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PREFACE 

THE basis for the statistical material contained in this 
study has been gathered principally from published sources, 
but the writer is under obligation to the Division of Insol
vent Banks of the office of the U. S. Comptroller of the 
Currency for additional data and interpretations furnished 
in connection with his review of the liquidation of national 
banks. Acknowledgment must also be made of the assist
ance received from a number of State Banking Commis
sioners, from receivers of failed state banks, and from the 
Division of Research and Statistics of the Federal Reserve 
Board. Aid given by Dr. Dudley J. Cowden of Williams 
College in the presentation of material must be especially 
acknowledged. The author is heavily indebted to Professor 
A. H. Stockder for his critical review of the entire manu
script, and expresses his appreciation for the suggestions 
made by Professors James W. Angell and John M. Chapman. 
For guidance, advice and assistance during the entire period 
that this study has been in preparation the author is under 
deep obligation to Professor H. Parker Willis. 
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CHAPTER I 

INTRODUCTION 

THE inability of American banking to provide adequate 
protection for the resources of the community and the sav
ings of depositors has repeatedly been demonstrated by the 
recurrence of bank failures. The record of these failures 1 

1 The statistics of failures in the Annual Reports of the Comptroller 
of the Currency refer to all banks for which receivers have been appointed; 
they do not include banks which suspended business temporarily, and were 
permitted to resume operations, without the appointment of a receiver. 
In his discussion of NATIONAL BANK FAILURES in the text 
of the Annual Report the Comptroller applies the term "actual failures " 
to all receiverships excluding those instituted "in order to complete un
finished business, or to enforce stock assessments the collection of which 
was necessary under contracts to succeeding institutions which purchased 
the assets of the banks under terms by which depositors were paid in 
full." Furthermore, the number of "actual failures" less the number 
of banks restored to solvency constitutes the number of banks to be 
liquidated. [See e. g. Annual Report of the Comptroller of the Currency, 
1931, p. 29.] 

Statistics of the number, etc., of bank failures as reported by the 
Comptroller are in regard to national banks for years ending October 
JI, and in regard to banks other than national for years ending June JO. 

In the publications of the Federal Reserve Board a " suspension" is 
noted if a bank is "closed to the public on account of finanx:ial difficulties 
by order of the supervisory authorities or by the directors of the bank." 
Statistics of suspensions are for calender years. 

In the following discussion the terms "failure" and "suspension" are 
used interchangeably and refer to banks closed on account of financial 
difficulties, except that when the term " failure" is used in connection 
with statistics from the Comptroller's Reports, it refers, in so far as 
national banks are concerned, to banks for which receivers were ap-
pointed; and, in regard to banks other than national, to banks which were 
reported as failures by the State authorities, without further definition 
on their part. In the present discussion, all statistics of failures prior to 
1921 are the Comptroller's, unless otherwise noted. See ch. ii, note 4. 
and Table J. 

n 



12 AMERICAN BANK FAILURES 

since the establishment of the national banking system is 
truly an imposing one, over 19,000 banks having been placed 
in receivership or forced to restrict or suspend operations 
between 1865 and December 30, 1933, on account of in
ability to meet the demands of depositors. Of this number 
more than 3,000 failures involving resources amounting to 
nearly one billion dollars occurred prior to 1921/ The 
16,ooo odd banks which suspended operations during 1921-
1933 had deposits of more than nine billion dollars.8 Fol~ 

lowing is a summary of these failures. 

1865-1920 . . . . . . . . . . . . . . . . 3,ro8-Resources .......... $ !)88,9<JO,OOO 
1921-March IS, 1933 ...... II,278-Deposits .. . . . . . . . . . 5,102,861,000 
March 16, 1933 • . . . . . . . . . 4,507- " . . . . . . . . . . • 4,105,.265,000 a 
March r6-Dec. 30, 1933 ... · 221- . . . . . . . . . . . 152,538,000 

a Banks which at the termination of the banking holiday were not 
permitted to reopen. 

A review of the recent failure epidemic discloses that 
5,714 banks with deposits of $1,625.468,ooo suspended op~ 
erations during 1921-1929. Although the persistence of 
these failures after 1922 and their accumulation at the rate 
of over 6oo annually had afforded conclusive evidence of the 
existence of a major banking problem, they were for many 
years practically disregarded, the prevailing opinion being 
that the situation would correct itself automatically, and that, 
since only the smaller and weaker banks were involved, their 
elimination would eventually result in a stronger banking 
system. It was not until after the collapse in 1929 of the 
stock market that the political authorities became sufficiently 
interested in the banking situation to decide upon an investi
gation, the House of Representatives passing a resolution 
on February 10, 1930 authorizing its Banking and Cur-

2 Annual Report of the Com·ptroller of the Currency, 1931, pp, 6-8. 
s An114tlll Report of the Federal Reserve Board, 1933, pp. 2o6, 223. 
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rency Committee "to make a study and investigate group, 
chain, and branch banking, for the purpose of obtaining in
formation necessary as a basis for legislation".~ At the 
hearings held before this Committee between February 25 
and July II, 1930, various aspects of the failure problem 
were thoroughly discussed. Similarly, the Senate passed in 
July 1930 a resolution introduced by Senator Glass authoriz
ing its Banking Committee "to make a complete survey of 
the Xational and Federal Reserve Banking systems .... " 5 

Pursuant to this resolution hearings were held before a Sub
committee between January 19 and March 3, 1931, while 
also enquiries were made by means of questionnaires, and 
special investigations were made by a staff of assistants at
tached to the Committee. 

In the meantime, while our financial soothsayers con
tinued to deliver themselves of their Delphic oracles, 
failures were rapidly increasing. During 1930 a total of 
1,352 banks with deposits of $853,363,000 had been sus
pended by the authorities, of which number as many as 6o8 
were during November and December alone. After the sus
pension of 198 banks during January 1931, there had been a 
perceptible decline, although the total from February to July 
was still as high as 578. Partly as a result of the German 
collapse in July, and the abandonment of the gold standard 
by England, but fundamentally as a consequence of the gen
eral distrust engendered among the public by the continued 
hands-off policy of the federal government and the com
plaisant attitude of the banking fraternity, the last five 
months witnessed a tremendous increase in suspensions, not 
less than 1,518 banks being closed, of which as many as 522 

during October. The year closed with a total of 2,294 
failures, or nearly four times the yearly average before 

'House Res. qr [7rst Congress, 2nd Session]. 

'Senate Res. 71 [nst Congress, 3rd Session]. 
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1930, and representing IO per cent of the number of banks 
reported on June 30. Deposits of these suspensions 
amounted to $r,69o,669,000, an amount larger than that of 
all failures during 1921-1929. 

Events during October 1931 had served as an unequivocal 
warning that the time had come for our financial leaders to 
discard their therapeutic bank failure theory, and to realize 
that further inaction would spell disaster for all. They had 
for some time been engaged in devising a plan of self-help, 
but the situation called for more serious efforts than were 
embodied in the organization of the National Credit Cor
poration [October 1931]. After a decline to 175 failures 
during November, there was a new relapse, 357 banks being 
closed during December, and 342 during the succeeding 
January [1932]. Not until after Congress had intervened 
by enacting the Reconstruction Finance Act, which was 
signed by President Hoover on January 22, did the situa
tion ease. Failures dropped to 121 during February, and to 
46 during March. 

The Congressional hearings had helped to bring before 
the entire country the seriousness of the situation, and to 
crystallize sentiment regarding new legislation. A proposal 
for such legislation made its appearance on January 21, 1932, 
in the form of a bill [S. 3215] introduced by Senator Glass. 11 

This bill was the result of exhaustive studies made by the 
Banking Subcommittee, under the direction of H. Parker 
Willis, of the evidence presented at the hearings held in 
1931, and of the information collected by the Committee's 
investigators. Among its many provisions [relating to 
security operations by member banks, the power of bank 
holding corporations to vote the stock of their banks in Fed-

8 The bill [S. 3215] introduced on January 21, 1932, was revised four 
times. The revised bills were S. 4IIS [March 14, 1932], S. 4412 [At»'il 
18, 1932], S. 243 [March 9, 1933] and S. x631 [May x, 1933]. 
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era! Reserve elections, the reorganization of the Federal 
Reserve Board, the creation of a Federal Open Market Com
mittee, the reserves to be carried against deposits, the invest
ment of time deposits, the establishment of branches by 
national banks, etc.] was the proposal to establish a Federal 
Liquidation Corporation for the purpose of speeding up the 
liquidation of closed banks, and thus effect the prompt re
lease of " suspended" deposits. 

Although the bill was therefore purely a corrective meas
ure, it immediately evoked strong protests among the bank
ing and business fraternities, very conveniently supplement
ing the opposition of the Hoover regime. In order to divert 
attention from the Glass bill, the administration sought 
refuge in " emergency " measures, such as the Reconstruc
tion Finance and the Glass-Steagal1 7 bills, but it was again 
reported, in a revised form, on March 14 [S. 4115]. The 
"interests" which had hitherto been convinced that the bill 
would die a legislative death were suddenly struck with fear 
by the prospect of its being brought to a vote in the Senate. 
Their clamor for public hearings became loud and insistent, 
but even while these were being held [during March and 
April] it was apparent that they would yield little of con
structive value, since those who had asked to be permitted 
to appear before the Committee had already made up their 
minds, individually as well as collectively, that nothing good, 
and only bad could result from the proposed measure, or, 
for that matter, from any legislation. 

The result of these hearings was that certain changes 
suggested by the Governor of the Federal Reserve Board, 
and others which had originated within the Committee, were 
embodied in the bill, which now as S. 4412 was reintro-

'Passed on February 27, 1932. Sections I and 2 enabled member banks 
with less than $s,ooo,ooo capital, or groups of banks, to borrow from 
the Reserve Banks on assets previously held ineligible. 
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duced on April 18. Again organized banking and business 
interests rose in unison, and, although they had been unable 
to prove their contentions before the Committee, resolutions 
condemning the bill in its entirety and announced as ex~ 
pressing the " considered and unanimous opinion of the 
entire body of members" [although study of the bill had 
been restricted to a few members of these organizations] 
converged upon Washington. Although Senator Glass suc
ceeded in obtaining a preferred position for the bill, the pros~ 
pects for success were very small, if only because the ad~ 
ministration had been successful in preventing the introduc~ 
tion of a similar measure in the House. Upon the do~noth~ 
ing majority in the Senate these protests were far from wei~ 
come, and when Congress adjourned in July, it had been 
successful in preventing the bill from reaching a vote. , 

All this had been of little aid to the failure situation. As 
a result of the liberal aid given by the Federal Reconstruc~ 
tion Finance Corporation, failures had temporarily declined, 
but after the middle of the year there was a distinct ten~ 
dency of failures to increase, although there were wide flue~ 
tuations from month to month. The year closed with 1,456 
failures with deposits amounting to $715,626,ooo. This 
was a smaller number than that experienced during 1931, 
but other factors indicated that conditions were indeed 
worse.8 In several states banks had temporarily been closed 
by the declaration of " holidays" by the civil authorities. 
In Nevada a state~ wide banking moratorium had been de
clared in November, while in several states many banks, 
without actually ceasing operations, had obtained agree~ 

ments from their depositors for the waiver or deferment of 
their claims. 

a The fact was that the Reconstruction Finance Corporation was giving 
aid to many banks which could not possibly be saved, because there was 
not the least possibility that the market value of the assets of these banks 
would ever again approach the inflated values at which they had originally 
been acquired. 
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Early in 1933 it became evident that the situation had 
been allowed to get beyond control. The post-holiday return 
flow of currency was considerably less than usual, indicating 
that much hoarding was taking place. Failures had in
creased from 161 in December 1932 to 242 in January 1933. 
The breakdown commenced with the declaration of a four
day holiday in Louisiana in February. Michigan followed 
on February 14, and Maryland on February 25, while at 
about the same time restrictions were placed on the with
drawal of funds in Indiana, Arkansas and Ohio. In a 
number of states laws were passed enabling banks to adjust 
their liabilities without going into receivership. Since these 
and similar laws did not affect the national banks, it was 
necessary for Congress to pass a joint resolution enabling 
the Comptroller to deal with the new situation in so far as 
national banks were concerned. These events and prepara
tions, the increase of money in circulation-amounting even
tually to $1,8oo,ooo,ooo between early February and March 
4-, the decline in the reserve ratio, and the increase in money 
rates were unequivocal indications that the crisis was immi
nent, and that the faith which the American people for 
twelve years had continued to have in their banks while the 
system was crumbling under their very eyes, was approach
ing the zero-mark. Officially, as appeared later, only 154 
banks were 11 suspended" during February on account of 
financial difficulties, but actually the number ran into thou
sands. Four more states declared holidays on March 3· 
Banks in New York, Pennsylvania, New Jersey, Massachu
setts and Illinois failed to open on March 4, while six states 
followed suit between Saturday [March 4] and March 6. 
At the time of President Roosevelt's proclamation of a 
national bank-holiday, the cessation of all banking opera
tions, including those of the Reserve banks, was a.o accom
plished fact. 9 

11 Ann1«1l Report of the Federal Reserve Board, 1933, pp. 8-10. 
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The emergency created by the closing of all banks called 
for immediate attention. Foremost among the problems 
requiring solution was that of enabling solvent banks to re
open in order to provide the communtiy with a circulating 
medium. The hoarding of gold also required attention. 
Provision had also to be made for the numerous banks 
which it was expected would not be able to reopen. Ac
cordingly, at the special session of Congress called for 
March g, an emergency banking bill was introduced. This 
bill was passed with only 7 dissenting votes [in the Senate], 
and was signed by President Roosevelt on the same day.10 

Its provisions may be summarized as follows. 

I. Title I, Section i, approved the actions, etc. lt:aken by the 
President and the Secretary of the Treasury concerning the 
declaration of the holiday, the conditions under which certain 
essential banking functions could be carried on, and the reopen
ing of banks. Section 2 provided for control by the Executive 
of all dealings in gold [hoarding, export, etc.]. By Section 3 
provision was made for the delivery of all gold, gold notes, etc. 
to the United States Treasury. Section 4 referred to certain 
restrictions placed on the members of the Reserve system during 
the emergency period. 

2. Title II [" Bank Conservation Act"] provided for the ap
pointment of " conservators " for those national banks which 
would not be in a sufficiently sound condition to permit the issue 
to them of a license for operation on an unrestricted basis, as 
soon as the banking holiday would be declared terminated, and 
prescribed the course to be followed to enable these banks to 
reorganize, or to be liquidated. [Sections 20I-2II]. 

3· Title III, Sections 301-304, conferred authority upon na
tional banks to issue preferred stock, and upon the Reconstruc
tion Finance Corporation to subscribe for1 make collateral loans 

1o Public-No. 1-[73rd Congress, nt Session] "An Act to provide re
lief in the existing national emergency in banking, and for other purposes" 
[H. R. 1491], 
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on, and sell, this preferred stock. [The purpose of these sections 
was to enable insolvent banks to refinance themselves by govern~ 
ment aid]. 

4· Title IV authorized the issue of federal reserve bank notes 
secured by direct obligations of the United States, or by notes, 
drafts, bills of exchange, and bankers' acceptances. It liberal~ 
ized the loaning powers of the Reserve banks, and authorized 
them to make advances to individuals on their promissory notes 
when secured by obligations of the United States. 

5. Title V made the necessary appropriation, and contained 
the customary validating clause. 

Since at the time the Act was passed no definite plan for 
reopening the banks had been formulated, it was necessary 
to extend the moratorium. However, after by Presidential 
order of March 10 power had been conferred upon the Sec~ 
retary of the Treasury to license member banks of the Fed~ 
era! Reserve System found to be solvent, and like power 
had been granted to the state banking authorities with re~ 
spect to non~member banks, it was possible to announce on 
March 1 I that the Reserve banks as well as member banks 
in the twelve reserve cities would reopen on March 13, while 
banking operations in 250 cities having recognized clearing 
houses were to be resumed on March 14, and in all other 
places on March 15. 

The immediate effect of the termination of the holiday 
was the reopening of about J4,ooo banks, and a continuation 
of the suspension of about 4,500 banks which were found to 
be insolvent or in a condition necessitating placing restric
tions on withdrawals by depositors, and limiting the bank's 
operations to certain specific functions, pending the forma
tion of a plan of reorganization. 

After Congress had dealt with the emergency, it became 
possible once more to direct attention to more permanent 
legislation. The Glass Bill had passed the Senate on Jan
uary 10, 1933, but the change of Administration enabled the 
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reintroduction of certain provisions which it had been neces
sary to eliminate under the pressure of the Hoover regime. 
At the short session in March it had been necessary to post
pone action on the bill, but it was reintroduced as Senate No. 
1631 on May I. This time the bill contained a section pro
viding for the establishment of a deposit insurance corpora
tion whose duty it would be to assist in the liquidation of 
failed banks [as had been provided for in earlier bills] and 
to protect depositors against losses. This section corres
ponded to the measure introduced by Representative Steagall 
in the sp~ing of 1932, and again in May 1933. 

The Steagall bill (H. R. 5598) was passed by the House 
on May 23, and two days later the Senate passed the revised 
Glass bill. The deposit-guaranty section, however, had been 
the cause of difficulties which it remained necessary to 
smooth out. Senator Vandenberg had introduced an amend
ment providing for the temporary guaranty of deposits for 
one year from July I, 1933 [the insurance plan of Senate 
No. 1631 was not to become effective until July I934], but 
the Administration was opposed to providing for immediate 
protection, because this would leave no time to make the 
necessary investigation of the financial condition of the coun
try's banks. By June I2, however, the agreement had been 
reached that the temporary plan would start on January I, 

I934, "unless the President shall by proclamation fix an 
earlier date". The bill passed the House on June I3 by a 
vote of I9I to 6, while it was approved by the Senate without 
a record vote. President Roosevelt affixed his signature on 
Jtine 16. 

Following is a summary of the more important provisions 
of the Banking Act of 1933: 11 

11 Public-No. 66-[73rd Congress, Ist Session], "An Act to provide· 
for the safer and more effective use of the assets of banks, to regulate 
interbank control, to prevent undue diversion of funds into speculative 
operations, and for other purposes " [H. R. 5661]. 
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I. Creation of a Federal Deposit Insurance Corporation 
whose purpose it is to assist in the liquidation of failed banks, 
and to insure the deposits of banks admitted to membership in 
the Corporation. This section is more fully discussed in 
chapter viii. 

2. Divorce of commercial from investment banking. The 
Act attempts to accomplish this by I. the separation of security 
affiliates from commercial banks; 2. restricting the security 
operations of member banks; 3· prohibiting interlocking direc
torates between banks and investment organizations. See 
chapter vii. 

3· Restrictions on the use of bank credit for speculation. 
See chapter vii. 

4· Private Banking. Section 21 parallels the sections relat
ing to the divorce of commercial from investment banking, and 
provides that private banks wishing to do a deposit business must 
give up their securities business. Firms engaged in the securi
ties business are prohibited from accepting deposits. Provision 
is made for their examination by the authorities. See chapter vii. 

5· New charters for national banks call for a minimum capital 
of $roo,ooo, except that banks with not less than $5o,ooo may 
be organized in places the population of which does not exceed 
6,ooo inhabitants [section 17a]. Double liability no longer at
taches to national bank shares issued after June 16, 1933 
[section 22] . 

6. Section 1 rb prohibits member banks from paying inter
est on demand deposits. Exceptions are made for deposits 
payable abroad, for deposits in mutual savings banks, and for 
those made by the civil authorities. This section also author
izes the Federal Reserve Board "to limit by regulation" the 
rate of interest which may be paid on time deposits. 

7· :Morris Plan banks and :Mutual Savings banks are now 
admitted to membership in the Federal Reserve System [sections 
sa and sc]. 

8. Removal of bank directors and officers. The Federal Re
serve Board may remove directors and officers who, after having 
been officially warned, have continued to violate the banking 
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laws or to engage in unsound and unsafe practices in conducting 
the business of the bank [section 30 ]. 

9· Group banking. In order to prevent bank holding com
panies from obtaining control of the Federal Reserve Bank it 
is provided by section 3b that only one of the banks belonging 
to a group may participate in the nomination or election of 
officers of the Federal Reserve Bank. Section 19 provides that 
holding companies must obtain a permit from the Board before 
they may vote the shares controlled by them, and must agree to 
submit to examination when applying for this permit. Share
holders are liable " in proportion to the number of shares held 
by them, in addition to the amounts invested therein, for all 
statutory liability imposed on such holding company affiliate by 
reason of its control of shares of banks." The holding com
pany must agree to divorce itself of securities companies within 
five years after filing its application for the permit referred to 
above. 

10. The establishment and operation by national banks of new 
headoffice-city branches is, with the approval of the Comptroller 
of the Currency, permitted in those states which expressly au
thorize state banks to maintain and operate such branches. The 
establishment of branches outside the headoffice-city is permitted 
"if such establishment and operation are at the time authorized 
to state banks by the statute law of the State in question by 
language specifically granting such authority affirmatively and 
not merely by implication or recognition, and subject to there
strictions as to location imposed by the law of the State on state 
banks." For the establishment of "outside" branches na
tional banks in a state with less than soo,ooo inhabitants and 
which has no city located therein with less than so,ooo popu
lation must have at least $wo,ooo capital. The minimum is 
$zso,ooo in those states for which the corresponding population 
figures are I,ooo,ooo and Ioo,ooo; and $soo,ooo in all other 
states. The capital of each national bank having branches must 
not be less than the aggregate minimum required by law for 
an equal number of independent national banks in the various 
places where the headoffice and the branches are situated [sec-
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tion 23]. State member banks are permitted to operate do
mestic [and foreign] branches under the same conditions as 
national banks [section sb]. 

The Banking Act of 1933 is America's most recent "ad
venture in constructive finance ". Several of its provisions 
affirm in an unequivocal manner that the shameless banking 
conditions which had developed during the post-war period 
were symptoms of widespread unsound and unethical meth
ods of banking, and necessitated drastic action on the part 
of the lawmaker. }.fany of the abuses committed in the 
past have been outlawed, while direct protection to deposi
tors has been extended through the establishment of a guar
anty-fund under the auspices of the Federal Deposit Insur
ance Corporation. Nevertheless, it should be realized that 
eYen under the existing statutes it will be impossible to pro
vide the country permanently with a sound and safe banking 
system, if only for the reason that many institutions will be 
able to stay outside the jurisdiction under which the new 
measure has been enacted, and that the existing division 
and multiplication of legislative and supervisory powers 
make it impossible to pursue a definite and uniform banking 
policy. It may be wise to bury the past and look hopefully 
forward to a realization of the beneficial effects which may 
be expected from the Banking Act, but the lessons provided 
by the experiences of the last fourteen years will for a con
siderable part remain unlearned, if we decide to stop at 
taking care of immediate emergencies only. 

Among the numerous symptoms which have testified to 
the existence since 1921 of a highly unsatisfactory and 
dangerous banking situation, bank failure takes a prominent 
place. A study of certain aspects of the recent epidemic 
should therefore be of considerable aid towards obtaining 
an understanding of the character of these difficulties. The 
record may be made complete by including a review of fail-
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ures before 1921. Chapter II is reserved for that purpose. 
Chapter III will contain an analysis of failures during 1921-
1933. Attention will be called to the large proportion of 
small banks among those that failed, to the fact that failure 
has been more frequent among state than among national 
banks, to the geographical distribution of failures, and to 
the consequences of our unit banking policy. 

Bank failure has affected the banking public primarily 
through the losses which liquidation has inflicted. An at
tempt to analyze the extent of these losses among national 
bank depositors is made in Chapter IV, while Chapter V is 
reserved for noting the recovery to depositors of failed state 
banks. Chapters VI and VII review certain evidence bear
ing upon the causes of failure. The provisions of the Bank
ing Act designed to protect depositors from future losses 
are analyzed in Chapter VIII. 



CHAPTER II 

BANK FAILURES BEFORE I92I 

THE introductory paragraphs of the preceding chapter 
noted that a total of 3,108 banks with resources amounting 
to $988,900,000 were placed in receivership between the date 
of the first failure of a national bank in r865 and October 
1920. Of this number, 1,750 banks with resources of $445,
soo,ooo failed between r865 and 1900, and 1,358 banks with 
resources of $543,400,000 during 1900-1920. The number 
of national banks which failed during the entire period was 
594, with resources of $349,90o,ooo, and the number of 
banks other than national 2,514, with resources of $639,
ooo,ooo. (See Tabler). 

In a survey of failures prior to I 921 it will suffice to 
center attention on events since 1890. In order to provide 
the proper background for a study of these failures and for 
an understanding of the causes which led to the breakdown 
of 1921-1933, such a survey should include an outline of the 
changes which were taking place in the structure of the bank
ing system. 

GROWTH OF THE BANKING SYSTEM 

From 66 banks on June 30, 1863, the number of national 
banks jumped to 1,634 in r866, but there was only a nominal 
increase during the succeeding years, the year 1879 with 
2,048 banks actually showing a decline from the high point 
of 2,091 banks in 1876. However, the ground thus lost was 
soon more than regained, and by the middle of 1890 there 
were 3.484 national banks, or 70 per cent more than in 1879. 
Resources increased from $r6,8oo,ooo in 1863 to $1,476,
Joo,ooo in 1866, while in 1879 they amounted to $2,0I9,-
8oo,ooo, and in 1890 to $3,o6r,7oo,ooo. 

25 
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A considerable share of the early gain in the 'number of 
banks and the amount of resources had been obtained at the 
expense of the state banking systems. In r863 there were 
1,466 state commercial banks and loan and trust companies, 
and in r864 1,089, but only 247 were reported in 1868. 
The next decade, however, witnessed a reversal of this trend, 
5 ro state chartered banks being reported in 1878, and 648 in 
1879. By r889 the number had increased to r,791, while in 
1890 there were 2,250 state banks, or four and a half times 
as many as in 1879. Similarly, resources had declined from 
$r,r85,40o,ooo in r863 to $r78,9oo,ooo in 1873, but in 1879 
they amounted to $427,6oo,ooo, and in 1890 to $1,374,-
6oo,ooo. If these figures for national banks and banks other 
than national are compared, it appears that in 1878 there were 
four times as many national as state banks, while resources 
were five times as large, while in 1890 there were only three 
national banks to every two state banks, and resources of 
national banks were only about two and a quarter times as 
large.1 

In this race for numerical supremacy the national system 
was eventually the loser, the year 1893, with an equal num
ber of national- and state banks, namely 3,807, marking 
the turning point. National banks declined to 3,770 in 
1894, and to 3,583 in 1899, while state-chartered banks in
creased from 3,8ro to 4,451. In terms of resources, how
ever, the national system continued to retain leadership, the 
amount increasing from $3,2I3,20o,ooo in 1893 to $4,708,
ooo,ooo in 1899, as against resources of $1,857,400,ooo and 
$2,707,6oo,ooo for state banks. 

1 ActuaHy the number of active-as well as of failed-banks was larger 
than is indicated by the records, the Comptroller of the Currency noting 
in his Report for r897 that the increase in the number of banks reporting 
was rather due to legislative action providing for the i::olle<:tion of bank
ing statistics than to an actual increase in the number of existing banks 
[ vol. i, p. 34]. See note 4, infra. 
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TABLE 1 

KuMBER AXD REsot:RCEs oF XATIOSAL AND OTHER BAxK FAILURES 

!865-!920 

r865 
r&<l ........ . 
r8o; ........ . 
x:'t•S .••...•.• 
tSC'f9 ........ . 

:~~~ ::::::::: 
!8~2 ..•...•.• 

~~:3 
Iti,4 ....... .. 
tS;-5 ........ . 
18;6 ........ . 
r8;; ......... . 
xt8 ....... .. 
Ji:i,g ....... .. 
18So .- ...... . 
!SSt ....... .. 
tSSJ ........ . 
1883 
1884 ........ . 
IS~:; 
rB,S() ..•.•.... 
r8~7 ........ . 
rS88 
!&39 ........ . 
!890 ........ . 
r8r)I ........ . 
!8()2 ....... .. 
I8oJ ....... .. 
189-1 ........ . 
rSos ........ . 
I~o6 ....... .. 
J8()i 
!803 
r8oQ 
1()00 
1()01 
1902 
1903 
1004 
1005 
1<)015 
1907 
lQoS 
1909 ......... 

[Resources in miilions of dollars] 

All 
bm1ks 

6 
7 

10 
10 
8 
I 

7 
r6 
44 
43 
19 
46 
73 
84 
zS 
13 
9 

22 
29 
65 
36 
2! 

27 
25 
17 
39 
69 
44 

326 
92 

151 
IOj 
J6o 
6o 
38 
38 
67 
45 
38 

122 

79 
45 
41 

150 
69 

,Vrtmbcr 

J.:ational 
ba11ks 

2 

7 
3 
2 
0 

0 
6 
li 

3 
5 
9 

10 
14 
8 
3 
0 

3 
2 

II 

4 
8 
8 
8 
2 

9 
25 
17 
6s 
21 

36 
27 
38 

7 
12 
6 

II 
2 

12 
20 
Z2 
8 
7 

24 
9 

All 
oth,•r 

5 
5 
3 
7 
6 
I 

7 
IO 

33 
40 
I4 
37 
63 
/0 
20 
10 

9 
I9 
27 
54 
32 
1J 
19 
I7 
IS 
30 

44 
27 

26I 

7I 
IIS 
78 

122 

53 
26 
32 
s6 
43 
26 

102 

57 
37 
34 

132 
6o 

All 
bauks 

.J 
J.O 
s.1 

.7 

.8 

.0 

2.3 
7-3 

13-4 
4-7 

12.4 

9-5 
20.4 
32.9 

i-7 
2.6 

.6 
8.8 
3-7 

20.8 
7-7 
2.9 
g.8 
9-7 
2.1 

12.7 
16.2 
17.8 
82.4 
15-4 
23.4 
22.2 

47.0 
g. I 

10.1 

19.J 
14.5 
7.8 
9-0 

32.0 
20.7 
8.8 

18.4 
207.9 

19.2 

Resources 

Sa tiona[ 
bar1ks 

.I 
1.8 
4-9 

·5 
·7 
.o 
.o 

5-2 
8.8 

.6 
3-2 
2.2 

7-3 
6.9 
2.6 
I.o 
.o 

6.o 
·9 

7-9 
4-7 
1.6 
6.9 
6.9 

.8 
2.0 
9-0 

lj.l 
27-6 

7-4 
12.! 
12.0 
29.I 
4.6 
2.3 

II.6 
8.1 

·5 
6.8 
7-7 

13-7 
2.2 

S-4 
30.8 
34 

All 
other 

.2 
1.2 
.2 
.2 
.I 
.o 

2.J 
2.1 
4.6 
41 
9-2 
7-3 

13.1 
26.0 

s.I 
1.6 
.6 

2.8 
2.8 

I2.9 
3.0 
I.J 
2.9 
2.8 
I.J 

10.7 
j.2 
2.7 

54-8 
S.o 

II.J 
10.2 
I7-9 
45 
7.8 
7-7 
6-4 
7-3 
2.2 

24-3 
7.0 
6.6 

IJ.O 
177.1 
lj.8 
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1910 ......... 34 6 28 17.1 2.6 14.5 
19Il ········· 59 3 s6 15.1 1.1 14-0 
1912 ......... 63 8 55 12.8 s.o 7·8 
1913 ......... 46 6 40 13.8 7.6 6.2 
1914 ......... I17 21 g6 30.7 10.1 20.6 
1915 ......... 124 14 IIO 31.5 15.0 16.5 
1916 ......... 54 13 41 1J.g 3·4 10.5 
1917 ...... ' .. 42 7 35 13.1 6.J 6.8 
1918 ... '' .... 27 2 25 II.2 2.0 9·2 
1919 ......... 43 'I 42 8.4 ·4 8.oa 
1920 ......... 49 5 44 t8.2 2.5 15.7• 

Total ...... 31o8 594 2514 g88.g 349·9 639·0 

a estimated amounts. 
Source: Annual Report of tlu Comptroller of the Currency, 1931, 

pp. 6, 8. 

While the rebirth of the state banking systems was funda
mentally the result of the rise of deposit banking, the imme
diate cause for their rapid increase was found in the fact 
that in a number of states minimum capital requirements for 
a state charter was only $xo,ooo, as against $so,ooo for 
national banks. The number of state banks with less than 
$so,ooo increased from 187 in 1877 to 2,539 in x8gg, or 
from 21 per cent to 62 per cent of the total number of state 
banks. 

The foregoing picture of the growth of the banking system 
would not be complete without noting that in 1877 there were 
2.432 private banks, and in 1900 as many as 5,287; or, excluding 
the so-called brokers' banks, respectively 1,503 and 2,467. 
Moreover the Comptroller's figures for state chartered banks are 
undoubtedly understated. Barnett's and the Comptroller's fig
ures for 1877, 1890, 1895 and 1900 are as follows: 

1877 !890 1895 1900 
National banks a ................ 2,078 3,484 3,715 3,732 
State banks and Trust Co's a • • • • 631 2,250 4,or6 4,659 
State banks b ... .. .. .. .. .. .. • .. • 794 2,534 3,818 4.405 
Trust Companies b • • • • • • • • • • • • • • 44 102 241 492 c 
Private and brokers' banks b • • • • • 2,432 4,305 3,924 5,287 
Private commercial banks b • • • • • 1,303 2,647 

a A1mll(ll Report of the Comptroller of the Currency, 1931, p. 3· 
b Barnett, G. F., State Banks aml Trust Companies since the Passage 

of t!u National-Bank Act [Washington, 19II]. 
• Probably an overestimate. 
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The tremendous increase since 188o in the number of 
state-chartered banks, and the stationary condition of the 
national system after 1894 had been watched with consider~ 
able uneasiness by those who had hoped or expected that the 
national-bank act would make the further chartering of 
state banks unnecessary. Since it was apparent that the in
crease in state banks was mainly due to their ability to 
satisfy the demand for banking facilities in the more sparsely 
inhabited districts, and since it did not appear feasible to 
legislate the state systems out of existence, Congress decided 
in 1900 to acknowledge the existing struggle between the 
two systems, and, by reducing the minimum capital require~ 
ments for a national charter from $5o,ooo to $25,000, bade 
the national system to accept the challenge. 

National banks increased from 3,732 on June 30, 1900 
to 8,030 in 1920, or by about 120 per cent, while resources 
increased from $4,944,IOO,ooo to $22,196,7oo,ooo, or by 
about 350 per cent. During the same period state commer
cial banks and loan and trust companies increased by 320 
per cent from 4,659 to 19,603, and their resources by 620 
per cent from $3,09o,ooo,ooo to $22,329,8oo,ooo. The 
total number of national, state commercial, savings, private 
banks, and loan and trust companies was 13,678 ia 1900,2 

30,139 in 1920, and 30,812 in 1921. 
If the increase in the number of banks is compared with 

the increase in population, it appears that in 1900 there was 
one bank for every 5,560 inhabitants, and in 1920 one for 
every 3,515. This calculation is based on the number of 
" all " banks. The relative increase in the number of com~ 
mercia! banking facilities [national banks, state commercial 

2 As reported by the Bureau of Internal Revenue. See the Anooal 
Report of the Comptroller of the Currency for 1900, 1901 and 1902. Also, 
Willis, H. P. and Chapman, John M., The Banking Situation [New York, 
1934]. pp. 122·124. 
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banks, and loan and trust companies] is indicated by the 
decrease from 9,050 inhabitants per bank in 1900 to 3,830 
in 1920. Including private commercial banks, the decline 
was from 6,890 to 3,700. 

It further appears that in 1920, 28.6 per cent of all banks 
w~re located in communities with less than 500 population, 
but these banks accounted for only 3.8 per cent of total loans 
and investments. For communities with less than 5,ooo 
inhabitants these percentages were respectively 76.5 and 21.1. 
Banks in cities of roo,ooo or more inhabitants constituted 
only 5·7 per cent of the total, but these banks accounted for 
53-4 per cent of total loans and investments. 

The increase in banks was not accompanied by a corres
ponding increase in capital stock Average capital stock per 
national bank declined from $r86,ooo in r8go to $167,000 
in 1900, and to $143,000 in 1910, while during the suc
ceeding decade it remained practically unchanged. These 
amounts should be compared with averages of $go,ooo, 
$54,000 and $36,ooo for state commercial banks. A low 
point of $34,000 was reached in 1912, and maintained dur
ing the next three years, but the average rose to $5o,ooo in 
1920. Loan and trust companies averaged $435,000 in 
1900, $336,ooo in 19ro and $287,000 in 1915 a low 
point-and $338,ooo in 1920. A comparison of the aver
ages for national banks and for state commercial banks 
shows that in 1890 the average national bank was twice, in 
1900 three times, and in 1910 four times as large as the 
average state commercial bank. By 1920 the ratio had been 
reduced to three times. Outstanding is the fact that aver
age capital per national bank was at all times a substantial 
figure, and declined only slightly. In contrast, in the case 
of ·state banks there was a 37 per cent decline between 1900 
and 1915, and the average in 1900 and 1920 was about equal 
to the minimum capital required for a national charter 
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prior to 1900. Seventy-two per cent of the state banks in 
1909 had less than $50,000 capital, as against only 30 per 
cent of the national banks. In 1920, 22.7 per cent of all 
banks had loans and investments of less than $150,ooo, 
and 64.5 per cent had less than $soo,ooo. Among national 
banks these percentages were respectively 4·3 and 39· I, and 
among state banks 29.7 and 74·3· Ninety-five per cent of 
the banks with less than $r 5o,ooo, and 83 per cent of those 
with less than $ 50o,ooo [loans and investments], were state 
banks. 

These figures show that American banking policy before 
1920 was characterized by the grant of numerous charters, 
mostly for small banks. That this charter policy-which 
engendered extreme competition and gave impetus to the 
widespread practice of unsound banking methods-together 
with the vacillating attitude on the part of the legislative 
and supervisory authorities was to compel sooner or later 
a reckoning, is evident. 

FAILURES 1891-1920 

There were 1,045 bank failures during 1891-1899, 1,358 
during 1900-1920, 4,945 during 1921-1929, and 4,842 dur
ing 1930-1932.3 Relative to the number of active banks, 
failures were least frequent during I900-1920, an average 
of only 3 banks failing annually out of every r,ooo active 
banks. This compares with an average of 15 banks during 
1891-1899, 21 banks during 1921-1929, and 8o banks dur
ing 1930-1932. In the decade before 1900 failures were 
extremely frequent during the five-year period ending Octo
ber 1897, the number of banks placed into receivership 

a The number of suspensions reported by the Federal Reserve authorities 
was 5,714 during 1921-1929, and 5,102 during 1930-1932 [Annual Report 
of the Federal Reserve Board, 1933, p. 2o6]. 
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amounting to 834, or an average of 22 banks annually per 
r,ooo active banks.4 

TABLE 2 

PERCENTAGE OF ACTIVE BANKS AND OF ACTIVE RESOURCES PLACED 

IN RECEIVERSHIP, BY PERIODS, I89I·I932 

Years ending 
Oct. 31 

[Res~urces in millions of dollars] 

Number of Per cent of Resources 
failures active banks of 

rSgr-1899 ......... 1,045 
1893-1897 , ........ 834 
l9DD-I920 ........ , 1,358 
1921-1929 ......... 4.945 
193D-1932 ......... 4,842 a 

which failed failures 
[annually] 

I.S 243.6 
2.2 208.2 

·34 543·4 
2.1 1,423·3 
8.o 

Per cmt of 
active resources 

involved in 
failure 

[anm1ally] 
.35 
·54 
.10 
.26 

• Failures [receiverships] during 1930 and 1931 as reported by the 
Comptroller, suspensions during 1932 as reported by the Federal Reserve 
Board .. 

The largest number of failures during any one year of 
the several periods was 326 during 1893, 156 during 1908, 
976 during 1926, and 2,294 during 1932. They represented, 
respectively, 3-44, .73, 3.10 and 10-40 per cent of the num
ber of active banks during these years. The lowest number 
of failures was 92 during r894, 27 during 1918, 395 during 
1922 and 1,352 during 1930, or, respectively, ·97• 0.09, 1.20 
and 5.6o per cent of the number of active banks.6 These 
percentages indicate, among other things, that the high point 
of rs6 failures during 1908 represented a lower rate of in
solvency than the low point of 92 failures during 1894, 
while 326 failures during 1893 represented a higher rate 

4 It is pertinent to note that other studies [Barnett's, supra, and Pro
fessor Stockder's chapter "Bank Failures in the United States" in the 
Report of an Inquiry into ContemPorary Banking in the United States, 
otherwise called Banking Inquiry of 1925], as well as Bradstreet's records 
indicate that there were 2,999 failures during t8g1-1920. This would 
increase the total during 1865-1920 to 3,704. See Table 3. 

G Figures for 1922, 1926, 1930 and 1932 refer to sus.pellSions. 
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than 976 failures during 1926. It is furthermore note
worthy that the highest yearly rate during 1900-1920 was 
lower than the lowest rate for any year of the other periocls. 

Resources involved in failures during 1900-1920 amounted 
to $5-t.JAOO,ooo, or considerably more than double the 
amount involved during r89I-1899, namely $243,600,000, 
but the proportion of active resources involved in failure 
was larger during the earlier than the later period, the per
centages on an annual basis being respectively ·35 and .26. 
During 1893-1897 the proportion was as high as .54 per 
cent, indicating the yearly tie-up of 54 cents out of every 
one hundred dollars, or a total of $2.70 for the period. An 
average of only 10 cents was annually involved during 
1900-1920, or a total of $2.10. 

Except for major fluctuations during 1904, 1908, 1914 
and 1915, yearly failures between 1900 and 1920 remained 
on a fairly equal, and low, level. These four years ac
counted for 519 failures, or 38 per cent of the total during 
the period, while resources amounted to 55 per cent of the 
total. Resources of failed banks in 19o8 alone amounted 
to 38 per cent of total failed resources during 1900-1920. 
The small number of failures during the other years, in 
conjunction with the continuous increase in active banks 
explains why the rate of insolvency declined. For instance, 
during the four years ending October 1903, when the num
ber of active banks averaged 14.000, there were 188 fail
ures, or an average of I 3 [annually] per r ,ooo banks. But 
161 failures during 1916-1920 indicated an average of only 
6 failures annually, because active banks averaged about 
z8,ooo. 

NATIOXAL AXD STATE BAXK FAILURES COMPARED 

A further analysis of the record of failures discloses that 
of the I,o8-t failures during I89o-1899, 257 were of national 
banks and 827 of state-chartered banks. These banks had 
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resources respectively of $I21,2oo,ooo and $I3S,IOO,ooo. 
The number of national bank failures represented 7 per cent 
of the average number of yearly reported active national 
banks. The corresponding percentage for state banks was 
23. They indicate that failure was relatively three times 
more frequent among state than among national banks. 
Similarly, during 1900-1920, 257 national bank failures, 
and 1,086 failures of state banks, constituted 3.20 per cent 
and 7.98 per cent of the average number of active national 
banks and of state banks, respectively. The average annual 
rates ofinsolvency were .15 and .38 per cent. 

TABLE 3 
NUMBER OF FAILURES OF NATIONAL, STATE-CHARTERED AND 

PRIVATE BANKS 

(1865-1920] 

National, State- National and National State- Private 
chartered and State-chartered Banks chartered Banks 
Private Banks Banks Banks 

1865-189<> • 705 8 705 a 139 s66b 
I8gr ...... fK}R 6ga 25 44b 
18g2 ...... Bs 49 17 32 36 
18g3 ...... 487 293 65 228 194 
18g4 ·· ·· .. 81 6o 21 39 2! 
1895 ...... II2 87 36 51 25 
1896 ...... 134 93 27 66 41 
!897 ...... 149 102 38 64 47 
18g8 ...... 59 26 7 19 33 
18gg ...... 34 20 12 6 14 

I8gi-I8gg • 1,2·10 799 248 551 4II 
1!)00 36 20 6 14 !6 
1901 ...... f:l; 26 II IS 41 
1902 ...... 52 32 2 30 20 
1903 ...... 51 34 12 22 17 
1904 ...... 123 73 20 53 so 
1905 ...... 82 47 22 25 35 
1906 ...... 55 42 8 34 13 
1907 ...... 8s 6s 7 ss 20 
19o8 ...... 16o 107 24 83 53 
1909 79 46 ~ 37 33 
1910 s8 46 40 12 
l9II 83 61 3 s8 22 
1912 8o 59 8 SI 21 
1913 g6 81 6 75 IS 
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1914 ISS 128 21 107 27 
1915 156 II7 I4 93 39 
1916 57 45 1J 32 I2 
1917 51 36 7 29 IS 
1918 47 37 2 35 10 

1919 61 6o I 59 I 
1920 165 l.jl 5 I36 24 

1<)00- I 920 • 1,78g 1,293 207 1,o86 496 

1865-1920 • 3,704 2,797 594 2,203 907 

a ~ational banks and Banks other than Kational. 
b Banks other than National. Presumed to include private banks. See 

Table 1. 

Kational banks for years ending October. State-chartered banks, I86S
x8<)x, for years ending June 30; I&;r2-I899, partly for years ending June 
30. partly August 31; 19QO-IQ20, calender years. Private banks, 1892 
and 190Q-19I9, for years ending June 30; 1894-1899, years ending August 
31; 1ll93, 14 months ending August 31; 1920, 18 months ending December 
Jl, 1920. 

Source: Kational Banks, 1865-1920, and Banks other than National, 
186s-t8g1, Anuual Reports of the Comptroller of the Currency. 
State Banks, I8Q2-18g9, Bradstreet's; I90Q-1920, Baukin_q In
quiry of 1925. Figures of the Banking brqrtiry refer to 
·• suspensions". They are based on the data for 25 states for 
the entire period, but 7 more states had been added by 1905, 
10 more states by 1910, and 4 more states by 1914. Data for 2 
states were lacking for the entire period. Private Banks, 
Amuwl Reports of the Comptroller of the Currn~ey, as com
piled by Bradstrut's. 
See also the report by the Federal Reserve Committee on 
Branch, Group and Chain Banking, 1932, entitled Bank SriS
pcnsiolls in the U11itcd States, I892-1931. 

On account of the rapid increase after 1900 in the num
ber of active banks, a better picture of the relative frequency 
of failure is obtained by estimating the rates for several 
sub-periods. Table 4 shows that, except for the period 
1900-1905, failure among state-chartered banks was from 
two and a half to four times more frequent than among 
national banks. During 1911-1920 the rate was fully four 
times as high. 

Resources of national banks involved in failure during 
1900-1920 amounted to $q7,2oo,ooo, or 1.35 per cent of 
average annual active resources of national banks. The 
corresponding amount for banks other than national was 
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$396,200,000, and the percentage 4.27. Relatively, state 
bank resources involved in failure were therefore more than 
three times larger than the resources of failed national banks. 

TABLE 4 
PERCENTAGF.: OF ACTIVE BANKS WHICH ANNUALLY FAILED, SEPARATELY 

FOR NATIONAL BANKS AND STATE BANKS, BY PERIODS, Iil9I-I920 

National 
Banks 

r8gr-rll99 . . . . . . . . . . . . . . . . . .70 
1900-1905 . . . . . . . . . . . . . . . . . .26 
I9Q6-I9!0 • • • • • . • • • • • • • • • • • .17 
19II-I9I5 • . . . • • . • • • • • • • • • • .14 
19!6-1920 • . . . • . . . . • • • • • • • • .07 
1900-1920 • . . . . . . . . . . . . . . . . .15 

State Commercial Banks, 
Loan & Trust CmnPanies 

and Savings Banks 

It is further of interest to note that 47 per cent of the 
total of $I47,2oo,ooo was involved in national bank failures 
during 1904, 1908, 1914 and 1915, while state bank failures 
during these years accounted for 6o per cent of the total 
amount of failed state bank resources during 1900-1920. 
State bank failures during 1908 alone accounted for 45 per 
cent of the total. 

It has been shown that previous to 1921 bank failure was 
by no means a rare phenomenon. Failures were extremely 
frequent during 1877, 1878, 1884, 1893-1897, 1904-1905, 
1907-19o8, 1914 and 1915. In other words, failure of a 
substantial number of banks was a chronic malady of the 
banking system, and uninterrupted failure of a. smaller 
number of banks a permanent ailment. Although the un
reliability of the state bank data, especially regarding the 
number and resources of active and of failed banks before 
1900, make it impossible to make a definite estimate of the 
relative degree of safety enjoyed by the state banking sys
tems, there is no doubt that, on the whole, a greater pro
portion of state banks has been involved in failure than of 
national banks. Irrespective of whether the comparison 
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is made by longer or shorter periods, and irrespective of 
whether or not we include the failures of savings banks and 
of private banks with those of state-chartered banks, it is 
found that the ratio of failed to active banks is without ex
ception in favor of the national system. 

From the point of view of safety there is considerable 
justification for holding that during the period 1900-1920 
our banking system operated rather satisfactorily. \Vhat
ever its defects-inelasticity of the national bank note, im
mobility and decentralization of reserves, and lack of co
operation among the individual banks-it is clear that they 
were not immediately reflected in a high rate of insolvency. 
Panics, crises and depression years took their toll, but com
pared with 976 failures in 1926, the 22 failures in 1904 or 
the 156 failures in 1908 present a sharp contrast. How
ever, it is significant that before as well as after 1900 

national banks enjoyed a greater measure of safety than 
other banks. In " good" as well as " bad" years it was 
always the state and private banking system which made the 
worst showing. 

To be in the banking business was, during the first two 
decades after the turn of the century, quite a safe and profit
able occupation. Of course, the number of failures was 
substantial, and the amount of resources involved far from 
negligible, but generally, this was an era of banking pros
perity. The cause of this prosperity is, however, no secret. 
There was a gradual and steady upward swing of the price 
level, with the result that the collateral held by the banks, 
and the net worth of the unsecured borrower constantly in
creased in value. This made the loan policy of most banks 
a simple matter. For a good number, especially for those 
in the country districts, an elementary knowledge of bank
ing technique sufficed to ensure profitable operation. In not 
a few cases even such knowledge was absent, because liberal 
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charter policies enabled each and everyone to start a bank. 
There was, however, no immediate danger in this situation, 
because the passing of time alone sufficed to obliterate the 
disadvantages due to lack of banking training or experience. 
It became, therefore, almost impossible for a bank to fail. 
Those that failed were primarily the victims of downright 
dishonesty and grossly injudicious management. At least, 
of the 594 failures of national banks which occurred between 
1865 and 1920, not less than 58 per cent were due to crim
inal and unlawful acts, while an additional 23 per cent were 
the result of injudicious acts. Only 14 per cent failed as 
the result of the depreciation of assets. 6 A similar condition 
undoubtedly existed also in the state banking systems. 

Since the absence of any great number of failures during 
these decades of expansion and " prosperity " was rather 
an accidental occurrence, it cannot properly be cited as evi
dence of the soundness and adequacy of the banking system 
as a whole. It is true that depositors enjoyed safety, and 
that stockholders were paid large dividends. But it is not 
less true that during these years the foundation was laid for 
future difficulties. The belief in the permanence of this 
fortuitous state of affairs predominated, and the majority 
of bankers, located as they were in more or less isolated 
communities, paid little attention to what was happening 
outside their immediate territory, and did not try to ascer
tain the trend of business and economic conditions in the 
country as a whole, let alone abroad. When war pros
perity came, it was looked upon as a normal acceleration of 
the natural course of events, and the possibility of a reaction 
was seldom, if ever, considered. Outward signs probably 
justified this optimism, but a consideration of the extrava
gances that were being indulged in-the unlimited granting 

'Anwual Report of the Comptroller of the Currency, 1920, vol. ~ p. 183. 
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of charters to all applicants, resulting in admission to the 
banking fraternity of thousands of incompetent individuals 
and the establishment of a bank in practically every village 
or hamlet, the enactment of banking statutes of the flimsiest 
substance, and extreme laxity of supervision would un~ 
doubtedly have resulted in the realization that it would be 
impossible to escape the consequences of such fair-weather 
banking. 



CHAPTER III 

BANK FAILURES, I92I-I933 

DuRING the first or post-war deflation and " prosperity " 
;phase of the recent failure epidemic, i. e. between January 
I, 192I and December 31, 1929, a total of s,7I4 banks with 
deposits of $r,625,468,ooo were closed on account of finan
cial difficulties by the supervisory authorities or by the 
banks' directors, while between January I, 1930 and March 
6, 1933-the date on which a national bank-holiday was de
clared-5,522 banks with deposits of $3,46I,851,ooo ceased 
operations. Including 42 banks with deposits of $15,542,
ooo closed during the continuance of the holiday from 
March 6 to March IS, the epidemic involved, therefore, a 
total of n,z78 banks with deposits of $5,10z,86r,ooo. 

The number of banks which were not permitted to re-
, sume operations at the termination of the holiday, including 

banks permitted to operate on a restricted basis, was 4,507, 
with deposits of $4,I05,265,000. Including 221 licensed 
banks with deposits amounting to $I52,538,ooo which were 
suspended between March 16 and December 30, 1933, the 
total number of banks closed on account of financial diffi
culties between January I, 192I and December 30, 1933, 
was therefore I6,oo6, with deposits of $9,36o,664,000. 

The number of non-licensed banks placed in receivership 
by December 30, 1933 was I,Ioo, with deposits of $I,894,-
7oo,ooo, while of the II,2I2 banks suspended prior to 
March I, 1933, a total of 9,559 with deposits of $4,267,-

40 
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401,000 had been permanently closed. The total number of 
permanently closed banks was 10,659, with deposits of 
$6,162,IOI,OOO. 

The foregoing figures for suspended banks do not, ob
viously, include those banks which had not been suspended 
prior to their being absorbed by other institutions in order 
to prevent outright failure. Nor do the figures for banks 
placed in receivership or liquidation account for the 1,769 
banks with deposits of $I,042,942,000 which remained non
licensed at the end of 1933, or for the 221 banks suspended 
between l\Iarch 16 and December 30, 1933 1 and which were 
put in liquidation. It should be added that neither for the 
period under consideration nor for any other period data are 
available regarding the number of banks absorped by other 
institutions in order to prevent failure, although it should 
be noted that the 1,100 non-licensed banks placed in liquida
tion between :March r6 and December 30, 1933, include 
banks absorbed or succeeded by other banks. There is little 
doubt that for a substantial portion of the 5,137 banks ab
sorbed by other banks during 1921-1931,2 impending insol
vency was the immediate reason that prompted directors and 
stockholders to liquidate their institutions. 

The number of national banks closed between January I, 

1921 and l\Iarch 15, 1933 was 1,678. Including 1,400 
banks which upon the termination of the banking holiday 
were refused a license, and 9 licensed banks suspended be
tween :March 16 and December 30, 1933, the total number 
of national banks suspended during 1921-1933 was, there
fore, 3,087. These banks had deposits amounting to $3,-
220,338,ooo. 

1 By the end of 1934 920 of these non-licensed banks with deposits of 
$646,i29,000 had been placed in liquidation or receivership. Only 190 
banks remained non-licensed. See Tables 5 and 6. 

2 Chapman, John M., Co11centration of Banki11g [New York, 1934], p. 56. 
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TABLE 5 

NUMBER OF SUSPENDED, REOPENED AND NoN-LICENSED BANKS, I92I-I9J4 

All National Banks other than National 
Banks Banks 

State Banks 
Total andLoan& 

Trust Co's 

Private Mutual 
Banks Savin,qs 

Banks 
Suspended Banks 

I92I .... · · · · · · · · · · • • · • · · sos 
1922 .................... 367 
1923 .................... 646 
1924 ... ................ 775 
1925 .................... 61S 
1926 .................... 976 
1927 .................... 66g 
1928 .................... 499 
1929 .................... 659 
I930 .................... I,352 
1931 .................... 2,294 
1932 .................... I.4S6 

[sub-total] ............ 1o,Sr6 

1933 
January and February .... 396 
March 1-4 .............. 24 
March 5-15 ............. 42 

[total] ··············· II,278 

March r6-Dec. 30 a ...... 221 
Non-licensed banks b ..... 4,507 

Grand Total .......... r6,oo6 
--

Suspended Banks Reopened 
Jan. I, I92I·Mar. I, I933 .. 1,653 

Non-Licensed Banks Closed d 

March I6-Dec. 30, 1933 .•• 
Jan. I, 1934-Dec. 31, 1934 • 

Non-Licensed Banks b 

March r6, 1933 • ...... .. 
April I2, 1933 ......... · 
Dec. 30, 1933 ......... .. 
Dec. 31, 1934 • · · · • · · • · · • 
Licensed Banks Suspended a 
Jan. r-December 31, 1934 g 

I,IOO 
920 

1,621 
4.215 
1,76g 

190 

s6 

52 
49 
90 

122 
IIS 
J23 
9! 
57 
64 

r6r 
409 
276 

I,6rz 

64 

2 
1,678 

9 
1,400 c 

3.o87 --
166 

464e 
396 

1,400 c 
1,ro8c 

452 c 
6f 

453 
JIS 
556 
653 
500 
S53 
57S 
442 
595 

I,19l 
1,885 
I,!So 

9,204 

332 
24 
40 

9,6oo 

212 
3,107 

I2,919 

1,487 

636 
524 

221 
3,107 
1.453 

184 

55 

409 44 
294 23 
533 23 
616 37 
461 39 
Sot 52 
545 33 
412 I9 
564 31 

I,IJI 58 
I,804 So 
1,140 37 

8.716 476 

a Licensed banks suspended [includes banks placed in liquidation or re· 
ceivership, and banks placed on a restricted basis; excludes banks reported 
as having been absorbed, or succeeded by, or consolidated or combined 
with, other backs]. 

2 
I 
3 

s 
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b Banks operating on a restricted basis or not in operation, but not 
placed in liquidation or receivership. National banks as of March 16, 
State banks as of April 12, 1933. 

c The Comptroller reports that as of March 16, 1933 the affairs of 1,436 
national banks had not been disposed of. This number is made up of 
t,o88 non~licensed banks, 10 State banks in the District of Columbia, 5 
national banks for which licenses were granted prior to March 16, but 
later reYoked, I national bank for which a license was granted after March 
16, but later reYoked, I national bank which suspended prior to the bank
ing holiday, and 341 non~licensed banks which were either licensed without 
the appointment of a conservator, or placed in receivership, or went in 
liquidation. By December 30, 1933, 490 banks with deposits of $562,8o6.4;7 
had been licensed; 338 banks with deposits of $791,014,099 placed in 
recei\·ership; 445 banks with deposits of $ .. p6,iOI,701 remained non
licensed; and 163 with deposits of $226,122,731 went otherwise in liquida
tion; making a total of 1,436 banks with deposits of $I.996,645,oo8. 
[Deposits for 341 banks as of December 12, 1933, for 1,095 banks as of 
first report of conservators]. 

c1 N'on~licensed banks placed in liquidation or receivership [includes non
licensed banks absorbed or succeeded by other banks]. 

e ~!ember banks of the Federal Reserve System. 

t The disposition made of 1,417 national banks with deposits of $r.9il,-
9")o.ooo [see note c) was as follows : 1,088 banks with deposits of 
$r,802,086,ooo were reorganized under old or new charter or sold to other 
national banks; 30 banks with deposits of $r 1,204,000 had left the system; 
287 banks with deposits of $148,su,ooo had had their reorganization plans 
disapproved of and been placed in receivership; 7 banks in receivership, 
with deposits of $3.53i,OOO, had approved plans, while the disposition of 
5 banks with deposits of $6,622,000 was pending. 

r Insured banks numbered 9 [I national bank and 8 state banks], with 
deposits totaling $r,86r,ooo, of which $924000 was insured. 

Source: Am'lual Report of the Federal Reserve Board, 1933; Annual 
Report of the Comptroller of the Currency, 1933; Federal 
Reserve Bulletins, and official releases. 
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TABLE 6 

DEPOSITS OF SUSPENDED, REOPENED AND NoN-LICENSED BANKS, 1921-1934 

[in thousands of dollars] 

All National Banks other than National 
Banks Banks 

Suspended Banks 
1921 ................. ~ .. 172,188 20,777 
1922 ···················· 93,043 20,197 
1923 ··············· .... 149,601 34.244 
1924 ···················· 210,1,91 64,890 
1925 .................... 167,555 55.574 
1926 ···················· 260,378 43.998 
1927 ....... ············ 199,329 45.547 
1928 ···················· 142,580 36,483 
1929 ···················· 230,643 41,614 
1930 .................... 853,363 170,446 
1931 .................... I,6go,66g 439,171 
1932 .................... 715,626 214,150 

[sub-total] . . . . . . . . . . . . 4,885,126 h 1,187,091 

1933 
January and February ... 198,905 71,8o2 
March 1-4 ............ · · 3,288 
March 5-15 ............. 15,542 1,381 

[total] ................ s,roz,86r 1,26o,274 
March r6-Dec. 30 a . . . . . 152,538 17.490 
Non-licensed banks b • • • • 4,105,265 1,942.574. 

Grand Total .......••. 9,360,664 3,220,338 
--- ---

Suspended Banks Reopened 
Jan. I, 1921-Mar. I, 1933 .• 816,630 n6,952 
N orr Licensed Banks Closedd 
Mar. 16-Dec. 30, 1933 1,894,700 966,676• 
Jan. r, 1934-Dec. 3, 1934 .. 646,729 401,g83 
NonrLicensed Banks b 

March r6, 1933 • ••.••.•. 2,866,751 1,942.574° 
April 12, 1933 .•.•.•.•.•• 3,981,232 1,818,541 c 
Dec. 30, 1933 ........... 1,024,942 434978• 
Dec. 31, 1934 ... · .. • .... • 96,344 6,815 f 
Licensed Ba11ks Suspended • 

State Banks Private Mutual 
Total & Loan & Banks Savings 

Trust Co's Banks 

I51,4II 
72,846 

US,357 
145,261 
1II,g8I 
216,380 
154.782 
104,097 
189,029 
682,917 

1,251,4g8 
501,476 

J,6g8,035 h 

127,103 
3.288 

14,001 

3,842,387 
135,048 

2,162,691 

6,140,326 
---

699,678 

928,024 
244,746 

924,177 
2,I6z,6gi 

589,¢4 
89.529 

142,522 
6g,077 

u3,584 
137,533 
104,430 
206,983 
149.445 
102,957 
I8I,JI7 
651,388 

1,229,904 
484,232 

3.573.372 

8,889 
1,908 
1,773 
7,728 
7.551 
9.397 
4.337 
2,9-16 
7,712 

15,262 
21,157 

7,8o6 

¢.466h 

1,861 

194 

16,267 
437 

9.438 

Jan. I-Dee. 31, 1934 g • • • • 36,944 40 36,904 
Notes: a-g, see TableS· 

h excludes deposits of II2 private banks. See Table 11. 
Source: See preceding Table. 
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State banks, including mutual savings banks and private 
banks, to the number of 9,6oo with deposits of $3,842,-
587,000, suspended operations between January I, 1921 and 
March 15, 1933. Including 3,107 non-licensed banks [as of 
April 12, 1933; no figures are available for l\farch 16], and 
212 licensed banks suspended between March 16 and De
cember 30, 1933, the total number of banks other than 
national suspended during 1921-1933 was 12,919, with de
posits of $6, 140,326,ooo. 

SUSPENSIOXS, 1921-1932 

The average number of banks annually suspended during 
1921-1929 was 635, or 2.25 per cent of the average number 
of annually reported banks. This average compares with 
1,3 52 suspensions during I 930, 2,294 suspensions during 
1931, and 1,456 during 1932. The total number of sus
pensions, namely 10,816, represented 40-4 per cent of the 
average number of banks during the period, and 35.1 per 
cent of the number reported on June 30, 1921. 

Deposits of banks suspended during 1921-1929 consti
tuted 3·5 per cent of average deposits of active banks. 
During 1930-1932 the average was 6.53 per cent. Deposits 
of banks suspended during 193 I alone represented 3.25 per 
cent of active deposits on June 30. Total deposits involved 
in suspension during 1921-1932 constituted over 10 per 
cent of average annual deposits. 

NATIO:-.AL AND STATE BA~K SUSPENSIONS COMPARED 

Of the 10,816 banks suspended during 1921-1932, 1,612 
were national banks and 9,204 state-chartered and private 
banks, with deposits of $r,187,09I,ooo and $3,698,03S,ooo, 
respectively. The number of national bank failures repre
sented 21 per cent of the average number of annually active 
national banks, while their deposits represented over 6 per 
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cent of the average amount of annually active deposits. For 
banks other than national the corresponding percentages were 
48. I and II .8. They indicate that the proportion of active 
state banks dosed was about two and a half times, and the 
proportion of active deposits tied up about twice, as large as 
the similar proportions for national banks. The average 
number of annual suspensions per I,ooo active banks was 
18 for the national system and 40 for the state banking 
systems [Table 7]. 

TABLE 7 
PERCENTAGE OF ACTIVE BANKS AND ACTIVE DEPOSITS SUSPENDED, 

1921-1932 

Suspended Banks Suspended Deposits 
fler cent of per cent of 

Active Banks Active Deposits on!une 30 
Nat'l Banks State Banks All Banks All Banks 

1921 .... .. .... r.6 .6 2.0 ·48 
1922 .......... 1.3 .6 1.4 .25 

1.1 2.5 -37 
1.5 3.1 ·49 

1923 .... ...... 2,1 
1924 . . • . • . . . . . 2.6 

1.5 2.4 -35 
x.s 4-2 ·52 

1925 .......... 2.2 
1926 • . . . . . . • . • 3·5 

1.2 3.0 .as 
-7 2.4 .27 
.8 34 ·42 

1927 . . . . . • . . . • 2.5 
1928 .. • . .. .. .. 1.5 
1929 .......... 2.6 
1930 ...... .. •. s.6 2.2 7.1 1.54 
I93I , . , . , •.• , , 10.4 
1932 .......... 7.6 

6.o 12,1 3.25 
4-5 8.7 1-70 

total a .. • .. • 40.4 21.0 48.1 10.02 
average• • .. 34 1,8 4-0 .84 

a weighted. 
Constructed from data abstracted from the Annual Reports of the 

Comptroller of the CtWrency and of the Federal Reserve Boafd. 

SIZE OF SUSPENDED BANKS 

The banks which suspended during 1921·1932, and espec
ially during 1921-1929, were for the most part relatively 
small institutions, average deposits ·per suspended bank 
amounting respectively to $639,000 and $285,000. If the 
ro,6S)3 national and state-chartered banks which suspended 
during 1921·193:2 are classified according to the size of their 
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capital stock, it appears that 34.2 per cent had less than 
$25,000 capital, while 85.1 per cent had less than $100,000 
capital. The corresponding percentages for suspensions 
during 1921-1929 were 39 and 88, and during 1930-1932 
28 and 79, indicating that after 1930 there was a notable 
shift toward failure among the larger banks. 

The suspended banks with less than $25,000 capital were 
all state-chartered banks, and represented 40.2 per cent of 
all suspended state banks. Seventy-one per cent of the 
national banks which suspended had less than $100,000 
capital, as against 87.6 per cent of the state banks. 

TABLE 8 

KeMBER AXD PERCENTAGE DrsTRmunoN oF BANKS St:SPENDED, CLASSI-

FIED ACCORDING TO CAPITAL STOCK, 1921-1932 a 

Br111k.r luning All ba11ks NatioMl batiks State banks 
ca,'ital stock of number per cmt number per cent tlumber per cmt 
under $25,000 .• . • • 3,652 34-2 3,652 40.2 
$25.000 • . . . • . . • • • 2,486 23-3 493 J0.6 1,993 22.0 
$25,()0!-49-999 . . . . 999 9·3 141 8.8 858 9-5 
$50,()()()-99.999 ... • 1,96<> 18.3 SII 31.7 1,449 15.9 
$roo,ooo-199.999 . • 968 g.o 284 17.6 684 7.5 
S:.?oo,<>00-9()9.999 . . 565 5.3 r7o 1o.s 395 4.3 
$1.000.000 and over 63 .6 13 .8 so .6 

total .. . . . . . . . . . ro,6g3 100.0 1,612 100.0 9,o8r roo.o 

• excluding 123 private banks, the capital stock of which was not known. 

Source: Amwal Report of the Federal Reserve Board, 1933, p. 222. 

SCSPENSIONS BY SIZE OF COMMUNITY 

By far the greater proportion of failures during 1921-
1932 occurred in the smaller communities. Again, the situa
tion during 1921-1929 was somewhat different than from 
that in 1930-1932, 39 per cent of the failed banks during 
the former period being located in communities with less 
than 500, and 79 per. cent in those with less than 2,500 in
habitants, as against 30 and 67 per cent, respectively, during 
1930-1932. Howewr, the fact remains that throughout the 
entire period the smaller communities were particularly hard 
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hit, not less than 3,777 failures, or 34·9 per cent, occurring 
in communities with less than 500 population, and 7,964, or 
73·7 per cent, in those with less than 2,500 population. Of 
the 3,153 banks suspended during 192I-I931 in places with 
less than 500 inhabitants, 2,982 banks, or 94.6 per cent, were 
state banks. The corresponding figures for communities 
with less than 2,500 population were respectively 6,840, 
s,8o6, or 87·4 per cent. 

TABLE 9 
NUMBER AND PERCENTAGE DISTlUllUTION OF $USPENDE!I BANKS, 

1921-1932 

Places with 
population of Number Per cent 
under soo .. . . . . . . . . . . .. . . 3,777 34-9 
5oo-I,OOO .. .. . .. . . . .. .. .. . 2,0!)2 19-4 
1,ooo-2,500 . . . . . . . . . . . . . . 2,095 19.4 
2,soo-s,ooo .. . .. . .. . .. . 932 8.6 
s,ooo-ro,ooo . . . . . . . . . . . . . . 533 4·9 
J0,0()()--25,000 .. . . . . . . . . . . . 479 4-4 
25,000 and over .. . . . . . . . . . 9o8 8.4 

total .. . . . . . . . . . . . . . . . ro,8r6 100.0 

Source: Constructed from data abstracted from the Annual Report of 
the Federal Reserve Board, 1933, p. 222. 

NUMBER OF SUSPENDED AND ACTIVE BANKS 

COMPARED, BY SIZE 

Table 10, which lists separately for national and state 
banks classified according to size of capital stock the per
centages of active banks which failed provides an answer to 
the question whether failure has been more frequent among 
the smaller than among the larger banks. It shows that the 
rate of failure during 1930-1932 was identical among the 
two groups of largest national banks, and was slightly larger 
among the group of largest state banks than among the 
next lower-size group, but that for these exceptions the 
record was decidedly in favor of the larger banks. Failure 
was especially frequent among [state] banks with less than 
$zs,ooo capital. During 1921-1929 the rate of failure for 
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these banks was six times larger, and for state banks with 
$25,000 capital, four times larger than for the group of 
largest state banks. Among national banks the average 
number of banks annually suspended during 1921-1932 was 
24 banks per 1,000 active banks in the $25,000 group, 19 in 
the $25,001-$99.999, 12 in the $1oo,ooo-$199,999, and 10 
in the group of banks with capital of $2oo,ooo or more. 
Among state banks the corresponding number were 44, 38, 
22, and 19. State banks with less than $25,000 capital 
failed at the rate of 50 banks annually per 1000 active banks. 

TABLE 10 
NUMBER OF BANK SUSPENSIONS AS A PERCENTAGE OF ACTIVE BANKS, 

FOR NATIONAL AND STATE BANKS CLASSIFIED ACCORDING 

TO SIZE OF CAPITAL STOCK, 1921-1932 

Bank with 1921-1929 193o-1932 1921-1932 
capital stock Nat'[ State Nat'l State Nat'/ State 

of banks banks banks banks banks banks 
less than $25,000 3.7 10.8 5.0 
$25,000 .. .. . .. . .. .. .. 1.5 2.8 4.8 IO.I 2-4 4·4 
$2S,OOI-$99.999 . . . . . . 1.4 2.5 4·4 9-5 I.9 3·8 
$Ioo.ooo-$199,999 . . . . .6 I.4 3-4 6.8 1.2 2.2 
$2oo,ooo and over . .. .. .37 .6 3.4 7.2 1.0 L9 

less than $roo,ooo . . . . . 1.45 3.07 4.6 10.1 2.2 4.6 
$roo,ooo and over .. . .. .so 1.37 3-4 7.0 x.r 2.1 

Source: Compiled from data abstracted from the Annual Reports of 
the Comptroller of the Currency and of the Federal Reserve 
Board, from Individual Statemmts of Condition of National 
Bank~, and from House Ba11king and Currency Committee 
Heanngs on H. Res. 141, .pp, IOJI-1032. 

A comparison of the rate of failure among banks with less 
than $10o,ooo capital, and with $10o,ooo or more, shows 
that the rate among national banks during 1921-1929 was 
nearly three times larger for the former than for the latter 
group, and among state banks about two and a half times 
larger. During 1930-1932 the differences were less pro
nounced, but the averages for the twelve-year period indi
cate that for both systems failure was relatively twice as 
frequent among the smaller than among the larger banks. 
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The table further reveals that the higher rate of insol
vency among state banks generally, as compared with national 
banks, is not entirely accounted for by the high rate among 
state banks with less than $25,000 capital. Even for groups 
of banks of identical size, failure has been far more fre
quent among state than among national banks. During 
1921-1929 state banks in the $10o,ooo-$199,999 group 
failed at approximately the same rate as national banks in 
the $25,ooo and in the $2s,oo1-$99,999 groups, while dur
ing 1930-1932 they failed at a far more rapid rate. A 
twelve-year average of 19 failures per 1000 active banks was 
recorded by state banks with capital of $2oo,ooo or more, as 
well as by national banks in the $2s,oor-$99,999 class, while 
the average of 22 failures among national banks with less 
than $Ioo,ooo capital was only slightly larger than for state 
banks with capital of $Ioo,ooo or more, which recorded an 
average of 2I failures. 

GEOG.RAPE:ICAL DISTRIBUTION OF SUSPENSIONS 

The four regions of the country which had the largest 
number of failures were the Western Grain, North Central, 
Southeastern and Southwestern, with 39-I, 16.6, 15.0 and 
Io.6 per cent of the total number of suspensions, respec
tively. However, from the point of view of deposits, con
ditions were worst in the Middle Atlantic, Western Grain, 
North Central and Southeastern states, suspensions in these 
states accounting respectively for 23.5, 21.2, 18.2 and 12.2 
of all suspended deposits during 1921-1932. The distribu
tion of the number of suspensions and of suspended deposits 
for the several regions is shown in Table II.8 

8 For a classification of states by regions, see Table 13. This classi
fication is adapted from Professor Stockder's study of Bank Failures. 
in the Banking lnqui.r'J) of 1925. 
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Number 
K ew England . . . . . . . . . . . . .7 
~fiddle Atlantic . . . . . . . . . . 4.0 
Korth Central .. . . . . . . . . . . 16.6 
South Mountain . . . . . . . . . . 4-7 
Southeastern .. . . . . . . . . . . . 15.0 
Southwestern . . . . . . . . . . . . 10.6 
\Vestern Grain . . . . . . . . . . . 39.1 
Rocky Mountain.......... 6,o 
Great Basin . . . . . . . . . . . . . . .6 
Pacific Coast . . . . . . . . . . . . . 2.6 

total . . . . . . . . . . . . . . . . . 100.0 

Deposits 
5.2 

23.5 
18.2 
5.2 

12.2 
6.5 

21.2 

J.6 
·9 

J.s 
100.0 

SI 

If account is taken of the number of active banks in these 
regions, it is found that for each of the following regions, 
namely the Southeastern, \Vestern Grain, Rocky Uoun
tain, and Great Basin regions, the proportion of all banl..::s 

TABLE 11 

NUMBER AND DEPOSITS OF SUSPENDED BANKS, 1921-1932, BY GEOGRAPHIC REGIONS 

(Amoultls ill tltottSaltds of dollars) 

NUMBER DEPOSITS 

i If.~ ~ 
REGIOS " ;: .... 

.... " ... ;: "., ~ \)""'"""'"'() ";! ... " ~~ ;:"< ~~~~.., ... 1::"< .... .... "',. <>;: 
~ ";: 

" ·.::: 1::3 ~ e~ ~~.~ <:! ·.:::~ ·~~ .~ ·" .... " ~ ~ ~ ·" ~ 
to., <; :)i <; tlj ~ 

- 1-

Ntw England ••• 72 12 46 :2 5 254,4lSS 47.967 173.900 5,215. 
M1ddle Atlantic.! 43 1 1491 22S 53 1 1,146·378 224,473 900,175 21,538b 
North Central .•• ! '·797 23ll 1,415 149 I lS87,016 215,947 646,507 24,125° 
South ~l,1untain.: 510 74 434 2 - 253,802 102,271 151,501 JOd 
Southeastern .••• I 1,626 !nl 1,413 36 597.304 140,110 455,654 ,,s6o• 
Southwestern., .I l,q8 Sso 84 317,421 106,696 199·415 II,JI01 

\Vestern Gram, ·I 4,230 492 3,601 156 I I,OJ4,093 2o6,o8t 798,037 29,~1 51 

Rocky ~lountain 

1 
653 173 475 7 - , 7s,65s 71,070 104,715 2,875 

Gtcat Basin •.• , 61>1, 8~1 bO - - 45·45 7 7>530 37>927 -
PacJtic Coast .••• 2831 200 - - 170,509 64,946 105·563 -
United States .•. I0,8t6j 1,612, 8,720 476 8 4,885,1z6 1,187,091 3·573.372 96,466b 

Kotes a-h: Deposit figures not available, and therefore not included in 
the amounts listed for the following number of banks: 
a] 2, b) 16, c]19, d]1, e) 14, f] 31, g] 19, and h]102, total. 

Source: Amuwl Report of the Federal Reserve Board, 1933, pp. 207-221. 

~i 
., " 
r~ 
~:; 

27,406 
194 
437 ---
J 6o 
---

28,19 
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suspended during 1921-1932 was larger than the proportion 
of active banks reported on June 30, 1921. As a group, 
these states accounted for 6,575 suspensions, or 6o.7 per 
cent of the country's total of 10,816, and for 13,500 active 
banks, or 43·9 per cent of the 30,746 banks in the Conti~ 
nental United States in 1921. 

The percentage of active banks which failed was largest 
in the Rocky Mountain and the Southeastern States, the 
total number of suspensions in these two regions represent
ing respectively 68.4 and 68 per cent of the average number 
of yearly active banks. The Western Grain States followed 
closely with a rate of 56.9 per cent, the Great Basin States 
with 44·4 per cent, and the Southwestern States with 41 
per cent. Failure was mildest in the New England and 
Middle Atlantic States with rates of 6.7 and 12.2 per cent, 
respectively. [Table 12, col. 1]. 

TABLE 12 

PERCENTAGE OF ACTIVE BANKS SUSPENDED, 1921-1932, 

!IY GEOGRAPHIC REGIONS 

Suspensions 
during 

1921-1932 
in Per cent of 

average number of 
yearly active banks 

New England ... . . .. .. .. . 6.7 
Middle Atlantic .. . . . . . . . . 12.2 
North Central . . .. .. . . .. . 32-4 
South Mountain . . . . . . . . . 26.5 
Southeastern . . . . . . . . . . • . 68.0 
Southwestern .. . . . . . . . . . . 41 .o 
Western Grain . .. . .. . . .. 56.9 
Rocky'Mountain .. .. .. . .. 68.4 
Great Basin .. .. .. .. . .. . . 44.4 
Pacific Coast . .. . .. • .. . .. 23.8 

United States . . . . . . . . . . 39.8 

Average number of 
yearly suspended 

banks in per cent of · 
average number 

of yearly active banks 
1921-1929 I93C>-l932 

.16 x.8 

.25 3·5 

.86 9·2 
I.O 6.4 
4.1 IJ.2 
2.6 6.7 
3-7 9·4 
s.6 6.3 
1.6 II.2 

1.7 5·3 
2.2 7·6 

A comparison of the situation during 1921-1929 and 
1930-1932 is afforded by the percentages in columns 2 and 3 
of this table. These percentages have been calculated on an 
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annual basis, i. e. they represent the average number of 
annual failures per Ioo active banks. It appears that the 
increase in failures was largest in the New England, Middle 
Atlantic and North Central States, but only in the latter 
region did the epidemic after 1929 assume proportions ap~ 
preaching those of the worst affected states. 

TABLE 13 

An.RAGE PERCENTAGE OF ACTIVE BANKS ANNUALLY SusPENDED 
DURING I92I-I9J2, BY STATES 

Region Rcgio1t Rcgio1t 
Kew England ..• • s6 South Mountain • 2.i!I Western Grain .. 4.74 

~Iaine ........ .29 Virginia ...... I.87 Minnesota J.99 
~. Hampshire • .27 West Virginia 2.';7 North Dakota . 8.25 
Vermont ...... .rs Kentuck-y I. gO South Dakota 9-31 
~lassachusetts . -59 Tennessee ..... 2.46 Iowa ..•....• : 5-49 
Rhode Island .• . 63 

5-67 
Nebraska ..... 4·66 

Connecticut ... -93 Southeastern ...• Missouri ...... 3.so 
K. Carolina ... 5.12 Kansas ....... 2.6r 

1!iddle Atlantic 1.02 S. Carolina ... 8.22 

~ew York .... ./4 
Georgia 6-43 Rock-y Mountain 5-70 

~ew Jersey ... . 84 Florida ....... 7.8o Montana ..... 7-73 
Pennsyh·ania .. !.24 

Alabama ...... 2.90 Idaho s.6r 
Mississippi .... 4·o6 Wyoming ..... 5·47 Delaware ..... .45 Colorado ...... J.6r ~faryland ..... . ¢ Southwestern .... 3.42 NewMexico .. 7.0Q D. of Columbia .29 Louisiana ..... 2.21 Arizona 6.6] 
Texas ........ 2.66 

...... 
Korth Central ... 2.70 Arkansas 5·75 Pacific Coast .... 1.98 

).!ichigan ..... 3·19 Oklahoma ..... 3·90 Washington ... 2.48 
\\'isconsin .... r.8j Oregon ....... 2.78 
Illinois 3.30 Great Basin 3.70 California .... 1.29 
Indiana : ::: : :: J.OO Utah .... ::::: 3·33 
Ohio ......... !.75 Kevada ....... 5-07 United States ... 3·32 

No analysis of the geographic distribution of bank sus
pemions should fail to point out that there were also wide 
differences in the rates of insolvency as between the several 
states of the same region. For instance, during 1921-1929 

rates of 7.1, 1.1, and 1.0 per cent were recorded respectively 
for South Carolina, 1\Iississippi, and Alabama in the South
eastern region, of 8.1, 2.2, and 2.0 per cent respectively for 
South Dakota, Missouri, and Kansas in the \\r estern Grain 
region, and 8.0 and 3.0 per cent respectively for l\Iontana 
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and Idaho in the Rocky Mountain region. During 1930-
1932 New Mexico and Wyoming in the Rocky Mountain 
region recorded the annual failure respectively of 1.3 and 
2.0 per cent of their active banks, but the percentage for 
Arizona was 14.3. Among th'e North Central States the 
percentage of 12.3 for Illinois may be contrasted with that 
of 5. r for Wisconsin. The avalanche of failures during 
1930-1932 caused in several instances the disappearance of 
the differences noted in connection with failures during 
1921-1929, but a perusal of Table 13, which lists for each 
state the percentage of active banks which annually failed 
during the twelve-year period, shows that the leveling pro
cess had by no means been universal. 

OVERBANKING AND BANK FAILURE 

In conclusion, it should be noted that these failures largely 
reflect the weakening effect upon the banking structure of 
the establishment prior to 1921 of the establishment of an 
excessive number of banks. An idea of the relationship 
between the overbanked condition and bank failure is af
forded by noting for each state the number of inhabitants 
per bank and the rate of bank insolvency. (Table J4). 

From the accompanying graph it appears that the pro
portion of active banks which suspended during 1921-1929 
was generally lowest in those states which, relative to num
ber of inhabitants, had, in 1920, the lowest number of banks, 
and was highest in those states which had abundant banking 
facilities. 
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TABLE 14 

1\UMBE.Il OF INHABITANTS PER BANK, AND BANK FAILURE, BY STATES 

State }.:umber of Average per- State Jl:unwer of Average per-

Rhode Island ... . 
KewYork ..... . 
D. of Columbia .. 
Massachusetts .. 
Kew Jersey 
Louisiana ...... . 
Alabama 
Connecticut .... . 
Pennsvlvania .. . 
1Iichigan ...... . 
1Iaryland ...... . 
Ohio ..........• 
1fississippi .... . 
Caliiornia ...... . 
Delaware ...... . 
~Iaine ......... . 
Virginia ....... . 
\\'est Virginia .. 
Tennessee 
Kentucky ...... . 
N. Carolina .... . 
Illinois ........ . 
Georgia ...... .. 
Arizona ....... . 
Florida ........ . 
South Carolina .. 

inhabitants centage of i11habitants centa,qe (If 
per bank active bm:ks per bank active banks 

[1920] amwally sus- 1929 annuall)' sus-

12,625 
9.929 
9.778 
8,350 
8,242 
6,700 
6,6¢ 
6.336 
5,687 
5,300 
5,177 
5,054 
5,053 
4.824 
4,/87 
4.776 
4.745 
4-332 
4.293 
4,147 
4,135 
4.058 
3-942 
3.885 
3.679 
3,665 

pended pended 
1921-1929 1921-1929 

.o8 Arkansas 3,6II 2.25 

.22 New Hampshire 3,552 .09 

.o \V asl,ington 3.467 1.63 

.IS Utah .. . • . . . . . . 3,398 1.75 

.07 Vermont 3,259 .o 
x.so Texas . • . . . . . . . 2,973 2.23 
I.OO New Mexico .. . 2,943 8.34 
.14 Oregon . . . . . . . 2,845 1.79 
.27 Indiana 2,781 1.19 
.95 Wisconsin 2,7!1 .85 
-49 Colorado .. . . . . . 2,347 2.98 
.56 Nevada .. . . . . . . 2,333 .¢ 

l.I4 Oklahoma . . . . . 2,132 3-72 
.ss Missouri . . . . . . 2,063 2.15 
.39 Idaho 1.964 4.76 
.23 Minnesota . . . . . r,sSs 3.41 
·99 Iowa 1,368 3.69 

I.II Kansas .. .. .. .. 1,315 x.98 
1.35 Montana .. . . . . . 1,288 S.16 
.So Wyoming .. . • . . 1,225 6.34 

2.45 Nebraska .. . . .. l,oSS 3.58 
.82 South Dakota .. 919 8.II 

6.04 North Dakota .. 722 7.24 
4·99 
7-09 
7.os United States .. 2.21 

a X umber of banks as of June 30, 1920. 1920 Census figures. 

Some conclusions which may be drawn from the fore
going analysis are as follows: 

1. By far the greater proportion of banks suspended dur
ing 1921-1932 were small banks, although after 1929 there 
was a distinct tendency toward failure among the larger 
banks. 

2. The smaller communities have been particularly af
fected by bank failure. 
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3· In proportion to the number of active banks, failure 
was about two and a half times more frequent among the 
state banking systems than among the national banking 
system. 

4· The larger institutions have shown a greater immunity 
to failure than the smaller institutions. Our banking 
system has been unable to provide adequate and safe banking 
facilities for the country districts. 

5· The higher rate of failure among the state banks is 
only partly accounted for by the high rate among banks 
with less than $25,000 capital. 

6. The agricultural and livestock sections of the country 
have shown a high rate of bank insolvency. After 1929 
bank failure became more and more diffused over the entire 
country. 

7. A fundamental weakness of our banking structure has 
been the establishment of an excessive number of banks. 



CHAPTER IV 

LIQUIDATION OF NATIONAL BANKS 

ONE aspect of bank failures regarding which there has 
been much misunderstanding in the past is the question of 
the losses inflicted upon depositors as the result of the liqui
dation of their banks.1 It is the purpose of the present 
chapter to throw some light on this question, particularly as 
regards national banks. 

Considerable information regarding the progress and re
sults of liquidation of failed national banks is found in the 
Annual Reports of the Comptroller of the Currency. The 
more pertinent data are available for banks individually, as 
well as in summarized form, for: I. all banks for which 
receivers have been appointed since r865 [includes com
pletely liquidated banks as well as banks still in liquidation]; 
2. banks the receiverships of which are still uncompleted; 
3· all completed receiverships since 1865; and 4. all receiver
ships completed during the report year. It is apparent that 
an analysis of the data under sub 3 and sub 4 suffices for 
the present enquiry. 

To introduce the discussion, the following statement cov
ering the results 'of liquidation of all receiverships closed 
between 1865 and October 31, 1928 [above, sub 3] is quoted 
from the Comptroller's Report for the year ending Octo
ber, 1928: 

:1. See the Hearin:gs before the House Banking and Currency Committee 
pursuant to H. Res. [10241] II362, a Resolution to Provide a Guaranty 
Fund for Depositors in Banks [72nd Congress, rst Session]. See note 
6, infra. 

ss 



LIQUIDATION OF NATIONAL BANKS 59 

712 Receiverships closed I86s-October p, I928 

Total assets taken charge of by the receiver ..... $469,551.622 

Disposition of Assets: 

Collected from assets, including offsets allowed 
[unsecured creditors], and, for accounting pur
poses, dividends paid secured creditors for all 
trusts finally closed October I, 1924 to October 
31, 1928 ................................ . 
Loss on assets compounded or sold by court order 
Book value of assets returned to stockholders .. 

Collected from assets, etc., as above .......... . 
Collected from stock assessments ............. . 

Total collections ....................... . 

Disposition of Collections: 

Dividends paid [secured and unsecured credi
tors] on [their] claims proved aggregating 

$249,634.906 
Payments to secured and preferred creditors, in
cluding offsets allowed [unsecured creditors], 
payments for the protection of assets, [and, for 
accounting purposes, dividends paid secured for 
all trusts finally closed October I, 1924 to 
October 31, 1928] ..................... · · · · 
Receivers' salaries, legal and other expense ... . 
Cash returned to stockholders ............. . 

282,043.340 
J7I,339,184 
16,r69,098 

469.551,622 

282,043·340 
28,o8z,885 

310,126,225 

18o,626,o33 

105.451,36o 
20,235434 

3,81J,398 

$310,126,225 

" The average percentage of dividends paid [secured and un
secured creditors on their proved claims] against the 782 
receiverships that have been finally closed, not including the 70 
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restored to solvency, which paid creditors roo per cent," noted 
the Comptroller, " was 72.36 per cent. If offsets allowed [ un
secured creditors], loans paid, and other disbursements were 
included in the calculation the disbursements to creditors would 
show an average of 80.57 per cent.'~ 2 

The percentage of 80.57 would, on first consideration, 
seem to indicate that the average return to depositors had 
be.en about 8o cents on the dollar. Indeed, this percentage 
in connection. with a statement made by the Comptroller in 
1929 that between July I, 1920 and June 30, 1929 about 
sooo banks with deposits of about $x,soo,ooo,ooo had gone 
into receivership, and that these figures do not include 500 
suspended banks which reopened after reorganization, often 
resulting in depositors and shareholders voluntarily suffering 
some loss,3 elicited from one writer the emphatic statement: 

The impression of losses to depositors which the figure of the 
Comptroller suggests runs away with the facts. American 
depodtors have not lost a billion and a half dollars. Nor are 
they likely to lose a billion and a half dollars. The figure 
represents the deposits of the banks which failed and takes no 
account of the payments which liquidation will provide. Of the 
782 receiverships closed during 1865-1928 70 were restored to 

2 pp. 14, IS. [Insertions supiplied]. 
Offsets of unsecured deposits are indicated as "offsets," while offsets 

of secured deposits, if any, are included in Collections from Assets and 
in Loans Paid. [An " offset" is that part of an obligation to the bank 
which is cancelled by the debtor's release of a corresponding amount of 
his claim upon the bank] 

For an explanation o£ the inclusion in Collections, as well as in Pay
ments to Secured and Preferred Creditors, o£ Dividends Paid Secured 
Creditors for all trusts closed October I, 1924 to October 31, 1928, see 
note 7, infra. Payments to Secured and Preferred Creditors, including 
Offsets to Unsecured Creditors [corres,ponding to the amount of $xos,-
45I,36o in the statement quoted], are i'lr the further discussion refei'Ted to 
as " other payments." 

a Ibid., p. ~. and note I. 
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solvency and paid their creditors in full with no other loss than 
that of incom·enience. For the remainder the creditors received 
8o.57 cents on the dollar. If this ratio to losses is maintained 
for the state and national banks now in process of liquidation 
or reorganization, then the final net loss to our depositors on 
account of bank failures will not exceed ten per cent of the 
crushing burden suggested above ... • 

Likewise, according to the Oklahoma Banking Commis
sioner, losses to the 7,26-J..957 depositors of banks suspended 
during 1921-1929 would amount to only twenty dollars per 
head, the Commissioner stating in his testimony before the 
House Banking and Currency Committee during its hear~ 
ings held in the early part of 1930: 

:.rr. Pole, the Comptroller of the Currency states that the re
cO\·ery by depositors of failed national banks equals So per cent; 
in other words, the loss was 20 per cent. Since the average 

• Lawrence, J. S., B(111king CoiiC't'lrfration i11 the t'11it..d States [Xew 
York, 1929]. pp. 102, 103. [Italics supplied.] 

See further an article by the same writer entitled " What is the A wrage 
Recovery of Depositors?" (Amnica11 Bankers Associatio11 Jour~ral, 

February, 1931] in which it was remarked: "It is high time that a few 
rays of truth be focused upon this confused stage. The bankers seem 
prey for a host of facile thinkers seeking some scapegoat upon whom to 
unload that sense of personal inadequacy and fault which always accom
pany misfortune .... To those who know nothing of the liquidation of 
failed banks the deposits involved in bank failure convey the impression 
of losses to depositors. A study of national bank failures and subsequent 
liquidation since the Civil War reveals the fact that dtpositors on the 
average recovered about 90 cents on the dollar" (pp, 655, jz.z]. [Italics 
supplied.] 

On the basis of $r,zn.z63.000 deposits of suspended banks which went 
into liquidation, and of $2IS,8i8,ooo deposits of suspended banks which 
were reopened [figures for the period 1921-1928, Annual R.·port of the 
Fcd.·ral Rt'scrve Board, 1929, p. 123] a simple calculation will show that 
if So per cent were recovered on the former amount, and 100 per cent on 
the latter, total losses would still amount to 17.1 per cent of all deposits 
involved in suspension, and not to only 10 per cent. 



62 AMERICAN BANK FAILURES 

deposit per customer in these failed banks was $234, of which 
8o per cent was recovered, the average loss per depositor had 
been only $46.8o. The fact that seven and one quarter millions 
of people or r 5 [sic] per cent of the population-and I am just 
approximating these figures-incurred a loss of twenty dollars 
per head by reason of their deposits in failed banks is not so 
alarming as we might think, and creates no banking situation 
demanding a change.5 6 

5 Hearings pursuant to H. Res. 141, pp. 1572 el seq. 
The final estimate of $20 per head [or 8 cents OTII the dollar] was prob

ably intended to reflect the effect of full recovery by depositors of re
opened banks. 

It is apparent that the Oklahoma Commissioner fell considerably short 
of the stated purpose of his appearance before the Committee " ... I 
desire the Committee to understand that the references I make are for 
the sole purpose of throwing light on the merits of the subject under 
investigation . . . " Is it not pertit~~ent to ask why the Commissioner 
from a State in which over 200 state banks had failed during 1921-1929, 
should impute to the Comptroller the statement that " depositors of na
tional banks had recovered 8o cents on the dollar," and use this figure as 
the basis for his estimate, instead of presenting some information regard
ing the liquidation results of the banks under his immediate supervision? 
" Of course," remarked the witness' further, ''my source of information 
comes solely from my knowledge of State banks in Oklahoma .•• " 
From the testimony it is apparent that the Commissioner succeeded very 
well in keeping this knowledge to himself. There was just one fleeting 
moment during which it seemed as if some of this knowledge might be 
pried loose. This occurred when Committee member Brand undertook to 
question the witness, part of the colloquy being as follows: 

Mr. Bra11d: Where were you hom? 
Mr. Shull [Oklahoma Banking Commissioner]: In Missouri. 
Mr. Brand: I thought you made a good showing this morning in regard 

to the small amount of losses sustained by individual 
depositors. 

Mr. Shull: I just took the figures themselves and analyzed them. 
Mf. Bralld: And I am not questioning them, but in our State [Georgia] 

the losses were much heavier. What do your agricultural 
people grow in your county? [Ibid., p. 1597.] 

But the opportunity was lost, none of the Committee members realizing 
that Mr. Shull had not been talking at all about the losses, to depositors 
in his State. So the presentation of irrelevant testimony merrily con~ 
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Unfortunately, the percentage of 80.57 refers neither to 
the recoYery made by depositors, nor to the yield of re· 
ceiverships completed since 1920, but to the " average recov· 

tinued, the Committee members being regaled with the Commissiont!r's 
observation that •· branch banking is alright for the people who are accus
tomed more or less to a monarchial form of government," and the sug
gestion that the Committee investigate whether or not a branch bank had 
faikd in California. [Ibid., p. r6oi.) 

The fact is that 46 Oklahoma State banks (during I92I-I9JO) paid 
depositors 43.0 per cent on their claims (incl. offsets, 47-4 per cent). 
See ch. v, i~rfra. 

6Similar reierences to, and interpretations of, the data in the Comptroller's 
Reports were made at the Hearings on H. Res. 141 [1930]. One estimate 
was that the maximum losses to depositors from the foundation of the 
national banking system to 1930 was around $So,ooo,ooo [ibid., pp. 73-79, 
567, 568], and although a more correct interpretation by Governor Young 
indicated that receinrships closed during 1865-19.29 alone had already 
caused losses of about $12o,ooo,ooo, and that receiverships pending at the 
end of 1929 would result in the loss of an additional $9o,ooo,ooo [ibid., 
pp. 568, S9I-S9Jl. it was again held at the Hearings on H. Res. [102.p] 
11362 [1932] that the Comptroller had testified that total losses to national 
bank depositors during 1865-1929 had amounted to only $32,000,000 
[ibid., pp. s. 67]. Former Senator Owen quoted the Comptroller's Report 
for 1931 [p. 31) in support of his estimate that national bank depositors had 
lost only $ss.ooo,ooo during x865-1931. One witness arrived at a total 
of about $6i,OOO,OOO by deducting the amount of dividends paid by pend
ing as well as closed receiverships as of October 1930 from the deposits 
of these receiverships [ibid., p. 6i], while another estimated the total loss 
at $5o,ooo,ooo [ibid., p. 20i]. Representative Hastings of Oklahoma quoted 
the dividend percentage of 74.71 and the total payment percentage of 80.95 
in connection with receiverships closed during 1865-1927 in SU!J'POrt of 
his estimate that a 25 per cent deposit guarantee would cover the losses 
to depositors [ibid., p. 136]. A similar estimate was put forward by the 
head of a contracting and flooring firm [A. Mehrbach], who also stated that 
according to the Comptroller's Report for 1931 the recovery to depositors 
during the last 65 years had amounted to 88.4 per cent, and losses there
£ ore to II .6 per cent, and in support quoted the estimate of 88.4 per cent 
made in the Bankers Mo~rthly for February 1932, and of 90 per cent in the 
article in the Amcrica11 Bankers Association Journal for February 1931, 
referred to in note 4, passim [ibid., pp. 156-r67]. 

Likewise, F. H. Sisson, vice-president of the Guaranty Trust Co. of 
N. Y., and presiden·t of the American Bankers Association, stated at a 
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ery by all types and classes of creditors of all receiverships 
completed during r865-1928.'' 

MEANING OF LIQUIDATING PERCENTAGES 

From the liquidation statement quoted from the Comp
troller's Report it appears that for the purpose of expressing 
the results of liquidation in a comprehensive form, two per
centages are employed. One of them indicates the "average 
per cent dividend paid secured and unsecured creditors on 
·secured or unsecured claims," while the other refers to the 
"average per cent dividend plus other payments [offsets to 
unsecured creditors, loans paid, etc.] paid to secured, pre
ferred and unsecured creditors." The statement referred to 
covers all receiverships completed during r865-1928, but the 
results of currently closed receiverships are similarly meas
ured by such a " pair " of percentages. 

What is the meaning of these percentages? An answer 
to this question is provided by the following examples, which 
illustrate the methods employed in their calculation. It 
should be noted that these methods differ, depending upon 
whether or not preferred and secured creditors were paid 
in full. · 

meeting of the Bond Club in Philadelphia in January 1933 that the 
depositors of banks closed during 1865-1929 had reco~red 84 per cent 
of their deposits, and during I93Q-I932 more than So per cent. 

The fact is that there is no mention in the Comptroller's Report for 
1931 of an average recovery by depositors of 88.4 per cent. The source 
of this percentage is the Bankers Monthly for February 1932, in which 
it was stated " It is estimated :that bank closings are eventually liqui
dating 88.4 per cent. This estimate is based upon figures supplied in 
the 1931 Annual Report of the Comptroller of the Currency in which 
1,073 banks are tabulated as having been completely liquidated in the past 
65 years. Eighty-four of these were liquidated 100 per cent or more. 
The average recovery was 88.4 per cent." 

The 989 receiverships closed during 1865-1931 averaged dividend 
payments of 66.97 per cent, and total payment of 77.04 per cent. The 
percentage of 88.4 was arbitrarily arrived at by taking into consider• 
a-tion that 84 banks liquidated 100 per cent, and that repaytt~e!!ts of 
$3,826,716 were made to stockholders. 
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Example I. Composite Liquidation Statement. Preferred and 
Secured Creditors paid in full. 

Paymtnfs 
Dividends [Cash] 

Unsecured creditors ........... $rso,ooo 
Secured creditors . . . . . . . . . . . . . 25,000 

total di\·idends . . . . . . . . . . . . . 175,000 

Other Payments 
l'ref erred creditors .......... . 
Secured creditors [loans paid] .. 
Unsecured creditors [offsets] ... 

total other payments ...... . 

s,ooo 
75,000 
JO,OOO 

IIO,OOO 

All payments ........... $285,000 

Liabilities 
Creditors 

Secured a .... $roo,ooo 
Preferred b .. • s,ooo 
Unsecured 

depositors . • 300,000 
borrowers . . Jo,ooo 

$435,000 

• Bills Payable, Rediscounts. b Generally trust funds. 

Secured creditors realized $7 5,000 on the collateral held, and 
$25,000 in dividends, or full payment on their claim of $roo,ooo. 
Full recovery was also made by preferred creditors. Depositors' 
claims amounting to $30,000 were offset against borrowings. 
"Proved Claims" amounted therefore to only $JOO,ooo. Divi
dends to secured and unsecured creditors amounted to $r7s,ooo, 
or 58.3 per cent of Proved Claims. Secured, preferred and un
secured creditors received in dividends and "other payments" 
a total of $285,000, or 62.6 per cent of Proved Claims and 
such "Other Payments," amounting to $435,000. These per
centages correspond to those of 72.36 and 80.57 noted in con
nection with receiverships closed during 1865-1928. It should 
be noted in regard to tlze dividend percentage of 58 tlzat di·vidend 
pa_vmcnts include the amount paid secured creditors, although 
this amount is not included in proved claims, on the basis of 
~t•hich the percentage is calculated. 

Example II. Composite Liquidation Statement. Secured credi
tors not paid in full. 
Paymcllfs 

DiYidends [Ca>hl 
'llnsecured creditors ........... $150,000 
Secured creditors . . . . . . . . . . . . . so,ooo 

total dividends . . . . . . . . . . . . . 200,000 

Liabilities 
Creditors 

Secured a .... $100,000 
Preferred b .. • 5,000 
Unsecured 

depositors . . 300,000 
borrowers . . Jo,ooo 
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Other Payments 
Preferred creditors . . . . . . . . . . . 5,000 
Secured creditors [loans paid] . . 25,000 
Unsecured creditors [offsets] .. . 30,000 

total other payments . . . . . . . 6o,ooo 

All payments . . . . . . . . . . . $26o,ooo $435,000 

a Bills Payable, Rediscounts. b Generally trust funds. 

Secured creditors realized only $25,ooo on their collateral, and 
shared in the general assets up to $So,ooo, receiving therefore 
a total of $75,000. Total dividends to secured and unsecured 
creditors amounted to $2oo,ooo, or 50 per cent of " Claims 
Proved" amounting to $4oo,ooo, the secured claims of $roo,ooo 
in this case not being eliminated because secured creditors were 
not paid in full. Dividends and " other payments " amounted 
to $26o,ooo, or 6o per cent of " Claims Proved" and " Other 
Payments." 

Bearing in mind that in the published data dividends paid, 
other payments, and claims proved are not segregated as to 
secured, preferred, or unsecured, it is evident that the published 
data do not permit the calculation of the exact dividend percent
ages paid to unsecured creditors on their claims, nor the per
centages paid in the form of dividends plus offsets, although 
this would be possible from the two examples given. 

The elimination in Example I of secured claims from the 
total amount of Claims Proved [because the claims were paid 
in full], and inclusion of the amount in the case of Example II, 
are the result of certain accounting methods in the Division of 
Insolvent Banks of the Comptroller's Office, which need not be 
commented upon here. It will suffice to note that in connection 
with the methods of calculation employed the Comptroller 
specifically states : " In making the calculations of percentages 
of payments to secured and preferred creditors no consideration 
has been given to those liabilities to creditors not claimed, as 
well as secured claims which were proved and upon which 
dividends were paid but which were subsequently eliminated 
from the total of claims proved by reason of having been paid 
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in full out of the proceeds of collateral collections. The con
sideration of such unclaimed items, together with secured claims 
proved but not included in the total of Proved Claims, would 
very materially reduce the percentages of payments to creditors 
as given." 7 

It should now be clear why the percentage of 80.57 noted 
in connection with receiverships completed during 1865-1928 
[or the corresponding percentage for receiverships closed 
during any other period] does not measure the recovery to 
depositors. The percentage ·which approximately measures 
the recovery is that of 72.36 [for receiverships closed dur
ing 1865-1928], which expresses the relationship between 
dividends paid to secured and unsecured creditors and the 
aggregate of unsecured claims proved and an undetermined 
amount of secured claims proved. It is, apparently, over
stated, and not based on liabilities at time of failure. 8 

RESL'LTS OF LIQUIDATION, 1865-1934 

Before pursuing our enquiry regarding the results of liqui
dation of banks closed since 1920, it will be of interest to 
note the results for earlier years. For each year of the 
period 1865-1906 they are presented in Table 15 in the form 
of the recovery percentages to all creditors. Table 16 lists, 

7 See e. g. A111111al Report, 1930, pp, 30, 32. 
The inclusion in "other payments" and also, therefore, in the total of 

" proved liabilities ", of dividends paid secured creditors would increase 
"all payments" and "proved liabilities" of Example I respe\:tively to 
$JIO,ooo and $46o,ooo, and of Example II to $310,000 and $485,000, and 
would slightly increase the percentages of 62.6 and 6o. This method of 
calculation was employed, for accounting purposes, for receiverships 
closed between October I, 1924 and October 31, 1929. 

8 "The percentage of 8o.57," the Comptroller emphatically stated in a 
letter to the present writer, "does not, obviously, represent the net re
covery to depositors of all failed banks. This ·percentage cannot be 
applied to the total of deposits either at date of failure or at date of final 
closing in a determination of the net losses or recoveries therefrom." 
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by periods, from 1865 up to and including each year of the 
period 1906 to 1934, the dividend percentages as well as the 
total payment percentages. The percentages in Table I 6 
[which will in the further discussion be referred to as 
"periodical percentages"] cover, therefore, all receiverships 
closed during I865-1906, I865-1907, etc. 

TABLE 15 

AVERAGE PERCENTAGE OF RECOVERY TO ALL CREDITORS OF NATIONAL BANK 
RECEIVERSHIPS CLOSED DuRING 186$-1!)06, BY YEARS 

Year Number of Per cent Year Number of Percmt 
ending Closed DivUJend ending Closed Dividend 
October Receiverships and Other October Receiverships and Other 
3I,. • •. Paymmts 3I,. • • • Payments 
1865 ...... 6J.57 1887 ...... 7 77-47 
r866 ...... 2 28.70 1888 ...... 8 84.36 
1867 ...... 7 75.13 r889 ...... 2 100.0 
1868 ...... 3 8r.o 1890 ...... 9 78·37 
r869 ...... 2 9!.76 1891 22 45·77 
1870 ...... 1892 ...... 17 84.75 
1871 ...... 1893 ...... 51 75.70 
1872 ...... 6 92.42 1894 ...... 18 60.87 
1873 ...... II 78-45 1895 ...... 32 75.50 
1874 ...... 3 6o.26 1896 ...... 24 63-47 
1875 ...... 5 40.79 1897 ...... 35 95.13 
1876 ...... 9 76·49 1898 ...... 6 95·55 
1877 ...... 10 98.7J 1899 ...... II 79.53 
1878 ; ..... 13 88-49 1900 ...... 4 100.0 
1879 ...... 8 86.27 1901 ······ 5 87·44 
r88o ...... 3 94.26 1902 ...... 2 99·71 
1881 ...... 0 0 1903 ...... 7 99.26 
1882 ...... 3 66.62 1904 ...... II 99.12 
1883 ...... 2 75.0 1905 ...... 3 99·64 
1884 ...... II 80.91 1!)06 ...... 2 100.0 
1885 ...... 4 79·54 
1886 ...... 8 ¢.14 r865-19o6 •. 387 80.83 a 

Data for 1870 and 1871 are not available. 
a Aggregate liabilities [claims proved, offsets, loans paid] $172,281,026. 

Total payments [dividends, offsets, loans paid] $139,249,361. 
Constructed from data abstracted from the Annual Report of the Comp

troller of the Currency, 1907, page 28. 

It appears that the year-to-year fluctuations were consid
erable. The average for the entire period was 80.83 per 
cent. It should be noted that during the depression years 
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of the nineties, when the number of failures and closed re
cei,·erships was quite substantial, the recovery to creditors 
was very moderate. 

TABLE 16 

An:RAGE DnlDEXD PERCEXTAGE AXD PERCEXTAGE OF TOTAL PAY:\!Exrs 

TO ALL CREDITORS OF ~ATIOXAL BAXK R.f.cEITERSHIPS CLOSED 

Bnwux x90(5 AXD 1934, BY PE.'UODs srxCE x865 

From r865 Per cent From 1865 Percent 
to October Pera11t Dit•ide11d to October Perce11t Dividend 
JI, . ... Dit-idctid and Other JI, ···• Dividelld arzd Other 

PaymelltS Payntents 
1<)06 • • ..... 74-42 8o.88 1921 . ~ .... 77-25 83.79 
1907 ....... 7437 8o.83 1922 . ..... 77.21 8J.72 
19Q8 ....... 75-71 82.22 1923 ...... 77.66 84.03 
1909 ....... 75-71 82.29 1924 ...... 74-38 81.72 
1910 ....... 76.20 82.64 1925 77.84 84.24a 
19Il ....... 76.19 82.61 1926 ...... 76.91 83.55 a 
1912 ....... 76.19 82.61 1927 ...... 7474 8o.95 a 
1913 ....... 76.52 82.87 1928 ...... 72.36 80.57 a 
1914 ....... 76.46 82.81 1929 .....• /0.19 79.13 a 
1915 ....... 76.66 82.95 1930 ...... 68.33 77-99 a 
1916 ....... 76.22 83.o6 1931 ...... 66.97 7/.04 
19!7 ....... 77.07 83.63 1932 .....• 67.19 77-00 
1918 ....... 76.g8 8J.57 1933 ...... 66.76 76·79 
1919 ....... /7.03 83.64 1934 ...... 66.51 76·91 
19.20 ....... 77-14 83./1 

• In the calculation of these percentages, dividend payments to secured 
creditors from October I, 1924 to October 31, 1929 were, for accounting 
purposes, also included in "other payments." There is therefore a break 
in the series from 1925 to 1929. If in the calculation of the percentages 
for 1930-1934 a similar procedure is followed, it is found that the per
centage for 1930 would be 78.o8, for 1931 77.16, for 1932 77.21, for 1933 
76.96, ar.d for 1934 77.0. This would make the series continuous from 
1924 to 1934 See note 7, supra. 

Source: Atmua/ Reports of the Comptroller of the Currency. 

A different picture is presented by the periodical percent
ages of Table 16. They show that between 1906 and 1924 
average dividend, as well as total payments of all receiver
ships closed since 1863, and indicate that the yearly results 
of liquidation during 1906-1923 were larger than the 
average for the preceding period. After 1923, however, 
the periodical averages underwent a substantial decline. 
Evidently receiverships closed since 1923 have yielded less. 
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than 77.66 per cent in dividends, and less than 84.03 per cent 
in total payments. 9 In other words, these periodical per
centages, or rather those recorded as of later years [such as 
1928, I929, etc.], do not measure the liquidation results of 
receiverships closed after 1924. 

RESULTS OF LIQUIDATION, I924-I934 

The yearly liquidation results may be determined without 
difficulty from the statistics covering the periodical results. 
Since 1928, moreover, a summarized statement of these 
yearly results have been included in the Comptroller's re
ports. In the I928 report/0 for instance, the following state
ment appears immediately after the one for receiverships 
closed during r865-1928, which was reproduced in the be· 
ginning of this chapter: 

During the year ending October 31, 1928, 76 receiverships 
were closed, including 2 banks restored to solvency. From the 
assets the receivers collected, including offsets and collections 

, from stock assessments, a total of .............. $r8,II3,847, 

which was distributed as follows: 
Dividends Paid to Secured and Unsecured Credi-

tors on Claims Proved aggregating $r8,385,062 
Payments to Secured and Preferred Creditors, 

including Offsets allowed and Payments for the 
protection of assets n ............. , ....... . 

Payments of receivers' salaries, legal, and other 
expenses ................................ . 

Cash returned to shareholders ................ . 

The average percentage of dividends paid on claims proved 
against the 76 receiverships ... , not including the 2 banks re
stored to solvency which paid creditors roo per cent, was 42.38 

II As regards the percentages for x865-1925, see note 12. 

10 P. IS· 
11Jncluding dividends paid secured creditors. See note 7. 
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per cent. If offsets, loans paid and other disbursements were 
included in this calculation the payments to creditors would 
show an average of 6r.16 per cent. 

It appears, therefore, that while all receiverships closed 
during I865-1928 showed an average recovery to all credi
tors of 80.57 per cent, those closed during 1928 showed an 
average of only 61.16 per cent. 

The record of 677 receiverships completed during 1924-
1934 is given in Table 17. It appears that secured and un
secured creditors of these receiverships received dividends 
averaging 57.01 per cent of their proved claims. Including 
off sets, loans paid, and other disbursements, the average 
recovery was 71.25 per cent. In this calculation no consid-

TABLE 17 

An:RAGE DtYIDEl\'ll PERcr~TAGE AND PERCENTAGE OF ToTAL PAYMENTS 

TO ALL CREDITORS OF NATIONAL BANK RE:CEI\'ERSHIPS 

co~IPLETED DeRING 1922-1934. BY YEARS 

l't'ar 
t'>ldi>rg 
Oct. JI, ...• 
1924 ............... . 
1925 ............... . 
1926 ••••••••• '.' •••• 
1927 . ' ... '' ........ . 
1928 .............. .. 
1929 .............. .. 
1930 •....••.••. ' ...• 
19JI ............... . 
1932 .............. .. 
1933 •........•.• ' •.. 
1934 ••....•..•...•.• 

1924-1934 ...•.••.•.• 
19.:!6-19.28 .......... . 

Per cent 
Dividerkl 

64.04 
104.72 b 
s8.ss 
44·53 
4,2.38 
49.20 
48·39 
52.40 
68.76 
6o.18 

64.05 

57.01 
46.95 

Pt•rcmt 
Dividcrkl 
arui Other 
Payments 

77·39 
102.85 b 
6Q.6r 
65.56 
6u6 
6s.86 
66.84 
66.82 
77.24 
73.15 
78.98 
71.25 
64,52 

Nwmbcrof 
Completed. 
Receiverships • 

12 
13 
29 
42 
74 

103 
83 
91 
97 
69 
64 

677 
145 

a Of banks which failed after June 30, 1920, except 2 receiverships each 
during 1924. 1925 and 1927, 5 during 1926, and I during 1931, of banks 
which failed prior to that date. 

b These percentag~ are not correct. See note 12. 

Compiled from data abstracted from the Armual Reports of the Comp
troller of the Currency, 
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eration has been given to the fact that the data for receiver
ships closed during 1925 are in error.12 

It is interesting to note that at the time when depositors 
of banks which had failed since 1920 were held to be re
covering about 8o cents on the dollar, the liquidation results 
of these banks indicated that dividend payments to secured 
and unsecured creditors had averaged only 46.95 per cent, 
and total payments only 64.52 per cent [Table 17. The 
percentages for the period 1926-1928 cover 145 receiver
sh;ps, of which 138 are of banks which failed after June 30, 
1920, and 7 of banks which failed prior to that date] Re
ceiverships closed during 1928, all of which were of banks 
which had failed after June 30, 1921, had paid dividends of 
only 42.38 per cent. 

Table 17 further shows that recent liquidation results 
have tended to increase. It should be noted, however, that 
in the case of receiverships completed during 1932 the high 
yields of 68.76 and 77.24 per cent were the result of the 
fact that the 97 receiverships include four large banks which 
paid creditors in full. These four banks accounted for 40 
per cent of the total dividend payments of the 97 banks, and 
over 25 per cent of the total amount of other payments. 
If these four banks are excluded, it appears that the 93 re
maining receiverships averaged dividends of only 56.65 per 
cent, and total payments of 60.72 per cent.13 

l2 Writes the Comptroller: "In connection with your determination of 
an average of 104-72 per cent from actual liquidation statements of 
dividends paid, and of 102.s'! per cent of all payments, for receiverships 
closed during 1925, it appears some discrepancy must exist in the liqui
dation statements as published for that year." It was found that the 
total amount of Oaims Proved did not include the claims proved of at 
least one receivership, although the dividends paid this receivership were 
included in the total of Dividends Paid of all receiverships compieted 
during that year. [See Amwal Report, 1925, p. 251]. 

u Ibid., 1932, pp. 18, 19, 208-271. [Trusts Nos. 112, 554. 1446, ISOJ.J 
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RECOVERY IN TERMS OF LIABILITIES AT 

TIME OF FAILURE 

Throughout the foregoing discussion the analysis of the 
liquidation results has been made on the basis of claims and 
other proved liabilities as shown by the final receivers' re
ports. Commencing with the annual report for 1930, the 
segregation of dividend payments as to secured and un
secured, of " other payments " into its constituents "pay~ 
ments to secured and preferred creditors," "offsets allowed 
and settled " [to unsecured creditors], and " disbursements 
for the protection of assets," and, for the years 1930, 1931 
and 1932, of liabilities as to secured and unsecured, makes 
it possible to approximate the recovery in terms of liabilities 
at time of failure, and also to determine more closely the 
recovery to unsecured creditors in terms of proved liabilities. 

During 1930, 1931, and 1932 payments and dividends 
to secured and preferred creditors amounted respectively to 
93.49, IOI.J4, and 91.09 per cent of secured liabilities at 
time of failure.14 The corresponding percentages to all 
creditors during 1930-1934 were 75.92, 69.29, 80.15, 75·95. 
and 83.38 per cent. Dividends to unsecured creditors 
amounted to 52.89, 48.83, 66.40, 53-41, and 48.14 per cent 
of unsecured liabilities at time of failure, while dividends 
including offsets amounted to 63.27, 58.48, 76.86, 64·34. 
and 59.06 per cent. It should be borne in mind that in the 
calculation of these percentages to secured and preferred 
creditors and to all creditors, it has not been possible to in
clude in the amount of liabilities at time of failure those 
secured liabilities which were established after failure. It 
is evident that the participation of these " additional" lia-

H The excess over 100 per cent is accounted for by interest payments 
upon secured and preferred liabilities established after failure [ibid., 
19JI, p. J4]. 
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bilities in both dividend and other payments to secured and 
preferred creditors distorts the " true " percentages. In 
other· words, the percentages as given are more or less con~ 
siderably overstated. 

A further approximation to the extent of the recovery 
made by unsecured creditors may be reached by a compar~ 
ison of the recovery in terms of proved liabilities and of 
liabilities at time of failure. The percentages are listed in 
Table 18. 

TABLE 18 

PAYMENTS TO UNSECURED CREDITORS IN PER CENT OF LIABILITIES AT 

TIME OF FAILURE, AND OF PROVED LIABILITIES, BY RECEIVER

S:S:IPS CLOSED DURING YEARS ENDING OCTOBER 31, 
BY YEARS, I93Q-I934 

Description of Percentage 1930 1931 1932 1933 1934 193o-34 
I. Dividends Paid Unsecured 

Creditors on Proved Se-
cured & Unsecured Claims 41.79 49.69 66-43 s8.o6 5450 55.69 

2. Dividends & Offsets Paid 
Unsecured Creditors on 
Proved Secured and Un
secured Claims plus Off-
sets .................... 46.19 54.18 69.o6 62.47 6o.oo 6o.02 

3. Dividends Paid Unsecured 
Creditors on Unsecured 
Liabilities at time of 
failure .................. 52.89 48.83 66.40 53.41 a 48.14 a 55.57 

4. Dividends & Offsets Paid 
Unsecured Creditors on 
Unsecured Liabilities at 
time of failure ...•..... 63.27 s8.48 76.86 64-34 a 59.o6 a 66.04 

5. Dividends Paid Secured & 
Unsecured Creditors on 
Proved Secured and Un-
secured Claims ......... 48.39 52.40 68.76 6o.r8 6405 6o.o8 
a These percentages are in terms of deposits at time of failure. 

Constructed from data abstracted from the Annual Reports of the 
Comptroller of the Currency. 

Inasmuch as claims proved cannot be segregated as to 
secured and unsecured, it is not possible to determine with 
exactness the average recovery during 193o-1934 to deposi· 
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tors alone. Dividend payments to unsecured creditors aver
aged 55.69 per cent of proved secured and unsecured claims, 
while, including offsets, the return averaged 60.02 per cent. 
In terms of liabilities at time of failure dividends averaged 
55·57 per cent, and dividends plus offsets 66.04 per cent. 
In determining the average recovery to unsecured creditors 
of banks which have failed since 1920, it should be remem
bered that receiverships closed prior to 1929 have yielded 
considerably less than those closed afterwards, while, as ex
plained, the average for the period 1930-1934 has been 
highly influenced by the inclusion of four receiverships o£ 
bank; which were taken over, and paid creditors in full. A 
conservative estimate would be, therefore, that depositors of 
national banks which failed during the recent epidemic have 
recovered about so per cent on their unsecured claims, while 
including offsets the yield has probably averaged about 55 per 
cent. This estimate closely corresponds to one made by the 
Federal Reserve Committee previously referred to in its 
study of Bank Suspensions, in which it was shown that 267 
national bank receiverships completed during I 92 I- I 930 
paid unsecured creditors $34,034,000, or 49·7 per cent 
of unsecured claims amounting to $68,489,000. Including 
offsets, depositors recovered 55·7 per cent. Receiverships 
closed during 1930-1934 have probably raised these percent
ages somewhat, but on the whole an estimate of a dividend 
percentage of 55 per cent of liabilities at time of failure, 
and of dividends plus offsets of 6o per cent, is undoubtedly 
fairly accurate. 

RECOVERY BY DEPOSITORS OF REOPENED BANKS 

Among the 635 national bank receiverships closed between 
October 1923 and October 1933 [all of banks which had 
failed after June 30, 1920] 48 were of banks which had been 
restored to solvency. The available data do not permit mak-
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ing an estimate of the average recovery to creditors of these 
635 receiverships. However, according to the Division of 
Research and Statistics of the Federal Reserve Board, the 
average recovery to unsecured depositors of 1,197 suspended 
national and state banks which had been permitted to resume 
operations was 89 per cent. Following is a classification of 
these banks. 

TABLE 19 

REOPENED BANKS AND BANKS TAKEN OvER, CLASSIFIED ACCO!IDING TO 

PERCENTAGE OF CLAIMS REALIZED BY UNSECURED 

DEPOSITORS, 1!)21-1930 

Per cent of National State All 
claims realized Banks Banks Banks 
(}-19 ••.••••••••• 6 6 
2(}-39 .•.•••••.•• I 30 3I 
4(}-59 ........... 7 87 94 
~79 ........... I7 97 II4 
8(}-99 •••.•...... 9 39 48 
IOO ••••••••••••• ll9 785 904 

Total ....... I 53 1,044 1,197 

LOSSES TO DEPOSITORS 

The liquidation situation is wrought with so many un
certainties, and so little is known regarding the effect upon 
depositors of the reorganization, absorption and liquidation 
during the past two years of those banks which had remained 
unlicensed at the termination of the holiday, and of the 
licensed banks suspended subsequently, that it is very diffi
cult ·to make an accurate estimate. According to a recent 
announcement by the Chairman of the Reconstruction 
Finance Corporation, " the ultimate loss to the public of 
banks closed during 1931 and 1932 and of those unlicensed 
on March 16, 1933, may be held to $2,ooo,ooo,ooo on de
posits of $6,su,s6o,ooo." 15 This estimate was based on 

u November 5, 1934. Deposits of banks suspended January I, to March 
IS, 1933, and of licensed banks suspended March 16 to December 30, 1933, 
totalling $370,273,000, are not included in this total. 
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figures gathered by the Federal ReserYe. If we add to this 
figure losses amounting to $r ,I S-1-·9S8,s6o for banks closed 
during I92I-I930 [estimated on the basis of the known 
liquidation results of national banks closed since I921, and 
of national and state banks reopened during 1921-I931], 
then total losses of failure during 1921-1933 will amount to 
OYer $3. r so.ooo.ooo. This amount is more than twice as 
large as that emphatically held by the writer quoted earlier 
in this chapter " ... American depositors are not likely to 
lose," and more than twenty times as large as the amount 
of $r so.ooo,ooo which this writer held to be "the final net 
loss to our depositors on account of bank failure." Actually, 
the known liquidation results would indicate that losses of 
banks closed during I92 1-1929 will finally amount to about 
$6oo.ooo,ooo, and to as much as $2,0IO,IS9·7SO for all 
banks closed between January I, I 92 I and l\Iarch I, I 933· 
This latter amount represents 41.5 per cent of deposits at 
time of failure, amounting to $s.o8-J..03 I ,ooo, and consists 
of losses to national bank depositors of $526.7J8,170, and to 
dqlositors of banks other than national of $r ,-J.SJ ... p I .sSo. 

RECOVERY BY SIZE OF BANKS 

A comparison by size of bank of the diYidend percentages 
paid seemed and unsecured creditors on their proYed claims 
by 587 receiverships, completed during I 92 I -I 933. of national 
hanks which failed after June 30, 1920, discloses that of the 
-P9 hanks with $50.000 capital or less, 220 banks paid less 
than so per cent, while 199 paid so per cent or more. On 
the other haud, only 58 of the 168 hanks with more than 
$50.000 capital paid less than so per cent, while I 10 paid 
so per cent or more. Including banks restored to solwncy, 
the numbers for the group of smaller banks were respec~ 
tiYely 22o and 2 I j. and for the group of larger banks sS 
and I 23. These figures go far toward praYing that the 
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TABLE 20 

DISTRIBUTION OF PERCENTAGES OF DIVIDENDS PAID SECURED AND UNSECUI!liD CREDITORS 
ON THEIR SECURED AND UNSECUI!liD PROVED CLAIMS BY 635 CLOSED REcElvmt-

SHIPS DURING 1923-1933 OF NATIONAL BANKS CLOSED AFTER }UNE 30, 1921 

Number of Banks with Capital Stock of 
Dividend $50,001-
Percentage 

$25,001 
$25,000 to $49,999 $5o,ooo- $99.999 $roo,ooo 

$ror,ooo- $200,000 
$zoo,ooo over Total 

>-9·9 ....••.•... 
[()-19-9 ......... 
2()-29·9 ......... 
3()-39-9 ......... 
4()-49·9 ......... 
5()-59·9 ......... 
6o-69-9 ......... 
7o-79·9 ......... 
So-89.9 ......... 
9()-99-9 ......... 
roo and over a .. 

total ........ 

less than So .... 
So or more a .•.. 
so or more b .... 

21 3 15 I 2 

29 7 14 3 4 
r8 4 II 7 6 
28 6 17 ~ 3 
23 5 19 6 
30 4 19 7 9 
21 4 IS 8 6 
IO 6 IS 6 10 
IO 12 3 6 
12 2 3 2 
26 10 23 12 23 

228 55 162 61 77 

II9 25 76 22 21 
109 30 86 39 s6 
99 27 73 35 49 

a Including banks restored to solvency. 

b Excluding banks restored to solvency. 

44 
2 59 
3 49 
4 63 
3 63 
3 73 
4 s8 
4 52 
5 38 
2 26 
5 II Ill 

36 r6 635 

13 2 278 
23 14 357 
19 7 309 

Compiled from data abstracted from the A11nual Reports of the Comptrolle 
of the Currency. 

liquidation results of the smaller banks have been less favor
able than those of the larger banks. A similar conclusion, 
namely that depositors of banks with loans and investments 
of $r,ooo,ooo or more had realized a higher percentage of 
claims than those in smaller banks was arrived at by the 
Federal Reserve Committee in its study previously referred 
to. The investigations made by this Committee also dis
closed that banks in larger towns have paid a larger percent
age than those in the smaller communities. 

This chapter has reviewed the liquidation results of failed 
national banks, the receiverships of which were completed 
during r865-1934. Emphasis has been laid on the liquida-
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tion results of banks failed during the recent epidemic, and 
on the recovery made by unsecured creditors or depositors.16 

The conclusions arrived at may be summarized as follows: 

I. Liquidation results of banks closed after 1923 have 
been considerably less favorable than of those closed before 
that year, and there have been wide fluctuations from year 
to year. 

2. Xational banks failed since 1921 have paid depositors 
an average of from so to 55 cents on their proved claims. 
Including offsets, the average has been from 55 to 6o cents. 
As might have been expected, secured and preferred credi~ 
tors have made substantial recoveries, so that the average 
return to all creditors was about 70 cents. It is pertinent 
to note that this percentage does not measure the recovery 
to depositors. 

3· Depositors of banks reopened during 1921-1930 have 
recovered about 89 per cent of their claims. 

4· The liquidation results of the smaller banks have been 
less favorable than those of the larger banks. 

5· Losses to depositors of national banks which failed be~ 
tween January I, I92I and :March I, 1933 will probably 
amount to over $soo,ooo,ooo and of banks other than 
national to about $1,joo,ooo,ooo. Total losses of the odd 
16,ooo banks which suspended operations during 1921-1933 
will probably amount to more than $3,ooo,ooo,ooo. 

16 The costs of liquidation [receivers' salaries, legal and other expense] 
of 1,219 receiverships completed during x865-1934 was 3.86 per cent of 
the book value of the assets and stock assessments administered, or 7-39 
per cent of collections from assets and stock assessments. In other words, 
about 93 cents out of every dollar collected by receivers went to creditors. 
Amwal Report of the Comptroller of the C11rrency, 1934, p. 37. 
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TABLE 20 

DISTRIBUTION OF PERCENTAGES OF DIVIDENDS PAID SECURED AND UNSECUREo CREDITORS 
ON THEIR SECURED AND UNSECURED PROVED CLAIMS BY 635 CLOSED RECEIVER-

SHIPS DURING I923-I933 OF NATIONAL BANKS CLOSED AFTER ]UNE 30, 1921 

Dividend 
Percentage 

D-9·9 •••.•.••••• 
ID-I9.9 ....... · · 
2o-29.9 ......... 
3D-39·9 ......... 
4D-49·9 ......... 
so-59.9 .. · · · · · · · 
6o-6g.g ......... 
7D-79.9 ......... 
8o-8g.g ......•.. 
9D-99·9 .•....... 
roo and over a .. 

total ........ 

less than So .... 
so or more• .... 
so or more b •••• 

Number of Banks with Capital Stock of 
$25,001 $50,001-

$25,000 to $49,999 $so,ooo- $99,999 $1oo,ooo 
2! 3 IS I 2 
29 7 I4 3 4 
I8 4 I! 7 6 
28 6 I7 5 3 
23 5 I9 6 6 
30 4 I9 7 ~ 21 4 IS 8 
lO 6 IS 6 IO 
IO !2 3 6 
12 2 3 z 
26 IO 23 12 23 

2:28 55 r62 6r 77 
II9 25 76 22 21 
I09 30 86 39 s6 
99 27 73 35 49 

a Including banks restored to solvency. 

b Excluding banks restored to solvency. 

$101,000- $200,000 
$200,000 over 

I 
2 
3 
4 
3 
3 
4 
4 
5 
2 

5 II 

36 16 

I3 2 
23 14 
19 7 

Total 

44 
59 
49 
63 
63 
73 
s8 
52 
38 
26 

III 

635 
278 
357 
309 

Compiled from data abstracted from the Annual Reports of the Comptroller 
of the Currency. 

liquidation results of the smaller banks have been less favor
able than those of the larger banks. A similar conclusion, 
namely that depositors of banks with loans and investments 
of $I,ooo,ooo or more had realized a higher percentage of 
claims than those in smaller banks was arrived at by the 
Federal Reserve Committee in its study previously referred 
to. The investigations made by this Committee also dis
closed that banks in larger towns have paid a larger percent
age than those in the smaller communities. 

This chapter has reviewed the liquidation results of failed 
national banks, the receiverships of which were completed 
during r865-1934· Emphasis has been laid on the liquida-
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tion results of banks failed during the recent epidemic, and 
on the recovery made by unsecured creditors or depositors.16 

The conclusions arrived at may be summarized as follows: 

I. Liquidation results of banks closed after 1923 have 
been considerably less favorable than of those closed before 
that year, and there have been wide fluctuations from year 
to year. 

2. National banks failed since 1921 have paid depositors 
an average of from so to 55 cents on their proved claims. 
Including offsets, the average has been from 55 to 6o cents. 
As might have been expected, secured and preferred credi
tors have made substantial recoveries, so that the average 
return to all creditors was about 70 cents. It is pertinent 
to note that this percentage does not measure the recovery 
to depositors. 

3· Depositors of banks reopened during 1921-1930 have 
recovered about 89 per cent of their claims. 

4· The liquidation results of the smaller banks have been 
less favorable than those of the larger banks. 

5· Losses to depositors of national banks which failed be
tween January I, 1921 and March I, 1933 will probably 
amount to over $soo,ooo,ooo and of banks other than 
national to about $1,soo,ooo,ooo. Total losses of the odd 
r6,ooo banks which suspended operations during 1921-1933 
will probably amount to more than $J,OOO,ooo,ooo. 

1 6 The costs of liquidation [receivers' salaries, legal and other expense] 
of 1,219 receiverships completed during r865-1934 was 3.86 per cent of 
the book value of the assets and stock assessments administered, or 7.39 
per cent of collections from assets and stock assessments. In other words, 
about 93 cents out of every dollar collected by receivers went to creditors. 
A111tual Report of the ComPtroller of the Currency, 1934, p. 37. 



CHAPTER V 

LIQUIDATION OF STATE BANKS 

IN contrast with the large volume of regularly published 
data regarding bank failure and liquidation in the Camp~ 
troller's reports, the State banking reports present a regret
table situation. From the standpoint of availability, it 
should be noted that in a number of states, e. g. Pennsyl
vania and Oklahoma, no reports whatsoever have been pub
lished for a considerable number of years/ nor have the 
banking authorities been found to be inclined to furnish 
information. Among those states which publish reports, it 
appears that the reports of several of them are devoid of any 
information regarding failure of banks and their liquidation 
status, while the reports of many others deal with the sub
ject in such a perfunctory manner as to make the data im
practicable for analysis or interpretation. A few reports 
contain individual statements for those banks which are in 
process of liquidation, but do not publish final statements. 
In a subsequent report we find the statement eliminated, 
without any indication as to whether there were further de~ 
velopments since the last statement and without giving the 
dollar amounts claimed and recovered, or the percentage of 
recovery for banks individually, or collectively. Where the 
final results of liquidation are given in the form of a percent~ 

l. Publication by the State of Oklahoma of its banking reports ceased 
after the issue of the biennial report for 1919/1920. The Department of 
Banking of the State of Pennsylvania has published no annual reports 
since 1917, ro appropriation for the printing and distribution in book 
form of the annual reports of the Secretary of Banking having been made 
since that year. 

8o 
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age, several reports fail to indicate whether it applies to all 
creditors as one group, or to ordinary depositors only. 

It is evident that under the circumstances it is impossible, 
even in regard to those states the reports of which contain 
a more or less substantial amount of liquidation data regard
ing the results of liquidation, to make an estimate of 
the average recovery to depositors or creditors in general. 
The only method feasible is to deal with each state separ
ately, and to indicate the average percentage of recovery, 
or, where possible, to enumerate the percentages for the 
individual institutions. In the case of those states which 
operated a Guaranty Fund for the protection of depositors, 
the extent of the losses incurred may be readily ascertained 
from the status of the Fund. Among the states covered by 
the discussion in the following pages, the cases of South 
Dakota and Mississippi will, in this connection, be found 
interesting. 

ALABAMA 

The receiverships of twelve banks failed since January I, 

1920, had been closed by May II, 1932. The capital of 
each bank and the percentages of recovery in the case 
of depositors were as follows: $1o,ooo: 100, 100, 8o, 9·7; 
$u,wo: 69.4; $15,ooo: 57.5, 40, 35·9 and 33; $25,ooo: 
6o and none; $wo,ooo: 24.2 

CALIFORNIA 

Prior to the departmentalization of the banking system 
in 1910 there had been 9 failures, but 3 banks had re
opened. The dividend percentages to depositors of the 6 
liquidated institutions were: 100, 62.2 5, 46.33, 36.9, 28 
and 2. These were highly unfavorable results. 

2 Annual Reports of the Superi•~tendent of Banks, State of Alabama, 
l9IS-I930, and letters from the Superintendent. 
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Of the 16 banks which suspended operations between 
1910 and June 30, 1931, 6 were reopened, one was sold 
with full assumption of the deposit liability by purchaser, 
and one under a so per cent waiver of outstandil1g liabilities. 
Of the remaining 8 banks, three were departmentalized in~ 
stitutions, paying commercial and savings depositors in full, 
except in one case, where the former class of creditors re~ 
ceived 93·5 cents on the dollar. Five commercial banks paid 
depositors respectively mo, 100, 89.66, 77.60 and 52.50 
per cent.3 

GEORGIA 

Although the letters of transmittal from the Superin~ 

tendent of Banks to the State Governor accompanying the 
annual reports of the Banking Department state that the 
reports submitted include information regarding "dividends 
paid to creditors of failed banks", no such information is 
found in the published reports. Requests to the Superin~ 
tendent for information elicited the response: " I am un
able to give you definite information as to the percentage 
of dividends realized by depositors in closed banks. . . . 
This percentage will approximate between forty and forty
five per cent." 

IDAHO 

The annual reports of the " State Bureau of Banking " 
contain, for each liquidated bank, information regarding 
deposit liabilities at time of failure, payments to common 
and to preferred creditors, and the dividend percentages paid 
to common creditors. The deposit liabilities at time of 
failure of 33 banks the receiverships of which were closed 
during 1920-1932 amounted to $5,893.394·95, against which 

8 aand Annual Report by the Superintendent of Banks, State of Cali
fornia (June 30th, 1931). 
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common claims were proved amounting to $4,766,IOI.07, 
and dividends were paid of $2,I5I.404.IO, representing 4S·I 
per cent of common claims. Assuming that payments of 
$464,049.74 on preferred claims represents payment in full, 
the average recovery to common and preferred creditors was 
so cents on the dollar of proved claims. 

The common dividend percentages were distributed among 
the 33 banks as follows: o-19 per cent-7 banks; 20-39 per 
cent--9 banks; 40-59 per cent-7 banks; 60-79 per cent
S banks; 80-99 per cent-S banks. Nineteen banks paid 
less than 46 cents on the dollar. Excluding one bank which 
paid depositors nothing, the percentages for the individual 
banks were as follows: 9S·5· 90.3, 84, 82.5, So, 7LS, [2 
banks], 6s, 62, 6o, 57·9· 56.r, ss, 54·6, 46, 4S, 43. 36.2, 
3S.6, 3S·3· 35, 33, 32.S, 27·5, 27.2, 21.3, 18-4, 14·7· 12, 5·9· 
5·3· 2.6.' 

IOWA 

Of the 293 state banks which suspended operations be
tween March 20, 1923 and July 15, 1929, 42 banks reorgan
ized and 8 reopened, leaving 243 banks to be liquidated. 
Of the 93 banks the receiverships of which had been com
pleted by the latter date, twelve paid depositors in full. The 
deposits at time of suspension of the 93 banks amounted to 
$16,847,264, while dividends amounted to $7,836,576 or 
52.9 per cent of proved claims of $14,829,5S7· Excluding 
the twelve banks which paid depositors in full the percent
age was 49. 5 

An analysis, by size of bank, of the average recovery to 
common creditors [depositors] shows that 13 banks with 

• Report for the year 1932, Bureau of Banking, State of Idaho, pp. 21-23. 

~These and succeeding data are compiled from an article entitled 
"Results of Liquidation of Failed Iowa State Banks" in the Des Moines 
Sunday Register of November 3, 1929. 
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$ro,ooo capital paid an average dividend of 34·3 per cent, 
9 banks with $rs,ooo paid 48.5 per cent, 6 banks with 
$2o,ooo paid 54.2 per cent, 31 banks with $25,000 paid 53.0 
per cent, 7 banks with $30,000 paid 50.6 per cent, and 14 
banks with $so,ooo paid 68 per cent. Excluding the 12 
banks which paid depositors in full, there were 44 banks 
which refunded depositors less than fifty cents on the dollar, 
and 37 which refm1ded fifty cents or more. 

LOUISIANA 

No estimate can be made of the average dividend paid to 
unsecured creditors of seventeen banks the receiverships of 
which were closed up to the year 1932. The receivers 
of four banks supplied the writer with information regarding 
the amounts of proved claims by the various classes of credi~ 
tors, and the amounts paid through liquidation. It appeared 
that unsecured creditors recovered an average of 54.8 cents 

.on· the dollar. Including secured claims [which were paid 
in full] the average recovery to secured and unsecured 

·creditors amounted· to 59.6 cents, the individual institutions 
paying respectively 78, 54, 48 and 4 per cent. 

The dividend percentages paid to unsecured creditors by 
the 17 banks were respectively roo, 77, 73, 70 [2 banks], 
67, 65, 55, 54, 50 [2 banks], 40, 35, 29, 16, IS, 4· 

MISSISSIPPI 

In 1914 the Mississippi legislature passed the Guaranty 
Bank Act, to take effect May IS, 1915. The law permitted 
the department to make from one to five assessments of 
I/20 per cent of deposits. yearly. Unfortunately, during 
the first three or four years only one assessment was made, 
so that there was no reserve when failures commenced to 
occur in 1920. Although subsequently the full number of 
assessments was made, the amount of deposits involved in 
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failure continued to outsrip the assessments, so that when the 
law was repealed on March II, 1930, the deficit amounted 
to about five million dollars. Feeling more or less obli
gated by reason of the fact that it had forced the law upon 
the banks, the legislature, after repealing the law, passed a 
measure authorizing the banking department to issue bonds
these bonds to have the faith and credit of the State behind 
them-and with the proceeds to pay depositors of banks 
that had failed prior to appeal, i. e. to retire the certificates 
issued to depositors in lieu of cash payment. However, by 
the middle of 1932 it had not yet been possible to sell these 
bonds at a price satisfactory to the banking department.6 

Under the Guaranty Law, depositors of failed banks were 
paid out of the Guaranty Fund, the Fund being replenished 
by the proceeds from assessments and from the liquidation of 
the banks' assets. \Vhen the Fund commenced to develop a 
deficit, depositors were unable to collect from it the differ
ence between their claims and the amount realized from 
the sale of the banks' assets. Of the 63 banks which 
failed during the period that the Guaranty Law was in force, 
44 banks had no more realizable assets. The depositors of 
30 of these 44 banks were paid practically in full, 52.4 per 
cent of their claims being paid from the sale of the banks' 
assets, and 44.1 per cent by the Fund. The assets of 14 
banks, the depositors of which received no cash payment 
from the Fund, refunded to them 42 cents on the dollar, 
while they became the holders of certificates for 54·7 per 
cent of their claims. There was a contingent claim of 3·3 
per cent. The average yield from the sale of assets of the 
44 banks equalled 48.8 per cent of deposit liabilities. 

Nineteen banks still had realizable assets at the end of 
r 93 r, these assets representing 6.3 per cent of deposit lia
bilities at time of failure. Assets realized yielded deposi~ 

6 Letters from the Superintendent of Banks. 
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tors 52.4 per cent of their claims, payments from the Fund 
amounting to 2.3 per cent, and outstanding certificates to 
44.8 per cent. There was a contingent claim of one-half of 
1 per cent. All in all, it therefore appears that the de
positors of 33 banks are the owners of outstanding certifi
cates representing from 54·7 to 44·9 per cent of their claims, 
while from 42 to 52-4 per cent of these claims were paid 
from the proceeds of the sale of the banks' assets. Assets 
of the 44 banks which had been fully liquidated paid de
positors the following percentages of deposits at time of 
failure: roo [4 banks], 97, 93, 92, 82, 83, 75 [2 banks], 
73, 70 [3 banks], 67, 66 [2 banks], 59, 58 [2 banks], 55, 
54, so, 49 [2 banks], 46, 44, 43, 37, 31, 30, 29 [2 banks], 
27, 25, 24, IS, 14, 13, 12, II, g, I.1 

After repealing the Guaranty Law, the Mississippi legis
lature passed the so-called " Depositors' Protective Law ", 

. which provided for the creation of a fund for the benefit 
of depositors by assessing the surplus of active banks at the 
rate of 3 per cent annually. The money thus collected was 
to be used to pay depositors of banks which had failed sub
sequent to the date of repeal of the Guaranty Law, after 
the assets of these banks had been sold. The Fund operates 
on an annual basis, i. e. the yearly assessments may be used 
to pay only the depositors of banks which failed during the 
year. During 1931 about $150,ooo was collected, but this 
amount represented only a small percentage of the claims 
of depositors of failed banks. From the assets of 58 banks 
which failed between March II, 1930 and December 31, 
I9JI, depositors had collected by the latter date about 22 
per cent on deposits at time of failure. Available realizable 
assets represented 36 per cent of deposits, but it is doubtful 
whether the total yields to depositors from the sale of their 
!l' I I I i i 
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banks' assets will amount to more than so cents on the 
dollar. 

MISSOURI 

Preferred and secured creditors of state banks have a first 
claim on the banks' assets, the State Circuit determining 
which claims shall be classed as general and which as pre
ferred. General creditors cannot be paid anything until 
after preferred claims have been paid in full. This partly 
accounts for the fact that the depositors of 5 banks out of a 
total of 47 banks (the receiverships of which were closed 
during 1929 and 1930) lost the full amount of their claims 
as approved by the Commissioner of Finance, while in 44 
cases preferred creditors were paid in full, and in the re
maining three cases received respectively, So, 72 and 39.83 
per cent on their claims. 8 

Including the five banks which paid no dividend to [ ordi
nary] depositors, there were 26 banks which paid less than 
so cents on the dollar, while 17 paid between so and 99 
cents, and four paid depositors the full amount of their 
proved claims. A classification of the dividend percentages 
paid by these 47 receiverships by size of bank shows the 
following distribution: Banks with capital stock of $ro,ooo: 
1oo, 8r, 74, 6s [2 banks], 44, 40, 34, 28, zr, r6, o [2 
banks]; $ro,oor-24,999: roo, 84, 6o, ss, 52, 45, 25, r6, 
rz; $zs,ooo: 6o, zo, 8, o; $zs,ooi-49,999: 100,33, 30, 22; 

$so,ooo: 100, 92, 86, 66 [2 banks], 62, 49, 10, 8, o [2 
banks]; $5o,oor- 99,999: 40, 29, .0241; $10o,ooo: 59; 
$r so,ooo: 52, and $zoo,ooo: g8. 9 

1 Biennial Report for 1930 and 1931 of the Banking Department, State 
of Mississippi, Exhibit F, pp. 20, 21. 

s Ibid., Exhibit G, pp. 22, 23. 

9 Eighteenth Biem1ial Report for 1929 and 1930, Commissioner of 
Fimmce, State of Missouri, pp. 26, 27. 
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OHIO 

The reports of the State Banking Department, while con
taining considerable data regarding the status and progress 
of liquidation of failed banks, are decidedly lacking in their 
information regarding the final results of liquidation. It 
will not be possible therefore to indicate more than the 
several percentages of " total dividends " paid. By Sep
tember 1933 such information was available for eight banks. 
Two of them had paid dividends of 100 per cent, the re
maining six having paid respectively 91.33, 82.125, 80.33, 
77.5, 50.5, and 12 per cent. This is undoubtedly a highly 
favorable record. It is not possible from the available data 
to indicate the average recovery to depositors of these 8 
banks.10 

I OREGON 

The receiverships of 17 banks failed since January I, 

1921 had been finally closed by December 31, 1932. Com
mercial and savings depositors recovered 61.9 per cent of 
their proved claims. Including preferred claims and bills 
payable which were paid in full, the average return was 69.3 
per cent. 

Available data do not permit a segregation of the pay
ments to savings and to commercial depositors of ten depart
mentalized banks, and it is therefore not possible to determine 
the average percentage of recovery for these two groups of 
depositors separately. Savings depositors of four banks 
were paid in full, while those of the remaining six institu
tions received respectively 99, 94, 89, 87, 84 and 81 per 
cent on their claims. The dividend percentages paid to com
mercial depositors were, respectively: 100, 88, 86, 85, 79·5• 
76, 65, 57·5, 55.8, 55.7, 5I.I, 47.5, 45·7• 41.5, 38.4, 38 and 
16.2 per cent.11 

:to 23rd Annual Report (1930) Division of Banks, State of Ohio, p. 34· 
:1.1 Banking Department, State of Oregon, Annual Reports. 
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SOUTH DAKOTA 

From the standpoint of the position of creditors of in
solvent South Dakota state banks, receiverships may be 
classified in three distinct groups. This grouping does not 
include the receiverships of five banks which failed before 
the enactment of the Guaranty Law on March IS, I9IS. 
These five banks had been fully liquidated by June 30, 1932, 
creditors [preferred, secured and unsecured] having recov
ered an average of 73 per cent on total liabilities at time of 
failure. The percentages for the individual banks were re
spectively roo, g6.s, 86.8, 76.3 and s7.6.12 

Subsequent to the enactment of the Guaranty Law, de
positors of closed banks became creditors of the Guaranty 
Fund. After the depositors of 16 banks had been paid in 
full, the Fund was depleted, the proceeds of liquidation of 
these banks being insufficient to reimburse it. In five of 
these banks whose liquidation had been completed by June 
30, 1930, the Fund collected about so per cent of its claim. 
Including offsets and certain other payments, depositors re
ceived about 54 per cent on their proved claims from the sale 
of the banks' assets. The individual percentages were roo, 
71, 50, 47, 4· 

Depositors of banks which closed after the Fund had 
become exhausted received certificates of indebtedness in lieu 
of cash payment. These certificates were a liability of the 
Fund, but did not constitute payment. Technically, their 
owners have a claim on the Fund, but depositors are entirely 
dependent upon the proceeds of liquidation of the banks' 
assets, since the amendment to the Guaranty Law in 1927 
cut off all revenue for the Fund. In fact, the amendment 
repealed the Law. The outstanding certificates in the hands 

12 These and succeeding data are from the 19th and 2oth Bien1tial 
Reports [covering the period July I, 1928 to June 30, 1932] of the 
Superitrlendcnt of Ba11ks, State of So11th Dakota. 
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of depositors of banks the liquidation of which has been 
completed ( i. e. certificates issued for the total amount of 
depositors' claims less those retired by payment from the 
banks' assets), are therefore worthless.13 The amount of 
cash in the Fund as of June 30, 1932, would have been suffi~ 
cient to retire only three quarters of I per cent of the amount 
of the outstanding certificates. 

Thirteen banks the liquidation of which had been com
pleted by June 30, 1930, fall in this classification. The 
liquidation of assets yielded depositors 47 per cent of their 
deposits at time of failure. The yields by the individual 
banks were respectively 82, 67, 62, 62, s8, 54, so, 49, 40, 38, 
22, 20 and 12 per cent. The liquidation of an additional 17 
banks which had failed before the repeal of the Act, had 
been fully completed by June 30, 1932. On claims total
ling $2,028,099, depositors received only $318,643, or less 
than 16 cents on the dollar. The individual percentages of 

. 'recovery for these 17 banks were respectively 89, 62, 6o, s8, 
55, 53, 46, 45, 28, r6, II, 10 [3 banks], 4, two banks paying 
no dividends. 

The depositors of banks closed after the legislature had 
passed the amendment cutting off the revenue for the Fund 
[July I, 1927] do not benefit in any way from the pro
visions of the Guaranty Act. From a practical point of view 
they are in the same position as the depositors of prior failed 
banks who received certificates after the Fund had become 
exhausted, since both groups are dependent upon the proceeds 
of the sale of the banks' assets for the payment of their 
claims. None of these post-repeal banks had· been liqui
dated by June 30, 1932. 

'18 Letters from the Superintendent. See also the Supreme Court 
Decision, relating to the State Bank Guaranty Fund Law and Disposition 
of Monies on Hand in the Guaranty Fund [Opinion filed January 30, 1931, 
by Judge Campbell]. 
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It appears therefore that, with the aid of the Fund, deposi
tors of I6 banks were paid in full, but the assets of 5 of 
these banks yielded only 54 per cent on the amount of proved 
claims, including offsets. As shown by the final liquidation 
statement of 30 banks which received no aid from the Guar
anty Fund, the average recovery to depositors, including off
sets, was only 28 cents on the dollar of their claims. 

VIRGINIA 

Insolvent banks are not administered by the Bureau of 
Insurance and Banking, but by receivers appointed by the 
Court. The annual reports of this Bureau show the status 
of those banks which are still in the hands of receivers, but 
they contain no listing showing the final results of liquida
tion, the Bureau's procedure being to eliminate the institu
tion's name from the list of pending receiverships after 
receipt of advice from the receiver that no further payments 
will be made. For the purpose of ascertaining the final 
results of liquidation, a comparison between reports is there
fore useless, since it cannot be ascertained from them 
whether or not additional dividends were paid subsequent to 
the date of the last report showing the bank's liquidation 
status. It was therefore necessary for the writer to ap
proach the receivers of the failed banks directly. 

It appeared that the liquidation of closed Virginia state 
banks was a slow process. Seven banks had been completely 
liquidated by January I, I933· Six banks had paid deposi
tors a total of n:spectively 82, 8I, 55, 50, 45 and 40 per cent 
on their proved claims, no dividends having been paid to the 
depositors of one bank. Information received during the 
middle of I932 regarding the status of ten non-completed 
receiverships was to the effect that depositors could expect 
little if anything in addition to what had already been re
ceived, namely, dividends of 83, 75, 73, 6o, 55, 40, 37, 30, 
29, 25 per cent of their claims, respectively. 
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percentages of dividends and of dividends and offsets paid 
to common creditors by 988 state banks in 35 states, the 
receiverships of which were completed during 1921-1930. 

In the case of several states the percentages are highly 
misleading on account of the small number of banks in
cluded-absolutely, or relative to number of banks that have 
failed. For this reason, and others which are self-explana
tory, it is evident, therefore, that the average for the states 
included in the table is considerably overestimated. 

TABLE 21 

RESULTS OF LIQUIDATION OF 988 STATE BANKS, BY STATES, 192I-I9JO 

Per cent Per cent 
State Number Per ce11t Dividend State Number Per cent Dh•idend 

of Dividend and of Dividend a•td 
Ba~rks Offsets Banks Offsets 

Connecticut . 100.0 roo Oklahoma ... 46 4J.O 47·4 
Pennsylvania 2 88.6 89.7 Minnesota ... 49 4$.0 48.2 
~ f 1ry!and ... 2 100.0 100 N. Dakota .. 35 27.8 27.8 
~!ichigan ... 2 59·3 /2.2 S. Dakota ... 23 61.4 6J.9 
Wisconsin ... 20 6J.9 6s.6 Iowa ....... 176 50.7 53.6 
Illinois ...... 2 62.$ 6z.s Nebraska a .. IS 100.0 100.0 
Indiana ..... 6 88.2 83.2 Missouri .... 104 48.9 $2.6 
Virginia ..... 3 54·7 57-4 Kansas ..... 122 68.2 68.7 
Tennessee ... 10 82.7 83.2 Montana .... 22 3$.1 51.9 
N. Carolina • roo 100 Idaho b ••••• 28 47-5 49-4 
S. Carolina .. 12 6J.7 66.! Wyoming ... 9 52-4 53-7 
Georgia ..... III 37-7 44·3 Colorado .... 62 66.r 68.r 
Florida ..... 4 J7.8 J8.6 New ~fexico 4 66.6 69-9 
Alabama .... 9 53.8 59-4 Arizona ..... 3 91.0 91.0 
1Iississippi .• 2 100 roo Washington 32 72.9 79-4 
Louisiana ... r6 40.7 41.1 Oregon b .... 14 64.4 6$.6 
Texas 23 84.3 84.8 California ... 4 96-4 96-s 
Arkansas .... 14 J2.0 J6.4 35 States .. g83 s8.3 62.0 

a Out of the Guaranty Fund. 
b In Idaho and Oregon depositors are preferred creditors. 

Fragmentary as is the foregoing analysis, it is apparent 
that the liquidation of failed state banks, like that of national 
banks,· has inflicted considerable losses upon depositors. An 
evalution of the personal hardships thus caused, of their 
disruptive influence upon the confidence of depositors in 
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general, and upon the course of business as a whole, cannot 
be undertaken here, but, by noting the extent of losses or 
recovery in the case of individual banks, it may be concluded 
that widespread suffering has followed in the wake of fail
ure. If it is required, for purposes of generalization, to 
have recourse to an "average", it would seem that the evi
dence indicates that state bank depositors have recovered 
about 50 cents on the dollar, and completely refutes those 
" beautiful analyses " which proposed to show that deposi
tors were losing only from 10 to 20 cents. 



CHAPTER VI 

RESPONSIBILITY FOR F AlLURES 

THE state of things as revealed by the review of develop
ments prior to 1921 obviously indicate that the structural 
defects of the banking system were fundamentally an out
growth of the division of authority between the national 
and state governments in regard to the chartering of banks. 
Regulation of the banking business by 49 different legal 
and administrative bodies-which gave rise to the struggle 
between the national and state authorities to attract to their 
respective systems as many banks as possible, causing the 
establishment in many states of excessive numbers of banks
has in many other ways exercised a destructive influence 
upon American banking, and has been indirectly responsible 
for many of the difficulties experienced during the last 
decade or more. 

A dispassionate survey of the evidence does not support 
the view often advanced in the past that divided jurisdiction 
has prompted healthy competition between the national and 
state systems, and has resulted in raising the standards of 
banking and the practice of management. The fact is that 
the competition for banks and resources has necessitated 
repeated relaxations of the banking laws.1 After the rise of 

1 Typical of the confused thinking which has attended the problem of 
the effect of dual control is the following statement by a speaker at the 
American Bankers Convention in 1929: "To maintain the national bank
ing system at its present high standard [sic] it wijl be necessary to enact 
legislation granting national banks privileges which would make a national 

95 
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deposit banking had enabled the state banking systems to 
recover from the setback received in the Sixties, the state 
authorities bent all their efforts toward increasing the 
number of their banks. Standards of banking in State laws 
were, therefore, on the whole below those of the national 
law, and state-chartered banks enjoyed many privileges not 
accorded to national banks. In the Nineties it became evi
dent that the national system would be relegated to a minor 
position, unless national banks were granted similar privi
leges. Congress finally decided in 1900 to meet the issue 
in this manner, and by reducing the minimum capital re
quirements for a national charter from $so,ooo to $zs,ooo 
enabled the national banking system to enter into competi
tion with the state banks in the country districts. The 
weakening effect upon the banking structure of the fierce 
competition which thereupon ensued' between the national 
and state systems has already been noted. 

In pursuance of this "parity" policy, Congress in 1906 

widened the powers of national banks by changing the 
amount which could be lent to individual borrowers from 
IO per cent of the paid-up capital of the bank to 10 per cent 
of the capital and IO per cent of the surplus. The amount 
lent was not to exceed 30 per cent of capital alone. Subse
quent amendments added various exceptions to these pro
visions, so that, for instance, the IO per cent limitation does 
not at present apply to obligations in the form of drafts, 
bills, etc. against actually existing values, or against goods 
in process of shipment, it being stipulated that larger amounts 
may be lent if the market value of the goods exceeds the 
face amount of the obligation. 

charter so attractive that not only would desertations from the ranks 
cease, but new recruits added from every side. You cannot sell mer
chandise by offering something almost just as good." [Insertions and 
italics supplied.] [Commercial and Financial Chronicle, No. 3356, 
October 19, 1929, p. 75.] 
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The Federal Reserve Act permitted national banks for the 
first time to make loans on real estate. This power was re~ 
stricted to banks not in central reserve cities. Authority was 
given to make loans on improved farm land situated within 
the Reserve district, the amount lent not to exceed so per cent 
of the actual value, and the aggregate of such loans not to 
exceed 2S per cent of capital and surplus, or one-third of 
time deposits. Loans were not to run longer than five years. 
In 1916 national banks were given permission to make loans 
also on real estate [non-farm land] situated within 100 
miles of the bank's domicile, the maturity of such loans not 
to exceed one year. By the McFadden Act the one-year 
limitation on non-farm land was extended to five years, the 
restriction as to location widened to the entire Federal Re
serve district, and the stipulation regarding the aggregate 
that could be lent changed to so per cent of savings deposits. 
N a tiona! banks in central reserve cities were placed on a 
parity with other national banks. 

In order to enable national banks to meet the competition 
of the state-chartered loan and trust companies engaged in 
the banking business, the Federal Reserve Act authorized 
the Federal Reserve Board to permit national banks to en
gage on a limited scale, in the trust business, namely that of 
exercising corporate trust functions. Subsequent amend
ments [in 1918, 1922 and 1927] clarified and liberalized the 
original provisions, so that at present national banks are on 
an equal footing with the state-chartered institutions. 

The Federal Reserve Act also enabled national banks to 
engage more effectively in the business of savings banking 
[the Comptroller of the Currency had ruled as long ago as 
1903 that there was nothing in the national-bank act pre
venting national banks from operating savings or thrift 
departments] by giving time deposits preferential treatment 
as to reserve requirements. Under the national-bank act 
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demand and time deposits carried identical reserves, namely 
25 per cent for banks in central reserve and reserve cities, 
and 15 per cent for country banks. The Reserve Act im~ 
posed a 5 per cent reserve on time deposits. This was re~ 
duced to 3 per cent in 1917. However, in contrast with the 
restrictions thrown around the investment powers df state
chartered savings banks, and, after 1907, of state commer~ 
cia! banks doing a savings business, national banks were left 
at liberty to invest these deposits as they saw fit. , 

Other changes in the national-bank act widening the scope 
of operations of national banks relate to the authority 
granted them to issue bankers' acceptances; and the power 
granted banks in towns of less than 5,000 inhabitants to act 
as insurance agents and as brokers or agents for making or 
procuring real estate loans. Ostensibly in order to per~ 

mit the wider distribution of ownership of national bank 
stock, but actually promoting the employment of such stock 
for speculative purposes, was the reduction in the par value 
of shares from $100 to any [lower] amount that might be 
provided by the articles of association. The McFadden Act 
also recognized the right of national banks to engage in 
operations in the securities markets.~ 

It is evident that these changes in the national statutes 
-made in order to enable national banks to meet the com
petition of state institutions-resulted in lowering the level 
of banking operations generally, and gradually undermined 
the soundness and safety of the banking system. 

It is only natural that national banking authorities in 
pursuance of their liberal legislation policies should have 
refrained from strengthening and increasing the powers of 
the examining and supervisory officials. Moreover, the de
sire to do nothing that would eause banks to become dissat~ 
isfied and leave the system, has served as an effective 
deterrent to full use by officials of the powers granted 

2 For a further discussion of this development, see ch. vii, infra. 
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them, and to insistence on their part that the management 
of banks comply with their recommendations and orders. 8 

In view of these developments and those noted regarding 
the changes that had taken place in the banking structure
the abnormal increase in the number of banks, the issue of 
charters to individuals who had little or no banking experi
ence or training, etc.-it is not surprising to find that in
competence and malpractices on the part of management 
occupy an important place among the "causes of failure". 
For instance, the Comptroller of the Currency reported in 
1925 that so per cent of the national bank failures during 
that year were due to inexperience and mismanagement, 10 

per cent due to defalcation, and 40 per cent due to unfqv
orable local conditions.' In other words, management was 
directly responsible for 6o per cent of these failures. How
ever, in view of the fact that it is the test of good manage
ment to overcome the effects of adverse economic conditions, 
there is considerable justification for holding that manage
ment was directly or indirectly responsible for the failure 
of all of these banks. 

In contrast to the apology offered in 1930 by the Okla
homa Commissioner that "better than 95 per cent of the 
failures since 1921 were caused by, and are really traceable 
to, the abnormal inflation and deflation caused by our late 
war conditions ",5 the comments made by several commis
sioners appear to be decidedly more informative. Remarked 
the Georgia Commissioner in his Report for 1930: "Our 
bankers and those who have given the matter study realize 
that the bad banking practices prior to 1920 had sown many 
of the seeds of trouble we have been reaping for the pa~>t 

8 Cf. the Federal Reserve Committee's Report previously referred to. 
Also, The Banking Situation, op. cit., pp. I92-20J. 

'Amuwl Report, 1925, p. 5. 

$Hearings pursuant to H. Res. 141 [1930], p. I5iJ. 
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ten years ". 6 
" These failures ", reported the Kansas Com

missioner in 1926, "were largely due to incompetence, and 
in a few instances to dishonesty", while in 1928 it was 
noted, " Our examiners have also uncovered gross viola
tions of the bank law, such as falsification of n~cords, em
bezzlement of funds, false statements to the department, 
misapplication of funds, and other criminal offenses ".7 

According to the Alabama Commissioner, "Failures were 
due to Jack of proper management, neglect of directors, or 
crookedness .... The prices of commodities, real estate 
and other collateral were high for several years. The man
agement of these banks not having the foresight a banker 
should have, loaned money with the existing values as secur
ities, thinking that times would always be prosperous. In 
some cases they had not had the loans margined even with 
the high values then existing ". 8 While the Wisconsin 
Commissioner reported in 1923, " In addition to natural 
causes, bad management, misapplication and embezzlement 
caused many banks to fail ",9 and the Louisiana Commis
sioner noted in the same year, "The proper and necessary 
conservatism was lacking during the war~period ", and in 
1925 that "gross and evil management, poor management, 
promotion of speculative enterprises, loans without security, 
too large loans, loans to companies in which officers were 
interested, were the major causes of bank failure ".10 

An analysis by the Reserve authorities of the causes of 
failure of banks suspended during 1921-1927 showed that 
the principal cause was the accumulation of a large portion 
of worthless, slow or past-due paper, but in quite a number 

ep, iv. 

7 Report for 1926, p. 3; 1928, pp. 4. s. 
s Report for 1924, p. iii. 
9 Report for 1923, pp. v, vi. 
10 Report for 1923, p. 41; 1924/1925, p. 33· 
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of cases poor management and heavy withdrawals were 
assigned as largely responsible for the suspension. The 
causes of suspension listed in order of their importance, i. e. 
based on the number of times shown as having been a pri
mary or contributing cause, were as follows: Doubtful, 
slow or past-due paper; heavy withdrawals; poor manage
ment; depreciation of securities; loans to officers and direc
tors; defalcation; loans to enterprises in which officers and 
directors were interested; failure of banking correspondent, 
and of other large debtors. If, as seems quite proper, 
" doubtful, slow or past-due paper ", and " loans to officers 
and directors, and to the enterprises in which they are in
terested " are grouped under the head of " poor manage
ment", it appears that this was the principal cause of failure 
during 1921-1927.11 

The results of investigations made on this score by the 
Federal Reserve Committee previously referred to, by the 
Senate Banking and Currency Committee of the circum
stances surrounding the collapse of the Detroit and Cleve
land holding groups, and the revelations in connection with 
other notorious failures [Bank of the United States, Bank 
of Kentucky, Harriman Bank] lend further support to the 
thought that the immediate causes of many failures may 
directly be traced to grossly injudicious as well as illegal 
practices. They also testify to the existence of highly in
efficient methods of examination and to laxity among the 
officials of final authority. 

That this situation had been general, i. e. that in the case 
of suspended banks generally the supervisory authorities had 
been lax in insisting on compliance with their recommenda
tions on the part of the bank's management, was shown by 
the results of the Reserve Committee's investigations of the 

11 Report by the Federal Reserve authorities, April II, 1928. See 
Hearings, H. R. 141, pp. 703, 704. 
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circumstances surrounding the failure of 225 typical banks. 
Thus, as revealed by the bank examiners' reports, the in
vestigation disclosed that the assets of these banks had been 
deteriorating over a period of years; that for a considerable 
number of years prior to failure most of these banks had 
heavily borrowed; that large loans had been made to· officers 
and directors; that lending policies had been lax, especially 
in connection with real estate mortgages and general loans 
to farmers; that loans had constantly been renewed; that 
the legal limits upon the Joan lines of the banks had been 
evaded; that the policy of continuously borrowing had been 
subject to. criticism by the authorities, and that the banks 
had refused to pay attention to these, and other criticisms 
by the examiners of the banks' lax and careless lending poli
cies, and unwise application of funds. 

As regards the deterioration of the assets of these banks 
prior to failure it appeared that the amount of questionable 
and fixed assets of banks suspended during 1921-1930 had 
shown an increase of from 30 per cent of capital and sur
plus in 1920 [first half] to 296 per cent in 1930 [first half], 
and had averaged considerably over 100 per cent from 1922 

onward. If the 225 suspended banks are segregated accord
ing to the year of suspension, it is found that in one case 
questionable and fixed assets amounted at time of suspen
sion to four and a half times the bank's capital and surplus. 
It also appeared that in all cases, except for suspensions 
during 1931, the proportion had reached 100 per cent within 
two years after 1920. In contrast, the proportion in the 
case of 33 selected active banks was never more than 68 per 
cent, and averaged around 50 per cent; it was II per cent in 
1920, and 30 per cent in 1930. Following is a list of these 
percentages in 1920 and in the year of suspension for sus
pended banks . [classified according to the year of sus
pension]. 
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Banks suspending in 
Per cent in: 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 1931 
1920 . . . . .. . .. . . . . . IO 42 51 28 I2 5I 23 5I 9 17 23 
Year of suspension .. r6-t 292 280 297 352 218 4-!7 343 257 296 236 

As regards loans to officers, directors, etc. it was dis
closed that the proportion of capital and surplus. thus in
yested by the 33 active banks hovered around 20 [the range 
being from 25 to 12], while it declined to 7 per cent in 
193 I. In contrast, median experience for suspended banks 
showed an average of not less than 30 per cent. No definite 
trend was shown by these percentages for all suspended 
banks as one group, but for banks suspended during 1931 
there had been a tendency for the proportion to increase.12 

The disclosures by the Senate Banking Committee regard
ing events in the Detroit and Cleveland areas relate to prac
tices which had developed in connection with group banking. 
They show an astounding variety of illegal and injudicious 
practices, such as " window dressing " [elimination of bills 
payable, nondisclosure of hypothecation of securities, inclu
sion of customers' securities held for safekeeping, inclusion 
of trust funds and funds for safekeeping, inclusion of re
sources of banks not affiliated with the group as of the date 
of report, bolstering of deposits and resources, etc.], mak
ing large loans to officers, directors and allied interests, etc. 
In the case of the Guardian Trust Company, loans to officers 
and directors amounted at time of failure to over 6 per cent 
of loans and discounts, and to about 33 per cent of capital 
and surplus. A few weeks before the bank closed, 71 per 
cent of the loans to officers and directors were unsecured. 
In the case of the Union Trust Company (of Cleveland) 
the situation shortly before failure was as follows: Loans 
to officers, directors and employees amounted to 9.6 per cent 

a The Committee's study has been partly reprinted in the chapter on 
Bank Examinations in The Banking Situation, op. cit. 
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of total loans; to companies in which officers and directors 
were interested, 2 I.4 per cent; to officers, directors and em
ployees of other Cleveland and of out-of-town banks, 6.7 
per cent; making a total of 37·3 per cent of totalloans.12 

Absence of a uniform banking policy has indirectly con
tributed to our banking troubles by having prevented the 
orderly reconstruction of the banking system necessary on 
account of the changes during the past two decades or more 
in the country's economic structure. The character of these 
changes, and their causes, are well known. The develop
ment of means of fast transportation and communication has 
resulted in the transfer by the inhabitants of the smaller 
communities of a considerable part of their purchasing to the 
larger population center~. At the same time, it has enabled 
outside firms, such as chain-store organizations, mail-order 
houses and public utility corporations to penetrate into these 
previously isolated communities, and thus make further in
roads upon the business of the local bank by the continuous 
transfer of their business receipts to their head offices, and 
by doing their financing in the larger financial centers. The 
increased size of the business unit has also had an adverse 
effect upon the usefulness of the smaller banks, because of 
the inability of these banks to extend sufficiently high credit 
lines. The general result of these and allied changes was 
that the local banks found it more and more difficult to keep 
up their deposits and make profitable loans, and that many 
of them were eventually forced to close. 

Although recognizing that the consequences of these and 
related changes in the country's economic structure have 

18 Senate Banking and Currency Committee, Report on Stock Exchange 
Practices [Report No. 1455], pp. 231 et seq. 

For a review of Detroit banking events see the very commendable 
a;rticle entitled "Michigan Magic-The Detroit Banking Scandal," by 
John T. Flynn, in Harpers Magasiiw [vol. x68, December I9JJ]. 
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been more or less unavoidable, doubt may be raised as to 
whether our banking structure would have fared as badly as 
is true had branch banking been continuously permitted on a 
wider scale. Judged from experiences in other countries 
with economic conditions closely similar to those which 
have prevailed in this country since 1921, there is consider
able justification for the belief that a less individualistic and 
more coordinated banking system would have been able to 
weather difficulties far more successfully. 

What, then, has been during these years of failure the 
defense for this unit policy? Judging from the character 
and the variety of claims advanced, it would appear that the 
protagonists have been unable to put their finger on any 
definite advantages. Vague references have been made to 
the local bank as a " community investment ", or to the 
existence of a typical " community of interest " between the 
local banker and the community. It has often been specifi
cally maintained that it is the local banker's duty to further 
the interests of the community and develop " worthy " indi
viduals, and that the local banker alone is able to do so, be
cause he is best acquainted with all those qualities of pros
pective borrowers which are essential if the bank is to be 
adequately protected. As stated by a speaker at the Amer
ican Bankers' Association convention in 1929: "Only the 
well-posted unit banker thoroughly identified with his com
munity can solve the problem of furnishing proper credit 
and avoid excessive loans in an agricultural community,
nay more, can assist and develop the worthy individual 
through an intimate knowledge of his affairs and check the 
scheme of a rascal ".14 Or, as remarked by a New Jersey 
banker in a letter to the chairman of the House Banking 
and Currency Committee during the Committee's investiga
tion in 1930: "The bank, like the church, is a community 

H Comm. & Fin. Chronicle, loc. cit., p, 79. 
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enterprise, its stock a community investment, its success a 
community pride. It is a community temple where the saver 
and the borrower meet in a home they call their own ".15 

And as more fully set forth by a recent writer: 

The strongest contention of the unit bankers is the ident1ty 
of interest of the local bank and the community which it serves. 
. . . Intimacy between the official of final authority in the local 
bank and the applicant for credit permit appraisal on a character 
basis. . . . The unit banker is usually one of the leading citizens 
of the town. Even though he occupies no public office his views 
are sought on all questions of civic importance. When funds 
for a new hospital are being raised like as not the local banker 
is found in the forefront of those who are leading the campaign. 
When the State legislature is determining the location of a 
new highway, we find the banker representing the community 
and pleading its interests. The local church, the seasonal philan~ 
tropies, the local school, all make grateful acknowledgement to 
the local banker who cheerfully contributes of his time and 
energy and wealth to promote their welfare . . . 16 

We may well ask whether these outside activities were 
undertaken merely because of the banker's love for the com~ 
munity, or because they promised prominence, power and 
independence. To contend that the incentive to engage in 
these civic and social activities sprang from disinterested 
concern for the community's interests is too grotesque even 
for the simplest mind to believe. Moreover, it is small 
wonder that with all these extra-curricular activities--phil
anthropies, church bazaars, hospital drives and school cam
paigns, and what not, the local banker had little time to 
attend to his business, direct the policies of the bank, and 
supervise its management? Is it surprising that with his 
attention glued on local events he was unaware of what was 

15 Hearings, H. Res. 141 [1930), p. 2013. 

1a Lawrence, Banking Concentration, op. cit., pp. 87 et seq. 
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happening beyond the horizon-events of more importance 
to the welfare of the community than the laying of a corner
stone-and that he was forced to exclaim that " the defla
tion struck, out of a clear sky"? 17 It is surprising that 
the story of bank failure is to a great extent a disconsolate 
tale of poor management, of diversion of the bank's funds 
to enterprises in which officers or directors were interested, 
of bankers who paid no attention to the provisions of the 
law, pleaded against further regulation, snubbed the super~ 
vising officials, and threatened to sue the Banking Com
missioner if he should close the bank? 18 

Banking theory does not support the claim that the knowl
edge of local conditions entitles the banker to extend credit 
on a " character " basis, nor has such procedure in the long 
run been of advantage to the bank or the community, as 
experience since 1921 has conclusively shown. It may not 
always be possible for the bank to insist on the deposit of 
adequate collateral, or to obtain statements properly setting 
forth the financial condition of the prospective borrower, 
but the claim that there is a specific advantage in the unit 
system, because, at least in so far as the smaller community 
is concerned, it enables the banker's knowledge to be cited 
in support of the liberal extension of character loans, is 
clearly untenable. 

The statement that the typical country bank is a com~ 
munity investment has little meaning except in so far as it 
purposes to contrast the ownership of the local bank with 
that of a branch operated by "outside" interests. There 
is, however, little justification for holding that such local 
ownership is of specific advantage to the inhabitants in gen~ 
eral,-that, as is usually stated, there is a specific community 

11 Comm. & Fin. Chronicle, loc. cit., p. IOJ. 

18 See e. g. Banking Report, State of Alabama, 1925, p. 12; Arizona, 
1924, pp. 6-IJ. 
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or identity of interest between the bank and the community 
which can adequately be protected only if the bank is locally 
owned. It is rather in the nature of ownership which has 
prevailed among our typical country banks that we find the 
reason for the fact that such protection has not always been 
forthcoming. The character of such ownership--and con
trol-may be readily ascertained from the following data 
regarding state banks in South Dakota, which are fairly 
representative of conditions among country banks generally. 

TABLE 22 

DISTRIBUTION OF STOCKHOLDERS, AND OF MAJORITY STOCKHOLDINGS BY INDIVIDUALS AND 

FAMILIES AMONG 277 STATE CHARTERED BANKS IN SOUTH DAKOTA, }UNE JO, I930 

Number of Number Number of individuals Number Number of families Number 
stockholderS' of holdin_q a of holding a of 

Per bank banks majority of stock banks majority of stock banks 

r-ro .. .. .. .. . 1139 One bank .. .. .. .. . . .. . 4 a One bank .. . .. . .. . 4 a 
II-20 .. .. .. .. 62 One family .. .. .. .. .. 3 b One family . .. .. .. . .¢ 
211-30 . . . . . . . . 3I I S'toc~older......... 64 One-stockholder . . . 64 
31-40 .. .. .. .. ro 2 85 2 families .. . .. . .. . 69 
41-50. .. .. .. .. 9 3 45 3 " 32 
51-<io • .. • .. .. 7 4 22 4 14 
61-70 .. .. .. .. 7 5 12 5 I2 
71-80 • .. .. • .. 7 6 6 6 IO 
8I-IOO • .. .. .. 2 7 3 7 5 
101-200 .. .. .. 2 8 5 8 4 

9 5 9 8 
II-39 16 II-21 " 7 

Total . . . . 227 277 '¥17 
·a Groups banks. b Each bank entirely owned by one family. 

Compiled from data abstracted from the I9th Biennial Report of the Banking Depart
ment, South Dakota, pp. 331-668, 676-694. 

The number of stockholders of 277 South Dakota state
chartered banks on June 30, 1930 was 5,5I71 Or an average 
of 20 per bank. Two hundred and one banks, or 75 per cent 
of the total, had from I to 20 stockholders each, while I39 
banks, or 50 per cent, had from I to IO stockholders. The 
total number of stockholders of these 139 banks was 988, 
or 7 per bank, while the total for the remaining I38 banks 
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[those with more than IO stockholders] was 4,529, or 33 
per bank. The highest number of stockholders per bank 
was 227, while only two banks had from IOI-200 stock
holders. 

The private character of these banks is more forcefully 
brought out by noting the distribution of majority stock 
ownership. Apart from 4 banks which belonged to group 
systems, there were 23 I banks out of the total 277 the 
majority of stock of each of which was held by five indi
viduals or less. This number includes three banks each 
completely owned by one family, 64 one-man banks, 85 banks 
controlled by two, 45 by three, 22 banks by four, and I2 

by five, stockholders. An enquiry into the extent of family
control discloses that in addition to the 64 banks controlled 
by one individual, there were 46 cases in which the majority 
of stock was owned by one family, 69 cases representing 
ownership by two families, 32 by three families, 14 by four 
families, 12 by five families, and IO by six families. Not 
less than IIO banks, or 40 per cent of the total number, 
were therefore controlled by one family, while in So per cent 
of the cases majority stock ownership rested with less than 
four families. 

Under the circumstances there is little justification for 
the assertion that local ownership has involved, ipso facto} 
the identity of interest between the bank and the community. 
The fact is rather that the concentration of ownership and 
control of the typical country bank by a few individuals has 
permitted them to " manage " the banks for their own in
terests, in utter disregard of the real interests of the com
munity. 

In closing the present chapter, it seems desirable to sum
marize the discussion as follows: 

I. Competition between the national and state banking 
systems for banks and resources has involved a gradual 
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deterioration of the banking laws. It has specifically been 
shown that between 1900 and 1927 the national banking act 
has several times been relaxed in order to place the powers 
of national banks more nearly on a par with those enjoyed 
by state banks. 

2. The circumstance that banks can freely shift from one 
system to the other has acted as a deterrent to strengthening 
the powers of the supervisory officials, and to making full 
use of those already possessed. 

3· Laxity in control and supervision has promoted the 
g~owth of unsound and illegal practices on the part of man
agement. Poor management has been a major cause of 
bank failure. 

4· The failure of many banks may indirectly be ascribed 
to negligence on the part of the supervisory officials. They 
have failed to act and insist on compliance with their orders 
or recommendations on the part of management. 

5· Unit banking policy has closely fitted into the scheme 
of multiple banking control. The doctrine of states' rights 
has served well as a bulwark against the taking of measures 
designed to place the banking system on a sounder basis. 

6. The character of the ownership and control of tl1e 
smaller unit banks has not been such as to promote sound 
banking. From the point of view of ownership, the local 
bank has generally been the affair of a relatively small 
number of inhabitants; from the point of view of control, 
it has been in a substantial number of cases a one-man or 
one-family bank. The failure of many banks may be 
directly ascribed to the abuses which grew out of this 
situation. 



CHAPTER VII 

co~fMERCIAL BANKS AND THE SECURITY MARKETS 

No discussion of the causes and circumstances which con
tributed to the breakdown of the banking system can fail 
to make mention of the diversion since 1921 of commercial 
bank credit from the commercial loan market to the security 
markets. This diversion involved I. the purchase by com
mercial banks of securities for their own account, and 2. 

the making of advances on securities owned by customers, 
including advances to brokers, or so-called brokers' loans, 
and was greatly facilitated by the organization of security 
affiliates,1 because it enabled the parent institutions to evade 
even more effectively the existing liberal provisions of the 
law regarding the investment powers of commercial banks. 
It is the purpose of the present chapter to note, particularly 
for the period of bank failures, the transformation which 
took place in the portfolios of commercial banks as the result 
of these investment activities, and to indicate the effect of 
this transformation upon their liquidty. 

Permission for national banks to make bond investments 
dates technically from 1927, in which year Congress passed 
tl1e so-called l\IcFadden Act, 2 which contained the provision 
"that the business of buying and selling investment securi
ties ... shall hereafter be limited to buying and selling 
... marketable obligations evidencing indebtedness of 

1 On the origin, etc. of security affiliates, see Senate Banki1zg and Cur-. 
rency Co111mittee Hearings on S. Res. 71, part VII, pp. I052-I068, and this 
Committee's Re/'Ort 011 Stock Exchange Practices pursua1zt to S. Res. 
84, 56 and 97, pp. ISS-ISS [Report No. I4SS]. 

2 Act of February 25, 1927 [Public No. 639, 69th Congress]. 
III 
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any person, copartnership, association or corporation, in the 
form of bonds, notes and/or debentures, commonly known 
as ' investment securities ' ; such further definition of the 
term ' investment securities ' as may by regulation be pre
scribed by the Comptroller of the Currency. . . ." How
ever, national banks had long before that time been given 
these powers as the result of the Comptroller's interpretation 
of Section 5136 of the Revised Statutes permitting national 
banks to discount and negotiate promissory notes, drafts, 
bills of exchange, and other evidences of debt. Accordingly, 
although the National Banking Act had never contemplated 
investments in securities by national banks, they had grad
ually found their way into the banks' portfolios, and increas
ingly so after 1927, since the only limitation put on the 
types of bonds which national banks were permitted to buy 
subsequent to the passage of the McFadden Act was the 
factor of marketability, and this term was interpreted by 
the Comptroller very liberally. An identical situation had 
developed in earlier years among state banks, which in num
erous cases had been given permission to invest in stocks as 
well as bonds. As noted in the preceding chapter, national 
banks had also been permitted to do a practically unrestricted 
real estate loan business. It is evident, therefore, that the 
road to enable commercial banks to make permanent invest
ments was, at least technically, wide open during the entire 
failure period. 

An idea of this diversion is obtained by noting the per
centage distribution of the constituent items of loans, dis
counts and investments for the years 1921 and 1930. It 
appears that in the case of national banks 'all other loans ' 
decreased from s6.3 to 35·7 per cent, while investments in
creased from 25.1 to 31.6 per cent, and real estate loans 
from 1.7 to 6.8 per cent. Security loans increased from 
16.9 to 25.9 per cent. In the case of state commercial banks, 
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'all other loans' declined from 52.6 to 50.7 per cent, but 
the percentage was 58.9 in 1928. Secured loans, excluding 
real estate loans, show for both state commercial banks and 
loans and trust companies a decline between 1921 and 1928, 

TABLE 23 

PF.RCENTAGE DISTRmt:TIOY OF LOANS, DISCOUNTS AND INVESTMENTS 

OF NATIONAL BANKS, STATE Co:.IMERcrAL BANKS AND 

LOAN AND TRUST COMPANIES 

(JUNE 30) 

National State Com mercia/ Loa,11 & Trust 
Ba11ks Banks Companies 

1921 1930 1921 1930 1921 1930 

Investments 25.1 31.6 21.2 24.2 30.8 28.8 
Secured Loans a ... 16.9 25.9 13.2 II.8 27.0 34.0 
Real Estate Loans • I.7 6.8 13.0 1J.J 9.1 10.0 
All Other ········ s6.3 35·7 52.6 50·7 JJ.1 27.2 

total • • . . . • . . . . . 1oo.o roo.o 100.0 100.0 roo.o 100.0 

a 1921: Loans secured by bonds and stocks for national banks, all se
cured loans for other banks; 1930: Loans secured by bonds and stocks. 

but the percentages listed for these years do not indicate 
the changes which occurred in the proportion of loans se
cured by bonds and stocks only. The percentages for ' all 
other loans ' indicate a small decline in the case of state 
commercial banks, but one from 33.1 to 27.2 per cent for 
loan and trust companies. Actually, however, the decrease 
for these banks was much larger, since the amount of ' other 
loans' on which the percentages for 1921 and 1928 are 
based included an undetermined amount of loans which 
should have been classified elsewhere.3 

A more detailed view of the changes in the portfolios of 
national banks is presented in Table 24. 

Reference has already been made to the huge increase in 
the amount of real estate holdings of national banks between 
1921 and 1930. Further light on the character of this in
crease is given by the percentages expressing these loans in 

s Annual Report of the Comptroller of the Currency, 1928, p. 92, n. I. 
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TABLE 24 

NATIONAL BANKS, PERCENTAGE DrsTRJBUTION OF LOANS, DISCOUNTS ANI> 

INVESTMENTS [JUNE 30] 

Per cent of Loans, Discounts & Investments 
Real Estate Eligible 

Investments Security Real Estate All Other Loans Loa'IWI" 
Loans Loans Loans per cen~ Per cent 

Year of Capital of Loans 
&Surplus 

l9I5 .. ·. · · 23·7 20.1 1.8 54-4 8.4 
1921 ...... 25.1 16.9 1.7 s6.3 12.2 
1923 30.0 17.6 2.7 49·7 19.3 J0.2 
1928 ...... 32.1 23.0 s.8 39.1 42·7 21.7 
1932 ...... 4!.2 19.8 9·2 29.8 57·2 16.o 
1933 ...... 47·5 r8.s 8.6 25.4 54·0 16.8 
1934 ...... 54·9 15-4 7.8 2!.9 5!.4 17.3 

a Loans eligible for rediscount with Federal Reserve banks, induding paper under 
rediscount. 

terms of capital funds. In 1921 real estate loans of national 
banks represented only 12.2 per cent of capital and surplus, 
as against 57.2 per cent in 1932. 

The decline in commercial paper is adequately shown by 
the fact that eligible loans declined from 30.2 per cent of 
all loans in 1923 to r6.o per cent in 1932. 

The proportion of loans, discounts and investments in
vested in securities has differed widely among differently 
situated banks. Country banks, on the whole, have shown 
a preference for purchasing securities outright, while re
serve-city banks have preferred making security loans. 
Thus, in 1921, 17.4 per cent of loans, discounts and invest
ments of national banks in central reserve cities represented 
securities owned, while among reserve-city banks the pro
portion was 20.9 per cent, and among country banks 31.4 
per cent. In 1930 these percentages were respectively 25.3, 
29.2 and 36.4. On the other hand, security loans consti
tuted 22.2 per cent of loans, discounts and investments of 
central reserve-dty banks in 1921, as against 20.5per cent 
among reserve-city banks, and 12.3 per cent among country 
banks; while in 1930 the proportions were respectively 43·4• 
27.0 and 16.8 per cent. (Table 25). 
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TABLE 25 
N'AIIO:SAL BANKS: PERCENTAGE DrsTR.IBUTION OF INVESTMENTS AND SECtJRin' 

LOANS; BANKS CLASSIFIED AccoRDING TO LOCATION. 1921, 1930, 1934 

Per cer~t of Loari.S, Discounts & I nvestmer1ts 

Location of bar1ks blVestm<mts Security Loans 
1921 1930 1934 1921 1930 1934 

Central Res. Cities . 17.4 25.3 57.2 22.2 43.4 23.1 
Reserve Cities ••••• 20.9 29.2 55.4 20.5 27.0 14.0 
Country .......•... 31.4 36.4 53·9 12.3 r6.8 12-4 

Per cent of Loans 
and Discounts 

Real Estate Loans 
1921 1930 1934 

.I .5 1.7 
1.0 12.2 2!.7 
4·4 13.1 21.3 

On the whole, real estate loans have figured more prom
inently among banks in the country districts than among the 
central reserve or reserve city banks. In reserve city banks, 
however, they rapidly increased after 1927. Real estate 
holdings of national banks in central reserve city banks 
have at all times formed an insignificant part of total loans, 
in 1921 the proportion being only .I per cent, in 1930 .5, 
and in 1934 1.7. The corresponding percentages for re
serve city banks were 1.0, 12.2 and 21.7 per cent, and for 
country banks 4-4, 13.1, and 21.3 per cent. In other words, 
in 1930 reserve city and country banks had over one tenth 
of their loans invested in real estate loans, as against less 
than one per cent for New York City and Chicago banks. 
In 1934 the proportion was over one fifth for the former, 
and less than one fiftieth for the latter. 

In its bearing upon solvency and liquidity, the character 
of the securities carried is of course of the utmost impor
tance. The larger the proportion of securities readily mar
ketable without loss in value, the greater is the bank's liquid
ity, and the smaller the chance that it will have to close on 
account of insolvency. A diminution of the proportion of 
stable and liquid securities may be offset by increasing cash 
balances, but if preference is given to second grade securi
ties on account of their high return, banks will sooner or 
later find themselves in difficulties. An analysis of the in-
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vestment portfolios from this point of view shows that dur
ing the first phase of the failure episode an increasing pro
portion of security holdings consisted of second and third 
grade investments. In 1921, 39 per cent of all investments 
of commercial banks were outside the United States gov
ernment, state, municipal, railroad and public utility groups, 
as against 49 per cent in 1930. This increase was almost 
entirely accounted for by. the decrease from 35 to 26 per 
cent in the holdings of United States government securities. 
The decrease was greatest among loan and trust companies, 
namely from 23 to IO per cent, while among national banks 
the proportion declined from 50 to 40 per cent, and among 
state commercial banks from 19 to 17 per cent.· Among 

TABLE 26 

ALL COMMERCIAL BANKS, PERCENTAGE DISTRIBUTION Ol' SECURITIES, 

BY TYPES. 1921, 1930 

All Banks Nat'l Banks State Comm'l Loan & Trust 
TyP« of Security Banks Companies 

1921 1930 1921 1930 1921 1930 1921 I?JO 

U. S. gov't bonds . . . . 35 26 50 40 19 17 23 IO 
State, etc. . . . . . . . . . . 9 ro 10 12 8 10 7 4 
Railroad, Public Ut. .. 17 15 17 21 8 5 27 12 
Total .. .. .. .. .. .. .. . 6x 5I 77 73 35 32 57 26 
All other .. 00. oo oo.. 39 49 23 27 65 68 43 74 
Total .. oo. oo oo oo oo oo IOO 100 100 IOO IOO IOO IOO 100 

Compiled from data abstracted from the Annual Reports of the Comptroller of 
the Currency. 

state banks as a group, " other securities " constituted a 
much larger proportion of total securities investments than 
among national banks. Among the latter the proportion 
was about 25 per cent both in 1921 and 1930, while among 
state commercial banks it was 66 per cent ; loan and trust 
companies increased the proportion from 50 per cent in I 92 I 
to 75 per cent in 1930. The high rate of insolvency among 
state banks during this period is undoubtedly a reflection of 
this unsound condition of the investment account. (Table 26). 
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Conditions just noted as between national banks and state 
chartered banks appear to have existed also among national 
banks in reserve cities as compared with those in the country 
districts. Among the national banks as a group the pro
portion of "other securities" advanced from 23 per cent in 
1921 to 27 per cent in 1930, but this increase was entirely 
due to the advance from 24 to 33 per cent among country 
banks, the proportion among reserve-city banks having re
mained practically unchanged at about 22 per cent. On June 
30, 1932 it was about 16 per cent among reserve city banks, 
but still 24 per cent among country banks, the same as m 
1921. (Table 27). 

TABLE 27 
NATIONAL BANKS, PERCENTAGE DISTRIBUTION OF SECURITIES, BY TYPES, 1921, 1930, 

1932. BANKS CLASSIFIED AccORDING TO LocATION. [JuNE 30] 

Ce11tral Reserve-City Country 
Type of Security Reserve-City Ba11ks Banks Banks 

1921 1930 1932 1921 1930 1923 1921 1930 1932 

u. s. gov't bonds .. . . • 52 s6 6o 33 52 s6 48 29 35 

State, Municipa) . } 25 21 24 24 27 27 28 39 41 
Railr., Pub!. Ut1l.. • · • 
All other .. .. .. .. .. • • 23 23 16 23 21 17 24 33 24 
Total ................ 100 100 100 100 100 100 100 100 100 

Compiled from data abstracted from the Annual Reports of the Comptroller of 
the Currency. 

Summarizing, it appears that banks in reserve cities were 
on the whole in a more favorable and liquid position than 
country banks. The former had large amounts of loans 
secured by collateral, while the proportion of securities 
owned outright was relatively small. Besides, close to 8o 
per cent of the volume of securities owned consisted of in
vestments of the more stable types. On the other hand, 
the portfolios of country banks contained a large volume of 
permanent investments of which up to one third represented 
securities other than United States government, state, muni
cipal, railroad and public utility bonds. Moreover, although 
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the proportion of security loans was small, it would appear 
that they involved considerable losses because of the difficulty 
to obtain additional collateral. At least, according to the 
responses made by the Comptroller of the Currency and the 
Federal Reserve banks to certain queries submitted by the 
Senate Banking and Currency Committee during its inves~ 
tigation in 1931, it appears that a larger number of under
margined loans were found in the smaller banks.4 

It is evident that as a result of this transformation of the 
portfolios of commercial banks there was a considerable de
cline in liquidity. Data are not available to permit the mak
ing of an estimate of this decline among commercial banks 
generally, but among national banks the proportion of loans, 
discounts, investments and cash balances represented by the 
more liquid assets declined from 39·9 per cent in 1923 to 
30.6 in 1930, mainly due to the decrease in the proportion 

TABLE 28 
LIQUIDITY OF NATIONAL BANKS, I923-I930 

[JUNE 30] 
Liquid Assets a 

per cent of 
Year Total Assets b Deposits 
1923 .. .. .. .. 39·9 48.3 
1924 . . .. .. .. J8.J 45.0 
1925 .. . .. . .. 35·2 40.5 
I926 .. .. . .. . 33·3 38.0 
1927 . .. . .. .. 33.8 38.1 
1928 .. . .. .. . 29.9 35·4 
I929 . .. .. .. . 31.6 36.5 
I930 . .. .. .. . 30.6 34.5 

a Cash, Due from Banks, Acceptances, Eligible Paper, United States 
Securities and Loans secured by U. S. gov't securities. 

b Liquid Assets plus Securities other than U. S. government bonds, 
Loans secured by other than U. S. gov't bonds, Real Estate Loans and 
all " Other Loans.'' 

Compiled from data abstracted from the Annual Reports of the ComP
troller of the Currency. 

Cf. Edwards, G. W., "Liquidity and Solvency of National Banks, 
1923-I933" [The Journal of Business of the University of Chicago, vol. 
vii, no. 2, April 1934]. 

4 Ibid., Hearings on S. Res. 71, p. 1074. 



COMMERCIAL BANKS AND SECURITY MARKETS 

of paper eligible for discount. In terms of deposits, liquid 
assets declined from 48.3 per cent in 1923 to 34·5 per cent 
in 1930. (Table 28). 

The comparison made in the preceding chapter of the ratio 
of non-liquidity among active and suspended banks may be 
supplemented by noting the relationship between net capital 
funds [i. e. capital and surplus minus banking house and 
real estate investments] and the total amount of other than 
United States government securities, and miscellaneous 
securities, respectively. As regards net capital funds, it 

TABLE 29 

NET CAPITAL FUNDS AND SECURITIES INVESTMENTS, COMPARED; NATIONAL 
BANKS, STATE COMMERCIAL BANKS AND LOAN & TRUST 

COMPANIES, I92I, 1930, 1933 

Net capital funds Natioool State Comm'l Loan & Trust 
in per cmt of: Banks Banks Compatlies 

Total Capital Funds 
I92I •• ~ •• 0 •••••••••• So.o 76.6 79.6 
I930 ················ 72.6 68.2 So.g 
I932 ················ 68.4 65.7 76.2 

Other than U.S. Gov't Bonds 
1921 ................. So.o 63.4 s6.2 
1930 ................ ss.6 so.S 6z.6 
1932 ................ so.r 51.0 74.9 

Miscellaneous Securities a 

1921 ................ 252.0 78.2 102.0 
1930 ................. 144.0 63.6 79.4 
1932 ················ I52.0 77·3 174.0 

a Other than U. S. government, state, municipal, railroad and public 
utility bonds. 

Compiled from data abstracted from the Am1ual Reports of the Comp
troller of the Currency. 

appears that among national banks the decline was from 8o 
per cent of total capital funds in 1921 to 72.6 per cent in 
1930, and among state commercial banks from 76.6 to 68.2 
per cent. In 1921 net capital funds of national banks rep
resented So per cent of other than United States government 
securities, but in 1930 58.6 per cent, and in 1933 only 50.1 
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per cent. The corresponding percentages for state com
mercial banks were 63-4, 50.8 and 51.0. About two and a 
half times the amount of miscellaneous securities of national 
banks in 1921 was covered by net capital funds, but in 1930 
Jess than one and a half times. Among state commercial 
banks the amount of net capital funds was at all times con
siderably lower than that of second and third grade securi
ties, and the same condition existed among loan and trust 
companies during 1922-1930. (Table 29). 

Making a similar comparison for national banks classi
fied according to location, it appears that net capital funds 
of central reserve city banks declined from 89.7 per cent of 
total capital funds in 1923 to 83.0 per cent in 1932, of re
serve city banks from 74 to 65.6 per cent, and of country 
banks from 7!.4 to 62.4 per cent. There were wide fluctu
ations among central reserve city banks in the ratio of net 
capital funds and other than United States government se
curities, but the tendency was towards a decline, the per
centage being 154 in 1923 and 107 in 1932. Among re
serve city banks the percentages were respectively 102 and 
54.7, and among country banks 55.1 and 34.6. 

From these figures of the relationship between net capital 
funds and securities investments it may be concluded that 
the ability to absorb losses on account of the depreciation in 
price of these securities has been particularly small among 
state banks in general, and among country banks in par7 
ticular. In 1932, the amount of other than United States 
government securities of country banks was nearly three 
times as large as net capital funds. This means that a 33 
per cent decline in the price of these securities would entirely 
wipe out capital funds. Although it is impossible to say 
what this percentage has been for the average bank, or for 
banks as a group, there is no doubt that in many instances 
the decline was sufficient to jeopardize seriously the position 
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of many banks, and to cause the insolvency of those which 
had large amounts of second and third grade securities. 

A general idea of the diversion between 1921 and 1930 

of commercial bank credit to the securities markets may be 
obtained by comparing the percentage increase in resources 
with the increase in the constituent parts of loans, discounts 
and investments. Resources of all commercial banks in
creased by 45 per cent, but inv·estments increased by 63 per 
cent, secured loans by 51 per cent, and real estate loans by 
89 per cent. On the other hand, loans and discounts ad
vanced by 31 per cent only, and all H other loans" by 12 

per cent. (Table 30). 

TABLE 30 

PERCENTAGE INCREASE OF RESOURCES AND OF LOANS, DISCOUNTS AND 

INVESTMENTS; 1921 TO 1930 

Type of Banks Resources Invest- Loans & Secured Real Estate Other 
ments DiscoUJtts loans loans loans b 

All Banks ............. 45 63 31 51 89 12 
National Banks ........ 42 7I 22 z6 426 4 
State Comm'l Banks 7 21 2 -6• 9 2 
Loan & Trust Companies II6 97 II8 166 128 75 

a Decrease. b Other than real estate and secured loans. 

Compiled from data abstracted from the Annual Reports of the Comptroller of 
the Currency. 

The tendency for securities investments to increase at a 
more rapid rate than resources was strongest among national 
banks, as indicated by an increase o£ 71 per cent for invest
ments and 42 per cent for resources. The corresponding 
percentages for state commercial banks were 7 and 21, and 
for loan and trust companies II6 and 97· Real estate loans 
of national banks increased by 428 per cent, of state com
mercial banks by 9 per cent, and of loan and trust companies 
by 128 per cent, while loans other than real estate and se
cured loans increased respectively by 4, 2 and 75 per cent. 

It should be clear that the participation by commercial 
banks in the securities markets was not an event unrelated 
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to the general industrial and business situation. It is true 
that the reduction in reserve requirements and the accumu
lation of gold had made possible the inordinate expansion 
of credit just noted, but the primary inducements to com
mercial banks to enter upon this new field undoubtedly orig
inated in the fact that there was a declining demand for 
commercial bank credit and a constantly rising demand for 
long-term credit because of the new methods of financing 
which had been developed in conjunction with alterations 
in business organization, in merchandising and selling 
methods, etc. Whatever were the inducements, it is 
evident that to the extent commercial banks facilitated and 
aggressively furthered the diversion of their funds to the 
capital market, and lent to brokers as well as customers on 
collateral so as to enable the carrying of securities until a 
rise in the market made it profitable to sell, they were respon
sible for the severity and consequences of the reaction which 
set in after the unbridled speculative fever had run its 
course. To maintain that it was the breakdown of the 
business structure which caused the banking system to col
lapse is putting the cart before the horse. It should be recog
nized that the accumulation of our banking troubles during 
the Twenties was to no small extent due to the effective 
way in which the breakdown of the business structure, locally 
or regionally, was used as a smokescreen for the errors, 
abuses and malpractices which developed with the entrance 
of commercial bankers into the securities markets. 

Justification for the increase by commercial banks of their 
long-term investments has often been sought in the fact that 
there was also an increase in long-term liabilities, i. e. 
in time deposits, the theory being that the right of the bank 
to demand from its time depositors a 30 or 6o days' notice 
of withdrawal will enable it, in the interim that these restric
tions upon the withdrawal of funds are in force, to liquidate 
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some of its slower loans. Experience has shown, however, 
that such procedure has seldom had the desired effect, but 
has generally resulted in a general impairment of confidence, 
and a concerted run by demand as well as time depositors, 
which necessitated the closing of the bank in order to prevent 
demand depositors from exhausting the bank's assets. 5 The 
difficulties experienced on this account have been accentuated 
by the fact that it has not been uncommon on the part of 
banks, because of the lower reserve requirements for time 
deposits, to transfer to the time-deposit account demand de
posits which were considered to be inactive. Moreover, time 
deposits, especially in city banks, have shown a considerable 
velocity of turn-over, so that in reality they are more like 
demand deposits.6 It should be apparent that the problem 
of time deposits versus investments is not one for which a 
solution can be found in balancing the amounts held, but 
in prescribing, as in the case of savings-bank deposits, the 
types of securities which commercial banks are to purchase 
as investments for these deposits. 

The foregoing survey of the changes in the portfolios 
of commercial banks as a result of their operations in the 
securities markets may be summarized as follows: 

I. During the past twenty years there ·has been a large 
increase in the proportion of loans and investments devoted 
to the purchase of securities and the making of collateral 
security loans, including real estate loans, and a decrease in 
the proportion of commercial loans; 

2. The proportion applied to the purchase of securities 
has been largest among the country banks, while city banks 
have shown a preference for making collateral loans. Real 

5 Ibid., p. 1050. 

6 See the Report of the Committee on Bank Reserves of the Federal 
Reserve System [November 1931] [Annual Report of the Federal Reserve 
Board, 1932, pp. 26o-285]. 
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estate loans have figured largely among country banks, and 
dl)ring recent years also among reserve city banks; 

3· These and similar changes in the banks' portfolios
the repeated renewal of loans technically marked as liquid, 
the purchase of acceptances representing merchandise in 
storage-caused a gradual decline in liquidity, while the 
convertibility of the greater proportion of their assets came 
to depend upon quotations in a market supported only by 
speculation. 

4· The circumstance that the portfolio of the smaller and 
country banks contained a large proportion of second and 
third grade securities made these banks especially susceptible 
to price fluctuations in the stock markets, even before 1929, 
and caused many to fail. Failure on a large scale was in~ 
evitable after prices had taken their final downward plunge, 
and it became necessary on the part of the banks to write 
off their inflated assets. 

The change noted in the character of the portfolios of 
commercial banks has to some extent been inevitable on ac~ 
count of changes in business organization, but the employ~ 
ment of bank credit in the manner practised since 1922 was 
entirely outside the legitimate sphere of commercial banking 
operations. That the combination of investment and com~ 
mercia! banks has been a major cause of bank failure has 
been fully recognized in the Banking Act of 1933, which 
contains the following provisions designed to separate these 
two types of banking, and to prevent the undue use of com~ 
mercia! bank funds for speculative purposes : 

I. Divorce of commercial from investment banking: 
a. Commercial banks can no longer maintain affiliates which 

are engaged in the issue, flotation, underwriting, etc. of stocks, 
bonds, etc. [Sect. 20]. Sect. 18 for national banks, and seot. 
15 for state banks provides for separation of ownership, and 
sect. 32 prohibits the interlocking of directorates. 
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b. Securities dealings by national banks are limited to the pur
chasing and selling of securities upon the order of customers. 
This prohibition does not apply to obligations of the United 
States government, of States, etc. The purchase of investment 
securities for own account is subject to the following restric
tions: 1. The amount of any one issue may not exceed 10 per 
cent of the total amount outstanding; 2. It may not exceed 15 
per cent of the bank's capital, or 25 per cent of its capital and 
surplus. These activities are further subject to "such limita
tions and restrictions as the Comptroller of the Currency may 
by regulation prescribe" [Sect. 16]. 

c. Sect. 21 [a] provides that firms engaged in the securities 
business may not engage in the deposit business. 

2. Restrictions upon the employment of bank credit for 
speculation: 

a. Sect. 3 [a] provides that each Federal Reserve Bank shall 
keep itself informed of the character and amount of the loans 
and investments of member banks with a view to ascertaining 
whether undue use is made of bank credit for the speculative 
carrying of, or trading in, securities, real estate, ... or com
modities .... Any undue use must be reported to the Federal 
Reserve Board, which may suspend the bank from the use of 
the credit facilities of the Federal Reserve System. 

b. Section 7 empowers the Federal Reserve Board to fix for 
each reserve district the percentage of individual bank capital 
and surplus which may be represented by loans secured by bonds 
or stocks, and to deny the rediscount privilege to banks which 
increase such loans despite the Board's order to desist. 

c. Member banks may now obtain loans against their notes 
secured by rediscountable paper for periods not exceeding 90 
days, but the amount advanced becomes immediately due, if a 
bank increases its security loans despite an official warning by 
the Reserve Bank or the Board to the contrary [ Seot. 9]. 

d. Member banks are prohibited from acting as media or 
agents for non-banking corporations desirous of making brokers' 
loans [Sect. II -a]. 
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e. Member banks are prohibited from paying interest on de-
mand deposits [Sect. u-b]. · 

These are severe restrictions upon the investment and 
speculative activities of commercial banks, but it is evident 
that they are a long way from effecting a complete divorce
ment of commercial from investment banking. It may be 
possible through administrative control to correct the de
fects of the present statute, or prevent them from taking 
on dangerous proportions, but it should be pointed out that 
I. no limitation has been put on the total amount of bonds 
which national hanks may purchase for their own account; 
2. there is no description in the Act of the character or type 
of investment securities which may be purchased, except that 
they should be " marketable ", and that it is left to the Comp
troller of the Currency to further define the term "invest
ment security"; 3· the use of bank credit for speculative 
purposes is still permitted, or, at least possible. There is 
no limitation to put on the total amount that may be lent, 
it being left to the Federal Reserve authorities to determine 
whether the amount has reached " undue " proportions. 

It is not within the scope of the present discussion to deal 
with the points just raised with a view to determining 
whether the segregation of commercial and investment bank
ing should be made more complete, or whether the invest
ment activities of commercial banks should be more closely 
defined. Whatever the decision which it will eventually 
be necessary to take, it should encompass all commercial 
banks. 



CHAPTER VIII 

THE GUARANTY OF DEPOSITS 

As finally enacted, the socalled guaranty section of the 
Glass bill of May 1933, providing for the establishment of a 
federal deposit insurance corporation whose duty it would be 
to assist in the speedy liquidation of failed banks and to 
protect depositors against future losses, contained two insur
ance plans, namely a "temporary" plan, to be effective from 
January I to July I, 1934, and a "permanent" plan, which 
was to become effective on the later date. However, by the 
Deposit Insurance Act of June 16, 1934,1 the temporary plan 
was extended for another year-until July I, 1935-, and 
the effective date of the permanent plan postponed for a 
similar period. 

Under the temporary plan, individual deposits are at 
present insured up to an amount not exceeding $5,000 
[$2,500 before July I, 1934]. The Act provides that mem
bership in this plan is compulsory upon all members banks of 
the Federal Reserve system, but voluntary to non-member 
banks. However, most of the latter have joined, so that 
at present about 14,000 of the country's I 5,000 banks are 
insured. In order to obtain the insurance privilege, banks. 
have been required to pay into the Temporary Fund an 
assessment of one quarter of 1 per cent of their deposits. 
eligible for insurance, i. e. of the aggregate of individual 
deposits of $5,000, or less. In addition, one further 
assessment of one quarter of I per cent may be made if, 
prior to July I, 1935, funds are required to meet the obli-

1 S. 3025 [73rd Congress]. 
127 
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gations of the Fund to insured depositors of banks which 
have been closed. By the Act of I934 provision was made 
for establishment of a separate Fund for mutual savings 
banks ["Fund for Mutuals "], to be effective between 
August I, I934 and July I,. 1935. This Fund enables 
mutual savings banks to elect either $2,500 or $5,000 as the 
maximum insured amount for individual depositors. 

Under the permanent plan, every member bank of the Fed
eral Reserve System must apply for class A stock in the 
Corporation for an amount equal to one half of I per cent of 
its total deposits. Non-member banks desiring to join the 
plan must make a similar subscription. In order to make 
permanent membership effective, applicants must pay one 
half of their subscription into the Fund, the remainder being 
subject to call. This stock is entitled to cumulative divi
dends of 6 per cent, but carries no voting privileges. Assess
ments payable into the Fund are levied on total deposits, 
and amount to one quarter of I per cent The number of 
assessments that may be made is unlimited, and no dividends 
may be paid by the insured bank to its stockholders unless 
all assessments have been paid in full. Individual deposits 
are to be fully guaranteed up to an amount not exceeding 
$ro,ooo, with a 75 per cent guaranty for the excess over 
$Io,ooo in the case of deposits not exceeding $5o,ooo and of 
so per cent for the excess over $so,ooo. Non-member 
banks of the Federal Reserve system which desire to obtain 
or retain the guaranty privilege after July I, 1937, must 
first join the Reserve system. 

The capital to be contributed by the insured banks after 
July I, 1935, is in addition to the Corporation's organiza
tion capital subscribed for by the Federal Reserve banks and 
the federal government. Each of the former has been 
required to subscribe for capital E-stock to an amount 
equalling one half of I per cent of its surplus as of January 
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I, 1933. The total of this subscription amounts to about 
$r4o,ooo,ooo. The subscription by the Secretary of the 
Treasury was fixed at $rso,ooo,ooo. 

The affairs of the Corporation are administered by a 
Board of Directors consisting of three members, including 
the Comptroller of the Currency. Of the two members 
appointed by the President of the United States-by and 
with the advice and consent of the Senate-one is chairman. 
The appointive members hold office for 6 years. 

The Corporation acts as receiver of all closed national 
banks, and of closed state banks if the Corporation's appoint
ment as receiver is authorized by State laws, and of course, 
provided the State authorities make the appointment. In 
order to facilitate payment to insured depositors, a new 
national bank is formed, which assumes the insured liabilities 
of the failed bank, and to which the Corporation makes 
available the amount due depositors. The Corporation is 
entitled to receive from the closed banks the dividends which 
would ordinarily have been payable to depositors, until such 
dividends equal the payment made by the Corporation to 
depositors. Any further dividends are paid to the de
positors. 

Initially the new bank will have no stock, nor will it have 
to subscribe to stock of the Federal Reserve Bank, but it 
must keep legal reserves. Stock may eventually be offered 
for sale-in which case the stockholders of the defunct bank 
are given the first opportunity to purchase it-and if sold, 
the bank will be entitled to a certificate issued by the Comp
troller authorizing it to commence business. If, within two 
years after the failed bank was closed, it will have been im
possible to execute this plan, the new bank will either be 
placed in voluntary liquidation, and its assets be sold to 
another institution, or its affairs be liquidated. To facilitate 
liquidation the Corporation is authorized to purchase the 
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assets of the closed bank provided it is a member of the 
Reserve system, and to issue and have outstanding at any 
one time its notes, debentures, bonds, etc. in an amount ag
gregating not more than three times its capital stock. 

Table JI shows, by types of banks, the extent of mem~ 
bership of the Temporary Fund as of October r, 1934, and 
the proportion of deposits and depositors which are insured. 
It appears that only 32.69 per cent of the deposits of state 

Type of Bank 

TABLE 31 
INSURED BANKS, DEPOSITS AND DEPOSITORS 

[October I, 1934] 

[Deposits in millions of dollars] 

Ratio 
Number Insured Nnmberof 

of Insured to total Insured 
Banks Deposits Deposits Depositors 

Ratio 
Fully-In--
sured to 

Total De-
% [in thousands] positors 

% 
National banks ··-········ 5,450 $20,073 42·29 26,378 98.46 
State member banks .....• 969 w,96s 32.69 9,56o 97·92 
State non-member banks ..• 7.638 4.944 72·43 13,8I2 !)9.10 
Mutual Savings banks 

maximum $s,ooo .....• 44 467 88.4I 908 97.86 
maximum $2,500 .•.... 24 571 67.95 s87 87.48 

14,125 37,020 4!4·44 51,245 98-39 
Source: Federal Reserve bulletin, February 1935, p. 122. 

member banks are protected, as against 42.29 per cent in 
national banks, and 72.43 per cent in state non-member 
banks. The average for all banks, including mutual savings 
banks, -is 44-44 per cent On the other hand, the proportion 
of depositors fully insured is about the same in all banks, 
and amounts to about 98 per cent. 

If a comparison is made of the ratio of insured to total 
deposits by size of bank, it appears that the smaller the bank, 
the larger the ratio, the range being from 91.67 per cent for 
the smallest banks, those with deposits of $roo,ooo or less, 
to 25.69 per cent for the group of largest banks, those with 
deposits of more than $so,ooo,ooo. The proportion of 
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deposits insured in the next-to-largest banks is 49.57 per 
cent, or about twice as large as in the largest banks. The 
ratio of fully-insured to total depositors (accounts) ranges 
from 99.74 per cent in the smallest banks to 97.16 per cent 
in the largest banks. See Table 32. 

TABLE 32 
ACCOUNTS AND DEPOSITS IN INSURED COMMERCIAL BANKS AND TRUST 

CoMPANIES, DISTRIBUTED AcCORDING TO SrzE OF BANK 

Baakswith 
Deposits of 

$Ioo,ooo or less ....•...••. 
IOO,OOI-250,000 incl. •.•... 
2$0,00I-SOO,OOO incl. .•... , 
soo,ooi-750,000 incl. .....• 
750,001-1,000,000 incl. ..... 
1,ooo,oo1-2,ooo,ooo incl. •.. 
2,000,001-S,ooo,ooo ind. . •• 
5,000,001-SO,OOO,OOO incl ... . 
so,ooo,oor or more ...... . 

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

[October I, 1934] 

Number 
of 

Ba11ks 

1,502 
J,s8o 
3,109 
1.477 

943 
1,630 
I,06o 

631 
g6 

14,028 

Ratio Ratio 
Fully-Insured Fully-Insured 

Accouats Deposits 
to Total to Total 
Accounts Deposits 

o/o o/o 
99·74 91.67 
99·56 86.95 
99.43 83.14 
99·32 79.78 
99.26 77.60 
99.10 74.62 
g8.84 69.I4 
98·33 49.57 
97.16 25.69 

98.53 43.49 
Source: Federal Deposit Insurance Corporation. 

Ratio of 
Total Deposits 
of each Group 

to 
Deposits 

of All Banks 
.28 

1.69 
J.o8 
2.51 
2.26 
6.34 
8.88 

22.31 
sz.65 

100.00 

It may further be of interest to note that on October I, 

1934 there were 1,091 non-insured banks, with deposits of 
$512,78I,ooo. Of this number 426 banks had deposits of 
$xoo,ooo or less, while 1,025 banks had deposits of $I,
ooo,ooo or less. 

The number of licensed banks suspended during 1934, in
cluding banks placed on a restricted basis, was 56, with 
deposits of $36,944,000. This number includes I national 
bank, and 55 state banks, with deposits of $40,000 and 
$36,904,000, respective1y.2 The total number of insured 

a Excludes 920 banks with deposits of $646,729,000 which received no 
license at the termination of the banking holiday, and which were placed 
in liquidation or receivership during 1934. See ch. iii, Tables 5 and 6. 
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banks which suspended was 8, with total deposits of $r,-
864,323, namely I national bank, with deposits of $41,643 
and 7 state banks, with deposits of $r,823,68o. Insured 
deposits amounted respectively to $37,902 and $888,878, or 
a total of $926,780, representing about so per cent of total 
deposits of these banks. The proportion of insured to total 
deposits for these eight banks individually was, respectively, 
roo, 94, 91, 88, 87, 84, 46 and 30 per cent.8 

It should be noted that the Banking bill of 1935,4 which 
was recently introduced into Congress, proposes to make 
some radical changes in the " permanent " insurance scheme 
as outlined above. The provisions relating to the guaranty 
are contained in Title I of this bill and may be summarized 
as follows: 

I. The Temporary Fund and the Fund for Mutuals are 
to be merged into the Permanent Fund immediately upon 
enactment of the bill. The maximum insured protection of 
$5,000 now enjoyed under the "temporary" plan is to be 
continued. Trust funds will be insured up to $5,000 for 
each trust estate. 

2. Banks now insured will continue to be insured. Non
member banks of the Reserve system may withdraw volun
tarily, upon giving notice to the Corporation and to deposi
tors, and the Board may terminate the insured status of any 
insured bank if it is engaged in unsound or illegal practices, 
or has repeatedly violated the law. In either case, deposits 
[less withdrawals] continue to be insured for two years, and 
the bank during this period must pay assessments. State 
member banks of the Reserve System lose their membership 

a Based on data supplied by the Division of Statistics of the Federal 
Deposit Insurance Corporation. 

4 H. R. 5357, introduced on February 5, 1935; S. I7IS, introduced on 
February 6, 1935. The former was passed by the House of Representa
tives on May 8, 1935, by a vote of 2~1 to uo. [H. R. 7617]. See 
notes 5 llilld 6. 
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upon the termination of their insured status, while national 
banks will be liquidated. State non-member banks may, 
until July I, 1937, obtain the insurance privilege. On this 
date the insured status of these banks [except mutual sav
ings and l\Iorris plan banks] expires, unless they have be
come members of the Federal Reserve system.5 

3· Assessments are at the annual rate of one twelfth of I 

per cent of total deposits. 6 The collection of this assessment 
is mandatory. The Board may fix a lower rate, or make a 
refund up to 50 per cent of the last assessment. 

4· Insured state non-member banks are required to make 
reports of their condition to the Corporation, and the Cor
poration is empowered to examine these banks, as well as all 
closed banks. It may examine national banks and state 
member banks after having obtained the consent of the 
ComptroJier of the Currency or the Federal Reserve Board, 
respectively, and is entitled to access to the reports of exami
nation made by, and reports of condition made to, the 
authorities. 

5· Insured banks must obtain the permission of the Cor
poration before they can consolidate with a non-insured 
bank. Insured non-member banks cannot reduce their cap
ital without the Corporation's consent. 

6. Insured banks are not required to subscribe for capital 
stock in the Corporation, all stock being owned by the 
Treasury and the Reserve banks. Stock will not be entitled 

5 The provision relating to state nonmember banks was eliminated from 
the House bill. This is most regrettable. The Senate subcommittee has 
proposed that no state bank organized after enactment of the bill shall 
be insured after July r, 1937, and no existing state bank which during 
1936 or any succeeding year shows average deposits of $r,ooo,ooo or 
more shall be insured after July I of the following year, unless a Reserve 
member. This does not apply to savings and Morris Plan banks. 

6 The bill as passed by the House calls for assessments of one-eighth 
of 1 per cent. The Senate subcommittee's report, however, has retained 
the rate of one-twelfth. 
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to dividends, and carries no vote. The board of directors is 
to prescribe what proportion of the proceeds of its sale of 
capital stock to the Treasury and the Reserve banks shall be 
allocated to capital, and what proportion to surplus. 

7· Several technical and administrative measures relating 
to the conditions under which banks not now insured may 
obtain the privilege, to the insured banks' obligation to carry 
burglary and fidelity insurance, and to the method of paying 
off insured depositors. 

It is apparent that these proposals, especially in so far as 
they relate to the amount of deposits that will be insurable, 
and to the contributions to be made by the insured banks to 
the insurance fund, will bring about a considerable transfor
mation in the insurance scheme as originally envisaged under 
the " permanent " plan. oa In the first place, membership in 
the Fund no longer carries unlimited responsibility on the 
part of going banks for the losses of failed banks. Insured 
banks will have to pay only one assessment of one twelfth 
of I per cent on their deposits yearly. A refund upon these 
payments is at the discretion of the Corporation. No con
tribution has to be made by them to the capital of the Cor
poration. Furthermore, the insurable amount has been con
siderably reduced. 

The fact that the proposed plan provides for the manda
tory collection of the annual assessment should have the 
approval of those who have objected to the permanent plan 
because it does not provide for the establishment of a reserve 
fund-as would be the case under a true insurance plan,'-

Ga Pending final action on the Banking bill of 1934. Congress on June 
2'1 extended the temporary plan (which under the present law was· to be 
replaced on July I, 193\5, by the permanent plan) for 6o days. 

' The Guaranty of Bank Depo.n'ts, a report by the Association of Re
serve City Bankers [Chicago, 1933], p. 28. 
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but specifies that an assessment shall only be made when the 
debit balance of the insurance account equals or exceeds one
fourth of I per cent of the insured banks' deposit liabilities. 
Obviously, since the number of assessments that may be 
made is unlimited, the heaviest burden would fall during 
years when banks would be least able to pay. The proposed 
plan will enable the Corporation to build up a reserve fund. 8 

One feature of the permanent plan which has been subject 
to considerable criticism, but which has been retained in the 
proposed arrangement, is that assessments will be levied on 
total deposits, and not on insured deposits only, as is now 
the case under the temporary plan. Since the smaller banks 
have mostly small accounts, their contributions to the Fund 
ensure protection for a much greater percentage of their 
total deposits than will be the case among the larger banks. 
In other words, relative to the amount of their insured de
posits, the latter will be paying a rate considerably higher 
than the nominal rate of one-twelfth of I per cent. Indeed 
it appears from Table 32 that this rate will be more than 
three and a half times larger for the largest than for the 
smallest banks. 

A more general criticism has been that the guaranty 
scheme is not insurance, because the assessment rate is the 
same for all banks, instead of being graded in relation to 
the degree of soundness of the individual banks. Besides, 
the assessment is not paid by the beneficiary-the depositor
and under the present permanent plan, no provision has been 
made for the building up of a reserve fund.9 

We have already seen that the proposed plan will permit 
building up a reserve fund, and that, by fixing the number 

8 The Senate subcommittee has reported in favor of suspending as
sessments whenever the Corporation's net assets amount to $soo,ooo,ooo 
or more, a-nd of making no new levies until ·the amount is less than 
$425,000,000. 

11 The Guaranty of Bank Deposits, ibid., p. I, note. 
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of assessments that may be made, bank managements will not 
be confronted with the problem of having to make provision 
for unascertainable or unpredictable risks. But what about 
the assessment rate? Would it be possible, by demanding 
penalty rates from the unsoundly managed or the uneco
nomic banks, to force the necessary reorganization or re
form? Of course, no difficulty on this score is encountered 
if it is insisted that the guaranty plan, in order to conform 
to insurance principles, should levy the assessment upon de
positors, because it would obviously not be feasible to demand 
that depositors in an unsound bank pay a higher premium 
than those in a sound bank. But is it not just as apparent 
that depositors would withdraw their funds if they knew 
that the bank was being penalized because its operations 
threatened insolvency? 

The notion that under a true insurance plan depositors 
would be paying the assessments ignores the fa.ct that de
posits are for the greater part the result of the banker's 
guarantee of the borrower's credit. For exchanging its own 
credit for that of the borrower, the bank makes a charge, 
and in return undertakes to pay on demand each and every 
one who may come into possession of a claim upon it as a 
result of the payments made by the borrower out of the 
deposit which the bank has set up for him. Is there any 
logic, therefore, in demanding that these creditors or deposi
tors, or, for that matter, borrowers, should contribute to a 
fund which will enable the bank to discharge the obligation 
it has undertaken? After all, stockholders do not expect 
dividends to come from the earnings made on the employ
ment of the capital they have invested, but from the conduct 
of banking operations. And it should therefore be evident 
that the risk involved in the extension of credit is theirs, and 
theirs only. The only question raised by the guarantee or 
insurance plan is whether banks should be mutually respon-
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sible for these risks, i. e. whether their contributions should 
go to a mutual fund. 

Will the guaranty plan be successful? It would appear 
that the present permanent plan is mainly concerned with 
providing the wherewithal to protect the depositors of failed 
banks against losses. In the proposed plan, however, em
phasis has been laid on the necessity of preventing the occur
rence of failures. Thus, provision has been made for cen
tralizing the examination of all insured banks, and the Cor
poration will be able to set up definite standards with which 
most banks must comply before they will be admitted to the 
Insurance Fund, and 1£ they wish to retain the privilege. 
Furthermore, it will be possible to insist on the resignation 
of banking officials who are engaged in illegal and injudicious 
or unsound practices, and thus prevent the development of a 
situation which in the past has been so fruitful a cause 
of bank failure. Of material assistance will be the power 
of the Corporation to review all mergers and consolidations 
affecting insured banks. The supervision and control which 
the Corporation will thus be able to exercise over the coun
try's banks should go a long way toward preventing the 
growth of careless and dangerous methods of banking. 

It should be realized, however, that the situation is 
beset with many difficulties and dangers. The banking 
system is still overburdened with a host of small banks of 
the type which has shown little resistance to failure, but 
which have been resuscitated for the reason that permanently 
closing them would, in the absence of permission to establish 
branches, have denuded large sections of the country of all 
banking facilities. An idea of the predominance of the 
small bank is obtained by noting that of the 14,000 odd in
sured banks on October I, 1934, about II per cent had 
deposits of $100,000 or less, while 58 per cent had $500,000 

or less. A good number of these banks have been enabled 
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to take a new lease on life, and qualify for membership in 
the temporary fund, only because of the liberal aid given by 
the Reconstruction Finance Corporation. Will the future 
earnings of these banks be sufficient to enable them to write 
off the large amounts of questionable and valueless assets 
which still fill their portfolios? Will they be able to build 
up reserves sufficient for future emergencies? There is cer
tainly nothing in their past record to warrant the fulfillment 
of these expectations to any considerable extent. In other 
words, if the guaranty scheme is to be a constructive force, 
and not become a refuge for a multitude of small banks 
which at the first sign of unfavorable conditions will have to 
close, it will be necessary to provide a basis for our banking 
system sounder than is at present provided by our dual unit
structure. 

The anomalous policy forced upon the federal authorities 
in connection with branch banking is an outstanding example 
of the defects inherent in the division of authority over the 
country's banks. Although, as we have seen, Congress has 
shown no hesitation to emulating the state authorities in their 
promotion of unsound and dangerous legislation, it has care
fully refrained from conferring upon the national system 
any constructive advantages. On the other hand, state 
banks have been granted the right to partake of the bene
fits of the deposit guaranty, which, in connection with 
the fact the minimum requirements for a national charter 
have been reduced, must necessarily result in the re-establish
ment of many small state banks, and will enable many un
economic banks to continue to vegetate on the communities 
in which they are established. Of course, the revival of 
the independent unit system was one of the major purposes 
of Representative Steagall's Deposit Insurance bills of 1932 
and 1933.10 It is indeed unfortunate that political expedi-

10 See, e. g. the Hearings on H. R. [10241] 11362 [72<1 Congress, First 
Session], p. I. 
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ency necessitated the elimination from the earlier Glass bills 
of those sections which would have permitted national banks 
to establish branches irrespective of the State statutes, and 
would have enabled a sounder reconstruction of the banking 
system. The fact that several states during the past few 
years have abandoned their exclusive unit-banking policy, 
while others have liberalized the existing branch banking 
provisions of their statutes, hardly alters the situation, 
because of the absurd restrictions on the establishment of 
branches, in most of these statutes. 

It should be apparent that only by unifying legislative 
control over the country's banks will it be possible to carry 
through the necessary reconstruction and reorganization of 
the banking system.11 Abandonment of dual jurisdiction 
will do away with the ruinous competition between the 
national and state authorities which has attended banking 
legislation in the past, and enable the national government to 
adopt a uniform branch banking policy for the entire coun
try. This will permit the orderly elimination from the bank
ing system of the multitude of small banks which are at 
present, and will continue to be, a threat to the safety of 
the guaranty fund. By closing the loophole through which 
banks have been able in the past to escape from one juris
diction, which for one reason or other was obnoxious to 
them, to another of more leniency, it will be possible to force 
all banks to adhere to one standard of operation, thus increas
ing the safety of the institutions. The nature of the 

n On the constitutionality of unifying legislative control, see the report 
by the General Counsel of the Federal Reserve Board, entitled "Con
stitutionality of Legislation providing a Unified Commercial Banking 
System for the United States" [Federal Reserve Bulletin, March, 1933'; 
Annual Report of the Federal Reserve Board, 1932, pp. 229-259]. Also, 
Hammond, Bray, "The Banks, The States and the Federal Govern
ment" [The American Economic Review, vol. xxiii, no. 4, December 1933, 
pp. 622-636], and Anderson, Jr., Th. J., Federal and State Control of 
Banking [Cambridge, Mass., 1934]. 



AMERICAN BANK FAILURES 

measures which should raise this standard above the level of 
the past years, and strengthen the internal condition of the 
banks, has already been indicated. The assumption that the 
guaranty-of-deposit plan has disposed of the problem created 
by the intermixture of deposit and investment banking is 
entirely unwarranted. On the contrary, this plan calls for 
closer circumscription of the sphere of operations of com
mercial banks, and for placing further restrictions on their 
security investment and speculative operations, in order that 
their portfolios may not again become filled with all sorts of 
securities unfit to provide the bank with the necessary liquid
ity. If commercial banks are to be permitted to continue 
their savings banking business, provision should be made for 
the separation of savings deposits from those arising from 
commercial activities. Thus the law should lay down defi
nite rules regarding the type of investments which should be 
kept in the savings department. 

Of course, the task of preventing banks from developing 
an unsound or embarrassed condition looms larger than ever 
before among the duties of the supervisory and examining 
authorities. They should, therefore, be given adequate pow
ers, and be required to make full and effective use of them, in 
order that an incipient unheahhy condition may be immedi- , 
ately corrected, and that uneconomic banks may be closed 
before they reach a state where liquidation would involve 
losses. 

These considerations emphasize the fact that a guaranty
of-deposits plan is itself no solution of the bank-failure prob
lem. However, by combining the beneficent features of the 
plan with legislation equally applicable to all banks, and ad
herence to which is enforced by strict supervision and regu
lar, effective examinations, it should be possible to obtain a 
sounder and stronger banking system, and prevent the 
recurrence of failure epidemics. 
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