
Guaranteed ISSUES. . ... et ieit it et 3 ®
Non-marketableissues®...,.................... ... 367 3.1

1 Based upon number of years to final maturity.
2 Liess than 0.05 percent.
b d‘ Includes United States savings bonds, Treasury bonds (investment series A-1965), and depositary
onds.

CAPITAL

Total capital accounts of all commercial banks amounted to $10
billion on December 31, 1947, 6 percent higher than at the beginning of
the year. As in earlier years most of the addition to bank capital in 1946
and 1947 came from retained earnings. In these two years, almost two-
thirds of net profits after taxes were added to capital accounts. However,
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as shown in Chart E, the proportion”of bank profits devoted to strength-
ening capital structures varied widely among the different States, ranging
from 41 percent in Rhode Island to 86 percent in Nevada.

CHART E
NET ADDITIONS TO CAPITAL FROM PROFITS AS A PROPORTION
OF NET PROFITS AFTER TAXES DURING 1946 AND 1947
INSURED COMMERGIAL BANKS

PROPORTION

Bl -« or Less
A 65% 10 74%

75% OR MORE
UNITED STATES AVERAGE 64%

Preferred stock and capital notes and debentures. Further
progress was made in 1947 toward the retirement of the preferred stock
and capital notes and debentures remaining in the capital accounts of
commercial banks. Most of this type of capital account represented
investment by the Reconstruction Finance Corporation. As indicated
by the data shown in Table 22, the retirement of this investment has been
substantial in relation to the small amounts outstanding in postwar
years.

Capital ratios. Since both assets and capital of commercial banks
grew at approximately the same rate in 1947, the average ratio of total
capital accounts to total assets of 6.5 percent at the end of the year was
almost unchanged from the beginning of the year. The rapid expansion
of loans to business and individuals in 1947, however, brought a sharp
decline in the ratio of capital accounts to risk assets, from 23.4 percent

at the beginning of the year to 20.6 percent at the end of the year.
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Table 22, CAPITAL AccoUNTS AND CAPITAL RaTi08 oF ALL COMMERCIAL BANKS
IN THE UNITED STATES AND Possessions, DEcCEMBER 31, 1947, 1946, anp 1945

(Amounts in millions of dollars)

Percentage change
Type of capital account Dec. 31, | Dee. 31, | Deec. 31, during—
or capital ratio 1947 1946 1945
1947 1946
Capital accounts—total. .. .. ....... ... $10,107 $9,561 $8,933 5.7% 7.0%
Capital stock, notes, and debentures—
total . . ... ... 3,337 3,248 3,130 2.9 3.6
Common slock................... ... 3,192 3,0681 2,908 4.0 5.7
Preferred stock, cupital mnotes and de-
bemtures. . ...... ... ...l 145 175 22N ~17.1 -22.9
Surplus. . ....... ... i 4,450 4,155 3,873 7.1 7.3
Undivided profits, including all other
capital accounts.................... 2,320 2,163 1,930 7.3 12.1
Ratio of total capital accounts to:
Totalassets. . ....................... 6.5% 6.4%, 5.5%
Assets other than cash and United States
Government obligations. .. .......... 20.6 23.4 25.5

1 Partly estimated.

The problem of low capital ratios, as indicated in Chart F, is partly
regional in character. Those States where the average capital ratios were
lowest were typically the States where the expansion in bank assets during
the war and postwar periods was relatively largest, notably in the West.

CHART F
RATIOS OF TOTAL CAPITAL ACCOUNTS TO TOTAL ASSETS

GCOMMERCGIAL BANKS
DECEMBER 31,1947

CAPITAL RATIO

- 49% OR LESS
% 50% TO 6.9%

70% OR MORE

UNITED STATES AVERAGE 6.5%
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A similar pattern of regional variation in the capital ratio is shown by
the distribution of banks according to ratios of adjusted capital accounts
to appraised value of total assets. This distribution, which is obtained
from the reports of examination of insured commercial banks, is given
for each Federal Deposit Insurance Corporation district in Table 23.
In the San Franecisco district more than one-half of the banks had a
capital ratio below 5 percent while only 3 percent of the banks had ratios
of 10 percent or more. In the Boston district one-fourth of the banks
had a capital ratio of 10 percent or more, while less than 2 percent of
the banks had a capital ratio of less than 5 percent.

Table 23. RecioNaL DisTriBuTiON OF INSURED COMMERCIAL BANKS
AccorDpING TO RATIO OF ADJUSTED CAPITAL ACCOUNTS TO APPRAISED
VALUE oF ToTtaL AssETs, EXAMINATIONS IN 1947

Banks with a ratio of adjusted eapital accounts to
All appraised value of total assets of—
FDIC district banks
examined 0.0% 2.5% 5.0% 7.5% 10%
to to to to or
24% 4.9%, 7.4% 9.99, more
All districts. .............. 12,747 54 3,824 5,717 2,103 1,049
1.Boston................. 463 [|.......... 8 190 151 114
2. New York. . .. 1,016 |[.......... 78 505 287 151
3. Columbus. . .. 1,616 2 128 656 501 329
4. Richmond............... 983 7 205 459 212 100
S.Atlanta. ... ... ... 791 6 226 363 126 70
6.St.Louis................ 1,398 1 440 683 200 74
7.Madison,............... 1,311 Jf. ... ... 457 697 132 25
8. Chicago................. 1,342 3 630 588 96 25
9.St.Paul................ 1,010 13 500 417 68 12
10. Kansas City............. 1,370 10 567 577 166 50
11.Dallas. ... ........c... .. 987 7 356 409 130 85
12.8an Francisco........... 460 5 234 178 34 14

Examiners’ evaluation of capital and appraisal of assets. The
downward trend for insured commercial banks in the proportion of
substandard assets, in relation to both adjusted capital accounts and
the appraised value of total assets, stopped in 1947, as shown in Table
24. The increase in these ratios, however, was slight and the 1947 ratios
were still well below the prewar figures.

There was a slight decline in the proportion of banks with no sub-
standard assets in 1947 as compared with 1946, but the proportion was
still higher than in 1945. Distributions of insured commercial banks
according to the ratio of substandard assets to adjusted capital accounts
for the years 1945, 1946, and 1947 are given in Table 25.

The general high quality of bank assets in recent years is primarily
a reflection of business prosperity. Many loans and investments which
were formerly substandard in quality have worked out satisfactorily.
Among the assets which were acquired recently, however, there will be
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many which appear sound although they have inherent weaknesses not
easily recognizable in a boom period. Such assets will be particularly
vulnerable if there should be a decline in business activity. Even though
business activity and employment should remain generally favorable,
some segments of the economy will experience difficulties from time to
time which will adversely affect the credit quality of individual loans
and securities.

Table 24. SussTaNDARD AsSET RaTios oF INSURED CoMMERCIAL BANKS
ExaMINED IN 1939-1947

Ratio of substandard assets to—

Year Appraised Adjusted
value of capital
total assets accounts

0.48% 7.429%,
0.36 6.02
0.45 7.58
0.69 10.92
1.24 17.84
2.13 25.26
2.84 31.12
3 40.35
5.12 4821

Table 25. DistriBuTioN OF INSURED COMMERCIAL BANKS ACCORDING TO
RATIO OF SUBSTANDARD ASSETS TO ADJUSTED CAPITAL ACCOUNTS
ExaMINATIONS IN 1947, 1946 anD 1945

Number of banks Percentage distribution
Bank group
1947 1946 1945 1947 1946 1945
All banks examined........ 12,747 12,493 12,473 100.09, 100.09, 100.0%,
Banks with a ratio of sub-
standard assets to ad-
jlflsted capital accounts
of:
None.......oovvenenennn. 3,556 3,741 3,106 27.9 29.9 24.9
9.99, or less. .. 5,667 5,753 5,902 44.5 46.0 47.3
10.09%, to 19.9%,. .. 1,719 1,558 1,836 13.5 12.5 14.7
20.0% t029.9%.......... 817 640 769 6.4 5.1 6.2
30.0% t089.9%........... 381 345 332 3.0 2.8 2.7
40.0% t049.9%........... 223 183 202 1.7 1.5 1.6
50.09% t099.9%........... 304 228 280 2.4 1.8 2.2
100.09, ormore........... 80 45 46 0.6 0.4 0.4

EArNINGS oF INsURED CoMMERCIAL BANKS

Both total and net current operating earnings of insured commercial
banks reached record levels in 1947, continuing an upward trend un-
interrupted since 1938. The increase in total current operating earnings
in 1947 was largely offset by the growth in current operating expenses;
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net current operating earnings were only slightly above the 1946 level.
Net losses and charge-offs on assets in 1947 were in contrast to the sub-
stantial net recoveries and profits on assets realized in the preceding
years. As a result net profits after taxes in 1947 fell 13 percent below 1946.

In 1947 net profits after taxes represented a rate of return of 8.2
percent on capital accounts. Dividends paid to stockholders increased
to the highest level of any year of Federal deposit insurance. Although
net profits after taxes retained in capital accounts were 23 percent below
the amount retained in 1946, they were sufficient to maintain the capital
ratio at the level reached at the end of 1946. Chart G compares the 1946
and 1947 operating experience of insured commercial banks, while basic
operating data for the period 1934 to 1947 are shown in Table 26.

Table 26. EarniNGs, EXPENSES, AND ProrFiTs oF INsurep CoMMERCIAL BANKsS,
1934-1947

(Amounts in millions of dollars)

. Cash Net
Total Total Net Profits Net Net d&z;?:;%s profits
Year current current current on charge- | Income | profits and retained
operating | operating | operating | securities offs? taxes?® after interest in
earnings | expenses! | earnings! sold on assets taxes paid on capital

capital | accounts

1947 .. $3,098 $1,982 $1,116 $100 $132 $302 $781 $315 $466
1946. . 2,863 1,763 y 209 83 323 902 299 603
1945.. 2,482 1,523 960 267 22 299 906 274 631
1944 .. 2,215 1,357 858 130 34 203 751 253 498
1943 .. 1,959 1,256 703 103 41 128 638 233 404
1942 .. 1,790 1,222 569 66 114 79 441 228 213
1941. . 1,730 1,216 514 145 154 50 455 253 201
1940. . 1,631 1,170 461 178 215 23 401 237 164
1939 .. 1,605 1,148 457 215 272 12 388 232 156
1938 .. 1,584 1,148 436 173 299 10 300 222 78
1937.. 1,634 1,156 478 117 203 11 381 226 155
1936 . . 1,567 1,114 453 268 185 12 524 223 301
1935.. 1,486 1,078 408 2314 4264 5 207 208 (.. ........
1934 .. 1,518 1,114 404 1484 8904 3 -840 188 —5283

1 Figures for 1934-1941 are estimates and differ from reported figures by the amount of estimated income

taxes excluded from total current operating expenses. See footnote 8.

2 Book value of assets charged off minus recoveries on assets previously charged off.
3 Includes surtax and excess profits tax. Figures for 1984-1941 are estimates, based upon Bureau of Internal

Revenue figures of income taxes paid by national banks for 1934-1937, and paid by “all banks and trust com-
panies” for 1938-1941. Income taxes have been reported separately since 1936 for insured banks not members
of the Federal Reserve System and since 1942, for banks members of the Federal Reserve System.

not

Digitized for FRASER

http://fraser.stlouisfed.

+ Estimated; profits on securities sold were not reported separately from recoveries on securities by banks
submitting reports to the FDIC.
5 Net loss,

Total current operating earnings. Total current operating earnings
of $3,098 million in 1947 were 8 percent above the previous year. These
record earnings were chiefly due to the unprecedented $1,282 million
income on loans, which was one-third higher than in 1946, and over three-
fourths above 1945. The proportion of total current operating earnings
derived from loan income rose to 41 percent in 1947, as compared with
an all-time low of 29 percent in 1945.
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