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INTRODUCTION 

Why did farmers lose so heavily from bank failures and reorganiza
tions during the depression following 1929? vYhy were the credit 
facilities, that customarily had been extended to farmers by country 
banks, so drastically curtailed during the depression? In an effort 
to find the answers to these questions the Bureau of Agricultural 
Economics, in cooperation ",ith the agricultural eJ..-periment stations 
of several States, has made since 1932 three studies of country bank
ing. These studies were conducted in widely separated parts of the 
country in order that banking problems peculiar to various types 
of farming might be brought to light. 2 

As country banks seldom, if ever, conduct business exclusively with 
farmers, the objectives could not be attained by confining attention 
to the relations between farmers and country banks. It has been 
necessary to inquire into all important phases of the banks' operations. 

I ,I.cknowledgment is made to E. H. Hibbard of tbe Wisconsin Agricultural Experiment Station for 
assistance in making armngements for the study and for helpful suggestions regarding tbe manuscript, and 
to WiIIiam H. Rowe and George Y. Jarvis of the E url'811 of Agricultural Economies, and Harold 1'.. Lingard,
then of the Wisconsin Agricultural Experiment Station, for obtaining data from the banks. Mr. Jarvis 
also helped With the analysis of the data and contributed many helpful sugg~stions on the manuscript. 

, Fora report on tbe first study, see GARLOCK, FRED L., and GILE. B. M., B.\~K FAILURES I~ ARKANSAS. 
Ark. Agr. Expt. Sta. Bul. 315, 78 p,)., illus. 1935. A manuscript based on the third study, dealing with 
country banking in Utah, will SOOh be completed. 

301796°-41-1 1 
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Some of these operations, such as their investments in securities and 
their loans to business firms, may seem to have only a remote bearing 
upon the positions of farmers. The fact is, however, that the curtail
ments of credit and the losses sustained by farmers as a result of 
banking disturbances during the depression often were related more 
directly to the character of the banks' nonfarm business than to that 
of their business with farmei'S. 

Efforts to improve the functioning of country banks are not likely to 
succeed unless they are based upon due consideration of all factors 
that influence the positions ()f country banks. With this thought as a 
guiding principle, attempts were made to determine the elements of 
both strength and wealmE'ss in country-banking policy, whether or not 
such elemeT"ts have an agricultural origin. Relationships between 
farmers and country banks arl' emphasized only when the positions 
of farmers are found to have differed significantly from the positions 
occupied by other classes of the banks' patrons. 

Though the data used in this study relate only to Wisconsin banks, 
it is believed that the :)foblems and e).-periences of these banks have 
been similar to those 01 banks located in othl'l' areas where savings 
deposits constitute a largl' proportion of total deposits and where the 
local industries are not highl}T seasonal. The conclusicns are therefore 
considered to b(' Ilpplieahl(' to banks 10catNj throughout the North 
Oentral and NortlH'aslel'l1 States, and to mmw ballks in other sections 
of the coun try. . 

Data relating to (IPf('mH'nts nnd waivers of d('p()sits and changes in 
capital structures ('ov(']' all bunks that opel'atp<j in 'Yis('onsin during the 
period 1930-36, inclusi\re. They were compiled with th(' aid of the 
,riseonsin State Banking Department, tl:t: 1i'ecleral Deposit Insurance 
Corporation, the Board of Governors ':,! the Federal Reserve System, 
and the Comptrolll'J' of tIl(' Ourrency. Data relating to the aggregate 
deposits of opt' rating Wisconsin banks and to deposits in trusts 
administered by I'('cpiv('l's or other official liquidating agents were 
compiled mainl}- from tlll' published reports of banking authorities. 

For the remnining parts of the stthl.y, the datu. l'elnte to 58 banks, 
widely scattered iLmong tht' towns :1.I1d smaller cities of thl' StatI'o 
These banks wert' selceted from bu.nks opC'rn ting in sma.ll pla.ees in 
order that tht'y should bereprescntative of tlle' bunks most commonly 
patronized by farmers. ~Iost of the banks wcrp small; tlll'ir total 
assets in 1929 varied from $101,000 to $3,598,000 and a.vet'aged 
$725,000. Forty-two opernted under State ant! 16 undcr nationa.I 
chal'tl'rs. Information concerning their operations and finnneini con
ditions was obtained from til(' call \'I'ports, t'arnings l'Cports, and 
exnminll.tion l't'ports on file at tll(' State banking department and tht' 
F('dcral Reserve hanks of Chicago and :'-,·[inneapolis. These banks 
will be referred to hcreafter as "tIl(' 58 ('ountry bnnks." 

From tll(' 58 banks, 17 wert' sel('ctt'd for sp'ccial study. The total 
assets of thesl' hanks rnngI'Cl in 1929 from $206,000 to $2,614,000 and 
averaged $662,000. In size and in other respects they reflected tlll' 
variations found in the entire group of 58. Tlu'ough the cooperntion 
of their mann{!;l'l1lents, these banks were visited in pCl'Son to obtain 
data not availnble in the files of supervisory authorities. Such data 
included monthly statements of condition, and much detailed informa
tion concel'ning bank loans. These 17 banks will be referred to 
hereafter as "the 17 selected banks." 
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BANKING DEVELOPMENTS IN WISCONSIN, 1930-36 

From the standpoint of banking developments, the period covered 
by this bulletin may be divided into two parts. The first covers the 
descent into the depression, roughly 1929 to March 1933. It was 
characterized by severe shrinkages of deposits and by many bank 
suspensions, culminating finn'!ly in the "bank holiday." The second 
part covers the period from March 1933 to the end of 1936. It was 
characterized by tIl(> reopening of all banks that appeared to be solvent 
and by a large-scale reorganization program designed to salvage the 
solvent elements in banks that could not be reopened. 

NUlIIBERS OF BANKS SUSPENDING PAYl\IENTS TO DEPOSITORS 

At the end of 1929, 953 State nnd national banks, exclusive of mutual 
savings banks, were in operation in Wisconsin (table 1). By the end 
of 1933, the number of banks had been reduced to 445, or 47 percent, 
mainly as a result of suspensions. For the period, 1930-36, the net 
decline in millIbers of banks in Wisconsin was 348, or 37 percent. 
These declines were offset partially by an increase from 9 to 108 in 
the number of branch offices, including paying and receiving stations. 

TABLE 1.-Changes in number of Wisconsin banks, 1930-36 

Item : 1930-33 1934-36 I 1930-36 

------- ---------- -----------,----- 
t.L\-umber Percent -,-Yumber Percent l\"'llmber Percent 

.-\ctive banks at beginninl' of period I __ .. ___ ._.•• __ ..1 9.,3 100' 445 100' 953 100 
Decrease due to: Suspensions , __ ~ _~ __ ._., __ ~ ___ •____ ._~ _________ _ 505 i 53 10 542 515 

Consolidations. __ ._ •. ___ _ _ __ .• ___ ·_ .. _____ 1 90 ' 9 43 9 133 14 
Voluntary liquidations and unclassified causes' ___ I' 1 3 1 S 1 

Increase due to: 
New banks organized 3 . _•. _." _. ___ .. ________ __ 1 4 29 31~ j 

279 . 
Net change in number and percentage of banks ____ •__ -53 160 , 36 -348, -3;

Suspended banks reopened'. _ _-.•. ""_'1: 82 9 1~~ I 44 29 
-50S,Activebanksatendof.period e_'_' __ e __ ••• _." _____ _ H5 47 605 136 1 605 ij3

1 

I Excludes mutual s6ving-s banks_ 

, Includes banks unlicensed b~' June 3D, 1933e 

1 Includes banks organized to succeed closed banks but not banks organized to succeed operating banks. 

• Includes banks licensed aCter Juno 3D, 1933. 


Compiled from data given on pp. 110-1 and 1121 of the Federal Reserve Bulletin for November 1937. 


It is difficult to form a clear conception of the developments of the 
period unless til(' banks that went out of existence during the depres
sion through suspensions and consolidations are classified in such a 
way as to indicate the treatment accorded their depositors. To pro
vide It more detailed picture of banking developments in the State, 
an attempt was made to ascertain the extent to which the deposits 
of the Wisconsin bnnks in operation at the end of 1929 were affected 
by deferments, waivers, and receiverships dlll'ing the depression. It 
was nec.,<OQ01'Y in many cases to tra0c the banks' deposits through one 
or mOr( mergers or reorO'anizations. When a new bank was formed 
to succeed a bank in receivership, the deposits taken over by the new 
bank were regarded as the old bank's deposits continued on by the 
new bf\nk; and when the deposits of several banks were combined 
through mergers or consolidations, pro rata parts of the deposits of 
the absorbing or succeeding bank were regarded as assignable to the 
banks that had gone out of existence. 
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In table 2, the 962 Wisconsin banks that were in operation at the 
end of 1929 are classified according to the lll.ter status of their deposit 
businesses. This tabulation covers 6 mutual savings banks, 1 trust 
company, and 2 temporarily suspended State banks, that were ex
cluded from the Federal Reserve data. Of these banks, 270, or 28 
percent, are designated class A banks because their deposits never 
were subject, during the depression, to any restrictions or deferments 
of payments except those imposed during bank holidays. Class B 
banks were 191 in number, or 20 percent of the total. On portions, 
at least, of the deposits of these banks, there were deferments of pay
ments over and above those imposed during bank holidays, but their 
deposits ,vere subject to no more drastic measures than these. With 
class C and class D banks, the deposits were subjected to lY'uch more 
drastic measures than merely temporary deferments of payments. 
Class C banks, 324 in number and 34 pereent of the total, include 
those the deposits of which were in part waived to depositors' trusts 
or left ·wi.th receivers for finalliquidation.3 The deposits of the 177 
class D banks, at time of suspension, were left in their entirety to 
receivers fol' final liquidation, no part being released through reorgani
zation procedures. 

TABLE 2.-Cla.5sificatio71 of ll-isconsin banks operating at end of 1929 according to 
the status of their deposit business during period lOSo-S6 

I ' Banks located in riflers of-

Class of bank I All banks in : 
i State Leo' tlmn 5,000 5,000 population 

pO]lulution and over 
~- ~-- ~- -----1--____ 

Class A, business survived intact without oven tcm- "Yumber' perCt7l1 'Number i Pf:Tce'7lII',.Yumb<T Ptrctnl 
porary drfermont of payments to depositors ,________ 2iO 28 138 19 132 I 58 

Class 11, business survived intact after temporary
deferment of payments to depositors , _______________ : 191 ro 176 24 I 16 7 

Class C, busin~ss survived in part, a portion of deposits I I
l ibeing waived to depositors' trusts or left in receiver- : I'ship. __ . _______ .· ___________________________________ 1 324 34 282' 3S 42 18 

Class D, busin~ss failrd, all drposits at time of,uspen- ' . 
pensionbeingleftinreceivership .... ________________ 177 IS 13S 19 39 17 

Total.. _... _________________ .. ____ ______________ fl62 100 733 100 100 

, Rrstrictions impOfrd dUrin![ bunk holidays arr disrrgarded . 
• Derrrm~ntsarisin~from thr c1o~inl!alld r~Qrenin!:ofbnnks, foilun' to bloiic('nsrd hl' Apr_12, 1933, wah-ers 

by drpositors of rights to withelm\\ , and arhitrary restriction, imposed hy hanks. 

DISTRIBU'fION OF BANKS ACCORDING TO PERCENTAGES OF 1929 DEl'OSITS 
THAT WERE DEFERRED, 'VAlVED, OR LEFT IN RECEIYERSHIP 

Tables 3, 4) and 5 show the numbers of banks a.t the end of 1929 the 
deposits of which were Intel' deferred tempornrily, waived to depositors' 
trusts, or left with receivers for final liquidation, and the relation 
between the deposits affected by these measures and the deposits of the 
banks at the end of 1929. The deposits nffected by these special 
meaSlU'es are stated as percentages of the deposits at the end of 1929, 
rather than deposits at the time the meaSlU'es were applied, in order 
not to obsclU'e the fact thnt large amounts of deposit.s were liquidated 
before the banks were closed or rest.ricted. . 

J Tho term "depositors trusts" is used throughout this publicRtion to designate liquidating or sC!.ITegated 
trusts admini,tered by depositors' committees. The l.er!Jl "receiver" is used to designate the liquidating 
agents for "closed" banks. 
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The deposits classified in table 3 as temporarily defen'ed include 
only the deferred deposits that were not later waived to depositors' 
trusts or left with receivers for final liquidation. .All of the class B 
banks and all but two of the class C banks had such deferments. A 
few class D banks also had temporary deferments before their deposits 
were placed with receivers for final liquidation. With these banks 
temporary deferments arose mainly from the closing and reopening 
of banks, or the deferment and later release of deposits through tem
porary waiver agreements, prior to the time when the remaining de
posits were placed with receivers for final liquidation. At one time or 
another, some of the deposits of 56 percent of the banks in operation 
at the end of 1929 were affected by temporary deferments, aside from 
those incident to bank holidays. 

TABLE 3.-11r isconsin banks having specified percentages of their 1929 deposits 
deferred temlJOrarily during 1930-36 1 

NUMBER OF BANKS 
-------------~-~~----

Distribution by percenta~e of deposits deferred 

Class of banks' 'I'otal II 
Non 1 to 25 26 to 50 51 to 75176 Ill'rCent 

e pc. cent percent; percent and o'l"er 

A~_~~ __ ~~____ ~~ __ ~~__ ~__ ••• __ .. __ .. ___ ~_~~!- K:';'g;o :-;:m~D NumbeD Numb'D iNumbeo I Numbero 
B ___~~_~_~~__~_~___ ~_~_._._._ •.. ___ .•. ~~__ 191 1 0 i 0 39 Ll132i 20 

g~~~~~~~~~:~: .....:.::::::: ::::::::::::::' mi !4~ , ~ ~ ~ I 
---

5 
--~~--------

All banks"'~-----'-~---~~-~---~~~'~i 962 i 419 116 244 I 161 I 22 

PERCENTAGE OF BANKS 

Perct71t Percent 
0 0t:::::::::::::::::::::::::::::::::::::::: Fer1~ perc~~ 1 P<re<1'g I P<ret71J 69 U. 

c_~___ ......... _ .. __ ~ _____ ~._. __ .__ .____ 100 1 I 28 : 61
~ 9 1 
D~_~ ____ .. _.. __ ._.~~_~ __ • ___ ~_~~~~______ ~__ 100 S3 14 ' 3 0 0 

17_~~~banks~'_:' ______ ~___________ ~~ __ I--1OO1--4-'I ~~1_2___25--,_____,-___2 

I Deferred deposits that Were later waived to depositors' trusts or left with receivers for final liquidation 
are not included. 

: For description of classes nf banks, see table 2. 

Waivers to depositors' trusts were employed in readjusting the de
posit liabilities of 92 percent of the banks the dcposit businesses of 
which were radically reorganized (class C banks) and about 7 pcrcent 
of the class D banks, before the businesses of such banks wcre finally 
terminated by receiverships (table 4). For the State as a whole, 
portions of the deposits of 32 percent of all banks operating at the end 
of 1929 were waived to depositors' trusts. 

Though banks were sometinles waived to solvency before the depres
sion, this means of reorganizing insolvent banks came into prominence 
primarily as an emergency measure for dealing with depression condi
tions. Its widespread use among State banks in Wisconsin resulted 
from the passage of legislation in 1932 and 1933 providing that: 
(1) Banks could place themselves, or be placed, in the hands of the 
State banking department for stabilization and readjustment without 
losing their power to receive and payout new deposits; and (2) 
stabilization agreements acceptable to the banks and to thl' holders of 
80 percent of their deposits and unsecured claims--or a smaller percent 
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at the discretion of the Commissioner of Banking-could be made 
binding on all other depositors and unsecured claimants. The 
stabilization procedure was regarded as preferable to the closing and 
liquidation of banks because it maintained facilities for the receipt and 
payment of new deposits and permitted the liquidation of frozen 
assets and deposits by a going concern. 

TABLE 4.-Wisconsin banks having specified percentages of their 1929 deposits
waived to depositors' trusts during 1980-36 1 

NUMBER OF BANKS 

Distribution by percentage of deposits waived 

Class of banks I Total 
1to25 26 to 50 51 to 75 76 percentNon~ percent percent percent and over 

Number Number Number Number Number Number 
A.................. ..• .... •••••••...•..... 270 270 0 0 0 0 
B __ •.•..•••. _•.•...•.•..• __••••••••.•••••. 191 191 0 0 0 0 
C•••••••••••• __ ••••••••••••••••••••••••••• 3Z4 26 157 137 4 0 
D...... ...•••..... ..••.••.•••••••••••••••. 177 164 9 4 0 0 

---I--~----II-----I-----
All banks .........................__ 962 4
651 I 166 141 I 0 

PEROENTAGE OF BANKS 

Percent Percent Percent PercentA..__________..________..............____ . percf'~ I p~rcwt 
 0 0 0 0 
R__.... ____•_____...._.................... 100 100 0 Il 0 0 

C.__......_............................... 100 8 49 42 1 0 

D __............................_..._....... 100 93 5 2 0 0 


AU banks........_......__...__ ..... 100 68 17 15 <,> 0 


I Waived deposits which were later placed wltb receivers for finp.lliquidation Bre not included. 
2 For description of classes of banks, sec table 2. 
3 Less than 0.5 percent. 

The national bank law had neither of these provisions until after 
the bank ~oliday in 1933. Then, in the acts relo,ting to conservator
ships and reorganizations, powers were granted under which the 
conservators of national banks could receive and payout new deposits, 
while withholding payments on old deposits, and the banks could be 
reorganized upon a basis that was acceptable to two-thirds of the 
banks' stockholders and to the holders of 75 percent of the unsecured 
claims a~ainst the banks. Under these provisions 10 national banks 
were waived to solvency and 15 others by an informal procedure 
obtained waivers from certain of their depositors before these provi
sions were enacted. Waivers obt.ained before March 1933 were 
binding only on the assenting depositors. Several additional national 
banks obtained waivers from depositors, but were later reorganized 
on a different plan. 

During 1930 and 1931, before the practice of "stabilizing and read
justing" banks had come into common usc, banks that became in
solvent or unable to meet their liabilities usually were placed and left 
in the hands of receivers for final liquidation. This procedure was 
followed later with banks that, for various reasons, could not be 
stabilized on a satisfactory basis. With these banks (class D banks) 
the deposits which were left with receivers for final liquidation ranged, 
as a rule, from 51 to '15 percent of the 1929 deposits (table 5). A few 
class C banks also had receiverships, but portions of the deposits of 
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these banks were released through other banks or the organization of 
new banks. All told, about 21 percent of the banks operating at the 
end of 1929 had portions of their deposits administered finally by 
receivers. 

TAllLE 5.-Wisconsin banks having specified percentages of their 1929 deposits 
left with receivers for final liquidation during 1930-36 

NUMBER OF BANKS 

Distribution by percentage ('I deposits lelt with 
receivers 

Class of banks I Total I ' 
N lto 25 I 26 to 50 I .)l to 75 76 percent 

, one.Ipercent ~ percent 1 per~ent nnd over 
--.------.~---·I---·--r---!-------:--------

Number Number Number Number: Nllmber Number 
A __________ ._._._._._._._._ .•.......•.•• __ 270 270 0 0 I 0 0 

B. _____ •__ •____ . __________ ......_... _._._. 191 191 0 0 : 0 0 
C __________________ ._._._. __ . ,,_. ___ ._.__ 324 296 9 16, 3 0 
D ____ •· •• ·• ________ ·_._. __ .·_·.· ___ · _____ ·I~___O . ___1 __4_41__108_.__2_4 

All banks. ___ ... ___ ....... __________ ! 962 757 I 10 I 60 I 111 ! 24 


PEHCENTAGE OF BANKS 

- .. • I I I 
A _________________ .. ___._.________________ perc~~ i perc'i"~ Percell~ f percen~ Perct1l~ Percent 0 

~::::::::::::::::::::::::::::::::::::::::: [gg i Ig~ gI ~ ? g
D _______ . ___ ....__________________________ ~I'---O 1 '__25____6_1 ___13 

All banks._.________________________ 100 79 1 I 6 12 2 

! For description of classes of banks, see tnble 2. 

RELATION OF DEFERMENTS, WAIVERS, AND RECEIVERSHIPS TO SIZE OF 
PLACE AND AREA IN WHICH BANKS WERE LO'CATED 

Of the banks operating in Wisconsin at the end of 1929, the deposits 
of all but 28 percent were involved during the period 1930-36 in defer
ments, waivers, or receiverships, or a combination of these measures, 
and the deposits so involved in most cases amounted to from one-half 
to three-fourths of the banks' 1929 deposit volumes. Such measures 
were employed most frequently in places of less than 5,000 population, 
where the deposits of 81 percent of the banks were so affected. In 
places of more than 10,000 population, and in places of from 5,000 to 
10,000 population, the percentages of banks involved were 39 and 53, 
respectlvely. 

The poorer showing of banks located in small placLs was due in 
part to the facthhat attention was given first, after the bank holiday 
ill 1933, to reopening banks in the larger places. As a result of the 
delay in licensing banks in small places, some that were just as solvent 
as licensed banks in larger places were unlicensed on April 12, 1933, and 
were here classified as having deferred deposits. Data on deposits 
waived to depositors' trusts and left with receivers for final liquidation, 
however, leave no doubt that serious difficulties occurred most com
monly among the banks in small places (table 6). Such difficulties 
appeal', from these data, to have been most widespread in the western 
livestock and dairy, and the central general-farming sections of the 
State.4 

'See fig. 1 for counties tnciuded In these sections 
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TABLE 6.-Wisconsin banks the deposits 0/ which were waived to depositors' tTlUJi.s 
or left with receivers/or jinalliquidation during t/,e period 19S{}-S6, and percentages
0/ 1929 deposits so affected 

NUMBER OF BANKS 

Distribution by percentage of deposits
Rffected 

I-------~--~-----.---.Location of banks Total 

'I' 1to 25 !26 to ro 151 to 71i 7~~'ir'
None percent, percent percent' and 

, ! ~ , over 
-----.-.~.~ ....-----.------- ---------.-- "---
PIBC<'S, 5.000 'population or o\'er: ),'ulllber Nillllber'NulIlber NUlIlberjNumber Number 


M,lwaukee. ... . ..... ..... ...••••.••...•.... I 42 30 5 J 3 .l 1 

40.000-9!J.999 .. -- ... .. ........... .... ...... • • . 37 2!; 3 2 41 0 

20,000-39,999 .. ... •... -- ...... ............. ..... . 67 40 9 9 7 2 

IO.roo-19.999....... ............ ................. 241 16 2 3 3 0 

5,000-9.999............................... __ ....... 59 34. S 7 S, 2 


TotaL .. ,......... ....................... 22<J ~~I--;-; 24 !~---5 


Places Jess than 5,000 pOPlllation: -)=1===1=

A-Northern cut·m·er ............. .... 102 48 14 23 14 3 

B-Korth·~entrnl ,Iairy . '" .. ............. 42 23 S 6 5 0 

C-Northwest livestock and r!airy... ......... . 130 51 20 29 22 8 

D-Southwp.st 1i\'e~loek and dairy.. ............. 134 46 20 39 21i 4 

E-Cpntral genem: fnrmin!!........ ..•• ........ .. . 83 26 19 , 26 11 1 

F-Korlbeast dairy............................. g,' 46 20 I IS 9 2 

O-Southr~1 dairy .. , .......................... ~1)~~;--.::.---=-i___2 


Total. ... , ..... ........................... 733 313/ 137 r 165 9~ j 20 


---===- ---1=Total Stalc ................................. ---g;j2 461 - 164 189 123 25 


PEROENTAGE OF BANKS 

Places! 5,000 population or owr: ;P.rcent /perce,!!f Iperce~ PercenJ Percen! IPercent 
MIlwaukee........................................ 100 j ,~ 1~ I I 2
I 

40,000-99,9Q9..... , ............................. ; 100! 76 8 1i 11 0 

2O,000-39,9!Y.1., ................................... I 100 ! 60 I 13 13 11 3 

10,OOO-W,999.................................... ' 100 67 9 12 12 'I 0 


i.5,()()(H/,9!l!1...... , ................................ 100 I 57 14 12 j 14 3 

'------1------,------Tota!.. .......... " .......................... ; 100 651 12 10 I 11 i 2 

'~=,-'=I==I===-Places less than 5,000 popUlation: i 


A-Northerncut·Q\·er. i 100 47 14 22 14 3
'0 "'" .............. 


B-North·centrnl dniry..., ' .................. j 100 55 19 14 11~' 0 

O-Northwest Ih'c~tock and dairy................ \ 100 39 16 22 6 

D-Southwcst Ih'estock 3nd dairy..... ...... .... 100 34 15 29 19 3 

E-Central general farmin~ ... ... ............ ... 100 31 23 14 1
31 I 

~-fort~enst ~n!l1. ...... . . ........•....· .... i llle 4S I ~~ 1~ Ig 2 


>-~o;:t:~~..~~:~~~~~~~~~~:~~~~~~~~~~~~~~~~~JlOO -71:2] ~ 1;--13-1---~ 
Total StMe .................................1- 100 ~I==i7r=20~~ 


CHANGES IN VOLmlE A.l'ID STATUS OF DEPOSITS 

The force of the strajns that bore upon vYisconsin banks and their 
communities during the depression was reflected by changes in the 
volume and status of bunk deposits. Figure 1 shows such changes 
for places of less than 5,000 population in vIlL'ious sections of the 
State. The data cover the deposits of ull banks that were in operation 
at the end of 1929 regardless of whether such banks remained o1>en 
or were closed, nnd of all bunks later orgn.nizcd. The only deposit 
liabilities omitted arc those of banks that closed before 1930. 

http:D-Southwp.st
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75 

50 

rr@ Deposits in receivership ~ Restricted deposits 
%5 

• Waived deposits D Unrestricted deposits 

o 
TOTAL DEPOSITS DEC,3I,19zg-IOO 

BAE38211 

FIGURE I.-CHANGES IN VOLUME AND STATUS OF DEPOSITORS' CLAIMS AGAINST 

OPERATING BANKS. RECEiVERSHIPS. AND DEPOSITORS' TRUSTS IN WISCONSIN 
TOWNS OF LESS THAN 5.000 POPULATION. BY TYPE OF FARMING AREAS. 1930-36. 

(Depositors' claims Dec. 31, 1929= 100) 

Not only did large amounts of depositors' claims against banks become imlllo
bilized during the depression by receiverships and waivers to depositors' trusts, 
but the total of their claims was greatly reduced. During 1933 and the first 
half of 1934, moreover, restrictions made large ltillOunts of the deposits of oper
ating banks unavailable to depositors. Difficulties alllong banks in placl'~ of 
small size were greatest in the northern cut-O\'er, the western livestock and 
dairy, and the central general-farming sections of the State. 
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AGGREGATE DEPOSIT LIABILITIES 

The deposit liabilities of Wisconsin banks declined rapidly from 1929 
to the bank holiday in 1933. Four of the factors opera,ting to bring 
about this decline were especially important. First, of course, was 
the depression, which reduced incomes and undermined values the 
world over. By reducing the demand and the basis for bank credit, 
the depression created conditions under which bank deposits were 
bound to decline unless a new basis for the extension of bank credit 
could be found. 

Effects of the depression upon bank deposits were more pronounced 
in agricultural areas than il1 places of large size, owing to the presence 
of a second factor-unfavomble trade and financial balances growing 
out of the unequal incidence of the depression in various parts of the 
country. Comprehensive data on bank deposits show that there was 
a general movement of funds from agricultural areas to the large 
financial and industrial centers during the depression. The adverse 
trade and financial balances of agriculture resulted mainly from the 
fact that large fixed charges and "sticky" prices on items entering 
into farm living and production costs prevented farmers from reducing 
their outlays in proportion to the decreases occurring in their incomes. 

These factors caused Wisconsin banks to lose reserves to other parts 
of the country and precipitated a third factor in the decline of Wis
consin bank deposits-the liquidation of bank loans and investments. 
Though this factor resulted in part from voluntary payments by 
borrowers, it will be shown later that Wisconsin banks had to force 
collection of many loans and virtually cease making new loans in 
order to maintain their reserves at adequate levels. They also liqui
dated a substantial volume of securities and reduced new investments 
to low levels. By liquidating local loans find occasionally selling 
securities to local buyers, Wisconsin banks absorbed or extinguished 
a considerable volume of the dwindling supply of deposit funds that 
was flowing into the State; and in reducing their nt'w loans and invest
ments they, like banks in other parts of the country, failed to replenish 
the supply of deposit funds at !l ratt' sufficient to maintain the deposit 
volume . 

.Many banks were unable to meet their liabilities or to protect their 
solvency in spite of such meaSl\Tes. The failure of these banks and 
the general knowledge that banks were in difficulty produced a fourth 
factor in the decline of deposits in Wisconsin banks-the withdrawal 
of funds for hoarding or for transfer to other points where it was felt 
the funds would be more secure. Judging by the trend of postal
savings deposits in Wisconsin, it does not appear that withdruwals 
were a large element in the decline of vVisconsin bank deposits until 
sometime in 1932.5 Late in that yellr they became a dominn,nt factor. 

The depression declines of deposits were of varying magnitude in 
different places. By the end of 1932, the decline was only 21 percent 
in Milwaukee as compared with 26 percent in all places of more than 
5,000 population, and 32 percent in places of less than 5,000 popula
tion. The greatest sectional decline in small places was 41 percent 
in the north-central dairy section (B fig. 1). By March 6, 1933, 
substantial additional declines had taken place, particularly in 
Milwaukee. 

• AMERICAN BANKERS ASSOCIATION, COMMITTF.E ON BANKING STUDIES. THE POSTAL SAVINIlS SY9TElI 
OF TilE UNITEn STATES. PART Xl. New York. 1937, 
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Except in Milwaukee, the claims of depositors remained through
out 1933 at about the depressed levels reached at the time of the bank 
holiday. But durin~ the years 1934-36, there were substantial in
creases in deposit clallls in all parts of the State, so that by the end of 
1936 deposits had reached almost the same levels for the State, as a 
whole, as in 1929. The increases were not evenly distributed. In 
Milwaukee, deposit claims attained a level 21 percent above that of 
1929; in cities of from 5,000 to 100,000 population they attained ap
proximately the 1929 level; but in places of less than 5,000 the point 
reu.~h(·d was only 80 percent of the 1929 level. By se~tions, deposit 
clu.ims in small places varied at the end of 1936 from 70 percent of the 
1929 level in the northwest livestock and dairy section to 93 percent 
in the southeast dairy section. The increases were brought u.bout 
mainly by increased income in Wisconsin, by a return of funds from 
hon,rdmg, and by increased lending anci investment on the part of 
banks. 

UNPAID CLABIS AGAINST DEPOSITORS' TRUSTS AND RECEIVEHSHIPS 

Tlu'ough failures and reol'ga.niza.tions, including "rea.djustments and 
stn.bilizations," substn.ntial amounts of the deposits of Wisconsin banks 
were waived to depositors' trusts or placed in the hn.nds of receivers. 
Figure 1 shows the portions of the 1929 deposits tlw,t were represented 
bv the outstanding cln.ims of depositors against receiverships and de
positors' trusts at 'various elates during the period 1930-:36. 

Such claims increased as the depn·ssion deepened and reached their 
highest levels at the end of 193:3 01' early in 1934. Thereafter they 
hegan to decline as a result of liquidl1tions, reorganizations, and. the 
closing out of trusts. Generally, the proportions of the 1929 deposits 
represented in 1933 and 1934 by claims against receiverships and de
positors' trusts were greatest in smtlJl places and decreased in magni
tude Ylith increases in the size of the plaees in whir,h the closed or re
organized banks were located. In places of less than 5,000 popula
tion, the proportions were largest in the northern cut-over, western 
dairy and livestock, and central general-fanuing sections, and smallest 
in the central and eastern dairy sections. 

DEPOSITS OF OPERATING BANKS 

In figure 1 thr deposits of operating banks are di\Tided into restricted 
and unrestricted de"posits. The fonner include the deposits covered 
by temporary waivers ?f rigl~ts to withd~'aw and the restricted deposits 
of unlicensed banks, mcludlllg banks III the hands of COnSClTtl,tors. 
Unrestricted deposits presumably were tlyailable for use by depositors, 
though some were subject to notices of intention to withdl'l1w. 

The totn.l deposits of operating btl,nks declined during the depression 
as a result both of the economie factors already deseribed and of the 
transfer of deposit claims to receiverships and 'depositors' trusts. In 
Milwtlukee 11nd other pIt-wes of morc than 10,000 popult1tion the de
posits of operating banks reaehed their lowest levels at the time of the 
bank holiday. In places of smaller size, however, such deposits con
tinued declining until the end of 1933. At their lowest point the 
deposits of operating banks in Milwaukee were about 37 percent below 
the levels of 1929. In smaller cities the declines were greater than in 
Milwaukee, and in places of less than 5,000 population they amounted 
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to as much as 56 percent in several sections. The later recovery of 
deposits in operating banks was much smaller for places of less than 
5,000 population tban for places of larger size, particularly Milwaukee. 

Owing to restrictions, the deposits available for use by depositors 
were reduced during the depression to a much lower level tban was 
indicated by the decline in the deposits of operating banks. Sucb 
deposits had been reduced, by the end of 1932, to only slightly more than 
bulf the vohune available in 1929 in places of less than 5,000 popula
tion, and to only 70 percent in places of larger size. Si.x months later 
the available deposits in places of less than 5,000 population were only 
about one-third as great as in 1929, and there was little improvement 
bv the end of 1933. But by the end of 1934, available deposits in sucb 
places had risen to 52 percent of the 1929 level-about the same as at 
the enrl of 1932-and by the end of 1936, to 68 percent. The recovery 
of available deposits after the bank holiday was much greater, how
ever, in places of large size than in places of less than 5,000 popula
tion. Taken as a whole, the volume of available deposits in places 
of more than 5,000 population was 6 percent greater at the end of 1936 
than at the end of 1929. In Milwaukee the increase was 20 percent. 

CHANGES IN CAPITAL STRUCTli'RES OF BANKS 

The banking difficulties that were responsible for the placing of 
large amounts of dep,?sit claims in receiverships and depositors' trusts 
worked great hardshIp also upon the stockholders of banl\:s and re
sulted in the disappearance of much banking capital. Wisconsin 
banks [l,t, the end of 1929 had total capital funds (consisting of capital 
stock, surplus, profits, and reserves) amounting to $139,219,000. By 
the end of 1936, the capital funds of operating banks amounted to 
only $110.560,000, a deeline of 21 percent, despite the fact that, in 
the mea,ntime, stoekholders had contributed, and had been levied 
upon for, $28,710,000, while $40,870,000 of additional capital had 
been raised through sale of common and preferred stocks and deben
tures. Uncolleeted assessments, dividends, and losses, in excess of 
earnings, for the period were $92,967,000, an amount equal to two
thirds of the capital ftmds possessed by the banl\:s at the end of 1929.6 

RELATION OF CAPITAL CHANGES TO EXPERIENCE OF DEPOSITORS 

In table 7 the banks in operation at the end of 1929 are classified 
areorciing to the later experience of their depositors, and the capital 
changes occurring in each of the main classes of banks are shown 
separatciy. 

, Data on capital changes given in thiR section lllay not b~ complete, particularly with respect to contribu, 
tions made by. lind assessments lo\ied against. stockholders prior to 1033, but the omissions cal' scarcely 
be large, 
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TABLE 7.-Changes in capital structure oj lYisconsin banks, by class of bank, 
1980-36 1 

AMOUNT OF OAPITAL 

Capital funds raised, 1930-36, I j 
i through- Contrlbu-: Total ILosses, 
I , tions and, assess- divi

; Capital I I. I 1 assess- I ments, Capital I dends, 
Class of bank' funds, I Sales of ! Sales of ments' contrlbu- funds, and un

Dec. 31, ' Sales of ' preferred . preferred I against. tions, Dec. 31. ; collected 
1929 : common I stock and t stock and, stock- and stock 1936 I assess

I stock . debentures; debentures '. holders" sales, ; mcnts, 

I to the I to local : 1930-36 ' 1930-36 3 ; 1930-36 
, f R. F. C. , interests 

-----1--1 I 

' I 

1/,000 dol. !1,000 dOl." 1,000 dol. 1,000 dol. 1,000 dol. i 1,000 dol. 1,000 dol. 1,000 dol. 
A _______________ , 88,932 1,652 2O,696l 783 7,101, 28,049 76,339 40,642 
B _ _ _____________ 10,905 616 4,545 566 2,461 i 7,537 13,060 5,382
0-----.----- ____ 1 27,373 3,5611. 7,826 ' 85 11,463 I 20,497 21,161 26,709 
D_______________ 12,009,__48_1: 55 41~685 .~___O ~ 

All banks.' 139.219' 6,310 : 33, 122 1 1,438 28. no i 6·1,308: 110,500. 92,967 
PEROEN'l'AGE OF CAPITAL 

PerCe1lt Perce1lt Perce1lt I' Perce1lt I' Perce1lt ,: Perce1lt : Perce1lt I Percent
A_______________ 100 2 23 1 8 32 86 , 46 
B___ ____________ 100 6 42 5 23 69 120 , 40 
C_______________ 100 13 29 (I) 42 75 7i I 98 
D_______________ 100 4 (I) i (<) ! 64 I 68 ______ .... 1 168 

All bunks_ ;--WO-i 24 iIi 21 '--46-'-;)---6-7 

I Excllldl'S Cllpitll! raised by 8 newly organized blinks. 3 Exclllde';<iuplicatiolls an<i retirements of$5,272,0Q0, 
'For description of classes of banks, see table 2. I Less tban 0.5 percent. 

In the cases of class A and class B banl':s, collections on assessments 
were practically equivalent to the assessments levied, and the capital 
funds acquired tln'ough assessments were used to retire losses or other
wise strengthen the banl\!:]. In the aggregate, class A banks raised 
new capital during the period 1930-36 equal to about 32 percent of 
the capital the;y had possessed in 1929. Since about 46 percent of 
their 1929 capItal funds were exhausted through writing off losses, 
and to a lesser extent, through paying dividends in excess of earnings, 
their capital funds at the end of 1936 were only about 86 percent of 
the capital funds with which they had entered the depression. Olass 
B banks, by raising new capital funds equal to about 69 percent of 
their 1929 capital funds, increased their capital funds during the 
period. For both classes of banks, the Reconstruction Finance 001'

poration was the principal source of new capital funds. 
Assessments against the stockholders of class 0 banl.:s were levied 

in most cases for the benefit of the creditors of depositors' tr11sts, and 
to the end of 1936 had been collected only in part. There is some 
justification, however, for considering that such assessments were paid 
m full and were used to strengthen the banks. In stabilizin~ banks, 
depositors usually waived rights to a sufficient volume of theIr claims 
to leave the capital stock of the stabilized banli:s undisturbed. This 
action on the part of depositors was taken in consideration of the 
stockholders being assessed for their benefit, and the trusts usually 
received an assignment of the stock to protect depositors' interests 
until stockholders paid their assessments. The wah-iug depositors 
may therefore be regarded as having advanced the capital for which 
stockholders were assessed. 

Whatever view may be taken toward this matter, it is obvious that 
much new capital was supplied by the !t. F. O. to class 0 banks, and 
that the stockholders of such banks were heavily assessed. Despite. 
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these additions, however, the capital funds of class 0 ba;nks were 
reduced substantially during the period 1930-36. The losses for 
which stockholders were made responsible, and the dividends in excess 
of earnings paid by such banks, were approximately equal to the total 
capital funds possessed by the banks at the beginning of the depression. 

Assessments against thE:' stockholders of class D banks were seldom 
paid in full. Moreover, most of such aSS2ssments as were paid went 
to receivers or other liquidating agents for the benefit of creditors. 
Little new capital was raised by class D banks before their failure, 
but counting the funds invested in such banks at the beginning of the 
depression as a loss, and adding in the assessments for which stock
holders were made liable, the total losses charged against their stock
holders were much greater, relative to the 1929 capital funds, than 
for any other class of banks. 

RELATION OF CAPITAL CHANGES TO SIZE OF PLACE AND AREA IN WHICH 
BANKS WERE LOCATED 

The exhaustion of capital funds was relatively greater in places of 
less than 10,000 population than in places of larger size, and, in places 
of less than 5,000 population, greatest in the western livestock and 
dairy sections, and least in the southeastern dairy section (table 8). 
However, the new capital raised to support the banking structure was 
greatest in the places where capital exhaustion was most severe. At 
the end of 1936, banks in small places, despite their greater losses, 
were capitalized considerably more strongly, relative to the position at 
the end of 1929, than were banks in places of 5,000 population or more. 

TABLE S.-Changes in capital structures of Wisconsin banks, by size oj place and 
area, 1930-36 1 

AMOUNT OF OAPI'£AL 

Capitnl funds raised, 
1930-36, through-

Icontri. Total 

. ' 

ILo.ss~s,
S I butions assess- Capi- I dlVlCapi- Salt·s n os and Illcnts

tal of pre- of pre- assess- contri: tal ! d;.~~S. 
Location of banks funds Sales ferred ferred ments butions funds I uncol-

Dec. of stock stock against and' ~~c.. lected
31, com- and and stock- stock 

19:i6 assess-I1929 mon deben- dcben- holders sales mcnts,stock tures tures 1930-36 1930-36' 1930-36to the to local 
RF.C. interests -1,000 1,000 1,000 1,000 1,000 1,000 1 J,000 1.000 

Places, 5,000 population or over: dol/ars dollar., dollars dollars dollars dollars' dollars dollarsMilwaukeo__ . ___________________ 45,467 362 14,020 25 3,379 16,796 36,459 25,804
40,000-99,999. ____________________ 17,120 825 2,745 102 3,027 6,047 12,230 10,93,20,000-39,999_____________________ 20,874 1,135 3,070 45 3,085 6,635 14,524 12,98510,000-19,999_____________________ 5,047 368 790 57 936 1,906 4,137 2,8165,000-9,999_______________________ 9,921 746 2,105 284 3,452 6,030 8,237 7, it4 

TotaL________________________ 
98,429 3,436 22,730 513 13,879 37,414 75,587 60,256 

Places less than 5,000 population:
A-Northern cut-over___________ 4,074 294 915 117 1,501 2,673 3,486 3,26I
B-North-central dairy __________ 1,883 182 402 39 503 1,088 1,591 1,38o 
C-Northwest livestock anddairy______________________ 

5,952 379 1,864 121 2,486 4,488 4,851 5,58 
D-Southwest livestock anddairy______________________ S,208 536 2,228 117 3,965 6,494 6,563 8,139 
E-Central general farmlng ______ 4,511 689 1,305 119 1,539 3,222 4,469 3,264
F-Northeast dairy______________ 6,097 275 1,4~6 260 1,945 3,548 5,242 4,403 
G-Southeast dairy______________ 10,065 519 2,183 152 2,892 6,675 

---- -"""-_ '.m ITotaL____________________ 40,790 2,874 10,392 925 14,831 26,894 34,973 32,711 
=== Total State ________________ 139,219 6,310 33,122 1,438 28,710 64,308 110, 560 92,967 

See footnotes at end of table. 
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TABLE S.-Changes in capital structures of Wisconsin banks, by size of piacil and 
area. 1930-36 I-Continued 
PERCENTAGES OF CAPITAL 

Capital funds raised. 
1930-36, through

1-----..,.---IContri· Total Losses, 
Capi. butionfJ assess· Capi. divi· 

tal Sales Sales and ments, tal donds. 
f I of pro- of pre- assess- cant!'i- funds and 

Location of banks ¥>~~s ISalos ferred ferred ments butions, D uncal· 

31, . ~:n. s~~k s~~~k ~~~'i:.t S~~~k 1~\: =~. 
1929 I mon deben- deben- holdcrs sales ments, 

stock tures tures, 1930-36 1930-36' 1930-36 
to thc I' to local 

____________,__1__ R.F.O. ~I________:, __ _ 
Places. 5,000 population or over: ipercent jpercent Percent Percent Percent IPercent jpercenl iJ>ercent 

Milwaukee. ____ . ______ , --. ,-".' 100 I 1 31 (I) 7 I, 371 80 I 57 
40,000-99.999-.--- ______ ._ ...... _.1 100 5 16 1 18 1 35 71 64 
20,000-39,999_________ ..... __ . __ ., 100 I 5 15 (I) 15: 32 70 I 62 
10,000-19,999.___________________ . ' 100 I 7 16 1 19 38 82 , 56 
5,000-9,999______________ .________ 100 8 21 3 i 35 : 61 83 78 

1 

1--1-----
TotaL________________________ :-WO--3 ----;a --l-I--14-i---;S --:;:; --61 

1_----------- ---
Places less than 5,000 p~pnlntion: 1--1--------'----'---1----- 

A-Northern cut-o, er. ____ ...... , 100 7 22 3 3, 66 I' 86 , 80 
B-North-central dairy.......... 100 10 21 2 27 1 58 85 ' i3 
C-Northwest livestock and i ' dairy_______________ .... ___ 100 6 31 2 42 75 81 94 
D-Southwest livestock and

dairy________ ._ ......... _._ 100 7 27 1 48 79 80 99 
E-Central general farming...... 100 15 29 3 34 71 99 72 
F-Northeast dairy.•_..•.•..•_.. 100 5 25 4 32 58 86 72 
G-Soutbeast dairy..•. __ ._...__ . 100 5 22 , 2 , 29 : 5.'1 ,87 66 

TotaL ... _•._..___________ -wo --7- -----;-1--2!------a6i--6-6--S6-,--8-0 

Total State... __ •___ . __ .... 100 1 5 i 24 : 1 i 21 i 46 79 ' 67 
I , 

J Excludes capital raised by 8 newly orgnnized banks. 

, Excludes duplications and retirements. 

, Less than 0.5 of 1 percent. 


CHARACTER AND PERFORMANCE OF COUNTRY·BANK 
LOANS 

The analysis of loans covers the following points: (1) The principal 
types of loans made by country banks in Wisconsin and the liquida
tIOn and loss experience of the banks with such loans during the 
depression, (2) the changing proportions in which loans of various 
types were held by such banks from 1929 to 1935, and (3) the proce
dures of bank examiners in classifying the loans of the Wisconsin banks. 

Most of the data on the first two points were obtained from the 17 
country banks selected for special study. The loan classifications 
shown for these banks arc based on samples of individual lines of 
credit involving amounts ranging from 36 to 80 percent of the banks' 
total outstanding loans. 

METHODS OF CLASSIFYING LOANS 

A considerable part of the data needed for analyzing individual lines 
of credit was available in easily accessible form.7 Debits and credits 
to the loan accounts of individual borrowers, together ,v-ith the net 

7, The term "line of credit" is used to denote the aggregate indebtedness of a borrower to a bank. Lines 
of credit often comprised several loans. 
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loan balances, were carried in the liability ledgers of banks and in the 
I'eem'ds of bank receivers. On the financial circumstances of bon-owers 
there were often financial statements, and much information could be 
obtained from collateral records, examiners' comments on the position 
of bol'l'owerti, and explanations by bankers or the receivers of bauks. 
There were written records of charge-oft's to profits and of transfers 
to depositors' trusts. Data obtained on the purposes of loans and 
the means by which loans had been liquidated, however, were chi {'fly 
in the form of statements by bankers or receivers. 

In many cases bankers could describe accurately the uses that had 
been made of loans, but frequently they either did not have this 
information, or were able to g~ve it only in very broad terms such as 
"for operations and equipment," "for investments," and "to meet 
expenses." Information given as to the means by which loans were 
liquidated suffered from these same defects, but on the whole was 
more specific. 

These defects are not so critical as they may appear at first sigh t. 
The tendency of a line of credit to increase or decrease; the nature of 
increas('s or decreases in amount, whether periodic or sporadic l!.nd 

whether large or small in relation to the resources of the borrower; 
HlP occupation of the borrower; and changes that occur in his financial 
t'ondition; all are factors that reflect the uses made of loans and the 
means by which they are liquidated. Loans of various types tend to 
develop characteristic patterns, so that generally they may be identi
fied with little difficulty. It has been necessary, however, to use 
broad categories in describing the loans, since tLe specific items 
purchased with a loan or the specific items sold to repay it were often 
unknown. 

One of the loan classifications requires brief e:qJianationj i. e., that 
showing the "basis for quick liquidation." Each borrower's financial 
position was analyzed as of every midyear date, 1929-35, to deter
mine: (1) Thl' amount that the borrower apparently would be n,ble 
to pay on his line of cr('dit within a period of 1 year from clirrent 
income. (2) Of tho remaining balanc(' of the loan, the amount that 
he apparently could pay within a short period from the liquidation or 
I'('financing of working capital, personal property, securities, or other 
intangihles. The liquidating vuIue of livestock was arbitrarily set 
iLt 80 pt'rcent of the vulue listed in financial statements, examiners' 
reports, or other sources; that of most other personal pl'operty and 
intangibles was set at 50 percent. (3) Of the remaining bulance, the 
amount that he apparently could pay within a short period from the 
sale or refinancing of real estate and other fixed assets. The liquidat
ing valu(' of sllch IIssets \VIIS arbitmrily set at 50 percent of the listed 
value. (4) Th(' IImount of the borrower's line of credit that appelll'ed 
not to be payable within a short pel'iod from cnrr('nt income or from 
the liquidating values assigned to the borrower's property. 

The liquidlLting values IIssigned ill this classification to various forms 
of property are intend('(l to approximatl' the values that ordinarily 
could be realized if an individulI.l borrower were required to liquidate 
his indphtedness in a short period. They are not to be taken either 
as thl' IImounts that borrowers normally would pn,y on their lonns 
within II. short ppriod 01' liS thp llmounts that could be l'(,flli,wd if lnrge 
numbers of honks rl'quilwj their horrowers to liquidate properties of 
vnrious categories within n short period. 
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PRINCIPAL TYPES OF LOAl\'S :VIADE 

Before analyzing ttl(' bank!;' loan portfolios it is desimble to chara(',
terize s('veral types of IOHns that \V('['p macl(' ill lat'~(, volume by tllP 
banks. 'l'lll's(' mny bp ckscril)('d n;::. !;('nsonnl-op('ratin~ loans, P(,l'soll111 
loans, nonseasonal working-cupital loans, and fix('c/-C'npital 10:1ns. 

SEASONAI.·OPEHATING AND PERSONAL LOANS 

Graphs of s('Y('nt! s('a!;ollnl-opl'I'aling lonns aI'(' shown I1l figure 2. 
Such loans til'(' us('(1 by fnrnwl's maiIlly to huy f('('d. sl't'd. and fp('ti<'r 
stoC'k, to pHy for lubor, nnd to Ilwd fmnily-li\'ing ('osts aIld othl'r 
genPI'al (,Xj)l'IlS(,S. Th('r HI'(' us('d by husiIH';:S firllls lind manufacturillg 
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FIGURE 2.-SEASONAL·OPERATING LOANS TO FARMERS AND BUSINESS FIRMS 
1926 35. 
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t\{h'lll\{'('~ of fllnd" for ('lltTt'n( ,'xI)('n"('~ tlllH !tn' to b(' paid frollll,orroll'er< gro"" 
ill(,>lII1(,H, HOIlIl'riJlII':<. hO\V(·\'pr. tlH'Y l;el'OIlH' frozen l\..~ a result of unprofltllbl€ 
opemtioll or a d{'cliIJ(' in till' \'OIUllil' or "ILle", 
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able, LO!lllS for tiw"l' plll'pOSf.''' ~'('l1('l'nlly l'('I1lUill outstanding only a 
short time, but borrowNs i't'quiJ'l' liP\\, seasonal loulls at frequent 
intcITu.ls, 

A second typr of loun 1l1udt' in largp llumbrrR by Wisconsin banks 
is tb(' pC'l'sonul 10Hn. LOllus of this tyP(' gl'lwl'llily IU'P used to mcpt till' 
('XIH'llSCS of family living, Ilt'lllth nnd n'crentioll, to purchase auto
mobiles, melios, Ilnd hOHs('hold furnishings 01' equipment, und to 
l'PfillllllC{, dpbts for such purpoRl's, l'sunlly tin'), lU'P of smull siz(' and 
('('main outstanding only n short p<'J'iod, Gl'llplis of tl1(' personul 
10a1)s mnde 0.1'11I'1d by til(' bnnks during til(' period cOYf'red by this 
study dif1'C'l' litt]f' from gmphs of s(,llsonnl-opemting loans, hence the 
InHer will sel'VC to illustl'nlc both t~rl)('S' 

Country bnnks in 1Yiscollsin hny(' hnd n "CI'Y fn.vorllb1r rxpcricoce 
'with louns uscd for sMsonai-opcmting n.nd personal purposes, Of the 
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individual lines of credit oU1;stnnding on June 30, 1929, that were 
classified as having been used in tlleir entirety for such purposes, 
about 85 percent were liquidated within 1 year. By June 30, 1G35, 
liquidation was Itlmost complete, and losses, both realized and anti
cipated, amounted to less than 1 percent. Of the loans for these 
purposes outstanding on June 30, 1932, about 70 percent were paid 
within 1 year despite the tmfavorable conditions existing at this time. 
By June 30, 1935, liquidation amOtmted to about 90 percent and 
losses to about 3 percent. Payments were made almost entirely from 
borrowers' current incomes. 

The highly liquid character of seasonal-operating and personal 
loans frequently leads to confusion on the question of their advantages 
to commercial banks. Many appear to regard their liquidity as an 
advantage merely from the standpoint of mepting deposit shrinkages. 
Their usefulness for this purpose cannot be denied but it should be 
emphasized that if banks were to use the funds collected from such 
loans to meet deposit withdrawals rather than to make the new 
operating and personal loans needed in their communities, tlU'y 
would fail to serve adequately as credit institutions. For banks 
that strive to serve both borrowers and depositors adequately the 
advantagc from such loans arises from the fact that they may be 
adjusted quickly and easily to the changing circumstances and needs 
of borrowers. They permit credits to be shifted from borrower to 
borrower as relativr needs may change, they arr easily protected 
against loss, and thpir total VOhlllH' often may 1)(' reducrd in timps of 
depression without harm to borrowers as thr need for operating 
loans becomes smaller. 

NONSEASONAL WORKING-CAPITAL LOANS 

Loans of a type that bear little res('mblanc(\ to seasonal-operating 
and personal loans arr illustrated in figure 3. Although portions of 
these loans may have been used for seasonal operations, their main 
use was to providp borrowers with funds neecipd for considerable 
periods of time. In the case of farmers, the funds were used princi
pally to acquire or maintain work stock, dairy or breeder herds, 
machinery, and equipment. Business firms and manufacturing con
cerns used their loans chiefly to acquire raw materials and to carrv 
finished stocks and receivables. .. 

It is seldom cOllvenient for farmers to pay nonseasonal working
capital loans quickly except as the required amounts may be borrowpd 
elsewhere. Actual liquidation of such debts in a short time usually 
would necessitate the sale of livestock and equipment that are 
indispensable in farming. Normally the nonseasonal working-capital 
loans to farmers, though represented by short-term notes, have a 
low rate of liquidation and must be renewed frequently, since the 
normal source of payment is the annual savings of farmers. 

Nonseasonal working-capital loans to business firms resemble those 
to farmers in that both, through frequent renewal, characteristically 
remain outstanding for long periods. Despite this resemblance, loans 
to business firms are inherently the more liquid of the two types, 
particularly in times of declining prices nnd business activity. 

At such times, there is a general tendency for business firms to 
reduce purchases of inventory an.d to allow inventory stocks and ac
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NONSEASONAL WORK!NG CAPITAL LOANS TO 

FARMERS AND BUSINESS FIRMS, 1926-35 
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FIGURI,;.3,-NONSEASONAL WORKING-CAPITAL LOANS TO FARMERS AND TO 

BUSINESS FIRMS. 1926-35, 


Nonseasonal working-capital loans, whether to farmers or others, normally have 
low rates of liquidation, Their volume tends to fluctuate with borrowers' needs 
for livestock, equipment, raw materials and merchandise, and with the volume of 
reeeivables carried by borrowers, Actual payment by borrowers usually 
dependR on the annual rate of savings or the liquidation of inventories and 
receivables, but creditors sometimes are paid by refinancing such loans. 
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counts receivable to decline. Throu!!h these measures, the op<'mtinp: 
expenses and working-capital requirements of business firms nre 
pared, and their needs for operating and workin!!-capital credits are 
reduced. A considerable part of the credit which they use in times 
of more active business may be liquidated during periods of depres
sion without ind\lCing r. greater reduction in business volume than 
would occur without any credit liquidation. Farmers also make somr 
adjustments of this character but their working capital does not 
turn over very rapidly and their nerd for working-capital credits 
declines but slowly itt times whrn pricrs are falling. Th<, markets 
would be flooded with livestock if attf:,mpts were mad(l to liquidatr 
within a short period any considrrablr part of the working-capital 
credits used by farm (lrs. 

The low normal rates of liquidation on nons('t1sonal working-capital 
lonns arr rt'f1C'ctpd bv datn obtnilH'd on individuul lint's of crC'dit. Of 
tIl(' loans or $500 ol"'mor(l outstandin!! JUI1(' 30, H129, only 10 p(lrc('nt 
of thos(l to fnrm(lrs and 29 jlPrcent of thosr to otiwrs werp paid within 
1 y(·ar. Thesp percentages art' in strong eontmst to thr approxi
mately 85 percent collrctrd on sensonnl-oppmting and personnlloans. 
By ,Tune 30, 1935, eoll('ctions nmountcd to 64 percent on loans to 
farmers nnd 73 pel'cent on loans to otbers. Renliz('d and anticipated 
loss('s w('rp approximately 12 pNcent in both cases. Only 17 per
cent of tllP lonns to farmers and 24 perccnt of the loans to others 
wer(l collcct(ld fl"Om borrowers' inconlPs. Th(l mnjor part of tll(' col
lrctions r('sulted from the liquidation of borrowers' assets and from 
rpfinnnring. For non8('l1sol1nl working-eapitnl lonn8 of l('ss than $500 
the liquidation record wns much supNior to that for lonns of $500 
and More, but it wns substantially poorer than that for seasonal
operating and personal loans. 

FIXED-CAPITAl. I.OANS 

Fixed-capitnl loans ar(l us('d hy farn1Pl's mainly to pmchas(' or im
provc l'(lal ('stat('. TIH'Y ar(l 08('d by busin('ss and manufacturing 
concerns for the sunl(' purpOS(lS nnd to pro\'ici(l machinery, fix
tures, and equipmcnt. Loans for th(l purchns(l of homes may be' 
considered fix('cl-cltpital 10Hns. Figun' 4 gives examples of fixed
capital lonn8 to fanll('rs. 

Borro,,'er 11 's 101111 hnd an unfortunately large number of counter
parts in 'Wisconsin banks. In 1918 borrower M owned a quarter 
section of lnnd \rnlu('d at $20,000 nnd chattels Y:llued at about $5,000, 
n,ll cle:lr of liens. During ttl<' land boom h(' bought an additionlll 
farm of l20 n.cres, paying a pric(' so higll nnd nssllIl1ing a. debt burden 
so great that by 1926 both farms and thl' chattels were coYerI'd by 
mol·tgages to the bank aggrpgn,ting mOI"P than $28,000. 81th, of the 
chattels liquidated much bnck int(l('pst ulld n small part of the loan 
in 1928, but then' was no further liquidntion until tlit' hank took 
over botb farms in 1932. By that tinH' nenrly $(),OOO hnd been 
written of}' the loan to loss. ''In 1929 the bllnk' examiner placed n 
yalue of $24,000 on the two fm:ms, and listed the bunk's mortgage 
for $21,000 as slow. 

Immedintely nfter acquiring the farms in 1932, the bnnk sold them 
to a tennnt farmer (borrower N) whos(l chatLl'1s nlrPllciy were mort
gaged heavily and who apparently felL there was sllHtlll'isk in aSSUJll
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ing an additional debt burden. He bought thE' farms for $16,500, 
the amount at which the mortgage had been cUTried on the bank's 
books just before the farms were acquired. Examinf'rs' comments 
in later years reveal the position of the loan. In 1933 the farms were 
valued at $22,000, and the $16,600 owed by the nE'\\, borrowel ~vas 
classified us slow. By 1935 the farms were valued at $12,000 and the 
loan was listed as $10,600 slow und $5,000 loss. 

FixC'c!-cupital loun:;: uSllnlly aJ'C' so IllrgE' in rdution to borrowers' 
assC'ts und involvE' such hellvy cnlTying chargC's in relation to bor
I"Owers' incomps thnt t1H'ir normnl rates of liquidation arc VC'l"y low. 
EvC'n in thp best of times, quick liquidation of such loans dppends 
primarily on the possibility of refinancing them for it is seldom 
possible to dispose of thC' underlying farm, home. or business property 
for cash. On thC' indivi.dual lines of credit for fixed-capital purposes 

DOLLARS ,-----,----y-----,,----,----y---,---,----,---.,---, 
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FIGURE 4.-FIXED-CAPITAL LOANS TO FARMERS, 1926-35. 

Fixed-capital loanf' to farmerR normally have low rates of liquidation. TllPY arc 
used mainly to hur, improve. and hold real estate. Act ua! ptLymcnl by bor
rowers usually depends on the annual rate of savingi'< or stlle of the fixed assets 
owned by the borrower. Creditors often are paid by refinancing such loans. 

that were studiE'd, payments within 1 year on loans to farmers out
standing on Junl' 30, 1929 amounted to 11 percent. only 5 percent 
being paid from bOlTow('rs' incomes. On loans to otbers payments 
within 1 yeal" also amounted to 11 percent, but only 4 percent was 
paid from borrowt'r~' incomes. 

In till' casp of bo th loans to farmers and lonns to others, liquidation 
of fixecl-capitalloans during llH' clepl'<'ssion involvl'd sC'vere haJ'dship 
for borrowers, who had to disposl' of their propel,til's in a falling 
market, and brought substantial losses to banks, which often hud to 
compromise their cl!lims in order to faciliLalC' refinancing of their 
borrowers' indebtechll'ss. On their fixed-capital loans to farmers 
outstanding JUIH' 30, 1929, the banks wen' nbk to collect about 61 
percent by June 30, 1935. Collections from borrowers' incomes 
amounted to only 6 percent, whereas coll('ctions from liquidation of 
borrowers' assets amounted to 19 percent and those from refinancing 
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to 29 percent. The banks lost about 16 percent of the amount of 
these loans and liquidated 7 percent by taking over borrowers' 
properties. The record for fi...:ed-capital loans to others was slightly 
better than that for loans to farmers, but also showed substantial 
losses to banks and the liquidation and refinancing of much property 
by borrowers. 

FACTORS AFFECTING COLLECTION EXPERIENCE 1YlTH LOANS 

Table 9 shows the collection eA-perience of the banks with 781 
loans to farmers and to others that were outstanding June 30, 1929, 
the loans being arranged in size groups. Here is revealed a strongly 
marked tendency for collection experience to vary with the sizes of 
loans, small loans having much better records than large loans. 
Generally, wi.th increases in tIll' size of loaus, smaller percentages were 
paid from borrowers' incomes, larger percentages were refinanced or 
liquidated from the proceeds of borrowers' properties, and larger 
percentages became worthless. 

In one sense these relationships merely show that borrowers, as a 
rule, could pay small debts more easily than large ones. It is commonly 
recognized, however, that loans of a given size may represent large 
debts tD some borrowers and small debts to others. :Moreover, thc 
data show that the largest size loans to nonfarm borrowers were more 
liquid than several classes of smaller loans; and that loans to farmers 
in almost every size-rlass had less satisfuctory liquidation records 
than did loans to nonfarm horrowers. Ob'dously the significance of 
size of loans as a factor related to collection eA-perience arose from the 
connection of size with other. more fundamental. fuctors. 

Two of the more fundamental factors that influenced the liquidation 
records of loans were the purposes for which the loans had been used 
and the means at the disposal of borrowers for liquidating their 
loans (tables 10 and 11). The superiorit.y of small loans over large 
loans rested, to a large extent, on the fact that greater proportions of 
the small loans had been used for current-operating or personal pur
poses and greater proportions appeared to be payable from borrowers' 
current incomes. As a rule, all but small portions of the large loans 
had been used for capital purposes, and depended for quick liquida
tion on the sale or refinancing of borrowers' capital assets. 
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TABLE g.-·Percentage collections from loans to jarmerll and other8 outstanding 
June flO, 1929, by size of loan 

Cash collections Liquidation record for 6 years, June 30, 1929, to Junewithin I year, 30,1935JllDC 3D, 1929, 
to June 30, 1930, 

from- Cash COllections from- Net
Size orloan Loans 	 Amount amount Amount 

satisfied charged outstand-ILiQni- .- !TAqni-	 ing Juneby taking alI andBorrow- dation Borrow-I dation 	 30, 1935, Re· owr bor· antici. ers' 'of assets ers' ,of assets nnd con-I lincomes b~~ ?O~'iinCOllles: b~;vb~r- ing property, further sidered 
financ- rowers' pat,'d 

goodf TO "er.. t TO (' 5 1 	 j losses it 
~- ' ___ i~___ ,~_ --......... --- ~---l----i----


Loans to farmers; j I 	 I 
Less than $500_ NU1;'~?fPcrc~~~ :Pcrceni Pcrce~~ (fTC"[\t percer~! Percent ' Percerl~ 'I' Percent 9 
$50()-$999. _ __"_ ;;,5 I 36 ' 1 53 ! 	 1,5 • 14 '. 2 16
SI,00()-SI,499. _. 

$1,500-$2,499. UI ~ ~ ~i ~. ~i ~- ~ 

$2,500-$4.999. _ 
$5,(J()()-S9,999.•. __ 72 i 6 5 IO 19 23 . 7 18 23 

93 ' 3 4 4 14 30 . 6 I 24 22$10,000-$19.999. + ! 3:) ~ 2 2 3 ,5 I9 10 i 25 32 
$20,000 and OYer_ '1 8 ' 4 4 i 17 '18 20 i 29 12Loans to others: 

Less than $500, _ .. 
 88 68 ' 4 81 i 4 2 6$50()-$999..... "1 IS 46 ! 5 66 ' 13 5 41
$1,000-$1,-199 "' __ 	 1112 43 • 7 ,,6 I 	 9 18 , 

I 
$1,500-$2,499., ___ . I 	 7 1031 32 ; 16 40 ' 24 13 •
$2,500-$4,999" ." i 60 i 15 9 23; '3 ! 

6 17
31 3 12 1855,OOO-S9,999 _ . n. 17 8 22 2,1 ' i8 ISIO,OO()-SI9,990., . 46 . 	 2 11 24S 10 13 27 ; 9520,000 and oyer. 12 40 . 	 10 1 13 283 41 , 18 ; 8 8 12

I 1 13 I 
• "+ ,--<----- ---

TABLE lO.-Purpose of loans 	to janllel's and others outstanding June 80, 192,9, 
by size of loan 

II Loans used for-

I Purcl18~e I ! Purchase 
Size. orloan Loans 	

i, Seasonal lor retentIOn Purchase' of real 
, or tem: I of non- r of fixed i estate Unclassiporan , seaso!,al capitnl and Iwhich was 

operat· workmg I . , fied 
ing pur- I capital nnd refinancmg oWlIeg by purposes 
poses I ! securit~· in-I debts 1 I lendmgI\'estments' ! hank • 

Loans to farmers: Number ';::::;1 Percerlt i~:=-I Percent PercentLess than $500__ .. _____ ... 
127' 48 39 11 	 "~.~* •• ____ 2$5GO-$990.. . '" __________ .. _._. 3.5 i 34 48 i

I 

16 ....________ 2$1,000-$1,490 ..• ____ ..._. ______ _ 
$I,50()-$2,499 ... ____________ __ 31 i 14 42 1 41 3 

40 ! 10 48 35 ·• .. ------2· 6$2,[100-$4,999 .. .. ______________ __ 
$5,OO()-$O,999. • ___ •___________ 72 ; 3 31 57 4 5 
SI0,OO()-$J9,999 _•______________ _ 93 I 3 17 75 5 

$20.000 and OYer. __ ..___________ _ 
 33 I 12 75 12 

8 3 16 ~ ~ Loans to otbers: 
Less than $[,00. . ..... _____ • ____ sa 	 9 ... ________ _53 32 6$500-$999. 18 37 38 

25
$J,OOO-5I,499. . ......_________ _ 12 34 ~ ----------8- 5 
$I,50()-$2,499 . 	 831 20 38 33$2"oO()-$" ,999 	 flO 16 I 38 44 '::::::::::: "-- -----2$;;,000-$0,999 , 75 17 : 32· 47 31$10,000-$10,999 	 46 47 . 2 ... ______ _II! 40$20,000 nnci owr 	 8 .. _______ _12 39 26 : 271 

-----~.---.:.....--
I Includes temporary louns lor personai uses. 

, InclUdes portions Of personai loans and operating loans that had remained unpaid lor more than 1 year. 

I l\Iainly loans to purchasc or refinance real estate. 
• Includes renl estatc contracts. 
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TABLE H.-Bases Jor quick liquidation of loans to farme1's and others outstanding 
June 80, 1929, by size of loan 

! Loans depending for Iiqu;'dntlon I
I within 1 year upon salc or rA-

LoaD~ !,~~Clng Of~____ 
nppeHrIng 

to be "Thin 
pnYIl~lle eQuiti~s" LoaDs 

Size ofloan Loans 71;~!~ Non- Rcal ;~':i'~I. unda"si
from seasonal e8tat~ workln~ I tied 

harrowers' working and capital' 
current ~'tlpltill other securities I 

I nnd se.- fbed 1 t t • Incomes curlties' assets rea es a e'l' and other 
Ib:r.d 

assets • 

Loans to larmers: INumbr.r ' Ptrcenl Ptrc~nt PeTeenl PeTeent 1-PeretnlLess thnn $500________ . _._______ 12i 71 22 3 3 1
$.'iOO-$999._._ .. __ •__ ._ .•________ •. 35 35 1\4 4 4 3$1,00(}-$1,499_ • __________________ . 31 22 57 10 11
$1,500-$2,499.. _____________ • __ .... 40 16 59 18 5
$2.f>OO-'4,900_____ ...__________ •• 72 8 45 31 16 
$5.000-$9.999_______________ ••_... 93 4 27 49 18 2
$10.000-$19.999_____... ___________ 33 ~ 20 56 21$20.000 and over___••_____________ 8 4 21 43 32 


Loans to others:
J.e~9 than $500________________.___ 88 82 9 4 5 0$.'iOO-$999_____ ••____• ____• __ _______ 18 47 33 14 -_. H-.-~-.-. 

$1.000-$1,490______________________ 12 50 16 11 15 8$1.500-$2.499___________________ • 31 37 23 3 2$2.500-$4.999________ ._____________ t10 ~~ I 38 12 ~ 
$5.000-$9.999........_____ ._ _____ 75 18 ' 40 8 6 

$10.000-$19.999.......___••• ___ •• _ 46 12 I 42 , 33 1
121~!.$20.000 and over.• _ .•.• __•••• ____ • 12 44 I 29 I 14 13I I 

-~ ..---~~--

1 Includes normal application of sl1vln~s !IS well as operating income. 
'Limits renerallr are 50 percent of yulue of current assets pf business firms anrllocnl securities. 75 percent

of yulLlo of ll~ted securities. and ~O pereent of mille of farm chnttel~, 
1 Limit is: 50 percent 0, mlue of fixed capital. 
• Includes portions of louns thqt do not fall within preeedin~ classl's. 

The superiority of nonfarm loans over loans to farmers is explained, 
'partly at least, by the same factors. Farm loans had been used more 
largely for capital purposes, particularly fixed-capital purposes, than 
had nonfarm loans, and rested to a greater extent on "thin equities" 
in borrowers' assets than did nonfarm loans. The data at hand do 
not reveal fully the reasons for these differences but it was observed 
that farm owners had relatively greater need for fixed capital than 
most other borrowers and that the larger commercial and industrial 
borrowers usually were able to raise their fi.xed capital through the 
sale of stock, a practice not open to farmers or many of the smaller 
business firms, 

CHARACTER OF LOANS HELD 

Attention is now turned to the proportions in which various kinds 
of loans were held by Wisconsin country banks before and during the 
depression. 

ORIGIN DATES OF LOANS 

The first type of classification used in describing the loans is based 
on the dates when the loans originated. Figures 5 and 6 show midyear 
classifications, covering the period 1929-35, of the outstanding loans 
of several banks according to the periods during which the loans origi
nated. Banks A and C survived the depression, whereas banks N 
and P were closed and placed in liquidation. 
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FIGURE 5.--ORIGIN DATES OF LOANS HELD BY Two SURVIVING COUNTRY BANKS. 
1929-35. 

(Loans outstanding June 30, 1929=100) 

At the beginning of the depression most of bank C's loans were of recent origin.
It also held a considerable amount of call loans. Bank A held only a small 
amount of call loans and most of its "local loans had originated before 1925. 
Bank C was able to liquidate loans during the depression much more rapidly 
than A. Both banks appear to have made more now loans during 1933-34 
and 1934-35 than during 1932-33, despite the continued declines in their 
outstanding loans. 
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FIGURE 6.-ORIGIN DATES OF LOANS HELD BY Two CLOSED COUNTRY SANKS. 
1929 TO DATE OF CLOSING. 

(Loans outstanding June 30, 1929=100) 

Most of N's loans were of comparatively recent origin at the beginning of the 
depression, whereas bank P's loans consisted mainly of advances that had origi· 
nated before 1925. Bank N was able to continue lending in large volume until 
1931-32 when drastic shrinkages of deposits, accentuated by a run, forced it 
to curtail new loans. Bank P's annual volume of lending was small and its 
loans liquidated very slowly. A restriction of payments to depositors saved 
bankP from failure in 1932. 
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The classifications show not only the relative amounts of the loans 
that originated during specified periods,8 but also the relative amounts 
of the loans that were liquidated within various periods. In some 
respects the latter information is the more instructive. As a general 
rule, loans that liquidate rapidly have bee:l used to finance the current 
operations of borrowers, whereas loans that liquidate slowly have been 
used for working-capital or fixed-capital purposes. :Moreover, banks 
having loans that liquidate rapidly usually find it much easier to adjust 
their positions to changing conditions than do banks having loans that 
liquidate more slowly. 

There were notable differences among the banks selected for special 
study. For eX!1mple, banle a (surviving) bad an unusually high 
turn-over, ancI bank P (closed) an unusually low turn-over, of loans 
in 1929 and the early years of the depression. But the points of 
similarity were more striking than the differences. On June 30, 1929, 
only from 20 to 30 percent of the loans of most of the banks were 
less than 1 year old, from 30 to 50 percent were more than 4 years 
old, and the remaining portious were of intermediate ages (table 12). 
It is apparent that tIlt' banks were engaged before the depression 
mainly in financing the intermediate- and long-term credit require
ments of their communities and that pm'ely short-term financing 
absorbed a relatively small proportion of their loan funds. In this 
respect thel'(' was little if any difference bet"teen the policies of banks 
that latel' were to fail and those of banks that survived the depression. 
Exceptionally high, and exceptionally low, rates of loan turn-over 
may be found in both groups of banks. 

In another respect the banks were strikingly similar. All made 
drastic reductions in their volumes of lending during the depression. 
The extent of the decline in lending is appro:-..-:imated, although not 
precisely measured, by the decreases during the depression in the 
outstanding lo.ans that were less than 12 months old. Such loans in 
most of the banks were from 50 to 80 percent lower on June 30, 1932, 
than on June 30, 1929, and by June 30, 1933, many banks had vir
tually ceased lending. Decreases in new loans were much greater 
than decreases in total outstanding loans. 

S Since borro\wrs' notes frequently repr~sent renewnls oi loans rather than original advances, thc dates 
of origin assiAned to many loans run mu~h farther back than the dates entered on the notes representfng 
these loans. 
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TABLE 12.-Distribution of loan8 held on June SO, 1929, by 17 selected banks, by 
periods outstanding 

,I Local loans outstanding -
IOommer· ___...-__.-__.-__-.-__--.___ i 

TotalIGroup and bank 'Ictal paper\ loans 
loms 1 year years years years morc ~/x:i~~e 

-------1-------------------------
Group 1: I Percent Percent Percent Percent Percent Percent Percent Percent 

Bank A ......... 5 20 6 10 5 54 100 
Bank B".••••.• o 

and caJl Less than 1.0 to 1.9 2.0 to 2.9 3.0 to 3.9 4 ay~adrs From 1 to 

~~ ·······iii· ·······3· ·· ....··6· '''·''·'4' 68 }~Bank C......... 20 

Bank D •...••.•. (I) (I) (I) (I) (I) (I) • .. '(.,.··1.......... 


Group 2;' 
Bank E ......... o 37 25 4 4 30 I 100 

Bank F __ ••...•• 3 22 15 6 16 38 100 
Bank G ......... 3 26 13 10 7 41 100 

Bank R •.••...•• o 27 17 32 2 22 100 
Bank L ......... o 37 .......... '....... • .......... .......... 63 J(J() 

Group 3:' 
Bank 1..••,.,.•. o 2G 20 6 6 42 ' •.• ' .... . 100 
Bank K ........, 3 26 13 11 5 42 ......... . 100 


Group 4:' 
Bank L ......... o 100 

Bank M......... (1) 

Bank N ....., ... o 100 
Bank 0 •.. "..... o 100 
Bank P ......,,, o 100 
Bank Q......... o 100 

I Banks thnt survived the depression without establisbing depositors' trusts. 
1 Not classified. 
I Banks that survived the depression alter establishing depositors' trusts. 
• Banks that closed alter establishing depositors' trusts. 
• Banks that closed without establishing depositors' trusts. 
• From 2 years to 4 years or more in this case. 

The drastic decreases in bank lending that occurred during the 
depression were caused in part by deterioration of the financial cir
cumstances of applicants for loans and probably to some extent by 
reduced requests for credit. But it hardly seems possible that these 
were the controlling factors. The most important causes, it is 
believed, were deposit shrinkages and the low rates at which the banks' 
loans normally were liquidated. In many banks comparatively small 
shrinkages of deposits would have been sufficient, even under favor
able conditions, to absorb virtually all of the funds that could be 
obtained through collection of loans. As the depression developed, 
smaller and smaller amounts were collected from the loans, and larger 
and larger portions of the amounts collected from loans were absorbed 
in meeting deposit shrinkages. The amounts available for making 
new loans became progressively smaller. It was to relieve the credit 
stringency thus created that numerous governmental and Government
sponsored lending agencies were established. 

PURPOSE OF LOANS 

The nature of the loan services that were rendered by Wisconsin 
banks is indicated also by the purposes for which their loans were 
used (table 13). These data confirm the conclusion, reached from 
study of the origin dates of loans, that Wisconsin banks were engaged 
before the depression principally in financing the long- and interme
diate-term credit requirements of their communities. Loans that 
appeared to have been used for seasonal-operating purposes but which 
had remained unpaid for more than a year, and loans used to purchase 
securities were of relatively small amount in most banks. Few of the 
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banks held call loans and commercial paper. There were no differ
ences in the uses to which bank loans had been devoted that appeared 
so (',()nsistently among groups of banks as to afford an adequate 
explanation of their varying success in meeting the difficulties of the 
depression. 

TABLE 13.-Distribution of loans held by 1't selected banks on June 80, 1929, by 
purpose 

Local louns, by purpose 

Com· Ii; Fixed I 
m.er· Non. ' Sea- I :capital L?~ns 
Clal Sea- sea- I sonal-l loans arIsIng ILoans Total

Group and bank I paper sonal- Per- sonal Ioperat- Loans Loans, and (rom (or {loans
and lop.erat- sonal work. ing to buy ~o re-: real sale o~ un
call mg loans ing- loans s~~ur- (mance estata banks known 

loans I loans capital (carry- ItleS I debts' mort- own I pur
~~ ~I~ i ~ ~',~

I pur- estate I 
I chasedl I----1,--:--1----

1

----,------1----
Group 1: I Pet. Pet. Pel. Pet. I Pet. Pet. Pel. I Pet. Pet. j Pet. Pd. 

Bank A, --___ 5 0 5 31 3 (2) 6 : 41 0 0 100 
Bank B______ 0 22 4 24 4 4 10 i 32 0 0 100 
Bank C______ 20 20 4 12 1 1 9 17 : 17 0 0 100 
Bank D______ (3) (3) (3) (a) i (I) (3) (3) (3) (3) (I)

Group 2:
Bank E ..___ _ o 15 6 26 4 ]3Bank F _____ _ 35 o o 1003 12 4 22 4Bank G_____ _ 19 36 o o 1003 18 1 14 11 9Bank R _____ _ 31 8 1 100o 23 3 11 3 1 37 22 (I) 100Bank L _____ _ o 10 5 38 2 1 37 o o 100Group 3: 
Bank 1. _____ _ o 14 5 27 I 3 , 38 5 2Bank K _____ _ 1003 8 2 231 2 53 o o 100Group 4: 
Bank L______ 0 lO i 3 32 48 3 o 1 100Bank M______ (3) (3) ! (3) (l) (3) I (3) (3) 1______ _Bank X ______ 0 291 26 31 I 3Bank 0______ 0 10' 22 

8 1 49 I o 
Bank P ------ 00 i 17 22, g/' }~31 100
Bank Q------ I III JI 30 36 61 o 1001 1 

I For description o( groups of banks, seo table 12. 
, Less than 0.5 percent. 
aNot classified. 

As the banks' outstanding loans declined during the depression, the 
principal reductions, on a percentage basis, occurred in seasonal
operating loans and loans used for personal purposes. Such loans had 
an unusually high rate of liquidation even during the worst phases 
of the depression. Their volume could be maintained, consequently, 
only through the making of new loans. Though the new loans made 
by the banks consisted principally of advances for seasonal-operating 
and current-personal purposes, bank lending was so greatly reduced 
during the depression as to cause a drastic decline in the outstanding 
volume of such loans. Other types of loans, having considerably 
lower rates of liquidation, were reduced in volume much less than 
seasonal-operating and current-personal loans, despite the fact that 
new lending for capital purposes was reduced even more than was 
lending for current purposes. 

With the need for liquidation of the total loan accounts diminishing 
or entirely disappearing in 1934 and 1935, at the same time that the 
refinancing of debts ~hrough the Farm Credit Administration and the 
Home Owners Loan Corporation was at its height, banks were able 
to increase their volume of current lending and consequently the 
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FIGURE 7.-BASIS FOR QUICK LIQUIDATION OF LOANS HEL.D BY Two SURVIVING 
COUNTRY BANKS. 1929-35. 

(Loans outstanding June 30, 1929= 100) 
Bank A's loans depended for quick liquidation principally on the liquidation or 

refinancing of borrowers' working and fixed capital. A sUbstantial portion of 
its loans rested on thin equities in borrowers' assets at the beginning of the 
depression, and the volume of poorly protected loans increased until 1932. 
Virtually all of bank C's loans were well protected. The rapid liquidation 
obtained by this bank was due to its large holdings of call loans and local 
loans payable from the current incomes of borrowers and from the sale of 
marketable securities. 
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proportions of their total loans d('voted to seasonal and personal 
uses. In some banks there were increases in these types of loans 
while liquidation or refinancing of th(' slower types continued at a 
rate sufficient to lower the total volume of loans. 

BASIS FOn QUICK LH)UIOAHON OF LOANS 

The classification that b('ars most directly on the quality of the 
loans is that which shows their bases for quick liquidation (figures 7 
and 8). 

The classes of loans ma,y be discussed lmder three headings: (1) 
Liquid or easily collectible loans, which include commercial paper, 
cull loans, loans payahl(' from runen! income, nnd those based on 
mnrketable securitiesj (2) good but normally slow loans, which include 
COl1sctTntively llHl<k 10al1s based on J)onsensonal working capital, 
local seeuriti('s, and fixed cn.pitalj and (3) doubtful n.nd worthless loans, 
which include those bas('d on thin equities in borrowers' assets. Under 
conditions such as those existing in 192\) and 1930 most of the loans 
classed as liquid could b(' Gollecied within a short time, or, if funds 
wer(' needed immediately. they could be discounted or used as a basis 
for borrowing a.t 00\('1' banks: Those cltlssed .as good but slow could 
be reduced by 3m:tll mnounts through collectIOns and genemlly were 
considered to be refinancenble. Some could be discounted or used 
as a bnsis for borrowing u.t other banks. But those classed as doubtful 
or worthless usually were ullliquid from eveer vi('wpoint. 

Clnssifying the loans outstnnding .June 30, 1920, in this way, a con
spicuously wide range appears bet.ween the loans of bank C, whidl 
wcre 62 percent liquid and 38 percent good but normally slow, and 
the IOllllS of other banks, particularly bnnks L, 0, n.nd P (table 14). 
The lon.ns of bnnk C were outstandingly difl"erent from those of other 
banks in n.ll fentures covered by the illlalysis, 11('11('(' tilL., bank mllst be 
regilrded fiS fi specinl case not repres('lItati\'e of the situlttion genernlly 
found among ,,'is('onsill banks. The IOIlIlS of bnnks thnt later failed 
wel"(' usually less liq uid nnd less well pI·ot(>('tN/ than those of bnnks in 
the oth('r groups. How('Y<'r. till' loans of banks K and Q compared 
fn,\'ornbly with the lonlls of other bl1nks, and the 10n.113 of bn.nk A, 
which s'un-h-cd the depression withollt reorg:lnizn.tioll, wel'r less 
liq uid n.nd of poorer quality than the loalls of mn.ny bn.nks that either 
failed or had to be reorganized. 
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FIGURE B,-BASIS FOR QUicK LIQUIDATION OF LOANS HELD BY TWo CLOSED 
COUNTRY BANKS, 192.9 TO DATE OF CLOSING. 

(Loan:; outstandinf,!; .Tulle 30, 192!)= 100) 

More than a third of bank N's loan:; at the beginning of the depression were 
payable from the currcnt illcomes of borrowcrs and the volume of such loalls 
was main(aiIlecl at a high level by current lending until 1931-32. Only a slIlall 
portion of it:; loam; wa!l poorly prutected. Bank P, in contrast, entereci the 
ciepression with Ilearly a third of its loan;; poorly protected. By 1934 its poorly 
protected 101lIlS (including losses) amounted to about two·thirds of its total 
loans. 
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TABLE l4.-Distribution oj loans held by 17 selected banks on J1me 30, 1929,1982, 

and 198.5, by quality 

June 30, 1929 June 30, 1Il:12 Jun~ 3Q, 1935 

~ --- ---~-.-~ ..-":- --<- ---~-.---

Doubt-Group and bank I I Good fo1"':;, I . . I0"" 
Oood lDoubtluI nnd luI andJ,IQuid but worth- LIquId but Liquid but worthloans slow less loans slow worth-, loans slowless lpssloans loansloans , loans loans loans 

Group 1: : Perctn( ! Percrnl. Percent Percent, Percent: Ptrcrnl Percent ; PtTcenl Percenl
Rank A_~ ___ ._ 16 I 72 12 ti: il 23 17 '0I. 11 
Dank D~.~ 21 i5 -I 12 i4 14 Hi US 10 
Rank (' .. 62 38 n 50 4(; i -I 67 30 3 
DankO ., (I) (tl (') 2:1 60 ! s 27 fl9 : 4 

Group 2: 
Bonk E. 15 ' SO i 5 0 81 ' 10 (3) (') (Jl 
Bank F_: .. :~I 20 77 • 3 r. S·) 12 16 79 5 
Bank 0 •••••. 1 J3 5:1 ; 14 1" (il 2·1 15 .,'/. 1:1 
Dunk ll ... 31 6\1 : 0 20 W 11 ('1 (3' (3) 

Dank 1. 2:! 72 5 14 74 12 C" t:!, ('l
Group 3: 

Dank J ~ 23 tiO 17 9 5. 31 (I) (I) (I) 

Dank K. _••_.' 20 05 !I -I fi; 20 it! (I) 

Group 4' ,"' 
Dnnk L I. 62 , 21 0 50 ,II (I) (/) CI) 
Dnnk l\[ -, ('l ('l ('1 Ii 66 28 C"J ,I, (I) 

Bunk r\" ~ ~ 36 57 i / Ii o.~ 20 (I) (11 (I) 
Dank 0, ... j 13 67 20 3: 50 3S (I) (I) (I) 
Bank P ...._._ 20 .54 20 4 37 59 (I) (I) (I) 
Bank Q.....__ I 27 iO :! 23 liS 9 (Il (I) (I) 

-.~--

1 .For dc-scription of J!roups or hanks, ~('t~ t~lhh\ 12. 
'Xot classiflpd . 
• l\[crgcrs or the sale of loans to oth~r banks mnde it irnprlleticalto clnssify the lonns of these blinks in 1935. 
j Banks were closed. 

The condition of bank loans had undergone great change by June 30, 
1932. Liquid loans were reduced to a substantially smaller proportion 
than in 1929 in virtually all the banks, good but nOTIllally slow loans 
had increased in some of the banks and had decreased in others, and in 
all cases the doubtful and worthless loans had increased substantially. 
In the various banks, difl'crent reasons must be assigned for changes 
in the quality of the loalls. Generally, however, the decreases in 
liquid loans resulted primarily from the liquidation of commercial 
paper and call loans and from the drnstic curtailment in the volume of 
eurrent lending, Increases in doubtful and worthless loans resulted 
mainly from declines in the value of borrowers' assets, which caused 
loans to be shifted from the good but normally slow class to the 
doubtful and worthless class. :Moreo\rer, some of the loans classified 
in earlier years as liquid had become slow, doubtful, or worthless by 
1932. 

The lowest point in the fortunes of the banks covered by this study 
was reached after June 30,1932, only one bank failing and another one 
deferring payment of deposits before that date. After 1933 there was 
substantial llllprovement in the quality of the loans, resulting from 
the elimination of doubtful and worthless loans throu~h the establish
lislllllent of depositors' trusts and from the refinl1ncmg of good but 
slow assets through the F. O. A. and the H. O. L. O. Resumption 
of current lending on a larger scale increased the volume and the pro
portion of liquid loans . 

.From the more detailed classifica tion shown in table 15 it is clear 
that most of the banks entered the depression with relatively small 
amounts of loans that could be liquidated without plac~ borrowers 
in an embarrassing position. Even if liberal allowance IS made for 

301796°-41--3 
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such amounts, it remains true that in most of the banks any very sub
sta.ntial liquidation of loans in a short period could be effected only 
by forcing the sale or refinancin~ of real and personal property that 
was needed by borrowers in their business or farming activities. 

TABLE l5.-Distribution of loans held by 17 selected banks on June SO, 1929, by 
basis lor quick liquidation 

I.ocnl 103ns-

I 
Payable b~· Iiquidatin~ or refinnneing ! 

t ('OIll

~i<;:i- ~:h~~- ComwrvnthO(, (lquili£ls in J- f 'rhh} l'i~~jties l Fn: : 
Group and bnnk , puprr' (rom In : kIIOI) n 'Potal 

'nnll cur. ~_-.~~ -.---- - ... ---__' busls loans 
, all I l ! I ,(or,

C fO r('ll I Non- ) Non- , quickI I 
lonns 11l1com,', ]\fur. • sea. I , sen· , Ilqui. I 

r~:o;;,' kd3b}~1 sonal IsLeg~~1- t Fixed sonnl; Fixed 'dation I 
e secur,· work· U s II assets work· I capital I 

I 
tics 'in~ c. ing I 

1capitlll I ClIpilnl : ! 
---I----,··--I--j-----------:---

Group 1: iPaCt711 iPrrCtll1 .P<TC<7lt l'perce71'lperC071t,iperU71' Percent :Perull1 jPercent i Percent 
Dank A .' ••. " 5 I I I 0 :Ii 2 25 2 10 1 8 I 100 
Dank D••••.•. : 0 : IS i :1 )' :l~ I 2 J 32 0 4 i • 2 ' 100 

~~~~ g.:::: .. ; (.)20: (.)31 I (.t (.t I (.) 6 1 (.)15 (.) 0 (.) 0 I ~.l ..... ~OO 
Group 2: : i : 

Dank E........ 0 15 0 ·Ii i 2 i 2S I 4 ; 3 , 100 
Bnnk F., •• __ .• 3 Ii (.) :14 I' 1, 40 0 3 2 ! 100 
Bank G........ 3 2i , 3 18 0 I' 34 2 12 I 11 100 

Dank R........ 0 31 0 24 6 39 0 0 0 100 
Bank L •••_... 0 18 5 42 9 I 18 I 4 3 100 

Group 3: , 

~~~{c===::: g ~ g ~ (.) I ~~ ~ I~ ! ~ I 18ll 
Group 4: I 

BankL........ 0 I 16 1 43 0 19 I 20 : 0 : 100 

Dank 1\1....... (.) (') (.) (') (.) (', (.) (.): (.) , 

4 100Bank N""''''l oOg I :141 2 32 5 18 3 10 ; 2 ; Dank 0........ 12 I 31 3 20 I 4 ; 100 
Bank P •••.•••• 20 (I) 37 :I II 7 Ig I 3 ! 100 
Dank Q .••••••. , 26 1 30 4 :14 <I) 21 100 

I For deecription of groups o( banks. Sec table 12. 
• Inclucies normal application o( savings as well as operating income. 
, Limits for loans generally arc: li(} prrcent o( I"alue of fixed assets. local securities. and current assets of 

business firms; i5 percent of I"alue of marketable securities; and SO percent of I"alue of farm chattels. 
• Includes !lorUons of loans exceeding the limits fixed (or lonns based on conser\'ativc equities. 
• Less thnn 0.., percent. 
• Not classified. 

JIlEANS BY WDICn BANKS LIQUIDATED THEm LOANS 

The nature of the processes by which banks succeeded in collecting, 
transferring, or otherwise reducing their loans and the extent of the 
liquidations so obtained are revealed in table 16. Although sub
stantial amounts of the loans outstanding in 1929 could be and wer('. 
liquidated during the depression by requiring borrowers to sell or 
refinance their assets, such measures often involved drastic penalties 
for bOlTowers and created intense ill feeling toward the banks. Partly 
because of unwillingness to invoke these measures against their bor
rowers and partly because borrowers, in desperu.tion, sought and often 
found eft'ective ways of defeating efforts to collect, bnnkers W01'(' 

forced to rely much more than had beon anticipated upon payments 
from borrowers' incomes. As a result, the liquidation process was 
long drawn out in many banks. 

By 1932 mnny banks had liquidated their most easily collectible 
loans and those remaining had become much less liquid and secure 
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than those outstanding in 1929. The most striking features of the 
liquidation record of loans outstanding in 1932, as compared with 
the record of 1929 loa.ns, are the increased importance of refinancing 
and charge-offs, and the diminished importance of collections from 
borrowers' incomes and from liquidations of assets. Items placed in 
segregated trusts and balances still outstanding on June 30, 1935, 
represented much higher proportions of the 1932 loans than of the 
1929 loans. 

TABLE l6.-Distribution of loans held by 17 selected bank.s, on June 80, 1929, and 
on June 80, 1982, by method of liquidation 

LOA",S IlELD 0", Jl'",E ao, 1929 

-------~i-------------------------l------I----- -
Cash collections Irom- Lonns , :---1'"---I~-'-'--'I---r---I Loans i snlis- Loans Loans 

ICall ' taken; fled.by Loans placed out· 
lonns Salo by' Retl· over ! lak,lng ,cbargcd in de- stand-

GroUp and bank I and Dor- I bor-I !lane· Un., by o'er, at! os (losi-, iog 
com- rowers'Irowers IDg of known Iotber ' bor- loss tors' JUDU!, 

1. I, (th i bor- rourccs bor- Irowers' I trust 30 935: mpr- Incomo 0 e r rowers' S rowers prop- , 1 

p~~r 1I asS(l!l! , debts i • crty ,
I, I 

--'-----l;;:;;:;jpcrcellt l[percent jpercent ;percent ;;ercent IPercent;-;:;::;;; Percent ~ 
Group 1: I. , I I 

Dank A.______ • 5 H 12 'I 18 I 7 0 12 9 0 23 
Bank 13 ••_..... 0 ' 30 ' 9 21 ' 2 1 , 0 2 0 35 
BaDld'. _. ... • 20 ' 38 IIi 1 16 : 1 0 ' 0 ' 0 0 8 
Bank D •... _.. (3) (.) I (3) I (') '(0) (3) (3)! (') (.) (I) 

17GroRF~ ~ - -- -- ~ i ~~ ! {~ ! ~ ~ : gI ~'(I) 3 {g 18Da~k G:'~:::: :; , 29 9 i 4 2 ! 0 ' 8 6 16 23 

R:~ ~::_::::::: 	 ~ ~~ 19:· I~' ~ ! ~ g ~ Ig 17 
4 

Gr°¥fru~lr. J _ ..__ ... 0 23 ' 13 13 2 1 2 i 3 33 10 
Brulk K .. __ .. _. a 17 13 20 ' 4 1 1 . 2 12 27 

Gr°¥fruilr. L •.. _.... 0 19 15: 24 4 i 2 3! 11 I 0 
Bank ~L . ..... ('l (.) (3) (') 9 f (.) (3) (') (') I (3) 0 (I) 

22 

Bank N._...... ~ , 28 20 I 5 3 : 61 28 
Bank 0........ 0 i 14 14, 135: 4 2 , 3 ! 14~ 0 14 
Bank P._••_._.: 01 13' to, 5 13 0 2 i ., 0 51 

16BankQ··-··--·1 	 O· 31_..~2_2__~~_._7 __ ~ __ 4 i ~ I 0 

LOANS lIEJ.D ON JCNE 30, 1932 

I 
Group 1: I i I 

Bank A.••.____ 	 0 6 2 1 11 0 4021 I 	 ul
BankB•.• _.... 	 0 I~ I 3 IS j (I) 0 0 3 0 59 
Bank C.••__ .•• 	 i 30 t 11 23, 6 0 0 I 0 22 

0 25 1 0 9 4 3 0, 3 0 47
Bank D.Group 2: ""'1 
Bank E •••.•• _•• 	 0 9 24 2 0 3 2 17 33Bank F ___ •____ , 10'0 6 18 5 0 3 3 21 301~ IBank G.... _••• 	 o ' 4 4 3 0 0 I 30 40 

0 29 7 30 I 0 0 0 25 8 
0 12 14 ~ 36 3 0 2 3 0 30 

Group 3: 
~:::f E::::::::1 

Dank 1.••._•. __ 0 10 7 12 2 0 0 2 48 10 
Bank K .•_•••• _ 0 4 5 30 0 1 0 2 20 as 

Group 4: 1Bank L._._••_.	 0 5 14 22 J 0 1 16 0 41jBank l\L ._•.•. 1 0 6 10 34 3 0 3 11 0 33 
Bank N •••• ___ .' 0 14 14 3 4 (I) 6 1 0 49 
Bank 0._ .•___ .; (3) (') (') (3) f (0) ! (0) (') I (3) (I)(') 4 101Bank P ••._._._. 	 0 2 2 (I) l 01 ·1 81 0 80 
Dank Q •• _____ : 0 13 17 26 8 I 0' 6 0 0 30 , I : I 

I For descriptions of groups of blUlks,.see tablo 12. 
, Includes payments matle by reaIM!lm 01 Inv'entorfes and atlCoUnt5 rebclvable, and loans offSet against 

deposits in clos~d banks. 
• Not cl68Sltled. 

I Less thlllljO.6,PIltc.ept. ' ...1 '. 

I Incluile!i llquidatIon thtoil\:h lIaIes't1f asset's to another bllhk. 
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These differences are the result of several factors, among them the 
shorter record on the 1932 loa~s, the reduced circumstances of bor
rowers, and the reduced volume of current-operating loans held by 
the banks. In addition, by 1933 the possibilities of normal processes 
of liquidation had been largely exhausted by many banks and public 
sentiment had crystallized sharply against further forced liquidations. 
Improved facilities for refinancing loans through the H. O. L. O. and 
the F. O. A. were very helpful in these circumstances. 

By June 30, 1932, despite drastic reductions in the volume of 
lending, only one bank, 0, had reduced its outstanding loans as much 
as 30 percent from the volume in 1929, and half of the remaining 
banks had reduced their loans less than 20 percent. One year later, 
only one-third of the banks surviving to that date had reduced theil' 
loans as much as 35 percent. Though these reductions seriously 
inconvenienced many borrowers, they were moderate in relation to the 
banks' need for liquidation. Inability to obtain substantial and 
timely liquidation on poorly protected loans often caused the banks 
to sustain heavy losses. Some banks were not able to liquidate 
"sound" loans with sufficient rapidity to meet the shrinkages of 
deposits that were occurring. 

SECURlTY FOil I.OANS 

State bank examiners in vYisconsin during tht' early years of the 
depression prepared virtually complete classifications of loans accord
ing to the way in which loans were secured. National bank examiners 
do not appear to have made such classifications, although they stated 
the volume of loans that was secured by real estate mortgages and 
usually indicated the amounts of commercial paper and call loans 
that were held by the banks. Data from bank examiners' reports 
were used in preparing table 17, which shows how the loans of the 
17 banks were secured at the time of examination in 1929 (table 17). 

TABLE 17.-Distribution of loans held by 17 selected banks on examination dates in 
192t), bll type of secllrity 

Locallonns. by tylX' of security
Drok· ---------'--'--''-'-----'----- 

: ers' Sceured'Sccu~edISccured· 
loans 'R~curcd' Secured by first b~ by u!1' Total

Group Bnd bank' ~~~. ft~:f~k Unse·, En· bnlow real I J~~~¥r tf~~~1' Unelas·: loans 
lIl!'rrinl coIlnt. cured' dorsed ('OIIat· estate I estnt(. pstnte s!1Jed I 
paper ernl ('ral mort·· mort. mort., 

~n~e gage gage' 

Group 1: I'rrC<1lt p;;;;;;;p;';e;-;;! Per;;;;;: Perce;; Pe~~e;;; Percent Percent Perc<1lt Percent 
Bank A..... .. 6 01.'''''''1Dank D____ • o (I) 2 462.5 iI 2S5 18i 3426 3 __ ......, 00 ' 100100 
Dank C..__ .... 22 6 41,15, 1'15 0.-- ...... 0 100
Dank D •••••• __ o i 2S I 24/ 13 23 5 ....__ • 0 100 

Group 2: 
Bnnk E """ o o 40 ! Ii ' 9 . 31 3' .•• --1 0 100 
Dunk F """ __ 3 ('), 20 I Iii 5 54 3 . . ... ! 0 100 
Bnnk G...... .. <.)
BanI. H __ ••..•. o I ~ i 2~ : I~ ~~ 6 ~:~ 
Dank L .•.•__ •• ('l (0) ('l: ('l ' (') 12 88 100 

Group 3: 
Bank J....... __ 0: (.) 15 : Ii 10 49 (I o J()(J 

Dank K.••••••. 2 2 19 '. 7 " 10 59 1 o 100 

Group 4:
Bllnk L .•____ •• o o 20 ' 12 O. 100

O· ~ : ~i i 18 '.--. 4 .Dank M .••••• _ o 261 12 100 
Dank N ...... __ (') (l) (') : ('l (.) ,, __ .•!. __ •__ ~.i ""23" 100 
Bank 0 •• __ •••• o (.) 26 16 IIi '1:7'1 7 ;bl 100 
Dank P .... __ .. o o 51 9 18 13 . 0 0; 100
Dnnk (~____ ' . __ ! o 1 o 21\ 12 . 40 i (.) 21 ' 100 

, For descriptfon of groups of bnnks, sec tnble 12• • .Not classftlild·in examiners' reports.
• Less than 0.5 percent. 
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From these data it is clear that great difi'erences prevailed among 
the banks ,,~th regard to the way in which louns were secured just 
before the depression began. The proportion of loans secured by 
first real estate mortgages varied from 13 percent in bank P to 69 
percent in bunk H: the proportion secured by junior mortgages OIl 

real estate varied from none in several banks to 18 percent in bank L. 
UIlsecured loans wore 51 percent of total loans in bank P while 
bank Q held none. These are the Illost striking difi'erenccs, but 
there were wide variations in all classificn,tions. 

Data on the securitv for loo:ns were obtaull'd, not onlv for tlH' 17 
banks selectcd for spc(~ial study, but for 24 ndditiontlJ sur"i\'ing bunkt' 
and 17 additiollnl closed banks. The J'(,lath'c importance of 1'cnl 
estale contracts and loans seom'ed by rcal cstn,tc mortgnges, to eaeh 
of tue 58 country bauks Oil which data wel'(' obtained, is sho\\ll in 
table 18. Each percentagc shows, for one bank, thE' rcJation of such 
lotms to the total loans of the bank; find thc percentages for til(' incli
vidual banks included in each of four groups are UlTtlY(>ci from low to 
high to facilitatc compal'isons bet,,'cen the scyerul groups of hunks. 
Ll'tt.ers in purentheses tU'(' used to indicate the perccntugcs for til(' 
17 bnnks tllllt "'el'p sclp(,t('(1 for spec'inl stud,,' (table 18). 

Bunks that sUl'yin'ci tlH' dppl'('ssion without estahlishing trusts 
gt'IH'l'!1lIy bud smnller proportions of thcir lonns sl'eurpd by slow 
eollnt(,l'nl and by renl estllt<' mortgnges, nne! s0111('w11u t Inrgl'1' propor
tions secUl'Pc\ by quick collnt~~l'nl than did banks in othcr groups, K 0 

di{l'prences appetlrecl consistcntly among the sevcral groups of banks 
with respect to the proportions of loans that were endorscd or UIlS(;' 

CUl'(;'d. Perhaps tlll' most significant point is that indiyid unl bunks 
difY('rccl so widply in thcir llwthocls of sccuring lonns as to o\-crshndo,,
the small aYcl'l1g(' differl'llC'cs I)('twpen groups of hanks. 

TABLE IS.-Percentage o! 	ioalls represented by 7'eal ('state ('o71lracl,~ or secured by 
rcol (s/a/{' 1IIor/gages, 111.!," I 

[Arroy (If rH'rr<'nta~~s of IOllns for indidrlllol honks} 

17 hflnk~ in 
grollp 1 

17 b:lI1blll 
)trotl}l~ 

5 h:lllk~ ill 
!!roup3 

19 h~nks in 1 
~~"~4_li, 

Ptrant 
4 

Pfr((llt 
11 

Prrc(1It 
22 

Percent 
11 

III 
H 
15(C)I. 
IS 

12 (1) 
W 
IS 
19 
21 

40 
41 
58 (Jl
GO (KJ 

IS 
~u.,., 
22 (P)
2,1 

I~ 
24 

22 
:10 

23 (1') 
311 

24 34 31 
21; 34 33 
2$ (Il) 
W(1ll 
W 
34 (A" 
35 
35 

3,1 (I» 
3S 
52(0) 
5!1 
57 (F)
.'is 

:\.: (0)
3,1 
as 
4(1 
40 (1,\ 
41 (Q) 

49 G9 (fll 4:1 (M) 
53 
,';,1 

I Lettcr~ ill porenth~s,'s intli,'uI!' th,' ll~rccutagcs [or lh,' 17 bunks selected (or spcci1l1 study. For descrip
tion o[ groups of hunkS. sec table 12. 
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EXAMINATION POLICY WITH RESPECT TO LOANS 

It is worth while to survey the classifications of loans made by bank 
examiners for three primary reasons: (1) To gain such additional 
information about the loans as can be obtained from examiners' 
classifications; (2) to indicate the extent to which such classifications 
pointed out weak or dangerous elements in the loan positions of banks 
before the depression; and (3) to provide a check upon the represent
ativeness of the 17 banks which were selected for special study. 

LOANS TO OFFICERS, DIRECTORS, AND EMPLOYEES AND TO AFFILIATED 
INTERESTS 

One of the classifications of loans made by examiners showed the 
amounts owed to the banks by the directors, officers, and employees 
and by firms or corporations in which they were interested. Indebted
ness owed was considered to include notes on which these parties were 
endorsers as well as those on which they were makers. Such infor
mation indicated the extent to which bankers were using their com
munities' funds for their own personal or business purposes and had 
value to the supervisory officials in several respects. Oarried to ex
tremes this practice might be out of harmony with community wel
fare. :More inlportant from the standpoint of a bank's solvency, 
however, bankers were likely to be less prudent in lending to them
selves than to others. The relation, at the time of examination in 
1929, of loans to officers, directors, employees, and their affiliated 
interests to the total loans of the 58 country banks on which data 
from examiners' reports were obtained is shown in table 19. 

TABLE 19.-Pcrcen/'(/(jc of loans which examiners clas.~ified a.5 loans /.0 officers, 
directors, and employee.s, and to firms or corporations in which they were intcrested, 
1929 1 

[Array of percentages of loans for individual banks] 

17 banks in 117 banks in I~ank: in I 19 banks in I 
b'l'ouP 1 gronp 2 group:! group 4 

--_.. ---. .,...-,--- ~~ i 

Perullt 
o 
1 
1 (A) 
3 

Percent 
('l (El 

1 
1 
2 

Percent 
1 
4 (K) 
4 (J) 
4 

Percent 
2 (M) 
3 
5 
7 

3 
4 (ll) 

4 (II) 
4 

4 7 
8 

549 
7 4 9(~ 
7 5 10 (N) 
7 5 (ll 11 (0) 

12 6 (F) 12 (Q) 
14 (0) 7 13 
16(0) 7 15 
17 IJ J9 
21 11 (0) 20 
m 16 	 m 
24 20 	 22 (P) 

28 
52 

I Letters in parentheses intlicat<' the percentages for tbe 17 banks selected for special study. :For descrip
tion of groups or banks, sec table 12. 

, Less tbon 0.5 perccuL. 

It appears that, on the average at least, the managements of banks 
that later closed were somewhat more inclined to favor their own, and 
their employees' interests than were the managements of banks that 
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had more successful carcers. There was much overlapping in the 
positions of banks in the several groups, however, and it is q uestion
able whether, as a general rule, the extent of loans to a bank's own man
agement and employees and their affiliated interests was a controlling 
factor in the later experiences of the banks. Such loans might be 
among a bank's best loans, and there frequently were cases where the 
commercial or agricultural holdings of a bank's management and 
employees were so important in a community that they naturally, 
and without any dis"rimination against the interests of others, ab
sorbed a considerable part of the community's 10a11 funds. On the 
other hand, in some cases the managements of bauks exceeded all 
reasonablt, limits in trying to serve their persollul interests. 

Whether or not such loans are eSI}(~cially hazardous 'would appear 
to be a matter for determination in individual cases rather than in 
any aggregate sense. It seems genernlly to be regarded ns better 
public policy, however, for btLnkers to obttLin their fiuuncing from 
institutions other than those which thl'Y control. 

EXCESS LOANS AND I,OANS UNDULY CONCENTIlATED A~\oNG FEW nORuoWERS 

In other classifications examin('rs listed the loans that exceeded 
statutory limits upon lonns to onl' party and those which, though not 
exceeding legal limits, appcared to reprl'sent an undue concentration 
of loans among few borrowers, among affiliatl'd interests, or in single 
ind ustries. Loans of the first-mentiOlwd class, commonly called 
excess loans, were in violation of law and wcn' subject to o fIicial action 
on that score. Loan limits to 011(' party hayr becn fixed by law be
cause of thc risk involved. when IlILnks, instOftd of distributing their 
loan flUlds among mnlly borrowers, lend [hom mninly to n [ow bor
rowers. It frt'qlwntly happens, bowpver, that the principle of 
diversification can be violated to t1 dangerous extent by monsures 
thlLt technically an' within the In,w. 'HllOl1 f'xfUniners cliscow'lwi what 
appeared to b0 uncilw, though not. illeiZnl, concf'ntrations of loan risks 
they listed such loans amI wamcd bt :lkers of til(' Cif111gf'l"S involved. 

Most of thr banks in 1929 hnd no loans clnssifh'cI under· tll(' headings 
of excess or of unduly conccntnttf'd loans (tahle 20). Of the 17 banks 
selected for speeinl study, bnnk II wus the most criticized, having nbout 
16 percent of its loans classified uncler these headings. J:~ does not 
appear that concentrations of funds tLlllong few borrowers were, cnrried 
to n substantinlly greater dpgl'P(, omong bnnks that latcr closed than 
alllong banks that sUlTiveci without rcorganizt1tion. 
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TABLE 20.-Percentage of loans which examiners classified as large lines, representing 
undue but legal concentrations of credit, and excess lines, 19291 

{Arrayaf percentages of loans (or Individual banks] 

17 banks in 17 banks in 5 banks In j19 banks ingroup 1 group 2 group 3 group 4 
---- I 

Percent Perun[ Percent Percent o (A) o (E) o (J) o(Llo(Bl o (F) O(K) OeM)
0(0) 0 0 0(0)
0 0 3 o (Q)
0 0 Zl 0 
0 0 0 
0 0 0 
0 0 0 
0 0 0 
0 2 0 
0 3 0 
2 4 3 (N)
4 (D) 5 4 
4 6 (0) 7
5 7 8 
6 11 (I) 8 

22 16 (H) 9 (P) 
13 
30 

I Letters In parentbeses indicate the percentages lor the 17 banks selected lor special study. For descrip
tion of groups of banks, see table 12. 

PAST-DUE LOANS 

.A fourth classification of loans made by examiners segregated the 
loans on which payments were in arrears. Examiners divided such 
loans into two groups, called statutory bad debts and other past
due paper. 

The classification of past-due loans has significance from several 
viewpoints. As a rule, its chief bearing on the loan position is that it 
indicates whether banks are looking carefully after their loans. It is 
not necessarily true., however, that large amounts of past-due paper 
at any time reflect loose loan practices; as bankers sometimes allow 
paper to become past due merely in order to have it callable on de
mand. Conversely, small amounts of past-due paper do not neces
sarily signify that the loans are in good condition. By executing 
extensions or new debt instruments bankers can sometimes keep very 
poor loans out of the past-due classification. The value of the 
classification lies chiefly in what it suggests rather than in anything it 
proves. 
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TABLE 21.--Percentage of loans which exmainers cla8sified as pa8t-due and 8tatutory

bad loans, 1929 1 


[Army of percentages of loans for individual banks] 


17 banks in 17 banks in 5 banks in 19 banks in 
group 1 b'fOUP 2 group 3 group 4 

Percent Percent Percent Percent 
1 2 22 3 
1 4(1) 26 3 (N) 
2 6 (E) 26 (J) 5 
2 7 32 6 
2 8 47 (K) 6 (M) 
6 12 7 
7 (0) 17 7 

10 18 13 
12 18 16 (Q)
12 (D) 18 19 
13 20 23 
14 23 24 (0) 
15 32 (1<') 24 
20 38 (ll) 27 
23 (B) 51 29 (P) 
28 CA) 51 (0) 29 (L)
29 66 37 

42 

! 
61 

I Letters in parentheseH indicate tbe percentages Cor the 17 banks selected Cor special study. For descrip
tions of groups of hanks, see tahle 12. 

In 1929 the banks that survived the depression without establishing 
trusts had on the average a substantially lower proportion of the 
loans past due than did banks in the other groups (table 21). But in 
this case also there was much overlapping of the positions of banks in 
the various groups. Obviously the amount of past-due paper held 
at the beginning of the depression was not a sure guide to the later 
experiences of the banks, though it probably had some bearing upon 
their positions. 

SLOW, DOUBTFUL, OR WORTHLESS LOANS 

Easily the mo~t, important classification of loans made by examiners 
was that which designated certain loans or portions of loans as slow, 
doubtful, or worthless. Whereas the other classifications mainly 
pointed to potential sources of danger, this classification listed the 
loans in which impairment of quality was considered to have become 
an accomplished fact. Moreover, a recapitulation of all slow, doubt
ful, and worthless al:>sets, including loans, appeared near the end of the 
examiners' reports, and the volume of such assets was considered 
carefully in attempting to determine whether the capital of the banks 
was impaired. Thus the use made of the classification, as well as its 
character, gave it unusual prominence in the examination reports. 

It is difficult to frame a precise definition of the meaning of the 
terms "slow," "doubtful," and "worthless." Examiners often differed 
among themselves as to the proper use of these terms, and the basis for 
classifying loans was changed from time to time. The clearest view 
of the classification may be obtained by noting how examiners classi
fied various types of loans. 

Several broad features of examination policy in 1929 are revealed by 
table 22. Perhaps the most striking feature is the small proportion of 
loans that examiners criticized, or,stated in the terms used in the 
table, the large proportion that examiners did not criticize. A second 
feature· is the infrequent use of the terms "doubtful" or "worthless" 
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and the extensive use of the term "slow" in commenting upon criti
cized loans. Third, of the loans classified as slow, about two-thil'ds 
had their entire principal amounts (100 percent) placed in the slow 
category and another one-fifth had more than 75 percent of their 
principal amounts so classified. There was plainly a tendency for 
examiners to criticize virtuallv the entire amount of a loan if it were 
criticized at ali, and the term~"slow" was used almost exclusively as a 
means of criticism. 

With increases in the size of loans, larger and larger proportions of 
the total number were criticized by examiners. Comparatively little 
information was available to examiners for use in classifying the gen
eral run of small loans. If such loans were not in arrears and if the 
borrowers were given a favorable report by the bankers, examiners 
usually passed them without criticism. Most of the large loans, 
however, were supported either by financial statements or collateral 
from which examiners could form an independent opinion of their 
quality, and these consequently received more careful study. This 
may explain to some extent why large loans were so much more Stlb
ject to criticism than small loans, but the principal explanation is the 
greater risk attaching to large loans. 
TABLE 22.-Examiners' classifications of selected lVisconsin bank loans to farmers 

and othe1's outstanding June 30, 1.929, by size 
---.-------~--~-------------------~----

LoanR classified by examiners as 1- I 
Size of loan Loans 

Loans to farmers: Number
Less than $500_____________ _ 127$500-$00L ________________ _ 31i
$1,000-$1,490 _______________ _ 31$1,500-$2,409 _______________ _ 40
$2,500-$4,000_______________ _ 72
$5,000-$0,000. ______________ _ 03
$10,000-$10,990 _____________ _ 33 
$20,000 and over____________ R 

,Loans to others: Less than $500 _____________ _ 88 3 1 0 0 0 96$500-$09L ________________ _ 18 0 0 0 0 0 100 
$1,000-$1,400_______________ _ 12 8 0 0 0 0 92
$1,500-$2,490 _______________ _ 31 16 0 3 0 0 81$2,500-$4,990 _______________ _ 60 13 5 2 0 0 80$5,000-$9,909_______________ _ 75 12 3 3 0 0 82 
$10,000-$19,U90 _-- _-- _---- _--I 46 24 0 4 2 0 iO
$20,000 and over______ • _____ 12 8 8 17 I 8 67°1 

1 Where some loans were claSSified partly as slow and partly as doubtful or worthless, the percentages add 
across to more than 100 percent. 

The ages of the loans or the periods during which they had been 
outstanding had a bearing upon examiners' classifications. Exam
iners usually looked back over the records showing past activity of 
the loans and were more likely to criticize loans that had been out
standing without curtailment for long periods than loans of recent 
origin. From table 23 it seems clear, however, that examiners did not 
consider the past duration of loans to be very important. 

As examiners did not usually inquire into the purposes for which 
loans had been used, this factor seldom had direct influence upon 
examiners. But these purposes had a substantial bearing upon the 
financial condition of the borrowers and upon the probable liquidation 
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and loss records of the loans. It is interesting therefore, that exam
iners in 1929 criticized none of the loans that had been used mainly for 
seasonal-operating or for current-personal purposes, which later had, 
in actual experience, excellent records in liquidation. Their criti
cisms were reserved for nonseasonal working-capital and fixed-capital 
loans, on which the later experience was less favorable. The loans 
most subject to criticism were those which grew out of the sale of the 
bank's own real estate. These usually had been made on a much less 
conservative basis than other fixed-capital loans. 

TABLE 23.-Examiners' classifications of selected Wisconsin bank loans to farmers 
and others outstanding Jllne 30, 1929, by age, purpose, and basis for qllick liqui
dation of loan 

Loans classified by examiners as ,- ! 
Loans 

I notIAge, pnrpose, and basis (or quick Slow Doubtfu or I classi
liquidation of loan Loans 1 worthless fied by 

1---7,----,---, I I exam
i 100 • 76 to 99 : 1 to 75 151 to 100 1 to 5(] ~ iners 
:___ !~~ent 1percent! percent~. percent 1___ 

Age: iii i 
Loans to farmers: INumber I' Percent " Perc",t Percent I

I 

Percent Percent PercentLess than I year______________ . I 38 10 3 3 0 3 84 
Fromlt02 years_____________ \ 23 17 0 0 0 0 83 
From 2 to 4 years_____________ 28 7 14 4 0 0 75 
More than 4 years_____________ III 26 13 3 0 2 58 

Loans to otbers: 
Less than I year_______________ 74 1 0 0 0 0 \J9 
From 1 to 2 years_____________ 19 5 5 0 0 0 00 
From2t04years_____________ 27 22 0 4 0 0 74! 
More than 4 years____________ 47 30 2 2 2 o 64 

Purpose:
Loans to (armers: I 

Seasonal operations ,__________ 12 0 ! 0 0 I o 100 
Nonseasonal working capital ._ 66 II 4 3 I o 82 
Fixed capital ,----------------- 153 18 81 05 I o 69 
Sale o( banks' own real estate_ 16 25 19 o 56 

Loans to otbers: ' I 
Seasonal operations ,---------- 36 0 i 25011 o o 100 
Nonseasonal working capital ._ 71 10 ; ~ ~ o o 84 
Fixed capital '- .. ------------ 81 5(]19 I I: 1 o 78 
Sale of banks' own real estate_ 4 o ' o o 25 

Basis for quick liquidation:
Loans to (armers: Current income______________ _ 12 o o o o 100 

Nonseasonal working capitaL_ 68 o 3 o o 81Fixed capitaL_______________ _ 40 2 3 o o 93 
Loans to others: Current income ______________ _ 37 o o o o 100 

Nonseasonal working caPitaL_I 57 4 o o o 59Fixed capital _ ._. ____________ . 35 3 o o o 74 

1 Includes onh- loans o( $500 or mOre o( which main portion (SO-100 percent) (ell within the age, purpOSe. 
or basis (or quick liquidation clnssifications indicated. 

, Where some loans were classified partly as slow and partly as doubt(ul or worthless. the perccntag;>s
add across to more than 100 percent. 

3Loans for seasonal or temporary operating purposes and loans for current personalll5eS that had lIot heen 
outstanding for more than 12 months. 

• Loans for purchase or retention oC nonseasonal working capital and securities, and personal and operat
ing loans more than 12 months old. 

, Includes loans (or refinancing purposes. 

Bank examiners relied to a large extent on financial statements, 
collateral records, and records showing past activity of the loans in 
attempting to determine whether the loans were secure and liquid. 
They criticized none of the loans that appeared to be payable within 
a short time from the current incomes of borrowers. These were 
mainly small personal loans and loans of the self-liquidating type, 
used to finance seasonal operations. Small numbers of apparently 
sound loans that appea.red to depend for quick liquidation upon th(' 
refinancing or liquidation of nonseasonal working capital and fixed 
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capital were criticized, but there was no general disposition to criticize 
the "good but slow" variety. 

Criticism was reserved mainly for loans of which substantial por
tions were poorly protected or which rested upon thin equities in 
borrowe~' assets (table 24). These loans usually represented over
extensions of credit o!' grew out of adverse changes in borrowers' 
circumstances or arose from special transactions such as the sale of 
the banks' own real estate. In criticizing large proportions of such 
loans as slow, and only small proportions as doubtful or worthless, 
examiners in 1929 evidently applied the term "slow" to many loans 
that were recognized to be of very doubtful character. 

TABLE 24.-Examiners' classifications of selected WisC()nsin bank loans w farmers 
and others outstanding June SO, 1929, by portions of loans resting on thin equities 
in borrowers' assets 

Loans classified by examiners as I- i 
I------------------~,-----------1 Loans 

Loans of wbich specified per· Slow I Doubtful or I c~!.
centages rested on thin equi· Loans 
ties in borrowers' assets ' ' II wortbless Ie~~tg. 

100 76 to 99 : 1 to 75 51 to 100 i 1 to 50 i ers 
___ , (lercen~~l~ percent percent :_______I 


wans to farmers: Number Perc""t Perc""t I Perc""t i Perctnt Perctrll ; Perc""l
0_"" •• _" .• __________ • __ _ 198 9 o o ' 871-19" ____________________ __ 15 

34 41 24 I 3 o 3 32
20-39___ , _. ________________ _ 27 ~ : ! o o I 74 
40-59. _____________________ _ 3.1 40 27 1 6 o 6 27
60-79. _____________________ _ 14 36 21 21 o o 2260--100. _______••___________ _ 6 Ii 17 0 o o 66 

Loans to otbers: 0 _____ • ____________________ _ 

1-19_______________________ _ 
 203 8 1 1 o o 90 

9 45 22 0 o o 3320-39_______ .•.___________ __ 

40-59_____________________ __ 
 19 32 0 16 o I) 53 

8 38 0 0 o o 6260--79, _____________________ _ 
60--100_____________________ _ 7 43 14 14 , o o 29 

25 o 25S ____50_. __0 ! 12 i ! 

I Where some loans wem classified partly as slow and partly as doubtful or worthless, the percentages 
add across to more than 100 percent.

, Includes only loans of $500 or more. 

It must be concluded that, before the depression, the terms slow 
and doubtful were given, in practical application by examiners, mean
ings substantially different from the usual connotations of the terms. 
The doubtful classification was seldom applied even to loans or por
tions of loans that were very insecure. Junior real estate mortgages, 
for example, usually escaped this classification. The slow classifica
tion included some of the loans that were merely slow in payment, 
but was used more generally to designate loans that had a poorly 
protected equity to secure them. Well-secured loans, though obvi
ously slow in the sense that they had been outstanding for long periods 
at the time of examination and normally would continue to be out
standing for a long time, were not often classified as slow. It appears 
that the classification "worthless" must have been reserved for loans 
that represented loss beyond any reasonable doubt. 

CHANGES IN VOLU:~IE OF LOANS CLASSIFIED AS SLOW, DOUBTFUL, AND 
WORTHLESS 

The percentages of the banks' loans that were classified as slow, 
doubtful, and worthless in 1929, 1932, and 1934 are shown in table 25. 
During 1929-31, the percentages criticized in the various classes of 
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banks increased only slightly, but there was a sharp increase in criti
cized loans from 1931 to 1932 and further sharp increases to 1934. 
The loans of banks that survived without establishing depositors' 
trusts were less severely criticized than the loans of other banl{s until 
1934. Then, by transferring the worst loans to depositors' trusts 
some banl{s so improved their portfolios that the criticized percent
ages of their loans fell below those of banks that survived without 
establishing trusts. 

TABLE 25.-Percentage of loans which examiners classified as slow, doubtful, or 
worthless, 1929, 1982, and 1984 1 

(Array 01 percentages oC loans lor indiyidual banks) 

1929 1932 1934!- -------------
I 

------~------

117 banks 17 banks 5 banks 19 banks: 16 banks 14 banks 4 banks 11 banks 15 banks' 14 banks i 
in in in in in in in in in ini 

, group 1 group 2 ~roup 3 group 4 ' group 1 group 2 group 3 ~roup 4 group 1 group 2 

~-.-rc-t1l;I-p-.-r:'~; ';:Cem- -;':~t' -;'::;,'~=;;- -p-.,-u-nt- -;.:n;!--p-.,-c.-nt-:-p,-.-rcem
1 (el 
2 
~2-

4 
4 (D)
5 
6 
6 

3 
5 
8 en 
8 
8 

11~_ i 
-, -

12 (F) 
13 

6 
16 (K)
21 
38 
46 (J) 

'(M) I 3 (el, 
(1) I 6 I 
3 7 I 
4 7 I 
6 I 11 

10 (0)' 21 (A)
11' 24(Dl 
14, 24 
16 (N); 26 

• 3 I 
17 (E):
20 en, 
20 (0) I 

• 26 
34 
34tH) 
35 
35 (F) 

32 
34 (KJ
63 (J) 

• 00 

10 (:,.[) I Ii (D) i • 9 
12 I 23 r • 17 
16 ,24 i • 23 (E) 
21 (Q)! 34 (e) • 25 
41 ; 39 I 28 
41 47 ':J4 (I)
53 48 '42 (ll) 
65 I 52 • 44 
79 (N) I 55 • 49 

1 
1 
0 
0 

(ll): 16 
19 (E)

13 '21 

16 ,29 (D) 
21 «V' 32 
22 32 

36 
38 

'48 

79 
85 

I 60 (A) 
'61 

63 

• 57 
' • 60 
' • 63 (0) 

14 
15 

22 
22 I 

24. 
26, 38 

63 
74 

ro~ 
il 

rom 
, I i8 

~ i 
22 (A) , 

3 
4 

2 
7 
4 

5 
CH(O» \ 

, 
fa I 
30 (1') 

~ 75 

35 
4,1 {Ll 

I Letters In parentheses indicate the percentages Cor th~ Ii banks selected for special study. For descrip
tion 01 gronps of banks, see table 12. 

, Less tban 0 . .1 percent. 
I Indicates percentages Cor banks that had eliminated a portion oC the loans through reorganization before 

date of examination. 

The large increase during the depression in the percentages of loans 
classified by examiners as slow, doubtful, and worthless was a result 
of several developments. The total volume of loans was declining, 
the sufety and liquidity of many loans had been undermined by de
pressed conditions, and examiners' classifications appear to have be
come more rigorous. It would be difficult, if not impossible, to meas
ure accurately the force of these several factors in causing the percent
ages of criticized loans to rise from 1929 to 1934, but from data at 
hand a general idea of their relative importance may be gained. 

It appears that such increuses as occurred in the loans classified by 
examiners as slow, doubtful, and worthless from 1929 to 1933 were due 
mainly to deterioration of the quality of bank loans. During this 
period there was no noteworthy change in the method of classification. 
Good but slow JOll.ns seldom were criticized, and only a small part of 
the poorly protected loans was classified as doubtful or worthless. 
Beginning in 1933, however, examiners became much more rigorous 
in classifying bank loans. The classification slow was extended to 
include many of the loans that were good but slow, and a large prop or
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tion of the poorly protected loans wus classified as doubtful or worth
less. lvIost of the increase of criticized loans from 1932 to 1934 
appears to have been due to the increased rigor of examiners' classifi
cations. 

Coming at or about the time when the Nation-wide bank "clean-up" 
program ,vas adopted to prevent the reopening of unsound banks 
closed during thl' bank holiday, und to clear the way for deposit insur
ance, the changr in examinution procedurr presumubly l'pfiected the 
conyiction that earlier standards for classifying bank loans had not 
proved efl'ective. Certainly the more rigorous classifications employed 
from 1933 to 1935 might be expected to infiuencr banlu; to maintain 
their loans in a more liquid, and a better protected, condition than was 
often tlw Cfh,r b('fore the depression. There was considerable objec
tion to tbr nrw standards, however, principally on thr grounds that 
criticizing good but slow loans tended to discouragr bonks from mak
ing numy of' tht) types of loans for which there was legitimate need on 
the part of the public. 

Owing to such objections, the use of the classifications "slow," 
"doubtful," and "loss" (worthless) was dropped by Federal agencies 
in the summer of 1938. The change was reported as follows by the 
Federal Reserve Bulletin of July 1938-
Thc "slow" classification has long been a misnomer and a cause of complaint. 
In place of this, and of the classifications heretofore headed "doubtful" and "esti
mated loss," thcre will be substituted the designat'ons II, III, and IV. Class II 
include:; loans or portions of loans which appear to il1\'olve a substantial and 
unrea.';onable degree of risk, by reason of an unfavorable record or other unsatis
factory churaeteriHtics, and in which the possibility of future loss exists unless 
thC'y reeei\'e the careful and continued attention of the hank's management. 
Clas:" III include;: loans or portionl' of loans the ultimatr collection of which is 
doubtful and in which a Rubstantial loss is probable but not yet definitely ascer
tainable in amount, and Clas;: 1\" is for listing loans or portion" of loans which 
arc ('stilllatcd as loss. Loans in Cl:l.qS Tare those in which the repayment appears 
to be as!mred, and such loans will not be listed in the examination reports. 

CHARACTER AND PERFORMANCE OF BANKS' SECURITIES 
INVESTj\IENTS 

In studying the investment policips and experienc('s of the banks 
it will be profitabll' to observe: (1) Thr relation of the banks' secu
rities holdings to their total loans and securities, (2) tht' charact('(' of 
the securities held by the banks at various dates, (3) thr (il>prrciatioll 
of securities during the depJ'('ssion llnd itg rffpct upon thr banks, and 
(4) the policil's of bank rxuminers with respt'ct to the im-estment 
accounts of the banks. 

RELATION OF SECURlTIES TO TOTAL LOANS AND SECUlUTIES 

Th(, cluUlging importallcr of lou.ns and ~;p('uriti('s to Wisconsin banks 
is shown in figure 9. Among the banks generally, loans inereasl'd in 
importance f!'Om 1919 to 1922 or 1923. Thjs chnngp was dll(, muinly 
to a mor(' rapid liq uidation of securities than of loalls following til(' 
sharp recession of 1920-21. Sturting about the end of 1923, howt'Y<'I', 
there was a substantial expansion of earning assets, in the COUl'sr of 
which the bunks l'itpidly increased their holdings of securities other 
than issues of tl\() Ur.ited States Govr]'nrnent. From this point until 
tllr I'ecrssion of 1929-32 the proportion of s('('llI'itit's holdings increased 
while that of loans decreased. After 19:33, therc werc large incl'rH>;()s 
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in the proportion of securities issued or guaranteed by the United 
States Government, substantial increases in other securiti,es, and a 
sharp decline in the proportion of loans held by the bnnks, 

An interesting point disclosed by thl's!:' data is thnt ayemges for the 
two groups of surviving banks moved closely togl'ther, filld that there 

PERCENT~----.------.------r-----.------r------r-----.------.--. 

80 

60 
• I

LJ_ ~. 
40 Banks that survived without estAblishing depositors· trusts +-----!-"'-I 

! Banks th." survived alter eSlab/ishinl{ depositors: trusts 

Banks that closed a/ttJr establishing depOSitors' trusts 

Banks tJ~al closed without fUtablishlng dsposilon' trusU -+---}--I20 

I 
o 1918 I 1920 1922 1924 1930 1932 1934 

BAE 381!5Z 

FIGURE 9,-RELATION OF LOANS TO TOTAL. LOANS AND INVESTMENTS IN FOUR 
GROUPS OF COUNTRY BANKS, 1918-35, 

(Total loans and im'estments = 100) 

Loans increased in importance relath'c to securitie,;; until 1922 or 1923 but 
thereafter were of declining importance, Throughout the period cO\'ered h.\· this 
figurE .;;urvi\·ing bank!' had larger securities accounts, relath'c to thcir loan accounts, 
than did banks that clo~ed durin/!: the d!'pre,,;;ion. 

wns similar conformity in thp mOVenll'nts of averages for th(' two 
groups of bunks thnt wer(' clos('d during thp depression. In the sur
"i ,-ing banks loans were reIn ti \'ely lpss importan t and holdings of secu
rities were relati,-ely mon' importnnt than in the closed banks, The 
substantial difference in this respect bet"-l'en the survh-ing- and closed
bank groups suggests tlUlt, up to a certain point at least, 'lisconsin 
banks were able to find more protl'ction in securities thall in loans. 
It will bE: pointed out Intt'I', llowl','pr, thut the solyency of banks was 
affected much mo['p strongly by tIlt' cllaructer, than by the ,-olume, 
of the securities held. 

CHAHACTEH OF SECURITIES HELD 

Data on the kinds of securities held by thl' banks in 1929, 1932-33, 
and 1935 were obblinpd from the itemized lists of securities includpd 
in examination reports. Reports for nIl opernting banks w(,re itnlil
able for 1929 and 1935, but nmissiom: of data for sC'Hl'I1l of til(' bnnks 
in 1932 made it necessary to select a few reports dated between Junuary 
and May 1933. 

ISSUING ORGA,:I;IZATIONS 

In 1929 the securities held by the banks consisted principaII)- of 
United States securities nncl the securities of utility and industrial con
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cerns (table 26).9 There were considerable holdings of foreign-govern
ment and real estate bonds. Little change in this distribution had 
occurred by 1932-33 except in bnnks that closed Ilfter establishing 
depositors' trusts. These banks sold most of tlwir United Stah's 
securities, thus increasing the relati,re importane(' of tlwir other prin
cipal holdings. From 1932-33 to 1935 the surviving banks increused 
their holdings of securities issued or guaranteed by til<' United States 
Governm('nt Ilnd also their holdings of railroad bonds. R('nl estate 
and foreign-government bonds decreased in relative importance. 

QUALITY OF SECURITIES 

To classify the securities by quality it was necessary to use the 
ratings plnc('d on honclH hy commercinl-mting ng('nci('s nnd, some
times, to make arbitrary assumption!' concerning th(' quality of un
rated securities. As examiners USN] scvl'ml cornnwl"ciul-mting serv
ices. bonds of thl' hi~hest rating, including Moody's Aaa, Fitch's Ail, 
and Standn.nl Statistics' Al +, wer(' plnc('(1 in n class (If'si~natl'd grade 1 
securities, and securities of lower ratings w('r(' placed in corr('spondingly 
10w(,1" grndes. 

Olnssifications of til(' securiti('s held by the banks in 1929. 1932-33, 
and 1935, by quality, arr given in table 27. At all times during this 
prriod, banks that sunriv('d thr d('pr('ssion without establishing de
positors' trusts had sec1ll'ities holdings of b('tter avemg(' quality than 
did banks that hnd to b(' closed or reorganized. Moreover, the seCll
ritirs helel by banks that survived nfter establishing trusts were 
suprrior to thosr Iwld g('npmlly by closed banks. 

T ....BLE 26.-Dislriblltion of bonds and other securities (book vailles), held by selected 
country banks in 1.929, 1982-38, and 1.985, by nature of th_ issuing organization I 

----,--.__._.._----,' 

I l Jlondsand 
Bonds and other securities Bonds and otIll'r securities othrr st)curi

I held in J920 by- held in JO:12-33 by- ties held in 
. 19:15 hy

~ature of issuing organizntlon 
, 17 17 : 5 ' J8 : l(j 15 4 II III 15 
: banks banks Ibanks Ibanks Ibanks 'banks banks, banks banks banks 

in in I in ; in , in i In in ; in in in 
i gr~up ~roup I "roup Igroup; group: group group f group group, group 

2 I 3 , .j : I ' 2 3 , 4 I 2 

Pet. Pel. ! Pel. Pel. I Pel. Pel. Pet. Pel. Pet. Pet. 
United States securities...... 18 10 49' 20 19 If) 7 17 26 22 
Unit~d. States guarnntCl'd se· 

cuntlt~s.. . _ ... o o o o o o o o 13 13 
Federal and Joint·stock land 

bank bonds"... .. " o o o o o o 
Wi~cpnsin county and mn· 

mclpals......... .. ..... . 5 2 G 5 2 3 6 
Other State count~· and mu· 

nicipals... . ......... . 4 3 3 3 9 2 I 5 5 4 
Foreign government bonds.. . 7 10 4 7 8 10 3 7 2 4 
Other foreign bonds .• __ •. _.• 2 4 3 3 3 3 1 2 2 
Stnnm railroad bonds 5 .5 3 4 7 8 5 5 J1 
Utility bonds.. .. ...••.•. 27 :13 : 13 21 28 34 35 26 23 
Industriai bonds .•.••.•••••_. 16 23 1 18 18 12 ! 18 20 ; 19 I 12~t10 I 
Real estate and miscellane· 1 

f 

G : 111ous bonds ....._.......... .. 10 5 ; 15 6 H 2 1 

Other seeuritins .............. ' 2 o 3 2 I () 5 I o 


TotaL................. 100' 100 JOO 100 100 100 100 100 100 100 


I For description of "roups of banks. sl'e tnblcl2. 

, United Stntes ,ecurilies serving as coliateral for the circulating notes of national banks ha"e been omltten 
from all of the tables hereafter. 

http:Standn.nl
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TABLE 27.-Distribution of bonds and other securities (book values), held by selected 
country banks in 1929,1932-33, and 1935, by the quality of the securities 1 

,I I Bonds and 

I
Bonds nnd other securities 

I 
Bonds and other securities 

I
other secur!· 

held in 1929 by- held in 1932-33 by- til'S helrl in 
I Imh~ 

Quality of securities 
.-1-7--:1-1-7--5--'-1-8-'1 JG"! 15 i 4 '111 I 16 I 15 , 
~b!~bl.~bl~b!~b!~bl~b~bl~~i~~ 

I In j lD : In In ~ In In ~ In m in I In 
, group' group i !!fOUP group I group, group : ~roup , group l!!foup , ~roup 

I 2 .:____4_ I 2 _=_1 __=_. 1 __-=
! Pet. I Pet. : Pet. ; 

, 
Pd. Pet. Pel. I Pcl. Pcl. Pct. Pd. 

United States securities. __ ... 1 18 10' 49 20, 19 . 16. 7 17 26 22 
United States guaranteed BC' 

curities........, ...••.•••.•• 0 0 0 0 0 0 1 0 0 13 i 13 
Federal land bank bonds ... 4 0 0 0 1 o i 0 0 4 
Grade 1 bonds ..•. 9 8 5 6 7 4. 0 2 i! 2 
Grade 2 bonds •••• 8 4 3 8 61 1 3 6. 5 
Nonrnt"d State, county, ';.i,T ,

municipal bonds .•.. 4 3 I 4 4 i 2~ 5 a 4 ! 3 
Grades 3 and 4 bonds. ::1 34 46 26 i 221 22 , 32 14 28~~ ,Grades 5 and 6 bonds .. 10 14 g. ~I 18, 22 23 22 IS 
Grade i and other low·rated· 

bonds... 2 1 I 1 7 JO 512 , 101 
Nonrated otii';r iio~ds::::::: 8 8 5 15 4 11 ! JO 1 8: 2 2 
Defaulted State, county, and I 

municipal bonds ........... 0 0' 0 1 J i 01 01 0 0 
Defaulted other bonds••••.•• J 0 1 8 12 ! 16; 3 1 
Other securitJe:l .•••....•..•.. i 2 0' 3 ~I 1 0 5 I 0 

--__ ---'------1---
Total.. •••••••••••• __ •• ' 100' 100' 100' JOO 100 100 100 100 100 100

,---'---'--- ---

I For description of groups or blinks, sec table 12. 

There werC'. extremely larp:e differences, however, in the quality of 
the securities held by bonks within eneh p:I'OUp. For 1929 such ditrcr

'UCEMl.. ,. ..'0 40 50 10 00 '00 

I I I I 1 

S[CUAlTlts "C;OUIRtO rAON IU' 
lO IUl·JllT ItJZ.llJIOOI( 

\/ALU[5 AND RATINGS 

BAE 38153 

FIGURE 10.-SECURITIES HELD BY 15 COUNTRY BANKS IN 1929 AND. 1932-33; SECU
RITIES SOLD. CHARGED OFF. OR COLLECTED AND SECURITIES ACQUIRED FROM 

1929 TO 1932-33, CLASSIFIED BY GRADE. 

(Book value of all securities held in 1929 = 100) 

The deterioration of thc banks' securities portfolios from 1920 to 1932-33 
was due mainly to greater liquidation of high- and medium-grade securitie/i than 
of low-grade securities. The new securities purchased, however, were predomi
nantly of low grade. 

ences are shown in table 28. Many banks survived despite the fact 
that they entered the depression with considerable amolmts of low

301706°--41----4 
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grade secmities, and many failed even though their securities were 
mostly of high grades. 

As the depression developed, the' quality of the' banks' se'curitios 
holdings appears to have deteriorate'd. In each group of banks the' 
proportion of high-grade' securities declined and the proportion of low
grade securities increased from 1929 to 1932-33. The changes that 
occurred during this perioclmay be illustratpcl by data on 15 of the' 
banks selected for special study (fig. 10). Sales and collections of 
high-grade securities were proportionately much grl'flter than those of 
medium- and low-grade securities; and the securities purchased by the 
banks appear to have been of lower grades than those sold. }'10l'('
over, there was 11 downward revision of the' ratings placed on securities 
by the commercial-rating agencie's. By 1932-3:3 the' hrmks not only 
held a smaller volume of securitie'R than in 1929, but their securities 
were of considerably lower average quality. 

TABLE 28.-Percentage oj ,~ecurities held by .~elected country bank., which wen' 
cla..~sified as oj high, medium, and lou' grucles, IlJ29 I 

[Array or Iwrccntngcs or securitics ror individunl hllnks] 
-----~--.-

High..grndC' securities 2 1fctlitJllJ-grndl' s(.'curiti('s J Low-gradf' s('cllritfC's t 
...~.-~-.----- ...---- _. -.. - ----. --.-' ------1-------- -.-______ ._ 
Ii 1~lInks J7qllnl,s 5 b..llnks 18 h.nnks liqanks 17 qnnksi 5 b.anksl IS ~unksll J7 qanksl I7l-!unk"i,5 b!lJJkSI.' 18 '!lInk. 

10 111 In III 1U In In III In Ill! III t III 
group I, group 2 ~rollp a group 4 group I grullp2 group 3 grOlJp -Ii ~roUI' I gf()UpZ' group3 )!roup -I 

- -~,'~--- - -- --~.. -- -__ - _______, ~_~ c_~ __c_I ..__: _,._ 

Percelli !perceul /.JfTcrnl Percent Pen'clll Percent Percc-nt Percrlll })erceTli Percent I~ Percent' PercenlIL 

.s IIJ (0) 2:; I 0 :H i 0 (L) 4 11 0 0 (1') 
to I JO ·13 (K) 8 JO 34 9 (J) 0 (/').1 12 0 6 (X) 
19 112 50 9 11 (A):!6 :H 12 \ 11 (A) 1·1 (Til: Ja (J)' 15 
25 (D) 17 (I>') is (J) 12 (M) III 37 (II) 36 (IC) 15 I' II Ii (K) 21 (h:I 21 
32 ((') 19 93 13 21i 39 41 J(j (1\0 13 , Ii ·11 2R 
32 ' 2·1 14 2i -1'1 (0) J9 14 (fI1' JU I 3a 
33 2·\ IS (Ql 31 I '\:1 20 lOllI IS ;. 22 mll :H 
33 2·\ 10 39 I ·\5 (~-) 22 17 , 2.1 34 
37 25 24 (L) 40 45 30 (X) 20 (('1, 2-1 30 
·10 (D) an (E) 27 ·15 (D) 45 ao 25 , :10 ·lJ (<1) 
42 3(1 (I) 30 4" 48 (E) 36 27 ; 31 45 IOI 
46 32 35 (0) 46 CD) 50 :17 2.5 I' a2 45 
,18 32 36 -17 51 :li 30 (ll) :14 47 
(\3 3H 50 ,m ((') 53 (I) 30 a6 , as (V) 49 
iR (A)i·1lI (11) 61 49 5fi -II (Q) 41 ' 40 49 
.% I -19 1)4 (XI 50 I 5i 42 ·1.1 ·111 72 (:If) 
95 49 i3 M I 58 ·1" I 4i ." rGl' in (TA

IIKI (I') ·18 80 
- .---I~ __:___I_~ 

I Lllttcrs in pllronthl'M':; il1dil'lI(l' thc porcel1tuges for thl' Ii banks 5011'ell'<l for specinl study. For a 
description or groups of hllnks, 5/'" tuhle 12. 

, Incluuos Unllcu Stlltl'S seclIrill,'s, Fl'lIcmllllnd blink honds, ruled bonds or grndes I nuu 2, nnd 1111 non. 
rated Stnte, connty, and lIIunicipnllJonds th'll Wl'n' not in dcrllulL. 

, Illcllld,'s onlr rutod bouus or grades 3 unci 4. 
• Inciudos dcfnulted bonus and other socurlllC$ uot l'InssiOed as or high or lIIl'diullI grndo. 

From 1932-33 to 1935 this trend wns reversed, the bunks increasing 
both the volume of their securities holdings Iwd the proportions of 
high- and mediulll-gr!1de securities. To a considemble extent the 
newly neq uired secttrities consisted of issues mude or gU!1rnnleed by 
the Federal Goyel'I1ment. lvIoreover, lar'ge amounts of defaulled 
bonds and othel' substandard securities were chnrgpcl off during this 
period eithcl' to proHt and cn.pital nccounts or to depositor'S' trusts. 
N otwithslanding these meaSllreR, mlul~' of the banks opemting in 1935 
held substantial proportions of low-gmdc securities. 
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MATURlTIES OF SECURITIES 

The maturity distributions of securities held by the banks in 1929, 
1932-33 and 1935 are shown in table 29. 

In 1929 less than half of the securities held by the banks had 
maturities in excess of 10 years. As the depression developed, short
term securities were liqUIdated to a greater extent than long-term 
securities, and such securities as were purchased had principally long 
maturities. By 1932-33, long-term securities represented nearly 
60 percent of the banks' total holdings. .A further increase in the 
proportion of long-term securities occurred from 1932-33 to 1935. 
During all these years the maturity distributions found in individual 
banks differed WIdely, some banks having large, whereas others had 
small, proportions of long-term securities. 
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SECONDARY RESERVES 

Virtually all discussions of investment policy stress the need for 
banks to differentiate between bonds acquired for .investment account 
and bonds acquired for use as secondary reserves. With respect to 
the latter, the Bank Management Commission of the American 
Bankers Association has stated that "the secondary reserve must be 
of the character and volume to meet two different kinds of primary 
reserve replenishment situations." These arc described as "pre
dictable conditions," which arc mostly seasonal, and "nonpredictable 
emergency situations." The statement continues as follows: 

It is evident, therefore, that i \;ems eligible for the seasonal secondary reserve 
requirements must consist of items having properly timed maturities and of such 
high quality that there is an absolute certainty that these items will be paid in 
cash at maturity. 

Since the time element of the emergency part of the secondary reserve may be 
difficult, if not impossible, to predetermine the maturity factor for items in this 
part of the reserve cannot be so definitely planned. However, * * * a sub
stantial percentage of the items * * * should be timed to mature each 
month over a period of not to exceed 3 years. Again maturity schedule items 
must be of such a nature that it is an absolute certainty that they will be collectible 
in cash at maturity, or items which call be disposed of at a moment's notice with
out loss in the acquisition cost price.lO 

From this statement it clearly is considered that the secondary 
reserve should include only high-grude, readily marketo,ble items 
haying maturities generally less than 3 years. Such requirements nre 
more strict than those commonly recognized by bankers before the 
depression. Then a great diversity of attitudes prevailed, some 
bankers holding much the same views as are expressed above, others 
feeling that all United States securities, not merely the short-term 
issues, should be included in the secondary l'eserYe, while still others 
apparently regarded all or most of their mal'ketable bonds as a form 
of secondary reserve. As there were no hard and fast rules 
for separating the secondary reserve from the investment account, 
three sets of figures have been compiled to show the proportions of the 
securities held in 1929 by selected country banks that might have 
been l'I~garded as secondary reserves (table 30). 

According to the strict concept promulgated by the American 
Bankers Association, the securities accounts of most of the banks 
were almost devoid of secondary reserves j only a negligible portion of 
the securities met the tests imposed. When the concept is liberalized 
to include short-term securities of medium grades, the proportions of 
the securities that could qualify were still very small. Only when all 
United States securities are included and the permissible term for 
other high-grade securities is lengthened to 5 years, does it appear that 
the majority of Wisconsin banks had provided themselves with sub
stantial secondary reserves. Even under this very liberal procedure, 
however, less than 30 percent of the securities owned by the majority 
of the banks could be regarded as secondary reserves. 

10 AMERICAN BANKERS ASSOCIATION, BANK MANAGEMENT COMMISSION. INVESTMENT POLICIES OF 
BANKS. Amer. Bankers Assoc. Booklet 11,20 pp. 1939. See p. 9. 
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TABLE 30.-Percentage of securitie8 held by selected country banks which might havebeen regarded as secondary reaerves, 19B9 I 

[Army of percentages of securities for Individual banks] 

High-grade securities maturing 
All United States securities, otherHigh- and medlum·grade securi- high-grade securities maturing1929-.12 ties maturing 1929-32 1929-34, and mediunI-grade

securities maturing 1929-32 
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I
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in in in
1 2 3 
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I 
24 24 (L)\53 34 57 (N)36 (L), 41 23 28 61 35 (H) 66I 38 (N)j 52 (N)I 100 (P)I 

I Letters in parentheses indicate the percentages for the 17 banks selected for special study.scription of groups of banks, see table 12. For a de

It may thus be stated with assurance that country banks in Wisconsin, as a rule, entered the depression with very small secondaryreserves. Though similar data for 1932-33 and 1935 have not beencompiled, the continued low percentages of short-term securities heldby the banks indicates that according to a strict interpretation,second[ ry reserves remaiued low in these later years also. If allsecurities issued or guaranteed by the United States Governmentmay properly be included, however, there was a substantial increasein secondary reserves between 1932 and] 935. 

DEPRECUTION OF SECURITIES AND EFFECTS UPON BANKS 

Of what significance was it whether the banks held securities of highor low grades or of long or short maturities? What bearing did thevolume of secondary reserves have upon the banks' success in meetingthe problems of the depression? The answers to such questions arefound in the relationships between the grades and maturities ofseelll'it;ics and the depreciation that developed in the banks' securities
aC(,OlUltS. 

DEPRECIATION OF VARIOUS CLASSES OF SECURITIES 

In 1929 only a few claRses of tho securities that were held by the 58country banks were listed by examiners at values substantially belowpar. By 1932-33, however, examiners' reports show most classes ofsecurities to have been heavily depreciated, Bome of them losing thelarger part of their values (table 31). Olasses of securities on whichthe depreciu.tion from par value oxceeded 50 percent included joint
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stock land bank bonds, foreign industrial bonds, steam-railroad bonds, 
real estate and miscellaneous securities, and in the rating classes, 
defaulted bonds and all classes of bonds rated below grade 4. Though 
the book values of these classes of bonds in 1932-33 had been charged 
down, to levels substantially below par, there remained immense 
losses on the books of the banks in all of the heavily depreciated tvpes. 
Book losses were less than 10 percent in only a few classes of bonds
securities issued by the Federal Government, Federal land bank 
bonds, bonds rated grades 1 and 2, and unrated municipals. Sub
stantial book losses were represented by the depreciation of securities 
of grades 3 and 4, which generally are considered acceptable for bank 
investment under present supervisory practice. 

By 1935 the situation had been changed in numerous respects. 
Large amounts of new securities had been purchased, the bond mar
ket had risen far above the bottom levels of the depression, and book 
losses ·had been retired on an extensive scale. As a consequence 
there was a substantial appreciation of market over book values in 
numerous classes of securities. But the improved relationship of 
market to book values should not obscure the fact that many classes 
of securities were still seriously depreciated in 1935 and that the 
improvement in the book position of the securities portfolios had 
involved the banks in drastic charge-ofl's to profits, reserves, and even 
capital accounts. In many banks, depositors had assumed most of 
the depreciation on securities in order to facilitate reorganization of 
the banks. 

TABLE 31.-Relal.ionship between 1Jar value, rrlm'kel value, and book value of bonds 
held by 46 conntry banks in J932-38 

I Ratio of-

Class of bonds 
t Market valuel Book value b.Iarket value 
I to par value I to par value Ito book value 

Issucr:
United Statcs OovcrnrncnL_ •. _.•_•. _. __ ._. __ . __ •___•••_.
Federal land banks,. _._.. _______•. _____.•________ ._•...•• 
JO,i,nt sto,ckland. ~an",sC' -----. ______ ...____ : .--. ____ . __ _
" IseonslU ""JlUl~I{laht es______ . ______ .. __ .•• __ ...____ •__ _ 

Percent 
97 
91 
18 

100 

Percent 
101 
99 
54 

101 

Perc~nt 
96 
92 
33 
99 

~~~e1~:~~~~~~~;~~et~:::-:.·-:::·----------.-.--·~~:~~~~:~:~:~~~~:~==
Foreign Industrial eoncerns ______________________________ _
Stearn railroads ______ . __ .• ____ •________ . ___ . _____________ _ 
Utilities___ •. __ . ___ . ___ . __ •___ ... ___ •___ ..._____ . _•. ____ __ 
Industrial concerns __ . ___ ...... __ . _____ ..______ ..• ______ __ others________•____ .•____ .•___ . ____. ______ . _. ____ •_______ • 

Quality:Grade 1 1________________________________________________ _ 
Orade 2••__ '" ___________________________________________ __ 
Grades 3 and 4.________________________________ •. _______ __ 
Grades 5 and 6 ........ ____ •__ .....__ •_____ ......____ •____ _ 
Grade 7 and other low grades.___ ..________________ •• ___ .. 
N onrnted municipals .•.... __________ •_____ ...... _______ __
Nonrated others. __ •. ____ •________ . ___. ____ . _____________ • 

88 
54 
39 
49 
58 
56 
42 

97 
94 
7.5 
46 
28 
97 
68 

97 
89 
71 
90 
90 
89 
88 

100 
97 
95 
89 
81 

100 
95 

91 
61 
55 
54 
64 
63 
48 

97 
97 
79 
52 
35 
97 
72 

jm:~n~~ ~~~;;~~a!:==:=====:===::::===::::::::::::~:::::
Maturity:Past due___•____..._ . ____•________ ....___..____ ...______ .. 

1932-33______.._________ ..___... ____ • ____________ . __ • __ . ___ 
1933-34. ____• ___________ • ______ • ______ • ____________ . _____ . 
1935-.16.•___ . ______ •_______•• _________ •• __ . ___ •• ______ ... __ 
1937-42...____ •.. _____ . _ • ___ •__________ • __ • __.. ___ ....._.. . 

47 
15 

37 
69 
74 
66 
70 

88 
70 

70 
95 
95 
00 
93 

53 
21 

.53 
73 
78 
73 
75 

t~~-:~iiir\fer:~~~:~~::::~:~::::::~:~::~==:~~::::::=:~::==:1 61 
59 

90 
90 

68 
66 

1 Does not Include United States securities and Federal land bank bonds which are shown IIbove 
separately. 
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RELATION OF DEPRECIATION TO QUALITY AND MATURITIES OF SECURITIES 

The data presented in table 31 show that the banks sustained much 
greater book losses on low-grade than on high-grade bonds during the 
depression, and suggest that book losses may also have varied with 
the maturities of securities. To test this latter point more thoroughly, 
table 32 was prepared from data on 14 of the 17 banks that were 
selected for special study. It shows that the book losses existing on 
the high- and medium-grade securities held by these banks in 1932-33 
were considerably greater on long maturities than on short maturities, 
but that maturities had little relationship to the book losses existing 
on low-grade bonds. 

By the time of the 1932-33 examinations there had been substantial 
write-downs in the book values of many securities, hence the above 
data do not reveal the full extent of the price depreciation on securities. 
A clearer picture of the relationship between price depreciation and 
tlw quality and ma,turity of securities is afforded by another study, 
recently made in the Bureau of Agricultural Economics, of the behavior 
of yarious classes of corporate bonds during the depression. ll 

It was the plan of the study to ascertain how investments assumed 
to have been made during 1929 in securities of various ratings and 
maturities would have fared during the period 1929-35. From 10 to 
15 bonds listed on the exchanges in 1929 were selected to represent each 
of 30 rating-maturity classes, consisting of the 5 highest rating classes 
and 6 maturity classes of securities. In most classes there was a 
fairly close approach to equal representation of railroad, utility, and 
industrial bonds. The bonds were selected according to the ratings 
assigned in 1929 by one of the principal commercial-rating agencies, 
and once a bond was placed in a given rating class it was continued 
there regardless of any changes that may have been made in its rating 
after 1929. 

TABLE 32.-·Percentage of market value to book value of bonds held by 14 of the 17 
banks selected for special study at time of 1932-33 examinations, by grade and 
maturity of bonds 1 

Ratio of market to book value for bonds maturin{! in-
Grade of bonds ---------_.

I 1934-35 1936-37 I 1938-42 1943-52 I 19531932-33 -.~ 
Percent Percent Percent Percent Percent PercentHigh ...•.. ___________________ _ 100 100 97 97 89J\Iedium__ . ___________________ 72 82 84 63 69 

I..Jo\\' . - -- - •• --~ - ~--.------ - - --- 40 44 27 40 34 38 
I~~ I 

i 

~--. 

1 The data cover only 14 of til<' original 17 banks, I hank having sold all its bonds and 2 banks having
closed before examination in 1932. 

Table 33 shows the percen tage relationships of the sums received 
fl.nd currently receivable, as of the last of June 1932, to tIl(' cost of the 
investments thus flssumed to have been made in 1929. All of t,he 
securities in grades 1, 2, and 3 that matured during 1929 and 1930 
had been paid by the last of June 1932, or refunded on terms that 
permitted the holder to receive cash payment, and the amounts re
ceived exceeded slil!htly the values of the securities in 1929, sinc(' thl' 

11 Oarlock, Frcd L. LOAN POI.ICIRS OF COUNTRY BANKS AS INFLUENCED BY TYPE OF INVESTHENT HOLD
INGS. U. S. Bur. Agr. Econ., Agr. Finance Rev. 1(2):26-26. [1938] [Mimeographed.) 
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securities were slightly below par at this earlier date. Relatively few 
of the securities maturing after 1932, however, had been paid or re
deemed by the middle of 1932; the positions of investments in such 
securities were governed mainly by the prices quoted in 1932. 

In 1932 th(, extent of the depreciation in tll(' assumed investment5 
clearly was related both to the quality, which presumably had been 
reflected by the 1929 ratings, and to the maturities of the securities 
composing the investments. The lower the ratin~s and the longer til(' 
maturities of the securities, the greater was tbp depreciation. Excep
tions to these tendencies appearing in the table are probably due to 
the small samples that were used to represent the various rating-matu
rity classes of securities. In all, however, mOl'e than 400 securities 
were covered by the tabulation and this number should provielt> a 
reliable measure of the general relationships between redemptions and 
price movements and the ratings and maturities of securities. 

TABLE 33.-Percentages actually realized, and pres1lmably realizable, as of the last 
of June 1932, from investments made in 1929 in corporalI' bonds 0) varioll,s ratings 
and maturities 

proportio~ (or bonds maturin!; in- ~ .j A."erageI .Rating of bonds in 1929. I i ail 
1929-30 ! 1931-32 '193'1-34 193' 39 J94<H9' 1950 .. bonds , • a- Hud Inter i 

---------1 ,---;------.------1---IPercf1Il ! Percellt ! Percent . Percell I ,Percf1li Percellt I Percelli
1.___________ •_______________ • __ . 101 , 101 i 86 90 95 S7 93 
2______________________________ ' 101 ' 101 ! 95 . 76 , 74 60 . 84 
3._____________________________ 102 100 , 73 75 i 63 51 ' 77 
4. __________ •___......_____ .... 96 ' 89 ' 57 . 61 I 36 38 I' 63 
5. -_. __ .......... ____.......... , 100 , 651 59 i 40 , 30 26 53 


Average, ail ratings _ .----WO•_________ I--9-1,--7-4j--68-I--oo-I---s2I-=== 

Oonditions were unpl'ecedentedly severe in 1932. ]l.101'e moderate 
conditions prevailed in 1931 and 1935. Though no data a.n' presented 
for these yeal's, price depreciation then also varied with quality (rating) 
and maturity. As of the end of June 1931, investments in high-gmde 
securities, regardless of maturities, were above their 1929 values, but 
investments in medium-gmde securities of long maturities were sub
stantiall:y depreciated and there was severe depreciation of investments 
in low-grade securities maturing after 1935. By the end of June 1935, 
investments in grade 1 securities of all maturities had recovered to 
levels above those of 1929, but there was still substantial depreciation 
of investments in securities of grades 2 and 3 having long maturities, 
and investments in most of the unmatured securities of grades 4 and 5 
remained badl~T depreciated. 

Depreciation difl'ering so widely with various classes of securities, 
the book losses appearing in the securities accounts of individual banks 
were dependent to a large extent upon the types of securities in their 
portfolios. Only a few banks, excepting several which had transferred 
large amounts of depreciation to depositors' trusts, had book losses 
amounting to less than 10 percent of the book values of their securities 
at the time of 1932-33 examinations (table 34). Notwithstanding the 
wide differences among individual members of each group, the banks 
that survived ,vithout reorganization generally had less book loss than 
other banks, owing mainly to the fact that their bonds were superior 
in quality to those of other banks. 
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TABLE 34.-Percentage book losses on all securities held at time of examination, 
1932-33 I 

[Array of percen!ages of book loss for indh'idual banks] 

16 banks ! 15 banks 4 banks 11. banks
in group I ; in group 2 In group 3 in group 4 

Percent Pcrcrnt Pe crnt Ptrcrnl
!5 (") 35 (K) 10 (N)

6 (") 336 13
12 35 53 (J) 38 

J 15 35 69 44 
1 44Ii 17 

18 (A) 27 44 (Q)
20 27! I 

47 (1\1)
24 33 47 
26 38 51 
29 41 (E) 56
:l4 41 63
35 (0) 42 (II) 
38 48 (n 
42 57 (0)
4:l (0) 61 (F) 
5:l(B) 

I Letters in parentheses indicate the percentages for the H banks selected for special study. For descrip
tion of groups of banks, see !able 12. 

I Appreciation. 

I Indicates thp percen!ages for banks w.hlch had eliminated a portion of depreciation through reorganiza' 


tlon before date of examination. 

EFFECTS OF DEPRECIATION UPON SOLVENCY OF BANKS 

Opinion differs as to the proper treatment of depreciation on securi
ties. It seems best, therefore, merely to compare the depreciation on 
securities with various portions of the banks' capital structures and 
leave it to the reader to judge how the solvency of the banks wa~1 
affected by depreciation on securities. Such comparisons are made 
in table 35 for the 46 banks on which examination reports for 1932-33 
were available. 

It will be seen that in only 6 of the 46 banks was the depreciation 
on securities less than 100 percent of total profits and reserves, and 
in 4 of these the data reflect conditions after the banks had eliminated 
the weaker assets, including depreciation on securities, through the 
establishment of depositors' trusts. The banks which were to survive 
the depression without establishing depositors' trusts appear to have 
been much better fortified with profits and reserves, in relation to 
depreciation on securities, than any of the other groups of banks. 

The middle section of table 35 shows the relation of depreciation on 
securities to the reserves, undivided profits and surpluses of the banks 
at the time of examination in 1932-33. When depreciation was more 
than 100 percent of these items, it was sufficient, if regarded as a loss, 
to impair the capital stock of a banle Depreciation on securities 
exceeded 100 percent of the surpluses, profits, and reserves of all but 
13 of the 46 banks, and of these, 5 had eliminated a portion of the 
depreciation on their securities by establishing depositors' trusts. 
The percentages generally were lower, however, in the cases of banks 
that survived without establishing depositors' trusts than in banks 
of the other groups. 
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TABLE 35.-Relation Of depreciation on 8ecurities to VarlO1t8 1)Ort7'01l8 of the capital structures oj 46 banka qt ti7/lC oj cxamination 193f!-99 I 
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As may be s('('n in th(' third section of table 35, depreciation on 
securities equaled a large part of tll(, total capital funds of most banks 
and in s('Ycral banks was considerably in exc('s!; of the capital funds. 

EFFECTS OF DEpnECIATIO~ UPO:,\, LIQUIDITY OF BANKS 

It was sho"'n in figur(' 10 that 15 of tIl(' 17 banks selected for special 
stud~- hne! liq u idai('(l by 19:32-33 about half of til(' s(I('uri lies which 
they ll('ld in 1929. TIl(' appl'oximat(' liquidation obtained on secmili('s 
of Yarious gmdps and nHltUl'itiC's is shown in tabl(' 3fl. Yirtually all 
of the higb-gmdC' s('('uriti('s maturing during th(' p(']"iod 1929-32 inclu
siye. had b('('n liquidatN\ b~' th(' lim(' til<' bnnks W('I'(' ('xamined in 1932 
or H)33. On su('h securitiC's t1lPrp appnl'('ntl~· \\'as no appl'C'ciabl(' loss 
of liquidity during the d('pression. Sales and coIl('ctions of other 
securities maturing brIon' 19:33. e'Y('n thosp of low gl'l1de, wel'e' also 
YeD- large'; and mor(' than half of the high- and m('dium-grade bonds 
maturing during 1933 and 1934, and of high-gmd(' honds maturing 
after 1950 had been sold by the tin1l' the depression reached its \vorst 
stnges. There were suhstantial sales of high- and medium-grade 
bonds of otlH'1' long mnturitip:-;. but of til(' low-grade' se'curiti('s only 
thos(' of short tprms WCl'P liq u idatt'<1 exte'nsiv('l~·. 

Of the secUI"ities held by the' hanks at. tim(' of pxaminaiion in 
Hl:32-33. 73 pp]'c('nt \\'('re dpp]'('ciat('d mor(l than 10 per('(lnt and fl9 
pel"('(lnt \\'PJ'P d<,pr('cint(lcl more' than 20 pp]'c('nt fmm their book 
"aiues. 1'abll' 37 shows the pPJ"("l'ntngeR of til(' s(l('urities in yarious 
~n1d(>-maturit~- dasseR ?n which till'rp \\'el"(I book losses ('xcepciing 10 
and 20 percpnt. I'espectlydy. It S(,l'I1lR ('i(lar that yirtllully nIl of the 
low-~radl' s('('\I]'iti('s and lon~pr-tl'rm uH'ciillll1-grndp s('('lIritips had 
dl'pJ'C'cinted to the point when' banks could not afrOI'd to sell them. 

TAm.}~ 3u.-Percentage col/ections and sales during period 1.92[) 10 193;2· 33, of bond.~ 
held in 1.929 by 15 selected bank.~, dislributed according 10 grade and 11Iaturity of 
bond.~ I 

Proportion for bonel, lUaturillJ( in-

Grade of bonds 
J9501929-32 1033-31 193.';-30 1040-19 and later 

IPaanl Parmi Percent Paanl Perc",1 
rn~b................................. . OS i4 44 ·13 • oS 

"'TediulU_ ............ _............ ,. , ...•• S6 60 29 46 ! 31 
Low .............._........... . is 1 16 22 t 2,1 28 

I 

: The!'e e1al:. nr~ hll'e,1 011 por "alu,'" so n- to eliminnte Pllrtinl write·otrs of book ,"nlue. lIQwC'·er. as the 
entire value" of Feeurfl ie' nrra.'iollully were written otr. the datn IUny Include some items tbat were written 
ofT ;Mtend of eollecte<l or sold. 
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TABLE 37.-Percentage of bonds held blJ 14 of the 17 banks selected for special study 
at time of examination in 1932-88 that contained book losses exceeding 10 and 20 
percent respectively, by grade and maturity of bonds 1 

Proportion for bonds maturing 1n-

Grade of bonds 

1932-3.1 11934-35 11936-37 I 1938-12 I 1943-52 Ian~9i:ter 
I-Bo-n-dS-d-e,,-re::~--llJ-or-e--th-a·-n-JO-pe-rce-n-l-------I---:---!---:--

~~~ ~~~_I~~I~i~_ 

~1:3ium:::::::::::::::: .....::::::: 5~ 7g oll 7~ j ~ : g~ 
Bon~~\dep~ecjiite;riiio;;;ib~n -20 'percent- 93 

84 1 95 91 98 ! 99 
from book value: 

1 3 20~/:3iu·ril..: .:::::.::::::::::.:::: g 7g I 2g :17 8490 
Low_ •.•...•••••••••......•.•• ___ •.• __ 93 84 95 i 91 98 98 

I The data cover only 14 of the original 17 banks, \, bank having sold all Its bonds and 2 banks having 
been closed before examination in 1932. 

Thc data in tables 36 and 37 indicate clearly that bunkS had the 
least difficulty, so far as loss of liquidity was concerned, with high
grade securities, and with short-term secmities. High-grade. securities 
W('rI:' strongly resistant to priee depreciation and short-term securities 
were paid out in large part before the depression reached its most acute 
stages. 1vfedium- and low-gradt' securities of other than short matur
ities, however, becnm(' suffici(>ntl}T deprecinted to discourage sales 
before bankers could foresee the need for extensive liquidntion. In 
th('s(' latter classes of st'curities, which unfortunatel}T hulked large 
among th(' banks' holdings in 1929, there' was little' liquidit}T during 
the depression. 

From the independent study of the behavior of corporate bonds, 
referred to at an earlier point, it appears that the experience of Wis
consin banks with bonds of low and medium grades was not exception
ally bad. The percentages of corporate bonds that were depreciated 
more than 20 percent from their 1929 values at the end of June 1932 
arc shown in table 38. The only types of bonds of which large numbers 
did not become badly depreciated were grade 1 honds of diversified 
maturities, grade 2 bonds maturing within 5 years, grades 3 and 4 
bonds maturing within 3 years, and grade 5 bonds maturing within 
1 year. 

EXAMINATION POLICY WITH RESPECT TO SECURITIES 

Examination procedure with respeet to the securities held by banks 
has involved three features-itemizing and summa.rizing the securities, 
classifying portions of the securities as slow, doubtful, or loss, and 
commenting upon various points that were considered deserying of 
special mention. The principal changes in supervisory attitude 
toward the securities holdings of banks may be illustrated by com
paring the practices of examiners in 1929, 1932, and 1935. 
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TABLE a8.-Percentage8 of total number8 of corporate bonds included in various 
rating-matwity cla8ses that were depreciated more than 20 percent from their 1929 
values as of the last of June 1932 

Proportion for bonds maturing fn-
AverageRating of bonds In 192IJ nil handstUm1929-30 10:11-32 1935-30 nnd Jal('r 

!:~:~:-:-:::-I 
Pacelli 1 Ptreeut Ptrctlzt Perrelli

! ~ '. ~, ~ 
PerctJll

:i 
Percellti. Percent 

~ 
Average all rutings ,-I 1 15 4,1 5U 65 ' i3 : 

I __~____ 

ITElIUZING AND SUl\~lAIUZING THE SECURITiES 

For mtlJ1y years examiners have prepared itemized lists of the 
securities owned or held by the banks as of each examination date. 
On these lists the securities have been described by name of issuing 
organization, interest rate, and maturity; and opposite the description 
of each security the par, book, and market values have been entered. 
At the end of the lists summaries have been placed, that show the 
distribution of securities according to the type of issuing orgnnization. 
This method of itemizing and sumnlnrizing the securities was followed 
in each of the yenrs 1929, 1932, nnd 1935, and thl' summaries were 
used as one basis for determining whethE'r the securities holdings of 
the banks were adequately diversified. 

In addition to classifying nnd summnrizing the s('cllrities in this 
way, State bank examiners since 1928, and probnbly for a longer 
period, have entered the ratings of securities on their reports, and 
have prepared summaries showing the distribution of sE'eurities 
according to rating. The summaries found on reports dated from 
1928 to 1930 contained only rough percentage distributions such as 
"A=42 percent; B=38 percent; 0=8 percent; NL (not listed)= 
12 percent; total=lOO percent." 

Though the securities holdings of banks occasionally were criticized 
in 1928, 1929, and 1930, it does not appear that supervisory authorities 
gave very careful attention to the quality of the securities held by 
Wisconsin banks until 1931. In that year national bank examiners 
began entering the rating of securities on their reports and both 
Stat,e and national examiners began making careful summaries which 
showed the book and market values and the appreciation or deprecia
tion of securities in each rating class. This sudden development or 
extension of interest in the quality of securities appears to have arisen 
primarily from thE' need to find a practicable method of dealing with 
the depreciation on securities. 

A further development in the use of ratings had its inception ill 
1'933 after the bank "clean-up" program had been inaugurated. At 
this time examiners began arranging thE' securities in four groups. 
Group I included securities issued or guaranteed by the United States 
Government, see uri ties issued by Federal land hanks and Federal 
intermediate credit banks, unrated State, county, and municipal 
securities not considered to be of substandard quality, and rated 
bonds of the four upper grade·s. In group II were pln.ced securities 
issued by joint-stock land banks, substandard securities issued by 
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States, counties, aud municipalities, bonds rated below the upper four 
grades, and unrated low-grnde bonds of various kinds. Group III 
included defaulted issues, and group IV was reserved for stocks. 

The principal significance of tbr groupiugs has growu out of their 
use as criteria for appraising tll(' innstmrnt policies of bunks. By 
grndual steps since 1932 supen'isory authorities have been given 
enlarged powers, or hayr beconlt' more disposed to utilize existing 
powers, over tll(' inYestment policil's of banks. In 1933, tll(l Statr 
banking depal'tmrnt was given disciplinUlT power against tlll' officPl's 
of banks whosl' 100,11 and illYestment policies might bp I'(,/rttl'ded us 
prejudicial to the brst interests of the institutions which tl\('Y manugp. 
In 1936 the ComptrollE'r of the Cmrency first exercis0d the' authority 
grnntrd his officp in ] 927 to define' the grades of securities which 
national banks and State membel' bunks should be authorized to 
purchasl'. The definitions given by t11(' Comptroller of the Cur
rency und the administrutiye poli('i('s of all SUIH'lTisory agencies 
have been such us to discollrnge tIl(' pUl'chasp, and Plleourage the elim
ination, of securities falling within groups n, III. und IY. 

CLASSIFICATION OF SECURITIES AS SLOW. DOl'B'I'FUL, OR LOSS 

In discussin~ llll' loans of banks il was pointpd out that items con
sidt'red by examiners to bl' defici(IIll in qunlily \\'pr(' classifil'd us slow, 
doubtful, or loss. The smne system of classi(kation was us('d in 
connection with tht' securities holdings of banks. Owing to t1H' wn,y 
in which the sYSt(,ill was applied it is well to discuss the c1nssifici\,tion 
of deprl'ciatiol1 on s('clll'ities sepurately from the classHict1,tiol1 of 
illurket ntlues of securities. 

TABLE 39.- ·Exalllinl'rs' classification of depreciation on, and market value of, 
securities held by country banks in 1!J2D, 1.932, and lO;,],} 

I 
i Bunks in which SPl'CifiNI p('rr('lllugrs of item were clnssillcd i 

b~~ f'xnminers ns-- : Banks 
in 

Bunks which
Slow Doubtful Loss itemlb:H 


bud
Item lind ycnr -~- -~----.-_____j 'WUSllot 

itC'lU . . I I clnssi· 
100 [,0 to I 10 100 i 50 to: 1 to i 100 ro to i I to . tied by

W ~ 'W ~ IWI~a~ 
~~~~!~!~ ~I~~:~ 
('('nl ! cenl cent I cent i cent rent i ~ent i cent i 

, , I 
. "-,----,---

Deprecialion 00-, 
CluimS uod judgmenls: Sn. So. lV'o. No. No, No, 1\'0, So. A·o. So. No.1929 2 n o o 0 0 II 2 II 0 01932 .. 4 11 n o 1 0 II 1 n 0 2!\l3o ............. . () o o 0 n n 200 0
Stocks: 

1029 ..... __ ....... . o o 
 o 2 : 1 1I 2 II![ 1
1032 .......... .. o 
 o o 2 tl n ·1 0 II 21935... .. 2 () n 11 1 0 il non 1Dcfllult"tI bonds: 
1920. 15 1 n II 0 ~j n 1I o 

'I 2.i :) o1032... ... :lG 3 11 0 II 

1935 ........ . II; n () 
 U 0 o 11 o o

Oth(~r low'llmdc hondS: 

1929 1 1 () o 11 
 1 o 'i Il o 3:)1032 3 o o 1 1 o ·1 1 2 2819a5 * ._ o o o 1-1 o o II 1 o -IHlgb· und medium·grud,' 

~ecurltlcs:1929 , ______________________ • _____ ••___ . 
----6- --··0· ....010:)2.. .... 3i 3 0 o . 

1935 ............. .i 2. 2 () o I 0 lOt OJ 

, SBm~ bunk; item clasSified as doubtful und loss. 

Includes dcpreciation on high- and medium·grade bonds. 
I Included with depreciation on low·grade bonds. 
I 
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TABLE 39.-&aminers' classification of depreciation OTl, and market value of, 
securities held by country banks in 1929, 1932, and 1935-Continued 

Banks in which speclfled percentages of item were classified 
< by e..'tnminers as- Banks 

in 
which 

Loss item 
Item and year was Dot 

c1assi· 
fied by 
('..xam~ 

Iner 

Market value of-
Claims and judgments: No. No. No. No., Noo No. NO., "Va. No. 

1929 . 11 S '2 0 0 o '1 0 4 
1932. . .. ___ ., .•.. S 4 0 O· 0 0: 0 0 4 

5 1 2 0' 0 000 2Stoc~~················"·l 
1929 ._._ ••••••.•.•••••1 23 9 1 1 0 o O! 0 i 11 
1932_.. .. •••••••••.••• 18 5 o O' 1 o 1 i 0 I 11 
193.'; . ..•• '" 1 o o 0 o 0 i 0 i 4 

Defaulted b'lDds: 
1929.. . .. :n 5 o 3 2 11 19 
1932 40 4 o o 1 o gI ~ i 35.0 ••• 

0.0.. •1935 21 o 1 o 0 o oto: 23 
Other low'!n"ade bonds: 

1929'.. 
1932 .. 

li6 
42 

o 
o 

o 
o 

o 
o 

0 
0 

o 
o 

o 
o 

0 
0 

56 
42 

1935 . 
High· nnd 

bonds: 

. ... 
medium·grade 

28 o o o 0 o o 0 28 

l~.· 00- .::::::::::::' °.ii ii o 0 
1935 29 o o 0 

I Same hank; item classitled as doubtful and loss. 
, Saml' hank; iV'm classified as 51o,,' and doubtful • 
• Inc1udl'5 high· and medium·grade bonds • 
• Included with low·grade bonds. 

CLASSIFICATION OF DEPRECIATION ON SECURITIES 

Tabl(' 39 has been prepared to show how maIlY of til(' 58 country 
banks included in the study had depreciation at Yariotls dates on 
several specified classes of st!curities, and how the depreciation was 
dussifH'd by examiners. In certain cases only fractional parts of the 
depreciation on securities werE' classified. The table shows whether 
such fractional parts were greuter or less than 50 percent. 

There WE're so few banks for which examiners report('d deprecintion 
on claims and judgments and on stocks that it is difficult to form a 
conclusiy(' opinion as to ('xnminers' methods of classifying such items. 
It appears, hO\\'('Y('f, that depreciation on claims and judgments 
usually was classified as loss. whilt' thnt on stocks was classified as 
either· doubtful or loss. With claims and judgments and with many 
local stocks there were no pricE' quotations from which to calculate a 
depreciation from mark('t values, and the element listed as deprecia
tion was aetuallv tIlt' examiner's estimat(' of probable loss. 

With deprE'citition on d('fault('d securities the data an' more illform
n.tive. Depreciation on such securities was reported for 15 banks 
in 1929, but in 7, or virtually half of them, the depreciation was not 
classified as slow, doubtful, or loss. By 1932 and continuing 
through 1935 this practice had been changed so that usually the 
depreciation on defaulted securities was classified as loss, though in 
1932 the slow and doubtful classifications were used in a number of 
cases. 
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The 1929 examination reports did not distinguish between low
grade and other current bonds, and therr fLppn,1'ently \Vns no official 
policy with regard to the clussificlLtioI1 of depreciation 011 thesr !'espeC'
tin' gmdl's of securities, tn labIC' 39, datu coY('ring dl'preciation on 
aU CUlTent bonds nl'(' pltH'pel for til(' Yl'fL[' 1929 ill tlw SPILCC' pro\-idrd 
for depl't'ciatioll on low-I!l'ud(, bonds, Of tll<' ;i2 bunks which wrl'(' 
I'epol'trd to lIu n- dt'p!'pc.iILlion 011 ('lI1TPn t bondt; in 1929, 33, 01' mol'(, 
thun half, <'scnpl'd rlnt;sifi('ntioll of til(' dp}Jl'ccill tion us slow, doubtful, 
or loss, Among thp l'pmllining hunkt;, dppl'l'eiution on ('llI'I'('llt bonds 
wus clnssi(j('d 1l10t;t oftl'll u;; doubtful, though til!' ('\ut;t;ifi(,ILtion loss 
WfiS used r['('qu('ntl~', Fl'w hallk;; had SP1'ious (iPpl'('cilltion problems 
in 1929 tLnd it pl'obubly WHS nssunwd by hoI h hltll kers ILlld SII P('I'_ 
\-isOl'~- of[i('inls Ibn t tht' situation would bp eorrpetpd shortly by
impron-d mal'k!'1 ('onditions, 

B~- 19:32 tb' pl'lH'lie(' of distinguishing 1)('1\\"('('11 tht' drp1'peintion on 
low-gl'nd(, bonds find the dt'J)['('('iatioll on oth(,1' eUITpllt bonds wus w('1I 
pstablishl'd, l)lll'ing thl' IILtt!'1" pUl't of I9a] nnd PILrly 1932, SUIWI'
\-isoI'Y ofIkin,ls for IlfLtiolliti bUllks ('xpprinH'lItpd with tIll' plall of 
classifying lhl' dpp1"('('iatioll Oil s(,('II1"il il';; rn.U'd b('low tIle' UPPt'J' foul' 
grnd('s ns 75 pPl"{'(llIl doubtful nlld ~ii pl'!'e(,lIt loss, Then' is no cvi
dt'!H'1' ill tIH' datil al halld tllllt ~tat<' bank sUj1Pl'\-isol'Y officials evel' 
ndopl ('d thi;; plan: Ilnd its liSP among national hanks S(lOn had to br 
disC'ontillupd, as mllny bunk::; W('1'1' lIlInbll' to ehurgp ofl' cven 25 
l1Pr('Pllt of tIl(· dl'pl'('cinlioll Oil low-grndp bonds, -Most of the exftmi
Ilation I"('port::; ('onl"l'd by thit; study W(lI'(' mud!' for dntN; in 1 fl32 
nftel" thl' ahnllclol111H'nt o(lhl' plan, 111 2H of till' 40 banks which hnd 
depl"('eintioll Oil low-grnd!' bOllds, th(, dppl"PcinlioJl WIlS not elnssifiN] 
in ILny wny, Alllong tilt' 1'Pll1l1ining blinks, dppl'pcintioll On low-grudr 
bonds was dnssifll'cI most oftpu ns wholly or in part loss, but in a 
numbpr or casl'S, u;; slow 01' doubtful. 

Aft!']' ndoptioll of til(' bank "CIl'ILil-UP" progl'nm and thp intr-ocluetion 
of cll'j)()sit insuntll('(', dppl'P('intion 011 sl'elll'iti(,s ml£'d bpi ow tIl(' Upj)(']' 
fOUl' gl'Udl'S USlllllly wus clnssifi('(1 as dou htfuL That llH'thod of 
clussificatioll is 1'cf]pctl'd by tlIP datil f01" 1935, 

Dep/'('C'in,tion 011 high- and nwdium-g"I'Hdp s('('-llritics g('l1(,I'nll~~ was 
disJ"('gill'dpd during 1932 in PI"Pp:u'ing thl' sdH'dulc-s of slow, doubtful, 
and worthkss IlRSets, rn only 7 of thl' 37 banks which hne! d<'j)I'C'('iu
tiOll 011 the upP!'1" fOllr grn<l{,R of sl'cllritips wns tbr it{,lIl clussifipd by 
rxnmint'l's, In 4 cuSps it wus rlHssifi<'C1 us loss nnd in 3 C'uSC'S os slow, 
B~- 1935 most of tIl(' bunks showpel n:pprl'ciation in th{'il' high- and 
ffirdium-gl'nc!p secUl'itips n('('ounts, Exumill{'l's ('lossifipd til£' depreciu
tion 011 such sl'C'lll'iti£'s liS slow in th£' 2 bnnks for which depreciation 
WllS reportNI, 12 

CLASSIF!CA'l'lON OF MAHKE,/, VALUE OF SECURITIES 

At no time during til(' Iwl'iod 1n29~35 were thp ma1'ket vnlues of 
ClII'l'{,lli bonds clnssifi(·(/ bv ('xlllninpl'S llS slow, doubtful, or loss (tablr 
39 t '1'hr only i {pms ('\';'1' so rlnssifiecl WP1'(, tbe vnllles. market or 
cstimn.trd, of 'bonds in c!('fn.ult, stoeks, C'laims, and judgments; und 
uSllully thest', if clllssifi('(1 ILt ull, \\"('1'(' plnc('d in th£' slow entegol'Y, 

u In lOas I'I'fJrrnJ sup"n'isory olli('ials adopted the potiey or vnluln~ low'rrrnd,' ('l1rr~n! bond. at the a,'rr, 
age mark(·t prlc(' for th,· IS Inllnllt, illlllH'ttintely prN"'fllll!! !'xnrnillatlOn nnd of drcluctillf! 50 perCi'n! of till' 
net drprrdntion In ('l)lIll)lHin~ tllf' honks' uri ~"Ilnrll"npilnls, 'rhe deprecintion of high- nnd mcdhun'gmdr
bonds Is no IOll):rr shown on their exnminutiou reports, 

:llll7!1UC- -l!--(j 
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Considering the large element.s of risk inherent in low-grade se
curiliies, it seems unfortunate that such securities were not classified 
before the depression in such a way as to indicate their hazardous 
character. It would not have been inappropriate to classify a con
siderable portion of the market values of such securities as slo"r. even 
though th(' bonds werl.' readily salable, for this classification, as 
applied to loans, referred mainly to the presence of risk rath('r than to 
mere delay in payment, and low-grade bonds contained risks compar
able with thos(' inherent in the types of loans that werp classified IlS 

slow. Once the bonds were badly depr('ciatpd it was too lat(' for 
examination procedurp to b(' of aid in avoiding banking risks. Sinc(' 
('arty in 1934. fortunately. supervisory officials havp classified low
grad(' bondR us suhstandnrd risks. This has bl'en donl' hy nwans of 
groupingR. how('vl'r. ratlwl' than by usp of thl' slow, doubtful. and 
loss schedule. 

ATTITUDES REFLECTED BY STATE BANK EXA.\IINERS' COllUlENTS 

In addition to itl'mizing. summarizing, and classifying th(' securities 
holdings of hanks. examiners som('times commented upon or made 
rl'conlll1endatiom; I'('garding such holdings. No record of the comments 
of national bank ('xaminN's was ohtain('d, but a record of State bank 
examilwrs' comment-c; indicat('s that it was not their practice during 
thl' ppriod coverpd by this study to make ('xtend('d written state
ments covering the seeurities. 

In 1929 ('xaminl'rs cOlllll1ented upon the securitil's of on Iv 11 of the 
41 Statl' hanks poss('ssing securities accounts (tabll' 40). Considering 
tIl(' fact that low-gradl' seeurities amOlmted to morl' than 25 p('rcent 
of tll(' total securitiNi holdingR of 24 of the banks in 1929, it seems 
clear that man3T morl' banks might prop('rly have received point('d 
criti('ism. 1To],l'm-l'r. tll(' deprecin,tion probl('m was not Sl'v('re in 
H)29 and g('nern,l eonditions neNl not have df1tl'rred examiners from 
comm('nting advf1I'SC'ly upon the banks' holdings. 

T AllLE 40.- SU11l1llClr11 of C01l1l11en(s mClch by examiners from Stale Banking De
par/ment on the bonds held by selected Sta/I! banks in Wisconsin in 1929, 198B, 
amI Jf1B5 

Quality <If I'('curiti('" Nllmoer NttmMr 
Dond 8t'Comlt ~"od 2 1 2 
DOl'ds not adNIU~lrly di\'ersifl~d 4 0, 1 
Do" 15 of poor'luality___ . 1 11 . 

'--'-7---2~ ---....,
Total 

l==="~=-===== 
Re<.'Ommendations: 

Inrrrased re"t'[1,es for depr<'Ciation nl'<'ded.... .I 
Depredation on defaulted honds should h~ rhn~ed off t 1 r g 
Defaulted honds should he ~limjll31ed o , 1 0 
Bonds should he carried at C(lst instead of par•. o 0 . 1 
Bonds need attention ___1) __.....;,.0 ___-::1 

'rotnl 5 

CondItion of banks; r 

Dank h,o.< no ~eron!lary n:""rws . ........ ...... .••.. 1 , 0 i 11 

DeJl('('cmtion IInl'lllr$ ""pIllll .................... · ..1 0 ' 2 • 0 

l3ond~ arl' hanks' grentest problem.. . .......... •. ... . 0 3 ,___I 


Totnl ............................... •\---T--- :; 

Total comments ....._................ ........... 13 11 


1========= 
Banks eon'red hy cOnlll1ents••_....................... _••••_. II "".9 '====i 

Banks not l'O\'ered hy COnlllU'nts... 3O.u U 
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By 1932 there was little use in commenting on the quality of the 
securities or on the facts that the securities were depreciated and that 
reserves to cover depreciation WOl'C needed, The bond summaries 
showed these facts all too clearly and little could be done about the 
situation either by bankers oj' by8upervisOL',Y officials. Such comments 
as were made by examiners, most. of them reciting the need for 1'e
serv{~s and pointing to the SOl'iOllSIH'SS of the situation, were mainly 
in the nature of occasiollal added conunent on self-('videllt conditions, 
At this tini(' examincrs, as a I'ule, merely stated tlH' amount. of the 
depreciation that had ocew-red, Such statements wert' not included 
us comments in preparing the above tn,bulation, 

By 1935 most of tlw depreciation had been climinnted from tiH' 
securities portfolios of surviving banks, nnd the refilled summaries 
and classifications then ill lise made it lIlUH'c('ssary for examiners to 
conunent at lengtb upon the quality of thl' spem'itie's, unless tlll'Y w('re 
prepared to l'('commend a, substantial r('yisioll of the banks' holdings, 
V'.1hether tht, effort (,ventually mad(' to imprO\T(' tIl(' quality of the 
secmities held by banks was not yC'l under way, or ,,,,hether it wus 
conducted by direct eOI'I'espondenc(' with the banks, is not j'('vcalNI 
by tiu' dnta ILt hand, but ('xaminatioll I'('ports contained few suggt·s
tions for til(' banks. 

CHANGES 11\ FINANCIAL CONDITION 01" COUNTRY BANKS 

It is desirablp to consider more directly and comprehensi\Tely th(' 
changes tha,t took plac(' during til(' d('pression in (1) tlw aSSt'ts and 
liahiliti(>s of countl'~T Imllks, (2) their eal'llings and pxpenses, and (3) 
examiners' I1pprH,isals of the conditions of btLnks. 

ASSETS AND 1,IABlLITIES 

At the beginning of tht' dpprl'ssion til(' liabilities of country bn.nks 
in Wisconsin w(,1'(' 1'ep1'esent('d chipfly by tinw !tnd savings deposits, 
For thC' banks coyored by this study, lill' aYl'I'Ilg'(' pe1'eentnges of tim(' 
and sayings deposits to lotal dl'posiU; in 1929 Wl'l'{' us follows: Group 
1 banks, 61 percent; group 2 banks, 69 percent; group 3 bauks, 70 
pereenl; b'1'OUP 4 banks, 69 percent.. Tim(' and sayings deposits 
l'I1nged in different banks from 33 percent to 88 pereent of total 
deposits. The resources of country banks consisted mainly of local 
capital loaDS, til(' capital sPcul'ities of larg(' corporations, and till' 
obligations of various politicnl units. 11 substantial part of th(' Ilssets 
was representnd by low-grll,de bonds, poorly protected loans, and l'eal 
estate, all of whieh involved large risks of loss for the banks. 

During tilt' dl'pression, a sovero drain upon the liquid resourcps of 
the banks dpveloped from slu'inlmges of dnposits. Declining values 
created extcnsiv(' losses and depreciation in their assets. The banks 
werC' not prepared to withstand such strains. Theil' lending powor 
was almost completely d('stl'oycd, many could not meet the demands 
of depositors, and the majority sustained capital impairments. 

SHHINKAGES OF DEPOSITS 

The extent to which bank dt'posits declined during the depression is 
indicated by table 41, which coyers such of the 58 country bauks 
included in the study us were in active operation on June 30, 1932, 
and June 30, 1933. Average deposit shrinkages were smaller for 
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FIGURE I I.-ToTAL DEPOSITS OF SEVERAL GROUPS OF COUNTRY BANKS. 1918-35. 

(Average total deposits during 1929=100) 

The deposits of country banks in \ViSCOIlSill have increased during periods of 
advancing prosperity and decreased during periods of recession. In this figure 
the deposits of banks that established depositors' trusts are not carried beyond 
1932, as they were reduced abnormally by waivers in later years. 

banks that survived the depression without establishing depositors' 
trusts than for banks in other groups, but in each group the shrinkages 
sustained by individual banks varied over a wide range. By 1933 
deposits in many of the banks had declined to levels more than 40 
percent below the levels of 1929, and in some banks the shrinlmges 

TABLE 41.-Percentage deposit shrinkages from 1929 to June 30, 1932, and June 30, 
1933 1 

[Army or percentages or deposits ror inclividual banks] 

Deposit shrinkages to June 30, 19:32 Deposit shrinkages to June 30, 19a3 

.------c---- ------I 


16 hanks in 16 banks ill 18 banks in 16 banks in 16 bunks in 7 blinks in 
gronp 1 group 2 groups 3 aucl-I group 1 group 2 groups 3 ancl 4 

Percent Percent Perceut Percent Percelli Percent 
('l 13 19 (Q) 7 22 (El 33 
4 I H(El 23 (K) 14 31 (I") 37 (PJ 

10 1 
I 15 24 16 33 38 (J) 

11 t 17 (In 26 25 33 (I) ·12 (l\I)~ 

13 (0) I 19 28 (J) 28 (0) ',(:1 44 
14 I 

1 10 (1) 29 , 30 40 (Ill 'H(K) 
20 I 27 31 31 3.(0 44 
21 27 34 (M) 3" q!l 
25 28 (II) 37 (P) a5 (I) 50 (0)I 

27 34 as (L) 35 352 

28 37 (a) as (1\") 30 (AI , 56 

30 (D) 40 -Il -II 356 

32 (A) i ' 50 -lJ ·Ia 357


!38 J 62 -1.<; 43 , 58 

I ' 65 47 ; 
I 

, 6440 57 


I 
47 (ll) , 76 48 , 59 (il) 371 


51 
, 67 

-----------------'----~.------, 
I Letters in parentheses indicntc the porcenlll!(Cl.' for tlte banks selectecl rOr speclnl slutly. For de~crilltlon 

of groups or banks, see tuble 12. 
, Increase or deposits.
'Indicates percentages ror banks which lllill "ClIt" in deposits cille to reorganization berore (illtes shown 

above. 
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exccpded 50 percent. An intcresting feature of the deposit shrinkages 
is that deposits of th(' several groups of banl,;:s began declining at 
different elates (fig. 11). The cleposi ts of closed hanks started declinin.g 
in 1927, wherpns tllt' decline for banks that estn,blished trusts began 
in 1928, and that for banks sUlTivillg without establishing tmsts 
begall in 1929. 

Thougl] tIl<' slu'inlmges of deposits from 1929 to 1933 were intensi
fied by "withdrawnls" for pm'poses of hoarding, their basic causes 
lay in tll(' business recession and its dfects upon the vViscollsin econ
omy. Country-bank deposits in vYisconsin hu,n increased during 
periods of n,dvancing national prosperity, sllch us 1918-20 allcl1922-29, 
and decreased during periods of roceding prosperity, such as 1920-22 
and 1929-33 (fig. ] 1). Business expansioll and rising farm pricps 
usually IH1Ve required, and provided a basis for, enlal'gocl extensions 
of credit, whereas adversp business c!p\"elopments and falling far11l 
price'S hav(' reduced the demand for credit and tIlp basis on which 
it could safely b(' extended. ,Vith a prolonged and s('yere busin('ss 
rf'cpssion, such as that following J929, a dmstic decline of bank dt'
posits wus to be expectNI in vViseollsin as well as elsewhere, even ill 
tIl(' absenet> of withdrawals for hoarding purposes. 

Contrary to tIl(' expectations of mn,ny bankers, who consid('red timp 
n,nd sn,vings deposits to be much more stn,ble thn,n. demand deposits, 
the two types of deposits declined in almost identical propoltions 
during the depression following 1929 (fig. 12). Though demand dl'
posits probably wert' the mol'(' subject to seasonnl, and other short-rUB, 
fiuctuaLions, longer rUB variations in demand deposits n,nd tillle de
posits were similar tlu'oughout tht' entire lwriod 1918-35.13 During 
times of business expn,nsion, both demn,nd IW.cl time accounts mounted 
rapidly, producing similar problems of investment for the banks, and 
during times of business contraction, both classes of deposits declined 
substantially, producing similar probloms of liquidn,tion. The exper
iences of country banks in ,Viseonsin from 1918 to 1935 gin· little, if 
n,nT, support to tIll' frequently C'xpressecl \"lew tbn,t timp n,nd Sa\-illgs 
deposits require less liquid assets for their proteetion than do demand 
deposits. 

ADJUST,\lENTS 1'0 DECLrNING DEPOSITS 

Shrinkages of deposits during tIl{' cleprpssion placpd tIl(' banks under 
prl'ssur(' to re(111C(, tlwil' IOlllls n,nd iIlY(!stmellts. TIl(' bn.nks did not 
posS<'SS cnsh roselTes of sufficient size to ml'l't tIl(' dpclines in tilt'ir 
deposits, and tlwLr n,bility to borrow from other bnnks wn.s limited. 
:r"loreon~r, lllany bn,nks regn,rded borrowing us n, mensul'(' to be adopted 
only us a In.st resort. A cOllsidern.ble pn,rt-oftell the principnl part
of the funds ne(·dod to meot deposit shrillkn.ges was therofore obtninod 
by liq niclating loans and inyostments. 

The extent to which the 17 banks selected for sp('ciu.l study rt'du(,NI 
their loans and llnrcstmen ts from 1929 to tIll' end of 1932 is shown in 
tabl(' 42. All 4 of the bnuks that suryiyod th(' dt'pression WitllOut 
establishing dC'positors' trusts, as compared with only 2 of the remain
ing 13 banks, mnde rNluetions eX(,(,Nling 30 pel·cent. Table' 42 ulso 
sbows the peret'ntag<' reductions in lOlllls llnd inYt'stmcnts that wOllld 
hl1YP been I'Pq uirpd to <'q ual the sh I'inkng('s of cleposi ts that had tn ken 
plaet' by thp ond of 1932 (or to tLw dnt.l' of r('ol'ganizntion or fniluJ'(' 

13 An excei/lion is notetl in tho ellse of the bllllks thllt snn'ivall withont establishillg- depositors' tru~les 
Timo deposits were mther stllble In this !,ronp of banks tinrinll the depressioll of lD20-22, hut did not prove 
stable in 1929-33. 

http:1918-35.13
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FIGURE 12.-DEMAND AND TIME DEPOSITS OF SEVERAL GROUPS OF COUNTRY 
BANKS. 1918-35. 

(Averages of deposits during 1929=100) 

Demand and time deposits have followed similar trends, though demand deposits 
have been the more quickly responsive to changes in economic conditions. 
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if such occurred before December 31, 1932) and the excess 01' deficit of 
the reciuctions actually accomplished over those' required to equal tll(' 
shrinkages of deposits. Bank C was the only bank in which the 
reduct.ion of loans and investments was as great as the decline in de
posits. Comments in column 7 of table 42 indicate the measures 
that werb taken by other banks to meet deposit shrinkages. Hea\'~
borrowing did not prevent many from almost exhausting their reserve 
funds. 

TABLE 42.-Percentage reduction oj the outstanding loans and investments of 17 
selected banks, 1929-32, and percentage reduction required to equal deposit 
shrinkages, 1929-32 

! I 
Reduction or oulsland- I Heduclion ' 


ing. loolls nnd illVl'st-/ of lotal . 

IIWllts rrom 1929 to out Ext'('ss]),'e. 31, 1932 standing 

(+) or
-.. -~I~-----l I~~~?e~ed deficit 

(-) ofOroupand , Arlditionnl II1('flsurrs ernploYNI to meet

bank I , I' ments actual
'l'otnl reqnirNI shrinka!(c of deposits. J92!l-32OVl'r rf'" to Nlllfil 

IIlVl'st- loano, deposit Quirt'd
r!'dnc-Loons rnenls, ir~\?r~t- shrink- lion 

mrnts flJlPS to
])ee.3I, 

1932 

Group 1: Percent Percent Percent Percent PerceTlI I 
Bank A ... _. 36 34 36 39 -3 Reduc('d cash rp!i(lf\'ll$.

Bank B. 29 ii 38 04 -16 Almost exhausled rei'<'r\'('S and hor

rowed hea "i1y. 
Bank C 58 -36 32 21 +11 None rocJuirl'd. 
Bank n. 44 10 3i 44 -7 Rrdll('('d cash reserves and borrowed 

lightly.
Oroup 2: \ 

Bank E .. ___ -10 37 26 -23 Rl'duCl'd cash reserves, liquidnh1ci n"nl3] estale, and horrowrd Ii!(htl;'.Bank F __ __ 34 19 31 -12 Heduced cash rC':"l,\rv(,s and horrowl'd 
lightly. 

Bank 0. ____ 1 27 28 27 50 1 -23 .:\lInost exhausted rrS('rYes Hnd bor
t rowed heavily. 

Bank fL. __ 36 28 31 38 i -7 Reducf'd f£lserV('S.
Bnnk I .. __ 26 10 20 34 -14 Heduerd reserves allel horrowrd moder

ntely.
Group 3: 

BankL __ 85 21 36 -15 Almost. exhausted rl'srrWS nIHI hor
rowrd moderately.

Bank K '. __ 19 27 I, 22 24 -2 Borrowed li~htJy.
Group 4: 

Bank L'. __ _ 24 76 i 25 52 -27 Almosl exhausted reSl'rws anrl hor
rowed hen vily. 

Bank M __ __ 17 24 1 18 41 -23 Do. 
Bank N ' •.• 35 65 ! 41 64 -23 Almost exhausted rl'st'n'es and bor-

I rowed moderately. 
Bunk 0 '. __ _ 22 60; 28 35 -7 ' Almost exhaustC'd fllS{'rVNi nnd hor, rowed lightly. 
Bank P ____ _ 13 100 ( 16 44 -28 I, Almost exhausted reserves and hor

rowed hen vily. Bank Q_____ 30 20\ 26 -6 Almost exhausted n'sen'es and bor
rowrd moderately.I 

, For description oC groups of banks, SN' table 12. 

, To day before reor!(anization, September 1932. 

, '1'0 date of failure, November 1932. 


" • To date of failure, December 1932. 
, To date of failure, Jannary 1932. 

Despite shrinkages in their deposits, country banks were e~..pected 
throughout the depression to make new loans and reIlPW outstanding 
loans in accordance with the needs of their borrowers. As it was 
their business to serve local credit requirements, the banks generally 
lent in substantial volume, and extended the customary renewals, 
during the first year or so of the depressionY Moreover, securities 

"See fiJ:i'. 5 and 6. 
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were purchased in considerable volume, principally to replace liqui
dated securities, though some banks increased their holdings.1o The 
depths to be reached by the depression were not {oresren and til(' 
banks continued operations, as far as possible, on a normal planr. 
As the depression deepened, howevrr, mOl"(' and morr of th(' proceeds 
obtninecl by liquidating nssets werr absorbed by drpositors and til(' 
banks had to redUN' drastically their new loans and im'estmenls. 
By the end of Hl32, both lending nnd investment had \'irLunlly ("rasrd. 
NIol'eoyer, the banks wen' finding it necessary to exert heavy Pl"l'SSUI"(,S 
upon borrowers for thr liquidation of outstanding- linC's of cn,dit. 
:Most of the securities held by the banks had br('onH' fmZl'll thmugh 
depreciation. 

Except ns the banks bOITOWl'(1 from other institutiolls. till' fUllds 
lIsed both for meeting deposit shrinlmges and for cnlTying- new 10Hns 
and investments wcre 0 bta,inpd prillcipally by I'ealiziug UPOIl tht' 
earning nssets held at the begilluiug of til(' dC'pn'ssion. By til(' end of 
1932 all the 17 banks, except bank P, had liquida.ted such nssets in an 
amount exceeding their needs for mt'C'ting- dC'posii shl'inknges (table 
43). The difference between til(' liquidations showu in tabk 43 nnd 
the net reductions of outstanding loans und ill\,pstml'nLs shown in 
table 42 represents the IH'W lon.ns and iIlYt'slments which were still 
outstanding at the end of 1932. It apPpl1.rs that tIl(' bnnks, 011 tIl(' 
average, used only about. hn.lf the funds obta.ined by liquicin.ting nssets 
held at the beginning of tlw deprpssion 1'01' llwt'ting dl'posit shrinknges. 
TIlt' remainc\C'r wns used for cn.rrying 10n.ns n.nd invt'stmen ts mndt, 
aHe!' 1929. 

TABI,E 43.-·Percentage liquidation, 1929-82, oj loans and 7'nvestmcnt,~ held in 192.9 
by 17 selected banks and percenta(JI' liquidation reqllh'er/ to meet til'7Josit shrinkages, 
19fW-S2 I 

l.Jiqnidul.ion to J)(lf..l, 31, Hla2, of 
loans ami inn'stml'nts OllL~LaJ1d· i Liquidation of r (+,

1 ing in 102!l Itotullouns and'1 'dxcl's~ 
inVl'sln\f'nts or cfiell (-) 

Group amI bank' ITot rNluired lo o[ ~Cl.ual In 
III loans JJ1(1{'L d('posit rC'l.ltlgn to 

Lo In vcst- I and I . rNllJlrNi 
\ ans I mcnls inv('sl. s l~I~~Uf'('~ ,I~ Iiqnidation 
, 1 menls D«. ,n. 1.)3_ 

__________L ___ _ __~_I Percellt 
Bank A.

Group I: 
_._~.¥.__ .. ___ ~ ___ I 50 

I }Jrrcrllt 
49 50

Perr"',,1 Perc~111 au 
B.mk B.. • .••..•••.•.•....•.. 54 70 50 54 
Bunk (' ............____ ••••. _ 
Bank D_ ___ .............. __ .. 

82 
74 

57 
4!i 

75 
68 I 

21 
44 

Group 2: 
Bunk E ••• __ ._ •• .,... __ ... __ ... 
Bank F. _._._. __ ..•. __ _ 

5a 
48 

53 . 
41 I 

2H 
31 

Bunk 0 .. _....... .. 
Dnnk U_ .. 
Bunk L_. _ ..... ________ ...... 

54 
55 
62 I 

"? I
M! 

50 
3S 
:14 

Group 3: 
Bank :1. ..... _•. _ ._ ...... __ ._ 41 49 3U 
Bunk K 3 __ ............... . 30 41 24 

Group 4: 
Bnnk fJ' __ ...........__....... 
Bunk M __ ._ .•••_________ .. __ 
Bunk ~, _____ ................. . 
Bank 0 ........................ . 
Bank P 

50 
53 
U4 
3S 
3H I 

59 
53 
tiS 
42 
40 

52 
41 
6,1 
35 : 
44 

+7 
+12
+1 
+. 
-4 

Bank Q .. .11i 52 2{j +21i 

I. I~clud{·s litluiduliuIlS n'sLlltin~ from colll'('tions, saIps., con\·l·rsiull~. n·ruI1l1ings. chnr}'W-i,tr~, and IlPl)ro
pnntlOlls o[ collateral, 

, For description Or groups o[ bunks, "('(' Lublll 12. 
3 '1'0 day ho[ore r"organization, ::i('plumber 1932• 
• '1'0 <lnt(· o[ [uiluro, NO\'('mhl'r 1032, 
~ '1'0 t1ntl\ of railurl), Dl'cl'JUIH'r 1!}32. 
, 'I'D dnte o[ [ailure, Junuury LU32. 

" Sec .tlg. 10. 

http:apPpl1.rs
http:holdings.1o
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In \'il'w of the diHiculties experienced by til(' bnnks in meeting 
deposit shl'inkngcs, it mfty appcftr thftt they W('l'e unwise in using so 
larg'!' a pnrt of the proc(,pds of liquidatpd asspts for making new loans 
and iIlYl'simel1ts, This cOl1elusion bas Sonl(' justification with rl'speel 
to til(' pUl'cbns(' of s('cmitil's, but it must 1)(' renwmlw!"(·d that spcurity 
pUl'chns('s \\"('1"(' not large after (tpposit shrinkag'<'s had begun s(,l'iously 
to d('pletl' thl' banks' l'(ls('rvl'S, It would aplwllr to b(' mOl"(' proppr to 
question til(' tYI)('s, mtlwr thnn th(' VOlUlllt', of tIl(' seeurities pUl'chas('d, 
inasmuch ns 1ll.0St of till' s('('urities \\'('1'(, of nwdiull1 ilnd low grad(·s nnd 
hor(' IOJlg maturiti('S, The bnnks' knding acti\'iti('s S('('111 to have 
bp(,I1 justifi('(1 b~' thl' fact that th('i!' bol'l'ow('l's n('l'(lt>d Clwlit llnd it 
wns OIl(' of th(· bnnks' [unetions to nw(·t IO(,HI ('rpdit n'quln'ml'nts, 

1n(\('('d, it was un [ortunnJ(' from till' standpoint of both till' banks 
:lnd UH'ir ('omlllullitiC's thnt til!' banks W('I'(~ not abh· to ('xtpnd credit 
Il1m'p [n'('ly ll/'l('r LIH' middl(' of IH:31. BOITOW('l'S undoubtedly !weded 
('ollsi(kmlilp amounts of th!' oul::;tnnding loans whi('h tht'Y wp1'(' forced 
to pny nnd could hayl' wiPd ad \':In t:l~('()llsly mOI'(' new l'I'('(lit than 
they 1'l'('('iV('d, Th(' I'l'stl'idion of ('I'P<iit handi(':lPIH'd lo('nl farming 
and busill('ss OIH'I':llions in addition to fOl'cin~ IWl'sonai s!lel'ifi('l's upon 
indi\'id UH I bOlTOWPl'::;, For tl)(' fail lire o[ loan s('nic(' which occul'l'('d 
during' thl'::;(' ,\T('nI'S th(' banks :llso hav(' had to pny d(,l1dy, Tht'mallY 
11l'\\' ('I'l'dit in::;litutiolls thnt W('!'(, ('stnbIish<'d to l'('liC've thl' cl'l'dit 
SU'iIWl'IH'Y C'I'('at('(\ by t.1t(' ('III'tuilll1('nt of bank louns Itan' l'('mnin('d 
in ('xi'l:ilt'lic(' and no\\: ('ol1llH't(' with bank::;, 

DII'AIIDIEN'!' OF SOLVE;\CY 

III additioll to thl' diffi('uitit's (·IH'ount('l'(·d in llll'('lin~ dl'I)()sitol'::;' 
demand::;, and lill' fnilul'(, t·o S(,1'V(' bOl'l'o\\'(,I's' n'quil'('llwnts ndNluatl'ly, 
th(' bank::; lw('a111(, ::;0 st'l'ioLlslv invoh'('d with doubtful or insn('ul'e 
nss(·t::; dUl'ing tlIp d!'prl'ssion tlittt. tlwil' solvl'n('y \\':lS impl'I'il('d. if not 
lo::;i (tnbl(' 44), During 1029 till' doubtful 01' ins('cul'l' n::;sl'l.::; gl'nl'L'ally 
llv('l'ng<,d I(·ss in amount thnn til(' banks' ('apitnl funds, thougb in SOme 
bnllks n major ptU'( of til(' ('upilnl funds wns absorbed by these ill'Il1s, 
and in foul' hanks, J, L, 0, nnd P, snch it.t'l11s ('x('('<,dpd the ('npital 
funds, B,Y tlt(· ('IHI of 1932, till' conditions of bnnks hnd ehnnged to 
su{'h nn ('xtmt tltn!· Olll~r tllI'('(' bnnks, B, C, and D, Itad suirt{'ient 
capitnl fund::; to ('OV(lI' till' doubtful 01' insl'ClI1'P nSSl'ts, S('v(,l'nl of tho 
bauks hnd fnil('d 01' hnd b('('11 l'eol'gnnir.f:'d, and it WitS ('h'ar thnt most 
of L1lP l'cmnining banks W('],(' in p(·rilous condition, Of tit!' bnnks 
which, aL till' ('11<1 of IH32, had poorly prolpd('d loans nnd d('pl'('('inLion 
onl'eal ('stai!' nlld s('('urili('s in ('x('('ss of tiw ('npitnl fUllds, only 011(' 

blink, A, l's('n(ll'd fnilul'(' or l'('ol'gnnir.at.iol1, 
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TABLE 44.-Percentage of poorly protected loans and of depreciation on sec1lrities 
and real estate to the capital funds of 17 selected banks in 1929 and 1982 

AVQrage for 1921l I D~ce~~r~~~O;-3_2___ 

Poorly pro· I Poorly pro· Poorly pro· I [poorlY pro·
Group and bank I tected loans Deprccia- tected loan.s tected loans 1 Deprecia' tected loan.s 

and depreci'l tion on an? dcpreCl' ami d('prcci.' tioo on an~1 depreel'
ation on real sccurit.ie.5 ntlqn, on 5('- ation on n~al ! securities ntH?n. on se

estate CtJrllles nnd ('stnte' cuntles lind 
real ~stnt(' : . renl estate 

-------I--------~ --- -- ------- - -- ---------1----------I--~--
Group 1: 

Bank A •••• _._. __ _ 
Bank B __ •• _•• _.• _ 

Percenl 
55 
24 

Percellt 
2 
4 

Percent 
57 
28 

Percr:nt! 
83 
i3 

Percell I ! 
32 ! 

26 

Percr:nt 
lIS 
99 

Dank C __........ 
Dank D •• _.. ____ • 

3 
21 

2 
2 

5 
23 

14 
2i 

56 
54 

iO 
81 

Group 2:
Bank E.____ •• __ __ 
Bank F._" ____ __ 
Bank G.... ___ _ 
BankR•••• _____ . 
Dank L .._____ . __ 

42 
20 
94 

1 
24 

5 
JO 
4 

12 
:1 

4i 
30 
98 
1:1 
2i 

6.1 
61 

121l 
19 
60 

38 
:no 

60 
80 
94 

101 
371 
195 
105 
154 

Group 3:
Bank L .. __ •.__ __ 
Bank K ......___ _ 

Group 4: 
Dank L._._. __ •__ • 
Bank M .._______ • 
Bank N _______... 
Bank 0 •. ______ ... 
Bank P __••••• __ __ 
BankQ ••.• ___ • __ 

112 
Gil 

Iii 
60 
97 

144 
302 

17 i 

0 
12 

0 
2 

2 
0 
0 

112 
81 

'~I99 
146 
302 

26 : 

317 
120'J 

' :lO'J 
Iti" 

• 1&1 
'216 
, :146 

9
.. I ~ 

12 
' 145 

'2 
42 

• 8 , 18 
'0 
93 ! 

321l 
'354 

1311 
208 

• 192 
• 2.14 
1346 

120 

-'--~ --~--~~.~----.~------'-----
I For description of groups of banks, see table 12. 

I Data as of day before reorganization, Septelll ber 1932. 

I Data as of date of fuilure, Novelli ber 1932_ 

, Data as of date of failure, December 1932 . 

• Data as of date of failure, January JlJ32. 
1 Bank virtually doubled capital funds hy IlsscssUlenl in 1931; henc~ incr~llse in poorly protected loaos 

and depreciation 00 securities and rcal estate was much greater thun ehang~ in aboye percenlages would 
indicate. 

CAUSES OF DlFJo'lCULTY 

Thc difficulties encountered by til(' banks in trying to meet, 
depositors' demands, serve the credit requirements of their com
munities, and maintain their own solvency, aros(' from the fact that 
their assets could not be adjusted readily to changes in the volume 
of deposits or in the level of values. For the most part their securities 
were long-term obligations of medium and low grades which became 
heavily depreciated, and consequently unsalable, during the depression 
and the loans represented capital advances on which the annual 
liquidation was small even under thp most fa,vorabk conditions. 
Thc liquidations obtained on various classes of asscts were approxi
mately as is shown in the following tabulation: 
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Type of assets, classified as of 1929 
Liq1lidated 19!9 to 

end of 193£, percent 
1, commercial paper, call loans, and local loans appearing to be payable

within I year from borrowers' current incomes_ _ _ _ _ _ _____ ._ _ _ _ _ _ 100 
2, high-grade securities maturing 1929-32. (Includes I'ecurities issued 

or guaranteed by the U. S. Government, Federal land bank bonds, 
nonrated municipals, and other bonds of grades 1 and 2)____ 100 

3, medium-grade securities maturing 1929-32. (Includes securities of 
grade.~ 3 and 4.) - - - - - - - . - _ _ _ _ _ _ . _ _ _ _ _ .. _ __ _ _ _ 85 

4, low-grade securitief' maturing 1929-32. (Includes securities below 
grade 4.)___ - _ _ __. ___ ..• ___ ______ 75 

5, high-grade securitieR maturing 1933-34. ___ . ____________ • _________ • 75 
6, medium-grade securities matUring 1933-34- ____ •. _______ . _ . _ _ _ _ _ _ _ _ 60 
7, high-grade securities maturing 1935 and later__ _ _ ___ . _ _ _ _ _ _ _ _ _ _ _ _ 50 
8, conservatively made local loans appcaring to depend for liquidation 

within 1 year on the liquidation or refinancing of borrowers' nonseasonal 
working capital, chattels, and securities: 

A, To farmerlL_ - - 40 
B, To others _ . 60 

9, conservatively made .local loam, appearing to depend for liquidation 
within 1 year on th(' liquidation or refinancing of borrowers' fixed 
eapitaL___ - _ 40 

10, medium-grade !;ecurities maturing 19315 and later_ 35 
11, low-grad I' securities maturing later than 1932_ _ •. _ 25 
12, local loans appearing to depend for liquidation w.ithin 1 year on the 

liquidation or refinancing of "thin equities" in borrowers' properties. _ _ 15 
13, other asset.,,, (except cash reserves) - _ ..• ___ 10 

Ull'HorEJUENT IN CONDITIONS OF JUNKS. 1933-35 

Following 1933, most of thp sUl'viving banks bad la.rge increases of 
deposits, J'PS('I'Yes, and investmpnts mainly in tIl(' form of United 
Statl'S Government s('curities. Losses werp largely eliminated through 
improvemC'nt in thr markets for securitics and other capital assets, 
through estnblishment of depositors' trusts nnd other plans of re
organization, and through rehabilitation of tll(' capital structures of 
bnnks. Real estute mortgages and other capital loans were given 
incl'el1sed marketability through the strengthening, or the establish
ment of nrw l"rfinllllcing ag('ncies. Thp confidencr of depositors was 
recoYPI"l'C1 by means of deposit insurance as well as by improvement 
in tIll' gencmI ('conomic situation. In thl'sl' and other ways the banks 
were restored to a, much easier position than they occupied in 1932 
and 1933. 

To tlw latter part of 1935, whell th(' data obtailwd in this study 
end, how('v('r, till' changes effpeil'd in the structurr of Wisconsin 
ba.nks had only pal'tially cOI']'('cted tIH' basic elements of weakness 
that werr responsible for thp difficultips of banks during the depression. 
Th(' bnnks remained principally holders of cnpitalloans and long-term 
bonds, and tlwir deposits wrrl' still subject to withdrawal upon 
demand or short notice. In fa(',L, comparing their positions in 1929 
and 1935, the banks wer(' less d('('ply involved with capital loans and 
long-term bonds at the earlie-I', than at tIl(' In.ter, date. The volume 
of their self-liquidating loans and tIl<' more easily colleetible working
capita.lloans, which had served so effl'ctively as a means of meeting 
deposit withdrawals during the depression, was much smaller in 1935 
than in 1929. For liquidity, the banks had become more dependent 
on thl' seeurities markets and on rdlnallcing or rediscount agencies 
than befol'l' tll(' depl'rssion. But thl' quality of th('ir securities had 
been improved and mnny of the poorly protected loans had been 
eliminated. 
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EARNINGS, EXPENSES, AND LOSSES 

Earnings, expenses, and losses of banks are related closely to their 
financial condition. Adequate net earnings provide the wherewithal 
for paying satisfactory dividends to stockholders and provide fi means 
of strengthening the bfinks' capital structures for the protection of 
depositors. Low earnings not only prevent the a('('omplishrnent of 
one or both of these desirable ends but frequently Spill' banks to incur 
unjustified risks in an effort to increase their earnings. To an im
portant degree, also, low earnings reflect such unsfitisfactory concli
tions IlS excessive proportions of nonearning fissets, lax collection 
policies, extrfivagant expense budgets, find l'xccssivl' loss ratios. For 
these reasons the earnings records of the banks covered by this study 
are reviewed briefly at this point. 

OPERATING EARNINGS AND EXPENSES 

The averngc fimlUfil earnings, operating expenses, and net enrnings 
per $100 of deposits during the pcriod 1927-34 inclusive, find during 
several subdivisions of this period, are shown for foUl' classes of banks 
in table 45. Only the records of banks thu,t opemted continuously 
throughout each period find for which complete records of efirnings 
find expenses were availfible, are included. 

During the 3-year predepression period, 1927-29, banks that were 
to sill'vive the depression without estnblishing depositors' trusts hfid 
substfintinlly larger net-opemting c!1l'ning's than bfinks that were 
later to be reorganized or placed in receiyprship. Their grOfiter 
profits appeo,r to hUNP been dm' Illfiinly to lower expenses, but partly 
to the fnct thaJ their eal'nings wcrl' slightly above' the a\-el'uge for 
other groups of banks. It appCU,l'S thfit the principal source of 
economy enjoyed by the bfinks of this latter cluss WfiS interest on 
deposits. 
TABLE 45.-.tivcragc annual earnings and cxpensc.~ of selected country banks, pu 

__--'$:c:l:..:0:..:0_0~1 dl'7Josits, 1927-34 1 

Gross earninJ!s OperntiIl~ exnenses C 
- .. -~--~---.-.. ~ ~ 

-g I~ ; ~ gb rn r::1 b ~ t.>-.... ~ 
C<n ce~ ) d.- =.5 ~ I'C .8 ~ .- "" ~cYear and bank· 

group' ~g ~~~i.g .~ ~ ~g ~~! ~S e-
c, '" ~ ::.~ ~a=~I'.~ ~ .-~ ~o I' ~'C otil 

- 0-0 ,.&:: 0 ~I tJ. '"" S ~ .... I ~ Co I ~ ~ Q 

§ ~ j;; 00 ~ £ ~ -; l c ~ =8 ~ 
~ 'H j~ . CIl lOt:""' rIJ ,1--1 : H E-' 

--- ~--~- -:-------~--!--l---....-'--------,~ 
19t7-£O Xo. Dol.' Dol. ])01. Dol. I Dol. Dol. Dol. Dol.' Dol. Dol. Dol. Dol. 

L ....... .. 17 5.00 0.12 0 0.27 6.35 1.40 2. OS ; 0.07 ! 0.25 0,77 4.6:1 { I. i2 
2.............. . 17 5. 64 • 11 0 .35. 6, 10 1.35 2.55 i • 02 I' . 23 .67 4.82 1.!l8 
3.. _ 5 5.74 .06 0 .10 1 5.09 1.22 2.S7 .21 .22 .46 4.98 1.01 
4...... . .... 1 17 6.17 .13 0 .#i!O.7S 1.52 2.62 .11 .28 1.02 5.55 1.23 

19S0-IJ! 
L...... .••. .... 16 5.98 • 10 .02 . :14, 0.44 1.75 2.00 .09 .22 .95 5.10 1.34 
2. ______ ... ___ .... 13 5.86 .16 0 .45: 6.,17 1.70 2.49 .10 .25 .80 5.34 1.13 
3....... 2 5.52 .03 0 .I~, :>.71 1.27 3.00 '.3101 .16 .46 <1.99 .72 
L. 8 6.00 .17 0 .4S 1 0.0., 2.0:1 2.80 .25 1.22 0,61 .04 

L 1938-1J~ .... •1' 10 5.13 .17 . Ofl .41 Ii 5,80 1. 68 1.86 .23 • 10 l 1. JD I 5. 12 .68 
12.. _:::::: ....:. 15 4.40 .21 .11 .41 0.13 1.88 1.97 .23 .IS. 1.21 5,47 .66 

3 
3 
....... _.........1........................ _.".-.:.1' -. ::'. _-_:'..............'.-.'.-:.' •• -_ ............ -..... -4'.•.. _. __ .. _...... 1.........., ....... "'" _. __ _ . 


;:_"F~~:j l:!~~••• ~.81.!l.! g;)::~, UJ.,M :~:~l ::g:~ 
1 Tho banks for which dnta an' presented inthc·sev'craIPnrtsoTthls- iiililo-I,u:luue only those which oper· 

ated throughout the respective periods and for which a complete record of earnings anel expenseswns available. 
, For description of groups of bnnks, sec tuble 12. aNo bunks operated the full period. 
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:Much the same situation pl'r\'fLiled during the 3 recession years, 
1930-32, rxccpt thlLt, prJ' $100 of deposils, rxpenses of operation 
incrcnsed and operating Ntrnings d('(Tenspd in ull clusses of banks. 
These ehanges l'esultt'd mainly fJ'om thr filet thut dC'posits cledined 
more rapidly than sularips n,nd wagps W('1'(' rrdu(,Nl; though the!'(' 
wen' inC'rl'HsC's in C'l't'tain otlll'r il(,IllS of (,XIH'I1S(,S, llotahly interest on 
borrowed mOtH',,' and "other" ('Xj)l'l1ses, which ineludrd the cost of 
supplies, beat, lighl, n'llt. und ('XPC'llS(,S ('olll1('('l('d with tlH' opcmtion 
of proprrtips tnk(,11 on'l." b,,' till' bankr:; in satisfaelioll of (IPbt. EV!'Il 
in this ]Jl'riod, how('\'('l", bn nks that sur"i \"Cd the depression without 
establishing d('positors' trusts madl' hU'gl'l" nl't oj)('rating l'arnings 
tlutn til(' otitPI" ('itlSSt'S of bnnks had mnd(' during the prl'clepression 
prl"iod. 
~OIH' of thl' bnllks takpll to l'rprC'sl'nt dos(,(j institutions remained 

continuollsly in olwmtioll during tIll' 1"('('O\'('I'y yp:n's ]93:3 and 1934. 
For this pl't'iod only tlw l'('eorch, of sUITiving hanks Wl'1'(' usrcl, and 
tlH's(' show ell'uI'h', in thl' it('Ill int('l'l'st and clis('otll1t, tlH' ('ffl'cts of thl' 
10wl'1' inll'rpst !'till'S anel ltighf'r ('ash I'PSl'ITPS that \\'('1'(' illeicJent to 
til{' jH'l'iod. Bi1l1ks that (lslltblisIH'd drjJositors' tt'usts hud slightly 
In.rgl'!' ('ILl'll ings nnd t'XjWl1ses jl('!' $100 of (iPposits than banks tha.t 
(lid not !'C'<jui!'(, r('orgnnizatiol1, but tlll' lid ('t1mings of the' two groups 
of banks w(']'(' apPl'oximl1('ly (,qunl. This \Yus till' least profitablr 
pu!'! of tb(' ('ntir(' [w!'iod 1\l27···:~4. Approximately onC'-fomth of 
(l1('s(' hunks mncl(' no n('t o[wl.'nling ('Hl'llings Wht1tl'Vel' in 1933 und 
1n:~4 (t11hl(' 4G). It was at this tinw tlUlt s(,ITie(' ('barges on deposit 
tW('OUll!S fit'st l)('<:al11[' a significant sonr('(' of bank income. 

TABLE 4G.·· .tit'c ragc ann/(al lui opc'rating caOdl/flN lilT $/O(j of dc'posits during 
Ih, pl'riod 1.'13.'1··:'1.) 1 

[Army of nmotlnt~ of parning-s for intlh'idunl hnnks} 

to banks in 15 bauks in 11; hanks in If. haUks~~'l 
j!roup 1 ~roufl 2 grouJl 1 1!rotJp 2 

-, 

/Jollar,' Iiollur,' !lotlar.• Iiollars 
-0•• j4 (ll' -(J.IH II.S5 1.09 
-,40 - :!Ii {i?r ,S" 1.14 
-,1)2 -.21 (ITI . ua (1" 1. 20 
-.1)2 -.0, (Ill 1. IV ((' I 1. 2t 

.21 25 I. 52 I. 20 
,2S .20 (El 1. 52 1. 35 
.·14 (A.. .91 1. 55 I. 39 (lJ 
.SI 1. (l4 LUi 

• L<'lt!'~s ill pan'uth..,(,,, Imlical<' til<' Illllounts for thl' hanks «'ll'rtel! for spl'cinl study, ~'or d~scription 
of grou~)~ or bnnks. $PP tnblp 12. 

l{('('orcb of eonlillllouS opt'rn,lion for lh(' full pt't'iod, 1927-34, are 
llxt1ilahh' for only two of til(' four groups of banks. In th('st' two 
gronps thr gross camings and all eXjlC'IlS(' items except interest on 
deposits were nearly tIll' stunC'. '1'h(' gl'l'tttl'1' llPi ('amings of banks 
tbat stu'vi\red \\'ithout establishing (h'positors' trusts tU'P trncettble 
lllllinly to the savings efrreted ill tIl(' illtpl'Pst IHtid on deposits. 

The savings effected in tll(' iut('l'est paid on deposits by banks that 
surdved without establishing depositors' trusts, resultrd principally 
from the fact that the tinl{' and snvings clpposits of thesr banks l'rp
resented, on the averng(', smalkr proportions of their total deposits 
than was thr case witb til(' o Llwl' groups of bttnks. Approximately the 
same rates of interest on tillH' and suyings deposits wore paid by the 
banks of all groups, The difl'ercnces among the groups of banks in 
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the interest paid on deposits were therefore due mainly to differences 
in the character of the banks' deposits. In part these differences in 
the character of the banks' deposits may have been due to manage
ment policy, but it seems more probable that they should be ascribed 
to community situations. 

NET INCOl\lE (AFTER LOSSES) AND ITS DISPOSITION 

Table 47 shows the annual rates of (1) net income earned afkr 
charging out losses; (2) contributions and assessments; (3) funds raised 
through new issues of capital stock; (4) dividends paid; and (5) thp 
increase or decrease in total capital funds per $100 of deposits, for 
the respective groups of banks during the period 1927-34 and several 
subdivisions thereof. In this table data for all bn,nks that wen' in 
active operation at the beginning of the periods are entered and the 
annual rates refer to such parts of the periods as the banks remained 
in operation. It was possible to caleulate net income, dividends, and 
changes in capital items for several banks on which there were no 
reports of operuting earnings and expellses for certain years, ns net 
capital changes could bp computed from statements of condition, and 
examiners' reports frequently contained information on dividends, 
assessments, contributions, and new stock issues. 

TABLE 47,-.tivcrage annual net income, additions to capital, dividends, and net 
change in capital accounts of selected country banks per $100 of deposits, 1927-84 1 

i co~~~;~:I~~;~:·I··-~1;~II·~~;:~~1~!Vi.L~~~.i~.Years and bank Banks 
i out losses, tions 3 locally' to R. F. C' I paId (-) III capl'

group' I chllrgin/( I contribu- stock sold I stock sold dc~ds Ior d~crcas~ 

i . ii, ,tal account 
I-~-~-'-' .-----.,..--~-~- ~---- ------.~----. , I 

19f7-!9 .N1L1nhg Dollan Dollar" Dol/(Ir., Dolfur [}oll"!,~ I Dol/nr.,
L._ .•.•.•.• - _, 1. 42 0 0 0 O. 1- i 0.70 
2~~ ___ "__ ".. __ ~ ____ M"" 1 .73 .07 0 0 .501 .ao 
3•.• "" .... - .... _..... 5 . 13 0 0 0 • 56 ~ -.43 

19 -.11 .60 .24 0 ,4S .284 - •• - 1030:3'i 
L ..... _.. _. 
2................. _•. 
3•.. ___ e' : l~ 1, 4 

.10 
-.31 

-3.06 

.17 

.05 
0 

0 
.15 

0 

0 
0 
0 

.5S 

.37 

.'1:1 : 

-.28 
-.48 

-3.33 
4__ •• __ •. _..... 19 -4.64 .93 [) 0 .30 ' -4.(lJ 

1988-S4 
t........ . 
2•••.••••••..•. _..... 
3... ..... . 
4••. 

"ioii-s4 
1 ...•••..•••••••••••.
2_ •______ ••••••___ •••. 

116 
110 
'2
, 6 

17 
17 

-2.38 ! 
-3.80 I

-16.63 
-28.05 ' 

. Ii I 
-.46 

.25 
0 
5.36 
.29 

.12 

.11 

.26 
2.64 
0 
0 

.00 

.48 

.94 
2.61 
0 
0 

.20 , 

.48 

.07 

.OS : 
0 
0 

.53 

.38 

-1.00 
1.40 

-11.2; 
-'1:1.76 

.02 

.2:1 
3••••••_••••••• _._ ••__ 5 , -2.10 .29 0 0 .18 -2.19 
4._._••.•_••••_......_ 19 : -2. iO .61 .14 a .36 -2.31 

-.__._-_._ ..----. .- ~-. - .-.--....--~ -

I The banks for which data uro presonted in tlw seveml parts of this table includo all banks wbich were 
operating at the beginning of the respective periods, and the annual rates given In the tahle apply to such 
parts of the periods as the banks continued in operation. 

, For description of groups of banks, sec table 12. 
, Includes only contributions and assessments collected befort. failure of bank. Assessments levied for 

benefit of liquidating tmsts or receiverships Rre excluded. Class 13 debentun's iRSued for purpose of writing
oII losses and which did not appear as part 0 a bank's capital structure nre clnssifled as contributions. 

1 Consolidation reduced number of banks from 17 to 16. 
, Consolidation reduced number of banks from 5 to 4. 
, Number of banks reduced hy failure during preceding period. 

Lack of complete data on some subjects, such as accrued losses not 
yet charged off, the losses ultimately sustained by the depositors of 
closed and reorganized banks, and the collections resulting from 
assessments against the stockholders of reorganized banks, make it 
impossible to place certain features of the banks' operating records on 
a strictly comparable basis. The data should be interpreted as 
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reflecting only the losses that W('.l'(' absorbl'd dil'pdiy by tlt(' stock
holders of the banks, not illeludin~ IH'(,(,I1('(1 \oss('s 0[' losses incurred 
as a result of assessments [or the benefit of ereciilors. 

During the period 1 927 ~2() banks that weJ'(' to survive \\'ithout estab
lishing depositors' trusts h!td nt~t income, after chttrge-outs, amounting 
on the average to $1.42 per $100 of deposits. This sum was used 
about equally for making dividend payments to stockholders and 
additions to capital funds. The net pa['nings of banks that were to 
establish depositors' truHts were only about half this rol(', with the 
result that both dividends and additions to capi1.ul funds wl'rp much 
smallpl'. Banks later to clost' had virtun.l\y no lwt ineoml's. aftpt· 
charging out losses. Such dividends and acldit,ions to capiUtl funels 
as wpre madp appro:\.'lmate\y ('qualed, on tlH' avprog£', til(' sums raised 
through nss('ssmen ts, cOlltt'ibu tions, and snips of additional stock. 

In the following Iwriod, 1930-32, only banks that W('rt' to SUlTiy£, 
without establishing depositors' trusts had. on th(' aY('ra~l', any 11l't 
incomes. Therp WPl'(' spvpral l'eol'gallizu.tions among otit('t' c1ass('s of 
banks, and most of tlU' banks that wel'(' to fail e\os('(l thnil' doors during 
thp period. Titbit' 48 shows how widply nel loss('s were distributed 
among the banks during tht' 3 years of ),('(·pssion. 

Data for the 2 years 1933 and 1934 a('p strongly colored by the 
"cit'an-lIp" pl'ogmm. All dasses of banks bad nd losse's, and then' 
wns n htl'ge' disu'PI)('amnc(' of banking ct1pital ill spite of extensive 
('ontl'ibutions, ass('ssmt'nts, and sah,s of new capital. TIll' nt't. losses 
of this Iwrio(\ npppar to hav(' exeecded thos!' of th!' IWl'iod ending with 
1932, lt1rgt'ly I)('causp Llll' losses actually ill(,UJ'l'cd during tIll' recession 
w(,1'e not ]'('('ognizl'd in tlw banks' accoun ting proct'd Ul'es until 1933~34. 
Thp eXirt'mely high u,nruHtl ratl'S of loss P('J' $100 of cI('posits shown for 
closl'd bn.nks l'PStrlt from tll<' facts that, tilt, bu.n ks rem!tine(\ in opemtioll 
but a ('ompn.rn,tively short timp after 1932 and t.hai all of the capital 
funds wen' ('ollsid(,l'('(1 to hn\'<, b<'t'll written oil'. 

TABLE 48.-Average annual net income earned (after charging oJ! losses) per $100 
of deposits during the period 198U-3:3 1 

[Arrnr of ulllounLS of incorn~ (or in<lh'ldulI( banks] 

WIJ1\llkSin~-;;~f:k~i~-I' ·Ibnnksin ll~;~~anks~nl 
group I ~roup 2 'l'~ group 3~_:_.:r~ouJl~_I' 
Dolfu," Doliars Dollars l!ollor! 

-2.05 -3. Ul> -5,60 -9, m 
-,05 
-.51 
-.25(A) 
-,22 «') 
-.10 

-l.Oh 
-.85 
-.6~(O) 
~. 46 
-.3. 

-5.01 
-.~'(J) 
-,03(K) 

-S.05 (QJ 
- •. U. 
-'.OS 
-6.57 
-6.40 

~. 15 -.10 (lI) -6,25 
. 01 
.O<J 

~. 09 
-.0. 

-0.09 (0) 
-0.04 

.65 CD)

.05 
.07 
.12 

-5.85 
-5. is 

.78 (D) 

.80 

.80 

.25 (l).3. 

.46 

-5.14 (I,) 
-3.71 (~) 
-3.37 

.87 
1.12 

.52 (F) 

.82 (E) 
-I.LO(P) 
-.38 

.30 

.40 

.05 (~1l 

I Letter> in I'lIrcnthc~e, intliclllu tho 1l1I10uuts lor tho 17 h!luh soleetml (or spedlll study. For description
of groups o( hlluks. ~ce luble 12. 

http:capi1.ul


LOSSES 'fO STOCKHOLIJEHS OF B·\:-iK:-

Thp data given in til,bl" 47 do not tllPilSUJ'(' thp full pxlent of the 
losses Lo stopkholciPrs rpsultinf; from til!' OjWl'l1Lioll of hanks d lll'in~ 
the dppn'ssion, In tn.hll' 49 slIC'h 108s('s ILl'(' statt'C1 mon' eompldply 
and in a wILy thnl ],plnL!'s tlH'm to tIll' cn.piLnl inv(,5t('(1 in thp bi1l1ks at 
thl' bl'ginning of Llll' d('pl'pssion. 

Sto('kholdl'rs of ('\os('d bn.nk8 lost all of tIl<' capital inTPstl'd I1t til<' 
end of H)20 and n substn.nLial sum ItftpJ'\\'nrds inY('stpd in thl' form of 
contributions 11nd llSS('SSIlll'llt.S to kpl'p tlw bnnks in ojwl'nt.ion, Tn 
addition, tlH'Y W('I'(' IllILdl' lin.bll' for nSSP5S11wnts in nn nmount I'x('('p(\
ing no por('ent of til(' ('ILpiln! funds n.t [,I!!' pml of 1020. EstnblishllH'lIt 
of depositors' trusts n,ppal'('nt.ly worked Illu<,h Ipss hardship 011 thl' 
stockholdl'1's of bn,nks t.hn.n did oulri~ht fail\ll'ps, th()ll~h in bolh (,IlSI'S 
d ('posi tors s\lslllinpd Inr~{' \OSSl's. .i\!'\'l'rt.\ll'll'ss, til(' sloddJOldpJ's of 
blUlks that l'stn,hlishpd dl'jlosi[ol's' trusts lost onl' 40 jWI'(,Pllt of ill(' 
eupitnl funds inY('st('d nJ thl' end of 1n2fl llIld W('I'{' mud!' liable for 
nSSt'SSIl1l'nts n \-l'rnging :i7 jWl'('Plil of s\l('h ('api t al funds. 

Compnred with Lht's!' loss('s till' s\.o('khold(,t's of hanks thn t slw<;-in'd 
thl' d<'pJ'l'ssioll wi (hout filii lIl'(' OJ' l'sln,blisllllll'1l t of d(\j)osi tors' trusts 
l's(,11pl'd with littlp damng(" t1wir lossps nmountin~ to nbout 20 pel'epnt 
of ttl(' amount inVl's(.(~d ill tlH' l'nd of \92H, L08SPS VltI'it'd gl'Mtly 
11.mong Lht' stoekhold('1's of individunl hnnks (tubll' 50). III onl~- OIil' 
(,IlS(, wt'1'(' sLo('kholdpl's subjp('\ to no nl'l loss frolll t h(' blm].;'s 01H'l'H
lions during t,11l' d('jlrpssion. 

TA BI.E 'Ill, ,11}(,rrlOf' chan(l(',~ in calli/rll s{rllclllrr' of Ii;; crJl(nlt!l /iallkN and lolallo,~~('.' 
~l/.~{(li.,,('(l Ii!! ~/orkholrll'I'~, dllrinG Ih(' ]H'l'iod 1!1.1I1 ,r:. (.rprl'ssl'li as JU rccnl(l!ll'.~ ((t 

til(: banks' (o/al cnpiial/llIlr/s al lit,. fiLII ((r /II!!! 

CUAX(l!';S 1:\ (,,\ PITA I. STltt'l"I't'[U: 

lIihuuk·.;if1 ltihank:-.jn I IIIIUk, ill W hank... in 
Uern group t . ~rotlp 2 ~rollp:i ~r()Url t 

PerC'C'l11 Percent Perrelli PtTC';>ni 
IOU 100 100 IOU 

Ad(Hlion, If> mpH:!! (IIn<l~ (roll1: 
COlltributinn' 11/11 n.s~(lSSJl1etlts 

('allitnl (UIl(" nlll"ltIlltlill!! lit th,' ont! of 1929 

Ii I \Ii 1:! 

~nl~ o( l'npttnl ... lllC'k lot'al1y :l 26 0 /I 

Snl(l' of pr£'(£'rn'd ~tock and debPrltllres to R. F. C \II 2" II (I 

1I!1 tfiil I til \l~Totnt ,'upHill (lIllcl~ n\'nilnhJ,'. W:lU :H. illt'I\J$l\'~ 
.::....:~=':" --=:c::;;;-=-;;. :~-'-'-==.-: 

to UJli\'icJends pnill 
~-'- .~,--~ =~::::;-..::"~ 

lll~ I In: lIIJ I";:\et UJlHHlIll feronimtH! aflt'r di\,lIh.~;ltb 
1~ I II 110 1117OPl'mting clllfh·it ... :lnd lo ... :--p.. ('hnn!l'fl ofT 

Capital (um'" ft'lllniuinl! utwr {ltljllstll1l"nt rnr operatinl! 
tin 10:; II Il

dcfh'it:-; and lo"H-" ... 
;-5 lUll 111ft(Jnin (+, or loss I-I to <'Ilpitlll nrmlllli ··111 

II IlflOpernting tlt."firlt:-: lind Ins~{ls (1h~lrJ!(\d otT 

:\ssessmeTlt~ h1vlt·d n!!aill~t .. tllf·klwl t wr... fur benefit of 
 t;1ltlepn~it()rl'" trtHt!'> nnd rtl('(li\tlrship~ o 

17()IU 

1 For dm:cnptlOu ur grollp:-- ur Imllks, see tahitI 12. 

http:ltihank:-.jn
http:n,ppal'('nt.ly
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TABLE 50.-Relation of stockholders' losses resulting from operations, charge-offs, 
and liabilities created by assessments, during the period 1930-34, inclusive, to the 
total capital funds at the end of 1929 1 

[Array or percent" -'s or capital funds ror individuai banks) 

16 blinks in 16 banks in 4 banks in 19 banks in I 

~roup 1 group 2 group 3 group 4 

---------1--------1·---------1--------' 
Percent Percellt Percell I Percellt 

(2) 58 128 136 
1 ((') 
;, 

10 

71 
ili 
82 

1.15 (J) 
186 (K)
207 

I 
' 

1·11 
141 
144 

12 
12 
J.I 

83 (F) 
85 (El 
8a 

148 (L) 
148(Q) 
lii3 

15 (lJ) 81i 157 (0) 
IS (Ill 81l 1.,11 (N) 
20 
Z! 
25 

03 (nl 
!H (H) 

101 

162 
Wi 
169 

211 rAl 121 (ll 172 (1\1) 
4S 
52 
/Ill 

ua 
H4
In 

li7 
180 

i~ 
_ 

I 

_~~~:J 
I Letters in jlllrl'ntil('s,'s ilHlicIIIl' lh,' llt'rC<'ntll~('s fQr th(' 17 banks selected for special study. For descrip

tion of I!roups of hanks, SI~P tabJ<\ 12.. 
, Guin of 24 ]l.'fl'l!nt to stockhoifl(·rs. 

EXA,\llNEHS' APl'RAISALS OF CONDITIONS OJ<' BANKS 

State bank examiners cannot be said to have prepared comprehen
siye SllllUlHWY stn.tements embodying their views as to the conditions 
of the banks during the period ('oyered by this study. Their findings 
and comments were scattered throughout their reports. The nearest 
approaches to summary forms and statements were represented by 
the schedule summarizing all assets classified as slow, doubtful, or 
worthless, and by a conduding see.tion of confidential remarks. The 
latter dealt mainly with points of weakness for which corrections were 
sought, only occasionnl1y reviewing points of strength. From these 
remarks, and the summaries of slow, doubtful, and worthless assets, 
howeyer, it is possible to arriYe at n judgment as to examiners' 
opinions of the bnnks. 

Although differing ill some respe('.ts, national bank eXl1mine.rn' 
reports also contained SlllllllHl.ries of the assets classified as slow, 
doubtful, and worthless. These were made n,yailable for use in this 
study. The ('ollfidential !"euUl.rks of national bank examiners, how
eyer, were [Jot mndp a,'aiiabie. Sueil dntn ns nre presented on the 
comments of examiners ref('r only to State bank examinations. 

PREDEPUESSION APPRAISALS 

Assets dassified ns slow, doubtful, and worthless consisted, in 1929 
as in later years, chiefly of lon.ns and seeurities, but included certain 
other items, Muong which reni estate ",ns the most important. Owing 
to their diversity, it is impossible to characterize precisely the items 
included in the cinssifien,tiol1 but predomilHLlltly they were nssets that 
already had depreein,ted in \<alue or on which the risk of future loss 
wns large. 16 

.. s,·,· "arli~r pag('s tl~IIIiD~ with ~xalllin~rs' classlflclItions or 10llns nnd securities. 
30] 7116"-41---6 

http:large.16
http:eXl1mine.rn
http:respe('.ts
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In table 51 the assets classified in 1929 as slow, doubtful, and worth
less are compared with the total assets and the capital funds of the 58 
country banks covered by the study. Examiner,,' comments on the 
conditions of the banks are summarIzed in table 52. 

From both the comments of examiners and their classificat,ions of 
assets it appelll'sthat the examination procedure followed in 1929 suc
ceeded generally in separating the stronger from the weaker banks. 
Banks that were to survive the depression without reorganization 
usually received much less criticism than did banks that were to fail 01' 
to establish depositors' trusts. But in numerous cases, the comparative 
strength or weakness of banks apparently was not detected. Such 
shortcomings ml1y be ascribed in part to the wOl'k of examinel's, but 
appeal' to have been due mainly to the fact thn.t the examination pro
cedure was not well deRigned for ItpprniRing the banks' securities 
holdings. 

By 1932 the assets classified as slow, doubtful, and worthless had 
increased substantially in relation to the totlll nssets and capital funds 
of most of the banks (tl1ble 53). The general effect of the changes 
was to reduce the appearance of marked superiority enjoyed by the 
banks that were to survive without establishing depositors' trusts. 
For some- banks, such as A, E, G, H, and Q, however, examiners' 
classifications in<licated an improvement in condition from 1929 to 
1932 which does not appenr to have been justified (table 44). 

TABLE 51.-RelaUon of all asset.~ cla.~sified as slow, doubtful, and worthless, to the 
tntal assets and capital fllnds of country banks in 19{d9 1 

[Army of ratios for individulIl blinks] 
-,-~-  ------_.-------~ 

of elllssifle(\ nssets to (otnlnssets Hlltio of clnssifl(·d assets to CUllital fundsI HI~o 
" -~--.---~~----.-- -~-----~ 

17 bank's 17 bunks i r. banks i 19 blinks 17 banks ~7 blinks' 5 bunks 1 19 blinks
in grouIl in groull in group in groull in group III g~OUp in g~oUp in group 4 

1 2 3 4 I 

------------, -------------I 
Percell t Percent PerCe:T1t Per<e:Tlt Percwt PerCe:Tlt PerCe:Tlt I Percent 

1((') 2 5 1 4 (0) 15 63 12 
I 3 12 (K) 3 5 32 (I) 167 (K) :10 
1 <I (I) 21 4 12 -15 2O!J 32 
1 4 I on oeM) 14 47 231 34 
2 6 t au (.f) 5 16 50 355 (J) 46 (M) 
3 CD) ~ (~') ! 8 (0) 25 (D) I 70 (ll) 65 
3 ( , 10 27 88 73 (0) 
3 8 II 30 99 90 
6 10 (El) 12 39 , H}\ (F) 109 
7 (D)! 12 13 (Q) 52 106 111 (Q) 
i 12 13 57 107 118 

10 I 14 15 (N) 60 (ll) 1M 143 
10 14 IS 72 173 187 (N),11 14 20 81i 181 ~E) 102 
11 20 26 (1') 107 (A) I 2{7 0) 218 
14 (A) 1 21 (E~ 27 121 250 246 
17 30 (G 28 I378 314 (P) 

3a 127 369i 
i 40 (L) I

I 
450 (Ll 

I Letters in punmtlwS!'s inclicnt~ the perccntages for the 17 bunks selected for special study. For descrip' 
tion of groulls of banks, sec tUblu 12. 
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TABLE 52.-Number of State banks to which bank examiners' comments on con
dition of banks were applied, 1927-29, 1932-3f}, and 1934-35 I 

I , ! ,1932-33 '. 1_~934-35_1027-29 

Item and comment 'I II I ~ I 5 I n I ill ! ~ 5 M' ill I II
l~b~b~bl~b~bf~b~b~bll~bl~b 
I ill . ill ill: ill J ill ill ill ill ill' m 
~~I~~U~U~!U~t~~~~~~~~I~~ ___________._1_--=-:_3_:_4_)_1_,-=__3___4_1_1__1-=-


Management: : No. No. No. No.' No. I No. No., No. I No. No. 

~~~~llent:~::::::::::::::I' ~ g ? ? ~ l g, gI 1 1 
FaiL... " .••. ________ 0 2 0 1 , 1 1 0 i 0 I 3 

Weak......... ·----------1 3 i 2 200 2 2 2 00 0 I 2 I 0 00 • 11Uncooperative........... 1 0 00 ' 

Antiquated ........... _._ 0 0 0 0 I 0 0 0 1 ' I 
No commcnt.*~ ___ ._*_~ 2 3 2 8! 3 i 3 10 1 0 

Financial condition: I 
Excellent.. ... ••. , ..... , 1 0 0 00 I' o o o· o I o
Good........... __ ...._.14 0 0 o 0 1 o o 
o 

o 
o O! o 

o 
o o 

o 2 01 2 o o o o o o o~~~fi~i~i::~=~~~~~~~~~! ~ ~ goll i : 10 10 ~I 12 9 11
Liqu'dity:

High.. ... ___........__.1 2 0 0 o. o o! 2 3
Good .............. _______ , 0 0 0 I 0 0' 01 4 I 

Fair....... •.. •..··-·--·r 3 9 gI 0 O· 0, I 2 


1 o 01 o~\~omme~t~:·::::::·:::, g g 5 , ~ ~ I 3;8, 4 10 
Enrni!lgs~ , I 

HIgh .. _......_. ___... ' 0 0 0 o o 0, 
4 1 O· 1 4 2 

2 
1 2 4 6

~~L:·::::::::::::::::::l g ! g o 1 o 
o 

o 
o

~I grKo eomment. ....... , 7 4 5 8' 8 o
7, 9
Capital and reserves: 

Keed more capital. I 0 I o o oi o 0: 1 1 o 
Need larger reserves"'_'i 2 I o 2. 4! o 0 1 OJ 2 o
Capital absorbed by real , 


estute.. . ... r o o 1 o o 1 1 i 
 o . o o 
Capital impaired ..:\ o o o 2 1 2 2, 6 f 2 o
Need assessment. ......_. o o o 1 o 1 o I o o
K eed trust. __ ..... '" .. .. o o o o o 4 oi o o
No comment _.. .. _.. 9 8 4 9 5 5 116 ?I 7

Miscellaneous points: 
Cash reserVeS dcOcient.. ! 3 1 o 3 4 4 o
Excess borrowed money .! o o 2 4 2 3 

5 
I o o 

1 

Excess slow, frozen, 
doubtful. and worth· 

less loans ..... _....... 1 4 3 9 2 j 3 8 5 7


Excess low·grade bonds __ ; 1 o 1 o 1 o o oo I 
Excess real estate ..... ' o 

0 
5'1 2 3 0, 2 1 3 o o

Need consolidation ..... o o o 0: 1 o 3 o

No comment. 6 4 ' o 5 0 3
I 3 . 2 4 

1--------.-------.:..--.:..-~--:....--.:.....-...:..-----.:..--

I Multiple comments sometimes make tbe number of banks for wbich comments are reported greater than 
the number of banks covered by the study. For de.scription of groUJls of hanks, see table 12. 

2 Commeuts from examination reports prepared in late 1931 were used for several banks that closed before 
being examined ill 1032. 
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TABLE 53.-Relation of all assets classified as slow, doubtful, and worthless, to th(J
total assets and capital funds of country bank.~ in 1932 I 

[Array of ratios for individual banks] 

Ratio of classified assets to total assets Ratio of classified assets to capital funds 

16 banks 15 banks 4 banks 11 banks 16 banks 15 banks 4 banks 11 banks 
In group in group In group in group in group In group In group in gl'OUp 

1 2 3 4 1 2 3 4 

Percent Percent Percent l:Jercent Percent PeTce"t Percent Percent 
3 
4 
5 (0) 
6 

12 

(')
32 
10 (1) 
11 (IT) 

312 

23 (Ie) 
28 
53 (J) 

383 

'(P) 
7 (M) 

12 
13 (Q) 
14 

17 
21 (0) 
29 
49 
52 

('J
'9 
53 (IT) 
62 (ll

375 

290 (Ie) 
379 

3420 
465 (J) 

'(P) 
56 (M) 
09 
94 (Q) 

106 
13 15 27 66 95 11:1 
14 (D) 
17 
18 (A) 
21 

17 (E) 
19 (F) 
19 (0) 
19 

27 
40 
48 (N) 
50 

89 (D) 
94 (<\.) 

110 
112 

118 (E) 
126 (0) 
139 

318i 

121 
344 
444 (N) 
515 

21 21 67 131 201 (F) 570 
23 26 139 234 
23 329 16S 282 
24 
29 (D) 
66 

36 
38 

I 
172 (D) 284 
174 ! 404 
208 i I 

1 Letters in parentheses indicate the percentages for the 17 banks selectcd for special study. For descrip·
tion of groups of banks, see table 12. 

'No data. 
1 Indicates percentages for banks which had cllminated a portion of assets through reorganization before 

date of examination. 

The deterioration in condition indicated for most banks was 
moderate in relation to the changes that had actually taken place. 
Supervisory officials apparently refrained, as far as possible, from 
actions that might serve to aggravate a banking situation that was 
rapidly becoming critical. In conformity with this tendency exam
iners were extremely reticent about commenting upon the banks' 
conditions (table 52). 

APPRAISALS IN 1934 

In 1934, when the volume of criticized assets reached a peak, the 
need for cautious restraint on the part of supervising officers was no 
longer apparent. (The peak for national banks was reached in 1933.) 
An improved economic situation, and numerous facilities for rehabili
tating banks, enabled supervisory authorities to require that banks 
retire their losses and strengthen or dispose of assets on which there 
was large risk of loss. Moreover, preparations for the introduction 
of deposit insurance and the reali.zation that predepression standards 
of supervision had been too lax, imposed some degree of responsibility 
on supervisory officials to ma,ke their examination standards more 
rigorous. 

The changes made from 1932 to 1934 in the methods of classifying 
loans and securities as slow, doubtful, and worthless have been 
described. A more rigorous attitude was taken also with regard to 
the real estate held by banks; and the banking offices, furniture, and 
fixtures frequently were valued on a basis that showed substantial 
depreciation. 

As a result of these changes, the criticized assets increased greatly 
in relation to the total assets and capital structures of the banks, 
except as certain of the banks had eliminated weak assets by reorga,n
ization (table 54). Ll1l'ge increases in criticized assets occurred in 
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nearly all of the banks that survived without establishing depositors' 
trusts, and even in some of the banks that had established trusts. 

To a small extent the verbal conmlents of examiners also refled 
these changes in examination procedure (table .52). For example, 
management, liquidity, and earnings were commented upon more 
frequently than in 1932. Even in 1934 and 1935, however, the records 
taken of examiners' comments do not indicate that the positions of 
the State banks were reviewed thoroughly in examiners' concluding 
remarks. 

In numerous ways not discussed, as well as in the classifications of 
loans and securities, the examination procedure h~lS been improved 
greatly since predepression times, and examiners now appraise th(, 
conditions of banks much more thoroughly than formerly. In 
addition, the requirements of banks ha"\Tc been made more strict and 
supelyisory authorities have been given additional powers to enforce 
these requirpments, such as the power to forcp tbl' removal of manage
ments that persist in following unsound prnetic('s and the powel" to 
move for a discontinuance' of deposit insurance. In thpse' and other 
ways tbe' prote'ctiOll a.fIorded by public supelTision of banks has been 
grl'atl~T enhanced. 

TABLE 54.--Relation of ail assets clussijirci as slow, dOllbtfl/l, and worthless, to the 
{oluZ asscls and capital funds of cOllntry banks in 1.93.'1 1 

[Array of rntios for iudi\-idual hauks] ---------------- --------------1 
Ratio of elnssitkd nssrts to total i Hntio of elns,Uk<l ""B('ls to 

nssets ' enpitnl funds , 

Hi hanks in 15 hnnk~ in 10 banks in 15 hanks in 
I

~rnllp I ?:ron{l2 ~r(}up 1 group 2
~--"-~ ---~. 

Percenl Percent Perce"u! Perclul 
7 'Cll .J1 3m 

16 32 80 '12_1 
16 '4 bS (C') :J 2i 
17 Wi '"I 117 331 
17 314 rll) 128 3.il (H) 
19 (D) 314 1:15 (Il) 3 !l9 
20 3 14 140 3 lOa 
22 '1.5 eEl IX-l 3104 rE) 
2·1 32,' 204 3125 
30 32q 205 31fiil 
33 32.'\ 21i 3209 
39 (Aj 45 (p) 220 :I 282 
45 '49 23S (AI 3357 raj 
-If> 3 !l0 co) 294 , 509 
.i:! (ll) ai.t 357 (m IIOr. (£0'\ 

I LCLll'rs in pan'nthes~':; inciicul(l tll(' pl'rc('otnl:ws for till' hunks s(lleet(l{i for sPN'inl study. For description 
of~roups Qf hunks, 8('(1 lnhlC' 12. 

, No data. 
s Indicah$ perCl'ntllg:es for hanks which hud ll1iminntl'd n portion of Assets. turoug-h reorganization befure 

date of examinat.ion. 

MEASURES FOR STRENGTHENING BANKS 

Interest now shifts to the question whether tht' banking systf'DJ of 
Wisconsin can be so improved that economic disturbances of the 
future will not, like those of the past, be accompanied and aggravated 
by widespread banking diffieulties and acute shortages of credit. 
Although much has been accomplished during rl'ct'nt ypars toward 
improving the banking system, not only in Wisconsin but throughout 
the country, it is the opinion of the writer that certain additional 
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measures should be adopted. These measures are discussed under 
two headings: (1) Proposed changes in methods of appraising condi
tions of banks, and (2) proposed changes in banking policy. First, 
however, it will be well to rovie,,,, the principal shortcomings demon
strated by Wisconsin banking and the measures already adopted for 
their correction. 

PRINCIPAL SrrORTCOJlIINGS OF BANKS 

Large numbers of banks in "Wisconsin were unable during tho 
depression to satisfy three of the essential conditions of sound, service
able banking. They were unable: (1) To maintain the availability 
of depositors' funds, (2) to protect the principal value of such funds, 
and (3) to maintain the volume of credit needed in their communities 
and justified by borl'Owers' circumstances. The failure of banks in 
Wisconsin and elsewhere to satisfy those conditions not only subjected 
individual depositors and borrowers to beavy direct losses but had 
deflationary effects that produced indirect losses of probably oven 
greater extent. Vast amounts of purchasing power were either 
destroyed or immobilized during the depression by the imperfect 
functioning of the' banking system. 

The unsa.tisfactol'Y fllletioning of the banking system during the 
depression was due in no small measure to inherent characteristics of 
the system of independent unit banking. This system of banking, 
,,,hich is dominant in most parts of the country, has many virtues, 
but it also has cl'rtain dde'cts that have caused it not to be dependable 
in times of difficulty. Among these defects are the inability of unit 
banks to share losses, their inability to make large deposit transfers 
without converting loans and investments into cash or credits at 
other banks, and their inability to extend credit unless adequate 
reserves are available to banks at the points where credit is to be 
extended. By way of contrast it may be pointed out that large 
branch-banking systems, with offices in all parts of a. country, can 
sustain heavy losses at some office'S without brcoming insolvent, call 
transfer deposits merely by making book entries, and can use their 
available reserves as a basis for extencling credit through any of 
their offices. Indepmde'nt.-unit banking offers the advantage of 
local control, but it also plnces upon each community the responsibility 
of absorbing its own lof,;t's and of providing the resources from which 
credit may be extrndeo n.nd deposits may be liquidated. 

"Then economic conditions are favorable, unit banks hn.ve littl(' 
difficulty in operating successfully, for losses are small, and if banks 
in a giyen locnlity should slIst;n.in drposit shrinkages, assets uSllaUy 
can be shiftrd easily to other sections of thr country. When economic 
conditions in the country at large become unfavomble, however, 
declines in the prices of srcurities or disappearance of markets for 
certain classes of loans that normally have lTJltrkets, makr it impossiblc 
for the banks to convert their assets into funds that can br used to 
satisfy depositors' claims and meet locnl needs for credit. Nforeover, 
heavy losses impair the solvency of many banks, causing them to be 
closed or "stabilized." '1'he consrquen t freezing of deposits and 
shortages of credit, and the liquidations of assets that occur or are 
attempted, make conditions all the morr unfavorable; depositors lose 
confidence in banks and withdraw funds for hoarding; and bunking 

http:slIst;n.in
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difficulties increase in scope and intensity. Thus unit banking breaks 
down in a time of economic disturbance when a closely integrated 
type of banking might remain intilct. Such a break-down occurred 
in Wisconsin and in other pm·ts of the country during the depression. 

It is important to recall, however, that there were great differences 
in the experience with various classes of bank assds. In most cases, 
short-term high-grade securities remained convertible and producl'd 
negligible losses ('ven dUling th(' worst of tht' depression, and there 
were also small losses and considerable liquidity in local loans used 
to finance current farming and busin('ss operations and consumer 
purchases, and in the more conserYtltiYely mnde nonseasonal working
capital loans. Some of thl' long-term bonds could hl' sold and some 
of the loans representing long-term credit could be r('financed, at 
negligible loss, but as a genernl rule ('\7en good assets of these classes 
were difficult to liquidate and many proeluc('(l considerable loss. 
Heavy losses were sustained and but smnll liquidation obtained 
from loans und s('curities of poor quality. 

Despite the inherent weakness of unit hanking it appears that 
"Y'Tisconsin banks could hu v(' met their comml'rcial banking liabilities, 
protected their solve11cy, nnel I"('neler('d un adequate short-tt'rm crf'dit 
service in their commnniti('s llild tlwy not het'n d('pply engaged in 
savings banking. At t}H' b('~inning oJ the dt'pression most of th(' 
banks covered bJ' this study IHid sufficient assets of the kinds that 
proved liquid and s('eUI"(' during t}w dpI)f·pssion to assure their ability 
to pay their demand c1rpositors in full, provici('d thpy had to meet no 
other liabilities. As thf'l"e was no possibility that ul) demand deposits 
would be withdrawn, it seems pro habit' that the bunks, by operating 
in the more liquid nnd secUl"P sectors of crpC\it, could hav(' functioned 
successfully as commerciul banks. 

Their participation in savings bunking, howl'ver, had greatly in
creased their obligations to depositors ov('r thos(' related to commercial 
banking and had so incr('ased tlwir lending powers as to force them 
deeply into long-term loan crpdits aud Icng-tt'rm securities. In the 
course of the depression, withdrawals hy tim€' and savings depositors 
accounted for about two-thirds of the totnl shrinkage of deposits and 
requirrd a much greater liquidation of assets than could be accom
plished with th(' kinds of assets that had been acquired in the banks' 
savings-bl1llking opt'rntions. 1tIoreoyer, the losses on such assets 
were great('I" than many banks could ahsorb. Thus the break-down 
of Wisconsin banking ftlrilities ap]wars to luwe resttlted chiefly from 
th!' banks' savings and investm('nt operntions, which seem to hav(' 
been especially ill-adapted to unit hanking. As commercial banking 
fLnd savings banking wel"(' comhin"d In th(' same institutions, failure 
in the savings-bankillg portion of the banks' business brought also a 
disruption of commcrciul brmking facilities. 

In addition to these orgunizfLtiol1ul causes of difficulty, there w('re 
other fuctors that prpvel1ted the banks from functioning smoothly. 
One of these factors wus the failure of mlmy bunkPrs to stay within 
reasonably safe limits in thejr lpnding and investment practice. The 
large amounts of poorly protected loans and low-grade securities held 
by many Wisconsin banks at tilt' beginning of tIll' depression indicates 
that such banks had hpPll ('ngugpcl extensively in risky types of 
financing. Assets of these kinds caused banks to sustain losses, nnd 
to lose liquidity, out of all proportion to the needs of the case. Another 
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source of difficulty was the practice, which apparently developed most 
rapidly during the 1920's, of financing the operating and working
capital l·equiremellts of large commercial and industrial concerns by 
means of loans on securities and purchases of long-term bonds. Al
though Wisconsin banks adhered to the traditional practice of financ
ing the requirements of local concerns on a short-term basis, they 
joined with banks in the financial centers in purchasing long-term 
bonds and making loans on securities to finance the requirements of 
large commercial and industrial concerns with a Nation-wide reputa
tion. 

TIns method of financing placed the large corporations in control of 
capital funds for long or indeterminate periods, and accordingly as the 
large corporations gained this advantage, banks lost their power to 
recall funds from the industries. Even when the depression brought 
lower inventories, lower operating costs, and a lower volume of re
ceivn,bles, so that the operating and working-capital requirements of 
the large corporations were reduced, country banks were unable to 
recall funds no longer needed by the large business corporations, or to 
require the corporations to shift their borrowings to banks in other 
sections where funds were more plentiful. The most that they could 
do was to collect call loans and try to find purchasers for the long-term 
bonds which they held. Such mensures placed the sl'curities markets 
under hefl,vy pressures and, combined with dubious business prospects, 
caused drastic declines in the prices of securities. Though banks were 
able to regain possession of considcrable amounts of funds by these 
measures, the burden of providing tIl(' funds fcll not upon the borrow
ing industries but upon others, and the effect of attempting to liqui
date a large portion of the il1vt'stment securities outstanding was 
extremely deflationary. 

Additional strongly depressing effects resulted from tht' fact that 
many of the long-term bonds dcpreciated to such nn l'xtent that they 
could not be sold without impairing the banks' capital struetures. 
When banks were thus preventcd from mceting depositors' claims, tIl(' 
ensuing receiverships or stabilizations immobiliz('d purchasing power 
that otherwis(' would have been used in ways that would have helped 
to maintain business volume. :Moreover, even when depositors' 
demands could be m( t, the banks' inability to sell such bonds frl'
quently caused them virtually to cease making new loans and to forc(' 
liquidation by local borrow('rs who had been final1ced with short
term loans. In many cases it was nl'cessary to clos(' out the very 
borrowers who could use credit most advantageously, merely because 
they could the most easily be forced to pay. Borrow('rs needing sens
onal credit often had to b(' denied advances at fi time when their 
proposed purchases would hav(' done much to maintain business and 
arrest deflation. 

It is not to be supposed, how(\ver, that adherenc(' to tIl(' traditional 
practice of financing the operating and working-capital requirements 
of large business concerns by making short-term loans or by purchasing 
commercial paper and short-term securities would have enabled 
Wisconsin banks generally to remain solvent and to operate service
ably during the depression. Though this practice would have in
creased the liquidity of the banks, the improvem('nt in this respect 
would hardly have sufficed to enable the banks to meet the combined 
demands of demand and time depositors and continue to provid(' 
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ample credit facilities to local borrowers. :Moreover, even though 
substantial losses mi!!,ht 1111Y(' been avoidpd, it seems probable that 
losses would still ha,\"(' bpen so great as to impair tIl(' solnncy of many 
banks. As long as tim(' and sayings d('positors are pl'rmitted to 
withdra,,' funds virtually at will, unit banks ('ngaged in savll!!,s bank
ing are likely to have serious difficulties in mp('ting their liabilities 
and operatin!!, efficiently as local credit institutions during adv('rse 
p('riods, and thp losses 011 ass('ts of the tyP('::; that han' b('('l) ('ommon 
to sayin!!,s banking in this Stat(' are likdy to causp widespread in
solvency. 

:MEASURES ADOPTED TO hlPROYE CONDITIONS OF BANKS 

Of the meaSUl"es already adopted to strengthen the banking struc
tmp, four appear to be of outstanding importance. First was the 
cl'('ation of tile Hecons1.ruction Finance Corporation in 1932 and its 
continuation to the prescnt time. The Corporation was of great 
assistance to many banks in ll1el'ting tIl(' demands of depositors in 
1932 and 19:33 and has sincl' played an indispensable part in the 
program of strl'ngtlll'ning tht' capital structure::; of banks. A second 
yery important mpasul'p was the provision of deposit insurance. Such 
insurance adds greatl", to the protection of depositors against losses 
from banking difficultIes and giyes banks a large measure of protection 
against run::; by depositors. Third was t11(' granting of enlarged 
lending powers to the Federal reser\'(' banks. Theil' present authority 
to lend on virtually any sound asset places the Federal reserve banks 
in position to 1)(' of much more selTice to member banks than was 
possible under the earlier eligibility requirements. Fourth were the 
greater powers nnd responsibilities given supen-isory authorities. 
vYith power to defil1l' the grades of securities that member banks 
arc authorized to purchase and to require the removal of bank man
agement::; that are following unsound policies, supen-isory officials 
han been able to exel't a strong infiul'IlCl' toward bringing about im
provements in the capitalization and assets of banks and consolidations 
or absorptions of banks too weak to stand strongly alone. 

K umerous other measures ha\'(' operated to relieve or inlprove the 
banking situation even though they may have been intended prim
arily to serw other purposes. .,l~otable among such measures are the 
strengthening of the Federal land banks; the creation of the Federal 
Farm :Mortgage Corporation, the Home Owners' Loan Corporation, 
and the regional agricultural cl'edit corporations; the devaluation of 
the dollar; and th£' adoption of variOlls governmental programs in
volving public expenditures for relief, public works, and agriculture. 
Th£' Fecleralland banks, F. F. M. 0., H. O. L. 0., and regional agri
cultural credit corporations enabled banks, particularly from 1933 to 
1936, to refinance large amounts of assets that could not have been 
liquidated otherwise and, in many cases, saved banl~s from sustaining 
heavy losses. Devaluation of the dollar, combined with the gold- and 
silver-purchase programs contributl'd strongly to the increase of bank 
reserves and bank lending power that has occurred since early 1933. 
Public expenditures for relief, public. works, and agriculture have 
helped to maintain the deposits of banks in places where falling prices, 
a slackl'ning of business acti,-ity or growing unemployment tended 
to cause sharp declines of deposits. In addition, these and other 
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programs have resulted in the issuance of large amounts of Federal 
and federuUy guaranteed securities that have been available to banks 
for investment. 

At present, the banking system appears to be in a strong position. 
Reserve ratios are at exceptionally high levels; the banks hold fl,n 
unusually large proportion of their assets in forms that presumably 
may be sold or refinanced easily; the facilities for borrowing upon 
their assets are greater than ever before; and they have protection 
against deposit shrinkages not only in deposit insurance but also in 
governmental programs that transfer fmlds to areas from which 
economic conditions tend to cause a strong outtlow of funds. Though 
it would not require much of a drop in security prices to impair, at 
least temporarily, the capitals of many banks, tIl(' present banking 
situation, appel1rs to hold no immediate danger. There is a very con
siderable danger, however, that the situation may change in the C011rse 
of time in ways that would seriously impair tl\(, strength of tbe bank
ing system. The potentialities of such a development arise from two 
elements in the present situation. 

First is the fact that banks have been able to fincl employment for 
only a portion of their lending power. If and when there are oppor
tunities to increase their credit extensions, banks 111'(' likely to increase 
their loans and investments and to enlarge their liabilities. The po
tentialities of expansion, so far as bank lending power is concerned, 
are very great. wloreover, such expansion as occurs seems likely to 
appear chiefly in the field of long-term credits. For many years the 
general tendency has been for savings and investment banking to 
grow more rapidly than commercial banking. A development may 
be visualized, therefore, which would involve a substantial expansion 
of bank assets and liabilities, the liabilities being payable on demand 
or short notice and the assets consisting, in increasingly large propor
tions, of loans and investments representing extensions of long-term 
credit. Unless the behavior of bank deposits and the performance of 
bank assets of this type change radicaUy from the patterns displayed 
in the past, a severe business recession could wreak havoc with a 
banking system in this position. 

At present these patterns are strongly influenced by Government 
policies with respect to public expenditures and by financial agencies 
established by the Government. But these may be changed in the 
course of time, and this possibility is a second source of danger. Even 
now banks in many sections of the country would be under consid
erable strain if public expenditures for agriculture, public works, or 
relief were curtailed, for such expenditures serve-to mention only 
one effect-to maintain the deposits of many banks at far higher 
levels than would prevail without them. }"loreover, the market for 
Federal securities is now supported by various Federal agencies at 
times when support is needed; and certain Federal agencies are en
gaged in refinancing borrowers on considerably more liberal terms 
than have been customary in the past. Such operations maintain 
stronger markets for bank apsets than would otherwise prevail. If, 
as seems within the range of reasonable possibility, such supports 
were gradually reduced during a period of increasing business ac
tivity when banks were expanding their assets and liabilities, and 
were slow in being restored during a period of business recession, there 
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is little reason to doubt that widl'-spreael banking difficulties might 
OCClll' ngain as in the past. 

It is not 1)(>(,(,8S[11'Y to con lemplu.tl' auy drnsti(' clw,nges in govern
menlal policies and facilities to {l'pl thltt n sound!'r banking situation 
would prevail if the banking syst!'m itself worp str('ngthmwel so thai, 
it would bl' It·ss dependent on such policies and facilities. 11ol'{'ove1', 
insofar us the bn,nking system can be mado capable of functioning 
smoothly and cHicil'ntly without assistanC(' fwm li'ederal ageneil's, 
th(' burd('ns of Government dlU'ing periods of economic distul'banc(' 
can bl' lightened. \Yhen one adds to thes(' eonsidprntions the possi
bility that Govprnnwnt policies and facililil's may Iw ehangpel at sonw 
tinlP in thp flltur(', and that a substantial expansion of bank CI'pdit 
probnbly would \\'('n};:l'n thl' banks, therc' app('fiJ' to bl' compl'lIing 
I'l'llSonS for attompt ing to incI'easl' thl' inh('l'pnt stn'l1gtll and fll'xibility 
of the bUlIking system. 

To nccomplish tl]('s!' obj('cliv('s. it S(,PIHS n('('('ssHI'y to change til(> 
policies and 001T('('t I'h(' ol'gl1nizaliollnl \\'(,l1kl1(,8s('s that 1Iav(' inlpJ'
f('l'pd in tht' past with tll(l ('fIicient fllnctioning" of banks. The spncific 
llWaSllrl'S proposed 11.1'<' based on tIw assumption that. unit banking" 
will contiml(' to be the dominant form of bl1nlung in "Wisconsin. 
'1'hp)' necordingly art' illlen<ip<j Lo suggest wnys by which the service
nlJility of unit banks may be incrcased nnd made more dependahll' 
AlIotlH'r I1ssumption I1lso und('rIil's thp suggt'sted mensmes-that it 
is hpttpJ' fo1' fuuUlcinl institutions to rondcr dpppnclable services within 
thosp fil'lds for which tlwy al'C~ psppcinlly wpU adaptpd, than to operate 
ill \-il'lun.lly all Holds of finanep and I'lHl til!' risk of S\l[}'PI'lng a IJl'pak· 
down 01' l)('('oming d('Jwn<ionL on gon'l'lll1lpntnl aid whpllev('r con
ditions IH'C011ll' lInJ'nvol'ltbl('. 

CHANGBS IN MET1I0DS OF ApI'HAISI='IG CONDlTIONS OF HANKS PIWl'OSED 

BY ACTHOH 

The first mea.sure proposed is the development of more cifectivp 
melhods of pl'ed('t('rmining whpthcl' banks could function sel'Ylceably 
pyen if conditions were to J)('come unfavorable. ApPl'l1i8als, it would 
Sl'cm, should 1)(' !timed nt determining not only the ability of banks 
to llwet possibl(' demands from depositors. but also their ability to 
proyidp all adequll,tp and dependable crNiit service in their com
munities. TIH' prolJl1bl(' pifect of an unfnvorable turn in conditions 
upon tIl(' banks' solwney should also be shown. Among the specific 
questions for which answers should be sought are the following: To 
whitt extent would unfavorable comlitions bring shrinkages of de
posits to the banks of any given area? To what extent would bor
l'OWPI'S' nrpds for credit and their ability to protect credit satisfac
torilv 1)(' altered? '1'0 what extent would the banks' secm'ities lose 
tlwii: liquidity through depreciation? To what extent would lossl's 
dovelop in the assrts of banks? Would thp banks be able to meet 
the anticipated shrinimgps of deposits and still serYl' borrowers 
efficiently? Would losses impair the capitals of till' banks nne! 
possibly force them into rpceivership? 

ObVIously such qupstions involve many UllC'PI'Lninli('f" It is not 
Imown whether or when conditions of depression will devPlop, how 
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severe they will be, nor in what particular ways they will aft'cct n 
given banle In some mensure, th(lse Ull('prtninti(ls pl'(lspnt insuper
ahlp obstncles to nceuralp appmisol Ypt pwry (lXpOri(lllCpd bankpI' 
n,nd examiner has considorabk knowledge of til(' :;;trains that. neLUll,ll)' 
have been placed on banks and their communities by conditions of 
depr'cssioll, and it is probablc' that tllPY eall form a r(,[lsOIlIlobly sound 
judgment ns to wllPLher banks could function scrvic('n.bly undc'r 
strains of equal for'c(' if such should devl'lop ill thl' TIC'Hr futur(', If 
appraisals tllke nccoullt of til(' pnst ('xIWril'llec' of ballks undc'r dl'pl'ps
sion conditions. and if bnnks follow policil's thn.t s('('min~d)' will 
mnintain thpm in position to withstand any strainH thnJ PXIJPI'iPllC(, 
hns inciico.tNj fi['p wi tit in tIl(' l'<,ltlmH of I'pu.sonnhlp possi bili ty, t!1PJ'(' 

should 1)(, mueh kHH clistul'i>an('.(' from banking diHieultips in til(' 
futtu'p than in til(' pnsL It is possible'. nlso, lIlfl.( the' l'PsLrnining 
influence' of sueh policioH would tplld to IH'C'\'pnL tlH' C'xc('ssivc pxpan
sions of cl'pdit that frN[upntly pl'('cl'{ic' ('conomic d('prcssions, 

This study has shown how till' dpprosHion following 1029 affpct£:'c\ 
,Yisconsin banks, liHing dn.tll 011 the' conditions of cC'rtain banks 
in 1929, and datn on d('~posit shrinkng('s !1nd on tlw porformanc(' of 
YaI'ious class('s of nsspts during LIll' d('pn'ssioll. an ll.ttelllpt wns mad£:' 
to dC'yisc a llH'tbod of npprn iHal tho t would ho vl' shown. if applied 
in 1929, how well (or how poorly) thl' hnnl.;:s \\'('1'£:' pl'opn.r('d for tIll' 
cll'p1'ession that wn.s to d('y(']op during thl' nl'xt fow yoars. This 
ul('thod is c\('scl'ibl'C1 ill til(' following pnges to illtlstmtp cprtain pru)
ciples which, it is Lw]i(,Yl'd, might be employ('cl to ndvantag£:' in 
appraising the conditions of banks, 

API'HAISAL OF LOCAL LOANS 

Tabl£:' 55 illtlRlrotl'H (,ill' mpthodH t1spd in Hnulyzing th0 loans of 
bnnks, 

Thp loans \\"P1'P first cln;;sifiNI according (0 thclir bns('s for quick 
liquidntion. For tbp THlI'POS(,S of illuH(rnJioIl only n f('w brond clnsscs 
of loans wel'(' uS(ld. i\[ost of tlll' smnll lonns to consumers, often 
cnlll'C1 porsono.l loans. weI'(' combined witll seasonal-opl'rating loans, 
[md with amounts nornutU)' expectoci to bo paid within 1 year on 
other loans. to fOI'111 tho cluss d('signnted o.s payablp from current 
incomo, Loans on s(lelll'iti£:'s. ('xcept brokers' loans, werl' included 
n.mong tll(' lonns (,jassiJi('d as depending for quick payment upon 
the liquidn.tion of working cnpitol. Loans on urban homes wcr(' 
includod m1l0ng loans elnssiJioc\ os depNlding for quick pnyllwut on 
the liquic\lttion of fixed Co.pitlll. illuch more findy dividod C'ln.ssificn
tions might b£:' used to n.dvHntng(' by bn.nk(,I's in analyzing thl' loans 
of their own institutions, 

Tbl' noxt stop wo.s to estimo.t(' tit£:' liquido.tiol1 thnt might feasibly 
be exppcted from oncb closs of loans in cnsp condi.tions became 
modl'rately depl'Pssod or n,cutely dopr('ssocl, and the loss os that 
probably would OCCllr in eucb cluss of loans undor those respective 
eOllciitions, /I F('o.siblc\!J liq uidation was tukon to menn thl' liq uidn
lion that banks should and conld req uu'p in order to keep thoir lossPf' 
within l'('nsOlHtbl0 bounds n.nd that borrowers could make without 
serious hn.ndien,p to thpil' cUl.Tent op(,l'fl.tions, This concept wo.s 
hased on tIl(' ossumption thn t bltuk8 aI'(' oblign tl'd to finance tIl(' 
I'eusonn.bh' I'equi.ronwnts of their communities, l'egardless of con
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ditions, and, in so doing, must be prepared to sustain some losses; 
but that they should not allow the accumulation of large losses. 

TABLE 55.-Schedule for estimating performance of local loans under assumed 
conditions of business recession 

Probable performance assuming condition of

-:;o;I~~~ir~~:\~ere-' -1~~u~e'I~~s:~~r::~ession 
-----.. --- -----i~--'--------

Feasible Probable I Feasible ! Probable 
('lass of local loans 5 'liquidnt.ion loss ' liquidation I loss o .___._l._~__ ~__ ~~ ______ ,

E 'C- e- e- 'o
j ,,:: ",,,,'" "'" ~= ~~ ! tI.= 
I 2"2 , ! 

~~ I~"§ '" c> '"co' """ 
8~ § "'u ~ 

:; 
c ~g 

, g; eo I ~-a 
"'c E~.8 -< = "..:::: ~ 

! r:E < "..::: ~ 
- --- -_.._~~-~ 

Class I, sound loans which appear to be paya
ble within I year from borrowers' cnrrent /Jo/. Pc/. liol. Pct. Dol. Pct. Dol. Pct. /)0/.
incomcs ___ , _.~ ____ . _____ . __ 25 0 .;0 0 I 

Class 2, sound loans which appear to depend 
for payment within 1 year upon t.he Iiquida'
tion or refinuncing of farm chattels, the cur· 
rent assets or business firms, securities, 
notes, ond rnortgn~~_ _ ._~.. .. __ I" : 30 i 10 

ClflSs 3, sound loans which uppeDr to depend . ! 
Ifor liquidation within I )'ear upon the sale 51 I 

or refinancing of farms, homes, aud busi· 1 

ness properties . . 5 ' , 20 I 10 . ____ _ 
Class 1, portions of loons thnt are in excess of 

conser\'ati\'e loan limits but ure not worth
less .... __ . 10 ,,0 • i I.5' 75 ._ . __ 

Class n, loans worthless at present 0 100 I ___0 ,__. ~~I.:.:..= 
Total. -----------------i.- ;XXXj XXX, xxx !XXX! 

______L.___. 

I The percentages nrc applie(\ to the total book vulue of 1111 outstllnding lonns in ench respective cla.<s, 

Under this conccpt, the income loans (class 1 loans), though usually 
paid in full within a short period, wer(' not trcated as a type of asset 
that could properly b(' reduced by 100 percent. Under any and all 
conditions borrowers require some current credits to finance seasonal 
opemtions and consumer purchases, and banks should ,be prepared to 
supply this credit. It was considered that reductions of 25 and 50 
percent, respectively, were the most that banks ought to make in the 
outstanding volume of such loans under conditions of modemtely 
severe and acutely severe recession.17 This was not intended to 
suggest that banks should fail to collect virtually all of such loans at 
frequent intervals, but merely that they should be prepared to replace 
collected loans with new loans to the indicated extent, 

Loans depending for quick payment on the liquidation of working 
capital and fixed capital (loans of classes 2 and 3) are, for the most 
part, credits that will be needed by borrowers for long periods, even 
in cases where the underlying assets mlLy revolve rapidly; and if 
banks are to render a satisfactory service to their borrowing customers 
they must be prepared to carry the bull" of such loans for long periods 
and to make some new loans of these types. For this reason the 
percentages of feasible liquidation assigned to such loans were not 
large. The estimated loss ratios shown in table 55 were based on the 

17 These percentages are <'over·aU" estimates, not based, as would be preferable, on study of individual 
borrower's pro ba ble needs, 
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assumptions that some of the loans could just qualify as being satis
factorily protected at the time of appraisal and that bankers. through 
carelessness, would allow some unnpcessary losses to accrue. Severe 
depressions, however, ahVlqs bring heavy losses that must be borne 
by someone, and the bo.uk that earnestly strives to be helpful cannot 
avoid sustaining a part of these losses. 

In case of unfavorable developments, there would be very large 
losses and very small liquidation on loans, or portions of loans, that 
were poorly protected at the time of appraisal (class 4 loans). That 
conclusion is supported by thE' experience of Wisconsin banks as 
depression developed after 1929. Immediate attempt should be made 
to strengthen such loans, and if such measures prove unsuccessful the 
aafest plan, except possibly under acutely depressed conditions, is to 
take the losses necessary to clear such loans from the books. Even 
if charged off, such loans, of course, should receive continued atten
tion in the hope of salvaging as much value as possible from them. 

Needless to say, loans regarded as worthless at the time of appraisal 
(class 5 loans) would not be expected to improve if general conditions 
turned unfavorable. 

To some it ma.y seem inconsistent that the feasible liquidation of 
loans should be estimated as greater under conditions of acutely 
severe depression than under conditions of model'ately severe depres
sion. It was presumed that many borrowers would voluntarily 
reduce new borrowings and outstanding lines as conditions become 
less favomble for the use of eredit and that banks might have to 
require more and more liquidation to protect themselves against 
unreasonably large losses as the protection for loans becomes more 
slender. 

Table 56 shows how the loans of the 17 banks that were selected 
for special study would have been classified in 1929. The unusual 
strength of the loans of bank C and the exceptional weakness of the 
loans of banks °and P were clearly revealed by use of this method. 
Even moderately severe depression would have been expected to 
produce heavy losses in the loans of several banks, such as banks A, 
G, J, L, 0, and P; but other banks, such as C, D, H, and Q, appar
ently were in position to hold their losses at moderate levels under 
almost any conceivable conditions. The estimated feasible liquida
tions of loans varied in different banks from about 11 to 17 percent 
under assumed conditions of moderately severe depression, and from 
about 26 to 38 percent under assumed conditions of acutely severe 
depression. 

Actually, as the depression developed from 1929 to 1933, banks 
which survived without reocganization generally reduced their loans 
more than the percentages shown for feasible liquidation and escaped 
with lighter losses than were estimated. Most of the other banks 
reduced their loans less thu,n was estimated to have been feasible. 
Their losses have not even yet (in 1940) been ascertained definitely, 
but are virtually certain to exceed the estimates. It is believed that 
the management policies followed during the depression were chiefly 
responsible for these differences between the estimated and actual 
performances of loans. 
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TABLE 56.-Local loans held in 1929 by 17 selected banks, classified by type, and 
estimated losses and feasible liqu1:dation on loans under assumed conditions of 
business recession 

Distribution o( local loans in cl855

Est:matcd1 EstimatedI 2 I 3 I 4 I 5 (easible lossIiQuid~tion 

i 
855umlng855ummg-Sound loans appearing Unsound loans Oroup and bank 1 to be payable from _._--

Mod· 'A t I. Mod· AcutelyCur· Non·i Poorly erately cu C l cratelyseasonal Fixed Wortb· severesevere severerent pro· severe.working capital less ' reces. re.ces· reces·income tected feces·
sian sian sion~~t~I.__ sian 

-~ 

Oroup 1: Perccnt Perct!1lt Percent Percent Percent Percent .Percent Percent Percent
Bank A.____ . __ •..• 0 46 31 13 1 11 27 11 18"'1 20 42 34 4 0 12 30 6 10 

49 33 18 0 0 17 38 3 5I:~~ t.~::::::=:::==::1 36 38 22 4 0 15 35 5 9 
Oroup 2: 

BankE..... __ ...... ____ 15 51 29 5 0 12 29 7 12
Bank F __ ......______ .._ 17 37 43 3 0 11 29 6 10
Bank 0 .....____ ._...... 25 20 38 17 0 12 29 12 19
Bank fl. ____ . ________ ..•• 25 31 .j:1 0 0 12 31 4 7
Bank L .••.. __ ._.__ •. __. 23 52 10 6 0 14 32 6 11 

Group 3:
Bank 1. ......._._•._____ 
 22 34 27 17 0 13 29 12 19Bank K .. _.. ___ .._______ 23 26 41 10 0 12 29 8 14 

Group 4:
Dank L .. _. __._.._______ 24 40 17 18 1 13 13Bank M , ___ . ___________ 16 37 36 11 0 11 9Bank N ..•._. ___________ 636 30 , 18 i 0 15 34 7 1
Bank 0 ...........____._ 12 I 35 ' 32 21 0 11 26 14 
Bank ,P .............__.. 22 , 11 24 2 13 17 ~ 

~I iD 

-Ill 29 1Bank Q.•.. .... - ----I 291 !!3 34 4 0' I!! t 32 , 5 0 

9 
I For deSCriptIOn o( groups of blinks, see lable 12. 
'Includes only loans classilled by examiners as "loss." 
3 Estimated (rom classification o( loans hold in 1030. 

APPRAISAL OF SECURITIES 

For apprajsing the securities the method was intended to apply only 
after the fundamental quality of the securities had been determined. 

Two forms were used for entering the book and market values and 
the depl'eeiation on securities. On the first form were entered the data 
for all securities which, at the time of appraisal, were depreciated 
less than 10 percent from book value. A. second form was used for 
securities which, at the time of appraisal, were depreciated more than 
10 percent from book value. These distinctions were intended to 
serve merely as a rough means of separating the securities which 
bankers were likely to feel they could afford to sell, and which for 
that reason might be regarded as currently liquid, from those that 
were CUlTently unliquid because bankers would be unwilling to sell. 
The two forms used in classifying the securities were almost identical, 
hence it is sufficient for illustration to show only one form as in table 57. 

On both forms the securities were divided into six general classes. 
This break-down was based on the anticipated performance of the 
securities should conditions become acutely depressed, the first class 
being highly resistant,the second class being moderately resistant, and 
the third class being sensitive, to strongly depressing influences. 
Classes 4, 5, and 6 include, respectively, current bonds below the 
standard regarded as suitable for bank investment, defaulted secu
rities, and stocks. For securities of each grade and maturity within 
these main classes the book and market values and the current de
preciation or appreciation were entered. 
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TABLE 57.-Schedule for est-imating performance of securities under assumed condi
tions of bu.~iness recession 1 

IProbabl~ Cuture performance assuming conditions 
oC

~ !-------·.,......-~i 

'" Moderately severe Acutoly severe 
'C) recession recession:: 
Co 

Olass oC security ~ Depreci... Liquidity Liquidity I Depreci
o ation ation 

§ 
.<l.!<o -a .g:3 _~ 

~ I ~ -5 
~ , ~ I 

I 

E f!~I'l~ I~ig ~ ~ 
----_·_·_-_·---1-·1 
Ourr6~~hf~ds: I "'~-i-

Grade 1 maturing witbin 
5 years. __ •...... 

Grado 1 maturing within 
5 to 10 yenrs..... 

Grade 1 mnturing within 
10 to 20 years _ . 

Grad~ 2 mnturing within 
3 yenrs__•.__ . __ • ______ . 

Dol. Dol.' Dol. Pel. 
100 

LOll 

100 

Pel. 
tOO 

85 

80 

!OO 

Dol. Pet. 
o 

10 

10 

o 

Dol. 

Grade 2 maturing within 
3 to 5 yenrs_ .,. . .. 

Grade 3 maturing within 
3 yenrs .• __ ... _.... 

Grade 4 maturing within 
1 year.. __ ...._... 

OIass 2: 

98 

90 

o ! ..... 

90 I 
98 

1'" ._90 ... __ _ 

Grade 1 maturing actor 
20 years••........... 

Grade 2 maturing within 
5 to 10 years____ .. __.... __ •_______ . 

100 

95 

o !_~ ___ _ 
o 

75 

60 

15 

25 
Grnde 3 maturing within 

3 to 10 yenrs_ .•..•..• _ . __ .__ ______ ______ 93 o ______ , 
55 25 

Grnde 4 mnturing witbiu 
1 t03years__ ._ ....... _ ._ ..• _ .. ' ___ •••. _. 

Olass 3: 
Grade 2 maturing after 

10 years_ •••.............•_. __________ . 

95 

90 

--'---1 
! 

o _. ____1 

70 

45 
i 

to 

35 
Grade 3 maturing after 

10 years_ •• _•......... _ ._ .._. ______ •• ____ 87 7/ ______ 1 35 45 
Grade 4 maturing after 

3 years__ •_______ ...._ .....•... ___ .. '_' 
OIass 4: \ 

75 12[.. _. ___1 15 45 

Grade 5 maturmg witbin 
1 year. .•...•••.......• 

Grade 5 maturing within 
1 to 3 yoars.••••..•_. __ •.•.•.•.•••_ .••••. 

Default.;;lb~~d~:--·-·----.·---- -..•...--. ••..•. 
Oiass 5._ ••••.• ____________ ._ •... _ 

Stocks: .Olnss 6, hstod____ ._ •______• ___ ...• .. ... 

90 

60 
20 i 
20 I .... 
? I.0. -. 

10 

15 
·10 
40 

40 

__ .... 

i 

90 

50 
10 
10.

I10 i 

10 

35 
70 
70 

-,0 . _ 
OJass6,loeaL .. __________ .-~__I__·_'..J:L..I-.-·-.I..J:L..--..J:L..--..J:L..--. 

~'otaL ...... _.______...•.• __ . .I. ... lXXX, XXXI XXX :xxxi. 
I This sehedule applies only to securities wbieh, at time of appraisal, are depreciated less than to pereent

from thoir hook values . 
• The percentages are applied to the total book value of nil soeurities of each given class. 
3 Estimated. 

The next step was to estimate the liquidity that would remain .and 
the average depreciation that would occur in securities of each grade 
and maturity if conditions should become moderat.ely depressed 01' 
severely depressed, as compared with conditions existing as of the time 
of appraisal. I t was assumed that all securities that would not become 
depreciated more than 10 percent would remain liquid but that those 
on which the depreciation would exceed 10 percent would lose their 
liquidity. No estimates were made of the liquidity likely to remain, 
in case of depression, in securities already depreciated more than 10 
percent from book value. Such securities were considered to be 
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unliquid at the time of appraisal and it was not eA"])ected that their 
position would be irp.proved by a recession of market conditions. 

Table 58 shows the results obtained by applying this type of ap
praisal to the securities held in 1929 by the 17 banks used for purposes 
of illustration. The strongest securities accounts were held by banks 
A, J, N, and P; the weakest accounts by banks F, G, L, 2\1, and Q. 
Even in case of acute depression, more than two-thirds of the seclll'itit's 
of the first-mentioned banks would be expected to remain salable and 
the average depreciation of securities in t.hese banks would not be 
expected to exceed 20 percent. Secllrities held by the second group 
of banks. in contrast, would not be expected to withstand E'ven a 
modt'rately seven' recession without greater loss ofliquidi ty and greater 
a,erage depreciation than would be expected from the securities of 
the fust group of banks if there were an acu tdy seyere recession. 

TABLE 58.-8ecu1·ities held 1'n 1929 by 17 selected banks, classified by type, and 
estimated liquidity and depreciation of till' .~ecurities under assumed conditions of 
business recl'ssion 1 

-- ----, -------
Estimated Estimntt'd 

Distrihution or Sl}curitips by CiflSS :I liquidity deprecia t ion 
n~s1lll1ing-- asslllUing:

---_.-. - '--'''---,
Gronp and hank' 

Standard Substandnrd IMod- \ 'lH" :\1od- 'A' t I ._.___ erately ,CI t )i, ('rately I eu e y 
S('V('fP J S~',\~(ln\ : seyere I s('Vcre 

'I 3 - I ' rec('s- , I ( ,ceR' rt'ces- I re~es-
o ! SiOH i S10n sion I SIQll 

.. ---:-------1----,-·· -,----.- ----i--
GroUjll: 'PercclIl Percenl \.J'erCCnl Percent Percent /Pcrcent ~Percelll :Prrcenl J)erce'1l/ipercent

Bank A r.! 8 - 17 7 I 0 4 ' 86 I G9 • 5 00 
Bank B. 4!l fJ : 35 I 14 0 . () I ~~ ! 51 I 9 I 30 
Bank C _ 23 7 50 , 20 0 0 74 44 I' 12 38
Bank D.. - i 30 lJ :12 , 27 0 ' 0 71 45 15 36 

, ; fOroup 2: ' 
31 4 .. 17 : 0 0 78 ·J7 ! 10 35Bank E .'1Bank F 14 ( 41 37 : 1 () 61 32 19 46 

Bank (} _ ._ ,! 12 37 : 46 1 () 55 24 22 52 
BankEL... "II 47 , , 36 : JO l 0 () ! 81 58 7 26 

5~ [Bank 1..."_ 21 : 11 15 ~ 1 0 78 42 11 37 
Group 3: I 

Bank.T.... ·· .. ·1 45 5 12 : 0 0 89 67 5 20 
Bank K .... _... : 9 33 19 I! 1 0 78 51 11 33 

Group 4: I 
Bank L .. ''' __1 0 0 70 - 0 0 39 31 31 54 

0-BankM. _. __ 5 5 00 0 t) -I J3 30 66 
Bank N'. II J3 12 0 0 80 is 7 17 
Bank 0 _ 4 13 42 , 0 [) 63 45 18 39 
Bank P.. 0 0 0' 0 0 100 87 a 8 
Bank (I .... 7 30 38 0, 0 0:1 38 19 42 

I Helntes only to s('curilies that W('r<' d(,!lI'l'eialedlt'ss than 10 percent from book yuill<' at Lim(' Of examina
tion in 1929; howeyer, relatively f('w of the seellrili('s w('re depreciated more than JO perc('nt from book vnlue 
ut that time,

2'rho cluss(':; or s(Iocllriti(ls un' describ(lcl in table 57. Securities in class{los I, 2. nnd 3 nre now", in the main, 
listed by sUP(',,'isory ollieials!lS stnndard for hank investment. Securities in cla:lscs 4,5, and 6 nrc listed as 
Hubstandard fol' bank in""stment, 

3 For drscl'iption of !(I'OUpS of hanks, see table 12. 

Though stn'ngth or weakness may be cstimat~d from the general 
classes within which securitit,s fall, it is belit'H'd tJidt the added degree 
of precision obtaillablp by use of tIlt' methods described justifies ~ the 
work invol,ed, A ba.nker is much more likely to be impressed by the 
inferior charactt'l' of his bond aecount if the results of an analysis show 
that in cuse of seveI'(' difficulty half the bonds will probably become 
too badly dcprecia.tecl for sale and that depreciation is likely to average 
one-third of the book value of the' bonds, than if' the analysis merely 
shows that about 15 percent of t.he bonds are substandard for bank 
iJlYcstment. (Se<' data for banks Band 1.) 

anli'fW"-41--7 
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SUMlIlARlZING THE LIQUIDITY POSITION 

The form used in summarizing; the amounts expected to be realizable 
from the lonlls and investments and from certain other assets of the 
banks is shown in table 59. Reserve [l,ccounts, cash and collection 
items, call loans llnd commercinl paper, werc' considered to be wholly 
liquid or collectible for both present and possible future purposes. 
TIl(' market vnlue of securities depreciated less than 10 percent from 
book value at tIl(' timc' of appraisal was listl'd ns tll{' prl'sent liquidating; 
valuc' of seeuriti('s, ancl the estimates obtnint'd from nnalysis of the 
s('clIrities wrrl' usrd as thl' liquidating valurs under varying; degrt't's 
of rrcl'ssion. It wns assul1wd that thl' imml'dintl' fl'nsibll' liquidation 
of lot'alloans was nil, sincr borrow('T"s would probably require for the 
tinH' being nIL tIl<' c("l'e1it thl'Y had obtained. Possibility of collecting 
poorly protl'rtl'd 10nTls in the' nem· futun' was disrl'gardecl. For liqui
dation to bp C'xpcrtl'd from loans undC'l" ,-arying dt'gn'cs of rpl't'SSiOll 
tll(' ('stimnt.l's of fpnsibll' liqllidn,tioll obtailll't/ from nnalysis of t11(' 
lonns w('l"C' IIs('d. Estimntf's also W(,fl' Illndl' of tl1(' liquidation to he' 
f'xpC'rt('d from otlH']" I"t'fd l'stnt(' and ot11('1" n.sst'ts. 

TA II I.E 59.-' Schedlile lor esti'lllating liqllidity of bank under aSS11111ecl conditions of 
/wsiness reassion 

Class of assets 

I 
 ,Dol. I Dol. Jiol. 

I. 	('ash and collection 100 Ill'rel·nt of pres- , 100 Ill'rcl'nt of prl'S' ,_____ 100 perc!'lll of pres· ,. 

itf'nu;. j put amount. ' rnt amount. C"Tlt amount. 
2. ('nil loans. _I do '. ~ ; , . :_: ~l~ _':'::::::: ---:: -- ~l~ -~ __ ::-+--:
~: ~e~~::r7~~[.~I~~11i~~j;ose Ii;;: Pn's~~~i -market" ._~~ ..As rompnt('d on _~.As ('omputfld Oil ~ 

predated IN;s than 10 i vallle. g(lct1rit}~ sched~ srcllritj" ~clwd~ I~ 
))<'rCl'Ilt from book I 1Jlt~. \l}£" ~ 
1'1111", lit time of ap· : 
prnislIl). : 

5. Locnllonns 	___ ._ •.• ____ ,1 None .- ___ . ____________ As computed on __ .As compnt(l(i on 
lORn sclll'dull', lonn sciwdllh'. 

6.0tlwrrrult.'stllte do _.. ____ •• ~ __ ........ 1OIH'rCl'nt : _ 15IWrCf'nL.. ____ , 

7. Banking h0115(" furni-, do -"'-- .,---. ~0Ill' XOl1P. ____ ~ __ -----I~··I __ I 

tun' Ilnd fixtures., 1 I 

8. Other assets ~ ••.•. ______ IEstimated __ .. ,__ Estimated .-. ,__~ Estimated ---". 1..::.:: 
,[,otal ____ • ________ • XXXXXXXXXXi _. XXXXXXXXXX: XXXXXXXXXXI,~ 

D,'dllct horrowed money: lOU IlI'rcenl (lfpres· I _. 100 pl'rrent of prl's., I lon pl'rl'('nl of pn·s· _. 
Ii. (I •• hills payable anrl rp· ('r1( mnOllnt. I ('l1tnmount. (lntnmollnt. 


discounts. I . 

Npt liquid assets for pnY·IXXXXXXXXI~'XXXXXXXXXX:--'XXXXXXXXXXI~

nll'll! of dl'posit.s. ,. ' i : 

• •• r" _________ i·Pet. ____ • __ • _ XPcI. i _________ •,;;d: 
Rl'llItlOllofncthqllldasscts I XXXXXXXX '.-- XXXXXXXXXXj IXXXXXXXXXXI .. 

to present deposits. 'I 
, 	 I 

vVhen tllt' appropriat(' al110Un ts had Iwell t'll teI"t'd for t11(' various 
ciass('s of 11SSt'ts in tll(' colllmns h('ad('c\ "Present liquidity" and 
"Estimated liquidity, assuming ('.onditions of moderatdy se\'e}'{' and 
ncut({v se\'prt' ,·p('ession" tht' nmouuts in pnch column w('rl' added. 
From the totals thus obtained the amounts currently owed on out
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standing bills payable and rediscounts were deducted. The resulting 
net amounts, it was assumed, should be available for meeting deposit 
shrinkng-C's, and a comparison of such amounts with the volumC' of 
deposit liabilities should indicfl,te the percentage shrinkages of deposits 
that the banks wC're in position to mC'C't nnder existing conditions, or 
under varying degrees of recC'ssion without depriving local borrowers 
of credits which they might need and be able to protect. 

Tn,ble 60 shows the results obtained by applying- tll(' n,nalysis to the 
conditions of the banks in 1929. Of the four banks which sun'h'ed the 
depression without establishing trusts, 11,11 but one nppeared able to 
withstand deposit shrinknges exceeding 45 percC'nt, in caSl~ of an 
acutely scyere deprC'ssioll, without depriving- local borrowers of 
rC'quir('(i credits. Only two of tIl<.' fin' banks ,,"hich survi,'ed after 
establishing trusts, and one of the pjg'h t ban ks \,"hicll were placed in 
receh'ership, appl'fl rrel to pOssrss this (kgT(,(' of liq uidity. An interest
ing- frulurr of til<.' dnta is thnt SOlllr hunks sC'C'lll('(l u.blr to withstn.ild 
gr('atC'r shrinkagrs of dC'po:-:its, witbout uIl(lul." rrstrieting- local credits, 
uncleI' conditions of r('('('ssion tllllll lind!'!' thr conditions C'xisting in 
1929, wlwr('us til(' 1'(,YC'I'S(' was tnl(, of otlt('/' bunks. Su('h gains as 
npp(,(lrNl likC'ly to d('wlop in Iiquidn ling POWPI' uncl(,!' condItions of 
depl'pssion Wrl'l' till(' to lon,ns, wlwrC'I1S lossrs of liq uidnting power were 
trncen ble mflinly to securities, Bank F, whirh had a high current 
liquidity ratio in J929 because of its laq:;(' IlOldings of securities 
appenrNlless nbk to sUl'Yiv(' n. seYerI' depn'ssion than bank N, whose 
CUlTent liquillity mtio, due to its In,l'ge loan portfolio, was oaly about 
one-tbird IlS high ns tlln.t of bank F. This npIWIlI·l1.11('e was horne out. 
by the facts. Bn,n/.;: N 111C't much In.rger deposit shrinkages before 
failing than did hn,nk F, 1)('fo1'e being- reorganized. 

As 1929 WIlS followerl hy fLn n('utdy sewre re(,ession it was possible 
to tC'st, roughly at kast, thC' \'nlidity of this type of analysis when 
appli('(l to the assets held by bfLn ks in 1929. 'fable 61 shows the res IUts
of such f1, test. 

TABLE 60.- Percentage (~r deposits thai 17' selected banks appeared, in 1929, able to 

pall withoul tiepl'ivinfliocal borrowers of required credit 


~-~~~-- -_~__c_~~ ~~__~~~~~---,-~________ 

I Ikposits Imynbl,· I I D"posits parable 
: IIIHif'r: ~sSllrnNI Con· 

I" 

I 	 i und(\r assumed Con. 
f)"posits ; ("tJOIlS nf- ') I Deposits lions of-

Group and bank I pU\'llbl,· - ~ ~~-.~,,~ __I I pambl,' i ____~_~_~~__ 

attll1)(,o( i I Group and bank I 'lit iillll'Of) , 

apprnisal, l\IO~l,~r" Acutrly , appraisal )'fO~I(':'I_-\cuiClr
i, 

' Ut. h St' 'r (. 'I 	 otd) " C
Sl'\'(lfP . \.r I Sl'\"Clre se\ er 

1 rr:('{'s.'iinn I rt'C('SSI()Il rrC(lssion recesslOn 
.1., '-.~-,c:-'------_I____i__ 

Percelli J~ercelll Perceni' j Percent Perrent t PercentIGroup I: 
ji Oroup 3: 	 jBalik " 50 • 54 	

t 

Blink B 	 511 il Bonk J 20 I 3S27 ; 34 	 45,13 , Hank K, 41 40 

Bank f) I 3·1 i :l!l 

Bank (' 55 I 5i 	 41 

~~ ii (lroW~;:k L 4 I 17 
Group 2: - I 	 34'IBank E 31 I Ii Blink ~[ 28 ' 26 a7

Bank Ii' _ ,';S I 4Ii. Bnnk :-< 22 ' 31 ' 
45 	 44

Bank (1 ,.~,. 24 	 39 :1 Bnnk () 20 24 i
28 	 34

Bank II 70 • nn 1 	 all II Bank P 9 , 221 36
Bank 1 -c·'~::1 49 .1)0 i 	 01 I' Bnnk Q 37 33 , 38 

,17 '. I 
I For drscription of groups of blinks, sec I,able 12. 
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TABLE 61.-Percentagc shrinkages of deposits which 17 selected banks appeared, in 
1929, able to withstand in case of an. acute business recession, compared with 
shrinkages of deposits act1tally sustained during the 1929-88 recession. 

--------,---~------.---..,.-- .. .._-'--;----_ 
Deposit shrinkages that banks-

Excess (-I ~ or 
deficit (-) of de· 

Appeared, In 1929 ,. Actually sustained posit shrinkages Deposits paid able to wltllstand from 1929 to time which banks Bank' from borrowed 
In case of acute when depOSits appeared ahle to money

1recession without 
I' 

reached lowest withstand oyer 
depriYin~ local points durinp; those whIch were 

borrowers of actiye operation sustained 
required credit of banks' 

.. - ... ~---:--..--
1 

c ... .. __ ... .._........ ___ .. _. ~., __ 
K ...••.....•.•.. 

Percent 
59 
41 

P"Cfllt3., 
19 

Percellt 
+24 

'''''T--

Percent 
II 
II 

A ....... ..
E ____• ____ ...... . 
I. ........ .. 
H ........ .. 
J ......... .. 
Q.......... .. 
D .•••. , .. 
F ......... . 

59 
41 
4; 
61 
45 
~8 
4; 
39 

41 
2:l 
32 
4i 
36 
31 
·12 
35 

+18 
+18 
+15
+14+9
+i 
+5
+4 

U , 
6 
(J 

9 
1 
2 
3 

0........... . .. 34 34 o 3 
P .. --......... .
N. _~ ...... _.. ~ ..<. _____ ~ __ 36 

44 
40 
52 

~4 

-8 
12 
S 

G................. . 
lit ......................__ 
I.......................__.. 
B ......................... 

',1'

.'34 
43 

45 
4i 
4i 
62 

-9 
-10 
-13 
-19 

15 
17 
i 

14 

, Banks are arranged In order according to the size of the excess or deficit of the shrinkages tbat banks 
appeared ahle to withstand oyer those thnt actually were sustained durin!, the depression. 

I In the case ofreorp;anized and closet! hnnks, which Include nil but hanks A, R, C, nnd D, deposit shrink· 
ages occurring after payments to depositors were first suspended, or as a result of waI"ers by deposItors, are 
not Included. 

ill making these estimates, it was a fundamental consideration that 
banks should not refuse new loans to, or enforce drustic collection 
measures against, worthy borrowers whc> could use credit advan
tageously but that they should require l;yuidt\tion when necessary to 
p:rotect themselves against large los:;es. Unfortunately, these con
ditions were not met by the banks. Moreover, banks could have 
avoided much depreciation and los! of liquidity by disposing of 
securities before the depression beca! ne severe, and to some extent 
they took advantage of their opportu.'lities. Despite the differences 
between the policies followed by the banks and those assumed in 
making the estimates, banks for which the liquidity estimated in 1929 
exceeded the liquidity needed during the depression generully were 
able to meet deposit shrinkages with little or no borrowing from other 
banks, whereas most of those for which the estimated liquidity was 
less than that needed during the depression had to borrow heavilJT 
in order to meet the shrinkages of their deposits. 

SUMl\IARIZING THE SOLVENCY POSITION 

The fonn used in summarizing the items affecting the solvency of 
banks is shown in. table 62. On this form were entered the current 
amounts of loss and depreciation on the variOlis classes of assets and 
estimates of the losses and depreciation thati would be likely to occur 
under conditions of moderately severe or acutely severe recession. 
The estimates used for loans and investments were those derived 
from the previously described analyses of these assets. When the 
columns had been added, the totals were compared with the capital 
funds of the bunks. 
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TABLE 62.-Schedule for estimating solvenc1J of banks under a8sumed conditions of 
business recession 

Estimated losses and depreciation assuming con· 
dition of-

Current losses 
and depreciation 

Moderately severe Acutely se,'ere I 
recession recessionOIass of assets 

... ---'-1---.-· 
IReference or " g' Reference or I~ g -I Reference or ; ~ g

percentage. :; percentll!!e !:; percentag:e ::; 
________~.:_______i_==_ ______ _==_ 

i Dol. iDol. 'Dol. 
1. 	Local loaDS...•••.••.•.. j 100 percent of cur· '. i As computed on As C\lmputed on L .... 

r~'~l~~:' worthless : l loan schedule. loan schedllle. 

2. Securities depreciated at Current depreci· ...• '1' As computed on •.•.• As computed all ••.•• 
time of appraisal less aUon. security scbed· security sched· 
than 10 percent frOll! i 	 ule. ule. 
book \"alues. , 

3. Securities depreciated at I ...do............. •.••. . .. do..••..•••••..••.•••••.•do .•••.••.••••• 

time of appraisal IIlore i 

~~~~ ~'~I~~nt Irom ! 
4. Other real estate •••••.•• :...•do..•.••..•....• , .. Estimated ......•.• ,... Estimated••.••••• 
5. Banking house, furni·' __ .do............. ..• do .. __ .......... __ .do ..........._ 


6, o~~~::s~~~xt~~......:. ....110....... I .. do ............ 


'l'otal ............... :XXXXXXXXXX XXXXXXXXXX--:-:-:-;XXXXXXXXXXI--
Pet. Pet. , , Pet. 

Relation to present surplus, .XXXXXXXXXX XXXXX:lI..-XXXX :XXXXx..XXXXXi 
profits, and reser\"es. --

Relation to present capital, 'xxxxxxxxxx XXXXXXXXXX','" 'I.XXXXXXXXXX!_.--
surplus, profits, alld re
ser\"es~ 

Table 63 shows the relation between the total capital funds of the 
banks and the losses and depreciation existing in the assets of the 
banks in 1929 and the losses or depreciation anticipated in the event 
that conditions should become depressed. Many of the banks 
appeared unable to withstand even a moderately severe rec(:ssion 
without incurring losses and depreciation in excess of their entire 
capital accounts, and only bank C appeared capable of surviving an 
acutely severe recession without impairing, temporarily at least, the 
position of its depositors. The weakest banks appear to have been 
banks F, K, L, 0, and P. 

It was not feasible, with available data, to test accurately the valid
ity of the classifications of estimated probable losses and depreciation, 
for no attempt was mane t.o measure actual losses in 1932 or early 
1933, and examiners were very lenient in making their classifications 
of losses on loans at that time. But a general confirmation of the 
worth of the estimates is found in the fact that only banks A, B, 0, 
and D survived the depression without loss to depositors, and these 
banks had heavy charge-offs despite the fact that inlprovements in 
the markets for securities held in 1932-33 or purchased afterwards 
caused much of the depreciation in their securities accounts ultimately 
to disapi<"~ ,I:. 
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TABLE 63.-Percentage of current losses and depreciation, and of losses and deprecia
tion anticipated in case conditions should become depressed, to the total capital funds 
of 17 selected banks in 1929 1 

I 	 : Losses and de- jl Losses and dei preciation an~iei- I preciation antic!-
Current I pated.a!iSumlng I' Current' pated.a~suming 
losses' condItion of losses I condItIon of-

Group and bank and de- I Group and bank and ~e- 1---.--- 
Pl'!'cia- Moder- i pryctn- ,_Moder- Acutely 

II 
tlon ately "c- A~utcly I. t on lately se- sewr!!rc-

Yere re- scver!! re-ll. I Yere re- cessIon
cession cession I 	 : cession" 	 t ______;

,---;-------II 
Group 1: : Percent Percent Percent il Group 3: Percent Percent Percent 

3 97 173~:~~ ~:-:::::i ~ ~g mI ~~~~ 'fC::::: 20 12i 273 
Bank C________ 1 29 75 Group 4: 
BankD_______ 2 57 lI7 Bank L _______ _ 10 132 211Group 2: 	 Bank M _____ _ 6 114 199
Bank E________ 26 88 170 Bank N. ___ •__ _ 47 116 177
BankF________ 15 178 398 BankO .. ____ _ 3 126 216Bank G _______ • 12 95 160 Bank P ______ __ 51 I 202 296
BanklI._______ 19 .15 141 Bank Q_______ _ 9 , 77 158 
Bank L.______ 9 ' 60 143 I 

--~--.------ - -~ -~-- ~------

I For description of groups of banks. see table 12. 

The primary pUll)Ose of an analysis such as tills is not to forecast 
the future but to indicate what should be done to strengthen a bank's 
position so that it can protect the interests of its depositors, borrowers, 
and stockholders. The specific percentages used in estimating liqui
dations, depreciations, and losses may not be the best that could have 
been employed for a,ppraising the positions of banks in 1929 and may 
be less accurate for some future period. But it seems certain that if 
these, or any other, percentages that are based on past experience or 
on reasonable est,imates of probable future performance are used in 
an effort to determine what changes wonld be likely to occur in a bank's 
position in the event of a general business recession, many bankers 
will be surprised to learn how precarious arc their positions. 

For example, table 64 shows the liquidity and solvency positions of 
several surviving banks in 1935, as estimated by applying the same 
percentages as were used for determining their positions in 1929. It 
will be reculled that an extensive sillft from loans to cash reserves 
and securities holdings took place during the period 1929-35. 
TIllS change produced an immense increase in the current liquidity of 
the banks but only a slight increase, on the average, and actual de
creases in some cases, in the liquidations estimated to be feasible if 
an acutely severe recession should develop. The most significant 
change, however, occurred in the solvency positions of the banks. 
In 1935 the conditions of the banks were such as to make it seem 
probable that in all cases an acutely severe recession would creute 
losses and depreciation far greater than could be covered by the banks' 
capital structures. 
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TABLE 64.-Liquidity and solvency ratios of six selected banks in 1985 

Losses and depreciation to totalDeposits payable capital funds 

1 	 IAssuming condition Assuming condition 
of-	 of-Bank 1 

At time Ii'At time 
Map. t , ofap. Moder.' Ij pmisnl 	 ! Moder· I Acutcly i praisal ately se. 	 . Acute y

, 	 I .ately se· ! se\"Cre \ 
t "\ erc. rcccs~ ; recession ' sevc~cvcre reces. ~ 
, sion 	 sian ' receSSIon 

,---'-----. ---i----- 
, Percent Percent Percent Percent r Percent Percent 

..1.•. ,, ___ •. __ .................. _._ G2 , 60 54 a: 93 204 

B ••.. _.• _.•. _......................... : 3S 37 43 Ii I 106 186 

C.................................... 92 76 5:3 4.1 GG. 173 

D ..................................... , 56 52 ' 18 \ 89 I 193
F ~ ..... __ . _____._ ..... __ .. ________ ,._ ...... _..... i 73 ~: 42 • 31 	 208 I 355 
o..................................... ! 42 36 49 12 i IZl
32 1 

It may be maintained that a temporary depreciatiDn of securities 
does not constitute a permanent loss and that, with the growing tend
ency of super'V-isory officials to disregard depreciation of approved 
securities, a bank need not worry about depreciation provided its 
securities are of good grades. For purposes of public banking policy 
it may be desirable to disregard depreciation of sotmd securities wben 
computing a bank's net sound capital. But no banker is likely to 
find his position comfortnble if depreciation seriously inlpairs the capi
tal structure of his bnnk, nor is he likely to borrow against the depre
ciated securities merely to render a good loan service to borrowers. 
For this reason the liquidity position of a bank (taking liquidity to 
mean the ability to meet deposit shrinkages without depriving worthy 
local borrowers of required credits) may be reduced greatly by depre
ciation of securities, regardless of the policies of supervisory agencic$. 

When appraising the sohTency of his bank, it seems ndvantngeotls 
for the individual banker to calculate the entire depreciation thatmight 
reasonably be anticipated in the event of an unfayorable turn, so that 
Ill' will be called upon to reach a delibl'l'Ute decision whether, consider
ing all fnctors, hf' is justifil'd in continuing the risks that appeal" to be 
present in the bank's current condition. 

CHANGES IN BANKING POLICY PROPOSED BY AUTHOR 

Unit banks operating with liabilities payable on d(;illand or short 
notice must maintain a. considerable proportion of their assets in a 
collectible or easily transferable form and must confine their operations 
to sectors of modcra.te fisk. Otherwise they may sustain overwhelm
ing losses or be unable to meet the demands of depositors and the needs 
of their borrowers. These requirements limit the fields of credit in 
which such ba.nks may operate successfully. 

In the past many Wisconsin banks have extended their operations. 
far beyond the limits within which they could opera.te successfully 
except under favora.ble economic conditions. Had they stayed within 
the liquidity and risk sectors that- would have enabled them to function 
serviceably during 1929-33, it is probable that they would have had to 
opera.te before the depression with considerably reduced loans and 
investments and smaller lia.bilities to depositors. In this event many 
of the services that were rendered by Wisconsin bnnks would have bad 

http:opera.te
http:opera.te
http:modcra.te
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to be rendered by other financial institutions. The chances are, 
however, that other institutions, if operated under appropriate sa.fe
guards, could have met the conditions brought by depression in the 
un liquid and high-risk sectors of credit more successfully than did 
commercial banks. 

Although it is not possible with available data to estimate the cur·· 
tailments, if any, that would be necessary under present conditions to 
assure that Wisconsin banks would be able to function satisfactorily 
should conditions turn unfavorable, such curtailments probably could 
be indicated with reasonable accuracy for indi vidual banks by the use 
of appraisal methods similar to those just discussed. Moreover, 
through adoption of certain loan and investment policies, banks can 
go far toward assuring that the assets which they hold will be of types 
appropriate to their needs; and through asset control the banks col
lectively can exert a strong influence over the volume and character of 
their liabilities. 

The loan and investm('nt policies which seem, to the writer, most 
appropriate for country banks in Wisconsin handling deposits pay
able on demand or short notice are outlined below. 

(1) Anticipate, in formulating the loan and investment policy, that 
it may be necessary at some future ti.me to meet shrinkages of at least 
50 percent of the total deposit volume, irrespective of whether the 
deposits are carried as demand, time, or savings accounts. Such 
shrinkag('s as occur probably will be spread over a period of several 
years, so that a grudualliquidating policy may be employed. Though 
it is inconceivable that deposits in the country at large ever would 
shrink 50 percent, unless the banking system virtually collapses, 
agricultural areas are subject to seriously adverse trade and financial 
balances in times of depression and country banks may sustain drastic 
deposit shrinkages even when deposits in the financial centers are 
increasing. 

(2) Supply as much as possible of the credit used by acceptable local 
borrowers for current production, consumer purchases, and the main
tenance or increase of nonseasonal working capital. The provision of 
such credits is a primary fUllction of commercial banking. Moreover, 
when made on a conservative basis and when serviced carefully, loans 
for these purposes usually can be adjusted to changes in the circum
stances of borrowers, and a large proportion will be reduced sub
stantially during periods of depression because borrowers no longer will 
find it profitable to usc as much credit as in periods of more active 
business and higher costs. Such loans thus possess considerable liquid
ity and arc relatively easy to protect against loss. 

(3) So far as the circumstances of borrowers warrant, make non
seasonal working-capital loans on a term basis with provision for system
aticrepayments.18 Loans of this type normally are paid from borrowers' 
savings and, wherever feasible, should be made on terms that will pro
tect borrowers against untimely demands for payment. If adequate 
provision for liquidity is made in the manner suggested below, it will 
not be necessary for banks to collect any large part of such loans 
during periods of depression; hence there will be no need to place 
trustworthy borrowers under the obligation to make complete liquida
tion at short notice. 

II Deviecs for the protection of such loans arc descrlbcd in 'l'crm Loans by Commcrcial Banks, pp. 34-38,
by the Institute ofIntcrnational Finance of New York Univcrsity, prepared under the direction of thc Com· 
mlttee on Banking Practice of the Association of Rcserve City Bankers. 

http:aticrepayments.18


COUN1'R Y BASKING IN WISCOXSIX 105 

(4) Periodically analyze each borrower's position in an effort to 
estimate the changes that would occur in the event of a severe de
pression. From the standpoint of liquidity, it woulel be important 
to estimate, not the amouuts that could be collected in a forced liqui
dation, but the amounts by which borrowers could reduce their loans 
without curtailing operations that it would be worth while for them to 
continue. From the standpoint of safety, the analysis would attempt 
to estimate the liquidatioH that might have to be required in order to 
snve the banks from sustaining heavy loss. Such estimates would 
necessnrily involve much inaccuracy, but would help to prevent 
ballkPrs from overrating tllP liq uidity and safety of lonns. 

(5) During favorable periods try to improve the position of poorly 
protected loans so that it will not be necessary to req uire liquidation 
to save banks from undue loss in the event thnt ndverse economic 
conditions develop. Such ndjustments !UP.y be !Unde most easily 
nnd with the lenst depressing dfects when economic conditions are 
favol'nble. 

(6) Do not plan on collecting any locnlloans to meet deposit shrink
nges except those loans, or portions of lonns, that borrowers are able 
to pay without interfrring with operations that can profitably be con
tinurcl. For meeting the deposit slu·inkll.ges anticipated under de
pression conditions, make such provision as appears to be needed, 
over flud above the amounts that could be collected without harm to 
local borrowers, by purchasing commercial paper, acceptances, f.nd 
short-term high-grade securities. Assets of those types may be col
lected or sold with little difficulty ('ven under severely adverse con
elitions. They also have the advantage of being admirably suited 
for the open-market operations of the Federal RoseI've banks. 

(7) Employ such additional lending power as is available in making 
fixed-capital loans to locnl b01Towl'rs and in purchasing high-grade 
bords. I\10st country banks in Wisconsin will still have considerable 
lending power after satisfying the naeds of acceptable local borrowers 
for operating- and working-capital loans and making adequate pro
vision for liquidity by purchasing commercial paper, acceptances, and 
short-term high-grade securities. The fixed-capital loans should be 
made, so far as possible, on a term basis in order to provide borrowers 
with a credit service fitted to their needs. Tho bonds should be almost 
exclusively of grades 1 and 2, with maturities staggered, and prefer
ence might best be given bonds with maturities under 10 years" As 
a general rule, it will be better for cotmtry banks to make fixed
eapitalloans in their own communities with this portion of their lend
ing power than to purchase the bonds of distant corporations and 
political units, for it is more important that country banks help to 
provide an adequate local capitnl market than that they contribute 
to distant capital markets. Moreover, they can exert much more 
control over local borrowet·s to whom they have made direct loans 
than over distant organizations whose long-term bonds they have 
bought. 

These policies, it will be observed, provide not only for maintaining 
the availability of depositors' funds but also for rendl'ring a continuous 
credit service adapted to the needs of local borrowers. Both functions 
must be performed successfully if country banks are to render a de
pendable service to their communities and are not to prove a weak 
link in the economic organization during periods of difficulty. An 
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adequate secondary reserve of commC'rcial paper, acceptances, and 
short-term high-gradC' securities that ean bC' sold or collected when 
country bank deposits are being transf(~rrcd to other areas is essential 
to these purposl.'S, It is ossential also that country banks do not bl.'
come ovel'louckd with local 10!LnS and long-term honds, regardless of 
quality, and that they restrict poorl~r protC'cted loans and medium
and lo\v-grade bonds to a very small >'olume, 

CHANGES IN FINANCIAL PRACTICE AND ORGANIZATWi'i 

Although thC'Sl' policiC's would difl'E'r littlr, if at ail, from those long 
adyocatC'd as essrntial to good lli1,nking pl'nctice, tlwil' genC'ral adoption 
would imrolH a subst/mtial modifi('atioll of customary hanking prac
tic('. Secondary I'C'S('I'V(,S would bp llllleh hu'g('l' thun those custom
arily held and countt'y banks could no longl'!" SetTe as lillPml sources 
of \:entur(' cn,pitnl by "making lonns im'oh'illg large risks and purchas
ing long-term honds of low :tne! medium gI'll(/rs, Owing to tllPse 
limitntions, the bnnks .might find thllt <l ('onsic!PI'able part of their 
1('nding POWl']' could not he emplo},('d, Theil' sel'\7ic('tthility would 
thus b(' l'e(\ucN\ in Lh(' Sl'nse tluLl lhl'Y would not he able to operate 
in so mallY fil'lds of el"('(Jit. IlS in th(' PllSt. Offsetting tll(' J'estrietion 1)f 
Sl'l'Yice in this rcspl'ct, bOWtWl'I', would bl' improvements in the pro
tection givoll (kpositol's and .in the dOPl'IHlability and quality of the 
cr('tiit services rendpl'(·d to bOI'I'OWl'rs. . A narrowing of thr rang(' of 
sPJ'vices pl'J'foJ'Jllrd by banks I1PPl'ill'S to bp HIP pl'icp that must be paid 
for improv('nwnts in the qUl1.lity of tlwir "Cl"\;rcs. 

If cOllntry banks wer(' to adopt such polirips, their action probably 
would bl' followrc\ by other imporLant changes in. financial practice and 
financial organization, One chang(' to be e.xpccted would br a growing 
b.'I1(\('ncy for large bllsilWSS corporations to finance their ope!'ating 
and working-capital nt'('els by the issunnce of short-ter111 obligations, 
Because thp ]('ntiing pOW('!' of country banks would be limitC'd not only 
by tIll' amount of their available reSl'I'Y(,S and by the demltnd for credit, 
but also by tlH'il' ability to obtain adC'qllatl' secondary res('rYes

1 
the 

demand created fol' commercial papPI' and high-grade securities of 
Rhort mu,tllrity might be expected to rncourng(' the issnanc(' of such 
ohligations. No considemble chang(' could he expected under pres('nt 
conditions but if the dl'mnnd foJ' crt'<iit on the part of large business 
corporntions ('\'01' l'l'tW\ll'd a point whon' it becume less ('usy than now 
for tlwrn to finance their l'equirenll'nts on t\1<'il' own terms, they might. 
find it 1l('(·nSSn.I'~r to mist' funds in this Wit)', Sueb a ebange in the 
finn.ncin.l pl'uctiep of IU,I'gl' businl'ss corpomtione would not only in
crNLse the liquidity oJ tilt' enLirl' banking system, but also E'xtend the 
fiplds within whieh country banks eouid op('rn,t(' safely and sE'l'yiceably, 

A seeond ehangt' to bl' expl'cted from th(' acloption of thes(' policies 
would be tlw den,lopment or the ('xpnnsion of otberfinancinl institu
tions to take OV('l' n, part of tl1<' business preyiollsly conducted by 
country banks, 'I'hl'ough lirnitn.tion of the loans and illY('stmcnts of 
countr~T banks the tendency would be to l'rd uce tl1<'ir deposit liabiiitics, 
n,nd it may be assumed that the reduction would take pliwr chiefh' in 
time uecountf: as tbe1'n ute other institutions capable of hundliDO' S'ueh 
accounte, hut 110 ot.hol's thaL hamill' drposits subjl'et to check. "'Thus 
the policy suggl'sted would tend to limit country bnnks much morE' 
closely than in the past to commercial-bankhlg functions and would 
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create a need for other institutions to absorb the. venture capital 
financing and at least a part of the savings-banking business that has 
customarily been conducted by country banks. Some of this business 
might easily be absorbed by existing institutions, but it might be 
necessary to establish additional institutions, particularly to supply 
venture capital. Tt would seem desirable to surround all such insti
tutions, those e:x.-1sting at present as well as those to be established, with 
such safeguards as would be appropriate to the fields of credit in which 
they would specialize, 

SPECIALIZATION THROUGH REORGANIZATION 

In many respects it appen,rs that the transition to a greater degree 
of specialization in banking could be accomplished with the least 
disturbnnce if existing country banks were reorganized to the end 
that some would be confined to commercial-banking operations and 
others to savings-banking operations. Such a reorgn.nization could 
be accomplished in large mensure merely by shifting assets, liabilities, 
and capital flmcLs among existing institutions, although it appears 
that special provision would have to be made for .institutions to supply 
\~enture capit.al. To limit the operations of exist.ing btl,nks without 
making provision for institutions to operate primaTily in the long
term credit field would create it gap in credit facilities that would 
interfere with the flow of credit and capital into prociuctive enter
prises. Any steps taken towards developing specialized commercial
banking institutions should therefore be accompanied by action for 
the creation of n.dequate savings-banking and loan and investment 
fn.cilities. It n.ppcn,rs that existing bn.nks could be most en.sily adapted 
to such a change by splitting n.nd recombining their functions. 

If a reorganization of this kind were effected, the several types of 
institutions probably would function as follows: 

Commercial banks would handle deposits subject to check, and such 
time and savings deposits as they could attract without the payment 
of interest. Their earning assets WQuid consist mainly of conserva
tively made operating- and working-capital loans, commercial paper, 
and high-grade bonds maturing within 5 years. Such banks should 
be able to meet all deposit shrinkn.ges likely to occur, protect depositors 
against loss, avoid forced liquidations of local loans, and continue 
lending in substantial volume, during the most unfavorable times. 

Savings bnnks would serve depositors and other investors who 
might wish a medium of safe investment and who would be willing 
to sacrifice immediate n.vailability of their funds and high nominal 
rates of l'eturn for such an investment. They probably would be 
n.ble, under most circumstances, to redeem their obligations at the 
will of depositors but would not enter into definite agreements to do 
so. Such securities as they might purchase would consist almost 
entirely of high-grade bonds of diversified maturities, Their loans 
would be mainly term loans secured by real estate mortgages and by 
mortgages on farm chattels. Not being subject to runs by depositors, 
such banks could make loans of these types on terms suited to the 
borrowers' needs without fear of being caught in an unliquid position. 
Their loans, howeyer, would be made on a conseryative basis con
sistent with their promises of safety to depositors. 

Loan and investment companies would be organized to operate in 
a less secure field than is proper for savings banks and a less liquid 

http:capit.al
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field than is propel' for commercial banks. ~1edium-grade bonds of 
diversified maturities and term loans involving substn.ntial, though 
not excessive risk, would constitute the bulk of their assets. Theil' 
creditors would have no reason to expeet the safety provided by 
savings banks but would expect, in favorahle times, retu1'1lS consider
ably in excess of the savings-bank mte. There would be no just cause 
for complaint if such institutions should become frozen, or if their 
obligations should depreciate substantially in value, durin~ unfavor
able periods. In the past some mortgage-loan compames, which 
raised their funds through the issuance of rlebentures, have performed 
functions vflry similar to those contemplated for loan and investment 
compn.nies. The investment-trust plan of organization might serve 
well in this field. There is also n, possihility that some form of insur
ance might be developed to spread the risks of this type of bnnking 
and thus facilitate the accumulation of risk capital for investment. 

A specialization of banking functions, such as that here proposed, 
would be inapplicable in many of the smaller towns of Wisconsin 
because the banking resources of sueh places are insuffieient to sup
port more than one banking institution. From table 65, however, 
it appears that, although specialized loan and investment companies 
probably could be developed only in places of more tllan 5,000 popu
lation, communities of 2,500 population or more generally appeal' 
able to support at least one specialized commercial bank and one 
specialized savings bank. For places of less than 2,500 population, 
other arl'l1ngements would be necessary. Banks in such plaees could 
be required to departmentnlize their businesses and operate each 
department along the lines suggested for spccinlizecl institutions. 
It is probable, hmycvcr, that many small plnces might be served just 
as conveniently J and more ndequnteIy, by bmnehes of specinlized 
banks loeated in nearby larger plnces. At the end of 1938, 103 places 
in Wisconsin were served by bank receiving stations. 

\
ADVANTAGES OF REORGANJ7ATJON 

The benefits that would result from such a reorganization may be 
outlined ns follows: ' 

(1) Although sayings depositors would have to sacrifice the right of 
immediate withdrawal, they usually would be able to obtain their 
fU'lds nt will, and as protection against loss they would have not only 
deposit. insurance but a sound underlying banking position. Demand .' 
depositors eould be reasonably certain that their funds would be 
available when needed regardless of economic conditions. On funds 
which commercial a.nd savings banks could not accept for safe or 
liquid keeping, depositors would have to accept the risk that losses 
and lack of immedint.e availability would develop if conditions should 
become unfavorable. TJley would 11ave previous knowledge of the 
yolume of such funds, however, and could bargain with loan and 
investment companies and other imrestment institutions to obtain 
returns eommenSUl'ate with the risks taken with their funds. 
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TABLE 65.-IVisconsin towns and cities having 2 or more banks and aggregate 
deposits of $1,000,000 or more, December 31, 1938 1 

I 

t Towns and cities 1'1 'I: Towns and citi('s 
I having 2 or more I ! Ihaving 2 or more 
j banks and aggre- I, I banks and agl're' 

'lotai ,i gate deposits 0,fil' l 'fatal ! gate deposits of 
Population towns. $1.000,000 or more I Population ,towns $1,000,000 or more 

and i ; anel 
cities I , cities' J 

i Percent· '\ Percent· 
\ Total age of aU ',Total age of aU 

, I places ~ places 
------:~-,------I--j--·-l--

INum/)f~ N/Lmber Percent I iNumb"iNll111lJU Per<en~ 
~ss than 1.000"""-'1 261 3) 1 . IO,OOO-19,W9··--······.1 8 : 6 ,5
;,,~-2,499. __ . ..... 82 ~3 , !6 120,000-39,9W... __ • __ .• , • 13 ' 13 100 
••500-1,9!llJ.. ........... 33 .4 .3 !40,OOO-99,9!llJ .• ___ .•.. __ 4 4 100 

5,(J(J()-9,9!llJ. • ......... 20 16 80 100,000 and oveL __ .... , 1 1 100 


1 
I Compiled from first edition of Rand MeNally llankl'rs DlrePlory ll)r 1939. 
, 'Ej:cludes places having no banks and 103 places that were served only b;,- offices of banks located in 

other places. 

(2) Borrowers probably would find CTl'dit for long-term purposes 
less easily available during future periods of economic e:xpansion tb.an 
in past expansion periods. But such credits as they might obtain 
from savings banks and loan and investment companies for long-term 
purposes would be extended on a basis better Euited to their needs, 
and they would not be in such danger as in the past of having their 
loans called at the very time when it would be most inconvenient to 
pay. Moreoyer, the supply of funds for making new loans would 
be more stable. 

(3) The general public would gain in several ways. Expansions of 
credit during periods of increasing prosperity would probably be 
much better controlled than in the past. since the power of commercial 
hanks to expand credit on the basis of long-term loans and investments 
would be sharply curtailed. Such increases as might occur in the 
volume of funds seeking investment or safekeeping would result more 
from thrift on the part of the pu blic, and less from overextensions of 
commercial-bank credit, than in the past.. During unfavorable periods 
great benefits should result from the fact that th(' liabilities of savings 
banks and loan and investment companies would not be subjrct to 
demands for immediate payment. Thus the public would also be 
relieved from much of the deflationary influence exerted by the 
existing banking system in periods of economic rec('ssion. In these 
ways a reorganization of banks along the lines described might be 
expected to contribute to economic stability. . 

(4) Thp problem of regulating banks would be simplified. As 
'" there would b(' savings banks to supply intermediate- and long-term 
r credits on a conservative basis, and loan and InY('stment companies 

to supply such credits for ventures mvolving considrruble risk, the 
public would not need to depend on commercial banks for these types 
of advances. The laws and regulations could therefore require 
liquidity of commercial banks without depriving the borrowing public 
of intermediat('- lind long-term creuit facilities, and could require 
safety of savings banks without depriving the public of credit for 
financing relatively high-risk ventures. 

For these advantages the public probably would have to make some 
sacrifice in convenience of banking service; and, of course, th('re would 
be a substantial shifting in the relative positions of existing banks. 



110 'l'ECHNICAL BULLETIN 777, U. S. DEPT. OF AGRICULTURE 

Such costs could be held to a minimum if the policie'3 proposed were 
adopted as long-run objectives to be put into effect gradually. In 
view of the relatively strong current banking situation, there appears 
to be no need for haste, but it would seem desirable to institute such 
changes in time to prevent commercial banks from becoming more 
deeply involved in the field of long-term credIts and to assure that the 
banking system will remain in a strong position even if there should be 
a considerable expansion of credit and if Federal policies should be 
modified. It seems probable, moreover, that specialized savings 
institutions, and specialized loan and investment companies, would 
be much more effective than commercial banks even at present in 
financing capital· formation, because such institutions would be justi
fied in extending more long-term credit and credits better suited to 
the needs of borrowers. 

SUMMARY Al\TD CONCLUSJOl\oS 

Country banks in Wisconsin at the bl'ginning of thl' depression were 
engaged more extensively in savings banking than in commercial 
banking. Their deposits consisted principally of time accounts, and 
their assets were mainly capital loans to local farmers and business 
concerns and long- and medium-term bonds. Many of the bonds 
and loans involved such large risks as to ind:cate that the banks had 
supplied considerable amounts of venture capital. 

The depression brought severe shrinkages of deposits which re
quired that the banks liquidate a substantial portion of their loans 
and investments. At the same time the security for many of the 
banks' loans was undermined and large amounts of securities became 
so depreciated that the banks could not afford to sell them. The 
assets with which the banks had the best success with respect to both 
liquidation and losses were call loans, commercial paper, short-term 
high-grade bonds, and loans used to finance the current operations of 
farmers and business concerns. Huge losses were sustained on long
term bonds of medium and low grades, and there was considerable 
loss on the banks' capital loans, particularly those that had not been 
well protected at the beginning of t.he depression. 

Notwithstanding the difficulties of the depression period, the banks 
liquidated a larger volume of assets than was needed to meet deposi
tors' demands. Most of this excess liquidation occurred during the 
first 2 years of the depression before deposit shrinkages were very 
great. Such proceeds of liquidation as were not needed at this time 
for meeting depositors' demands were reloaned or reinvested. By the 
latter part of 1931, however, deposit shrinkages were absorbing vir
tually all the funds that could be obtained by liquidating assets and 
the banks' new loans and investments were reduced to very low k vels. 
Heavy pressures were exerted upon borrowers, moreover, lor the 
liquidation of their outstanding capital loans. 

Despite the virtual cessation of new lending and investment and 
the pressures that were brought to bear on borrowers to reduce their 
continuing lines of credit, many country banks sustained depletions 
of reserves that cansed them either to close their doors or to invoke 
stabilization procedures involving waivers by depositors. Still greater 
numbers were closed or stabilized ow-ing to insolvency. Of t.he banks 
operating at the end of 1929 in places of less than 5,000 population, 
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the deposits of all but 19 percent were affected by restrictions of one 
kind or another before the depression was over, and the deposits of 
57 percent were either waived in part to depositors' trusts or left with 
receivers for final liquidation. 

Numerous steps have been taken during recent years to enlarge re
discount ftnd refinancing fiLcilities, to improve tlw qUlLlity of bank 
assets, to safeguard depositors, and to reduce the probability of runs 
upon banks. Public expenditures have been of great assistance to 
many banks. These measures, however, ILfforcl only partial protection 
against the defects of the banking system. Country banks are still 
susceptible to severe deposit shrinkages, 'wholly apart from those 
resulting from runs by depositors. lvIol'l'over, they are still engaged 
principally in capital financing. As country banks are not likely to 
borrow heavily, ex('.ept as a last resort, it is still possiblp thut future 
depressions, like those of the pust, will be accompa,nied by acut(' 
shortages of country bank credit. a,nd forced liquidations of the capital 
loans held by country hanks. The possibility would hflVP to be 
regarded as a probability if bank credit should be pxpnnded sub
stantinlly fUl'thpl' or if Federal policies should be changpd to give less 
assista,nce to banks. 

Emphasis has been placed on the need of the country for a banking 
system that is capable of withstanding the stmins of deprl'ssion. 
This is bl'cause widesph'ad hanking diiIiculties are almostcxclusivel:r 
a depression phmomenon. So long as depressions may continue to 
occur, the problem of avoiding such difficulti('s seems to be that of 
dev('loping banks that can withstand greater strain than banks of the 
past have bem able to withstand. 

It seems not an um'Nl>.onablc assumption, moreover, that the 
sev(']'ity of depressions might b(' reduc('d matPl'ially if thl' banking 
syst('m could be made more capable of maintaining its solvency and 
performing its credit functions und('I' unfavorable conditions. The 
rec('ssion from 1929 to 1933 must have been intensified greatly by the 
fre('zing for longer or shorter periods of vast sums of bank deposits, 
by forced liquidations of bmlk assets, and by the evaporation of bank 
lending power over wide reaches of the country. Not only did th('sl' 
devdopments force large amounts of securities, real estate, and capital 
goods on the markets, but tlll'Y also reduced the purchasing power of 
the public and, pl'rhaps equally as bad, altered the distribution of 
purchasing pow(']' in such mannel' as to I'ender much of it inl'ffectual. 

The disturbancl' occasioned by banking difficulties might hav(' been 
avoided to a great extpnt by a beth'!' organization and managpnll'nt 
of the banking system. Though it. probably was inevitable that ex
t(,llsive insolvency should have developed in the savings- [md invest
ment-banking structure under the eonditions that arose during the 
depression, it was not nec('ssary that tlll' commercial-bunking structure· 
should have become insoly('nt also, or that eith('r sayings find invest
ment institutions or commercial banks should bave made such 
drastic forced liquidations of assets. Insolvency in tlw commereial ... 
banking structure, at least in Wisconsin, was due mainly to losses in
curred in the savings und inn'stment op('rntions of commercial banks, 
and might have bl'('n avoiclt'd, for the most part at l('fist, had eom
mel'cinl banking been sPPlu'utl'd from tlll'se typ('s of operntioTls. Forc('d 
liquidations were occasioned prineipnlly by the practice of financing 
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the long-term capital market with funds repayable on demand or at 
short notice. Had savings and investment institutions been pro
tected against demands for payment, and had commercial banks 
confined themselves to commercial banking, forced liquidations during 
the depression would have been greatly reduced. 

The possibility of avoiding such developments in future depressions 
by separating commercial banking from other types of banking, by 
requiring commercial banks to be operated according to commercial
banking principles, and l,:)y altering the contractual arrangements 
between savings- and investment-banking institutions and their 
creditors, is worthy of serious consideration. Numerous incon\'en
iences that might be experienced in trying to bring about a reorgani
zation of this kind seem clearly to be outweighed by the advantages of 
the stronger and more serviceable banking institutions which might 
confidently be expected to result from such a reorganization. Nor 
would the ndvantages gained be confined to better protection against 
the disint<'gmtion of banking facilities in times of depression. Spe
cialized institutions, operating under safeguards appropriate to their 
respectivp fidds, would be more serviceable at all times, and subject 
to mOl"(' PlIpctiYe public supervision, than the present system of com
bination banking. 

A rC'orgallizution of banking in these directions would not conflict 
with t'fforts to stabilize economic conditions tllrough the use of social 
controls or with measures taken to strengthen tIle banking system 
through improveme·nt of discount and refinancing fncilities. On the 
contrary, tll(' main effect should be to reduce' the need for governmental 
action. By strengtheniJlg its fabric and by adapting it brtter to the 
work it is neNiecl to perform, the bnnking system can be mack to 
exert a morl' stabilizing drect on til(' economy nnd the burdens upon 
Government can thereby be reduced. 
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