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DIRECTOR'S PREFACE 

This volume is the second of a series of current studies 
of significant developments in the financial system of the 
United States; the first being Current Monetary Issues, 
by Leo Pasvolsky, which was published last December. 
The two publications are more closely related than might 
appear at first glance. The monetary changes discussed 
by Mr. Pasvolsky coincided with the breakdown of the 
country's banking system, which forms the principal sub
ject matter of the present volume. Moreover, there is a 
direct relationship between the rehabilitation of the banks 
and the underlying monetary policy of the government. 

The present study is primarily concerned with the 
problems of administrative control involved in the reor
ganizations and liquidations which follow bank suspen
sions. It does not concern itself with the causes of bank 
fai~ures. Some attention is given to the broad economic 
and social consequences of bank failures, and to methods 
of dealing with the suspended institutions, especially the 
newly developed institutions and procedures by which 
the aid of the federal government has been extended. 

This series of studies is under the general supervision of 
Charles O. Hardy. Others who have served with the 
Director as a committee co-operating with the authors in 
the preparation of the volume are Harold G. Moulton 
and Laurence F. Schmeckebier. We have also had the 
aid of an advisory committee of the Social Science Re
search Council. 

Institute of Economics 
November 1934 
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CHAPTER I 

BANK SUSPENSIONS IN THE 
UNITED S'X'ATES 

The bank holiday of March 1933 marked the cul
mination of a long era of iRdustrial and agricultural re
adjustment which weakened, and finally almost de
stroyed, the solvency of the American banking system. 

. The failure of 10,000 banks, with deposits of nearly 5 
". billion dollars, in the years 1921-32, and the temporary 
. closing of all banks by proclamation of the President on 

March 6, 1933, are sufficiently recent to be vividly re
called. 

We present here the results of a study of the problem 
., of governmental control which has resulted from these 

and previous failures. We shall not discuss the causes of 
the failures, and only incidentally their broader econom
ic and social consequences; our interest is in what hap
pens to the banks, to their depositors, and to their stock
holders after the suspension occurs-both with respect 
to reorganization and reopening in cases where they 
occur, and with respect to liquidation otherwise. Weare 
also interested in the efforts of federal and state govern
ments to prevent bank failures, whether by extension of 
financial aid to distressed banks, or by relieving them 
of the obligation to make immediate payment to their 
depositors, through moratoria, holidays, and similar de
vices. 

As a background for a sfudy of the governmental 
policy with respect to distressed banks some preliminary 
survey of the record of bank suspensions is necessary. In 

3 



4 CLOSED AND DISTl?,.ESSED BANKS 

Appendix A we present a somewhat detailed historic: 
summary of the record of bank failures. Here we sha 
merely summarize very briefly the pre-war record, an 
indicate the way in which the tide of failures rose durin 
the post-war' era and culminated in the banking crisis c 
1933· 

I. NATIONAL AND STATE BANK FAILURES 

During the years from 1864 to 1896 there were on: 
328 failures in national banks and 1,234 failures in sta 
banks. Over one-half the national bank failures occurre 
during the years froII.l 1891 to 1896 inclusive. State bar 
failures were more evenly distributed, though there we] 
peak figures of 26 I in 1893 and I IS in 1895. About onl 
fourth of the failures, both state and national, were : 
the so-called Western Grain states-Minnesota, the n 
kotas, Iowa, Nebraska, Missouri, and Kansas. Outsic 
these states the principal areas of concentration we] 
New York, with 34 national and 92 state bank failure! 
Pennsylvania, with 20 national and 162 state bank fai 
ures; and Illinois, with IS national and 121 state bar 
failures. 

From 1897 to 1919, with rising prices and general il 
dustrial prosperity, the bank mortality was very 1m 
the only years in which more than 100 failures were rc 
corded being 1908, with 19 national and 83 state bar. 
failures, or a total of 102; 1914, with IS national an 
107 state bank failures, or a total of 122; and 191, 
with 20 national and 93 state bank failures, or a total c 
113. In 1920 the total rose to 143, 7 national and 13 
state, and from 1921 on the figures were very muc 
higher than they had ever been before. For the nir 
years 1921-29 the total number of national bank failure 
was 766 and state bank failures 4,645. Finally, durin 
the depression years 1930-33 there was anothf 
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enormous increase, the total for the four years being 
1,385 national and 5,3 19 state. These suspensions in
volved an aggregate of 7 billion dollars of deposits, as 
is shown in the accompanying table. 

During the post-war era, 1921-29, as in earlier years, 
the region of heaviest bank mortality was the Western 
Grain group of states. Industrial states during the same 
period had relatively few failures. For example, sus-

BANI[ SUSPENSIONS IN THE UNITED STATES, 1864-1933" 
(Dollar items are in thousands) 

National Banks State Banks All Banks 
Period 

Number Deposits Number Deposits Number Deposits 

1864-192()b .. 584 2,411 
$1,205;680 

2,995 
$1,569;064 1921-29 ..... 766 $ 363,414 4,645 5,411 

19~33· .... 1,385 1,881,116 5,319 3,573,148 6,704 5,454,294 

• Unless otherwise noted data are from Bank Suspensions in the United, 
States, 189Z-19Jl, Federal Reserve Committee on Branch, Group, and Chain 
Banking, pp.12, 14, and 132. 

b For 1864-96 data, see Table 1,p.245 • 
• Data for 1933 are from Federal ReSfflJe Bulletin, April 1934, p. 251. 

Figures for this 'year include banks restricted after having been licensed, 
although they do not include banks to which licenses had not been issued. 
The inclusion of restricted banks prevents the figures for this year from being 
stricdy comparable with those for other years. 

pended banks in nine wealthy industrial states had ag
gregate loans and investments of only 213 million dol
lars, compared with 678 millions for suspended banks 
in seven agricultural states. Mter 1929 a tremendous 
wave of failures set in in industrial states. In the three 
years 1930-32, loans and investments of suspended 
banks in nine industrial states amounted to over 2 billion 
dollars; Pennsylvania headed the list with 476 million, 
I11inois was second with 465 million. Suspensions in 
agricultural states continued to be heavy throughout the 
depression period. The table on page 6 shows the 
loans and investments of suspended banks by groups of 
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states for these two periods. Further details, including 
data on size of suspended banks and the distribution of 
deposits between member and non-member banks, are 
given in Appendix A. 

LoANS AII'D INVESTMEII'TS OF SUSPENDED BAN ItS, 1921-32-

1921-29 193~32 

Region and State In Thou- AsPer- In Thou- As Per-
sands of tentage sands of eenlage 
Dollars of Dollars of 

1921-32 1921-32 

WESTERII' GRAIN STATES ...... 678,635 59.7 458,168 4fJ.3 
Minnesota .•............ 112,619 72.2 43,334 21.8 
North Dakota ........... 74,096 80.4 18,098 21.9 
South Dakota ............ 114,118 78.1 31,940 19.6 
Iowa ................... 188,417 45.8 223,320 54'2 
Nebraska ............... 74,832 60.2 49,423 39.8 
Missouri •............... 64,496 50.7 62,648 49.3 
Kansas ........•........ 50,057 63.0 29,405 37.0 

SELECTED III'DUSTRlAL STATES. 213,347 8.5 2,302,766 91.5 
Illinois ........•......... 61,307 11.6 465,440 88.4 
Michigan ................ 5,985 3.4 169,628 96.6 
Indiana ••.. , ............ 38,230 21.1 143,361 78.9 
Ohio ................... 26,692 7.4 333,624 92.6 
Pennsylvania. . . . . . . . .. . 39,138 7.6 476,640 92.4 
New York ............... 16,553 4.3 368,514 95.7 
New Jersey .............. 6,546 5.6 109,918 94.4 
Massachusetts ........... 14,664 8.9 149,254 91.1 
Connecticut ............. 4,232 4.7 86,387 95.3 

ALL OTHER STATES .......... 906,534 45.9 1,068,346 54.1 
UNITED STATES ............. 1,798,516 32.0 3,829,280 68.0 

a Figures for 1921-31 from Bank Suspensions in Ihe Uniled Slales, pp. 
145-46; for 1932 compiled from unpublished data on file in the Division 
of Bank Operations, Federal Reserve Board. 

n. FEDERAL AID TO DISTRESSED BANKS 

Up to 1932 the federal government was connected 
.l.:ith the banking system in only a general supervisory 

capacity. The constantly increasing seriousness of the 
financial depression led to a growing sentiment for the 
establishment of a new organization to lend funds to 

J hard-pressed financial and other institutions. 
It was at· first anticipated that a self-help organiza-
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tion, with the stronger banks aiding the weaker, but 
without Treasury assistance, would suffice. And so in 
193 I the National Credit Corporation was formed at the 
suggestion of President Hoover. This was a private cor
poration owned by banks. It soon became obvious, how
ever, that the stronger commercial banks were either 
unwilling or unable, or both, to provide enough funds 
to protect the weaker ones in the face of the constant 
withdrawals of deposits. The decline in deposits of all 
banks in the last half of 1931 was almost 6 billion dol
lars, or nearly five times the loss in the first half of that 
year. There had been practically no decline during 
1930.1 Money in circulation increased over 800 million 
dollars in the last half of 1931, indicating a large con
version of bank deposits into cash.2 The last half of 193 1 
also witnessed 1,6II bank suspensions, more than twice 
the number in the preceding six months, and more than 
the total for any previous complete year. In the last 
three months of the year 1,055 banks failed, indicating 
that the situation was increasing in severity. Deposits in
volved during the last six months amounted to 
$1,270,648,000; during the last three months to 
$ 8 I 6,370,000.8 But the National Credit Corporation 
had loaned only 155 million dollars to 575 institutions 
by January 27 of the next year! It seemed clear, there
fore, that government aid was necessary if a complete 
banking collapse was to be avoided. 

On January 22, 1932 the Reconstruction Finance 
Corporation Act was passed.1I The institution it created 

'A .... ual Report of tlte Feaeral Reseroe Boora, 1931, p. 88. 
• The same, p. 69. 
• The same, pp. 1:& S-:&6. 
• New York Times, Jan. :&8, 193:&. 
• Entitled "An Act to Provide Emergency Financing Facilities for Fi

nancial Institutions, to Aid in Financing Agriculture, Commerce, and 
Industry, and for Other Purposes," 47 Stat. L. S. 
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was patterned after the War Finance· Corporation. As 
enacted, Section 5 of this law authorized loans "to any 
bank, savings bank, trust company" and to other finan
cial institutions 

• • • including loans secured by the assets of any bank that is 
closed, or in process of liquidation to aid in the reorganization 
or liquidation of such banks, upon application of the receiver or 
liquidating agent of such bank and any receiver of any national 
bank is hereby authorized to contract for such loans and to pledge 
any assets of the bank for securing the same: Provided, That 
not more than 200 million dollars shall be used for the relief of 
banks that are closed or in the process of liquidation. 

The act further provided that all loans should be ful...: 
lyand adequately secured, that the Corporation could 
make such provisions as it deemed necessary for the ad
ministration of collateral, and that foreign securities and 
acceptances should not be acceptable collateral. It for
bade advances to a single corporation or its affiliates of 
an amount greater than 5 per .cent of the capital of the 
RFC.6 

Loans were to be made for not more than three years, 
renewable for two years. Loans could be made over a 
period of one year from the date of enactment, and this 
period could be extended one year by the President.7 

The Treasury, the Comptroller, the Federal Reserve 
Board, and the Federal Reserve Banks were authorized 
to make available to the RFC any information in their 
possession regarding financial institutions, and to make 
examinations of such institutions for the Corporation. A 
later act provided that no loans were to be made or re
newed if any employee of the applicant was receiving 
compensation in excess of what appeared reasonable to 
the RFC.8 

• Amended to 2~ per cent by 47 Stat. L. 714. See also 48 Stat. L. 141. 
'This extension was made by President Hoover. 
• 48 Stat. L. 120. 
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A description of the procedure of the RFC and the 
statistical record of its activities will be found in Chap
ters XI-XIII. Here we note only that the new organiza
tion was successful in bolstering depositors' confidence 
and checking the flood of bank failures for nearly a year. 
There were only 46 bank failures in March 1932, the 
lowest number since October 1929. The number of clos
ings remained relatively low until the end of the year. 
But after the turn of the year the situation grew rapidly 
worse. In January and February 389 banks failed. More
over, these figures understate the gravity .of the crisis, 
for they do not include the banks that were closed by 
local holidays. 

m. MORATORIA, HOLIDAYS, AND EMERGENCY MEASURES 

On the occasion of various conflagrations, including 
the Chicago fire of 1871, the Boston fire of 1872, the 
Baltimore fire of 1904, and the San Francisco earth
quake and fire of 1906, when it was virtually impossible 
for banks to operate, recourse was had to the legal holi
day." At the time.of the Baltimore fire, the Governor of 
Maryland, by proclamation, declared a legal holiday, 
extending from February 8. to February 22. After the 
San Francisco catastrophe, the Governor of California 
proclaimed continuous legal holidays over a period of 
several weeks. Later, in the panic of 1907, the governors 
of a number of Western states declared state-wide mora
toria or legal holidays for banks. There were also several 
times of panic when the banks on their own authority 
restricted payments or tendered to depositors clearing
house certificates instead of legal-tender money; The 
Oregon law of 1930 probably was the first official recog
nition that there existed an emergency which could not 

• Annual Repo,., of the Compt,.olle,. of the Cu,.,.ency, 187:&, p. xxiv, 
Thomas P. Kane, Romance and T,.agedy of Banking, 19"", pp. -59, :&~9. 
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well be dealt with through the usual routine of bank ad
ministration. Under this law the officers of a bank were 
allowed to suspend payments for 60 days, during which 
period they were to attempt to arrange with depositors 
for voluntary restrictions for a longer period.tO 

Florida passed an emergency act in 1931. After stat
ing as a general proposition that a bank "should by no 
means be allowed to close by reason of an unjustified 
run" this act authorizes any state bank, "in the event it 
senses a run," to limit withdrawals, with the consent of 
the State Comptroller, to the amount of 20 per cent of 
deposits. It is made the duty of the Comptroller to grant 
such permission immediately upon request. Banks which 
operate under this provision subject themselves to ex
amination. If they are found solvent, a declaration to the 
public to that effect by the Comptroller and a continu
ance of the restriction are provided for, the latter not to 
eXceed 90 days "unless in the discretion of the Comptrol
ler a case of extreme necessity exists."u A bank operating 
under withdrawal limitations is permitted to receive new 
"trust-account" deposits not subject to the limitation, 
but may not "negotiate or make any other or further 
loans of whatsoever kind or nature." Indeed, it is re
quired, immediately upon placing such limited liability 
in force, "to collect its loans and marshal its assets under 
the direction of the Comptroller, and prepare to meet 
its obligations to its depositors in full."u 

By June 1932 at least three other states, Massachu
setts, Michigan, and Virginia, had passed laws of this 
general character, and similar measures had been pro
posed in Illinois and N ew York. 

In 1932 the custom of declaring local moratoria or 

.. Ore. Code Ann., 1930, Sec. 22-19°3. 
U Acts of 1931, Chap. 14647 (No.9). 
liThe saml'. 
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holidays for a few days or a week or longer became fairly 
common among the mayors of small towns and cities in 
the Middle West. Many of them were arranged under 
the guise of celebrations of the bicentennial of George 
Washington's birth. Depositor waivers were frequently 
arranged for in the interim, and the banks reopened. 
There had always been doubt as to the strict legality of 
the proclamation of a bank holiday by the governor of 
a state; there was rather general agreement that such 
action on the part of a city official was wholly without 
warrant of law. The Attorney-General of Minnesota 
ruled that the banks of that state might not take advan
tage of these local holidays, and that the Bank Commis
sioner might, in his discretion, appoint receivers for those 
that did. The auditor of Illinois made a similar ruling. 
For the most part, however, the state bank commission
ers, as well as the Comptroller of the Currency, winked 
at the practice and took no action. 

Both the Comptroller of the Currency and the state 
bank supervisors had eased the burden on the banks by 
mitigating the rigors of examination, especially by waiv
ing. the ordinary rules for writing off depreciation on 
bonds and securities, permitting portfolios to be carrieci 
at much higher figures than current market quotations. 

In connection with local banking holidays or mora
toria, various expedients have been adopted to keep 
banks open. In most of such cases there has been resort 
to a restriction on withdrawals if not an actual waiving 
or relinquishment of the right to a percentage of de
posits. In many places in the Middle West five years 
was adopted as the duration of the waiver. The existence 
of these waiver agreements has been an element of un
certainty in current efforts to reorganize some of these 
same banks a second time. 

In recommending that the Indiana Commission for 
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Financial Institutions be given power to regulate the 
"withdrawal of funds from any financial institution" to 
which the banking act of that state is applicable, the 
Study Commission for that state said: 

The problem of hysterical "runs" by bank depositors is one 
that received the utmost consideration from the Study Com
mission. Early in 1932 waves of panic swept through certain 
sections of the United States. They reached such proportions that 
solvent banks in 22 states were forced to restrict their payment 
to depositors in order to keep from closing their doors. In most 
instances, such action on the part of the bank was without 
legalization.18 

The situation as summarized from questionnaires sent 
to the state bank departments by the Indiana Commis
sion is given in the accompanying table. It is probable 
that the figures considerably understate the extent of 
restrictions. 

IV. THE CRISIS OF 1933 

The local holidays and emergency acts permitting de
posit restrictions were not adequate to cope with the 
seriousness of the situation. State-wide holidays came 
next. The first of the state-wide banking holidays of 
1932-33 was declared on October 31, 1932 when the 
Governor of Nevada authorized the banks of that state 
to close for twelve days.t" This holiday followed the 
suspension of the Wingfield chain of twelve banks, near
ly half the 26 banks of the state, with approximately half 
of their resources. At the expiration of the first twelve
day holiday, it was necessary to extend the period for 
an additional three weeks. Not all of the Nevada banks 
took advantage of the moratorium. 

11 Report of tne Indiana Study Commission for Financial Institutions, 
created by the 77th General Assembly, 1932, p. 83. 

16 Nearly a year before this a state-wide moratorium in a Southern state 
had been narrowly averted by prompt action of the National Credit Cor
poration. 
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BANItS RESTRICTING PAYMENT OF DEPOSITS UP TO MAy, 1932-

State Number of 
Banks 

Alabama. . . . . . . . . . . . . . . . . . . . 220 
Arkansas. . . . . . . . . . . . . . . . . . . . 329 
Colorado.................... 150 
Connecticut. . . . . . . . . . . . . . . . . 191 
Delaware. . . . . . . . . . . . . . . . . . . 45 
Georgia. . . . . . . . . . . . . . . . . . . . . 323 
Idaho..... . .. .............. 96 
Illinois·..................... 1,221 
Indiana. . . . . . . . . . . . . . . . . . . . . 705 
Kansas. .................... 806 
Ken.~cky.. . ................ 419 
louISIana. . . . . . . . . . . . . . . . . . . 191 
Maine...................... 79 
Michigan. . . . . . . . . . . . . . . . . . . 639 
Minnesota...... . ........... 752 
Mississippi. . • . . . . . . . . . . . . . . . 280 
Missoun. . . . . . . . . . . . . . . . . . . . 1,110 
Montana. . . . . . . . . . . . . . . . . . . 122 
Nebraska. . . . . . . . . . . . . . . . . . . 602 
New Hampshire. ............. 65 
New Mexico. ................ 27 
New York. .................. 566 
North Dakota. . . . . . . . . . . . . . . 254 
Oklahoma. . . . . . . . . . . . . . . . . . . 320 
Rhode Island. . . . . . . . . . . . . . . . 25 
South Carolina. .............. 138 
South Dakota. .............. 279 
Tennessee................... 380 
Texas...................... 700 

~r:~~~'.: ::::::::::: ::::::: 3g~ 
Washington. .. .............. 228 
W?t Vi~inia •............... 
WisconSIn. . . . . . . . . . . . . . . . . . . 7si 
Wyoming....... ... ......... 58 

Number of Banks with 
Restricted Wi thdrawals 

On All 
Accounts 

1 
2 
4 

1 

200 

20 
1 

50 
50 
6 

12 
7 

8 

5 

50 
1 

11 

19 

On Savings 
Accounts 

1 
2 

50 
b 

d 

20 
2 

2 
40 

3 

4 

56 
5 

6 

19 

1--------11--------1-------
Total. . . . . . .. .. . . . . . . . . . . . 12,465 448 210 

• Report o/the Indiana Study Commission for Financial Institutions, p. 83. 
_Data complied from questionnaires sent to the 48 state banking depart
ments. No replies were received from 13 states. 

b Usual notice required. 
• The Banking Department of Illinois could give no detailed information 

as. to any restrictions but it is known that some banks in that state took 
thiS step. Examples are the institutions of Urbana and Aurora. 

d Uncertain. 
• No definite information as to actual number of banks on a restricted 

basis. Practically all the banks in the northwestern part of West Virginia 
adopted the rule of restricted withdrawals. All banks in Martinsburg adopted 
the rule; also banks in Parkersburg and Wheeling. 
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house certificates; to continue trust activities and fiscal 
agency operations; to subscribe to Treasury issues; to 
accept substitute collateral; and to. carry on activities 
necessary. to provide the necessities of life.:l8 

The history of what happened to the banks in 1933 is 
..!Jummarized in the following data. Banks in the I2 Fed

eral Reserve cities reopened March 13; those in cities 
having recognized clearing houses-about 250 cities
on March 14; and banks elsewhere on March 15. No 
official figures are available, however, for the number of 
banks which reopened without restrictions on March 16. 
An Associated Press estimate gave the number on this 
date, including some banks on a restricted basis, as 
13,000.19 The earliest official figures for reopened banks 
are those of the Federal Reserve Board, which report 
12,817 licensed banks with deposits of over 31 billion 
dollars as of April 12. Approximately 4,200 banks with 
deposits of nearly 4 billion dollars were unlicensed on 
this date.lJO The numbers of banks suspending before and 
after the holiday are shown in the table on page 15. On 
December 30, 1933 there remained unlicensed 1,905 
banks with deposits of $1,202,420,000. Approximately 
1,500 banks were reorganized during 1933, their de
posits totalling about $ 1,200,000,000. 

• Secretary of the Treasury, Regulations 1-19, Mar. 6-11, 1933. 
'" See Marcus Nadler and Jules I. Bogen, The Banking Crisis, 1933, pp. 

177-78. The Federal Reserve Board reports only licensed member banks as 
of this date. See Appendix C • 

.. See pp. 46, 47, and Appendix C. 



CHAPTER II 

THE SUPERVISION OF CLOSED 
NATIONAL BANKS 

The administration of closed banks, like most phases 
of bank administration, is complicated by the division 
of responsibility between the national and the state su
pervisory systems. In this and the following chapter 
we survey the development of the two systems and indi
cate the progress which has been made in the direction 
of centralization of responsibility and unification of the 
p'ractices followed in the administration of banks in the 
two systems while they are closed. In later chapters we 
consider the procedure used in terminating these control 
arrangements, either by reorganization or by liquidation. 

L HISTORICAL DEVELOPMENT 

SO far as the national banking system is concerned, the 
centralization of administration of closed banks and its 
unification with the work of supervision of solvent oper
ating institutions was accomplished at the outset., The 
National Bank Act of 1864 provided for the appoint
ment of receivers by the Comptroller of the Currency. 
The appointm~nt of a receiver was at first tied up with 
the redemption of circulating notes. "If any association," 
the act read, "shall fail .•. to redeem its not~s as afore
said, the Comptroller of the Currency may, upon re
ceiving satisfactory evidence thereof, appoint a receiver, 
in the manner provided for in this act, to wind up its 
afi"airs."l 

Although failure to redeem their circulating notes on 
• Act of June 3~ 1864, Sec. 3Z; 13 Stat. L. 113. 
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demand was the only specific reason offered by the Na
tional Bank Act for the appointment of receivers for the 
new institutions, other causes did as a matter of fact bring 
about such action by the Comptroller. Indeed, since na'
tional bank: notes were fully secured, there seemed little 
necessity for redemption difficulties to. force bank: clos
ings. Thomas P. Kane writes: 

It appears that in the early years of the [national banking] 
system, when a bank became insolvent or subject to a receiver
ship for some other cause, it was the practice to obtain and pre
sent for redemption at the bank's.counter one of its circulating 
notes. By agreement between the bank and a representative of 
the Comptroller's office, the bank would refuse to redeem the 
note and the note would then be protested, thus affording a 
statutory ground for the appointment of a receiver.2 , 

In his 1866 report the Comptroller of the Currency 
recommende(;f an amendment to the act which would 
authorize the appointment of a receiver whenever satis
factory evidence was furnished that the association in 
question was not carrying on the proper business of bank
ing, that reports required by law were false or fraudu
lent, that funds had been wilfully misapplied by officers 
or directors in violation of law, or that the bank had 
committed any act of insolvency.s Again in 1873 he 
suggested to Congress the necessity for a law authorizing 
the appointment of a receiver for an insolvent bank: when 
such insolvency became evident from the protest of 
drafts or otherwise, or when its charter had been for
feited following suit under that section of the act which 
provided for such action, if the directors should "know
ingly violate, or knowingly permit any of the officers, 
agents, or servants of the association to violate," any of 

• Romance and Tragedy of Banking, p. 60. 
I Annual Report of the Comptroller of the Currency, 1866, p. xii. 
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the provisions of the act.' The following year the recom
mendation was made that the Comptroller be authorized 
to wind up the affairs of a bank if its capital was seriously 
impaired, if it were not engaged in the transaction of a 
legitimate and reputable business, or if it had obtained 
its organization through false or fraudulent representa
tions.6 

In 1876 a law was enacted which fulfilled a number 
of these recommendations. It provided that whenever a 
national bank should have lost its charter through suit, 
as described above, or whenever a creditor's judgment 
had gone unsatisfied for 30 days, or whenever the Comp
troller should become satisfied of the bank's insolvency, 
a receiver might be appointed.6 A receiver may also be 
appointed for any of the following violations of law: 

Where the capital stock of a national bank has not been fully 
paid in and it is thus reduced below the legal minimum and re-
mains so for 30 days. (R.S., Sec. 5141.) , 

For failure to make good the lawful money reserve within 30 
days after notice. (R.S., Sec. 5 191 • ) 

Where a bank purchases or acquires its own stock to prevent 
loss upon a debt previously contracted in good faith, and the 
same is not sold or disposed of within six months from the time 
of its purchase. (R.S., Sec. 5201.) 

For failure to make good any impairment in its capital stock 
and refusing to go into liquidat~on within three months after 
receiving notice. (R.S., Sec. 5205.) 

For false certification of checks by any officer, clerk, or agent. 
(R.S., Sec. 5208.) 

An act of April 23, 1930 provides for the appointment 
of a receiver for a national bank which "shall discontinue 
its banking operations for a period of 60 days.'" The 

• Act of June 3, 1864, Sec. 53; 13 Stat. L. 116. 
• Annual Report of the Comptroller of the Currency, 1874, p. viii. 
; Act of June 30, 1876, Sec. 1; 19 Stat. L. 63. 

46 Stat. L. 250. , 
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Banking Act of 1933 authorizes the Comptroller to ap
point receivers or conservators for national banks which 
have not, by July I, 1935, become Class A stockholders 
of the Federal Deposit Insurance Corporation.s He may 
also appoint, after 30 days' notice, receivers or conserva
tors for national banks which violate the provisions of 
the Banking Act of 1933 with respect to the size of di
rectorates or the required stockholdings of directors.9 

'Moreover, although there is no specific authorization for 
the appointment of a receiver, the equivalent seems to 
be provided in the sections of this act by which all rights, 
privileges, and franchises of national banks are inade sub
ject to forfeiture for refusal to permit examination of an 
affiliate or to give information required in the course of 
such an examination; .and for the continued violation, 
for six months aft~( being warned by the Federal Re
serve Board, of the provision prohibiting security affili
ates after June 16, 1934. 

The law of 1876 made no provision for the termina
tion or continuance of the receivership after creditors 
had been paid in full. Such provision was supplied by 
the act of August 3, 1892, and later amended by the 
act of March 2, 1897, which provided that a meeting 
of shareholders should decide whether further opera
tions should be conducted by the receiver or by an agent 
elected by the stockholders. 

II. PROCEDURE 

In the office of the Comptroller of the Currency there 
has long been a Division of Insolvent Banks. The chief 
of this division, who is known as supervising receiver, has 
built up a corps of experts in the liquidation of banks, 

• Banking Act of 1933, as amended by Public No. 36:t, 73 Congo 
o Sec. 3 I. An amendment of June 16, 19 H repealed the provisions of this 

section relating to stock ownership of directors. 73 Cong., Public No. 36:t. 
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who are cOIPpensated on a salary basis, and who are kept 
constantly employed in receivership work, being trans
ferred from one city to another as occasion requires. 

When the liquidation of a closed bank has proceeded 
to a point where there has been a substantial disposition 
of assets, it is the policy of the Comptroller's office to 
combine it with other similar receiverships, under· the 
supervision of a single member of the staff of the Divi
sion of Insolvent Banks. While the great numbers of 
bank suspensions in the years 1929-33 made necessary 
the appointment of many relatively. inexperienced re
ceivers, the nucleus of trained professional receivers 
made the difficulties of those years less serious than they 
would otherwise have been. 

The task which faces the receiver who is appointed to 
wind up the affairs of a closed bank may be described in 
simple terms as that of realizing upon the assets of the 
institution and paying over the proceeds to the deposi
tors and other creditors and the balance, if any, to stock
holders. This simple statement does not reflect by any 
manner of means, however, the excessively complicated 
tangle of rights and obligations which must be contended 
with in every receivership. 

The very fact of insolvency adds to this complexity. 
The loans, discounts, and investments of the bank form 
a cross-section bf the commercial life of the whole com
munity. The business difficulties and legal entanglements 
of every debtor of the bank become of immediate prac
tical importance. The receiver is usually not in position 
to deal with many of these situations as effectively as the 
officers of a going institution might be. It is perhaps 
natural that when persons are obligated tQJ1. closed bank 
they are more inclined to press for a scaling down of the 
debt than when obligated to an operating bank. The 
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necessity of winding up all transactions finally and 
within a reasonable time operates to place the receiver 
at a bargaining disadvantage. The difficulties are in
creased in depression years, of course, when liquidations 
are most numerous. 

A striking picture of the difficulties facing the receiver 
is contained in the Comptroller's report for. I 897: 

• • • A receiver is appointed, and at once begins an earnest 
effort to bring order out of confusion so far as possible, and to 
realize the utmost possible for the creditors from a rather hope
less mass of what generally proves to be slow or doubtful, or ab
solutely worthless assets. The commercial paper which comes 
into his hands is always slow, and most of it either doubtful, bad, 
or absolutely worthless. With this mass of paper, much of which 
requires litigation to collect either in whole or in part, the re
ceiver finds his position one of perplexity and frequently of dis
appointment. The creditors are importunate, the debtors pro
verbially and almost universally obdurate. With generally no 
cash on hand to start with, the best commercial paper either re
discounted or hypothecated as collateral security, and often bur
dened with unsalable real estate, the receiver begins his work of 
making what collections he can from this mass of almost incon
vertible assets. As a rule he is successful, and the records show 
how much more has been realized from the assets of failed na
tional banks than from those of any other class of banking insti
tution or other business undertakings.lo 

First duties of a receiver. As a guide in the confu
sion which usually attends the first few days of a bank 
receivership, the Comptroller has listed a few of the 
preliminary steps which should be taken by the receiver 
immediately upon assuming charge of the bank, unless 
they have already been taken care of by the examiner 
who was in temporary charge before the appointment of 
the receiver . 

.. Annual Reporl of the Comptroller of tlu Currency, 1897, Vol. I, p. 
xxvi. 
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The receiver should (I) take personal possession of 
all assets, books, records, and property found in the 
bank; (2) seal all desks, and surrender no papers, docu
ments, or property until convinced his trust has no in
terest in them; (3) notify correspondent banks by wire 
to stop payment on drafts drawn by the closed bank; (4) 
seal vaults and safes until their combinations have been 
changed; (5) change thekeys to the post-office box; (6) 
allow no entries to be made on the books of bank; (7) 
have "indorsement without recourse" stamp made, in 
order properly to transfer items for collection; (8) as
certain from owners of items received for collection from 
other banks, their wishes as to disposition, or, time not 
permitting this, collect such items with particular atten
tion to presentment and protest. 

In handling matters which usually arise in the first 
few weeks of a receivership the receiver'should (I) pro
test all paper with more than one name if not paid on 
maturity date, unless protest is clearly unnecessary; (2) 
examine all items of collateral to see whether they are 
properly assigned, and have all stock and bonds pledged 
as collateral transferred on the books of the corporations 
concerned to the receiver as pledgee, so that he will re
ceive dividends, if any; (3) notify the Comptroller of 

. any evidence of criminal acts discovered; (4) explain to 
the owners or renters of safe deposit boxes that their con
tents cannot be surrendeted until it has been ascertained. 
that the trust has no interest in them; (5) remit all cash 
for credit to the Treasurer of the United States, except 
that necessary for current expenses; and (6) prepare 
for the Comptroller a concise statement of the cause or 
causes of the failure of the bank. . 

Collection and sale of assets. The receiver of a na
tional bank is charged by the National Bank Act with the 
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duty of collecting all debts due and claims belonging to 
it, and, upon the order of a court of competent jurisdic
tion, to sell or compound all bad or doubtful debts, and 
to sell all real and personal property.11 

The approval of the Comptroller and an order of a 
court of record of competent jurisdiction must be ob
tained before any assets, real or personal, may be sold. 
In the sale of assets, receivers are charged with exercis
ing the same care as a prudent business man would exer
cise in dealing with his own goods. Any speculation with 
assets is discouraged. Generally speaking and' under 
normal conditions, assets should be converted into cash 
for disposition as early as practicable. However, in the 
heavy bank closings since 1930, and especially in 1933, 
there has been a general acceptance of the theory that 
frozen assets of closed banks should be liquidated in 
orderly fashion over a peri<><;l of years, if not actually 
held for anticipated higher prices. 

In February 1932 the Comptroller of the Currency 
announced that a board had been set up in N ew York 
City through which sales of bonds of closed national 
banks would be concentrated. Some of the states have 
adopted this method of centralized sale of certain types 
of non-local assets as well. 

Sometimes offers are made for all of the assets of a 
receivership as a lot. The receiver must then use partic
ular care to ascertain their value. The purchaser, too, 
will doubtless want to inspect the books and records of 
the bank. Occasionally an offer of this kind is made to 
cloak a desire to have access to the bank's records. That 
should be guarded against. The Comptroller must al
ways be consulted, and a court order must be obtained. 
Shareholders should be notified of the intention to apply 

u R.S., Sec. 52 34. 
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for an order so that they may interpose objections, if 
they wish. Under the usual procedure the prospective 
purchaser guarantees a certain bid at public sale, and the 
court order is for sale for an amount not less than this 
guaranteed bid. 

The approval of the Comptroller and an order of a 
court of record of competent jurisdiction are necessary 
for the sale of real estate by the receiver. The sale should 
not only be authorized brthe court but confirmed by it, 
after the sale has been completed. 

Securities which are held by receivers as collateral may 
be sold upon the terms of the agreement by which the 
collateral is pledged. The Comptroller's approval 
should first be secured. In many instances protection may 
be secured by having the receiver bid in the collateral at 
the sale. 

Extensions and compromises. Extensions of time for 
the payment of obligations due to the bank should be 
charily made and only when they will further the in
terests of the creditors by materially increasing the 
amount collected. In all extensions there should be 
some new consideration given the bank, and the Comp
troller must approve each one before it is allowed. A 
compromise should be accepted only when the receiver 
is certain the debt cannot be collected in full, and in .each 
case a court order must be obtained. 

Proof of claims. Holders of claims against the bank 
are encouraged to file them promptly. Most claims are 
easily established, especially those of depositors, if the 
books of the bank have been properly kept. Those that 
do not appear on the books frequently arise from ir
regularities and greater care is necessary before they 
are approved. Claims which are good on their face or the 
validity of which is readily established· may be allowed 
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by the receiver; it may be necessary to submit others to 
the Comptroller for specific instructions. 

When claims have been established, receivers' certifi
cates are issued. These certificates may be assigned, 
unless they have been marked non-transferable. This 
notation is used on those given to depositors who are 
stockholders, and dividends thereon are withheld, unless 
security is given, in view of the stockholders' liability on 
assessment. The certificates may be withheld from claim
ants whose liabilities to the. bank have not been satisfied 
in full. 

Information. Receivers are cautioned "under no cir
cumstances" to give out information. "Secrecy must be 
maintained," the Comptroller instructs. Great injury 
may be caused, it is asserted, by giving out informa
tion which subsequently may prove erroneous, particu
larly with respect to the percentage creditors will re
ceive or the time when they will receive it. 

This refusal to give information to depositors is one 
of the most frequent causes of criticism of the conduct 
of bank receiverships. It is continually being charged 
that both oral inquiry and written communication evoke 
no replies. The Comptroller's instructions require cour
tesy and tact in refusing information, but if disgruntled 
depositors are to be given credence, this admonition is 
not always heeded. True it is that the receiver has a 
great deal to contend with, and in many cases the prog
ress of the receivership would be seriously retarded if 
he devoted his time to endless conversations with de
positors. 

The answers of the present Comptroller of the Cur
rency, J. F. T. O'Connor, to two of six questions sub
mitted to him by the New York World-Telegram in 
I933 give the official position on this subject. 
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QUESTION: Why, after a receiver is appointed, is the deposi
tor still denied all facts about the bank, including its assets, loans, 
etc'? In sharp contrast, the New York State Banking Depart
ment,- within a week or so after it takes over the bank, files a 
complete inventory of assets. None of the dire things happen 
which national receivers always say would result if they gave out 
a list of the bank's loans or assets. 

ANSWER: The depositors and creditors are not denied "all 
facts about the bank, including its assets, loans, etc." Quarterly 
statements are issued by the receiver showing the condition of 
the bank from the standpoint of its assets and liabilities and the 
progress of liquidation up to that date including the amounts and 
classes of collections and disbursements. 

The receivers are not permitted to publish a list showing the 
names of either the debtors who owe the bank or the depositors 
and creditors having claims against the bank, and the respec
tive amounts thereof. The relation between the bank and its 
depositors and debtors was confidential at the time the dealings 
were had with the bank by the parties affected, and we do not 
consider it proper that such confidence should be breached as 
a result of the receivership of the bank. 

We do not feel it advisable to issue any statement concern
ing the probable value of the assets or the amount of dividends 
anticipated to be paid inasmuch as such statement would be a 
matter of estimate only, which may not subsequently be real
ized in actual liquidation, and it can readily be appreciated that 
if the actual dividends should be less than the published esti
mated dividends, there would in most instances be disappoint
ment and dissatisfaction on the part of the creditors. A more 
important consideration is that if a definite evaluation as to the 
amount of dividends to be paid upon the deposits were hazarded 
and published, it would be an inducing factor toward specula
tion in receiver's certificates and claims against the suspended 
bank, and in many instances the depositors would be the victims 
of persons who prevailed upon them to part with their certifi
cates and claims at a substantial sacrifice. 

The failure to publish the names of the debtors owing the 
bank has no effect upon enforcement of their liability. Where 
a debtor is able to pay he generally does so, and if he refuses to 
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do so, suit is filed against him to compel payment. This pro
cedure is followed by the Comptroller, acting through the re
ceiver, as a matter of course, incident to the performance by 
the Comptroller, as a federal officer, of the duties imposed 
upon him by Congress. 

QUESTION: Does not this policy of secrecy, imposed both on 
conservator and receiver, tend to protect the bank's officers and 
directors from the responsibility that is theirs? 

ANSWER: Failure to publish information concerning the af
fairs of the bank does not protect guilty officers and directors 
from liability. Each receiver of a natipnal bank is instructed to 
make an examination of the affairs of the bank as soon as prac
ticable, to determine whether or not the officers and directors 
have been guilty of negligence or improper conduct in the op
eration of the bank. If such liability is found to exist suit is 
filed to enforce payment in the event the guilty officers fail or 
refuse to settle.12 

Trust department. The management of a closed bank's 
trust department involves special problems. In this 
case, the bank is not liable to a creditor for a definite 
sum of money, but is merely administering specific as
sets for the benefit of certain indiviquals. The problem 
involved is the turning over of these assets to the bene
ficiaries or to new trustees. 

In some cases the trust can be terminated by return
ing the assets to their. owners. When the latter do not 
desire to assume the responsibilities of administration, 
they may consent to the appointment of successor trus
tees. All assets which are being held for the purpose of 
distribution among a number of beneficiaries, such as 
decedents' estates, are disposed of, if possible, during 
the life of the receivership. Receivers of a national bank 
are not allowed to charge fees for such services, and so 
the costs must be borne by the commercial department's 
creditors, an obviously unfair situation. 

U Comptroller of the Currency, Press Release, Sept. II, 1933. 
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In some cases funds are received by trust departments 
to be invested in some specific manner. This establishes a 
relationship similar to that between a bank and a de
positor, except that the depositor's equity in the 
investment is merely a pro rata share, not a fixed sum. 
It,has been found that such trusts can best be liquidated' 
by turning them over to a separate trustee. This method 
has been held legal by the courts in the course of the 
liquidation of the Trust Department of the Bank of 
Pittsburgh.1.8 

Safe deposit boxes. Receivers may not continue to rent 
safe deposit boxes to customers. These boxes should not 
be broken open or entered by receivers except in th~ 
presence of the owners. If the owner is indebted or lia
ble in any way to the bank, directly or indirectly, it may 
be found desirable for the receiver to attach the contents. 

m. CONFUCT IN JURISDICI'ION 

In 1930 a United States district court replaced a re
ceiver appointed by the Comptroller of the Currency for 
the Port Newark National Bank of Newark, New Jersey, 
by one of its own appointees. The Circuit Court of Appeals 
ordered the reinstatement of the Comptroller's re
ceiver.14 

In 1932 a "double receivership" resulted in connection 
with the closing of the Peoples State Bank of South Caro
lina. Receivers appointed by the United States District 
Court liquidated the bank's assets, while a receiver ap
pointed by the state court enforced the double liability on 
stockholders. IS 

11 A. P. Reed, "Liquidation of Trust Department Described," Trust 
Companies, January 1923, pp. 39-41 • 

.. Annual Report of the Comptroller of the Currency, 1930, pp. 27-28. 
to Letter from the receivers. 



CHAPTER III 

THE SUPERVISION-OF CLOSED STATE 
BANKS AND TRUST COMPANIES 

Until comparatively recent years insolvencies of state 
banking institutions were handled just as were any other 
business failures. Application was made to the local court 
for the appointment of a receiver, and upon the proper 
showing before the court, the appointment was made by 
the presiding judge. The receiver was regarded as an 
officer of the court, was responsible to the court for his 
conduct of the receivership, had to secure court approval 
-usually in advance-for all important transactions 
entered into by him, and was expected to file with the 
court periodic reports and a final report. In 1895 the 
Comptroller of the Currency sent a questionnaire to 
banking officials of the states, inquiring as to the state 
banking law and practice. "In nearly all of the states 
insolvent banks are managed in the same manner as 
other insolvent concerns," he reported. "In one state 
the officers of the bank bring its affairs to a close under 
the supervision of the bank commissioners. Two states 
provide that claims against insolvent savings banks 
may be scaled down or a receiver appointed. One state 
prohibits preferences, while two states prefer depositors 
under certain conditions.))1 

California was at this time the only state which pro
vided for supervision of the liquidation of insolvent 
banks by the state bank supervisory authority, and even 

• Annual Repor' of tne Comptroller of 'ne CUf'f'ency, 1895, Vol. It 
P·'40. 
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in that state the application for a receivership had to be 
made by the Attorney-General to a court. Once the re
ceivership was established, however, liquidation was con
ducted by officers of the bank, under the direction of the 
bank commissioners.2 

In some states the bank supervisor, acting through the 
Attorney-General, was required to initiate the applica
tion for a receivership; in others any creditor could bring 
an action. In Indiana and Iowa the state auditor took 
charge of insolvent banks, and in Iowa the auditor "di
rected" the Attorney-General to secure the appointment 
of a receiver. In West Virginia the bank examiner re
ported insolvencies to the Board of Public Works. The 
Board revoked the bank's charter, after which the same 
procedure as in insolvencies of other corporations was 
followed. In Pennsylvania a "temporary" receiver was 
appointed immediately for the protection of depositors. 
Where this system was not in vogue, there was danger, 
of course, that withdrawals by informed depositors might 
continue between the time of application for appoint
ment of a receiver and action by the court. 

In Wyoming it was made the duty of the officers of 
the bank to notify the Bank Commissioner of its insol
vency. The Commissioner then took charge of the bank 
until a receiver was appointed in regular routine. In 
Colorado the usual method o~ closing insolvent banks 
was reported as "by deed of general assignment, all 
creditors standing upon an equal footing, except em
ployees to the extent of $ 50 each, and in the case of the 
insolvency of savings banks the savings depositors are 
entitled to preference in the payment over other credi
tors."a 

• Compare the same, p. lIS. I The same, p. 118. 
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In Maine it was provided that "when the bank exam
iner is of the opinion that a savings bank is insolvent, or 
that further proceedings by the bank will be hazardous 
to the public, he may apply to the Supreme Court of the 
state for an injunction restraining it from doing further 
business, and after hearing in court a receiver may be 
appointed to close up its affairs, or the court may, on 
application of the trustees of the bank, reduce the deposit 
account of each depositor to an amount necessary to make 
the bank solvent.'J4 

In New Hampshire, also, deposits could be scaled 
down, the decision seemingly resting with the bank com
missioners. And the "trust-account" device which was 
so widely used after the bank holiday of 1933 was used 
in New Hampshire as early as 1895. The following is 
an excerpt from the reply of the New Hampshire Bank 
Commissioner to the Comptroller's questionnaire: 

••• Another metli'ad of dealing with insolvent savings banks 
is to reduce the deposit accounts of each depositor such a per
centage that the assets will payout the reduced amount. The 
bank continues to transact business, and when it has realized 
all that can be realized from the depreciated assets, the surplus 
thus accumulated is distributed among the depositors. If the 
bank takes new deposits they must be kept separate and invested 
separately, so that the old institution could be wound up and 
the new institution go on. To illustrate: The bank commis
sioners, from an examination, are of the opinion that a bank 
can with safety only pay its depositors 75 per cent of their deposit 
accounts. The deposits are accordingly reduced 25 per cent. 
Any depositor can then withdraw 75 per cent of his deposit at 
the date of reduction. If the bank is to be finally closed up because 
of loss of confidence in its management, each depositor receives 
the 75 per cent in the liquidation and as much more as the assets 
realize •••• 11 

'The same, p. Ill. • The same, p. 145. 
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Defects in the prevailing system were pointed out in 
the returns made to the Comptroller. The North Da
kota State Examiner wrote that "the law is weak. on the 
point of closing up the business of insolvent banks, in 
that the Examiner has no power to take control of the 
affairs of the association, but must apply to the courts 
for the appointment-of a receiver.'~ And the following 
comment came from the Secretary of State Qf Missouri: 

In case a state bank examiner finds a bank to be in a failing 
or unlawful condition, or perpetrating fraud, he makes a full 
report of the condition of the bank to the Secretary of State, who 
then, through the Attorney-General, brings an injunction pro
ceeding in the Circuit Court of the county in which the bank 
is situated, requesting the closing of the bank and the appoint
ment of a receiver. This system, while it divides responsibility 
and is protective against an abuse of power, is wanting in flexi
bility and occasionally in adaptation to the situation. As a rule it 
works without friction, but in some cases delays occur which 
are- detrimental to the interests of the innocent depositor who is 
uninformed as to the failing condition of the bank. When a bank 
is once closed it is under the control of the court through the 
receiver appointed thereby. Up to this time no provision has been 
made to keep the Department of State informed as to the prog
ress of settlement of the affairs of the bank. For statistical and 
other useful purposes this should be done, ~nd probably will be 
arranged by common consent, even before the law can be 
amended.? 

By 1909 the laws of the states had been changed to 
the extent that in eleven states the official state supervis
ing agency was empowered to liquidate the bank, or 
had some control of liquidation, and in three the bank 
supervisor was authorized to appoint the receiver.8 In 
most cases this action could be taken either in the case of 

• The same, p. 152.. f The same, p. 138• 
• For details see Appendix B. 
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insolvency or in case the bank had. violated the banking 
law. 

In 1.6 cases the supervisors had either complete or 
partial control over liquidation, and in a number of 
others the supervisor could take temporary possession 
in case he considered further operations of the bank haz
ardous. This enabled him to conserve the assets until 
actual liquidation was started and it was necessary to 
protect the depositor during the delay incident to re
ceivership proceedings. In practically all of the 30 states 
where the banking supervisor merely applied for a re
ceiver, liquidation was decentralized, subject only to the 
supervision of local courts, though in some cases the re
ceiver "reported" to the supervisor. In general this 
method led to unnecessarily high costs of liquidation and 
unnecessarily long periods of receivership. In 1907 the 
New York Special Commission on Banks commented 
upon this type of receivership as follows: 

While under our system the compensation of receivers is fixed 
and appears fairly reasonable, incompetent persons are frequently 
appointed, which in itself increases the expense; and the fees 
are often increased by the courts upon special pleas. The number 
of attorneys to be employed and their compensation are not 
regulated properly; many matters which might readily be made 
the subject of adjustment by applying the same principles which 
obtain as between individuals become subjects of litigation; ex
pensive «references" are necessary, not only for the settlement 
of contested questions, but upon the occasion of the periodical 
accounting of receivers. These circumstances cause inordinate 
legal expenses, largely added to by the notoriously cost-breeding 
delays in so many of our courts." 

It was generally felt at this time that the entire bank 
receivership situation was unsatisfactory and the senti-

• Report of the New York Special Commission on Banks, 1907, cited in 
George E. Barnett, "State Banks and Trust Companies," Report of the 
National Monetary Commission, Vol. VII, p. 168. 
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ment for making bank supervisors responsible for re
ceiverships was growing. The National Association of 
Supervisors of State Banks in their 1908 convention rec
ommended this.10 

By 1933 nearly all of the states had adopted the fed
eral rule and had given the state bank supervisor control 
over closed bank: liquidations. In six states the supervisor 
merely applies for the appointment of a receiver, in four 
states and the District of Columbia he appoints the re
ceiver, and in the other 38 states he either actual~y has 
control of liquidation or carries it out under the super
vision of a receiver appointed by the court. 

POWERS OF STATE BANK SUPERVISOR OVER BANK 
LIQUIDATIONS, 1933" 

Alabama .......•..• Power to liquidate or to apply for appointment 
of receiver. 

:Carl~Z:f:~ } ........ Has full power to liquidate. 
I orma 

Colorado 
Connecticut ........ Applies to court for appointment of receiver. (See 

p. 38 for experiment initiated in 1934) 
Delaware ...•..•..• Court appoints commissioner or deputy as receiver. 
District of Columbia .. Comptroller of the Currency appoints receiver un-

der specific statutes relating to the District. 
Florida ............ Comptroller appoints one general r~ceiver. 

GeOrgia} 
Idaho -............ Has full power to liquidate. 
Illinois Appoints receiver. 

Indiana ............ Applies to court for appointment of receiver. 

Iowa .............. Liquidates after application to court, which ap
points him receiver. 

Kansas ....•....•.. Appoints receiver. 
Kentucky .......••• Liquidates or applies to court for appointment of 

receiver. 
Louisiana ......•••• Has full power to liquidate. 
Maine .......•••••• Applies to court for appointment of receiver and 

may be appointed himself. 

10 Proceedings of the Seventh Annual Convention of the National As
sociatiorlof Superoisors of State Banks, pp. n, 40, cited by George E. 
Barnett on p. 170 of the reference given in the preceding footnote. 
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Maryland .......... Liquidates with the consent of the Governor and 
the Attorney-General. 

Massachusetts ......• Has full power to liquidate. 
Michigan' .........• Applies to court for appointment of receiver, who 

may be the Commissioner himself, his deputy, an 
examiner, or any person recommended by him. 

Minnesota .......... Liquidates ot applies to court for appointment of 
receiver. 

Mississippi .......•• Liquidates, subject to jurisdiction of the court. 
Missouri ........... Liquidates or applies to court for appointment of 

receiver. 
Montana .........•• Has full power to liquidate. 
Nebraska ........... Applies to court for appointment of receiver, and 

is himself appointed. 
Nevada ............ Has full power to liquidate. 
New Hampshire ..... Applies to court for appointment of receiver and 

is himself appointed. 
New Jersey ......... Has full power to liquidate. 
New Mexico ........ Liquidates or applies to court for appointment of 

receiver. 
New York 1 H f 11 r 'd North Carolina 5' . . .. as u power to lqUI ate. 

North Dakota ....... Supreme Court appoints a general receiver for all 
suspended banks. 

Oklahoma ...... Has full power to liquidate. 
Ohio } 

Oregon . 
Pennsylvania . 
Rhode Island ....... Applies for appointment of receiver and court ap

points either him or his deputy. 
South Carolina . .. .. Receiver is elected by depositors on application of 

supervisor. 
South Dakota . . .. .. Has full power to liquidate. 
Tennessee .......... Applies to court for receiver and is himself ap

pointed. 
Texas ............• Takes possession and reports to the Attorney-Gen

eral, who applies for a receiver. 
Utah .............. Has full power to liquidate. 
Vermont ..........• Applies to court for appointment of receiver and 

is usually himself appointed. 
Virginia ........... Applies to court for appointment of receiver. 
Washington ....... Has full power to liquidate. 
West Virginia ....... Appoints the receiver, who is an employee of the 

Banking Department. 
Wisco~sin } ........ Has full power to liquidate. 
Wyoming 

• Report of the Indiana Study Commission for Financial InslilllliotlS, 
p. 991 T h. Dual Banking System, Federal Reserve Committee on Branch, 
Group, and Chain Banking, Appendix; and information from state super
visors. 
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In the state of N ew York and in other state~ where the 
supervisor is himself made receiver of suspended state 
banks, he delegates the actual liquidation to subordinates. 
In North Dakota one general receiver for all closed 
banks is appointed by the Supreme Court. The state 
bank supervisor, under this system, has nothing to do 
with a bank after he closes it. Thus, centralization is se
cured, but liquidation is completely dissociated from the 
supervision of banks. . 

In most of the states in which the supervisor merely 
applies for the appointment of a receiver he is empow
ered to take possession of an insolvent institution in order 
to conserve its assets for depositors until a receiver is 
appointed. l1 

Among the remaining 38 .states there are several cases 
in which the supervisor has the option of liquidating the 
bank or applying for a receiver. In a number of states, 
although the supervisor applies for a receiver, he him
self, or some one designated by him, acts in that capacity, 
and consequently he has practically as much control over 
the liquidation as if he liquidated without court appoint
ment. In practically all the states of this group a super
visor is subject to court order in carrying out the liqui
dation of assets and the distribution of dividends, 
whether or not he has been appointed receiver by the 
court. 1. In states where the supervisor himself liquidates" 
a liquidation division/has usually been set up in his 
office. 

Even in states in which the supervisor appears to have 
full authority to liquidate insolvent institutions, other 

:u For an example of the laws in this group see N. D. Acts, 1931, p. 56 • 
.. Examples oC laws of this type are: Gen. Laws of Calif., 1931, Vol. 

I, Act 652, Sec. 136; Iowa Code, 1931, Sec. 9239-42; Miss. Code Ann., 
1930, Sec. 3817; Cahill's Cons. Laws of New York, 1930, Chap. III, 
Sees. 57 and 69. A sample law for the third group of states is found in 
Cahill'. Ill. Rev. Stat., 1931, Chap. XVI(a), Sec. II. 
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agencies at times may be employed. In February 1934 
the Supreme Court of Nevada upheld the action of a 
district judge in appointing receivers for seven members 
of the Wingfield chain, which suspended in November 
1932, occasioning the first of the more recent state-wide 
holidays. On November 29, 1933 District Judge Gould 
had ruled that the seven banks were to be placed in re
ceivership, the receivers to be named by himself/8 

The Upshur-Conklin bill, recently passed by the Mis
sissippi legislature, provides that a judge in chancery 
may appoint a receiver if the examiner in charge of liqui
dation is not satisfactory.14 

A combined supervision by both courts and the State 
Banking Department has been set up in Connecticut, 
where receiverships ~~ administered under the Superior 
Court. The Banking Department will make periodic ex
aminations of all closed as well as of all open banks, and 
will report to the court. The judges of the court feel 
that depositors in closed institutions will have greater 
assurance that their best interests are being carefully 
watched, and hope that the experienced personnel of the 
banking department may offer valuable suggestions. The 
Banking Department is to be compensated on the basis 
of actual cost. The whole plan is regarded as experimen
tal, and will be abandoned should its effects be. insuffi
cient to justify the work and expense. Ui 

Comparison of the table on page 35 with that on page 
251 of Appendix B reveals a definite trend toward the 
centralization of bank liquidation. In 1909 the super
visors of 32 states had merely the power to apply for the 
appointment of a receiver, as against six in 1933. More
over, in one of these six, North Dakota, bank liquidation 
is now centralized under a single receiver . 

.. American Banker, Feb. J7, J934. 
"The same, Mar. 6, J934. '"The same, Apr. lI, 1934. 
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The supervisors themselves, and most students of the 
problem, continue to recommend state bank liquidation 
directly under the control of the supervisor. The chief 
advantages of such centralization are (I) that an ex
perienced staff is built up, (2) that the liquidators are 
less likely to be subject to local pressure, and (3) that 
the costs of liquidation are greatly reduced."1 

There has been experience in some of the states with 
liquidation of suspended banks by guaranty fund com
missions. The Guaranty Fund Commission of Nebraska, 
for example, in addition to administering the assessments 
and their distribution to depositors, liquidated suspended 
banks and operated others which were in weakened con
dition. The Commission's liquidations were carried on 
in a most efficient manner, at a cost of less than a third 
of what it had been under receiverships, and at a return 
of over a third more to depositors. Its task, however, be
came extremely complicated when it attempted to operate 
and restore to a profitable basis a number of miscellaneous 
assets taken over as a result of bank suspensions. The 
management of such enterprises as a blacksmith shop, a 
dance hall, an opera house, a garage, a farm, a barber 
shop, a dental office, pool rooms, and cafes, must have 
convinced the Commission that the lot of general re
ceiver is far &om happy.17 

Under the guaranty fund in the state of Washington 
one institution, the Scandinavian-American Bank of 
Seattle, which suspended June 30, 1921, was liqui
dated. Its approved claims amounted to $8,455,360. The 
available cash in the fund, including a maximum an
nual assessment levied after this suspension, was only 
$87°,514. Membership in the fund being voluntary, all 

.. Compare p. 84 • 

.. Fitumeial Age, Apr. 7, 19:&8, p. 347. 



40 CLOSED' AND DISTRESSED BANKS 

banks withdrew before another assessment could be 
levied. (.:ollections from the assets of the bank eventual
ly amounted to $5,062,553, which, with the guaranty 
fund proceeds, made possible a recovery by depositors 
of 85 per cent. The liquidation of the bank was handled 
by a special deputy superintendent of the Banking De
partment, who turned all proceeds over to the secretary
treasurer of the fund. 

The guaranty fund officials often chose to administer 
an insolvent bank for a time as a going concern rather 
than to liquidate it when its closing would have caused 
a severe drain on the fund. Other factors were the pos
sibility of continuing needed service in the community 
and preventing the inconveniences incident to suspen-. . 
SlOn. 

There are some disadvantages in assigning the func
tion of liquidation to the supervisors. During the last 
few years, the staffs of the supervisors have been so 
heavily taxed with liquidation cases that the active banks 
have been neglected. Examinations have not been made 
when due. Furthermore, the difficulties involved in re
ceiverships not only occupy much of the supervisor's 
time, but may actually bring discredit upon him and his 
office. 

For example, the Superintendent of Banks in South 
Dakota brought criticism upon himself by depositing 
funds of closed banks in weak active banks to bolster 
them. While these deposits were preferred claims in 
case the weak banks closed, this procedure slowed up 
the distribution of dividends from the first closed banks. 
Over 1.5 million dollars of closed bank funds was tied 
up in this way. Nearly $350,000 was in one institution. 
If in turn a weak depositary closed and its funds were 
then placed in still other weak banks which later closed, 
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the delay was further accentuated. Moreover, although 
such deposits were preferred claims, they were not sepa
rately shown on bank statements, and unsecured deposi
tors were misled as to the true condition of their bank. IS 

Some of the depositaries for closed .bank money were in 
such poor condition it appeared that upon liquidation 
they would not even be able to meet all preferred claims. 
Because of this, an estimated loss of $1,350,000 in 
closed bank money was indicated.IlI 

Before the creation of the Federal Deposit Insurance 
Corporation, there was considerable discussion of the 
idea of a special liquidation corporation for state banks. 
The Governor of Massachusetts in his annual message 
of 1932 proposed the creation of a corporation with an 
authorized capital of 20 million dollars to which any 
state banking institution might subscribe with the per
mission of the Commissioner of Banks. The fund so 
created was to be used to take over mortgages or other 
securities of a closed institution or of going banks, and 
thereby make possible the release of funds for dividends 
to depositors of closed banks, or the reopening of such 
institutions, or the assistance of going banks.20 The Gov
ernor repeated the recommendation in a special message 
on March 14, 1932. 

The Massachusetts Commission studied this subject 
at some length. While one of the members of the Com
mission submitted a minority report favoring such action, 
the majority decision was against it. The Commission 
said: 
Most of the remaining assets of the closed banks are frozen, 
and their liquidation will undoubtedly require a long period of 

• Report of the AttoNII!JI-General to the Legislature of the lWDestig .. 
tion of the Department of Banking ana Finance, 1930, pp. 19,2.0,45-51. 
:Tb~ same, Second Supplemental Report, 1931, p. II. 

Commonwealth of Mass., December 1932., House rep. 1184, p. 38. 
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time (unless there is a substantial improvement in business con
ditions and a consequent rise in values). Any method, therefore, 
by which a central corporation could take over the assets either 
by purchase or on easy loan terms, and so advance cash to closed 
banks for the payment of dividends,is attractive in purpose and 
highly to be desired. But there are difficulties and obstacles to 
be considered. In the first place, where is the money to come 
from which the central corporation is to advance upon the as
sets of closed banks? It can only be obtained by the sale of bonds 
or other obligations of the central corporation. But who is to 
buy them? They will be secured by assets of an essentially un
attractive nature,-frozen, long-term in character, and more 
or less speculative in value. It would seem clear that at a time 
when new money cannot be obtained for the expansion of sound 
industries, or even for refunding their obligations, the general 
investing public cannot be counted on to provide any of the 
requisite funds. And the same argument is equally true if it be 
urged that the going banks might voluntarily subscribe the nec
essary capital .. Their first duty is to maintain themselves in a 
sound and liquid condition, ready to meet the demands of their 
depositors and legitimate business requirements, and they cannot 
be expected to invest their depositors' money voluntarily in so 
doubtful an asset. 

Again, suppose it be said that the money might be obtained 
by assessment upon the other trust companies of the common
wealth in the same manner as the assessment required from all 
savings banks in the act which created the Mutual Savings Cen
tral Fund, Inc., for the benefit of savings banks needing assist
ance; and suppose, further, that the serious question of the con
stitutionality of such assessments in the present case could be 
satisfactorily answered, nevertheless there would still remain a 
grave practical question whether going banks with their thou
sands of depositors should be required by law to use the funds 
of their depositors in this manner, even though for the meri
torious purpose of assisting the individuals whose funds are tied 
up in the closed banks. An important distinction exists between 
such a proposal and the legislation which created the central 
funds for co-operative banks and for savings banks. In their case 
an assessment is made upon all going banks for the assistance of 
each other, and to throw the combined strength of all into the 
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breach in case of need by anyone. The purpose of such measures 
is to maintain the soundness of the existing structure, and to 
prevent the calamity of any further closings. It is quite a dif
ferent thing to take away any part of the strength of a going 
bank and to prejudice in any degree the interests of its deposi
tors solely for the purpose of paying an earlier dividend to de
positors in banks already closed. A good argument can be made 
for pooling common resources to meet an admittedly common 
need. The case is not so clear for using other people's money to 
relieve the burden of a few. 

Also it is important to note the distinction which exists between 
the proposal of a central liquidating corporation and the plans, 
described in this report, whereby an individual open bank may 
purchase all or part of the assets of some one particular closed 
bank. In the latter case, t~e open bank acts voluntarily, and is 
free to judge for itself whether the assets are worth buying and 
the risk worth taking, and to employ to that end all the tests of 
value and profit customarily applied in business transactions. In 
the case of an enforced contribution to the capital of a central 
corporation, on the other hand, not only would it be true that 
no individual bank could remain in a position to govern the sub
sequent use, in any particular instance, of the money which it 
subscribes; but also, since the central corporation would be 
called into existence by legislation having a broad general intent, 
both express and implied, to help all closed banks in the state, 
its directors would necessarily be subject at all times to strong 
pressure-often, perhaps of an intensely political nature-to 
lend the aid of the corporation with or without full regard to 
the value of the collateral security offered and obtained in any 
particular instance. 

It is true that legislation now pending in Congress (Senate, 
No. 44 I 2) provides for the creation of a federal liquidating cor
poration to undertake the liquidation of any Federal Reserve 
member bank which hereafter may be closed; and it is also true 
that well-qualified judges anticipate that this provision very likely 
will gain approval either in the present session of the Seventy
second Congress or in the first session of the Seventy-third Con
gress. It must be observed, however, that a large part of the 
capital funds required for such a federal corporation can be 
raised-and it is proposed that they shall be raised-in a man~er 
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not applicable to any similar enterprise which might be launched 
by the Commonwealth of Massachusetts for the use of state 
banks. The pending national legislation, in demanding that each 
of the twelve Federal Reserve Banks should contribute to the 
capital of a federal liquidating corporation, at the same time 
would give to the Reserve Banks liberal financial compensation 
by repealing certain taxes formerly levied upon them, which 
many authorities contend never should have been taken from 
them by the federal government in the past. No similar com
pensation appears readily within the gift of the commonwealth 
in return for subscriptions which state banks might be compelled 
to make to a central liquidating corporation. 

Moreover, the pending national legislation proposes that a 
large contribution should be made to the federal liquidating cor
poration dire~dy by the Treasury of the United States. Legal 
though such a use of public funds may be under the Federal Con
stitution, the employment of public funds and credit for a central 
liquidating corporation would meet in this state a practically in
superable constitutional objection. 

For all these reasons the Commission has reluctantly con
cluded that it is not worth while to pursue this matter further at 
the present time.21 

'" The same, pp. 38-41. See pp. 56-58 of this study for discussion 
of unification and centralization of closed bank administration under 
the Banking Act of 1933. 



CHAPTER IV 

CONTROL AFTER THE HOLIDAY 

On March 9 Congress met at the call of the President 
and was requested by him to enact legislation authoriz
ing government control for the protection of depositors, 
the opening of sound banks, the reorganization of insol
vent banks, and the issue of additional currency. The 
Emergency Banking Act was passed the same day, giv
ing the President blanket authority over Federal Re
serve member banks, and authorizing appointment of 
conservators for national banks, the issuance of preferred 
stock, the more liberal issue of Federal Reserve bank 
notes, and broader lending powers for the Reserve 
Banks.1 

While all the banks were closed there was consider
able agitation for a basic reform of the banking system, 
for instance by the abolition of state banks. The influence 
of these banks in Congress and general fear of domina
tion of the system by the large banks prevented such 
measures. Moreover, the prime necessity was the res
toration of normal banking facilities; there was no time 
to draw up a plan which would completely revamp the 
banking system. Reopening the soundest banks achieved 
the desired end with the least possible delay. 

L UCENSING 

On March II the President stated to the press that 
a program had been arranged for reopening the banks. 
Regulations of the Secretary of the Treasury authorized 
Federal Reserve and commercial banks in a sound con-

148 Stat. L. t. 

45 
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dition to reopen for all normal business except the pay
ment of gold, the payment of currency for hoarding, 
and the sale of foreign exchange except that needed for 
normal business requirements.2 Unlicensed banks were 
permitted to payout not more than 5 per cent of their 
deposits, to perform fiduciary duties, and to payout 
secured deposits. a 

Bank licensing proceeded rapidly. Member banks 
were handled by their respective Federal Reserve Banks, 
which recommended applicants for licenses to the Secre
tary of the Treasury. Non-members were licensed on ap
proximately the same basis by the state supervisors. The 
banks in strongest condition were licensed immediately at 
the conclusion of the bank holiday. Doubtful cases were 
given further consideration, and those admittedly insol
vent were forced to go through reorganization or liqui
dation. Most of the insolvent banks were permitted to 
operate on a restricted basis for some time before being 
reorganized or placed in receivership. 

By April 12, 1933 the straight licensing program had 
been completed. Only a few banks which reopened be
fore that date were reorganized, while practically all 
which resumed business after that date were first reor
ganized. By that time the following numbers of banks 
of different classes were open:4 

Class Number Deposits 
National .................... 4,789 $16,494,549,000 
State member .. . . . . . . . . . . . . . . 636 9,491,634,000 
Non-members (other than mutual 

savings banks) .......... , ... 7,392 5,020,061,000 

Total .................. 12,817 $31,006,244,000 

• Regulations 20 and 21, Mar. II, 1933. 
"Regulation 27, Mar. 18,1933, and Regulations 31 and 32, Mar. 30, 

1933· 
• Federal Reserve Board, Division of Bank Operations. 
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Tables showing licensed banks by states on several dates 
in 1933 are given in Appendix C.G Of the banks 
closed by the holiday, 4,215, with deposits of nearly 4 
billion dollars, failed to reopen by April 12. Of these 
1,108 were national banks, 148 were state member banks, 
and 2,959 non-member banks. These figures do not in
clude banks which had been placed in liquidation or re
ceivership.6 

On December 30, 1933 there were 452 national 
banks still unlicensed, 60 state member banks, and 
1,393 non-members, or a total of 1,905."1 The volume 
of deposits in non-licensed banks had fallen from 
$3,981,232,000 to $1,202,420,000. The decrease is 
partly accounted for by approximately 1,105 banks 
(496 member and 509 non-member) placed in liquida
tion, with deposits of $1,872,013,000. The remaining 
decrease of 1,205 in non-licensed banks is due chiefly to 
the removal of restrictions, though in part to consolida
tions. By June 27,1934 the number of unlicensed mem
ber banks was only 114, with frozen deposits of 
$ 114,381,000. The number of non-member banks with
out a license was 509; their deposits on December 31, 
1933 or the nearest available prior call date aggregated 
$234,234,000.8 

Because of the tremendous pressure ripon the authori
ties to get the banks open, and the relatively short time 
in which it was done, some errors of judgment were to 
be expected. But apparently only a few banks were li
censed which were in an unsound condition. Licensed 
banks suspending from the end of the bank holiday to 
December 31, 1933 were as follows:9 

• March 15, April 12, and December 7.7. See pp. 7.55-57. 
• Federal Reset"Ve Bulletin, April 1934, p. 7.51. 
'The same. 
"The same, July 1934, pp. 496 and 497. 
"The same, June 1934, p. 416. 
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Class Number 
National ........................ 9 
State member . . . . . . . . . . . . . . . . . . .. 6 
Non-member .................... 206 

Total ...................... 221 

., 
Depa;its 

$ 17,490,000 
3,527,000 

131,521,000 

$152,538,000 

The state supervisors appear to have been much more 
lax than the federal officials in licensing. That of the 
more than 6,500 member banks licensed during 1933 
only 15 suspended in that year indicates an efficient fed
eral procedure. It must be remembered, however, that 
during this period the RFC was putting fresh capital 
into banks by the purchase of preferred stock and 
capital notes; this may in part account for the low rate 
of failures.1o 

. 

The bank holiday and subsequent procedure have been 
passed upon in several court decisions. Pestcoe v. Sixth 
National Bank of Philadelphia upheld the right of Con
gress to authorize the Comptroller to place national 
banks on a restricted basis.11 The District of Columbia 
Supreme Court upheld the legality of the national holi
day in Daly Bros., Inc. v. Thomas P. Hickman et al.12 

In other cases action taken by state supervisors during the 
bank holiday has been upheld. 

ll. CONSERVATORSHIPS 

National banks which were not in condition to be li
censed within the first period of reopenings in the second 
half of March were placed under conservators, provision 
for whom was included in the Emergency Banking Act 
of 1933. Conservators bear a close resemblance in many 
respects to receivers, but are appointed on the theory 
that the bank may be reorganized rather than liquidated. 

"Compare pp. 195 and 197. lS Mar. 3. 1934; 171 A. 302. 

12 Equity No. SH68, 1933. 
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If it is later found necessary to liquidate, the conservator 
may be succeeded by a receiver, though this practice is 
not invariable. 

Title II of the Emergency Banking Act of March 9, 
1933 is known as the Bank Conservation Act. This act 
authorizes the Comptroller of the Currency, "whenever: 
he shall deem it necessary in order to conserve the assets 
of any bank for the benefit of the depositors and other 
creditors thereof," to appoint a conservator. It was stipu
lated that such conservators have "all the rights, powers 
and privileges now possessed by or hereafter given re
ceivers of insolvent national banks" and are subject to 
the same obligations and penalties, including criminal 
penalties. During the continuance of a conservatorship, 
the rights of all parties, it is stipulated, are to be the 
same as if a receiver had been appointed, subject, of 
course, to variations growing out of other provisions' of 
the Bank Conservation Act.1s 

Conservators for unlicensed national banks were ap
pointed rapidly. The appointment of such officials for 
the .First~ational Bank and the Guardian National 
Bank of Commerce, both of Detroit, was the subject of a 
special Treasury press release on March 13. 

By December 31, 1933 the Comptroller had ap
pointed 1,105 conservators. Of this number, ten were' 
appointed for non-national banks in the District of Co
lumbia, five for banks for which licenses were granted 
prior to March 16 but later revoked, one for a bank for 
which a license was granted subsequent to March 16 but 
later revoked, and one for a bank which suspended prior 
to the bank holiday. The remaining 1,088 were for banks 

'·48 Stat. L. 3. An objection that the suspension of depositors' rights 
under conservatorships deprived of property without due process was 
overruled by the U. S. Supreme Court. Gibbs v. Zimml!N1UJn, cited in 
U.'-S. Law Week, Dec. 5, 1933, p. u. 
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unlicensed on March 16. Deposits in the conservatorship 
banks were approximately 2. billion dollars. H 

By executive order of March 18, 1933 the President 
authorized the appointment by the proper state authority 
of "such appropriate official as may be authorized" under 
the laws of each state, to conserve the assets of state bank 
members of the Federal Reserve system. So far as non
member banks were concerned, the state bank commis
sioners were left free to do as they pleased. Where there 
was no provision for the equivalent of a conservatorship, 
it was necessary for state banks, member or non-member, 
to be either licensed or placed in the hands of receivers. 
Some states passed statutes patterned after the Federal 
Bank Conservation Act, and others relied on their vari
ous "stabilization" or "dictator" laws/Ai 

The Bank Conservation Act provided that, after ex
amination, the Comptroller might, if satisfied that it 
might safely be done and that it would be in the public 
interest, terminate the conservatorship and permit the 
bank to resume the transaction of its business subject to 
such terms, conditions, restrictions, and limitations as he 
prescribed. A plan to facilitate reorganization was also 
included. Presumably if it were found inadvisable to ter
minate the conservatorship without a reorganization it 
was the intention that a receiver should be appointed, 
and at the time of writing conservators are still being 
replaced by receivers as soon as the latter can be se
lected after it has been definitely decided that the banks 
in question cannot be reorganized. 

During the existence of a conservatorship, the Comp
troller was empowered to require the conservator to "set 

It Annrual Report of the Comptroller of the Cu"ency, 1933, p. 1 • 

.. For example of state laws authorizing conservatorship, see Vt. Acts, 
1 933, Sec. I, as amended. 
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aside and make available for withdrawal by depositors 
and payment to other creditors, on a ratable basis, such 
amounts as in the opinion of the Comptroller may safely 
be used for this purpose." The Comptroller was also 
authorized to permit conservators to accept so-called 
"trust deposits," to be kept on hand in cash, invested in 
direct obligations of the United States, or deposited with 
a Federal Reserve Bank. These deposits were payable 
on demand, bore no interest, and were designed to pro
vide depositary services which otherwise would have 
been unavailable during the bank holiday and the peri
od subsequent thereto. 

Upon the appointment of receivers, in case it was de
cided that the conservatorship banks should be liqui
dated, these deposits were repaid. They were repaid or 
credited to general deposit accounts, losing their pre
ferred status, if such banks were reorganized. Banks re
maining under conservators have been closing out these 
accounts as the need for such facilities has disappeared. 
On October 10, 1933 the 736 unlicensed national banks 
had $47,705,800 of deposits of this type, as compared 
with $633,530,000 of frozen deposits.'s By December 
3 1 unrestricted trust deposits amounted to approximate
ly $31,000,000 in 448 unlicensed national banks!"' At 
the end of March 1934 the remaining 218 unlicensed 
national banks had but $18,286,000 in such deposits!8 
State laws authorizing banks to be placed on a restricted 
basis usually made provision for their acceptance of sim
ilar trust deposits.18 

.. Comptroller O'Connor, speech before the Dallas Clearing House As-
sociation, Oct. 18, 1933. 

If Comptroller of the Cnrrency, Press Release, Jan. 7, 1934-
• American BllfIker, Apr. 9. 193~. 
• See, for example, Calif. Laws, 1933, Chap. 32., approved Mar. 14; 

N. C. Banking Laws, Sec. 2.2.1 (e-c), and Laws, 1933, Chap. 12.0, Sec. 
3(1:) j Ohio Geo. Code, Sec. 7Io-I07(a). 
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The Bank Conservation Act made the reorganization 
of national banks easier than it had previously been. Its 
provisions in regard to this feature are discussed in a 
later chapter. 20 It will" suffice here to state that conser
vators found the bulk of their duties concerned with the: 
formulation of plans of reorganization. . 

The operation of trust departments in banks under. 
conservatorships presented a special problem. During· 
the bank holiday, before conservators had been .ap
pointed, the Secretary of the Treasury ruled that banks 
could continue to transact the business of their trust de
partments in the normal manner provided that in do
ing so they did not payout currency or withdraw funds 
from the commercial department.21 When all banks abie 
to reopen immediateli after the holiday had been li
censed, member banks with trust departments which 
had not been licensed were permitted to payout the 
principal or interest of trust funds, provided funds were 
not withdrawn from the commercial department un
less otherwise authorized.2z These regulations were jus
tified because the trust departments, which did not accept 
deposits, were clearly not in the same need of restrict
ing operations as the commercial banks were. 

Upon their appointment the conservators of 345 na
tional banks found themselves placed in control of trust 
departments to be operated as going concerns, while their 
commercial banking departments were to be reorganized 
or liquidated. These trust departments had assets of 3 I 7 
million dollars, exclusive of real estate. 

A separate unit of the Conservation Division of the 

.. See Chap. X, pp. 12.6-34. 
II Secretary of the Treasury, Regulation No. 13, Mar. 7, 1933, inter

preting Presidential Proclamation of Mar. 6, 1933. 
II The same, Regulation No. 31, Mar. 30,1933. 
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Comptroller's office was set up to administer trust de
partments. Income on trusteed assets was collected as us
ual, but was not paid out except in strict accordance with 
tAe terms of the trusts or court decrees. Reports were 
submitted to the Comptroller's office on the trust as well 
:is the commercial departments. All claims were sub-

. jected to scrutiny to make sure of their trust nature, an4 
in some cases special examinations were made to insure 
that no unSecured claims on the bank were being paid 
out through trust departments. Conservators were not 
authorized to accept new trust appointments, and final 
settlements of expiring trusts were postponed until the 
fate of the institution concerned had been determined.23 

. In March 1933 the Comptroller of the Currency was 
not able to call upon trained bank receivers to assume 
positions as conservators of unlicensed banks. His regu
lar staff had long since been exhausted, and he was using 
as receivers for closed institutions many newcomers to 
the department. 

Quick action was essential. Many capable bank offi
cials were left without active employment. It was natu
ral that many banks should be placed under the con
servatorship of one of their own officers. There were some 
objections to this, the point being made that in any plan 
for reorganization, the old management, including the 
stockholders, would thus have an advantage over the 
depositors. The New Yark W orld-T ele gram questioned 
the Comptroller of the Currency about this practice and 
received a public reply. 

QUESTION: How does the Treasury Department justify 
appointing the bank's former president as conservator, especially 
when the depositors have no organization of their own and are 

• Comptroller O'Connor, ''Trust Department Operations and the Bank 
Holiday," Tnul Companies, September 1933, pp. 2.59-63. 
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completely unrepresented? The interests of depositors, stock
holders and directors and officers are conflicting. The effect of 
these appointments is to leave the old management, and the 
stockholders, completely in the saddle. 

ANSWER: At the termination of the bank holiday it was 
found necessary to appoint conservators for approximately 1,200 

national banks not then in a position to be licensed to reopen. 
It was important that such conservators be appointed immedi
ately to take charge of the assets of such banks, as representatives 
of the government, pending a disposition of their affairs accord
ing to law. Time did not permit the setting up of an organiza
tion to obtain an eligible list (which would have required pre
vious examination and investigation of the applicants), from 
which to select 1,200 persons qualified by both business and bank
ing experience to perform the duties necessary to preserve the 
existing status of the banks and dispose of the many banking 
questions and banking operations (most of them of an emergency 
nature at the outset) resulting from the closing of the banks. 
Consequendy, the natural and logical course was to draw upon 
the qualified material already at hand and to select therefrom 
as conservators such officers of the closed banks as appeared to 
be reliable, and competent to handle the situation, pending a 
more permanent solution of the problems presented in each case. 

In making these appointments, the general policy was adopted 
of obtaining recommendations from the field examiners (ap
proved by the chief national bank examiners wherever practica
ble) who were qualified, from previous examinations of the 
banks and acquaintance with the officers thereof, to suggest suit
able appointees. 

A further impelling factor conducive to the appointment of 
former officers of the banks was the wholesome objective of 
preserving the business goodwill of the banks and of keeping 
the organization intact so as to avoid the appearance of receiver
ship status, having in mind in this connection that if subsequent 
examination in the particular case indicated that the condition 
of the bank would admit of reopening or reorganization, it would 
be in a much more favorable situation to resume operations if 
its business and management were preserved intact to the ex
tent permitted by its circumstances. 
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It was not considered that in following this policy, the factor 
of leaving the old management and stockholders "in the saddle" 
was involved, inasmuch as when the bank was placed in con
servatorship, its affairs were thereafter entirely in the hands of 
the Comptroller, the conservator being, by law, placed under his 
direction and control and accountable only to him; and the bank, 
and its officers and directors and stockholders, .being without 
power to interfere with the functions of the conservator or to 
carry on the operations of the bank. 

With reference to representation of the depositors and credi
tors, and the pI:otection of their interests, it may be observed, in 
the first place, that depositors and creditors have the legal right 
to organize depositors' committees, and they frequently do so, 
and the Comptroller welcomes such assistance and co-operation 
as the committee may be willing and able to render; and in the 
second place, regardless of whether depositors are represented 
by such committees, it may be borne in mind that the Comp
troller of the Currency is a federal officer, charged by law with 
the protection of the rights of all parties-depositors and credi
tors and stockholders-and every effort is made to take such 
course as will be most advantageous to all parties concerned. 

The reply of the Comptroller to this query indicates 
that probably the action taken was the best that could 
be expected under the circumstances. In view of the fact 
that responsible disinterested persons versed in banking 
practice were not to be found in the necessary numbers, 
and in so far as many of the unlicensed banks were in 
such a position through no obvious fault of their man
agement, being rather the victims of circumstances, the 
appointment of former officers as conservators was am
ply justified. Morever, any officer so appointed found 
himself circumscribed to those actions permitted him 
by the Comptroller. In some cases it would probably 
have been better to have appointed officers of the bank 
rather than the relatively incompetent conservators who 
were brought in from outside. 
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A few cases of alleged defalcation by conservators 
have been brought to light, ipcluding some in which the 
conservator was a former officer.24 In view of the numer
ous instances of misappropriation of fund~ by' bank: of
ficers, however, these instances have not occurred with 
startling frequency. 

III. CONTROL BY THE FEDERAL DEPOSIT 
.' INSURANCE CORPORATION 

The Banking Act of 1933, in the section which sets 
up the Federal Deposit Insurance Corporation,25 takes 
a long step toward complete unification and centraliza
tion of the supervision of closed bank administration. 
Upon the suspension of a bank: whose deposits are in
sured by the Corporation, it is intended that the Cor
poration shall automatically become receiver for the 
bank.26 In the case of national banks, all of which sub
scribe to deposit insurance, the Comptroller must ap
point the Corporation as receiver; and in the case of 
state banks, if state law permits, the Corporation may 
accept such appointment. As most states now provide 
that their supervisors must be appointed receivers, con
siderable amendment of their laws will be necessary be
fore the FDIC can act as receiver for all its members. 
The Assistant Attorney-General of Alabama, however, 
has ruled that under a provision of the law of that state 
to the effect that the Superintendent may appoint agents 
to aid in liquidation, the FDIC may be appointed re-

"See American Banker, Nov. 10, 1933; Jan. 3, 1934,; Jan. 19,1934; 
Jan. 20, 1934; and Mar. :n, 1934 • 

.. It should be noted, perhaps, that the system instituted under the FDIC 
is an adaptation of the North Dakota idea referred to on p. 37. Upon 
the suspension of a bank it passes out of the supervision of the Comptroller 
of the Currency (or the state banking department in the case of a state 
bank) and becomes the responsibility of the Corporation. The Comptrol
ler, it is true, is a member of the Corporation Board, and so shares in the 
supervision of closed banks. 
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ceiver.27 A ~iniilllr opmion has been handed down by the 
Attorney-General of Florida.28 _ . 

The tempor~ry insurance provisions of the Banking 
Act of 1933 have Qeen extended until June 30,1935 by 
an amendment dated June 16, 1934. This amendment 
specifically states that the provisions relating to the ap
pointment of tne FDIC as receiver shall apply to all 
members of the temporary fund.,e 

While there is much to be said for the centralization 
of supervision of this function, in so far as that is possible, 
in view of the necessity of local handling of local assets, 
questions may well be raised with respect to the particu
lar method of centralization adopted. The FDIC will 
be the heaviest creditor of a suspended bank, and so an 
interested party. After paying insured deposits, the Cor
poration becomes subrogated to the rights of the deposi
tors who benefited by reason of such insurance. In reality 
it becomes the largest depositor of the bank. 

True, a bank receiver is supposed to represent prima
rily the depositors and other unsecured creditors. In
deed, in one state, South Carolina,s° the liquidation of 
banks is by law placed in the hands of receivers elected 
by the depositors and unsecured creditors, the banking 
department having no supervision over the administra
tion of such assets. But the very fact that the actions of 
bank receivers are subject to the approval of local courts 
lends color to the view that the receivers are expected 
to deal fairly with all parties, including the sharehold
ers, and, where possible, make some return to the own
ers of the banks . 

.. Code of 19Z3, Sec. 6309, interpreted in an opinion of Apr. z, 1934. 
• Mar. 30, 1934. 
• 73 Cong., Public No. 36z, Sec. 4. 
-Letter of Sept. d, 1933 from E. P. Miller, chief bank examiner of 

South Carolina. 
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The actions of the FDIC as receiver for suspended 
banks will, of course, be subject to the approval of local 
courts. Morever, since it is a quasi-governmental body, 
it may be expected to administer assets fairly with re
spect to the rights of all depositors. In addition, 'since the 
Comptroller of the Currency is a member of the board 
of the FDIC, it is likely that the Division of Insolvent 
Banks of his office will be taken over as the nucleus of 
the Corporation organization for handling closed banks. 

The FDIC early found that difficulties grow out of 
a divided authority over and responsibility for closed 
banks. The first bank to "fail," the deposits of which 
were insured by the Corporation, was a Pennsylvania 
state chartered institution. Although the bank was closed 
in April, the Pennsylvania Secretary of Banking delayed 
the appointment ofa receiver for months, thus rendering 
it impossible for the FDIC to proceed with paying off 
insured depositors. The second insured institution to 
close was an Illinois state bank. There, also, a short de
lay was occasioned by reason of a provision of the state 
law for a ten-day period between the closing of the bank 
and the beginning of its liquidation. 



PART II 

LIQUIDATION 



CHAPTER V 

THE LIQUIDATION PROCESS 

In Chapters II, III, and IV we have described brief
ly the technical organizations which administer the af
fairs of closed banks. In this chapter and those immedi
ately following we examine the procedure which is used 
in winding up the affairs of the banks which failed, and 
summarize the results which have been obtained. Chap
ters V-VIII deal with the liquidation of banks; Chap
ters IX and X with reorganization and reopening. 

L THE SELECI'lON OF RECEIVERS 

The appointment of receivers is the source of much 
difficulty, and has given rise to many allegations of po
litical pressure and irregularity. Should the receiver be 
a local resident or would a stranger be more disinter
ested? Should he be a lawyer so that he can himself han
dle the legal business of the receivership? Where liqui
dation is in the hands of the supervising agency, should 
the legal staff be that of the bank commissioner, that 
of the Attorney-General, or that of the local bar? 

Before the creation of a corps of specialists in liqui
dating closed banks, the office of the Comptroller of the 
Currency accepted Congressional suggestions as to re
ceivership appointments, always with the understanding, 
of course, that a person with the necessary qualifications 
was proposed. This practice has been revived recently 
since the bank fatalities have been so numerous that the 
professional staff of the Comptroller cannot handle them 
all. It would be too much to hope that this system is 
free from abuse, and there has been much criticism in 

61 
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the press of appointments smacking of political favor
itism.1 

Charges that there have been irregularities in the con
duct 9f receiverships of dosed banks are not infrequent
ly made. Bank: supervisors in a number of states in re
cent years have been indicted for maladministration. 
Sometimes these indictments are for failure to dose 
banks, sometimes for closing them without cause, and 
sometimes for the manner in which the assets are admin
istered in receivership. An investigation and report made 
in 1930 by the Attorney-General of South Dakota 
charged neglect and loss as a result of the methods em
ployed by the State Banking Department in manag
ing the affairs of dosed banks.lI Legislative investiga
tions are now in progress in Pennsylvania and Ohio. 

Some students of the subject charge that the entire 
bank: receivership system is wasteful and inefficient. They 
blame in part the fact that receiverships have been doled 
out as political "plums," the recipients of which attempt 
to make as much commission as possible, and to keep 
the job going as long as possible" It must be admitted 
that, except where liquidation is a regular function of an 
agency with established personnel, such charges have 
frequently been substantiated. 

Some states have not had a sufficient number of bank: 

• For an inside glance into some of the difficulties which at one time, 
at least, surrounded the appointment of receivers for national banks, and 
the attempt to get away from politics, see Thomas P. Kane's RtmumCe 
arul Tragedy of Banking, pp. 501.07. For discussion of recent practice, 
see Congo Record, Mar. ao, 1934, Vol. 78, p. 5076. 

• ''Banking Investigation," Report and Supplemental Reports of 1!Ie 
Attorney-General of Sout!. Dakota 10 1!Ie Legislature, 1930-31. 

I H. Parker Willis, John M. Chapman, and Ralph West Robey, COtI
temporary Banking, 1933, p. 377; 73 Cong. a seas., Hearings on H.R. 
8479 before sub-committee of the Committee on Banking and Currency, 
Mar. :&1, 1934 (statement of Representative Lnce). 
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failures to justify the elaborate system of supervised 
liquidation which exists in the national system. The Spe
cial Commission which reported in December 1932 on the 
Massachusetts situation gave a succinct opinion on that 
point: 

In this commonwealth, and during the terms of various bank 
commissioners, the practice of appointing lawyers and attorneys 
as liquidating agents has been built up and very generally fol
lowed because of the vast amount of legal work connected with 
liquidation. This practice differs from the custom obtaining in 
the liquidation of national banks, for which a corps of more or 
less expert receivers has been created who are paid on a salaried 
basis, and, who are subject to transfer from place to place 
throughout the United States as need may require. The federal 
system has found no means, however, to dispense with lawyers, 
and, still less, with the necessity of paying them. Each national 
bank receiver invariably has counsel assigned to assist him; and 
in addition the Comptroller finds it necessary to maintain at 
Washington a staff of attorneys permanently at work upon 
legal problems arising in bank liquidation, the cost of whose 
services is apportioned among the insolvent national banks. In 
Massachusetts, on the other hand, the liquidating agent of a 
state bank may and often does do all his own legal work. 

Several basic conditions make any extensive change of the 
commonwealth's practice difficult, if not impossible, to accom
plish. In the first place, the record of the last 20 or more years, 
since the enactment of the liquidation statute, shows that bank 
closings in Massachusetts have occurred' only at long intervals 
covering at least ten years, whereas, taking the United States 
as a whole, national bank closings occur in one section or another 
almost continuously. Consequently, it is possible under the fed
eral government to build up a corps of trained liquidators, where
as this is not feasible in Massachusetts. In the second place, 
trained bank men of caliber adequate to handle the intricate 
problems of liquidation are seldom found available when need 
is most pressing, their services usually being pre-empted by the 
banking institutions in which they are already employed. Finally, 
questions arising in a liquidation necessarily require legal knowl-
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edge and often the promptest sort of legal action in order to con
serve the assets of the d~ositors. Experienced receivers, having 
the assistance of counsel as in the national system, are, of course, 
qualified to handle such matters well, and the Commission sees 
no intrinsic objection whatever to the employment of such per
sonnel." . 

Nevertheless, the Massachusetts Commissioner has . 
set up in his office a central organization 

••• in the interest of uniformity and economy, to control ad
ministration of the affairs of the closed banks. This is similar 
to the office established in the national government. under the 
Comptroller of the Currency, and was made effective on June 
I, 1932. This central organization consists of a supervisor of 
liquidations appointed on August 4, 1932, and an acting as
sistant supervisor, general liquidation counsel, two clerks, two 
circuit auditors and one stenographer. To meet the expenses of 
the organization to date, an assessment has been' made upon 
each closed bank to the extent of one-thirtieth of one per cent 
of the total assets as scheduled on the date of closing. This meth
od of assessment likewise follows the practice adopted by the 
Comptroller of the Currency in the liquidation of national banks. 

The Commission is convinced that the creation of this central 
organization has proved an eminently desirable step of progress. 
It co-ordinates the work of the liquidating agents. In so far as 
possible it brings under the control of one head many of the 
legal, financial and administrative problems which arise in the 
closed banks, and in various other ways it simplifies and unifies 
the work of handling a number of liquidations at the same time. 
Thus it reduces the aggregate expense to the depositors. In fact, 
the Commission gave considerable thought to the possible de
sirability of making such an organization permanent, through 
creating by legislation a division of liquidation. The Commission 
. decided against this, however, since it is evident that the powers 
of the Commissioner are now broad enough to set up such an 
organization in times when special need exists for its services, 
and since the Commission is confident that the necessity for 

• Report of the Massachusetts SPecial Commission 0,. R«Jision of the 
Laws Relating to Trust Companies and Pmate Banks, and to the LiquiJa
,;on of Banks, H. rep. lIS4-, December 1932, pp. 21-23. 
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liquidating closed banks will never be continuous in this com
monwealth.1 

The system of liquidation by salaried employees of 
the State Banking Department was given the approval 
of the Indiana Study Commission for Financial Insti

. tutions which reported in 1932, most of whose recom
mendations were adopted by the legislature of that state: 

Some critics of the cost, inefficiency, and slowness of the pres
ent system of liquidation of failed financial institutions have 
attacked !~e honesty and intentions of· receivers and attorneys 
in charge. Many indictments of this nature are probably un
deseryed .. Receivers and attorneys appointed by the courts in 
most instances have little or no experience with bank matters, 
and consequently are required to devote much more time to the 
liquidation of an institution than. would be required of experi
enced persons. The routine matters connected" with the liquida
tion of closed financial institutions, such as the listing of assets, 
the publication, filing, and approval of claims, the collection and 
compounding of debts, and the sale and disposal of property, 
can be handled at much less cost by employees of the department 
who are paid regular salaries and who under ordinary condi
tions should be able to supervise the liquidation of several in
stitutions at the same time.6 

Several bank supervisors have commented in a similar 
vein. 

D. CONFUCfING CLAIMS 

We" consider next certain troublesome questions con
cerning the rights of different classes of debtors and 
creditors, which almost invariably complicate the liqui
dation process. 

Preferences. The only claims against the estate of 
an insolvent national bank which were entitled to' pref
erence by the terms of the National Bank Act were those 

'The same, pp. 17-18. 
• Report 0/ Indiana Stud, Commission for Finonciallnstitutions, p. 98. 
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of the holders of circulating notes. These are, of course, 
fully protected by deposit 'of United States secUrities 
with the Treasury. Litigated cases have ~etermined, 
however, that in certain other instances claimants are 
entitled to preferred payment. These claimants are re
ferred to as preferred creditors and their claims are 
called preferences. The working rule given by the Comp
troller for the determination of preferences is that (I) a 
trust relationship must be proved as having existed be
tween the bank and the claimant, and (2) it must be· 
proved that the specific property or cash proceeds thereof 
passed into the hands of the receiver. 

Special deposits of personal property held by the bank 
for safekeeping may be delivered to proved owners, but 
if the owners are indebted to the bank, it may be ad
visable for the receiver to attach such property. Deposits 
of money made for a special purpose are not preferred 
unless the trustee relationship is proved and other pref
erence. tests are met. 

National banks had, prior to June 25,1930, no author
ity to make any pledge to secure deposits except fed
eral deposits specifically provided for by acts of Con
gress." An act of that date (amending R.S. 5153) pro
vided, however, that national banks may give security 
for deposits of states and their political subdivisions of 
the same kind as is authorized for state banks by the 
laws of the state in which the national bank is located. A 
different rule obtains, of course, for the special trust de
posits in restricted and conservatorship banks operating 
under the Emergency Banking Act of 1933 and similar 
state legislation. 

Interest on claims. The accrual of interest on claims 
, Texas ana Pacific Railway Co. v. s. O. Polor!, Rece;iJer of tlu First 

National Bank of EI Paso, Tex., 291 U.S. 245. 
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stops at the date of suspension, unless the creditor holds 
collateral from which a sum sufficient to pay his interest 
is realized, ~r unless an amount sufficient to pay all cred
itors the principal amounts due them is realized from 
the liquidation of the assets. But such payment at the 
legal rate, or at the highest rate below that justified by 
the amount of money on hand, must be made before 
any distribution is made to shareholders. 

Offsets. The question of offsets is always one which 
causes concern and difficulty· for the receiver and confu
sion and bewilderment to the depositor or other creditor. 
Recent months have brought a flood of complaints from 
small depositors who owed their banks small amounts of 
money, when it appeared that their deposit accounts 
could not be set off against their notes, by reason of the 
fact that the notes had been transferred to the Federal 
Reserve Bank, the RFC, or some other agency as collat
eral for indebtedness of the bank itself. 

Each claim for an offset must be determined upon the 
basis of the particular facts disclosed, and many of them 
have to be referred to the Comptroller of the Currency 
for final decision. However, the principal rules of off
sets which have been established hY,court decisions, there 
being no stipulations with respect thereto in the fed
eral statutes, are as follows:8 

I. The maker of a note or other negotiable instru
ment held by the bank can set off a claim against the 
bank for money shown by the books of the bank to be on 
deposit to his credit. 

2. One who is indebted to the bank and who holds, 
as payee or indorsee, a certificate of deposit issued by 
the bank, which he acquired before and held at the time 

• Instructiom to National Bank Receivers, pp. 60-64. This source gives 
several case references. 
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of its suspension of business, is entitled to set the same 
off against his indebtedness to the bank. 

3. The rule which applies to deposits is also appli
cable to cashier's checks issued by a bank and checks of 
depositors certified by it. 

4. The rule with respect to certificates of deposit and 
checks is applicable in the case of drafts of the bank. 
In such cases, it is not always necessary that the claimant 
should have actually held the drafts at the time of sus
pension; they may have been transmitted as payment to 
another, and later, when dishonored or refused, returned 
to him. 

5. An individual deposit cannot be set off against a 
joint debt, nor a joint deposit against an individual debt. 

6. An indorser of a note held by the bank is entitled 
to set off against his liability as such any indebtedness 
from the bank ,to himself, regardless of the solvency 
of the maker, prQvided the indorser is sued alone. 

7. An executor, administrator, or public officer is not 
entitled to set off against his liability as such an indebt
edness from the bank to himself individually, nor vice 
versa. 

8. One who is indebted to the bank cannot set off 
against such indebtedness a claim against the bank ac
quired by him subsequent to its suspension of business. 

9. The right of set-off is not affected by the question 
whether the indebtedness sought to be set off was or 
was not due at the time the bank suspended business. 

10. If an account carried in the name of a minor child 
in truth belongs. to the parent, the parent may set it off 
against his own indebtedness to the bank. 

Special rulings are frequently necessary in cases 
where, under modern legislation, the general property 
of a wife, as well as her separate property, is under her 
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exclusive control, where the husband or wife who is in
debted to the bank wishes to set off a deposit in the name 
of the other i or where it is requested that a balance due 
a firm be set off against the indebtedness of a member 
thereof; and in other instances. The case of Dakin v. Bay
ly, decided by the Supreme Court of the United States 
late in 1933, is said to be the first case involving set-off 
in a national bank receivership to come before that tri
bunal in 40 years. 

Investment of funds to protect assets. A receiver may 
ask the Comptroller for and be given authority to use 
funds of the bank to protect equities in property, real or 
personal, by reason of a bond, mortgage, assignment, or 
proper legal claim attaching thereto. Such investments 
may be only at the sale of the property under execution, 
decree of foreclosure, or proper order of a court of jur
isdiction. 

A receiver may, if the Comptroller approves, payoff 
incumbrances such as unpaid taxes or mortgages and re
move clouds to legal titles of property which he holds. 
The only other use of a bank's funds permitted to a re
ceiver is for necessary expenses of the receivership. 

Generally speaking, receivers have no authority to 
borrow money. The recent authorizations to borrow 
from the RFC and other agencies to make advance div
idend payments to depositors are an exception to this 
rule. 

III. NEWER METHODS OF UQUIDATION 

Before the onset of the current depression closed 
banks were only rarely bought up by open banks, 
though there were a number of important cases where 
distressed banks were taken over by their competitors 
in order to prevent a shock to public confidence in the 
banking structure. Recently, however, a large number 
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of banks have been liquidated by the sale of their assets 
in block. The best known of these plans is the so-called 
Spoka.Qe Plan. 

The Spokane Plan. Under this plan the new bank 
agrees to buy, and the conservator to sell, certain assets 
at an agreed value. These assets are selected by the new 
bank, and are designated and identified as Class A assets. 
All assets of the bank which are not accepted by the new 
bank are listed and are designated as Class Bassets. 

The purchasing bank buys all of the Class A assets 
and pays for them a sum corresponding to 100 per cent 
of the known estimated net secured liabilities of the old 
bank, plus an agreed percentage of the known and esti
mated unsecured liabilities. In addition, the purchasing 
bank agrees to buy Class B assets, if available, to cover 
any unknown and undisclosed claims which may later 
be established (100 per cent of preferred claims plus 
the agreed percentage of unsecured claims). 

For a period of time, which in early reorganizations 
was as long as two years, but more recently has been 
fixed at from three to six months, the purchasing bank 
is given the right of "asset substitution"; that is, it may 
return to the conservator any of the bills receivable it 
has bought and receive in exchange cash, if available, or 
other assets. 

During this substitution period, the conservator has 
the right, when funds in specified amounts are available, 
to offer them in exchange for Class A bills receivable 
held by the purchasing bank, and to be selected by it 
for exchange. If the purchasing bank does not, within 
ten days, effect the exchange, it loses its right there
after to tender any assets for cash. The purchasing bank 
has the right, during the substitution period, of permit
ting renewals of Class A bills receivable. 
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The conservator (or a receiver who may be appointed 
to replace him) proceeds with the liquidation of Class 
B assets left in his hands and any other assets accruing to 
the old bank. In the course of that liquidation, double 
liability assessments may be levied against shareholders 
of the old bank:. 

The contract of sale by which the purchasing bank 
agrees to pay and the conservator to sell assets of the 
old bank, must be approved, not only by the Comp
troller of the Currency, but also by a court of compe
tent jurisdiction. When acting in this capacity, and 
representing the "best interests of the creditors" of the 
old bank, he must have court approval of all trans
actions into which he enters. 

Depositors, under this plan, are given dividend cer
tificates advising them that a percentage of their de
posits is available to them at the purchasing bank, either 
in cash or as a deposit account. Depositors are encour
aged, if they so desire, to utilize a portion of the funds 
which are disbursed to them for the purpose of subscrib
ing to stock: in the purchasing bank, especially where it is 
a newly organized institution. So-called trust-account 
deposits accepted by the conservator during the period of 
conservatorship are, after the Is-day statutory notice 
period, transferred to the purchasing bank as ordi
nary deposits, Jor the benefit of the respective de
positors. 

The "Spokane Sale" Plan is generally regarded as 
more favorable to the depositor than to the stockholder. 
The depositor is not required to waive any portion of his 
deposit. He receives a substantial immediate dividend, 
and eventually as large a percentage as the liquidating 
value of the assets, including collections on account of 
stock:holder liability, will warrant. 
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The plan is described briefly by F. G. Awalt, deputy 
comptroller of the currency, as follows: 

The plan which we have used most successfully is what is 
known as the "Spokane Plan." This plan contemplates the sale 
of good and acceptable assets to a going bank in the same com
munity for an amount sufficient to enable the receiver to pay a 
substantial first dividend to the creditors, such payment being 
made by credit on the books of the purchasing bank subject to 
immediate withdrawal, or on such terms as may be agreed 
upon by the individual creditors. Of the assets so purchased, the 
bills receivable are taken at face value, plus accrued interest, 
the securities are purchased at market value and the real estate 
at an appraised value. The assets not sold remain in the receiver's 
hands and the proceeds thereof, together with the proceeds of a 
stock assessment are available to the purchasing bank in exchange 
for acceptable bills receivable purchased by it. In this way the 
purchasing bank is protected for a reasonable length of time 
against loss in the assets so purchased. It has been our experience 
that a substantial percentage of the deposits so set up on the 
books of the purchasing bank remain with that institution. In 
fact, the most recent case, that of the sale of a portion of the 
assets of the Bank of Pittsburgh, to the First National Bank of 
Pittsburgh, was most satisfactory to the purchaser in that it 
lost only about 5 per cent of the credits set up on its ~ooks" 

The use of the Spokane Plan dates back to I928. The 
assets of seven national banks were sold to other banks 
in that year without the intervening appointment of a 
receiver. Later, however, it became necessary to appoint 
receivers for the sole purpose of collecting double lia
bility assessments against stockholders.lo The purchasing 
banks having assumed the deposit liabilities of the closed 
institutions succeeded to the depositors' claims against 
the shareholders, and actions were brought for their 

• ''Reorganizing Closed Banks," American Bankers Association Journal, 
M~ 193:&, p. 730. 

Annual Report of the Comptroller of the Currency, 19:&8, p. 13. 
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benefit against the shareholders. Further use of this new 
device was made in 1929 and subsequent years. 

The Spokane Plan has been used by some of the state 
banking departments as well. The plan "has many vari
ations," according to the Massachusetts Special Commis
sion on bank liquidation, "but in essence it simply pro
vides for the purchase by a going bank of certain good 
assets of a closed bank for 100 cents on the dollar, by 
making immediately available to the depositors a credit 
to the same amount on the books of the purchasing bank. 
A lien on the remaining assets is retained by the buying 
bank for an agreed period, usually approximating 18 
months."l1 
, The Massachusetts Commission saw as advantages of 
the Spokane Plan the preservation of the value of the 
banking offices and equipment of the closed institution, 
which could be continued in use as branches of the pur
chasing bank; continuity of service to the community, 
with consequent increase of deposits and of good will; 
and immediate availability to depositors of all or a por
tion of their funds. The Commission recommended leg
islation making easier the purchase in bulk of the assets 
of a closed bank, and authorizing the Commissioner 
of Banks, in such cases, to waive provisions of law rela
tive to the investment of the funds· of savings banks 
and savings departments, and to suspend the limi
tations placed upon deposits in savings banks. The limi
tation restricting investment in real estate to 70 per cent 
of the amount of deposits, they pointed out, often made 
it impossible for going savings banks to assist a closed 
neighbor bank by the purchase of part or all of its as-

.. Report 0/ the Massachusetts Special Commission on Re<oision 0/ the 
Laws Relating to Trust Companies ana Private Banks, ana to the Liquida
tion 0/ Banks, p. 'J.7. 
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sets, even though the going bank might be convinced 
that such a purchase could be accomplished on terms 
which would not affect its own liquidity. The report con
tinues~ 

\ And this inability to take constructive action, it must be re
membered, may cause serious damage to the banks remaining 
open in that locality, for the sale of real estate in possession of 
the closed bank through forced liquidation may result in estab
lishing prices for property in the neighborhood far below the 
real value, and at such a figure as to impair the financial sound
ness of the open banks.12 

In partial accord with this recommendation, the bank
ing law was amended in February :i 933 so as to permit 
banks to purchase the assets of closed banks, or to make 
loans against them, assuming their liabilities to deposi
tors.18 

The Manufacturers Trust Plan. A method very simi
lar to the Spokane Plan: is the New York procedure, 
whereby the Manufacturers Trust Company acted as 
liquidating agency for· a number of both national and 
state banks. 

The first use of this device was in connection with the 
liquidation of the Lebanon National Bank of New York. 
Within 24 hours after the decision was made to liquidate 
that bank, its 3,100 depositors with deposits aggregat
ing $474,000 were informed that 100 per cent of their 
balances were available for them at the most conveni
ently located branch of the Manufacturers Trust Com
pany.14 They could accept cash or continue their banking 
relationship with the paying bank . 

.. The same, pp. 2,7, 2,8. 
liGen. Laws, Tercentenary Ed., Chaps. 168 and 172" amended by 

L. Mass., 1933, Chap. 41, approved Feb. 2,4, 1933. 
, .. In some cases the closed banks were continued as branches of the 

Manufacturers Trust Company. 
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The method by which this transaction was arranged 
is told briefly by Charles C. Clough, comptroller of 
the Manufacturers Trust Company. 

In arranging this plan of liquidation, it was necessary to get 
the consent of the directors of the Lebanon and two-thirds of its 
shareholders. A formal agreement was drawn between the par
ticipating banks wherein the Manufacturers Trust Company 
agreed to lend to the Lebanon National some $4-74-,000, the 
loan to be secured by all the assets of the latter. A check for 
this amount was then turned back to Manufacturers Trust Com
pany, who assumed the deposit liabilities in full. The agreement 
provided that as the assets were liquidated, the proceeds there
from were to be applied to the reduction of the original loan. 
Provision was made in the agreement for the disposition of in
come and expenses incurred during the period of liquidation, 
and the return of unliquidated assets to the Lebanon's Liquidat
ing Committee after the loan and all claims held by the trust 
company had been satisfied.l5 

The procedure was followed later with four other 
banks, and, with the co-operation of other New York 
banks, a second group of five was similarly liquidated. 
The second plan provided that 2 I New York banks, of 
which Manufacturers Trust Company was one, and in 
which group two private banks-J. P. Morgan and 
Company and Speyer and Company-were included, 
would advance whatever amount might be needed up to 
50 per cent of the deposits of the closed banks. As the 
assets were liquidated, proceeds above the amount neces
sary to reimburse this advance were turned over to the 
Banking Department for further distribution. A contract 
between the New York State Banking Department and 
the Manufacturers Trust Company which had the ap
proval of the Supreme Court of the State of New York 

• "Successful Program of Bank Liquidation," Trust Companies, Oc
tober 1933. 



76 CLOSED AND DISTRESSED BANKS 

and. of two-thirds of the shareholders of the respective 
banks to be liquidated governed the procedure. 

Ten banks with 28 banking offices were liquidated by 
the Manufacturers Trust Company. Some $37,795,000 
was made available promptly to 108,800 bank custom
ers. Mr._ Clough states: 

Three things were definitely accomplished. Business men 
whose working capital was frozen, were given relief through 
the release of their bank balances, and at the same time, were 
given immediate substantial banking connections which would 
enable them to continue in business; apparent distress among 
depositors was relieved at once; and the entire process of liqui
dation was accomplished more expeditiously and economically 
than was thought possible • 

• • • It was possible for debtors to renew their notes when con
ditions warranted and to carry on business exactly as if they were 
associated with a going concern •••• Each of the branch man
agers ••• studied the merits of each case •••• Every precaution 
was taken not to interfere with or delay the business of these 
unfortunate depositors.A~ets did not have to be sacrificed to 
the degree that is inevitable under forced liquidation.18 

Chairman Crowley of the FDIC has recommended 
that his organization be given the power to sell the as
sets of closed members to neighboring institutions, as 
an alternative to opening a new national bank.1T 

There have been a few similar procedures in other 
states. The new branch-banking law of New York sug
gests that branches may be established by taking over 
banks in liquidation. The Citizens Trust Company of 
Toledo is increasing its capital preparatory to purchas
ing the remaining prime assets of the Ohio Savings Bank 
and Trust Company, closed since August 1931, and 
moving into the latter's quarters. The facilities of the 

UThesame • 
.. Speech before the Executive Council of the American Bankers Associ

ation, Hot Springs, Ark., in American Banker, Apr. 19, 1934-. 
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Citizens Trust Company have also been offered to the 
superintendent of banks for the liquidation on a cost
plus basis of any other closed Toledo bank.18 

However, the use of this plan depends upon the abil
ity of some well-established bank to profit thereby. The 
Manufacturers Trust Company or any other going bank 
will-undertake additional liquidations only if it expects 
to gain new depositors or borrowers, which precludes 
the extension of such relief to a bank outside the ter
ritory in which the buying bank operates, or to a bank 
in its territory which does not have a desirable list of 
customers. The Manufacturers Trust, it should be noted, 
has received only actual expenses as cash compensation. 
In addition, it has received all the interest on assets tak
en over, but none on funds advanced. 

" American Banker, Apr. 11, 1934. 



CHAPTER VI 

THE EXPENSES OF LIQUIDATION 

The expenses of receivership are a source of constant 
complaint against the supervisors of closed banks. There 
has been a constant endeavor to reduce costs, and cer
tainly some progress has been made along that line. 

The National Bank Act provides that "all expenses 
of any receivership shall be paid out of the assets of 
such association before distribution of the proceeds there
of.m Each national bank for which a receiver is ap
pointed must bear a portion of the expense of maintain
ing the Division of Insolvent Banks in the office of the 
Comptroller of the Currency. 

The Comptroller each year must report separately 
the expenses incurred in liquidation of every failed na
tional bank. Moreover, he must report all receivers, 
attorneys for receivers, and clerks employed by receivers 
whose salary or compensation is paid from the Treasury 
of the United States or assessed against or collected from 
failed banks.2 His practice is to reduce salaries as the 
liquidation progresses. The average cost to closed na
tional banks for receivers' salaries as of June 30, 1934 
was $1,924.8 

Attorneys for receivers of national banks are desig
nated by the Comptroller, and are compensated on a fee 
basis. They are employed "with the distinct understand
ing that all fees must be reasonable.'" It is expected 
that bills for legal service be accompanied by an itemized 

1 R.S., Sec. 51 38. 
• 31 Stat. L. J38. 
• Information obtained from the office of the Comptroller. 
• Instructions to National Bank Examiners, p. 83. 
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account of the service performed. These bills must be ap
proved by the Comptroller before payment. 

National bank receivers are advised to retain in serv
ice only such a force as is absolutely necessary to admin
ister the affairs of the trust so as best to serve the inter
ests of the real owners. Salaries, which must be approved 
by the Comptroller, are determined partly by local con
siderations. Incidental expenses should be kept down 
also, receivers are instructed. The instructions of the 
Comptroller even s_uggest the advisability of using the 
stationery supply on hand in the bank, with the name 
and title of the receiver printed over the title of the 
bank.6 

Expenses incident to the administration of the 1,155 
'national bank receiverships which had been finally ter
minated up to the first of November 1933, amounted 
to $32,030,848, or 3.9 per cent of the book value of 
the assets and stock assessments administered, or 6.66 
per cent of the collections from assets and stock assess
ments.- For the 97 trusts which were terminated in the 
year ending October 31, 1932, the expenses were 
$3,041,623, or 3.63 per cent of the book value of the 
assets and stock assessments administered, or 5.66 per 
cent of collections therefrom.? The following year, ex
penses were $2,157,758, which was 3.87 per cent of the 
book value of the assets and stock assessments, and 6.78 
per cent of the collections.8 

The Federal Reserve Committee on Branch, Group, 
and Chain Banking investigated the expenses of liquida
tion of 267 national banks closed in the period 1921-30 
and completely liquidated at the time the data were 

• The same, p. 68. 
• Annual Report of the Comptroller of the Currency, 1933, p. 34. 
'The same, 1932, p. 14. 
"The same, 1933, p. 35. 
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compiled, 1931. For the United States as a whole, the 
figures show that the average ratio of expenses of liqui
dation to total resources (book value of assets at time 
of suspension) is 5.0 per cent, while the ratio of ex
penses of liquidation to total collections is 8.5 per cent. 

The table below shows their tabulation, by regions. 

EXPENSES OF LIQ.UIDATING 267 SUSPEIfDED NATIONAL BANItS, BY REGIONS 
1921-30" 

(Dollar items are in thousands) 

Ratio of 

Region Number of Expenses of Total Expenses to 
Banks Liquidation Collections Total Collec-

tions 
(percent) 

Southeastern ...... 21 $ 363 $ 3,756 9.7 
Southwestern ...... 50 1,197 16,578 7.2 
Western Grain ..... 83 1,744 18,680 9.3 
Rocky Mountain ... 86 1,915 19,867 9.6 
Pacific Coast ....... 13 347 4,269 8.1 
Other regional> ...... 14 379 6,994 5.4 

United States ...... 267 $5,945 $70,144 8.5 _ . 

.. 
• Bank Suspmsions in the United States, Federal Reserve Committee on 

Branch, Group, and Chain Banking, p. 87. 
Banks which suspended during 1921-30 and which had been completdy 

liquidated at the time the suspension schedules were prepared. Expenses 
of liquidation and total resources at ·time of suspension were compiled from 
the annual reports of the Comptroller of the Currency. 

b New England, Middle Adantic, North Central, and Southern Mountain. 

The expense of liquidating a small bank is materially 
higher in proportion to total resources than is the case 
in larger banks, the Federal Reserve Committee found. 
Among the banks under review, only two out of the six 
with resources in excess of $ 500,000 showed a ratio of 
over 8 per cent, while 53 out of the 110 with resources 
below $250,000 over-ran that percentage. The table is 
given on the next page. There are no satisfactory data 
concerning the expenses of liquidation of state banks. 

No two banks present conditions sufficiently alike to 
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RAno 01' EXPENSES 01' LIqUIDATION TO RESOURCES AT TIME 01' SUSPENSION 01' 267 COMPLETELY LIqUIDATED NATIONAL 
BANKS, BY SIZE GROUPS, 1921-300 

Ratio of Number of Banks Classified by Amou~t of Resources 
Expenses of 

$250,000 $500,000 $750,000 $1,000,000 $1,500,000 $2,000clooo Liquidation Under to Total $250,000 to to to to to an Total 
Resources 500,000 750,000 1,000,000 1,500,000 2,000,000 Over . 
0-2 ......... 2 1 3 1 1 3. 1 12 

2.1-4 ......... 13 7 11 6 7 5 1 50 
4.1-6 •........ 13 29 17 6 4 - 1 70 
6.1-8 ......... 29 25 3 1 - 2 1 61 

8.1-10 ......... 26 10 1 - 1 - - 38 
10.1-12 ......... 15 7 - - - - - 22 
12.1-14 ......... 4 2 - - - - - 6 
14.1-16 ......... 4 - - - - - - 4 
16.1-18 ......... 1 - - - - - - 1 
18.1-20 ......... 2 - - - - - - 2 
20.1 and over .... 1 - - - - - - 1 

Total. ...... 110 81 35 14 13 10 4 267 

• Bank Suspensions in the United States, p. 88. 
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make possible the standardization of the administration, 
of the liquidation, it was concluded by the 1932 Mass,..' 
achusetts Commission. " .•• In one bank: the maj Or legal 
problems may be few and comparatively simple, in an
other many and complicated. One bank:' may be loaded 
with real estate in foreclosure and in possession, and thus 
may constitute a special problem in administt~tion; re
quiring the organization of a real estate department with 
trained employees whose work must continue over a long 
period of time. In another the real estate problem may 
be simple and quite promptly disposed of."s Legal ex
penses are especially heavy in the early years following 
the enactment of a federal or state receivership statute. 
After litigation has more or less settled the judicial in
terpretation of the law and precedents have become es
tablished, the legal expenses tend to diminish. 

The Commission "made every effort to find ... some 
fixed standard of measurement" for the compensation 
of liquidating agents and their assisting counsel. The 
Commissioner of Banks, it reported, has in practice 
made use of a rough and ready scale based on a number 
of factors, such as the deposit liabilities, the aggregate 
amount of the assets, and other criteria, fairly satisfac
tory as a general guide, in their opinion, but too rigid 
to be enacted into law.10 Obviously, such factors may 
have little correlation with the expenses of collection 
caused by such factors as extensive litigation. 

The Massachusetts Commission gives, in an appen
dix to its report, some statistical data on and discussion 
of the expenses of receivership in that state. For re
ceiverships completely terminated the percentage of ex-

• Report of the Massachusetts Special Commission on Revis;on of the 
Laws Relating to Trust Companies ana Private Banks, and to the Liquida
tion of Banks, H. rep. 1184, December 193~, p. ~3. 

" The same, p. 23. 
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penses to collection has averaged nearly 5 per cent.l1 

.' The Indiana Commission, after pointing out that sta
tistics on the cost of receiverships of failed banks have 
been extremely difficult to compile, gave as its opinion 
that "the cost of liquidating financial institutions under, 
the ancient Indiana receivership system averaged prob
ably not less than 12 per cent of the deposits involved."'2 

EXPENSES PAID FOR FLORIDA BANItS IN LIQUIDATION, JUNE 30, 1933" 

Expense 
Expenses Paid Expenses Paid 

Six Months End- Six Months End-
ing Dec. 31, 1932 ingJune30, 1933 

Attorney's fees ...........•........ $ 243,871.61 $ 38,751.60 
Court costs ....................... 58,169.17 18,019.70 
Taxes ........................... 125,160.41 54,477.61 
Insurance ........................ 36,671.67 17,423.03 
Interest .. " ...................... 12,797.27 446.56 
Salaries ...........•.............. 187,189.73 98,713.47 
Rent ............................ 19,886.62 9,711.86 
Travel expenses ................... 10,166.07 8,447.53 
Supplies, telephone and telegraph .... 18,126.95 12,526.31 
Property maintenance ............. 114,605.43 46,096.27 
Miscellaneous expense ............. 38,781.84 19,476.68 
Auditing ......................... 1,125.00 -
Bills payable ..................... 15,092.06 -
Commission paid liquidator ......... 183,783.871> 18,113.29" 

Total .......................... $1,065,427.71 $342,203.91 . 
• Comptroller of Florida, Annual &port for th, Banking Department, 

June 30, 1933, opposite p. 256. 
b A large part of compensation to some liquidators has been included by 

former administrations In totals of salaries to employees. 
• The salary of the general liquidator and his staff has been allocated to 

each bank actively in liquidation and charged into salaries. 

In South Dakota, attorneys' fees were criticized as 
being unduly high. The Attorney-General recom
mended that all legal work in connection with liquida
tion be handled by his staff. He contended that this 

U The same, p. 74. • 
U Report of Indiana Stud" Commission for Financial Institutions, 1932, 

P·97· 
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method would effect a saving of five-sixths of this item 
of liquidation expenses. II 

The appointment of a general liquidator in Florida 
reduced receivership expenses in that state. The table 
on page 83 gives a statement of expenses for the 137 
Florida banks and trust companies in liquidation June 
30,1933, for the preceding six months during which the 
general liquidator was in charge, and for the six months 
before that, when individual liquidators were in charge 
of each separate institution. 

New York has kept liquidating expenses down by 
means of a system which places closed banks in regional 
groups, with an examiner of the Banking Department in 
charge of each group. Part-time minor employees are 
stationed at the smaller banks to do work that cannot 
be handled at group headquarters. Other states and the 
Comptroller have also made use of consolidated receiv
erships, which are employed more often, however, only 
for two or more banks in the same community. 

The RFC has been successful in reducing the com
pensation of bank liquidators to a considerable extent 
under its power to regulate compensation paid by insti
tutions to which it makes loans. If. 

~ Attomey-General of South Dakota, Report to the Legislature of the 
IfllUestigation of the Department of Banking and Finance, 1930, pp. 28-
30 • 

"See p. 8. 



CHAPTER VII 

LOSSES TO DEPOSITORS 

The ultimate purpose of the receivership, if a bank 
is not to be reorganized, is the distribution of the pro
ceeds of asset liquidation to depositors and other credi
tors. The most comprehensive study of losses to deposi
tors which has been made was undertaken by the Federal 
Reserve Committee on Branch, Group, and Chain Bank
ing.1 Their data cover the ten-year period 1921-30 and 
relate to 267 national banks and 988 state banks which 
had failed during those years and which had been com
pletely liquidated at the time of the study. 

Claims of unsecured depositors in the 267 national 
banks were allowed to an aggregate amount of 
$68,489,000/ on which total payments of $34,034,000 
were made. Unsecured depositors, it will be seen, re
ceived about 50 cents on the dollar, exclusive of off
sets. Total offsets in the amount of $9,227,000 were 
allowed. Had these been taken into account, the per-

1 Data are also to be found in the Annual Reports of the Comptroller 
of the Currency, but the figures include secured claims and offsets; hence 
they give an erroneous picture of the proportion of deposits recovered by 
the ordinary unsecured depositor. For the 1,155 receiverships of national 
banks which had been finally closed as of Oct. 31, 1933, the average ratio 
of all payments to depositors t~ claims proved was 66.76 percent. (The 
same, 1933, p. 33.) This figure does not include 117 banks restored to 
solveney. The comparable figure for the 97 receiverships which were 
finally closed during the year ending Oct. 31, 1932. was 68.76 per cent, 
and for the 69 which were closed in 1932.-33 it was 60.18 per cent. (The 
same, 1932., p. 15; 1933, p. 35.) 

• The Committee states that this figure includes a negligible amount 
of claims of secured creditors which it was not possible to segregate. See 
Bank Suspensions in the United States, Federal Reserve Committee on 
Branch, Group, and Chain Banking, p. 94. 
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CLAWS OF AND PAYIiIENTS TO UNSECUIlED DEPOSITOIlS IN COMPLETELY LIQUIDATED BANKS, BY REGIONS, 1921-300 
(Dollar items are in thousands) 

National Banks State Banksb 
, 

Region Ratio of Ratio of 
Number Payments Number Payments 
of Banks Claims Payments to Claims of Banks Claims Payments 

to Claims 
(Per cent) (Per cent) 

New England .............. 1 $ 279 $ 187 67.0 1 $ 1,612 $ 1,612 100.0 
Middle Atlantic ........•... 3 2,381 1,885 79~2 4 843 791 93.8 
North Central ...........•. 8 4,671 2,757 59.0 30 5,677 3,891 68.5 
Southern Mountain ......... 2 366 332 90.7 13 1,405 1,061 75.5 
Southeastern ............... 21 3,288 1,802 54.8 139 14,987 6,493 43.3 
Southwestern .............. 50 17,167 7,787 45.4 99 9,577 4,752 49.6 
Western Grain ............. 83 20,397 10,324 50.6 524 81,120 45,008 55.5 
Rocky Mountain ........... 86 17,449 7,418 42.5 128 16,914 9,832 58.1 
Pacific Coast ..•............ 13 2,491 1,542 61.9 50 23,674 17,451 73.7 

United States ............ 267 $68,489 $34,034 49.7 988 $155,809 $90,891 58.3 

• Bad Suspensions in the United States, p. 96. Banks suspending during 1921-30 which had been completely liquidated at 
the time the schedules were prepared for the Committee, with the exception of 142 state banks for which information as to 
claims and payments is not available. The great majority of these liquidated banks suspended during the early part of the 
period under study. Data for claims and payments are exclusive of offsets. 

b Guaranty fund payments are included. 
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centage of claims realized by unsecured depositors would 
be shown. as 55.7.8 

The aggregate amount of unsecured claims in the 988 
state banks was $155,809,000, on which payments of 
$90,891,000 were made. Depositors in these banks thus 
received an average of 58.3 cents on the dollar, exclu
sive of offsets. Offsets included, the percentage is 62.0.4 

While the Committee concluded that "for the major
ity of states and for the country as a whole . • . the 
state banks have shown somewhat better liquidation re
sults,'':; this conclusion was qualified by the explanation 
that the operations of state guaranty funds increased 
depositors' recoveries during this period.6 The table on 
page 86 (from the Committee study) shows the claims 
of and payments to unsecured depositors in completely 
liquidated banks, by geographic divisions. 

This table shows that where bank failures have been 
heaviest, depositor recovery has been least. Similar data, 
distributed by states, will be found in Appendix A.T If 
states with very few completely liquidated receiverships 
are excluded, the proportion of claims realized by de
positors of state banks, exclusive of offsets, ranges from 
low figures of 27.8 per cent in North Dakota, 32.0 per 
cent in Arkansas, and 35.1 per cent in Montana to high 
figures of 66.1 per cent in Colorado, 72.9 per cent in 
Washington, 82.7 per cent in Tennessee, 84.3 per cent 
in Texas, and 100 per cent in Nebraska. 

I The same, p. 95. In using these or any other figures on depositor re
covery to show the extent of loss caused by poor bank management, it 
should be kept in mind that they are percentages of proved claims, and 
that not all claims are proved. 

"The same, p. 95. 
• The same, p. 99. . 
• The same, pp. 97-99. Moreover, because of gaps in the data, the con

clusion as to state banks rests on analysis of only 87 per cent of the total 
number of banks fully liquidated. 

, See pp. :048 and :049. 
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The high return in Nebraska is due to the fact that 
the banks reported to the Committee all failures during 
the years that the Depositors' Guaranty Fund was in 
operation and paying depositors' claims in full. Later 
disaster overtook the fund. In Texas and Washington 
also guaranty funds were in operation over part of this 
period. The North Dakota fund was practically inopera
tive during most of the period. 

The Committee also investigated losses in banks which 
were reopened and taken over. Here, as would be ex
pected, a much better showing was made. Of 1,197 such 
banks, 904, or over 75 per cent, paid unsecured depos
itors in full. Only 61 banks, or about 5 per cent, paid 
unsecured depositors less than 50 cents on the dollar. 
Here too, the Western Grain states made the poorest 
showing.s 

CLOSED BANKS CLASSIFIED BY PERCENTAGE OF CLAIMS REALIZED BY UN

SECURED DEPOSITORS, AND BY VOLUME OF LOANS AND INVEST

MENTS, 1921-30' 

Volume of Percentage Paid Depositors 
Loans and 

Investments 0-19 20-39 40-59 60-79 80-99 100 Total 
-------------

Under $150,000 115 118 144 124 75 464 1,040 
150,000 to 500,000 115 124 171 149 69 484 1,112 
500,000 to 1,000,000 21 26 34 42 11 109 243 

1,000,000 and over 8 6 15 21 12 66 128 
---------------

Total ............ 259 274 364 336 167 1,123 2,523 

• Bank Suspensions in the United States, p. 100. National and state banks 
suspended during 1921-30 which had been reopened, taken over, or liquidated 
at the time the suspension schedules were prepared for the Committee 
during the last half of 1930 and the first half of 1931, excluding 211 banks for 
which information is not available as to the percentage of claims realized by 
depositors. Data are exclusive of offsets. 

Combined data for reopened, taken-over, and com
pletely liquidated banks show that depositors in banks 

• Bank Suspensions in the United States, pp. 91, 92. 
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with over a million dollars in loans and investments real
ized a higher percentage of claims than depositors in 
smaller banks. The Committee's table on this point is 
given on the opposite page. 

For completely liquidated banks there was a higher 
percentage of recovery in banks in the larger towns and 
cities. This result is to be expected, as the smaller banks 
are in the smaller communities. The table showing this, 
also prepared by the Committee, is given below. 

AVERAGE PERCENTAGE OF CLAIMS REALIZED BY UNSECURED DEPOSITORS IN 
1,255 COMPLETELY LI~UIDATED NATIONAL AND STATE BANKS, BY 

SIZE OF TOWN, 1921-30-
(Dollar items are in thousands) 

Average 
Population of Number Ratio of 

Town of Ban Its Claims Payments Payments to 
Claims 

(Per cent) 

Under 1,000 785 $72,654 .. '.$35, 6091 ~ 49.0 
1,000 to 5,000 342 

72,004 " 
A37,450 52.0 

5,000 to 10,000 40 13,210 r .7,083 ' 53.6 
10,000 to 25,000 37 24,032. 16,270 67.7 
25,000 and over 51 42,398 28,513 67.3 

.' 

Total ......... 1,255 $224,298 $124,925 55.7 

• Bank Suspensions in the· United States} pp. 101-03. National and state 
banks suspending during 1921-30 which had been completely liquidated 
at the time the schedules of information were prepared for the Committee 
during the latter half of 1930 and the first half of 1931, with the exception of 
142 state banks for which information as to claims and payments is not 
available. Data are exclusive of offsets. 

The data on page 90, also the Committee's, show that 
completely liquidated banks which closed during the 
latter part of the 1921-30 period, paid a higher percent
age of depositors' claims than those which closed during 
the early part of the period. 

A partial explanation for this is that only a few of the 
banks which failed· toward the end of the period had 
been finally liquidated, and presumably these were in 
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CLAIMS REALIZED BY UNSECURED DEPOSITORS IN COMPLETELY LIQUIDATED NATIONAL AND STATE BANKS; 1921-3Qo 
(Dollar items are in thousands) 

National Banks State Banks 

Year of Ratio of 
Suspension Number Claims Payments Payments Number Claims Payments· of Banks toClaimsb of Banks 

(Per cent) 

1921 .............. 25 $ 9,297 $ 3,262 35.1 128 $31,687 $19,1,07 
1922 .............. 23 6,857 2,787 40.6 1,03 17,497 7,536 
1923 .............. 54 11,874 4,265 35.9 154 22,,025 1,0,869 
1924 .............. 67 2,0,757 1,0,644 51.3 164 23,304 1,0,557 
1925 .............. 45 1,0,582 6,194 58.5 123 21,794 1,0,985 
1926 .............. 33 6,358 4,551 71.6 186 27,128 15,958 
1927 .............. 11 1,168 712 61.,0 9,0 8,348 5,677 
1928 .............. 5 492 5,07 1,03.,0 31 3,426 2,176 
1929 ......... ; .... 2 218 226 1,03.7 9 57,0 532 
193,0 .............. 2 886 886 100.,0 - - -

Total ........... 267 $68,489 $34,,034 49.7 988 $155,8,09 $83,397 

• Bank Suspensions in the United States, p. 1,02. See note a, table on p. 89 for qualification of data. 
b Including interest. 
• Exclusive of payments from guaranty funds. 

Ratio of 
Payments 
to Claims 
(Per cent) 

60.3 
43.1 
49.3 
45.3 
5,0.4 
58.8 
68.,0 
63.5 
93.3 
-

53.5 



Year of 
Suspension Number 

of Banks 

1921. ............. 25 
1922 .............. 23 
1923 .............. 54 
1924 ............•. 67 
1925 ......•....... 45 
1926 .............. 33 
1927 .............. 11 
1928 .............. 5 
1929 .............. 2 
1930 .............. 2 

Total ........... 267 

BORROWINGS 01' BANKS COMPLBTBLY U\tUIDATED, 1921-3()1 
(Dollar i terns are in thousands) 

National Banks State Banks 

Borrowings 
Capital Total per $100 Number Capital Total 
Fundsb Borrowings Capital of Banks Fundsb Borrowings 

Fund.s 

$ 1,730 $ 4,384 253.4 128 $ 7,542 $11,553 
2,036 4,140 203.3 103 4,542 5,711 
2,918 6,144 210.6 154 5,071 6,270 
4,785 8,788 183.7 164 6,310 7,727 
2,760 3,432 124.3 123 5,419 4,661 
1,682 1,137 67.6 186 7,805 5,775 

360 360 100.0 90 2,536 1,447 
277 176 63.5 31 932 607 
141 57 40.4 9 210 85 
215 207 96.3 - - -

$16,904 $28,825 170.5 988 $40,367 $43,836 

• Bad Suspensions in th, United States, p. 103. See note a, table on p. 89 for qualification of data. 
b Capital stock, surplus, and undivided profits. 

Borrowing. 
per $100 
Capital 
Funds 

153.2 
125.7 
123.6 
122.5 
86.0 
74.0 
57.1 
65.1 
40.5 -

108.6 



DIsposmOil OF TOTAL COLLECTIONS IN 267 COMPLETELY LIQUIDATED 
NATIONAL BANKS, BY YEA& OF SUSPENSION, 1921-3()a 

(Dollar items are in thousands) 

Payments from Collections Pereentage oj Payments 
from Collections 

Year of Number Collee- ToSe- To Se-of For Ex- To Un- ForEJ;- To Un-Suspension Banks tions penses of cured and secured To penses oj t:ured seeured To 
Preferred Share- and Pre- Share-Liquida- Creditorsb Deposit holders Liquida- lefTed Deposit holders tion (Estimated) Creditors· tion Creditors Creditors 

------------
1921. ........... 25 $ 8,291 $ 786 $ 4,243 $ 3,262 - 9·5 5I .2 39·3 -
1922 ............ 23 7,315 680 3,848 2,787 - 9·3 52 . 6 38.I -
1923 ............ 54 11,081 1,097 5,716 4,265 $3 9·9 5I .6 38.5 -
1924 ............ 67 22,486 1,780 10,051 10,644 11 7·9 #·7 47·3 O.I 
1925 ............ 45 10,893 940 3,759 6,194 - 8.6 34·5 56.9 -
1926 ............ 33 6,657 500 1,604 4,551 2 7-5 24·I 68.4 -
1927 ............ 11 1,416 113 579 712 12 8.0 40.9 50

d3 0.8 
1928 ............ 5 700 38 154 507 1 d d d 

1929 ......•..... 2 333 10 97 226 - d d d d 

1930 ............ 2 972 1 85 886 - d d d d 

------------
Total ......... 267 $70,144 $5,945 $30,136 $34,034 $29 8·5 43.0 ".a·5 -
• Bank Suspensions in the United States, p. 104. 
b Payments to secured and preferred creditors estimated to be the difference between collections and other payments. 
• Data are exclusive of offsets. 
d The percentages are omitted because the figures for these few cases which were quickly liquidated are not representative 

of the collections, costs, and payments of all banks suspending during these three years. 
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better than average condition. Moreover, the banks 
which suspended in the earlier years of the period were 
heavy borrowers, as is shown in the table on page 9 I, and 
a considerable portion of their good assets had been 
pledged to secured creditors. 

The same phenomenon-payment of a relatively large 
part of collections to secured and preferred creditors by 
heavy borrowing banks which closed in the early twenties 
-is shown in the table on page 92, which gives for 
completely liquidated national banks the disposition of 
total collections in expenses of liquidation, payments to 
unsecured creditors, to secured and preferred creditors, 
and to shareholders. 

The great majority of banks which suspended during 
the period covered by the preceding tables were still in 
process of liquidation when the data regarding losses 
were compiled, and the final results are not known.9 No 
adequate basis exists, therefore, for computing losses in 
these banks. 

Statements are frequently made concerning the re
turn to unsecured depositors in closed banks in various 
states. They are, however, nearly always estimates based 
upon no scientific study. Certainly the only really care
ful complete study made-that of the Reserve Commit
tee-illustrates the extreme difficulty of arriving at any 
exact figure as to past recoveries or future possibilities. 
It would seem, however, from that investigation, that 
the commonly accepted figure of 60 per cent is rather 
high. 

• During 1921-30 there were 6,703 bank suspensions. See p. 2.47. 



CHAPTER VIII 

LOSSES TO SHAREHOLDERS 

The National Bank Act has provided from the first 
for double liability upon the holders of stock in national 
banks.1 The Federal Reserve Act re-enacted this pro
vision of the National Bank Act, and extended the liabil
ity to include those who transfer their shares within 60 
days before the failure of a bank, if it is not satis
fied by the transferee or holder. The present provision 
reads as follows: 

The stockholders of every national banking association shall 
be held individually responsible for all contracts, debts, and en
gagements of such association, each to the amount of his stock 
therein, at the par value thereof in addition to the amount in
vested in such stock. The stockholders in any national banking 
association who shall have transferred their shares or registered 
the transfer thereof within 60 days next before the date of the 
failure of such association to meet its obligations, or with knowl
edge of such impending failure, shall be liable to the same extent 
as if they had made no such transfer, to the extent that the sub
sequent transferee fails to meet such liability; but this provision 
shall not be construed to affect in any way any recourse which 
such shareholders might otherwise have against those in whose 
names such shares are registered at the time of such failure.z 

It is the duty of the receiver of a national bank to enforce 
this double liability. I The Comptroller is also empowered 
to assess stockholders to restore impaired capital: and 
may authorize a reduction in capital to effect this restora
tion.' 

I R.S., Sec. SIS I; 13 Stat. L. 1021. • Federal Reserve Act, Sec. 21 3. 
"13 Stat. L. 114; 19 Stat. L. 63. 
'R.S., Sec. SZOS; 17 Stat. L. 603; 19 Stat. L. 64. 
• Under Sec. d, Federal Reserve Act. See McCann v. JelersofllDille 

First National Bank, 1887, 14 N.E. :lSI; 189:1, 30 N.E. 893. 
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In 39 of the 48 states double liability of bank stock
holders is provided for, and in one, Colorado, there is 
triple liability. Most of the state laws are similar in this 
respect to the National Bank Act. In 15 states6 the double 
liability is imposed by the constitution and frequent! y am
plified by statute.7 In addition, a number of states pro
vide, as does the National Bank Act, for assessments to 
restore impaired capital.8 

Under most of the reorganization plans employed by 
the national and state officials, no attempt is made to col
lect on account of double liability. In lieu of it, the stock
holders ate usually called upon to make a new contribu
tion to capital if they are financially able to do so. In 
a number of states no assessment can be levied unless the 
bank has been placed in liquidation. This fact held up 
Federal Reserve Board approval of the reorganization 
plan of the Union Trust Company of Baltimore. The 
Board insisted on a contribution from stockholders, which 
could not be levied under the Maryland law unless a 
receiver had been appointed. The institution finally re':' 
opened after $ 500,000 in additional capital had been 
raised by the sale of capital notes.9 

I. ENFORCEMENT OF DOUBLE LIABIUTY 

Resistance_to enforcement of double liability has been 
marked from the beginning. In 1875 the Comptroller re
ported that "it is impossible to prevent delays in liquidat
ing the affairs of insolvent banks when the stockholders 

• Arizona, Illinois, Indiana, Iowa, Minnesota, Nebraska, New York, 
Ohio, Oregon, South Carolina, South Dakota, Texas, Utah, Washington 
and West Virginia. 

'For example, Ore. Laws, 1933, Chap. 2.:&7, Sec. zoo For further dis
cussion of state double liability see John M. Chapman, "Uneasy Lies 
the Head," State GO'fJet'tJ11Unt, November 193Z, pp. 14-15; and HOf"Vard 
Business Re'fJiew, July 193Z. 

• For example, Del. Laws, Vol. 3Z, Chap. 103, Sec. 6 as amended. 
• New York Times, Dec. 7, 1933. 
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of such institutions resist by litigation the enforcement of 
the personal liability clause of the National Bank Act."IO 

Prior to 1898 it was the policy of the Comptroller's 
office. to estimate the amount that it would be necessary 
to assess against shareholders, and to make that assess
ment final. In 1898 there was an abrupt about-face in the 
system of regarding this first estimate as irrevocable, and, 
where necessary, additional assessments were levied.11 

It was not until 1930 that national bank receivers were 
authorized to compromise the individual liability of 
a shareholder/2 

Resort to double liability assessments has brought only 
a small measure of relief to the depositors in closed banks. 
For all the 1,155 national bank receiverships termi
nated between 1865 and 1933, assessments against share
holders averaged 67.97 per cent qf their holdings and 
the total collections from such assessments were 49.47 
per cent of the amount assessed, making actual collections 
only 33.62 percent of holdings. Collections from stock 
assessments a.n1ounted to $41,370;673, which was less 
than IO per cent of collections from assets, less than 10 
per cent of dividends to creditors, and a little over 5 per 
cent of total assets.18 

Not only have these assessments been of little benefit 
to depositors, but they have not been borne equally by 
shareholders in various classes of banks. According to 
former Comptroller Pole : 

As a practical matter, the question of enforcement by the 
Comptroller of the Currency of this individual liability has been 
confined during the past 65 years almost entirely against share
holders in small country banks.14 

.. Annual Repo,.t of the Comptroller of the Currency, 1875, p.li. 
"The same, 1898, p. xxxvi • 
.. Act of Feb. 15, 1930 • 
.. Annual Repo,.t of the Compt,.olle,.· of Ihe Currency, 1933, pp. 33, 

34· 
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The experience of the states with double liability as
sessments has been similar. The Massachusetts Commis
sion, in its 1932 report;stated that "in practice ... the 
total amount realized from stockholders' suits is small, 
and also the burden of payment falls in most cases on the 
small stockholders instead of upon those whose control 
and management may well have been responsible for the 
failure of the bank. Thus the law fails to provide the pro
tection for depositors which, on its face, the statute pur
ports to give, and therefore the Commission, while mak
ing no present recommendations, believes that the double 
liability clause should have further study with a view to 
designing an adequate substitute."u; 

In actions to collect double liability more numerous 
legal difficulties are encountered by the state supervisors 
than by the Comptroller. Some supervisors have found 
it impossible to collect assessments levied against stock
holders residing in other states. Superintendent Broderick 
of New York was recently balked in an attempt to collect 
$436,840 from 560 stockholders of the Bank of United 
States who lived in New Jersey. Supreme Court Justice 
Parker ruled that the suit was not in conformity with the 
laws of New Jersey, and cited a decision of the Supreme 
Court of the United States which ruled that the state 
courts can decide whether such actions may be main
tained.~e He suggested, however, that the suit be re
framed and presented in a chancery court.l1 Superintend
ent Broderick appealed to the Court of Error and Ap
peals . 

.. 71 Cong., z sess., Hearings on H.R. 141 before House Committee on 
Banking and Currency, 1930, p. 16. • 

.. Report of the Massachusetts Special Commission on Revision of the 
La<Ws Relating to Trust Companies and Private Banks, and to the Liquida
tion of Banks, H. rep. 1184, December 193Z , p. 37. 

II Finney v. Guy, 189 U.S. 335. 
If New York Times, Jan. 31, 1934. 
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ascertained. Stockholders are able to divest themselves 
of property between the closing of the bank and the filing 
of the suit. This has led to recommendations for per
mitting assessment at the time of suspension, to be repaid, 
of course, should the assets of the bank prove adequate 
to meet all depositors' claims.21 

Another obstacle to the collection of double liability 
which has hindered both federal and state authorities has 
been the bank holding company. Such organizations fre
quently have no assets other than bank shares. There
fore, when all the banks in such a group suspend there 
is no possibility of collecting liability assessments from 
the holding company. Whether or not the owners of 
holding company stock'may be assessed has not as yet 
been definitely decided. It has been alleged that bank 
groups have been formed for the purpose of evading 
double liability. On the other hand, a few holding com
panies have provided in their articles of association that 
their own shareholders assume the liability. 

Two large groups, the Guardian Detroit Union 
Group, Inc. and the Detroit Bankers Company, having 
failed, suit was filed by the Comptroller against their 
stockholders, to collect assessments for the benefit of the 
depositors in the parent banks, the Guardian National 
Bank of Commerce, and the First National Bank of De
troit. A federal court in Detroit handed. down a decision 
on March 8, 1934 that the stockholders of the Detroit 
Bankers Company and the Guardian Detroit Union 
Group are liable for these assessments, amounting to 
35 million dollars. It was held that the holders of the 
group stock were the "real, true and beneficial owners" 

.. See Report of the Indiana Study Commission for Financial Institu
tions, 193Z, pp. 107-08. 
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of the bank stock, the holding companies acting only as 
trustees, and "devices" to shield stockholders from their 
asses~ment liability. The decision continued that inas
much as the charters of the holding companies assumed 
the double liability of their unit banks, and the group 
stoCkholders had represented to the depositors of the 
banks in question that they would pay such assessments, 
said stockholders were estopped from denying the li
ability. 

The decision continued that each of the Detroit Bank-
. ers shares represents 14 shares of First National stock 

and that each of the Guardian Group shares represents 
0.06 shares of Guardian National stock, and that assess
ments should be paid on these bases. The decision also 
stated that a large number of stockholders would un
dOUbtedly be the innocent victims of the judgment and 
that the receivers of the banks,in collecting the assess
ments, should exercise their powers charitably. The de
cisjon applied alike to former stockholders of the banks 
in question and to those in other banks who had ex
changed their stock for the group shares. It also applied 
both to those who had brought action against the assess
ment and to those who had not. It was announced that 
appeal would be taken to the Circuit Court of Appeals at 
Cincinnati.22 On April 9 judgments approved by this de
cision, totalling 7 million dollars, were signed by fed
eral Judge Hayes against 500 stockholders of the two 
groups who had opposed the assessment.28 Owners of 

• Barbour et al. v. Thomas et al., and Deming et al. v. Schram et al. 
(Mar. 8, 1934), U. S. District Court, Eastern District of Michigan. A 
similar decision was handed down on Mar. :u, 1934 by Federal District 
Judge Fiuis in St. Louis in. the suit of Joseph F. Holland, receiver of the 
Vandeventer National Bank, against the Metropolitan Holding Company 
and directors who had transferred their stock to it. American Banker, 
Mar. 29, 1934. 

• American Banker, Apr. 13,1934. 
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shares held in voting trust have also been held liable.~ 
Some holding companies have made it their policy to 

own assets other than bank shares, in one case equalling 
in value their bank stock: holdings, thus assuring double 
liability collection should all banks suspend. Moreover, 
two states, Wisconsin and Indiana, have provided by' 
statute that stockholders in bank holding companies as
sume the double liability and those of Wisconsin require 
such corporations to deposit a guaranty with the State 
Treasurer.26 

If some members of a group do not fail, the stock of 
the remaining solvent banks can, of course, be attached 
for an assessment against the holding company. In view 
of the foregoing, and because collection of assessments 
on a single holding company, should be much easier than 
on a multitude of individual stockholders, depositors in 
banks owned by holding companies probably receive as 
much protection from double liability as do those in in
dependent units. 

u. ESTIMATED LOSSES TO STOCKHOlDERS, 1921-32 

The Federal Reserve Committee on Branch, Group, 
and Chain Banking made an investigation of losses to 
stockholders of suspended banks, and of assessments 
against and collections from them both prior to and af
ter suspension.28 It found that the stockholders of the 
267 national banks which suspended and were com
pletely liquidated from 1921 to 1930 lost practically all 
of their invested capital. After depositors had been paid, 

.. Decision of Judge McClellan, Federal District Court, Boston, in re 
assessment on the stock of the Federal National Bank. Americtm Banker. 
Mar. 10, 1934-

• Wisconsin, Laws of 19Z9, Chap. H.S; Indiana, Act of Mar. 2, 1931, 
Set:. 4 • 

.. The following data are summarized from the Committee's Btmk 
Suspensions in 'he Unitea States. pp. 106-13. 
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only $32,000 in cash and $490,000 in uncollected assets 
were returned to the stockholders of a few institutions. 

In addition, in the 927 national banks which suspended 
during this period, assessments amounting to over 22 
million dollars, or 34 per cent of the capital stock, were 
collected prior to suspension, in an effort to forestall in
solvency. Furthermore, directors had themselves vol
untarily purchased a large amount of slow or worthless . 
paper for the same purpose. The accompanying table pre
sents assessments prior to suspension by geographical di
VISIOns. 

CAPITAL FUNDS AND ASSESSMENTS ON STOCItHOLDERS PRIOR TO SUSPENSION 
OF NATIONAL BANItS SUSPENDING DURING 1921-30-

(Dollar items are in thousands) 

Reported Assess-
Number Total Assess- ments 

Region of Capital Capital ments per ,100 
Stock before of Banks Funds Suspen- Capital 

sion Stock 

New England ....... 4 $ 400 $ 758 $ 116 $29.0 
Middle Adantic ..... 29 2,150 4,894 640 29.8 
North Central ....... 78 5,418 7,592 795 14.7 
Southern Mountain .. 25 6,335 10,201 2,451 38.7 
Southeastern ....... 110 11,770 18,041 5,689 48.3 
Southwestern ....... 155 10,409 12,973 3,337 32.1 
Western Grain ...... 346 17,895 22,644 6,493 36.3 
Rocky Mountain .... 142 8,900 11,721 2,322 26.1 
Pacific Coast ........ 38 3,750 4,540 1,040 27.7 

URi ted States ....... 927 $67,027 $93,364 $22,883 $34.1 

• Bank Suspensions in the United Statu, Federal Reserve Committee on 
Branch, Group, and Chain Banking, p. 107. It was assumed that most of 
these assessments were collected. 

Assessments and collections after suspension were re
ported for the 267 completely liquidated national banks .. 
Assessments were practically equal to capital stock, but 
collections were only $6,056,000, or 46 per cent of assess
ments. The accompanying table gives this information by 
regions. 
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ASSESSMENTS ON SToCItHOLDEIlS AFrEIl SUSPENSION AND COLLECTIONS 
THEIlEI'1l0M IN COMPLETELY LIQUIDATED NATIONAL BANKS WHICH 

SUSPENDED DUlliNG 1921-3Q& 
(Dollar items are in thousands) 

Collec-

Assess- tions Percent- Collec-
Nwn- ments from age of tionsper Capital Assess-Region berof Stock after ments Assess- $100 of 
Banks Suspen- after ments Capital 

siOD Suspen- Collected Stock 
sion 

New England ..... 1 $ 50$ 50 $ 41 82.0 $82.00 
Middle Adantic ..• 3 200 200 83 41.5 41.50 
North Central ..... 8 500 475 291 61.3 58.20 
Southern Mountain 2 55 55 37 67.3 67.30 
Southeastern ...... 21 1,180 1,095 564 51.5 47.80 
Southwestern ..... 50 3,134 3,000 1,274 42.5 40.70 
Western Grain .... 83 3,335 3,285 1,627 49.5 48.80 
Rocky Mountain .. 86 4,225 4,225 1,721 40.7 40.70 
Pacific Coast ...... 13 715 715 418 58.5 58.50 

United States ..... 267 $13,394 $13,100 $6,056 46.2 $45.20 

• Bank Suspensions in the United Stales, p. 108. 

The statistical record of losses to stockholders of state 
banks is rather unsatisfactory. Of 1,130 such institutions 
which failed from 1921 to 1930 and were completely 
liquidated during the period, only 529 reported assess
ments after suspension and collections therefrom. These 
banks had capital of over 16 million dollars, and assess
ments were over 14 million. Collections were 43.8 per 
cent of assessments, and 37.4 per cent of capital. Inas
much as several states do not have double liability pro
visions in their banking laws, the Committee estimated 
that for all state banks collections approximated 33 per 
cent of capital stock, which amounted to 260 million dol
lars for the 5,776 institutions closing from 1921 to 1930. 
Because a relatively large number of the liquidated banks 
which reported no assessments or collections to the Com
mittee may really have had none, this estimate of 33 per 
cent may be considerably inflated. Possible inaccuracies 
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are further increased by the fact that no data were re
ceived on stock assessments for banks reopened and taken 
over. But while assessments in these cases were probably 
lower than for liquidated banks, collections were un
doubtedly higher. 

ESTIMATED LOSSES TO STOCKHOLDEIlS AS A RESULT 01' NATIONAL AND 
STATE BANK SUSPENSIONS, 1921-31" 

(In thousands of dollars) 

National State National 
Item Banks Banks and State 

Banks 

1921-30 SUSPENSIONS ............ 146,300 462,600 6OS,900 

Capi tal funds of suspended banks 
Collections from stockholders 

93,400 377,600 471,000 

prior to suspension ........... 
Collections from stockholders af-

22,900 b 22,9OOb 

ter suspension ............... 30,000 85,000 115,000 

1931 SUSPENSIONS ~Losses com-
puted on same basis ........... lOS, 500 281,300b 3S9,SOOb 

TOTAL, 1921-31. ................ 254,SOO 743,900 99S,700 

• Bank Suspensions in tM United Stales, p. 112. 
b For state banks data regarding collections from stockholders prior to sus

pension are not available. In the case of a few states which appeared to re
port this information in full, the assessments prior to suspension averaged 30 
or 35 per cent of capital stock. For national banks the assessments prior to 
suspension averaged 34 per cent of capital stock. 

On the basis of these computations, the Committee es
timated21 total losses to stockholders from bank: suspen
sions to be as shown in the accompanying table. It will be 
noted that no amount is included for assessments against 
state stockholders prior to suspension, an omission which 
should at least offset the possible over-estimate men
tioned above attributable to the exclusion of banks re
porting no assessments or collections.28 The total of prac-

It It was assumed that the ratios found for the 2.67 banks that were 
completely liquidated could be applied to the other 660 national banks 
that failed during the period 192. 1-30. 

• In addition, an unknown but large sum has been contributed volun
tarily by stockholders in efforts to restore solvency without formal assess-
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ticallyone billion dollars is approximately one-sixth of 
the capital funds of all hanks at the beginning of the 
period. It does not include losses through assessments to 
restore capital in banks which did not suspend. 

Conditions since 1931 have made it increasingly diffi
cult to collect stock liability assessments. Several state 
banking officials have estimated that collections on the 
stock of banks failing in the past two years will not ex
ceed 2$ per cent of assessments. It is not practical, there
fore, to attempt to apply the ratio shown above to banks 
which have failed since 1931, especially since the status of 
many closed institutions is still quite uncertain. 

At any rate, it may safely be stated that the total loss 
from 1921 to the present is probably close to 1.S bil
lion dollars. This loss to stockholders has had conse
quences as serious as those occasioned by depositors losses. 
For many years bank stocks, in the larger institutions at 
least, were regarded as gilt-edged. Suddenly, their own
ers found themselves faced not only with the loss of their 
investments, but with that of an additional sum·perhaps 
equal thereto. And in numerous cases the investor has 
been only vaguely aware, if not entirely ignorant, of the 
fact that his stock ownership entailed douDIe liability. 

m. THE ABANDONMENT OF DOUBLE LIABIUTY 

The Banking Act of 1933 did away with the double 
liability on national bank stock issued after the date of 
its enactment.1!9 While the added protection for deposi-

ments. Also, guaranties have been made that contingent losses will be cov
ered by certain stockholders, and in many cases these guaranties have had 
to be met. 

• 48 Stat. L. 189. It should be pointed out, however, that the Banking 
Act of 1933 did not repeal or alter Sec. p05 of the Revised Statutes, which 
provides for assessments upon shareholders for the restoration of impaired 
capital, and, under certain circumstances, the sale of a shareholder's stock 
to pay the assessment. 
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tors implicit in -deposit insurance may be looked upon as 
a partial justification for this action, the provision was in 
the bill before the insurance section was accepted, and 
probably resulted in part from the conviction that the re
turns were insufficient to warrant the expense of collec
tion. It may also have been felt that in the numerous 
reorganizations taking place, new capital could be more 
readily secured if double liability were not attached to it. 
The existence of national bank stock both with and with
out double liability has raised several uncertainties and 
complications.8o 

Double liability on future issues of stock by non
national banks in the District of Columbia has also been 
removed.31 This places these banks, which are under the 
superVision of the Comptroller, on a parity with national 
banks, and has enabled one of them to increase its capi
tal in order to take over two closed institutions.32 

The Governor of New Mexico issued an executive or
der on October 30, 1933, which purports to suspend the 
provisions of the banking law of that state for double 
liability on bank stock.38 A bill under consideration in the 
Legislature of Mississippi rem,oves double liability in that 
state, and adopts a required "earned surplus.,,34 

During 1933 the Banking Board of N ew York passed 
a resolution recommending to the Legislature the repeal 
of double liability. It effectively presents the case for 
such action as follows: 

WHEREAS, The Federal Banking Act of 1933 abolishes the 
double liability which has heretofore attached to national bank 
stocks, and 

.. See H. H. Preston, "Banking Act of 1933," American Economic Re-
view, December 1933, p. 604. 

OJ 73 Congo 2 sess., Public No. 94. 
ft Congo Reco,.d, Jan. 27, 1934, pp. 1493-94. 
II American Banker, Nov. 9, 1933 • 
.. The same, Feb. 19, 1934; Mar. 6, 1934; Mar. 27, 1934. 
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WHEREAS, Based on experience, this double liability ,has 
proved to be of little protection to depositors of state banks, and 

WHEREAS, The double liability clause of the Constitution of 
the State of New York precludes the banks of this state from 
obtaining federal funds in the form of preferred stock, which 
would increase the protection to depositors in state institutions, 
and 

WHEREAS, The protection of depositors can be much more 
effectually provided through legislation which might increase 
capital or surplus requirements or by the creation of other safe
guards, rather than to depend upon the uncertain double lia
bility of stockholders, now, therefore, be it 

RESOLVED, That this Board urge the Governor and Legis
lature of this state to take immediate steps to bring about the 
repeal of the double liability clause of the New York State Con
stitution.a5 

A similar recommendation was made by the Joint Leg
islative Committee on Banks and Investment Trusts. 86 

A constitutional amendment to carry out this recom
mendation passed the Legislature on April 12, 1934. It 
must be passed by the 1935 Legislature and the voters of 
the state to become effective. It seeks to repeal Section 7 
of Article 8 of the Constitution. Such constitutional pro
visions in New York and other states will make it more 
difficult for them to rid themselves of double liability 
than for the national system and states in which the pro
vision is merely statutory. 

It is probable that within a few years double liability 
will practically have disappeared from banking laws 
throughout the country. As it now stands, states in which 
it is in force find their banks at a competitive disad
vantage in comparison with national banks. The state 

"New York, Annual Report of the Superintende1lt of Banks, Dec. 31, 
1933, p. 12. • 

.. Report to the Legislature, Mar. 14, 1934. 
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legislatures will seek to reqlove this discrepancy, as they 
on many occasions in the past have attempted to place 
their banks in competitive equality with national banks. 

The preferred stock which has been issued in recent 
months by national banks throughout the country is 
exempt from double liability, and the RFC may purchase 
preferred stock in a state bank only if such stock is ex
empt.87 State banks which are constitutionally prohibited 
from exempting such stock may sell capital notes or de
bentures to the RFC, or have individuals borrow from 
it, using preferred stock as security.88 

The banks and trust companies of 26 states are per
mitted to issue preferred stock exempt from double li
ability, while the banks in the .remaining 22 may not 
do so. In addition, banks in 30 states may issue capital 
notes and debentures, and in six states this power has not 
yet been determined.89 

With double liability practically a dead letter, it has 
been recommended that bar.ks be required to establish 
a reserve equal to capital in order to provide an absolute 
protection for depositors, rather than an uncertain one 
based on assessments against stockholders. The National 
Bank Act now provides that one-tenth of net profits must 
be carried to surplus until the latter amounts to 20 per 
cent of capita1.40 Many states have provisions requiring 
an even higher percentage, and 16 require that a surplus 
of from 10 to 100 per cent of capital be paid in at the or
ganization of new banks.41 

or National Emergency Banking Act; 48 Stat. L. 5 and 148. 
• The same, 48 Stat. L. 6 and 21 • 
.. For lists of these states, see pp. 190-91 • 
.. R.S., Sec. 5199 • 
.. The Dual Banking System; Federal Reserve Committee on Branch, 

Group, and Chain Banking, pp. 49-50. It should be noted that although 
this surplus is paid in with capital, no double liability attaches to it. Super
intendent of Banks Kilburn of New York in his 189~ report objected to 
paid-in· surplus on this ground. 
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While a required surplus fund provides some protec
tion to depositors, additional reserves have been recom
mended to insure a larger capital investment in the 
business. A statute of Florida contains provisions to ef
fect this which have been recommended for adoption 
elsewhere. It requires that 10 per cent of net profits be 
carded to surplus until the latter equals capital stock. 
Dividends not to exceed 10 per cent may be paid, and 
then half the remaining undivided profits must be in
vested in na~onal and local government bonds, de
posited with the State Treasurer, until these investments 
also equal capital. This fund may be used by the bank 
only upon the approval of the State Comptroller. Both 
the fund and the surplus must be restored if impaired:'2 

A like provision was enacted into law in Washing
ton on February 27, 1933.43 Stockholders of newly organ
ized banks must deposit with the State Treasurer 100 per 
cent of the par value of their stock in the form of pre
scribed collateral, consisting of cash, United States bonds, 
or securities legal for trust funds. The collateral is held 
by the State Treasurer and the income therefrom paid 
to the bank or trust company as agent for its stockhold
ers. Existing state banks must also protect the double 
liability by delivering securities to the State Treasurer 
equal to one-third of dividends thereafter declared, un
til such deposits amount to 100 per cent of capital stock, 
or until the aggregate of the amount so deposited, the 
capital, and the surplus equals 20 per cent of deposits. 
The latter provision has naturally proved advantageous 
to institutions with a large ratio of capital to deposits, 
which has been high enough in some cases to obviate any 

• See Harwood B. Dolbeare, ''Liability Insurance for Depositon," 
American Bankerl Association Jourtllll, December 1929, p. 564-

• Amendments to Wash. Laws, 1933, Chap. 4-2 (S. B. 132). 
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deposit of securities. This same act requires Washington 
banks to carry one-fourth of net earnings to surplus un
til the latter equals 25 per cent of capital, instead of one
tenth and 20 per cent as formerly. 

In North Carolina every ori&inal stockholder in a new 
bank contributes a surplus of 50 per cent in lieu of ad
ditional liability, which is invested in North Carolina 
or United States obligations, and on which earnings ac
crue until it equals capital. Existing banks may set aside 
surplus of a like amount and relieve their stockholders 
of double liability. No bank which has not adopted this 
plan may establish branches.'" 

South Dakota requires that, in addition to double li
ability, depositors must be protected by an individual 
guaranty fund for each bank, built up by setting aside an
nually one-fourth of one per cent of deposits until the 
fund equals capital." This law permits the substitution 
of membership in federal deposit insurance, however, and 
as long as it appears that assessments in the latter will 
be smaller than under the state plan, most South Da
kota institutions will probably elect it. 

Such laws insure a greater protection for depositors on 
the part of stockholders than does double liability. But 
they do not insure the stockholder against loss, by 
any means. And federal deposit insurance, now sub
scribed to by a vast majority of the nation's banks, 
will lessen the demand for additional protection to be 
furnished by the stockholder. 

"Laws, 1933, Chap. 159. This last provision may prevent 'national 
banks from establishing branches in North Carolina, inasmuch as they 
may do so only under the same conditions as state banks, and national 
banks are not authorized to adopt this North Carolina liability provision. 

• Spec. Sess. Laws, 1933, Chap. 1. 
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REORGANIZATION AND REOPENING OF 
CLOSED BANKS· 



CHAPTER ix 

REORGANIZATION PROCEDURE 
PRIOR TO 1933 

A bank with impaired capital may be restored to sol
vency either by a reduction in its deposit liability or by 
a contribution to its liquid assets in the form of an assess
ment upon shareholders. We have seen that from vC;ry 
early times it was possible for· the deposit balances of 
savings banks in Maine and New Hampshire to be 
scaled down. Indeed, such a scaling down is implicit in 
the mutual organization of non-stock savings banks. And 
scaling down of depositor claims is what usually hap
pens in a reorganization of any bank for the purpose of 
reopening and continuing in business. 

Banks have been frequently reorganized before sus
pension, and by one device or another kept out of the 
list of insolvencies. In many states and in the national 
banking system there is provision for assessment of 
stockholders to restore impairments of capital. This has 
been resorted to in many cases. Suspension has been som~
times averted by merger or consolidation with another 
bank, or by the assumption of deposit liabilities by a 
neighboring institution which takes over assets at the 
same time. Even where a loss is incurred by the other 
bank, such an operation is sometimes thought to pay in 
the long run, by preventing the spread of distrust and 
the possible appearance of panic among depositors. 

In the early days of the national banking system there 
seems to have been little encouragement for the reor
ganization and reopening of banks which had been placed 

II3 
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in the hands of receivers as insolvent. But in 1893 the 
policy was inaugurated of giving all banks which under 
<?rdinary circumstances (it will be recalled that 1893 
was a depression year) would not have closed, and whose 
management had been honest, an opportunity to resume 
business. In his annual report for that year the Comp
troller expressed the belief that results had justified the 
experiment.1 

I. STATISTICAL RECORD OF REORGANIZATIONS 

The accompanying table gives a year-by-year record 
of national banks restored to solvency after having been 

NATIONAL BANKS RESTORED TO SOLVENCY AITER RECEIVERSHIP, 
1886-1932-

"-
Year Year 
of Number Capital of Number Capital 

Receivership Receivership 

1886 ........ 1 $ 150,000 1916 ....... 1 $ : 50,000 
1891.. ...... 1 100,000 1917 ....... 1 50,000 
1893 ........ 11 1,725,000 1920 ....... 1 50,000 
1894 ........ 1 150,000 1921 ....... 8 450,000 
1895 ........ 3 435,000 1922 ....... 4 350,000 
1896 ........ 1 500,000 1923 ....... 5 195,000 
1897 ........ 1 100,000 1924 ....... 8 375,000 
1898 ........ 1 250,000 1925 ....... 5 205,000 
1899 ........ 1 100,000 1926 ....... 2 50,000 
1901.. ...... 2 600,000 1927 ....... 5 235,000 
1903 ........ 3 2,380,000 1928 ....... 1 25,000 
1907 ........ 1 300,000 1929 ....... 6 370,000 
1908 ........ 1 50,000 1930 ....... 8 2,050,000 
1909 ........ 1 25,000 1931.. ..... 25 3,220,000 
1913 ........ 1 3,400,000 1932 ....... 16 2,430,000 
1914 ........ 4 400,000 
1915 ........ 6 205,000 Total .... 136 $20,975,000 

a See Annual Reporl if Ihe Comptrollerqf ,''' Currenry, 1932, pp. 274-75; 
1933, pp. 37-38. 

placed in charge of receivers. This table indicates that 
the policy inaugurated in 1893 was not followed in the 

I The Comptroller pointed out that in no instance had a bank been per
mitted to resume business on money which -it had borrowed or for which 
as an association it had become liable. See Annual Report of Ihe Comp
troller of tIle Currency, 1893, p. 10. 
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years immediately following, and that even down to 
1930 the reorganization of failed national'banks was an 
exceptional procedure. In the table given below bank 
reopenings from 1921 to 1930 are compared with bank 
suspensions. Of the banks which suspended during these 

DuPOSJ"nOIf OF SUSPEIfDED NATIOIfAL AIfD STATE B.uflts. 1921-3(}a 

Year Reopened P1aced in Disposition Total or Merged Liquidation not Remnled 

National 
Banks ..... J54 m - m 

1921.. ...... 22 30 - 52 
1922 ........ 19 30 - 49 
1923 ........ 21 69 - 90 
1924 ....••.. 26 96 - 122 
1925 ........ 18 100 - 118 
1926 ........ 21 102 - 123 
1927 ........ 10 81 - 91 
1928 ......•. 1 56 - 57 
1929 •.•..... 5 S9 - M 
1930 .•...... 11 150 - 161 

Stale Banks. 1.183 4,414 179 5,776 
1921. ••..... 128 247 34 409 
1922 ...•.... M 212 18 m 
1923 .... .-... 91 389 53 S33 
1924 ........ 1M 477 35 616 
1925 ........ 76 370 15 461 
1926 ........ 201 587 13 801 
1927 ......•. 110 429 6 545 
1928 .......• 57 361 4 422 
1929 ........ 124 460 - S84 
1930 ........ 248 882 1 1.131 

IfATIOIfALAIfD 
STATE BAJIU • 1,337 5,187 179 6.703 

• B_1 StupnlsUms i .. tu U .. iJeti Sl4Ies. Federal Reserve Committee on 
Branch. Group, and Chain Banking. p. 82. 

years, disregarding those whose disposition is unknown, 
20.S per cent were reopened either independently or 
after merger with other banks. Of the national banks 
which failed 16.6 per cent were reopened; of the state 
banks, 21.0 per cent. Reopenings of closed national banks 
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were relatively few after 1926, but the states continued 
to make _ considerable use of this metho'd of handling 
bank suspensions throughout the period. The ratio of re
openings to suspensions was highest in the North Cen
tral states, where 194 out of 631 suspended banks were 
reopened. 

Loans and investments of reopened banks totalled 
$533,566,000, or 19.4 per cent of those of all closed 
banks whose disposition is known. Apparently reopen
ings were evenly distributed- among the various sizes 
of closed banks, for this percentage is close to that of 
the number of closed banks reopened. Reopenings in the 
North Central states involved 37.-6 per cent of the loans 
and investments of closed banks in those states, while 
reopenings in the Middle Atlantic states involved but 
8.6 per cent of the total loans and investments of the sus
pended banks in the groUp.2 

Federal Reserve Board figures shows that during 1931 
and 1932 there were 566 reopenings, involving deposits 
of $434,381,000. During these two years reopenings con
stituted 14.9 per cent of suspensions. The deposits of 
reopened banks were 16.0 per cent of the deposits in all 
banks that closed. There were 847.failures and 83 re
openings among member banks, and 2,944 failures and 
483 reopenings among non-members. In the first two 
months of 1933, 389 banks with deposits of 
$207,809,000 suspended; 41 banks having deposits of 
$29,43 1,000 reopened.8 

• Bank Suspensions in the United States, pp. 81-88, 
• Federal Reserve Bulletin, March J933, p, J44. Data for the depression 

years do not include banks closed temporarily under special or moratoria 
holidaya declared by civil authorities. 
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D. DEVELOPMENT OF REORGANIZATION PROCEDURE: 
NATIONAL BANKS 

National bank reorganizations usually involved a mere 
restoration of impaired capital. No legal sanction existed 
for any reduction of depositors' claims, hence this pro
cedure could be employed only on a purely voluntary 
basis. The National Bank Act permitted losses to be 
written off against capital so long as the latter was not 
reduced below the legal minimum, if the Comptroller 
and the· stockholders consented! In addition, assess
ments could be levied against stockholders to restore im
paired capital, and they were given the option of paying 
such levy or going into voluntary liquidation.5 These 
methods were obviously of no avail when the losses had 
completely destroyed capital and eaten int~ deposits." 

National banks in a weakened condition were also al
lowed to transfer their assets and deposit liabilities to 
other institutions, with the approval of the Comptroller 
and the stockholders of both banks.T Dissenting stock
holders could exact cash payment for their shares. Such 
mergers, important among state as well as national banks, 
were very numerous before the bank holiday.8 Finally, 
the Comptrollers power to effect a sale of the assets of 
banks placed in receiverships led to the use of the Spo
kane Plan, which was employed frequently after the 
bank holiday.u 

• 38 Stat. L. 274-
• I 9 Stat. L. 64. 
• But successive assessmenta at different times have been levied, in one 

case amounting to 18S per cent of capital See City National Bank 01 
HfITOn v. Fuller, S2 Fed. (2d) 870 and 872. 

• 40 Stat. L. 1043; amended by 44 Stat. L. I22S. 
• See ]. M. Chapman, Concentration 01 Banking, especially pp. 86-87. 
• 39 Stat. L. 121. 
• See pp. 70 ff. 
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m. DEVELOPMENT OF REORGANIZATION PROCEDURE: 
STATE BANKS 

In general, the reopening of state banks was not ac
complished under detailed reorganization statutes. 
Often, it was on a purely voluntary basis, the stockhold
ers or directors contributing funds to restore capital. In 
Maryland a mutual savings institution was reopened in 
1913 by means of a contribution from its incorporators,11 
and in 1920 the directors of the Stephensville Bank kept 
it from liquidation by restoring its capital.12 

During the year ending February 1, 1932 the Mary
land Commissioner reopened seven banks of the 15 
closed, under essentially the ~ame plan. Stockholders 
either made a. cash contribution, or surrendered a part 
of their stock to be resold. Depositors waived a prf>por
tion of their deposits, thereby establishing what was 
termed a guaranty fund, or a reserve for contingencies. 
Liabilities were thus reduced to the amount of sound as
sets. Withdrawals were restricted on the remaining de
posits which were not waived/8 

In Michigan, several state banks were reopened, with
out any specific legislation, under plans agreed to by 
depositors. When 95 per cent of the depositors and cr~di
tors had agreed to a plan, and it had been approved by 
the court, the bank was reopened. The courts, under 
th~ir broad discretionary powers in chancery, recog
nized the practically unanimous consent of depositors. 

Encouraged by the success of this plan, and in order 
not only to secure for it the sanction of the Legislature 
but to get around certain difficulties, especially the neces
sity for virtually unanimous agreement, its sponsors 
secured the enactment of a so-called "Custodian bill" at 

U Report of the Bank Commission", 1913, p. S • 
.. Ti!e same, 19:&0, p. 9. 
U The same, 193:&, pp. 7-13. 
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a special session of the Michigan Legislature in 1932.1' 
Commissioner Reichert, in explaining the plan of oper
ation, said: 

We have felt that whenever an institution, finding itself in 
difficulties, could make its own adjustments by and with the co
operation of a depositors' committee, a custodian being appointed 
from their own ranks, it was a much more feasible operation 
because they were working out their own problem and having 
a personal interest in the case. The custodian is appointed upon 
application by the Commissioner in a court of competent juris
diction in the same manner as a receiver is appointed. The pow
ers granted to him by the court are similar in character to those 
granted to a receiver, except that his principal purpose is re
organization and not liquidation, the distribution of assets being 
left to the receiver. If the institution finally has to go into liqui
dation, the custodian must be discharged and a receiver ap
pointed so that assets may be distributed in the form of dividends 
to the creditors. The fact that an institution goes into receiver
ship does not preclude it from reorganizing if it later develops 
that reorganization is possible.15 

The custodian is the obvious forerunner of the present 
conservator. The Michigan Custodian bill of 1932 re
quired consent of depositors representing 85 per cent of 
the total deposit liability. Objecting depositors and credi
tors were not bound by the agreement. Court approval 
of the plan was necessary. Political subdivisions of the 
state were authorized to become parties to the reorgani
zation contract with respect to deposits of public moneys. 

A trust fund was created by setting aside the doubtful 
assets of the bank, and deposit liabjlity was reduced by 
a proportionate amount, the trust fund being adminis
tered for the benefit of the old depositors. The period 
for its liquidation was usually set at five years. The right 

.. Public No.8, 193 z. 
• p,.oceedings of the 3ut Annual C01l't1ention of the Notional Associ

ation of Superoiso,.s of Stote Banks, p. 74. 
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of substitution of assets in the trust fund for those taken 
over by the reorganized bank was a part of the agree
ment. All earnings during the five-year period were al
located to the trust fund. Usually, no interest on old 
deposits was to be paid for two years. 

The plan provided for the re-establishment of capital 
by voluntary action on the part of the stockholders. If 
the capital was not voluntarily contributed, the double 
liability on stockholders could be enforced. That was 
done only infrequently. Stockholders were permitted to 
.use their deposits as subscriptions to new stock. _ 

A second measure passed at the 1932 special session in 
Michigan authorized settlements with creditors by di
rect distribution of assets instead of reducing the assets 
to cash. 

New York had no reorganization statute until 1933, 
but in this state, too, voluntary agreements were recog
nized which enabled suspended banks to reopen. During 
1932 four closed institutions made available to deposi
tors in this manner from 50 to 75 per cent of their bal
ances. In return for their waiver of the remainder they 
were made beneficiaries of any rea1ization from assets 
which were charged off. The stock was placed in escrow, 
dividends thereon to go also to depositors.l.8 These re
organizations made deposits of over 12 million dollars 
immediately available.17 Moreover, a method similar to 
one of the present widely employed reorganization plans 
releaSed over 1.5 million dollars to the depositors in three 
up-state banks. This was effected by the organization of 
a new bank, the Medina Trust Company, which pur
chased part of the assets of these institutions.18 

10 Report of Superintendent of Banks for '93a, p. Il . 
., The same, pp. 40-44 • 
.. The same, p. 14. 
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Before the bank holiday there were several state 
statutes which authorized or facilitated reorganization/8 

In most states stockholders were permitted to contribute 
funds to avoid suspension and a double liability levy, 
even after the bank had been closed by the supervisor.20 

In many states, as in the national system, losses could be 
written off against capital, usually with the consent of the 
owners of two-thirds of the stock:.21 But capital could not 
be reduced below the legal minimum, and losses were 
usually so great that the small write-down permitted by 
this method was of no avail. 

Assessments could be levied on stockholders, who in 
some states were given the option of paying or liquidat
ing the bank.22 In others, if the directors approved such 
action, it was made binding on stockholders. Also, the au-. 
thorities in some cases had power to require such assess
ments to be paid.za The utility of this means of restoring 
capital was reduced by the fact that assessments were 
limited to the par value of stock:. Furthermore, no restor
ation of capital can be adequate when the impair
ment has completely obliterated capital and extended 
into deposits. 

Other plans involved mergers between institutions in 
danger of failing and stronger banks. !n such a case the 
assets and deposit liabilities of the weak: bank were trans
ferred to the other institution, usually upon the approval 
of the supervisor and two-thirds of· the stockholders of 
both banks. H If any equity remained to the stockholder 

-The following discussion is largely summarized from Columbia Law 
Rnnew, December 1932, pp. 1393-99, 14.04-10. 

-For example, see Colo. Ann. Stat. (Mills), 1930, Sec. 3814. 
II For example, see Iowa Code, 1931, Sec. 9264 • 
.. For example, see Ga. Code Ann. (Michie Supp.), 1926, Sec. 

u67(d) • 
.. For example, see Iowa Code, 1931, Sees. 9246-49. 
II For example, see Wash. Laws, 1931, Sees. z and 3, p. 380. 
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in the absorbed bank:, he received shares in the continuing 
institution, at an agreed ratio. Dissenting stockholders 
could require payment in cash.25

. 

In soine cases if a bank: had already closed, the super
visor had the power to sell its assets for cash.26 These 
plans were similar to the Spokane Plan which was widely 
used after the bank: holiday.27 Where the purchasing bank: 
took over only a part of the assets, it assumed only an 
equal amount of liabilities. Remaining assets were then 
often liquidated by trustees who issued certificates of 
beneficial interest to depo~itors. In some states this pro
cedure was specifically provided for by law.28 

One of the difficulties early encountered in reorganiza
tion procedure was that plans could be easily held up by 
the objections of a few dissenting creditors. To obviate 
this, the legislatures of twelve states enacted laws ena
bling a certain proportion of creditors to petition for a re
organization involving restoration' of capital and decrease 
of deposits, which was binding on all if approved by the 
supervisor and COurt.

29 In most of these, the assent of 
75 per cent or more of depositors or unsecured creditors 
was required. In Nevada, when it appeared that liquida
tion would pay 70 per cent or less 'to depositors, on the 
petition of the Attorney-General a new bank: could be 
organized, depositors receiving its stock in lieu of their 
deposits.a° In South Carolina, after a plan had been ap-

"For example, see N.Y. Banking Law, 1916, Sec. 496. 
··For example, see Iowa Code, 1931, Sec. 9239 (a-I). 
II See pp. 70 1£. 
"For example, see Del. Laws, 1931, Sec. 18B, p. 480; Pa. Stat. Ann. 

(Rudon Supp.), 1931, Sec. 28. 
II These states were Florida, Iowa, Kentucky, Michigan, Minnesota, 

Nebraska, Nevada, North Dakota, Pennsylvania, South Carolina, South 
Dakota, and Wisconsin. For example, see Iowa Code, 1931, Sees. 9239 
(a-I) to 9239 (a-6). 

"Compiled Laws (Hillyer), J929, Sec. 793. 
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proved by two-thirds of a quorum of 50 per cent or more 
of the creditors and stockholders, claims could be re
duced, and/or postponed, and/or paid on installments.81 
In Kentucky the consent of the owners of 75 per cent of 
all deposits over $25 was required.s2 

Secured creditors were not affected by reorganizations 
under such laws. Usually, slow and doubtful assets were 
taken out of the bank and segregated for liquidation. One 
plan used in Florida, for instance, provided that 5 per 
cent of deposits were payable on demand, 55 per cent 
were represented by time certificates payable 42 months 
after reopening, and the remainder were exchanged for 
certificates of interest in segregated assets. 

Most of the other 36 states provided generally that 
closed banks might reopen on such conditions as were ap
proved by court. Literally interpreted, such provisions 
would have allowed almost any sort of reorganization 
with this approval, but such general language was prob
ably not sufficient authorization to permit the binding 
of dissenting creditors. 

II Acts, 193:&, Art. 649, p. 1183. 
• Acts, 193:&, Chap. 19, Sec. :I, p. 116. 



CHAPTER X 

REORGANIZATION AFTER THE 
BANK HOLIDAY 

The major issue which confronts the supervising au
thorities is whether to liquidate, to convert the assets into 
cash and distribute the proceeds among creditors and pos
sibly stockholders, to strengthen the capital structure of 
the bank and reopen it, or to secure a merger with a 
stronger bank. Until recently, as we have seen, the usual 
practice when a bank failed was to liquidate it, but dur
ing the last three years, with an extraordiruirily high 
rate of failure, there has been an increase of interest in 
reorganization. Primarily, of course, the responsibility 
for the decision must rest with important depositors and 
stockholders. The receiver cannot effect a reorganization 
without the co-operation of those whose property is at 
stake. Yet much can be done by bank authorities to en
courage and facilitate reorganization, and the increase of 
reorganizations in recent years is attributable in large part 
to governmental policy. 

The holiday gave the banking authorities of the coun
try, state and ~tional, an unparalleled opportunity to 
clean up the whole banking situation. Up to that time 
they were under constant restraint lest the closure or 
forced reorganization of conspicuous banks might precipi
tate a general run. But once all the banks were closed, it 
was possible to make their reopening conditional on evi
dence of ability to meet their obligations. 

The procedure Was to classify the banks in three great 
groups: those that could safely be reopened as soon as 

124 
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the panic subsided and the necessary checkup could be 
made; those that could be reopened only after an in
crease of assets or a decrease of liabilities; and those that 
could not be reopened at all. In Chapter I we have shown 
the number of banks of different classes that was licensed 
to reopen immediately after the holiday, and the number 
that has been reopened since. 

There are no figures on the actual number of re
organizations, but it may safely be assumed that nearly 
all banks which were not reopened by April 12 but which 
have since reopened were required to go through some 
sort of reorganization.1 In addition, many of the banks 
which were reopened on a fully licensed basis immedi
ately after the bank holiday had to go through some sort 
of reorganization later. At least their capital structure 
was reorganized and strengthened by the sale of pre
ferred stock, capital notes, or debentures, the Reconstruc
tion Finance Corporation being, in most instances, the 
purchaser. Some of these reorganizations were necessary 
to enable the banks to qualify for membership in the 
Federal Deposit Insurance Corporation. 

Faced with the necessity of mass reorganization fol
lowing the bank holiday of 1933, federal and state bank
ing officials2 have made use of two general plans for re
opening unlicensed banks. -These are known as the 
Straight Rehabilitation Plan and the Waiver and Sale 

• Compare pp. 45-48, 140-41, and Appendix C. 
• In the case of national banks, the agencies concerned are the Comp

troller of the Curren(j', the Federal Reserve Board, and the regional Re
serve Bank of the district. For state member banks, reorganization plans 
have to be approved by the State Supervisor of Banks; by the Federal Re
serve Bank of the district, and the Federal Reserve Board at Washington. 
In the case of non-member banks, unless the reorganization involves ad
mission to the Reserve system, control rests with the State Bank Supervisor. 
In addition the RFC has a check on all reorganization plans, state or 
national, in which a loan or a stock subscription is involved. 
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Plan. Some other plans also have been used in state bank 
reorganization in certain states. 

l. TIlE STRAIGHT REHABILITATION PLAN 

The first of the plans used by the Comptroller of the 
Currency in the reorgaruzation of national banks is known 
as the Straight Rehabilitation Plan. Under it only one 
bank is involved. No new institution is chartered or or
ganized, and there is no sale or transfer of assets to an
other bank, either existing or newly organized. It is a 
simple reorganization of an existing corporation. 

The procedure under which this plan of reorganiza
tion takes place is outlined and authorized in Section 207 

of the Bank Conservation Act, enacted March 9, I933, 
which reads in part as follows: 

In any reorganization of any bank under a plan of a kind 
which, under existing law, requires the consent, as the case may 
be, (a) of depositors and other creditors or (b) of stockholders 
or (c) of both depositors and other creditors and stockholders, 
such reorganization shall become effective only (I) when the 
Comptroller of the Currency shall be satisfied that the plan of 
reorganization is fair' and equitable as to all· depositors, other 
creditors and stockholders and is in the public interest and shall 
have approved the plan subject to such conditions, restrictions and 
limitations as he may prescribe and (2) when, after reasonable 
notice of such reorganization, as the case may require, (A) de
positors and other creditors of such bank representing at least 75 
per cent· in amount of its total deposits and other liabilities as 
shown by the books of the bank or (B) stockholders owning at 
least two-thirds of its outstanding capital stock as shown by the 
books of the bank or (C) both depositors and other creditors 
representing at least 75 per cent in amount of the total deposits 
and other liabilities and stockholders owning at least two-thirds 
of its outstanding capital stock as shown by the books of the 
bank, shall have consented in writing to the plan of reorganiza
tion.a 

• 48 Stat. L. 3. 
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The statute specifically provides also that "in any re
organization which shall have been approved and shall 
have become effective as provided herein, all depositors 
and other creditors and stockholders of such bank:, 
whether or not they shall have consented to such plan of 
reorganization, shall be fully and in all respects sub
ject to and bound by its provisions, and claims of all de
positors and other creditors shall be treated as if they had 
consented. " 

Upon the formation of a plan, depositors and stock
holders are given notice of its details, and are advised 
that it will be put into effect "at the expiration of IS days 
from this date or as soon thereafter as the requisite con
sent of depositors and other creditors, and of stockhold
ers shall have been obtained, and all other necessary steps 
shall have been completed." The agreement is made 
binding for either a reorganization under the existing 
charter or for the opening of a new bank under a new 
charter with either the old name or a new one. 

Before putting the plan into operation the Comptroller 
determines that a certain dollar amount of the book value 
of the assets of the bank cannot be approved for inclu
sion in the current assets of a new or reorganized national 
bank.4 The capital, surplus, and undivided profits, as 
shown by the balance sheet, are first applied to write off 
these unacceptable assets. To eliminate the remaining un
acceptable assets, the depositors and other creditors are 
asked to waive a percentage· of the amounts of their re
spective net unsecured claims. When the bank is reopened 
the balance of proved claims is made available to deposi
tors and other creditors without restriction. 

• Bonds taken over by the reorganized bank must be valued as of the 
date of take-over. If this differs from the value as of the last report of 
examination ·or as set up in the plan, the necessary adjustment must be 
made. 
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The capital of the bank has now been wiped out. The 
stockholders have no equity remaining. But the deposi
tors have voluntarily "waived the bank to solvency." 
That is, they have surrendered a sufficiently large por
tion of their claims against the bank to enable it to bal
ance their remaining claims with good assets. Since there 
is no longer insolvency, there is no basis for an assessment 
of double liability against shareholders. The stockhold
ers, however, are required to surrender their shares, 
which are resold to them, or to others. This is in effect a 
voluntary assessment to restore the impaired capital. 

The unacceptable assets which are eliminated under 
the waiver agreement are transferred to trustees, who 
liquidate them for the benefit of the waiving depositors 
and other creditors. Certificates are issued to the credi
tors evidencing their respective rights to participate in 
the proceeds of such liquidation. On interest bearing 
claims, interest is computed to the date when the bank 
was suspended or ceased to do a banking business, but 
interest does not accrue between the date of suspension 
and that of resumption of normal business. 

Depositors and other creditors, in agreeing to waive a 
percentage of their claims, agree that for a period of time 
the bank shall have the right to exchange any of the 
loans and discounts retained at the time of reopening for 
any assets iIi the hands of the trustees (to whom unac
ceptable assets were transferred), or for the proceeds of 
any such trusteed assets. They agree, moreover, that the 
bank shall have the right to be reimbursed by the trus
tees for "any unknown or any unlisted liability or pre
ferred claim not listed as such among the liabilities of the 
bank at the time of reorganization which may be estab
lished against the bank and be or become payable by it." 
During this substitution period, no distribution to de-
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positors and other creditors may be made from the pro
ceeds of liquidation. 

It is provided in the agreement that, in the event that 
the trusteed assets yield a surplus above the amount 
necessary to repay in full the amount waived, with inter
est, such surplus shall be held by the trustees for the 
shareholders of the bank. The trustees make no charge 
for their services, but may deduct from the proceeds of 
liquidation the necessary costs of collection. Sometimes 
the plan includes a provision for a subscription by deposi
tors to the common stock of the reorganized bank. In 
such cases, in addition to waiving entirely a percentage of 
their deposits, the depositors agree to convert an addi
tional percentage into common stock, but such a conver
sion is voluntary and is not forced on non-assenting de
positors. When the reorganization plan results in acquisi
tion by the reorganized institution of loans which will be 
excessive under the new capital structure, reduction must 
be accomplished within six months. 

This plan is frequently looked upon as more favor
able to stockholders than to depositors. This is because 
. stockholders do not have double liability assessed against 
them. Since the institution is "waived to solvency," there 
is no occasion for such assessment. However, unless a new 
bank is organized, the repurchased stock has double li
ability attached for future engagements and losses to de
positors. 

n. 1HE WAIVER AND SALE PLAN 

A second plan, _much used by the Comptroller, is 
known as the Waiver and Sale to New Bank Plan. This 
plan involves a waiver by depositors of a percentage of 
their claims, restoring the bank: to bare solvency; the 
voluntary liquidation of the old bank; and the sale of its 
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acceptable assets to a new institution created for the pur
pose. 

As in the case of the Straight Rehabilitation Plan, it is 
first ascertained what amount of the assets cannot be 
approved by the Comptroller for inclusion in the current 
assets of the new or reorganized bank. Eliminations of 
slow, doubtful, and uncollectible loans; of depreciation 
on bonds otherwise acceptable; of depreciated bonds, 
totally unacceptable; of depreciation on banking house, 
furniture, and fixtures, or "other real estate"; and of mis
cellaneous items, are agreed upon. Against these elimina
tions are first applied the capital, surplus, and undivided 
profits of the old bank. To absorb the remainder, the de
positors are asked to waive to the bank a percentage of 
their claims. If depositors and other creditors represent
ing at least 75 per cent in amount of the bank's total net 
unsecured liabilities, as shown by its 'books, give written 
consent to such waiver, the action is binding upon all un
secured creditors and depositors, under Section 207 of the 
Bank Conservation Act.5 The unacceptable assets which 
are eliminated are transferred to trustees, Who hold and 
liquidate them for the benefit of waiving depositors and 
other creditors as their interests may be evidenced by par
ticipation certificates given to them. 

A new bank is organized, the capital stock of which, 
under the provision of the Banking Act of 1933, carries 
no double liability. By action of two..:thirds of its share
holders, the old bank agrees to sell acceptable assets in 
accordance with the terms of the reorganization plan and 
agreement to the new bank, and to go into voluntary 
liquidation. The new bank assumes all of the liabilities of 
the old bank (except liability to shareholders as such), 
after giving effect to the waivers of unsecured depositors 

• See p. 1:&6. 
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and creditors. Depositors' balances in the new bank are 
subject to withdrawal Without restriction. The sarn:e rule 
as to payment of interest applies as under the waiver and 
stock surrender plan. 

Ordinarily, when a national bank: is in voluntary 
liquidation, the individual liability of the shareholders 
can be enforced by any creditor through a bill in equity in 
the nature of a creditor's bill. Here that cannot be done, 
since all creditors are bound by the reorganization agree
ment. 

The waiver executed by the depositor follows the 
same general terms as the waiver in the plan for rehabili
tation of an existing institution. The same stipulations are 
made with respect to the right of substitution of assets for 
an agreed period of time, with respect to unknown and 
unlisted liabilities and preferred claims not listed as such, 
and with respect to distribution of proceeds of liquida
tion by trustees. 

The intent of the plan is that the newly organiied bank 
shall be sound and clean in every particular, meeting 
"new bank" requirements, and that in every relationship 
between the new bank: and the old, the advantage shall 
be with the former. This intent is well evidenced by the 
following stipulation: 

Whenever any item in the trusteed assets shall consist of a 
part of a loan or loans, the other portion of which has been taken 
over and is carried in the current assets of the new or rehabili
tated bank as "acceptable," the right of the trustees to participate 
in any of the proceeds of such loan, except current interest paid 
as such, on their portion thereof, shall be junior to the right of 
the new or rehabilitated bank and the new or rehabilitated bank 
shall be entitled to apply all monies received thereon to the re
duction of its claim therein, and when its claim or rights on ac
count of such loan or loans shall have been satisfied in full, it 
shall then deliver the note or notes evidencing the remaining 
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balance of such loan or loans, together with any collateral re
maining as security therefor, to the said trustees. 

In September 1933, in response to questions submitted 
by the New York World-Telegram, the Comptroller ex
plained, as follows, the differences between the Spokane 
Plan, described in Chapter V, and the Waiver Plan. 

QUESTION: What is the advantage of the Waiver Plan 
over the Spokane Plan? Why should the stockholders be re
lieved of their double liability as they are in the former, since 
there is no receiver and no insolvency? 

ANSWER: The Spokane Plan is ordinarily used when the 
condition of the bank is such that reorganization is not feasible, 
in which event the acceptable assets are sold either to an exist
ing bank or to one organized for the purpose of taking over such 
assets. The depositors are paid a dividend representing the pro
ceeds from the purchase price of the assets so sold; and the 
balance of the assets are retained by the conservator or receiver 
for subsequent liquidation, with resulting future dividends from 
the proceeds of such liquidation and from the proceeds of such 
stock assessment as may be levied. 

The Waiver Plan is ordinarily utilized where the condition 
of the bank is such that it can be rehabilitated or reorganized, 
either under its own charter or under a new charter taken out 
for that purpose. The Waiver Plan restores the bank to solvency, 
and consequently there is no basis for an assessment on the 
ground of insolvency. While it is true that under the Waiver 
Plan the stockholders are relieved of an assessment,· nevertheless 
the execution of such waivers is entirely voluntary on the part 
Qf the depositors and creditors, and, under Section 207 of the 
Emergency Banking Act of March 9, 1933, a Waiver Plan 
cannot become effective until at least 75 per cent iiI amount of 
the depositors and creditors have expressly indicated their. desire 
to adopt the plan. 

Notwithstanding the fact that the required percentage of de
positors and creditors may have executed waivers, it has been 
the general policy of this office not to approve such plans unless 
the stockholders have made substantial voluntary contributions 
to the assets of the bank equal to the amount estimated to be 
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recovered from them in the event of an assessment, or unless it 
be found that the recovery from assessment would be so negli
gible, by reason of the financial condition of the shareholders, 
that it would not constitute a substantial factor for consideration. 
Frequendy the lack of assessment is compensated for by the sub
scription by the old stockholders to capital for a new bank to 
take over the aHairs of the old bank, it appearing in many such 
instances that the stockholders are not capable both of paying 
the capital for a new bank: and of paying an assessment in the old 
bank, in which event the organization of a new bank may ap
pear to be of relatively greater importance by reason of the 
lack of banking facilities in the community, and also because of 
the fact that the organization of a new bank with new capital 
may make possible the immediate release of dividends to the de
positors and creditors of the old bank incident to the purchase of 
the assets of the old bank by the new bank. 

QUESTION: Does the Waiver Plan stiII preserve the right 
to hold the directors and officers responsible for mismanagement, 
etc. or does the depositors' waiver relieve them? 

ANSWER: The Waiver Plan does not waive the right of the 
depositors and creditors to hold the' directors and officers re
sponsible for mismanagement. If the directors and officers have 
been guilty of mismanagement or other conduct resulting in 
dissipation or loss of the assets of the bank, the cause of action 
therefrom resulting constitutes an asset which may be reduced to 
judgment for the benefit of those who may have been damaged.6 

In a very large number of cases depositors apparently 
agreed to waiver plans without realizing that they were 
waiving their claim to have the stockholders assessed un
der the double liability clause. The effect of the waivers 
was to restore the bank: to solvency and thus remove the 
basis for assessment. In view of the fact that vast num
bers of depositors are ill informed as to such technicali
ties, and in view of the further fact that plans were bind
ing upon dissenting minorities, it would seem that special 

• Comptroller of the Currency, Press Release, Sept. JJ, 1933. 
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precautions should have been taken to insure a real meet
ing of the minds of all concerned with regard to the effect 
of the ~aiver plans. In many cases the opposite policy 
seems to have been pursued. The restoration of the banks 
to solvency was deemed the paramount consideration, 
rather than a scrupulous protection of the rights of de
positors. This situation was probably aggravated by the 
fact that in many communities the depositors who domi
nated the depositors' committees were also the larger 
stockholders. 

m. STATE REORGANIZATION PLANS 

Legislation was enacted in a number of states-a series 
of banking dictatorship laws-authorizing the state bank
ing supervisor- to permit banks to continue operations or 
to operate them himself under virtually any conditions 
he might see fit. Some of these statutes merely provided 
for bank reorganization without receivership by the use 
of such devices as agreements by depositors to waive a 
portion of their deposits for a period of years. It will be 
remembered that many of these depositor waivers had 
been arranged in several states without warrant of law 
in connection with mayors' moratoria. -

These state statutes, in general, placed their respective 
ba~ng systems, or at least the weaker members thereof, 
under much closer control and supervision of the bank
ing departments. Banking department officials were au
thorized to take practically complete charge of institu
tions in danger of collapse. After preliminary investiga
tion of the affairs of such banks, they could be reorgan
ized, with depositors waiving a part of their claims; they 
could be placed in receivership and liquidated; or they 
could continue to operate with or without closer su
pervision by supervising authorities, and with or without 
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restriction on deposit withdrawals. Most of these laws 
provided that they should be in effect for either specified 
periods of time, or for the "duration of the emergency." 
It was not contemplated that the increased supervision be 
made a permanent feature of the banking codes. 

The actual reorganization of state banks closely par
alleled that of national banks and drew upon pre-holiday 
experience. In general, banks were allowed to write off 
or segregate all except their sound and relatively liquid 
assets. Capital thus impaired was restored by the sale of 
new stock to the public or the RFC, and an adequate ratio 
of capital to deposits was established. Deposits were then 
scaled down in accordance with the write-off of assets. 
Unacceptable assets were to be liquidated separately for 
the benefit of depositors, in several states by separately 
organized liquidating institutions. Reorganized banks 
were subjected to particularly close supervision. 

Stockholders were usually called upon to make as sub
stantial a contribution to the recapitalization as possible. 
In some states they were permitted to retain ownership 
of the bank, but were barred from participating in earn
ings or payments arising from future liquidation until 
deposits had been paid off in full. 

In the following sections we describe briefly the meth
ods of reorganization which were used in New York and 
in Michigan. In Appendix D we present a more detailed 
account of the reorganization experience of the state of 
Washington, prepared by Professor Howard H. Pres
ton. Most of the procedures used elsewhere are very 
similar to one or another of these." 

Re01'ganization in New York. On March z, 1933, 
in the face of numerous bank holidays in other states, the 

, Additional material is on file at 'rhe Brookings Institution and avail
able for use by research workers. 
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New York Banking Board authorized the Superintend
ent of Banks to limit the withdrawal of deposits to an 
amount .equal to the proportion that liquid assets bore 
to total assets of any bank. This action was taken under 
Section 10Cb) of the Banking Law, which provided for 
safeguarding the interests of depositors and stockholders 
in times of emergency. 

On March 6 the Assembly passed an act which pro
vided that the Banking Board should have the power to 
suspend any provision of the Banking Law and to make 
rules and regulations which might be inconsistent with 
the law in order to safeguard depositors and stockhold
ers.8 On March I I the Board adopted a resolution pro
viding for the establishment of segregated trust deposits.8 

At a later date the Assembly amended Section 6 I of 
the Banking Law to provide in detail for reorganiza
tion.10 As originally drawn up this act provided that a 
reorganization plan need be approved only by the Su
perintendent and the Board of Directors. It also pro
vided that not more than 80 per cent of the sound as
sets of a bank might be paid out to depositors. The bank 
was to issue.to its depositors certificates representing the 
proportion of their accounts which under this provision 
could not be withdrawn. No dividend could be paid on 
the stade of a bank until these certificates had been re
tired. The certificate holders were entitled to vote for 
directors as though the unpaid amount of their certifi
cates represented stock of the same par value. They also 
had the right to convert their certificates into stock. 

Because of certain objections to this plan, one being 
that depositors were not given adequate voice in its prep-

• N.Y. Laws, Chap •• p, 1933. 
• New York, Report of the SuperintenUnt of Btmks for 1933, p. 34-. 
10 Amendments to the Banking Law, New York Banking Department, 

1933, pp. 5-7· 
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aration, another reorganization act, which became Sec
tion 6I(a) of the Banking Law, was passed at the ex
traordinary session of the Legislature.11 This act pro
vides that stockholders are to contribute their shares of 
stock, or money, or both, in lieu of assessments on such 
stock. All depositors and stockholders are bound by any 
such plan which has been approved by depositors repre
senting at least 80 per cent of the bank's total deposits, 
and stockholders owning at least two-thirds of its capi
tal stock. Further, such plan must be approved by the 
Supreme Court for the county in which the bank in ques
tion is located. Stock which is surrendered may be sold 
or placed in escrow. In the latter case all· dividends ac
cruing to it are impounded for the benefit of depositors. 
Usually provision is made for sale of the stock for the 
benefit of depositors, should their certificates not be paid 
off at the end of five years.12 

Assets which are accepted as sound investments for the 
reopened bank: are segregated more critically than are 
good assets in the course of regular examinations. In at 
least one case a mortgage company was organized to 
take over unacceptable assets; the depositors are to re
ceive all collections made by the mortgage company. 
In some cases the Banking Department has attempted 
to change the management of a reorganized institution. 

Reorganization in Michigan. On March 22 a law was 
enacted in Michigan und~r which the Commissioner was 
authorized to reorganize unlicensed banks under his su
pervision.18 On the same date the Governor appointed 
an Advisory Banking Commission consisting of the At-

D .leis ·PasseJ aI the Recent Extraorainary Session of the Legisl4lure, 
New York Banking Department, pamphlet dated Sept. 6, 1933. 

"New York, Report of the Superintentlent of Banks for 1933, pp. 
19-Zo. 

.. Public Acts of 1933, Act 3Z. 
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torney-General, the Secretary of State, the State Treas
urer, and the Superintendent of Public Instruction. This 
Commis~ion appointed all conservators and their at
torneys upon the recommendation of the Commissioner 
and the Governor. It also passed upon all reorganization 
plans, and all regulations governing conservatorships. 

With about two-thirds of the frozen deposits in state 
member banks, it was recognized that any reorganization 
plan had to be acceptable to the Federal Reserve officials. 
Only after several weeks was a plan drafted which was 
satisfactory to the Federal Reserve Bank, the Attorney
General, and attorneys representing the several closed 
banks. 

As finally adopted, the procedure involved the sub
mission by the conservator of each bank of a detailed re
port of its condition. The conservator might recommend 
reorganization under one of the two blanket plans finally 
approved by the authorities. One of these plans provided 
for opening on an unrestricted basis, the other on a re
stricted basis. Both included the following provisions: 

I. A 100 per cent stock: assessment was to be levied, to con
stitute the ne~ ~apital. Shareholders paying the assessment were 
to retain their stock:; others were to forfeit theirs and might 
still be proceeded against for a judgment.U 

2. No dividends might be paid to stockholders until a surplus 
equal to 20 per cent of capital was established. 

3. Capital was to be provided in such ratio to deposits as the 
Commissioner might determine, and was to be represented by 
sound assets • 

.. A decision of a circuit court denied such a judgment on the grounds 
that the Banking Department had employed "loose arbitrary methods to 
evaluate the assets of the bank" and that the "assessment was made with
out regard for the solvency or insolvency of the bank, but rather to under
value assets to better establish greater security for the reorganized bank." 
The case was that involving an assessment on the stock of the Ludington 
State Bank levied against the William A. L. Roth estate, decided by Cir
cuit Judge Cutler on February n. American Banker, Feb. 10, 1934. 
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4. Officers and directors were to be approved by the Com
missioner. All expenses were to be subject to the control of the 
Commissioner. 

s. Interest on claims was to be allowed up to March 4, 
1933, and offsets were to be allowed. 

6. Preferred stock could be issued in form satisfactory to the 
RFC. 

Openings on a restricted basis were subject to the fol
lowing terms: 

I. Certain deposits were made available without restr~ction. 
These included: state and postal savings deposits, secured and 
preferred public funds, reserves of other state banks, trust de
partment deposits, school savings deposits, unsecured deposits 
under $ I 0, and other preferred deposits. 

2. A percentage of the remaining deposits was waived and 
. represented by certificates of participation in a trust fund con
sisting of unacceptable assets turned over to trustees for liquida
tion. The bank might exchange any assets retained for any of 
these within two years of the reorganization. 

3. The remainder of these deposits was made available in the 
form of time certificates of deposit maturing from one to five 
years in equal amounts each year. These certificates were to bear 
interest at I per cent the first year, 2 per cent the second and 
third years, and 3 per cent the fourth and fifth years. They 
were to be callable at any time, and to be acceptable in pay
ment of any obligation due the bank, including stock assessments, 
or for the purchase of any assets of the bank or of its stock. 

The trust fund, sometimes called the depositors' cor
poration, against which certificates of participation were 
issued, assumed liability to the RFC for loans made prior 
to or as an incident of the reorganization, and assets ap
proved by the RFC were transferred to it to secure such 
loans. This made possible reopening with no "bills pay
able." To the trust fund were transferred slow assets 
selected by the Commissioner, stock: assessments not paid 
in to capital, and ·all items previously charged off but 
still owned by the bank. All of these assets are pledged 
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with the RFC until the latter has been reimbursed. The 
bank is to service these assets. The trust fund, or de
positors' corporation, may be dissolved by vote of the 
certificate holders, and will be administered during its 
life by their appointees. Prior to the, adoption of a re
organization plan, the approval of the owners of 75 per 
cent of the deposits was required, after which it was bind
ing on all. 

Considerable red-tape impeded the reorganization of 
MiChigan banks. The depositors, the conservator, the 
Commissioner, the Governor, and in some cases Federal 
Reserve and RFC officials, had to agree to each plan. Any 
dissenting depositor or stockholder could appeal to the 
courts, which might order payment of certain claims 
either in cash or by the allocation of assets, or might re
quire conformity to the plan. 

IV. TIm NUMBER OF REORGANIZATIONS 

Complete statistics concerning bank reorganizations 
are not available. Most of the banks which were not 

, licensed by April 12, 1933, however, underwent at least 
a capital reorganization, and in most cases some scaling 
down of deposits. The number of active banks in opera
tion since that date includes some completely new institu
tions, but most of these took over part of the assets and 
deposits of closed banks. Between April 12, 1933 and 
June 27, 1934 the number of licensed banks increased 
by approximately 2,100, which may be taken as the 
rough number of reorganizations. 

By June 30, 1934, 989 national banks with deposits 
of about 1,700 million dollars had been reorganized. 
This compares with 1,400 national banks restricted after 
the bank holiday, with deposits of nearly 2 billion dol
lars. At the end of June 94 national banks were still on 
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a restricted basis. Of these, 8 I with frozen deposits of 
$87,881,000 had had their reorganization plans ap
proved, and 13 with $7,895,000 frozen deposits had had 
reorganization plans disapproved. The remainder, 568 
banks with deposits of about 1,01 I million dollars, had 
been placed in liquidation.15 

A sample analysis of the national banks in seven states 
which failed to secure licenses immediately after the holi
day, but which reopened by the end of 1933, indicates 
that approximately 62 per cent of the frozen deposits 
were released at the date of reopening. There was of 
course some additional realization on frozen assets after 
reopemng. 

No exact figures are available for state banks. But the 
number of licensed state institutions increased from 8,028 
on April 12, 1933 to 9,587 on June '1.7, 1934. Appar
ently some 1,500 state bank reorganizations took place 
during this period.1.6 The amount of frozen deposits in
volved is conjectural, but between April 12 and Decem
ber 31, 1933 deposits in non-licensed state banks de
clined about 1.4 billion dollars, of which about 900 mil
lion was accounted for by banks placed in liquidation.u 

To the remaining 500 million perhaps another 100 or 
200 million should be added to arrive at the total de
posits of state banks reorganized by JUne 30, 1934. 

II Data for national banks cover the period from Mar. 16, 1933 to 
June 30, 1934. Information was obtained from office of the Comptroller 
of the Cnrrency. 

sa FeJeral Reserve Bulletin, July 1934, pp. 496-97. 
"These computations are from Federal Reserve Bulletin, April 1934, 

p. 251, and May 1934, p. 309. Tables giving licensed banks by states on 
Apr. u and Dec. 27, 1933, and by Federal Reserve districts on June 27, 
1934 will be found on pp. 256-58. 
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CHAPTER XI 

RFC LOANS TO OPEN BANKS 

In Chapter I we referred briefly to the efforts that 
were made in 1932 to check the tide of bank failures by 
lending federal money to distressed banks through the 
agency of the Reconstruction Finance Corporation. In 
this chapter we describe the procedure which was em
ployed in these operations and summarize the results 
obtained. 

Of course an attempt to evaluate the activities of the 
RFC must, at the present time, confine itself to a con
siderable extent to pointing out potentialities. Some of 
its operations have practically run their course, and the 
degree of their effectiveness is by now apparent; but for 
most of them sufficient time has not elapsed to make a 
definitive appraisal possible. 

I. PROCEDURE 

Under regulations promulgated by the RFC, loans 
to banks were to be secured either by pledging of assets 
acceptable to the RFC as collateral for promissory notes 
or by rediscounting such assets. The application forms 
call for sufficient credit information to disclose the finan
cial condition of the applicant and the value of the se
curity. A state bank, in addition, submits a copy of the. 
report of its latest examination. 

Approval of a bank's directors and counsel must be 
secured. The application is then filed with the local 
agency of the RFC, which transmits it to the Washing
ton office for final consideration. If approved, the pro
ceeds of the loan are made available through the Fed-

145 
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eral Reserve Banks. Collateral, if required by the RFC, 
must be indorsed or assigned to the Corporation! 

The .RFC Act removed, for all loans made under it, 
the limitation of the indebtedness of national banks to 
the amount of their capital. 2 But it could not, of course, 
free state banks from the restrictions imposed by the 
state laws under which they operated. These limits usu
ally restricted indebtedness to capital and surplus or 
some percentage or multiple thereof/ or to unimpaired 
capital and surplus, or to a percentage of deposits or 
assets! Furthermore, these laws usually limited the 
collateral pledged to SO per cent in excess of the 
10ans.6 In most states, however, these restrictions could be 
waived by the supervisor of banks. Recent legislation in 
most states has removed all restrictions on borrowing 
from the RFC.6 In sQme states, special sessions of the 
Legislature were called to enact such enabling legisla
tion, after it had been decided that existing laws prohib
ited acceptance of loans from the RFC. 

II. AMOUNT OF LOANS TO OPEN BANKS 

In less than three months after the enactment of the 
RFC Act the Corporation aided 1,319 banks.T By Aug

, RFC Circular No. I, Feb. 1932. 
• 47 Stat. L. 8, amending R.S. 5202 as amended by 41 Stat. L. 297. 
• For examples, see Ore. Laws, 1931, Sec. 22-802 (d) ; Miss. Code Ann., 

1930, Sec. 3847. 
• For example, see Del. Laws, 1921, Sec. 18, p. 299; R.I. Acts and Re

solves, 1931-32, p. lOS; Ark. Laws, 1932, Art. 4, Sec. I. 
• For example, see Del. Laws, 1921, Sec. 18, p. 299. 
• Such permission was frequently given under extremely general pre

visions. In Oregon, with the approval of the Superintendent of Banks, 
"any bank or trust company may take advantage of any law that has been 
enacted or may be enacted by the Congress of the United States for the re
lief of banks and trust companies or for their benefit." Ore. Code, 1930, 
Chap. V, Title XXII, Sec. 2.2.-531, added by Laws, 1933, Chap. 2.2.7, Sec. 
21. 

'Testimony of Governor Meyer of the Federal Reserve Board before 
a sub-committee of the House Committee on Banking and Currency, 
Apr. 14, 1932. 
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ust 31, 1932 the Corporation had authorized loans of 
$784,214,459 to 4,324 banks, upon 6,584 applications.8 

This outpouring of funds was accompanied by a re
vival of confidence in the banking system. The with
drawal of deposits ceased, and there were only 85 failures 
in August, involving $34,73°,000 in deposits, while in 
the preceding seven months there had been 952, with 
deposits of $587,320,000.9 The decline in failures was 

. accompanied by a slackening of the volume of new loans 
by the RFC, the aggregate of new authorizations in Oc
tober being smaller than that of any prior month in the 
Corporation's history.1o Repayments of these loans had 
amounted to $256,712,528, or 31 per cent of authoriza
tions.ll In fact the balance of authorizations less repay
ments decreased by over $20,000,000 between July 31 
and October 30, indicating that the banks as a whole were 
paying back more than they were borrowing.i2 Beginning 
in December the amount of loans again rose, and it stead
ily increased in the following months in an effort to stem 
the tide of panic. During the first quarter of 1933 the . 
RFC authorized loans to open banks of $279,106,522, 
over three times the amount of the preceding quarter.18 

The large number of liquidations and reorganizations 
subsequent to the bank holiday, and the restoration of 
confidence and a more sound banking structure, caused 
a shift of interest from loans to open banks to loans to re
ceivers and conservators. The amount of loans to open 
banks authorized during the last three quarters of 1933 
was less than half the amount authorized in the first 
quarter. The following table presents authorizations 

• RFC Summary Release, Oct. 4, 193z. 
• Federal Reserve Bulletin, September 193Z, p. 613 • 
.. RFC Summary Release, Nov. 16, 193z. 
U RFC Report to Congress for October '932. 
"The same, and report for July 1932.. 
U RFC Report, fourth quarter, 1932., and first quarter, 1933. 
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RFC LoANS AUTHOIU1:ED TO OPEN BAND AND TRUST ·COMPANIES 

FEBRUARY 2,1932 TO JUNE 30,1934 

Quarter 

First, 1932 ............... . 
Second .................. . 
Third ................... . 
Fourth .................. . 
First, 1933 ............... . 
Second .................. . 
Third ................... . 
Fourth .................. . 
First, 1934 ............... . 
Second .................. . 

Total ................. . 

Number of Loans 

886 
3,207 
2,366 
1,421 
1,651 

423 
160 
181 
107 
62 

10,464 

Amount Authorized 
(In thousands of 

dollars) 

156,009 
459,382 
198,303 
84,517 

279,107 
64,274 
34,528 
23,440 
24,693 
17,681 

1,341,934 

for loans to opC!n banks and the number of loans, by quar~ 
ters, for 1932, 1933, and the first two quarters of 1934. 

The table on page 149 presents cumulative totals not 
only for authorizations, but for repayments and other 
items concerning loans to open banks. 

It will be noted that since March 31,1933 the amount 
of loans outstanding to open banks has consistently de
creased. Authorizations from that date to the end of 
June 1934 totalled $149,542,00014 and disbursements 
$134,665,000, while. repayments amounted to 
$522,166,000. 

m. EFFECTS OF LOANS ON THE NUMBER OF FAILURES 

Obviously the RFC failed to prevent a collapse of the 
banking system. All banks closed in March 1933 and 
some 4,200 failed to reopen immediately. The RFC did 
succeed, however, in bolstering depositor confidence and 
in stemming the tide of suspensions for nearly a year. 

The best index of depositor confidence is the amount 
,. Rescissions of loans in quarters subsequent to those in which they were 

authorized in the amount of $19,872,000 have been deducted. 
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RFC LoANS AUTHOIUZED TO OPEN BANKS AND TRUST CoMPANIES 
FEBRUARY 2,1932 TO JUNE 30,1934 

Cumulative Quarterly Totals 
(Dollar items are in thousands) 

Number Amount 
Amount Amount Amount 

Quarter of Author- Out-
Loans ized" Disbursed Repaid standing 

First, 1932 .... 886 $ 156,009 $ 124,107 $ 6,221 $117,886 
Second ....... 4,093 615,391 487,062 67,097 419,965 
Third ........ 6,459 809,318 675,254 149,717 525,537 
Fourth ....... 7,880 893,745 810,110 233,932 576,178 
First, 1933 .... 9,531 1,172,520 987,445 309,834 677,611 
Second ....... 9,954 1,234,058 1,038,930 424,463 614,467 
Third ........ 10,114 1,268,023 1,077,094 544,141 532,953 
Fourth ....... 10,295 1,290,700 1,091,785 628,835 462,950 
First, 1934 .... 10,402 1,309,442 1,103,080 750,014 353,066 
Second ....... 10,464 1,322,062b 1,122,110 832,000 290,110 

• The figures in this column differ from those in the preceding table be
cause rescissions ofloans in quarters subsequent to those in which they were 
authorized have been deducted here but not in the other table. 

b Includes $189,961,503.76 withdrawn or cancelled and $9,991,044.48 
remaining to the credi t of the borrowers, not disbursed. 

In addition, on J nne 30, 1934, the Corporation had outstanding agree
ments to mak} 14 loans to open banks and trust companies upon the per
formance of specified conditions, aggregating $7,909,101.84. 

of cash in circulation. A rapid and sustained increase in
dicates a conversion of bank: deposits into cash. The fol
lowing table gives the amount of money in circulation 
from the year preceding the establishment of the RFC· 
through June 1934 (average of weekly figures for the 
last month in each quarter, in millions of dollars) :15 

Date Money in Circulation 
December 1930 . . . . . . . . . . . . . . . . . . . . . . . . . . .. 4,823 
March 1931 .............................. 4,590 
June .................................... 4,750 
September ................................ 5,133 
December ................................ 5,611 
March 1932 .............................. 5,531 
June .................................... 5,530 

.. Federal Reseroe Bulletin. 
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September ............................... . 
December ............................... . 
March 1933 ............................. . 
June ................................... . 
September ............................... . 
December ............................... . 
March 1934 ............................. . 
June ................................... . 

5,685 
5,699 
6,998 
5,742 
5,632 
5,811 
5,36816 

5,34118 

The increase in circulation, which amounted to nearly 
800 million dollars in 1931, was checked during 1932, 
the first year of operation of the RFC. But the increase 
during the first quarter of 1933 shows that declining con
fidence in banks had been only temporarily arrested. On 
March 8, 1933 the total of money in circulation was over 
7.S billion dollars, an all-time high and an increase of 
over 1.S billion in two weeks.17 

The decline in deposits was chiefly attributable to can
cellation of bank credit rather than to withdrawals of 
cash. Hence it involved a contraction of the total volume 
of circulating media. This the RFC arrested only tem
porarily. Total bank deposits had dropped nearly 6 bil
lion dollars-about 12 per cent-in the last half of 
1931. In the first half of 1932 the fall was about 4 bil
lion dollars, while in the next six months it was only 300 
million dollars.18 But the rate of decline then increased 
until the bank holiday. 

Bank suspensions were also temporarily arrested 
by RFC lending operations. In the last half of 1931 
there were 1,611 failures, involving deposits of 
$1,270,648,000.:18 In the entire year 1932, the first year 

... Gold coin in circulation excluded, between 200 and 300 million 
dollars. 

.. Federal Reserwe Bulleti", April 1934, p. 211 • 

.. The same, p. 216 • 

.. A""fUIl Report o/the Federal Reserwe Board, 1931, p. 126. 
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of the RFC's operations, I,456- banks failed, with de
posits of $7I5,62.6,000. The accompanying table gives 
suspensions and RFC loans by months from the estab
lishment of the RFC to the bank holiday. 

BANK SUSPENSIONS AND RFC LoANS TO BANKS, JANUARY 1932-FEBRUAILY 
1933" 

(Dollar items are in thousands) 

Month Loans Suspensions· 

Authorizedb 
Number Deposits 

January 1932 .. _ .... 
$ 44;625 

342 S 218,867 
February .......... 121 57,266 
March ............ 108,751 46 14,760 
~riJ. ............. 152,104 74 31,613 

ay .............. 113,118 82 34,370 
June .............. 219,787 151 132,661 
July .............. 97,266 132 48,743 
August ............ 87,776 85 29,513 
September ......... 29,952 67 13,508 
October ........... 21,803 102 20,092 
November ......... 23,250 93 43,319 
December ......... 51,006 161 70,914 

January 1933 •...... 56,133 242 134,202 
February .......... 132,422 154 64,703 

• Al1l1ua/ Reporl of Ihe Federa/ Reserve Board; 1932, p. 154; Federa/ Rt!errJI 
Bullelil1, April 1934, p. 251; and RFe Reporl, fourth quarter, 1933, p. 23. 

b Includes loans to closed banks amounting to about 100 million dollars • 
• Exclusive of banks closed by local holidays. 

IV. ATTEMPTS TO PREVENT THE BANK HOLIDAY 

During the period covered by the preceding table, 
RFC disbursements of cash were greater than the total 
amount of deposits involved in suspensions. But the Cor
poration could not cope with the cash withdrawals of 
three-quarters of a billion dollars a week which took 
place immediately before the bank holiday. Had it been 
authorized to convert all bank deposits into cash the 
holiday could certainly have been averted, but such a 
guaranty of deposits might have required the absorption 
by the Treasury of losses running into billions. The ·is-
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sues involved would have been similar to those presented 
by proposals to payoff in full depositors in closed banks, 
which are discussed below." 

RFC·officials apparently made a sincere effort to save 
the Detroit banks from suspension, offering advances on 
the most liberal terms possible under the law. Before 
examining their efforts to prevent the Michigan holiday, 
which, if successful, might have obviated the necessity 
for the national holiday, it should be noted that the banks 
of Michigan had been interested in the formation of an 
institution to liquefy assets. During 1931 and 1932 it 
was realized that the grouping together of the larger 
banks in the state under two holding companies had cre
ated a dangerous situation. The failure of one member 
of a group would have caused a loss of confidence in all 
the other members, and probably in the other group. 
During the fall of 1931 Michigan bankers urged the 
establishment of relief agencies by the federal govern
ment. The Michigan Association of the National Credit 
Corporation was organized with enthusiasm, but was 
relatively ineffective. Some of the large banks made no 
use of it or of the RFC until just before the holiday. 
The 5 per cent interest then charged by the RFC acted 
as a deterrent toward applying for loans until they were 
absolutely necessary.21 

In 1932 the Union Guardian Trust Co. of Detroit, a 
member of the Guardian Detroit Union Group, the clos
ing of which ultimately precipitated the Michigan bank 
holiday, was granted' net loans of $12,642,220.22 
In June of that year the Trust Company applied for 28 
million dollars to be used for the complete liquidation 

-Seepp.ISI-87. 
B 73 Cong. 2 sess., Stock Excluzi.ge PrtlCtices, Hearings on S. res. 84 

and S. res. 56 and 97 before Senate Committee on Banking and Currency, 
pp. SS61-71 and 5617 • 

.. The same, p. 4813. 
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of its deposit liability. It was feared at that time that 
the institution was on the verge of suspension because 
of inability to meet anticipated withdrawals, and that 
its closing would be followed by that of the rest of the 
banks in eastern Michigan.28 The RFC, however, was 
unwilling to make an advance of this amount on the as
sets of the Trust Company, suggesting that its stock
holders and large depositors should assume some of the 
burden.:H The officers of the Trust Company felt that 
such an appeal~ especially to depositors, would be ex
ceedingly dangerous, and in February 1933 asked for an 
additional 50 million dollars for it and for other mem
bers of the group, which would have increased the total 
group indebtedness to the RFC to nearly 63 million.2s 

RFC eXaminers worked day and night making an ap
praisal of the collateral offered, and numerous confer
ences were held between them and group officers, De
troit industrialists, Cabinet officers, and even President 
Hoover. The RFC was unwilling, however, to increase 
its commitment to more than $37,720,000, which, the 
RFC chief examiner stated, was practically the liquidat
ing value of the assets offered, and an exceedingly liberal 
offer.26 The following figures, in thousands of dollars, 
indicate the commitments which the RFC was willing to 
make, compared with the face value of the collateral.21 

Collateral Face Value 
Bonds . . . . . . . . . . . . . . . . . . . . 13,085 
Secured notes .............. 6,374-
Unsecured notes . . . . . . . . . . . . 730 
Mortgages ................ 12,466 
Other. . . . . . . . . . . . . . . . . . . . 556 

Total ............... . 33,211 

Commitment 
8,192 
2,639 
. 313 

11,224 
393 

22,761 

-The same, p. 4810. "The same, p. 4814. "The same, p. 4755. 
• The same, p. 472.8. If The same, p. 4740. 
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The commitment on the mortgages was decidedly 
generous in view of the usual loan value of such assets. 
City of Detroit notes with a face value of $3,214,000 
were alnong the collateral. Although the credit of De
troit was at a decidedly low ebb, the RFC offered 
$2,893,000 on this security. Notes of the Fisher Com
pany with a face value of $i,I 19,000 were given a loan 
value of $1,007,000. On a $2,350,000 issue of Simmons 
Company bonds underwritten by the Guardian Detroit 
Union Group, of which it had not been able to dispose, a 
loan of $2,IIS,000 was offered. Guardian National Bank: 
of Commerce Collateral having a face value of approxi
mately $ 12,000,000 was accorded a loan value of 
$ 10,798,000.28 

The Trust Company, which needed 20 million dol
lars, had assets with a face value of only $7,940,000 and 
a loan value of but $5,096,500. To make up the defi
ciency, assets of relatively negligible value, later shown 
to be over-estimated, were taken from non-banking affili
ates." 

When it became apparent that the most liberal RFC 
loan would not furnish sufficient liquidity, an appeal 
was made to the Ford interests for additional capital and 
a pledge that their deposits would be subordinated for a 
time. This would have reduced demand liabilities to a 
point at which the RFC funds would have offered ade
quate protection. But Henry Ford and his company had 
already aided the group to the extent of about 16 mil
lion dollars, part of which was unsecured. They now 
'agreed conditionally to a subordination of their 7.5 mil
lion dollars in the trust company, but refused to add 5 
million dollars in new capital for the group, in spite of 

• The same, p~ 474:&. • The same, p. 4741. 
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urging on the part of members of the President's Cabi
net. Furthermore, Mr. Ford stated that if the Guardian 
banks should close he would withdraw his deposits from 
the banks of the other group--the Detroit Bankers' 
Company~ he felt both groups should be treated 
alike. Other large depositors refused to agree to the plan 
unless Mr. Ford did.sO 

It is plain that the chief difficulty in the way of the pre
vention of the Michigan holiday by the RFC was the ap
parent insolvency of the Guardian Trust Company. The 
RFC could not lawfully have furnished sufficient cash 
to payoff its deposits since the loan would have been 
inadequately secured. To have pledged the assets of 
other members of the group would only have aggra
vated their position, and would have been unfair to their 
depositors. 

There was a forlorn hope that the declaration of a 
short holiday in Michigan would provide a breathing 
spell in which the tangle might be unraveled. By such 
a course there was a much better chance of effecting ad
justments than in keeping the banks open. Had the bank 
holiday not been declared, depositors' runs would have 
caused practically universal suspension within a day or so. 

As it happened, the Michigan banks were not re
opened and the national bank holiday speedily followed. 
As in Detroit, the RFC could have saved the situation 
only by virtually guaranteeing all deposits. The losses 
would then have been distributed among the taxpayers 
rather than depositors. However, the Corporation had 
no legal authority to take such a step. 

It has been alleged that the publication of the names 
of banks borrowing from the RFC caused depositors in 

-The same, pp. 4570, 4586, 459z-96, 4734, 5794. 
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these institutions to lose confidence. This allegation is 
not substantiated by the record of failures. Names of 
RFC borrowers were made public for the first time in 
the latter part of August ~932, and there were fewer 
failures in September than in any previous month since 
March. In October and November the number was but 
slightly higher than in August. Depositors had a right 
to know if their institution was borrowing, and they 
would have known it from the next statement of condi
tion in any event. 

Numerous recipients of RFC funds did fail. Of 65 
banks in Chicago which borrowed from the RFC up to 

,July 20, 1932, only 18 remained open in February 
1933.81 In come cases RFC loans postponed or prevented 
suspensions. For example, a run on the Union Trust 
Company of Baltimore was halted August 19, 1932 by 
12.5 million dollars from the RFC accompanied by pub
lic statements on the part of President Hoover and RFC 
officials that the institution was solvent and its deposi
tors in no danger. 82 

Such statements, while appearing justified at the time, 
worked obvious hardship on the depositor who left his 
money in only to take a loss when the bank failed to re
open after the holiday. While the RFC officials deserve 
commendation for the valiant attempt they made to halt 
the wave of bank failures, they laid themselves open to 
. censure by making declarations that all was well, since 
subsequent events have shown all was not well. It would 
perhaps have been better if their statements had been 
confined to facts rather than opinions, or if they had 
made no statements at all. 

_ 11 Trust Companies, February 1933, p. 178 . 
.. New York Times, Aug. 10, 1932.; RFC Report to Congress for 

August 1932. 
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v. DISTRIBUTION OF LOANS 

The RFC has been accused of advancing the major 
portion of its loans to large banks while it was the small 
banks that needed help. But there is a remarkably close 
correlation between loans authorized to the various size 
groups of banks and the number and assets of banks in 
these groups, as the following tables indicate. The RFC 
publishes loans only by size of community, but distribu-

NUJlBER OF BAIiIKS AUTHORIZED TO BORROW FROM THE RFC COMPARED' 
WITH NUMBER OF BAIilItS· 

Classified by Size of Community 

Number of 
Number of 

Population of Number of Borrowers as 
Community Banksb Borrowers" P~rcentage of 

Number 0/ Banlts 

Under 5,000 ...... 16,409 5,072 31 
5,000- 9,999 ...... 1,831 567 31 

10,000-24,999 ...... 1,607 528 33 
25,000-49,999 ...... 746 249 33 
50,000-99,999 ...... 579 211 36 

100,000 and over ..... 1,694 571 33 

All communities .... 22,866 7,198 31 

• Changu in the Number and Size 0/ Banks in the Unit~d Statu, p. 48; 
RFC /lqort, second quarter, Table 8, 1934 (mimeographed). 

b As of June 30, 1930 or nearest available date • 
• In 1932 and 1933. Data include loans for liquidation or reorganization. 

tion on this basis' is essentially similar to one by size of 
banks.ss 

These figvres indicate a remarkably even distribution 
of RFC funds among banks according to their size. 
There were naturally some changes in the relative size 
of banks between 1930 and 1932, but these were not of 
sufficient importance to invalidate the comparison. 

The table on page I S8 presents a similar comparison 

• Changes in the Number and Size of Banks in the United States, Fed
eral Reserve Committee on Branch, Group, and Chain Banking, pp. 34 
and 48. 
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by amounts of loans authorized and distribution of bank 
assets. Like the preceding one, it indicates no undue 
favoring of the large institution. M 

At Least one of the loans to large banks has been the 
occasion of much criticism, however. Chairman Dawes 
resigned from the RFC on June 6, 1932. On June 27 
it was announced that the Corporation had loaned 80 

BANIt LoANS AUTHORIZED BY THE RFC, COMPARED WITH BANIt LoANS AND 
INVESTMENTS CLASSInED BY SIZE OF COMMUNITr 

(Dollar items are in thousands) 

Population of Loans and RFC Loans as Per-
RFCLoans" un/age of Loans Community Investmentsb 

and I nDes/ments 

Under 5.000 ...... $ 6,630.687 $ 227,945 3.4 
5.000- 9.999 ...... 2.340.889 80.561 - 3.4 

10.000-24.999 ...... 3.530.361 127,122 3.6 
25.000-49.999 ...... 2.501.967 108.309 4.3 
50.000-99.999 ...... 2.759.011 213.800 7.9 

100.000 and over ..... 30.299.000 1.048.332 3.4 

All communities .... $48.061.915 $1,806,069 3.8 

• Changes in the Numhr and Size of Banks in the United States, p. 48. 
b As of June 30,1930 or nearest available date. 
• Loans made in 1932 and 1933. Data include loans for liquidation or re

organization. 

million dollars to his bank, the Central Republic Bank 
and Trust Company of Chicago, and that New York 
and Chicago banks had loaned sufficient funds in addi
tion to permit the Central Republic to go into voluntary 
liquidation and payoff its depositors in full.86 

I t was disclosed later that the RFC loan totalled 90 
million dollars. Criticism has been levied against this 
action on two counts. First, it was alleged that the bank 
was able to secure such a complete release of its deposit 
responsibility only because of the connection of Mr . 

.. For further discussion see Banking Week, Sept. 16,193:& and follow
inli. issues. 

New York Times, June :&8, 193:&. 
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Dawes with the Corporation. President Hoover himself 
denied this implication, saying that Dawes did not ask 
for the loan, and that even the Democratic members of 
the RFC Board insisted on its being made.38 

The transaction is also questionable, however, because 
of the doubtful character of the security. The loan is at 
present in default both as to interest and principal. De
fault on the principal was to be expected, inasmuch as 
the loan was made for only one year and liquidation was 
certain to require more than that period. But default on 
the interest indicates that the quality of the collateral is 
not what it should have been. Much of the collateral 
consists of obligations of Insull concerns and German 
bonds, the values of which have fallen considerably since 
the loan was made.aT Chairman Jones of the RFC has in
dicated skepticism as to whether the advance ever will be 
repaid in full, stating that the present value of collateral 
will not cover the 62 million dollars still outstanding, 
and that recourse may be had to enforcement of stock
holders' liability. 

As an indication of its feelings on the subject, Con
gress the next month prohibited RFC loans to "any 
financial institution, any officer or director of which is a 
member of the Board of Directors of the Reconstruction 
Finance Corporation or has been such a member within 
the twelve months preceding the approval of the loan 
or advance."as 

However, the loan did save a dangerous situation in 
Chicago. In the three years previous to its granting, 165 
banks had failed in that city, 22 in the previous week. 
Runs on the Loop banks, the Central Republic in par-

• Speech in St. Louis, Nov. 4, I93z. 
or American Banke,., May S, 1934. 
• 47 Stat. L. 715. 
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ticular, had.developed.39 Had the bank failed, repercus
sions would have been widespread. 

Before the bank holiday RFC bank loans were con
centrated in the Midwestern and Southern states. In 
both of these regions the loans amounted to over 3 per 
cent of the total bank resources. In the Western and 
Eastern states loans were approximately six-tenths of 
one per cent of the total bank resources. Loans amount
ing to nearly 5 per cent of their total resources were made 
to state banks in Midwestern states but those to national 
banks in that region amounted to approximately one per 
cent of their resources. In the Pacific states national 
banks received loans of 3 per cent and state banks of 1.5 
per cent of their resources.40 

Although the RFC is a federal agency, national banks 
certainly were not favored before the holiday. Their 
loans from the Corporation amounted to approximately 
one per cent, while state institutions received about 1.75 
per cent of their resources. 

VI. CONTROL OF MANAGEMENT 

The statute empowering the RFC to regulate the sal
aries paid by financial institutions to which it makes 
loans41 has given the RFC a considerable degree of con
trol over the management of banks. One of the causes 
of bank failures commented upon by the Federal Reserve 
. Committee on Branch, Group, and Chain Banking was 
that salaries were often paid which were not justified 
by earnings.4

1! Salaries and bonuses in some cases have 
been entirely out of line with services rendered, especial-

.. New York Times, June ..s, 1932. 
'" E. C. Smith, "A Study of Depression Emergency Relief," Studies in 

the Social Sciences, Rensselaer Polytechnic Institute, 1933, pp. U-13 • 
.. 48 Stat. L. 110 • 

., Causes of Failure of <20 Representative Member Banks Suspending 
in the Years 1921-30, pp. 9Sff. 
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ly when officers have been in virtual control. At the same 
time these officers frequently have received large addi
tional emoluments from other corporations.4S 

The RFC, of course, can prevent such practices only 
in the case of borrowers from the Corporation, and as 
long as the offending institutions continue to borrow. But 
the fact that a bank must ask the RFC for aid is particular 
justification for requiring it to pare down exorbitant 
salaries. 

• See, for example, 73 Congo 1 sess., s. res. 56; p. Cong. 2. sess., S. res. 
84; Stock Exchange Practices, Hearings before Senate Committee on 
Banking and Currency, pp. 2.32.0-2.2., 2.32.5, 2.337-38, 2.359-61, 3003-04. 
401 7-1 9. 



CHAPTER XII 

RFC LOANS TO CLOSED BANKS 

It is perhaps surprising that it took so many years to 
find a satisfactory means of expediting substantial initial 
payments to depositors in closed banks. The desirability 
of such procedure was early recognized. The deposit 
guaranty systems adopted in the several states had that 
as one of their objects. But while it has long been con
sidered unobjectionable for individual depositors to bor
row against receivers' certificates, there has not until very 
recently been any general acceptance of the idea that a 
receiver might borrow against the assets of a closed bank 
and distribute the proceeds of the loan to depositors. 

One of the questions contained in a questionnaire sent 
out in 1908 by the National Monetary Commission was 
as follows: 

Would it be well, in your opinion, to change the existing laws 
so that liquidating banks could, in some way, arrange to pay 
depositors more rapidly? 

And the "question" continued: 
A careful examination of the assets of failed banks will fre

q!1ently show about how much dividend they can eventually pay, 
and considerable distress would be prevented if something ap
proximating this amount could be paid to depositors without 
any delay.1 

This letter was sent to national bank examiners, to clear
ing-house associations, to state bank supervisory officials, 

1 Report of the National Monetary Commission, Vol. 19, Pt. I, p. 8. It 
will be noted that in this and following quotations the technical term 
"dividend" is used to denote payments to depositors. The authors have 
avoided the use of this word in the text because of its more usual connec
tion' with income distribution to stockholders. 
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and to bank officers generally. There was no unanimity 
of opinion expressed in the replies received. Some op
posed the idea as too nearly resembling a guaranty of 
deposits, while others welcomed it as a method of stav
ing off the guaranty of deposits." Some thought it feasible 
for the government to make available an operating fund 
out of which creditors would be paid an amount esti
mated to cover the liquidation value of the assets; others 
suggested that the receiver should be permitted to bor
row money and pledge the assets of the bank as col
lateral. 

The President of the Chicago Clearing House Associ
ation characterized proposals to estimate the liquidation 
value of closed bank assets as hazardous, and added: 

Would not the initial advance dividend, whether large or small 
••• come to be construed as the official estimate of the Comp
troller as to the value of the bank's assets, and would not this give 
rise to undue sacrifice by creditors of their claims to speculators 
and shylocks? 3 

A San Francisco banker thought the proposal "a danger
ous opening." He suggested that: 

with the increasing interrelations of banks, through clearing 
houses and otherwise, neighbor institutions may in future find 
it advantageous to the community and to themselves to take 
over sound assets for this purpose. • . • Where assets are not 
sound and are insufficient to pay in full, so .that other banks in 
the same vicinity would be unwilling to touch them, we do not 
believe that anyone else, through any use of judgment, could 
determine a safe amount to advance.' 

James B. Forgan, of Chicago, suggested that receivers 
might borrow, without recourse, from neighboring banks, 
pledging assets for the loans.5 

'The same, p. 173. 
• The same, p. 6:&. 

'The same, p. 46. 
• The same, p. 70. 
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It was not until 1932, however, that a federal fund for 
this purpose was actually provided. The Reconstruction 
Finance Corporation Act, approved January 22 of that 
year, authorized the RFC to make loans secured by the 
assets of a bank: that was closed or in process of liquida
tion, to aid in reorganization or liquidation, upon ap
plication of the receiver or liquidating agent. The same 
act authorized receivers of national banks to contract 
for such loans and to pledge any assets of the bank: for 
securing the same.-

L PROCFDURE 

The Reconstruction Finance Corporation Act author
ized loans to closed banks for liquidation or reorganiza
tion and empowered receivers of national banks to bor
row from the Corporation. T The Congress could not, 
of course, give authority to receivers of state banks to 
borrow. In many states there was no statute giving any 
such authority and in no state, of course, was there specific 
authority for borrowing from the RFC. In consequence, 
some delay in respect to the distribution of funds to de
positors in state banks was occasioned. 

As an example of the type of state legislation authoriz-

• 47 Stat. L. 7. The movement for a Federal Liquidation Corporation 
had received substantial recognition sometime prior to this. The idea 
appeared in Senator Glass's banking reform bill, S. 32,15, introduced in 
the first session of the 72,d Congress, and in succeeding drafts of this meas
nre, of which tbe best known was S. 4412.. Section I2.-B of this bill pro
vided for a Federal Liquidating Corporation to purchase and liquidate 
the assets of closed member banks, or to loan on such assets for the pur
pose of a prompt partial payment to depositors. Capital funds were to be 
furnished through a 12.5 million dollar appropriation from the Treasury, 
a sale of stock to the Federal Reserve Banks amounting to one-fonrth their 
surplus, and subscriptions of one-fourth of one per cent of the deposits 
of member banks. The essential idea of these bills appears in the section 
of the Banking Act of 1933 which deals with the insurance of deposits. 
(Compare below, p. 2.18.) 

'See p. B. 
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ing the borrowing· of funds from the RFC for this pur
pose, the experience of New York may be cited. In his 
report for the year 1932 the Superintendent of Banks 
suggested to the Legislature an amendment to the bank
ing law permitting him to borrow from government or 
other agencies for the purpose of facilitating payments to 
depositors. The Banking Board also recommended the 
enactment of such legislation.8 At the fQllowing session 
of the Legislature, as a result of these recommendations, 
a new section was added to the banking law. This section 
reads in part as follows: 

69-a. Upon an order of the Supreme Court in and for the 
county in which the principal office of such corporation or 
private banker is located, the Superintendent is authorized to bor
row money and to execute, acknowledge and deliver notes or 
other evidences of indebtedness therefor and to secure the re
payment of the same by the mortgage, pledge, assignment, trans
fer in trust, or hypothecation of any or all of the property 
whether real, personal or mixed, of such corporation or private 
banker. Money may be so borrowed for anyone or more of the 
following purposes: 

(a) Facilitating liquidation; 
(b) Protecting or preserving the assets in his possession; 
(c) Declaring and paying dividends to depositors and other 

creditors; 
( d) Providing for the expenses of administration and liquida-

tion; . 
( e) Aiding in the reopening or reorganization of such cor

porations or of the business of such private bankers; 
(f) Aiding in the merger or consolidation of anyone or more 

of such corporations; 
(g) Aiding in the sale of all of the assets of any such cor

poration or private banker.8 

• Annual Report of the Superintendent of Banks for 1932, pp. 7 and 
J9· 

• Additional examples of state laws authorizing such borrowings are 
Va. Acts of 193a, p. 161, and Del. Laws, Vol. 3a, Chap. 103, Sec. 6, as 
amended. 
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Some states have as yet enacted no such legislation; 
others have only very recendy done so. In January 1934 
the Governor of Oregon signed Senate bill 3 1 permitting 
borrowing from the RFC or other sources.'O On Febru
ary 8 the Governor of Wisconsin signed a bill which 
authorizes the State Bank Commissioner to borrow fed
eral funds for a closed bank and to pledge the bank's 
assets as security. Seventy-eight of the 170 closed banks 
in Wisconsin had already applied for such loans.ll In a 
number of states where no specific legislation authorizes 
such borrowings, court decisions have upheld their legal
ity. For example, in Washington there is no specific au
thorization to the receiver of a state bank to borrow for 
the purpose of making a distribution of cash to depositors. 
When the Cashmere State Bank failed a test case was 
brought before the courts and it was held that the re
ceiver cd'uld borrow from the RFC for this purpose.12 

The attorneys of the RFC have held that the court de
cision in that case is sufficient authority to warrant the 
making of loans to.state banks in Washington and ap
plications have been accepted on that basis. In other states 
the RFC has recognized the opinions of attorney-gen
erals as adequate authority for receivers to borrow, and 
has taken a special endorsement guaranteeing that the 
funds will be distributed to depositors. 
. A marked increase in these loans beginning in tl).e fall 

of 1933 was attributable to the organization of a special 
committee known as the Deposit Liquidation Division of 
the RFC. Throughout the summer of 1933 there was 
agitation for a mass reopening of banks, or at least for 
a mass liquidation, with the federal government advanc-

.. American Banker, Jan. u, 1934. 
uThe same, Feb. 17,1934 . 
.. In re Liquidation of Casnmere State Bank, ex reI Sims v. Supreme 

Court, 13 Pac. (zd) 89z (Washington 1932). 
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ing to depositors in closed institutions all or a substantial 
share of their tied-up deposits, taking the assets for 
liquidation over a period of years. Some proposed that all 
or part of the loss of bank depositors should be social
ized. The Committee for the Nation and the National 
Depositors' Committee actively campaigned for large
scale release of deposits. 

In the fall of 1933, Administration leaders apparent
ly decided that deposits tied up in closed banks were a 
deflationary factor retarding progress toward recovery. 
It was argued that a distribution of a substantial per
centage of these funds to the many depositors of modest 
means throughout the country would provide a widely 
scattered purchasing power which could be exercised 
in the most effective way to "start the wheels moving." 

The problems of the source of the funds to be ad
vanced and the medium of distribution were given con
sideration. Several possibilities were canvassed. Some 
persons suggested an issue of paper money for the pur
pose, with the Treasury itself acquiring the assets of the 
banks. There was considerable talk of the creation of a 
special federal banking institution in the District of Co
lumbia which would issue its own obligations to secure 
funds for this purpose. It was suggested as a possibility 
that one of the existing banks in the District be made the 
agency of the government for the purpose. 

It was also suggested that the provisions of sections 
(m) and (n) of the law creating the Federal Deposit 
Insurance Corporation, quoted below, should be uti
lized, and that this Corporation should become the liqui
dator of the banks.u Since there was no market for its 
debentures, however, and since it hardly seemed right 
to use the insurance fund itself at the outset of the new 

II See p. %1 8. 
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system for such a purpose, there was little hope in that 
direction. 

Most of the closed banks, of course, were authorized 
to borrow from the RFC and a number of them had 
done so. In the end, the job was turned over to the Cor
poration, with the expectation that provision would first 
be made for all banks closed since January I, 1933, and 
would later be extended to those closed prior to that 
time. 

Early discussion in the press indicated that a sort of 
blanket advance of 50 per cent of deposits was to be 
made to all depositors, regardless of the condition of the 
bank's assets. But the plan adopted was in accord with the 
previous practice of the RFC. It was based on estimated 
recovery from assets pledged, with perhaps some greater 
degree of liberality. 

The Deposit Liquidation Division was established 
under the authority of a statement issued by the Presi
dent on October IS, 1933. It was headed by C. B. 
Merriam, a director of the RFC, and was administered 
by a Deposit Liquidation Board which comprised, in 
addition to Mr. Merriam, the Chairman of the RFC, 
the Under-Secretary of the Treasury, the Director of 
the Budget, the Comptroller of the Currency, and the 
Chairman of the Federal Deposit Insurance Corporation. 
On October 18 this Board appointed a committee in each 
of the twelve Federal Reserve districts. The chairmen 
of the committees were officers or directors of leading 
banking institutions in their r:espective districts. Local 
committees were appointed by the district committees to 
appraise assets of individual banks and transmit applica
tions to the district committees. The members of these 
committees served without pay. 

The Division's purpose, according to the Presidential 
statement above referred to, was "to stimulate and en-
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courage liquidating agents of banks closed after January 
1,1933, to borrow from the RFC in order that funds 
may be made available to depositors as quickly as pos
sible." It was stated that, wherever justified by the value 
of the closed bank's assets, loans were to be made up to 
50 per cent of deposits, or more in certain cases, inclusive 
of distributions already made. "The maximum available 
loanable value" of banks closed during 1933 was esti
mated at a billion dollars, and the hope was expressed 
that approximately that amount would be distributed. It 
was also stated that funds of the FDIC might be used to 
supplement those of the RFC. The statement closed with 
a plea for all state and national authorities connected with 
closed banks to co:-operate with the plan. 

Prior to the establishment of the Deposit Liquidation 
Division, applications were submitted by receivers or 
other liquidating agents to the district agencies of the 
RFC, containing appraisals of the assets offered as col
lateral. If the agencies approved the applications, they 
were then transmitted to Washington where the whole 
or part of the amount requested might be granted, or 
the application rejected. Under the Deposit Liquidation 
Division procedure was simplified and expedited. In the 
case of state banks, local committees made contact with 
receivers, urging them to apply for loans, and made pre
liminary appraisals. Negotiations for loans to closed 
national banks were carried on in Washington between 
the Comptroller's office and the RFC. The co-operation 
of state banking supervisors was also solicited. These 
officials were requested to furnish information concern
ing closed banks within their jurisdictions, and to notify 
receivers of the RFC's activities. The personnel and 
office facilities of the 31. RFC district agencies were 
placed at the disposal of the local committees. 

Before the application could be considered, the court 
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having jurisdiction over the receiver had to give its 
authorization, and the counsel for the receiver had to 
give his, opinion that the loan was legal in all respects. 
Finally, it was necessary for the State Bank Commission
er to approve the transaction. Securing the assent of these 
various parties caused considerable delay in getting ap
plications through the mill. Once submitted to the RFC, 
they were acted upon with dispatch. 

Applications approved by the local committees were 
sent, through the district chairmen, to the Deposit Liqui
dation Board and the RFC Board for final approval. If 
the loan was approved, funds were advanced as soon 
as called for by the liquidating agent. The latter usually 

. retained custody of collateral essentially local in nature, 
which he could service better than RFC officials. Bonds 
and other obligations with long maturity were usually 
sent to the district agencies. To facilitate the distribution 
of funds as quickly as possible, moderate loans were 
authorized upon collateral with a readily ascertainable 
value, subject to increase upon completion of the ap
praisal of other assets. 

In general, the state supervisors co-operated willing
ly with the RFC. They aided in establishing local ap
praisal committees, in acquainting all liquidating agents 
and receivers with the Corporation's activities, and in 
speeding applications of all banks in liquidation en masse. 
In Nebraska 60 banks operating under restrictions were 
placed in liquidation so as to make them eligible for 
loans. The Governor announced that the interests of 
depositors would be better served in this manner, inas
much as prospects for reopening these institutions were 
slim.H 

•• AmmclltJ Banker, Jan. 12,1934. 
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In making appraisals, the latest available examination 
or receivership reports were used. The Committee's ap
praisals followed the spirit of their instructions and fair 
liquidating values over a period of years were placed on 
the assets. In some cases their valuations were higher 
than those of the state banking officials. 

The RFC sought to protect the value of the assets 
taken as collateral in every possible way. As a rule; title 
insurance was required on real estate loans and mort
gages. In certain cases, however, signed statements of 
banking supervisors that the liens were as. represented 
were substituted. 

The RFC itself bore the greater part of the expense 
of the Deposit Liquidation Division, inasmuch as most 
of its operations were covered by the Washington head
quarters and the district loan agencies. Travel expenses 
involved in appraisals were charged to the applying 
banks. 

On April IS, 1934 the special committees set up by 
the Deposit Liquidation Board were consolidated with 
the RFC agencies. It was announced at the time that the 
work of appraising assets in closed banks was practically 
completed, but that some additional loans would be 
made. 

n. AMOUNT OF LOANS 

As originally enacted, Section 5 of the Reconstruction 
Finance Corporation Act limited to 200 million dollars 
the amount that could be loaned for the relief of de
positors in closed banks. This limitation was removed 
by an act of June 14, 1933.15 

Perhaps on account of this limitation, and because no 
great agitation for the release of frozen deposits had 

.. 48 Stat. L. 141. 
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developed, this function of the RFC was of small im
portance until after the bank holiday. Aid to open banks 
then assumed a minor role, and the greatly increased 
number of closed banks occasioned a strong demand for 
loans to pay pepositors in these institutions, or to provide 
liquidity for those reorganizing. Interest on RFC loans 
was reduced hom 5.5 to 5.0 percent on January I, 1933; 
hom 5.0 to 4-5 on July I, 1933; and hom 4-5 to 4-0 
on October I, 1933. The following tables show the 
marked growth in loans to closed banks a&er the holiday. 

RFC LoAlfS AUTHolUZED TO AID CLOSED BAliItS AIfD TlLusr CoIIPAJlIES 
FEBILUAILY 2, 1932 TO JUXE 30, 1934 

(Includes receivers, mnservators, liquidating agen~ loans through 
mortgage loan mmpanies to aid closed ) 

Amount Au-
Quarter Loans New thorized 

Borrowers (In thousands 
of dollars) 

Fll'St, 1932 ............. 7 7 2,173 
Second •............... 310 310 26,675 
Third ................. 132 127 16,780 
Fourth ................ 116 94 12,285 
Fll'St, 1933 ............ 90 49 39,622 
Second •............... 111 83 95,577 
Third ................. 128 88 128,148 
Fourth ................ 458 262 250,970 
Fll'St, 1934 ............. 910 726 140,807 
Second ................ 593 478 89,676 

Total ............... 2,855 2,224 802,713-

aln addition, on June 30, 1934, the Corporation had outstanding ~ 
ments to make 37 loans to aid closed banks and trust mmpanies upon the 
performance of specified mnditions, aggregating $12,382,948.73. 

The data on page 173 show that nearly 50 per cent of 
the amount of loans authorized to closed banks by June 
30,1934 were made during the last quarter of 1933 and 
the first quarter of 1934- As of the same date almost a 
third of the amounts disbUrsed had been repaid. 
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RFC LoAII'S TO Am CLOSED BAII'ItS All'D TauST CoWPAII'IES 
FEBR.UAay 2,1932 TO JUII'E 30,1934-

Cumulative Quarterly Totals 
(Dollar items are in thousands) 

New Amount Amount 
Amount 

Amount 
Quarter Loans Bor- Author- Dis- Out-

rowers ized borsed Repaid standing 

First. 1932 .... 7 7 $ 2,173 $ 1,310 $ 29 $ 1,281 
Second ....... 317 317 28,848 11,776 1,277 10,499 
Third ........ 449 444 45,628 32,788 13,000 19,788 
Fourth ....... 565 538 57,913 42,572 22,352 20,220 
First. 1933 .... 655 587 97,535 78,251 29,959 48,292 
Second ....... 766 670 193,112 150,663 50,745 99,918 
Third ......•. 894 758 321,260 249,958 68,561 181,397 
Fourth ....... 1,352 1,020 572,~3O 383,377 91,773 291,604 
First. 1934 .... 2,262 1,746 713,037 477,836 128,777 349,059 
Second •...... 2,855 2,224 802,71Jb 544,060 182,764 361,296 

• Includes receivers, conservators, liquidating agents, and loans through 
mortgage loan companies to aid closed banks. 

b See note" to table on p. 172. 

m. LOANS TO FREE PUBUC DEPOSITS 

The RFC has provided special relief for certain frozen 
deposits of local governments. An unknown but admit
tedly great amount of public deposits has been tied up 
by bank failures, a condition which has contributed to 
the numerous defaults on the part of counties, cities; 
school districts, and other government units. 

Some of the states require that public deposits be 
secured by collateral. Others established their own in
surance funds for such deposits. Liquidation payments 
on such deposits were of course made to the insurance 
funds. These funds became hopelessly insolvent during 
the wave of bank failures of the past few years. 

An amendment to the RFC Act provided that the 
Corporation could make loans to such funds secured in 
part at least by all payments from the liquidation of the 
insured deposits.~· So far Wisconsin is the only state to 

sa 48 Stat. L. IU. 
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have taken advantage of this provision; it had received 
$8,387,716 for this purpose, of which $4,911,539 had 
been repaid by June 30,1934.17 This advance made pos
'sible the disbursement of a substantial portion of the 
frozen funds of several Wisconsin local governments tied 
up in closed banks. 

IV. DISTRIBUTION OF LOANS, BY REGIONS AND BY 
CLASS OF BANKS CONCERNED 

The table on page 175 shows the volume of RFC 
loans to closed state and national banks through May 18, 
1934, classified by regions and by states. It will be seen 
that more RFC funds have gone to regions where frozen 
deposits were larger than in other regions, but that the 
correlation is not very close. Nearly half of the loans to 
closed banks have gone to the North Central states. 
These states had about 30 per cent of the total deposits 
of banks which failed in 1932 and of those which were 
not immediately licensed in 1933. The Western Grain 
and Rocky Mountain states, on the other hand, received 
a relatively small volume of loans in comparison to their 
frozen deposits. The large amount of loans made in the 
North Central states was increased by the strenuous ef
forts to provide funds to the depositors of the two closed 
Detroit institutions.I8 Relatively large institutions in 
Cleveland and Toledo have also received sizable loans. 
Discrepancies elsewhere may be explained in part by lack 
of co-operation by state officials. 

State institutions received slightly over half of the 
volume of closed bank loans and a small majority of the 
banks which received loans have been state banks. On the 
other hand about 81 per cent of the banks failing in 1932 
were state banks, and they had about 70 per cent of the 

11 RFC Report, first quarter 1934, Tables 1 and 5 (mimeographed) • 
.. Compare pp. 15'1-55 and 179-80. 



RFC LoANS AUTHORIZED TO CLOSED NATIONAL AND STATE BANKS, 

THROUGH MAy 18,1934· 
Qassified According to Geographic Distribution 

Nwnberof Banks 
Region and State 

Amount of Loans' 
(In thousands of doUars)b 

National State Total National State Total 
------~-=.:-..-l--..-:.~~--_l-~----.:,.I_ --
MEW 1!>fGLAND. • • • . • • • • • • 16 9 25 11,723 27,050 38,773 

Maine...... ......... 5 6 11 4,048 25,690 29,738 
New HampohUe. . ..... - I I - 500 500 
Vermont. . . . .. .. ..... 3 - 3 542 - 542 
Massachusetts..... ... 8 - 8 7,133 - 7,133 
Rhode Island. . . .. . . . . - 1 1 - 600 600 
CoJU>eCticut. • . . . . . . . . - 1 1 - 260 260 

KJDDl.E ATLAHTIC __ ..... . 
New York ........... . 
NewJersey .......... . 
Delaware ............ . 
Permsylvania ........ . 
Maryland ...........• 
District of Columbia .... 

IIOH'B CEN'I'tAI. . ........ . 

~.:::::::::::: 
Indiana ............. . 
Ohio •.......•.......• 

SOUTllERlf MOUNTAIN . .... 

~~~ .. :: .. :::: 
Kentucity .. ' ....... .. 
T ..................... .. 

S01Tl'BBASTEJl}il. • •••••••• 
North Carolina, , , .... . 
South Carolina ...... .. 
Gh>rgia ............. . 
Florida ............. .. 

~pj,i::::::::::: 

so~:::::::::: 
Tens ............... . 
Arkansas ........... .. 
Oklahoma .......... .. 

WESrmIlI CUDf ....... .. 
Minnesota. _ ......... . 
North Dakota ........ . 
South Dakota ........ . 
Iowa ................ . 

~=:::::::::::: 
Kansas ............ .. 

ROCKY KOUJrlTADrl • .••• _ •. 
Montana ............ . 
Idaho .............. .. 
Wyoming ........... .. 
Colorado ............ . 
NewMezi<o ......... . 
Arizona ............ .. 
Utah .•.............. 
Nevada ............. . 

PACIFIC COAST . .•.••.•.•• 
Washington ......... .. 

~~.:::::::::::: 
t:I'R1'1'EDSTATES • ••••••••• 

195 
52 
27 

99 
14 
3 

263 
50 
17 

121 
35 
40 

77 
25 
14 
19 
19 

7'0 
18 
13 
8 

11 
12 
8 

fl1 
3 

32 
IS 
17 

193 
21 
18 
19 
70 
14 
30 
21 

31 
4 
7 

16 

2 
I 
1 

42 
10 
11 
21 

954 

172 
27 
2 

130 
3 

10 

281 
32 
61 
89 
53 
52 

CiO 
19 
6 

16 
19 

203 
24 
11 
42 
63 
41 
22 

63 
17 
2 

22 
22 

Z33 
43 
2 

26 
29 
39 
45 
49 

19 
4 

4 
I 
I , 
5 

10 
6 

4 

1,056 

3t11 
79 
29 

229 
17 
13 

550 
82 
78 

210 
88 
92 

137 
44 
20 
35 
38 

273 
42 
24 
50 
74 
53 
30 

130 
20 
34 
37 
39 

426 
64 
20 
45 
99 
53 
75 
70 

50 
8 
7 
4 

17 
I 
6 
6 
I 

52 
16 
11 
25 

2,010 

84,031 
24,418 
15,550 

38,OM 
2,445 
3,554 

176,317 
141,010 

1,948 
18,640 
9,209 
5,509 

26,205 
4,900 
1,374 
5,639 

14,292 

11,434 
3,928 
3,267 

280 
1,766 

426 
1,768 

6,436 
225 

4,332 
872 

1,007 

17,171 
1,022 
1,909 

702 
7,381 

725 
3,950 
1,481 

2,473 
237 
757 

1,002 

147 
40 

290 

8,697 
1,392 
1,167 
6,138 

344,487 

71,509 
12,149 

184 

48,298 
5,084 
5,795 

153,064 
21,590 

3,623 
12,302 
4,038 

111,511 

8,569 
3,046 
3,496 
1,137 

891 

21,_ 
3,604 
3,060 
2,212 
4,553 
3,763 
4,414 

42,188 
31,514 

650 
9,648 

375 

19,492 
3,052 

14 
1,003 
7,031 
1,298 
5,745 
1,350 

1,864 
436 

138 
54 
19 

167 
1,050 

8,687 
5,385 

3,302 

354,029 

155,450 
36,567 
15,734 

86,362 
7,529 
9,349 

329,381 
162,600 

5,571 
30,942 
13,247 

117,020 

34,774 
7,946 
4,870 
6,776 

15,183 

33,040 
7,532 
6,327 
2,492 
6,319 
4,189 
6,182 

48,624 
31,739 
4,982 

10,520 
1,382 

36,663 
4,074 
1,923 
1,705 

14,412 
2,023 
9,695 
2,831 

4,337 
673 
757 
138 

1,056 
19 

314 
1,090 

290 

17,_ 
6,777 
1,167 
9,440 

_,516 

• Compiled from RFe Rd<ds. N •. P-I,008, May 21, 1934. E>:c\usive of \oansin the amount 
of $72,764,49610 mo~ loan oompauies for banks. 

ti Because of rowuling the state IOtaIs within the regions do DOt quite agree with the 
regionallOtaIs. 
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deposits involved in all suspensions.111 Approximately 
4,200 banks remained closed after the bank holiday, of 
which about 75 per cent were state institutions. These 
closed state banks held about 55 per cent of the restricted 
deposits. Obviously, therefore, closed state institutions 
have not received their proportionate share of RFC 
funds. 

The blame for this condition should not be laid on the 
Corporation, however. National institutions have bene
fited relatively more because of the possibility of close 
co-operation with the Comptroller'S office and because 
of the relatively greater difficulty of securing co-opera
tion from 48 state supervisors. Moreover, Congress 
passed legislation authorizing liquidators of closed 
national banks to take full advantage of this RFC serv
ice at the time the Corporation was established. On the 
other h~nd, state legislatures were naturally slower in 
doing so, and in some states court decisions were neces
sary to determine the right of closed state banks to bor
row.20 

Since the establishment of the Deposit Liquidation 
Division in October 1933 state banks have been receiv
ing a much greater share of the funds than they did be
fore. From November 1933 to February 1934, 614 state 
and 388 national bank receivers or conservators were 
granted loans. The amount which ·went to state banks 
was 144 million dollars, while closed national banks re
ceived only 70 million.21 In Pennsylvania, 87 state banks 
were authorized to borrow $21,899,507, and 47 national 
banks $13,315,325. In Ohio 38 state banks were author
ized $3°,396,753 and 19 national banks $3,280,768, and 

,. Federal Reserve Bulletin, March 1933, p. 200. 

'"See pp. 164-66. 
• Compiled from RFC Repo,.ts 10 Cong,.ess, November 1933 to Febru

ary 1934. 
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in Michigan 4S state banks were authorized $10,933,827 
and 23 national banks $14,072,6SS. In eight states closed 
state banks received no loans in this period. Of these 
stateS, however, only New Jersey had a large number 
of such institutions. In the same number of states no 
closed national banks received funds during' this period. 
There were three states which received no funds for 
either national or state banks. 

v. MARGIN REQUIREMENTS AND DELAY 

Considerable criticism has been directed against the 
RFC on the ground that the total volume of its loans 
to closed banks is very low, as compared with the pres
ent value of assets against which loans could be made. 
Objections of this nature were particularly strong from 
Pennsylvania. Early in 1934 Secretary Gordon of the 
State Banking Department announced that application 
had been made for loans totalling 85.2 million dollars, 
for aid in the liquidation of 136 closed state banks. Two 
million depositors were to be benefited. Banks suspend
ing as early as 1931 were included. Loan applications for 
48 institutions had been approved, but no disbursements 
had been made.22 

Previously, in reply to criticism from the State Legis
lature regarding liquidation delays, Secretary Gordon 
had put the blame on the RFC, charging that it wanted 
a "mortgage on the state with a fence around it," 
citing one closed institution with appraised assets of 
$13,1541000 on which the Corporation offered to lend 
only $773,000. This would have provided only a small 
payment to depositors, and would have tied up all assets. 
Furthermore, he stated, RFC aid at the time was favor
ing banks closed since January I, 1933, of which there 
were only 16 in the state of Pennsylvania, of which 

• 4meriam B_ler, Feb. 3, 1934-
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number IS had not yet been placed in receivership. 
The Philadelphia office of the Deposit Liquidation 

Division almost immediately announced a more liberal 
policy'. It admitted that it had been approving loans only 
up to about 40 per cent of the value of collateral offered, 
far less than the ratio indicated by announcements made 
at the time the Division was organized, but stated that 
it would thereafter approve advances- up to 65 per cent 
of the value of collateral. In addition, extra clerical help 
was hired to speed up approval of applications.28 

The RFC made three other concessions designed to 
facilitate closed bank loans in Pennsylvania. The require
ments that certificates of title accompany smaller real 
estate loans, and that authorizing resolutions be passed 
by the directors of corporations whose notes were among 
the collateral, were waived in certain cases, and authority 
was given the State Banking Department to continue 
liquidation of the collateral. The first of these was of 
considerable importance. In some banks real estate loans 
comprised 90 per cent of the assets. Secretary Gordon 
estimated that months of work and the expenditure of 
$250,000 would have been necessary had certificates of 
title been required in all cases. M 

The difficulties between the RFC and the Pennsyl
vania Banking Department have apparently been dupli
cated elsewhere. The Committee for the Nation makes 
the charge that in numerous cases excessive collateral 
has' been demanded for loans.25 But the Corporation 
m~de a strenuous effort to lend as much as possible for 
the relief of depositors in the two large Detroit institu
tions after their closing. In the case of the First National 

"The same, Dec. II, 1933 • 
.. The same, Feb. :H, 1934. 
II Why Deflation Must Be Stopped, p. 7. 
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Bank, which had over 400 million dollars in deposits, it 
was provided by law that no loan could amount to more 
than 2 % per cent of the Corporation's authorized capital 
and bonded indebtedness.26 This prevented a loan at 
the time of the bank: holiday of more than about 99 mil
lion dollars, and some reduction had to be made in this 
amount because of loans already outstanding to units of 
the First National's groUp.27 The special committee of 
the RFC working in Detroit approved a loan of 90 
million dollars on collateral having a face value between 
150 and 160 million dollars. A member of this com
mittee later testified that the valuations made were too 
liberal. Loan valuations as high as 85 and 90 per cent 
of face value were placed on real estate mortgages. How
ever, in this case, because the size of the loan was limited, 
only the best of the assets were being selected. The Cor
poration did not, as it did in other instances, take all 
the assets as collateral.28 

Assets of the Guardian National, with a face value of 
$65,99°,109, were given a loan value of $37,555,631. 
Although the liquidating value of these assets must have 
been considerably below' their face value, the Corpora
tion agreed to lend almost 60 per cent of the latter.29 

As of December 19, 1933 the RFC had granted loans 
of $80,382,000 to 15 units of the Guardian Detroit 
Union Group; over a fourth of this amount had been 
authorized before the bank holiday. Of the amount au
thorized $10,273,204 had been cancelled, $59,472,236 
disbursed, and $14,377,393 repaid. On loans actually 
made interest in the amount of $251,823 had been paid. 
The face value of collateral posted for these loans was 

• 47 Stat. L. 7J4. 
or 73 Cong. z sess., Stock Exchange Practices, Hearings on S. res. 84 

before Senate Committee on Banking and Currency, p. 4743. 
-The same, p. 4750. "The same, 1>. 475z. 
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$147,239,849.10 Authorizations amounting to nearly 55 
per cent of this total indicate a fairly liberal margin al
lowance. 

The situation in Detroit seems to have been handled 
with extreme liberality. This is substantiated by the testi
mony of the chief national bank examiner for the Fourth 
Federal Reserve District that the First National, at least, 
was in a decidedly frozen, if not extremely unsound, con
dition.l1 

Margin requirements for other closed bank loans were 
undoubtedly high. High margin may have been de
manded in the earlier loans in order to keep the total 
amount within available funds. Furthermore, the Cor
poration tended to discourage loans to banks suspending 
prior to 1933. Pressure is still being exerted, however, 
to increase the total. 

RFC officials have frequently reiterated statements 
made at the inauguration of the campaign of the De
posit Liquidation Division that delay in making advances 
to closed banks would be occasioned by laxity on the part 
of receivers and supervisory officials. Assurance has been 
given that the RFC will not replace receivers81 who ap
parently did not apply for loans for fear that there would 
no longer be need for their services. There has been much 
delay, however, for which receivers are not responsible. 
Appraisals must be made, and loans must be approved by 
the local and the head office of the Corporation, as well 
as by bank supervisors and the courts. Disagreements be
tween receivers, depositors' committees, and RFC offi
cials as to the amount and terms of loans have held up 
disbursements and, finally, the uncertain status of 
numerous institutions under conservators has prevented 

• The same, pp. 4756-57. II The same, pp. 5769-70. 
II For example, in the address by Chairman Merriam of the Deposit 

Liquidation Board over Columbia Broadcasting System, Dec. 21, 1933. 
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commitments. Until it has been definitely decided 
whether they are to be reorganized or liquidated, no 
funds can be paid depositors, and the terms and amount 
of the loan usually must also await such a decision. 

Chairman Jones has estimated that 800 or 900 closed 
banks have not applied to the RFC for assistance. sa Many 
of these have been in liquidation for a number of years 
and the value of remaining assets does not justify a loan. 
Some state laws still prohibit acceptance of the RFC 
aid, and at least one state supervisor feels that he can do 
as well without loans as with them. 54 The assets of some 
institutions have been such that liquidation could be 
comparatively rapid and no pressing need for loans 
existed. Between the bank holiday and May 9, 1934, 
closed national banks paid out $475,806,742, of which 
sum only $123,994,380 came from the RFC.85 

It has been estimated by Chairman Jones that banks 
now closed will eventually release, with RFC aid, 65 
per cent of the deposits on the average.88 If this ratio 
of return to depositors is accomplished, it will indicate 
that the banks left closed by the holiday were in con
siderably better shape than those which suspended in 
previous years. 

VI. AGITATION FOR THE PAY-OFF 

Dissatisfaction with the results of the RFC campaign 
to liquefy frozen bank deposits has been expressed and 
a concerted effort to require the Federal Treasury to pay 
off part or all of these deposits, without regard to the 
value of remaining assets, has been made. Proposals for 
this purpose are based on the assumptions that the gov-

• New York Times, May n, 1934-
.. American Banker, Apr. 23, 1934. 
• Address of Comptroller O'Connor to the Oklahoma Bankers' Associ

ation, Tulsa, Okla., May 9. 1934. 
• New York Times. May n, 1934. 
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ernment has a moral obligation to bank depositors, and 
that the pay-off would restore a much needed volume of 
purchasing power. 

Representative Clarence J. McLeod of Michigan is 
the chief author of these proposals in Congress.37 Bills in
troduced by him have occasioned legislative snarls such 
as have seldom been seen. The original McLeod bill 
was introduced on April 13, 1933, soon after the holi
day, and made it mandatory that the RFC loan 70 per 
cent on the book value of the assets of the two large De
troit banks, and other closed national institutions. In ad
dition, assets were to be held for as long as seven years, 
and interest on both the Corporation's loans and on the 
assets was to be reduced to 4 per cent.38 No action was 
taken on this bill. 

Other bills were introduced by Representative Mc
Leod in the following session of Congress. H. R 7908 
provided for the purchase of all assets of closed national 
banks at a price sufficient to payoff all depositors in full, 
and for a liquidating period of ten years. H.R. 8479 
was similarly worded. Later amendments included state 
member banks, and much agitation arose for the inclu
sion of all state banks. 

Several pay-off bills were also introduced in the sen
ate. S. 2949, by Senator Thomas of Oklahoma, was 
basically the same as H.R 7908. S. 2968, introduced 
by Senator Pittman, included only banks to which the 
RFC had lent prior to their suspension, and provided 
only a 50 per cent pay-off. Receivers were to be dis
charged, and final liquidation carried out directly by the 
RFC.811 

.. It is interesting to note that representatives from Michigan and Ohio, 
in which states several of the largest banks were closed, have been the 
most active sponsors of the pay-off plan. 

a 73 Cong., H.R. 4974. 
• Other bills providing for the partial or complete pay-off of bank 
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The McLeod bill proved to be one of the greatest 
bones of contention before the second session of the 73d 
Congress. It was strongly supported by the Hearst news-

• papers, which made the pay-off plan a leading issue 
throughout the country. The governors of several states 
declared in favor of it, and a national committee was 
formed to lobby for its passage. 

The President was reported as being opposed to 
the pay-off plan, although Speaker Rainey, majority 
leader Byrns, and Chairman Steagall of the Banking and 
Currency Committee in the House were said to 
favor it in some modified form. Party lines were split 
wide on the issue. On May 16, 1934 of the 119 members 
of the House who had signed a petition to force the bill 
to a vote, 53 were Democrats, 61 were Republicans, and 
5 Farmer-Laborites. 

The widespread feeling that the federal government 
was morally responsible for the plight of depositors in 
closed banks was based on two facts: first, govern
ment officials had permitted insolvent banks to continue in 
operation, and second, in some instances they had urged 
depositor~ not to withdraw their funds. The Comptrol
ler's office, during 1931 and 1932, instructed its examin
ers to follow a lenient policy in the valuation of bank 
assets.40 This practice permitted banks to publish state
ments which did not give true pictures of their con
dition. 

Furthermore, government officials, from the Presi
dent on down, urged depositors not to withdraw cur
rency. The Mississippi Supreme Court, in a decision 

depositors, introduced in the 1d session of the 73d Congress, were H.R. 
8343, 8543. 9018, 9040, 9043, 9115,9"03, and 9"55 • 

.. 73 Congo I sess., S. res. 56; 71 Cong. 1 sess., S. res. 84; Stock Ex
clumge Practices, Hearings before Senate Committee on Banking and 
Currency, p. 5831. 
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handed down on April 30, 1934, held that the St. Louis 
Federal Reserve Bank induced depositors of a national 
bank in that state to continue to do business with it when 
the Reserve Bank knew it to be insolvent. RFC officials 
reassured depositors of certain institutions to which the 
101lns were made, and which later failed.41 

It is probably true that these assurances and exhorta
tions not to hoard had considerable effect on bank de
positors. Certainly in specific cases runs were halted by 
such tactics. Nevertheless, although many banks did fail 
subsequently, depositors on the whole were certainly 
none the worse off by reason of their forbearance. Had 
the banks closed then, instead of in March 1933, virtual
ly the same losses would have been taken. If such state
ments had not been made, the holiday might have come 
sooner, and the situation might have been cleaned up 
some months before it was. Delayed suspension gave cer
tain depositors more time to withdraw funds at the ex
pense of the rest, but the total losses on deposits certainly 
were affected little or not at all by the attempts of the 
Administration to restore confidence. Even if this were . 
not true, there is little justification for adding to the 
Treasury deficit, and imposing additional burdens on 
the taxpayer, to correct the mistakes of a former Adminis-
tration. . 

The executive branch of the federal government had 
no legal authority to commit the Treasury to a future 
obligation of this character, and at the time there was no 
thought of doing so. The pay-off would require both 
authorization under general law and a specific appropri
ation by Congress. Persons who have lost money through 
bank failures, it is urged, are in special need and would be 

OJ See p. 156• 
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greatly benefited. But a complete pay-off would benefit 
chiefly the owners of large deposits. According to Repre
sentative Patman, in closed national banks accounts of 
over $5,CXXJ include 39 per cent of total deposits, but only 
1.5 per cent of the number of accounts.u A relatively few 
large depositors, then, would receive about two-fifths of 
the funds from such a scheme. 

While there might be more justification for paying 
only small accounts, government funds disbursed for 
relief purposes should be distributed solely on the basis 
of proved need. The ownership of a hank: account, no 
matter how small, is-probably an indication that the 
owner is not in the greatest need. More deserving cases 
would be aided if relief was disbursed to those who do 
not have hank: accounts, rather than to those who do. 
Many depositors are frequently very slow in claiming 
payments by receivers, indicating no general dire need 
among the owners of frozen deposits. Moreover, a large 
proportion of relief funds are spent on the basis of se
curing at least some socially beneficial labor in return. 
The pay-off plan would obviously have no such effect. 

It is further urged that depositors were under the 
impression that the government stood back: of and virtu
ally guaranteed Federal Reserve·member banks.4B But 
banks have been under federal supervision since the Civil 
War and it has never been recognized that the govern
ment has any responsibility for deposits. 

Adoption of the pay-off plan would certainly mean 
heavy losses to the Treasury, although its proponents do 
not think so. They have confidence in such a revival 
of prosperity that the assets taken over by the Treas-

• Ctmg. RecorJ. Apr. 26. J934. p. 77oB. 
·Ctmg. RIICOrJ. Mar. 21. J934. p. 5J46. 



186 CLOSED AND DISTRESSED BANKS 

ury or the RFC would ultimately be worth their 
face value. In the past, however, banks failing even in 
prosperous times have been liquidated at a considerable 
loss to. depositors. During the years 1921-30 the re
turn to depositors in failed national banks was less than 
50 per cent.« Many of the assets held by closed banks 
at present are completely worthless, and always will be 
so. Notes of bankrupts, for instance, cannot undergo fu
ture appreciation. The last dregs of assets liquidated by 
closed banks, in many cases all that would be left to 
reimburse a Treasury pay-off, are frequently not worth 
one cent on the dollar. 

The Secretary of the Treasury has estimated that 
the pay-off of deposits of $2,500 or less in banks closing 
since January I, 1930, which was provided by the Mc
Leod bill as reported by the House Banking Committee, 
would involve a gross disbursement of $977,804,000 
for member, and $829,495,000 for non-member banks. 
The assets to be taken over by the Treasury under such 
a plan have a value of but $408,000,000 for member 
and but $315,989,000 for non-member banks. The net 
loss to the Treasury, thep., would be $1,083,211,000.45 
Deposits under $2,500 represent about 47 per cent of 
all deposits in closed banks,46 and so if all deposits were 
paid off in full the cost to the taxpayer would approxi
mate $2,500,000,000. Inasmuch as the best assets of 
suspended banks have already been liquidated, the Sec
retary's estimate appears to be reasonable. 

The agitation for the pay-off plan had some very 
definite effects. It called attention to some of the weak
nesses of bank supervision. It led the President to request 

.. See p. 86 • 

.. Congo Record, May IS, 1934, p. 9089. 
to The same, Apr. 26, 1934, p. 7708. 
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the RFC to extend all possible aid to depositors, after 
which the Corporation announced its intention to reap
praise closed bank: assets and to lend up to 75 per cent 
of their value; U and it led to legislative proposals for 
increasing the financial strength of the FDIC . 

.. Compare p. 178. 



CHAPTER XIII 

RFC CAPITAL INVESTMENTS IN BANKS 

Most of the banks closed by the bank holiday and 
not permitted to reopen immediately thereafter had 
some impairment of capital. It was decided that as many 
of these institutions should be reopened as was feasible. 
Impairment of deposits could be taken care of by waiv
ers,1 but the Comptroller refused to permit additional 
waivers to restore capital. In this he was upheld by the 
courts.2 .It was realized that under prevailing conditions 
neither the old stockholders nor the general public could 
be expected to provide voluntarily all the funds neces
sary to restore the capital structure of these banks. Lat
er, banks which had been licensed without reorganiza
tion were urged to expand their capital in order that 
they might expand their credit advances, and in nu
merous cases state banks found it necessary to strengthen 
their capital structures before they could be admitted to 
the Federal Deposit Insurance Corporation. 

I. PROCEDURE 

The Emergency Banking Act provided that any na
tional bank might, with the approval of the Comptroller 
and of its shareholders, issue preferred stock.8 An amend
ment of June IS, 1933 permitted the issuance of more 
than one class of such stock.· The act, and an amend
ment of May 24, 1933, also provided that if the Sec
retary of the Treasury, in connection with the organi
zation or reorganization of any bank found it to be in 

1 See pp. 1:&7-40 • . 

• Cooper v. Woodin, Supreme Court of the District of Columbia, Equity 
No. 56143, decided Nov. 29, 1933. 

• 48 Stat. L. 5. • 48 Stat. L. 147. 
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need of capital, he could request the RFC to subscribe 
for preferred stock in such institution. However, sub
scriptions for preferred stock carrying double liability 
were barred. The Corporation was empowered to sell 
these obligations in the open market, and to increase its 
own obligations to an amount sufficient to carry out these 
provisions. 5 

This act further provided that the owners of preferred 
stock issued by any national bank should be entitled to 
cumulative dividends of not more than 6 per cent, and 
that they should have such voting and conversion rights 
and control of management as might be provided in 
the articles of association upon the approval of the Comp
troller. Such stock was specifically exempted from double 
liability.- Under the act no dividends may be paid on 
common stock unless all preferred dividends have been 
paid, and in case of liquidation holders of preferred stock 
have a prior lien over holders of common, which lien . 
includes accumulated dividends. T 

State legislation. At the time of the enactment of the 
Emergency Banking Act, state banks were authorized to 
issue only common stock. At the earnest insistence of 
the state banking authorities, the state legislatures al
most universally paSsed laws permitting the issuance of 
obligations in conformity with the Emergency Banking 
Act. To provide for states in which constitutional pro
visions required all bank stock to carry double liability, 
the federal statute was amended to permit the RFC to 
purchase capital notes and debentures. a 

The authorization of the sale of capital obligations 
to the RFC by state banks is in some cases implied in acts 

• .8 Stat. L 6, as amended by 48 Stat. L 21. 

• .8 Stat. L S, as amended by 48 Stat. L 141. • 48 Stat. L s-
• See, for example, 4-.l Retort 01 tile s.~ 01 B_1u 01 

N_ York, 1931, pp_ 26 and 27-
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permitting such institutions to take advantage of all fed
erallaws for the relief of banks.8 Specific authorization 
usually provides that the sale must be approved by the 
stockholders and supervisor, and that the stock shall be 
of the sort that the RFC will purchase.10 In Missouri, 
doubtful assets set aside in the course of a reorganiza
tion in which new capital is secured through the sale 
of capital notes may be held in trust for the benefit of the 
owners of such notes. Where the capital impairment was 
caused by depreciation of certain assets, any apprecia
tion of the same may be set aside for the note holders.11 

By March 9, 1934 the status of state laws on the is
suance of preferred stock, capital notes, and debentures 
was as follows:12 

Preferred stock ex
empt from double 
liability permitted 
(26 states) 

Preferred stock ex
empt from double 
liability prohibited 
(22 states) 

Alabama, Arkansas, California, Colo
rado, Connecticut, Florida, Idaho, Iowa, 
Kansas, Kentucky, Louisiana, Maine, 
Massachusetts, Michigan, Missouri, Ne
vada, New Hampshire, New Jersey, New 
Mexico, North Carolina, Pennsylvania, 
Rhode Island, Tennessee, Vermont, Vir
ginia, Wyoming. 

Arizona, Delaware, Georgia, Illinois, 
Indiana, Maryland, Minnesota, Missis
sippi, Montana, Nebraska, New York, 
North Dakota, Ohio, Oklahoma, Ore
gon, South Carolina, South Dakota, 
Texas, Utah, Washington, 'Vest Vir
ginia, Wisconsin. 

• See Ore. Laws, 1933, Chap. 227, Sec. 21 • 
.. For examples of state laws on this subject see: N.Y. Banking Law, 

Sees. 106-09, 185-93, and 292-98; Calif. Back Act, Sees. 13S(d-e), 
(Laws, 1933, Chap. 32, Sec. I, Mar. 14, 1933); Mass. Laws, 1933, 
Chap. JI2, Sees. 6-8; N.C. Banking Laws, Sees. 264(g-i) (Laws, 1933, 
Chap. ISS, Sees. 7-9); Ohio General Code, Sec. 71o-I26a (H.B. 661, 
approved Mar. 31, 1933); Vt. H.293, effective Mar. 24, 1933. 

u 57 Gen. Assem., extra sess., H.B. 92 • 
.. From Prentice-Hall, Federal Bank Service. 
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Capital notes and 
debentures permit
ted (30 states) 

Capital notes and 
debentures prohibi
ted (12 states) 

Arizona, Arkansas, Connecticut, Dela
ware, Georgia, Idaho, Illinois, Indiana, 
Iowa, Louisiana, Maine,18 Maryland, 
Michigan, Minnesota, Mississippi, Mis
souri, Montana, Nebraska, New Mexico, 
New York, North Dakota, Ohio, Rhode 
Island, South Dakota, Texas, Utah, 
Vermont, Washington, West Virginia, 
Wisconsin. 

Alabama, California, Colorado, Florida, 
Kansas, Kentucky, New Hampshire, 
New Jersey, Oklahoma, Tennessee, Vir
ginia, Wyoming. 

No decision on capi- Massachusetts, Nevada, North Carolina, 
tal notes and deben- Oregon, Pennsylvania, South Carolina. 
tures (6 states) 

It-will be seen that Oklahoma is the only state in which 
state banks definitely may not take advantage of RFC 
purchase of their capital obligations. In Oregon and 
South Carolina the right to do so has not yet been de
termined. In some states the power to issue capital notes 
and debentures has been determined by rulings of the 
attorney-generals or banking supervisors. 

Provisions of purcluue. Purchases of preferred stock 
were mad.e through the RFC agencies. The Corporation 
required that the "sound value" of the assets of any ap
plying bank must equal its "deposits and other liabili
ties," with a reasonable margin of protection for pre
ferred stock represented by common stock or junior pre
ferred obligations. Applying banks were examined before 
the Corporation made any commitments. The RFC 
stated that anticipated net earnings must be adequate 
to provide dividends on the new issues. Inasmuch as 
capital notes and debentures carry no control of manage-

.. Savings banks. 
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ment through voting rights, assurance was required. from 
banks selling these obligations to the RFC that the 
management and salaries paid officers, directors, and em
ployees would be satisfactory ~ Loans secured by pre
ferred stock were to be made only to third parties who 
were sound credit risks, and it was announced that usu
ally other collateral would have to be posted to secure 
such loans. In such cases, also, the RFC required assur
ances in regard to management and salaries.14 Applying 
banks agreed to submit to examination as long as any of 
their obligations were owned by the RFC.15 Similar regu-
lations govern loans on preferred stock.16 

. 

The RFC originally required a rate of interest of 5 
per cent upon capital obligations purchased, unless they 
were paid off within three years, in which case 1 per 
cent was refunded. On April I, 1934 the rate became 4 
per cent for five years and 5 per cent thereafter. As of 
February I, 1935 it will be reduced to 3.5 percent for five 
years and 4 per cent thereafter.1T 

Two classes of preferred obligations have been issued 
where common capital was impaired to such an extent 
that there was not a sufficient margin of protection for a 
single class of preferred. In such cases the second pre
ferred has been sold to the public, or, in some reorgani
zations, exchanged for restricted deposits. It usually 
bears higher cumulative dividends than the first pre
ferred, and is to be retired by call or purchase only af
ter all first preferred shares are retired.18 

An example of the use of second preferred stock was 
offered by the plan for the reorganization of the Eliza-

10 RFC Circular No.6, September 1933 • 
.. RFC Form L-I03, revised Sept. 8, 1933. 
18 RFC Form L-IOS. 
If Information obtained from RFC. 
II RFC Form P.S. 3, revised Mar. z6, 1934. 
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beth Trust Company. The RFC was to purchase 
$ 500,000 of first preferred. Half of the deposits were 

. to be made available in cash and the remainder converted 
into second preferred at $10 par for $40 restricted de
posits, retirable at $20 a share.19 

Regulations governing the issue of income debentures 
by state banks are essentially similar to those covering 
preferred stock: issues. Interest is a first lien on earnings,' 
and is cumulative. Retirement is prohibited unless all 
capital funds and debts of the bank: exceed one-seventh 
of deposit liability. If default is made in observance of 
any provisions of the debentures, the holders of one
fourth thereof may declare the principal due and pay
able. In such case the RFC may assume practical con
trol of the bank:. 20 

Capital notes are issued in series maturing over a pe
riod of years, subject to prior redemption. Otherwise they 

,are subject to essentially the same provisions as are de
bentures.21 In some states, capital notes and debentures . 
may be issued in more than one class. 

In cases of reorganization the RFC has usually fur
nished half the new capital by purchasing preferred stock: 
or similar obligations. In some cases, however, it has 
purchased over half of the capital, and in addition has 
increased the liquidity of the reopened institution by 
advancing cash on its slower assets. 

The N on-Memher Preferred Stock Division. An or
ganization was set up within the RFC to facilitate the 
capital reorganization of banks throughout the country. 
At the suggestion of the President, the Non-Member 
Preferred Stock: Division was established October 28, 

• American Btmker, Feb. 28, 1934. 
• RFC Form p.s. 2, revised Mar. :&6, 1934-
• RFC Form C.N. I, revised Dec. 28, 1933. 
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1933, consisting of the Governor of the Federal Reserve 
Board, the Under-Secretary of the Treasury, the Direc
tor of. the Budget, the Comptroller of the Currency, 
the Chairman of the FDIC, a director of the RFC, and 
two others.22 Supervisors were appointed for each Fed
eral Reserve district, and others for each state. Special 
committees, at least one in every state, were named to 
solicit all non-member banks. Supervisors and commit
tees were instructed to co-operate to the fullest extent 
with state banking authorities and FDIC supervisors. 

n. AMOUNT OF PURCHASES 

RFC commitments for capital obligations of banks did 
not assume large amounts until December 1933. In that 
month it authorized the purchase of more preferred 
stock, capital notes, and debentures than in the entire 
preceding nine months during which such purchases 
had been authorized.28 

Approximately 40 per cent of the authorizations were 
made in the first quarter of 1934. But this phase of the 
Corporation's activities has passed the peak of its activity; 
authorizations for the second quarter of 1934 were only 
a fourth of those for the first quarter. Chairman Jones 
late in April stated that the RFC "would like to invest 
another two or three or four hundred million in the capi
tal of banks."24 It is doubtful, however, if the banks will 
offer this additional amount for sale. 

Disbursements as of June 30, 1934 amounted to 80 
per cent of authorizations. The spread occurs chiefly be
cause the actual consummation of each sale of preferred 
stock must await approval by the common stockholders, 
and of capital notes and debentures by either stockhold-

.. Letter from the President to Chairman Jones of the RFC, Oct. a3, 
1933, and attached statement. 

as RFC Report, fourth quarter, 1933 • 
.. Speech before the East Texas Chamber of Commerce, Texarkana, 

Tex., Apr. a3, 1934. 
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ers or directors, who usually do not approve an issue 
until it has been authorized by the RFC. 

Contrary to experience with current loans to banks, 
repayments of preferred obligations have so far been 
small. Obviously, in view of the purposes of such is-

RFC PURCHASES 01' CAPITAL OBLIGATIONS 01' BANKS 

March 1933-June 1934" 
Cumulative Quarterly Totals 

(DoDar items are in thousands) 

Authorized Purchases 

Disburse- Repay- Balance 
Quarter Number Outstand-

of Authori- Amount" ments ments ing 
zationsb 

First, 1933 .... 6 $ 14,933 $ 12,750 - $ 12,750 
Second ....... 50 47,419 43,468 S 5 43,463 
Third ........ 144 70,073 63,107 12 63,095 
Fourth ....... 2,345 496,866 264,346 158 264,188 

First, 1934 .... 5,699 932,623 593,577 538 593,039 
Second ....... 6,831 1,047,659 817,303 2,596 814,707 

• RFC Reports (quarterly). 
b Includes 868 loans to institutions and individuals on preferred stock of 

198 banks at end of second quarter of 1934 . 
• Net: Excludes $48,637,000 canceUed or withdrawn at the end of sec

ond quarter of 1934. 

sues, large reductions in the amount outstanding are 
not to be expected for some time to come. The advance 
of one per cent in the interest rate at the end of five years 
will prove an incentive, however, to effect retirements 
before that time. The table on page 196 presents the 
status of the various types of issues as of June 30, 1934. 

No data are available which would show the ratio of 
RFC capital investments to total capital for the 5,952 
banks which have sold capital issues to the RFC. We do 
know, however, that all except a negligible amoune5 of 

• The RFC has a working agreement with the FDIC that it will not 
purchase capital issues of banks which are Dot members of the FDIC. 



196 CLOSED AND DISTRESSED BANKS 

RFC PURCHASES OF CAPITAL OBLIGATIONS OF BAND, JUNE 30, 1934" 
Classified by Type of Obligation 
(Dollar items are in thousands) 

Authorized Cancel-
Type of Purchases lations Disburse- Repay- Balance 

Out-Obligation Number or With- ments ments standing 
of Banks Amount drawals 

Preferred stock .. 3,126 $ 625,051 $31,789 $498,518 $ 412 $498,106 
Capital notes and 

debentures .... 2,628 393,374 13,124 296,492 1,244 295,248 
Loans on pre-

ferred stock ... 198 29,234 3,723 22,293 940 21,353 

Total ........ 5,952 $1,047,659 $48,636 $817,303 $2,596 $814,707 

• RFC Report, second quarter 1934 (mimeographed). 

RFC holdings as of June 30,1934 were in banks which 
were members of the FDIC. A comparison of figures for 
these two groups shows that the RFC on this date owned 
23.6 per cent of the capital stock, notes, and debentures 
of insured banks and 12.S per cent of the total capital 
funds of insured banks. Data and computations covering 
13,867 insured banks are as follows:28 

Capital stock, notes, and debentures ...... $3,310,564,000 
Total capital funds ................... 6,230,095,000 
Capital issues (disbursed) held by RFC . . . 780,000,000 
RFC holdings as percentage of capital issues. 23.6 
RFC holdings as percentage of total capital 

funds. . . . . . . . . . . . . . . . . . . . . . . . . . . 12.5 

RFC funds authorized and not as yet disbursed, when 
actually paid out, will bring RFC holdings of capital is
sues up to 29 per cent of the total. It must be noted, how-

• Data are from FDIC Release, Sept. 6, 1934. The difference between 
780 million dollars of RFC holdings shown here and the total of 814 
millions shown in the table above is the FDIC's estimate of RFC issues 
in the hands of mutual savings banks. 
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RFC PI1RCHASES OF CAPrrAL OBLIGATIONS OF BANKS 

FEB8.I1A8.Y 2, 1932 TO J I1NE 30, 1934-
Classified by Regions and States 

(In thousands of dollars) 

llegioD and State 

IIJt'W BIfGI.AJID~ •••••••••••••.•••••• 
Maine .•••• , ................... . 

~:;;...,.,~~~::::::::::::::::: 
Massachusetts .................. . 
Rhode 1sIaDd •••...............•• 
CODDeCticut ••••...............•• 

mDDLB An.AJrrJC • ......•.... _ ....• 
N ... york ••.................... 

£d::::::::::::::::::::::: 
~=r;~~~:::::::::::: 

1I02'IB CEII'I:aAJ. •• •..• _ • .. ... ...•. 
Michigan .•..................... 
~ •... :: ................. . 
Indiaaa ••.................... 
Ohio •••................ 

SDl1TBEIUf IIDUIITAIII'._ . . . _ . . _ ..... . 

~:t!~::::::::::::::: ... . 
~:,,~::::::::::::.::: 

S017'mBASTEllll •••.•...•... 
North CuoIiDa .•....... 
South CuoIiDa. . . . . .. .. 
Georgia .............. . 
Florida ••.......... 

~pj,i:.::.::: .. 
so~:::::::: ... . 

Teus ......................... . 
Arkausas ••....................• 
OkIaboma .•.................... 
~ GItAIJI ••. ........... _ •.•. 

MiDuesota .•.•.................. 
NorthDaIt_ •...... 
South Dakota .................. . 
Iowa ••.•......................• 

~::::::::::::::::::::::: 
Kamas •........................ 

JlOCJ['t' IIOUIITAIIf . ...•............. 
MootaDa ••••................... 
Idaho ..•....................... 
Wyoming ••.................... 
Colorado •••........•.......••.. 
N .... M ........................ . 
Arizona ••...................... 
Utah •.•........................ 
Nevada .•...................... 

.~COAS'r ...................... . 
Washi.nl!tm •.................... 

~~:::::::::::::::::::::: 
tJMIrBIt S'rA%BS ••• •.••..•••••••••••• 

Authorized 

, 54,008 
10,515 

1,338 
14,795 
18,605 

800 
7,955 

448,_ 
330,525 
44,888 

2,630 
43,670 
9,085 

17,700 
250,_ 

38,641 
21,568 
91,534 
16,525 
82,156 
37,916 

5.131 
11,633 
10,055 
11,097 
39,634 

7,405 
2,204 
5,595 
1,394 

14,446 
8,590 

'S8,Z3Z 
9,846 

32,962 
4,765 

10,659 
73,772 
17,076 
4,107 
4,405 

11,433 
8,484 

23,702 
4,565 

18,135 
3,658 
1,810 
1,445 
4,635 

952 
1,190 
4,265 

180 
65,374 

6,136 
1,_ 

57,248 
1,045,993 

Disbmsed 

,38,147 
4,325 

298 
13,970 
13,451 

350 
5,733 

324,944 
250,662 
27,184 

520 
25,003 
6,325 

15,250 
215,912 

32,474 
15,117 
86,256 
13,212 
68,853 
27,744 

4,361 
8,356 
6,793 
8,234 

33,787 
5,220 
1,994 
4,330 

999 
13,894 
7,350 

47,742 
8,801 

26,743 
3,550 
8,648 

60,972 
15,279 
3,299 
4,019 
8,656 
7,242 

18,786 
3,691 

14,718 
2,528 
1,575 

895 
4,075 

590 
940 

3,965 
ISO 

52,051 
3,768 
1,527 

46,756 
816,017 
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ever, that the disbursement of these authorizations rests 
on fulfillment of certain conditions, among which may 
be the. contribution of capital by local interests. Hence 
the ratio of authorizations to capital stock, notes, and 
debentures should be regarded as only approximate. 

The $70,073,000 which had been authorized by Sep
tember 30, 1933 was practically all, if not all, for the 
purpose of recapitalizing closed institutions. The great 
majority of the authorizations since that date, however, 
have been to active banks. Probably 12.5 million dollars 
approximates the amount subscribed for the purpose of 
reopening closed institutions, or establishing new banks 
to replace those which had failed. 

Most of the applications for preferred stock: have 
been granted. Banks in every state in the union have re
ceived funds. The distribution by states is shown in the 
table on page 197. 

m. EFFECT ON CAPITAL STRUCIURE AND BANK CONTROL 

Purchases of preferred stock: by the RFC in banks 
throughout the nation have as important implications for 
the banking system of the country as any of the meas
ures of the new Administration. Through these pur
chases the system has been considerably strengthened, 
the possibilities of credit expansion incre'ased, and the 
question of partial ownership and control of banks by 
the government thrust sharply to the fore. 

Reorganization of closed hanks. The reorganization 
of institutions found to be insolvent at the termination of 
the bank holiday was greatly facilitated by their ability 
to secure capital from the RFC.2T Most of the reorgan
ized national banks sold at least half of their new capi
tal obligations to the RFC, as did a large portion of the 

• For a description of reorganization procedure, see Chaps. IX-X. 
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reorganized state banks. By October 25, 1933 national 
banks had outstanding $75,119,000 in Class A preferred 
stock, practically all of which had been issued in connec
tion with reorganizations.:18 Preferred stock amounting to 
$4,050,000 had been issued by 14 new national banks 
which were reorganizations of state banks, and 
$12,652,000 had been issued by 121 others which ac
quired the business of suspended banks."" Most of the na
tional banks reorganized since that date, nearly 300 in 
number, have also sold preferred stock to the RFC. 

While there is some question as to the necessity for 
reopening many of the banks that were reorganized, 
they did provide banking facilities in communities 
which otherwise would have been bereft of them. And 
while in some cases new capital was raised locally, in 
most an adequate capital structure was only made pos
sible by means of RFC aid. 

Capittd reorgrmizations of active hanks. Under the 
campaign to purchase capital obligations of active banks, 
numerous reorganizations of the capital structure of these 
institutions were effected. Even the banks which were 
supposed to be selling preferred stock merdy to offer 
good examples to the weaker institutions took advan
tage of the opportunity to clean house. 

For instance, the Chase National after issuing 50 mil
lion dollars in preferred stock wrote down its assets by 
50 million dollars and reduced its common capital cor
respondingly. The National City also sold 50 million dol
lars preferred and wrote off 56.5 million dollars of com
mon stock, thus effecting a net reduction in its capi
tal. Others of the larger banks, however, apparently were 
in a better position, and although they sold preferred is-

• A""wd Retort 0/ lite Comltrolkr 0/ lite Currency. 1911. p. 49· 
• The same. p. 41. 
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sues, the sales were in smaller amount and were not ac
companied by charge-off's. 

Fear was expressed that such write-off's would indicate 
that the banks making them were in a weak condition. It 
was apparent that many of these larger institutions were 
not in as good condition as had been believed, but it 
was also felt that these operations meant a readjustment 
of balance sheets to a sound basis. No indications of lack 
of confidence developed on the part of depositors. 

Shareholders did not suff'er an immediate loss either. 
Although both the book and par values of common stock 
were reduced by the charge-off's,80 the market quotations 
were not adversely aff'ected. What price fluctuations oc
curred appeared to be attributable to general market 
conditions. 

Where it was not necessary to reduce asset values, 
capital subscriptions by the RFC established a wider 
margin of protection for the depositor. The ratio of 
deposits to capital has long indicated that the owners of 
the banks were bearing an unduly small proportion of 
credit risks. While deposits were less than six times capi
tal funds for all banks in the country on June 30, 1932.,8'1 
in a number of institutions the ratio was ten to one, or 
greater. Chairman Jones of the RFC has indicated that 
a ratio of seven or eight to one is considered desirable 
to provide a sufficient margin of safety.lI2 Capitaldeben
tures cannot be retired unless capital funds, outstanding 
debentures, and other indebtedness exceed one-seventh 
of total deposits, or unless the retirement is approved 
by the state supervisor. Preferred stock and capital notes 

.. The par value of National City stock, for instance, was cut from 
$20 to $1z.50, and its book value from $2.7 to $2.1 a share. 

11 Annual Report of the Comptroller of the Currency, 1933. p. 98 • 
.. The Bankers' Responsibility, Address before the New York State 

Bankers Association, New York City, Feb. 5, 1934-. 
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may not be retired unless the ratio of deposits to capital 
and indebtedness is less than a ratio variously fixed by 
the Corporation at from seven to one to ten to one. 

The RFC assisted materially in improving the liquid
ity of banks applying for membership in the FDIC. The 
Insurance Corporation insisted upon a soundly ap
praised value of assets equal at least to deposit liabili
ties. While this regulation admitted banks with impaired 
capital and therefore technically insolvent, a surprising 
number o~ applicants could not meet the requirement. 
They qualified by selling capital obligations to the RFC. 
This increased their total liabilities by the same amount 
that assets were increased, but deposit liabilities were 
not altered. These operations were all important to non
member banks. The FDIC is now endeavoring to bring 
about at least a ten to one deposit-capital ratio among its 
member banks. This will be aided by means of capital 
subscriptions by the RFC. 

The sale of capital notes and debentures raised a seri
ous question as to whether they could be considered capi
tal for the purpose of meeting certain minimum capital 
requirements. National banks are allowed to include 
preferred stock: to meet minimum capital requirements 
of from $50,000 to $200,000, depending on the size of 
the community in which they are loCated.ss In some 
states capital notes and debentures have been considered 
capital.s• The Federal Reserve Board at first ruled that 
these obligations would not be counted toward capital 
requirements for membership in the Federal Reserve 
system!S Later, however, the Non-Member Preferred 
Stock: Committee of the RFC and the FDIC secured a 

• 48 Stat. L. 5. 
• See, for example, New York Banking Board, Resolution 33, Nov. 

2, 1933. 
• Federal Res_e Bulletin, September 1933, pp. 566-68. 
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reversal of the Federal Reserve Board's ruling.3s The 
act of June 1934 extending the temporary insurance 
fund for one year provides that for the purposes of 
membership in the Federal Reserve system the term 
capital shall include capital notes and debentures pur
chased by the RFC.37 

While RFC purchases will thus facilitate Federal Re
serve membership, serious difficulty may arise when 
obligations mature. Issuing banks will then be faced with 
a reduction in their capital, in many cases below the re
quired minimum. Should they be unable to offset this 
by sales of new common stock, they will be faced with 
exclusion from the Reserve system, and in the case of 
national banks, with forfeiture of their charters. The 
same situation will be faced by state banks which have 
met minimum capital requirements by the sale of capital 
notes or preferred stock to the RFC. 

Preferred obligations and bank earnings. The RFC 
purchases of preferred obligations have placed definite 
financial burdens upon a very large number of the com
mercial banks of the United States. If issuing banks de
fault on two dividend payments, or fail to amortize the 
principal at the rate of 5 per cent per annum, the RFC 
has the right to assume virtual control of them. 

The regulations regarding the application of net earn
ings of banks which have obligations to the RFC are 
essentially similar whether the obligation is preferred 
stock, capital notes, or debentures. Those covering pre
ferred stock are summarized herewith." 

Net profits are to be determined by deducting from 
gross earnings (including recoveries), expenses, inter
est, losses, taxes, and legally required transfer to sur

II FDIC Press Release, Nov. 20, 1933. 
n 73 Cong., Public No. 362. 
II RFC Form P.S.-z, revised Mar. 26, 1934. 
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plus, and accrued net loss from previous periods. After 
these deductions, net profits are to be applied in the fol
lowing order: 

I. To the payment of preferred stock dividends. 
2. To the amortization of preferred stock 40 per cent of 

the remainder, if any, but not necessarily to exceed 5 per cent 
of the preferred issue. 

3. To such other lawful purposes as may be decided upon 
(for instance, payment of common dividends or into the capital 
account). 

This procedure will mean, in case a bank has 50 million 
dollars of preferred stock outstanding, that 1.75 million 
dollars must be set aside annually for dividends. * If the 
proceeds of the preferred issue earn but 2 per cent, the 
net cost to the stockholders will be $750,000. In addition, 
2.5 million dollars must be paid from earnings into the 
preferred retirement fund. Thus 3.25 million dollars will 
be deducted from earnings before common dividends can 
be paid. As the preferred stock is retired, the interest bur
den will lessen, and the equity of the common stock
holder will increase. 

Unless there is a more pronounced business recovery 
the chances for many issuing banks to maintain sufficient 
earnings to meet these requirements are slim. The ac
tive national banks of the country had a net deficit for 
the year ending June 30, 1933 of 14.92 per cent of their 
common capital, or 9.08 per cent of their common capital 
and surplus. In 1932 their deficit was 8.91 per cent of 
common capital, or 4.94 per cent of common capital and 
surplus.au 

State member banks had a net loss of 3.0 per cent 

• Computed at ].5 per cent, the new rate which becomes effective on 
Feb. I, 1935. See p. 19Z. 

• Computed from the Annual Report of the Comptroller of the Cur
rency, 1933, pp. 66 and 67. 
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of their common capital and surplus in the last six months 
of 1932, and of 2.8 per cent in the first six months of 
1933. Their deductions (net loss plus dividends paid) 
from capital funds amounted to respectively 10.8 per cent 
and 9.3 percent of surplus in these periods.4G 

Even during the relatively prosperous years 1926-30, 
15.8 per cent of the national banks had net deficits, and 
an additional 11.3 per cent had net profits of less than 
3 per cent!1 The small national banks, in particular, 
showed poor earning records for these years. A fourth of 
those with loans and investments of less than $500,000 
showed net deficits!2 

State banks have undergone a similar experience. Net 
deficits were shown by 30.8 per cent of all Iowa state 
banks during 1926-30. Of those having less than 
$ 1 50,000 in loans and investments, 42.1 per cent had net 
deficits; with loans and investments of $150,000-
$250,000 and $250,000-$500,000, proportions show
ing deficits were respectively 34.1 and 28.9 per cent!' 

Even the stronger institutions which have sold issues 
to the RFC have in general had deficits in the past two 
years. Available earnings data show that 16 of 22 New 
York City banks which issued preferred stock or capi .... 
tal notes had net deficits in 1933.44 VIrtually all of these 
banks continued to pay dividends, thus further deplet
ing their capital resources. The nation's largest bank, the 
Chase National, which has issued 50 million dollars of 
preferred stock, has shown a net deficit for the past three 

• Computed from the Federal ResetvJe Bulletin, April 1934, pp. 257 
and 259. 

a Banking Profits, Federal Reserve Committee on Branch, Group, and 
Chain Banking, p. 10. 

a The same, p. 98. .. The same, p. 29 • 
.. Compiled from "Earning Trend of New York City Banks," cnrrent 

issues of the American Banker. 
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years. The largest bank outside of New York, the Con
tinental-Illinois National Bank and Trust Company, had 
a total net deficit for 1932 and 1933 of $87,318,903. 
It has also sold SO million dollars of preferred stock:. 
Similar examples from various parts of the country are 
available. 

It is true that most of the deficits in bank earnings have 
been caused by the Writing down of assets. If the decline 
in security values has ceased, and if business maintains 
its upward trend, these losses will certainly be less severe 
in the future. National banks had net earnings before 
losses and recoveries for the year ending June 30, 1933 
amounting to 9.0 per cent of common capital and sur
plus.* State member banks, for the six ,months ending 
December 31, 1932, had net earnings before losses and 
recoveries of 3.9 per cent of common capital and surplus. 
For the succeeding six months the proportion was 4.1 
per cent. ... 

Most of the New York City banks which have sold 
preferred obligations had operating earnings in 1933 
more than sufficient to cover common dividends,·7 and 
the same is generally true elsewhere. 

While net losses may be reduced during the next few 
years to the 1926-30 level, it is unlikely that earnings 
will be raised to that level. A large proportion of bank 
assets are held as cash or invested in government securi
ties yielding, on the average, less than 3 per cent. In
terest rates charged customers by banks have fallen mark
edly since 1930. In March of that year they averaged 

• Computed from the Amnud Report of tile ComptroUer of tile Cur
rency, 1933, p. 66 • 

.. Computed from FeJerlll Reserve Bulletin, April 1934-, pp. 157 and 
159· 

.. American Bll1Jker, Mar. 15, 1934. 
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5.22 per cent in New York City, 5.47 per cent in eight 
other Northern and Eastern cities, and 5.98 per cent 
in 27 Southern and Western cities.4/! In March 1934 
they averaged only 3.31 per cent in New York, 4.52 
per cent iI). the other Northern and Eastern cities, and 
5.40 per cent in the Southern and Western cities.49 These 
declines in earnings, however, will be partially offset by 
the prohibition of interest on demand deposits and the 
limitation of interest on time deposits to 3 per cent or 
less by the Banking Act of 1933, FDIC regulations, and 
the NRA banking code. 

The proceeds of sales of stock, notes, or debentures to 
the RFC are available, of course, to the banks for in
vestment. But these proceeds have not all been invested in 
assets which will earn the prevailing 4 per cent interest on 
the obligations. As of June 30, 1934, for example, 
$234,814,667 of RFC debentures bearing an average 
rate of 2.23 per cent were held by banks.50 This repre
sented an outright gift to the Corporation of 1.77 per cent 
per annum on this amount. In some cases the proceeds 
have apparently been invested in government securities 
or have merely swelled cash reserves. It therefore appears 
that the owners of common bank stock throughout the 
nation are making a substantial contribution to the Fed
eral Treasury and the operating expenses of the RFC. 

In view of this situation there is serious doubt as to 
whether many of the banks can earn enough to meet the 
required payments. Numerous weak banks have been 
forced by circumstances to sell preferred obligations. 
Naturally these institutions are the very ones which are in 

.. Annual Report of the Federal Reseroe BOQTd, 1931, p. h • 

.. Federal Reseroe Bulletin, April 1934, p. :&19. 
• RFC Report, second quarter, 1934 (mimeographed). 
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the most difficult earning position. Smaller institutions, in 
particular, will be hard pressed. If default occurs, the 
RFC may find itself actively engaged in bank manage
ment. We comment further in Chapter XV on this aspect 
of the government's relationship to the banking system. 



CHAPTER XIV 

AID BY OTHER FEDERAL AGENCIES 

Before the bank holiday there were a few government 
or semi-government agencies other than the RFC and 
Federal Reserve Banks which stood ready to assist in 
the liquefaction of bank assets. As examples of these, 
the Federal Intermediate Credit Banks and Home Loan 
Banks may l?e mentioned. The former rediscounted 
farm paper held by banks and other institutions/ and the 
latter performed the same service for certain institutions 
holding Urban real estate mortgages. 

The widespread distress among the owners of both 
farm and urban, mortgaged real estate during the past 
few years led to the establishment of additional agen
cies designed to provide emergency relief. The property 
owner, rather than the mortgage holder, however, was 
designed to be the chief beneficiary.2 Briefly, the plan 
was to authorize corporations chartered. by the federal 
government to issue bonds which were to be exchanged 
for the mortgages. The property owners were then to 
be given the benefit of a lower interest rate and a longer 
amortization period. The procedure was to be carried 
out by the Farm Credit Administration, through the Fed
eral Land Banks and the Farm Loan Commissioner, and 
the Home Owners' Loan Corporation.8 Interest on the 
bond issues was guaranteed by the Federal government. 

1 For a description of their work see Frieda Baird and Claude L. Ben
ner, Ten Years of Federal Intermediate Credits, 1933. 

• See President's Message to Congress, Apr. 13, 1933-
"48 Stat. L. 41, u8. 

208 
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State legislation was enacted empowering state banks to 
invest in the bonds. ~ 

L nm FARM CREDIT ADMINISTRATION 

The Farm Credit Administration in refinancing loans 
through the Federal Land Banks gave preferred con
sideration to cases where farmers were threatened with 
foreclosure, or where the loans represented frozen assets 
of closed banks. 5 Open institutions, however, have been 
benefited in numerous cases by the exchange of frozen 
mortgages for marketable bonds. However, the mere 
guaranty of interest on the farm loan bonds by the fed
eral government failed to induce the holders of mort
gages to exchange them in desired volume. 

The Farm Loan Commissioner was authorized to use 
200 million dollars of RFC funds for refinancing farm 
indebtedness.· The bulk of this was allotted to the pur
chase of mortgages held by banks. At first attention was 
centered on banks in states which appeared to have the 
largest volume of farm paper. 

The co-operation of state banking officials was instru
mental in facilitating the refinancing of mortgages. The 
Department of Financial Institutions of Indiana placed 
the services of trained representatives at the disposal of 
banks desiring to refinance mortgages in their possession, 
and collected statistics concerning the need for such re
financing.T 

In addition to the lack of a ready market for the farm 
loan bonds, the farm refinancing program was delayed 
by the necessity of reappraisal of properties and conse-

• See, for example. N.Y. Banking Law, Sec.. 184. SUb-divisiODS /I and 
lo(a) i N.Y. Real Property Law, Sec.. :&78 i as amended by the 19l1 
enraordinary aessiOD of the Legislature.. 

• 73 Cong., S. tep. 190. • 48 Stat. L 48. 
9 Letter from Director McKinley to all banks, trust companies, and 

building and loan associations, Aug. 10, 1911. 
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quent readjustment of indebtedness. The outstanding 
indebtedness on many farms was higher than the in
debtedness permissible under the reappraisal values, and 
holders of mortgages were frequently reluctant to ac
cept bonds in a lesser amount than the face value of their 
mortgages. Of $832,800 of mortgages held by 21 closed 
banks in New York State,' only $268,100 was eligible 
for FCA refinancing at their face value.8 The reluctance 
of mortgage holders was aggravated by the lack of 
marketability of the bonds which they had to accept if 
any large volume of refinancing were to take place. This 
situation was partially improved by loans made by the 
RFC to the FCA on the security of Land Bank bonds. 
The proceeds were used to purchase mortgages held by 
banks. All Land Bank bonds issued during 1933 were 
held by the RFC as collateral for such loans.' 

In the first eleven months of 1933 the Federal Land 
Banks had closed loans totalling $90,207,808, and the 
Land Bank Commissioner had lent an additional 
$32,974,668.10 Of the Land Bank loans, 86.8 per cent, 
or about 78 million dollars, went to refinance indebted
ness, while about 30 million dollars of the Commission
er's loans went for that purpose.ll Of the ar.:lOunt used 
to refinance indebtedness, about 38 million dollars went 
to purchase mortgages from active banks and retire 
other indebtedness to them. Approximately 1.3 million 
dollars went to bank receivers and conservators.u ,All 
these amounts were expended in cash. Obviously, how
ever, the amount of aid given to open banks was rela-

• New York Times, Sept. 12, 1933. Many mortgage holders did accept 
bonds in amounts less than the face value of their mortgages, however. 
The average scale-down during 1933 was about 6 per cent. Congo Record. 
Jan. 2.3, 1934, p. 1130. 

• Baltimore Sun, Jan. 6, 1934, verified by inquiry at the FeA. 
,. Annual Report 0/ the FCA, 1933. Table I. 
n The same, Table 3. , U The same, Tables 4 and s. 
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tively small, and the volume of funds made available 
to depositors !n closed banks even smaller. 

The personnel of the FCA was at the outset wholly 
insufficient to handle the volume of business properly. 
Twelve hundred new appraisers had to be selected and 
more or less carefully trained before the program could 
get well under way.u This technical difficulty removed, 
the unwillingness of mortgage holders to exchange mort
gages for bonds was overcome to a considerable extent 
by the guaranty of the principal as well as the interest 
of the bonds by the federal government, making them 
as salable as direct United States obligations. The Presi
dent advocated this step on the additional ground that 
"we thus publicly acknowledge what amounts already 
to a moral obligation."14 

The legislation extending the guaranty to the princi
pal of the bonds was approved January 31, 1934.15 It 
created a new organization, the Federal Farm Mortgage 
Corporation, to issue the bonds and hold mortgages re
ceived in exchange. It was capitalized at 2.00 million 
dollars, subscribed by the United States, and authorized 
to issue 2. billion dollars in bonds. The maximum loan 
to any farmer was increased to $7,500. 

Farm mortgage financing was immediately facilitated. 
State banking authorities who had not recommended 
the exchange of mortgages for bonds now did so. Twice 
as many loans were made in the first three months of 
1934 as during the entire year 1933. 

By June 30,1934 more than 378,000 loans had been 
closed since the inauguration of the FCA refinancing 
program. These loans totalled $953,915,635, of which 
$8547319,2.04 refinanced indebtedness. Of this amount 

,. United States News, week of Sept. :&-9, 1933 • 
.. Message from the President to the Congress, Jan. 10, 1934. 
• 73 Cong., Public No. 88. 
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$167,514,486 went to open banks and $10,741,387 to 
closed banks.16 

Generally speaking, the FCA has not rendered the 
aid to dosed banks that was anticipated at the outset of 
its operations. If it should use all funds available under 
the present law, and if the same proportion of the total as 
of the present advances were to go to closed banks, only 
about 25 million dollars will thus be made available to 
their depositors. Open banks, however, will get rid of 
a large proportion of their farm mortgages. This change 
iIi bank assets will be of only temporary significance if 
there is a resumption of agricultural investment on the 
part of banks. 

Although the amount of funds advanced to closed 
banks as a group has been small, a considerable amount 
of aid has been rendered by FCA refinancing in several 
individual cases of reorganization or liquidation. Such 
action has resulted in ashlUch benefit to the property 
owner as to the depositor, for closed banks are forced to 
press borrowers for repayment. During 1933 the St. 
Louis Land Bank aided the reopening of nine banks 
in Illinois/7 In New York the liquefaction of farm 
mortgages by both the Intermediate Credit Bank and 
the Federal Land Bank of Springfield has aided num
erous closed banks in rural communities. It is possible 
that, although the amount of such aid to anyone bank 
was small, it frequently provided just enough additional 
liquidity to assure reopening. 

II. TI-lE HOME OWNERS' LOAN CORPORATION 

The Home. Owners' Loan Corporation has an au
thorized capital of 200 million dollars, subscribed by the 

11 Data obtained from Division of Finance and Research, F.C.A. 
If A. Crawford, "Progress of the Farm Credit Administration," Bur-

,.oughs Clearing HoUse, Nov. 1933, p. 9. . 
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Federal Treasury, and it is authorized to issue 3 billion 
dollars in bonds bearing not more than 4 per cent interest 
and maturing not later than 18 years from the date of 
issue. Interest on all of these bonds, as well as the prin
cipal of those issued subsequent to May 1, 1934, is fully 
guaranteed by the United States. Holders of bonds is
sued before this date could convert them into fully guar
anteed bonds at any time prior to October 28,1934- The 
Corporation is empowered to exchange these bonds for 
mortgages on urban homes, but in no case may the value 
of the bonds exchanged exceed 80 per cent of the ap
praised value of the mortgaged property (or $14,000, 
whichever is lower). In case the holder of the mortgage 
refuses bonds, the Corporation is empowered to refund 
cash to the extent of 40 per cent of the appraised value 
of the mortgaged property. Homes appraised at more 
than $20,000 are ineligible for loans. New mortgages 
running for 15 years and paying 5 or 6 per cent are taken 
from the owners.:18 The spread between the interest re
ceived on mortgages and that paid on bonds is expected 
to be sufficient to cover the operating expenses of the Cor
poration and enable reserves to be set Up.19 To handle the 
exchange of mortgages throughout the country state 
headquarters have been established in every state, and 
over 250 district offices have been organized. 

All of the states except Wyoming permit their banks 
and trust companies to exchange urban home mortgages 
for bonds of the HOLe. In some states this permission 
has been granted by statute, in some by court decisions, 
in others by opinions of the attorney-generals or bank
ing authorities.- State banking authorities have, for the 

• 71 Cong., Public No. 43, as amended by Public Nos. 178 and 479. 
• HOLC BMIIl p",steclus, p. I. 
• In Ohio a mort decision permitted such exchange even for mort

gages held in trust :u geC1Irity for participation certificates.. See A merictm 
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most part, aided wherever possible in the exchange of 
mortgages held by closed banks. 

At first the Comptroller of the Currency refused to 
authorize receivers of national banks to exchange mort
gages for HOLC bonds, but after the receivers them
selves had indicated that their depositors would be bene
fited, permission was granted. The receivers were thereby 
relieved of the servicing of the mortgages and enabled 
to take advantage of the better market position of 
the bonds, either through outright sale or by posting 
the bonds as collateral for loans. In every case, how
ever, approval by the court and by the Comptroller was 
required.21 At a later date conservators were also given 
this authorization.22 

. 

The operations of the HOLC have been hampered 
considerably by the difficulty of establishing a nation
wide organization almost over night, and by the rela
tively large number of ineligible applications; The tech
nical work of securing the consent of mortgagor and 
mortgagee, making preliminary and final appraisals, 
searching title~, settling taxes and liens, obtaining the 
approval of various committees, counsel, and other offi
cials has undoubtedly protected the Corporation but 
has prevented the "rapid refinancing which it' set out to 
accomplish. The mortgage moratorium laws have to a 
considerable extent reduced the demand for its services. 

Moreover, numerous mortgage holders were unwill
ing to agree to the exchange. In spite of an apparently 

Banker, Apr. 10, 1934. For an attorney-general's opinion relative to the 
right of both open and closed banks to effect such exchange, see Penn
sylvania Department of Justice, Formal Opinion No. 86, Aug. 17, 1933. 
For an opinion by a state banking authority, see Indiana Commission for 
Financial Institutions, Resolution of Aug. 17, 1933 . 

.. Letter of Comptroller O'Connor to Chairman Stevenson of the 
HOLC, Sept. 23, 1933. 

liThe same, Oct. 19, 1933. 
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well-secured investment and a guaranty of 4 per cent in
terest, the price of the bonds fluctuated for some time be
tween 80 and 90 per cent of par. Some mortgage hold
ers had required the property owner to make up the 
discrepancy between the market price of the bonds and 
par. Unless this was done the mortgage holders consid
ered their chances for realization better through fore
closure than refinancing. The Administration professed 
to feel a moral responsibility for these bonds as well as 
those of the FCA, and the guaranty was extended to 
principal as well as interest. 8S From the time it became 
apparent that this action would be taken, the consent of 
mortgage holders was much more readily obtained. The 
new fully guaranteed bonds bear only 3 per cent interest, 
but otherwise are as desirable as gOvernment securities. 
They are tax-exempt except as to gift and inheritance 
taxes and surtaxes. 

Ineligibility arose either because the case did not meet 
the technical requirements of the act, or because the home 
owner was not in distress. A sample compilation indicates 
that about a fourth of the refunding was made possible 
by a reduction in the mortgage to meet the new appraisal 
or the maximum limits of the act.24 The HOLC refused 
to take mortgages not in default from holders who merely 
wished to exchange them for something more liquid." 

The rule against lending to home owners who were 
not in distress was waived when the mortgage was held 
by a closed bank. In such cases all mortgages meeting 
the technical requirements of the law were ruled eligible 

• 71 Cong., Public No. 178. Although this amendment did not 
apply to bonds issued before its passage. it provided for their conversion 
into fully guaranteed bonds. See p. u 3 • 

.. Data in HOLe Sl4IistiaJ Report for week ending Dec. 8, 1933. 
• Speech of Director Fahey of the HOLe before the Boston City Club, 

Oct. :&6, 1933. 
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in order to provide as much assistance as possible to own
ers of frozen deposits. 

To expedite the handling of mortgages in closed 
banks, building and loan associations, and similar in
stitutions, the Wholesale Department of the HOLC was 
set Up.26 It was then estimated that in ten states alone the 
amount of mortgages held in 2,937 closed institutions, in
cluding building and loan associations, aggregated 830 
million dollars, and the HOLCindiaited that an effort 
would be made to free this amount to depositors and 
shareholders. In Illinois 1,587 closed institutions had 
413 million dollars in mortgages. It was estimated that 
300,000 depositors would be aided in MassachusettS.27 
Had this program been carried out to its fullest possible 
extent in all parts of the country, the amount of funds 
remaining for the relief of owners whose mortgages were 
held elsewhere would have been small. Attempts were 
made to have other institutions refund mortgages held by 
closed institutions in order to reduce the demands on the 
HOLC. 

The RFC aided the program of the HOLC byagree
ing to make loans on the bonds at 80 per cent of their 
par value.28 Thus closed banks making exchanges were 
enabled to secure more cash than they could if the mort
gages had been offered as collateral. At the time the 
RFC offer was made, it was lending 50 per cent or less 
on the face value of mortgages. 

The wholesale operations of the HOLC were quite 
important in hastening the liquidation of a number of 
institutions. The First National Bank of Detroit closed 
with mortgage holdings of 153 million dollars which 

.. HOLC Board, Resolution of Jan. 20, 1934. 
"'Statement of Chairman Fahey, Nov. 13, 1933 • 
.. Letter from Chairman Jones of the RFC to Chairman Stevenson of 

the HOLC, July 22, 1933. 
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are being liquidated for the benefit of depositors through 
the HOLC and the RFC.28 By June 29, 1934 the Whole
sale Department had refinanced 61,875 mortgages, 
amounting to $166,611,609, more than one-seventh of 
the dollar volume of refinancing of the Corporation. In 
some states all possible refinancing of this type had been 
completed. At this time the total number of eligible 
mortgages remaining in 5,900 closed banks, building and 
loan associations, and mortgage companies was 117,012, 
amounting to $397,274,454.30 

The portion of this amount held by banks alone has 
not been reported, but potential aid of the HOLC to 
depositors in closed institutions is great. It must be borne 
in mind, however, that, of the 166 million dollars fur
nished by June 29, the RFC had advanced a large pro
portion of the cash for payments to depositors, and 
that the HOLe merely made possible a larger advance 
than the RFC would have made against the mortgages 
themselves as collateral. 

Total refinancing by June 29, 1934 amounted to over 
$1,027,991,565. During the week ending on that date 
17,510 loans were closed. These loans aggr~gated 
$51,911,690. At that date 1,137,829 preliminary ap
praisals had been completed and 60,76t applications 
had passed through various stages of examination and 
were in the hands of the closing office.31 Many thousand 
additional applications had been received, which indi
cates that the chief problem of the HOLC henceforth is 
one of carefully apportioning available funds among the 
applicants. The amount going to banks and other classes 

.. 73 Cong. z sess., Hearings on H.R. 8479 before sub-committee of 
House Committee on Banking and Currency, Mar. zo, 1934. 

• Data obtained from Division of Research and Statistics, HOLC. 
II HOLC Summary Release, July 6, 1934, and conference with Office 

of Public Information, HOLC. 
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of mortgage holders has not been reported, but the op
portunity is offered for all banking institutions to thaw 
out some of their more undesirable urban mortgages at 
the smallest possible loss. 

Both the HOLC and the FCA will have the unfor
tunate result of strengthening the belief of both borrow
ers and creditors that the federal government will lend 
them its credit when their contractual relations founder 
on the rocks of deflation. To this extent the tendencies 
of the experiences of the past few years to curb repeti
tion of the speculative excesses of the past will be dis
regarded. 

ID. THE FEDERAL DEPOSIT INSURANCE CORPORATION 

As was noted in Chapter XII, the Banking Act of 
1933 provides, in the Federal Deposit Insurance Cor
poration, a continuing agency for lending to closed banks. 
Sub-sections (m) and (n) of Section I2B of the act pro
vide: 

(m) Nothing herein contained shall be construed to prevent 
the Corporation from making loans to national banks closed 
by action of the Comptroller of the Currency, or by vote of their 
directors, or to state member banks closed by action of the ap
propriate state authorities, or by vote of their directors, or from 
entering into negotiations to secure the reopening of such banks; 

(n) Receivers or liquidators of member banks which are now 
or may hereafter become insolvent or suspended shall be entitled 
to offer the assets of such banks for sale to the Corporation or 
as security for loans from the Corporation, upon receiving per
mission from the appropriate state authority in accordance with 
express provisions of state law in the case of state member banks, 
or from the Comptroller of the Currency in the case of national 
banks. The proceeds of every such sale or loan shall be utilized 
for the same purposes and in the same manner as other funds 
realized from the liquidation of the assets of such banks.lIS 

.. 48 Stat. L. 176. 
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In spite of considerable unfavorable criticism, the 
FDIC has taken no action under this authorization. It 
has maintained that its chief purpose is the insurance of 
deposits of going banks, and that its capital funds must 
be held as a reserve for this purpose, and cannot be dis
sipated in loans on, or purchases of, assets of closed in
stitutions. It has held that the existence of the Deposit 
Liquidation Board of the RFC, created in October 1933 
to encourage liquidators of closed banks to borrow from 
the RFC in order to make funds available to depositors, 
was in itself sufficient reason for refraining from entering 
this field. Moreover, while the FDIC is empowered to 
increase its funds by the sale of debentures, it has been 
felt that there would not be a large market for such se
curities, inasmuch as they are not guaranteed by the fed
eral government. Consequently, while the FDIC may be 
expected to provide relief to depositors of any of its mem
bers which may fail in the future,u for the present federal 
government advances to expedite payments to depositors 
are confined to loans made by the RFC upon the security 
of assets of closed banks. M 

• Under the temporary plan the FDIC at least made quickly available 
deposits of h,500 and nnder, up to July I, 1934. On this date the limit 
became h,ooo with the exception that mutual savings banks, nnless upou 
choice approved by the Board of the FDIC, will continue to operate on 
the h,500 basis instead of the h,ooo. Under the permanent plan larger 
amounts will become available. 

II See Chap. XII. 



CHAPTER XV 

RESULTS OF FEDERAL AID 

As was stated in Chapter XI, any present appraisal 
of the results of the federal government's policy of di
rect financial aid to banks must be very tentative, as 
the full resplts are not yet apparent. There are several 
aspects of the issue, however, concerning which at least 
a tentative judgment can now be offered. 

I. DIREcr BENEFITS TO BANK DEPOSITORS 
AND BORROWERS 

RFC loans to closed banks did not make possible a 
greater return to depositors than would have been 
yielded by the ordinary processes of liquidation, but they 
did make part of such payments available sooner. They 
aided owners of frozen deposits in the same manner that 
liquidation under the auspices of active banks did. But 
the scope of RFC activities in this respect is obviously 
far greater than was possible under the liquidation plans 
of the Manufacturers Trust Company and other banks. 
Furthermore, by cash loans on the assets of closed in.
stitutions, sufficient liquidity was provided to make pos
sible numerous reopenings that otherwise would have 
been impossible. 

Additional benefits are expected to be derived from 
these loans by virtue of the fact that the RFC is to hold 
assets for liquidation over a period of years.1 Under or
dinary liquidation procedure the desire to make pay
ments to depositors would require the sale of securities 

1 Address by Chairman Merriam of the Deposit Liquidation Board 
over Columbia Broadcasting System, Dec. 11,1933. 
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on a low market, and the collection of notes in a depressed 
period. A loan from RFC, it has been urged, will permit 
immediate part payment to depositors and possibly sub
sequent liquidation on a rising market. 

From the depositors' point of view, the benefit from an 
increase in the value of the assets may be partly offset by a 
rise in the general price level. At the end of five years, for 
example, the assets may have been liquidated at 50 per 
cent more than would have been possible under present 
conditions, but the price level may have risen in the same 
ratio. Moreover, in some cases negotiations for RFC 
loans have occasioned delays which have retarded the dis
bursement of funds and initial payments have been held 
up longer than they would have been if liquidation with
out a loan had been undertaken. Should the values of the 
assets fall while they are held by the RFC, depositors 
may receive less than if liquidation had not been delayed. 
The RFC is placed in the position of speculating with de
positors' property. 

The RFC has received interest of 5.5 to 4 per cent on 
closed bank loans. This is, in final analysis, paid by the 
depositors from either the interest or the principal of the 
assets being liquidated for their benefit. It is a forced 
charge for the service of disbursing larger and quicker 
initial payments, and holding the assets for a rising mar
ket. 

On the other hand, the RFC has brought about some 
saving to depositors through a reduction in the costs of 
liquidation. In so far as it disposes of the assets through 
centralized liquidation, some saving may be expected 
over decentralized liquidation by individual receiver
ships. This would be especially true for small banks, re
ceivers for which market securities in small lots. 

Moreover, the RFC has made use of the statute per-
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mitting control of compensation of officers or employees 
connected with financial institutions to which it makes 
loans-2 by requiring receivers' salaries to be kept within 
reasonable bounds. It has also, refused to allow large 
salaries to be paid to officers of banks which it is help
ing to liquidate. This action is particularly justified be
cause the RFC itself assumes some of the work of liquida
tion. It has enforced a much needed reduction in receiver
ship expenses, which have been frequently criticized as 
entailing unwarranted costs paid from depositors' funds. a 

Liquidation and holding of assets by the RFC will 
probably help debtors to closed banks more than deposi
tors. A longer liquidation period will remove some of 
the pressure for repayment, and if business conditions 
continue to improve and prices continue to advance ob
ligations will be met more easily than at present. 

The longer period of liquidation was also intended 
to prevent the dumping of bank assets, particularly in
vestment securities and mortgages, on an abnormally low 
market. It was feared the tendency would be further to 
depress the values of all securities. Even a gradual un
loading on a rising market will tend to restrain its rate 
of increase. And should the present tendency to rise come 
to a halt, the RFC will be faced with the necessity of 
threatening the market with a sale of assets which will 
tend to encourage another decline. The situation calls for 
the development and exercise of an extremely careful 
policy on the part of RFC officials. 

The RFC loans made to open banks in an effort to 
ward off the banking collapse did not prove beneficial 
to bank depositors as a group. Some depositors were 
lulled to a false sense of security because of RFC opera
tions and consequently left their deposits untouched. 

• See p. 8. 
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They suffered a loss, part of which they might otherwise 
have avoided. Had they been successful in withdrawing 
their deposits, however, other depositors would have 
borne a correspondingly greater loss. 

RFC loans, in effect, gave those with better knowl
edge of their banks' condition more time to convert their 
deposits into cash, if they so desired. Those who did leave 
their funds on deposit frequently discovered, upon the 
suspension of their banks, that all valuable assets had 
been hypothecated with the RFC. Moreover, the deduc
tion of interest charges on RFC loans left less for the de
positors in case a bank suspended. Bank earnings were al
ready low in 1932 and 1933, and this extra charge dur
ing these years amounted to approximately 50 million 
dollars. 

Since the bank holiday there have been few RFC 
loans to open banks, aside from capital investments. The 
liquidation of loans still outstanding may occasion some 
difficulties, however. Some of the borrowing institutions 
are likely to find it difficult to retire these obligations. 
Continuing renewals would be patently unsound, while 
forced collection might cause insolvency. . 

On the other hand, banks have a traditional abhor
rence of being in debt to others than their depositors. 
They will usually make every effort to reduce their bor
rowings. Desire to repay RFC loans may have had some 
effect on the curtailment of bank credit, through refusal 
to make new loans or renew old ones. Had these loans 
not been repaid so rapidly, the RFC would have been 
forced to resort to additional demands on the Treasury in 
order to maintain its present volume of credit. As Treas
ury obligations are largely held by banks, the net result 
would have been a larger volume of bank credit out
standing. This the RFC is attempting to bring about. 
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II. THE EXPANSION OF BANK CREDIT 

The RFC has consistently and by various means 
sought to bring about an expansion of commercial bank 
credit, particularly in the field of loans to business. RFC 
loans and purchases of capital obligations were expected 
to restore confidence in the banking system and also to 
make the banks more willing to lend. In connection with 
these phases of its activities the RFC, through its Chair
man, constantly urged the banks to advance more credit 
to business. Banks were asked to make loans to promote 
a return of prosperity, and were assured at the same time 
that the recovery already under way would secure a 
further extension of credit. Liquidity of more than 40 
or 50 per cent was held to be no longer necessary. Bank
ers were urged to get over their fear, and to make loans 
if they did involve some risk. The extension of inter
mediate term credit was even suggested to commercial 
banks." 

Considerable urging was necessary before the bank
ers yielded to these suggestions. Many stated emphati
cally that their institutions were supplied with sufficient 
capital funds to take care of all sound demands for credit. 
It was pointed out that excess reserves, the index of po
tential credit expansion, were at an all-time high, partIy 
as a result of other attempts to increase 'loans; such as 
Federal Reserve open market purchases.5 

The best indices of the success of this program are the 
figures for the outstanding credit of the weekly report
ing member banks in leading cities, which have about 

• See addresses by Chairman Jones before the Illinois Manufacturers 
Association, Chicago, Dec. u, 1933; and the New York State Bankers 
Association, New York City, Feb. 5, 1934-. 

• Excess member bank reserves increased steadily from about 379 
million dollars at the end of the holiday to over 1.7 billion at the end 
of March 1934-. 
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lAurs .um INVESTMENTS or REPORTING MEMBER BANItS IN LEADING 
CrnES,JANUAIlY 1932-Jane 1934-

(In millions of dollars. for the last week in each month) 

Loans Investments Loans and 
Date On All U.S. All Invest-

Securities Other Securities Other ments 

{an. 27,1932 .. 4,992 6,224 3,563 2,955 17,734 
eb.24 ....... 4,846 6,148 3,527 2,854 17,375 

Mar.30 ...... 4,744 5,887 3,649 2,884 17 ,164 
Apr.27 ....... 4,518 5,801 3,620 2,931 16,870 
May25 ...... 4,339 5,713 3,822 2,988 16,862 
Jane 29 ...... 4,185 5,563 3,993 2,904 16,645 
July 27 •...... 4,040 5,461 3,872 2,876 16,249 
Aug. 31. ..... 3,971 5,354 4,261 2,886 16,472 
Sept. 28 ...... 3,984 5,268 4,679 2,925 16,856 
Oct.26 ....... 3,822 5,252 5,002 2,990 17,066 
Nov. 30 ...... 3,764 5,218 4,973 3,015 16,970 
Dec. 28 ...... 3,789 5,082 4,916 2,994 16,781 

Jan. 25,1933 .. 3,662 4,986 4,991 2,992 16,631 
Feb.22 ....... 3,693 4,807 4,836 2,979 16,315 
Mar.29 ...... 3,644 4,688 4,583 3,086 16,001 
Apr.26 •...... 3,638 4,703 4,678 3,029 16,048 
May 31. ..... 3,713 4,772 4,948 2,993 16,426 
Jane 28 ...... 3,748 4,704 5,254 2,959 16,665 
July 26 ...... 3,789 4,772 5,117 2,984 16,662 
Aug. 30 ...... 3,766 4,767 5,131 2,943 16,607 
Sept. 27 ...... 3,687 4,853 5,056 2,933 16,529 
Oct.25 ....... 3,584 4,959 4,956 2,968 16,467 
Nov.29 ...... 3,569 4,999 5,114 2,990 16,672 
Dec. 27 ...... 3,628 4,774 5,267 2,997 16,666 

Jan. 31, 1934 .. 3,609 4,740 5,786 2,986 17,121 
Feb.28 ....... 3,520 4,665 6,249 2,966 17,400 
Mar.28 .•.... 3,514 4,647 6,227 3,084 17,472 
Apr.25 ....... 3,516 4,604 6,282 3,069 17,471 
May30 ...... 3,476 4,550 6,262 3,018 17,306 
Jane 27 ...... 3,529 4,485 6,665 3,058 17,737 

• Fetkrlll &sene Bulletin, August 1933, pp. 521-22; December 1933, p. 
474; July 1934,p.455. 

two-thirds of the assets of all member banks, and over 
half the assets of all banks exclusive of mutual savings 
institutions. These data are given in the accompanying 
table for the period since the establishment of the RFC. 

The total volume of bank credit is practically the same 
now as when the RFC was established. There has been 
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a decrease of 29 per cent in loans, but this has been offset 
by an 87 per cent increase in. United States securities, 
which now comprise over a third of all earning assets. 

The RFC has been chiefly interested, however, in 
bringing about an expansion of commercial loans. These, 
as represented in statistical reports by "All Other Loans," 
have fallen nearly 30 per cent since January 1932. RFC 
loans to open banks during 1932 were not successful in 
checking this decline, and since the holiday these com
mercialloans have remained virtually stationary. 

The Industrial Committee of the New England Coun
cil collected data in that region concerning the ability 
of smaller industries to obtain credit. Questionnaires were 
sent to 1,895 of the smaller New England manufactur
ers, including the following question: "If you have had 
difficulty in financing your operations, please describe." 
Of the replies to the question, 251 lent themselves to sta
tistical anaalysis. No difficulty in financing had been ex
perienced by lIS. An additional 60 were having credit 
difficulties, not, however, occasioned by the inability of 
securing commercial bank loans; while. the remaining 76 
did complain of the unavailability of such loans. Twelve 
of these, however, merely indicated that banks were re
quiring "excessive collateral," and five more that credit 
needs were being taken care of elsewhere.8 It is safe to 
assume that a majority of the remainder did not rep
resent particularly attractive credit risks. 

The efforts of the RFC to expand bank credit have 
so far met with no more success than have its efforts to 
prevent bank failures. Its assumptions that liquefaction 
of frozen assets and a strengthened capital position would 
be followed by an expansion of commercial loans have 
so far proved erroneous. With the improvement of fu-

• American Banker, Mar. 28, 1934. 
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ture prospects and the return of confidence, business bor
rowers will be regarded as better risks by banks, and 
borrowing will perhaps be looked upon with more favor 
by business. 

On June 19, 1934 a law was passed authorizing the 
RFC and Federal Reserve Banks to lend directly to in
dustry in exceptional cases when credit was not available 
at the commercial banks.T Conditions under which loans 
of this type may be made are set forth in Section 5 of 
this law: 
••• Such loans shall in the opinion of the Board of Directors of the 
Corporation be adequately secured, may be made direcdy, or in 
clHlperation with banks or other lending institutions, or by the 
purchase of participations, shall have maturities not to exceed 
five years, shall be made only when deemed to offer reasonable 
assurance of continued or increased employment of labor, shall 
be made only when, in the opinion of the Board of Directors of 
the Corporation, the borrower is solvent •••• 

Funds for these loans are to be provided as follows: 
The Federal Reserve is authorized to devote its entire surplus 

of approximately $139,000,000 to such loans, and, in the dis
cretion of the Secretary of the Treasury, an additional 
$140,000,000 to be furnished by the Treasury. The RFC is 
authorized to lend up to $300,000,000 to this class of bor
rowers ..... 

m. RESTORATION OF PURCHASING POWER 

Loans to closed banks have been definitely connected 
with the recovery program by numerous government offi
cials and others. First, it is said that these loans have the 
effect of restoring purchasing power by converting into 
cash a portion of the deposit currency removed from cir
culation by bank closings. The cash resources of .the in-

• 73 Cong., Public No. 417. 
• Jesse H. Jones, "Industrial Loans and Closed Bank Deposits," radio 

address of June ,.6, 1934. 
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dividual depositor are improved, naturally, when his de
posit is thawed out. But cash to make this possible is ob
tained by the RFC through the borrowing operations of 
the Federal Treasury. There are three possibilities. First, 
if Treasury obligations are sold to the public, cash or 
bank deposits are merely transferred, in effect, from the 
purchaser to the owner of the frozen deposit. Thus no 
increase of currency or purchasing power takes place. 
Second, if the Treasury issues are sold to banks which 
would otherwise let their funds lie idle,9 there is a gen
uine expansion of purchasing power. Third, the Treas
ury obligations may be bought by Federal Reserve Banks. 
In this case a corresponding direct increase of credit takes 
place, and, in addition, the transaction makes an expan
sion of commercial bank credit possible, since reserve bal
ances are increased. But as was pointed out on page 224, 
potential credit expansion does not always mean actual 
credit expansion, and reserve balances are already super
abundant. 

In particular instances RFC loans have helped materi
ally to liquefy the funds of depositors which have been 
tied up in wholesale amounts. In Detroit the majority 
of bank deposits were unavailable after the bank holi
day. The two largest banks, neither of which reopened, 
had total deposits of about 700 million dollars. RFC 
loans of over 100 million, together with liquidation of 
assets, have enabled one of these institutions to payoff 50 
per cent, and the other 60 per cent.10 1\ reappraisal of 
their assets, ;lnd further loans at 75 per cent of the ap
praised value, will make further payments possible. This 
aid to the restoration of the circulating medium in Detroit 
has been of great importance to that city, regardless of 

• Compare above, p. 223. 

10 73 Congo 2 sess., Hearings on H.R. 8479 before House sub-commit
tee of the Banking and Currency Committee, Mar. 20, 1934. 
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the question how far it caused an offsetting absorption of 
funds elsewhere. While new banking facilities were es
tablished in Detroit soon after the bank: holiday, a consid
erably greater restriction of credit would have been in
evitable without the release of funds which took place. In 
"ther smaller and more self-sufficient communities, an 
initial payment of deposits .with RFC funds has had a 
marked effect on local conditions. The owners of the 
frozen deposits have made purchases or paid off debts. 
The recipients of these payments have liquidated debts 
owed to the bank:, which has made possible further pay
ments to depositors, and so on. The RFC has not in
creased the value of any of the assets, but it has restored a 
part of the currency formerly issued against them, and 
assisted in the revival of normal relationships. Epecia1ly 
where most of the bank: assets were local loans or secur
ities, this receipt of credit from without the community 
has restored circulating currency sufficiently to make pos
sible far quicker and more thorough liquidation than 
would have been possible without it. 

IV. AID TO BANKS AND TREASURY FINANCING 

The tremendous increase in the public debt in the 
past few years has been attributable in no small part to 
the operations of the RFC. As of June 30, 1934 
the Federal Treasury had subscribed the 500 million 
dollar capital of the Corporation and had purchased 
$3,255,000,000 of its notes. These advances had been 
made possible by the sale of government securities. On 
June 30, 1934 the RFC had only a few million dollars 
on hand and had additional commitn;tents amounting to 
$1,271,000,000.u Of the total commitments, 
$180,283,000 was for loans to banks and $178,501,000 

JJ RFC Report, second quarter 1934 (mimeographed). 
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was for the purchase of preferred stock, capital notes, and 
debentures of baDks. . 

RFC advances are in part to be considered as constitut
ing a revolving fund. Of the advances to banks, over a 
billion dollars has been repaid, and as repayments come 
in they have been used for new loans. On June 30,1934 
outstanding advances to banks made through loans 
and purchases of preferred obligations totalled 
$1,413,000,000.:12 The Corporation does not consider its 
bank advances as gifts. It expects practically all of them 
to be repaid.I3 And as its lending operations cease, the 
repayments will be used to retire its debt to the Treasury, 
which will then be in possession of funds with which to 
retire its own obligations, or make additional expendi
tures without incurring new debts. 

It is too early to attempt to estimate what losses the 
RFC will take on its advances to banks. While in most 
cases it has required a collateral margin of at least 2. 5 
per cent, it is obvious that in view of the difficulties of 
appraising such assets as unlisted securities, mortgages, 
and unsecured notes this margin will not in all cases be 
suflicient.u Moreover, the Corporation will be hampered 
in its liquidation by the fact that it is a government 

.. On July :t, 1934, New York City banks repaid to the RFC 
$51,300,000 of their outstanding capital notes. "Statement of Jesse H. 
Jones," RFC Summary Release No. P-Z02r, July 6, 1934. 

JI Chairman Jones has stated: "Money loaned by the RFC to banks, 
railroads, insurance companies, mortgage companies, et cetera, will 
largely be repaid, and money that we invest in preferred stock, capital 
notes, and debentures in banks and insurance companies will mostly come 
back." FoUo'W the Leader, address before the East Texas Chamber of 
Commerce, Texarkana, Tex., Apr. :t3, 1934 • 

.. The Corporation has admitted that it will in all likelihood suffer 
some loss on one of its largest bank loans, that to the Central Republic 
Trust Company •. (See pp. 158-60.) The assets pledged by the Lima First 
American Bank and Trust Company of Lima, Ohio, for a $100,791 
RFC loan, shrank to an appraised value of $14,116. Americtm Btmker, 
Jan. :t5, 1934. 
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agency, and consequently will be under disadvantages 
in regard to foreclosures and other attempts at collection. 
Nevertheless, the margin of safety appears to be large 
enough to insure the Corporation against many large 
losses. Approximately three-fourths of the loans to open 
banks, aside from capital investments, and nearly a fourth 
of those to closed banks, have already been repaid. 

On its holdings of capital obligations the RFC has 
much less protection, its claim on the assets of the issuing 
bank bei~g subordinate to that of depositors and general 
creditors. The general earning record of banks indicates 
that there is considerable prospect of default on these 
preferred stock issues and capital notes. In such an event 
the suspension of the bank concerned would appear to 
be probable, as depositors' confidence would be im
paired. And since almost invariably the liquidation of a 
suspended bank fails to provide complete repayment of 
depositors, and provides nothing for stockholders/5 the 
RFC is likely to sustain losses. 

Bank -suspensions are for the present at a halt. Mar
ginal institutions were weeded out during the holiday. 
But the RFC has purchased the capital issues of hundreds 
of admittedly weak banks, and if present efforts to se
cure an upward trend of business activity and prices 
are not entirely successful, a number of failures will 
be inevitable. If the government then pours in sufficient 
funds to keep them open, it is likely to lose these 
further advances; if it allows them to close, it will lose its 
present investment. The loss of a portion of the capital 

U Stockholders in 267 national banks which suspended during 1921-30 
and were completely liquidated during that period, received only $]2,000 
in cash and $490,000 in other assets. The capital stock of these hanks 

-aggregated $13,394,000. Btmk Suspensions in the United States, Federal 
Reserve Committee on Branch, Group, and Chain Banking, pp. 106-08. 
Compare above, Chap. VIII. 
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investments appears certain. The degree of loss will de
pend upon the future course of business and the effective
ness of the tighter supervisory control which the gov
ernment is attempting to exercise. 

It is true that.some additional income has accrued to 
the Federal Treasury through its ability to borrow money 
at a lower rate than that paid by the RFC on its notes. 
For some time the Corporation was paying 3.5 per cent 
while the Treasury was borrowing at an average rate of 
about 3 per cent, and of considerably less than that on its 
shorter term obligations. 

This policy has been abandoned for one which brings 
interest paid by the RFC more into line with that paid 
by the Treasury. On June 30, 1934 the Treasury held 
the following notes of the corporation:16 

Series }tate llDnotUlt 
D-l .................. }i per cent $ 475,000,000 
D-2 .................. 2 per cent 1,290,000,000 
D-3 .................. }i per cent 675,000,000 
D-4- .................. 3 per cent 815,000,000 

These notes, authorized December 20,1933 and ma
turing November I, 1934, bear an average interest of 
about 1.6 per cent. While the reduction in interest costs 
will tend to improve the net income of the Corporation, 
it will be partially counterbalanced by the lowering of 
the rates charged on loans and preferred issues. 

Any losses which may accrue to the RFC on its bank 
advances will be in the nature of gifts to bank: depositors 
or borrowers. Loans have provided depositors with cash 
and, if banks issuing preferred obligations fail, deposi
tors have first lien on the assets. In some such cases loans 
may be made to borrowers who, after using the funds, 
will fail to repay them. In so far as deposits are liquefied 

• RFC Report, second quarter 1934 (mimeographed). 
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at a loss to the RFC, the effect has been the same, to a 
lesser degree, as if the taxpayer had been assessed for the 
benefit of the depositor-the pay-off plan of Representa
tive McLeod. 

In final analysis, however, the present bank advances 
of the RFC will not bring about any such redistribution 
of wealth in large amounts. Any net increase in the pub
lic debt which may be occasioned will be relatively small. 
From the fiscal standpoint, RFC operations have merely 
given a government guaranty to the credit of the banks. 
They have secured funds from the public with this guar
anty which they could not have raised without it. In 
so far as the banks have been large purchasers of gov
ernment securities, they themselves have financed the 
program. By it, the capital of the banking system has 
been strengthened, and frozen deposits have been lique
fied. But through it important issues of government own
ership and control have been raised. Another threatened 
wave of failures would leave the government faced with 
three alternatives-a further outpouring of funds, as
sumption of full ownership and operation, or the loss of 
its investment. Unless the present weak decentralized 
system is basically reformed, it is not unlikely that the 
choice will have to be made. . 

In addition to the 3,755 million dollars advanced to 
the RFC (notes plus capital) the federal government has 
a potential liability b.oth as to principal and interest for 
the bonds of the Federal Farm Mortgage Corporation 
and the Home Owners' Loan Corporation. Under exist..: 
ing statutes FFMC bonds may be issued up to a maxi
mum of 2 billion dollars; HOLC bonds up to a maximum 
of 3 billion dollars. 

While these advances and guaranties are probably 
adequately secured, a future collapse of real estate values 
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might occasion a considerable loss to the TreasUry. Prices 
of farm land often change suddenly. 

Moreover, these agencies, like the RFC, will find 
themselves at a relative disadvantage, compared with 
private mortgage holders, in cases of default on the 
mortgages they own. There will be even more resistance 
to foreclosures and evictions for the benefit of the Fed
eral Treasury than there has been to such action for the 
benefit of private creditors. 

V. FEDERAL CONTROL OF THE BANKING SYSTEM 
I 

Recent banking legislation gives the federal govern-
, ment new powers of control of two quite distinct kinds
powers of regulation over the different classes of banks, 
and direct voting control of individual banks. 

As to the first of these, it is to be noted that for the 
first time in American history practically all commercial 
banks are under some form of federal unified control. 
Supervision of banks by the federal government and the 
48 separate states, under as many diverse laws, had 
created a condition aptly described as ((competition in 
laxity.JJlT 

The RFC, through its loans to banks, both state and 
national, and its purchases of the preferred obligations of 
both classes, has brought about some degree of central
ized regulation, and the FDIC, which with RFC aid has 
brought into its membership 90 per cent of licensed com
mercial banks, is bringing about considerably more. If 
its present chairman's views are any indication of its fu
ture career, it will tend inevitably to assume the super
visory functions of both federal and state authorities.18 

.. See The Dual Banking System, Federal Reserve Committee on 
Branch, Group, and Chain Banking • 

.. See address by Chairman Crowley of the FDIC before the Executive 
Council of the American Bankers Association, Hot Springs, Ark., Apr. 
18, 1934. 
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The second type of control of banks, namely direct 
ownership of equities and participation in the manage
ment of individual banks, is a new thing in American 
banking history. Government ownership has never been 
accepted or even made a serious political issue. But al
most without realization by the public, the government 
has established in the RFC the largest bank in the world 
and through it the government now has a substantial vot
ing interest in half the commercial banks of the nation. 
It is not within the scope of this study to go into the 
merits and disadvantages of the socialization of banking. 
But it is necessary to emphasize that a long stride has 
been made in this direction as a part of the broad move
ment toward public ownership and control being ex
tended on many fronts. By virtue of its ownership of 
preferred stock, the RFC assumes equal control over the 
management of the issuing institutions, share for share, 
with the common stockholders.19 Voting the stock of 
national banks is now on a cumulative basis, and so the 
Corporation is assured of being able to elect a number of 
directors in direct proportion to its stock ownership. In
asmuch as it owns half the stock of most of the reorgan
ized national banks, it is obviously in a position to exert 
substantial control over their management. And through 
this ownership, it owns indirectly a substantial part of 
the stock of the Federal Reserve Banks. 

To protect the rights of both classes of stockholders, 
the approval of the owners of two-thirds of each class is 
required: (I ) To increase either class of stock or issue 
a new class, unless common is to be issued to retire pre
ferred; (2) to decrease common stock; (3) to change the 
name or location of the bank; (4) to amend the articles 
of association, except that the respective voting rights 

11 RFC Form PS.-r, revised Mar. 26, 1934. 
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of preferred and common stock may not be changed; (5) 
to incur indebtedness of a maturity of more than one 
year; (6) to consolidate or merge the bank; (7) to sell 
its assets; (8) to liquidate it voluntarily; (9) to reor
ganizeit. 

Stockholders of each class have first pre-emptive rights 
on new issues of that class, and second pre-emptive rights 
on issues of the other class. 

If two semi-annual dividend payments are in ar
rears the holders of preferred, as a class, are entitled to 
twice the number of votes to which the holders of com
mon, as a class, are entitled, no matter how many shares 
of each are outstanding. 

During the time the preferred votes are so increased, 
directors, officers, and employees may be removed by 
two-thirds of the votes to which all shareholders are then 
entitled. 

So long as the RFC holds not less than 25 per cent of 
the preferred stock, if either (a) two semi-annual divi
dend payments are in arrears, or (b) 5 per cent of the 
total issue of preferred is not amortized each year be
ginning with 1936, or (c) capital becomes impaired, or 
( d) the articles of association are violated, the preferred 
stockholders obtain added control, as follows: 

(I) The holders of a majority of the preferred stock 
may fix the compensation of directors, officers, and em
ployees. 

(2) The RFC, with the consent of the Comptroller of 
the Currency in the case of a national bank, may request 
the removal of any directors, officers, and employees, the 
holders of preferred to be entitled to twice the total num
ber of votes of the holders of the common if the request 
is not heeded. 

(3) The bank: may not acquire real estate for its own 
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use without the consent of the majority of the preferred 
stockholders. 

(4) The bank may not incur indebtedness of a ma
turity of more than one year without the consent of 
holders of a majority of the preferred stock. 

The RFC exercises no voting power through owner
ship of capital notes or debentures unless they are in 
default. But if a bank issuing these obligations defaults 
on them or becom~ insolvent, the RFC, as majority 
holder of the debentures, assumes control of the per
sonnel of the bank and their compensation and of its 
ownership of real estate. In addition, banks issuing de
bentures agree not to incur other long-term indebtedness 
without the majority consent of the debenture holders.20 
Banks issuing capital notes agree to the payment of com
mon dividends at a rate fixed by the RFC21 as holder 
of the capital notes. 

The RFC thus has a large degree of control over the 
state and national banks which have sold it preferred 
stock, and a lesser degree over state banks which have 
issued to it capital notes or debentures. In case of default 
on any of these obligations, the corporation assumes vir
tually complete control over their management. As was 
shown above, it is probable that it will have frequent 
opportunity to exercise these powers. 

From the standpoint of control, it is interesting to note 
the degree of ownership of capital obligations among 
various classes of banks. For the country as a whole, the 
Corporation has purchased the issues of nearly half the 
active banks. Most of the reorganized institutions are 
included. Large banks, as well as small, have subjected 
themselves to RFC control. 

• RFC Form P.S. 2, revised Mar. 26, 1934 • 
.. RFC Form C.N. z, revised Dec. 28, 1933. 
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Of the 100 largest banks in the country, 40 have sold 
issues to the RFC. Their common capital totals over a 
billion dollars, or approximately 40 per cent of the 
common stock of all the banks of the nation. Their pre
ferred obligations amount to $361,700,000. The pre
ferred obligations represent about one-third of all RFC 
capital investments in banks. Of the 100 largest banks, 
53 have national charters and consequently may issue pre:
ferred stock with voting rights, but not capital notes or 
debentures. Only 14 of these national banks have sold 
preferred stock to the RFC, however. 

In a few of the national banks, RFC holdings of pre
ferred are equal to' the entire outstanding common, and 
in one they are double the common. In all the rest the 
Corporation is by far the largest stockholder. In some 
smaller banks the RFC preferred holdings are larger 
than the entire issue of common. In all Toledo banks 
the Corporation's preferred investments are equal to 
the total common stock. 

There are some indications that the RFC may have 
made considerable use of its potential control. At least 
there are numerous cases in which banks that have sold 
preferred stock to the RFC have elected new executive 
officers who were formerly employees of the RFC or of 
the Comptroller. The Corporation denies, however, that 
these officers have been elected at its dictation.22 The only 
RFC nomination which has been publicly acknowledged 
as such is that of Walter J. Cummings as chairman of the 
board of the Continental Illinois National Bank and 

.. A letter from Mr. Lynn P. Talley, assistant to the directors of the 
RFC, dated Oct. 2.2., 1934, says: "It is our belief that the responsibility for 
the personnel of the officers rests with the directors of such institutions. 
Even in the comparatively few instances in which we have required that 
the management be satisfactory to this Corporation the usual procedure is 
for the directors of the bank in question to nominate certain individuals for 
the approval of the Corporation. I believe that in only one case has the 
Corporation deviated from this policy and in that case the appointment of 
but one individual was involved." 
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Trust Company, while the directors apparently desired 
to name another to the post. 23 This appointment was later 
the subject of criticism when Mr. Cummings was elected 
Treasurer of the National Democratic Committee.H 

The RFC may use its voting power not only to force 
new management on a bank, but to place control in the 
hands of one or another faction among the common 
stockholders. A n:ew Board of Directors of the American 
National Bank of Nashville was elected January 9, 1934, 
through the influence of the RFC, owner of four-sev
enths of the stock. 

Charges and counter-charges have flown thick and fast 
concerning what has been regarded as an attempt to bring 
about the socialization of the banking system. Bankers 
have on numerous occasions objected strenuously to the 
control features of the capital obligations. The Admin
istration, however, has vigorously denied that it is con
trol which it is seeking. A letter ·from President Roose
velt to Chairman Jones of the RFC dated September 
26, 1933 reads in part as follows: 

I understand the question has been raised in some quarters 
that the government wants to control the banks through the 
ownership of preferred stock. Nothing could be further from the 
truth. The government only wants to help provide banking 
capital adequate to meet the credit needs of the country, and 
through buying, and lending upon preferred stock and capital 
debentures, it accomplishes this without undue demand upon 
present stockholders. 

Chairman Jones has frequently made similar state
ments. Upon one occasion he said flatly: 

••• the government has, and has had, only two objectives in 

• Baltimore Sun, Jan. 5, 1934. . 
"It is the Administration's policy that members of the National Com. 

mittee shall not hold federal offices. It would seem equally desirable 
that they should not hold office as agents of the government. The hank
ing system may be done irreparable damage by making use of RFC con
trol for purposes of political patronage. 
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view in its preferred stock program. One to strengthen the banks 
in the interests of depositors, and the other to place banks in 
such a strong capital position as to enable them to assist in the 
recovery program by providing legal credit for agriculture, busi
ness, and industry. 

There is no thought of dictating management nor of coercion 
as to bank policies or bank investment.25 

The fact remains that the RFC does vote the pre
ferred stock it holds. And Chairman Jones has admitted 
that the responsibility which stock ownership entails can
not be evaded. 26 At the time of the election of Mr. Cum
mings as chairman of the Continental-Illinois National 
Bank and Trust Company, an RFC statement admitted 
that the Corporation "felt that some new faces and ideas 
in the Continental would be helpful," and that it would 
"insist upon changes where the best interests of the stock
holders and the depositors are involved." The same 
statement indicated that in general the voting power will 
be used to co-operate with the present management, 
but that in situations where the management was unsat
isfactory it would be changed.2'r 

A letter from the chairman of the Board of the Chase 
National Bank to its common stockholders, dated Janu
ary 22, 1934, sought to allay any fears they might have 
on this score. It pointed out that: 

(I) The recapitalization made possible the setting up of such 
reserves for contingencies that the possibility of double voting 
rights becoming invested in the preferred was remote; 

(2) That unless this occurs there are 7,400,000 common 
against 2,500,000 preferred shares; 

(3) That the number of directors cannot be reduced without 
the consent of the common stockholders; 

'" Address before the New York State Bankers Association, New York 
City, Feb. S, 1934. See also address over a NBC network Nov. I, 1911, 
and statement of Director Couch in American Banker, Nov. 22, 1933· ' 

.. American Banker, Dec. 16, 1933. 
or The same, Jan. II, 1934. 
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(4) That provisions for class voting of the stock are only for 
the protection of the preferred holders to which they are en
titled; 

(5) That common stockholders were given the right to pur
chase the entire preferred issue; 

( 6) That greater voting rights for preferred are justified if 
the investment should become impaired; and 

( 7) That if the RFe should obtain control it was to be 
assumed that such control would be exercised for the benefit of 
the common stockholders as well as the preferred. 

The letter stated that the earnings of the bank, if no more 
great charge-offs were necessary, were ample to take care 
of required preferred payments. This assumes that the 
Bank's assets will not suffer any undue depreciation in 
the future. It is true that common shares now hold about 
7 S per cent of the voting rights, but the RFC holdings 
are in one block, which gives it a greater degree of con
trol than its proportional holdings indicate. 

In regard to the seventh point made in the chair
man's letter, it is certain that the interests of the RFC and 
the common shareholders might not always be identical. 
Should the bank default on its preferred payments, the 
default would probably cause such loss of confidence 
among depositors that suspension would be inevitable. 
It might then be to the best interest of the Corporation 
to place it in liquidation, and cause an assessment to be 
levied on the common stock. And at any time the RFC 
in the interests of the general public might desire to dic
tate a policy contrary to the interests of common stock
holders. 

It should be noted, in passing, that the control which 
has been acquired by investing capital in banks not actu
ally in need of funds is of doubtful legality. The only 
authority for the campaign to buy stock: in banks gener
ally is the following provision of the Emergency Bank
ing Act: 
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If in the opinion of th~ Secretary of the Treasury any national 
banking association or any state bank or trust company is in need 
of funds for capital purposes either in connection with the or
ganization or reorganization of such association, state bank or 
trust company or otherwise, he may, with the approval of the 
President, request the RFC to subscribe for preferred stock in 
such association, state bank or trust company. 28 

It is undeniable that the RFC has bolstered the capi
tal structure of the banking system. But this is scarcely 
sufficient justification for the imposition of the degree of 
control which would follow from a failure of the banks 
to amortize this new capital at the rate of 5 per cent a 
year. If mere unification of supervisory control is the 
end in view, the federal government apparently has am
ple legal authority to bring this about directly, either 
by requiring all banks to take out national charters, or to 
become members of the Federal Reserve system.29 On 
the other hand, if it is socialization of the banking system 
that is desired, it would seem that steps should be taken 
to purchase outright the present banks, or to establish 
new ones. 

IS 48 Stat. L. 7 • 
.. See Federal Resef'7Je Bulletin, March 1933, pp. 166-86. 
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APPENDIX A 

BANK FAILURES 

1. BAII'It FAILUIlESIAII'D CAPITAL'IlI'vOLVED, 1864-96& 

National Banks State Banks 

Year Number of Total Number of Total 
Failures Capitalization Failures Capitalization 

1864 ........ - - 2 b 

1865 ........ 1 $ 50,000 5 $ 125,000 
1866 ........ 2 500,000 5 275,000 
1867.; ...... 6 1,170,000 3 260,000 
1868 ........ 4 410,000 7 276,381 
1869 ........ 1 50,000 6 100,000 

1870 •....... 1 250,000 1 b 

1871.. ...... - - 7 220,000 
1872 ........ 6 1,806,100 10 470,000 
1873 ........ 11 3,825,000 33 907,000 
1874 ........ 3 250,000 40 770,000 
1875 .. , ..... 5 1,000,000 14 2,413,900 
1876 .. 9 965,000 37 961,000 
1877 ... :::: : 10 3,344,000 63 2,491,250 
1878 ........ 14 2,612,500 70 3,250,193 
1879 ........ 8 1,230,000 20 1,370,465 

1880 ........ 3 700,000 10 452,200 
1881. ....... - - 9 436,750 
1882 .. " .... 3 1,561,300 19 545,000 
1883 ........ 2 250,000 27 870,000 
1884 ........ 11 1,285,000 54 1,718,596 
1885 ........ 4 600,000 32 1,099,400 
1886 ........ 8 650,000 13 254,000 
1887 ........ 8 1,550,000 19 931,590 
1888 ........ 8 1,900,000 17 745,500 
1889 ........ 2 250,000 15 363,250 

1890 ........ 9 750,000 30 2,169,568 
1891. ....... 25 3,622,000 44 2,071,300 
1892 ........ 17 2,450,000 27 578,840 
1893 ........ 65 10,935,000 261 16,641,637 
1894 ........ 21 2,770,000 71 3,112,447 
1895 ........ 34" 5,235,020 115 3,906,350 
1896 ........ 27 3,805,000 78 3,400,642 

Notdated ... - - 70 445,000 

Total ....... 328" $55,775,920 1,234 $53,632,259 

• Annual Reporl of Ihe Complroller oj Ihe Currency, 1896, Vol. I, pp. 53 and 
515. Totals are only for those years (or which data are given; hence totals of 
columns two and four are not quite comparable. . 

b Data not available. 
• Exclusive of two banks heretofore first in voluntary liquidation, then in 

the hand. of recei ven. 
245 



2. GEOGRAPHIC DISTR.IBUTIOIf OF BAIfIt FAILURES, 1864-96" 

Region and State 

IIZW ZNGLAND ••••••••••••••••••• 
Maine ••...•................. 

~~~~~~: :::::::::::::: 
Massachusetts ...........•..•. 
Rhode Island •.••...........•• 
Connecticut •••.•..••..•...... 

MIDDLE ATLANTIC •••. .• : .•.•..... 
NewYort ••..•........••.•..• 
New]ersey ••.••.....•....••.• 
Delaware .•.•...............•• 
PeDDSYlvania •...........•...• 
Maryland ..••..•.•..........• 
District of Columbia •••..•..•.• 

KORTHCZH"l'It.AL •••••••.•. ••·•••· 

E·:~:::::::::::::::::: 
Indiana .................... " 
Ohio •••••.•.....•••.•....••.• 

so=~~::::::::::::: 
Kentucky •..................• 
Tenn ................. ·.·.···· 

SOtmlEASTEllN •••••••••.••••.•.• 
North Carolina .... ' .......... .. 
South Carolina ........ ' ...... . 
Georgia ......... , .. , ........ . 
Florida ..................... · • 

tr:Pi::::::::::::::::: :: 
so~.::::::::::::::::: 

Texas ............... · ...... .. 
Arkansas ................... .. 
Oklahoma ................... . 

Wl!STDN GIIAIH ............... .. 
Minnesota .................. .. 
North Da1r.ota •••..•...•.•....• 
South Da1r.ota ................ . 
Iowa ...................... .. 

~= ............ :::::::::::::: 
Kansas ..................... · 

llOCI[Y IIOUNTADI .............. .. 
Montana ••...•........ ······ . 
Idabo ................... · ... . 
Wyoming ................... . 
Colorado ................... .. 

~~~~'::.:::::::::::::: : 
Utah ...................... .. 
Nevada ..................... . 

PACDIC COAST ................. .. 
Washington ................. . 

~~.:::::::::::::::::::: 
GltAND TOTAL ••• ...•••.•.••• \ ••••• 

National Banks 

13 

3 
4 
3 

3 

61 
34 
4 

20 

3 

46 
7 
3 

15 
10 
11 

14 

6 
1 
7 

20 
3 
1 
4 
5 
5 
2 

29 
4 

20 
4 
1 

81 
4 
7 
8 
8 

17 
9 

28 

22 
7 

2 
8 
3 

30 
20 
5 
5 

316" 

State Banks 

72 
8 

22 
2 

15 
10 
15 

267 
92 
10 
1 

162 
2 

348 
7 

31 
121 
77 

112 

31 
1 

13 
12 
5 

30 
2 
4 
9 
7 

" 5 

26 
7 

11 
1 
7 

323 
31 
13 
27 
43 

105 
74 
30 

79 
5 
7 
8 

38 
12 
3 
5 
1 

58 
32 
10 
16 

1,234 

• A. .... uol ~po" 0/ lb. C_Plrolln 0/ III. C,.,,<fI<lI. 1896. Vol. I, p~. 54 and 514. The totals 
are for those states for which data are given. Data lor national DanJ<S do not include banks 
which were restored to solvency; hence totals do not agree with table on p. 245. 



Yo. &:tift lIaDb ~ ~",'OO a ..... 30) A .... 1JtJMs 

1897 •.............. 8,030 92 1.15 
1898 .......••...... 8,067 30 O.J'! 
1_ ••...........•• 8,320 18 O.ll 

lllOO •••..•••••••••• 8,738 19 0.11 
1901. •............. 9,81<1 24 0.l4 
1902 •.•............ 10,703 34 0.31 
1903 •..•........... 11,825 J5 0.30 
1904 •.....••......• 13,297 75 0.51S 
1905 •.............• 14,682 45 0.31 
1_ •............•• 16,266 40 0.15 
1907 ............... 17,891 70 0.31/ 
1_ •.............• 19,620 102 0.5l 
1909 •....••.•....•. 20,307 45 0.11 

1910 •.•.•••......•• 21,486 46 0.11 
1911 •..•.•........• 22,592 63 0.11 
1912 ••.•.•.•..•..•• 23,403 57 0.14 
1913 •.••........... 24,JOB 88 O.JtS 
1914 ••....•......•• 25,016 122 0.411 
1915 ••............• 25,345 113 0.45 
1916 •..•..•.••...•. 25,824 40 0.15 
1917 ••..•.........• 26,309 34 0.13 
1918 •........•..... 27,103 37 0.14 
1919 •.........•..•• 27,425 61 O.ll 

1920 •• · ...••..••.••• 28,659 143 0.50 
1921. •............. 29,<117 461 1.57 
1922 ••••.•.......•. 29,0.J3 343 1.11 
1923 ••............• 28,_ 62J 1.16 
1924 ••...•.•.....•• 28,108 738 l.63 
1925. "'." ........ 27,639 579 1.Of 
1926 •.•...........• 26,966 924 3.43 
1927 •............•• 25,909 6JtS 3.45 
1928 .•............. 25,125 479 1.91 
1929 .•..........••• 24,258 6Z& 1.5' 

1930 •.•.....•••••.. 23,MS 1,292 S.ISI 
1931. .............. 21,123 2,213 10.41 
1932 ............... 18,282 1,416 7.75 
1933 •....•.•......• 13,_ 1,783 Il.1tS 

• Y __ 0dPe baDb _ the ... tire period and _ aatiooal banl: suspmsioas from 1897 
to 1920....., lakeD _ the A_ Rqorls-J /lleC-",_ -J/lleCwrerI<Y. Suso>emioas of 
_ bulks from 1897 to 1920 ...., tak ... from the --, I"";':' of 1925 and &om Brad
__ • c-m..au A8mcY. Suspmsiooas from 1921 to 1930 ....,~ the Federal Re
....... CGmmittee em Bnach, Group, and Chain Banking from data . b" aatioDal and 
Slate authorities and dill .. slightly from those badofore (JIlbIisbed b" the Federal Rosene 
BoonL See _ S.."....., ia /lie U.u.4 S_, Po 5. For 1931 and 1932 the suspeasioo fig
...,. ....., mmpiIed by the ~ of Bulk Operatioos of the Federal Rosene Board. The 
fisans of both 0dPe bomb and suspmsioas iDcIude _ compoajes and stodt saYings banks, 
but eadude private banks, inchmrial baub, and mutual saYings bauks. They illclude bauks 
ill territoria and ~ F __ 1933 "'" _ strictly compuabIe with those f ... otha "eus. &:tift bulks em J- 30 iDcIude ooIy Iiceasod bauks. s-s;...s iDcIude onl" banl:s 
pIaad ill IiquidatioD .. those ftStrictt:d Uta ha'ViDg ...... Iia:ased. At the ... d of 1933 there 
...., still 1,905 _~ banl:s which had _ ...... pIaad ill 6quidati .... See PetleNllt6-
-1WIdia, April 1934, Po 251 few suspmsioas and A_ ~ -J /lie C-",.u. -J ,. 
C~, 1933, lIP- 98, 116, and 119_ IIIIJIIba of -.... bauks. 
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4. PER.CENTAGE RATIo OF PAYMENTS TO CLAIMS OF UNSECUllSD DSPOIITOU 
OF NATIONAL BANKS LI~UIDATED, 1921-300 
Classified According to Region and State 

(Dollar items are in thousands) 

Num- Ezclusive of Offsets Inclusive of Offsets 
Region and State ber Off-

of Claims Pay- RaIio sets CJaims Pay- RaIio BIUIb ments ments 

NEW ENGLAlID •••..• 1 S 279 S 187 61.0 ~ 13 S 29.2 S 200 68.5 
Maine .••........ - - - - - - - -
New Hampshire .. - - - - - - - -
Vermont •........ - - - - - - - -
Massachusetts .... 1 279 187 61.0 13 292 200 6'.5 
Rhode Island .... - - - - - - - -
Connecticut •..... - - - - - - - -

IIIDDLE ATLAHTIC . .. 3 2,381 1,885 19.:1 In 2,553 2,057 80.6 
NewYork ....... - - - - - - - -
New Jersey ...... ~ - - - - - - -
Delaware .•...... - - - - - - - -
PeDllSYlvania •.... 2 2,129 1,714 80.5 165 2,294 1,879 81.9 
Maryland .•...... 1 252 171 61.9 7 259 178 6'.1 

HORm CENTRAL . ... 8 4,6'1l 2,m 59.0 5ZZ 5,193 3,279 63.1 

~=::::::: - - - - - - - -
2 664 153 23.0 68 732 221 30.2 

Illinois .......... 2 161> 121 12.9 21 187 142 15.' 
Indiana ......... 1 946 709 14.9 81 1,027 790 16.9 
Ohio •........... 3 2,895 1,774 61.3 352 3,247 2,126 65.5 

SOUTHERN KOUNTADl 2 366 332 90.1 4!1 415 381 91.8 

~:L.Ya~::: : - - - - - - - -
1 176 156 8'.6 33 209 189 90.4 

Kentucky ........ - - - - - - - -
Tennessee ....... 1 190 176 92.6 16 206 192 93.2 

SOllTllEASt'ERlf ••••• 21 3,288 1,802 54.8 29'1 3,585 2,099 58.5 
North Carolina ... 4 720 490 6'.1 8S 80S 575 11.4 
South Carolina ... 8 1,992 935 46.9 150 2,142 1,085 50.1 
Georgia •••...... 5 329 142 f3.2 SO 379 192 50.1 
Florida •......... - - - - - - - -
Alabama ........ 2 146 147 100.1 6 152 153 100.1 
Mississippi •...... 2 101 88 11.1 6 107 94 11.9 

SOUTBWESrERJf ••••• 50 17,167 7,787 45.4 3,373 20,540 11,160 54.3 
Louisiana ........ 1 37 14 31.8 38 75 52 69.3 
Tens ........... 21 10,575 5,130 48.5 2,374 12,949 7,504 5'.0 
Arkansas •....... 3 733 626 '5.4 73 806 699 86.7 
Oklahoma •.....• 25 5,822 2,017 34.6 888 6,710 2,905 fl.3 

WESTDH GJtAIN • ••. 83 20,39'1 10,324 50.6 I,ns 22,125 12,052 54.5 
MinDesota ....... 13 3,487 1,914 54.9 268 3,755 2,182 5'.1 
North Dakota .... 21 3,901 1.584 40.6 280 4,181 1,864 44. IS 
South Dakota .... 16 3,505 1,640 46.' 260 3,765 1,900 50.5 
Iowa ..... , ..... , 14 3,360 2,198 1S5.f 332 3,692 2,530 6'.5 
Nebraska •..•.... 13 4,352 1,676 38.5 419 4,771 2,095 43.9 
Missouri •........ 2 489 313 64.0 32 521 34S 66.2 
Kansas ••••.•.•.• 4 1,303 999 16.1 137 1,440 1,136 1'.9 

20CKY 1l0UNTADf . .• 86 17,449 7,418 4'.5 2,674 20,123 10,092 50.' 
Montana ........ 38 4,080 1,135 21.8 405 4,485 1,540 34.3 
Idaho .•......... 17 3,774 1,401 31.1 738 4,512 2,139 41.4 
Wyoming •....... 8 2,606 1,709 65. IS 414 3,020 2,123 10.3 
Colorado ••...... 8 1,932 1,045 54.1 269 2,201 1,314 59.1 
New Mexico ..... 12 4,397 1,846 42.0 772 5,169 2,618 50. IS 
Arizona •........ 2 625 277 44.3 69 694 346 49.9 
Utab ............ 1 35 5 14.3 7 42 12 2'.6 
Nevada •........ - - - - - - - -

PACIPIC COAST •••••• 13 2,491 1,542 61.9 399 2,890 1,941 61.2 
Wa.shingtcm •..... 4 555 US 82.0 53 608 508 83.6 

~~:.:::::: 4 631 215 34.1 69 700 284 40.6 
5 1,305 872 66.8 277 1,582 1,149 12.6 

UNITED STATES . .... 267 ~,489 isH,034 49.1 19,227 $77,716 $43,261 55.'1 

-Includes b&Db suspended durius 1921-30 and completely 6quidated at the time schedul .. 
were prepared for the Federal Reserve Committee on Branch, Group, and Cbain BauItiDc 



S. PEIlCEIITAOE RATIO OF PAYMEIITS TO CLAIMS OF UNSECUIlED DEPOSITOIlS 
OF STATE BANKS UQ.UIDATED, 1921-30-
Classified According to Region and State 

(Dollar items are in thousands) 

Num- Ezc1usiv. of Offsets - luc1usive of Offsets 

Region and State ,":{ Off-
Claims Pay- lWU> sets Claims Pay-

Banks ments ments l/DIiD 

--
JfBWEHGLAND •••••• 1 $ 1,612 $ 1,612 100.0 $ 653$ 2,265 $ 2,265 100.0 

Maine .••........ - - - - - - - -
New Hampshire .. - - - - - - - -Vermont •••••.... - - - - - - - -
Massachus.tts •... - - - - - - - -
Rhode IsIaod .... ~ - - - - - - -
Connecticut .•.... I 1,612 1,612 100.0 653 2,265 2,265 100.0 

IIIDDLlt ATLANTIC • .. f IK3 791 93.8 326 1,169 1,117 95.6 
NewYork ....... - - - - - - - ~ 

New Jersey ...... - - - - - - - -
Delawar •..••.... - - - - - - - -
POIIIIlIYlvania ••... 2 455 403 88.6 50 505 453 89.7 
Maryland ••••.... 2 388 388 100.0 276 664 664 100.0 

KO"TII CZN'BAL . ... 30 5,677 3,891 68.5 463 6,140 f,354 70.9, 

~i:,~::::::: 2 673 399 59.3 313 986 712 72.2 
20 2,903 1,854 63.9 150 3,1>53 2,004 65.6 

Dlinois ..•....... 2 835 522 6Z.5 - 835 522 6Z.5 
Indiana ...•..... 6 1,266 1,116 88.2 - 1,266 1,116 88.2 
Ohio .....•...... - - - - - - - -

SOtJTBEDf 1I0UJITADf 13 1,405 1,061 75.5 51 1,456 1,112 76.4 
~esHirginia .... - - - - - - - -
VlI'guua •••...... 3 362 198 54.7 23 385 221 57.4 
Kentucky ••••.... - - - - - - - -
Tenn ............ 10 1,043 863 82.7 28 I,on 891 83.2 

SOUTBEASTDlf • .... 139 14,98'1 6,493 43.3 1,493 16,480 7,986 48.5 
North Carolina •.. 1 14 14 100.0 - 14 14 100.0 
South Carolina ... 12 1,951 1,432 63.7 140 2,091 1,383 66.1 
Georgia ......... 111 10,366 3,913 37.7 1,221 11,587 5,134 44.3 
Florida .......... 4 1,549 585 37.8 21 1,570 606 38.6 
AJ:I.b!"'!&., ...... 9 798 429 53.8 III 909 540 59.4 
M ...... pps ••..... 2 309 309 100.0 - 309 309 100.0 

1IOtJTIIWESTDlI ••••• !l9 9,577 f,752 49.6 485 10,062 5,237 52.0 
Louisiana ........ 16 1,911 777 40.7 14 1,925 791 41.1 
Texaa ........... 23 2,266 1,910 84.3 74 2,340 1,984 84.8 
Arkansas ........ 14 2,421 775 32.0 168 2,589 943 36.4 
Oklaboma ..•.... 46 2,979 1,290 43.3 229 3,208 1,519 47.4 

WESTEUf GLUK . ... 524 81,120 fS,008 55.5 f,072 85,192 49,080 57.6 
Minnesota .••.... 49 4,694 2,112 45.0 290 4,984 2,402 48.2 
North Dakota .... 35 2,769 771 27.8 - 2,769 771 27.8 
South Dakota •... 23 3,023 1,856 61.4 206 3,229 2,062 63.9 
Iowa ••.......... 176 37,655 19,082 50.7 2,342 39,997 21,424 53.6 
N~bruk,a •....... 15 2,946 2,946 100.0 44 2,990 2,990 100.0 
MlSSOun ••....... 104 11,668 5,707 41.9 912 12,580 6,619 52.6 
Kansas .......... 122 18,365 12,534 68.2 278 18,643 12,812 68.1 

.OCE'!' 1l0UlCTAIlf • •• 128 16,914 9,832 58.1 1,569 18,483 11,401 61.7 
Montana ........ 22 1,975 693 35.1 692 2,667 1,385 51.9 
Idaho ........... 28 3,374 1,604 41.5 121 3,495 1,725 49.4 
Wyoming •...... , 9 1,066 559 52.4 28 1,094 587 53.1 
Colorado ........ 62 8,989 5,941 66.1 571 9,560 6,512 68.1 
NewMOIdc:o ..... 4 1,388 924 66.6 155 1,543 1,079 69.9 
Arizona .......... 3 122 lU 91.0 2 124 113 91.1 
Utah ............ - - - - - - - -
Nevada ......... - - - - - - - -

PA.CIPJC COAS'J' • ••••• 50 23,674 17,f51 73.7 5,851 29,525 23,302 78.9 
Washington ...... 32 17,727 12,915 72.9 5,607 23,334 18,522 79.4 

~~::.::::: 14 3,737 2,406 64.4 137 3,874 2,543 65.6 
4 2.210 2,130 96.4 107 2,317 2,237 96.5 

1JJIITZD STATU ••••• 988 $155,_ S90,891 58.3 514,963 $170,772 $105,854 62.0 

• All banks IlIlIpended and completely liquidated at the time schedul .. were 'pr.pared for 
the Federal Reserv. Committee on Branch, Group, and Chain Banking, czcept 142 for which 
information .. to claima and payments waa not available. 
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6. BAIlIt SUSPEIISIOIIS DURJIIG 1921-31" 
By Volume of LoaDs and InvesbDents 

Loam and Investments NatioDaI Banks State Banks 
ill' Size Groups 

Number p.,c. Number P.,CetII 

Uncle< l1SO,OOO ... 154 11.5 3,3SO 44.t 
lSO,OOO to 2SO,OOO ... 253 18.' I,SOI 1'.8 
2SO,OOO to 500,000 •.. 413 30.9 1,478 1'.5 
500,000 to 7SO,OOO ..• 170 IZ.7 481 I.J 
750,000 to 1,000,000 ... 89 1.7 248 J.J 

1,000,000 to 2,000,000 ••. 157 11.8 285 J.I 
2,000,000 to 5,000,000 ... 74 5.5 158 Z.I 
5,000,000 to 10,000,000 ... 20 1.5 47 O.f 

10,000.000 to 56,000,000 ... 5 0.4 31 0.4 
SO,OOO,OOO and over •....... 1 0.1 1 0.01 

Totsl ...•............... 1,336 100.0 7.580 100.0 

• Jhutj S .. ~ ia ,.. U __ SItJIu, P. 51. 

7. BAIlIt SUSPEIISIOIIS, 1921-33-
(Dollar items are in thousands) 

Natioaal Banks 
Non-Member State 

Banks 
Year 

NatioDaI and 
State lIaDks 

Number P",CeaI 

3,_ JP.J 
1,754 1'.7 
1.891 ZI.t 

651 7.J 
337 J.8 
442 5.0 
232 t.I 
67 0.7 
36 0.4 

2 O.OZ 

8.916 100.0 

Member State 
Banks 

Num- Gross Num- Gross N_ . Gross 
ber Deposits ber Deposits ber Deposits 

1921. ..•..•....•. 52 1 20,777 390 I 125.159 19 I 17,363 
1922 •...........• 49 20,197 281 61,964 13 7,113 
1923 ..........•.• 90 34,244 561 99,544 32 12,559 
1924 ............• 122 64,890 578 123.888 38 13,645 
1925 ••..........• 118 55,574 433 94,447 28 9,883 
1926 ••.........•• 123 43,998 766 182.970 35 23,466 
1927 ••.........•. 91 45,547 514 131,503 31 11,942 
1928 .......•..•.• 57 36,483 406 92,670 16 10,247 
1929 .•..........• 64 41,614 547 164,858 17 16,459 
1930 ••..•........ 161 170,446 1,104 448,989 27 202,399 
1931. ..........•. 409 439,111 1,697 935,947 107 293,957 
1lli; ...........• 276 214,156 1,085 429,079 55 55,153 
1 ............ 539 1,057,349 1,170 672.259 74 535,365 

Totsl ...•.....• 2,151 $2,244,440 9.472 $3,563,277 492 11,215.551 



APPENDIX B 

SUPERVISION OF STATE BANK 
LIQUIDATION, 19091 

L THIRTY STATES IN WHICH THE SUPERVISOR MERELY 
APPUED FOR APPOINTMENT OF A RECEIVER 

Alabama' 

Arizona 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Idaho 
Illinois 

State Treasurer applied through the 
Governor. 

State Auditor notified Governor and 
Attorney-General, who applied for re
ceiver. Receiver reported to the 
Auditor. 

Bank: Commissioner took pO$ession and 
either reopened the bank or applied 
for. a receiver. 

Bank Commissioner applied for a re
ceiver and asked for an injunction re
straining operation of the bank in the 
interim. 

Insurance Commissioner took possession 
and applied through the Attorney
General for a receiver. 

Comptroller applied for a receiver, who 
reported to the Comptroller. 

Bank Examiner took possession, with the 
consent of the Governor and the At
torney-General, and' applied through 
them for a receiver. The receiver re
ported to the Examiner. 

Supervisor applied for a receiver. 
Auditor of Public Accounts applied 

through the Attorney-General for a 
receiver and asked for an injunction 

~ Samuel Weldon, "Digest of State Banking Statutes," Repor, of tile 
Nalioflill Monetary Commislio", Vol. III; G. E. Barnett, "State Banks 
and Trust Companies," the same, Vol. VII, pp. 165-71. 
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Indiana 

-Iowa 
Kentucky 

Louisiana 

Maine 
Missouri 

Montana 

Nebraska 

New Hampshire 

New Jersey 

New Mexico 

North Dakota 
Ohio 
Oregon 

restraining operations in the interim. 
Receiver reported to the Auditor. 

Auditor applied for a receiver, directly, 
or through the Attorney-General. The 
receiver reported to the Auditor. 

Supervisor applied for a receiver. 
Secretary of State, with the consent of 

the Attorney-General, applied for a re
ceiver. 

Bank Examiner applied through the Au
ditor for a receiver. 

Bank Commissioner applied for receiver. 
Bank Commissioner applied through the 

Attorney-General for a receiver. The 
law specifically stated that the Com
missioner could not be appointed re
ceiver. 

State Examiner took possession on the di
rection of the Governor, and applied 
through the Attorney-General for a 
receiver. 

State Banking Board applied through the 
Attorney-General for receiver; who 
reported to the Board. The Board 
could allow a bank to reopen. 

Board of Bank Commissioners applied 
for receiver and asked for an injunc
tion restraining operations in the in
terim. Receiver reported to the Board. 

Commissioner of Banking and Insur
ance took possession. Attorney-Gen
eral or any stockholder or creditor 
could apply for a receiver. 

Traveling Auditor and Bank Examiner 
took possession with the consent of the 
Governor, who requested the Attor
ney-General to apply for a receiver. 

Supervisor applied for a receiver. 
Supervisor applied for a receiver. 
Bank Examiner applied through the 
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Pennsylvania 

Tennessee 

Utah 

Vermont 
Virginia 
Washington 

Wyoming 

Board of Bank Commissioners and the 
Attorney-General for a receiver. 

Bank Commissioner applied through the 
Attorney-General for a receiver. 

Secretary of State, with the consent of the 
Governor and Attorney-General, ap
plied for a receiver. 

Secretary of State, through the Attorney
General, applied for a receiver. 

Bank Examiner applied through the At
torney-General for a receiver. 

State Examiner applied through the At
torney-General for a receiver. 

II. TWELVE STATES IN WIDCH THE SUPERVISOR 
LIQUIDATED OR HAD CONTROL OF 

LIQUIDATION UNDER A COURT 
RECEIVER 

California 
M3$achusetts 
Michigan 

Minnesota 
Nevada 

New York 

North Carolina 

Commissioner of Banking, through the 
Attorney-General, applied for re
ceiver, who might be an employee of 
the Banking Department. 

Bank Examiner, through the Banking 
Board and the Attorney-General, ap
plied for a receiver· who reported to 
the Examiner. However, with the con
sent of the Board the Examiner was 
allowed to liquidate or reopen a bank. 

Superintendent of Banks liquidated or re
opened closed institutions, but was al
lowed to apply for a receiver. 

Corporation Commission applied for a re
ceiver who was under the control of 
both the Commission and the Court. 
The Commission was empowered to 
reopen a bank. 
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Oklahoma 
Rhode Island 

South Dakota 
Texas 

\Visconsin 

Bank Coounissioner, through the Board 
of Banks and Corporations, applied for 
a receiver. The Commissioner might 
be appointed. 

Superintendent of Banks, or the State 
Banking Board through the Attomey
General, applied for a receiver. The 
Superintendent might be appointed. 

m. FOUR STATES IN WHICH TIlE SUPERVISOR 
APPOINTED TIlE RECEIVER. 

District of Columbia Supervisor appointed receiver. 
Kansas Bank Commissioner applied for or ap-

pointed receiver. The owners of the 
majority of the deposits were per
mitted to require the appointment of 
their nominee. 

Maryland State Treasurer appointed receiver or re-
ported to the Governor who could ap
ply for receiver. 

West Virginia Commissioner of Banking appointed re-
ceiver with the consent of the Gover
nor. 

IV. TIIREB STATES WHICH HAD NO SPECIAL LAWS 
REGARDING BANK UQUIDATION 

Arkansas 

Mississippi 
South Carolina 

Banks operated under the general cor
poration law. 

No special laws. 
The Bank Examiner merely reponed 

violations of the law through the State 
Treasurer to the Legislature. 



APPENDIX C 

LICENSED BANKS, 193,3-34 

1. NUMBER. AIID DEPOSITS OF LICEIISED MEMBER BAIIKS, MARCH 15, 1933" 
Classified by Region and State 
(Dollar item~ are in thousands) 

ReaioD and State 
National Banks State Member Bank. 

Number Deposits Number Deposits 

IIBW BN'GLAND • ••••••••••.•.••...• Z56 S 1,422,680 22 S 441,839 
Maine ...... _ .................. 16 44,924 1 1,616 
New Hampshire •...........••.• 40 34,710 - -VonDODt ••••.................•• 23 17,022 - -M"""""busetta •................• 117 1,087,978 16 185,449 
Rhode Island .................• 10 36,701 3 220,449 
CoDDeCticut •••••...........•..• 50 201,345 2 34,325 

JIlDDLB ATLAHnC •.. .............. 1,190 6,438,204 204 6,_,810 
New york •.................... 386 3,830,148 86 5'~~:m ~~~::::~:::::: :::::::::::::: 190 547,354 50 

14 14,321 4 45,094 

=&.!.~::::::::::::::::::: 564 1,789,394 61 882,616 
28 146,842 3 28,486 

District of Columbia •........... 8 110,145 - -ItO.TII CENTaAI. • •••.............. 1m 2,439,909 98 984,163 

~=::::::::::::::::::::: 45 107,641 33 134,012 
75 272,226 5 31,295 

I1liDois ••... " ................• 193 1,449,771 26 297,807 
Indiana •...................... 83 144,523 3 26,785 
Ohio ••..•..................... 181 465,748 31 494,264 

!IOUTBERH KOUNTAIH. . . .. . .....•. 309 584,253 22 121,054 

~:~~:::::::::::::::::: 55 77,922 10 30,670· 
114 215,935 6 37,659 

Kentucky •••................... 75 133,602 5 31,473 
Tenn .......................... 65 156,794 1 21,252 SOUTllEASl1Wf ................... 217 508,263 34 114,674 
North Carolina •...............• 30 30,150 3 62,416 
South CaroIiDa ••.•••.•••......• 15 15,603 4 4,676 
Georgia •••••.................. 47 178,600 19 28,033 
Florida •••..................... 41 133,011 2 1,462 

tr~:::j,i:·.::::::::::::::::: :: 66 115,776 6 18,087 
18 35,123 - -

SO~~::::::::::::::::::: 701 987,931 48 54,799 
18 80,651 2 18,751 

Teua ........................• 435 631,873 42 34,450 
Arkansas •.........••.........• 35 37,261 3 1,411 
Oklahoma .•..........•.......• 213 238,146 1 187 

WJtsTUH G'RAIIf . ••••...•.•.....•• 799 1,319,109 63 344,901 
Minn ... ta ...................•. 191 458,038 2 384 
North Dakota •.•..............• 63 39,437 - -South Dakota •................. 64 38,639 10 4,327 
Iowa •...•...•...•...•. , ....... 76 109,066 14 22,568 
Nebraska •.•...•...•.........•• 128 144,882 2 287 
Miaaouri ••..•.••••...........•• 80 317,506 29 312,908 
Kansas •.......•.•..••••••..... 197 151,541 6 4,427 

aOCltY IIOUN'lAIlf •. •......•.....•. 210 359,958 47 86,282 
MODtana ••••••...•.•.•.....•.• 47 56,064 11 20,160 
Idaho ...•..•..•...•..•....•... 18 12,177 9 11,170 

~.1:=-.:: ::::: :::::::::::::: 25 26,920 4 1,007 
72 179,821 4 16,228 

NewM .......................... 21 15,324 2 611 
Amana ••.•••.•••..•.........• 8 18,554 2 6,824 
Utah ••.........•.•.........•.• 13 42,114 15 30,282 
Nevada •..•.•.•.......•.....•. 6 8,984 - -.ACIPIC C()AST •• ..........•......• 247 2,134,838 33 512,620 
WashingtoD ••.•••..•..•........ 58 177,402 20 28,947 
OregoD •••••....•.•.•.......... 60 146,797 - 5 1,331 
Califomia ...•.......•.•........ 129 1,810,639 8 482,342 

1DIrrBD STATU •. ................•. 4,506 516,195,145 571 $9,359,142 

• Data furnished by Federal Reserve Board, Division of Bank Operations. Mutual savinp 
baDb are DOt included. Deposits in some cases are as of Dec. 31, 1932. 
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2. NUMBER AND DEPOSITS OF LICENSED BANItS, ApRIl. 12 1933-
Classified by Region and State ' . 
(Dollar items are in thoUsands) 

National Banks State Member Banks Non-Member Banks 
Region and State Num- Num- Num-

ber Deposits ber' Deposits ber Deposito 

NEW ENGLAND ••. ...... 293 $ 1,494.410 23 $ 444,0Z6 181 $ 496,519 
Maine .............. 24 61,567 1 1,616 25 73,041 
New Hampshire ..... 48 50,977 1 1,000 13 20,355 
Vermont ........... . 28 25,207 - - - -
Massachusetts ....... 127 1,109,944 16 185,449 62 194,131 
Rhode Island ......• 10 36,701 3 220,449 8 24,202 
Connecticut •••...... 56 210,014 2 35,512 73 184,790 

MIDDLE ATLANTIC . ..... 1,256 6,525,128 212 6,756,336 710 1,825,998 
New York .......... 395 3,843,656 88 5,300,503 222 779,477 
New Jersey ......... 207 568,811 51 468,778 102 845,812 
Delaware ........... 15 14,976 4 45,094 26 44,841 

r:::;s~r.:.''''':: :: 599 1,837,407 65 894,967 290 476,575 
32 150,133 4 46,994 58 86,290 

District of Columbia. 8 110,145 - - 12 93,003 

NOITH CENT2AL .. ..... 668 2,530,020 126 1,032,863 1,390 768,310 

~=: .. :::::::: 48 108,336 40 149,662 159 99,894 
83 290,209 9 38,723 197 122,851 

TIlino;' ............. 227 1,468,212 37 312,881 382 152,348 
Indiana ............ 104 170,513 4 27,078 313 172,391 
Ohio ............... 206 492,750 36 504,519 339 220,826 

SOlJT1lDN IIOUllTADI ••• 328 612,724 28 128,315 864 344.574 
~es~ Yirginia ......• 59 90,008 10 30,670 97 69,385 
Vu:guua ............ 119 227,286 10 38,598 197 93.658 
Kentucky ........... 84 138,332 5 31,473 316 121.933 
Tennesaee •......... 66 157,098 3 27,574 254 59,598 

SOUTBEASTEJIlI' ••.....• 226 511,858 38 116,384 flI11 244,210 
North Carolina ...... 32 31,616 4 62,899 146 64.252 
South Carolina ...... IS 15.602 4 4,676 85 27.074 
Georgia •••..•...... 48 178,777 21 28,695 197 38,325 
Florida ............ 44 133,682 2 1,462 94 36,200 
Alabama ......... .. 66 115,778 7 18,652 126 18,982 
Mississippi •... .. ... 21 36,403 - - 159 59,377 

SOU1'JlWESTEIIN ••.•.... 727 992,916 54 60,238 870 258,367 
Louisiana ........... 20 79,347 2 18,751 119 94,946 
Texas .............. 448 629,257 46 35,465 438 106,227 
Arkansas •.......... 45 45,770 5 5,835 130 21,947 
Oklahoma ....... ... 214 238,542 I 187 183 35.247 

WESTEllH GJlAIN' •••...• 819 1,329.262 71 353,588 2,030 481,660 
Minnesota .......... 198 459,915 2 502 269 81.856 
North Dakota •...... 67 41,445 - - 101 10,805 
South Dakota ....... 64 38,639 10 4,327 131 18,226 
Iowa .............. . 81 112,358 15 22,651 227 95,759 
Nebraska ........... 129 145,259 3 429 243 36.799 
Missouri ............ 82 379,871 35 322,302 502 134,270 
Kansas ............. 198 151,775 6 3,377 557 103,945 

.OCXY 1I0UNTAIN . ..... 217 367,157 49 87,023 284 111,276 
Montana ........... 47 56,064 11 20,316 69 15,120 
Idaho .............. 22 13,744 9 11,170 46 16,702 
Wyoming ........... 25 26,920 5 1,351 38 11,457 
Colorado ........... 72 179,819 4 16,228 60 15.489 
New Monro ........ 23 20,531 2 611 18 3,872 
Arizona ............ 8 18,553 2 6,824 9 18,756 
Utah ............... 14 42,542 16 30,523 39 27,143 
Nevada ............ 6 8,984 - - 5 2,737 

PAcmc COAST . ........ 255 2,131,074 35 512,861 256 489,147 
W &abington ......... 63 175,615 21 28,498 85 28,159 

~~~: ... :::::::: 57 140,582 5 1,572 48 18,391 
135 1,814,877 9 482,791 123 442,597 

UNITED STATES ••.....• 4,789 $16,494,549 636 19,491,684 7,392 15,020,061 

• Data furnished by Federal Reserve Board, Division of Bank Operations. Mutnal savinp 
banks are not included. Deposits in some cases are as of Dec. 31, 1932 



3. NUHBER. AIfD DEPOSITS OF LICENSED BANK:S, DECEHBEIl 27, 1933-
Classified by Region and State 
(Dollar items are in thousands) 

National Banks State Member Banks Non-Member Banks 

Resion and State Num- .Deposits Num- Num-
ber ber Deposits ber Deposits 

NEW ZMGLAHD ••• •..•.• 332 $ 1,578,839 35 $ 397,448 174 $ 539,009 
Maine •............. 40 91,175 S 21,951 24 53,009 
New Hampshire ..... 52 55,121 1 1,118 13 21,000 
Vermont ............ 40 37,863 ~ - 2 10,025 
MlIIIS&Chusetts ....... 133 1,145,024 21 192,951 58 188,598 
Rhode IsIaod •...... 10 35,754 2 130,915 9 105,122 
CODDeCticut ......... 57 213,902 6 50,513 68 161,255 

IIJDDLB ATLANTIC . ..... 1,388 6,320,4'15 238 6,733,661 745 1,779,560 
New York .......... 442 3,562,480 106 5,273,567 211 712,847 
NewJeney ......... 223 559,226 52 421,054 109 366,148 
Delaware ••.......... 15 14,512 4 44,463 26 44,841 
PeDDS~YaDia •....... 640 1,851,085 68 867,676 289 476,847 

~~~·coi.m.bi&: 59 204,264 II 77,625 100 133,953 
9 128,908 2 49,276 10 44,924 

ROITH CENTaAJ. • ••.•.. 760 2,987,000 188 1,115,262 1,841 935,418 

~i:,~::::::::: : 70 320,340 57 157,751 177 144,098 
90 277 ,476 12 40,217 354 169,984 

DIioois .•........... 261 1,627,194 63 408,901 547 195,333 
Indiaaa •........... 113 199,692 5 26,700 385 184,267 
Ohio •••.........••. 226 562,388 51 481,693 378 241,736 

S017TllEUl' IfOmftADf •• . 359 _,274 47 123,155 833 331,522 

~~~::::::: 69 93,456 15 32,795 83 62,226 
129 239,023 21 51,654 171 84,512 

Keotuclr.y ........... 92 135,547 7 30,803 322 124,115 
T .................... 69 198,248 4 '7,903 257 60,669 

SOUTUEASTEltH • •..••.. 245 564,001 62 143,645 825 239,927 
North Carolin& ...... 40 49,317 9 83,306 151 62,991 
South Carolin& ...• , . 16 28,576 4 5,443 93 27,110 
Georgia ••••••...... SO 198,369 26 30,058 193 34,686 
Florida •....... , .... 46 129,276 3 4,479 92 32,632 
Alabama ......... , . 69 118,678 17 19,631 121 17,327 
Mississippi .•........ 24 39,785 3 728 175 65,181 

801JTB'WZSI'EllH ••...... 735 1,137,1i'15 Ii3 65,123 885 209,973 
Louisiaoa ........... 25 163,910 3 20,362 116 54,221 
T .................... 447 683,825 49 27,695 434 99,071 
Arkansas ......... , , 46 46,960 10 16,847 145 24,346 
OklabDma •••••••••• 217 242,980 1 219 190 32,335 

WESrEUGIlAJIiI' •••.••• 85Z 1,394,333 114 390,030 2,412 594,212 
Minnesota .•••.... , . 205 477,445 11 3,155 469 151,030 
North Dakota ....... 68 44,231 - - 127 15,602 
South Dakota ....... 63 39,051 20 6,583 129 17,688 
Iowa ............... 106 140,376 22 41,075 366 138,997 

~~~::::::::::: 128 154,156 7 2,255 267 39,451 
86 390,143 43 327,666 495 130,434 

Kansas ............. 196 148,931 11 9,296 559 101,010 

aOcXY"1I01J1lTAIH •••••• 225 362,786 58 98,456 272 95,785 
MontaDa ........... 47 55,200 15 21,366 67 15,026 
Idaho .............. 25 17,056 8 15,761 35 9,757 
Wyoming ........... 25 28,248 7 2,064 30 9,645 
Colorado ........... 74 178,642 4 15,136 76 16,334 
NewM.mo •....... 25 20,267 2 600 16 3,560 
Arizona ............ 8 17,003 4 12,491 7 13,642 
Utah ............... 14 36,631 18 31,038 35 24,937 
Nevada ••...•.•...• 7 9,739 - - 6 '2,884 

.ACIPlC COAS'l' ••... ' ... ZSIi 2,103,_ 41 535,481 Z66 448,286 
Washington ••... , ... 68 194,897 25 35,976 100 24,237 

&ir.;.;;;.-:.::::::::: 51 155,293 4 1,332 45 17,520 
137 1,753,704 12 498,173 121 406,529 

1JXITZD B'l'A'lBS • •.•.... 15,152 $17,115,.367 846 59,602,261 8,253 55,173,692 

257 
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4. NUlfBEa AIm DEPOSITS OF UCEIISED AIm UIILICEIISED B.uru, 
June 27. 1934" 

(Dollar items are in thousands) 

L AD Member Banks 

N1IJIIbe< 01. Baab DepositsI> 
Federal Resene 

District Total J.i. Not~ Total Lia:used Not 

"""""" ~ Lia:used 

JIoston ...•......•..• 374 372 Z S 2,080,009 $ 2,079,219 S 790 
Newyork ........... 795 788 7 10,496,636 10,485,505 11,131 
PbiIadeIpbia •••.•..•• 660 64t 16 2,181,982 2,148,4M 33,498 
ClevdaDd •.•••......• 613 631 18 2.340,363 2,312,025 28,338 
Richmoad •.........• tol 3M 7 1,lto,M2 1,135,823 ',819 
Atlanta ••.•.•........ 329 324 5 962,toS 954,757 7,6t8 
Chicago ......•....•. 676 660 16 3,t28,315 3,'18,826 9,," 
SL Louis .......•.... 396 383 13 1,018,769 1,011,758 7,011 
MiDDeapoIis ••.....•.. Stu 531 9 788,590 7M,021 ',569 
Kansas City •.....•.• 746 735 11 1,215,876 1,212,501 3,375 
DaIJas •••••••••.•.••• 557 554 3 9to,189 939,581 608 
Sea FraDCiscD .•.•..•• 388 381 7 2,992,301 2,_,199 3,105 

Total ...•......... 6,493 6,379 11' $29,586,080 129,'71,699 $11',381 

b. Ncm-Member Banks 

JIoston •.........•..• 180 173 7 S 437,743 S '16,014 $ 21,729 
Newyork •.•...•...• 314 305 9 "968,024 949,805 18,219 

~ .. :::::::: 260 250 10 _,658 390,252 14,_ 
652 617 35 529,724 486,511 43,213 

Richmoad •..... : .••. 648 622 26 399,492 392,898 6,594 
Atlanta •............• 726 715 11 209,650 206,592 3,058 
Chicago ............• 1,950 1,730 220 _,028 813,101 90,927 
SL Louis ..........•• 1,330 1,247 83 338,705 324,929 13,776 

e~~·:·:::::::: 
920 887 33 202,748 195,987 6,761 

1,324 1,275 t9 261,331 254,549 6,782 
486 '79 7 123,434 122,110 1,324 

Sea FraDCiscD .....•.. 3t9 330 19 436,533 429,088 7,445 

Total •.....•...... 9,139 8,630 S09 15,216,070 14,981,836 $234,234 



APPENDIX D 

BANK REORGANIZATION AND LIQUIDA~ 
TION IN THE STATEOFWASHINGTON1 

State regulation of banking in Washington began with 
the law of March 16, 1907, which created the office of 
Bank: Examiner. Private banks were forbidden to operate 
after January I, 1915. In 1917 a new. banking code 
broadened the powers of the State Banking Department, 
which prior thereto had been comparatively restricted. 

In 1930 there were in Washington 226 state banks 
with capital resources of nearly 26 million dollars and-
106 national banks with capital resources of over 40 
million. By October 1933 the number of state banks had 
dropped to 148, with capital resources of $16,724,000; 
that of national banks to 70, with capital resources of 
$30,816,000. 

The proportionate decline in the number and capital 
of banks in Washington was smaller than it was in the 
country as a whole. From 1930 to 1933 deposits in state 
banks shrank from 206 million dollars to 1 13 million; 
in national banks from 282 million to 199 million. Loans 
and discounts made by state banks dropped from 134 
million dollars to 65 million and by national banks from 
148 million to 76 million, a liquidation of nearly one
half. Total resources of state banks fell from 238 mil
lion dollars to 134 million, and of national banks from 
338 million to 248 million.: 

Suspensions. From 1891, the year of the first national 
bank failure in Washington, through 1914, 26 such in-

s Contributed by Howard H. Preston. 
• State bank data for J 933 include J 8 banks under. stabilization which 

had trust deposits and resources in trust of $970,000, and total resources 
of $4,500,000. National bank data are for licensed banks on October :1.5. 
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stitutions suspended, all but five in the years 1893-95. 
Their capital totalled $2,860,000, their deposits about 
$4,400,000.' There were no national bank: failures in the 
decade 1914':'24, but since then receivers have been ap
pointed for 24, three of them since the 1933 bank: holi
day. These banks had capital of $2,750,000 and deposits 

BANK SUSPENSIONS IN WASmNGTON, 1921-33" 
(Dollar items are in thousands) 

Year Number Capital 

1921. ........... 11 $2,222 
1922 ............ 4 110 
1923° ........... 5 110 
1924 ............ 7 250 
1925d ••.......•• 4 110 
1926 ............ - -
1927° ........... 4 350 
1928' ........... 2 115 
1929 ............ 6 180 
1930 ............ 2 70 
1931 ............ 16 790 
1932c ........... 23 2,275 
1933h ........... 11 700 

Total ......... 95 $7,282 

Resourc:esb 

$28,622 
1,023 
1,240 
1,911 

947 
-

4,892 
942 

1,446 
277 

8,528 
28,874 
6,378 

$85,080 

• Compiled from reports of the Supervisor of Banking, press releases 
and other sources. 

b As of December 31 preceding failure. 
° One reopened, capital $10,000, resources ,258,000. 
d One reopened, capital $25,000, resources $334,000. 
• One reopened, capital $25,000, resources $98,000. 
'One reopened, capital $15,000, resources $280,000. 
K Two reopened, capital $200,000, resources $1,669,000. 
b Only those having been placed in liquidation. 

of about $20,000,000. Seventeen of these institutions are 
still in liquidation. 

Between 1892 and 1896 about 30 state banks failed 
in Washington, and probably 20 private banks also sus
pended. Data prior to 1915, when the Banking Depart
ment took over liquidation, are very uncertain, but it is 

I Deposits exclusive of two banks whiclr were reorganized in 1893. 
One of these failed again in 1895. and thus appears twice among the 26. 
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known that 14 institutions failed between 1907 and that 
date. From 1915 to 1919 eight more suspended, with 
capital of $470,000 and resources approximating 
$4,500,000. Two of these were reopened. 

Washington's banking troubles really began in 1921. 
The record of suspensions for 1921-33 is shown in the 
table on page 260. 

In Washington, as in the rest of the country, most of 
the suspensions have been among the small banks. Since 
the enactment of the National Bank Act, exactly half of 
the 50 national banks failing in Washington had capital 
of $50,000 or less. Only five had more than $200,000 
capital. Of the 48 national banks for which deposit totals 
are available, 29 had $200,000 or less, and only three 
had more than $ 1 ,500,000. The following table com
pares the number of state and national banks of different 
sizes which failed during the years 1930-33. 

STATE AND NATIONAL BANK. FAILURES IN WASHINGTON, 1930-33-
n-. Classified According to Capital and Deposits 

Capital State 
Na.-

Depositsb State Na.-
tional tional 

$25,000 and less .... 30 5 $100,000 and less ..... 11 2 
25,001 to 50,000. 9 3 100,001 to 200,000 11 5 
50,001 to 75,000. 2 2 200,001 to 300,000 8 0 
75,001 to 100,000. 5 2 300,001 to 400,000 9 1 

100,001 to 200,000. 3 3 400,001 to 500,000 5 1 
200,001 andover ... 3 1 500,001 to 1,500,000 4 5 

1,500,001 andover .... 4 2 
i-"--- ----

Total ........... 52 16 Total. .............. 52 16 

• Compiled from reports of the Supervisor of Banking, press rdeases, and 
other sources. 

b For state banks, as of December 31 preceding failure; for national banks, 
as of date of failure. 

The larger bank failures have, however, tied up a 
much greater amount of funds than did those of the 
small banks. Among the state banks which failed during 
1930-33, ten had resources of a million dollars or more, 
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while 42. had resources of less than a million. But the 
total resources -of the ten large banks were about 30.5 
milli9n dollars, while the resources of the 42 small banks 
amounted to only about II million. Thirteen large bank 
suspensions' during 192.1-33 tied up $62,978,000 in re
sources, while 82.' small failures involved only 
$22.,102.,000. 

The I933 crisis. On Thursday, March 2., the states of 
California and Oregon proclaimed banking holidays. A 
holiday was proposed for Washington but the banks did 
not present a united front and the Governor took no ac
tion. By noon of March 2. the banks in Seattle and other 
large cities were subjected to severe runs, but they main
tained payments except for a limited time when the Seat
tle branch of the Federal Reserve Bank ran out of cash. 
The Governor was then forced to proclaim a state holi
day effective the morning of the following day. Before 
this holiday expired the national holiday was proclaimed. 
Prior to this the Bank Stabilization Act had been ap
proved. 

The Bank Stabilization Act." The Bank Stabilization 
Act was introduced, passed, and approved by Governor 
Martin in a single day-March I, 1933. It repealed and 
superseded a bank stabilization bill passed a few days 
earlier.& The law was declared an emergency measure 
and made immediately effective. 

The principal provisions of this act areas follows:-

A. Method of placing a bank under stabilization 
Perm~ion granted at discretion of Supervisor of Bank

ing after receipt of application for stabilization made by the 
directors. 

• OfIicially designated Chap. 49, Wash. Laws, 1933; in its legislative 
career known as S.B. 389. 

• Laws of 1933, Chap. 44. 
• "~ank" includes savings banks, mutual savings banks, state banks, and 

trust companies. 
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B. Effect of stabilization 

I. As to former business: 
Postpones, for initial period of 90 days and for ad

ditional periods as deemed expedient by Supervisor, the 
payment of demands by depositQrs, in whole or in part, 
as determined by the Supervisor on the basis of the bank's 
ability to pay withdrawals. Accounts may be classified by 
the Supervisor and· withdrawals therefrom varied for 
each of the classes. 

2. As to new business: 
a. Loans and investments may be made only with ap

proval of Supervisor. 
b. Deposits received while under stabilization and for 

60 days thereafter must be kept separate from other 
assets, shall not draw interest, shall be withdrawable 
upon demand, and shall not be loaned or invested 
except 
( I) By depositing with Reserve Banks, or 
(2) By investing in liquid securities approved by the 

Supervisor. 

C. Reorganization after stabilization 
I. Proposals furnished by Supervisor at request of the direc

tors of the stabilized bank. 
2. Considerations for 

a. "Best interest" of the banks' creditors and of the com
munity. 

b. Temporary ratable reductions of the demands of credi
tors such as will leave its reserve adequate and its 
capital and surplus unimpaired after ~he charging off 
of bad and doubtful debts. 

3. The owners of at least three-fourths of the unsecured 
credits must approve the plan within 90 days after filing 
the plan with the Supervisor before it will be declared 
effective. Unsecured creditors will thereupon have their 
demands ratably reduced. The rights of unsecured credi
tors will be unaffected except that any deficiency to which 
they may be entitled shall be reduced ratably with un
secured demands. 
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4. Stockholders will not be entitled to any dividends or dis
tribution of assets until there has been set aside and 
credited to the claimants the equivalent of their reduc
tions under the reorganization plan. 

Bank rehabilitation. The reopening of national banks 
and state member banks in clearing-house cities took the 
same course in Washington as elsewhere. State banks 
were reopened gradually without restrictions or placed 
under the Stabilization Act. Even those that were ul
timately closed and liquidated went under the stabiliza
tion law as a transition step. 

A total of 55 banks were placed under stabilization, 
and 13 others were "stabilized" by other means; two state 
banks ceased operations under the President's holiday 
proclamation and did not reopen; two ceased operations 
under local moratoria; and others suspended by other 
means. Twelve of those placed under the State Stabili
zation Law, of which ten are non-members, were still 
under stabilization on January 2, 19347

; eleven, of which 
nine are non-members, had been closed and were in pr<r 
cess of liquidation; two, both non-members, had been 
closed and absorbed by other banks; 41, of which 36 are 
non-members, had been reorganized and were operating 
under a plan approved by the creditors and the State 
Banking Department; two, one a non-member, were 
classed as "no action" banks, remaining under the Presi
dential holiday" 

At least two banks, one a member of the Federal Re
serve system, were offered a license to open without re
striction following the banking holiday, but elected to 
refuse this privilege in order to go under the Stabiliza
tion Law. They are now being reorganized. 

In order to qualify in the blue-ribbon division (banks 
open after the holiday without restriction) stockholders 
of the state banks of Washington put approximately 

• Three were reopened and two closed for liquidation by March 15. 
-By March 15 one of these had opened, the other closed. 
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$1,125,000 in new capital into the institutions during the 
holiday period, which was approximately 17 per cent of 
the total capital of all unrestricted banks. In the light of 
subsequent events it seems likely that there was too great 
anxiety to obtain a charter to open without restriction 
immediately upon suspension of the banking holiday. A 
number of banks which opened without restriction have 
since been forced to make further readjustments and 
could not secure any concessions from the depositors. One 
state bank which was licensed by the Federal Reserve 
system on March 15, 1933 went under stabilization De
cember 29, 1933. 

Reorganiz.ation. Forty-one banks were reorganized 
from March 20, 1933 to January 2, 1934.9 Five of 
them were members of the Federal Reserve system. 

All banks under stabilization were granted the maxi
. mum period of 90 days when first stabilized to perfect 
reorganization plans. Thereafter extensions were granted 
where necessary as. prescribed by the law. Generally 
speaking the extensions were made for varying periods 
in the light of the condition shown at the expiration of 
the first or subsequent period. It was felt by the Super
visor of Banking that banks should be put under the nec
essity of working out their reorganization programs as 
rapidly as possible. Consequently, they were not al
lowed to proceed on the assumption that renewals for an 
indefinite time would be authorized. 

The attached plan for reopening of the x state bank 
is an actual case and is typical of that used in most re
organizations. As a general principle the Supervisor has 
undertaken to work out a plan under which the stock
holders contribute in cash to the capital stock the same 
proportion as the depositors waive for the time being. 
An examination of the statistics of reorganized banks 
shows that this basic principle has ,been strictly applied 

• By March 15 four more had reopened. 
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in only a few cases. In some instances stockholders had 
already been assessed or were so nearly ruined by other 
adver~e conditions that they were unable to pay in ad
ditional capital. 

Many of the reorganized state banks have capital of 
less than $25,000, the minimum permitted for any state 
bank since 1929. No effort is being made to increase the 
capital at this time. 

There are a number of cases which require special com
ment. Two banks were affiliates of the First National 
Bank when that bank was reopened. Five are members of 
the Old National group and were reorganized and opened 
when the Old National was rehabilitated. The balances 
held by these banks in the Old National were made 100 
per cent available, which enabled the banks to reopen 
without deposit waiver. It may be noted that the reor
ganization process practically eliminated several other 
groups in Washington. 

At least five of the 41 banks reorganized since the 
banking holiday were never formally placed under sta
bilization. Three merely remained closed until re
organized, two had ceased operations under a local mora
torium and awaited reorganization. 

With the exception of one bank which was closed and 
then reorganized, the waiver upon deposits is a tem
porary one. As was noted above in our discussion of the 
Bank Stabilization Act, no dividends can be paid to 
stockholders until all of the claims bf depositors have 
been fully met.1.0 It will mean, in some cases, an indefinite 
period before the bank owners can receive any profit 
from the institution. Of course, an increase in the value 
of assets would alleviate this condition. 

10 More specifically the procedure is as follows: The bank first pays 
interest on capital notes, if any. Of the remainder of the income, 40 per 
cent is applied to the retirement of capital notes. From the other 60 per 
cent of the remainder, all waivers must be refunded; but any balances 
not needed for this purpose may be used to pay dividends on common 
stock. 
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In 26 of the reorganizations there were waivers of 
deposits, assessments on stockholders, or both. In the 
23 cases in which deposits were waived, the relinquish
ment varied from 20 to 90 per cent. The total amount 
waived was $1,836,000, or 44 per cent of- the total 
amount of deposits subject to waiver. 

In only 15 cases were there assessments on stockhold- I 

ers. These varied from 20 to 100 per cent of capital. The 
stockholders of four banks were assessed the maximum. 
Total assessments amounted to $ I 99,000, or 62 per 
cent of the total capital, which was $317,000. For the 
eleven organizations in which the stockholders were not 
assessed, depositors waived $812,000, or 33 per cent of 
total deposits of $2,450,000. For the three in which 
no deposits were waived, stockholders were assessed 
$41,000, or 59 per cent of their holdings. 

In general, the Supervisor's plan that stockholders 
should contribute as great a proportion of their holdings. 
as depositors waived of their balances was not achieved. 
In the group of 26 banks as a whole, the depositors 
waived an amount over nine times as great as the total 
of assessments on stockholders. Over 41 per cent of 
all deposits were relinquished. Stock: assessments were 
only 34 per cent of total capital of $577,000. Speci
fically, in only five cases were the waivers and assess
ments of approximately the same proportion. 

It cannot be said, however, that the depositors have 
been discriminated against in these reorganizations. In 
the first place, they have a lien prior to that of stock
holders on future earnings. Furthermore, had the banks 
been placed in liquidation, depositors would probably 
have lost practically as much as they waived, perhaps 
more, and would have had no possibility of future re
coveries. Finally, stockholders' contributions, as has been 
stated, were as large as it was practicable to collect. 

A brief statement of the experience of national banks 
in Washington during 1933 offers an interesting com-
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parison. In that year 2 I of these institutions experienced 
difficulty. Of this number three were placed in liquida
_ tion, one was absorbed by another bank, twelve were 
reorganized and reopened, five were still under conser
vators, with plans for reorganization under discussion.11 

Of the reopened banks, four took depositors' waivers of 
from 19 to 60 per cent, and in three stockholders con
tributed to the full extent of their double liability. 

Aid by federal agencies. The Reconstruction Finance 
Corporation and, to a lesser degree, other federal agen
cies, have extended aid to both national and state banks 
in Washington. In the first place, these institutions 
helped to liquefy the assets of going banks, thereby fore
stalling suspension, by advancing cash on frozen loans 
and investments. Second, funds have been furnished 
to restore the capital of reorganized banks. Third, cash 
is being loaned to receivers of banks in liquidation to 
make possible the distribution of frozen deposits. And 
finally, going institutions have been further strengthened 
with additional capital funds, chiefly to qualify them for 
the insurance of deposits. 

The greater part of the funds advanced by the RFC 
went to banks which were found to be inadequately capi
talized, that is, with insufficient total assets to meet 
depositors' claims. By purchasing capital obligations of 
the banks, the RFC increased their assets without adding 
to their deposits or bills payable. 

Under Washington law, as construed by the Attorney
General, all bank stock must carry double liability. Con
sequently, in this state the RFC is purchasing capital 
notes or debentures. The maturity on such issues has 
been set as 20 years, and dividends on common stock are 
not limited as interest is paid on debentures. 

Except for the maturity feature, these capital notes are 
equivalent to preferred stock, as they are junior to the 

U Of these, four had reopened at the time of writing. 
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claims of depositors in the event of liquidation. They 
will not appear as capital on the bank's balance sheet, 
but will be shown in a footnote. That is, the former 
common stock will be "starred" and a footnote will say: 
"Includes proceeds of $ debentures sold to 
the Reconstruction Finance Corporation which deben
tures are subordinated to rights of depositors and credi
tors." 

The state authorities have co-operated in the nation
wide movement aimed at encouraging all banks to issue 
preferred stock, whether they need the funds or not. A 
legal problem is presented, however. The state banking 
law forbids any bank to lower its capital below the mini
mum now required by law, which in the smaller towns is 
$25,000, although it may continue to operate on its pres
ent capital even though that capital is below the mini
mum now required for organization of a new bank. Con
sequently, if a bank should have a present capital of 
$15,000, as many do, and raise it to $30,000 by selling 
preferred stock, the opinion is that it would be unable, 
at a later date, to retire the preferred shares below the 
minimum capital of $25,000. 

In order to facilitate the work of issuing capital notes 
to non-member banks in the state of Washington, a 
representative of the RFC maintained an office in the 
Banking Department at Olympia. A special advisory 
committee was created consisting of the Supervisor of 
Banking, one representative each of the Federal Deposit 
Insurance Corporation and the Reconstruction Finance 
Corporation, and two Washington bankers. All non
member hank applications were passed upon by this com
mittee and when approved forwarded direct to Wash
ington, D.C. The three agencies of the RFC which cover 
Washington territory-Seattle, Spokane, and Portland, 
were merely notified by the committee; their confirma
tion of the recommendations was not required. 
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As a general rule the RFC matches sound capital of 
banks; for example, if a bank with $50,000 capital is 
fotihd .to have a capital impairment of $25,000 but no 
more, the RFC will take capital notes to that amount. 
In some instances, where this is not sufficient, the RFC 
has put up both halves by indirect methods. For in
stance, a mortgage holding company with nominal capi
tal has sometimes been created by the bank directors. To 
this company directors of the bank turn over certain as
sets of the bank or even mortgages on their own property. 
The holding company then borrows, let us say, $25,000 
from the RFC on this collateral and with the proceeds 
buys doubtful assets of the bank, thus putting into the 
bank $25,000 of new money and leaving it with sound 
capital of that amount. The RFC then matches the capi
tal of the bank. In this way by an indirect process the 
RFC supplies all the new capital. 

The Banking Department succeeded in one way or 
another in making every state bank applicant solvent 
and eligible for deposit insurance under the temporary 
plan.lII So far as the permanent plan is concerned, the 
attitude of the Department is that the deposit insur
ance law may be amended; or if not, there are two years 
in which to make the needed changes. Consequently, capi
tal increases and other necessary steps to qualify for Fed
eral Reserve membership are not now being made. 

Information as to the actual aid given by the RFC 
is rather meager. From various sources, however, the fol
lowing data have been gathered: 55 non-member banks 
applied for the right to issue $1,201,500 in capital notes. 
Of the applications, 53 totalling $1,181,500 were ap
proved, one of $7,500 was declined, and one of $12,500 
is pending. The applications approved included 
$118,500 going to reorganized banks and the balance 
to banks open and unrestricted after the banking holiday. 

DTen state banks failed to apply for membership. On Jan. 2, 1934, 
126 state banks were under the FDIC. 
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Twenty-two member banks offered to the RFC capital 
obligations totalling $2,975,000, of which ten, amount
ing to $1,005,000, were approved, five amounting to 
$760,000, were conditionally approved, and seven, total
ling $1,210,000, are pending.1S 

In addition to the capital note issues it has been reli
ably estimated that the RFC has loaned from 7 to 9 
million dollars to from 60 to 75 banks in Washington. 
The largest single loan, $3,750,000, went to the Old 
National Bank of Spokane as a part of its reorganization 
plan. Consequently something like 4 million dollars was 
distributed among the remaining banks. 

For that portion of the state of Washington which is 
under the jurisdiction of the Portland office of the Fed
eral Reserve Bank of San Francisco, more definite in
formation as to RFC loans to banks is available. Seven 
open and unrestricted non-members applied for nine 
loans totalling $187,000, all of which applications were 
granted, but at the reduced total figure of $ 1 3 9,5 50. In 
addition, one closed non-member bank applied for two 
loans totalling $97,000 and was granted a total of 
$94,000. Two unrestricted member banks in the Port
.land area applied for five loans totalling $87,503, all 
of which were granted, but only in the amount of 
$54,650. One closed member bank applied for $125,000 
and received $83,500. 

Only two of the loans in the Portland area, both to 
one unrestricted non-member bank, were made during 
1933. The sum involved was $21,450. The others were 
made during 1932, and so did not figure directly in re
cent bank reorganization. 

Under the Deposit Liquidation Board of the RFC, 
only one loan to a state bank in Washington had been 
completed by December 30, 1933. Other applications 

.. Jan. :I, 1934. From the records of the Supervisor of Banking. The 
speedier action upon non-member bank applications was occasioned by 
the necessity of qualifying the banks for the FDIC. 
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had been submitted and the loans recommended but none 
of the funds had yet reached the depositors. Of the state 
banks. in liquidation in Washington only eleven were 
closed during 1933. The special effort being made by 
the Deposit Liquidation Board was limited at the outset 
to banks that had closed during the current year. In late 
December authority was granted for making loans to 
banks previously placed under liquidation. Applications 
had been received and the appraisal of assets -made for 
some of these institutions. 

Another federal agency aiding Washington banks is 
the Home Owners' Loan Corporation, which is em
powered to exchange its bonds for eligible mortgages, 
that is, those whose makers are in distress and for which 
the bonds of the HOLC are acceptable to the mortgage 
holder. In order to ascertain the potential volume of 
refinancing of this character the State Banking Depart
ment made a survey of the eligible mortgages held by 
state banks. The mortgages were as follows: 

Status of Bank Number 
Open unrestricted ............... 1,598 
Under stabilization ... .. ........ 135 
Under liquidation ............... 3,684 

Amount 
$2,747,891,000 

. 11,675 
6,255,641 

The state agency of the HOLC has been swamped with 
applications, but only a relatively small proportion of the 
loans had been granted at the time of writing. 

Savings hanks. An interesting feature of the refinanc
ing progress of the savings banks is the method by which 
the co-operation bf second mortgage holders has been se
cured. In many cases the sale value of the mortgaged 
property is such that the second mortgage holder would 
obtain nothing in the event of foreclosure. At the same 
time the first mortgage held by the savings bank is fairly 
well secured. Under these circumstances the second mort
gage holder may agree to pay the savings bank a sum 
of sufficient amount to cover part or all of the market 
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discount upon bonds taken by the bank. This is accom
plished by an assignment of those bonds of the HOLC 
which the second mortgage holder is to receive. If, for 
instance, the first mortgage is for $4,000 and the second 
mortgage is for $1,000, and the HOLC grants a new 
loan sufficient to cover the total indebtedness, the second 
mortgage holder will be required to assign to the bank 
an agreed number of bonds to cover the market discount, 
or a part of it. 

A member of the Wholesale Division of the HOLC 
stationed in Washington is authorized to handle all mort~ 
gages in these institutions in liquidation, whether the 
makers are in distress or not. All mortgages of closed 
banks may therefore be refinanced. The Supervisor of 
Banking estimates that 4 million dollars of home mort
gages will be refinanced, of which about 3.5 million are 
owned by the Spokane Savings Bank. 

It will be the policy of the Banking Department to ac
cept bonds for all mortgages where the par value of the 
bonds offered equals the amount due on the mortgage. 
Where the indebtedness is so great that the Corporation 
will not offer enough bonds in exchange to cover the debt 
the Banking Department reserves the right to treat each 
case on its individual merits in the way which appears 
most likely to yield the greatest net return. National 
banks and savings and loan associations are included in 
the new plan. Solvent banks will continue to work 
through the regular HOLC channels. Of the state banks, 
the Washington Mutual Savings Bank of Seattle is by 
far the most important. 

Aid from the Farm Credit Administration. The situa
tion with respect to refinancing loans through the FCA is 
quite different. There are two factors which have proved 
irksome to the Banking Department in its effort to re
finance farm mortgages: 

(I) The delay in getting action, especially at,the out
set. 
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(z) The fact that refinancing has been carried through 
only when all of the farmers' debts could be composea 
withi.Q. the loan limitations (or 75 per cent where a com
bined commissioner's and farm loan is used). 

The Supervisor of Banking objects very strenuously 
to allowing the unsecured creditors to participate in the 
settlement. The FCA, on the other hand, is unwilling 
to refinance the farmer unless he can be put in such finan
cial condition that there is a chance for him to work out 
of debt. Hence- it insists upon a composition of all debts. 
As a result of the policy adopted, liquidators of closed 
banks are often asked to accept a substantial cut in the 
face of the mortgage. Two cases may be cited where the 
settlements offered on mortgages, each of which was for 
$6,000, were $4,500 and $5,000 respectively. The offer 
was rejected in both cases. 

The FCA offers cash, not bonds, but the government 
guaranty of its bonds may liberalize the general lending 
policy of the Land Banks. The Supervisor expects cur
rency inflation to improve the value of real estate and 
thereby make real estate loans more readily collectible. 
He will proceed somewhat slowly, therefore, on a pro
gram that will entail refinancing of mortgages at a sub
stantial discount. 

The Land Bank has not made available statistics rela
tive to its part in helping the banks liquidate their loans. 
Mr. Henry Matthews, secretary and vice-president, es
timated that between four and five hundred thousand 
dollars cash has 'been put into all banks in the Inland 
Empire. Mr. E. M. Ehrhardt, president, estimated that 
one quarter of a million dollars in cash had been turned 
into banks in one county, primarily in the First Na
tional Bank of Walla Walla, by the Land Bank. This in
stitution was one of those reorganized without waivers 
being taken. These are the only figures available. 

The Regional Agricultural Credit Corporation, in ad
dition, estimated that 60 per cent of its loans eventually 
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found their way into banks. These banks, however, were 
not all in distress. 

Liquidation of state Danks in Washington. Prior to 
1915 receivers for state banks were appointed by the 
court and were responsible only to the court. In 1915 
'II. new law was passed making the Supervisor of Banking 
resDonsible for liquidations. The procedure is for the Su
pervisor to appoint a deputy in charge of one or more 
liquidations. These liquidators are men who have had 
banking experience, and ordinarily they are brought in 
from outside of the community. 

The large number of failures in recent years has made 
it necessary to set up a Liquidating Division with 
branches in Seattle and Spokane, which look after banks 
in the western and eastern parts of the state respectively. 
Each liquidator ordinarily has more than one bank under 
his jurisdiction. During the early period in any liquida
tion there is a great deal of work to be done. Claims are 
proved and offsets worked out during the first 90 days; 
preferred claims must also be filed within 90 days. The 
principal preferred claims arise out of deposits which have 
been received after insolvency. Secured claims consist for 
the most part of public deposits and bills payable. 

When these claims have all been filed and adjusted, 
the bank may, if its cash funds permit, pay its first divi
dend, but in no case may this occur during the 90-day 
period allowed for filing claims and making adjustments. 
Thereafter dividends are paid as the cash ·becomes avail
able until the point is reached where it appears to be 
more economical to sell the remaining assets to a sal
vage organization. The time required is ordinarily from 
three to five years. The amount realized from the final 
sale of the remaining assets is normally from 5 to IO per 
cent of the original claims. 

The legal services are ordinarily arranged for on a 
contractual basis and are modest in amount. The liquida
tor is paid a fixed salary and gets no commission above 
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this amount. Every effort is made to keep the expenses 
of the liquidation down to a minimum and to get the 
large~t possible amount for the depositor. A tabulation 
made last August of the banks then in the Liquidating 
Division showed that the banks which had an excess 
of earnings over expenses had yielded a net total of 
$588,267.35. On the other hand, banks whose expenses 
exceeded earnings, while representing practically the 
same number of institutions,· had a net total of only 
$72,523.47. 

This very favorable showing may be explained in two 
ways: A large proportion of the liquidations may have 
been running a comparatively short time and during the 
early period extremely profitable earning assets may have 
been held. Moreover, a few large institutions, notably 
the Spokane Savings Bank and the American Exchange 
Bank of Seattle, accounted for more than half of the 
$ 5 88,000. As the liquidation proceeds. the cost cannot 
be reduced in proportion to the income received. 

This is no fully satisfactory way of arriving at the 
costs of liquidation. Annual reports are published, but 
when a bank is finally wound up many of the banks have 
no final report covering expenses incurred after the end 
of the preceding calendar year. 

According to the banking officials there has been no 
recovery by stockholders except in one or two cases. In 
one case depositors received about 98 per cent of their 
claims and the remaining assets were then sold to the 
stockholders for a sufficient amount to pay the remaining 
claim of depositors. It may be assumed in this case that 
the stockholders were able to salvage something for 
themselves. 

The collection of liability assessments has varied 
greatly, and it is a matter of common knowledge that it 
has fallen off decidedly in recent years. The Supervisor 
hazards a guess that the total collections from stockhold-
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ers of banks which failed during the year 1932 will not 
exceed 25 per cent of the total assessed. 

With the foregoing limitations in mind, data have 
been compiled concerning banks which have suspended 
since 1920, whose liquidation had been completed by 
January 2, 1934. The following distribution gives the 
percentage of creditors' claims paid. Seven banks paid de
positors in full; three also paid interest. The average 
paid depositors was about 72 per cent, which is a high 
ratio indeed.16 

Percentage of 
Claims Paid 

Number of 
Banks 

0- 20 .................. . S 
21- 40 .................. . 7 
41- '60 .................. . 8 
61- 80 .................. . 6 
81-100 .................. . 10 

Total...... .... .... ... 36 

Double liability assessments for 33 banks amounted 
to $3,152,000, of which $1,549,164, or 49.1 per cent, 
was collected.Ui In no case were all assessments collected, 
the highest ratio being 94.3 per cent, while in two'cases 
it was less than 10 per cent. Liquidation expense for these 
banks aggregated $1,360,000, about 3.7 per cent of the 
book value of all assets administered. Expenses were ap
proximately 9.4 per cent of claims paid. In one case ex
penses amounted to more than claimspaid • 

.. The Federal Reserve Committee on Branch, Group, and Chain Bank
ing states that in the 3:& state banks suspending in Washington during 
19:&1-30 which were completely liquidated by the end of that period, 
dividends amounting to 7:&.9 per cent of claims totalling $I 7,7:&7,000 
were paid. Including offsets of $5,607,000, the ratio was 79.4 per cent. 
(Bank Suspensions in the United States, p. 197.) 

• The figure given for the smaller number of banks studied by the 
Committee is 49.8 per cent of assessments totalling $:&,76:&,000. 
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PLAN FOR REOPENING THE X STATE BANK 

OF WASHINGTON 

The following plan for reopening of the X State Bank of 
Washington under the provisions of Chapter 49 of the Session 
Laws of 1933, is hereby proposed by the Supervisor of Banking 
of the State of Washington. 

I. The stockholders of the bank will contribute in cash or 
other assets acceptable to the Supervisor of Banking, a sum equal 
to 35 per cent of the par value of the capital stock of the bank. 

2. Depositors and other creditors will make a temporary 
ratable reduction of their respective net unsecured deposits equal 
to 40 per cent of the total amount thereof, in accordance with 
the terms of a waiver, a copy of which is attached hereto and 
marked "Exhibit A." The balance of their deposits shall become 
immediately available upon the reorganization becoming opera
tive. 

3. Funds obtained from contributions by stockholders and 
from depositors' waivers shall be used in charging off bad and 
doubtful· assets to the extent that the bank's reserves shall be 
adequate and its capital and surplus shall remain unimpaired. 

4. The bank will issue to depositors a certificate evidencing 
the amount waived by each depositor under the terms of the 
waiver, in accordance with a form, a copy of which is attached 
hereto and marked "Exhibit B." 

5. No dividends will be paid upon the stock of the bank for 
the benefit of any stockholders nor shall any of the bank's assets 
be distnlmted among stockholders until there shall have been 
set aside for and credited ratably to the creditors whose demands 
were reduced an amount equal to the aggregate of the reduc
tions. The net earnings of the bank shall be paid into the build
ing up of a surplus thereof until the same shall equal 25 per cent 
of the capitalization of the bank, and after the payment of such 
portion of the net earnings into such surplus fund, such further 
portion of the net earnings as the Supervisor of Banking shall 
deem proper, shall be for disbursement to certificate holders 
representing waived deposits in the same manner as the proceeds 
of liquidation of other assets held for the benefit of such certificate 
holders. No distn"bution of earnings may be made which will 
reduce and leave the surplus of the bank below 25 per cent of the 
capital stock. 
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6. Before any new certificates of stock shall be issued on the 
boob of the bank, said certificates shall contain the following 
provision: "By reason of the fact that a waiver of unsecured de
posits has been taken from depositors in this bank. the provisions 
of Section 7 of Chapter 49 of the Session Laws of 1933 (Wash
ington Bank Stabilization Act) apply, as follows: <A bank for 
which such pIan has been put into effect shall not declare or pay 
a dividend or distribute any of its 3.$ets among stockholders until 
there shall have been set aside for and credited ratably to the 
creditors whose demands were reduced an amount equal to 
the aggregate of the reductions.' Therefore, no dividends will 
be available to the holder of this stock until the provisions of said 
Section 7 have been complied with." It is further agreed that 
every effort will be made to recall and reissue certificates of 
shares now outstanding. 

7. In computing the amount of unsecured deposits interest 
will be computed upon all interest-bearing liabilities of the bank 
to the date this pIan becomes effective. Legal offsets will be 
allowed against all deposits prior to and simultaneous with the 
pIan becoming effective. 

DATED at Olympia, Washington, this --- day of 

, 1933· 

Supervisor of Banking of 
the State of Washington. 

----DEPOSIT WAIVER----

In accordance with a plan for reorganization of the X State 
Bank of Washington which has been proposed by the Super
visor of Banking of the State of Washington, and in considera
tion of like waivers signed by other creditors representing 75 
per cent of unsecured creditors, as provided by the Washington 
Bank Stabilization Act, I hereby authorize and direct the X 
State Bank of Washington to deduct from any deposit I may 
have in said bank an amount equal to 40 per cent thereof. 

Section 7, Chapter 49 of the 1933 Session Laws, being the 
Washington Bank Stabilization Act, provides: 
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"A bank for which such a plan has been put into effe~t shall 
not declare or pay a dividend or distribute any of its assets among 
stockholders until there shall have been set aside for and credited 
ratably·to the creditors whose demands were reduced an amount 
equal to the aggregate of the reductions." 

~
Checking Account $ 

Amount of Deposit Savings Account $~---
Time Certificate 

of Deposit $---

DATED at ----,. Washington, this ------

day of------- 1933. 

Exhibit "8" 

----CERTIFICATE----

THIS IS TO CERTIFY That ------
having waived forty (40%) per cent of his deposit in X Stat .. 
Bank of , Washington, which waived portion 
of his deposit amounts to $ , is entitled to receive a 
ratable return with all other depositors and creditors whose de
mands were reduced a like amount, in accordance with Section 
7, Chapter 49, of the Session Laws of 1933, being the Wash
ington Bank Stabilization Act. 

DATED at --------., Washington, this-

day of -------, 1933. 

X STATE BANK OF----

By--------------
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