Vol. 1 No. 6

FEDERAL
HOME LOAN BANK

REVIEW

MARCH
1935

ISSUED BY
FEDERAL HOME LOAN BANK BOARD
WASHINGTON D.C.



Federal Home Loan Bank Review

TABLE OF CONTENTS

Page
Plans of loan amortization. ... ... ..ot i e 189
Mortgage and other investments of life insurance companies....................... 200
Advertising and publicity for Federal savings and loan associations.................. 202

Federal authority for conversion of thrift, home-financing institutions from State to
Federal charter. . ... ... oot e e e 208
Residential construction activity in the United States............................. 212
Federal Home Loan Banks authorized to reduce interest rates...................... 219

Table showing growth, trend of loaning operations, line of credit, and unused credit
of the Federal Home Loan Bank System.................................. 220
Combined statement of condition of the Federal Home Loan Banks. ............... 222
Federal savings and loan associations. . .......... ..., 224
Federal Savings and Loan Insurance Corporation. ............................... 229
Home Owners’ Loan Corporation......... ...t iiiiiiii i . 231
Table of applications received and loans closed, by months. ................... 231

Table of applications received and contracts executed by the Reconditioning
Division, by months. .. ... ... ... 231
Resolutions of the Board and opinion of the General Counsel...................... 232
Directory of member, Federal, and insured institutions added during February.. .. ... 236

SUBSCRIPTION PRICE OF REVIEW

The Fepepar HoMk LoaN BAnNx Review is the Board’s medium of communication with member institutions of the Federal Home Loan Bank
System and is the only official organ or periodical publication of the Board. The ReEview will be sent to all member institutions without charge.
To others the annual subscription price, which covers the cost of paper and printing, is $1. Single copies will be sold at 10 cents. Qutside of the
United States, Canada, Mexico, and the insular possessions, subscription price is $1.40; single copies, 15 cents. Subscriptions should be sent to
and copies ordered from Superi dent of D ts, Gover t Printing Office, Washington, D. C.

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



Federal Home Loan Bank Board

Jorn H. Famgy, Chairman T. D. WEssB, Vice Chairman
WiLLiam F. STEVENSON F. W. CatLETT H. E. HoAacLAND

OFFICERS OF FEDERAL HOME LOAN BANKS

Bosrton:
B. J. RorewEgLL, Chairman; W. H. NEavEs, President; H. N. FAULKNER, Vice President;
Freperick WINANT, Jr., Secretary-Treasurer.

NEWARK:
GeorGE MacDonaLp, Chairman; G. L. Briss, President; F. G. ST1ckEL, Jr., Vice President
and General Counsel; ROBERT G. CLARKSON, Vice President-Secretary; DEnTON C.
Lyon, Treasurer.

PrrrsBURGH:

E. T. Trica, Chairman; R. H. Ricuarps, President; G. R. PARKER, Vice President; H. H.
GARBER, Secretary-Treasurer.

WINSTON-SALEM:

Ivan Avien, Chairman; G. E. WaLsron, Vice President; F. F. Kipp, Secretary-
Treasurer.

CINCINNATI:
H. 8. Kissern, Chairman; H. F. CeLrarius, President; W. E. JuLius, Executive Vice
President; H. J. BrooBeck, Second Vice President; W. B. FurcErson, Treasurer;
Dwicat WEBB, Jr., Secretary-Comptroller.

InpiANAPOLIS:
F. S. Cannon, Chairman; F. B. McKissin, President; Joun A. RuuUE, Vice President;
B. F. BurtLEss, Secretary-Treasurer.

CHICAGO:

H. G. ZanpEr, Chairman; A. R. GARDNER, President; A. G. EromManN, Vice PreSIdent
E. H. Burcsss, Treasurer R. D. HULSE Secretary

Des Moings:
C. B. Rosgins, Chairman; R. J. Rrcaarpson, President-Secretary; W. H. LouMan, Vice
President-Treasurer; J. M. MARTIN, Assistant Secretary.

Lrrre Rock:

1. FriepLanpeR, Chairman; B, H. WoortEN, President; H. D. WaALLACE, Vice President-
Treasurer; J. C. Conway, Secretary.

TorEkA:
W. S. MeTcarr, Chairman; C. A. STERLING, President; W. L. Bowersox, Vice President;
R. H. Burron, Secretary-Treasurer.

PorTLAND:

F. S. McWiLLiams, Chairman; C. H. STEWART, President; Inving Bocarbus, Vice President-
Treasurer; W. H. CAMpBELL, Secretary.

Los ANGELEs:
C. H. WabEg, Chairman; M. M. Hurrorp, President; F. C. Noon, Secretary-Treasurer.

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




Plans of Loan Amortization

This is the second of a series of articles on practices prescribed for Federal
savings and loan associations

OME-OWNER borrowers are demand-
H ing the direct-reduction plan for re-
paying their loans to building and loan as-
sociations. The depression has revealed to
many the costliness of other types of loans.
They now insist on knowing exactly what
they have to pay and when they will be
through paying. To satisfy this legitimate
demand for fair treatment and to help re-
capture the goodwill of borrowers on which
the long-term success of home-financing
institutions depends, the direct-reduction
plan has been made compulsory for Federal
savings and loan associations.

Practically all the time-payment systems
now in use among building and loan asso-
ciations fall into 3 categories: (1) the serial
or share-account sinking-fund plan; (2) the
drop-share or cancel-and-endorse plan;
and (3) the direct-reduction plan. The
best way to understand and compare these
3 plans is to follow the month-by-month
history of the same loan under each. To
this end, the Division of Research and Sta-
tistics of the Federal Home Loan Bank
Board has prepared complete schedules in
parallel, vertical tables, showing how the
same $3,000 loan at 6 percent per annum is
handled under each of them. These 3
tables are reproduced in the following
pages, with a fourth table which is merely
a variation on the direct-reduction loan.

In these tables, it is assumed that the bor-
rower is always prompt in paying on the
day agreed so that no fines, forfeitures,
penalties, nor other adjustments are neces-
sary in the schedule. The actuarial or
compound-interest theory of loan payment
is used in all the tables for assuming the
mathematical ratio of the amount of inter-
est to the amount of principal for each pe-
riodic payment. In each table the monthly
payment by the borrower made up of both
principal and interest is an even sum

Federal Home Loan Bank Review

equal to 1/100 of the original principal
loaned—in this case, $30.

SERIAL OR SINKING-FUND PLAN

UNDER the serial or share-account sinking-
fund plan, illustrated in table I, the $3,000
loaned to the borrower technically remains
outstanding in full during the entire period
of the loan, to be paid off in full at matu-
rity. On this loan (technically a straight
or term loan), the borrower contracts to
pay interest at 6 percent per annum, or 14
of 1 percent per month, so that the interest
payments on the $3,000 of original prin-
cipal are $15 monthly as long as the loan
is outstanding.

In order to accumulate a fund which
shall be sufficient for the final payment of
the $3,000 loan at maturity, the borrower
agrees to purchase $3,000 worth of stock
whose par value is $100, by additional pay-
ments of $15 each month. Thus, each
monthly payment, covering both interest
and the payment on shares, totals $30. As
a shareholder in the association the bor-
rower is usually paid dividends on the
credit balance in his share account. The
dividend rate varies widely. In many as-
sociations at the present time dividends
equal about half the interest rate on loans.
Even where the ratio is higher or where
dividends actually equal interest rates, the
danger that they will be lowered is always
present. Accordingly, to show the possi-
sibilities of this situation, dividends in
table I are computed on the basis of a
3-percent rate compounded semiannually.
Thus, we have a $3,000 loan carrying inter-
cst at 6 percent, or $15 a month, on one side
of the ledger. On the other side, we have
$15 a month applied to purchase of shares,
and dividends at 3 percent on the total
amount paid in for shares, compounded
every 6 months.
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Four plans of amortizalion of a typical loan of $3,000 al 6 percent per annum with lolal monthly payments for both principal
and interest combined equivalent to 1 percent of original principal

- . TABLE II,—DROP-SHARE OR CANCEL-AND-ENDORSE PLAN (PAR VALUE OF
TABLE I,—SERIAL OR SINKING-FUND PLAN (PAR VALUE OF SHARES, $100) SHARES, $100, NO DIVIDENDS CREDITED)
1 2 3 4 A%’ﬁﬁ%@ of 7 8 9 1 2 3 4 Allocation of v 8
& = payment ot e = & 3 monthly payment| 2 é
@
8 = g8 g B4 8, = 5 3
21 8 SS | 8 CE] 415 £ |Be
=g @ 5 ] R S S8 1 ° 5 ;] =1 -
85| % 25| 52 | 8 25 | s 8 |es
£ | Ea 28 g 3 § iz £x | Bq g2 e
&H @3 E2Hl @ £8 | 28 5 |2
Months BE 0 EE |ap | gz |gE| 8% | BA | Mowws 5| BE | 5p | g | BB |E®
%% | €8 |.5-| 95 |z9&| 2% g s lgd| 5. | & I ER
gl o |53 5B |Bag| B2 | % 215 |53E |58 | 2% |23
Fr.) i o <2 gas5g o, - 2. B o8 = ey
g| 58| 2 |5%E P94 |5<8| 3% | &< g| 5% |2 | 523 b AL
] 55 g S2E (=2 |58 & £ 1 88 |2 S095 | B @
ol BS® 2a]l B 52 g% | & S & SR E] a8
% | = s |8 & 3 & o} m|l< |8 |4 = & (&
) SR, 30 [$3,000 | $30.00 | $15 $15.00 $15. $3,000 | $30 | $15.00 | $15.00 [ _... $15.00
ol 30 (8,000] 3000} 15 15.00 | 80 3,000 | 30| 15.00 . 30. 00
3.l 30 13,000| 3000 15 15.00 | 45 3,000 | 30| 15.00 . 45,00
420 30{3000| 3000 15 15.00 60. 3,000 | 30| 1500 5, 60. 00
5o 30|3.000] 30.00| 15 16.00 | 75 3,000 | 30| 15.00 . 75.00
6 . 3030000 3000 15 15.00 [ 90 3,000 30 1500 . 90. 00
7.0 30{3000]| 3000] 15 15.00 | 105. 3,000 80| 1500 . 5.00
8. 30{8000| 3000] 15 15.00 | 120.00 2,000 | 30| 14.50 . 20. 50
[ 30 | 3,000 30.00 15 15.00 135.00 2, 900 30 14. 50 . 36. 00
10.. 30 | 3,000 | 30.00| 15 15.00 | 150.00 2,900 | 30| 14.50 . 51.50
1. 30|3.000| 30.00] 15 15.00 |  165.00 2,900 | 30| 14.50 . 67.00
120 .| 303000 3000| 15 16.35 | 181.35 2,000 | 30| 14.50 . 82,50
13- 2| 30{3000| 30.00f 15 16.00 | 196.35 2,900 | 30| 14.50 . 98.00
14 [ 30]3000| 3000] 15 15.00 | 21135 290| 30] 14.50 . 13.50
1502 J|3013000{ 30.00| 15 15.00 | 226.35 2,800 | 30| 14.00 . 29, 50
16.. J|30{3000] 3s0.00| 15 15.00 | 241.35 2,800 | 30| 14.00 . 45.50
T [ 30]3000| 3000 15 15.00 | 256.35 2,800 | 30| 14.00 . 61.50
18_. -1 30 | 3,000 30.00 15 17.72 274.07 2, 800 30 14.00 . 77.50
19.. J|30|3000| 3000| 15 15.00 | 280.07 2,800 30! 14.00 , 93.50
20.- 413013000 3000| 15 15.00 |  304.07 2,800 | 30| 14.00 . 9. 50
21, 21303000 3000 15 15.00 | 310.07 2,700 | 30| 13.50 . 26. 00
22.- <l 30]3000| 3000 15 15.00 | 334.07 2,700 | 30| 13.50 . 42,50
23 J|30}3000| 3000| 15 15.00 [ 348.07 2,700 | 30| 13.50 . 59, 00
24 .| 303000/ 30.00| 15 19.11{ 368.18 2,700 ] 30| 13.50 . 75.50
25.. - 3013000| 380,00 15 15.00 | 383.18 2,700 | 30| 13.50 . 92.00
26... | 30{3000| 80.00{ 15 15.00 | 308.18 2,700 | 30| 13.50 . 8. 50
27 | 30]3000| 3000| 15 15.00 | 413.18 2,600 | 30{ 13.00 . 25, 50
28_ J|30!3000!| 3000 15 15.00 | 428.18 2,600 | 30| 13.00 . 42,50
29_- _ 3,000 | 30,00 15 15.00 | 443.18 2,600 | 30| 13.00 . 59, 50
30.- _ 3,000 | 3000 | 15 20,52 | 463,70 2,600 | 30| 13.00 . 76. 50
31.. _ 3,000 | 30.00| 15 15.00 | 47870 2,600 30| 13.00 . 93,50
32" _ 3,000 | 30,00 | 15 15.00 | 493.70 2,600 | 30| 13.00 . 10,50
33.- A 3,000 | 30,00 | 15 15.00 | 508.70 2500 | 30| 12.50 . 28,00
34._ . 3,000 30.00| 15 16.00 | 523.70 2,500 | 30 12.50 . 45,50
. 3,000 | 30.00| 15 15.00 | 538,70 2,500 { 30| 12.50 . 63.00
36 - 3,000 | 30.00| 15 21.98 |  560.66 2500 f 30| 12.50 . 80, 50
3 3,000 | 30.00| 15 15.00 | 575,68 2500 30| 1250 . 98.00
. 3,000 | 30.00| 15 15.00 | 590.66 2,500 | 30| 12.50 . 15.50
39 . 3,000 3000| 15 15.00 | 605,66 2,400 | 30| 12,00 . 33.50
400 ) 3,000 | 30.00| 15 15.00 | 620.66 2,400 | 30| 12.00 . 51,50
. 3,000 | 30,00 15 15.00 |  635.66 2,400 | 30| 1200 . 89. 50
. 3,000 | 30.00| 15 23.41 | 659,07 24001 30 [ 12,00 , 87,50
. 3,000 | 30.00| 15 15.00 | 674.07 2,400 | 30| 12.00 ) 5.50
. 3,000 | 30,00 15 15.00 | 689,07 2,300 ] 30| 11.50 . 24,00
: 3,000 | 30,00 15 15.00 | 70407 2,300 30| 1150 , 42,50
B 3,000 | 30.00| 15 15.00 | 719.07 2,300 | 30| 1150 . 61.00
- 3,000 30.00 15 15.00 734.07 2,300 30 11. 50 . 79. 50
- 3,000 3000f 15 24.80 | 75896 2,300 | 30| 11.50 , 98.00
_ 3,000 | 30,00 15 15.00 | 773.96 2,300 | 30! 11.50 , 16. 50
- 3,000 30.00 15 15.00 788, 96 2, 200 30 11.00 . 35. 50
- 3,000 | 30.00| 15 15.00 | 803.96 2,200 30| 1100 . 54. 50
- 3, 000 30.00 15 15.00 818.96 2,200 30 1L00 5 73. 50
- 3,000 30.00 15 15.00 833.96 2, 200 30 11.00 A 92, 50
3, 000 30.00 15 26. 38 860. 34 2,200 30 1100 . 1L 50
3,000 30.00| 15 15.00 | 875.34 2100 | 30| 10.50 . 31.00
3, 000 30.00 15 15. 00 860. 34 2,100 30 10. 50 . 50. 50
3,000 30.00| 15 15.00 | 905.34 2,100 | 30| 10.50 | 19.50 70.00
3,000 30.00 15 15,00 920,34 2,100 30 10. 50 19.60 89. 50
3, 000 30,00 15 15. 00 935, 34 2,100 30 10, 50 19. 50 9. 00
3,000 | 30.00| 15 27.91 | 963.25 2,000 30| 10.00| 20.00 29,00
3,000 | 30.00| 15 15.00 | 978.25 2,000 30| 10.00| 20.00 49,00
3,000 | 30.00| 15 15.00 | 993.25 2,000 30| 10.00] 2000 69.00
3,000 30.00 15 15.00 | 1,008.25 2, 000 30 10. 00 20.00 89.00
3,000 3000| 15 15.00 | 1,023. 2,000 30| 10.00| 20.00 9.00
3,000 30.00! 15 15.00 | 1,038, 1,900 | 30{ 9.50| 20.50 29, 50
3,000 | 30.00 | 15 20.45 | 1,067, 900 | 30| 950 20.50 50.00
3,000 30.00 15 15.00 | 1,082. 1,900 30 9. 50 20. 50 70. 50
3,000 | 30.00| 15 15.00 | 1, 097. 1,900 30| 9.5 20.50 91.00
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Four plans of amortization of a fypical loan of $3,000 af 6 percent per annum with lolal monthly paymenis for both principal
and inleresl combined equivalent to 1 percent of original principal—Continued

TABLE IN—DIRECT-REDUCTION FLAN A (INTEREST CREDITED

TABLE IV.—DIRECT-REDUCTION PLAN B (INTEREST CREDITED SEMIANNTALLY)

MONTHLY)
1 2 3 Allocation of 1 ? 3 4 Allocation of
' -~ monthly payment ’ -~ Do monthly payment
E S E | &8
2 | 3 °a | E 24
=5 2 4 5 =8 e 25 5 6
28 @ 28 « of
) 3 B ko ] £ E.
£ g4 e 22 | 53
bl
Months ..é E‘ g géﬁ g Months ...E g g E _>.-§ 8_5 g
S & =T -F S & 28 [ «T=% -
» oS & =] k=) w8 E I=R=1
| > 238 F’-s s o w e o 8.5 o5
8% | £ S5 | g8 g8 | 2 gafﬁ %728 | a4
23 g oG Iy 23 | =3 | %€ P
gt ] Se 8 - R g S =5 &R o &
- s A & < = 6 a A
$3, 000. 00 $30. 00 $15.00 $15.00 $3, 000. 00 $30. 00 $3

2, 985. 00 30.00 14.93 15,07 3, 000. 00 30. 00 80,

2, 969. 93 30.00 14.85 15.15 3, 000. 00 30.00 A

2,054, 78 30. 00 14.77 15,23 3, 000. 00 30.00

2, 939. 55 30. 00 14,70 15.30 3, 000. 00 30. 00

2,024, 25 30.00 14, 62 15,38 3, 000, 00 30,00

2,908, 87 30.00 14. 54 15,46 2,910.00 30.00

2,893, 41 30,00 14. 47 15.53 2,910. 00 30.00

2,877,88 30. 00 14.39 15.61 2,910, 00 30,00

2,862, 27 30. 00 14.31 15. 69 2,910.00 30,00

2,848, 58 30.00 14,23 15.77 2,910. 00 30. 00

2,830. 81 30.00 14.16 15,84 2,910.00 30.00

2,814, 97 30. 00 14,07 15.93 2,817.30 30. 00

2,790, 04 30.00 14.00 16. 00 2,817.30 30. 00

2,783.04 30. 00 13.92 16. 08 2,817, 30 30.00

2,766, 96 30.00 13.83 18,17 2, 817. 30 30.00

2,750.79 30. 00 13.75 16.25 2,817.30 30. 00

2,734. 54 30,00 13.67 18.33 2,817, 30 30,00

2,718. 21 30. 00 13, 59 16, 41 2,721,82 30.00

2,701, 80 30, 00 13. 51 16,49 2,721.82 30.00

2, 685. 31 30.00 13.43 16. 57 2,721,82 30.00

2, 668. 74 30.00 13.34 16. 66 2,721,82 30. 00

2,752,08 30.00 13.26 16. 74 2,721.82 30.00

2, 835. 34 30. 00 13.18 18.82 2,721.82 30.00

2,618. 52 30. 00 13. 09 16.91 2,623, 47 30,00

2,601, 61 30,00 13.01 16.99 2,823,47 30,00

2,584, 62 30. 00 12,92 17.08 2,623. 47 30. 00

2, 567, 54 30.00 12,84 17,16 2,623, 47 30.00

2, 550, 38 30.00 12,75 17.25 2,623.47 30.00

2,533.13 30. 00 12.67 17.33 2,623. 47 30. 00

2, 515. 80 30. 00 12. 58 17. 42 2,522.17 30. 00

2,498.38 30. 00 12.49 17.51 2, 522,17 30. 00

2, 480, 87 30.00 12. 40 17.60 2,522.17 30.00

2, 463. 27 30.00 12.32 17.68 2,522.17 30. 00

2, 445. 59 30,00 12,23 17.77 2,522.17 30.00

2,427.82 30. 00 12,14 17.86 2, 522,17 30. 00

2,409, 96 30.00 12, 06 17,95 2,417.84 30. 00

2,392.01 30.00 11.98 18.04 2,417.84 30. 00

2,373.97 30.00 11.87 18, 13 2,417. 84 30. 00

2, 356. 84 30.00 11.78 18.22 2,417. 84 30. 00

2,337.62 30.00 11.60 18,31 2,417.84 30.00

2,319.31 30.00 11. 60 18.40 2,417.84 30.00

2, 300,91 30.00 11, 50 18. 50 2,310, 38 30.00

2,282.41 30.00 11,41 18, 69 2,310.38 30.00

2, 263. 82 30. 00 11,32 18.68 2,310, 38 30.00

2,245, 14 30. 00 1,22 18.78 2, 310, 38 30.00

2,226. 36 30. 00 1113 18.87 2,310.38 30. 00

2,207.49 30. 00 11. 04 18.96 2,310.38 30, 6O

2,188. 53 30.00 10.94 19.06 2,199. 69 30. 00

2,169. 47 30. 00 10.85 19. 15 2, 199. 69 30. 00

2, 150. 32 30.00 10.76 19.25 2, 190. 69 30, 00

2,131.07 30,00 10. 66 19.34 2,199. 89 30. 00

2,111.73 30. 00 10. 66 19. 44 2, 199.69 30.00

2,002.29 30.00 10. 46 19, 54 2,190. 69 30. 00

2,072.75 30.00 10.38 19. 64 2, 085. 68 30. 00

2,053, 11 30. 00 10. 27 19.73 2, 085. 68 30. 00

2,033. 38 30. 00 10.17 19. 83 2, 085. 68 30. 00

2,013. 55 30.00 10. 06 19. 94 2, 085, 68 30, 00

1,893. 61 30.00 9.97 20, 03 2,085, 68 30.00

1,073. 58 30. 00 9. 87 20.13 2, 085. 68 30.00

1,953. 45 30. 00 9.77 20.23 1,968, 25 30.00

1,033.22 30.00 9.67 20.33 1,968, 25 30, 00

1,012.89 30.00 9.56 20. 44 1,968, 25 30, 00

1,802. 45 30.00 9. 48 20, 54 1,968. 25 30. 00

1,871, 91 30.00 9.36 20, 84 1,968. 25 30.00

1,851, 27 30.00 9. 26 20,74 1, 968, 25 30.00

1,830. 53 30.00 9.16 20.85 1,847.30 30, 00

1, 809. 68 30.00 9.05 20. 95 1,847. 30 30.00
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Four plans of amortization of a typical loan of $3,000 at 6 percent per annum with folal monthly payments for both principal
and inlerest combined equivalent to 1 percent of original principal—Continued

TABLE I.—SERIAL OR SINKING-FUND PLAN (PAR VALUE OF SHARES, $100)— TABLE II.—DROP-SHARE OR CANCEL-AND-ENDORSE PLAN (PAR VALUE OF
(continued from p. 190) SHARES, $100, NO DIVIDENDS CREDITED)—(continued from p. 190}
1 I 24 3 4 Alr]r?gittik?lr;r of 7 8 9 1 2 3 4 Allocation of 7 8
- - payment |4 = = ‘é < monthly payment 9 2
3 < 28 2 D2 8 ] 5 e
o g 51 =] ~H = g 2 =
Z] S 5 | £, °F 25 | 5 | 6 | § |%
38 | o 5| 6 |g8.| 22 | o5 gS |5 5o les
g8 1 2 §88| &8 Z28 58 | 2 gg 2%
Bw | Ba 28E| £2 | B2 £8 | Eg 52 |8
= 2 =B a = b= =
Months _E Eg gw | 2% |8ES| 8% Eﬁ Months =5 ag 58 %"5 EJE E-E
P =8 = S —S 2| Zg 2 =T | aF = o sg 8o
Sg | &% |uB= 58 [Fea) 2§ 64 °w | &% | .TBg | $8 o8 |%8
=8| » |258 B2 |8s%| E° =8 -8 |» | 38| 88 5° |.a
52| £ |SEE "8y |Bqf| 5% | EE 2| 85 |2 | 228 | 8%g| ¢ (B3
25 = 85z S |E838| & =i 25| 8| 8 238 | Bsg 538
ISR~ 5] =328 8% [BE=2&| B 3.3 S| g% (& ca | 23u a8 as
< = |8 & & & o 1< |2 | & = & |S
$3,000 | $30.00 | 15 $15.00 |$1,112. 70 19 [$1,900 | $30 $9.50 | $20.50 | $100.00 [$11.50
3,000 30.00 15 15.00 | 1,127.70 18 | 1,800 30 9,00 .00 32.
3,000 30.00 15 15.00 | 1,142.70 18 | 1,800 30 9.00
3,000 30.00 15 31.02 | 1,173.72 18 | 1,800 30 9.00
3,000 30. 00 15 15.00 | 1,188.72 18 | 1,800 30 9.00
3,000 30. 00 15 15.00 | 1,203.72 18 | 1,800 30 9.00
3, 000 30.00 15 15.00 | 1,218.72 17 | 1,700 30 8. 50
3,000 30. 00 15 15.00 | 1,233.72 17 { 1,700 30 8.50
3, 000 30.00 15 15.00 | 1,248.72 17 | 1,700 30 8.50
3,000 30.00 15 32.60 | 1,281.32 17 | 1,700 30 8. 50
3, 000 30. 00 15 156.00 | 1,296. 32 16 | 1,600 30 8.00
3,000 30. 00 15 15.00 | 1,311.32 16 | 1,600 30 8.00
3, 000 30.00 15 15.00 | 1,326.32 16 | 1,600 30 8.00
3,000 30. 00 15 15.00 | 1,341.32 16 | 1,600 30 8.00
3,000 30. 00 15 15.00 | 1, 353.32 16 | 1,600 30 8.00
3,000 30. 00 15 34.22 | 1,390. 54 15 | 1,500 30 7.50
3, 000 30. 00 15 15.00 | 1,405. 54 15 | 1,500 30 7.50
3, 30. 00 15 15.00 | 1,420.54 15 | 1,500 30 7.50
3,000 30. 00 15 15.00 | 1,435. 54 15 | 1,500 30 7.50
3,000 30. 00 15 15.00 | 1,450. 54 14 | 1,400 30 7.00
3,000 30. 00 15 15.00 | 1,465, 54 14 | 1,400 30 7.00
3,000 30. 00 15 35.86 | 1,501.40 14 | 1,400 30 7.00
3, 000 30. 00 15 15.00 | 1,516, 40 14§ 1,400 30 7.00
3, 000 30. 00 15 15.00 | 1,531.40 14 | 1,400 30 7.00
3,000 30.00 16 15.00 | 1, 546. 40 13 | 1,300 30 6. 50
3,000 30. 00 15 15.00 | 1, 561. 40 13 | 1,300 30 6. 50
3,000 30. 00 15 15.00 | 1,576.40 13 | 1,300 30 6. 50
3,000 30. 00 15 37.52 | 1,613.92 13 | 1,300 30 6. 50
3,000 30. 00 15 15.00 | 1,628.92 12 { 1,200 30 6.00
3,000 30. 00 15 15.00 | 1,643.92 12 | 1,200 30 6.00
3, 000 30.00 15 15.00 | 1,658.92 12 | 1,200 30 6.00
3,000 30. 00 15 15.00 | 1,673.92 12| 1,200 30 6.00
3, 000 30. 00 15 15.00 | 1,688.92 11 | 1,100 30 5. 50
3, 000 30. 00 15 39.21 [ 1,728.13 11 | 1,100 30 5. 50
3,000 30.00 15 15.00 | 1,743.13 11 | 1,100 30 5.50
3, 000 30. 00 15 15.00 | 1,758.13 111 1,100 30 5.560
3, 000 30.00 15 15.00 1 1,773.13 10 | 1,000 30 5.00
3,000 30.00 15 15.00 § 1,788.13 10 | 1,000 30 5.00
3,000 30.00 15 15.00 | 1,803.13 10 | 1,000 30 5.00
3,000 30. 00 15 40,92 | 1,844.05 10 | 1,000 30 5.00
3,000 30.00 15 15.00 | 1,859.05 9 900 30 4.50
3,000 30.00 15 15.00 | 1,874.05 9 900 30 4.50
3,000 30.00 15 15.00 | 1,889.05 9 900 30 4.50
3, 000 30.00 15 15.00 | 1,904.05 9 900 30 4.50
3,000 30.00 15 15.00 | 1,919.05 8 800 30 4.00
3,000 30. 00 15 42.66 | 1,961, 71 8 800 30 4.00
3,000 30. 00 13 15.00 | 1,976.71 8 800 30 4.00
3,000 30.00 15 15.00 | 1,991.71 8 800 30 4.00
3,000 30.00 15 15,00 | 2,006.71 7 700 30 3.50
3,000 30.00 15 15,00 | 2,021. 71 7 700 30 3.50
3,000 30.00 15 15.00 | 2,036.71 7 700 30 3.50
3,000 30.00 15 44,42 | 2,081.13 7 700 30 3.50
3,000 30.00 15 15.00 | 2,096.13 6 600 30 3.00
3, 000 30. 00 15 15.00 | 2,111, 13 6 600 30 3.00
3,000 30.00 15 15.00 | 2,126.13 6 600 30 3.00
3,000 30.00 15 15.00 | 2,141.13 6 600 30 3.00
3,000 30. 00 15 15.00 | 2,156, 13 5 500 30 2.50
3,000 30.00 15 46.22 | 2,202.35 5 500 30 2.50
3,000 30.00 15 15.00 | 2,217.35 5 500 30 2.50
3, 30.00 15 15.00 | 2,232, 35 4 400 30 2.00
3,000 30.00 15 15.00 | 2,247.35 4 400 30 2.00
3,000 30.00 15 15.00 | 2,262.35 4 400 30 2.00
3,000 30. 00 15 15.00 | 2,277.35 4 400 30 2.00
3,000 30.00 15 48.03 | 2,325.3R 3 300 30 1.50
3,000 30.00 15 15.00 | 2, 340. 38 3 300 30 1.50
3,000 30. 00 15 15.00 | 2,355.38 3 300 30 1.50
3, 000 30.00 15 15.00 | 2,370.38 2 200 30 1.00
3,000 30.00 15 15.00 [ 2,385.38 2 200 30 100
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Four plans of amorlization of a typical loan of $3,000 al 6 perceni per annum with tolal monthly payments for both principal
and interest combined equivalent lo 1 percent of original principal—Continued

TABLE II.—DIRECT-REDUCTION PLAN A (INTEREST CREDITED
MONTHLY)—(continued from p. 181)

TABLE IV.—DIRECT REDUCTION PLAN B (INTEREST CREDITED SEMIANNUALLY)--

(continued from p. 191)

Months
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$1,788.73 $30.00 $8.94 $21. 06
1,787. 67 30.00 8.84 21. 16
1,746. 51 30. 00 8.73 21.27
1,725.24 30. 00 8. 63 21.37
1, 708. 87 30. 00 8.52 21.48
1,682 3§ 30. 60 8.41 21. 59
1, 660. 80 30. 00 8.30 21.70
1,639. 10 30.00 8.20 21. 80
1,617. 30 30.00 8.08 21.92
1, 595. 38 30. 00 7.98 22.02
1,573.386 30. 00 7.87 22,13
1,551. 23 30, 00 7.78 22. 24
1, 528,99 30. 00 7.64 22.36
1, 506. 63 30.00 7.53 22, 47
1,484. 18 30. 00 7.42 22,58
1,461. 58 30. 00 7.31 22. 69
1, 438. 89 30. 00 7.20 22.80
1,416.09 30.00 7.08 22.92
1,363.17 30.00 6. 96 23.04
1,370.13 30.00 6,85 23. 15
1,346,098 30.00 6.74 23. 26
1,323.72 30.00 6. 62 23.38
1,300. 34 30. 00 6. 50 23. 50
1,276.84 30.00 6.38 23.62
1,253. 22 30.00 6.27 23.73
1,229, 49 30.00 6.14 23.86
1, 205. 63 30.00 6.03 23.97
1, 181. 66 30. 00 5.91 24.09
1,157, 57 30. 00 5.79 24. 21
1,133. 36 30. 00 5.67 24,33
1,109. 03 30. 00 5. 54 24. 46
1,084, 57 30.00 5. 42 24, 58
1,059. 89 30.00 5.30 24.70
1, 035. 29 30. 00 5.18 24.82
1,010.47 30.00 5. 056 24. 95
085, 52 30. 00 4.93 25.07
960. 45 30.00 4.80 25.20
935. 25 30.00 4.68 25,32
909. 93 30.00 4.55 25.45
884. 48 30.00 4,42 25. 58
858. 90 30.00 4.29 25.71
833. 19 30.00 4.17 25. 83
807. 36 0. 00 4.04 25.96
781. 40 30.00 3.91 26. 09
755. 31 30. 00 3.7 26. 23
729.08 30.00 3.65 26. 35
702,73 30.00 3.51 26. 49
676, 24 30. 00 3.38 26. 62
649, 62 30. 00 3.25 26,75
622,87 30. 00 311 26.89
595, 98 30. 00 2.98 27.02
568. 96 30. 00 2.85 27.15
541,81 30.00 2.71 27.29
514, 52 30.00 2,57 27.43
487.09 30.00 2.43 27.57
459, 52 30.00 2.30 27.70
43182 30.00 2.16 27.84
403. 98 30. 00 2.02 27.98
376.00 30.00 1.88 28.12
347. 88 30. 00 1.74 28. 26
319. 62 30. 00 1. 60 28. 40
291,22 30. 00 1.46 28. 54
262. 68 30. 00 1.31 28. 69
233. 99 80. 00 1.17 28. 83
205. 16 30. 00 1.03 28. 97
176. 19 30. 00 88 29.12
147.07 30. 00 73 29, 27
117. 80 30.00 59 29,41
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$1,847.30 | $30.00
1, 847. 30 30. 00
1, 847. 30 30. 00
1,847.30 30. 00
1,722.72 30.00
172272 | 30.00
172272 | 30.00
L722.72 | 30.00
L2272 30.00
1,722.72 | 30.00

1,185.88 30.00
1,041 46 00
1,041,468 00

. 00
1,041, 46 00
1,041. 46 30.00
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Four plans of amortization of a typical loan of 33,000 al 6 percent per annum with total monthly payments for both principal
and inlerest combined equivalent to 1 percent of original prineipal—Continued

TABLE 1.—SERIAL OR SINEING-FUND PLAN (PAR VALUE OF SHARES, $100)— TABLE IL.—DROP-SHARE OR CANCEL-AND-ENDORSE PLAN (PAR VALUE OF
(continued from p. 192) SHARES, $100, NO DIVIDENDS CREDITED)—(continued from p. 192)
1 2 3 4 Allllclnggttiholl;of 7 8 9 1 P 3 4 Altlglmﬁan of . 7 8
( et [} ' -~ mon! aymen' .
& -} payment |4 ‘é b= 4 S Y pay 9 29
*al B 5 | 2 &5 °2 |3 g |E.
—=H @ o s 2 g |° ] ..
B3|z | %] ° (Be| ez | g8 BElz | % | % | B s
£y | s 258| 2E | %g £ | Bs % |5°
Monihs “E| BE 82| g% |9EE| s% | B2 | Mouns "5 |EE| 52 |g® | =2 |§°
®T | 8F |5 £3 g92| £% 34 v% |88 | 235 | E3 “ég gg
Bl v 258 BE 28 e 3 L] wEE 2 2
o| 52| & |f3g A3y 3% = | 52 o| 2|5 | 25|38y | § [3i:
Zg = = 3 ] 28 =8
S 68| B |3EE| se5 (528 | B3 8% |8 | 285 | uw3 538
= 3% ] -] <
l= | 2 ETIETT|2 & S é <= | A SR B
137...____ $3,000 | $30.00 | $15 $15.00 182,400.88 | 137_______.... 21 $200| $30 $1.00 [ $29.00 . _....... 392,50
138. 3,000 | ‘30.00| 15 49.88 | 2,450.26 || 138__ 2( 200( 30 1.00 | 20,00 | $100.00 | 21.50
130. 3,000 0, 00 15 15.00 | 2,466.26 )| 139 1 100 30 .50 20,50 | oo 5L0O0
140, 3,000 [ 30,00 15 16.00 | 2,480.28 1| 100{ 30 50 f 29,50 |- . 80
141 3,000 30.00 15 15.00 | 2, 495,26 1 100 20 .50 19.50 | 100.00 |.._....
142, 3,000 3000( 15 15.00 | 2,510.26
M3 3,000 30.00 15 15.00 | 2, 525,26 Total__.... PR [ 4, 220 {1, 220,00 (3,000.00 [3,000.00 | ...._.
144 3,000 30.00 15 51,75 | 2,577.01
145. 3,000 30.00 16 15.00 | 2, 592,01
146. 3,000 30.00 15 15.00 | 2,607.01
147, 3,000 30. 00 15 15.00 ; 2,622, 01
148_ 3,000 30.00 15 15.00 | 2,637,01
149, 3,000 30.00| 15 15.00 | 2,652, 01
150. 3,000 30.00 15 53.66 | 2,705.67
151 3,000 30.00| 15 15.00 | 2,720.67
152, 3,000 30,00 15 15.00 | 2,735, 67
153. 3,000 30.00 15 15.00 | 2, 750. 67
154, 3,000 30.00 15 15,00 | 2, 765. 67
185. 3,000 30.00( 15 15.00 | 2,780.87
156 3,000 30.00 15 b5.59 | 2,836.26
167 3,000 | 30.00] 15 15,00 | 2,851.26
158, 3,000 30.00 15 15,00 | 2,866.26
159. 3,000 | 30,00 15 15.00 | 2,881, 28
160. 3,000 30,00 15 15.00 | 2, 806,26
161. 3,000 30.00{ 15 16.00 | 2,911.26
162 3,000 30.00| 15 57.54 ) 2,908 80
163. 3,000 30,00 15 15.00 | 2,983.80
164. 3,000 20.72| 15 16.20 | 3,000.00
Total .. .| .. 4,919,72 12,460 (2, 459.72 |540.28 (3,000.00 |___._.__._
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Four plans of amortization of a typical loan of $3,000 at 6 percent per annum with total monthly payments for both principal
and interest combined equivalent fo 1 percent of original principal—Continued

TABLE II1.—DIRECT-REDUCTION PLAN A (INTEREST CREDITED
MONTHLY)—{continued from p. 193)

TABLE IV.—DIRECT-REDUCTION PLAN B (INTEREST CREDITED SEMIANNUALLY)—
(continued from p. 193)

1 2 3 Allocation of 1 2 3 4 Allocation of
K = monthly payment & 5 3 monthly payment
3 =4 =R
oq = O = &
E g 5 g 338
=8 - 4 5 28 2 Fo3<| 5 6
28 @ B8 ? o8
8w = 5 o 2 BE
L 23 = gﬂ =8
= =
Months =y ag g g Months . ] Eg a0 g g
T < =i S 4 g2 2 2 -
Cn =1 » T g Ce & 888 «2g -3
] > b3 a=) =5 =) > -85 w3 e 9.8
ElE = ERe g5 ke 2 983 | 2B%S a5
28 g o=2 SE gg g gsu o= E'g
g% g 58E | & g% g gsh | 53R | %A
$38.39 $30.00 $.44 $29. 56 $30.00 { $150.00 . _______| _________
58.83 30.00 .29 29.71 30.00 180. 00 $7.55 $172,. 45
29.12 29.27 .15 29.12 30.00 30.00 || oo
30.00 60.00 |.___.____j__.______
Total_ _ . 4,169.27 | 1,169.27 | 3,000.00 20. 43 80.43 119 79. 24

Total ol 4,220.43 |._________ | 1,220.43 | 3,000.00

Federal Home Loan Bank Review

119015—35——2

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

195



Under this plan, it is evident that the ex-
actlength of time necessary to accumulate a
sinking fund to pay the loan is determined
by the size of the monthly payment on
shares and the rate of dividends credited
monthly on the balance of the share ac-
count. On this basis, we find that it takes
163 months of equal payments of $30 a
month and an additional 164th payment of
$20.72 to pay the interest and accumulate
enough in the share account to reach $3,000,
which is the amount of the sinking fund
necessary to pay off the $3,000 loan in full.

DIRECT-REDUCTION PLAN

SINcE the drop-share plan is a compro-
mise between the sinking-fund plan and the
direct-reduction plan, we shall consider it
last. Under the direct-reduction plan, as
shown in table III, the general system of
bookkeeping entries is made as simple as
possible. The borrower does not subscribe
for shares, so there are no share accounts,
no records of shares canceled, and no divi-
dends to be credited. Under this plan, the
borrower gets full credit immediately for
every payment he makes toward the reduc-
tion of the loan. He is charged interest
each month only on the amount of prin-
cipal outstanding during that month. This
interest charge is subtracted from his
monthly payment of $30 and the remainder
is applied as a payment on the outstanding
principal.

Under this plan 138 monthly payments
of $30 each with an additional 139th pay-
ment of $29.27 are sufficient to retire the
loan, principal and interest.

Incidentally, in using the direct-reduc-
tion plan, some associations apply the same
amount to payments on principal each
month. The decreasing interest payments
result in a decreasing instead of an equal
payment by the borrower each month,
Under this system the borrower either pays
for a longer period or starts with a higher
monthly payment. The total cost, how-
ever, remains the same,

A frequent variation of the direct-reduc-
tion plan is shown in table IV in which in-
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terest is credited semiannually instead of
monthly. This imposes an additional bur-
den on the borrower because in each
6-month period he is still paying interest
on an accumulating sum of money, ranging
from $15 to about $150, which he has al-
ready paid back, and which has not been
allocated to principal as received. The net
result is that he has to pay $30 each month
for 140 months and an additional 141st
payment of $20.43.

CANCEL-AND-ENDORSE OR DROP-SHARE PLAN

WE HAVE said that the cancel-and-endorse
or drop-share plan of amortization, shown
in table II, is a compromise between the
sinking-fund plan and the direct-reduction
plan. Many building and loan associations,
desirous of getting as nearly as possible on
the direct-reduction plan without giving up
the share-account feature, have shown a
preference for this system. Because of
State statutory requirements or of tradi-
tion, they wish to retain some appearance
of the membership feature (which is legally
evidenced by the existence of these share
accounts) no matter how small the total
credit balance in them.

When a $3,000 loan at 6 percent per
annum is made under the drop-share plan,
the borrower subscribes for 30 shares of
$100 par-value stock, as under the serial or
sinking-fund plan. As he makes payments
on the shares and as dividends are credited
{o his share account, however, this account
will never show a credit balance as great
as $100 for more than a day or so, because
as soon as $100 is accumulated, a $100 par-
value share of stock is retired and canceled
by applying this amount to the reduction of
the principal debt.?

*The $100 par value drop-share plan here pre-
sented is merely one of many possible similar
plans. It is obvious that a $50 or a $25 plan or
any fixed amount could be used. Furthermore,
most drop-share plans follow a time basis in-
stead of a fixed amount basis and “drop” or
retire the balance in the share account at fixed
intervals of time such as every 3 months or
every 6 months or in some cases, every year.

Federal Home Loan Bank Review

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



It is common practice for associations
using the drop-share plan to pay no divi-
dends on the credit balance accumulating in
the share account toward the cancelation of
each $100 share. The result is—as in table
IV where interest is compounded every 6
months under the direct-reduction plan—
to charge the borrower interest on money
he has already paid back. Consequently,
we find that under the drop-share plan, as
illustrated in table 11, 140 monthly payments
of $30 and an additional 141st payment of
$20 are required to retire the loan.

COMPARISON OF RESULTS UNDER THE THREE
PLANS

TaE last page of the tables shows at a
glance that the time over which payments
must be made and the total amount paid
by the borrower for the same amount of
loan at the same nominal rate of interest
are different under each plan. The follow-
ing brief table summarizes the number of
months, the total amount of monthly pay-
ments, the total amount paid on interest,
and the total amount paid on principal
under the four plans:

Summary of paymenis on a $3,000 loan at 6 percent nominal interest under 4 plans of loan amortization

Number Payments | Effective
Plan of monthly Total t Payntlentst on shares or | rate of
payments | Payments | on interes principal interest
Percent
Serial. .o e e e 164 | $4,919.72 | $2,460.00 |* $2, 459. 72 7.92
Drop-share. . ........ooiiiiiiiiriiiiiiiieaann. 141 4, 220. 00 1, 220. 00 3, 000. 00 6.17
Direct-reduction: Interest compounded monthly..... 139 4, 169, 27 1, 169. 27 3, 000. 00 6. 00
Direct-reduction: Interest compounded semiannually. 141 4, 220. 43 1, 220. 43 3, 000. 00 6. 17

1 Under the share-account sinking-fund plan, the borrower receives a credit of $540.28, representing dividends at 3

percent compounded semiannually throughout the life of the loan.

$3,000, and this cancels the loan.

It is evident from this summary that
under the direct-reduction plan with inter-
est compounded monthly, the borrower
pays his loan 25 months sooner than under
the share-account sinking-fund plan here
illustrated, and that the total cost to him is
$750.45 less. As compared with the other
direct-reduction plan, in which interest is
compounded semiannually, or the drop-
share plan, the borrower pays the loan 2
months sooner and saves approximately
$51. Translated into terms of effective
rate of interest, we fiid that under the
first direct-reduction plan, the nominal
rate of 6 percent is the effective rate,
whereas under the second direct-reduction
plan and under the drop-share plan the ef-
fective rate is 6.17 percent, and under the
serial plan when the dividend rate is half
the interest rate, it is 7.92 percent.*

*In this connection, an interesting point arises
as to the relation between interest rate and risk.
According to the actuarial or compound-interest

Federal Home Loan Bank Review

This sum added to the payments on shares equals

MERITS OF THE DIRECT-REDUCTION PLAN

THE merits of the direct-reduction plan
may be listed briefly: (1) It generally costs
the borrower less than the other plans

theory, the effective rate of 6.17 percent for
loans carried under the second direct-reduction
plan and under the drop-share plan is uniform
throughout the life of the loan. Looked at from
the way in which the books are kept, however,
the effective rate shifts from approximately 6
percent in the early years of the loan to consid-
erably more than 6.17 percent in the later years.
This is true because as the outstanding princi-
pal of the loan decreases, the proportion of
monthly payment that is applied to interest de-
creases. Consequently, the borrower is paying
for an ever-increasing proportion of principal
of which he does not have the use.

The effect of this situation from a practical
point of view is to charge the borrower a higher
rate as the risk decreases. This is contrary to
the principle and practice of an increasing num-
ber of home-financing institutions. Such insti-
tutions are offering loans at 4% or 5 percent
where the risk is low and raise the rate to 5%
or 6 percent where the risk is greater. To be
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commonly used and brings him to the own-
ership of his house in a shorter time. (2) It
is the simplest plan, requiring the least
number of calculations, eliminating the
complicated and quasi-fictitious bookkeep-
ing entries of share accounts, and reducing
the possibilities of error. (3) Most impor-
tant of all, it is easiest for borrowers as
well as for building and loan employees
who keep the records to understand. In
the long run, nothing is gained by using a
system which the borrower cannot under-
stand. (4) Finally, the use of the direct-
reduction loan eliminates a grave risk to
which the borrower under the share-ac-
count sinking-fund plan in most States is
subject. This risk is the loss of all his pay-
ments on his home in the event that the
building and loan association from which
he has borrowed becomes insolvent.

In 4 States out of 5 where the laws do not
specify to what extent a borrower, who is
also a sharecholder, shall be liable for the
losses sustained by his association, the
courts have followed what is known as the
Pennsylvania rule. This rule holds that a
borrower’s repayments shall be regarded
not as repayments of theloanbut asinstall-
ments on shares, and that the borrower
must, therefore, bear the losses of the asso-
ciation in proportion to his shareholdings.
Where such a rule holds, it is possible to
imagine a situation in which a borrower
might pay his loan out almost to maturity
only to find that failure of the association
had caused him to lose practically every
cent he had paid in.

In only nine States have the courts fa-
vored the borrower and followed what is
known as the Maryland rule. This rule, in
contrast to the Pennsylvania rule, main-
tains that the borrowing member should be
given credit on his loan for all share pay-

consistent, institutions accepting this prineciple
should reduce the rate on loans periodically as
payments on principal decrease the risk. Of
course, such a principle is just as applicable to
the simple direct-reduction plan as it is to the
others mentioned.
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ments made, thus holding him liable only
for the remaining principal with interest.
Even in these nine States (California, Mary-
land, Massachusetts, North Carolina, South
Carolina, Texas, Utah, Washington, and, in
a qualified way, South Dakota) there is al-
ways danger that the more widely accepted
Pennsylvania rule may be adopted. Thus,
in North Carolina, which was formerly sup-
posed to follow the Maryland rule, there
have been in the last few years several deci-
sions following the Pennsylvania rule. In
a recent decision a North Carolina court
said, “ the monthly installments
paid by him (the borrower) to the associa-
tion should be applied to the payment of
his dues as a shareholder and not as credits
on his indebtedness to the association.”

HISTORY OF THE SHARE-ACCOUNT SINKING-FUND
PLAN

It wouLp seem that the present-day bor-
rower has little to gain and much to lose
unider the sinking-fund plan. This plan
was justified only in the early days of the
building-and-loan movement in this country
when practically every member joined an
association as an investor in the hope of
eventually receiving a loan. Under such
conditions, all members sooner or later re-
ceived comparable benefits and were bound
to share equally in the risks. When, how-
ever, associations began to attract one class
of members, who were solely investors
seeking a profitable haven for their sav-
ings, and a separate class of members who
were solely borrowers seeking the means
of obtaining a home, a great deal of the
justification for the share-account sinking-
fund plan disappeared. One of the rea-
sons that the use of money commands a
price is because the lender risks its loss
in whole or in part. The magnitude of
the risk largely determines the interest
rate. It is the borrower who pays for the
use of this money and for the risk it runs.
It is obviously unfair to ask him to assume
a share of that risk as well as to pay a pre-
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mium on it. Yet, this is exactly what the
sinking-fund plan in most States does.

It is sometimes argued in behalf of the
sinking-fund plan that where the dividend
rate equals the interest rate and is cred-
ited monthly the actual cost of his loan to
the home-owner borrower is the same as
under the direct-reduction plan. But the
time when dividend rates could be made to
equal or exceed interest rates without im-
posing an unfair burden on some borrow-
ers or investors is passed. For it is only
through the use of oblique means of sup-
plementing income, such as heavy fees,
fines, forfeitures, that this feat is ever pos-
sible and these are being dropped by asso-
ciations making a determined effort to
recapture the confidence of the public.

It is true that the laws of many States
have made use of the direct-reduction loan
in its simplest form difficult or impossible.
For example, some States require that
shares be held in the full amount of the
loan; others, that loans be made only to
members. Such laws are relics of a bygone
period of building-and-loan development.
In any event, it seems that the drop-share
plan satisfies the requirements of States in
which the direct-reduction loan cannot be
frankly adopted.

Another way to satisfy State legal re-
quirements extensively employed in some
States involves the purchase of one one-
hundredth of a share by a borrower to qual-
ify him as a member. His loan is then
handled under the direct-reduction plan.

DIRECT-REDUCTION LOAN COMPULSORY FOR
FEDERAL ASSOCIATIONS

THE use of the direct-reduction loan is
compulsory for all Federal savings and loan
associations except in States where State
legislation makes such a plan imprac-
ticable. In a few States the legal rate of
interest for building and loan associations
is so low that on the direct-reduction plan

Federal Home Loan Bank Review

an association would not be able to compete
successfully with other associations em-
ploying the share sinking-fund plan. This
is because under the direct-reduction plan
the contract interest rate is the true rate,
whereas under the share sinking-fund plan
it is always less than the true rate. There-
fore, the same contract rate will return a
greater revenue to the association operat-
ing under the share sinking-fund plan—at
the borrower’s expense, of course—and
enable it to declare higher dividends than
are possible to an association operating on
the direct-reduction plan.

Associations in such States, however,
generally desire to adopt the direct-reduc-
tion plan, because of its simplicity and its
attraction for the borrower. In one south-
ern State where the statutory maximum
rate for building associations is 6 percent
and all associations now use the share
sinking-fund plan, the State building and
loan league is sponsoring a bill to authorize
the direct-reduction plan and the charging
of a small loan fee. If the bill is carried,
it is believed that all associations in the
State intend to make only direct-reduction
loans and that, with the aid of the loan fee,
they will be able to continue to pay their
investors a moderate profit. Of course un-
der such a plan the size of the loan fee
determines the effective cost of the loan to
the borrower. His position will be but
little improved if a large loan fee acts to
cancel the savings secured him by use of
the direct-reduction plan and continues to
obscure the real cost of money to him.

As was said at the beginning of this ar-
ticle, borrowers are insisting on knowing
exactly what they have to pay, and when
they will be through paying. One means
to these ends is the direct-reduction plan.
That is why they are demanding it and why
they will demand the elimination of any
practices that tend to obscure the real cost
of loans.
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Mortgage and Other Investments
of Life Insurance Companies

URING the depression the mortgage
investments of life insurance com-
panies have decreased by about $1,750,-
000,000 while their holdings in real estate,
bonds, and cash have increased by ap-
proximately $3,000,000,000. These facts
appear from a study of the growth and in-
vestment activities of all life insurance
companies for the years 1925-34, inclusive,
made by the Division of Research and Sta-
tistics of the Federal Home Loan Bank
Board. The results of this study are sum-
marized in the accompanying table.

The table reveals that the assets of all
life insurance companies have nearly dou-
bled in the 10-year period studied, rising
from $11,500,000,000 in 1925 to an estimated
$21,800,000,000 in 1934 (column A).

The volume of funds invested in all mort-
gages rose to a peak of $7,741,000,000 in
1931. Since that time, the decrease has
been greater each year so that the estimated
amount of all mortgages held at the end of
1934 was only $5,995,000,000 (column C).
The ratio of all mortgages held to total as-
sets reached a peak in 1927 of 43.1 percent.
Since that time, the ratio has fallen with
increasing velocity annually to 27.5 percent
in 1934, which is the smallest ratio for mort-
gages in 25 years (column D).

The sharpest proportionate decrease has
been experienced in volume of farm mort-
gages held. Whereas in 1925 they consti-
tuted 17.7 percent of total assets, in 1934
this ratio had fallen to 5.8 percent. In dol-
lar volume, the decrease was from approxi-
mately $2,042,000,000 to $1,265,000,000. In
contrast with the heavy drop in farm-mort-
gage holdings, nonfarm mortgages held fell
from a peak of $5,725,000,000 in 1931 to
$4,730,000,000 in 1934 or roughly a billion
dollars (column F).
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The life insurance companies do not fur-
nish a break-down of nonfarm mortgages
held. However, on the basis of data col-
lected in January 1934, the Division of
Research and Statistics estimated that
mortgages on urban homes represented
approximately 15 percent of all nonfarm
mortgages held by life insurance companies
at that time.

The volume of real estate held has in-
creased continuously and sharply each
year of the depression, growing from
$453,000,000 in 1930 to $1,678,000,000 at the
end of 1934 (column I). This figure in-
cludes home and branch office buildings
amounting to probably $300,000,000. The
ratio of real estate owned to total assets
jumped from 2.4 percent to 7.7 percent dur-
ing these years (column J). Incidentally,
the real estate held at the end of 1934 rep-
resents 28 percent of all mortgages held, a
jump from 5.9 percent in 1930.

The cash holdings and investments other
than mortgages show the increases that are
to be expected in view of the drop in mort-
gage holdings and the steady increase in
total assets. Thus the estimated cash re-
serve jumped from a low of 0.72 percent
of total assets in 1930 to 2.74 percent, or
nearly $600,000,000, in 1934 (columns M
and N). Investments in United States Gov-
ernment bonds jumped from roughly
$340,000,000 in 1930 to $1,591,000,000 in 1934.
Investments in other government bonds
show a relatively slighter increase, as do
investments in stocks and other bonds (col-
umns S and V).

The drop in mortgage holdings and the
steady rise in cash and investments in
United States Government bonds seem to
indicate a cautious attitude toward new
mortgage investments. Certainly, the
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$597,000,000 of uninvested cash and the
$1,591,000,000 of Government bond holdings

make an impressive showing of liquidity
and present lending capacity.

Estimates of the amount of morigage and other investments of all life insurance companies in the Uniled
States for years 1925-34, inclusive®

Total assets of all life | Estimated amount of all | Estimated amount of non- Estimated amount of real
insurance companies mortgages held farm mortgages held estate held 8
End (A) (B) (&) O] ® (0] (@ | D @& | D
of .
Ratio
year Per- . Per- . Per- : Per-
Amount cent Amount Rg;w cent Amount Rg’lo cent | Amount R;’?o cent, ;101
(000 change (000 total change (0600 total change (000 total change mort-
omitted) each | omitted) assets each | omitted) assets each | omitted) assets each ages
year year year year gh égl d
Per- Per- Per- Pep-
cent cent cent cent
1925 |$11,537,615 |....... $4, 741,960 1 41.1 1. ...... $2,699,802 | 23.4 |....... $207,677 ] L8 1....... 4.4
1926 | 12,939, 807 |+12.2 | 5,564,117 | 43.0 |-+17.3 | 3,429,049 | 26.5 |+27.0 232, 917 1.8 |[4+12.0 4,2
1927 | 14,391,851 |+11.2 | 6,202,888 | 43.1 |4+11.5 { 4,044,110 | 28.1 |+17.9 273, 445 1.9 4+17.2 4. 4
1928 | 15,961, 094 {+10.9 | 6,799,426 | 42.6 | +9.6 | 4,660,639 | 29.2 |4-15.3 | 319,222 | 2.0 |+16.8 4.7
1929 | 17,482,309 | +9.5 | 7,342,570 | 42.0 ; +8.0 | 5,244,693 | 30.0 {+12.5 | 367,128 | 2.1 |4+15.0 5.0
1930 | 18,879,611 | +8.0 | 7,646,242 | 40.5 | +4.1 | 5,588,365 | 29.6 | +6.5 453,111 2.4 4+23. 4 5.9
1931 | 20,159,940 | +6.8 | 7,741,417 | 38.4 | +1.2 | 5,725,423 | 28.4 | +2.5 564, 478 2.8 [+24.5 7.3
1932 1 20,754,112 | +2.9 | 7,409,218 | 35.7 | —4.3 | 5,562,102 | 26.8 | —2.8 830, 164 4.0 |4+47.2 11.2
1933 | 20,895,726 | +.7|6,770,215 | 32.4 | —8.6 | 5,140,349 | 24.6 | —7.6 (1,191,056 | 5.7 |4+43.5 | 17.6
1934 221, 800, 000 | 4.3 | 5,995,000 | 27.5 |—11.4 | 4,730,600 { 21.7 | —8.0 {1, 678, 600 7.7 |+41.0 28.0
Estimated amount of . .
s s Estimated amount of other Estimated amount of
Estimated cash El;tf% oitéé;tes Govern- government bonds stocks and other bonds
E;lfd (M) ™ | O P Q | ® ® M O Q)] w1 X
year . Per- . Per- . Per- . Per-
Amount R:{Ew cent Amount R?'(Elo cent Amount R?;’IO cent, Amount R:;xo cent
(000 total change (000 total change (000 total change (000 total change
omitted) assets each omitted) asset each omitted) © ” each omitted) assets each
year SSEIS 1 year assels | vear year
Per- Per- Per- Per-
cent cent cent cent
1925 | $108,455 { 0.94 |....... $680, 719 5.9 |....... $692, 257 6.0 [....... $3, 265,145 { 28.3 |.......
1926 98, 343 .76 1 —9.4 530, 532 4.1 {—22.0 698, 750 5.4 | +1.0| 3,700,785 | 28.6 | +13. 4
1927 | 118,013 .82 14+20.0 474, 931 3.3 (—10.5 762, 768 5.3 +9.214,202,420 { 29.2 | +13.5
1928 | 121, 304 .76 | +-2.5 430, 950 2.71 —9.3 861, 899 5.4 +13.0 ] 4,756,406 | 29.8 | +13.2
1929 | 127,621 .73 1 +5.8 349, 646 2.01—18.8 1, 031, 456 5.9 |4+19.6 | 5,139, 799 | 29.4 +8.1
1930 | 135,933 1 .72 | +6.3 339,833 1.8 —2.9 | 1,113,897 | 5.9 | +8.1 5,645,004 | 29.9 | +9.8
1931 161, 280 .80 (+18.4 383, 039 1.9 +12.6 1, 270, 076 6.3 |4+14.0 | 5,906, 862 | 29.3 +4.6
1932 | 315,463 | 1.52 {+95.7 456,590 | 2.2 |+19.3 | 1,328,263 | 6.4 | +4.6 5,831,905 |28.1 | —1.3
1933 | 451,348 | 2.16 |+43.2 877, 620 4.2 1492.1 1, 379,118 6.6 | +3.8 5,746,325 | 27.5 —1.5
1934 | 597,320 | 2. 74 (+32.4 | 1, 591, 400 7.3 14-81.2 1, 613, 200 7.4 14+17.0 | 6,060,400 | 27. 8 +5.5

1 Assets, except for 1934, as given by Life Insurance Yearbooks of the Spectator ‘Co.
figures supplied by the Association of Life Insurance Presidents for companies representing about 90 percent of assets
and investments of all companies.

2Estimated by the Association of Life Insurance Presidents. i

3Includes branch and home-office properties amounting possibly to 300 million dollars, which has probably not in-
creased since 1929.
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Advertising and Publicity for
Federal Savings and Loan Associations

HE building and loan business has al-
T ways been handicapped because its
safeguards, advantages, and limitations
have not been understood by the general
public. A market survey conducted last
year at the instance of the American Sav-
ings, Building and Loan Institute disclosed
that only a small minority of people have
more than a superficial knowledge of the
operation of these thrift, home-financing
institutions. Only 9.2 percent of the peo-
ple interviewed recommended investment
in building and loan associations. Actual
misinformation is widely held.

This situation has had three adverse re-
sults. It has restricted the volume of sav-
ings invested in building and loan accounts.
It has led many home owners, ignorant of
the merits of long-term amortized loans,
to use far less desirable types of mortgage
loans. It has, because of public failure to
differentiate the long-term savings invested
in building and loan associations from de-
mand deposits in commercial banks, aggra-
vated withdrawal and repurchase prob-
lems.

Removal of these handicaps by a definite
program of educational advertising and
publicity is essential to the expansion of
savings and loan institutions. The con-
templated advertising program of the Sav-
ings and Loan Cooperative Advertisers,
Inc., under the auspices of the United States
Building and Loan League, represents the
longest stride so far taken in that direction.

FEDERAL SAVINGS AND LOAN EDUCATIONAL
ACTIVITY

As A NEw form of thrift and home-lending
institution, distinct in many respects from
any earlier form, the Federal savings and
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loan associations confront a specific educa-
tional problem. In addition, they are un-
der obligation to build up their resources
rapidly, for a special objective of Congress
in providing for their establishment was
to make adequate home-financing credit
available as quickly as possible in the com-
munities needing it. In section 6 of the
Home Owners’ Loan Act, which provides
for the encouragement of these local,
thrift, home-financing institutions, Con-
gress had this educational problem specifi-
cally in mind.

The Federal Home Loan Bank Board has
by several means endeavored to carry out
the purpose expressed in the act. It has
had prepared a series of 10 booklets for
Federal associations to use to call public
attention to their methods of organization,
the investment merits of the four types of
shares available, the superiority of their
loan plan, and the benefits afforded
through insurance of accounts under the
Federal Savings and Loan Insurance Cor-
poration. The covers of these booklets are
reproduced in the following pages. Sam-
ple quantities have been sent to each Fed-
eral savings and loan association. A num-
ber of the associations have subsequently
ordered at their own expense large addi-
tional amounts for use in direct-mail ad-
vertising.

NEWSPAPER ADVERTISING

Mogre recently, the Board has had prepared
a series of 26 newspaper advertisements,
several of which are reproduced herewith.
They may be used by any Federal associa-
tion desiring to do so, at its own expense.
Many individual Federal savings and loan
associations have already made extensive
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SAMPLES OF LEAFLETS FOR USE OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS
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ADVERTISING COPY FOR

USE OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS
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ADVERTISING COPY FOR USE OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS
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use of their own direct-mail and news-
paper advertising, given radio broadcasts,
and have developed window displays and
other means of public education and sales
promotion. The desirability of these steps
seems to be fully confirmed by the rapid
growth in investments in Federal savings
and loan associations, the elimination of re-
purchase and withdrawal difficulties among
converted institutions, and a substantial in-
crease in lending activities through satis-
factory opportunities for loans, particularly
in the refinancing field.

LOCAL PUBLICITY

TurIFT and home-financing institutions,
whether under Federal or State charter, are
local agencies. Each obtains most of its
funds from the people in its own commu-
nity and lends on homes in that community.
Its educational program must, therefore, be
directed at a specific group of people and
meet specific local conditions.

The purpose of the Board has been
simply to assist in the initial development
of publicity and advertising plans with re-
gard to those features which are common
to all Federal savings and loan associations.
For the maintenance of a constant flow of
educational material to its own special pub-
lic, each association must in the main de-
pend on its own resources and study the
opportunities and conditions peculiar to its
community. This is particularly true of
publicity, as contrasted with paid adver-
tising.

Publicity is of urgent importance to every
Federal savings and loan association. As
an aid and a guide to Federal associations
in handling their own local publicity, the
Board some time ago sent an outline on the
subject to all Federals. With the thought
that it may be of interest to all members of
the Federal Home Loan Bank System, it is
reproduced herewith. Attention is called
particularly to section V.

LOCAL PUBLICITY FOR FEDERAL SAVINGS
AND LOAN ASSOCIATIONS

I. Press relations.—Directors and executives
of the association should establish relations of
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mutual confidence and helpfulness with newspa-
per reporters and editors throughout their lend-
ing territory and should at all times be accessible
to press representatives.

II. News interest—News releases should be is-
sued strictly upon the basis of their genuine in-
terest to the public, particularly avoiding “ adver-
tising ”, salesmanship, and “ personal ” publicity.
This policy will secure the respect of newspaper
men and lead to closer cooperation in giving the
public adequate information concerning the asso-
ciation.

III. Local emphasis.—The great strength of a
Federal savings and loan association is that it is
distinctly a local institution and must stand or
fall by the character of its service to its own com-
munity. Every step should be taken to emphasize
this local mutual aspect of the association’s oper-
ation, so that it may come to be regarded by
everyone with confidence and good will as a val-
uable asset to the city.

IV. Topics for publicity.—Examples of suitable
topics for local news releases by the association
are:

1. Opinions of leading directors or executives
regarding current real estate or general business
conditions, avoiding guesswork and controversy.

2. The benefits of home ownership, not only to
the family but to the community, pointing out
that the ultimate goal of home financing is home
ownership free and clear.

3. Local public statistics of interest to real
estate and financial editors.

4. Increasing volume of association’s resources,
with specific dates and figures for comparison,
particularly on actual number of shareholders
and average size of accounts.

5. Rising trend of lending operations in dollar
volume and by number of home-owner borrowers,

6. Association’s methods of assisting borrowers
who are building new homes to get sound value
and economical cost in materials, architecture,
and equipment by specification or otherwise.

7. Summary of advantages of long-term amor-
tized loans to home owner and investor.

8. Loans available for refinancing, repairs and
modernization, and construction.

9. Comments on general growth in loans and
resources of Federal savings and loan associa-
tions in the State or throughout the country (such
information is no longer extensively used when
released in Washington but can readily be tied
in with local releases). Reports on these details
will be sent to you from Washington.

10. Clear, brief, explanatory statements regard-
ing Federal Savings and Loan Insurance Corpo-
ration and the way in which it protects savings.

11. Transmittal releases dealing with new book-
lets prepared by or for your association, dealing
with loaning policies, insurance of accounts, and
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other questions of general public interest and
information.

12. Purposes and functions of the Federal
Home Loan Bank System and advantages which
a Federal savings and loan association derives
from membership in the System.

13. History of building and loan in America
and England, its place in home financing; with
emphasis oni the local, mutual character, not offer-
ing high profits to any one individual or group
but all investors sharing alike in proportion to
their investments. Importance of building and
loan principle in providing a steady supply of
funds for building up the community.

14. Explanatory remarks regarding periodic
balance sheet or income account or annual report
of the association.

15. Copies or condensations of addresses made
by executives of the association before local,
State, or national groups on home-loan financing
topics.

16. Information regarding the part which some
director or executive of the association may take
in any important civic activity as a matter of
public service.

The foregoing illustrate a few of the limitless
possibilities of local publicity, and may suggest
many others out of the daily routine activities of
the association,

V. Precautions to avoid misunderstandings.—
Public misunderstanding will be prevented if
care is taken in the association’s local publicity
to comply with the following precautions:

1. Make no implication that the association per-
forms a banking or deposit business, or that ac-
counts are subject to immediate repurchase, even
though the association may be in highly liquid
condition at the time.

2, The fact should be emphasized that your
association is mutual and local, rather than a
Federal enterprise in any direct sense. Refer-
ence to Federal sponsorship should be restricted
to details of supervision and examination.

3. Avoid direct comparisons or contrasts in-
dicating the advantages of a Federal association
over any other specific form of savings or home-
financing instifution whatever.

4. Do not suggest that the insurance feature
represents a Federal guaranty, or that the insur-
ance involves a guaranty of liquidity or assur-
ance of a minimum dividend rate.

5. Your information to the press should have
the quality of understatement rather than exag-
geration. Conservatism and restraint in state-
ments from financial institutions of any kind are
vital in securing and retaining the confidence of
press and public.

6. Never compare Federal savings and loan
shares with Federal Government bonds in any
way.
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7. Do not suggest a definite future rate or divi-
dend to shareholders—a clear-cut statement of
the rate actually paid in the past is sufficient.

8. Do not use the term “guaranteed” with
reference to insurance of accounts.

9. Do not refer to a share account as a “sav-
ings account.” Under the statute it is a share
account, not a savings account. Such expres-
sions as “ interest on savings ” are misleading.

VI. Standards for news releases.—News re-
leases should be brief and clear. They should
be prepared in readable form by typewriter or
mimeograph, and should be distributed simul-
taneously to all newspapers concerned, in order
to give each paper equal opportunity to use the
material. Verbal news statements are subject
to error and misunderstanding, except in reply
to specific questions and where time does not
permit a typed release to be prepared.

VII. Forms for news releases.—Releases should
show clearly at the top of the first page:

1. The name, address, and telephone number of
the association.

2. The date at which the release is to be used,
and whether by morning or evening papers, as
follows:

Firra FEDERAL SaviNgs AND LOAN ASSOGIATION
OoF MIDDLEBURG

MIDDLEBURG, INDIANA

310 Main Street For release to
Telephone: Main 1010 A. M. newspapers
Tuesday, January 1, 1935

3. It may be wise to summarize the subject
matter in a short introductory paragraph, to give
reporters or editors at a glance the main facts.

VIII. Publicity media other than newspapers.

1. Local radio talks, tracing the development
of Federals. Being of an educational nature and
in the public interest, such talks are welcomed by
most local stations. They should be short and
well prepared, perhaps dramatized, as by use of
a questions and answer dialog on salient fea-
tures of the association’s value to home owners
and savers.

2. Speeches before luncheon clubs, women’s
clubs, civic organizations, etc.

3. Interesting material can be supplied to news-
paper reporters desiring to prepare informative
“ feature ” stories of extended length for Sunday
supplements, as contrasted with strictly news
releases. .

4. Contests and prizes of special appeal to chil-
dren, particularly for associations in towns under
100,000 population. Apart from educating the
younger generation in thrift, such contests are of
direct interest to parents and help to emphasize
the community aspects of home finance to the
public.
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Federal Authority for Conversion of Thrift
Home-Financing Institutions From
State to Federal Charter

HE Home Owners’ Loan Act of 1933 as

amended provides that: “Any mem-
ber of the Federal Home Loan Bank may
convert itself into a Federal savings and
loan association under this act upon a vote
of 51 per centum or more of the votes cast
at a legal meeting called to consider such
action.” It further provides that such con-
version shall be subject to such rules and
regulations as the Federal Home Loan Bank
Board may prescribe. Up to March 1, 1935,
209 State-chartered institutions situated in
32 States had converted to Federal charter
under this statute.

From the passage of this act until Feb-
ruary 1935, 15 States on which reports had
been received had enacted legislation con-
cerning the conversion of institutions un-
der their jurisdiction from State to Federal
charters. Of these 15 States, 10 followed the
Federal statute and provided that conver-
sion may take place by a majority vote of
those present or by proxy at a legal meet-
ing called for the purpose. The 10 States
so acting are Indiana, Minnesota, New
York, Ohio, Oklahoma, Oregon, Rhode
Island, South Carolina, Washington, and
West Virginia. A draft of a conversion
law for adoption by States which is har-
monious to the Federal law is appended at
the end of this article.

In the other 5 States in which legislative
action has been taken, however, the re-
quirements to effect conversion differ from
those set up by Congress. Thus, in Illinois
and Iowa a three-fourths vote of the share-
holders present or by proxy is required; in
Michigan, a two-thirds vote; in Kentucky,
conversion may be accomplished upon ap-
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proval in writing of the holders of two-
thirds of the capital stock and authoriza-
tion by two-thirds of the board of direc-
tors; in New Jersey, 40 percent of all mem-
bers must be present in person and a vote
of 75 percent of the shares represented in
person or by proxy is necessary in order to
consummate conversion.

In a sixteenth State, Wisconsin, although
the legislature has enacted no statute on
the subject, the question of whether a
State-chartered institution may convert
under the Federal statute has been raised
in the courts. The case was first tried in
the Circuit Court of Milwaukee County,
Wis., and a decision rendered last Septem-
ber upholding the constitutionality of that
section of the Home Owners’ Loan Act pro-
viding for conversion. This decision, how-
ever, was later reversed by the Supreme
Court of Wisconsin and the conversions
which had taken place in such cases under
the authority of the Federal act were de-
clared null and void. Appeal from such
decision to the United States Supreme
Court is being perfected. Enabling legisla-
tion is being considered by the State legis-
lature of Wisconsin at its present session.

It is evident that some decision must be
reached as to whether Federal or State law
control. The question is one of jurisdic-
tion. Where does supreme authority over
the financial system of the Nation rest?
The question is not a new one. It was
raised at the end of the Civil War when
Congress provided for the conversion of
State banks into national banks, and it was
raised again in 1916 when Congress created
the Federal Farm Loan Board, Federal
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land banks, and national farm-loan asso-
ciations, and in 1923 when Congress au-
thorized any State-chartered agricultural
or livestock financing corporation to be
converted into a national agricultural
credit corporation.

CONVERSION OF STATE BANKS INTO NATIONAL
BANKS

To unpeErsTAND the decisions reached om
these earlier occasions, we need to follow
the course of constitutional and legislative
thought on this subject as it has developed
in America. The power of Congress to
establish banks as appropriate facilities to
aid in the fiscal operations of the Federal
Government was placed beyond contro-
versy by the decisions of the Supreme
Court of the United States in McCulloch v.
Maryland, 4 Wheat. 316; Osborn v. Bank
of Uniled States, 9 Wheat, 738. In the de-
cision in the famous McCulloch v. Mary-
land case, Chief Justice Marshall wrote:

Although, among the enumerated powers of
Government we do not find the word “bank ” or
“incorporation , we find the great powers to lay
and collect taxes; to borrow money; to regulate
commerce; to declare and conduct a war; and to
raise and support armies and navies. . . ., Itis not
denied that the powers given to the Government
imply the ordinary means of execution. That,
for example, of raising revenue, and applying it
to national purposes, is admitted to imply the
power of conveying money from place to place,
as the exigencies of the Nation may require and
of employing the usual means of conveyance,.

Such was the logic that justified the es-
tablishment of banks under Federal char-
ter. The next major step was taken when
the United States Supreme Court, in Casey
v. Galli, 94 U. S. 673, approved the conver-
sion of a State bank into a national bank.
In that decision the court said:

No authority from the State was necessary to
enable the bank so to change its organization.
The option to do that was given by the forty-
fourth section of the banking act of Congress, 13
Stat. 112, The power there conferred was ample,
and its validity cannot be doubted. The act is
silent as to any assent or permission by the State.
It was as competent for Congress to authorize

the transmutation as to create such institutions
originally.
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CONVERSION OF AGRICULTURAL FINANCING
AGENCIES

THE incorporation of banks under Federal
charter either originally or through con-
version reflected the growing conscious-
ness of Congess that it could not control the
currency and the monetary system of the
country unless it also controlled banking
and banking credit. However, there is ob-
viously no difference between credit ex-
tended to merchants on the security of
commercial paper and credit extended to
farmers on agricultural security. Conse-
quently, when the emergency created by
the World War and calling for an increase
in the food supply, made necessary the pro-
vision of farm-mortgage credits, Congress
enacted the Federal Farm Loan Act. This
act, approved in 1916, provided for the cre-
ation of Federal land banks, the Federal
Farm Loan Board, and the national farm-
loan associations under Federal charters.
Again, no specific authorization to create
such associations is found in the Constitu-
tion, but such power is embraced within
the general power “ to make all laws which
shall be necessary and proper for carrying
into execution” any of the powers vested
in the Federal Government. It had thus
become apparent that the power to issue
currency was not the limiting factor in
determining what financial institutions
should be included in the fiscal system
whose regulation is the exclusive duty of
Congress.

The constitutionality of congressional
action in establishing agricultural-financ-
ing institutions under Federal charter was
upheld by the Supreme Court of the United
States in Smith v. Kansas City Title and
Trust Co. (255 U. S. 180). In that case the
language of the court was rather explicit
in stating that such federally chartered in-
stitutions could be established for the pur-
pose, among others, of making loans on
mortgages. The decision in part reads as
follows:

But the existence of the power under the Con-
stitution is not determined by the extent of the
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exercise of the anthority conferred under it. Con-
gress declared it necessary to create these fiscal
agencies and to make them authorized depos-
itaries of public money. Its power to do so is no
longer open to question.

But, it is urged, the attempt to create these Fed-
eral agencies, and to make these banks fiscal
agents and public depositaries of the Government,
is but a pretext. But nothing is better settled by
the decisions of this court than that, when Con-
gress acts within the limits of its constitutional
authority, it is not the province of the judicial
branch of the Government to question its mo-
tives. ‘Whether technically banks, or
not, these organizations may serve the Govern-
mental purposes declared by Congress in their
creation. Furthermore, these institutions are or-
ganized to serve as a market for United States
bonds. .

We therefore conclude that the creation of these
banks, and the grant of authority to them to act
for the Government as depositaries of public
moneys and purchasers of Government bonds,
brings them within the creative power of Con-
gress, although they may be intended, in connec-
tion with other privileges and duties, to facilitate
the making of loans upon farm security at low
rates of interest. This does not destroy the valid-
ity of these enactments any more than the general
banking powers destroyed the authority of Con-
gress to create the United States bank, or the au-
thority given to national banks to carry on addi-
tional activities destroyed the authority of Con-
gress to create those institutions.

As the agricultural-credit problem did
not subside after the World War, Congress
in 1923 authorized the creation of national
agricultural credit corporations under
Federal charter and the conversion into
Federal corporations of State-chartered
agricultural financing institutions.

URBAN HOME-FINANCING CREDIT BECOMES A
NATIONAL PROBLEM

THE vital part played by the urban home-
financing structure in the Nation’s fiscal
system was not forced on the attention of
the public and of Congress until the de-
pression which began in 1929. Then the
urban home-debt structure of $21,000,000,-
000 collapsed and threatened ruin not only
to the home owners and home-financing
institutions but to the entire banking sys-
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tem. Accordingly, Congress employed its
constitutional power, first, to provide, in
the Federal Home Loan Banks, a national
reserve system for the Nation’s principal
home-financing institutions. Later, as the
home-financing crisis grew more serious,
it undertook to extend through the Home
Owners’ Loan Corporation, Federal credit
directly to home owners. It is generally
agreed and the results have demonstrated
that none but the Federal Government
could have met this gigantic financing
problem.

However, what is particularly pertinent
to this discussion is that in the same act in
which Congress employed its constitutional
authority to rescue the collapsing home-
financing structure, it also made provision
to forestall the recurrence of such a col-
lapse in the future. It did this by author-
izing, in the Home Owners’ Loan Act of
1933, the establishment of thrift, home-
financing institutions, under Federal char-
ter and with all the safeguards and aids
which Federal control and supervision
makes possible. As with banks and agri-
cultural credit corporations, Congress also
authorized the conversion of State-char-
tered home-financing institutions into Fed-
eral corporations.

Thus, the sequence of thought and action
on the part of Congress and the courts has
followed the irresistible facts of national
development. Beginning, in a simple ag-
ricultural society, with the constitutional
power to control the currency, Congress
has been forced to extend its control pro-
gressively from precious metals to bank
notes, to banking credit, to farm and ag-
ricultural credit, and to home-mortgage
credit as these types of credit became vital
to a highly industrialized society. Usually
a national necessity has thrust upon Con-
gress the responsibility for extending its
constitutional control over the fiscal sys-
tem. Thus the Government’s need of funds
during the Civil War, the Nation’s need of
food during and after the World War, and
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the collapse of the home-financing struc-
ture in 1932 and 1933 have in turn forced
Congress to extend the exercise of its regu-
latory powers over an ever-broadening fis-
cal field.

It appears, therefore, that Federal legis-
lation governing the conversion of building
and loan associations into Federal associa-
tions arises both logically and inevitably
out of the constitutional power and duty
of Congress. In this connection, a sound
opinion has been rendered by the attorney
general of the State of Texas (no. 153,
dated Apr. 30, 1934), that “ a so-called con-
version of a Texas association into a Fed-
eral savings and loan association must be
accomplished in accordance with the Fed-
eral statute.”

A BrL for an act providing for the conversion of building
and loan associations and other home-financing organiza-
tions into Federal savings and loan associations, pre-
scribing the procedure therefor, defining the results
thereof and providing for the indebtedness of such
associations
Be it enacted that: (Use suitable enacting

clause.)

Sec. 1. Any building and loan association or
other home-financing organization by whatever
name or style it may be designated, eligible to
become a Federal savings and loan association
may convert itself into a Federal savings and loan
association by following the procedure herein-
after outlined.

A. At any regular meeting of the shareholders
of any such association or at any special meet-
ing of the shareholders of such association in
either case called to consider such action and
held in accordance with the laws governing such
association, such shareholders by an affirmative
vote of the majority of said shareholders present
in person or by proxy may declare by resolution
the determination to convert said association into
a Federal savings and loan association.

B. A copy of the minutes of such meeting of
the shareholders verified by the affidavit of the
president or vice president and the secretary of
the meeting shall be filed within ten days after
said meeting, in the office or department of this
State having supervision of such association.
Such verified copy of the minutes of such meet-
ing when so filed shall be presumptive evidence
of the holding and of the action of such meeting.
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C. Within a reasonable time and without any
unnecessary delay after the adjournment of such
meeting of shareholders, such association shall
take such action as may be necessary to make it
a Federal savings and loan association and within
ten days after receipt of the Federal charter
there shall be filed in the office or department of
this State having supervision of such association
a copy of said charter issued to such association
by the Federal Home Loan Bank Board or a cer-
tificate showing the organization of such associa-
tion as a Federal savings and loan association
certified by, or on behalf of, the Federal Home
Loan Bank Board. Upon the filing of such in-
strument such association shall cease to be a State
association and shall thereafter be a Federal sav-
ings and loan association.

SEc. 2. At the time when such conversion be-
comes effective as hereinbefore provided, said
association shall cease to be supervised by this
State and all of the property of such association
including all of its right, title, and interest in
and to all property of every kind and character
whether real, personal, or mixed shall immedi-
ately by operation of law and without any con-
veyance or transfer whatsoever and without any
further act or deed, continue to be vested in said
association under its new name and style as a
Federal savings and loan association and under
its new jurisdiction; and said Federal savings
and loan association shall have, hold, and enjoy
the same in its own right as fully and to the same
exient as the same was possessed, held, and en-
joyed by it as a State association and said Federal
savings and loan association at the time of the
taking effect of such conversion shall continue
responsible for all of the obligations of said State
association {o the same extent as though said con-
version had not taken place; it being expressly
declared that the said Federal savings and loan
association shall be merely a continuation of the
said State association under a new name and new
jurisdiction and such revision of its corporate
structure as may be considered necessary for its
proper operation under said new jurisdiction,

SEec. 3. If any provision in this act, or the appli-
cation thereof to any person, corporation, or cir-
cumstance, is held invalid, the remainder of the
act, and the application of such provision to
other persons, corporations, or circumstances,
shall not be affected thereby.

SEc. 4. Whereas an emergency exists for this
legislation, this act shall take effect immediately
upon its enactment. (Use suitable emergency
clause.)
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Residential Construction Activity
in the United States

OR the first 9 weeks of 1935, ending
February 28, residential building
makes a showing considerably better than
for the same period in either 1934 or 1933,
but still below the 1932 level (chart 2).
The low level of residential construction in
all these years including 1935, however, is
revealed by chart 1. This chart compares
the average daily value of residential con-
struction for the four periods 1925-29,
1925-34, 1932-34, and 1935. Averages for
each month are charted on the vertical
month lines. It shows at a glance that resi-
dential construction remains today, as it
has been for 3 years, insignificant in com-
parison with the activity of earlier years.
The purpose of charting the average for
the 10-year period, 1925-34, is to arrive
at something of a norm by the inclusion
of both boom and depression years. If the
cyclical extremes of building activity are

to be avoided in the future, it would ap-
pear as much a cause for concern to rise
far above this average in any year as it is
undesirable to fall so far below it.

Analyzing the figures for residential con-
struction so far this year, we find that the
upturn recorded in January did not con-
tinue in February. Final figures for Feb-
ruary, based on reports for the entire
month, show that the average daily value
of residential construction was almost 16
percent below the January level (table 1).
This decline becomes more unfavorable
when compared in chart 1 with the aver-
age increase of 4.1 percent in February
over January for the preceding 3 years. In
spite of this decrease, however, the value
of residential contracts awarded from Feb-
ruary 1 to 28 was still 14.4 percent greater
than in the same period in 1934.

TasLE 1.—Value of construction contracts awarded in 37 Eastern Slales and percentage changes for
comparative periods

[Source: F. W. Dodge Corporation]

Total for the period Average daily
February 1 to 28 January 1 21’:; February (000 omitted) Percent change
Type of . .
construction (000 omitted) (000 omitted) Febru- Febru- Febru-
ary
ary ary
Per- Per- |Febru-| Janu- |Febru-| 1935 };?:3_ 1935
cent cent ary . ary ary from ary from
1935 | 1934 change 1935 | 1934 change | 1935 1935 | 1934 J:;x;— 3-year Fealr)§u-
aver-
1935 | go? 1934
Residential........ $16, 617/$14, 520| 1-14. 4/$39, 027/$29, 646/ +31. 6 $722 $862 $631} —16.2; +4.1] +14. 4
Nonresidential 8. .. .| 58, 467| 82, 196] —28. 9(135, 8301257, 440| —47.2] 2,542 2,975/ 3,574/ —14.6] —20. 3} —28.9
Total....... 75, 084] 96, 716| —22. 4174, 857287, 086] —39. 1] 3,264| 3,837 4,205 —14.9] —19.5{ —22.4

1 Based on reports for the entire month (23 working days).
2 Represents the average of the percent change in February from January for the 3 years 1932-34.
3 Includes contracts for commercial buildings, public works, and utilities.
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CONSTRUCTION ACTIVITY IN JANUARY building trades if employment and purchas-

ing power are to be further increased.
RESIDENTIAL construction in January 1935 gp

represented the highest percentage of total  cHarT 1.—AVERAGE DAILY VALUE OF RESIDENTIAL CON-

construction since July 1933 and reached a SO T s WARDED IN 1935 COMPARED
point well above any ratio in 1934 (chart
. {Bosed on F W Dodge Reports for 37 Eastarn States)
3). This advance resulted from an actual wiions o witons. o
. . . . oliars ollar
increase in the value of residential con- , ©
. . it AVERAGE OF 3 MEDIAN YEARS 1925-1929
struction and from a drop in total con- {1 Lo aes i Each ot Elmrstech
. 9
struction, due to a smaller volume of Gov- ° / N
ernment-financed projects. The decline in 8 e
total comstruction in January was a con- N 7
tinuation of the recession which began in . P .
. 1 AVERAGE OF TEN YEARS 1925-1934.
February 1934. The January construction ™~
. . s < 5
level, as shown in chart 4, is 80 percent — ™~
below the 1923-25 base. Meanwhile, indus- ‘ 4
trial production had advanced to a point s s
only about 12 percent lower than the 1923-25 . .
production level. This wide divergence be- i [AvEnasE or 3 veans ese-to34
. . P ' 4 — == boir=tesssy 1!
tween production and construction activity et~ T
accentuates the need for stimulating the S o reo e e WA W W AV SERT oOT mov e
CHART 2,—VALUE OF RESIDENTIAL CONSTRUCTION CONTRACTS AWARDED [N 37 EASTERN STATES, YEARS 1932, 1933,
1934, AND 1935
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CHART 3.—VALUE OF RESIDENTIAL CONSTRUCTION CONTRACTS AWARDED IN 37 EASTERN STATES, 1926=34. (DATA ALSO
EXPRESSED AS A PERCENT OF TOTAL CONTRACTS AWARDED)
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CHART 5.—INDEXES OF RESIDENTIAL CONSTRUCTION CONTRACTS AWARDED, COST OF BUILDING AND HOUSING RENTALS
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RESIDENTIAL CONSTRUCTION IN RELATION TO
RENTALS AND CONSTRUCTION COSTS

THE cost of building curve in charts 5 and
6 is based upon data compiled by the Fed-
eral Reserve Bank of New York and takes
the place of construction cost index used
in previous issues of the Review. Chart 5
shows that from 1930 to the middle of 1932
the cost of building and housing rentals re-
ceded at a similar rate. Housing rentals
continued to decline until the first of 1934
and then began a gradual rise. Building
costs, after rising sharply in 1933, have re-
mained relatively stable since early 1934.
In January 1935 we find building costs were
12 percent below the 1923-25 Ilevel,
whereas housing rentals were 25 percent
below, and residential construction was 90
percent below this same level. The two
curves of housing rentals and building
costs must approximate each other more
closely before any appreciable rise in con-
struction will occur. Building materials
and building costs (chart 6) remained
steady in January, but all commodities ad-
vanced sharply, reflecting higher prices for

products, textile products, and chemicals
and drugs.

RESIDENTIAL CONSTRUCTION CONTRACTS
AWARDED IN 10 FEDERAL HOME LOAN BANK
DISTRICTS

THE number of buildings and the value of
residential construction contracts awarded
in each of the 10 Federal Home Loan Bank
districts, east of the Rocky Mountains dur-
ing the month of January 1935, are shown
in table 2. January construction is com-
pared with activity in December 1934 and
January 1934. Certain districts—notably
numbers 2, 5, and 9—still reveal the effects
of stimulated reconditioning activity in the
disproportionate increase in the number of
contracts awarded as compared with the
increase in value.

RESIDENTIAL BUILDING PERMITS ISSUED IN ALL
FEDERAL HOME LOAN BANK DISTRICTS BY
STATES

TasLE 3 affords the opportunity for home-
financing institutions in any State to ascer-
tain the residential building activity in

farm products, food, hides and leather

their own region.

Every one of the Bank

TABLE 2.—Number of buildings and value of residential construction coniracts awarded by 10 Federal
Home Loan Bank Districts

[Source: F. W. Dodge Corporation]

Number of buildings Value (000 omitted)

Bank District Janu- |Decem-| Per- | Janu- | Per- Per- Per-

ary ber cent ary cent Jalrgéasry kgfcf;g; cent Jalngléiry cent
1935 | 1934 |change!] 1934 ichange? change 1 change ?
Total of 37 Eastern States3.| 6, 103| 3, 643| +67.5| 5,139 18. 8$22, 410. 2/$19, 924. 7| 4-12. 5{$15, 110. 4] 448.3
Lo 225 355 —36. 6 224  +.4) 1,247.3| 2,100.0{ —40.6; 1,754.4| —28.9
e ¢ 1, 544 779 +98. 2 4354254, 9| 6,327.8[ 6,179.8f +2.4{ 2,660.1{+137.9
2P 182 171 +6.4 233 —21. 9 941. 9] 1,712.5| —45. 2,152. 4] —56.2
Ao 1, 084 610 +77.7 722| 4+50.1] 6,853.8 3,166.8+116.4( 3,305.6/+107.3
G e e 41,813 883(+-105. 3 320|4+466. 6| 1,939.7 1,349.7 +43.7| 1,015.0 4+-91.1
L 173 151 +14.6{ 42,552 —93. 2 957. 6 720.4| +32.9] 1,058.2f —9.5
7 103 131} —21. 4 57 +-80.7 785.0 1,093.9 —28. 2 300. 6/+161.1
S 265 147} +-80. 3 96/+176.0{ 1,129.4] 1,516.9 —25.5 597.3! +89.1
L 4612 329| 4-86.0 204{4-200.0{ 1,892.9] 1,574.7 +20.2| 1,036.3 4+82.7
103 oo 102 87l +17.2 96, +6.3 334. 8 510.0| —34.4 1,230.5 —72.8

! Percent change of January from December 1934.

2 Percent change of January 1935 from January 1934.
. _*Report is for 37 Eastern States, which excludes New Mexico in Federal Home Loan Bank District No. 9, Colorado
in No. 10, and all States in Districts Nos. 11 and 12. For States included in districts see map on p. 3 of cover of this

REeviEW.

* These totals include a large number of H. O. L. C. improvement projects.
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districts, except number 1, showed an in-
crease in the value of residential building
permits issued in January 1935, in compari-
son with January of last year, and all but
three districts—namely, numbers 1, 4 and

6—showed an increase in January 1935
over December 1934. Reference to this
table will enable member institutions to
ascertain construction activity in any par-
ticular State.

TasLE 3.—Estimated value of residential building permils issued in January 1935

[Source: Bureau of Labor Statistics]

Population represented Val . . o ye -
: s ue of residential building permits issued
in reporting commu- (000 omitted)
District and State
January | December | Percent | January | Percent
Percent | Actual 1935 1934 | change! | 1934° | change ?
UNITED STATES............... 44.5 | 54,644,708 | $9,047.9 | $7,112.3 +27.2 | $4,449.2 +103. 4
District No. 1....... ... ant. 65.5 5, 349, 024 511.7 982. 3 —47.9 549. 7 —6.9
Connecticub...........cocvvon.. 68. 2 1, 096, 668 147.0 283.1 —48. 1 158.6 —7.3
Maine................c..onn... 16. 4 130, 405 6.0 4.2 +42.9 1.2 +400.0
Massachusetts.................. 78.6 | 3,341, 866 308.3 535.8 —42.5 363.8 —15.3
New Hampshire................. 32.3 150, 369 3.5 20. 8 —83.2 4.0 —12.5
Rhode Island................... 82. 8 568, 915 46. 9 131. 2 —64.3 22.1 +112.2
Vermont.......ooovevnenveaan. 16.9 60, 801 0 7.2 —100.0 0 0
DistrictNo. 2.........ccovvierennn.. 72.2 | 12, 000, 003 3,477.7 1,972.5 +76.3 1, 488. 2 +133.7
New Jersey.........ocovvvunns 61.1 2, 469, 346 141.2 321.7 —56.1 207.9 —32.1
New York........ccovvivnaann. 75.7 9, 530, 657 3, 336.5 1,650.8 +102.1 1, 280. 3 +160. 6
DistrictNo. 3........ccoviinnnnn. 45. 2 5, 241, 011 286.0 225. 4 +26.9 130.8 +118.7
Delaware.............covivvnn.. 44. 7 106, 597 18.0 49.0 —63.3 37.5 —52.0
Pennsylvania................... 50. 2 4, 834, 368 225.0 166. 2 +4-35. 4 82.6 +172. 4
West Virginia................... 17. 4 300, 046 43.0 10.2 +321.6 10.7 +301.9
District No. 4..........cvviniin., 26.5 4, 363, 145 992. 4 1,002.1 —~1.90 514. 8 +92.8
Alabama............cciiien 20.0 529, 948 10.5 27.5 —61. 8 2.4 +337.5
District of Columbia............ 100. 0 486, 869 455. 2 525.3 —13.3 234.1 +94. 4
Florida.......cociiiiniiinnnn 34.9 512, 798 265.5 189.9 +35.1 91. 6 +180.0
Georgia......ooo i 18. 8 546, 533 56. 1 23.8 +135.7 21.1 +165.9
Maryland...................... 55.9 911, 444 26.5 82.0 —67.7 24.0 +10.4
North Carolina. ................ 16.7 529, 376 7.0 59.1 +20.1 76.8 —17.6
South Carolina. ................ 13.5 235, 002 62. 9 62.9 0 24.0 +162.1
Virginia. ... 25.2 611, 175 53.7 31. 6 +69.9 40. 8 +31.6
District No. 5. ......ooviiiiiaat. 42. 4 5,039, 772 430. 6 289. 3 +48.8 215.3 +100.0
Kentucky.......covvevviiann., 21.2 555, 533 62.3 25.9 +140. 5 29.5 +111. 2
Ohio.....ciiiieiiii i 57.1 3, 792, 464 342. 7 251.9 +36.0 175. 2 +95.6
T ENNESSEE . « oo v v v e e enneaennn 26. 4 691, 775 25.6 11.5 +122. 6 10. 6 +141.5
District No. 6.......ccovieviaie, 51.7 | 4,178,421 221.9 341. 8 —35.1 110.6 +100. 6
Indiana........covvviiiiians 41.5 1, 343, 715 22.7 30.1 —24.6 27.9 —18.6
Michigan. ..............ovoiiin 58.5 | 2,834,706 199. 2 311.7 —36.1 82.7 +140.9
District No. 7..ceoviv i i 56.4 | 5,958, 601 234.6 221.7 +5.8 79.3 +195.8
Nhinois......ccviiviiienne.. 63.1 | 4,812,031 167.8 127.6 +31L.5 54.8 -+ 206. 2
Wisconsin..........cooovvennnn. 39.0 1, 146, 570 66.8 94.1 —29.0 24.5 +172:7
1 Percent change January 1935 from December 1934.
2 Percent change January 1935 from January 1934.
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TasLE 3.—Estimaled value of residential building permils issued in January 1935—Continued

[Source: Bureau of Labor Statistics|

Population represented v . . o 1s N
. p i alue of residential building permits issued
In reporting commu (000 omitted)
District and State
January | December| Percent | January | Percent
Percent|  Actual 1935 1934 | change! | }1934° | change®
District No. 8....................... 32.3 3, 241, 582 282.4 280. 8 +.6 146. 6 +92.6
Towa......................... 26. 3 650, 298 23.1 40.0 —42.3 18.2 +26.9
Minnpesota.......... .......... 37.5 962, 545 18.0 57.7 —68.8 32.5 —44. 6
Missouri....................... 41.7 1, 511, 831 235.6 171. 8 +37.1 92.7 +154.2
North Dakota.................. 6.7 45, 731 0 0 0 0 0
South Dakota.................. 10. 3 71,177 5.7 11.3 —49.6 3.2 +78.1
DistrictNo. 9....................... 20.4 2,492,828 864.9 434.3 +99.1 247.5 | 4249.5
Arkansas...................... 8.1 149, 767 4.4 0 ® 1.5 -+193.3
Louisiana. .. ................... 27.3 573,077 56. 8 24.0 +136.7 22.6 +151.3
Mississippi. . ..o ooveiiiii 8.1 162, 387 14.5 9.5 +52. 6 1.3 {+1,015. 4
New Mexico.. ................. 8.9 37, 743 4.8 4.0 +20.0 1.5 +220.0
Texas......ooooviiieen .. 27.0 | 1,569, 854 784. 4 396.8 +97.7 220.6 | +255.6
District No. 10...................... 25.7 | 1,717,066 203. 4 185.9 +9.4 106. 2 +91.5
Colorado....................... 39.2 406, 109 97.3 48.9 +99.0 28.3 +243. 8
Kansas........................ 24. 6 462, 165 13.7 19.9 —31.2 28.8 —52. 4
Nebraska..................... 25.0 345, 174 34.2 24.5 +39.6 16. 8 +103. 6
Oklahoma...................... 21.0 503, 618 58.2 92.6 —37.1 32.3 +80. 2
District No. 11........ ... ... ... ... 34.9 1, 478, 207 115.9 92. 6 +25.2 58.8 +97.1
Idaho............... ... ... . ... 8.5 38. 015 1.1 7.5 —85.3 0 ®
Montana...................... 23.0 123, 688 .8 11.8 —93.2 10.5 —92. 4
Oregon. ..........coovvviiiunn. 37.6 358, 165 28.1 25.7 +9.3 13.0 | +116.2
tah.........ciiiie 38.5 195, 305 11.8 3.2 | +268.8 15| +686.7
Washington. .. ................. 47.4 745, 673 64.1 40.1 +59.9 33.8 +89.6
Wyoming..................... 7.7 17, 361 10.0 4.3 +132.6 0 ®
District No. 12............... ... ... 57.8 3, 585, 048 1, 426. 4 1,083.6 +31.6 801. 4 +78.0
Arizopa............. ... ... o... 11.0 48, 118 13. 4 0 ® 4.5 +197.8
California...................... 62.0 3, 518, 401 1,413.0 1,083.6 +30. 4 796.9 +77.3
Nevada........................ 20.3 18, 529 0 0 0 0 0.0

8 Increase from zero.
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Federal Home Loan Banks Authorized
to Reduce Interest Rates

UTHORITY to make advances available
A to their member institutions at an
effective rate of 315 percent has been
given to the 12 regional Banks by the Fed-
eral Home Loan Bank Board. By March 1,
the Boston, Chicago, Cincinnati, and Los
Angeles Banks had reported reductions of
interest rates on some or all categories of
loans under the new authorization. This
rate marks a new low for one-year credit
to home-financing institutions,

The 3%-percent rate is actually author-
ized only on loans up to 1 year, but the
banks are given power to extend the bene-
fits of the rate to long-term borrowers so
long as the rate remains in effect on the
short-term loans. The Board’s resolution
reads as follows:

Be it resolved, That the Federal Home Loan
Banks be, and each of them is hereby, authorized
to establish an interest rate of 314 percent per
annum on all loans made for not to exceed one
year, and

Be it further resolved, That the rate of interest
on all loans for longer periods than one year be
fixed at not less than 4 percent per annum nor
more than 5 percent per annum;

Provided, That, in the discretion of the board
of directors of each bank, at the end of each cal-
endar quarter or each half-year period borrowers
on notes in excess of one year be charged 314 per-
cent so long as the 31%-percent rate is effective on
short-term advances; and

Be it further resolved, That the resolution on
this subject adopted by the Federal Home Loan
Bank Board on January 26, 1935, is hereby re-
pealed.

The Boston, Chicago, and Cincinnati
Banks have reduced all their rates in ac-
cordance with the authority granted by
the Board. That is, they have reduced the

Federal Home Loan Bank Review

rate on short-term loans to 314 percent and
provided for the charging of 315 percent
on long-term loans whether written for 4
or 5 percent. The Boston Bank made the
new rates effective on February 11, the Chi-
cago Bank on March 1, and the Cincinnati
Bank on April 1. The new rates will apply
to loans outstanding from effective dates
as well as to loans made subsequently.
The Los Angeles Bank has restricted the
new 314 percent rate to 1-year loans made
for the purpose of meeting maturities,
paying withdrawals, or the calling of
higher-rate certificates. The peculiar sit-
uation in the twelfth District, where many
associations have outstanding certificates
bearing a rate as high as 6 percent on a
definite term, made it seem desirable to
encourage borrowing from the Los An-
geles Federal Home Loan Bank for the spe-
cial purpose of exchanging the 6 percent
for 4 percent certificates. Also, the with-
drawal problem in the twelfth District has
seriously interfered with the return of pub-
lic confidence to building and loan associa-
tions. For this reason, the Los Angeles
Bank seeks to encourage borrowing by
sound institutions to meet withdrawals.
Though the 314-percent rate is limited to
1-year advances, these advances are sub-
ject to the customary renewal privilege.
The major purpose of the Federal Home
Loan Bank Board in authorizing the 3%4-
percent rate is, by making low-cost funds
available to lending institutions, to enable
home owners to borrow on economical
terms. The Board feels that low money
rates may help to stimulate much-needed
activity in the home-building field.
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TABLE 1.—Inlerest rates, Federal Home Loan Banks; rates on advances to member institutions

Rate in

Federal Home Loan Bank |effecton Type of loan
Mar. 1
Percent

1. Boston.................... 315 All loans written for 1 year or less. All loans for more than 1 year are to
be written at 4 percent, but billed at 3% percent during the period in
which short-term loans carry this rate.

2. Newark................... 4 | All loans.

3. Pittsburgh................. 41| All loans for 1 year or less. All loans for more than 1 year are to be written
at 5 percent, but on authorization from borrowing members, the Bank
will credit the interest charged their accounts with the difference between
5 and 4% percent per annum,

4, Winston-Salem............. 4 | All loans secured by H. O. L. C. bonds.

4 | All loans for 12 months or less.
414! All loans (not secured by H. O. L. C. bonds) for 1 to 10 years.

5. Cincinnati................. 1414 All loans.

6. Indianapolis............... 4 | All secured loans.

5 [ All unsecured loans.

7. Chicago.............c..... 3%| All loans written for 1 year or less. All loans for more than 1 year are to
be written at 4}4 percent, but billed at 3% percent during the period in
which short-term loans carry this rate.

8. Des Moines................ 4 | All loans secured by H. O. L. C. bonds.

4 | That Eortion of any loan in excess of $250,000.
4%} All other loans.

9. Little Rock................ 4 | All loans.

10. Topeka................... 4 Do.

11. Portland.................. 4 | All loans secured by H. O. L. C. bonds (limit 1 year).

43 All other loans.

12. Los Angeles.............. 3%} Loans written for 1 year or less that are made for the express purpose of
meeting maturities, paying withdrawals, or the calling of higher-rate
certificates.

4%| All other loans.

1t Effective Apr. 1, the Cincinnati Bank will reduce the rate on all loans written for 1 year or less to 3% percent.

All

loans written for longer periods will be written at 4 percent, but billed at 3% percent during the period in which short-
term loans carry this rate.

TaBLE 2.—Growth, trend of loaning operations, line of credit, and unused credit of the Federal Home Loan

Bank System
Members Line of Loans Loans Repay- B::l;mcg_ Unused
credit ! | advanced | advanced | ments |O% stan d line of
Month (cumula- | (cumula- | (monthly) | (monthly) mfg a eﬁl credit 2
Num- | Assets (000 | tive) (000 | tive) (000 | (000 oo | © fggg (000
ber omitted) | omitted) | omitted) | omitted) | omitted) : omitted)
omitted)
1932
December.............. 118 $216, 613 | $23, 630 $837 $837 ..., $837 $22, 793
1933
June................... 1,337 § 1,846,775 | 146, 849 48, 817 8, 825 $179 47, 579 99, 270
December.............. 2,086 | 2,607,307 | 211,224 93, 865 8, 632 889 88, 442 122, 782
1934
June,.......... .. ... 2,579 | 3,027,999 | 232,926 | 116, 467 3, 650 4, 243 86, 248 146, 678
December. ............. 3,072 | 3,305,088 | 254,085 | 133, 745 2, 904 3, 360 87, 258 166, 827
1935
January................ 3,131 | 3,320,975 | 254,930 | 135,978 2,232 6, 905 82, 585 172, 345

1 Represents 12 times the paid-in subscription to the capital stock of the Bank.
2 Derived by deducting the balance outstanding from the line of credit.

Nore.—All figures, except loans advanced (monthly) and repayments, are as of end of month,
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The balance of Federal Home Loan Bank
loans outstanding to member institutions
took the sharpest drop in the history of the
System during the month of January, fall-
ing from $87,258,000 at the end of Decem-
ber to $82,585,000 at the end of January
(table 2). As has been pointed out in pre-
vious issues of the ReviEw, this reflects an
increase in the volume of private savings

invested in member institutions, a decline
in withdrawals, and a relative lack of de-
mand for new loans among home-owner
borrowers.

The number of member institutions
added to the Federal Home Loan Bank
System during January was 59, bringing
the total membership to 3,131, with total
assets of $3,320,975,000.

CUMULATIVE OPERATING SUMMARY OF THE FEDERAL HOME LOAN BANK SYSTEM
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FEDERAL HOME

Condensed combined statement of

. . Winston-
Combined Boston Newark Pittsburgh Salem
ASSETS
Cash on hand in banks and U. S. Treasury .|$18, 153, 874. 45/$4, 085, 162. 74| $868, 288. 54] $264, 719. 55|$2, 071, 991. 47
Loans outstanding:
embers......... ... .. ... . 0. 81, 978, 436. 86| 2, 426, 520. 40/14, 075, 608. 3711, 128, 431. 12| 5, 626, 634. 19
Affiliated banks.................... 600, 000. 00| 600, 000. 00 0 0 0
Other............. ... ... . ... ... 7, 040. 03 0 0 0 0
Totalloans...................... 82, 585, 476. 89| 3, 026, 520. 40|14, 075, 608. 37|11, 128, 431. 12} 5, 626, 634. 19
Accrued interest receivable.............. 421, 982. 12 9,378. 71 74, 011. 40 47,107. 72 23, 288. 29
Investments, U. S. Government.......... 8, 845, 514. 07 0/ 109, 293. 75 137, 900. 00 0
Otherassets..................ccevin... 89, 324. 87 3, 283. 48 2, 985. 93 5, 967. 26 7,419. 16
Total assets. .................... 110, 096, 172. 40| 7, 124, 345. 33|15, 130, 187. 99(11, 584, 125. 65{ 7, 729, 333. 11
LIABILITIES AND CAPITAL
Liabilities:
Current.........cccovmninen ounn. 4, 253, 432. 18, 70, 000. 00| 352, 836. 94| 1, 240, 165. 94, 55, 000. 00
Fixed............. ... . o 0 0 0 0 0
Total liabilities. . ................ 4, 253, 432. 18 70, 000. 00 352, 836. 94| 1, 240, 165. 94 55, 000. 00
Capital:
Capital stock, fully paid, issued and
outstanding:
Members...................... 20, 858, 600. 00| 1, 942, 800. 00| 2, 742, 900. 00| 1, 543, 700. 00| 1, 830, 100. 00
U. 8. Government.............. 81, 645, 700. 00| 5, 000, 000. 00|11, 500, 000. 00| 8, 500, 000. 00, 5, 700, 000. 00
102, 504, 300. 00| 6, 942, 800. 00/14, 242, 900. 00(10, 043, 700. 00} 7, 530, 100. 00
Subscription to capital stock:
Members and applicants. ....... 2, 617, 700. 00 36, 800. 00| 681, 700. 00| 226, 100.00{ 106, 800. 00
Less balance due............... 1, 357, 662. 88 15, 775. 00 364, 850. 13 127, 375. 00 52, 425. 00
1, 260, 037. 12 21, 025. 00 316, 849. 87 98, 725. 00 54, 375. 00
U. S. Government.............. 43, 095, 300. 00; 7, 467, 500. 00; 7, 463, 200. 00| 2, 646, 300. 00| 3, 508, 200. 00
Less balance due............... 43, 095, 300. 00| 7, 467, 500. 00! 7, 463, 200. 00| 2, 646, 300. 00| 3, 508, 200. 00
0 0 0 0 0
Surplus:
Reserves:
Asrequired under sec. 16 of act. . . 882, 745. 24 42, 745. 44| 105, 902. 92 92, 399. 09 61, 762. 91
U. S. Government 2-percent
dividend.................... 419, 668. 15 8, 493. 15 19, 534. 24, 14, 438. 36 9, 682. 19
......................... 0 0 0 0 0
Surplus, unallocated. . .............. 775, 989. 71 39, 281. T4, 92, 164. 02 94, 697. 26 18, 413. 01
Total surplus. ................... 2,078, 403. 10 90, 520. 33| 217,601,18] 201,534.71 89, 858. 11
Total capital. .. ................. 105, 842, 740. 22| 7, 054, 345. 3314, 777, 351. 05(10, 343, 959. 71| 7, 674, 333. 11
Total liabilities and capital.. ... .... 110, 096, 172. 40| 7, 124, 345. 33/15, 130, 187, 99|11, 584, 125. 65} 7, 729, 333. 11
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LOAN BANK SYSTEM
condition as al Jan. 31, 1935

Cincinnati Indianapolis Chicago Des Moines | Little Rock Topeka Portland Los Angeles

$2, 679, 949. 59|$2, 321, 505. 60/$1, 510, 128. 86] $729, 480. 03| $638, 993. 37| $309, 199. 00|$1, 532, 551. 45/$1, 141, 904. 25

15, 354, 824. 93| 5, 317, 960. 66111, 291, 270. 86| 3, 775, 727. T1|4, 002, 424. 02/4, 253, 008. 50| 1, 918, 439. 10| 2, 807, 587. 00
0 0 0 0 0 0 0

0 0 0 0 0 0 0 7,040.03
15, 354, 824. 93| 5, 317, 960. 66/11, 291, 270. 86| 3, 775, 727. 7114, 002, 424. 02|4, 253, 008. 50| 1, 918, 439. 10| 2, 814, 627. 03
91, 057. 68 21, 510. 68 41, 405. 75 24, 433.50| 42,348.32| 20, 449. 04 13, 193, 20 13, 797. 83
513, 342, 60{ 490, 291. 66| 456, 686. 65 1, 349, 072. 54'3, 277, 000. 00{1, 262, 664. 50! 516, 871. 74| 732, 390. 63
40, 350. 23 5, 423. 37 6, 554. 67 2, 924. 44 2,208.13 3, 491. 57 1, 533. 90 7,182. 73

18, 679, 525. 03| 8, 156, 691. 97|13, 306, 046. 79| 5, 881, 638. 22!7, 962, 973. 84/5, 848, 812. 61| 3, 982, 589. 39| 4, 709, 902. 47

623, 779. 36 24, 787.77) 1,062, 762. 16| 326, 494. 55; 438, 080. 34 2, 996. 25 35, 028. 87 21, 500. 00
0 0 0 0 0 0

623, 779. 36 24, 787. 77| 1, 062, 762. 16| 326, 494. 55| 438, 080. 34 2, 996. 25 35, 028. 87 21, 500. 00

4, 449, 800. 00| 1, 945, 300. 00| 1, 908, 300. 00| 921, 400. 00]1, 232, 400. 00| 919, 200. 00] 482, 200. 00| 940, 500. 00
12, 775, 700. 00; 6, 000, 000. 0010, 000, 000. 00| 4, 500, 000. 006, 100, 000. 004, 700, 000. 00| 3, 310, 000. 00| 3, 560, 000. 00

17, 225, 500. 00| 7, 945, 300. 00(11, 908, 300. 00| 5, 421, 400. 00{7, 332, 400. 00}5, 619, 200. 00| 3, 792, 200. 00| 4, 500, 500. 00

687, 600. 00 91, 800. 00| 203, 100. 00[ 109, 900. 00| 198, 800. 00} 100, 300. 00 47, 700. 00} 127, 100. 00
319, 427. 75 46, 375. 00; 133, 915. 00 50, 825. 00{ 127, 420. 00{ 41, 625. 00 25, 075. 00 52, 575. 00

368,172. 25 45, 425. 00 69, 185. 00 59, 075. 00| 71, 380. 00} 58, 675. 00 22, 625. 00 74, 525. 00

0] 577, 400. 00| 4, 173, 900. 00} 2, 894, 900. 002, 672, 400. 002, 633, 600. 00| 2, 650, 000. 00| 6, 407, 900. 00
0l 577, 400. 00} 4, 173, 900. 00’ 2, 894, 900. 00]2, 672, 400. 00'2, 633, 600. 00| 2, 650, 000. 00! 6, 407, 900. 00
0 0 0 0 0 0 0 0

189, 598. 81 75, 743.41| 120, 917. 40 43, 781.64{ 67,243.19| 30,951.21 24, 952. 88 26, 746. 34

21, 701.19 10, 191. 78 16, 986. 30 7,643. 84| 10, 361. 64{ 130, 926. 02 92, 577. 43 77,132. 01
250, 773. 42 55, 244. 0(1) 127, 895. 93 23, 243. lg 43, 508. 62 6, 064. lg 15, 205. 2(1) 9, 499. 12
462, 073. 42| 141, 179.20| 265, 799. 63 74, 668. 67| 121,113.50| 167, 941.36] 132, 735.52| 113, 377.47
18, 055, 745. 67) 8, 131, 904. 20|12, 243, 284. 63| 5, 555, 143. 67|7, 524, 893. 50/5, 845, 816. 36| 3, 947, 560. 52| 4, 688, 402. 47
18, 679, 525. 03| 8, 156, 691. 97|13, 306, 046. 79| 5, 881, 638. 227, 962, 973. 845, 848, 812. 61| 3, 982, 589. 39j 4, 709, 902, 47
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Federal Savings and Loan Associations

F THE 567 Federal savings and loan
O associations that had begun to operate
sometime between August 1933 and Decem-
ber 31, 1934, 287 paid dividends during 1934
(table 1). In view of the fact that scarcely
half of the 567 associations had actually
been operating more than 6 months, the

number of those paying dividends is most
satisfactory.

The average annual rate of dividends
paid by 176 new associations was 3.49 per-
cent, while that of 111 converted associa-
tions was 3.64 percent. These rates are on
the whole higher than the rates paid by
other investments of comparable security.

TaBLE 1.—Dividends paid during 1934 by Federal savings and loan associations

Number | Number as- | Number Amount Average
charters sociations paying dividends rate
issued operating dividends paid dividends
Percent
NeW. ottt i it e e 481 438 176 $134, 900 3.49
Converted. ............ciiiiiiiinininnnnnnnn. 158 129 111 1, 652, 372 3. 64
Totals . ...ttt 639 567 287 1, 787, 272 13.55

1'This is a weighted average based on the number of institutions.

RECORDS OF 10 SELECTED FEDERAL ASSOCIATIONS

FroMm the point of view of the lending insti-
tution, the ultimate measure of the value of
a Federal charter is the increase in the vol-
ume of profitable business the charter

makes possible. Table 2 shows the in-
crease in investments in and in loans made
by 10 associations, situated in widely sepa-
rated States, between the time they began
operating as Federals and January 31, 1935.

TABLE 2.—Records of growth of 10 selected Federal savings and loan associations
CONVERTED ASSOCIATIONS

. Treasury Mortgage
Pn;a;ﬁesnhtz;re subscrip- loans out-
pay tions standing
1. Missouri:
June 8, 1934 1 e $120,337.00 |............ $128, 759. 00
a Jam. 31, 1935, .. e 130, 111. 00 $25, 000 166, 050. 00
2. Georgia:
Sept. 14, 1934 1. o e 349,636.00 |............ 312, 027. 00
5 N J?n.li;l, 1985 . e e 417, 766. 00 100, 000 437, 970. 00
. New York:
Mar. 9, 1934 L. e e e 94,760.00 ............ 105, 665. 00
Jan. 81, 1935, ... e e 101, 819. 00 200, 000 284, 961. 00

1 At conversion.

224

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

Federal Home Loan Bank Review



TABLE 2.-—Records of growth of 10 selecled Federal savings and loan associations—Continued

NEW ASSOCIATIONS

. Treasury Mortgage
Private sht:re Subscrip- loans out-
paymen tions standing
4. Ilinois:
Feb. 28, 10934, ... ... ... e it 18,202.00 |......coviineniinnnnnnn
Jan. 31, 1985, ... e e et 135, 626, 22 300, 000 398, 010. 45
5. Ohio:
May 31, 1034, ..o it 9,469.00 |............ ..o,
Jan, 31, 1935, ... i e e et 124, 660. 80 181, 000 339, 256. 58
6. Florida:
Apr. 4, 1934, . .. e 9, 777. 69 7, 000 11, 305. 00
Jan. 31, 1935, ... et 125, 645. 98 107, 000 232, 451, 05
7. New York:
May 25, 1934 . oottt e 8,087.00 |........ .. |oeeeuiii.
Jam. 81, 1935, .ot it et 147, 773. 16 190, 000 252, 523. 21
8. Nebraska:
Sept. 13, 1934, .. ... it 20,000.00 |, i
Jam. 31, 1035, ittt i et 172,947.10 |............ 129, 790. 20
9. Missouri:
Feb. 26, 1934, ... i i e 5,562.00 |............ 4, 200, 00
Jan. 31, 10935, . i e e 34, 347. 41 67, 500 120, 607. 97
10. North Carolina:
ADE. 21, 1934, oottt e 5,690.00 |........... .
Jan. 31, 1935, .. i e e et e 118, 968, 81 162, 500 259, 765, 47

. The total amount of mortgage loans
made by the 10 associations listed above
and the purposes for which these loans
have been allocated, from the time they
received their Federal charters through
January 31, 1935, are as follows:

Construetion___.___________________ $656, 217

Refinancing._ ___________ . _____._.____ 1,121,445

Reconditioning._ _ _ . _.___._._____.___. 159, 228

Purchase of houses._ . _____________._ 133, 336

Other purposes__ ____.__..__.____.__._ 85, 300 tered drops.
Total _ ___ . ___ 2, 155, 526

OPERATIONS OF FEDERALS DURING JANUARY

THE seasonal decline in mortgage activity
customary at the beginning of the year is
reflected in the smaller volume of new loans
made in January by 125 converted associa-
tions as compared with December (table 3).
The drop was 16.9 percent, most of which
represented a falling off in reconditioning
and new construction. Nevertheless, the
$1,266,485 worth of new business done by
these associations represented over 2 per-

Federal Home Loan Bank Review

cent of the total loans outstanding during
the month.

Not even the seasonal contraction was
sufficient to halt the continued expansion
of lending activities by the 330 newly or-
ganized Federals from which reports were
received for both December and January.
Their total volume of loans was 3.7 percent
greater in January, reconditioning and refi-
nancing showing large gains while new
construction and purchase of homes regis-
It is evidence both of the
need for home-financing facilities in the
communities served by these new Federals
and of their vitality that the $1,922,191
worth of new loans made by them in Janu-
ary represented 15 percent of all loans out-
standing at the end of the month,

Calls for Treasury subscriptions from
both new and converted associations con-
tinued to reflect a general demand for
loans for home financing. The Treasury
subscriptions to new associations repre-
sented an increase of 15 percent in Janu-
ary and to converted associations an in-
crease of 19 percent.
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Repurchases of shares by new Federals
increased one-third in January and by con-
verted Federals nearly doubled. This is
normal, due to the year-end declaration of
dividends by Federals, which causes share-
holders to wait until such declaration be-
fore withdrawing.

During the month of January, 49 new
Federal savings and loan associations were
approved by the Board. Of this number,
21 are new and 28 are converted associa-
tions, making a total of 688 associations up
to the end of January, with assets of $181,-
908,484 (table 4).

TaBLE 3.—Federal savings and loan associations—Combined summary of operations for January 1935
compared with December 1934

330 new associations 125 converted associations
Change Change
January December Dt??;}fr January December D&)C%I::l)-el‘
uary uary
ITEM
Number of subscriptions: Percent Percent
Private share accounts. ........... 30, 915 28, 069 +10.1 100, 920 100, 949 -0
Shares subscribed. .. ............. 324, 040 287, 825 +12.51 1,178,104 | 1, 193, 433 —-1.2
Shares per account (average). .. ... 10 10 0 12 12 —0
Share Habilities:
Paid on private subscriptions. . . ... $7, 690, 939 | $6, 324, 292 +21. 6 {$69, 185, 236 |$70, 024, 592 —-1.2
Treasury subscriptions............ 7,204, 800 | 6, 243, 300 +15.4 | 5,158,600 | 4,334, 600 +19.1
Total......................... 14, 895, 739 | 12, 567, 592 +18.5 | 74, 343, 836 | 74, 359, 192 —0
Average paid on private subscriptions. . . 249 225 +10.7 685 693 —1.2
Repurchases during month . ........... 120, 660 90, 602 +33.1 1, 822, 122 954, 494 +90.9
Mortgage loans made during month:
a. Reconditioning................ 208, 699 173, 877 420.0 88, 188 157, 216 —43.9
b. New construction. ............. 376, 268 478, 567 —21.3 152, 645 208, 314 —26.7
c. Refinancing................... 1, 124, 391 915, 554 +22.8 829, 381 931, 533 —11.0
d. Purchase of homes............. 212, 833 285, 548 —25.4 196, 269 227, 523 —13.7
Total formonth. .............. 1, 922, 191 1, 853, 546 +3.7 1, 266, 485 1, 524, 586 —16.9
Loans outstanding at end of month. . . .. 113, 012, 580 | 10, 757, 917 4-20.9 | 59, 126, 806 | 58, 975, 852 +.3
Borrowed money from—
Federal Home Loan Banks....... 454, 426 500, 952 —9.3 6, 246, 498 6, 552, 871 —4.7
Other sources.................... 64, 253 58, 950 49.0 ] 1,551,460 | 1,498, 716 +3.5
Total......................... 518, 679 559, 902 —7.4 | 7,797,958 | 8,051, 587 —3.2

! This total includes loans made for purposes other than those listed.
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TaBLE 4.—Number and assels of Federal savings and loan associations by Federal Home Loan Bank
Districts and by States

Number Assets
Jan. 31, 1935 Jan. 31, 1935
Dec. | June | Dec.
31, 30, 31,
1933 | 1934 | 1934 Total | New vgrc')tx‘ls:i Total New Converted
District No. 1:
Connecticut. ..........0....... 0. ... 5 5 4 1 $180, 387 $32, 356 $148, 031
Maine. .........oooo oo e
Massachusetts. . .......|.c.ooolee oo e S D
New Hampshire........[....... 1 1 1 | 0 PP 167, 612 167,612 |...........
Rhode Island. .........0 ... oo oon it e e
Vermont.........oooooloeenn]oveiomend o e e
Total...............0....... 1 6 6 5 1 347, 999 199, 968 148, 031
District No. 2:
NewJersey.....oooooiifoiiiifonnnei]emnaadiiii oo e
New York.............{....... 10 23 24 4 20 | 19, 814, 783 353,252 | 19, 461, 531
Puerto Rico. ......... .ol e
Virgin Islands..........{ .o oo e
Total...............|....... 10 23 24 4 20 | 19, 814, 783 353, 252 | 19, 461, 531
District No. 3:
Delaware. . .........o oo o e e e e
Pennsylvania..........|....... 10 15 15 14 1 724, 732 403, 448 321, 284
West Virginia..........|....... 7 11 12 7 5 5, 636, 412 165, 351 5,471, 061
Total...............0....... 17 26 27 21 6! 6,361,144 568,799 | 5,792, 345
District No. 4:
Alasbama.............. 2 7 13 13 13 (........ 296, 529 296,529 |...........
District of Columbia....|.......f.. ... o o oo e
Florida............... 8 27 43 44 42 2 1,743,950 | 1, 463, 270 280, 680
Georgia............... 3 7 19 21 16 5 1, 044, 720 300, 368 744, 352
Maryland.............|.......|....... 1 40....... 4 814,134 1........... 814, 134
North Carolina. .......[|....... 2 4 5 3 2 651, 699 362, 019 289, 680
South Carolina. . ...... 3 9 15 19 14 51 1,673,469 394,221 | 1,279, 248
Virgipia............... 2 4 7 8 6 2 808, 854 63, 301 745, 553
Total............... 18 56 102 114 94 20 7,033, 355 | 2, 879, 708 4, 153, 647
District No. 5:
Kentucky............. 1 10 18 19 13 6 | 19, 015, 885 158, 756 | 18, 857,129
Tennessee.............0....... 20 25 28 25 3| 2,247,430 440, 721 1, 806, 709
hio.......coevvve oo 8 18 21 13 71 15,450,924 | 1, 761, 443 | 13, 689, 481
Total............... 1 38 61 67 51 16 | 36, 714, 239 | 2, 360, 920 | 34, 353, 319
District No. 6:
Indiana............... 3 18 22 22 22 ... 1,283,839 { 1,283,839 |...........
Michigan............. 2 6 9 9 9 i....... 347, 492 347,492 |...........
Total............... 5 24 31 31 31 ........ 1,631,331 { 1,631,331 |...........
District No. 7:
Ilinois................ 2 21 49 50 15 35 | 10, 556, 050 878,607 | 9,677,443
Wisconsin.............0....... 13 21 22 20 2| 1,303,369 417, 685 885, 684
Total............... 2 34 70 72 35 37 | 11, 859,419 | 1, 296, 292 | 10, 563, 127
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TaBLE 4.—Number and assels of Federal savings and loan associations by Federal Home Loan Bank
Districls and by States—continued

Number Assets
Jan. 31, 1935 Jan. 31, 1935
Dec. | June | Dec.
31, 30, 31,
1933 | 1934 | 1934 Total | New v%glgd Total New Converted
District No. 8:
Towa................. 2 16 23 23 18 5| $1, 014, 274 $335, 738 $678, 536
Minnesota............ 3 13 18 19 14 5 2, 634, 311 52, 821 2, 581, 490
Missouri.............. 2 17 25 26 15 11 | 20, 038, 529 444, 953 | 19, 593, 576
North Dakota.........]....... 3 3 3 F X P, 88, 834 88,834 ...........
South Dakota.........[....... 1 3 3 2 1 729, 008 27, 304 701, 704
Total.............. 7 50 72 74 52 22 | 24, 504, 956 949, 650 | 23, 555, 306
District No. 9:
Arkansas.............. 8 20 27 27 25 2 1, 998, 619 986, 023 1, 012, 596
Louisiana. ...... 6 8 11 12 9 3 | 10, 993, 839 127, 150 | 10, 866, 689
Mississippi 2 14 15 16 16 {........ 709, 446 709,446 {...........
New Mexico...........0....... 1 9 9 9 (........ 148, 522 148,522 (...........
Texas.......oovvvnenn. 5 27 58 68 59 9 5, 750, 892 765, 7135 | 4, 985, 157
Total............... 21 70 120 132 118 14 | 19, 601, 318 | 2, 736, 876 | 16, 864, 442
District No. 10:
Colorado.............. 1 12 17 19 14 5| 2,227, 333 251, 002 1, 976, 331
Kansas...............[....... 7 15 16 12 4 943, 462 259, 506 683, 956
Nebraska............. 1 6 7 10 8 2 384, 829 150, 275 234, 554
Oklahoma.............|]....... 6 19 23 4 19 | 38, 470, 384 69, 084 | 38,401, 300
Total............... 2 31 58 68 38 30 | 42, 026, 008 729, 867 | 41, 296, 141
District No. 11:
N T e o S S P o o PO
Idaho.......... ... ..o oo 2 2., 2 477,785 | ... .. ..... 477, 785
Montana.........oovefevneneionnnneiioneeioveaidiiiiiiieiniidoeiain e oo,
Oregon............... 3 12 20 20 18 2 1, 786, 474 758, 587 1, 027, 887
Utah............c.oo oot ioi 1 1 1........ 12, 400 12,400 [...........
Washington. . .........[....... 16 22 23 10 13 7, 894, 598 636, 760 7, 257, 838
Wyoming. . ...vovvvneeon e 1 1|...... 1 269,874 |........... 269, 874
Total.............. 3 28 46 47 29 18 | 10, 441, 131 | 1, 407, 747 9, 033, 384
District No. 12:
Arizona............... ... oo o 1 1 1f........ 5, 265 5265 |...........
California.............0....... 10 22 24 22 2 1, 547, 904 930, 258 617, 646
Hawaii...............0....... 1 1 1 1........ 19, 632 19,632 |...........
Nevada.........ooooioeneioianiideniiidoniiiineioien i e e e e e e
Total........c..ooo v, 11 24 26 24 2 1, 572, 801 955, 155 617, 646
Total for system. . ... 59 370 639 688 502 186 181, 908, 484 {16, 069, 565 |165, 838, 919
]
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Federal Savings and Loan Insurance
Corporation

P TO February 1, 1935, applications

for insurance of shares had been re-
ceived by the Federal Savings and Loan
Insurance Corporation from thrift, home-
financing institutions in 41 States and the
Territory of Hawaii. By the same date,
insurance certificates had actually been
issued to institutions in 39 States and
Hawaii. State-chartered associations in 22
States had applied for insurance.

The seven States from which no applica-
tions had come were Delaware, Maine,
Massachusetts, Nevada, New Jersey, Rhode
Island, and Vermont. To these must be
added the District of Columbia, from
which no institution had applied.

The accompanying table reveals that the
number of institutions seeking to have their
shares insured up to February 20 was 781,
with share and creditor liabilities totaling
$381,837,664. Of this number, 115 were
State-chartered institutions and 666 were
Federal savings and loan associations. The
number insured was 609, with share and
creditor liabilities of $177,058,033, repre-
senting the savings of 289,265 shareholders.

The reason that only 7 of the 115 appli-
cant State-chartered institutions had ac-
tually been insured up to February 20 is
due entirely to the time involved in ap-
proving applications from such institu-
tions. This is evidenced by the fact that
only one State-chartered institution had
withdrawn its application and none had
been rejected.

The Insurance Corporation exerts every
effort to approve all types of applications
with equal promptness, but applications

Federal Home Loan Bank Review

from State-chartered institutions offer
problems not presented by Federal associa-
tions. In the first place, all Federals have
recently undergone a thorough examina-
tion in connection with the granting of
their Federal charters, with the result that
the corporation usually has available most
of the necessary information required to
pass on their applications for insurance.
In the second place, there is the problem of
size. The average assets of State-chartered
institutions applying are $1,600,000, where-
as those of converted Federals are
$1,000,000 and of new Federals, $18,000.
Thirdly, the variations in State laws, and
in accounting practices, in types of loans,
securities, and accounts, among State-
chartered institutions all tend to make the
problem of approval much harder.

The effect of insurance on investor con-
fidence and new business is indicated by
the following excerpts from a few of the
letters and reports sent to the corporation
by association executives in various parts
of the country.

From an association in Georgia:

Certificate of insurance was received from the
Federal Savings and Loan Insurance Corporation

on November 30, 1934. Gross receipts from pri-
vate investors only are as follows:

October 1934___ . ______ . _.________ $12,196. 00

November 1934 . ___________________ 16, 178. 81
December 1934 __ ___ ____________.__ 32, 894. 78
January 1935 __ _ . ___ 74,225, 44

From an association in West Virginia:

We also received $2,000 in new money the first
day we had our insurance certificate. This
money was received from absolutely new sources,

for the people had never been in the old associa-
tion,
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From an association in Washington:

We received our insurance certificate on De-
cember 10 and immediately made this fact known
through the newspapers and through mailing to
all our shareholders the recent circular issued by
the Federal Savings and Loan Insurance Corpora-
tion.

Its beneficial effect was noticeable almost im-
mediately, and we are very happy to report to
you that the first 11 days of January brought into
our association a larger sum in savings of share-
holders than was received in the entire first 6
months of 1934.

From an association in Pennsylvania:

The insurance has been of very great assistance
to us, and it may interest you to know that we
have obtained subscriptions fo over 500 new
shares so far this month, which is a much higher

ratio than in any similar period previously.

From an association in California:

Have sold more shares in 30 days on insurance
feature (for cash) than I did in the 8 months it
took to organize. Conservative investment is what
the retired wealthy of this city crave.

Federal Savings and Loan Insurance Corporation—Applications received and institutions insured
by monthly periods

APPLICATIONS RECEIVED

Number of applications Total assets
Date State-
New [Convert-| char- New F. S Converted | State-char-
Total |F.S.and| ed F.S. | tered and L. A, F. S. and |tered associa-
L. A. jand L. A.] associa- i L.A. tions
tions
From date of opening to Nov. 20, 1934. 456 320 102 34 | $6, 913, 220 ($75, 834, 632 | $49, 728, 735
From Nov.21to Dec. 20............. 99 58 25 16 564, 269 | 39, 709, 824 19, 308, 688
From Dec. 21 to Jan. 22,1935......... 113 29 34 50 183, 297 | 40, 536, 670 | 100, 003, 754
From Jan. 23 to Feb. 20.............. 113 36 62 15 386, 528 | 73, 602, 038 16, 959, 195
Grand total to Feb. 20......... 781 443 223 115 8, 047, 314 |229, 683, 164 | 186, 000, 372
INSTITUTIONS INSURED
Number Share and creditor liabilities Total assets
New State- Number
Date 3;;1 char- shgg o New am(li hState-d New an((ii hState-d
~ .| tered " converted | chartered | converted | chartere
Total \igrtsed asso- holders Total F.S. and | associa- | F.S. and | associa-
and cia- L. A. tions L. A. tions
L A. tions
From date of opening to
Nov. 20, 1934......... 284 283 Ij........ $50, 915, 834$43, 434, 364($7, 481, 470/$46, 783, 933/$8, 426, 127
From Nov. 21 to Dec. 20. . 143 141 b 32, 675, 224| 26, 570, 291| 6, 104, 933| 29, 637, 522 6, 620, 059
From Dec. 21 to Jan. 22. .. 100 96 4t 240, 620] 60, 398, 420} 59, 157, 802| 1, 240, 618| 64, 554, 647| 1, 353, 234
From Jan. 23 to Feb. 20. . . 82 82 0! 48, 645 33, 068, 555 33, 068, 555 0| 36, 878, 051 0
Grand total to Feb.
20. ... ... 609 602 7} 289, 265177, 058, 033|162, 231, 01214, 827, 021177, 854, 153(16, 399, 420

1 Number of shareholders whose accounts were insured from date of opening to Jan. 22, 1935.
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Home Owners’ Loan Corporation

Applications recewed and loans closed by months

Loans closed !

Applications
Month received
(number) Number Amount
1933
From date of opening through Sept. 30................................ 403, 114 593 $1, 688, 787
OCtODEE. . ot 129, 504 3, 424 10, 164, 678
November. .. ... 99, 232 10, 946 31, 445, 827
DeCEMbET. . - - oo 90,946 | 22,286 62, 621, 051
1934
JaIUAT Y. .. e 123, 189 30, 339 86, 143, 838
February. ... ... ... e 136, 132 32, 940 93, 499, 995
March. ... o e 168, 273 52, 260 150, 213, 639
APT. 145, 772 56,172 171, 490, 768
BY e v e e 119,791 | 64, 172 208, 293, 766
97, 679 71, 768 223, 440, 191
66, 157 78, 046 235, 467, 606
12, 022 69, 738 202, 442, 864
39, 317 59, 240 179, 299, 857
35, 675 65, 813 201, 211, 532
14,171 54, 468 170, 544, 562
2 —679 54, 036 169, 018, 847
............ 54, 990 166, 836, 150
Grand total to Jan. 31, 1935. .. . ....... ... ... ... e 1, 740, 295 781, 231 2, 363, 823, 958

1 These figures are subject to adjustment.

2 Receipt of applications stopped Nov. 13, 1934. The negative December figures are the result of various adjustments
and audits of the number of applications received during the preceding months.

Reconditioning Division—Summary of operations June 1, 1934, to Feb. 24, 19351

Applica- Total contracts executed | Total jobs completed
tions
received
Period ford.
igzonxixn;- Number Amount Number Amount
loans
June 1,1934,to Dec. 27,1934, .................... 464, 836 185, 229 $32, 709, 701 134, 902 | $20, 732, 554
Dec. 28,1934, toJan. 31,1935, . .................. 32, 673 44, 809 7, 904, 126 13, 717 2, 840, 677
Feb. 1,1935,to Feb. 21, 1935..................... 13,593 19, 649 3, 760, 685 7, 898 1, 931, 850
Grand total to Feb. 21,1935................. 511, 102 249, 687 44, 374, 512 156,517 | 25, 505, 081
1 These figures are subject to correction.
Federal Home Loan Bank Review 231

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



Resolutions of the Board and Opinion
of the General Counsel

I.—CONCERNING THE CHARGES FOR
ALL OFFICE AND FIELD EXAMINA-
TIONS MADE BY THE EXAMINING
DIVISION

A new basis for billing institutions to
cover the cost of all office or field exami-
nations made by the Examining Division
is to take effect April 1, 1935. The reso-
lution to that effect was passed by the
Board March 6, 1935.

Be it resolved by the Federal Home Loan
Bank Board as follows:

1. That the resolution of the Board dated
February 13, 1935, with reference to the bill-
ing for the expense of all office and field exam-
inations made by the Examining Division, be,
and it is hereby repealed.

2. Effective as of April 1, 1935, the expense
of all office and field examinations made by the
Examining Division for the Bank Board, the
Federal Savings and Loan Division, and the Fed-
eral Savings and Loan Insurance Corporation,
shall be billed on a basis fixed by the Board.
This basis shall include the complete cost of
such examination, including a charge for over-
head expense, as determined from time to time
by the Board. This basis of billing shall not
apply to associations whose applications for
membership in the Bank System, for new Fed-
eral charter, for conversion from State charter
to Federal charter and/or for insurance of its
accounts is received in the Washington, D. C.
office or in any one of the Federal Home Loan
Banks on or before March 31, 1935, but the bill-
ing for all such examinations, if any, shall be
on the basis heretofore followed.

3. This resolution shall be printed in the
March 1935 issue of the Federal Home Loan Bank
Review,

4. The General Manager of the Federal Sav-
ings and Loan Division is hereby directed to
make the necessary changes in the blanks for
preliminary application for conversion and in
any other blanks used by his department, so that
they will show clearly the changed regulations
as to expense, and he is further directed to call
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in from the field the old forms and to supply his
field men with the new forms as soon as they
can be printed in order that, if possible, no ap-
plications on the old form may be filed after
March 31, 1935.

5. The Chief Examiner, the Chairman of the
Review Committee, and any other heads of de-
partments or divisions connected with the exami-
nation or supervision of associations shall cause
all information pertinent to billing such examina-
tion or supervision to be furnished the office
of the Board’s Comptroller as expeditiously as
possible after such services have been rendered.

6. It shall be the responsibility of the Board’s
Comptroller on the basis of the information
thus furnished to bill and collect the proper
amounts, to maintain appropriate records
thereof, and to render reports to the Board and
other interested parties as may be directed by
the Board.

7. The cost of the Washington office of the
Examining Division and of the Review Commit-
tee, together with any deficits which may de-
velop from time to time in connection with the
operation of the district examining offices shall
be considered overhead expense. Such part
thereof as is not reimbursed by charges to asso-
ciations served shall be charged to and collected
from the Federal Home Loan Bank Board, the
Federal Savings and Loan Division, and the Fed-
eral Savings and Loan Insurance Corporation.
Such charges and collections and the apportion-
ment to the institutions mentioned shall be made
by the Board’s comptroller upon the basis of
reports to be furnished by the Chief Examiner
and the Chairman of the Review Committee, and
any other heads of departments or divisions
concerned with examinations.

IL.—AMENDING THE RULES AND REG-
ULATIONS FOR INSURANCE OF
SAVINGS AND LOAN ACCOUNTS
AFFECTING THE EXPENSE OF
EXAMINATION

Paragraph 5 (b) of the rules and regula-
tions for insurance of savings and loan ac-
counts as originally written provides that
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the expense of examination of an appli-
cant institution shall be computed at the
rate of $25 per day (including travel and
subsistence) for senior examiners and $20
per day (including travel and subsistence)
for examiners.

On February 13, the Board amended this
paragraph to remove the specified rates and
substitute the provision that the expense
shall be computed by the Board to cover
the entire cost of all such examinations.
The resolution reads:

Be it resolved by the Board of Trustees of the
Federal Savings and Loan Insurance Corporation
as follows:

That paragraph 5 (b) of the rules and regu-
lations for insurance of savings and loan accounts
be amended so that it shall read as follows:

“ Upon return to the Corporation of such forms
properly authorized and executed, the applicant
will be informed by the Corporation either (1)
that such application for insurance is approved
without further examination, or (2) that the Cor-
poration rules that further examination is re-
quired before it can determine the eligibility of
the applicant for insurance. Thereupon the Cor-
poration shall cause such examination to be made
at the expense of the applicant. Such expense,
and the expense of all other office and field exam-
inatjons, shall be computed by the Board to cover
the entire cost of all such examinations, including
overhead, per diem, and travel expense.”

Be it further resolved that this resolution shall
be effective on and after March 1, 1935.

On March 6 the Board amended the
foregoing resolution, making the effective
date April 1, 1935, instead of March 1, 1935.

Be it resolved by the Board of Trustees of the
Federal Savings and Loan Insurance Corpora-
tion as follows:

1. That the resolution of the Board of February
13, 1935, with reference to the billing for the
expense of all office and field examinations made
by the Examining Division, be, and it is hereby
repealed.

2. Beginning with April 1, 1935, the expense
of all office and field examinations made by the
Examining Division for the Federal Savings and
Loan Insurance Corporation shall be billed by
the Board’s Comptroller pursuant to section 5
(b) of Rules and Regulations for Insurance of
Savings and Loan Accounts of the Federal Sav-
ings and Loan Insurance Corporation, as
amended by the resolution of the 13th day of
February 1935.

Federal Home Loan Bank Review

3. That the effective date of the change in
section 5 (b) of the Rules and Regulations for
Insurance of Savings and Loan Accounts of the
Federal Savings and Loan Insurance Corpora-
tion, as amended by the resolution of the 13th
day of February 1935 be, and it is hereby made
the 1st day of April 1935.

4, That all associations whose applications for
insurance shall have been received by the Wash-
ington office, or by any of the Federal Home
Loan Banks, on or before March 31, 1935, shall
be billed pursuant to section 5 (b) of the Rules
and Regulations for Insurance of Savings and
Loan Accounts of the Federal Savings and Loan
Insurance Corporation as existent prior to the
amendment by resolution of February 13, 1935;
that all applications received in the Washington,
D. C,, office or in any of the Federal Home Loan
Banks on April 1, 1935, or subsequent thereto,
shall be billed pursuant to section 5 (b) of the
Rules and Regulations for Insurance of Savings
and Loan Accounts of the Federal Savings and
Loan Insurance Corporation as amended by res-
olution of the 13th day of February 1935.

5. This resolution shall be printed in the
March 1935 issue of the Federal Home Loan
Bank Review.

6. The Chief Examiner and the Chairman of
the Review Committee, and all other heads of
departments or divisions concerned with the
examination or review or supervision of asso-
ciations, shall cause all information pertinent
to billing the associations for such services to
be furnished the office of the Comptroller of the
Federal Home Loan Bank Board as expeditiously
as possible after such examination work has
been completed.

7. It shall be the responsibility of the Comp-
troller of the Federal Home Loan Bank Board
on the basis of the data thus furnished to bill
and collect the proper amounts, to maintain ap-
propriate records thereof, and render reports to
the Board and other interested parties as may
be directed by the Board.

III.—AMENDING THE RULES AND REG-
ULATIONS FOR FEDERAL SAVINGS
AND LOAN ASSOCIATIONS AFFECT-
ING THE COST OF EXAMINATION
OF APPLICANTS FOR CONVERSION

On March 6 the Board also passed the
following resolution:

Be it resolved by the Federal Home Loan Bank
Board that section 22 of the rules and regula-

tions for Federal savings and loan associations
be amended to read as follows:
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Any such member desiring to so convert may
make a preliminary application therefor to the
Board after approval by the board of directors
of the applicant. The applicant shall submit
with its application form 700. After receipt by
the Board of such form properly authorized and
executed, the applicant will be informed by the
Board either (a) that such preliminary appli-
cation for conversion is approved without fur-
ther examination, or, (b) that the Board rules
that further examination and/or appraisal is
necessary to determine the applicant’s eligibil-
ity for conversion. In the latter event the ap-
plicant may either (a) withdraw its prelimi-
nary application, or (b) request such examina-
tion and/or appraisal as in the judgment of the
Board may be necessary to determine such eli-
gibility, The examination shall be made in
such manner as may be prescribed by the Board.
The entire cost of all examinations, including
analysis of the preliminary application and/or
reports, and/or appraisals, overhead, per diem
and-travel expense shall be charged to the appli-
cant and paid by the applicant in the same man-
ner as other debts.

IV.—TO EXPEDITE THE HANDLING OF
APPLICATIONS FOR MEMBERSHIP,
CONVERSION, AND/OR INSURANCE
FROM INSTITUTIONS CERTAIN TO
REQUIRE SEGREGATION OF THEIR
ASSETS OR READJUSTMENT OF
THEIR CAPITAL BEFORE APPLICA-
TION CAN BE GRANTED

The Board adopted the following reso-
tution on March 7, 1935:

Whereas the Federal Home Loan Bank Board
desires to expedite the handling of all applica-
tions for membership and/or conversion and/or
insurance, and to attain that objective has pro-
vided and desires that such applications be con-
sidered on the basis of information provided by
the applicant in form 7 and/or revised form
700 (or similar forms as may hereafter be pro-
vided for such purposes), when the use of such
forms will apparently serve this purpose; and

Whereas in some cases it seems desirable to
make a field examination to determine whether
or not an association should be admitted into
membership and/or be converted into a Federal
savings and loan association and/or be granted
insurance of its accounts, upon 100 percent basis;
and

Whereas in some cases an applicant for mem-
bership and/or conversion and/or insurance is
aware of the fact that its financial condition will
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not permit it to qualify for membership and/or
conversion and/or insurance of its accounts
without a segregation of its assets or a readjust-
ment of its capital; now

Therefore, be it resolved by the Federal Home
Loan Bank Board that a field examination and
appraisals may be made by the Examining
Division in lieu of having the association file
form 7 and/or revised form 700 (or similar forms
as may hereafter be provided for such purposes)
provided such examination and appraisals are
formally requested by the applicant, and an
executive officer of the regional Bank and the
district examiner make a joint recommendation
therefor supported by a brief statement of in-
dicative facts and provided such recommenda-
tion is approved by the Chief Examiner and a
member of the Board, and provided further that
the association file the following with the re-
gional bank:

1. The required number of copies of a duly
executed preliminary or formal application for
membership and/or conversion and/or insurance
of accounts, as the case may be,

2. A certified copy of a resolution adopted by
its Board of Directors requesting the Federal
Home Loan Bank Board to make an examination
and/or appraisal and agreeing to pay the com-
plete cost thereof, as computed by the Board,
when billed for the same.

3. The required number of executed copies of
an agreement to reimburse the Board for the cost
of such examination,

And be it further resolved that whenever an
application for membership and/or conversion
and/or insurance of accounts is supported by a
copy of such field examination and an analysis
thereof, it shall be considered the same as though
form 7 and/or revised form 700 (or any similar
form as may hereafter be provided for such pur-
poses) had been submitted in support of such
application.

V.—AMENDING THE RULES AND REGU-
LATIONS FOR FEDERAL SAVINGS
AND LOAN ASSOCIATIONS TO PER-
MIT THE TRANSFER OF ASSETS
FROM A STATE-CHARTERED INSTI-
TUTION TO A FEDERAL SAVINGS
AND LOAN ASSOCIATION

On February 8, 1935, the Board adopted
the following resolution:

Be it resolved by the Federal Home Loan Bank
Board that the rules and regulations for the Fed-
eral savings and loan associations, revised Oc-
tober 1934, be amended by the insertion of a new
section as follows:
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5. 1. In the event a thrift and home-financing
institution desires to transfer a substantial por-
tion or all of its assets to a Federal savings and
loan association, or in the event it is desirable
to transfer a substantial portion or all of the assets
formerly held by such an institution to a Fed-
eval savings and loan association, five citizens of
the community where such assets are located may
file a petition for a charter as a Federal savings
and loan association and submit a statement of
the assets proposed to be transferred to the asso-
ciation to be organized and the consideration to
be given by the new association for such assets.
If it appears to the Board that the incorporation
of such association is within the intent of the
statute, and if the assets to be so transferred are
approved for transfer for the consideration pro-
posed, the Board will grant a charter to such
petitioners, their associates and assigns, in the
form prescribed by the Board. Organization may
be perfected under such charter by the legal
transfer of such assets to such association, the
issuance of shares, the holding of an organiza-
tion meeting, direcfors’ meeting, the bonding of
officers and employees, and the completion of or-
ganization as in other cases. In all other respects,
such association from the time of organization
shall operate as other associations under the stat-
ute and rules and regulations made thereunder.
In the case of the organization of a Federal sav-
ings and loan association by transfer of assets as
is herein provided, the limitation as to time ex-
pressed in section 13 and the principles laid down
in section 21 of these rules and regulations shall
control.

VI.—OPINION OF THE GENERAL COUN-
SEL CONCERNING THE RATIO BE-
TWEEN THE AMOUNT OF STOCK
OWNED BY A MEMBER INSTITUTION
IN A FEDERAL HOME LOAN BANK
AND THE AMOUNT IT MAY BORROW
ON A SHORT-TERM LOAN

The following letter from the General
Counsel of the Federal Home Loan Bank
Board to the president of the Federal Home

Federal Home Loan Bank Review

Loan Bank of Pittsburgh was approved by
the Board on February 18, 1935:

Mr. Rarrux H. RICHARDS,
President Federal Home Loan
Bank of Pittsburgh,
Corner Ninth and Liberty Stis.,
Pittsburgh, Pa.

DearR MR. RicHARDS: I have your letter of Jan-
uary 25 in which you inquire whether or not
the Federal Home Loan Bank Act requires its
members to own in stock of the Bank one-
twelfth as much as the total advances under sec-
tion 10 of said act plus the total advances made
under section 11 thereof.

The most careful consideration has been given
to this question and I have discussed the matter
with the members of the Board and am of the
opinion that the intent of the statute is to pro-
hibit long-term advances secured by mortgage
collateral under section 10 of said act in excess
of 12 times the stock ownership of the borrower
of the Bank, and that it was not intended to re-
quire such stock ownership in connection with
short-term advances made under section 11. The
intent of the statute is to provide for long-term
lending under section 10 secured by mortgage
collateral for the expansion of the resources of
member institutions and to provide the stock
ownership in the Bank both as additional security
for the Bank and to provide additional liquidity
by providing a large amount of bank capital, and
this method of operation is practicable and
reasonable. Section 11 was intended to give
the Banks power to invest funds in the so-called
“liquidity pool” in bank deposits, Government
obligations, or short-term advances, and it does
not clearly appear that it was intended that such
advances must be measured by stock ownership.
This position in reference to section 11 is prac-
ticable and reasonable, whereas to hold that ad-
vances under this section would require stock
adjustment would necessitate constant and rapid
fluctuation of stock ownership in the Bank with-
out any particular reason therefor.
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Directory of Member, Federal, and
Insured Institutions

Added During February

All Federal savings and loan associations
are required to become members of the
Federal Home Loan Bank System and to
insure their accounts with the Federal Sav-
ings and Loan Insurance Corporation. As
the time lag between the receiving of a
charter and admission to membership in
the System and insurance of accounts will,
in the future, be very short, the Review will
list the Federal savings and loan associa-
tions only when they get their charters. It
may be taken for granted that membership
in the System and insurance of accounts
will follow shortly.

[. INSTITUTIONS ADMITTED TO MEMBERSHIP
IN THE FEDERAL HOME LOAN BANK SYS-
TEM BETWEEN FEBRUARY 1, 1935, AND
MARCH 1, 1935*

{Listed by Federal Home Loan Bank Districts, States,
and cities)

DISTRICT NO. 2
New JERSEY:
Garfleld:
Haller Building & Loan Association, 145 Main
Street.
Newark:
North Newark Building & Loan Association, 46
‘West Market Street.
New York:
Albany:
West End Savings & Loan Association, 851
Madison Avenue.

DISTRICT NO. 4
GEORGIA
Pelham:
Mitchell County Building & Loan Assoclation,
West Railroad Street.

DISTRICT NO. 5
Omnro:
Dayton:
State Savings & Loan Association, 405-406 Calla-
han Bank Building.
Ripley:
Ripley Building, Loan & Savings Company, 109
Main Street.

1 During this period 25 Federal savings and loan associa-
tions were admitted to membership in the System.
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TENNESSER:
Paris:
Paris Building and Loan Association, First Trust
& Savings Bank Building.

DISTRICT NO. 7
ILLINOIS:
Aurora:
Improvement Building & Loan Association, 1218
Downer Place.
Chicago:
Lithuanian News Loan & Building Association,
1739 South Halsted Street.
WISCONSIN ¢
Milwaukee:
Milwaukee Mutual Loan & Building Association,
135 West Wells Street.

DISTRICT NO. 8

Iowa:
Mason City:
Mason City Building & Loan Association, 1914
East State Street.
DISTRICT NO. 10
KANSAS:

Kansas City:
Central Avenue Savings & Loan Association, 1004
Central Avenue.
NEBRASKA @
Lincoln:
First Building & Loan Association of University
Place, Nebr., 4802 Baldwin Street.

DISTRICT NO. 12
NEVADA ¢
Las Vegas:
Mutual Building & Loan Association of Las Vegas.

WITHDRAWALS FROM THE FEpERaL HoMmE Loan
Bank SysteM BETweeEN FERRUARY 1, 1935, AND
MarcH 1, 1935

CONNECTICUT:
Norwalk:
Norwalk Building, Loan & Investment Association,
115 Washington Street.
(GEORGIA :
Augusta:
Peoples Building & Loan Association, 705 Broad
Street.
MARYLAND:
Baltimore:
Mozart Building & Loan Association, 2727 East
Madison Street.
Suburban Building & Loan Association, 3318
Woodland Avenue,
NorTH DAKOTA:
Fargo:
Home Savings & Loan Association.
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OHIO:

Cleveland :
Custodian Savings & Loan Company, 15619
‘Waterloo Road.

Covington:

Covington Building & Loan Association, 117 North
High Street.
PENNSYLVANIA:
Philadelphia:
Ryers Building & Loan Association, 7326 Oxford
Avenue.
TEXAS:
Amarillo:
Texas Plains Building & Loan Association, 406
South Polk Street.

II. FEDRERAL SAVINGS AND LOAN ASSOCIA-
TIONS CHARTERED BETWEEN FEBRUARY
1, 1935, AND MARCH 1, 1935

(Listed by Federal Home Loan Bank Districts, States, and
cities)

DISTRICT NO. 1
MASSACHUSETTS :
Roxbury, Boston:
First Federal Savings & Loan Association of Bos-
ton, 53 Warren Street (converted from Dudley
Cooperative Bank).

DISTRICT NO. 2
NEW YORK:
Lynbrook:
Lynbrook Federal Savings & Loan Association, 391
Sunrise Highway (converted from Lynbrook
Savings & Loan Association).
New York:
Ninth Federal Savings & Loan Association of New
York City, 551 Fifth Avenue.

DISTRICT NO. 3
PENNSYLVANIA:
Johnstown :
Cambria Federal Savings & Loan Association of
Johnstown.
Pittston:
First Federal Savings & Loan Association of Piits-
ton.
Vandergrift:
Vandergrift Federal Savings & Loan Association,
134 East Adams Avenue.
WEST VIRGINIA:
Wellsbhurg:
Advance Federal Savings & Loan Association of
Wellsburg.

DISTRICT NO. 4
ALABAMA:
Jasper:
First Federal Savings & Loan Association of
Jasper.
GEORGIA :
Dublin:
First Federal Savings & Loan Association of Dub-
lin.
Griffin:
First Federal Savings & Loan Association of
Griffin, 507 Professional Building (converted
from Griffin Building & Loan Association).
Wayceross:
First Federal Savings & Loan Association of Way-
cross, 208 Parker Street (converted from Way-
cross Building & Loan Association).
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SouTH CAROLINA:
Florence:

Peoples Federal Savings & Loan Association (con-
verted from Peoples Building & Loan Associa-
tion of Florence).

VIRGINIA:
Norfolk:

First Federal Savings & Loan Association of Nor-
folk, Bank of Commerce Building (converted
from Princess Anne & Norfolk Mutual Building
& Loan Association, Inc.).

Richmond:

First Federal Savings & Loan Association of

Richmond, 302 East Grace Street.

DISTRICT NO. 5
OnIio:
Hamilton:

Columbia Federal Savings & Loan Association of
Hamilton, 127 South Third Street (converted
from Columbia Savings & Loan Co.).

Lakewood:

First Federal Savings & Loan Association of

Lakewood, 1101 West Forest Road.
Medina:

First Federal Savings & Loan Association of Me-

dina.
TENNESSEE
Memphis:

Home Federal Savings & Loan Association of
Memphis, 44 South Second Street (converted
from Home Building & Loan Association).

DISTRICT NO. 7
ILLINOIS:
Chicago:

Slovenian Home Federal Savings & Loan Associa-
tion of Chicago, 1824 West 22nd Place (con-
verted from Slovenian Home Building & Loan
Association).

Peoria:

Peoples Federal Savings & Loan Association of
Peoria, 101 South Adams Street (converted from
Peoples Loan & Homestead Association).

Springfield :

Security Federal Savings & Loan Association of
Springfield, 518 East Monroe Street (converted
from Security Improvement & Loan Associa-
tion).

DISTRICT NO. 8
MINNESOTA:
Worthington:
Worthington Federal Savings & Loan Association.
MissoURI:
St. Joseph:

First Federal Savings & Loan Association of St.

Joseph, 302 Corby Building.
St. Louis:

Roosevelt Federal Savings & Loan Association of
St. Louis, 3607 North Broadway (converted from
Roosevelt Savings & Loan Association).

DISTRICT NO. 9
ARKANSAS:
Fort Smith:
Standard Federal Savings & Loan Association.
Helena:
First Federal Savings & Loan Association of Hel-
ena, 317 York Street (converted from Investment
& Home Building Association of Helena).
Helena Federal Savings & Loan Association, 520
Cherry Street (converted from Helena Building
& Loan Association).

237



ARKANSAS—Continued.
Pocahontas:
Pocahontas Federal Savings & Loan Assoclation.
TexAS:
Amarillo:
First Federal Savings & Loan Association of Ama-
rillo, 406 South Polk Street (converted from
Great Plains Building & Loan Association).
Brownsville:
Brownsville Federal Savings & Loan Association.
Waco:
First Federal Savings & Loan Association of Waco,
506 Franklin Street (converted from Waco
Building & Loan Association).

DISTRICT NO. 16
Kansas:
Beloit:

First Federal Savings & Loan Association of Be-
loit, 107 East Main Street (converted from Solo-
mon Valley Building & Loan Association).

OKLAHOMA :
Enid:

Liberty Federal Savings & Loan Association of
Enid, Masonic Temple (converted from Liberty
Savings & Loan Association).

DISTRICT NO. 11
Inamo:
Lewiston:

First Federal Savings & Loan Association of Lew-
iston, Room 222, New Idaho Trust Building
(converted from Lewiston Savings & Loan Co.).

Twin Falls:

First Federal Savings & Loan Association of Twin
Falls (converted from Mutual Building & Loan
Association).

WASHINGTON :
Tacoma:
Pacific First Federal Savings & Loan Association of
Tacoma, 204 South 11th Street (converted from
Pacific Savings & Loan Association).

DISTRICT NO. 12
CALIFORNIA
San Bernardino:
First Federal Savings & Loan Association of San
Bernardino, 455 Fourth Street (converted from
San Bernardino Building & Loan Association).

CANCELATIONS OF FEDERAL SAvVINGS AND Loan
AssociaTioN CHARTERS FEBRUARY 1, 1935, MARCH
1, 1935

ALABAMA:
Troy:
Troy Federal Savings & Loan Association,

III. INSTITUTIONS INSURED BY THE FED-
ERAL SAVINGS AND LOAN INSURANCE COR-
PORATON BETWEEN FEBRUARY 1, 1935,
AND MARCH 1, 1935*

DISTRICT NO. 12
CALIFORNIA
San Jose:
Independent Building-Loan Assoclation, 16 East
San Antonio Street.
Surety Building & Loan Association, 285 South
First Street.

1 During this period 70 Federal savings and loan asso-
ciations were insured.
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