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CHAPTER I

INTRODUCTION

Statement of the Problem

The immediate problem is to determine the advantages

and services rendered by the First State Bank of Gladewater,

Texas, to its depositors, individuals, and business houses,

with special attention given to the changes in services

through the years.

The general problem in this thesis is to gather all the

material and data pertaining to the organization, operation,

and functions of the bank, with relation to the growth of

the community and to present them in a readable coherent

manner.

Purpose of the Study

The purpose of this thesis is to present a history of

the founding, operations, services, and growth of the bank,

with special emphasis placed on the economic relationships

between the bank and the community.

Limitations of the Study

The study is limited to the First State Bank of Glade-

water, Texas. The additional material presented represents

1
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a historical and economic background of the community.

Survey of Previous Studies

As far as the author has been able to ascertain, no

previous study has been made which attempts a comparable

study of the same field.

Sources of Data

The documentary sources of data for the study were

books in the field of banking and banking laws, bank rec-

ords and reports of conditions, and current publications.

The human sources of data were retired administrative

officers and current employees of the bank, who furnished

information taken from their actual experience and knowl-

edge of the bank.

Method of Procedure

Personal interviews comprise the majority of research

for the study. Personal interviews with administrative

officers and several directors of the bank supplied the

writer with a large portion of data.

In compiling the bibliography for the documentary

sources used in this study, three sources were checked.

First, books in the library of North Texas State Teachers

College dealing with the economic background of Gladewater,

Texas, the history of the East Texas oil "boom," Texas bank-

ing laws, banking practices, and banking operations,
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Second, references in such current publications as the

Gladewater Daily Times Tribune and the Kilgore Times were

checked for leads to the subject under the following topics

and sub-topics: community progress, the oil-boom era,

wealth obtained from the oil fields, economic development of

the community, reports concerning the bank, agriculture in

the Gladewater area.

Reports of conditions of the bank and records main-

tained by the bank supplied the writer with additional data.



CHAPTER II

ORGANIZATION AS A PRIVATE BANK

In the small agricultural community of Gladewater, Texas,

a local merchant conceived the idea of opening a private bank

in 1911. Since that date the community has experienced a

great oil boom period and opulence has displaced agricul-

tural poverty that formerly existed there. The small pri-

vate bank has evolved through the years and has expanded

along with the economic growth of the community. Since the

bank has served the community as the only institution of

that nature, it is interesting to follow the progress of

the bank and its economic relationship with the community

through periods of depression, great prosperity, and na-

tional emergency.

The settlement of Gladewater began about 1836 when a

few pioneers sought homes and land in the area previously

inhabited by the Cherokee Indians.1 In January, 1873, the

Texas and Pacific Railway Company extended its line from

Longview, through Gladewater, to Dallas. The railway com-

pany erected a water tank and built a depot at the settlement

1 Texas Historical Records Survey, Inventory of the Coun-
Archives of Texas, Gregg County #92, August, l.iO9 p.T8.

4
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of Gladewater.2 The coming of the railroad was one of the

most significant events in the history of Gladewater, be-

cause it was then that the small settlement actually came

into existence.

The sandy clay soil and the short-leaf pine forests

tend to indicate reasons for the dominance of agriculture

and sawmilling as occupations. The cotton crop dominated

the agriculture of the county and of the entire area to the

present time, with sixty-five per cent of the crop acreage

being ordinarily devoted to its cultivation. Returns from

the cotton crop constituted about the only source of cash

income for most of the farmers. The production of small

grains was almost negligible, and that of feedstuffs was

insufficient for local needs. The average value of all

farm property per farm was less than three thousand dol-

lars.3

In the early days when lumbering and sawmilling probably

directly supported over one fourth of the population in the

area around the community and were the mainstay in support-

ing the general business of the community, fully ninety

per cent of the Texas lumber production originated from

that section of East Texas. Gladewater and the surrounding

2Gladewater Daily Times Tribune, February 22, 1948,
p. 1.

3Southwestern Bell Telephone Company, Economic Surveyof Texas, pp. 62-64.
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Gregg County was almost entirely covered with woodland con-

sisting of dense pine, large oak, hickory, mulberry, and

walnut forests that were rich and productive.4 There were

about ten sawmills in operation in the Gladewater area at

one time. The Texas and Pacific depot made Gladewater a

focal point for the shipment of lumber. There was no side-

track available for the loading of lumber to be shipped out

of the community, so the lumber was loaded on Sundays when

there were no trains running. It was through the produc-

tion of lumber that Gladewater gained its first prominence.5

Private enterprises in early Gladewater consisted of

one drug store, the Texas and Pacific Railway station, sev-

eral blacksmith shops, and several general mercantile

stores.6 The population in 1904 consisted of two hundred

fifty-nine people.7 About 1901 another general mercantile

store was opened in the community by L. J. Everett, a for-

mer telegraph operator at the Texas and Pacific Railway

station at Gladewater. Mercantile inventories of those

days included tin ware, prairie hay, canned goods, "Star"

tobacco, and bolts of print dress materials. In due time

4Texas, Her Resources and Ca abilities, issued by South-
western Immigration Company, l881, p. 174.

5Gladewater Daily Times Tribune, February 22, 1948, p. 1.
6Statement by Mrs. L. J. Everett, retired president of

the First State Bank, personal interview, September 5, 1947.
7"Towns and Cities of Texas," Texas Almanac and State

Industrial Guide for 1904, p. 41.
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the new store became the leading general mercantile store

in the community. The scarcity of business establishments

in that small community virtually eliminated competition.

The country merchant was, in those primitive days, the

leading financial agent in his community. He was the legiti-

mate precursor of the country banker of today. His store

was the clearing house of the community for surplus farm

products. He naturally became, at times, the custodian of

a portion, at least, of the surplus means of the community.8

The early business concerns in Texas combined the dry

goods, bakery, and hardware businesses with the commission

and banking business. Mercantile and commission merchants

were compelled to perform banking functions in order to ex-

tend their trade.9

The general mercantile business of L. J. Everett was

expanded and included making loans to farmers for the fi-

nancing of their crops, purchase of farm implements, and

for farm improvements. Those lending functions induced

L. J. Everett to venture into the private banking business.

The community already had two small banking institutions

prior to the chartering of the Everett Banking Company in

1911. The Riddle Exchange was one of the banking institutions

J. P. Huston, "The Use of Credit Currency by CountryBanks," Annals of the American Academy of Political and So-cial Science, XXXVTTNovember, 1910), 65-6.~
9A. L. Carlson, A Monetary and Banking History of Texas,

p. 9.
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and it was liquidated shortly after the Everett Banking Com-

pany came into existence. It was liquidated with approxi-

mately $4.75 remaining in its quick assets, and never was

reopened. The United States Government attempted to per-

suade the newly organized Everett Banking Company to con-

solidate with the liquidated Riddle Exchange, but such a

merger was disapproved by the new banking firm.10

The other early banking institution was a private bank

opened by J. Roy Knox in 1905 and closed in 1925. Competi-

tion was eliminated in 1925 when the Knox Private Bank was

closed, and the Everett Banking Company alone served Glade-

water.11

The Everett Banking Company was chartered under Texas

laws on June 17, 1911, and the new bank was opened with a

formal reception. The opening of the new institution was

indeed an occasion of social and economic significance in

the small community of Gladewater. Social affairs and

community festivities in that day and time were rare, so

the bank opening was attended by a majority of the entire

population. Punch was served from a large metal tub and

cookies were served throughout the day. The inside of the

bank was decorated with flowers purchased by the owner of

the bank, since complimentary flowers were not sent in those

1 %Statement by Wrs. L. J. Everett, retired president of
the First State Bank, Gladewater, Texas, in personal inter-
view, September 5, 1947.

1 1GladewaterT 
T eu 21

GlaewaerDaily Times Tribune, February 22, 1948, p. 6.
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-days to new business houses on their opening day. The open-

ing of the new bank was indeed a success and offered hope

for economic progress and community development in the fu-

ture.12

The Everett Banking Company was capitalized at twenty-

five thousand dollars. That was the minimum capitalization

requirement for small banks in the State of Texas. The Texas

Banking Laws were somewhat lax in the regulation of private

banks,tbut a minimum capital requirement was initiated by

the Twenty-ninth Legislature of Texas in 1905, as a measure

of standardization of capitalization of Texas banks.13

The word "unincorporated" followed the name of the bank

whenever it was used. The Texas Banking Laws required that

all private banks or firms engaging in banking business must

use the word "unincorporated" after the name of their busi-

ness .l The bank operated under the name of the Everett

Guaranty Bank, "Unincorporated," until 1928, when the name

was changed to the Everett Banking Company, "Unincorporated. "15

The bank required the services of the founder and only

one employee. The small size of the new enterprise elimi-

nated the need for a large working staff of employees and

12Statement by Mrs. L. J. Everett, retired president of
the First State Bank, in personal interview, September 5, 1947.

13State Banking Laws of Texas, 1923, Chap. 5, Sec. 76,
p. 25.

141bid

15 Gladewater Daily Times Tribune, February 22, 1948, p. 5.
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as typified by most new private enterprises, Omnium rerum

principia parva sunt.

The equipment employed in the bank consisted mainly of

a large oval safe for the safeguarding of currency and valua-

ble instruments held by the bank. Several desks and chairs

completed the outlay of fixtures and equipment. The bank

did not hold and administer property for others, since safety

deposit boxes were relatively new in those days.

The bank performed numerous functions of banking such

as making loans to farmers and local citizens, receiving of

deposits, transferring of funds, packaging and proving of-

ficial coin and currency. Checks and their uses were un-

known to the community until the bank was established in

1911. The bank served as an inaugurator for the checking

system and instructed the citizens of the community in the

writing of checks. It was also necessary in several in-

stances to advise patrons about the advantages of checks

as negotiable instruments in making payments.16

The use of adding machines, comptometers, typewriters,

and other modern banking facilities and equipment was non-

existent in the early banks. Ledgers were kept and balances

were prepared in the handwriting of the bookkeepers.

Currency was ordered only when an occasion arose, and

the nearest bank furnished the needed funds when desired,

16Statement by Mrs. L. J. Everett, retired president ofthe First State Bank, personal interview, September 5, 1947.
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When the small private bank had an excess of currency beyond

its immediate needs the excess amount was shipped by express

or registered mail to the nearest city correspondent. Thus,

in normal times the country banker knew nothing of either a

condition of scarcity of currency or of an excess of cur-

rency.17

A bank at Longview, Texas, about twenty miles away,

served as a correspondent bank to the Gladewater bank. Ship-

ments of currency to the Longview bank and receipt of cur-

rency from that bank solved the currency problems of the

bank at Gladewater.18 The Federal Reserve Bank was opened

at Dallas, Texas, on November 16, 1914, and it served as an

additional source for meeting the currency needs of the

bank.19

Banking in earlier days was a personal matter between

the banker and his customer. Loans were made largely on the

basis of the character and the necessity of the borrower.

The small size of the population enabled the personnel of

the bank to know the character and the needs of individuals

requesting lopns. Agricultural, seasonal, and short-term

loans were the principal types of loans handled by the bank.

17Huston, op. cit., pp. 654-668.

18Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, September 5, 1947.

19Jean Richardson, "The Discount Operations of the Fed-
eral Reserve Bank of Dallas" (Unpublished Master's Thesis,
Department of Economics, North Texas State Teachers College,
1947), pp. 8-9.
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The interest rate charged on loans made by the bank av-

eraged about ten per cent and was never lower than eight

per cent. The amount of interest was discounted when the

loan was made by the bank. The rates of interest were fixed

at the decision of the bank's owner and they were generally

made in conformation with the abilities cf the public to bor-

row and repay the loan. The average rate of ten per cent

interest was charged on loans until the private banking in-

stitution became a state banking institution and was then

subjected to the rediscount rates of the Federal Reserve

System as a member of the system.

The nature of the community indicates the need for

loans was for the financing of agricultural undertakings.

The collateral employed in negotiating loans consisted of

farm land, farm equipment, liens on farm crops, and farm

animals. The close relationship between the borrower and

the banker reduced the risks involved in loan making of this

day and time. Instances wherecollateral was collected and

foreclosure was made on loans were limited. The requirement

of collateral in those small farm loans was more for the

purpose of moral suasion than for any other reason.20

So far the writer has attempted to present the economic

and historical background of the community in which the pri-

vate bank was established. The history of the bank from the

20Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, September 5, 1947.
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date that it was founded until the coming of the oil boom

era is rather a case of continuity of simple services and

functions. The effects of the depression and the discovery

of the world's greatest oil field are important periods in

the evolution of the bank. In the next chapter the writer

proposes to cover those topics and show how they caused the

bank to increase its services and functions.

V



CHAPTER III

EFFECTS OF TEE 1929 DEPRESSION AND TEE OIL BOOM

ERA ON THE BANK AND ITS FUNCTIONS, 1931-1935

This chapter presents- an account of economic events and

their effect on the evolution of a small, private bank. By

1920 the population of Gladewater had increased to eight

hundred individuals.1 Farming and sawmilling remained the

dominant occupations. The community retained its sub-par

economic standard of living and when the depression came in

1929, the community's hope for eventual progress became

even more disconcerting.

The bank was faced with the great problem of the depres-

sion and the continued failure of banking institutions. In

1928 there were 1,386 banks in Texas and in that same year

thirty-one of that number were closed as failures. 2 That

presented a dreary picture for all bankers in Texas as the

number of bank failures increased in the state. The number

of failures increased as 282 additional state and private

1Texas Almanac and State Industrial Guide for 1926,
p. 250.

2 Statistical Abstract of the United States, 1929,
p. 265.

14
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banks were suspended by June 30, 1931.3 Before 1930 the

bank failures were generally in the agricultural sections

of the country, the mortality rate having been particularly

high among small bankers located in the communities with

populations of less than one thousand people.4 That pre-

sented a very pessimistic survey to the small Gladewater

bank since it was definitely located in an agricultural re-

gion. That region with which we are concerned was undevel-

oped and remote from industrialized and populated centers.

The nature of the small rural community therefore was rea-

son for its not experiencing a significant contraction in

the circulating medium of exchange and a reduction in the

trade of market commodities. The existence of a liquid

and solvent private bank prevented the community from ex-

periencing depression characteristics such as bankruptcy

and liquidation. Gladewater was not undaunted by the na-

tional economic crisis; its effects were severe. The larger

cities in the economy were those which suffered more from

the depression and experienced mass unemployment, business

failures, and bank suspensions. The exchange of farm com-

modities and sawmill products for goods, services, and bank

credit continued in part in Gladewater as it had before the

depression. The close personal relationships between the

3 Emory Q. Hawk, Economic History of the South, p. 533.

4C. L. Prather, Money and Banking, pp. 347-348.
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individuals in the community increased the tenacity for

community co-operation in such a depressed economic era.

The bank retained its confidence in the community and in

the citizens during the era. The mutual confidence of the

community and the bank did much to stabilize security within

the community during the depression years.

It was not unusual for loans to be renewed and extended

as money became scarce. In several instances it became

necessary for farmers to pay installments due on their loans

in the forms of agricultural products or livestock. The

integrity of the rural people prevented foreclosure on

loans and encouraged repayment. It was such co-operation

that enabled the bank to make more loans in a time when money

was needed the most.5

The fact that the bank was a private banking institution

tended to remedy another banking situation that was prevalent

in most banks elsewhere. A "double liability" requirement

was imposed on bank stockholders by the banking laws of the

state and in turn made bank stock a dangerous thing to own

during the depression. Many persons holding stock in in-

solvent banks were financially ruined during the depression,

since they were held doubly responsible for their shares

of capital investment. It was not until 1937 that the State

of Texas dropped that banking regulation. The Gladewater

5Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, September 10, 1947.



17

bank was completely owned by one person and therefore the

liability of stock ownership was not imposed on other indi-

viduals, as was the case in incorporated banking institu-

tions. 6

The bank was never affiliated with the Guaranty Fund

System of Texas that was inaugurated in 1909 for the purpose

of insuring depositors of state banks from losses due to

failures. The series of bank failures in the middle Twen-

ties made such heavy calls on the Guaranty Fund System that

it was unable to meet the demands, and the law establishing

the Guaranty Fund was repealed in 1927.7 The fact that the

state was primarily agricultural tended to make the distribu-

tion of risk inadequate and was another factor that caused

the system to be discontinued during the depression years.8

The small number of both time and demand deposits with

the bank prevented the problem of liquidity from arising.

The liquidity problem was great in some banks during the

depression years of 1930 through 1933, particularly in sav-

ings banks where depositors were demanding their cash de-

posits.9

6 Ibid.

7W. Nelson Peach, "The Bank Deposit Insurance of Texas,"
Southwestern Social Science Quarterly, XXIII (June, 1942),
27.

8Prather, pp. cit., p. 412.

9Statement by J. T. Jeter, retired president of the
First State Bank, personal interview, December 27, 1947.



The functions and services ofthe bank were comparatively

unaffected by the onslaught of the depression. The bank re-

ceived its greatest shock when its founder and president

died in 1928. Mrs. L. J. Everett succeeded her husband as

president of the bank and retained that administrative posi-

tion in the bank until 1939. The change in the administration

of the bank in 1928 did not give the community reason to lose

confidence in the institution, and no one saw reason to dis-

continue patronizing it. Mrs. Everett is believed to have

been the president of a bank for a longer period of time

than has any other woman in the United States.10 That fact

alone reveals the confidence that the community had in her

as an administrator of the bank and in the institution which

she administrated.

Two years after the depression began in the nation, the

community of Gladewater became a center of productive wealth.

Oil was discovered in Gregg County on January 26, 1931, and

Gladewater in turn was to enjoy great prosperity.11 The

discovery of oil most probably accounts for the continued

success and growth of the community and the bank in a period

of national depression. It was indeed fortunate for a com-

munity to have wealth discovered within it during the de-

pression. Gladewater and the surrounding area was greatly

10Mrs. Everett maintains that as far as she knows, no
other woman in the United States has acted as a bank president
longer than she did -- eleven years.

11. A. Warner, Texas Oil and Gas Since _ #183.

18
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enriched by the discovery of oil. Perhaps no other area in

the United States flourished in the lap of luxury and wealth

during the severe depression years as did the East Texas

area.

The East Texas oil field covers one hundred twenty thou-

sand acres of producing oil sands, approximately fifty-five

miles long and from three to nine miles wide. The discov-

ery of oil among the pine trees of East Texas precipitated

one of the most frenzied and sustained oil booms that Texas,

accustomed to wild and feverish oil development, has yet

seen. The very high percentage of producers, out of wells

drilled, proved a territory larger than any in the world.

Gladewater, brought suddenly into existence by a railroad

building boom, was as suddenly made into a city by an oil

boom.12

The East Texas oil field rearranged the oil picture.

It was the largest oil field ever discovered in the country.

Production was cheap and easy. The field came in just as

the depression got under way and attracted hundreds of

small producers who thought, not of posterity or the future

of the oil industry, but of profits.13

In the wake of the drill came the inevitable growth

of population within the limits of the producing area.

12Texas Historical Records Survey, Inventory of the Coun-
12 Archives of Texas, Gregg County #92, August, l9T6,~pp. 10-11.

13"East Texas -- Oil Terror," Business Week, January 19,
1935, p. 20.
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Gladewater and other settlements in the region are but a few

of the wider places in the road that were raised from com-

parative obscurity to the dignity of recognition as "towns."lk

The functions of the bank increased greatly with the

boom period. The president of the bank and one employee

operated the small bank. The activity of the oil boom

created urgent need for an increase in personnel and serv-

ices of the bank. From March to June, 1931, the personnel

in the bank was increased by the employment of five more

employees.15  There existed a need also for enlarged fa-

cilities and fixtures in the bank. A larger safe, new

cashier cages, and new furniture were installed.16 The ten-

ton receptacle proved to be an added facility for the re-

ceipt of oil field money and other valuables.17 With added

personnel and improved facilities, the bank undertook to

serve the enlarged community and to meet the banking needs

of the people.

Since the bank was the only institution of its type in

Gladewater, the oil boom necessitated greatly increased

functions and services. In many instances there arose a

need for the performance of services that the bank was never

14Harry Harter, East Texas Oil Parade, p. 88.
15Statement by G. . Grayson, vice-president of the

First State Bank, personal interview, December 27, 1947.
16Statement by D. J. Everett, director of the First

State Bank, personal interview, September 10, 1947.
17Gladewater D4jl Times Tribune, April 21, 1946, p. 4.
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called upon before the boom to perform. The large payrolls

of the numerous oil companies located in the immediate area

of Gladewater created a necessity for the bank to hold a

larger cash reserve for the increased needs of the community.

Large sums of cash were disbursed for such pertinent causes

as the cashing of payroll checks, supplying local business

concerns with currency, and for cashing large checks writ-

ten on oil companies or individuals. The use of checks and

check clearance multiplied greatly as activity increased in

the community.1

Deposits increased greatly, and the resources of the

bank soared. The major oil companies did not make deposits

with the bank because their large accounts were carried by

the larger city banks and by those banks located in cities

where the companies maintained their main offices. The

payrolls for the major oil companies were completed in the

city offices, and checks were sent out to the field offices

for payment to the employees. The checks were drawn on the

city banks and the Gladewater bank was usually the cashier

of all the checks paid out by the major oil companies. The

payment of the large number of checks by the bank necessi-

tated the maintenance of large cash reserves. Payday in the

oil field was a hectic day at the bank since people rushed

to the bank in large numbers to cash checks and to utilize

18Statement by G. H. Grayson, vice-president of the

First State Bank, personal interview, December 29, 1947 .
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other services. During an interview with one of the oldest

employees of the bank, he remarked that he believed that one

reason why the major oil companies did not open accounts

with the private bank was due to the fact that the bank did

not offer enough protection. By that he referred to the

bank not being a member of the Bank Deposit Insurance Com-

pany of Texas or of the Federal Deposit Insurance Corpora-

tion. The lack of such protection might easily constitute

reason for the major oil companies not opening accounts

with the Gladewater bank. 1 9

The independent oil companies opened accounts with the

bank and several of them carried large accounts with the bank.

The large deposits made by wealthy private individuals and

the prosperous business establishments of the community tended

to increase the bank's deposits also. The farmer had in

many instances become a millionaire, and he still maintained

his account with the bank. The average person who never

earned enough money before the oil boom to open a deposit

account sought to take advantage of the service. Those

are a few of the reasons why the bank experienced a rise of

deposits.

Demand deposits were the principal type of deposits made.

Time deposits constituted the minority type of deposits and

such type of deposits were usually made by the millionaire

1 9 Ibid., December 27, 1947.
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group of individuals. The deposit phase of banking func-

tions emerged as a major function of the bank and the large

amounts of deposits created issues of concern never contem-

plated before by the bank's administration. The swollen re-

serves of the bank offered ample opportunity for large-scale

investment by the bank, but the administration did not favor

large investments in a period of economic depression that

was prevalent elsewhere in the nation. It will be noted

later in the study that investments were not a significant

phase of the bank's functions until it reorganized and af-

filiated itself with the state bank system in 1935.20

The oil boom tended to contract the loan market of the

bank. Loan making tended to decrease during the oil boom

because money was cheap and plentiful. Bank notes that were

due and those which had become delinquent in repayment were

paid after the boom period began. The great wealth re-

leased in the community virtually eliminated loan demands.

Loans that were made previous to the oil boom and consid-

ered as a loss to the bank were paid in many instances. Loans

were in great demand and bank credit had contracted greatly

elsewhere in the country, but economic conditions in Glade-

water were just the opposite from the conditions existent

in other places. The payment of old loans and current loans

increased the resources of the bank and thereby enlarged the

problem of carrying increased reserves.21

20Ibid. 2 Ibid*
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The loan phase of banking was disturbed in one instance

when Governor Sterling declared martial law in the East

Texas oil field area on August 17, 1931. The law prohibited

any oil wells to produce before September 6, 1931. The gov-

ernor took charge of the field and its proration to prevent

not only the physical waste of natural gas and oil, but also

the property of people in East Texas who owned those lands.22

The temporary shut-down of oil production forced many people

to secure loans from the bank for the payment of current

debts.

After proration was instituted the number of bank loans

increased somewhat and credit was sought. The situation

changed because credit needs were few in the wealthy oil

field area before the proration was enacted. In many in-

stances local producers found it impossible to meet pay-

ments on bank note installments, and the bank was forced

to extend the term of credit or foreclose on the loan. The

production of oil in the field had previously operated un-

restricted. The Texas Railroad Commission set up a proration

allowable on each well at the rate of twenty barrels a day.

Many of the "get-rich-quick" men were placed in very em-

barrassing circumstances as a result of the proration regu-

lation and the reduction of large monthly incomes.23

Charter, pp. cit., pp. 110-114.

23 Kilgore News, March 7, 1937, p. 1.
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The bank made many short-term loans after the proration

law was enacted. The resultant increase in loans tended to

relieve the bank of some of its large resources. The new

needs of the community, in regard to credit, were only tem-

porary because of more conservative spending which even-

tually re-established conditions that discouraged the need

for loans. At no time did conditions warrant a tightening

of credit within the community or a develocitization of

money.2 4

Interest rates were not lowered by the bank during the

boom period although the resources of the bank were greatly

increased. One of the retired presidents of the bank, J. T.

Jeter, stated in an interview that the bank sought to main-

tain the former interest rates of from eight to ten per

cent. He explained that the bank was forced to develop a

more conservative attitude in making loans after the boom

started. The reason given for such a change in policy was

the fact that personal relations within the community were

completely altered by the great increase in population and

the influx of large numbers of strange individuals into the

community. The character, capacity, and capital of individ-

uals applying for loans were unknown in many cases and addi-

tional collateral was required by the bank on loans made to

them. Some of the patrons developed a sensitive attitude

24tatement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, September 10, 1947.
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toward the bank, because it had assumed a more conservative

policy in loan making. J. T. Jeter pointed out that several

individuals withdrew their accounts from the bank and nego-

tiated loans from out-of-town banks, at even higher rates of

interest than the Gladewater bank demanded. The bank was

in a position to be demanding of those seeking its services,

because it held a banking monopoly in the community.25

The propensity to consume in the community and the

surrounding area was tremendous. Luxury items not available

in the small hometown stores were purchased in the larger

cities. Conspicuous consumption was over-emphasized by the

purchase of fleets of expensive automobiles, construction of

mansions, and free spending of large sums on lavish enter-

tainments. The community reached its zenith during the boom

period and only the aftermath of that reckless period re-

mains now. Between November 30, 1932, and December 24,

1936, Gladewater enjoyed its most sustained and greatest

growth.26 The increase of money in the community of mil-

lionaires imposed excessive services and functions upon the

bank, which was the only one existent in the community.

Gladewater ranked high in its buying power index num-

ber and in living standards as reflected in passenger car

registrations between 1932 and 1936. It was one of the

25statement by J. T. Jeter, retired president of the
First State Bank, personal interview, December 27, 1947.

26Gladewater D Times Tribune, April 16, 1937, p. 2.
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highest all-round ratings of any such political subdivision

in America at that time.27 The greatly increased purchasing

power and concentration of wealth raised the standard of

living tremendously. There was dispersion of the wealth and

higher living standards throughout the community. In many

instances there were to be found slum areas existent next

door to large estates. Poverty cases did exist in the com-

munity or in the midst of plenty, but the standard of living

was greatly improved over the pre-boom standards of the com-

munity.

Over one hundred sixty million dollars were spent in de-

veloping the oil field. In the early stage of the oil boom

Gladewater had forty-seven per cent of the production of the

East Texas oil field in its trade territory and occupied a

strategic position in the oil field. Gladewater had about

350 oil wells and twenty-five refineries within its trade

territory. A monthly payroll of one-half million dollars

from major oil companies, refineries, and supply houses was

disbursed within the trade area of Gladewater.28 The monthly

income from oil production in the area surrounding Glade-

water amounted to several million dollars. Those large

amounts of income indicate the great concentration of wealth

27Taken from a collection of articles, source unknown
and date unknown, on file in the office of the Chamber of
Commerce, Gladewater, Texas.

28 Gladewater Chamber of Commerce, Texas in the World
Oil Picture, p. 2.
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in that area. These facts tend to show the huge amounts of

income and circulating medium of exchange that existed in

the community and which instituted additional service by the

bank.

Agricultural interests had receded almost completely

in the area during the boom period. Farm commodities were

shipped in large quantities to Gladewater during the boom.

Local farmers got rich overnight on oil discovered on their

land, and oil wells occupied the barren fields where crops

had flourished before. Agriculture was not to be ignored

just because the oil deposits, sawmills, and other indus-

tries appeared to be permanent. Agriculture in the Glade-

water area had lagged greatly during the oil boom, and its

revival became of interest after the confusion of the boom

slowed down somewhat. A few farmers in that area concluded

that, because oil money was plentiful, farm money was not

welcome.29 Agriculture has never regained its pre-boom im-

portance in that area. The devastation of once fertile lands

by the exploration of oil will probably cause agriculture

never to regain its pre-boom importance. The fact that the

East Texas oil field is yet far from fully prospected or

developed will tend to discourage agricultural development

of that area in the future.30 Agriculture has taken a back

29 Gladewater Daily Times Tribune, August 5, 1937, p. 1.

30Warner, 22. cit., p. 182.
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seat in the area which possesses the world's greatest oil

field.

The bank experienced another important event concurrent

with the period of depression and the discovery of oil. On

March 9, 1933, the Emergency Banking Act was enacted to man-

age and reorganize unsound banks. Although labelled "bank

holidays," no one was fooled by these proclamations, all ap-

preciating that they were banking moratoria. On March 4,

1933, all banks were closed by the state governor's orders

and on March 6, 1933, the President of the United States

declared a national banking moratorium for three days and

during that time Congress passed the Emergency Banking Bill.

On March 15, 1933, all the remaining sound banks were re-

opened after the examination of all banks and the issuance

of provisions of the Emergency Bank Act.31

The National Banking Holiday completely disclosed the

underlying weaknesses in the South's banking structure.

Upon examination by the federal and state examiners it was

found that practically one fourth of the banks in the South

which had been closed during the holiday were not sufficiently

liquid to function as banks.32  The Gladewater bank was not

affected or liquidated after the National Banking Act was

enacted, and bank examinations were conducted throughout the

nation. The bank proved to be liquid and sound in all respects.

3 1Prather, p. cit., pp. 347-348.

32 Hawk, 2Op. cit., p. 537.
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The soundness of the bank, in a period in which national

consideration was diverted to the numerous weak banks, of-

fered added security to the community and the depositors.

The discovery of oil in that area and the resultant

growth of the bank tended to elevate the bank to a credit

position of importance and envy in banking circles. The

standard of living and the customs of the once agricultural

community, were completely altered. It became necessary for

the only bank in the community to adapt itself to the chang-

ing needs of the community. The boom period in Gladewater

may be compared to the fury of the gold-rush days in Cali-

fornia. The community grew like a mushroom after the dis-

covery of oil. While a major portion of the population of

the nation wez experiencing a period of depression, a mi-

nority of the nation's population was becoming wealthy in

the East Texas oil field. The contrast of economic condi-

tions like those in a single economy prove to be of inter-

est.

The bank grew considerably and its functions increased

far above any previous expectations of the founder of the

bank. The community and the banking needs of the people

had in reality outgrown the situation in which a private

banking institution could best operate. A few years after

the oil boom began,private banking in the state was dis-

couraged. State bank laws were enacted to force private
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banking institutions to discontinue operations and prohibited

the organization of new private banks.33 In recent years

the banking laws of many states have been amended to make the

incorporation of a bank a prerequisite to the receiving of

deposits, thus practically eliminating private institutions

from the banking field. Private banks now constitute the

smallest group in the bank ownership classification.34

Since Texas discouraged private banking, the Everett

Banking Company reorganized. The private bank appealed to

the banking commission of the state for a new charter and

its reorganization as an incorporated bank. The bank re-

ceived its new charter in 1935 and assumed operations as

an incorporated bank in that year. The next chapter will

deal with the progress of the reorganized banking institu-

tion and its relation with the community through the period

of World War II until the year 1946,

33State Banking Laws of Texas, 1923, Chap. 5, p. 27.

3 4 American Institute of Banking, Fundamentals of Bank-
ing, pp. 12-13.



CHAPTER IV

REORGANIZATION AS A STATE BANK IN 1935 AND

PROGRESS THROUGH WORLD WAR II TO 1946

The expansion of the functions and services rendered by

the small, private bank had previously warranted a change in

the capitalization of the bank and created a need for re-

organization. With the advent of banking acts prohibiting

private banks from organizing and operating, the stage was

set for a change. A petition was filed for a state bank

charter, and on January 10, 1935, the bank became a state-

chartered bank. The name of the bank was changed from the

Everett Banking Company to that of The First State Bank of

Gladewater, Texas. The bank became a stock corporation,

but the stock ownership in the bank was not altered and re-

mained in the hands of the owner of the private bank.1

The capitalization of the bank remained the same after

its reorganization. It was of utmost concern to the ad-

ministrators of the bank that the capital item remain as

small as the law would permit, since such operation would

produce more profit. It has long been known that the main

source of profitableness of established banking is the

18tatement by Ernest O'Hearn, president of the First
State Bank, personal interview, September 12, 1947.

32
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smallness of the requisite of capital. Being wanted as a

moral influence, it need not be more than is necessary to

meet legal requirements. 2

In 1939 the capitalization of the bank was increased

from $25,000.00 to $100,000.00, with approval of the State

Banking Commission. J. T. Jeter became president of the

bank in the same year, and three new employees were added.

The reorganized bank offered increased banking services to

the community. The bank affiliated with the Federal Re-

serve System after receipt of the new charter. The bank

deposits were automatically insured by the Federal Deposit

Insurance Corporation up to the sum of $5,000.00 for any

one depositor. Membership in the Federal Deposit Insurance

Corporation is required of Federal Reserve member banks.

The bank was received as a member of the Federal Deposit

Insurance Corporation on April 7, 1936. The required

F. D. I. C. insurance was purchased on a single premium

basis, the yearly premium amounting to one twelfth of one

per cent of the total deposits.3

The Federal Reserve System required that the bank pre-

pare and submit a semi-annual report of earnings and divi-

dends to the Dallas Reserve Bank. The bank was also required

to prepare and submit at least three reports of conditions to

2Prather, C. it., p. 307.

3Statement by Ernest O'Rearn, president of the First
State Bank, personal interview, September 12, 1947.
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the Dallas Federal Reserve Bank. The bank was required to

subscribe for Federal Reserve Bank stock in an amount equal

to six per cent of its paid-up capital and surplus. One

half of the subscribed capital was required to be paid in

and the remainder was subject to call.

The affiliation with the Federal Reserve System is in-

dicative of the progress of the bank and the services that

it rendered to a growing community. The Federal Reserve

Bank of Dallas offered many services to its member banks

such as the use of check collection facilities, non-cash

collection service, supplies of currency and coins, and the

re-discounting of bank notes.5 Perhaps the clearing and

collection of checks was the most used service by the

Gladewater bank. Since 1915, the development of the local

clearinghouse system has facilitated the checking movement

and has made the check a national instrument of exchange.6

Checks have an accounting advantage; they are safe and con-

venient to use. This probably accounts for the fact that

about ninety per cent of transactions in banking are made

through the use of checks.7

Affiliation with the Federal Reserve System offered

further security for local depositors and the community

through the semi-annual examination of the bank's condition.

pPr8ther,. p,1PP. 541-543. 51bid.

61bid., p. 186. 71bid., p. 184.
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A joint examining board composed of the Federal Reserve

examiners and the State Banking Commission examiners conduct

a check of the bank's accounts, records, and general condi-

tion. Those examinations are, in turn, followed by the is-

suance of reports of condition by the bank, usually on

June 30 and December 31 of each year. Condensed and un-

condensed statements of the bank's condition are prepared

for the benefit of the depositors, stockholders, and the

citizens of the community. The system of bank examination

has greatly contributed to the solvency and liquidity of

banking institutions.8

In an interview with Ernest O'Hearn, the president of

the bank, he indicated that the reorganization of the bank

and the increase in the capital item had altered the former

liquidity policy somewhat. He explained that the private

bank maintained a much higher liquidity than the bank now

maintains. Liquidity insures the bank against such risks

as the sudden demand for cash by depositors, the possibility

of non-payment of loans or investments, and possible loss

in the market value of assets. Secondary reserves are the

key to liquidity, and the ratio of those reserves requires

constant observation and maintenance. Earnings versus li-

quidity has always presented a big problem to the bank. A

carefully executed policy of loan making by the bank has

8Statement by Ernest O'Hearn, president of the First
State Bank, personal interview, September 12, 1947.
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maintained a relatively high liquidity ratio, or of resources

balanced against liabilities.9

The size and number of deposit accounts with the bank

have always constituted a problem of significance. A smal-

ler reserve was required when the bank was a small, private

banking institution and carried a large number of small de-

posit accounts. After the bank was reorganized and sought

to carry large accounts for wealthy oil-boom patrons, a

greater reserve was required. The smallest legal ratios

have always been required in rural sections of the country,

where demand deposit accounts have been less active. All

banks are required to keep lower reserves against time de-

posits than against the demand deposits. The bank has main-

tained the legal reserves which require an average of

eighteen per cent for demand deposits and six per cent for

time deposits. The legal reserve requirements for demand

deposits must not fall below seven per cent and must not in-

crease to more than fourteen per cent.10

The bank pays interest on the time deposits, but pays

no interest on demand deposits made with the bank. The

amount of interest paid on time deposits and savings deposits

is two and one-half per cent. The two and one-half per cent

rate of interest paid on time deposits applies to deposits

which are payable in six months or more. A two per cent rate

9Ibid. 10Ibid.
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of interest is paid on time deposits made for a period of

ninety days to six months. The interest rate drops to one

per cent for time deposits for less than ninety days. The

interest paid on time deposits induces the depositors to

save and the rates of interest are regulated by the Federal

Reserve System.11

The bank has always closely followed the requirements

and the policies of the Federal Reserve System in regard to

such provisions as those of deposit requirements. The re-

serve contingency item has served to secure the standard

requirements and reserves of the bank.12

The amount of individual deposits increased greatly

after the oil-boom era began. The community took pride in

its increase in individual bank deposits and the increase of

wealth within its bounds. An article in the local news-

paper commented on the fact that deposits had increased

$58,315.20 in 1937, seven years after the oil boom began.13

The increase in individual bank deposits is indicated

in Table 1 on the following page. The first column gives

the month and the date that the amount of individual de-

posits with the bank was reported. The year in which the

financial report was released follows the month and the date

llPrather, 2.citj., p. 393.

12Statement by Ernest O'Hearn, president of the First
State Bank, personal interview, September 12, 1947.

13Gladewater Pail1 Times Tribune, January 8, 1937, p. 1.
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TABLE 1

INCREASE IN INDIVIDUAL DEPOSITS WITH THE FIRST
STATE BANK, GLADEWATER, TEXAS, DECEMBER 31,

1935, THROUGH DECEMBER 31, 1946*

Date Amount

December 31, 1935 . - . . . . . . . . $1,354,083.79
December 31, 1936 . . . . . . . . . . 1,411,398.99
December 31, 1937 . . . . . . . . . . 1,567,635.41
December 31, 1938 . . . . . . . . . 1,409,332.62
December 31, 1939 . . . . . . . . . . 1,430,743.90
December 31, 1940 . . . . . . . . . . 1,624,815.45
December 31, 1941 . . . . . . . . . . 1,603,815.95
December 31, 1942 . . . . . . . . . . 1,922,878.89
December 31, 1943 . . . . . . . . . . 2,789,457.32
December 31, 1944 . . . . . . . . . . 3,356,247.14
December 31, 1945 . . . . . . . . . . 4,141,321.75
December 31, 1946 . . . . . . . . . . 4,203,127.82

*Taken from the Report of Conditions of the
First State Bank of Gladewater, Texas for December 31
or the nearest reporting date at the end of each
year.

given. The second column in the table gives the total amount

of deposits with the bank on the date stated in the first

column. The table indicates that there has been a steady

increase in deposits with the exception of the years 1938

and 1941. The deposits in 1938 decreased by $158,302.79

and in 1941 the deposits were decreased by $20,999.50 be-

low the previous year's amount of total deposits. The

largest gains in deposits were in 1943 and in 1945. De-

posits in 1943 increased in the amount of $866,578.43. In

1945 the deposits were increased by $784,074.61. The steady

increase of deposits since 1942 can probably be attributed

.to the inflation resultant from World War II. The increase
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in deposits before World War II began was due to the discov-

ery of oil and the great increase of wealth in the community.

Several years following the discovery of oil conditions

began to return to normal. Money in the hands of the masses

of people began to develocitize and wealth concentration be-

came centralized increasingly in a minority group. The

bank resumed the function of making more loans as the oil-

boom activity receded. Thestandard of living within the

community was raised to a considerable degree during the

boom days and to maintain that attained standard the nego-

tiation of loans from the bank was necessary. In many in-

stances farmers returned to agricultural pursuits and they

sought loans from the bank. The loan functions of the bank

have increased greatly following the oil-boom era. It was

profitable for the bank to mobilize its cash balances, mak-

ing them available to merchants, farmers and others, hence

increasing the efficiency or the velocity of money within

the community. By making credit available for the financ-

ing of purchases of durable or semi-durable goods the bank

helped the community to maintain the standard of living

that it had attained during the oil boom. The bank was the

only institution of that nature in the community which could

stimulate savings, provide mobility of credit, and provide

an elastic credit system within the trade area of the com-

munity. The bank continued to prove that it was safe and
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successful by meeting the tests set by creditors, borrowers,

stockholders, and the government. The number of loans made

by the bank was regulated to prevent a loss of capital and

economic disturbances within the community.14

Farmers reassuming their agricultural roles sought long-

term loans, intermediate loans, and short-term loans from

the bank. Farm loans have predominated the types of loans

made by the bank.15 Banks have found through the years, in

the majority of cases, that the farmer is a profitable and

reliable customer. Many sound country banks have come to

specialize in financing short-term needs of agriculture.16

Farmers have always paid high rates of interest on loans,

since the hazards of farming are great, and the banks have

maintained a monopoly in loan making. The farm serves as a

home, as well as a business, thereby necessitating mainten-

ance and continued financing. The banks have taken advan-

tage of the farmers' credit and also the credit needs of

others by manipulating interest rates to secure the most

profit from loans made to the needy borrowers.

The resumption of farming in the community after the

oil boom instituted loan demands for such purposes as farm

production, harvesting, the marketing of crops, repairing

14tatement by Ernest O'Hearn, president of the First
State Bank, personal interview, September 12, 1947.

15 Ibid.

16F. J. James, The Economics of y Credit and Bank-
p. 417.



farm buildings, liquidating debts for agricultural purposes,

and purchasing necessary family commodities. The decrease

in the population of the community following the boom period

enabled the bank to secure better knowledge of the individ-

ual's credit needs and how loans were to be repaid. It is a

cardinal principle of bank administration to have a knowl-

edge of how borrowers are using funds lent by the bank. The

period following the boom enabled the bank to relax its loan

policies and to resume lending functions suited to the credit

needs of the permanent citizens of the community. Farm loans

have been replaced in importance by the increase of short-

term loans in the last few years. The types of loans made

by the bank now consist of seasonal (sixty to ninety day)

loans, short-term loans, loans on life insurance policies,

field warehouse loans, collateral loans, mortgage loans, and

a few long-term Reconstruction Finance Corporation Partici-

pation loans. The longest period for which the bank now

makes a loan does not exceed fifty months. The short-term

loans comprise the majority of loans now made by the bank.

The seasonal loan is the ideal loan, according to the bank's

loan officer, because it gives the bank true liquidity and

is based on economic transactions assuring payment.17

The type of collateral used in securing loans from the

bank varies from liens on farm crops to mortgages on property

17Statement by Ernest O'Hearn, president of the First
State Bank, personal interview, September 12, 1947.
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owned. Government savings bonds serve as collateral in many

cases where personal loans are secured. The nature of the

collateral employed is the determinate sometimes in making

loans to strangers in the community. If good collateral is

used, the bank usually does not hesitate to make a loan.

On the other hand, if poor collateral is offered, the bank

devotes consideration and conducts credit investigations of

the individual desiring the loan.18

The rate of interest charged on loans made by the bank

now averages about ten per cent. The rate of interest

charged on big loans is lower, andthe interest may even be

as low as two per cent on a very large loan. One administra-

tive officer of the bank informed the writer that the type

of loan made by the bank was another factor in determining

the amount of the interest charged.19 Therefore the bank

takes into consideration the factors of the type of loan de-

sired, the amount of the loan, and the type of collateral

offered before making a loan. The rate of interest charged

prior to the oil boom was not regulated by any other agency

and the bank set the interest rates on loans as it saw fit.

The bank has always maintained a monopoly situation in the

banking of the community. Since the bank has affiliated

with the Federal Reserve System the rates of interest charged

on loans have been somewhat regulated through the re-discount

18Statement by G. H. Grayson, vice-president of the
First State Bank, personal interview, December 29, 1947.

19Ibid.



policies of the Federal Reserve System. The re-discount

policy of the Federal Reserve System very surely contributed

to the stabilization of interest rates.

Lending is preferred to investing by the bank. The ad-

ministrators of the bank base that statement on the fact

that loans generally yield better returns and are generally

more profitable. Mrs. L. J. Everett, retired president of

the bank, commented on the fact that she thought that bank-

ing is the most profitable form of business. Ioans are also

preferred because they increase the bank balances and build

up future patronage for the bank. The average yield on loans

is many times greater than the average interest yield on in-

vestments. In purchasing long-term securities the bank as-

sumes both credit and interest risks. It is logical that

loan making would constitute a major function of the bank

since great profits are realized from such practices.20

The lending policy of the bank has increased to such

an extent through the years that the writer believes that

it warrants a complete statistical account. It will be

noted in Table 2 on the following page that the loans and

discounts made by the bank have increased each year, with

the exception of the years 1938, 1939, 1940, and 1942. The

greatest reduction in the loan item is noted in 1942 when

the loan item was reduced by $208,023.85. The administra-

tive officers of the bank explained that the reduction in

20Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, December 30, 1947.



TABIE 2

ANNUAL REPORTS ON TRE LOANS AND DISCOUNTS MADE BY
THE FIRST STATE BANK OF GIADEWATER, TEXAS,

DECEMBER, 1935, THROUGH DECEMBER, 1946*

Date Amount

December 31, 1935 . . . . . . . . . . . $246,171.98
December 31, 1936 . . . . . . . . . . . 290,498.29
December 31, 1937 . . . . . . . . . . . 420,055.43
December 31, 1938 . . . . . . . . . . . 392,799.52
December 31, 1939 . . . . . . . . . . . 333,786.25
December 31, 1940 . . . . . . . . . . . 301,798.80
December 31, 1941. . . . . . . . . . . 337,632.97
December 31, 1942 . . . . . . . . . . . 129,609.12
December 31, 1943 . . . . . . . . . . . 171,598.28
December 31, 1944 . - - . - - . . . . . 518,878.56
December 31, 1945 . . . . . . . . . . . 791,678.11
December 31, 1946 . . . . . . . . . . .1,168,808.72

*Taken from the Report of Conditions of the First
State Bank of Gladewater, Texas, for December 31 or
the nearest reporting date at the end of each year.

loans on those dates was due to the fact that the bank in-

vested more in government bonds, particularly war savings

bonds, after 1938. The increase in the investments of the

bank in turn caused the bank to make fewer loans.2 1

The table includes the years from 1935 through 1946.

The first column includes the date and the year in which the

loan item given was reported. The second column gives the

total amount of loans and discounts made by the bank for the

year given. It will be noted from the table that the great-

est increase in the loan item of the bank's resources began

21Statement by G. H. Graysop, vice-president of the
First State Bank, personal interview, December 29, 1947.
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in 1944. The loan item was greatly increased from 1944

through 1946. The largest number of loans was made in 1946

when the amount of loans increased by $377,130.61. Since

the end of World War II the bank has increased the amount

of loans made, as indicated by observation of the table.

One bank official suggested that the increase in loans after

the war is due to expansion of business and building. The

bank as a private banking institution did not assume invest-

ment functions. One retired administrative officer of the

bank said that the small amount of deposits was a reason

why the bank did not invest in bonds and securities in its

early stage of development. It was not until the bank was

reorganized that investing functions of any significance

were assumed. The discovery of oil and the subsequent in-

crease in bank deposits initiated the investment trend by

the bank. The increase in the capital item of the bank

has influenced the development of the investment policy.22

The bank began purchasing government bonds and securi-

ties in significant amounts in 1935. In March, 1935, the

United States Savings Bonds were offered to the public on a

discount basis to yield 2.9 per cent interest. The bank in-

vested in that type of government bond and sold them to in-

dividuals within the community also. The investment trend

of the bank relieved it of the large and increasing amount

22 Ibid.



of deposits.23 Swollen deposits are indeed the bank's big-

gest worry, not because another banking panic is expected,

but simply because the chief medium for investment of bank

funds today is the two per cent government bond.24

Inter-relationship between the increase in loans and

the increase in deposits is shown by the sale of government

securities to banks during World War II. Although the bank's

deposit figures were already inflated in 1941 because of

budgetary deficit financing, they increased almost one hun-

dred per cent because of war financing. The government at

this stage stimulated the creating of money by banks. In

order to obtain funds, the government gave the banks inter-

est-bearing promises to pay, and the banks gave the govern-

ment deposit credit subject to check. Thus the assets of

the banks were increased, and the bank's liabilities in the

form of government deposits were similarly increased.25

During World War II and in the post-war period all

banks biMnd it necessary to lend heavily to the government

at low and controlled interest rates, rather than to employ

their resources more profitably in making loans to business.

The conclusion is that most Texas banks have had, at least,

a one hundred per cent increase in their percentage of gross

earnings received from interest and dividends on government

23Ibid.

24H. Bratter, "Bankers Serve Small Business," Nation's
Business, XXXII (December, 1944), 36.

25Prather, op. cit., pp. 95-196.
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securities since 1935.26

Although consumer credit during World War II was re-

duced by the government, the bank was not affected particu-

larly because the increase of money in the hands of the gen-

eral public permitted cash purchases without the use of

credit. The total volume of consumer spending during the

war increased rather than decreased. Full employment and

good pay during the war reduced the requests for loans from

the bank.

The bank has invested the majority of its available

funds in government bonds. The government securities and

bonds yield from two per cent to two and one-half per cent

interest to the bank.27 Investment in municipal bonds has

attracted the other portion of the bank's investments. Mu-

nicipal bonds were apparently not as attractive to the bank

as were investments in government bonds. The quick assets

item in the semi-annual report of condition of the bank

shows the increase of investments in United States bonds and

municipal bonds. Table 3 on the following page gives the

amount of investments made by the bank in government and in

municipal bonds, from 1935 through 1946. The date and the

year in which the amount indicated was invested is given in

26Sara E. Peel, "The Shifting in the Sources of Earnings
of Banks Since 1945" (Unpublished Master's Thesis, Depart-
ment of Economics, North Texas State Teachers College, 1945),
p. 37.

27H. M. Groves, Financ Government, pp. 547-552.



TABLE 3

INVESTMENTS IN UNITED STATES GOVERNMENT BONDS
AND MUNICIPAL BONDS BY THE FIRST STATE

BANK, GLADEWATER, TEXAS, FROM
DECEMBER, 1935, THROUGH

DECEMBER, 1946*

Date Amount

December
December
December
December
December
December
December
December
December
December
December
December

31,
31,
31,
31,
30,
31,
31,
31,
31,
30,
31,
31,

1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946

0

0

0

.0

0

.0

.0

.0

.

.

.4

$1,193,088.63
1,244,189.41
1,284,317.30
1,170,821.87
1,256,103.80
1,496,026.43
1,449,287.66
1,980,249.73
1,738,794.09
3,040,388.71
3,568,364.88
3,284,994.49

*Taken from the Report of Conditions of the
First State Bank of Gladewater, Texas, for Decem-
ber 31 or the nearest reporting date at the end of
each year.

the first column of the table; the amount correspondent is

in the second column. The amount given included the total

amount invested by the bank in government and municipal

bonds. The amount of investments increased in 1936, 1937,

1939, 1940, 1942, 1944, 1945, and 1946. Investments de-

creased during 1938, 1941, and 1943. The amount of invest-

ments has fluctuated, but increased through the years. The

greatest investment period of the bank began in 1944 when

the bank's report of condition showed an increase of

$1,301,594.62 in investments. The amount of investments has

.0

.0

.0

.0

.0

.0

.
.
.
.
.
.
.
.

.
.
.
.

.

.0

.0

.0

.0

.0

.S

.0

.S

.I

.I

.I

.I
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continued to increase since 1944. The investment trends

of the bank primarily indicate government bonds purchased,

as municipal investments are relatively small in number and

are confined to the financing of municipalities within the

East Texas area.28 The bank has progressed greatly in its

investment program and has induced many of its patrons to

invest in worth-while securities. .The bank advised many in-

dividuals in investment procedures after the discovery of

oil and the great increase of wealth within the community.

The bank has also issued, purchased, and promoted the sale

of government bonds during World War II in the community.2 9

Mrs. L. J. Everett made the statement that the bank did

not realize any huge profits from its operations until the

oil boom began. The bank was a very profitable business

before the discovery of oil, but the very large amount of

profits was not made until after the boom began.30 Service

charges and commissions were not instituted into the bank

until after the reorganization of the bank in 1935. Since

the oil boom began the bank has declared large sums of divi-

dends to its stockholders. After 1935, the bank met its

operating expenses by making charges on services to deposit

accounts, special services, and from the collection of fees

Government bonds were the principal investments of thebank and the investments in municipal bonds in the amounts
given in the above table are very small.

29Statement by G. H. Grayson, vice-president of the
First State Bank, personal interview, December 29, 1947.

30Statement by Mrs. L. J. Everett, retired president ofthe First State Bank, personal interview, December 30, 1947.
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and commissions on transactions negotiated through the bank.31

Profits were obtained from the receipt of interest and

dividends paid on securities, but eighty per cent of the to-

tal earnings of the bank are derived from interest and divi-

dends received on loans made by the bank. The profit item

of the bank has increased steadily through the years. From

the founding of the bank in 1911 to the reorganization of the

bank in 1935, one individual completely owned the bank and

received all of the profits. After the reorganization of

the bank in 1935, one half of the stock in the bank was

sold to the new president of the bank and the other half of

the stock remained in the hands of the previous owner. The

profits received by those two individuals from the bank were

large. Undivided profits are an accounting item and are not

regulated by banking laws as strictly as the surplus item

is. In several instances dividends were not declared each

year, and the par value of the stock was raised. That bank-

ing manipulation of the par value of the stock tended to

make ownership in the bank more attractive; consequently the

ownership of stock in the bank was a very desired security

by investors within the community.32

The writer has compiled data on the undivided profits

of the bank from the semi-annual report of condition of the

31Statement by G. H. Grayson, vice-president of the
First State Bank, personal interview, December 29, 194 7 .

32Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, December 30, 1947.
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bank. Table 4 shows the increase in the profit item of the

bank and is indicative of the continued growth of the bank.

TABLE 4

UNDIVIDED PROFITS FUND OF TEE FIRST STATE
BANK, GIADEWATER, TEXAS, FROM DECEMBER,

1935, THROUGH SEPTEMBER, 1946*

Date Amount

December 31, 1935 . . . . . . . . . . . . $9,073.08
December 31, 1936 . . . . . . . . . . . . 27,111.39
December 31, 1937 . . . . . . . . . . . . 44,249.72
December 31, 1938 . . . . . . . . . . . . 30,513.62
December 30, 1939 . . . . . . . . . . . . 20,451.49
December 31, 1940 . . . . . . . . . . . . 30,710.84
December 31, 1941 . . . . . . . . . . 39,590.35
December 31, 1942 . . . . . . . . . . . . 41,538.36
December 31, 1943 . . . . . . . . . . . . 47,976.83
December 30, 1944 . . . . . . . . . . . . 61,119.78
December 31, 1945 . . . . . . . . . . . . 75,000.00
September 30, 1946 . . . . . . . . . . . 91,178.15

*The table was compiled from the Report of Con-
dition of the bank for December 31 or the nearest
reporting date at the end of each year.

The table gives the annual profit item of the bank from 1935

through 1946. The first column in the table gives the date

and year of the report. The second column in the table

gives the correspondent amount of undivided profits that

was given in the liabilities item of the bank's report.

The profit item has increased each year with the exception

of the year 1939 when a decrease in the amount is indicated

in the table. Profits grew until the zenith was reached in

1946. The profit item of the bank's report at the close of
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1946 amounted to $91,178.15. One might easily conclude after

observing the table that the bank has earned large profits,

and that banking is indeed a very profitable business in

which to engage.

In the last analysis of the development of the bank

the writer presents the third complete reorganization of the

bank. In 1933 the two stockholders in the bank completed

their banking careers and sold their stock in the bank.

There is no control of stock ownership in the bank now. The

shares of stock were redistributed to the new stockholders

under a stipulation prohibiting control of stock by any in-

dividual stockholder. The shares of stock were redistri-

buted at less than fifty shares per individual. There are

about forty stockholders now, whereas before two individuals

owned all of the stock in the bank. The amount of common

stock in the capital item of the bank is $75,000.00. The

shares of stock were redistributed at the par value of

$500.00 per share. The par value of the shares of stock

has increased since that time, due to the fluctuations and

rise of the market prices. 3 3

The capital stock item of the bank in 1944 was in-

creased from $100,000.00 to $150,000.00. The increase in the

capital of the bank was made in accordance with the state

banking laws and was permitted by the State Banking Commission.

33 Statement by Mrs. L. J. Everett, retired president of
the First State Bank, personal interview, December 30, 1947.
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The capital of the bank was increased to secure more busi-

ness and to make more profit. One bank official informed

the writer that in addition to those motives for the in-

crease in capitalization of the bank, the change was de-

sired to offer increased credit functions and additional

banking services to the community.34

In May, 1945, the bank purchased two buildings adja-

cent to the present bank site for future expansion purposes.

It was announced at the first of this year that the new bank

building would be erected in 1948.35 The increase of per-

sonnel in the bank and the growth of the business are major

reasons for the expansion program of the bank. The new bank

will employ every modern banking device and will offer the

patrons improved services.36

The bank has grown a great deal since it first went

into operation as a private banking institution in 1911.

The bank has enjoyed every advantage to be desired in the

field of banking. The discovery of oil and the possession

of a monopoly banking situation by the bank in the community

are basic in the growth and expansion of the institution.

34Statement by Ernest O'Hearn, president of the FirstState Bank, personal interview, September 12, 1947.
35Gladewater D Times Tribune, February 22, 1948,

P. 3. lw-OM

36Statement by Ernest O'Hearn, president of the FirstState Bank, personal interview, September 12, 1947.
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The bank is an example of a pioneer institution founded by

a pioneer East Texas family.



CHAPTER V

CONCLUSIONS

This study has attempted to show the growth of the

First State Bank of Gladewater, Texas, and its economic

relationship with the community. The evolution of private

banking from the credit functions of the pioneer general

merchandise business is basic in the historical development

of banking in this country. The bank in this study is an

example of the small private banking institution that grew

into a wealthy incorporated banking institution.

The growth and the economic condition of the community

were responsible for the growth of the bank. As the com-

munity grew, the bank grew and increased its services and

functions. The fact that the economy of the community

survived constitutes the reason why the bank was able to

survive the depression period. Other banks failed due to

the fact that the economy of the community failed. The

discovery of oil initiated the rapid growth of the community

and in turn the bank grew. It may be concluded that the

survival, growth, and expansion of the community and of the

bank are attributable to the discovery of oil. It is of

economic significance that the community enjoyed great

55
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prosperity while on the other hand the rest of the country

suffered from an economic depression.

The existence of wealth and depression within a single

economy is of noteworthy consideration. The fact that the

community enjoyed great prosperity is additional reason why

the bank became a rich institution. The bank enjoyed a

monopoly situation in the banking field within the community

and that also contributed to the sustained growth of the

bank. The founder of the private bank received large re-

turns from his original capital investment. The writer has

shown the continued growth of the bank through the use of

tables showing the yearly increase in the bank's loan fund,

the investment fund, deposits and profits.

The state enacted new laws in banking and the private

banks in the state have been gradually reduced in number.

Banks are examples of institutions which have been forced to

change as the times change. The bank about which this study

was made was changed in time from a private bank to a state

bank. Private banks throughout the country have been pushed

out of operation by the national banking system which has

become a part of the economy. The community bank is one

institution which remains vital to the operation of the com-

munity. There are no general conclusions to be drawn from

the study.
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