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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

FEDERAL RESERVE BOARD,

Washington, February 16, 1921.
SIR : The Federal Reserve Board has the honor to submit its

seventh annual report, which relates to operations for the calendar
year ended December 31, 1920.

The past year has been essentially a period of reaction. The year
immediately preceding was characterized by an unprecedented orgy
of extravagance, a mania for speculation, overextended business in
nearly all lines and in every section of the country, and general de-
moralization of the agencies of production and distribution.

Beginning with abnormally large importations of gold in 1915,
the course of world events forced upon this country during a period
of five years the greatest expansion it has ever known. I t was uni-
versally realized that there would be sooner or later reaction and re-
adjustments, and those who recalled the effects of readjustment after
former periods of great expansion and abnormal activity regarded
the future with grave apprehension.

While indications that the country was approaching a readjust-
ment period were not lacking during the closing months of the year
1919, it was not until the spring of 1920 that it became generally
recognized that reaction had set in and that the country was passing
through the most acute stage of transition from wartime delirium to
the more normal conditions of peace. This process of readjustment
began almost simultaneously throughout the world, and its effects
have been more far-reaching and drastic in other countries where the
inflation of bank credit and currency" was more pronounced than in
the United States. The process necessarily has been painful, but it
was inevitable and unavoidable, and in view of world-wide condi-
tions could not have been long deferred in this country by any arti-
ficial means or temporary expedients which might have been adopted.

In meeting the strain to which our domestic banking system has
been subjected, a strain which always accompanies the economic and
financial changes which follow a period of great expansion, no
resort was made to credit curtailment or to contraction of the cur-
rency. The precautionary steps which were taken during the year
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2 ANNUAL REPORT FEDERAL RESERVE BOARD.

did not produce deflation, but they checked the expansion which
had been proceeding at a dangerous rate and prevented a larger
measure of distress than has actually occurred.

As the year closed there were many indications that business gen-
erally was beginning to adjust itself to new conditions and was pre-
paring to proceed on a sounder and saner basis. The most trying
and critical stage of readjustment was passed before the end of the
year and the situation at its close was intrinsically better than at its
beginning. Then it was foreseen that the developments which have
occurred were impending and the future was regarded with uneasi-
ness and apprehension. Now it is generally recognized that the
crisis has been passed and that the country has regained a more nor-
mal state of mind, which is of first importance in working back
toward normal conditions; and looking to the future, a spirit of
greater confidence prevails.

Because of the universal and sweeping changes wThich took place
during the year and of the rapidity with which they occurred, the
year 1920 will be ranked as one of the most eventful in economic his-
tory. It does not appear inappropriate, therefore, in making a re-
port of the operations of the Federal Reserve System during the year
and in discussing the policies controlling those operations, to review
the underlying causes and immediate effects of the reaction which
has taken place.

Hitherto periods of rapid readjustment, such as were witnessed
during the past year, have invariably been accompanied by severe
financial disturbances or money panics. The absence of such de-
velopments in the United States during the past year must therefore
be regarded as the strongest proof of the efficiency and stability of
our present banking system, and of its ability to absorb the shock and
avert the disaster which in other times has overtaken the country. In
previous periods of abnormal activity, industry and commerce,
although dependent upon credit conditions, generally have been more
nearly self-sustaining than was the case when the recent wave of ex-
pansion was at its crest. At such times no doubt commercial and
industrial activities were less affected by those influences which bear
directly upon the credit situation. Differences .of opinion have
always existed among economists as to the extent to which credit
modifications have been the cause, and as to the measure in which
they are to be regarded as the effect of industrial changes. Relation-
ships between credit and business have always been complex and
often justify differences of opinion. During the past year, however,
the course of events presents a picture of world-wide change proceed-
ing from profound economic causes in which credit appears as only
one of a group of major factors.
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ANNUAL REPORT FEDERAL RESERVE BOARD. 3

It is, however, true that in periods of transition, when marked
changes in business conditions are taking place, there is a disposition
to shift responsibility for disappointment or'misfortune upon the
credit system, thus magnifying its true function as a regulator of
commerce and business into the role of a savior or else a destroyer
of industrial prosperity. Such conclusions proceed from a super-
ficial and inadequate view of the general economic situation and its
resultant problems. No thorough analysis of the causes of present
conditions in the field of banking and finance can be made without a
clear understanding of basic facts relating to commerce and industry.
With these first surveyed and with the facts regarding extension of
credit, both by the member banks and by the Federal Eeserve Banks,
briefly outlined, it will be possible to obtain a more accurate idea of
the influences affecting the general course of business and finance in
the United States during the year 1920 and of the effect of these
influences.

The developments during the year 1920 all over the world have
been along lines of industrial and commercial readjustments. There
are several measures or tests which may be applied in order to ascer-
tain the character and scope of these readjustments. Of these, one
of the most obvious and familiar is the volume of production.
Viewed from the standpoint of the volume of commodities made avail-
able for consumption, the year 1920 was one of plenty. As is well
known, the outturn of primary wealth—farm products and raw ma-
terials in general—has been of more than average volume. Accord-
ing to the figures of the Department of Agriculture, the corn crop
of 1920 was the largest ever produced; the production of cotton
larger than that of any year since 1914, while that of wheat was
surpassed only five times in the history of the country. The produc-
tion of other staples was almost without exception beyond the
average.

While figures approximately accurate are available as to agricul-
tural production, the record of the year with respect to manufactured
products is not so clear. Some investigators, however, have reached
the conclusion that the output of the mills and factories was probably
near the maximum about May 1. Indications are that in distinctive
manufacturing and industrial lines there had been, following the
cessation of heavy production for war purposes, a decrease in output
and a readjustment of its character, which continued for several
months following the armistice. During this time the requirements
of buyers did not conform to market conditions, but there subse-
quently developed shortages in various lines, which were followed by
a considerable increase in productive activity, while in some lines,
such as textiles, a sellers' market eventually developed. This period
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ANNUAL REPORT FEDERAL RESERVE BOARD.

of greater production reached its peak during the early months of
the year, since which time a decline in production has been in
evidence, as is shown*by the following table:

Decem-
ber, 1919.

March,
1920.

October,
1920.

Decem-
ber, 1920.

Live stock receipts at 15 western markets (in thousands of
head)

Grain receipts at 17 interior centers (in thousands of bushels)...
Cotton sight receipts (in thousands of bales)
Lumber shipments reported by 3 associations (in millions of

feet)
Anthracite coal production (in thousands of short tons) _, __
Bituminous coal production (in thousands of short tons) ! 36,612
Crude petroleum production (in thousands of barrels) ! 32,508
Pig-iron production (in thousands of long tons) j 2,633
Steel-ingot production (in thousands of long tons) \
Cotton consumption (in thousands of bales) j 512
W ool consumption (in thousands of pounds) 55,566

6,992
76,805
2,219

633
8,089
6612

5,072
67,941

797

910
7,857

46,792
35,831
3,376
3,299

576
58,345

5,355
95,955

1,467

699
8,069

50, 744
39,592
3,293
3,016

400
33,704

4,992
75,058
l5$0

515
8,321

52,565
38,961
2,704
2,340

295

All industries have not been affected alike, however, the decline
having been most marked in leather and textiles, while steel in-
dustries have only recently shown that they are affected by the same
influences. The decrease in unfilled orders on the books of large iron
and steel industries which has been in progress since August indi-
cates not only a relative decline in the activity of these basic in-
dustries, but also of other industries dependent upon them for
material. How far the actual shrinkage in production has gone in
the aggregate can be estimated only, but some light on the situation
is given by the Board's index of production which follows.

In order to show the changes in productive activity, there are
presented below four tables showing relative figures of the movement
of live stock, grain, and cotton during the year 1920; of the produc-
tion of anthracite and bituminous coal and crude petroleum; and of
the output of pig iron and steel ingots; also absolute quantities of
cotton and wool consumed.

Movement of agricultural products,

[Monthly average, 1911-1913=100.]

Average for year 1918
Average for year 1919
Average for year 1920 .. .

January
February
March
April . .
Mav
June...
July
August

O ctober
November.
December

1920.

Live-stock
receipts at
15 western
markets.

127
129
111

139
102
110
90

112
110
100
109
114
116
129
105

Grain re-
ceipts at
17 interior
centers.

129
106
97

100
94
87
57
72
88
96

115
141
123
98
96

Cotton
sight

receipts.

74
84
72

126
87
64
44
29
21
29
25
62

117
144
126
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ANNUAL REPORT FEDERAL RESERVE BOARD.

Coal and petroleum production.

[Monthly average, 1911-1913=100.]

Anthracite
coal pro-
duction.

Bituminous
coal pro-
duction.

Crude
petroleum
production.

Average for year 1918
Average for year 1919
Average for year 1920 .

1920.
January
February
March
April
May
June
July
August
September
October
November
December

I l l
99

100

103
91
106
84
108
110
112
108
63
109
101
112

130
103
125

131
112
126
102
107
118
123
131
138
137
138
142

155
164

176
177
187
186
190
193
199
204
196v
207
202
203

Iron and steel production.

[Monthly average, 1911-1913=100.]

Average for year 1918
Average for year 1919
Average for year 1920

1920.
January..
February."
March..
A p ril
May
June
July
August
September
October
November
December

Cotton and woolen consumption.

[Pounds.]

Cotton con-
sumption.

Wool con-
sumption.

Average for year 1918
Average for year 1919
Average for year 1920

1920.
January
February
March
April .'
May
June
July
August
September
October
November
December

257,356,000
246,646,500
243,330,500

295,960,500
257,849,500
287,894,500
283,457,000
270,688,500
277,577,500
262,744,500
241,596, 500
228,823,500
199,918,500
166,028,500
147,425,500

50,429,835
45,257,215-

63,059,862
55,247,652
58,344,602
57,887,832
50,649,381
40,679,920
32,372,064
32,849,956
30,928,337
33,703,523
24,150,141
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6 ANNUAL REPORT FEDERAL RESERVE BOARD.

Summarizing the facts thus reviewed, it will be seen that after the
peak of war production had been reached by speeding up all avail-
able energies during the closing months of the war, there was a sharp
decline in activity, which continued during the uncertain months
following the armistice and well into the year 1919 until the flota-
tion of the Victory loan. A gradual expansion then developed,
which culminated in much higher production early in the year 1920,
and during this time the inability of the railroads to provide ade-
quate transportation facilities brought about an unusual and serious
congestion at initial points. This circumstance was due partly to
an unusually severe winter, and partly to the renewed increase of
production and a larger volume of goods to be shipped. All the fac-
tors of the situation taken together brought about an accumulation
of commodities until the late spring and early summer, when, as the
result of more favorable weather and better transportation facili-
ties, delayed consignments began to reach the markets in volume,
but too late for sales on terms as advantageous as probably would
have been obtainable had they reached distributors earlier and in a
normal way.

INDUSTRY AND PRICES.

The course of prices during the year 1920 has been extraordinary
and the effects far-reaching. About the time when production
reached its postarmistice peak—that is, in the early spring—a tend-
ency toward reaction in prices became evident in several countries.
Among the first indications of this tendency may be noted the col-
lapse of the silk market in Japan and the public protest against
current prices for clothing, which had as one of its manifestations
the short-lived movement to wear overalls. These events were fol-
lowed later by depression in Cuba and other Latin-American coun-
tries, due to rapid declines in sugar, coffee, and other staples pro-
duced in those countries. There are presented in the table following
the index numbers of prices compiled by the Board from American
data and obtained from information supplied by foreign corre-
spondents,
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ANNUAL REPORT FEDERAL RESERVE BOARD.

Wholesale price indexes.

[Average prices, 1913=100.]

United States:
Federal Reserve Board

index
Bureau of Labor Statis-

tics..
United Kingdom, Statist

index
France
Italy
Sweden
Canada
Japan . .
India
Australial

Nov.
1918.

?ftfi

229
358
437
307
215
210

172

Mar.
1919.

191

201

217
337
324
354
205
202

169

Jan.

242

248

487
504
319
248
301
218
203

Feb.

242

249

30n
522
556
342
254
313
209
206

Mar.

248

?,53

307
555
619
354
258
321
198
209

Apr .

203

?65

313
588
679
354
261
300
200
217

May

204

27?.

,W>
550
659
361
263
271
210
225

1920

June

258

?m

300
493
615
366
258
247
206
233

July

250

262

?00
496
613
363
256
239
209
234

Aug.

234

250

298
501
632
365
244
235
209
236

Sept.

226

?A?,

292
526
660
362
241
230
208
230

Oct.

208

225

282
502
662
346
?M
226
206
215

Nov.

190

207

263
460
658
331
2?5
221
194
208

Dec

171

1X9

243
434
635
?m
314
?0f>
180
197

1 Trices, July, 1914=103.

During the year the country as a whole experienced a very serious
economic dislocation, the ultimate and inevitable outcome being a
general suspension of buying which eventually resulted in greatly
reducing the demand for commodities, thus making it impossi-
ble for producers and manufacturers to dispose of their goods on
the market in the same volume as before. Had manufacturing
industries been able to continue to export their entire surplus as had
been the case during the years of war financing both before and after
the armistice, this situation might not, perhaps, have immediately
affected the marketing power of these enterprises, although eventu-
ally it was certain to do so. However, changes in foreign trade
conditions contributed directly to the creation of a surplus which
could not be disposed of abroad and which was therefore entirely
dependent upon the home market.

On previous occasions of business readjustment or transition it
usually has been possible to locate some definite point at which th&
break in prices and decline in speculation in commodities had taken
place. In the present readjustment the beginning undoubtedly must
be noted in the Japanese silk market. Almost simultaneously with
the collapse of the silk market in Japan there was a radical revision
of prices in Germany. The situation in that country had from the
beginning of the year been precarious, being characterized by great
disparities between domestic and foreign prices of German goods.
These disparities taken in conjunction with the unsettled state of
foreign exchange led to unwholesome and extensive exportations of
German goods, especially to France and England. The conditions
were so artificial that attention was speedily directed to them, result-
ing in radical price revisions and the abnormal activity rapidly
settled down to a state of depression. It is difficult to determine
exactly how far this condition of business in Germany reacted upon
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8 ANNUAL. REPORT FEDERAL RESERVE BOARD.

conditions in other countries, but it undoubtedly produced a pro-
found effect. Not only in the Far East, therefore, but also in that
country which perhaps felt most keenly the financial and economic
consequences of war was a severe shock administered to the growth
of postwar inflation and overtrading. This reaction setting in almost
simultaneously, both in Europe and in the Orient, came at a time
when production during the postarmistice period had probably
reached its height and when also prices in most countries were at
the peak. It was a situation which made readjustment inevitable—
a readjustment which must take effect not merely in prices but in
every division of economic life.

As production had been increasing during the summer and fall of
1919 and the spring of 1920, there was at least a tendency in some
lines to what may be termed " overproduction " in a relative rather
than an absolute sense, as excessive supply was due mainly to re-
duced consumption. In these circumstances the equilibrium of
prices could have been maintained only through an increased or at
least sustained buying power, as well as disposition to buy on the
part of the public, which, however, was not existent. Consequently,
it became evident after the end of the first quarter of the year
that the buying or consumptive power was not sufficient in volume
to absorb the greater quantities of goods which were being steadily
produced and offered to the public. The practical question ac-
cordingly arose whether reductions in prices would not be neces-
sary in order to move the current output of manufactured goods.
In some lines an effort was made to solve the problem through a
voluntary restriction of production, but it soon became evident that
such measures were inadequate, and accordingly substantial reduc-
tions in prices of some articles which had reached a high level
were announced by producers. Striking examples of these tendencies
were seen in textiles, automobiles, shoes and leather goods of all
kinds, and in a variety of other manufactures.

The decline in wheat and breadstuffs generally has been ascribed
by some to the relinquishment of the Government control of wheat
prices on June 11, 1920, followed by the reestablishment of open-
market trading. The Federal Trade Commission has recently made
a report in which economic causes which have led to the decline are
clearly set forth. As a matter of fact, the decline has been more
marked in many commodities which have never been the objects of
price control. In metals, rubber, oils, cotton, and fabrics of all de-
scriptions and throughout a large range of other commodities, the
prices of some of which had been fixed, while the others were sold
without restrictions, the downward movement of prices has been
even more marked than in grain and flour and represents a. combina-
tion of influences.
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ANNUAL KEPOET FEDERAL RESERVE BOARD. 9

In the following table the prices of some of the more important
staples are compared at their postarmistice peak with the lower
levels established during the downward movement which extended
over the last half of the year 1920.

Prices of leading commodities (averages for the month).

Wheat, No. 2 red winter, cash,
Chicago, bushel.

Cotton, upland middling, New
Orleans, pound.

Wool:
Ohio fine unwashed delaine,

Boston, pound.
Ohio J blood unwashed,

Boston, pound,
Hides:

Packer, heavy native steers,
Chicago, pound.

Calf, selected 7-9 pounds,
New York.

Silk, Japanese filature Shinshu,
No. 1,13-15, New York,pound.

Rubber, first Paiex crepe, New
York,pound.

Sugar, raw, 96° centrifugal, net
cash, New York, pound.

Pig iron, basic, Mali ning and
Shenango Valley furnace, pound.

Copper, electrclitic, New York,
pound.

Petroleum, crude mid-continent
at wells, barrel.

Peak since armi-
stice.

May, 1920. $2. 98

Apr., 1920. .41

Mar., 1920. 1.00

Dec , 1918. . 79

Oct., 1919. .48

Nov., 1919. 10.13 5.75

Feb., 1920. 16.85 11.35

Feb., 1919. .57 .39

May, 1920. .21 .21

Sept., 1920. 48.50 43.25

.80

.55

Nov., 1918. .26 .18

Mar .-Oct., 3.50 3.50
1920.

June.

$2. 90

.41

.70

.47

.36

4.06

8.35

.38

.20

44.00

.18

3.50

July.

12. 81

.40

.68

.43

.30

3.65

7.40

.32

.18

45. 75

.19

3.50

Aug.

82.47

.35

.63

.40

.28

3.25

5.60

.31

.13

48.10

.18

3. 50

Sept.

$2.49

.29

.65

.40

.29

2.69

6. 80

.26

.11

48.50

.18

3.50

Oct.

$2. 20

.21

.60

.38

.26

2.42

6.53

.24

.08

43.75

.16

3.50

Nov. j Dec.

12. 06 | $2.01

.18

.51

.28

.22

1.85

6.50

.19

.07 |

36. 50

.14

3.50

.15

.50

.30

,20

1.75

5.90

.17

.05

33.00

.13

3.50

In considering the trend of prices, crop yields of the year should
not be overlooked. The final estimate of production of farm products
for the year which the Department of Agriculture issued on December
9, 1920, is as follows:

1914-1918, 1920
5-year production,

average. final estimate.

Corn „ bushels..
Winter wheat .do
Spring wheat do.
All wheat do
Oats do.

. l GO 3

Barley do.
Rye . . . r do.
Buckwheat do..
Potatoes do.

74S, (oO
, " b , 0 08^2,

'21% 8̂  >,0,0
000

Sweet potatoes do..
Flaxseed do..
Rice do..
Tobacco .pounds
Hay, tame. tons
Hav, wild do j
Alf hav do.
Cotton... ' bales.. j
Apples, total crop bushels
Annies' commercial barrel;
~ • bust '

12,

1, JS7

17'

r J ( ( Q

"* * v)0

4 ) « ,^

elsPea
Pears do.
Beans, dry, 6 States do.
Grain sorghums, 7 States do.
Peanuts do.

v'/ ,(H/0
u S . 00

> 4 . 00
2 1 >, V)IJL>

Sugar bests tons.
Broom corn do . . .
Sorghum (sirup) gallons.
Hops pounds.

6,051,000

232,367,000
577,763,000
209,305,000
787,128,000
526,055,000
202,024j000
69,318,000
13,789,000

430,458,000
112,368,000
10,990,000
53,710,000

508,064,000
91,193,000
17,040,000

108,233,000
12,987,000

240,442,000
36,272,COO
43,697,000
17,279,000
9,075,000

143,939,000
35,960,000

8,545,000
33,900

43,876,000
38,918,000
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1 0 ANNUAL REPORT FEDERAL RESERVE BOARD.

READJUSTMENT A WORLD-WIDE PROCESS.

From the data, already submitted it is clear that a downward
movement of commodity prices had developed in all countries during
the spring and summer of 1920 and that this reaction was due to
faulty or failing distribution, and this in turn was mainly the result
of lessened ability or greater reluctance on the part of wage earners
and those with fixed incomes to buy as freely as in the past, together
with increased productive capacity, although in some cases goods pro-
duced were not of the kind and quality which were most salable. This
phase of the situation can be understood better when it is remembered
that during the war industry had been thoroughly reorganized and
that consumption had, through the application of wholesale govern-
mental requirements, been shifted from its ordinary or normal chan-
nels into those of war demands. Owing to changes in the productive
situation the course of business activity assumed a direction en-
tirely different from that which normally it would have taken, and
as governmental regulations were relaxed or rescinded demand and
consumption were gradually relieved of the control exercised through
these means. Thus there was unavoidably a more and more serious
lack of adjustment between the activities of producers and the de-
mand of consumers as exhibited in the use of their buying power.

"Overproduction" in the sense of badly adjusted production-—
excess production in some lines as contrasted with others in which
production had been insufficient—was consequently characteristic
of the industrial situation in the various countries, including the
United States, at the beginning of the summer of 1920. These con-
ditions might gradually have righted themselves without very serious
effects or without the necessity for drastic readjustment but for the
fact that practically all countries were passing through the same
change, and they were therefore unable to assist one another by
purchasing. At the same time the credit mechanism of the world
had already been strained almost to the limit.

The removal during the year 1920 of many of the governmental
restrictions upon prices and the movement of commodities also had
its effect. On June 11, 1920, Government control of grain prices was
abrogated and unrestricted transactions in grain were again per-
mitted. In June the British Government terminated its control of
the wool market in Australia and modified its policy of intervention
in other directions. Thus the midyear of 1920 was a striking indus-
trial turning point for the reason that at this time important govern-
mental restrictions involving financial control and support of va-
rious markets were withdrawn. As these changes in governmental
policies were coincident with overstrained credit conditions and with
relative overproduction in many lines, a situation was created which
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ANNUAL REPORT FEDERAL RESERVE BOARD. 11

initiated readjustment in prices and in business practically every-
where. I t is worthy of note that these conditions did not originate
in the United States, but that this country was one of the last to feel
them acutely, and that so far it has felt them only in a much more
moderate degree than has been the case elsewhere.

THE CONTROL AND REGULATION OF CREDIT.

The determination of the policy pursued by the Federal Reserve
System in the face of conditions described was necessarily from
the outset a matter of profound importance. The development of
such conditions had long been foreseen by the Board and its policy
was shaped with a view of meeting them, and, as far as possible, of
minimizing injurious effects.

Up to the time the United States entered the European war, there
was no general appreciation of the ability of the Federal Reserve
System to meet the requirements of such a great emergency. The
question was whether it or any other system could raise and dis-
tribute the enormous loans necessary and could care for the vast
public financial operations which were the inevitable concomitants
of a great war. It required only a short time, however, to convince
even the most dubious of the credit capacity of the Federal Reserve
System and to demonstrate the smoothness and efficiency of its
operating mechanism. In fact, so readily did the new banking
sjT-stem respond to the demands made upon it during the early
months of the war that there were many who were alarmed at its
power to expand credit. The system was looked upon by many as
an engine of inflation and doubts of its ability to restrain undue
expansion at the proper time were frequently expressed. The Fed-
eral Reserve Board, however, has always been mindful of the credit
and banking conditions which were developing in the United States
and has never failed to take account of the consequences-of its dis-
count policies. From the outset, it recognized its duty to cooperate
unreservedly with the Government to provide funds needed for the
war and freely conceded that the great national emergency made it
necessary to suspend the application of weli-recognized principles
of economics and finance which usually govern banking operations
in times of peace. War is the most uneconomic of all processes. But,
as soon as the armistice put an end to the war, the Board made a
new survey of the situation in order to determine what could and
should be done to check undue and unnecessary expansion of credit.
During the year 1919 this question was under constant considera-
tion and it was hoped that the banks of the country would them-
selves see the wisdom of working back toward a more normal con-
dition. From time to time the Board issued statements in which
its view of the situation was given and banks were warned of the
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12 AlST^UAIi REPORT FEDERAL RESERVE BOARD,

consequences to be expected from a policy of constant overexpansion
which could be continued only by resorting to the rediscount facilities
of the Federal Reserve Banks. These warnings, however, were only
a transitory expedient and were given only momentary attention
by many, banks. The Board was prepared, as soon as Treasury
exigencies permitted, to resort to the well-known method of advanc-
ing the rate of discount.

The effects of the first advance of the rate of discount were reviewed
in the Board's annual report for the year 1919, but it was only during
the year 1920 that the necessity for the development of this policy
and the application of sound principles governing banking credit
have been most clearly reflected. In the situation which existed
ordinary prudence dictated plainly that not only should speculation
in corporate stocks and securities be restricted but that further ex-
pansion of banking credits made against goods and commodities in
storage should be checked. The loans and advances of a Federal
Reserve Bank should be as nearly as possible of a self-liquidating
character. Continued advances against unsold goods in storage
would tend inevitably to involve the banking system in the needless
risks and difficulties growing out of general changes in business con-
ditions without improving in any respect the situation as a whole or
relieving those obliged to reduce prices or curtail production in order
to stimulate the demand necessary to move commodities from pro-
ducer to consumer. The Board's purpose was to maintain the
strength of the Federal Reserve Banks, which are the custodians of
the lawful reserves of the member banks. It was not the Board's
intention to deny proper accommodation to agriculture, commerce,
and industry, for any such limitation would defeat the very object
of its policy.

Rates were advanced at all Federal Reserve Banks during the latter
part of January, several months before the slowing down in industry
took place and several weeks before ground was broken for the new
crops. Toward the end of May, in order to discourage applications
for rediscounts for nonessential purposes, the Board deemed it ex-
pedient to approve an advance in the discount rates of some of the
Federal Reserve Banks to 7 per cent for paper of 90 days' maturity.
Since the early part of June there have been no changes in discount
rates, except the discontinuance of the progressive rate and the
coincident establishment of a 7 per cent rate on commercial paper by
one of the banks.

The action taken by the Secretary of the Treasury in advancing the
rate on Treasury certificates of indebtedness to 5 | per cent for
6 months9 maturity and to 6 per cent for 12 months' maturity has
placed Treasury borrowings more nearly upon a basis of parity with
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ANNUAL REPORT FEDERAL RESERVE BOARD. 13

current market rates and has made it possible to place these obliga-
tions in large volume with private investors, thus relieving the banks
of a substantial part of the burden formerly carried by them. Much
attention has been directed in current discussions of the Federal
Reserve System to discount rates and to the changes in the investment
market that have occurred during the past year. These changes have
often been represented as the outcome of policies of the Federal
Reserve Board. So generally does a misunderstanding of the facts
appear to exist, that it is deemed proper to outline briefly the situa-
tion as it developed. In the table appearing below are given the
discount rates of the Federal Reserve Banks as approved by the
Board and in effect on December 31, 1920, and December 31, 1919.

Discount rates of each Federal Reserve Bank in effect on December 31, 1920 and
1919.

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Cliieago
St. Louis
Minneapolis
Kansas Cit3r

Dallas
San Francisco

Paper maturing within 90 days.

Secured by—

Treasury
certificates
of indebt-

edness.

1920 1919

If
36
2 6
30
8 6

3 6

44

Liberty
bonds and

Victory
notes.

Trade ! All
acceptances.: other. 1

4?
4 |
4 |

II
3,
4.3.1
5 4 I
5 I
4 2 I

1920 1919 1920

i i
4* i

a 1
4
if
4-|

1
42

Bankers'
acceptances

maturing
within 3
months.

Agricultural
and live-

stock paper
maturing

after 90 days
but within
0 months.

1920 1919

1 Rates on paper secured by War Finance Corporation bonds, established in April, 1919, at 1 per cent ii
so ess of the discount rates on commercial paper of corresponding maturities, were discontinued effectiv
:pr. 1, 1920.

It will be seen that advances have been made of from -J per cent
to 2J per cent, varying with the maturity and character of the paper
offered for discount. It has been stated frequently, but erroneously,
that the effect of these advances was to reduce the total volume of
credit available and to contract the amount of currency in circulation.
That these statements are unwarranted will be shown by a glance at
the following table, in which the principal items of assets and liabili-
ties of the Federal Reserve Banks are presented.
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14 ANNUAL REPORT FEDERAL RESERVE BOARD.

Principal asset and liability items of the 12 Federal Reserve Banks,

[In rail lions of dollars.]

Reserves:
Total

Gold
Bills discounted:

Total
Secured "by Government war obligations.
All other. ' .

Bills bought in open maike t
Certificates of indebtedness
Total earning assets

Government deposits
Members ' reserve deposits
Net deposits
Federal Reserve notes in circulation
Feder a 1 Reserve B ank notes in cir cul ation
Reserve percentage

Jan. 30. i Feb. 27.

2,074
2,013

2,174
1,458

716
561
276

3,039

73
1,851
1, S07
2, 851

251
44.5 i

2,083
1^967

2,454
1.573

' 881
531
268

3,279

134
1,872
1,884
3,020

42° 5

July 30. Aug. 27.

Mar. 5

2,057
1,935

2,449
1,441
1,008
'452
263

3,191

28
1,867
1.773
3; 048

201
42.7

Sept. 24

Apr. 30. ! May 28. June 25.

2,071
1,937

2,535
1,465
1,070

407
267

3,236

1,860
1,813
3,075

178
42.4

Oct. 29,

2.092
1,'953 !

2,519
1,448
1,071

419
280

3,244

36
1,853
1,795
3,1.07

179
42.7

2,109
1,969

2,432
1.278
1* 154

399
325

3,183

14
1,832
1.723
3;' 117

186
43.6

Nov. 26. Dec. 30.

Reserves:
Total

Gold
Bills discounted:

Total
Secured by Government w ar obligations
All other

Billsboughtin open market
Certificates of indebtedness
Total earning assets

Government deposits
Members' reserve deposits
Net deposits
Federal Reserve notes in circulation
Federal Reserve Bank notes in circulation..
Reserve percentage

2,129
1,978

2,492
1,241
1,251 I

345
299

3,162

12
1,808
1,697
3,120

192
44.2

2,128
1,972

2, €67
1,315
1,352

322
274

3,290

44
1, S19
1,718
3,204

201
43.2

2,152
1,990

2,704
1.220
I,'484

308
271

3,310

46
1,801
1,658
3,280

214
43.6

2.168
2; 003

2,801
1.204
1,597

298
269

3,396

19
1, 806
1,675
3,351

215
43.1

2,195
2,024

2,735
1,192
1.543
'248
294

3,-504

16
1,712
1,624
3,326

215
44.4

2.249
2; 059

2,719
1,141
1,578

256
261

3,263

28
1,749
1,604
3,345

217
45.4

A study of the foregoing figures will show that, as far as the re-
sources and liabilities of the Federal Reserve Banks are concerned,
the effect of the Board's action in authorizing increases in discount
rates, even assuming that this action was a direct influence tending
to affect the gross volume of transactions, was merely to slow down
the immediate tendency toward expansion. From the end of Febru-
ary until they reached the peak for the year on November 5, except
for the temporary and nsual fluctuations which result from the quar-
terly income and excess profits tax payments made to the Govern-
ment, the loans of Federal Reserve Banks have continued substan-
tially at their present level. On December 80, 1920, the loans had
declined by $108,000,000 from their high point and Federal Reserve
note issues outstanding had declined by $60,000,000, but the per-
centage of reduction is so slight as to represent only a negligible
fraction of the total amount of credits extended.

The member banks of the Federal Reserve System, which have
direct dealings with the public, and whose transactions may be re-
garded as reflecting in some degree changes of policy of the Federal
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ANNUAL EEPOBT FEDERAL RESERVE BOARD. 15

Reserve Banks, have during the year extended very full lines of
credit to their customers. The statistics presented in the following
table, which are compiled from figures furnished by the member
banks in the larger cities, show the volume of credit furnished by
these institutions and the amounts borrowed by them from the Fed-
eral Reserve Banks.

[In millions of dollars.]

Net
demand
deposits.

Jan. 30.
Feb. 27.
Mar. 26.
Apr. 30.
May 28.
June 25.
July 30.
Aug. 27.
Sept. 24
Oct. 29.
Nov. 26.
Dec. 31.

Loans (in-
cluding re-
discounts)
and invest-
ments (ex-

cluding
United
States

securities).

14,777
14,924
15,271
15,249
15,262
15,371
15|3£5
15,429
15,692
15,052
15,311
15.359

Redis-
counts and
bills pay-
able with
Federal
Reserve
Banks.

1,834
2,143
2,114
2,136
2,060
1,946
1,973
2,128
2,151
2,244
2,174
2,098

11,481
11,463
11,496
11,464
11,561
11,347
11,401
11,252
11,161
11,172
10,892
10,942

AGRICULTURAL CREDITS.

The impression has prevailed in some quarters that agricultural
credits in particular have been greatly curtailed during the past
year. On December 14 the Board received a letter from the chair-
man of the Senate Committee on Agriculture and Forestry request-
ing information as to the amount of actual agricultural paper redis-
counted during the years 1919 and 1920, based on agricultural pro-
duction and sales of the respective years. Section 13 of the Federal
Reserve Act provides that notes, drafts, and bills of exchange drawn
or issued for agricultural purposes, or based on live stock, having a
maturity of not longer than six months, are eligible for rediscount
by a Federal Reserve Bank, the limit of maturity in all other cases
being 90 days. The Federal Reserve Banks also rediscount large
amounts of agricultural paper which has a maturity of not exceeding
90 days. In response to the inquiry made by the Senate committee
the Board called for reports from the Federal Reserve Banks, and
the figures which are submitted in the subjoined table, while neces-
sarily based on estimates, show conclusively that instead of there
having been curtailment in agricultural credits extended by the
Federal Reserve Banks during the year 1920, the volume of such
credit's was nearly three times as great as the volume so extended
during the year 1919. The figures given below do not include
any estimate from the Federal Reserve Bank of New York,
which has occasion to rediscount only a negligible amount of
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16 AlSnSTTTAL REPORT FEDERAL, RESERVE BOARD.

farmers9 paper. It is known, however, that member banks in
New York City have made large loans to their correspondent banks
throughout the country, and it is reasonable to suppose that part
of the proceeds of such loans has been applied by the borrowing
banks for agricultural purposes, but, of course, the exact amount
can not be stated. The same observation is true with respect to loans
made by member banks in Chicago, St. Louis, Minneapolis, Kansas
City, New Orleans, San Francisco, and other financial centers
throughout the country. Nonmember State banks loaned large sums
in the aggregate for agricultural purposes, but as they have no deal-
ings with the Federal Reserve Banks their loans to farmers are not
reflected in the figures furnished by the Federal Reserve Banks,
although it is a fact that all Federal Reserve Banks have been lend-
ing large amounts to member banks which have in turn rediscounted
paper for nonmember banks. It should be borne in mind also that
the total amount of farmers' notes rediscounted by Federal Reserve
Banks gives no indication of the amounts advanced by the Federal
Reserve Banks to finance the production and sale of farm products
since large amounts advanced to member banks in the agricultural
districts on commercial and industrial paper are used by these banks
for loans to agricultural interests. Purchases of bankers' accept-
ances by Federal Reserve Banks are not included in the table, al-
though acceptances play an important part in the movement of crops
to ultimate markets.

Estimated amounts of paper rediscounted with Federal Reserve BanJcs based on
production and sales of farm products.

Federal Reserve Bank.

Boston.

New York
Philadelphia.

Cleveland.

Richmond.

1919

$2,642,000 I S4,979,000

0)
2,971.

000 I
1)
580,000

612,000 I 21,753,000

Remarks.

102,000,000 j 325,000,000

Atlanta.
Chicago.

St. Louis.

91,300,
47,263,

2 230,
128,

000,000
40S,000

2220,000,000

i No data.

2 6G5,000,000

These figures are confined to farm and dairy loans
and do not include large amounts advanced on
cotton, wool, and similar lines.

Figures are confined t o strictly agricultural paper,
omitting the paper of wool dealers, cotton mer-
chants, produce dealers, packers, agricultural
implement. and fertilizer concerns.

Total agricultural and live-stock paper discounted
These figures do not refteut total accommodation
granted to agricultural interests, as many mem-
bers borrow on U. S. securities to afford accom-
modation to agricultural borrowers.

Figures include estimated amount of commercial
and industrial paper discounted the proceeds of
which were used for agricultural purposes.

Do.
Figures represent amounts of farmers' notes dis-

counted.' Actual amounts loaned for produc-
tion and sale of farm products are much in excess
of amounts given, as" sales of farm, products are
largely financed by commercial paper, also large
amounts are loaned to banks on commercial
paper or on notes secured by U.S. obligations, the
proceeds of which ar .^loaned for agricultural pur-
poses either directly or through correspondent
banks.

In addition a large part of loans on commercial and
Government-secured paper was unquestionably
for benefit of farmers.

^Eleven months.
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Estimated amounts of paper rediscounted with, Federal Reserve Banks based on
production and sales of farm products—Continued.

Federal Reserve Bank,

Minneapolis $75,000,000
Kansas City 123; 481,000
Dallas * .1 28,997, 000

San Francisco.
!

. I 35,000,000

Total for 11 banks -

Remarks,

$225,000 000
229', 432.000
44,91i; 000

122,000,000

729,266, 000

!

Figures GO not include member banks' collateral
notes the proceeds of winch were used for loans
to agricultural interests.

Figures include total amounts of paper re-dis-
counted during the two years based upon pro-
duction and sales of farm products, excluding
notes secured by Government obligations. The
bank is unable to estimate the amounts of paper
rediscounted which represents borrowings on

1,980,063,000 ! account of production and sales during the pre-
! ceding year.

There is also submitted below a table prepared from figures which
have been published monthly in the Federal Reserve Bulletin, show-
ing the holdings of each Federal Reserve Bank on the last Friday
in each month during the years 1919 and 1920 of paper classed by the
Federal Reserve Banks as "Agricultural and live-stock paper." I t
will be noted that there has been a steady increase in these holdings
since the beginning of the year and that this increase has continued
after October, 1920, while in 1919 normal reductions from the high
September figures are shown during the months of October, Novem-
ber, and December.

Total amount of agricultural and live stock paper combined, held by each
Federal Reserve Bank on the last Friday of each month since January, 1919.

[In thousands of dollars.]

Date.

January
February...
March
April
May
June
July
August
September.,
October
November..
December..

1919.

January
February
Marcli
April
May
Juno
Jillv.
August
September
October
November
December2

1920.

Boston. New
York.

Philadel- Cleve-
phia. land.

13
i 5,091
i 2,240

119

158
159
191
170
223
305
288
159
148
217
199
288

274
302
396
514
624
459
224
140
76

103
257

173
124
53
52
78

104
57
86
72

138

177
155
190
196
252
281
328
265
261
272
297 !
388

I

151
152
152
129
105
52
36
69

2G9
269

Atlanta'

2,344
3,014
3 -52
3^304
3,143
3,086
2,826
35039
3,225
1,568

553
449

190
162
186
309
4.29
409
588
765
806
862
777
893

369
533
689

1,317 !
2,646 i
4,581 |
7,887
9,273
10,091
9,392
8, 481
9,251

2, 229
2,632
2,699
2,789
3,011
3,471
3,836
4,836
5,273
3,068
1,438
841

693
667

1,171
2,127
4,300
7,130
13,319
18,051
18,465
19, 233
18.970
16', 831

9,367
9,346
10,385
10,264
2,344
2,376
1,499
4,479
5,835
9,890
13,144
12,783

11,603
12,010
15,089
21,562
25,840
27^ 706
25,812
21,908
21.060
33^ 768
41,430
52,695

1 Practically entire amount represents paper held under rediscount for oilier Federal
Reserve Banks.2 Figures as of Thursday, December 30.
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18 ANNUAL REPORT FEDERAL RESERVE BOARD.

Total amount of agricultural and live stock paper combined, held by each
Federal Reserve Bank on the last Friday of each month since January, 1019—
Continued.

[In tli on sands of dollars.]

Date.

January
February..
March
April
May
June
July
August...-.
September.
October
November.
December..

1919.

St. Louis. Minne-
apolis.

1920.
January
February
March
April
May
June
July
August
September
October
November
December1

185
224 |
438 I
455 I
615
759 !
806
713 I
749
625
562
294

295
389
676

2,559
3,384
4,255
5,818
5,738
6,618
8,063
5,864
4,896

1,870
1,276
1,059
1.371
2; 836
3,336
3,332
3,228
3,111
5,327
5,867
6,855

9.503
12', 327
10,738
15,284
26,348
30,370
43.134
55i 815
Gl',472
61,036
67,S31
53,896

Kansas
City.

19,584
20', 817
23,016
21,613
19,430
27,832
26. .539
17,938
19,454
19.132
20', 498
20', 022

21,878
26,091
27,746
35,398
38,396
42,697
36.353
34,019
37,858
46,036
43,958
46,840

Dallas.

15,373
17,915
IS, 008
18,831
18,694
18,149
15,880
14,298
15,124
10,404
5,794
4,450

4.637
4'. 833
6^165

11,587
16,242
22,098
28,552
29.502
SI', 711
30,331
28,647
31,251

San Fran-
cisco.

7,601
8,335
8,120
7,880
8,465
8,717
8,225
9,055
7,193
5,067
4,101
4,620

7,227
9,725

11=697
15; 644
22,250
27,874
35,179
38,478
35?942
31,580
29,122
29,740

Total.

59,001
63,917
67,373
66,881
58,991
68,256
63,604
57,901
60,205
55,475
52,550
51,068

56,905
67,195
74,665
106,3R2
140,691
168.038
202,520
216, 278
224,424
240,649
245,599
246,938

1 Figures of Thursday December 30.

CHANGES NOT DUE TO CONTRACTION.

That the changes in business conditions and readjustment of prices
have not been brought about by contraction or drastic restrictions is
demonstrated by the fact that while the total volume of bank credit
in the United States declined but slightly from the first to the last
day of the year, the velocity or rate of turnover of credit has slack-
ened materially, as indicated by the reduction during the latter part
of the year in the sum total of debits to individual deposit accounts
reported to the Board by the principal clearing houses of the country.

The following table shows for each month in 1920 and 1919 the
total volume of debits for all reporting centers combined, also for
New York City and for all other centers separately:
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ANNUAL, REPORT FEDERAL RESERVE BOARD. 19

Bank, transactions as shown by debits to individual account, as reported by
banks in about 150 of the country's leading deaiing-housc centers.

[Amounts in millions of dollars.]

January
February
March
April
Mav
June
Julv
August . . . . .
September
October
November
December

Total

All reporting

Amc

1920

45,184
35.706
43,364
41, 598
41 375
39,779
39 910
36, 334
37 195
40,503
39,S77
41, 024

481, 849

unt.

1919

34, 792
28, 086
32, 014
32,642
3 V 896
38,194
40 918
37, 236
39 243
44'. 525
43' 483
45, 493

454,552

banks .

Increase
( + )or
decrease
(-).per

cent.

+30. 0
+ 27.1
+35.3
+27.4
+ 9.2
+ 4.1
— 2.5
— 2.4
— 5,2
— 9.0
— 8.3
— 9.8

+ 6.0

New York City.

Amount.

1920

23,636
18, 053
22,2S5
21.319
19. 859
19^ 528
19,063
17. 371
11, 599
20,136
20, 308
21,888

241, 045

1919

18.119
14;493
16, 699
17; 324
20,828
21, 072
22,426
19, 932
20, 789
24,226
23, 856
24,357

244,121

Increase'
( + )or
decrease
(-),per

cent.

+30.4
+24. 6
+33.5
+23.1
— 4.7
- 7.3
—15.0
-12 .8
- 1 5 . 3
-16 .9
- 6 . 7
- 1 0 . 1

- 1.3

All other reporting centers.

Amount.

1920

21.548
17; 653
21,079
20, 279
21,516
20, 251
20.847
18; 963
19,586
20,367
19,569
19,136

240, 804

1919

16, 673
13, 593
15,345
15,318
17,068
17,122
18,492
17.304
18.454
20'. 299
19,' 627
21,136

210,431

Increase
( + )or
decrease
(-),per

cent.

+29.2
+29.9
+37.4
+32.4
+26.1
+18.3
+12.7
+ 9.6
+ 6.2
+ 3
- .3
- 9.5

+ 14.4

From 45 billions in January the volume of transactions declined
to 36 billions in August and then increased to 41 billions in December.
For the first six months of the year the volume of debits was larger
in 1920 than in 1919, while for the last six months the figures de-
clined to an increasing extent below the 1919 figures. In New York
City the 1920 totals were smaller than the corresponding 1919 totals
as early as May, the reduction in the volume of debits being due in
part to curtailment of speculation and to the general dullness of the
stock exchange, in part also to the organization of a stock-exchange
clearing house, whose operation reduced the volume of checks re-
quired to effect settlements in stock-exchange transactions. The ag-
gregate volume of debits in New York City for the year was about
3 billions less than for the preceding year, a decline of 1.3 per cent.
Outside of New York the total of debits was 30 billions, or 14.4 per
cent larger in 1920 than in 1919, monthly totals being larger in 1920
for each month, except November and December, though the excesses
were much greater in the earlier than in the later months of the year.
The largest monthly excess of these debits is shown for March. Since
then a gradual decline may be noted, corresponding to the lessened
volume of trade and since June also to the decline in the price level.
Debits for October are barely in excess of the 1919 total, those for
November are slightly below the corresponding total for the earlier
year, while the total for December, 1920, was about 10 per cent below
the total for the last month in 1919.

FOREIGN TRADE FINANCING.

Changes in production and prices, however, have only a partial
significance, unless considered in their relation to foreign trade. Our
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20 ANNUAL KEPORT FEDERAL RESERVE BOARD.

trade relations with other countries have been of increasing impor-
tance ever since the outbreak of the European war. but at no time have
questions relating to our foreign trade been of such vital importance
as has been the case since the armistice. During the course of the
war our trade with other countries passed through several stages Gf
evolution, the last being the period when our exports to Europe were
financed through credits extended by the Government of the United
States, This stage necessarily continued long after actual hostilities
were concluded hj the armistice, for there was still standing on the
books of the Treasury a large unused balance of the credits which
had been opened in favor of various allied Governments, and pend-
ing the return of our troops from abroad their pay and maintenance
by the Government sustained export operations. Subsequent to
the armistice export trade amounting to about $2,500,000,000 was
financed through credits extended by the Treasury Department.
These credits were an important factor in the maintenance of our
foreign trade during the first half of the year 1919, but it was recog-
nized that methods of financing adopted under the stress of war
should not be continued as a permanent peace policy, for the funds
necessary to make such credits available must be raised either by
taxation or through loans, Thus upon the exhaustion of the Gov-
ernment credits it became necessary for American exporters to find
other means of financing their transactions.

Evolution in banking has always grown out of necessities arising
from current conditions. For example, a material change was
made in the banking system of the United States during the Civil
War in order to meet the requirements of that period, and the
National Bank Act was the outcome. Many years later the changes
in the character of our exports from a preponderance of foodstuffs
and raw materials readily sold, to a larger proportion of manufac-
tured articles, which require greater selling effort and greater bank-
ing efficiency in order to meet competition successfully, led to the
incorporation in the Federal Reserve Act of sections giving to mem-
ber banks the authority to establish branches in foreign countries and
to accept bills of exchange drawn upon them payable at a future
time not to exceed six months after sight.

.During the World War a new condition developed, and it was
found that the usual credits of from 60 to 90 days designed to cover
the financing of exports from the United States while goods were
in transit, or even for a period of six months, were not sufficiently
long to maintain the continuance of trade. The cause of this de-
velopment was simple. There were no longer seasonal periods in
each year during which the excess of imports over exports or exports
over imports was continually reversed, so that the resulting trade bal-
ance could be readily settled by flow of gold to or from the United
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States in connection with the other normal operations which affect
foreign exchange, such as tourists' requirements, foreign remittances,
freights, sales of securities, etc. On the contrary, a condition ex-
isted where exports from European countries failed not only to
meet balances in favor of the United States during the period of
heavy seasonal exports such as those of wheat and cotton, but where
they were far from offsetting favorable balances during any part of
the year.

The causes of such a condition were due entirely to the war.
Before the armistice, Europe called upon us for material for war
purposes and food for its armies and peoples far beyond the ability
of its civilian population to supply (this resulted in very heavy
imports and lack of exportable commodities with which to pay
for them). Since the armistice Europe has needed raw materials
in great quantities in order to reestablish her industries, together
with an immense amount of imported foodstuffs, while political
and economic disturbances have prevented a resumption of normal
production. These circumstances have continued the constant and
overwhelming balance of European imports over exports that first
developed during the war. In order to coordinate American capital
and banking facilities in these transactions Congress enacted what
is commonly known as the Edge Act, The object of this law is to
provide a means by which long-time credits can be extended legiti-
mately wherever necessary in order to complement the ordinary
bank financing of our foreign trade. Banks having demand deposits
may not safely extend the long-time credits required, but it was felt
that they might properly be authorized to participate with mer-
chants, manufacturers, and producers in the formation of other
corporations authorized to extend the necessary long-time credits,
and national banks have accordingly been authorized to invest not
exceeding 10 per cent of their capital and surplus in the capital
stock of such corporations, It is believed that, while not jeopard-
izing the position of the banks, this plan has the distinct advan-
tage of keeping practical bankers in touch with what is in reality
a banker's business, and at the same time that it will result in closer
cooperation between those handling short-time and long-time credits
for exports, thus working toward greater security for' pll concerned.
But i:\v "^hwicrr'nu Mnd financial vrrcLl is roufroacod with a unique
and u3!i]*!ilt situation identified in the public mind with the de-
preciated exc i urn ires of other count n o but fuiuiiuneraali} to be
explained <Tny by the causes fo" such doLreoiniion.

Tn order tc* rimd means of coive^'iing theso cans* s it is necessary to
study the eflim of the demijged foreign exchanges. The outstanding
and most disturbing fact lies in ihe brake put upon the distribution
of the world's products, for it is this stagnation of distribution which
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throws commodities upon markets that can not absorb them, re-
sulting in a rapid fall of prices and consequent enforced unemploy-
ment of those engaged in production. Many countries which be-
fore the war had been in the habit of shipping their products
to European countries are unable to do so to-day, as they can
not sell on long-time credit; therefore they naturally turn to the
United States, where they can sell for cash. In the course of time
such commodities have accumulated here but there is no market for
them, and countries which have been sending us their surplus prod-
ucts find that they have at' present nothing marketable to send us with
which to pay for their imports from us. We find ourselves there-
fore with a large export trade which is being paid for only in part
by a great portion of the world, and this trade is fast approaching
a point where it may be cut drastically to the most vital essentials
unless the normal credit and buying power of Europe can be re-
stored. This restoration can be accomplished only over an ex-
tended period of time if our raw materials go forward in a steady
stream against long-time credits. Foodstuffs must be furnished also,
and except where shipped by relief organizations they should in the
main be paid for promptly as they go into immediate consumption.
We are therefore brought face to face with the problems of how we
can best extend long-time credits to European countries in order to
enable them to reconstruct their industries and how we can extend
credit to other countries in order to enable them also to make ship-
ments to Europe which otherwise would be made to the United States
and glut our domestic markets.

It is now possible to organize under our laws a form of corpora-
tion which has powers designed to meet this situation. By means
of corporations organized under the Edge Act, long-time credits
may be granted to finance exports not only from the United States,
but from foreign countries as well. All of these operations are
necessary for the solution of the present world problem. Should
we proceed with only our present facilities for foreign trade, we
may expect a damming up of our exports, with resultant competition
in domestic markets affecting all kinds of commodities and manu-
factures. The congestion of commodities now existing would con-
tinue and the bottom would be reached only after large losses had
been sustained and great hardship endured. Even in ordinary times
when prices fall after a long rise and the decline is not drastic, the
readjustment process is often very difficult. But to-day when goods
valued at $1,000,000 a few months ago can be sold for not more than
$250,000 to $500,000, the problem becomes a much more serious one.
This constant and drastic decline in prices is not due to any lack of
world requirement for the things themselves, but to the inability of
those needing the things to pay for them in the foreign countries
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where they are obtainable. There is the need and potential demand
for the commodities, but an effective and economic demand is lacking
because of absence of immediate purchasing power. For these rea-
sons it is desirable that appropriate means be devised in order to
assist the distribution of those commodities which are normally de-
pendent upon foreign markets. It is the opinion of the Board that
the opportunity afforded by the Edge Act for the organization, under
Federal charter, of companies engaged in international trade and
finance offers a practical means of effecting better distribution of
goods and commodities in world trade.

SUPERVISION OF CORPORATIONS FORMED UNDER THE EDGE ACT.

Section 25 of the Federal Reserve Act, as amended by the acts of
September 7, 1916, and September 17, 1919, authorized a national
bank having a capital and surplus of $1,000,000 or more to invest,
under certain circumstances, in the .stock of corporations chartered
or incorporated under the laws of the United States or of any State
thereof and principally engaged in international or foreign banking,
and authorized any national bank, until January 1, 1921, without
regard to the amount of its capital and surplus, to invest under cer-
tain circumstances in the stock of one or more corporations incorpo-
rated under the laws of the United States or of any State thereof and
principally engaged in such phases of international or foreign finan-
cial operations as might be necessary to facilitate exports from the
United States or any of its dependencies. At that time, however.
Congress had not provided any means for the Federal incorporation
of foreign banking corporations or other foreign financial corpora-
tions in whose stock national banks were authorized to invest. In the
enactment of section 25 (a) of the Federal Reserve Act, approved De-
cember 24, 1919, Congress provided a means for the incorporation of
institutions under Federal law for the purpose of engaging in inter-
national or foreign banking or other international or foreign finan-
cial operations in whose stock national banks, as well as individuals,
firms, and other corporations, may invest.

It should be noted that the provisions of section 25 (&), which con-
fer Lipon national banks authority to invest in the stock of corpora-
tions organized under that section, are more liberal than the related
provisions of section 25 permitting national banks to invest in the
stock of corporations organized under State laws. Under the provi-
sions of section 25 a national bank which possesses a capital and sur-
plus of $1,000,000 or more may invest in the stock of international or
foreign banking corporations organized under State laws to the ex-
tent of 10 per cent of the subscribing bank's capital and surplus,
and a national bank, irrespective of the amount of its capital and sur-
plus, may, until January 1,1921, invest in the stock of corporations or-
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ganized under State laws and engaged in foreign financial opera-
tions (as distinct from foreign banking corporations), provided
that its investment is limited to an amount not in excess of 5 per cent
of its capital and surplus. On the other hand, the provisions of sec-
tion 25 (a) permit a national bank, irrespective of the amount of its
capital stock, to invest to the extent of 10 per cent of its capital and
surplus in the stock of corporations organized under the provisions
of that section and engaged either in foreign banking operations or
In the foreign investment business, provided, only, that the aggregate
of all investments made by the national bank under the terms of
section 25 and section 25 (a) does not exceed 10 per cent of its capital
and surplus. So far as investments by national banks are concerned,
therefore, a corporation organized under section 25 (a) enjoys certain
advantages which a corporation organized under the laws of a State
does not enjoy,

While, as has been pointed out in the earlier part of this report,
corporations organized under section 25 (a) may be used as a means
of assisting in the reconstruction of Europe at a time when such
assistance is most vitally needed, nevertheless, the real purpose of
this section is a broader one—that is, to provide for the establish-
ment of a Federal system of international banking or financial
corporations operating under Federal supervision with, powers suffi-
ciently broad to enable them effectively to compete with similar
foreign institutions and to afford to the American exporter and
importer at all times a possible means of financing his foreign busi-
ness. Although it is true that the immediate effect of the operation
of corporations under the terms of this section may be greatly to
aid in the extension of much-needed credits to Europe, that effect
is in reality only one incident to the permanent development of the
American export market.

Congress, being mindful of the unusual powers conferred by this
section, placed upon the Federal Reserve Board the responsibility
of making such regulations and restrictions as may be necessary to
insure the conservative and prudent management of corporations
chartered under its provisions and to safeguard as far as possible
the interests of the public with whom they may do business, The
Federal Reserve Board, therefore, while realizing the importance
of making its regulations sufficiently liberal to enable corporations
operating under them effectively to compete with foreign institu-
tions or State institutions doing a foreign business, has been im-
pelled by the ordinary principles of banking prudence to impose
restrictions which it believes will ultimately do much to command
the prestige and public confidence, upon which must depend the suc-
cess of every corporation of this character.
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The Federal Reserve Board on March 23, 1920, issued its Regula-
tion K, Series of 1920, governing the organization and operation of
corporations under the provisions of section 25 (a). This regulation
prescribed the formalities necessary for the organization of corpora-
tions under this section. Specific provision was made for the trans-
fer of stock of such a corporation to insure compliance with the pro-
visions of the act, and it was expressly provided that the by-laws of
the corporation must contain appropriate regulations for the regis-
tration of the shares of stock in accordance with the terms of the law
and the Board's regulations, and that such by-laws must also provide
that the stock certificates shall contain sufficient provisions to put the
holder on notice of the terms of the law and the regulations of the
Board. Under this regulation agencies may be established in the
United States with the Board's approval, but for specific purposes
only and not generalfy to carry on the business of the corporation.
Branches may under no circumstances be established in the United
States and may be established abroad only with the approval of the
Board. The regulation authorized the acceptance of drafts and bills
of exchange growing out of transactions involving the importation
or exportation of goods, provided, however, that the maturity of
such drafts and bills is not in excess of six months, and provided
that, except with the approval of the Federal Reserve Board, no cor-
poration may accept drafts or bills of exchange if at the time such
drafts or bills are presented for acceptance it has debentures out-
standing. The aggregate of any corporation's liabilities outstanding
at any one time was restricted to ten times the amount of the corpora-
tion's capital and surplus. The regulation further provided that
each corporation shall make at least two reports annually to the
Board in such form as it may require and that an examination shall
be made at least once a year by examiners appointed by the Board.
Regulation K of the Board's new regulations, Series of 1920, which
supersedes the Board's original Regulation K, issued March 23, 1920,
makes only one substantial change. The paragraph entitled " Accept-
ances " has been amended so as to permit corporations organized
under the provisions of section 25 (a) to accept, subject to substan-
tially the same conditions as are imposed by law upon member banks,
drafts drawn by banks or bankers located in foreign countries or
dependencies or insular possessions of the United States, for the
purpose of furnishing dollar exchange as required by the usages of
trade in those countries, dependencies, or possessions.

It is realized by the Federal Reserve Board that the organization
raid operation of these corporations involve new principles and new
fields of effort, and that experience may demonstrate that the regula-
tions which it has promulgated may be in some respects too re-
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strietive and in other respects too liberal. The Federal Reserve
Board, therefore, in order to permit of the development of opera-
tions under the terms of this section in the manner contemplated by
Congress, has reserved the right to amend its regulations from time
to time in such manner as experience and changing conditions may
dictate.

Since the passage of the so-called Edge Act, Wo international
financial corporations have been incorporated under the provisions
of that act, one with a capital stock of $2,100,000 and the other with
a capital stock of $7,000,000. Plans are now well under way for
the organization of another corporation with a capital stock of
$100,000,000. Requests are being constantly received by the Board
for information concerning the organization of corporations under
section 25 (a) and it is not unlikely that other corporations will be
organized within the next year.

STATE FOREIGN BANKING CORPORATIONS.

During the year one American banking corporation, organized
under State laws, principally engaged in foreign banking, has en-
tered into the necessary agreement with the Board to enable national
banks to purchase its stock under the provisions of section 25 of the
Federal Reserve Act. The number of such corporations in opera-
tion has thus been increased to 10.

:he Equitable Eastern Banking Corporation, of New York, was
organized in December, 1920, with a paid-in capital of $2,000,000,
and has entered into the usual agreement with the Board for the
regulation of its operations. This corporation is controlled by the
Equitable Trust Co., of N~ew York City.

The scope of operations of the other American foreign banking
corporations doing business under agreement with the Board (listed
below in the table) has been extended considerably during the past
year. Combined capital and surplus accounts of the head offices of
these corporations have increased $9,870,000. The American Foreign
Banking Corporation has increased its foreign branches from 9 to 19,
the new branches being located at San Pedro Sula, Honduras, Central
America; Buenos Aires? Argentine Republic; La Vega, Santo Do-
mingo ; San Francisco de Macoris, Santo Domingo; Santo Domingo,
Santo Domingo; San Pedro de Macoris, Santo Domingo; Sanchez,
Santo Domingo; Santiago, Santo Domingo; Puerta Plata, Santo
Domingo; Mexico City, Mexico.

The Mercantile Bank of the Americas has established a branch at
Hamburg, the International Banking Corporation has added branches
at Barahona, Dominican Republic; Madrid. Spain; Barcelona, Spain;
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and the Equitable Eastern Banking Corporation has established a
branch at Shanghai, China.

Name of corporation.

American Foreign Banking Corpora-
tion, New York City.

Mercantile Bank of the Americas,
New York City.

Asia Banking Corporation, New
York City.

International Banking Corporation,
New York City.

Park-Union Foreign Banking Cor-
poration, New York City.

French American Banking Corpora-
tion, New York City.

Foreign Credit Corporation, New
York City.

First National Corporation, Boston,
Mass.

Shawmut Corporation, Boston,
Mass.

Equitable Eastern Banking Corpora-
tion, New York City.

Organized un-
der laws of
State of—

New York

Connecticut...

New York

Connecticut...

New York .

. do

. do

Massachusetts.

do

New York....

As of Dec. 31, 1920.

Capital
and

surplus.

$0,504,635

10,570,000

5,100,000

10,000,000

4,621,004

2 500,000

6 629,736

1,950,000

2,500,000

2,500,000

Resources
(head
office).

$40,606,352

87,786,228

24,652,299

76,427,505

16 297 406

17 534 560

26 894 304

9,443,675

11,334,078

2,500,000

Subsidi-
ary or

affiliated
institu-
tions.

1

Foreign
branches.

16

4

9

31

4

1

Domestic
branches.

1

1

2

1

1

FOREIGN BRANCHES OF NATIONAL BANKS.

The Federal Reserve Board during the year 1920 authorized the
establishment of foreign branches and subbranches of national banks
as follows:

National City Bank, New York City: Branch in London, England,
February 2; subbranch in same city June 8.

First National Bank, Boston, Mass.: Branch in Rio de Janeiro,
Brazil, September 21.

The branches operated by the National City Bank in the cities of
Madrid and Barcelona, Spain, were transferred to the International
Banking Corporation, of New York City, on September 21.

FOREIGN EXCHANGE DURING 192 0.

It should be understood that during the past 18 months our foreign
trade has been conducted under peculiar and difficult conditions.
The banking systems of the principal European countries which
were obliged to bear heavy burdens during the war on account of
the enormous drafts made upon them by their Governments found
it impossible to conduct their business in a normal way, not only
because of the great issues of paper currency which have been
emitted, but also because of changes in the credit standing of great
numbers of their clientele. The efficient banking machinery which
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had existed in Europe prior to 191.3 has been destroyed in some
cases and in others has been crippled. This would in any case
have been a serious barrier to resumption of normal trade relations
with foreign countries by the United States, but the situation has
been further aggravated because of the fact that the standards of
value throughout Europe have so extensively and seriously broken
down. Consequently foreign exchanges have become unstable and
the usual methods of collecting indebtedness abroad are no longer
effective. Furthermore, the embargoes upon movements of gold
which still prevail in many countries have prevented stabilization
of exchanges. I t is not, therefore, remarkable that in many cases
exporters finding their banks unable or indisposed to extend ac-
commodation which would involve the carrying of large balances
in foreign banks should themselves have assumed the financial risks
and have continued their transactions by accepting payments in the
currencies of the countries to which the goods were shipped or in
some cases by accepting credits on the books of the European im-
porters.

In order to point out some of the problems and difficulties, which
have been attendant upon foreign trade transactions because of the
violent fluctuations and the erratic course of foreign exchanges, it
seems proper, to give a detailed review of these fluctuations and their
causes.

During the month of December, 1919, European exchanges showed a
downward tendency, sterling falling from $4 a pound to $8.76, francs
from 9,90 francs to the dollar to 10.90, guilders from $0,38 each to
$0.37|, Swiss francs from 5.48 to the dollar to 5.62, lire from 12.34
to the dollar to 13.25, Danish crowns from 20 cents to 19 cents each,
Swedish crowns from 22.35 cents to 21-J cents. The rates named last
in each case prevailed at the opening of the year 1920 and repre-
sented the depreciated exchanges in the New York market, those
of the allied nations in particular showing large percentages of de-
preciation.

Throughout the year 1920 all of these exchanges together with Nor-
wegian crowns and German marks (with certain exceptions which
will be mentioned later) followed substantially the same course. In
a general way they all continued to fall until about the 1st of March,
rising until the first part of April, and, after fluctuations during
April and May, returning during the first part of June to prac-
tically the same general level which had prevailed during trie first
part of April. Then followed a marked rise in sterling, French
francs, Belgian francs, and Swedish crowns until the high point of
the year was reached in these exchanges just before the middle of
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July. In the meantime guilders, Norwegian and Danish crowns,
marks and lire had all been working a little lower. From the mid-
dle of July all of the European exchanges steadily eased off during
the rest of the year^ except for short rises over occasional periods of
a day or a week, until in the early part of November they had all
fallen to about the lowest point of the year. Sterling exchange,
which was at $3.80 to the pound at the beginning of the year, reached
$3.35 in November. It had fallen to $3.19 early in February, but this
was a temporary break based upon rumors that England might estab-
lish an embargo on the importation of cotton. I t recovered sharply to
$3.31, after which it dropped again to $3.19J. Many banks dealing in
foreign exchange discontinued at this time making advances on dol-
lar 'drafts drawn against exports to foreign countries and began tak-
ing them for collection only. Announcement some days later that
England was planning to export gold to the United States to meet
the Anglo-French loan which matured October 15, 1920, caused a
sharp rise in sterling which continued to advance until it reached
$4.03 a pound in April. During the remainder of the year sterling
followed the general tendency.

The arbitrage of the exchanges through London was so free and
constant throughout the year 1920 that, except for special conditions
which applied to certain local currencies, sterling exchange was closely
followed by all the other exchanges. In the case of French and Bel-
gian francs some very marked fluctuations came about in both 1919
and 1920, which were due entirely to speculation based upon the pos-
sible outcome of negotiations being held, or expected to be held, be-
tween the Allies. During each one of these conferences—or usually in
anticipation of them—sterling exchange in Paris and Brussels fell
rapidly, which forced up the rates of these exchanges as quoted in
dollars. The rumors which were at the bottom of these movements of
sterling exchange in France and Belgium were that further loans
might be arranged in England for the use of these two countries, par-
ticularly of France. British and French newspapers during these
periods printed articles thought to be officially inspired, which gave
such force to the rumors that very large speculative operations were
immediately undertaken in anticipation of the effect that such loans
would have. After it developed at each one of these meetings of
the Allies that no loans had been effected in England for account
of France, sterling exchange in Paris again advanced, with the re-
sultant fall of the price for francs in the United States. As France
exports less to Belgium than it imports, the rates for these two ex-
changes have been affected proportionately the same, with a slight
difference in favor of Belgium,
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In April the belief was prevalent in the markets that Great Britain
would not join with France in any extension of the Anglo-French
loan and that France would have to take care of its own obligations.
This led to a sharp rise of sterling in both Paris and Brussels and a
corresponding fall in the value of French and Belgian francs, which
continued throughout the month of April. From that time until the
high point of the exchanges was reached in July, the movement of
exports from the United States to France and Belgium was propor-
tionately less than during the rest of the year. At the same time im-
porters in France were not placing orders for further imports, and
they stopped the purchase of dollars for spot and future delivery.
Coincidently it became known that the French Government was tak-
ing positive action to meet payment of its part of the Anglo-French
loan. French francs advanced from the low point of about 17 francs
to the dollar in April to 11.80 francs to the dollar early in July, and
Belgian francs from 16,30 to the dollar in April to 11.10 in July.
Marks, which opened the year at about 2 cents each, dropped vio-
lently during January and reached the low point close to 1 cent in
February. About the middle of March and April there were vio-
lent fluctuations in marks, but the fall after each rise left the rate a
trifle higher than before the rise, until the high point was reached in
the latter part of May, when marks sold at 3.04 cents each. The oper-
ations which appeared to have brought about this rise were the pur-
chase in the United States, Great Britain, and Holland of German
municipal bonds and other securities. As soon as this speculative
buying had run its course the German mark began to fall rapidly,
until on November 1 the mark was quoted at 1.14 cents.

It is interesting to note that the sharp rise in the value of the
mark during the month of May caused serious losses to German
manufacturers and for a time stopped their export trade. These
manufacturers had purchased raw materials in foreign markets
when the foreign exchanges were up and were obliged to take pay-
ment for finished products when foreign moneys were down. The
low current value of the mark was also making it extremely diffi-
cult for manufacturing interests in neutral countries, as it was
cheaper for these countries to export raw materials direct to Germany,
have them made up into finished goods and reimport them from
Germany, paying freight both waĵ s, than to import raw materials
direct and to manufacture the goods themselves.

From the middle of July through the remainder of the year, except
for minor fluctuations, the steady downward trend of all European
currencies was due to the fact that these months covered the period
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of our exports of cotton and other agricultural products. The
immediate turn in the latter part of July was due partly to the crisis
in Poland occasioned by the advance of the Russian armies. Early
in August, when it appeared that Warsaw might be taken, all of the
European exchanges dropped suddenly, but as the Polish armies
drove the Russians back, the exchanges recovered part of the loss.

In September labor troubles in Italy began to take a serious turn,
and certain manufacturing concerns were taken over by the labor
emploj^ed therein. Lira exchange then began to fall and continued
its downward course from its high point of 15.8 lire to the dollar,
which it reached the latter part of June, to the low point for the
year in the first part of November, of 30.3 lire to the dollar. While
the British coal strike was reflected in the exchanges in October, to
a certain extent the general feeling seemed to be that it would be
settled and its effect was noticeable only for a few days.

Investments have been made by those who have absorbed foreign
exchange, as bills for export have been offered during the year,
because they expected to make a profit over a long or short period,
and it is only because of purchases of exchange so made that for-
eign exchanges have been maintained at all. During normal periods
Avhen gold, arbitrage, or temporary borrowings can be used to
offset temporary exchange balances, fluctuations of exchange be-
tween the principal industrial countries of the world which are on
a gold basis are generally governed by the gold points—that is, the
exporting or importing points. When, however, the balance of trade
is constantly one way and the time when a turn may be expected is
an indeterminate future, which is made more uncertain because
of unlimited inflation, the gold points lose all force. Then the
fluctuations of exchange during each day and each period come to
depend upon the proportionate simultaneous presentation of export
bills and demands to pa}^ for exports, and any other operations which
create or require exchange, together with the opinions of those who
are looking for investment in any one of the ways previously men-
tioned because such rates as prevail offer opportunities for possible
profit. Extreme fluctuations of the exchanges covering large per-
centages are certain to occur under such conditions. The support
of the exchanges being subject to such sentimental buying, they are
more subject to the influence of political or other events which would
seem to have an effect upon them than might otherwise be true.
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During the year 1920 these elements resulted in percentages of
differences between high and low points of the principal European
exchanges, which were as follows:

Per cent.
Sterling , . 19. 8
French francs . . 38. 5
Belgian francs 35. 3
Lire 55. 8
Swedish crowns . 20. 7
Norwegian crowns 35. 3
Danish crowns 31. 7
German marks 65. 7

Some of the sharpest fluctuations covering a period of a compara-
tively few hours, or over a day or so, were, in sterling, a drop of 7.5
per cent in two business days, with a recovery of 2.8 per cent in 24
hours, a total recovery in 10 days during the first half of Febru-
ary, and a sudden drop the first and second of August of 4 per
cent, with a recovery of 2.4 per cent in the two succeeding days;
in French francs a fall of 10.4 per cent in three days during the first
half of April, a rise of 9.4 per cent in three days at the end of May,
and a fall of 7.3 per cent in two days just after the middle of July.
The sharpest movements in Belgian francs were practically the same.

In Dutch guilders there was a sudden rise the latter part of
January of 4 per cent, followed immediately by an approximately
equal fall. Italian lire had a perpendicular drop over a few days
from the latter part of January to the first few days of February of
19 per cent, a further rapid fall the first part of April over the course
of a few days of 22.8 per cent, which was followed by a sudden rise
in two days of 21.4 per cent. The latter part of May there was
another sharp rise for a few days of 19 per cent. From the first of
July until the first week in November there were constant sharp
falls, with five sudden temporary recoveries for a day or so of about
4 per cent each.

Marks fell 50.5 per cent between the 1st of January and the 24th,
rose sharply over the course of a day or two 26.4 per cent, and imme-
diately dropped to the original low point. At the end of the first
week of March, over two days they rose 55 per cent, and lost prac-
tically all of the advance in the succeeding four days. Early in
April they had again risen 80 per cent, practically all after the
second of the month, dropped by the middle of April 19 per cent,
went up during the third week in May 46 per cent, and almost im-
mediately fell 25 per cent. The fluctuations during the remainder of
the year were in similar large percentages, but always with a down-
ward, tendency, until the end of the first week in November.
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Attention is called to these percentages in order to show under
what tremendous difficulties bankers and exporters and importers
had to trade. In order to make it possible for our exporters to sell
their goods, bankers were obliged to buy bills on markets which
might drop out from under them while they were at telephones
making purchases, and while there were occasional sharp rises in
their favor, yet on the whole during the year the tendency was down-
ward, and the rates of all the European exchanges the first week in
November were far below the prices at which they had ruled at the
beginning of the year.

The far eastern exchanges, with the exception of exchange on
Japan, showed a constant downward tendency throughout the year.
The greatest drop was in Shanghai taels. Hongkong dollars fol-
lowed next, and rupees also showed a great decline. The deprecia-
tion of the Manila peso was not so great; during the latter part of the
year it ruled at a discount of from 4 to 8 per cent. The Japanese yen,
which opened the year at a premium, fell below par during the first
few months of the year, after which it went back to a premium, where
it remained throughout the balance of the year, except one day. The
premium on the yen the first week of November was, however, very
small. The same difficulty in paying for imports from the United
States that prevailed in all of the far eastern countries, except Japan,
has been met with in Australasia, The Canadian dollar was at a
discount throughout the year, and reached its greatest depreciation
in November, together with all of the other foreign currencies.

Without having their figures available it would seem, judging
from their relations with the United States, that other foreign coun-
tries were not able to trade with the European countries even pro-
portionately as well as the United States. This was undoubtedly
due to the fact that they could not find buyers to any extent of
favorable balances that might have been created. Their trade nat-
urally, therefore, tended more toward the United States than was
normal, particularly as Europe could not supply them with their
requirements to the same extent as before the war. Having to pay
for imports from the United States, they naturally exported more
to this country, and again, because they were able to receive in effect
payment in cash. This resulted in the import into the United States
of commodities in vast quantities, for which we suddenly found we
had no market, as their true markets were European countries.
With the sudden fall in prices of the things which many of the South
American and far eastern countries had to sell, and the development
in the United States of stagnant markets at any price, their oppor-
tunity to buy further from the United States was sharply cut off.
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The world trade of the United States, therefore, is being menaced
by the circumstances which have produced demoralization of world
exchanges, and until the causes of this demoralization have been re-
moved through the resumption of general distribution of goods among
the nations, our foreign trade is going to be extremely difficult to carry
on, and we must expect violent fluctuations, which will be entirely
at the mercy of political events, relationships between daily offer-
Ings of exchange and demand for it. and money markets,

EXCHANGE TRANSACTIONS WITH SOVIET RUSSIA.

As stated in the Board's Annual Report for the year 1919, the
President, on June 26,1919, issued a proclamation which revoked and
canceled all previous proclamations prohibiting the exportation of
coin, bullion, and currency and controlling transactions in foreign ex-
changes, and the power and authority for those purposes vested in
the Secretary of the Treasury and the Federal Reserve Board, and
all orders, rules, and regulations issued or prescribed in connection
therewith, except that such proclamations, orders, rules, and regula-
tions were continued in force and effect in so far as they were neces-
sary to enable the Secretary of the Treasury and the Federal Reserve
Board effectively to control: (1) All exportations of coin, bullion,
and currency to that part of Russia now (then) under the control of
the so-called bolshevik government; (2) snij and all dealings or ex-
change transactions in Russian rubles; (3) the transfer of credit or
exchange transactions with that part of Russia now (then) under the
control of the so-called bolshevik government; (4) any and all trans-
fers of credit or exchange transactions with territories in respect of
which such transactions were then permitted only through the Ameri-
can Relief Administration. On June 30, 1919, the Federal Reserve
Board announced that remittances to the countries referred to in the
fourth exception mentioned above were not thereafter subject to
any restrictions, On August 12, 19199 the Federal Reserve Board
announced the issue of a general license permitting the exportation
from the United States of Russian rubles, provided that notice of
exportation be given to the customs division of the Treasury and to
the division of foreign exchange of the Federal Reserve Board.

On December 18, 1920, with the approval of the Department of
State, all supervision and control of the above-named transactions
were suspended, until further notice, in order to give force and effect
to the action of that department in removing restrictions in the way
of trade and communication with soviet Russia, as announced by the
Department of State on July 7, 1920,
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RELATIVE POSITION OF AMERICAN BUSINESS AND FINANCE.

Some of the principal factors in the situation which contrast our
position with that of foreign countries may be outlined as follows:

(1) The expansion in the total volume of currency has been much
less in the United States than in other countries and the increase
in the total circulation, while greater than that which has taken
place in Spain, Japan, Sweden, the Netherlands, Denmark, and
Switzerland, has been far less than in other countries as is shown by
the following tables.
Comparative table showing total note circulation, deposits, and gold and silver

holdings of the principal banks of issue, at the outbreak of the war, about the
time of the armistice, and at latest available dates.

(In thousands of dollars.)

ALLIED POWERS.

Belgium
Franco

Great Britain:
Bank of England
E x chequer

Total

Japan 1

Italy:
Bank of Italy, Bank of Naples, Bank

cf a?>ilv
Treasury

Total

Russia...:

Total including Russia .
Total, excluding Russia

I nited States2

CENTRAL POWERS.

Austria-Hungary - - - -
Germany

Total

NEUTRAL POWERS.

Argentina 3

Denmarlc
Netherlands
Norwav
Spain
Sweden
Switzerland

Total

Total note
circulation.

311,665
1,289,855

144,566
187,253

331, 819

180,411

4 l0 718
96;321

537,039

841,174

3,491,963
2, G50, 789

1,097,353

431,489
692,442

1,123,931

349,485
39,525

124,790
32 85"')

373.557
54,367
51, 708

1,026,297

At outbreak of th

Total
deposits.

20,409
250,716

326,699

326,699

74,944

145,330

145,330

592,522

1, 416, 620
824.098

59,012
299,515

358,527

5,496
1,904
3 859

96;931
18,440
9, 777

136,407

Note and
deposit

liabilities
combined.

332,074
1,546,571

471,265
187,253

658,518

255,355

586,048
96,321

682,369

1,433,696

4,908.583
3, i li, 8S7

1, 097, 353

490,501
991,957

1,482,458

349,485
45, 021

126,700
36 718

470^ 488
72, 807
61,485

1,162, 704

e war.

Gold and
silver

holdings.

56,619
919,968

185,567
90,030

275, 597

110,521

287, 825
22,581

310,406

863,371

2, 536, 482
1,673,111

445,671

309; 825
363, 670

673,495

313,407
24, 410
68,447
14 405

248]861
26,154
38, 409

734,183

Per cent of
gold and

silver
holdings to
note and
deposit

liabilities
combined.

17.1
59.5

39.4
48.1

41.9

43.3

49.1
23.4

45.5

60.2

51.7
48.1

40.6

63.2
36.7

45.4

89 7
54.2
54.0
39 2
52.9
35.9
62.5

63.1

1 Includes gold held abroad.2 The circulation represents greenbacks and national bank notes. The gold and silver holdings repre-
sent gold and silver held by the national banks, 60 per cent of the clearing house certificates, the reserve
against greenbacks, and the available gold and silver coin in the Treasury.

3 Figures for the Caja de Conversion.
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Comparative table showing total note circulation, deposits, and gold and silver
holdings of the principal banks of issue, at the outbreak, of the war, about the
time of the armistice, and at latest available dates—Continued.

(In thousands of dollars.)

ALLIED POWERS.

Belgium4

France

Great Britain:
Bank of England
E xchea u^r....

Total . .

About the time of the armistice.

Total note
circulation.

904,583
5,900,147

316,016
1,429,734

1 745 750

Total
deposits.

484,234
620,483

821,037

821, 037

Note and
deposit

liabilities
combined.

1,388,817
6, 520,630

1,137,053
1,429,734

2,566, 787

Gold and
silver

holdings.

56,917
5 719,818

362,968
138,695

501,663

Per cent of
gold and

silver
holdings to
note and
deposit

liabilities
combined.

4.1
11.0

31.9
9.7

19.5

Japan i j 412,001 | 504,175 | 916,176 j 339, 532 I 37.1

Italy: I
Bank of Italy, Bank of Naples, Bank

of Sicily I 2,218,689
Treasury j 403,274

Total I 2, 621,963

2,593,244
403,274

224,285 |
31,826 |

8.6
7.9

2,996,518 | 256,111 j 8.5

Russia..
Total, excluding Russia I 11,584,444 I 2,804,484 | 14,388,928 1 1,874,041 13.0

1, 685, 677 | 5,340, 883 | 2,305,456 iUnited States:« I 3, 675,206

CENTRAL TOWERS. j

Austria-Hungary i 7 7,210, 253 1,446, 806 I 8, 657,059
Germany " i a 6, 524,350 I 2,454,370 8,978, 720

43.2

Argentina s.
Denmark...
Netherlands
Norway
Spam
Sweden
Switzerland.

Total.

64,598 i
612,564 !

3,901,176 I 17,635,779 | 677,162

6.8

3.8

490,644
117,974
446,218
116,905
620,630
210,109
183,886 j

22,485
35,343
34,306
219,920
37,920
31,616

490,614
140,459 !
481,561 !
151,211 ]
840,550 I
248 029 I
215^502 i

269,628 !
50,988 I
284,840 I
32,691 !
553,350 | .
75.940 |
83,' 993 I

2,186,366 381,590 1 2,567,956 | 1,351,428 j

55.0
36.3
59.1
21.6
65.8
30.6
39.0

52.6

1 Includes gold held abroad.3 Figures for the Caja de Conversion.4 July 10, 1919.5 Exclusive of $393,162,000 held abroad.6 The circulation represents Federal Reserve notes in actual circulation, Federal Reserve
bank notes in actual circulation, national bank notes and greenbacks. Deposits are net
deposits of the Federal Reserve Banks, Gold and silver holdings comprise those shown by
the Federal Reserve Banks, exclusive of gold with foreign agencies, also the Treasury
reserve against greenbacks, and the available gold and silver in the Treasury.7 Does not include "sc r ip" (Kassenscheine.)8 Includes notes of the War Loan Banks (Darlehnskassenscheine).
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Comparative table showing total note circulation, deposits, and gold and silver
holdings of the principal banks of issue, at the outbreak of the ivar, about the
time of the armistice, and at latest available dates—Continued.

(In thousands of dollars.)

ALLIED POWERS.

Belgium.
France...

Great Britain
Bank of England
Exchequer

Total.

At latest available date.

Dec. 16,1920
Dec. 23,1920

Dec. 15,1920 I

Japan* j Dec. 11,1920

Italy I June 30,1920
'Bank of Italy, Bank of I

Naples, Bank of Sicily... I
Treasury j

Total.

Russia j

Total excluding Russia •

United States6 j Dec. 30,1920

220,973 I 1,380,040
694,916 i 7,921,678

15,278,256 2. 052, 052
18,259,178 < 130,371

CENTRAL POWERS.

Austria-Hungary.
Germany

Nov. 23,1920
Nov. 30,1920

Tota

NEUTRAL POWERS.

Argentinas : Oct. 15,1920
Denmark i Nov. 30,1920
Netherlands I Dec. 6,1920
Norway I Oct. 31,1920
Spain ! Dec. 11,1920
Sweden Oct. 31,1920
Switzerland Dec. 15,1920

33, 537,434 6,182,423

579,089
148, 799
434? 58S
128, 225
817, 57G
207,113
178, 067

T ot al . I 2, 493, 457

39,719,857 318,119

47, 708
30, 499
29, 077

231, 885
50,149
26,216

579, 089
196, 507
465, 087
157,302

1, 049, 461
257, 262
204, 283

415, 534 2, 908, 991

447,217
61, 692

263, 900
39,483

586, 398
75,686

127, 809

77.2
31.4
56.7
25.1
55.9
29.4
62.6

1,602,185 j .5.1

i Includes gold held abroad.8 Figures for the Caja de Conversion.G The circulation represents: Federal Reserve notes in actual circulation, Federal Reserve
bank notes in actual circulation, national bank notes and greenbacks. Deposits are net
deposits of the Federal Reserve Banks. Gold and silver holdings comprise those shown by
the Federal Reserve Banks, exclusive of gold with foreign agencies, also the Treasury
reserve against greenbacks, and the available gold and silver in the Treasury.7 Does not include "sc r ip" (Kassenscheine.)8 Includes notes of the War Loan Banks (Darlehnskassenscheine).fc Exclusive of $376,035,000 held abroad.
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Comparative table showing total note circulation, deposits, and gold and silver
holdings of the principal hanks of issue, at the outbreak of the war, about the
time of the armistice, and at latest available dates—Continued.

RECAPITULATION.

(In thousands of dollars.)

Total note
circulation.

Total
deposits.

Note and
deposit

liabilities
combined.

Gold and
silver

holdings.

Per cent
of gold

and silver
holdings
to note

and
deposit

liabilities
combined.

At outbreak of the war.

Allied powers:
Including Russia..
Excluding Russia.

United States
Central powers
Neutral powers

Total, including Russia..
Total, excluding Russia.

3,491,963
2,650, 789
1,097,353
1,123, 931
1,026, 297

6, 739, 544
5, 898, 370

1, 416,620
824,098

358,527
136, 407

1, 911, 554
1, 319, 032

4,908, 583
3,474, 887
1,097,353
1, 482, 458
1,162, 704

8,651, 098
7, 217, 402

2, 536, 482
1,673,111

445,671
673,495
734,183

4,389, 831
3, 526, 460

51.7
48.1
40.6
45.4
63.1

50.7
48.9

About the time of the armistice.

Allied powers..
United States..
Central powers.
Neutral powers

Total

11, 584, 444
3, 675, 206

13, 734,603
2,188,366

31,180,619

2, 804, 484
1, 665,677
3,901,176

381,590

8, 752, 927

14, 388, 928
5, 340, 8S3

17, 635, 779
2, 567, 956

39, 933, 546

1, 874, 041
2,305,456

677,162
1, 351, 428

6, 208,087

13.0
43.2
3.8

52.6

15.5

At latest available dates.

Allied powers . .
United S ta tes . .
Central powers.
Neutral powers

Total

15,167, 964
4, 616, 086

33, 537, 434
2, 493,457

55, 814, 941

2, 820, 421
1,604,190
6,182, 423

. 415,534

17, 988, 385
6, 220, 276

39, 719, 857
2, 908, 991

11, 022, 568 i 66, 837, 509

2. 400, 999
2, 429, 392

318,119
1, 602,185

6,750,695 j

13.3
39.1

55.1

10.1

(2) The foreign trade of the United States has been maintained
on a higher and more stable level than that of any other country.
In the subjoined table figures are given showing the volume of
exports during the past two years from five of the principal coun-
tries fin.o'a.o-fir] in world trade.
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Exports of the United States, United Kingdom, France, Italy, and Japan.

[In millions of dollars at gold parity.]

Date.

1919.
January
February
March
April
May
June
July
August
September
October
November.
December

1920.
January
February
March
April
May
June
July
August
September
October
November
December

United
States.*

623
585
COS
715
604
928
569
64G
595
631
741
682

733
646
820
685
746
631
651
579
605
752
677
721

United
King-
dom.1

253
302
350
369
372
375
438
400
480
523
570
639

528
636
616
679
664
664
756
624
637
625
645
532

France.2

67
08
93
82
98
110

134
139
134

139
255
259
266
233
349

464
415
450
303
321

Italy.

44
51
60
59
57
79
72
88
110
124
113
147

83
103
115
131
128
145
101
103

Japan.

56
62
67
71
78
75
90

112
109
138

88
87
98
109
96
91
77
87
77
67
52
43

1 Including reexports.2 French foreign trade figures for 1919, and January through June, 1920, are expressed in 1918 value units.
August, September, and October, 1920, figures are calculated at 1919 rates. A change in the methods of
calculating the values for July, August, and December, 1919, and for July, 1920, makes them incomparable
v/ith o th er months.

(3) Prices in the United States have been relatively lower than
those of other countries and the recent declines have been less drastic.
This is demonstrated by the comparative index number table which
appears on page 7 of this report. From the foregoing facts, the con-
clusion is justified that while the year 1920 was a period of com-
mercial upheaval and financial stringency throughout the world and
of serious disturbances in many countries, it has been far less dis-
tressing in the United States than in any other country. These con-
clusions are, however, of only secondary significance when the fact
is considered that the United States is much stronger in financial
resources and much more self-contained than any other country.
But, however great the economic strength of the United States may
be, it should be remembered that the country's expenditures during
the war and the very profound modifications which have occurred
in its economic system have had such far-reaching results as to make
it imperative that the utmost care be taken to conserve our credit
and protect the basis of our prosperity if we are to avoid the ex-
treme conditions which prevail in other countries. Upon the United
States in large measure the solvency and financial stability of
many other countries depend, This fact greatly increases the re-
sponsibility which rests upon the American banking system and calls

45525°—21 4
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4 0 ANNUAL REPORT FEDERAL RESERVE BOARD.

for the exercise of sound judgment and the strict observance of
sound financial and economic principles. The present is not a time
for resorting to empirical remedies which merely deaden unpleasant
sensations temporarily and which, instead of restoring the patient
to health, undermine his strength and destroy his vitality.

MOVEMENT OF THE PItlXCIPAL ASSETS AND LIABILITIES OF ALL FEDERAL

RESERVE BANKS DURING THE YEAR 19 2 0.

The holdings of discounted paper by Federal Reserve Banks
showed a pronounced upward trend throughout the year 1920. The
banks held 2,231 millions on January 2 and 2,719 millions on De-
cember 30, an increase of 488 millions for the period. From the
relatively large total shown on January 2, when discounts were heavy
in connection with annual dividend and interest payments, the
banks' holdings of discounted paper receded to 2,080 millions on
January 9. Subsequent to that date there is to be noted a succession
of increases, with high points on February 27, June 4, September 3,
and November 5, and recessions, with low points on March 19, June 18,
September 17, November 19, and December 17, all of the low points
being reported for Fridays following large operations of the Treas-
ury in redeeming certificates of indebtedness and paying interest on
United States bonds of the various issues. The volume of Govern-
ment securities issued and redeemed through the Federal Reserve
Banks during the }7ear, while smaller than during preceding years
when the Liberty and Victory loans were floated, was still very con-
siderable, the aggregate of Treasury tax and loan certificates allotted
by the Reserve Banks being about 3,851 millions and the total re-
deemed about 4,960 millions,

While the course of discounts in the Federal Reserve Bank state-
ments has been a series of upward and downward movements, each
successive high and low point has been considerably higher than the
preceding one. In fact, the .September 17 low point is only 55
millions below the high point in the first half of the year, June 4,
while the more recent low points on November 19 and December 17
are higher than the level reached at any date previous to August 20.
Not only is a general upward movement of discounts shown through-
out the year, but the growth has been more rapid during the second
half, when the heavy credit demands of the crop-moving season
are reflected in larger borrowings by members from the Federal
Reserve Banks. Thus, while the increase in discounted bills held by
the Reserve Banks between the low point on January 9 and the high
point on June 4 amounted to 484 millions, the increase between the
low point on June 18 and the high point on November 5 was 531
millions.
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Another feature of the discount transactions of the Federal Be-
serve Banks during the year is the decrease in the proportion of paper
secured by Government war obligations, Preferential rates on paper
secured by Liberty bonds and Victory notes were abrogated by some
Federal Reserve Banks and raised by others to a level more nearly
approximating the rate level for ordinary commercial paper. In the
case of paper secured by Treasury certificates the rates adopted were
in most cases identical with the higher coupon rates fixed by the
Government, thus holding out no inducement to the member banks
to carry these securities among their own investments and use them
as collateral for loans at the Federal Reserve Banks, but rather
providing a stimulus to place them in the hands of ultimate investors.
The results are seen in the gradual decrease of the amounts of war
paper held during the year by the Reserve Banks. From nearly
1,500 millions at the opening of the year the holdings of paper
secured by Government war obligations declined to 1,141 millions on
December 30. Of the latter total 188 millions, or 16.5 per cent, were
secured by Treasury certificates, compared with 462 millions, or
over 81 per cent, held at the opening of the year—this decrease corre-
sponding in a general way to the reduction in the amount of certifi-
cates held by the member banks. Much smaller reductions are shown
in the Reserve Banks' holdings of paper secured by Liberty bonds
and Victory notes, the December 30 total, 953 millions, being only
70 millions less than the amount reported at the beginning of the
year. On the other hand, holdings of other discounted paper, which
at the opening of the year totaled 747 millions, show an almost
steady growth, being in excess of 1,500 millions at the end of Septem-
ber, and fluctuating between about 1,500 and 1,600 millions during
the last three months of the year. At the end of the year, out of a
total of 2,719 millions of discounted bills, about 42 per cent was
composed of paper secured by United States war obligations, against
67 per cent of a total of 2,231 millions held on the first Friday of
the year.

Acceptance holdings of the Federal Reserve Banks show an
almost uninterrupted reduction for the period under review. From
a total of 575 millions at the beginning of the year, a decline to
256 millions on December 30 is reported, the decrease of 319 mil-
lions being due largely to the increased demand for acceptances by
savings banks, trust companies, and by corporate and individual
investors.

Fluctuations in Federal Reserve Bank holdings of Treasury cer-
tificates of indebtedness during the year are mainly the result of
the issue and redemption by the Government from time to time of
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temporary certificates in anticipation of the actual collection of
income tax checks and the withdrawal of funds from depositary
institutions. The highest Friday night figures for the year are shown
for March 19 (410 millions) and September 17 (393 millions), both
these days immediately following dates on which installments of in-
come and excess profits taxes were due. Exclusive of these temporary
certificates and of certificates bought under repurchase agreements,
the Federal Reserve Banks' holdings of Treasury certificates consist
chiefly of certificates deposited as security for Federal Reserve Bank
notes outstanding.

Total earning assets of the Federal Reserve Banks, which were
3,182 millions on January 2, and 2,984 millions on January 9, in-
creased to 3,422 millions on October 15, and on December 30 were
3,263 millions.

Government balances with Federal Reserve Banks were consider-
ably smaller than during the previous year, partly because of a
smaller volume of Government expenditures but also because of the
development of a better system of handling Government funds. The
daily average of Government deposits during 1920 was 36 millions,
compared with 99 millions the year before. The lowest amount of
Government deposits is shown for August 10, when the total was only
7 millions, while on September 17, subsequent to the payment of the
September 15 installment of income and excess profits taxes, the
highest figure of the year—135 millions—was reached. Member
banks' reserve deposits fluctuated within comparatively narrow
limits, the largest total—1,944 millions—being held on January 16
and the lowest—1,712 millions—on November 26. Other deposits,
including foreign Government credits, declined from 116 millions on
January 2 to 22 millions on December 30, mainly as the result of
withdrawals by the Argentine Government of deposits made during
the war. Net deposits held by the Federal Reserve Banks showed a
general downward tendency for the year, the total on December
30—1,604 millions—being 280 millions below the maximum amount
held on February 27. Reductions in reserve deposits of Federal
Reserve Banks correspond to reductions in deposit liabilities of
member banks, especially during the latter portion of the year.
The larger borrowings from Reserve Banks in recent months have led
to increased Federal Reserve note circulation rather than to increased
deposit liabilities of the Reserve Banks,

Federal Reserve note circulation, after the usual contraction at
the beginning of the year, when a return flow of notes used during
the holiday season occurs, shows an almost uninterrupted expansion.
The minimum amount of 2,844 millions appears on the statement for
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January 23 and the maximum of 3,405 millions on December 23. The
amount outstanding on December 30 marks a reduction of 60 millions
from the high point on December 23, but an expansion of 345 mil-
lions from January 2. The circulation of Federal Reserve Bank
notes declined from 259 millions on January 2 to 177 millions on
May 14, but since that date an increase to 217 millions on December
30 is noted.
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Movement of principal assets and liabilities of all Federal Reserve Banks, by weeks, during 1920.

[Amounts in thousands of dollars.]

Date.

Jan. 2
9

16
23
30

Feb. 6
13
20
27

Mar. 5
12
19
26

Apr. 2
9.

16.
23
30

May 7
14

June 4
11
18
25

1 2

Resources.

3

Discounted paper.

Secured by
Govern-

ment war
obligations.

1,484,262
1,352,085
1,351,454
1,386,348
1,457.892
1,451)557
1,469,562
1,525,203
1,572,980
1.520,494
i) 515,959
1,353,509
1,441,015
1,400,664
1,410,069
1,430,888
3,448,804
1,465,320
1,444,175
1,503,104
1.440,723
1,447,962
1,433,415
1,440)931
1,231,841
1,277,980

Otherwise
secured

and
unsecured.

746,925
727,670
748,611
767,110
716,465
751,982
823,873
833,321
880,531
888,194
907,487
854,172

1,008,215
999,849
957,469
980,303

1,029,378
1,009,751
1.060,447
1.043,186
1,053,663
l)071,469
1.130,843
1,082,019
1,064,296
1,153,814

Total.

2,231,187
2,079,755
2,100,005
2,153,458
2,174,357
2,203,539
2,233,435
2,358,524
2,453.511
2,408)688
2,423,446
2,207)681
2,449,230
2,400,513
2,307,538
2,411,191
2,478)182
2,535,071
2,504,622
2,551.290
2,500)386
2,519,431
2,564,258
2,522,950
2,296,137
2,431,794

4

Per cent
(l-*-3).

66.5
65.0
64.4
64.4
67.0
65.9
64.1
64.7
64.1
63.1
62.6
61.3
58.8
58.3
59.6
59.3
58.5
57.8
57.7
59.1
57.9
57.5
55.9
57.1
53.6
52.6

5

Bills
bought
in open
market.

574,631
574,722
575,675
575,789
561.313
55-i) 750
542,6C0
531,703
531,367
513,854
504,172
463.232
451)879
424,041
422/2-il
416,784
404,072
407,247
409,834
413,292
417,3C8
418,CCO
410,CSS
403,896
398,591
399,185

6

Total cash
reserves.

2,121,272
2,102,099
2,104,281
2,087,896
2,073,933
2,054,656
2,052,513
2,035,440
2,083,215
2,054,630
2,056,730
2,000,323
2,057,155
2,080,428
2,087.306
2,087)731
2,083,568
2,070,705
2,076,087
2,078,393
2,079,538
2,092,496
2,098,940
2,102,591
2,1C0,900
2,108,605

7

Net
deposits.

1,851,133
1,715,892
1,819,061
1,817,843
1,806,496
1,765,524
1)787,245
1,785,797
L884)576
l'. 792,393
1'. 798', 110
1)688,032
1,772,904
1,774,269
1)742,139
1,752,675
1,773,587
1,812,732
1,774,297
1,839)355
1,784.379
1,794)440
1,807,175
1.779,133
1)617,603
1,722,223

Liabilities.

Federal
Reserve
notes in
actual

circulation.

Ratio of
cash

reserves to
net deposit
and Federal

Reserve
note

liabilities
combined.

2,998,992
2,914,308
2,849,879
2,8-44,227
2,850,944
2,891,775
2,959.087
2,977i124
3,019'. 984
3,030,010
3) 039;750
3., 047', 133
3)048)039
3,077,323
3,080.217
3,073,693
3,068,307
3,074.555
3,092)344
3,088,234
3,085,202
3,107,021
3,127,291
3,112,205
3,104,810
3,116,718

Federal
Reserve
Bank
notes.

in circu-
lation,

net
liability.

43.7 I
45.4 I
45.1
44.8
44.5
44.1
43.2
42.7
42.5
42.6
42.5
43.5
42.7
42.9
43.3
43.3
4,3.0
4.2 4
42.7
42.
42.7
42.7
42.5
43.0
44.5
43.6

-V i

258,561
259.099
258)482
254,843
250)530
24.8,780
245,810
240,858
237,131

220^738
211,132
201,392
196.594
190)157
136.501
180,631
177,881
177,972
176,805
177,371
179,185
181,252
182,382
183,904
185,604

O

8

Pi

W
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July

Aug.

Sept.

Oct.

Nov.

Pec.

2
9

16.
23
30

6
13.
20
27

3 .
10
17
24.

1
8 . . .

15
22.
29

5 .
1 2 . . .
19
26.

3 . . . .
10
17
23
30

1,294,892
1,296,350
1,256,258
1,247,371
1,241,017
1,285,398
1,296,981
1,301,609
1 314 830
1,332', 892
1,299,123
1 202,593
1,220,423
1 183 017
1,217,098
1,192,810
1 199,139
1,203,905
1,215,101
1,180,977
1,158,907
1,192,425
1,160,685
1 169 244
1 158,974
1,177,263
1,141,036

1,
1,
^)

l,
• \ )

i
l,

i

2'

• ^

1
1,
1

1,
1,
1

ij

1,250,302
1,265,243
1,233,890
[,222,536
[,250,613
1,264,435
1,292,025
1,320,820
1,352,297
1,412.035
[, 376', 076
1,306,610
1,484,041
1,526,584
1,578,573
L, 581,060
1,550,143
1,597,392
1,611,724
1,603,773
1,514,467
1,542,975
1,616,116
1,547,595
1,437,775
1,554,428
1,578,098

2,-545,194
2,561,593
2,490,148
2,469,907
2,491,630
2,549,833
2,589,006
2,622,429
2,667,127
2,744,927
2,675,199
2,509,203
2,704,464
2,709,601
2,795,671
2,773,870
2,749,282
2,801,297
2,826,825
2,784,750
2,673,374
2,735,400
2,776,801
2,716,839
2,596,749
2,731,691
2,719,134

50.9
50.6
50.4
50.5
49.8
50.4
50.1
49.6
49.3
48.6
48.6
47.9
45,1
43.7
43.5
43.0
43.6
43.0
43.0
42.4
43.3
43.6
41.8
43.0
44.6
43.1
42.0

390,085
372,591
356,471
353,5-13
345,305
339,390
320,618
320,597
321.965
313,501
316,982
321,605
307,624
301,510
305,690
319,520
300,666
298,375
299,769
287,854
275,227
247,703
243,055
244,690
234,609
241,167
255,702

2,109,501
2,108,193
2,119,047
2,134,012
2,128,640
2,131,744 !
2,132,885
2,121,837
2.127,827
2,117,957
2,131,247
2,133,145
2,151,594
2,165,195 .
2,158,268 !
2,154,911
2,157,270
2,168,038
2,169,729
2.180,011
2,180,228
2,195,310
2,198,195
2}212,40i7
2,222.4C8
2,236,754
2,249,163

1,755,996
1,707,869
1,686,941
1,685,644
1,697,245
1,698', 480
1,692,450 i
1,702,310 |
1,717,867 '
1,735,OSS
1,679,417
1,578.287
1,658', 464
1,645', 830
1,710,170
1,694,130
1,624,646
1,674,553
1,694,923
1,674,764
1,632,740
1,623,641
1,667,258
1,662,301
1,542,594
1,549,348
1,604,190

3,168,814 |
3,180,948
3,135,863
3,318,205
3,120,138
3,141,861
3,169,181
3,174,725
3,203'637
3,243,270
3,295,185
3,289,881
3,279,996
3,3C4,690
3,322,123
3,353,271
3.350,199
3,351,303
3,354,180
3,328,985
3,307,435
3,325,538
3,312,039
3,311,842
3,344,332
3,404,931
3,344,686

42.8
43.1
43.9
44.4
44,2
44.0
43.9
43.5
43.2
42.5
42.8
43.8
43.0
43.7
42.9
42.7
43.3
43.1
43.0
43.6
44.1
44.4
44.1
44.5
45.5
45.1
45.4

189,232
190,287
189,375
190,067
192,168
194,834
196,912
198,563
200,793
205,423
209,073
212,219
214,180
213,412
213,154
213,533
213,888
214,961
214,533
215,080
213,8S1
214,610
214,939
214,523
217,434
218,832
216,980

O

o
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4 6 ANNUAL REPORT FEDERAL RESERVE BOARD.

MOVEMENT OF RESERVES AND RESERVE RATIO.

During the early part of the year the Federal Reserve Banks lost
gold, largely through export to South America and the Orient, and
on March 26 total gold holdings were 1,935 millions, a reduction
of 128 millions from January 2. Since that time, chiefly as the result
of gold shipments from England in anticipation of the maturity of
the Anglo-French bonds on October 15, there has been an increase in
gold reserves, the total of 2,059 millions on December 30 being only
4 millions below the total of 2,063 millions shown at the beginning
of the year. During the year the amount of gold held with foreign
agencies was reduced from 131 to 3 millions. All of the gold
received in payment for food supplies sold to Germany, which was
placed in custody with the Bank of England during the fall of
1919, has been withdrawn and brought to this country. As this gold
was counted as part of the banks' reserves, its transfer from London
to this country has had no effect on their reserve position. The 3.3
millions of gold now held abroad is in custody of the Bank of France,
pending shipment. Total cash reserves show an increase of 128
millions, or from 2,121 millions on January 2, to 2,249 millions on
December 30, a larger gain in other cash reserves arising chiefly from
deposits of silver dollars by the Treasury being partially offset by
the loss of 4 millions of gold.

The reserve ratio of the Federal Reserve Banks, as a consequence
of the changes detailed above5 is somewhat higher at the end of the
year than at its beginning, the percentages being' 45.4 on December
30, as compared with 43.7 on January 2. A rise of 1.7 points for the
week ending January 9, due partly to the return flow of Federal
Reserve notes following the Christmas holidays, was followed by
a slow but steady decline, with some fluctuations, to 42.2 per cent on
May 14. A sharp rise brought the ratio up to 44.5 on June 18, the
Friday following large redemptions of tax certificates by the Treas-
ury. Since June 18 the reserve ratio has fluctuated within lower
ranges, falling as low as 42.5 per cent on September 3, but rising to
45.5 per cent on December 17, due mainly to gains in gold and reduc-
tion in net deposits.

Eight of the Federal Reserve Banks at times during the year
showed slight temporary deficiencies in their reserve against deposits,
and by direction of the Board paid to the United States Treasurer as
a penalty, under provisions of paragraph (c) of section 11 of the
Federal Reserve Act, total amounts as follows:
Boston $288. 56
New York - 23, 301.10
Atlanta 181.08
Chicago 147.15
Minneapolis • 78. 48
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ANNUAL EEPOET FEDEKAL RESERVE BOARD. 47

Kansas City $95. 91
Dallas — 74.33
San Francisco 547. 44

Total 24, 664. 05

It may be of interest to note that at the Bank of England the ratio
of reserves to note and deposit liability combined, if calculated on a
basis similar to our own, has been maintained during the year on a
level approximately the same as that of the Federal Reserve Banks,
though the English ratio is subject to wider and more rapid fluctua-
tions caused chiefly by Government operations in selling Treasury
bills and obtaining ways and means advances, on the one hand, and
by redemptions of these short-term obligations, on the other. In
general, the ratio of the Bank of England, if figured on our basis,
has fluctuated during the year between 40j and 50 per cent. On
December 29 it stood at 39.7 per cent, comparable with a ratio of 45.4
per cent, shown on December 30 for the Federal Reserve Banks.

INTERBANK PURCHASES OF ACCEPTANCES AND REDISCOUNT OPERATIONS.

During the past year, as in 1919, the rediscounting between Fed-
eral Reserve Banks of discounted paper and sales of purchased bills,
in order that Federal Reserve Banks having low reserves might ex-
tend further accommodations to their member banks and still main-
tain their minimum reserve requirements, has been continuous. In
the early months of the year these operations were occasioned by the
need of funds in the eastern Federal Reserve districts for the pur-
pose of financing industrial activities and purchasing raw materials,
as well as to aid the fiscal operations of the Government; and, from
early spring throughout the balance of the year, by the demands in
the western and southern agricultural districts for funds and credits
to be used in financing the growing, harvesting and marketing of
crops, and in feeding and marketing live stock.

The volume of these transactions, which increased steadily during
the year, reached the peak in October when the Federal Reserve
Banks of New York, Richmond, Atlanta, Chicago, St. Louis, Min-
neapolis, Kansas City, and Dallas had under rediscount, including
bankers' acceptances sold, with the Federal Reserve Banks of Boston,
Philadelphia, Cleveland, and San Francisco, a total of $267,378,000.

From early spring throughout the remainder of the year the de-
mand for funds in the eastern industrial centers abated, resulting
in continued reduction in the demands by member banks for ac-
commodations at Federal Reserve Banks. In consequence, since early
in May no eastern Federal Reserve Bank, other than that of New
York as noted below, has been a borrower from other Reserve Banks.
Member banks in New York City have experienced heavy withdraw-
als of funds by their interior and southern correspondents in the
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48 ANNUAL REPORT FEDERAL RESERVE BOARD.

agricultural sections,, with the result that it has been necessary for
New York member banks to rediscount heavily with their Federal
Reserve Bank. These withdrawals, evidenced by almost continuous
losses through the gold settlement fund, have caused the Federal
Reserve Bank of New York to rediscount with other Federal Reserve
Banks from time to time since July in substantial amounts.

All of the Federal Reserve Banks, with the exception of those of
Cleveland and Richmond, have both extended accommodation to and
received accommodation from other Federal Reserve Banks during
the year. While the Federal Reserve Bank of Cleveland has dis-
counted continuously for several of the other Federal Reserve Banks,
the Federal Reserve Bank of Richmond has been a continuous bor-
rower from other Federal Reserve Banks except for a short period in
February and March.

The same spontaneous spirit of cooperation between the Federal
Reserve Banks in entering into these transactions, referred to in the
last annual report of the Board, has continued throughout the year,
and it has been unnecessary, therefore, for the Federal Reserve
Board, in any case, to exercise its statutory power to require such
operations. The same efficient methods of consummating these trans-
actions, with the employment of the leased telegraph-wire system
and the settlement of all payments through the gold-settlement fund
"without any physical transfer of gold, described more completely in
the last annual report of the Board, have been continued,

In the following table is shown the amount of inter-Federal Re-
serve Bank accommodation and the actual and adjusted reserve per-
centages of each Federal Reserve Bank as of December 26, 1919, and
December 30, 1920:

[Amounts in thousands of dollars.]

Federal Reserve
Bank.

^ithTSSdto \
other Federal i
Reserve Banks. |

Bills discounted
for or purchased
from other Fed-
eral Reserve
Banks.

Dec. 26,
1919.

Boston. . . . 69,899
N ew York I 58,201
Philadelphia | 27,615
Cleveland
Richmond
Atlanta..
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

13; 000

Dec. 30, I Dec. 2
1920. 1919.

6,917

10,000 |
33,659

14,801 i
29,086
27,711

12,265
5,080
5,065

60,090
29,022

9,805
32,123
15,265

Dec. 30,
1920.

16,575

17,109
81,573

6,917

Total I 168,715 122,174 108,715 | 122,174

Ratio of total reserves to combined net
deposit and Federal Reserve note
liabilities.

Actual.

Dec. 26,
1919.

Per cent.
44.0
40. Q
40.8
46.3
40.9
52.8
50.6
46.5
39.4
43.1
49.4
54.9

Dec. 30,
1920.

Per cent.
55.3
40.0
54.2
59.1
45.4
40.7
40.4
44.5
39! 8
41.4
41.8
49.3

Adju

Dec. 26,
1919.

Per cent.
24.3
36.2
32.7
49.4
43.5
55.2
58.8
60.5
39.4
41.3
77.0
59.3

Dec. 30,
1920.

Per cent.
59.5
39.5
58.7
75.9
40.3
24. 8
40.4
44.5
27.7
25.2
17.5
51.1

44.8 I 45.4 44. 8 i 45.4

1 Adjusted percentages are calculated after increasing or reducing reserves held by the amount of ac-
commodation extended to or received from other Federal Reserve Banks.Digitized for FRASER 
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As has been stated elsewhere in this report, there has been a con-
tinuous growth and development in the acceptance market in New
York, which is the principal acceptance market of the country, and
the Federal Reserve Bank of New York, in support of this market,
has heQTi a daily purchaser of bills.

Under an agreement approved hy the Federal Reserve Board, for
the purpose of distributing* the load in connection with the develop-
ment and support of the open market in New York, the Federal
Reserve Banks of Cleveland, Chicago, and San Francisco have par-
ticipated daily in the open-market purchases of the Federal Reserve
Bank of New York. The Federal Reserve Bank of San Francisco
also purchased additional bills from the Federal Reserve Bank of
New York from time to time as it had surplus funds available for
investment.

In order to maintain the open market for bankers' acceptances
it has been necessary for the Federal Reserve Bank of New York, as
already stated, to make daily purchases of bankers' acceptances, and,
very often, to make heavy purchases at times when its own reserves
were at their minimum legal limits. Accordingly, at such times,
other Federal Reserve Banks having surplus funds, with the ap-
proval of the Federal Reserve Board, have made large purchases
of bankers' acceptances from the New York Reserve Bank. In cases
where Federal Reserve Banks have of their own initiative purchased
acceptances from other Federal Reserve Banks with the approval of
the Board the indorsement of the selling bank usually has not been
given, but where the Board has requested a Reserve Bank to redis-
count bankers' acceptances for another, the selling bank has been
required to indorse the bills sold.

The total open-market purchases of acceptances by the Federal
Reserve Bank of New York amounted to $2,429,982,000, of which
$782,652,000 were immediately allotted to other Federal Reserve
Banks in the amounts indicated in the table below.

Rediscount operations between Federal Reserve Banks including
bills purchased from other Federal Reserve Banks during the year
have amounted to $3,672,792,000, as compared with $2,658,254,000
daring the year 1919, and $660,638,000 during the year 1918. Adding
to these transactions the bills purchased and allotted to other Federal
Reserve Banks by the Federal Reserve Bank of New York, the
total interdistrict movement of bills during the year aggregated
$4,405,444,000, as compared with $3,397,753,000 for 1919, and
$835,498,000 for 1918. The figures in detail appear in the following
table:
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50 ANNUAL EEPORT FEDERAL RESERVE BOARD.

Inter district movement of discounted and purchased paper "between Federal
Reserve Banks during the period from Jan. 1 to Dec. SI, 1920.

[In thousands of dollars.]

Federal Reserve
Bank of—

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

Inter-Reserve Bank rediscounts and
sales cf—

Discounted paper.

Redis-
counted

b y -

375,000
371,600

700,000
307, 997
255, 000
309, 499
293, 500
411,638
436,013

3,460, 245

Dis-
counted

for—

969, 884
479, 581
144, 579

1, 406,172

52,000
168, 500
13,000
40, 029
20,000

143, 000
23, 500

3,460, 245

Purchased paper.

Sold
b y -

20,846
147, 215

50

28,178
6,000

10, 258

212, 547

Pur-
chased
b y -

30,673
11,067
35,149
72,710

5,087
5,090

5,049

47, 722

212, 547

Acceptances pur-
chased in open
market for ac-
count of other
Federal Reserve
Banks .

B y -

732,652

732, 652

For ac-
count
of—

6,569

242,000
325
400

217,642
250
375
450
500

264,141

732, 652

Net infcerdistrict
movement of dis-
counted and pur-
chased paper.

Excess
move-
ment

from—

764, 219
191, 872

699,675
250, 510

302,249
253,096
386.137
292,513

3,140, 271

Excess
move-
ment
to—

986,280

1,120,832

108,054

325,105

3,140,271

DEVELOPMENT OF THE ACCEPTANCE MARKET.

Appreciable progress has been made during the past year in the
development and broadening of the market for bankers' acceptances.
While the Federal Reserve Banks have continued to be the greatest
influences in this market, the higher rates commanded by credit
throughout the world have resulted in a substantial broadening of
the market for prime dollar acceptances. As commercial and Re-
serve Bank rates have advanced, bankers' acceptances have been
offered on a relatively higher basis and this fact, coupled with the
better understanding of their liquidity and desirability as secondary
reserves, has gradually added to the list of those who are accustomed
to invest surplus or idle funds in this form of security. While in
former years only a comparatively small number of the larger and
better-informed banks made a practice of buying acceptances, the
bill dealers now have as their customers many corporations, firms,
and individuals, in addition to an increased number of banks, large
and small. Several State legislatures have amended banking laws
by specifying bankers' acceptances as eligible investments for savings
banks, thus opening a new channel for the distribution of accept-
ances. During a greater part of the year dealers have reported an
improved demand, especially for bills accepted by the best-known
banks, and have offered such bills unindorsed at a discount rate of
from 6 to 6f per cent for various maturities. While the market
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has been characterized by a more rapid turnover than formerly,
the Federal Reserve Banks in some of the larger centers have found
it essential to lend active support to the market and have continued
the practice of carrying for dealers a part of their holdings for 15-
day periods under a repurchase agreement, pending distribution.
The purchases of bankers' acceptances by all the Federal Reserve
Banks were larger during 1920 by approximately $300,000,000 than
in 1919. This increase is not excessive or remarkable, however, when
consideration is given to the large volume of business transacted
which called for acceptance credits by banks and bankers. The prin-
cipal market into which bankers' acceptances flow from the entire
country is New York and it follows, therefore, that the Federal
Reserve Bank of New York must bear the brunt of the burden of
sustaining and developing the market. This bank during 1920 pur-
chased bankers' acceptances for its own account and for the account
of other Federal Reserve Banks in value about $479,084,000 greater
than in 1919, this increase for the New York bank being largely offset
by decreases in amounts of open-market purchases by other Federal
Reserve Banks within their own districts. The pressure upon the
Federal Reserve Bank of New York, caused by these purchases, has
been relieved and distribution of bills effected by sales to member
banks and by allotments to other Federal Reserve Banks. The de-
velopment of the acceptance market in New York has been aided also
by the special acceptance service offered to its member banks by the
Federal Reserve Bank of New York. The bank purchases for its
member banks indorsed bills of the kinds and maturities which it is
accustomed to purchase for its own account, carries them in custody,
sells them when desired and collects them at maturity. This service
is rendered without charge and has made it easy for any member
bank to keep excess funds employed constantly and profitably through
continued or occasional investments in prime bills. During the year
the Federal Reserve Banks of New York, Philadelphia, Cleveland,
Chicago, and San Francisco purchased acceptances in a larger amount
than in 1919, while the Federal Reserve Banks of Boston, Richmond,
Atlanta, St. Louis, Minneapolis, Kansas City, and Dallas purchased
smaller amounts than in the preceding year.

Although decreases are noted in the volume of purchases made by
the Federal Reserve Banks of Boston and Richmond, these two in-
stitutions have accomplished good results in popularizing accept-
ances as investments for their member banks. The result of these
influences combined has been apparent in the increase during the year
by over 100 per cent in the number of bill buyers in the Boston Reserve
Bank district. The Federal Reserve Bank of Richmond continued
the practice of buying unindorsed bills direct from the acceptors at
commercial paper rates, feeling that this policy is warranted as it
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keeps the bank well informed as to the methods used in giving ac-
ceptance credits by its member banks. This bank also purchases
acceptances for member banks, the names of the acceptors being
specified by the bank for whose account purchase is made, I t is
believed that the reduced volume of bills offered this bank during
the past year is the result of efforts which have been made to induce
member banks to sell their acceptances to dealers rather than to the
Federal Reserve Bank.

As a ride, member banks of the South, Southwest, and some por-
tions of the West have used their acceptance powers to a limited
extent only, and the Federal Reserve Banks of Atlanta, St. Louis,
Minneapolis, Kansas City, Dallas, and San Francisco report that
acceptances are being bought almost exclusively by banks in the
larger centers.

The Federal Reserve Bank of Philadelphia purchased approxi-
mately $27,183,000 more of bills in 1920 than in 1919, and has suc-
ceeded during recent months in developing a broader market for
bills in its district. Reports from the Federal Reserve Banks of
Cleveland and Chicago indicate that their markets have been en-
larged during the past year, mainly through the efforts of their
member bank relations departments. In Chicago the volume of sales
and distribution, according to dealers' reports, is showing steady in-
crease, comparative sales in the Chicago district made month by-
month during 1919 and 1920 showing an increase of over 100 per
cent in volume of sales and of 150 per cent in the number of pur-
chasers.

When consideration is given to the important part played by
bankers' acceptances in the movement of farm products and manu-
factured goods to market, the Board feels that the efforts being made
to broaden the bill market will meet with general approval.

Below are shown the amounts of acceptances bought in the open
market b}7, or for the account of, each Federal Reserve Bank during
the past four years:

Bills houf/ht in open market.

[Amounts in thousands of dollars.}

Federal Reserve Bank.

Boston
New York
Philadelphia. .
Cleveland
Richmond
Atlanta
Chicago
St. I/Ouis
Minneapolis
Kansas City.. . .
Dallas *.. . . .
San Francisco.,

1917

Total.. 909,301

1018

86,481
445,307
70,710
5i;007
54,759
25,388
61,142
22, 788
16,397
17, 561
9,743
48,018

194,158
045, 403
77,686
122,800
70, 766
45t477
122,787
26,096
13,903
14,691
25,024
150,653

1,809,539

1019

360,784
1,211,390

14,049
261,750
52,977
51,661

292,012
87; 503

108,714
26,086
12, 415

345,827

2,825,177

1920

304,445
1,697,330

41,232
204,602
51,712
39,576

345,021
36,020
18,060
17,173
8,348

364, S45

3,218,364
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CANCELIATIONS,

To some extent throughout the entire year 1920, but with an in-
creasing degree of importance during the latter part of the year, the
matter of cancellation of contracts has assumed a sinister significance
in American foreign trade, The practice is one which has affected
both the commercial and banking aspects of the situation. Cancella-
tions have been, numerous in important exporting lines, while the
action, of some American importers in cancelling orders for textiles
which they had placed in England caused so much inconvenience
and aroused such criticism as to lead to an appeal in November last
by organized textile trades of the United Kingdom to the United
States Chamber of Commerce. Certain phases of the practices which
have developed within the past few weeks especially have raised at
least two serious questions:

1. How far have cancellations resulted in leaving considerable
quantities of American goods without actual buyers in the countries
to which the goods have been shipped ? and

2. How far have cancellations affected the status of drafts drawn
against letters of credit issued by American bankers?

The facts relating to cancellations have been reviewed in a report
filed with the Chamber of Commerce of the State of New York on
December 3, reading as follows:

The wave of cancellations of buying orders and repudiations of contracts of
sale by buyers which at present is sweeping the world and is menacing also the
United States, lias called forth a great concern in business and banking circles.
The dangers of the situation have been called to the attention of your com-
mittee on finance and currency, and a request made that an investigation into
the situation be made. Accordingly, data were collected from large trade asso-
ciations, covering the United States in various lines of business, upon the
volume and character of cancellations and their comparison with previous
years.

The result of this investigation, which has been printed in the November is-
sue of the Chamber's Bulletin, showed that, in many lines, cancellations were
of a very important and menacing volume.

It seems obvious that loose business' methods which enable purchasers to
reject goods when prices decline and to insist upon prompt shipments accord-
ing to contract when prices are rising, will cause a perilous business derange-
ment at every downward turn. The uncertainty created by the sway of such
vicious practices extends far beyond the two parties immediately affected. It
spreads like a contagious disease and ultimately undermines and menaces the
safety of all branches of production, trade, and finance of the country; for
our whole economic structure rests upon a contractual basis and upon a clear
recognition of the sanctity of business obligations. Steps should be taken to
remedy this evil. The discipline of a written contract enforceable at law
should be more generally applied, together with a nation-wide vigorous con-
demnation of those indulging in such objectionable business practices.
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Your committee, therefore, offers the following resolutions:
Resolved, That the Chamber of Commerce of the State of New York deprecates

the present tendency among many buyers of goods to cancel their orders or
repudiate their contracts; and be it further

Resolved, That an effort should be made on the part of the business com-
munity to incorporate into written contracts a frank stipulation respecting can-
cellations, in order that business may be established on a clear and definite
contractual basis, and that the possibilities of misunderstanding and disagree-
ment may be lessened and an element of dangerous uncertainty be removed;
and be it further

Resolved, That the chamber of commerce urge upon the business and banking
communities that buyers who disregard their written agreements shall be con-
sidered as being lacking in business morality and as undeserving of confidence,
and that business and banking leave no doubt that attempts willfully to violate
contracts shall be frowned upon as violating the code of business ethics on which
rests the entire structure of American industry, commerce, and trade.

Exact figures as to the probable scope of the cancellation evil can
not be secured at this time, but it may be stated that the practice
has become so common as to affect seriously the ability of American
exporters to collect against their shipments to foreign ports. The
most acute aspects of the situation are seen in those countries which
have found it practically impossible to ship their goods at profitable
rates to the United States or which have had so unfavorable a do-
mestic credit position that they have felt it necessary- to establish mora-
toria—with or without legal sanction. This situation has affected
particularly our trade with South America and the Orient. At some
ports a large volume of American goods has accumulated wThich
consignees have declined to receive. For such shipments, therefore,
there is available neither dollar exchange nor local bank credit. Re-
ports from Brazil, Argentina, Paraguay, and Cuba emphasize this
aspect of the situation and show that important exportations have
brought no returns, the goods being practically thrown back upon
the hands of shippers who have been obliged to finance themselves
as best they might at their own banks. One result of this condition
has been a certain amount of mortality among exporting houses, while
others have been obliged to lean more heavily upon the banks than
they would otherwise have found it necessary to do.

While such conditions are of grave consequence from the banking
standpoint at a time when world finance and trade conditions are
seriously disturbed, and when the maintenance of the export trade
is so vital, the resultant situation has peculiar significance to the
banks because of the influence it exerts upon acceptance conditions.

It will be remembered that prior to the enactment of the Federal
Reserve Act, American banks in foreign transactions had always re-
lied mainly upon credits furnished by British banks and stated in
terms of sterling. As the result of the growth of the number of ac-
cepting banks under the Federal Reserve Act and the effort to convert
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our foreign credit as far as possible into terms of dollars there has
devolved upon our institutions a new responsibility in connection with
financing of foreign trade. This was recognized from the first as one
of the advantages of a revision of the banking system, American
banks have not only been encouraged to enter the acceptance field,
but the argument has frequently been made that they ought to do so in
order that the financing of American business might not rest so
largely in the hands of foreigners. Owing to the great changes
brought about by the war it has also been asserted that the adoption
of this method of financing was really necessary in order to meet the
emergencies which the contest had created. In undertaking such
financing American bankers have in many instances issued letters of
credit covering importations into the United States. The terms and
conditions of the credits thus opened have, of course, varied con-
siderably, since there is no uniform practice among the banks of the
country with respect to the wording of document's used in their
foreign trade operations. The letters of credit which have been is-
sued are in many cases, however, irrevocable, and provide for the
acceptance of drafts drawn on time or the payment of drafts drawn
at sight, with such conditions and requirements regarding the charac-
ter of the documents to be attached as are usual in the movement
of consignments in international trade.

The sudden fall of prices which has occurred in many lines has,
however, caused many importations to show very material decreases
in value between the time of their shipment from the foreign port
and their arrival in the United States or between the time they were
contracted for under agreements that letters of credit be furnished
and their arrival. In some instances the presentation of drafts
with the documents attached to the banks which had issued the
letters of credit obviously meant that these banks were asked to
make payments against the goods covered by the invoice, which, as
already explained, may have fallen seriously below their value at the
time they were shipped or contracted for. Many of these credits
had been opened by large banks at seaports at the request not of
their own depositors but of interior banks. As these institutions
usually operated no foreign-exchange departments of their own it
was customary for them to ask some correspondent bank, located at
a port of entry, to issue letters of credit for account of their own
customers. The question, consequently, arose in the minds of many
bankers whether the engagements undertaken in letters of credit
could be avoided, and this idea has had a color of justice in those
cases where goods and documents forwarded by exporters in foreign
countries did not technically comply with the conditions set forth in
the terms of the letters of credit. At the solicitation of their country
correspondents some bankers have declined to accept drafts drawn
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under letters of credit already outstanding, while in other cases, im-
porters themselves, desirous of avoiding loss or feeling that some
breach of contract had occurred, have obtained injunctions against
the banks which had issued the letters of credit directing the banks
not to pay out funds under the terms of such letters. Several in-
junction cases of this kind are now pending in the Federal courts.
Twenty-four injunctions were vacated on December 15 in the Su-
preme Court of the State of New York.

This situation is most unfortunate and is reflecting very seriously
upon American bankers5 acceptances. I t makes plain that many
American bankers, including, of course, their legal advisers, are not
well informed as to the obligations assumed when irrevocable or con-
firmed letters of credit are issued.

In the financing of an importation there are several possible com-
binations of parties at interest. Although a shipment is made direct
by the exporter in a foreign country to the importer in the United
States, the seller does not usually rely upon the unsupported
credit of the foreign buyer and generally requires a bank guar-
anty. The importer, therefore, calls upon his bank to lend its
credit to the transaction and thus the exporter is given the
right to draw upon a banking institution instead of a commercial
house. But even this added responsibility does not always satisfy
the exporter, who may prefer funds in his own country, and, in this
event, the American bank requests a correspondent foreign bank to
notify the exporter that it will negotiate his drafts. He may, there-
fore, sell his bills of exchange either to the notifier or to his own
local bank. Hence, a letter of credit may involve such different
parties as the importer, credit issuer, notifier, negotiator, &ny indorser
of the completed drafts, and lastly the exporter.

The legal relations between these parties have been quite definitely
settled by certain British and Colonial cases rendered during the
last half century, when Great Britain was extending her trade all
over the world. The decisions in these cases involving commercial
letters of credit established the following principles:

(1) A letter of credit is not a negotiable instrument.
(2) It does not create a trust fund in favor of the beneficiary.
(3) An issuer of a letter of credit may not dishonor drafts

presented by a negotiating bank under a clean, irrevocable letter
of credit if all the terms of the credit are fulfilled.

(4) An issuer may dishonor bills drawn in violation of the
conditions specified in a documentary letter of credit,

(5) The negotiator is not liable for the genuineness either of
goods or documents.

(6) The issuer is responsible to the party requesting the
credit for the observance of the conditions by the beneficiary.
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The further principle is established also by the British cases and
confirmed by two decisions recently made by New York courts:

(7) The contract between the issuer and the beneficiary is
entirely independent of the contract of sale between the buyer
and seller, and the issuer can not, because of the seller's breach
of the contract of sale, refuse to honor drafts which comply with
the terms of the letter of credit,

Only recently have American courts had occasion to pass upon
cases relating to commercial letters of credit where the issues in-
volved have been fully presented. Upon principle, however, and
judging from the few decisions which have been rendered by our
courts within the last year, there appears to be no reasonable doubt
that the practices which have evolved under British law will be
found to govern in our own transactions, Such a development will
be necessary if American credits are to command the respect abroad
necessary to compete with those given by foreign banks which engage
in financing international trade. Otherwise buyers of bills in for-
eign countries would decline to purchase drafts on American
bankers.

The Federal Reserve Bulletin for February, 1921, will contain
fuller discussion of the legal relations between the parties to commer-
cial letters of credit as established by the cases which have been cited
by the British courts, and will contain also a review of the leading
British cases upon this subject and of the few important decisions
which have recently been rendered by American courts,

CHANGES IN DISCOUNT KATES DURING 19 20,

During the latter part of 1919 the Federal Reserve Banks had,
with the approval of the Federal Reserve Board, abolished prefer-
ential rates formerly obtaining on paper secured by Liberty bonds
and Victory notes and in January, 1920, shortly after the Treasury
raised its rate on certificates to 4 | per cent, the Board approved a like
increase in the rate, of discount on paper secured by certificates of
indebtedness as well as, in the case of most of the banks, on trade
acceptances offered for discount. Thus for a time the rates on com-
mercial paper proper and on paper secured by all classes of Govern-
ment war obligations were practically on a parity. Toward the end
of January, however, the rate on paper secured by Liberty bonds
and Victory notes was advanced to 5J per cent and the rates on all
classes of commercial paper, including trade acceptances and agri-
cultural and live-stock paper, to 6 per cent. A preferential rate of
5 per cent was established on bankers' acceptances, to apply, how-
ever, only where the acceptances were offered to the Federal Reserve
Bank for rediscount by a bank other than the accepting institution.
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Eight of the Reserve Banks advanced this rate to 5 J per cent in April
and May, while five banks, including two of those which had ad-
vanced the rates in April and May, raised it to 6 per cent in June and
July. Rates on commercial paper and on agricultural and live-stock
paper were advanced in June to 7 per cent by four banks, and the
trade acceptance rate to the same level by three of the same banks,
the fourth bank advancing it to 6J- per cent. Bates on paper
secured by Treasury certificates of indebtedness have been raised
frequently during the year in keeping with the Board's policy to have
such rates correspond with the rates borne by the certificates them-
selves, thus enabling the banks to carry the certificates without loss
pending their distribution to customers, but offering them no in-
ducement through a spread in rates to retain the certificates as an
investment instead of passing them on to the public,

Following the amendment of section 14 of the Federal Reserve
Act, approved April 13, 1920, permitting the Federal Reserve Banks,
with the approval of the Board, to establish graduated rates of dis-
count ? the banks located at Kansas City, Dallas, St. Louis, and At-
lanta established progressive rates of discount, effective April 19,
May 21, May 26, and May 31, respectively. The progressive rates
are assessed against amounts discounted for member banks in ex-
cess of their " basic " or " normal" lines, the latter being determined
by the Federal Reserve Bank uniformly for each member bank in
the district. In the case of the Atlanta, St. Louis, and Kansas City
banks the basic line adopted was 2J times a sum equal to 65 per cent
of the reserve balance maintained or required to be maintained by
the member bank, plus its paid-in subscription to the capital stock
of the Federal Reserve Bank, while in the case of the Dallas bank
the basic line was fixed at an amount equal to the combined capital
and surplus of each member bank. Under the progressive rate plan,
discounts granted in excess of the basic lines are subject to one-half
per cent progressive rate, in addition to the normal rate, for each
25 per cent b}̂  which the amount of accommodation extended to the
bank exceeds its basic line, although certain exemptions in the case
of paper secured by Government obligations are allowed.

In order that the discount policy of the banks might not ad-
versely affect the market prices of Government securities, or work
a hardship on those still carrying a large part of the Liberty bonds
representing original subscriptions, none of the four banks applied
the progressive rates to paper secured by United States Government
war obligations. Since the progressive rates apply only to excess
borrowings—that is, to borrowings in excess of the normal or basic
line—a bank obtaining accommodation to the extent of twice its
basic line would be subject to a maximum penalty of 2 per cent.
This 2 per cent, however, would apply only to the last increment of
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25 per cent of the basic line? so that the average penalty calculated
on its entire borrowings would be about 0.625 per cent. Likewise
not until a bank has borrowed an amount equal to 2-| times its
basic line will the average excess of the charge over the basic rate
amount to 1 per cent on its total borrowings, thereby imposing a
surcharge equal to the difference between the normal 6 per cent rate
prevailing at those banks which have adopted the graduated rates,
and the uniform 7 per cent rate adopted at about the same time by
four other Federal Reserve Banks.

In the case of the Kansas City bank, superrates are applied to ex-
cess borrowings at the time the loan is granted to the member bank,
while in the case of the other Federal Reserve Banks the progressive
rate is applied only to the average borrowings in excess of the basic
line over a fixed period-.

Only in isolated cases, especially where a bank has allowed its re-
serve balance with the Federal Reserve Bank to fall materially below
legal requirements, thus reducing substantially its basic line, have ex-
cessively high graduated rates been applied, the usual surcharge
ranging generally from •£ to 2 | per cent.

While beneficial results have been obtained through the applica-
tion of progressive discount rates, it is not expected that their appli-
cation will prove a more efficient means of credit control than is the
flat 7 per cent rate on commercial paper adopted by some of the Fed-
eral Reserve Banks, at least not until such time as it is deemed advis-
able to withdraw the exemption on loans secured by Government war
obligations, or until the volume of such paper presented for redis-
count at the Federal Reserve Banks is materially reduced.

It may be noted here that the Atlanta bank on November 1, with
the approval of the Federal Reserve Board, discontinued the applica-
tion of graduated or progressive rates, and adopted the 7 per cent rate
on all paper other than that secured by Government war obligations
and on discounted bankers' acceptances.

The following table shows the amount of discount earned by the
Federal Reserve Banks through the application of progressive rates
during each month in 1920:

April
Mav
June
Julv
August
September
October
November
December

Total

Atlanta.

: : : : : : : : : : : :
$5,831
19,488
33,911
35,113
65,666
36,419

196,428

St. Louis.

$1,427
21,174
13,174
30,551
31,044
38,296
98,571

156,940

391,177

Kansas
City.

$4,711
29,710
27,516
41.296
37! 721
41,980
69,267
72,627
61,944

386,772

Dallas.

$476
3 193
6,837
9 809

13,407
16,295
12,510
13,962

76,489
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Discount rates obtaining on January 1,1920, at the Federal Eeserve
Banks on the several classes of paper, and the changes made during
the year 1920, are shown in the following tables:

Commercial and industrial paper maturing -within 90 days.

In
Federal Re- effect
serve Bank. Jan. 1,

i 1920.
I

Boston i 4-a
New York
Philadelphia . .

Richmond
Atlanta...
Chicago
St Louis . . .

4-2-
4f

4f
4 |
4f
4^

Minneapolis ! x 4f
Kansas City...! 5
Dallas i 5
San Francisco.! 4-|

Changes effective.

Jan. 3. Jan. 12.

5

Jan. 23.

6
6
6

6

6

Jan. 24. Jan. 26.

!

6
6

6

6

Jan. 28.
j

Feb. 2. June 1.

! 7

. . : 7

June 4.

7

Nov. 1

7

! ;
6 i

6 ;

1 Rate of 5 per cent for maturities 61 to 90 days.

Agricultural and live-stock paper maturing after 90 days hut within 6 months.

Federal Re-
serve Bank.

Boston. . . . . . .
New York
Philadelphia. .
Cleveland
Richmond

In
effect

Jan. 1,
1920.

5
5
5

5
Atlanta i 5v>
Chicago i oj
St. Louis.. 5J
Minneapolis < F>K
Kansas Citv. 5%
Dallas " 5%
San Francisco.

Changes effective.

Jan. 3.

6

Jan. 12. Jan. 23.

6
6
6

6

Jan. 24. Jan. 26. \ Jan. 28. j Feb. 2.June 1.

!
i

; i
! i hi
I

6
6

j !

!

6

7

i i

(3
I j

i 6

June 4. Nov. 1

7

i j

Paper secured by Liberty bonds and Victory notes—maturing within 90 days.

Federal Reserve Bank.

Bos ton . . . . . . .
New York
Philadelphia
Cleveland
Richmond .
Atlanta . „
Chi cap"0
St. L o u i s . . . . .
Minneapolis.
Kansas'City
Dallas . . .
San Francisco

| .

|i

4 a

AA

4-i
4a

l\
A*
4-1

1 4̂ .
5
5
4=1

Ja
n.

 3
.

Changes eHec

.. .1 -,I

5 2

i

Ja
n.

 2
4.

Ja
n.

 2
6.

5 1

06

d

5 1

5 1 I

|
. . . J . . . .

CD

| 
M

ay
 1

.

I

Kl

6

tivc.

M
ay

S
.

M
ay

 1
3.

|

| 4

i " "

5a

1 
Ju

n
e 

1.

• - • T ' " '

3 1
00*
CM

U
0)

1

6

1 Rate of 5 per cent for maturities 61 to 90 days.
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Paper secured by United States- Treasury certificates of indebtedness—maturing
within 90 days.

Federal Reserve
Bank.

"B oston
New York
Philadelphia
Cleveland
Richmond...
Atlanta
Chiopijjo
St Louis
Minneapolis

Dallas
San Francisco

(
In

? fleet
Jan.

1,
1920

i 41-4^
4 |
AS

2 U
A\

4
Ah
4 1
4.%-
4 |
Ah

Federal Reserve
Bank,

130° ton
"N"PW Vork
Philadelohia

Richmond
Atlanta

Jan.

Changes effective.

Jan.
3

41-

3 41

4 |

Jan.
5.

4f

Jan.
6.

4f

Jan.
10.

4 |

Jan.
12.

Jan.
24.

4 |

! i I I 4-3-

Jan.
25.

Feb. Feb.
26.

5

Feb.
27

5

Feb.
28

5

41 1 5 ; i

Changes effective.

Mar.
1.

5

Ivfi n neanolis
TCi nsas Citv '

Mar.
4.

San Francisco ;

Mar.
10.

Apr.
20.

Apr.
21.

I
1

1JWV-V

15-5i

5 '

Apr.
22.

Apr,

I

15-5V

15-51-
i "_^i

Apr.
26.

Mny

i 5 5-1 i

May
17.

Mav
20."

May
21."

-

1 n-nl

1 5-5 \

May
27.

1 5-5-i

i

Federal Reserve
Bank.

T5 oston
Mpw Yo rk
Phi!q,dprohia
(Cleveland
Richixiond
\t tlapta
Chicago
St I ouis
M in n eaDolis

Dallas
San Francisco

Changes effective.

June

5k

5s

54

June
4.

June

. . .

June
10.

June
is.

5i

July
1.

July 1 July
2. { 3.

1 5 6 j
1
j
1 i 5 ft

July
10.

I

i5.\-fi

July
12.

! i S-fi i i

1
July i July

13." ID.*

1 5 6

15a-6

Oct.
1.

1 54-6

1 Discount rate corresponds to interest rate borne by certificates pledged as collateral with maximum
and minimum limits shown.

2 Rate of 4 | per cent on member banks' collateral notes secured by certificates bearing interest at 4f per
cent.

3 Rate of 5 per cent for maturities Gl to 90 days.
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Bankers' acceptances, discounted for member banks, 'maturing within three
months.

Federal Re-
serve Bank.

Boston
New York
Philadclrahia .
Cleveland
Richmond
Atlanta -.
Chicago
St. T,oui«5
Minneapolis .
Kansas City
Dallas
San Francisco..

"CD 1~"1

i 1

0)
4-
(l)

an
. 

12
.

Ah 5
( i )

( i )

an
. 

23
.

5

5

( i )

( i )

(ij
n\

5

an
. 

24
.

an
. 

26
.

re

5

ran
. 

27
.

<M*

03

T—I

Changes effective.

V
pr

. 
1.

. 1

5
5

51
5 1

. . . .
51

1

t

DO

r ) T

!>>

1

51

5?j

1

2

6

un
e 

4.

ul
y 

12
.

j

0 |

. . . . . .
1

6 . . .

O
ct

. 
1.

O
ct

. 
20

.

i
. . . . o4 . . . .

6

. . . .

i
i

i

6 1
1 "

N
ov

. 
1.

6

1 No special rate. Bankers' acceptances presented for discount subject to regular commercial paper rate.
NOTE7—The rates established during 1920 on bankers- acceptances presented for discount applied

only to such bills as had been accepted and sold to banks other than the accepting bank or to other holders,
and which were offered to the Federal Reserve Bank for rediscount by some bank other than the accept-
ing bank. Acceptances presented for rediscount by the accepting bank were subject to the regular com-
mercial paper rate.

Trade acceptances discounted for member banks, maturing within 90 days.

Federal Reserve Bank.

Boston
New York.. . . . .
Philadelphia..
Cleveland
Richmond
Atlanta. .,
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco..

In
effect
Jan.l,
1920.

Changes effective.

.1 . . 7

5! |

6i I-

Minimum rates on acceptances bought in open market, maturing within three
months.

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

In
effect
Jan. 1,
1920.

Changes effective.

Jan. 5 Jan. 24
j

Jan. 26. Jan. 28.1 Feb. 2. Feb. 6. June 1

5 1 I
51

Oct. 1.

NOTE.—On Feb. 26, 1920, the Board ruled that thereafter, when acceptances were purchased from the
accepting institution, the rate charged was to be not less than the discount rate on commercial paper effect-
ive at that time.
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Paper secured by War Finance Corporation bonds.

Discount rates on paper secured by War Finance Corporation bonds, established during
1919 at 1 per cent in excess of rates on commercial paper of corresponding maturities,
were discontinued on April 1, 1920, all outstanding War Finance Corporation bonds having
matured en that date.

Graduated discount rales.

(Authorized

E

Atlanta
St Louis
Kansas City
Dallas

by Apr. 13,

stablished by

1020, amendment to Sec.

Federal Reserve Bank of—

14 of the Federal Reserve Act.)

Date estab-
lished.

May 31,1920
May 26,1920
Apr. 19,1920
May 21,1920

Date dis-
continued.

Nov. 1,1920

CHECK CLEARING AND COLLECTION.

Substantial progress has. been made during the year in the de-
velopment of the Federal Reserve check clearing and collection sys-
tem. During the year 11 States—Virginia, West Virginia, Ken-
tucky, North Carolina, Arkansas, Arizona, Wisconsin, Minnesota,
South Dakota, Washington, and Oregon—have been added to the
number of States in which all banks are on the par lists of the Fed-
eral Reserve Banks. On January 1, 1920, checks on all but 3,996 of
the 29,557 banks in the United States could be collected at par
through the Federal Reserve Banks. On January 1, 1921, checks on
all but 1,755 of the 30,523 banks in the United States could be thus
collected. These 1,755 banks are all located in the following seven
States of the Southeast: Tennessee, South Carolina, Louisiana, Mis-
sissippi, Alabama, Georgia, and Florida. Consequently, every bank
in 9 of the 12 Federal Reserve districts is on the par lists, the three
districts in which there remain any nonpar banks being those of
Richmond, Atlanta, and St. Louis.

This development in the check clearing and collection system has
been accomplished in the face of continuous opposition on the part of
some member and nonmember banks. It is evident that as the
merits of par collection are becoming more widely known fewer
banks are participating in the opposition, but the banks which con-
tinue to oppose par collection are well organized and their opposi-
tion appears to be as vigorous as ever.

In order to present clearly the issue involved in the controversy
over par collection, it is necessary to review the history of the develop-
ment of the check-collection system under the Federal Reserve Act.
That history is given at some length in the letter of the Governor of
the Federal Reserve Board, dated January 26, 1920, to the President
of the Senate in response to Senate resolution No. 284 of January 19,
1920. This letter was printed as Senate Document No. 184.
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The provisions of the Federal Reserve Act which relate to check
clearing and collection were last amended by the act of June 21, 1917.
Section 16 provides that the Federal Reserve Board may act as a
clearing house for the Federal Reserve Banks and may require those
banks to act as clearing houses for their member banks. Section 13
as amended by the so-called " Hardwick amendment" of June 21,
1917, provides that Federal Reserve Banks may receive on deposit
u checks and drafts payable upon presentation," the checks which
those banks are authorized to receive on deposit not being limited,
as they were prior to the amendment, to checks on " solvent member
banks." The proviso at the end of the first paragraph of section 13
reads:

That nothing in this or any other section of this act shall be construed as
prohibiting a member or nonmember bank from making reasonable charges, to be
determined and regulated by the Federal Reserve Board, but in no case to exceed
10 cents per .$100 or fraction thereof, based on the total of checks and drafts
presented at any one time, for collection or payment of checks and drafts and
remission therefor by exchange or otherwise; but no such charges shall be made
against the Federal Reserve Banks.

As construed by the Attorney General, and as recently held by the
United States Circuit Court of Appeals, Fifth Circuit, these pro-
visions prohibit the Federal Reserve Banks from paying exchange
charges to member or nonmember banks.

It is apparent that if Federal Reserve Banks in their capacities
as clearing houses are to render full service to their member banks,
they must clear checks drawn on all banks including those nonmember
banks, now few in number, which decline to remit at par. Conse-
quently, the Board has approved the action of the Federal Reserve
Banks not only in soliciting nonmember banks to agree to remit at
par but also in collecting by presentation at the counter checks drawn
on nonmember banks which decline to remit at par.

Opposition on the part of the banks against par collection has taken
various concrete forms. Since Federal Reserve Banks can not pay
exchange charges, when nonmember banks refuse to remit at par the
Federal Reserve Banks have no choice, if they are to collect the checks
drawn on those nonmember banks, but to make presentation of such
checks at the counters through selected agents. These agents may be
employees of the Federal Reserve Banks or may be banks, express
companies, or any other suitable agents located in the same town.
The employees and agents of the Federal Reserve Banks have en-
countered various obstacles in making presentation of checks, such as
the tender of payment in a manner calculated to take as much time
as possible, or the refusal of payment in reliance on the inability of
the agent to find a notary public willing to make protest. The Board
has been advised of one instance where a duly appointed agent has
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within a few days after appointment given notice to the Federal Re-
serve Bank that he would no longer act as agent for fear of injury
to his business.

Other banks, including some member banks, have resorted to the
device of stamping legends on their blank checks to the effect that the
check is not valid if presentation is made through the Federal Re-
serve Banks.

On January 22, 1920, a number of nonmember banks filed a peti-
tion in the Superior Court of Fulton County, Ga., for an injunction
restraining the Federal Reserve Bank of Atlanta from collecting
checks drawn on the plaintiff banks in any manner other than
through the mails. The suit was transferred to the United States
District Court for the Northern District of Georgia, which dis-
missed the complaint upon the merits. The decision of the district
court was affirmed by the United States Circuit Court of Appeals
for the Fifth Circuit on November 19, 1920, and the case has now
been appealed to the Supreme Court of the United States. The re-
straining order, obtained by the plaintiff banks at the commencement
of the suit,' has been continued pending the appeals to the Circuit
Court of Appeals and the- Supreme Court of the United States;
and this accounts in large part for the fact that no material progress
has been made by the Federal Reserve Bank of Atlanta in adding to
the number of banks whose checks it can collect at par,

The legislatures of five States, namely, Mississippi, Louisiana,
South Dakota, Georgia, and Alabama, have enacted laws for the
express purpose of preventing the Federal Reserve Banks from col-
lecting, at par, checks drawn on the banks located in those States,
The Mississippi law purports to require all banks within the State,
including national banks, member banks, and nonmember banks, to
make charges " for collecting and i emitting " cash items which " are
presented to the payer bank for payment through or by any bank,
banker, trust company, Federal Reserve Bank, post office, express
company, or any collection agency, or by any other agency whatso-
ever." The laws of the four other States are not mandatory, but
merely purport to give to all banks within the respective State the
right to make similar charges. The laws of Mississippi, Louisiana,
South Dakota, and Alabama prohibit any officer of the respective
State from protesting any check for nonpayment, when such non-
payment is on account of the refusal of any such agency to pay ex-
change, and the laws of Mississippi, Louisiana, and South Dakota
further provide in terms that " there shall be no right of action,
either at law or in equity, against any bank in this State for a
refusal to pay such cash item, when such refusal is based alone on
the ground of the nonpayment of such exchange." The Federal Re-
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serve Board has taken the position that these laws are clearly uncon-
stitutional in so far as they purport to require national banks, and
State banks which have joined the Federal Reserve System, to make
exchange charges against Federal Reserve Banks.

The Board has obtained no opinion as to the constitutionality of
the laws in so far as they purport to affect nonmember State banks,
believing that this is a question which can be settled only by the
courts. Prior to the enactment of the South Dakota and Louisiana
•laws, all banks in South Dakota, and in that part of Louisiana which
is located in the Eleventh Federal Reserve District, had been placed
upon the Federal Reserve Bank par lists, and the Federal Reserve
Banks of Minneapolis and Dallas have since the enactment of those
laws continued to receive for collection at par all checks drawn on
those banks.

In February the Board's attention was-called to certain charges
made by State bankers in Nebraska that employees of the Omaha
branch of the Federal Reserve Bank of Kansas City had acted in an
unseemly manner and had used oppressive methods in the presenta-
tion of checks on nonmember banks. The Board held hearings on
February 24, 25, and May 5 to inquire into these alleged acts and
methods, at which hearings the Federal Reserve Bank officials and
employees involved were examined under oath and denied the charges
in every particular. The hearings were attended by a delegation of
Congressmen from Nebraska, and the State bankers making the
charges and their witnesses were also invited to be present. For the
convenience of the latter the Board offered to have a committee of its
members hold a hearing in Nebraska. No witnesses on behalf of the
State bankers were produced, however, and the only evidence sub-
mitted in support of the charges consisted of a series of affidavits.
In no instance, in the Board's opinion, was any specific charge of
improper conduct on the part oi an employee of the Omaha branch
substantiated.

In view of all the circumstances, and at the request of some of the
opponents of par collection, the Board concluded to present the facts
to Congress for such action as that body might care to take. In ac-
cordance with this determination the Board on May 5,1920, addressed
a letter to the chairman of the Banking and Currency Committee of
the House of Representatives. In this letter the Board called atten-
tion to the persistent opposition to par collection and to the obstacles
which the Federal Reserve Banks were encountering, and suggested
that the committee might deem it advisable to consider whether the
par collection of checks should continue to be a function of Federal
Reserve Banks, with a view to recommending a further amendment
to the law which would either remove the obstacles standing in the
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way of par collection at the present time or permit both member and
nonmember banks to make exchange charges against the Federal
Reserve Banks, such charges, of course, to be reimbursed to the Fed-
eral Reserve Banks by the banks sanding the checks for collection.

The Board is thoroughly convinced of the advantages of a universal
system for the par collection of checks, and it brought the matter to
the attention of Congress, not because of any doubt on its part as to
the effect of the law, but because the issue involved the propriety of
the legislation itself. The Board has frequently had occasion to point
out that in their origin, exchange charges were justified on account of
the necessity for, and the high cost of, actually transporting currency,
but that under existing conditions those charges can be justified upon
no scientific or economic principle, since the payment of checks at
places other than where the drawee banks are located involves little ex-
pense and that is borne by the Federal Reserve Banks. Even the
banks which decline to remit at par to the Federal Reserve Banks re-
ceive the benefits of the Federal Reserve check-clearing facilities by
having the checks which they receive collected through a.correspond-
ent bank which is a member of the Federal Reserve System although
they contribute nothing to the strength of the system. To the extent
that the practice of charging exchange is continued under the opera-
tion of the Federal Reserve System, It is an anachronism which per-
mits the charging banks to impose a charge upon commerce and in-
dustry after they have ceased to perform the service which in former
times justified the imposition of such a charge. In this connection
the following is quoted from a letter dated April 1, 1920, addressed
by the Board to a United States Senator:

Since the establishment of the Federal Reserve Banks the cost of transfer-
ring balances from one section of the country to another has been almost entirely
eliminated. Each Federal Reserve Bank carries a portion of its gold reserve in
a gold settlement fund which is kept in the Treasury at Washington, and there is
a daily telegraphic clearing conducted by the Federal Reserve Board for all 12
banks and for their branches. The amount of gold in the fund is practically a
stable quantity, but its ownership varies from day to day according to the debits
and credits to the different banks. Transfers are made by the Federal Reserve
Banks for member banks, and also for nonmember banks through the medium of
member banks, by telegraph without any charge whatever to the member bank
or its client, all costs being borne by the Federal Reserve Banks. Thus a bank
in Wisconsin or California, Maine or Texas, can secure an instantaneous trans-
fer to any one of the 12 Federal Reserve cities or to the 20 cities where there are
branch Federal Reserve Banks without any expense whatsoever, and the sum
total of these transfers is settled daily through the gold settlement fund above
referred to. The Federal Reserve Banks pay all costs of transporting cur-
rency to or from their member banks as well as transportation charges on cur-
rency sent them by nonmember banks in payment of checks.

The total volume of transactions through the gold settlement fund in the year
1919 was approximately $74,000,000,000, and the total cost, including the ex-

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

1920



68 ANNUAL REPORT FEDERAL, RESERVE BOARD.

pense of the leased wires, was about $250,000. This cost was borne by the
Federal Reserve Banks and does not represent any expense whatever to the
member banks or their customers. Thus it will be seen that the basic cost oi
making domestic exchange in the year 1919 was 0.3 of a cent for each $1,000
transferred. A charge of 10 cents per $100 on the amount cleared through
the gold settlement fund would have involved an expense of $1 for each
$1,000 transferred, or about $74,000,000 for the entire amount.

The intradistrict clearings made by the Federal Reserve Banks, eliminating
duplications, amounted to about $135,000,000,000, and the total expense of these
transfers was borne by the Federal Reserve Banks. Had the Federal Reserve
Banks been obliged to pay for these transfers at the rate of 10 cents per $100,
it will be seen that the total expense would have been $135,000,000, which
amount is far in excess of the total earnings of the Federal Reserve Banks
and therefore could not have been absorbed by them. If not absorbed, the
charge would have had to have been transferred to the depositors of the
checks, so it will be seen that a charge of 10 cents per $100 upon the business
handled by the Federal Reserve Banks would have involved last year a cost
to the commerce and industry of this country of at least $135,000,000.

The Federal Reserve Board believes that the present terms of the
Federal Reserve Act impose upon it the duty of developing and main-
taining the Federal Reserve par collection system, while the opponents
of par collection vigorously urge the contrary view. The opinion of
the United States Circuit Court of Appeals, previously referred to,
decisively upholds the Board's point of view, and, Congress having
taken no action in the matter of further legislation on the subject, the
Board will, of course, regard as binding upon all parties the final
interpretation of section 13 of the Federal Reserve Act by the Supreme
Court of the United States. Consequently, unless that court reverses
the decision of the United States Circuit Court of Appeals, the Board
will assume that Congress desires the Federal Reserve Board and the
Federal Reserve Banks to continue, as heretofore, to develop and per-
fect the Federal Reserve par collection system.

Until the United States Supreme Court renders its decision in the
appeal now pending before it, the opinion of the United States Circuit
Court of Appeals must, of course, be regarded as conclusive as to the
construction of the law. The following extract from that opinion
sustains in every respect the position which the Board has always
taken that its duty under the law as it now stands is to develop and
perfect the Federal Reserve par collection system.

The principle that one must so use his property as not to unnecessarily and
maliciously injure his neighbor, even though his act is otherwise lawful, is
also invoked. Conceding that the accumulating of checks, and their presenta-
tion, when accumulated, with the intent to embarrass and injure the drawee
bank, might constitute an actionable wrong and one that might be prevented
hj injunction, we do not think the amended bill presents any such case. There
is no specific charge in the bill of any threat to present the checks in any
accumulated or oppressive manner, on which a court of equity would be justi-
fied in acting. Nor does the bill charge the appellee bank with acting from
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a merely malicious motive, if that is material. It does aver that the purpose of
the appellee was to compel the appellants to accept the lesser of two evils and
to remit at par for cheeks drawn upon it. If this charge was borne out by the
exhibits, which it is not, it would not constitute legal duress, on which a legal
complaint could be predicated. The exhibits show that the adoption of a system
of universal par clearance was advocated in good faith by the appellee bank
as a proper banking policy, and as well by Congress and the Federal Reserve
Board. The adoption of appropriate means of the appellee bank to accomplish.
this end can not with any propriety be attributed to malice on its part against
appellants and other banks- in like condition. Nor does the adoption of the
method of presenting checks over the counters of the drawee bank imply an
attempt to coerce them into becoming member or depositing banks. The Fed-
eral Reserve Bank was interested to supply a universal clearance at par for
its member and depositing banks. It could accomplish this only by accepting
from its member and depositing banks all checks tendered it by them upon
whatever banks drawn. If drawn upon a nonmember and nondepositing bank,
which refused to remit at par, it was disabled under the statute from handling
such checks through the method of transmission of the checks and remittance of
the proceeds through the mails. It could only collect such checks by presenta-
tion in person to the drawee bank. It is therefore, reasonable to suppose that
its declared purpose of making such presentations was in furtherance of its
policy of furnishing complete clearing facilities to its member banks, and was
not for the purpose of injuring or destroying the drawee banks, or of coercing
them into becoming member or depositing banks with it. It constituted an
essential step without which universal par clearance was not possible of ac-
complishment.

In the following table are given the number and amount of checks
and drafts handled by the Federal Reserve Banks during monthly
periods in 1920:

Items handled by all Federal Reserve Banks combined.

[Exclusive of duplications on account of items being1 handled by more than one Federal
Reserve Bank or Branch.]

Month ending-

Jan. 15,1920
Feb. 15,1920...
Mar. 15,1920...
Apr. 15,1920. .
May 15,1920...
June 15,1920...
July 15,1920...
Auej. 15, 1920...
Sept. 15,1920...
Oct. 15, 1920...
Nov. 15, 1920...
Dec. 15, 1920...

Total

erage

Total items
handled.

Number.

33,208,287
30, 867,486
33, 568, 251
38,408,451
37,176, 038
36,459,470
37, 553, 352
37,052, 060
38,541,139
40,674,502
41,399, 208
41,764,941

446,671,185

37,222,598

Amount.

Thousand
dollars.

14,044,656
12, 519,612
13,156,260
14,451.902
12, 820,472
12,843,671
13.618.865
12,303,370
12, 880,327
13,677,098
13,090,293
12,093,079

157,499,605

13,124,967

Items drawn on
banks in district
of reporting F . R.
bank or branch.

Number.

31,212,530
29,165,181
31,996,561
36, 207,429
34,480, 874
34,487,372
35,127, 057
35,045, 843
38,541,102
38,156, 780
38, 402,450
39,082,305

419,905, 484

34,992,124

Amount.

Thousand
dollars.

13, 298,384
11,958,671
12,645, 019
13, 567, 468
12,339, 093
12,331, 819
12,689, 571
11,918,337
12,313,878
13,247, 060
12,673,791
11,604,936

1.50,588,027

12,549,002

Items drawn on
United States

Treasurer.

Number.

1,990,362
1,697,090
1,565,995
2,192, 547
2,689, 238
1,965,436
2,418,982
1,999,664
1,992, 827
2,510,644
2,989,658
2,675,292

26,687, 735

2, 223,978

Amount.

Thousand
dollars.

743, 821
558,926
509,415
882, 565
479, 638
509, 831
927,221
383,068
564,334
427,398
414, 296
486,043

6, 886,556

573,880

Items forwarded
direct to members

and noirmem-
bers in other

F. R. districts.

Number.

5,395
5,215
5,695
6,475
5,926
6,G62
7,313
6,553
7,210
7,078
7,100
7,344

77,966

6,497

Amount.

Thousand
dollars.

2, 451
2,015
1,826
1,889
1,741
2,021
2,073
1,965
2 115
2,640
2,206
2,100

25,022

2,085

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

1920



70 ANNUAL. REPORT FEDERAL RESERVE BOARD.

GOLD SETTLEMENT FUND.

The volume of transactions through the gold settlement fund has
shown a continued and steady increase during the year, occasioned,
in part, by the increased use of the check clearing and collection
facilities of the Federal Reserve Banks by member banks, and, in
part, by the increased volume of inter-Federal Reserve Bank redis-
counts. During the past year, as during the previous three years,
the gold settlement fund operations have been affected to a large ex-
tent by the fiscal operations of the Treasury. Large amounts of
transfers have continued to be made on account of transactions inci-
dent to the collection and distribution of funds from the sale of
Treasury certificates of indebtedness, and the payment and distribu-
tion of funds on account of income and excess profits taxes.

The only important change during the past year in the method of
operation of the gold settlement fund, which has been explained
fully in previous reports, was the arrangement made effective March
1, whereby each Federal Reserve Bank and direct settling branch be-
gan telegraphing the Board the gross amount collected for the ac-
count of each other Federal Reserve Bank and direct settling branch
before the final closing of the books for the day. Under the new
arrangement the settlement is now effected by the Board the same
day, telegrams are dispatched to each bank and direct settling
branch so as to reach them in advance of the opening for business the
following morning, when the necessary entries are made and their
books finally closed for the preceding day. Under the original plan,
settlements were made each morning of the credits wired to the Board
•as of the previous day. The new plan has resulted in the elimination
of inter-Federal Reserve Bank " float" which had previously been
carried by some Reserve Banks for other Reserve Banks on account of
payments received by the correspondent Federal Reserve Bank one
day in advance of pa}^ment through the gold settlement fund.

On April 10 the Board authorized payments through the gold
settlement fund by Federal Reserve Banks to the Treasurer of the
United States for account of member national banks for credit to
their 5 per cent redemption fund against national bank notes to be
made in any amount, instead of in even dollars which had previously
been the rule. This resulted immediately in a substantial increase in
the number and volume of such transactions, which have been
further increased since the discontinuance of the subtreasuries with
which the bulk of such deposits had previously been made.

The Los Angeles branch of the Federal Reserve Bank of San
Francisco and the Detroit branch of the Federal Reserve Bank of
Chicago were authorized, effective January 2 and February 2, re-
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spectively, to settle direct with other Federal Reserve Banks and
direct settling branches through the gold settlement fund under ar-
rangements described in previous reports, whereby branches of
Federal Reserve Banks were authorized to settle direct with other
Federal Reserve Banks and direct settling branches through the
gold settlement fund in order to facilitate the development of branch
bank service and to simplify interoffice accounting.

Combined clearings and transfers through the fund during the
year aggregated $92,625,305,000, as compared with $73,984,252,000
in 1919, $50,251,592,000 in 1918, $27,154,704,000 in 1917, $5,533,966,000
in 1916, and $1,052,649,000 in 1915, making a grand total of
$250,602,968,000 since the operation of the fund was begun on May
20, 1915. A comparison of the amounts of the average weekly settle-
ments shows clearly the growth of the volume of transactions.

Average weekly volume of clearings and transfers.

1920 $1, 793, 584, 000
1919 1,422, 774, 000
1918 1, 015, 399, 500
1917 522, 206, 000
1916 106, 422, 000
1915 31,898, 000

For the week October 15-21 the record figure of $2,271,555,831.55
for combined clearings and transfers was established. Extraordi-
nary transactions of that week affecting the gold settlement fund
operations include transfers of funds in connection with payments
covering the sale and redemption of Treasury certificates on October
15, transfers incident to the payment of interest on approximately
$6,000,000,000 Liberty loan issues due October 15, and transfers
incident to the redemption of Anglo-French bonds maturing on
October 15, 1920.

When it is considered that these enormous transfers of gold credits
were made almost instantaneously by means of the leased telegraph
wire system without the physical movement of a dollar of gold, it
will be seen that the gold settlement fund operations have been of
incalculable value to the Government, the banks, and the public.

The total expense of operation, including the entire cost of
the leased wires and salaries of accountants, was approximately
$370,000.

This represents the basic cost of effecting the domestic exchanges
between the several Federal Reserve districts. A charge of 10 cents
per $100, if generally imposed, would have involved an expense to
the Treasury and the commerce of the country of $92,625,000.

45525°—21 6
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FISCAL AGENCY OPERATIONS.

During the past year the duties of the Federal Reserve Banks as
fiscal agents of the United States, as described in previous reports,
have been enlarged as the result of an act of Congress approved May
29, 1920, which provided for the discontinuance of the nine sub-
treasuries located in the cities of Boston, New York, Philadelphia,
Cincinnati, Baltimore, New Orleans, Chicago, St. Louis, and San
Francisco on or before July 1, 1921, and authorized the Secretary
of the Treasury to transfer any or all of their duties to the Treasurer
of the United States, the mints, assay offices, or Federal Reserve
Banks.

The intent of the act of August 6, 1846, under which the subtreas-
uries were established as a part of the independent Treasury system,
was that the Government finances should be entirely separated from
the banks of the country. Government moneys were no longer de-
posited in the banks, but in the Treasury or subtreasuries. The
necessity for the continuance of the subtreasuries, however, became
less obvious as the relations between the Government and the banks
of the country became closer. Due to the establishment of the na-
tional banking system in 1863 and the then unprecedented fiscal
operations of the Treasury incident to the Civil War, the independ-
ence of the separate Treasury system began to relax and national
banks became depositaries of public moneys and fiscal agents of the
Government. This change in the relationship between the Govern-
ment and the banks developed in the intervening years and culmi-
nated with the passage of the Federal Reserve Act in 1913, which
authorized the Federal Reserve Banks to act as depositaries and fiscal
agents of the United States. With the establishment of the Federal
Reserve System and the growth in the fiscal agency operations of the
Federal Reserve Banks for the Government, especially during the
past four years in connection with the financing of the war, the
necessity for the continuance of the subtreasuries has finally dis-
appeared.

Under regulations prescribed by the Secretary of the Treasury all
of the functions and duties heretofore performed by the subtreas-
uries, which are enumerated below, will devolve upon the Federal
Reserve Banks, with the exception of the last named, which will be
performed for the present only by the Treasurer of the United
States, the mints, and assay offices, and the issue of gold order certifi-
cates on gold deposits, which will be performed for the present only
by the Treasurer of the United States.

The receipt of gold coin and standard silver dollars for exchange.
The receipt of United States notes, Treasury notes, gold and silver

certificates, and subsidiary and minor silver coins for redemption.
The exchange of various forms and issues of money.Digitized for FRASER 
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The cancellation and shipment to Washington Ox currency unfit
for circulation and the laundering of soiled currency which permits
of this process.

The receipt from United States depositary banks of their surplus
deposits of internal revenue, customs, money order, postal, and other
Government funds.

The receipt of deposits of postal savings funds, post-office funds,
money-order funds, deposits on account of the 5 per cent fund for
the redemption of national bank notes, deposits of interest on public
deposits, and deposits of funds by Government disbursing officers.

The payment of United States coupons.
The payment of checks and warrants drawn against the Treasurer

of the United States.
The receipt of funds for transfer to other points through Federal

Reserve Banks or branches located therein.
The keeping in custody of reserve and trust funds consisting of

gold coin and bullion and standard silver dollars securing gold and
silver certificates respectively and held as reserve against United
States notes.

Under instructions of the Secretary of the Treasury the sub-
treasuries at Boston, Chicago, New York, and San Francisco were
discontinued on October 25, November 3, December 6, and December
20, respectively, and the functions described above (except the last
named) will be performed hereafter by the Federal Reserve Banks
in those cities.

Special separate instructions were issued by the Secretary of the
Treasury on August 30, under the provisions of the act of May 29,
1920, authorizing all Federal Reserve Banks immediately to make
exchanges, replacements, and redemptions of United States paper
currency, which operations had previously been performed by sub-
treasuries, and up to December 31 the following Federal Reserve
Banks and branches have undertaken these functions on dates as
specified:

Boston Oct. 1
New York Nov. 1

Buffalo branch Nov. 22
Philadelphia Nov. 18
Chicago 1 Nov. 1

Detroit branch Nov. 13
St. Louis Nov. 1

Little Rock Dec. 23
Louisville Dec. 23
Memphis Dec. 23

Minneapolis Dec. 1
Kansas City Nov. 1
San Francisco Dec. 21
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Also, the Secretary, on October 19, under the provisions of the
act of May 29, 1920, authorized all Federal Reserve Banks to make
exchanges and redemptions of United States coin, which functions
were previously performed by the subtreasuries, and up to December
31 the following Federal Reserve Banks have undertaken these opera-
tions on dates as specified:

Boston Oct. 26
Chicago Nov. 4
New York Dec. 7
San Francisco Dec. 21

It is expected that all the subtreasuries will be discontinued shortly
after January 1, 1921, and that all Federal Reserve Banks will make
replacements, exchanges, and redemptions of United States paper
currency and coin.

The closing of the subtreasuries and the assumption of their duties
and functions by Federal Reserve Banks is being effected without
interruption to business and without interference with the financial
operations of the Government, and it is believed that the change will
result in a considerable advantage to the banks and the general
public.

In addition to the assumption of the above-described fiscal agency
functions the Federal Reserve Banks have continued to act as fiscal
agents of the Government during the past year in handling all de-
tails incident to the sale, allotment, distribution, and redemption of
Treasury certificates of indebtedness among member and nonmember
banks in their respective districts, including the collection of funds
received from the sale of the certificates and the depositing of funds
with depositary banks and withdrawing same as required by the
Treasury. Federal Reserve Banks have also made denominational
exchanges and exchanges of temporary for permanent Liberty bonds,
received collections on account of income and excess profits taxes, re-
deemed coupons covering interest payments on Government bond,
Victory note, and certificate issues, and have handled the sale and
exchange of thrift stamps and other Government savings securities.

As fiscal agents of the Treasury the Federal Reserve Banks have
placed $1,231,837,000 of Treasury loan certificates of indebtedness and
$2,619,534,500 of tax certificates during 1920, and have also handled
all details incident to the redemption of $4,960,000,000 of Treasury
certificates. They have also paid for the Treasury $87,357,000, cov-
ering 584,600 interest coupons on outstanding certificates.

The following table shows the amount of allotments of Treasury
certificates during the calendar year 1920 by issues and Federal Re-
serve districts:
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Allotments of Treasury certificates issued during 1920 in anticipation of tax payments.

Federal Reserve
Bank.

Boston.
New York . ..
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

Rate of interest
Date issued
Maturity date

I n anticipation of tax
payments during 1920.

Series
T D.

$52, 782, 500
324,189, 000
48, 300, 000
46,119, 500
11, 858, 000
14,600, 500
77,484, 500
23, 234, 000
15, 515, 000
13,036, 500
8, 506, 500

38,400, 000

674, 026, 000

4f per cent.
Jan . 2,1920
Dec. 15,1920

Series
T M 4 .

$17,695,500
107, 732, 500
10, 416, 000
28,043, 500
7,093, 500
9,276, 000

50,110, 500
9,421, 500
8, 969, 500

16, 000, 000
14, 868, 500
25,250, 000

304, 877,000

4 | per cent.
Feb . 2,1920
Mar. 15,1920

I n anticipation of t ax payments during 1921.

Series
TM.

$10, 202, 000
59,982, 000
5,131, 500

17,420, 500
5,981, 500
2,582, 500

21,926, 000
6,806, 000
3,257, 500
7,235, 500
4, 719, 500

16,063,000

161,307, 500

4f per cent.
Mar. 15,1920
Mar. 15,1921

Series
TJ.

$18, 475, 000
93,629, 500
23,200, 000
25,132, 500
7,064, 000
4, 498, 000

27,433, 000
9, 793, 500
2,278, 500

11,412, 500
4, 000, 500

15,600, 000

242, 517, 000

6 per cent.
June 15,1920
June 15,1921

Series
TM2.

$3, 786, 500
34,583, 000
4,508, 000
6,164, 500
2,195, 000
1,726, 000
8,177, 000
2,300, 000
1,032, 500
2, 210, 500

495, 000
7,100, 000

74,278, 000

5f per cent.
July 15,1920
Mar. 15,1921

Series
TM3.

$5, 424, 000
60, 233, 500
6,138, 500
9,831, 000
1,884, 000
1,092, 500
9,330, 500
1,046, 500
1,864, 500
1,686, 500
1,945, 000
6,150, 000

106,626, 500

5f per cent.
Sept. 15,1920
Mar. 15,1921

Series
TS. "

$21,329,500
181, 370, 500
26,936, 000
29,205, 000
9,138, 500
4,537, 500

24,459, 500
9,900, 500
3,986, 500
9,313, 500
2,692, 500

19,100, 000

341,969, 500

6 per cent.
Sept. 15,1920
Sept. 15,1921

Series
T M 4 .

$10,059, 000
40, 566, 500
13, 822, 500
14,393, 000
4, 204, 000
2,227, 500

15,234, 000
4,621,000
2,050, 000
4, 744, 500
3,008, 500
9,322, 000

124,252, 500

5f per cent.
Oct. 15,1920
Mar. 15,1921

Series
T J 2 .

$10,455,000
93,616, 000
6,681, 500

28,550, 000
3, 8*9, 500
2,570, 500

16,522, 000
6,153, 000
2,600, 000
3,499, 500
1, 426, 000

12, 200, 000

188,123, 000

5J per cent.
Dec. 15,1920
June 15,1921

Series
T D.

$35,035,000
173,291, 000
38,466, 500
39,700, 000
14,044, 500
3,757,000

37,645, 000
14,703, 500
6,625, 000

11, 303, 500
3, 606, 500

23, 380, 000

401, 557, 500

6 per cent-
Dec. 15,1920
Dec. 15,1921

Total.

$185,244,000
1,169,193,500

183,600, 500
244,559, 500
67,312, 500
46,868,000

288,322,000
87,979, 500
48,179,000
80,442, 500
45,268, 500

172,565, 000

2, 619, 534,500

O

s
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Allotments of Treasury loan certificates during 1920.
Oi

Federal Reserve Bank.

Boston
New York
Philadelphia...
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City. . .
Dallas
San Francisco.

Total

Rate of interest
Date issued
Maturity date..

Series E. Series F .

$11,253,500
104,682,000
13,500,000
13,348,500
3,127, 000
4,101,000

18,359,000
4,277, 500
6,265,000
5,929,000
4,986,000
9,841,000

199,669,500

4f per cent.
Apr. 1,1920
July 1,1920

Maturing in 1920.

$6,615,500
33,039,500
3,744,000
5,500,000
1,650, 000
2,271,000
6,313,500
3,135,500
3,979,500
1,948,000
3,092,000
6,214, 500

77,503,000

5 per cent.
Apr. 15,1920
July 15,1920

Series G.

$15,496,500
94,127,500
9,756,000
7,100,000
4,693,000
5,123,000

11,086,000
4,115,500
2,413,500
3,451,000
1,836,000

11,435,500

170,633, 500

5J per cent.
Apr. 15,1920
Oct. 15,1920

Series H.

$8,718,000
37,239,000
7,248,000

10,814,000
2,965, 500
2,063,000

14,080,000
4,237,000
1,341,000
4,309,000
2,014, 500
7,836,000

102, 865,000

5J per cent.
May 17,1920
Nov. 15,1920

Maturing in 1921.

I
sries A. Series B. Series C. Series D

$12,470,000
81,370,500
5,300,000
14,624,000
2,382,000
2,981, 500
25,132,000
5,625,000
2,214, 500
5,187, 500
2,567,000
16,750,000

176,604,000

5| per cent.
June 15,1920
Jan. 3,1921

$8, 852,000
55,808,500
9,742,000
7,990,000
1,550,000
1,485,000

10,044,500
3,702, 500

721, 500
5,795,000
1,192, 500
7,900,000

114,783, 500

5| per cent.
July 15,1920
Jan. 15,1921

$14,042,000
57,704,500
12,426,000
15,057,500
5,567,000
4,262, 500

20,250,500
6,285,500
2,093,000
6,000,000
2,544,000

11,422,000

157,654,500

6 per cent.
Aug. 16,1920
Aug. 16,1921

$18,851,000
83,515,500
19,006,500
31,350,000
7,106,500
2,363, 500
27,264,500
9,576,500

' 4,875,000
7,118,000
3,492,000
17,605,000

232,124, 000

5f per cent.
Nov. 15,1920
May 16,1921

Total.

$96,298,500
547,487,000
80,722, 500

105,784,000
29,041,000
24,650,500

132,530,000
40,955,000
23,903,000
39,737,500
21,724,000
89,004,000

1,231, 837,000

%
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During the year, as fiscal agents of the Treasury, the Federal Re-
serve Banks redeemed 110,366,000 of interest coupons on Liberty and
Victory loan bond issues aggregating $623,843,000.

With the exception of the first Liberty 3J per cent permanent
bonds and the Victory loan 3 | and 4 | per cent notes, all Government
coupon war bonds, amounting to a total of $13,538,515,900 were is-
sued in temporary form, each bond having four coupons attached
covering semiannual interest payments for two years. This policy
was adopted mainly to get the bonds more quickly into the hands of
subscribers, since the work of preparing permanent bonds with all
interest coupons attached required a great deal of time; also to avoid
waste in effecting subsequent conversions and exchanges.

Under regulations issued by the Secretary of the Treasury in De-
cember, 1919, the Federal Eeserve Banks were authorized to make
exchanges of permanent bonds, when ready, for temporary bonds,
and to make special arrangements with any incorporated bank or
trust company to receive advance deliveries of permanent bonds upon
pledging collateral security with the Federal Reserve Banks. Dur-
ing 1920 the Federal Reserve Banks made exchanges of 27,913,000
of temporary bonds, aggregating $6,745,085,000, and also made
13,009,000 exchanges and conversions of permanent Liberty bonds
and Victory notes, aggregating $1,986,297,000.

The Federal Reserve Banks also continued the sale of Government
savings securities through their savings divisions with the view of
encouraging the people of the country to save and invest in Gov-
ernment securities, and of developing a secondary market for the war
loan issues of the Government. War savings securities issued during
the year 1920 by the Treasury, through the Federal Reserve BanKs,
included, as in 1919, thrift stamps, war savings stamps, and Treasury
savings certificates. Government savings associations have been
organized in various industries and in schools throughout the country
to encourage saving.

During 1920 the following number and amount of the various
classes of war savings securities were sold by Federal Reserve Banks:

Number. Amount
(maturity value).

Treasury savings certificates —
War savings certificate stamps..
Thrift stamps

35,683
599,817

1,762,593

$7,146,700
2,999,805

440,649

The Federal Reserve Banks, as fiscal agents and depositaries of
the Treasury, received during 1920 deposits of over 90 per cent of the
$6,435,000,000 paid to the Government on account of income and
excess profits taxes and other ordinary receipts. Treasury balances
carried with the Federal Reserve Banks have been subject to wide
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fluctuations owing to the seasonal character of the collections made
for the Government. The maximum, minimum, and daily average
balances of the Government with all Federal Reserve Banks during
the past year have been as follows:

Government deposits held by Federal Reserve Banks during 1920.
[In thousands of dollars.]

Month. Maxi-
mum.

91,195
133,913
108,251
42,810
76,699
77,477
29,358

Mini-
mum.

16,831
9,445

14,323
8,777

18,303
10,754
7,921

Daily
average.

46,678
49,749
56,752
22,219
31,257
34,066
14,801

Month. Maxi-
mum.

Mini-
mum.

Daily
average.

January..
February
March
April
May
June
July

August
September
October...
November.
December.

Year

58,414
135,178
60, 560
53,397
67,254

7,479
27,833
8,358
11,896
17,860

32,032
57,341
25,946
21,062
38,661

135,178 7,479 35,829

On December 31 there was a total of 8,609 special bank depositaries
for Government funds which had been designated by the Secretary
of the Treasury, through the Federal Reserve Banks. The average
daily Government balances wTith these depositaries during 1920 was
$191,618,000, and as security for these deposits the Federal Reserve
Banks approved and held collateral of an average face value, based
on end of month figures, of approximately $508,576,000.

CHANGES IN CONDITION OF MEMBER BANKS IN LEADING CITIES DURING

1920.

During 1920 the Board continued the publication of weekly figures
of principal assets and liabilities of member banks in about 100 of
the larger cities. The representative character of these reports is
proved by a comparison of certain common items shown in the con-
dition reports on call dates of all member banks and in the consoli-
dated weekly statements on the same or nearest dates of " reporting "
member banks. Thus on June 30, 1920, the " reporting" banks
are shown to have held over one-half of all Government securities
owned by all member banks, about 70 per cent of their total loans and
investments (exclusive of fixed investments), about 70 per cent of
their total net demand deposits, and about 45 per cent of their time
deposits. On the same date " reporting " member banks show about
the same amount of net demand deposits as all national banks and
larger borrowings from and larger reserve balances with the Federal
Reserve Banks. Practically the same proportions are found on
earlier call dates. It is evident therefore that the following review
of the development during 1920 of the "reporting" member banks
may be taken as a fair indication of general banking development
in the country during the past year. Owing to the increase in mem-
bership in the selected cities the number of reporting banks has
grown from 798 on January 2 to 821 on the last Friday of the year
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and this increase in the number of institutions affects somewhat the
comparability of the figures in the appended table, though not
enough to invalidate any general conclusions that may be drawn
from an analysis of the data.

One of the salient features of banking development during the
past year is the large and practically continuous reduction in the
total of Government war obligations held, also of the loans supported
by these obligations carried by the reporting banks. Since January
2, the first Friday in the year, the total holdings of United States
bonds other than circulation bonds, Victory notes, and Treasury cer-
tificates, as well as paper secured by such obligations, declined from
3,026.6 to 2,033.4 millions, or from 18.1 to 12.1 per cent of the banks'
total loans and investments. This considerable decrease is due in
the first place to the practically continuous reduction in the amount
of Treasury certificates held among1' the investments of reporting
member banks. Reduction of the amount of Treasury certificates
outstanding, the fixing of higher interest rates on these securities,
and changes in discount rates of the Reserve Banks, discussed in
another part of the report, are the main factors responsible for the
gradual decrease in the holdings of certificates by the reporting
banks from 857 millions on January 2 to less than 500 millions by
the middle of March. Subsequent issues of tax and loan certifi-
cates caused substantial increases in bank holdings, and until the
latter part of June the amount held by the reporting banks and
largely used by them as collateral for loans at the Federal Re-
serve Banks was in excess of the low figure shown. On June 25
the total had again declined below the 500-million mark, by Sep-
tember 24 it fell below 400 millions, and by the end of October below
300 millions. About the close of the year total certificate holdings
are shown as 271.6 millions, a decline of 585.8 millions since the
beginning of the year.

As compared with the large reductions in certificates, the amount
of United States bonds held by the reporting institutions shows a
small increase from 636.4 to 643.9 millions. These totals are ex-
clusive of the amounts of circulation bonds (held largely on de-
posit with the Treasury to secure national-bank note circulation)
which continued practically constant at about 269 millions. Victory
note holdings during the first three months of the year show a de-
cline from 238 to slightly below 200 millions, the decrease represent-
ing apparenty to a large extent the amount of securities acquired
by customers on the part-payment plan. Since then but little change
in the holdings is seen, the amount reported about the close of the
year, 209.1 millions, being 18.9 millions larger than the low figure for
the year shown on October 8. Loans secured by Government obliga-
tions—by far the larger part secured by Liberty bonds and Victory
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notes—which stood at 1,294.4 millions at the beginning of the year de-
clined steadily to about 1 billion about the middle of the year. A
further reduction, though not so large,, took place since the end of
June, the total at the close of the year, 908.9 millions, showing a de-
cline of 385.5 millions for the year.

In connection with the shrinkage in the volume of stock-exchange
operations in the New York market, loans secured by stocks and
bonds show a practically continuous decline from 3,390.6 millions
to less than 3 billions about the middle of August. Since then a
slight rise in this item is noted, especially during October, when
street loans carried by the fiscal agents of the British and French
Governments were called preparatory to the redemption on October
15 of the outstanding bonds of the loan of 1915, and reporting mem-
ber banks in New York and Boston assumed the greater part of these
loans. At the close of the year these loans stood at 3,175.9 millions,
or 177.6 millions above the low point reported about the middle of
August. All other loans and investments, composed largely of com-
mercial loans and discounts, show a practically unchecked upward
trend until October 8, when the peak for the year, 11,773.6 millions,
was reached, an increase of 1,764.4 millions since the beginning of
the year. Since then the banks report net liquidation under this
head of over 500 millions, the end-of-year total of 11,274.3 millions
differing but little from the total reported six months earlier.

Total loans and investments of the reporting banks follow a prac-
tically parallel course, reaching a high of 17,284 millions on October
15, a total almost 600 millions in excess of the corresponding Jan-
uary 2 figure. Since then considerable liquidation may be noted,
reducing the end-of-year total to nearly the January level. While
but little change is seen in the total volume of the banks' earn-
ing assets, there has been an almost steady growth of other loans and
investments at the expense of the less liquid investments in Govern-
ment war securities and of loans secured by such obligations. Tims
at the opening of the year about 60 per cent of the taial loans and
investments consisted of "other loans and investments," i. e., largely
commercial loans and discounts, and slightly over 18 per cent of
United States war securities and loans secured by such obligations,
while at the close of the year the respective proportions were about
67, and slightly over 12 per cent. The figures of total loans and in-
vestments uniformly include amounts rediscounted with the Federal
Reserve Banks. A comparison of these figures with the amounts of
total borrowings by the reporting banks at the Federal Reserve Banks
indicates therefore the approximate extent to which the loan burden
of the member banks was shifted to the Reserve Banks. In January
the " ratio of accommodation " stood at 11.2 per cent. By the end of
February, in consequence of largely increased borrowings from the

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

1920



ANNUAL REPORT FEDERAL RESERVE BOARD. 81

Reserve Banks, the ratio had gone up to 12.8 per cent. On November
5, when the peak of borrowings from the Reserve Banks is shown, viz,
2,278.4 millions, the ratio of accommodation stood at 13.4 per cent,
while on December 31, notwithstanding the substantially smaller
loans and investments, the ratio works out at slightly above 12.5 per
cent. On the whole the member banks, during the more recent
months, have come to lean more heavily upon the Reserve Banks,
notwithstanding the substantial liquidation of their own loans to
customers and of their investments in Government and corporate
securities. In keeping with the changes in their own loans and in-
vestments the member banks show a gradual reduction in the amount
of paper secured by Government war obligations, including Treas-
ury certificates, so-called war paper, pledged with the Federal Re-
serve Banks and a more than corresponding increase in borrowings
on commercial paper proper. On January 2 out of a total of 1,870.5
millions of loans from the Federal Reserve Banks, loans secured
by Government war obligations constituted nearly 65 per cent,
while at the close of the year, out of total loans at the Federal
Reserve Banks of 2,098.1 millions, the proportion of " war paper "
was about 42 per cent.

Government deposits at the reporting banks show wide fluctua-
tions, in connection with the fiscal operations of the Treasury, mainly
the flotation of the several series of loan and tax certificates, the high
points after the early part of the year coinciding with or following
the dates of the quarterly tax installments and the payment by credit
to Government account for Treasury certificates allotted to the
banks.

Other demand deposits (net), largely because of the substantial
withdrawals of balances by the country banks from their central
reserve and reserve city correspondents, show a decided downward
movement, especially during the latter part of the year. On Decem-
ber 31 the demand deposits of reporting banks aggregated 10,941.8
millions, or 653.7 millions less than on the first Friday of the year.

Time deposits, on the other hand, continued their upward course
with but few and unimportant recessions, reaching a high point of
2,852.3 millions at the close of the year, or about 519 millions higher
than on the first Friday in January.

Reserve balances of the reporting banks with the Federal Reserve
Banks, on the whole, followed a parallel course with demand de-
posits, declining during the year from 1,444.3 to 1,357.6 millions.
Cash in vault after the first two weeks in January continued below
400 millions, or at less than 4 per cent of the net demand deposits,
fluctuating within a maximum of 394 millions on July 9 and a
minimum of 347.2 millions on the first Friday in February.
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Principal resources and liabilities of member banks in leading cities, by iveehs, during 1920.
[Amounts in thousands of dollars.]

00
to

Date

Jan. 2 . . .
9 . . .

1 6 . . .
2 3 . . .
3 0 . . .

Feb. 6 . . .
1 3 . . .
2 0 . . .
27. . .

Mar. 5 . . .
1 2 . . .
1 9 . . .
2 6 . . .

Apr. 2 . . .
9 . . .

1 6 . . .
2 3 . . .
3 0 . . .

May i l : : :
2 1 . . .
2 8 . . .

June 4 . . .
1 1 . . .
1 8 . . .
2 5 . . .

Num-
ber
of
re-

port-
ing

banks.

798
802
803
804
804

804
804
806
807

808
809
809
811

811
812
811
811
812

810
814
814
814

812
813
814
814

United States securities.

Total.

2,000,983
2,036,353
1,934,316
1,875,834
1,844,650

1,810,590
1,771,705
1,764,078
1,747,161

1,711,610
1,695,562
1,560,431
1,548,036

1,605,890
1,613,361
1,748,357
1,693,529
1,680,646

1,673,828
1,675,457
1,712,304
1,684,364

1,680,154
1,658,312
1,587,992
1,560,929

Bonds.

905,243
905,030
892,074
882,180
869,426

866,878
863,416
866,997
865,507

864,475
860,094
861,481
860,181

861,096
860,258
863,124
855,178
868,280

874,924
873,212
873,932
871,723

873,414
874,136
876,867
879.115

Vic-
tory

notes.

238,385
236,674
226,391
222,167
216,731

212,644
212,394
211,064
208,823

205,925
204,458
201,612
200,212

203,988
201,368
203,325
207,879
204,003

203,247
203,932
203,102
203,455

203,299
202,987
200,472
198,690

Certifi-
cates
of in-
debt-

edness.

857,355
894,649
815,851
771,487
758,493

731,068
695,895
686,017
672,831

641,210
631,010
497,338
487,643

540,806
551,735
681,908
630,472
608,363

595,657
598,313
635,270
609,186

603,441
581,189
510,653
483,124

Loans1 and investments, exclusive of U. S.
securities.

Total.

14,694,235
14,692,944
14,783,939
14,798,570
14,776,928

14,797,975
14,882,689
14,810,721
14,924,151

15,029,342
15,214,634
15,220,994
15,271,234

15,309,103
15,259,184
15,295,679
15,217,587
15,249,689

15,219,965
15,308,359
15,226,949
15,261,748

15,246,036
15,267,965
15,332,911
15,371,519

Loans
secured

by
United
States

war
obliga-
tions.

1,294,409
1,274,424
1,274,507
1,267,850
1,226,679

1,196,200
1,178,844
1,163,364
1,167,675

1,188,602
1,166,415
1,162,465
1,160,141

1,154,228
1,137,188
1,129,259
1,100,814
1,089,871

1,077,164
1,090,554
1,056,016
1,061,590

1,043,804
1,039,981
1,025,945
1,026,011

Loans
secured

by stocks
and

bonds
other
than

United
States
bonds.

3,390,046
3,378,58b
3,370,053
3,352,829
3,325,222

3,301,979
3,232,398
3,178,040
3,185,281

3,174,210
3,184,987
3,175,231
3,193,212

3,158,943
3,142,455
3,179,452
3,147,591
3,170,316

3,139,528
3,104,178
3,123,514
3,115,454

3,111,038
3.095,502
3,113,141
3,107,025

All
other.

10,009,180
10,039,934
10,139,379
10,177,891
10,225,027

10,299,796
10,471,447
10,469,317
10,571,195

10,666,530
10,863,232
10,883,298
10,917,881

10,995,932
10,979,541
10,986,968
10,969.182
10,989,502

11,003,273
11,113,627
11,047,419
11,084,704

11,091,194
11,132,482
11,193,825
11,238,483

Reserve
balances

with
Federal
Reserve
Bank.

1,444,285
1,406,535
1,473,974
1,424,790
1,406,496

1,417,159
1,398,371
1,399,334
1,408,792

1,404,038
1,436,601
1,390,213
1,413,918

1,436,756
1,397,590
1,437,118
1,413,648
1,415,145

1,373,730
1,423,402
1,394,550
1,415,397

1,419,343
1,428.233
1.368,251
1^393,709

Cash
in

vault.

431,436
410,707
377,307
372,811
357,509

347,218
383,279
369,959
370,431

373,899
368,749
368,911
359,854

360,002
374,064
370,467
367,831
355,372

373,651
371,216
368,332
362,749

384,894
373,541
366,091
358,060

Deposits.

Net
demand

on which
reserve
is com-
puted.

11,595,451
11,535,788
11,726,214
11,539,933
11,481,050

11,482,807
11,557,091
11,423,157
11,463,252

11,553,616
11,716,721
11,635,029
11,495,549

11,600,788
11,559,204
11,683,551
11,424,857

.11,463,745

11,390,817
11,563,867
11,506,283
11,561,381

11,536,371
11,597,508
11,514,285
11,347,041

Time.

2,333,783
2,409,728
2,466,279
2,477,547
2,471,569

2,494,912
2,500,862
2,514,725
2,524,393

2,557,180
2,565,076
2,574,140
2,584,959

2,586,610
2,598,756
2,608,587
2,621,640
2,619,027

2,637,736
2,655,286
2,643,342
2,645,705

2,667,977
2,670,708
2,684.497
2,691,880

Gov-
ern-

ment.

629,201
633,745
423,121
343,710
308,823

205,168
156,814
59,387
42,097

39,078
39,175

104,451
54,176

120,939
125,188
189,849
170,822
150,136

144,761
59,200

115,113
75,599

52,582
52,021

267,613
262,861

Accommodation at Federal
Reserve Banks.

Total.

1,870,500
1,729,312
1,757,376
1,824,069
1,834,180

1,894,745
1,982,914
2,057,396
2,142,857

2,094,129
2,106,254
1,899,093
2,114,273

2,048,219
2,008,874
2,053,404
2,100,532
2,136,347

2,091,558
2,127,673
2,059,213
2,060,138

2,091,833
2,053,653
1,833,270
1,945,977

Paper
secured

by
United
States
war

obliga-
tions.

1,209,877
1,088,715
1,095,489
1,139,552
1,197,366

1,225,998
1,242,491
1,301,329
1,341,450

1,284,141
1,277,996
1,132,294
1,202,123

1,144,808
1,164,706
1,190,299
1,194,560
1,206,765

1,177,480
1,235,868
1,166,875
1,159,436

1,149,077
1,155,702

956,335
996,347

Paper
other-
wise

secured
and un-
secured.

660,623
640,597
661,887
684,517
636,814

668,747
740,423
756,067
801,407

809,988
828,258
766,799
912,150

903,411
844,168
863,105
905,972
929,582

914,078
891,805
892,338
900,702

942,756
897,951
876,935
949.630
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July

Aug.

Sept.

Oct.

Nov.

Dec.

2...
9...

16...
23...
30...

6...
13...
20...
27...

3...
10...
17...
24...

1. . .
8...
15...
22...
29...

5...
12...
19...
26...

3...
10. ..
17...
24. ..
31...

814
814
814
814
814

815
818
818
820

819
818
818
818

820
822
822
823
823

823
825
824
824

823
823
824
824
821

1,
1,
1,
1,
1,

1
1
1
1

1

1
1

1
1
1
1
1

1
1
1
1

1
1
1
1
1

497,
474,
544,
530,
503,

468
460
508
501

487
418
485
447

540
146
080
183
039

361
488
559
482

839
525
989
757

388,932
386
429
,385

,963
,897
,238

,364,616

358
353
,425
,391

,355
,337
,462
,416
,391

,134
310
,347
,420

,458
,615
,844
,388
,368

878,711
878,733
876,344
873,818
875,398

882,539
875,610
875.297
875,385

872,846
878,859
878,958
872,865

872,459
878,874
876,726
877,872
876,237

879,284
880,039
884,449
884,160

883,034
886,469
891,505
903,474
910,690

198,
196,
194,
194,
193,

184,
191,
189,
196,

192,
189
191,
191,

190.
190,
191

875
462
931
266
683

597
234
809
326

943
282
171
472

769
240
418

193,494
193 386

193,627
195,217
195
194

196
197
197
202
209

496
081

279
569
853
093
079

419,954
398,951
472.805
462,099
433,958

401,225
393,644
443,453
429,, 771

422,050
350,384
415,860
383,420

325,704
317,849
361,753
313,872
294,993

285,223
278,054
345,402
313,179

276,145
253,577
373,486
310,821
271,599

15,388,414 1
15,387,359: 1
15,349,0701
15,346,562!
15,354, 477

15,339,290
15,367,790
15,373,339
15,428,936

15,440,132
15,504,996
15,571,385
15,692,489

15,755,454
15,801,641
15,854,099
15,717,622
15,652,800

15,577,202
15,478,362
15,368,227
15,340,592

15,274,727
15,243,930
15,340,382
15,275,764
15,359,120

,022,917
,011.771
999,799
981,184
980,942

973,159
964,008
959,409
966,288

957,380
958,861
955,843
950,324

949,015
936,934
923,722
914,407
911,548

911,168
908,702
893,912
905,677

900,878
896,565
901,217
888,648
908,908

3,
3,
3,
3,
3,

3,
2,
3,
3,

3
3
3,
3

3
3
3

119,
079,
046,
059,
060;

Oil,
998,
006,
037

044,
048,
040,
055

466
793
7P4
798
319

063
313
445
144

846
133
073
942

100,173
091 151
162,257

3,105
3 141

903
976

3,087,514
3
3
3

3
3
3
3
3

049
044
054

050
064
103
126
175

018
Oil
789

082
266
600
572
906

11,246,
11.295,
11,302,
11,305,
11,313,

11,355,
11,405,
11,407,
11,425,

11,437,
11,498,

031
795
477
580
216

068
469
485
504

906
002

11,575,469
11,686

11,706
11,773
11,768
11,697
11,599

223

266
556
120
312
276

11,578,520
11,520
11,430
11,380

11,323
11,283
11,335
11,260
11,274

642
304
126

767
099
565
544
306

1,445,
1,402,
1,421,
1,388,
1,368,

1,374,
1,392,
1,362,

713
700
906
021
659

806
231
501

1,372,075

1,394,
1,389,
1,390,
1,361,

1,343,
1,384,
1,422,
1,333,
1,365,

1,335,
1,369,
1,343
1,286,

1,332,
1,330
1,297,
1,333
1,357,

957
478
096
800

551
680
082
215
222

235
928
951
946

081
267
231
808
669

358,252
394,048
367,853
360,887
354,749

360,179
354.506
352,058
357,872

349,505
375,094
369,711
358,383

351,157
376,470
381,114
377,491
366,997

387,411
383,538
378,224
388,105

375,887
376,196
381,191
356,110
354;535

11,487.857
11,462', 965
11,553,677
11,426,887
11,401,052

11,313,530
11,382,363
11,246,938
11,252,428

11,242,044
11,339,551
11,381,204
11,160,537

11,230,074
11,212,230
11,472,924
11,240,588
11,172,001

11,094,304
11,121,945
10,992,273
10,892,122

10,837,478
10,865,582
10,814,454
10,653,558
10,941,847

2,700,371
2,698,969
2,698,479
2,715,438
2,705,852

2,721,624
2, 727,482
2,723,828
2,745,231

2,767,782
2,771,208
2,780,662
2,786,811

2,793,861
2,796,176
2,808,303
2,814,559
2,805,247

2,816,595
2,809,940
2,786,045
2,811,123

2,822,240
2,809,474
2,790,197
2,788,649
2,852,257

107,790
44,104
121,561
142,276
115,287

74,14fi
66,' 733
145,274
123,878

61,755
30,054

331,376
315,364

275,037
247,136
188,401
151,849
80,731

45,412
29,525

173,216
87,799

17,503
17,298

399,968
344,013
262,264

2,056,430
2,051,187
1,989,863
1,953,430
1,973,034

2.021,641
2,050,014
2', 086 496
2,128,399

2,201,943
2,142,252
1,972,160
2,150,910

2,165,449
2,249,962
2,248,970
2,203,696
2,244,262

2,278,435
2,228,275
2,119,254
2,174,026

2,209,839
2,144,165
2,031,979
2,174,323
2,098,053

1,020,463
1,010,632
984.077
971,935
965,675

1,002,815
1,018,138
1,024,585
1,041,055

1,048,817
1,025.652
937,428
949,265

914,309
946,067
927,824
929,567
929,344

941,978
905,353
883,838
913,910

876,929
882,815
887,769
899,004
878,260

1,035,967
1,040,555
1,005,786
981,495

1,007,359

1,018,826
1,031,876
1,061,911
1,087,344

1,153,126
1,116,600
1,034,732
1,201,645

1,251,140
1,303,895
1,321,146
1,274,129
1,314,918

1,336,457
1,322,922
1,235,416
1,260,116

1,332,910
1,261,350
1,144,210
1,275,319
1,219,793

g.
On

1 Including rediscounts with Federal Reserve Banks.

00
CO
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84 ANNUAL KEPORT FEDERAL RESERVE BOARD.

STATE BANK MEMBERSHIP.

On December 31, 1920, there were 1,487 State bank and trust com-
pany members of the Federal Eeserve System, with aggregate capi<
tal and surplus of $1,033,894,000 and aggregate resources of $10,«
370,253,000, as compared with 1,181 State bank and trust company
members on December 31, 1919, with aggregate capital and surplus
of $891,201,000 and aggregate resources of $9,913,707,000. In the fol-
lowing table are shown, by Federal Eeserve districts, the number of
State bank and trust company members, their capital and surplus,
and total resources on December 31, 1919, and on December 31, 1920:

[Amounts in thousands of dollars.]

Federal Reserve district.

Bos ton
New York
Philadelphia..
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis...
Kansas City...
Dallas
San Francisco.

Total

Dec. 31, 1919.

Num-
ber.

36
122
38
97
46
64

326
68
86
47

114
137

1,181

Capital
and

surplus.

64,385
320,123

70, 455
101, 871
19,285
35,553

157, 046
44,354
10, 455
8,353

10,391
48,930

Total
resources.

719,918
t, 283, 636

370, 462
803, 439
166, 007
389, 854

L, 751, 177
409, 086
107, 139
119, 953
97,103

695, 933

891,201 9,913,707

Dec. 31,1920.1

Num-
ber.

39
134
46

110
56
84

358
91

121
63

187

1,487

Capital
and

surplus.

72,575
357,276
72,367

128,832
23,761
40,860

176,231
48,359
13,271
12,057
20,054
68,251

1,033,894

Total
resources.

779,598
4,150,695

388,931
1,042,935

169, 404
360,730

1,850,931
402,598
128,287
128,337
142,135
825,672

10,370,253

1 Figures for Dec. 31, 1920, partly estimated.

The subjoined tabular statement shows a comparison between the
number, capital and surplus, and total resources of member banks;
member banks, and nonmember banks eligible for membership; and
all banks in the United States, exclusive of mutual savings and
private banks. Figures are as of June 30, 1920, the latest date on
which figures are available for comparative purposes.

[Amounts in thousands of dollars.]

1. Member banks:
National
State banks and trust com-

panies

Total

2. Member banks, and nonmember
banks eligible for membership:

Member banks
Eligible nonmember banks

Total .

3. All banks in the United States,
exclusive of mutual savings and
private banks:

Member banks
Nonmember banks

Total. . .

Number.

8,025

1,374

9,399

9,399
8,910

18,309

9,399
19,316

28,715

Per cent
of total.

85.4

14.6

100.0

51.3
48.7

100.0

32.7
67.3

100.0

Capital and surplus.

Amount.

2,209,277

988,196

3,197,473

3,197,473
1,128,554

4,326,027

3,197,473
1,553,313

4,750,786

Per cent
of total.

69.1

30.9

100.0

73.9
26.1

100.0

67.3
32.7

100.0

Aggregate resources.

Amount.

22,187,459

10,006,842

32,194,301

32,194,301
9,342,860

41,537,161

32,194,301
13,829,370

46,023,671

Per cent
of total.

68.9

31.1

100.0

77.5
22.5

100.0

69.9
30.0

100.0
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ANNUAL REPORT FEDERAL RESERVE BOARD. 85

The number of State banks and trust companies, members, and
nonmembers eligible for membership, classified according to (a) in-
stitutions with combined capital and surplus of $1,000,000 and over,
and (h) institutions with combined capital and surplus of less than
$1,000,000, as of June 30,1920, are shown in the following statements:

[Amounts in thousands of dollars.!

(a) BANKS AND TRUST COMPANIES WITH COMBINED CAPITAL AND SURPLUS OF
$1,000,000 AND OVER.

Federal Reserve district.

Boston
New Y o r k . . . .
Philadelphia..
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis...
Kansas City...
Dallas
San Francisco.

Total:
June 30,1920.
June 30, 1919.

Members.

Number.

182

Capital
and

surplus.

57,300
333,208
62,048
88,409
15,645
29.650

128.550
33,350

3,000
2,100

40,966

794,226
634,436

Nonmembers.

613,132
i, 854,147

309,805
656,880
109,711
277,907

., 306,960
261,808

57,985
10; 203

585,809

8,044,347
6,827,182

134
136

Capital
and

surplus.

19,800
72,432
63,396
41,740
39,450
2,050

23,235
8,300
4,400
1,250
1,140

24,243

301,436
318,548

Total
resources.

162,069
582,269
287,685
259,269
189,043
41,051

171,416
57,433
16,360
1,463
9,339

278,467

2,055,864
2,271,880

(b) BANKS AND TRUST COMPANIES WITH COMBINED CAPITAL AND SURPLUS OF LESS
THAN $1,000,000.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis.
Minneapolis
Kansas City
Dallas
San Francisco

Total:
June 30,1920
June 30, 1919

22
79
28
91
43
59
308
74
107
54
158
169

1,192
900

11,650
20,416
9,049
19,993
6,714
10,276
46,544
14,291
12,112
6,533
14,330
22,062

193,970
158,475

130,258
262,420
70,048
194,507
53,974
83,699
536,622
135,098
117,383
65,029
105,330
208,127

1,962,495
1,625,400

169
244
385
578
625
734

2,101
1,017
767

1,047
487
622

8,776
8,024

39,084
48,033
79,864
77,484
65,255
54,213
171,888
71,704
45,732
67,535
34,539
71,787

827,118
755,817

405,065
510,395
606,484
646,210
515,634
453,118

1,710,200
552,169
480,209
550,230
227,720
629,562

7,286,996
6,275,743

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

1920



86 ANNUAL KEPORT FEDERAL RESERVE BOARD.

The total number, capital and surplus, and resources of State banks
and trust companies, both members, and nonmember institutions
reported as eligible for membership on the basis of capital require-
ments; also ratios of number, capital and surplus, and resources of
State bank and trust company members to total number, capital and
surplus, and resources of all State banks and trust companies other
than those not eligible for membership on the basis of capital require-
ments, as of June 30,1920, are set forth in the following table:

[Amounts in thousands of dollars.]

Federal Reserve
district.

Boston.
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total:
June 30,19.
June 30,19.

Number of banks. Capita land surplus.

1.
Member,
and non-
member
eligible
banks.

215
400
454
706
695
808

2,450
1,106

877
1,104

648
821

10,284
9,202

2.

Mem-
bers.

36
132
40

109
53
72

339
86

107
56

160
184

1,374
1,042

3.

Per
cent

(2-9-1).

16.7
33.0
8.8

15.4
7.6
8.9

13.8
7.8

12.2
5.1

24.7
22.4

13.4
11.3

4.
Member,
and non-
member
eligible
banks.

127,834
474,089
214,357
227,626
127,064
96,189

370,217
127,645
62,244
78,318
52,109

159,058

2,116,750
1,867,276

5.

Member
banks.

68,950
353,624
71,097

108,402
22,359
39,926

175,094
47,641
12,112
9,533

16,430
63,028

988,196
792,911

6.

Per
cent

(5*4).

53.9
74.6
33.2
47.6
17.6
41.5
47.3
37.3
19.5
12.2
31.5
39.1

46.7
42.4

Total resources.

7.
Member,
and non-
member
eligible
banks.

1,310,524
5,209,231
1,274,022
1,756,866

868,362
855,775

3,725,198
1,006,508

613,952
674,707
352,592

1,701,965

19,349,702
17,000,205

8.

Member
banks.

743,390
4,116,567

379,853
851,387
163,685
361,606

1,843,582
396,906
117,383
123,014
115,533
793,936

10,006,842
8,452,582

9.

Per
cent

(S-v-7).

56.7
79.0
29.8
48.5
18.9
42.3
49.5
39.4
19.1
18.2
32.8
46.6

51.7
49.7

In the table which follows are shown the total resources as of June
30, 1920, and June 30, 1919, of (1) all member banks, both National
and State institutions; (2) nonmember banks and trust companies
reported as eligible for membership in the Federal Reserve System;
(3) all banks in the United States, exclusive of mutual savings and
private banks, and (4) the ratio of total resources of all member
banks to total resources of nonmember banks reported eligible for
membership, and the ratio of total resources of all member banks to
total resources of all banks in the United States, exclusive of mutual
savings and private banks. I t will be noted that the resources of
State banks and trust companies which are members of the system
are greater by $664,000,000 than those of nonmember banks reported
as eligible for membership, a reversal of the situation on June 30,
1919, when the resources of State bank and trust company members
were $95,000,000 less than those of nonmember banks reported as
eligible for membership.
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(1) Member banks:
National . . . . . . .
State banks and trust companies

Total
(2) Nonmember State banks and trust companies reported as eligible

for membership in the Federal Reserve System

(3) All banks in the United States, exclusive of mutual savings and
private banks:

National . .
State banks and trust companies

Total

(4) Ratio of total resources of all member banks to total resources of
nonmember banks reported eligible for membership (per cent)...

Ratio of total resources of member banks to total resources of all
banks in the United States, exclusive of mutual savings and
private banks (per cent)

Total resources.

June 30, 1920.

$22,187,459,000
10,006,842,000

32,194,301,000

9,342,860,000

22,187 459,000
23,836,212,000

46,023,671,000

344.6

70.0

June 30, 1919.

$20,791,147,000
8,452,582,000

29,243,729,000

8,547,623,000

20,791,147,000
20,942,856,000

41,734,003,000

342.1

70.1

EARNINGS AND OPERATING EXPENSES OF FEDERAL RESERVE BANKS.

In meeting the credit demands of their customers during the year
member banks have found it necessary to ask for an increasing
amount of rediscount accommodation at the Federal Reserve Banks
(taking proceeds to a large extent in the form of Federal Reserve
notes), and this fact, together with the higher discount rates ap-
proved by the Federal Reserve Board during the early part of the
year as a part of its protective credit policy, has resulted in increas-
ing the gross earnings of all Federal Reserve Banks combined from
102 millions in 1919 to 181 millions in 1920. Over 82 per cent of
these earnings came from paper discounted for member banks, the
average daily holdings of which aggregated 2,530 millions during
1920, as compared with 1,908 millions during 1919.

The Board takes this opportunity again to point out that the Fed-
eral Reserve Banks are not operated primarily for profit and that
the large earnings are the result of abnormal demands on their credit
resources growing out of postwar conditions. Now that prices have
declined from the high level reached in 1919, it may be expected
that credit requirements, both for reserve balances at the Federal
Reserve Banks and for Federal Reserve notes, will, after conditions
have become stabilized, be less heavy.

Operating expenses of the Federal Reserve Banks have continued
to advance during the year, chiefly because of the increased volume
of business transacted, especially by the discount and clearing and
collection departments. The number of bills discounted increased
from 587,000 in 1919 to over 1,000,000 in 1920, and the number of
checks collected for the account of member and clearing nonmember
banks from 305,159,000 in 1919 to 446,671,000 in 1920.

45525°—21 7
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Besides adding to the number of their officers and employees in
order to transact the increased volume of business, the banks have
enlarged materially the staffs of their examination departments in
order to enable them to participate in the examinations made by
State authorities of State bank and trust company members, and to
make independent examinations where necessary,, The following
table shows the number of officers and employees of each Federal
Reserve Bank at the close of the years 1919 and 1920:

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago .
St Louis .
Minneapolis
Kansas City
Dallas
San Francisco.

Total

Federal Reserve Bank.

Number of omcers and
employees.

Dec. 31,
1919.

755
2,962

647
626
401
386

1,199
541
287
583
505
567

Dec. 31,
1920.

2

1

1

9,459 | 12

776
OS 6
842
969
667
446
731
851
459
863
613
132

285

Because of the trend of living expenses, and in order to meet the
competition of banks and corporations, moderate increases in salaries
have been approved for both officers and employees of the Reserve
Banks. In no case, however, are the salaries paid bank officers as
high as those paid officers of corresponding rank in the larger com-
mercial banks. Average salaries paid by each Federal Reserve Bank
to officers and employees as of December 31, 1920, are as follows:

Federal Reserve Bank.
Average
salary of
omcers.

Boston
New York
Philadelphia...
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco.

$9,269
11,275
10,182
7,738
7,014
5,426
6,304
6,486
7,240
5,158
5,895
5,581

Average
salary of

employees.

$1,271
1,460
1,259
1,360
1,189
1,149
1,310
1,209
1,262
1,209
1,271
1,366

As the result of the large increase in the net earnings available
for dividends, surplus, and franchise taxes, all but three of the
Federal Reserve Banks have accumulated surplus accounts in excess
of 100 per cent of their subscribed capital stock as authorized by
the amendment of March 3, 1919, to section 7 of the Federal Reserve
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Act, which provides that after dividend requirements have been
fully met the net earnings of each bank shall be paid to the United
States as a franchise tax, except that the whole of such net earnings
shall be paid into a surplus fund until it shall amount to 100 per
cent of the subscribed capital stock of such bank and that thereafter
10 per cent of such earnings shall be paid into the surplus. In the
table given below are shown the normal surplus, the supersurplus,
or the surplus created by carrying to surplus account 10 per cent
of the net earnings available after the normal surplus equals 100
per cent of subscribed capital, and the percentage relationship
between the total surplus and the subscribed capital stock of each
Federal Reserve Bank on January 1, 1921.

[Amounts in thousands of dollars.]

Federal Reserve Bank.

Boston
New York
Philadelphia...
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis...
Kansas City*...
Dallas
San Francisco.

Surplus, Jan. 1, 1921.

Normal
surplus.

Total.

15,436
52,745
16,970
20,305
10,538
8,106

2.7,825
8,346
6,922
8,910
6,033

13,853

195,989

Super-
surplus.

275
i 3,669

40

23
237

1,155

58
249

Total.

Subscribed
capital,

Jan. 1,1921.

341

15,711
56,414
17,010
20,305
10,561
8,343

28,980
8,346
6,980
9,159
6,033

14,194

6,047 202,036

15,436
52,745
16,970
21,406
10,538
8,106

27,825
8.730
6'. 922
8,910
8,197

13,853

199,638

Ratio of
surplus to

subscribed
capital,

Jan. 1,1921.

Per cent.
101.8
107.0
100.2
94.9

100.2
102.9
104.2
95.6

100.8
102.8
73.6

102.5

101.2

i After deduction of 11,000,000 charged to supersurplus account and credited to general reserve account
after closing of books on Dec. 31, 1920.

The Board has ruled that any contingent reserves which a Federal
Reserve Bank may desire to set up must be deducted from its super-
surplus and not from current earnings.

Besides increasing their surplus accounts to over 100 per cent
of their subscribed capital, nine of the Federal Reserve Banks paid
franchise taxes to the United States aggregating $60,725,000.

At the end of 1919 the available net earnings of the New York
Federal Reserve Bank were sufficient to enable it to increase its
surplus to $45,082,000, or $300,000 in excess of 100 per cent of its
subscribed capital stock, and normally the bank would have carried
only 10 per cent of its net earnings at the close of 1920 to surplus.
Owing, however, to the increase in the capital stock and surplus of
existing member banks and to the admission to membership of
eligible State banks and trust companies, the subscribed capital
stock of the New York bank shows an increase of $7,964,000 for the
year 1920. Therefore, the bank was authorized to transfer an
equivalent amount to its normal surplus account out of its net earn-
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ings for 1920. Of the balance of its net earnings 10 per cent was
transferred to supersurplus account and 90 per cent paid to the
United States Government as a franchise tax.

The table below shows the gross and net earnings of each Federal
Eeserve Bank for the year 1920, the dividends paid, the amounts
transferred to surplus account, and the amounts paid to the United
States Government as franchise taxes.

[Amounts in thousands of dollars.]

Federal Reserve Bank. Gross
earnings.

Current
net

earnings.

Net
debits to
current

net
earnings.

Net earn-
ings avail-
able for

divi-
dends,

surplus,
and fran-
chise tax.

Dividend
pay-

Trans-
ferred to
surplus
account.

Franchise
tax paid
to IT. S.
Govern-
ment.

Boston
New York....
Philadelphia..
Cleveland
Richmond....
Atlanta
Chicago
St. Louis
Minneapolis..
Kansas City..
Dallas
San Francisco

Total...

i Credit.

12,273
60,525
11,849
14,459
6,903
7,476
30,303
7,180
5,307
7,410
4,905
12,707

10,235
53,526
9,671

11,988
5 387
6,091

25,850
5,256
4,292
5,552
3.355

10,204

181,297 151,407

138
398
606
168
149
81

*26
380
161
11

127
95

10.273
53,128
9,005

11,820
5,238
6,010
25,876
4,876
4,131
5,541
3,228
10,109

447
1,477
497
604
293
225
793
254
196
258
225
385

7,352
12,333
8,204
11,216
4,740
3,648
14j689
4,622
3,411
3,043
3,003
6,655

2,474
39,318

364

205
2,137
10,394

524
2,240

3,069

2,112 149,295 5,654 82,916 60,725

CHANGES IN RATES OF EARNINGS DURING 19 20.

During the year the rates of earnings on discounted bills, which
account for over 82 per cent of the total annual gross earnings of the
Federal Reserve Banks, show a steady advance from 4.71 in January
to 6.42 in December. Upward revision of discount rates on all
classes of paper in January and the further advances by four of the
Federal Reserve Banks of the rates on commercial paper in June,
together with the adoption during April and May of graduated or
progressive rates by four Federal Reserve Banks, account for the
more striking increases in the rates of earnings on discounted bills
shown during those months. Another factor which had a noticeable
effect throughout the year is the gradually decreasing proportion of
advances against Treasury certificates, on which as a rule the banks
charge lower rates, due both to a steady decrease in the actual amount
of such paper and to the more than proportionate increase in the
volume of paper rediscounted at the higher ordinary rates. The
operation of this factor is more apparent during the second half of
the year, during which the rates on all other classes of discounts
continued without change, and account chiefly for the gradual rise in
the rate of earnings on all discounts from 6.12 per cent in July to
6.42 in December. For the entire year the average rate of earnings
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from discounted paper is given as 5.88 per cent, compared with 4.23
per cent for the calendar year 1919 and 4.24 per cent for the war
year of 1918.

Average rates of earnings on acceptances bought in open market
during the first half of the year increased in about the same propor-
tion as the rates on discounted paper. Since July the average
monthly rates on acceptances have shown a slight downward tend-
ency, apparently in connection with the increasing investment de-
mand for this class of paper by country banks, savings banks, and
industrial corporations.

Monthly changes in the rates earned on United States securities are
much more moderate, depending to a large extent upon the average
amount of special 2 per cent certificates held during each month by
the Federal Eeserve Banks. These holdings were particularly large
and prolonged during March and April, when the lowest monthly
rates of earnings are shown and were sufficiently large to depress the
average rate in July. The higher rates in September and Decem-
ber are due to the substantial amounts of tax certificates acquired
early in the month by the Federal Reserve Bank of New York from
New York City members and carried to maturity by the Federal
Reserve Banks. Temporary purchases of certificates and other Gov-
ernment securities from nonmember banks under repurchase agree-
ments have likewise had an uplifting effect upon the average rates of
earnings on United States Government securities.

On the whole, monthly rates of earnings on all classes of earning
assets were higher and steadier during the second part of the year
than during the first part. The average rate received by the Federal
Reserve Banks on all classes of earning assets during the year under
review was 5.50 per cent, compared with 4.04 per cent in 1919 and
4.12 per cent in 1918.

Annual rates of earnings from each class of earning assets, by months, during
1920. '

All
classes.

Bills dis-
counted.

Bills
bought
in open
market.

United
States
securi-
ties.

January
February
March
April
May
.Tune
July
August
September
October
November
December

Average for year

Per cent.
4.46
4.88
5.12
5.23
5.36
5.51
5.72
5.81
5.81
5.94
5.98
5.98

5.50

Per cent.
4.71
5.20
5.49
5.58
5.66
5.89
6.12
6.19
6.22
6.34
6.41
6.42

5.88

Per cent.
4.79
5.06
5.47
5.70
5.77
5.98
6.07
6.07
6.06
6.07
6.03
6.05

5.66

Per cent
2.18
2.18
2.10
2.10
2.22
2.24
2.15
2.22
2.27
2.20
2.17
2.43

2.21
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BRANCHES OF FEDERAL RESERVE BANKS AND THEIR OPERATIONS.

On December 31, 1920, there were 22 branches of Federal Reserve
Banks in actual operation, those at Los Angeles, Calif., and Okla-
homa City, Okla, authorized by the Federal Reserve Board during
1919 to be established by the Federal Reserve Banks of San Fran-
cisco and Kansas City, having been opened for business on Janu-
ary 2 and August 2, 1920, respectively. It is expected that the
Helena (Mont.) branch of the Federal Reserve Bank of Minneapo-
lis, also authorized during 1919, will be opened for business Febru-
ary 1, 1921. No new branches were authorized by the Board during
the year, nor are any applications for the establishment of branches
now pending.

Experience gained in the operation of the branches has led to their
development along two main lines: The branches located at Cin-
cinnati, Pittsburgh, Birmingham, Jacksonville, Nashville, and Okla-
homa City confine their operations largely to clearing and collec-
tion of checks, and to supplying currency, both paper and coin, to
member banks in branch territories; while the remaining 16 branches
render practically the same services to member banks in the branch
territories as the parent banks render to member banks in other parts
of the districts.

While the first-mentioned branches do not engage in discount op-
erations, they receive and transmit to the parent bank applications
of their member banks for discounts and advances, and when neces-
sary arrange by telegraph for immediate credit for such paper on
the books of the head office. Branches in the second group carry the
reserve balances of member banks on their own books, and, with the
exception of the Buffalo branch, which carries the reserve balances
of Buffalo City members only, participate in the daily clearing
through the gold settlement fund maintained by the Federal Re-
serve Board at Washington. These branches telegraph the Federal
Reserve Board each day the gross amount of items collected for the
account of each other Federal Reserve Bank and direct-settling
branch. After the settlement has been made by the Board, the
branches are notified of the amounts credited to them by each other
Federal Reserve Bank and direct-settling branch. As the branches
do not, however, maintain separate balances in the gold settlement
fund, the net debit or credit of each branch is settled through the
balance maintained by the parent bank.

The following table shows the volume of business handled by
each branch and by the Savannah agency during the year 1920:
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Operations of Federal Reserve Branch Banks during the calendar year 1920.

Items handled.1

Number. Amount.

Currency (coin and
paper).

Received. Paid out.

Volume
of paper

discounted
and

bought.

Average
daily
bill

holdings.

Member
banks'
reserve

balances
Dec. 31,

1920.

Buffalo
Cincinnati
Pittsburgh
Baltimore
Birmingham
Jacksonville
Nashville
New Orleans
Detroit
Little Rock
Louisville
Memphis
Denver
Oklahoma City3.,
Omaha
El Paso
Houston
Los Angeles5

Portland
Salt Lake City....
Seattle
Spokane

Thousand
items.

7,980
11,085
14,183
12,344
2,S07
2,507
3,471
2,793
6,337
3,957
5,320
2,852
6.373
4,537
7,976
2,629
5,566
8,016
2,947
5,469
3,724
2,562

Thousand
dollars.

2,657,913
3,330,662
5,952,400
4,810,793
1,139,355
606,091
897,591

1,215,294
2,902,206

698, 233
1,278,526
722,128

1,580, 919
908,230

1,702,921
509,737

1,382,258
1,716,810
748,856

1,258,938
1, (Jll, 875
528,951

Thousand
dollars.

151,723
98,791

307,117
89,861
47,891
45,480
27,449
93,909

295,753
27,431
64, 686
61,204
33, 219
4 1,597
23,547
28,806
34,250
80,703
30,429
13,696
50,384

8,782

Thousand
dollars.

172, 495
86,516

365.214
132,668
36,691
33,856
21,862
76,224

335.215
24,540
51,934
54,802
24,199

4 692
29,654
19,929
34,928
89,0S9
31,233
17,210
43,459
13,677

Thousand
dollars.
2 560,767

Thousand
dollars.

Thousand-
dollars.
218,725

924,665 19,219

709,825
1,618, 206
151, 485
436,511
264,346
232,616

42,104
63,955
9,293
16, 430
17,805
11,833

15,735
33,057
3,585
9,796
5,828
13,886

382,598
72,963

260, 786
186,215
214,395
479,719
217,*24
123,957

33,182
6,819
15,062
14,186
8,939
34,363
6,458
10,201

14,088
4,100
11, 266
29,203
13,972
8,334
12,281
5,461

Total
Savannah agency.

125,435 37,560,687 1,616,708
11,663

1,696,087
9,388

6,836,678 290,630 218,536

1 From Dec. 16, 1919, to Dec. 15, 1920, except that in the case of Oklahoma City and Los Angeles, the
period covered dates from opening of branch.

2 Buffalo city banks only.
3 Opened for business Aug. 2, 1920.
* For the month of December, 1920.
& Opened for business Jan. 2, 1920.

BUILDING OPERATIONS.

In most of the Federal Reserve Banks the question of securing
adequate and permanent quarters has assumed a larger importance
during the past year. Additional activities and a greatly increased
volume of work has in some banks produced a congestion which has
created great discomfort and necessitated the scattering of depart-
ments into several buildings. Working conditions have developed
which impair efficiency and are not without hazard to the proper
custody and handling of money and securities.

Early in the year the Federal Reserve Board determined that
building operations on the part of the banks should be deferred as
long as possible in order not to divert the labor and material which
was then so urgently needed for business structures and homes. At
the close of business on December 31, 1920, the real estate and build-
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ing account of each Federal Reserve Bank stood upon its books as
follows:

Boston $2, 699, 623
New York 4, 092, 497
Philadelphia 500,000
Cleveland 1, 519, 662
Richmond 1, 277, 388
Atlanta 541,273
Chicago 2, 350, 916
St. Louis 541, 414
Minneapolis 590, 000
Kansas City 1, 041, 326
Dallas l, 638, 536
San Francisco 253, 004

Total 17, 045, 639

In 1919' it became evident to the Board that the quarters occu-
pied by the Federal Reserve Bank of Boston were strikingly in-
adequate and the bank was authorized to proceed with the construc-
tion of a new building upon land previously acquired. The work of
tearing down old buildings on the property was finished May 21,
1920, and excavations began on May 29, 1920. The end of 1920 finds
the new building entirely inclosed, with progress being made toward
finishing the interior. Delays have been encountered in procuring
steel and limestone, but it is expected that the building will be
finished and ready for occupancy by the end of 1921.

Actual construction has not begun upon the proposed new build-
ing for the Federal Reserve Bank of New York, although land
has been acquired, the architects have been selected, and preliminary
plans have been given careful attention by the officers and directors
of the bank. During the year 1920, the Board approved the pur-
chase of additional land by the Federal Reserve Bank of New York,
and the erection thereon of a fireproof storage building for the safe-
keeping of the bank's files of correspondence and records. This
storage building will also provide working space for a number of
the bank's employees pending completion of the bank building
proper. The building occupied by the Buffalo branch of the Federal
Reserve Bank of New York is leased.

The Federal Reserve Bank of Philadelphia owns the building
which it occupies and which it purchased prior to the current year.
The bank also rents additional space for storage purposes. The
building has been remodeled to fit it for bank purposes, and a new
and adequate vault is now under construction. It is expected that
this vault will be ready for use early in 1921.

The Federal Reserve Bank of Cleveland has purchased suitable
ground but has not begun actual construction. Architects, however,
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have been selected and tentative plans and drawings have been sub-
mitted to the Federal Reserve Board and approved. The proposed
building is carefully planned, with a view to practical utility.
Demolition of old buildings preliminary to new construction will
probably begin early in 1921. The Pittsburgh branch of the Fed-
eral Reserve Bank of Cleveland occupies a building which, during
the past year, has been purchased by the bank. Necessary modifica-
tions in this building have been authorized, including a provision
for additional vault space. The Cincinnati branch of the Federal
Reserve Bank of Cleveland occupies leased quarters, but the bank
was authorized in October to purchase certain property for the
permanent quarters of the branch.

The new building of the Federal Reserve Bank of Richmond was
authorized in May, 1919, and the work of construction began shortly
afterwards. Many delays have been occasioned by inability to
secure material, and the building is yet far from finished. In order
to provide for additional space, the need for which was not foreseen
at the time the building was planned, it has been necessary during
the past year to provide an additional story on the original build-
ing, and to acquire additional ground for the erection of an annex.
The bank, during 1920, also purchased property in Baltimore, upon
which it is intended to erect a permanent home for the Baltimore
branch.

The Federal Reserve Bank of Atlanta is occupying permanent
quarters, including the annex authorized in 1919 and completed in
1920; and no further additions or alterations have been found nec-
essary, except that some additional equipment for the vault has been
authorized. The branches at Birmingham. Nashville, Jacksonville,
and New Orleans are occupying leased quarters. A bank building
was purchased in 1919 for the New Orleans branch, but under the
terms of the deed possession has not yet been given by the former
owners.

The Federal Reserve Bank of Chicago, during 1920, razed the
buildings upon the ground previously acquired, secured the Fed-
eral Reserve Board's approval of all plans and contracts, and com-
menced actual building operations on November 1, 1920. It is esti-
mated that the total cost of the new building, including vaults, will
be approximately $7,500,000. The contract calls for completion on
April 1, 1922. The bank leases the quarters occupied by its Detroit
branch.

The Federal Reserve Bank of St. Louis occupies leased quarters,
and while it has purchased a site for a permanent home it has sub-
mitted to the Board no definite plans, and immediate operations are
not contemplated. The bank leases quarters for its Memphis and
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Little Rock branches, and owns the building in Louisville occupied
by the Louisville branch. A lot has been acquired for the Little Rock
branch, upon which a new building will be erected in 1921.

The Federal Reserve Bank of Minneapolis in 1919 purchased a
site for a permanent building and selected an architect. Construc-
tion, however, has been deferred, and no plans have been submitted
for approval. I t is the intention of this bank to proceed with the
foundation work in 1921, and to finish the building in 1922. The
Helena branch of the Federal Reserve Bank of Minneapolis will
occupy a building purchased by the bank in 1919 and which is being
remodeled for bank purposes.

The Federal Reserve Bank of Kansas City acquired a building site
in 1918. On April 16, 1920, a contract was let to construct a building
having 16 working floors and basement, burglar-proof vaults, etc.,
for the sum of $3,604,000. Construction was begun June 1, 1920.
Excavations, foundation walls, and piers have been finished, and
the erection of the steel has been commenced. Serious delays have
been experienced in the matter of transportation of steel, but much
of the material necessary to complete the building is now on the
ground. The contract calls for the building completed for occupancy
on October 1, 1921.

The Denver and Oklahoma City branches of the Federal Reserve
Bank of Kansas City are housed in rented quarters, but the Omaha
branch occupies a building purchased by the bank during 1920 at a
cost of $165,000.

The new building of the Federal Reserve Bank of Dallas is near
completion, and should be available for occupancy by some of the
departments of the bank early in 1921. Upon the approval of the
Federal Reserve Board, contracts were let June 17, 1919, and the
work of construction was begun July 5, 1919. It is estimated that
the total cost of the building and vaults complete will be approxi-
mately $1,575,000. The Federal Reserve Bank of Dallas has recently
constructed a new building for its El Paso branch at a total cost of
$150,000. The Houston branch is occupying leased quarters, but the
bank was authorized by the Board, on October 15, 1920, to purchase a
lot in Houston at a cost not to exceed $67,500. This lot was subse-
quently purchased for $65,000, but plans for a new building have not
yet been prepared.

The Federal Reserve Bank of San Francisco was authorized by the
Board on August 17, 1920, to begin immediately the construction
of a new building upon land previously acquired. The estimated
cost of this building is $2,376,000, exclusive of commission of archi-
tect and superintendent of building construction, which together will
be 9 per cent. Old structures which stood upon the site for the new
building have for the most part been razed, and during the latter
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part of 1920 the erection of the new building was begun. All
branches of the Federal Reserve Bank of San Francisco occupy
leased quarters.

AMENDMENTS TO THE FEDERAL RESERVE ACT.

During the past year the Federal Reserve Act has been amended
but once. Certain laws, however, have been passed and others
amended relating to the Federal Reserve System and to the operation
of national banks, which in effect modify the provisions of the Fed-
eral Reserve Act. These laws will be taken up in order.

By act approved April 13, 1920, section 14 of the Federal Reserve
Act was amended so as to authorize Federal Reserve Banks, subject
to the approval, review, and determination of the Federal Reserve
Board to establish discount rates graduated or progressed on the
basis of the amount of the advances and discount accommodations
extended by the Federal Reserve Bank to the borrowing bank. The
purpose of this amendment was to check excessive borrowing from
Federal Reserve Banks by any one member bank by making it
possible for the Federal Reserve Banks to charge higher rates against
a member bank which is overborrowing than against one which'
limits its borrowings to a reasonable amount. Pursuant to this
amendment the Federal Reserve Banks of Atlanta, St. Louis, Kansas
City, and Dallas have established graduated discount rates which
have been approved by the Board. These rates were subsequently
discontinued by the Atlanta bank.

Section 5182 of the Revised Statutes was amended by an act ap-
proved January 13, 1920, so as to authorize the issue of national bank
notes attested by the written or engraved signatures of the presi-
dent or vice president and the cashier of the national bank issuing
such notes, and to provide that such signatures may be attached
either before or after the receipt of such notes by the association.
In view of the fact that under section 18 of the Federal Reserve Act,
Federal Reserve Banks are authorized to issue Federal Reserve Bank
notes under the same terms and conditions that national banks may
issue notes, this amendment relates to the Federal Reserve Banks
as well as to national banks. Much inconvenience and expense inci-
dent to the issue of bank notes will be avoided by reason of the
provision in this amendment permitting the signatures of the officers
signing such notes to be engraved on the notes before they are de-
livered to the issuing bank.

Section 210 (d) of the Transportation Act of 1920, approved Febru-
ary 28, 1920, provides in part that the Interstate Commerce Commis-
sion or the Secretary of the Treasury may call upon the Federal Re-
serve Board for advice and assistance with respect to any loan or
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application for any loan made by the United States to any railroad
under the authority of section 210 of the act. As mentioned on
pages 166 and 167 of the annual report of the Secretary of the
Treasury for the fiscal year 1920, the Federal Reserve Board has
been called upon by the Secretary of the Treasury for such advice
and assistance, and for this purpose created a committee known as
the Railway Loan Advisory Committee to the Federal Reserve Board.
This committee has been, since its organization on April 1, 1920,
actively engaged in assisting the Secretary of the Treasury in the
performance of the duties imposed upon him by the Transportation
Act of 1920.

By the act approved May 26, 1920, the so-called Kern amendment
to section 8 of the Clayton Anti-trust Act, relating to interlocking
directorates, was amended so as to authorize the Federal Reserve
Board to grant permits to private bankers to serve not more than
two banks, banking associations, or trust companies organized under
the laws of the United States or any State of the United States when
those banks are not in substantial competition with the applying
banker or with each other. Prior to this amendment the Board had
no authority, under the terms of the Kern amendment, to grant per-
mits to private bankers to serve banks when they were prohibited
from serving such banks by the terms of the Clayton Act, although
the Board did have such power with respect to directors, officers, and
employees of member banks.

The appropriation act approved May 29, 1920, in certain sections
thereof, provides for the discontinuance of the subtreasuries of the
United States from and after July 1, 1921, or at such earlier date oi
dates as the Secretary of the Treasury may deem advisable, and au-
thorizes the Secretary of the Treasury in his discretion to transfer
any and all of the duties and functions of the assistant treasurers or
the subtreasuries to the Treasurer of the United States, or the mints
or assay offices, or to utilize any of the Federal Reserve Banks acting
as depositaries or fiscal agents of the United States for the purpose
of performing any or all of these duties and functions. The Secre-
tary of the Treasury is further authorized to assign any and all of
the rooms, vaults, equipment and safes or space in the buildings used
by the subtreasuries to any Federal Reserve Bank acting as fiscal
agent of the United States. As stated on page 73, the subtreasuries
at Boston, Chicago, New York, and San Francisco have already been
discontinued and their functions taken over by the Federal Reserve
Bank located in the respective city, and it is planned to close the
remaining subtreasuries and transfer their functions to the Federal
Reserve Banks as rapidly as possible.
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The Board has no further amendments to suggest to Congress at
this time. It desires, however, to express its opposition to any legis-
lation which would impair the ability of the Federal Reserve Banks
to exercise the proper control over their credit transactions as well as
to legislation tending to remove the wise limitations now imposed by
the Federal Reserve Act upon the character of paper eligible for dis-
count. The Board would point out that the power of the Federal
Reserve System to expand credits in amounts sufficient to meet great
emergencies has been demonstrated repeatedly during the past five
years, and it is not believed that any greater latitude is necessary or
desirable.

LAW DIVISION.

There has been no substantial change during the past year in the
work of the Law Division, and a reference to pages 56-58 of the last
annual report of the Board will show the general character of that
work and the scope of the duties of the Law Division. It is not
necessary to add anything to what was said in that report as to the
work of the Law Division under, the subheadings State laws, Mem-
bership of State banks and trust companies, Clayton Antitrust Act,
and Opinions and rulings, except to state that during the past year
the Board has approved, after examination and report by the Law Di-
vision, 360 applications made by State banking institutions for mem-
bership, and has received and considered, after similar examination
and report, 259 applications filed with it under the provisions of the
so-called Kern amendment to section 8 of the Clayton Antitrust
Act relating to interlocking bank directorates. Certain special fea-
tures of the work of the Law Division during the past year are, how-
ever, of sufficient importance to be mentioned in this report.

Regulations,—The Board's regulations which have been issued
from time to time in the past were recently added to, revised, and
reissued in a new series, series of 1920. A revision of the earlier
regulations was necessary in order to bring the regulations up to
date and to incorporate in them the amendments to the law and rul-
ings of the Board made since the last series of the regulations,
series of 1917, was issued. New regulations were added covering the
organization and operation of corporations under the provisions of
section 25 (a) of the Federal Reserve Act, which section was added
by the amendment approved December 24, 1919, and is commonly
known as the Edge Act, and covering interlocking bank directorates
under the Clayton Act as amended. In connection with the prepara-
tion of the new series, the Law Division has been called upon to draft
the new regulations and to revise the earlier ones and to render ad-
vice and assistance covering the legal aspects of the matters in-
volved.
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Trust powers of "national baniks.—During the past year 272 na-
tional banks have been granted permits under the terms of section
11 (k) of the Federal Reserve Act, of which 247 were original
applications and 25 were supplementary applications. Recently
the legal effect of this section as amended has been clarified and the
Board's interpretation thereof confirmed by a number of decisions
rendered by the courts of various States. It will be recalled that the
Supreme Court df the United States, in an opinion1 rendered June 11,
1917, upheld the constitutionality of section 11 (k) as originally
enacted. By the act of September 26, 1918, the section was amended
so as to permit national banks to compete for trust business with
State banks and trust companies upon more equal terms. Since that
amendment the State courts of New York,2 Connecticut,3 and Wis-
consin 4 have rendered decisions substantially to the effect that it is
now beyond the constitutional power of a State to withhold from
national banks located within its borders the authority to exercise
trust powers when competing State institutions are permitted to
exercise those powers, irrespective of whether the discrimination
attempted to be made by the State against the national banks takes
the form of an express statutory prohibition or is to be implied
from the mere absence of permissive legislation. The opinions in
these cases have all been published in the Bulletin.

Edge Act.—Throughout the year the Law Division has been called
upon frequently to prepare opinions with reference to the interpre-
tation of sections 25 and 25 (a) of the Federal Reserve Act, which
sections deal with foreign financial corporations and the rights of
national banks to invest in the stock thereof, and to advise as to the
requirements of the law in connection with the organization of corpo-
rations under the terms of section 25 (a), the so-called Edge Act.
Recently the Board has received numerous applications by national
banks for permission to invest in the stock of the two international
financial corporations wThich have been in process of organization
under that1 act, and these applications have all been referred to the
Law Division before being acted upon by the Board.

Summary of amendments.—The Law Division during the year
compiled a summary of the various acts amending the Federal
Reserve Act, including those laws which specifically amend the text
of that act and those which amend it in substance without effecting
a change of text.

1 First National Bank of Bay City v. Fellows, Attorney General, and others, 244 U. S.,
416.2 In the matter of Mollineaux, 179 New York Supplement, 90.8 In re Hamilton, 110 Atl., 54.

* In re Stanchfield, 178 N. W., 310.
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FEDERAL ADVISORY COUNCIL.

The Federal Advisory Council held its four statutory meetings
in Washington during 1920 on the following dates: February 17,
May 17, September 20, and November 15. No other meetings of the
council were held during the year.

CONFERENCES HELD BY THE BOARD.

The Federal Keserve Board conferred with the Federal Advisory
Council on the occasion of each of its meetings, and while the
council was in session in Washington on May 18 a joint confer-
ence was held with members of the council and the Class A direc-
tors of the Federal Eeserve Banks for the purpose of discussing the
credit situation as it then existed.

On April 7 the Board held a conference with the governors of
the Federal Eeserve Banks, and on October 15 a joint conference
was held with the Federal Reserve agents and the governors of
the Federal Reserve Banks. At these conferences matters relating
to the operations of the Federal Reserve System were discussed.

BOARD'S ORGANIZATION, STAFF, AND EXPENDITURES.

There have been numerous changes in the Board's organization and
staff during the past year.

On February 2, Hon. David F. Houston, previously Secretary of
Agriculture, took the oath of office as Secretary of the Treasury,
succeeding Hon. Carter Glass, and thereby became ex-officio member
and chairman of the Federal Reserve Board.

The resignation of Albert Strauss, vice governor of the Board,
was accepted by the President March 15. Mr. Strauss had been a
member of the Board since September 18, 1919, and vice governor of
the Board throughout his period of office. Mr. Strauss resigned to
reenter private business.

Hon. Edmund Platt, chairman of the House Banking and Cur-
rency Committee, was appointed by the President to fill the unex-
pired term of Mr. Strauss, and took office on June 8. At the time
of his nomination Mr. Platt was a Member of Congress, having
represented the twenty-sixth New York district since 1913. Through-
out the term of his service in Congress Mr. Platt was a member of
the Committee on Banking and Currency, and served as chairman
from March 4, 1919, to the date of his resignation.

In May, Edward L. Smead was appointed chief of the Board's
Division of Reports and Statistics, succeeding M. Jacobson, who
previously held the dual title of statistician and chief, Division of
Reports and Statistics. Mr. Smead was appointed to the Board's
staff on April 19, 1915.
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On June 30 George L. Harrison, general counsel of the Board,
resigned to become deputy governor of the Federal Reserve Bank of
New York, and Walter S. Logan, assistant counsel, was appointed
general counsel.

The President, on July 23, redesignated W. P. G. Harding as
Governor of the Federal Reserve Board for the period ending
August 10, 1922, and Edmund Platt was designated as vice governor
of the Board for the period July 23, 1920, to August 10, 1922.

The term of office of Henry A. Moehlenpah, who was appointed on
September 5 and took office on November 10, 1919, to fill the un-
expired term of Frederic A. Delano, expired August 9, 1920. The
President, on September 29, during a recess of the Senate, appointed
David C. Wills, since 1914 chairman of the board of directors and
Federal reserve agent of the Federal Reserve Bank of Cleveland, a
member of the Board to serve until the end of the next session of
the Senate.

William W. Paddock, chief of Division of Examination, resigned
on September 30 to become deputy governor of the Federal Reserve
Bank of Boston, and effective October 6 James F. Herson, chief
Federal reserve examiner, was appointed chief of the Division of
Examination in addition to his other duties.

On October 16 Robert G. Emerson, assistant secretary, was ap-
pointed assistant to the governor, and Walter L. Eddy was appointed
assistant secretary,

William W. Hoxton, executive secretary, was appointed secretary
of the Board November 1, upon the resignation of Webb T. Chap-
man, who had been secretary of the Board since September 1, 1919,
and who had been connected with the Board since its organization
in 1914.

The total cost of conducting the work of the Board during the
year 1920, including salaries of members and expense of printing
and circulating the Federal Reserve Bulletin, was $712,043.63.
Two assessments were levied against the Federal Reserve Banks dur-
ing the year, aggregating $700,766.52, or approximately 296 thou-
sandths of 1 per cent of their average paid-in capital and surplus
for the year.

Further details relative to the operation of the Federal Reserve
Board and the annual reports of Federal reserve agents appear as
exhibits in the Appendix.

By direction of the Federal Reserve Board :
W. P. G. HARDING,

Governor.
The SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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Washington, February 20, 1922.
SIR: In compliance with the requirements of section 10 of the

Federal Reserve Act, the Federal Reserve Board submits herewith
its eighth annual report, which covers operations for the calendar
year ended December 31, 1921.

In its last annual report the Board commented upon the fact that
the year 1920 had been essentially a period of reaction. The course
of world events throughout a period of five years preceding had
brought about in the United States the most notable advance in
prices and the greatest expansion of business ever known. It was
realized all the while, however, that there would be, sooner or later,
reaction and readjustment, These came during the year 1920, world-
wide in scope and irresistible in force, and made that year memorable
as one of the most eventful in economic history.

The sequence of economic events culminating in the disastrous
crisis of 1920 and the functioning of the Federal Reserve System in
this trying emergency have been the subjects of an extensive study
by the Joint Congressional Commission of Agricultural Inquiry.
The report of the commission will doubtless shed much light upon the
unprecedented conditions with which the credit and banking organi-
zation of the country, and more particularly the Federal Reserve
System, has had to deal. Up to the end of the year the commission
had not made its final report, but some of the credit problems con-
sidered by it were discussed in a public address made in December
last by the chairman of the commission and this address is included
in this report as Appendix \ .

CHANGES IN CONDITION OF FEDERAL RESERVE BANKS.

The great economic reaction was not, however, reflected immediately
in the operations of the Federal Reserve System, for while the fall in
commodity prices, which began in the case of silk in March, 1920,
had extended in a spectacular degree to practically all commodities
by October, the expansion of the loans of the Federal Reserve Banks
continued until early in November and of Federal Reserve note issues
until December 23, 1920, when the total amount in circulation in-
creased to $3,404,000,000,'a record high mark.

During the year 1921, there was, until early in December, an almost
continuous decline in the loans and other earning assets of the Fed-
eral Reserve Banks and in Federal Reserve notes in circulation, while
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at the same time there was a steady and practically continuous"
increase in the gold reserves of the banks.

In order to present a clearer view of the changes which have taken
place in the position of the Federal Reserve Banks, there is appended
a chart which shows the note circulation, cash reserves and the
movement of the earning assets of all Federal Reserve Banks for
the years 1919, 1920, and 1921, This chart shows at a glance the
effect upon the Federal Reserve Banks of the great expansion in
business and prices which took place during the year 1919, of the
reaction which occurred in 1920, and of the depression and steady
liquidation which has marked the year 1921.

RESERVES, EARNING ASSETS AND F.R.NOTE CIRCULATION
OF FEDERAL RESERVE BANKS

(DAILY AVERAGE FIGURES FOR EACH MONTH, 1919-1921)

— CASH RESERVES
— — — A /?. NOTE CIRCULATION

• • • • TOTAL EARNING ASSETS
— — —TOTAL DISCOUNTS

PAPER SECURED BY U. S. GOVERNMENT OBLIGATIONS

I . . 1 , , 1 • , I , . I , . I
J F. M. A. M. J . J . A. S. 0. N. D." J . F. M. A. M. J . J. A. S. 0. N. D. J. F. M. A. M. J. J. A. S. 0. N. D.

1919 1920 1921

RESERVES, EARNING ASSETS, AND FEDERAL RESERVE NOTE CIRCULATION.

[Daily average figure? for each month 1919-1921; in thousands of dollars.]

I Paper
j Federal secured by j

Cash \ Reserve j United
reserves, j note I States Gov-

I circulation, i ernment
; obligations.

1919.
J a n u a r y 2 ,164.167
F e b r u a r y i 2 ,183,641
M a r c h '• 2,202,368
April i 2,224,948
May I 2,246,087
June 2,248, 265
July ! 2,176,779
August I 2,146,003
September 2,157,932
October ; 2,207,386
November ! 2,185,149
December i 2,149,653

2,540,
2. 462,
2, 503,
2, 547,
2, 534,
2,500,
2, 523,
2, 544,
2, 627,
2,738,
2, 812,
2, 955,

642 ;
941 !
350 -
535 |
112 i
969 !
960 |
357 I
295 i
394 i
247 I
476 !

'•• T o t a l
Total earning

discounts, i assets.

463,130
529,693
673, 760
725,153 I
797,295
630,557 |
613,294 |
579,765 |
519.082 '
662.083
695,473
525, 251

1,734,655 ;
1,763,226 !
1,861,532 :
1,919,461 !
1,973,926
1,842,112 !
1, 867,920
1,801,887
1,777,334
2,073,416
2,145,631
2^157,021

2,213,511
2,225,686
2,318, 422
2,341,724
2,391,774
2,323,992
2,478,863
2,442,627
2,471.515
2,709,330
2,907,803
3. 034, 224
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RESERVES, EARNING ASSETS, AND FEDERAL KESERVE NOTE CIRCULATION—Contcl.

[Daily average figures for each month 1919-1921; in thousands of dollars.]

January
February.. .
March
April
May
June
July
August
September..
October
November..
December..

1920.

1921.

Cash
reserves.

2,098,498
2,053,422
2,058,293
2,084,077
2,078,822
2,102,985
2,118,899
2,127,305
2,139,280
2,162,178
2,182,795
2,221,573

January 2,287,274
February 2,343,537
March I 2,403,470
April 2,485,079
May I 2,541,647

" 2,605,779
2,655,179
2,740,388
2,836,396
2,905, 727

June.
July
August
September.
October. . .
November I 2,964,419
December 2,994, ~~~

Federal
Reserve

note
circulation.

2,887,846
2,946,863
3,040,440
3,071,754
3,089,737
3,113,949
3,143,465
3,165,222
3,275,535
3,336,768
3,327,632
3,342,520

3,177,656
3,068, 578
2,979,486
2,870,672
2,787,379
2,682,560
2,604,750
2,512,348
2,493,910
2,456,121
2,402,442
2,416,096

Paper
secured by

United
States Gov-

ernment
obligations.

1,427,011
1,486,723
1,455,981
1,435,582
1,473,800
1,342,606
1,264,848
1,297,880
1,255,498
1,205,915
1,191,305
1,169,492

1,077,266
1,011,039
1,001,626

941,237
844,416
699,689
624,823
558,152
513,262
485,330
461,705
476,161

Total
discounts.

2,142,788
2,298,917
2,386,537
2,440,376
2,537,551
2,461,022
2,519,044
2,605,113
2,677,052
2,782,055
2,776,457
2,730,360

2,536,105 ;
2,408,792 '
2,301,628 i
2,139,982 !
1,966,646 I
1,817,749
1,725,162 !
1,554,702 l
1,445,690 |
1,376,914 |
1,232,576 i
1,185,432 i

Total
earning

3,043,952
3,153,994
3,211,936
3,191,945
3,255,859
3,209,650
3,200,973
3,233,862
3,329,481
3,390,089
3,375,395
3,313,502

3,034,655
2,869,233
2,735,784
2,527,253
2,353,794
2,175,175
2,012,699
1,841,596
1,740,474
1,640,740
1,520,283
1,517,194

COMPARISON OF CHANGES IN CONDITION OF MEMBER BANKS AND FEDERAL
RESERVE BANKS.

There is also submitted another chart, covering the same period,
which shows the loans and investments of member banks in the prin-
cipal cities of the country, the bill holdings and gold reserves of the
Federal Reserve Banks, and the volume of business as indicated by
debits to individual accounts of reporting banks (all expressed as
index numbers with the average for the year 1919 as the base).

The curve showing the volume of business, as indicated by bank
debits, reflects the business expansion which took place in the second
half of the year 1919 and the liquidation which began in the early
part of 1920 and continued until the middle of 1921. It will be
noticed that the reduction in the loan accounts of the reporting
member banks during the first half of 1921 offsets approximately
the expansion of their loan accounts in the last half of the year 1919.
It will be observed, however, that during the year 1920 the curve
of credit of the member banks, as indicated by their loans, is alto-
gether different from the curve showing the volume of business, as
indicated by debits to individual accounts. The decline in prices
and the falling off in business, which took place during the year
1920, is not at all reflected in the loan accounts of the member
banks. There was no reduction in their loans until late in the year.
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On the other hand, the banks were extending their credit lines until
the peak of the crop-moving season had been passed. Agriculture
was in distress and commerce and industry generally were in the
midst of the crisis of readjustment and urgently needed assistance
in effecting the transition from the period of expansion through
the period of liquidation. That assistance was extended by the
member banks and by the Federal Reserve Banks, as both credit
curves clearly show, and in this way liquidation of business was
moderated and the rout, which would have been inevitable but for
the steadying influence of the credit machinery of the Federal Reserve
System, was held within the limits of an orderly retreat.

In comparing the member bank credit curve with that of the
Federal Reserve Banks, it is clear that, while both curves are in-
fluenced by the same changes in the business situation, their response
is by no means the same. The chart shows that the reserve bank
curve moves much more rapidly and sharply than the member bank
curve, which appears flat by comparison with the reserve bank curve
-and gives a less lively impression of business and credit developments
and of the changes which were in process.

The relative flatness of the member bank credit curve during the
year 1920, as compared with the reserve bank curve, is due to several
circumstances. The volume of member bank loans is far greater than
their rediscounts, which constitute the greater part of the bill hold-
ings of the Federal Reserve Banks. Because the base figure is much
smaller for Federal Reserve Banks than for member banks, the same
change in absolute amounts results in a much larger change in per-
centage and consequently in a much sharper movement in the reserve
bank curve than in the member bank curve.

In addition to the difference in the base figure, there are other
influences tending to make the member bank curve relatively flat.
The larger proportion of the loans of member banks at any time
represents loans incident to the ordinary volume and requirements
of business and thus exercises, even in times of marked changes in
the business situation, a steadying influence on the member bank
curve. The situation of the reserve banks is different. Their loan
account does not reflect the normal volume of credit in use, for
under normal conditions their rediscount transactions are not large.
I t is not the absolute amount of credit in use but the ebb and flow
of credit which affects the loan account of the Federal Reserve
Banks. A Federal Reserve Bank plays little part in the ordinary
credit business of the country. It does not deal with borrowers
directly. It can not lend directly to the customers of member
banks, nor does it, in fact, take the initiative in making loans to
a member bank for the purpose of enabling the member bank to dis-
tribute the funds so secured to its customers. A Federal Reserve
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REPORT OF THE FEDERAL RESERVE BOARD. 5

Bank lends to a member bank against transactions already made,
for the purpose of enabling the member bank to restore its reserve
to the legal requirement, after the reserve has been impaired or is
about to be impaired, because of increased loans and deposits. The
relations of the business man, be he farmer, merchant, or manu-
facturer, are with his member bank, and the member bank in turn
deals with the reserve bank only as occasion may require. A Federal
Reserve loan is not the first but the second line of credit. The ex-
pansion and contraction of the reserve bank loan account are once
removed from the expansion and contraction of the volume of busi-
ness, as reflected in commercial bank loans. Normally, the Federal
Reserve System is called into activity when the supply of ordinary
credit facilities is inadequate. It supplements, temporarily, the re-
sources of its members. It is the extent of the deficiency in the lend-
ing power of the member banks, as measured by their ability to
meet credit requirements, that is reflected in the upward or down-
ward movement of the Federal Reserve loan account. When busi-
ness is speeding up beyond their normal credit capacity, commercial
banks must resort to the Federal Reserve Banks for accommodation.
When business is receding and liquidating in a period of economic
reaction, slackening of credit requirements will result in a marked
reduction of borrowings from Federal Reserve Banks. Therefore,
the reserve bank curve reflects the fluctuations in the volume of credit
required, rather than the actual total volume of credit in use.

On a relative basis the reserve bank curve has a tendency to mag-
nify what is going on in times either of rapid expansion or of acute
liquidation. In other words, it gives an exaggerated or heightened
impression of these movements.

There are still other circumstances of a temporary nature tending
to reduce the range of fluctuations in the member bank loan curve as
compared with the reserve bank credit curve. It will be recalled that
the loan and investment account of banks throughout the country was
greatly expanded during 1918 by heavy investments in Liberty bonds
and certificates of indebtedness as well as by accommodations to sub-
scribers to Government war loan issues. During 1919 and 1920 the
process was reversed. There was constant liquidation of bank hold-
ings of Government securities and of loans secured by these obliga-
tions. Reporting member banks' holdings of Government securities
dropped from $3,267,147,000 on May 2, 1919, to $2,000,983,000 on
January 2, 1920, and to $1,312,186,000 on January 7, 1921. On De-
cember 28, 1921, however, the reporting banks held $1,469,323,000 of
Government securities, or $157,137,000 more than at the beginning
of the year, the increase corresponding to the banks' holdings of
United States Treasury notes which were first issued on June 15.

85227—22 2
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0 REPORT OF THE FEDERAL RESERVE BOARD.

1921. Member banks' loans secured by Government obligations,
which amounted to $1,020,384,000 on December 26, 1919, had declined
to $908,908,000 on December 31, 1920, and to $512,520,000 on Decem-
ber 28, 1921. The liquidation in the loan and investment account of
the member banks from these sources has, therefore, been very con-
siderable, although it does not appear to be reflected in the movement
of the member bank curve of credit in 1920. That curve was ascend-
ing in spite of liquidation from these sources, but it is reasonable
to assume that but for this liquidation it would have ascended much
more, for it appears that the credit released by the liquidation of
war loan securities and paper was used to expand the agricultural,
commercial, and industrial loan accounts of the banks.

During the winter of 1920-21, there appeared an influence of an
opposite character, namely, the so-called "frozen credit," by which
term is meant credit which has been carried beyond the time when
the transactions which gave rise to the credit should normally have
liquidated themselves. Large volumes of goods produced in 1920
were carried by producers for lack of satisfactory markets. Prices
were falling, markets were collapsing, and there was congestion of
goods at points of primary production and distribution. In many
cases, the owners of these goods had to be carried along. There is
no means of approximating the amount of these so-called " frozen
credits," but there is reason to believe that a year ago they consti-
tuted an alarmingly large proportion of the total loans and discounts
carried by the commercial banks of the country and that in some
sections, at least, they still constitute a very substantial part of the
total. Because of these unliquid loans, the member bank loan curve
indicates a more gradual and moderate liquidation. It was this re-
tarded or orderly liquidation which kept the curve from descending
as swiftly as would have been the case had the liquidation been influ-
enced merely by the volume of current business transactions.

The sharp and prolonged decline in the reserve bank curve of
credit throughout the year 1921, and the liquidation which it reflects,
can not be understood without reference to the great amount of gold
which during the past 12 months has come into the country and
into the Federal Reserve Banks. The gold holdings of the Federal
Reserve System increased from $2,059,333,000 on December 30, 1920,
to $2,869,600,000 on December 28, 1921. while their bill holdings
declined from $2,974,836,000 on December 30, 1920, to $1,294,073,000
on December 28, 1921. (The increase in gold reserves is partially
offset bj- a decrease of $67,230,000 in reserves other than gold, i. e.,
silver and legal-tender notes.) Thus, it appears that about 44 per
cent of the liquidation of the loan account of the Federal Reserve
System may be attributed to its increased gold holdings. The in-
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REPORT OF THE FEDERAL RESERVE BOARD. 7

fiiience of gold in Federal Reserve Bank liquidation is even greater
in the case of the Federal Reserve Bank of New York, which has
been the chief recipient of the imported gold. The bill holdings
of that bank fell from $1,014,141,000 on December 30, 1920, to
$260,370,000 on December 28, 1921. Its gold holdings for the same
period show an increase from $466,267,000 on December 30, 1920,
to $1,069,499,000 on December 28, 1921. After making allowance
for the decrease of $99,360,000 in the bank's holdings of silver and
legal-tender notes, it is found that the gold factor accounts for
over 66 per cent of the liquidation in the loan account of tire Federal
Reserve Bank of New York.

BANK CREDIT, GOLD RESERVES AND VOLUME OF BUSINESS
1919-1921

( INDEX NUMBERS; 1919 AVERAGE = 100)
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Much of the gold which has come into the United States from
abroad during the past year has been in liquidation of foreign in-
debtedness, while the balance has been employed in the creation of
dollar exchange for future use. The greater part of this gold has
been turned over by member banks to the Federal Reserve Banks in
liquidation of their own indebtedness. Thus, the pronounced and
continuous downward trend of the reserve bank loan curve during
the past }̂ ear is shown to be due largely to foreign liquidation.

The volume of business curve shows considerable steadiness after
the first quarter of 1921 and the member bank curve of credit after
the second quarter, but the Federal Keserve Bank credit curve con-
tinued its downward course in 1921, without abatement until the
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8 KEPORT OF THE FEDERAL RESERVE BOARD.

middle of November, in quick and close response to the continuous
upward course of the curve of gold reserves. It should, therefore,
not be overlooked that as an indicator of the degree and rapidity of
domestic liquidation the reserve bank credit curve is misleading,
owing to the offsetting influence of the gold factor.

The figures to which reference is made in this discussion appear
below.

B A N K I N G DEVELOPMENTS, 1919-1921.

[Averages based on weekly figures. Amounts in millions of dollars.]

January
February..
March
April
May
June
July
August
September.
October
November.
December..

1919.

January
February . .
March
April
May
June
July
August .
September.
October
November.
December..

January
February..
March
April
May
June
July
August
September.
October
November.
December..

1920.

1921.

All Federal Reserve Banks.

Bill
holdings.

1,992
2,084
2,147
2,138
2,168
2,089
2,241
2,174
2,136
2,436
2,633
2,661

2,720
2,867
2,856
2,853
2,934
2,857
2,875
2,933
2,973
3,071
3,033
2,952

2,692
2;570
2,444
2,241
2,039
1,865
1,735
1,566
1.471
1,415
1,296
1,288

Gold
reserves.

2,100
2,119
2,138
2,156
2,177
2,177
2,112
2,079
2,086
2,136
2,116
2,089

2,037
1,979
1,936
1,950
1,943
1,964
1,975
1,974
1,975
1,998
2,011
2,043

2,092
2,127
2,192
2,283
2,370
2,439
2,503
2,598
2,694
2,755
2,825
2,865

Federal
Reservenote cir-
culation.

2,534
2,465
2,506
2,547
2,532
2,500
2,527
2,543
2,627
2,742
2,821
2,959

2,892
2,962
3,041
3,075
3,092
3,115
3,145
3,172
3,277
3,338
3,329
3,344

3,159
3,054
2,986
2,871
2,784
2,682
2,594
2,505
2,4S5
2,452
2,397
2,415

Federal Reserve Bank of
New York.

Bill
holdings.

757
804
780
751
795
721
852
789
718
883
923
921

963
1,018

997
949
981
968
985

1,006
956

1,014
1,013
1,005

938
922
826
676
608
479
432
396
315
298
248
271

Gold
reserves.

611
593
677
740
721
765
632
602
605
587
607
587

557
535
498
552
555
538
518
483
490
477
474
459

415
413
500
650
682
822
846
862
966

1,001
1,044
1,045

Federal
Reserve
note cir-
culation.

676
665
709
738
743
736
749
748
753
756
761
796

775
810
834
838
848
857
860
854
862
872
876
871

805
793
791
764
723
690
657
638
638
634
636
655
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B A N K I N G DEVELOPMENTS, 1919-1921—Continued.

[Averages based on weekly figures. Amounts in millions of dollars.]

January
February..
March
April
May
June
July
August
September.
October
November.
December..

January
February..
March
April
May
June
July
August
September.
October
November.
December..

January—
February..
March
April
May
June
July
August
September.
October
November.
December..

1919.

1920.

1921.

Loans and
invest-
ments.1

14,178
14,257
14,578
14.559
14,886
14,969
14,813
15,204
15,577
15,961
16,143
16,337

16,670
16,630
16,813
16,935
16,941
16,926
16,876
16,862
17,012
17,147
16,827
16,692

16,402
16,131
16,021
15,733
15,466
15,319
15,020
14,876
14,857
14,897
14,792
14,797

Reporting member banks.

Net de-
mand

deposits.

10,048
9,908

10,115
10,135
10,439
10,393
10,604
10,800
10,984
11,140
11,330
11,244

11,576
11,482
11,600
11,546
11,506
11,499
11,466
11,299
11,286
11,266
11,027
10,823

10,816
10,583
10,404
10,201
10,194
10,182
10,037
9,921
9,953

10,107
10.210
10,242

Accommo-
dation at
Federal
Reserve
Banks.

1,306
1,400
1,449
1,443
1,497
1,361
1,454
1,395
1,383
1,660
1,765
1,739

1,803
2,019
2,053
2,069
2,085
1,981
2,005
2,072
2,117
2,222
2,200
2,132

1,947
1,878
1,792
1,601
1,421
1,267
1,167

996
906
854
723
697

Ra t io of
Federal
Reserve

accommo-
dation to

total loans
and invest-

ments
(percent).

9
10
10
10
10
9

10
9
9

10
11
H

11
12
12
12
12
12
12
12
12
13
13
13

12
12
11
10
9
8
8
7
6
6
5
5

1 Including rediscounts with Federal Reserve Banks.
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10 REPORT OF THE FEDERAL RESERVE BOARD.

INDEX NUMBKRS OF BANKING AND B U S I N E S S DEVELOPMENTS : 1919-1921.

[Average for 1919=100.]

January
February..
March
April
May
June
July
August
September.
October
November.
December..

January
February..
March
April
May
June
July
August
September.
October
November.
December..

January
February..
March
April
May
June
July
August
September.
October
November.
December..

1919.

1920.

1921.

All Federal Reserve Banks. | F e d e r a ^ s ^ 0 ^ B a n k o f

Bill j Gold
holdings, j reserves.

99
100
101
102
102
103

100 i
97 !
95 I
109 !
118 !
119 I

122
128
128
128
131
128
128
131
133
137
136
132

120
115
109
100
91
83

63
58
58

Federal i
Reserve i Bill
note cir- j holdings,
culation. I

101
100

96 !
93
91
92
92
92
93
93
93 ]
94 !
95 i

99
100
103
107
112 I
115
118 I
122 j
127
130
133
135 I

97
95 i
96 !
98 !
97 |
96
97
98
101 ;
105 •
108 \
113

111
114
117
US !
119
119
121
122
126
128
128
128

121
117
115
110
107
103
100
96
95
94
92
93

94
100
97

106
98
89
109
114
114

119
126
123
117
122
120
122
125
118
126
125
124

116
114
102
84
75
59
53
49
39
37
31
34

Gold
reserves.

95
92
105
115
112
119
98
94
94
91
94
91

65
64
78
101
106
128
132
134
150
156
162
163

Federal
Reserve
note cir-
culation.

92
90
96
100
101
100
102
102
102
103
104
108

105
110
113
114
115
116
117
116
117
119
119
118

109
108
108
104
98
94
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INDEX NUMBERS OF BANKING AND B U S I N E S S DEVELOPMENTS : 1919-1921—Contd.

[Average for 1919=100.]

Reporting member banks.

Loans
and

invest-
ments.1

1919.
January
February
March
April
May
June
July
August
September
October
November
December

1920.
January
February
March
April
May
June
July
August
September
October
November
December

1921.
January
February
March
April
May
June
July
August
September
October
November
December

94
94
96
96
98
99
98
101
103
106
107
108

110
110
111
112
112
112
112
112
113
113
111
110

Net
demand
deposits.

100
102
104
105
107
106

109
108
109
109
109
109
108
107
107
106
104
102

109
107
106
104
102
101
99
98
98
99
98
95

102
100
98
96
96
96
95
94
94
95
96
97

Accom-
moda-
tion at
Federal
Reserve
Banks.

97
101
92
98
94
93
112
119
117

121
136
138
139
140
133
135
139
142
150
148
143

131
126
121
108
96
85
79
67
61
57
49
47

Volume
of busi-
ness.2

85.6
83.3
88.7
95.1

102.5
103.4
101.2
104.6
113.5
116.4

116.7
111.0
108.4
107.1
108.6
106.9
103.6
101.2
98.4

100.3
104.3
104.6

104.7
98.2
90.1
85.0
85.9
85.9
85.2
81.6
80.2
82.3
88.9
90.5

Whole-
sale

price
index.8

95.8
92.9
94.8
95.8
97.6
97.6

103.3
106.6
103.8
105.2
108.5
112.3

117.0
117.5
119.3
125.0
128.3
126.9
123.6
117.9
114.2
106.1
97.6
89.2

83.5
78.8
76.4
72.6
71.2
69.8
69.8
71.7
71.7
70.8
70.3
70.3

Volume
of manu-
factures.4

101.6
86.7
92.6
93.7
95.7
95.9

101.9
107.2
103.8
104.4
102.2
102.1

115.9
104.6
118.0
108.8
111.8
109.6
•102. 3
104.9
101.4
101.2
88.9
77.9

78.3
75.0
80.6
75.8
79.3
75.9
68.5
81.5
81.0
90.6

1 Including rediscounts with Federal Reserve Banks.
2 As measured by debits to individual accounts, 3 months' moving averages.
3 United States Bureau of Labor Statistics.
4 Harvard Committee on Economic Research.

CHANGES IN PRINCIPAL ASSETS AND LIABILITIES OF FEDERAL RESERVE
BANKS DURING 1921 .

On December 28, 1921, the earning assets of all Federal Keserve
Banks combined amounted to $1,535,851,000, as compared with
£3,263,027,000 on December 30, 1920, a reduction of $1,727,176,000,
or 53 per cent, and a reduction of $1,886,125,000, or 55 per cent,
from the high point reached on October 15, 1920.

This reduction in loans during the year was accompanied by a
steady increase of gold reserves and an almost continuous reduction
in Federal Reserve note circulation. Between January 7 and Decem-
ber 28, 1921, the dates of the first and last reports of the year, dis-
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12 REPORT OF THE FEDERAL RESERVE BOARD.

counted bills held by all Federal Reserve Banks declined from
$2,607,349,000 to $1,179,833,000, a decrease of 55 per cent. Of this
decrease $617,343,000 represents a reduction in bills secured by Gov-
ernment obligations and $810,173,000 in other discounts. This reduc-
tion in loans continued despite the fact that the Federal Reserve
Banks, beginning in April, made substantial and some of them re-
peated reductions in discount rates.

With the discontinuance early in the year of preferential rates on
paper secured by Government obligations, there was no longer the
same incentive for member banks to offer to Federal Reserve Banks
paper secured by Government obligations in preference to other
eligible paper. Furthermore, the volume of Government securities
outstanding was decreasing and easier conditions in the money market
resulted in a larger proportion of the successive issues of Treasury
certificates being taken for investment purposes. Of the total volume
of paper under rediscount for member banks on December 28, only
41 per cent was paper secured by Government obligations, although
the larger proportion of the direct borrowings of member banks, by
means of notes maturing within 15 days, was secured by Treasury
certificates or United States bonds. Notes fully secured by these
obligations require no revenue stamps.

Federal Reserve Bank holdings of bills purchased in open market
declined steadily from $234,759,000 on January 7 to $19,424,000
on July 27. This decline reflected both the reduction in the volume
of bankers' acceptances based upon foreign trade transactions, and
the larger demand from commercial and savings banks, as well as
from corporate and individual investors. Since the 1st of August
open-market purchases of bills have shown a tendency to increase,
although the total held has at no time exceeded $126,525,000.

Negligible changes are shown in Federal Reserve Bank holdings
of United States bonds and notes up to June 1. The increase in
investments of this class since that time is due chiefly to purchases
of new Treasury notes and Victory notes by some of the Federal
Reserve Banks.

The special one-year certificates held on deposit with the Treasury
to secure Federal Reserve Bank note circulation, under the terms
of the so-called Pittman Act, show no change during the first
two months of the year. Since then there has been a gradual re-
duction, largely in connection with the retirement of Federal Re-
serve Bank notes, which have been replaced by the Treasury by
silver certificates issued against newly coined standard silver dollars.
The amount of these certificates of indebtedness held for the Federal
Reserve Banks on December 28, 1921, was $119,500,000 against $259,-
375,000 on December 30, 1920. The variations during the year in the
holdings of other Treasury certificates were due in part to tern-
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REPORT OF THE FEDERAL RESERVE BOARD. 13

advances made by the banks to the Treasury, pending the
collection of funds from depositary institutions.

The gold reserves held by all Federal Reserve Banks on December
30,1920, were $2,059,333,000. There were large and constant increases
until December 21, and the total gold reserves held by the banks on
December 28, 1921, amounted to $2,869,600,000. During the same
period other cash reserves, which include legal-tender notes, silver,
and silver certificates, declined from $189,830,000 to $122,600,000.
The increase in the gold reserve of $810,267,000 represents for the
greater part gold imported from abroad. The following table shows
in detail exports and imports of gold during the year 1921, from
which it will be seen that net imports amounted to about 80 per cent
of the increase in the holdings of gold by the Federal Reserve Banks.

GOLD IMPORTS INTO AND EXPORTS FROM THE UNITED STATES DURING 1921, DIS-
TRIBUTED BY COUNTRIES.

\ustria
Belgium
Denmark
Finland.
France..
Germany.
Greece
Italy . . .
Malta
Netherlands
Norway
Poland and Danzig . . . .
Portugal
Russia in Europe . .
Spain
Sweden..
Switzerland . . .
Turkey in Europe -
United Kingdom—England

Total Europe

Bermuda..... . *.
Canada
Costa Rica
Guatemala
TTondnrfl.s
Nicaragua
Panama . . . .
Salvador
Mexico
Cuba..
British West Indies
Virgin Islands of the United States
Dominican Republic
Dutch West Indies

Total North America

Argentina
Bolivia .. *
Brazil

Colombia
Ecuador.
British Guiana
Dutch Guiana •->
Peru
Uruguay
Venezuela

Total South America..

Imports.

$9,000
3,760,711
5,431,500

600
190,688,144
19,926,761

720,748
217,043
615,935

19,893,019
1, 534,985

400
23,040
85,000

3,319,281
66,355,925

572,957
785,223

202,091,349

516,031,621

103,290
36,856,110

876 976
565,038
203 690
893,602

3,200,839
799,675

5,588,737
363 730
665,204
150 000
26,509

5,772,830

56,066,230

1 066 471
9 786

116^186
447 633

11 941 685
644,518
149 484
78 643

1 613 621
6 815 363
1,353,846

24,237,236

Exports.

$25,200
2,643,013

3,123

2,671,336

2,913,783

7,090,419
250 844

10,255,046

24 300

9,740

34,040
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14 REPORT OF THE FEDERAL RESERVE BOARD.

GOLD IMPORTS INTO AND EXPORTS FROM THE UNITED STATES DURING 1921, DIS-
TRIBUTED BY COUNTRIES—Continued.

China
Chosen
British India..
Straits Settlements..
Dutch East Indies..
French East Indies.
Greece in Asia
Hongkong
Japan.

Imports.

$17,912,687
4,860

32,009,553

Exports.

1.316,545
6,013,842
1,350,587
5,660,825
2,208,234

$1,179,000
70,000
60,000

9,621,655

Palestine and Syria ' 886', 092
Turkey in Asia.' 1,448,793

Total Asia 68,812,018 | 10,930,655

Australia I 14,013,947
" " ' ' 2,956,314 INew Zealand.
Tahiti
Philippine Islands
Abyssinia
British West Africa
British South Africa
Egypt
Portuguese Africa

Total, all countries.

1,399,808
21,965
13,250 1
51,823 I

6,874,924 !
788,312

691,267,448 23,891,377

Federal Reserve note circulation decreased rapidly and almost
continuously throughout the year 1921, and the decline was not
arrested even by the seasonal demands which usually result in a
larger circulation during September, October, and November. Not
until the demand for currency in connection with the Christmas
holiday trade began to be felt did the volume of Federal Reserve
notes in circulation showT any substantial increase. From a low point
($2,366,006,000) on November 30 to December 21 Federal Reserve
note circulation increased by $81,554,000, but the total volume in cir-
culation on December 28 ($2,443,497,000) was $961,434,000 below
the maximum amount recorded on December 23, 1920, and
$901,189,000 below the amount shown on December 30, 1920.

Government deposits with the Federal Reserve Banks fluctuated
between a maximum of $123,212,000 on March 23 and a minimum of
$5,617,000 on January 12, the average for the year being $45,320,000,
as compared with $36,000,000 in 1920 and $99,000,000 in 1919.

Member banks' reserve deposits reflect closely the movement of
customers' deposits with the member banks and show a rapid decline
during the first three months of the year, when the member banks'
deposits were falling off in a marked degree. Since, April the de-
posits carried by the member banks and their reserve deposits with
the Federal Reserve Banks have remained fairly constant, notwith-
standing continued liquidation of member bank loans.

Federal Reserve Bank note circulation outstanding declined from
$216,641,000 on December 31, 1920, to $83,690,000 on December 31,
1921. This decline parallels a somewhat larger reduction in the
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REPORT OF THE FEDERAL RESERVE BOARD. 15

amount of one-year certificates through redemption by the Treasury.
I t should be noted that the amount of this circulation on which Fed-
eral Reserve Banks are liable, and which appears in the condition
.statements of these banks, represents the total amount of Federal
Reserve Bank notes issued by the banks, less the amount for which
bthey have turned over to the Treasury lawful money in reduction of
liability. The amount of Federal Reserve Bank notes actually in
circulation does not, therefore, correspond closely to this liability, as
redemption of the notes by the Treasury does not necessarily take
place when the Federal Reserve Banks' liability on them ceases.

During the year the paid-in capital of the Federal Reserve Banks
increased from $99,821,000 to $103,165,000, this increase being due
in part to the increase in the capital and surplus of banks already
members, and to a smaller extent to the acquisition of new members.

The surplus of the banks, which stood at $202,036,000 on December
31, 1920, amounted to $215,523,000 on December 31, 1921. The Fed-
eral Reserve Bank of Dallas is the only one which does not show a
surplus fund in excess of 100 per cent of its subscribed capital.

A chart showing the movement during the past two years of the
principal resources and liabilities of the Federal Reserve Banks
.appears on page 2.

The .table giv^n below shows the condition of all Federal Reserve
Banks ^combined as of the last day of each month during 1921:
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RESOURCES AND LIABILITIES OF ALL F E D E R A L RESERVE BANKS COMBINED.

[In thousands of dollars.]

Date.

Dec. 31,
Jan. 31,
Feb. 28,
Mar. 31,
Apr. 30,
May 31,
June 30,
July 31,
Aug. 31,
Sept. 30,
Oct. 31,
Nov. 30,
Dec. 31,

1920..
1921..
1921.
1921.
1921..
1921..
1921.
1921..
1921.
1921.

1921...
1921..
1921..

Cash reserves.

Gold.

Gold and
gold certifi-

cates.

261,900
201,832
220,694
298,337
353,191
280,186
327, 276
395,590
413,900
442. 877
450, 957
488,967
374,728

Gold settle-
ment fund,
Federal Re-
serve Board.

357,278
463,177
541,674
503,380
492,336
501,844
404, 352
433,698
428,075
414,141
501,629
465,236
522,451

Gold with
foreign

agencies.

3,300
3,300

Gold with
Federal Re-

serve
agents.

Gold re-
demption

fund.

1,277,875
1,264,753
1,222,071
1,270,930
1,311,794
1,470,729 I
1,600,328 I
1,611,689
1,694,523
1,755,796 |
1,708,409 I
1,779,605 i
1,872,670 i

162,433
170,598
163,646
148,922
165,362
155,299
135,703
102,062
104,563
115,558
130,277
115,639
105,146

Total.

2,062,786
2,103,660
2,148,085
2,221,569
2,322,683
2,408,058
2,467,659
2,543,039
2,641,061
2,728,372
2,791,272
2,849,447
2,874,995

Legal-tender
notes, silver,

etc.

190,914
216, 095
215,390
215,172
182,929
163,521
159,835
153,993
146,859
150,959
143,688
139,695
135,257

Total.

2,2.53,700
2,319,755
2,363,475
2,436; 741
2,505,612
2,571,579
2,627,494
2,697,032
2,787,920
2,879,331
2,934,960
2,989,142
3,010,252

Earning assets.

Bills discounted.

Date.

Dec. 31,1920.
Jan. 31,1921.
Feb. 28,1921.
Mar. 31,1921.
Apr. 30,1921.
May 31, 1921.
June 30,1921

Secured by
United

States Gov-
ernment

obligations.

1,154,483
1,040,367

997,965
971,100
937,652
787,244
637,590

All

1,
1,
1,
1,
1,
1,
1,

other.

532,910
416,750
391,545
262,006
138,916
120,669
113; 760

Total.

2,687,393
2,457,117
2,389,510
2,233,106
2,076,568
1,907,913
1,751 350

I Bills bought
in open
market.

260,406
163,700
169,421
119,340
109,763
75,457
40,223

United States securities.

Bonds and
notes.

26,384
25,866
25,868
25,740
25,710
32,938
34,520

Certificates of indebtedness.

One-year
(Pittman All other.
Act). !

259,375
259,375
254,375
247,375
239,375
226,875
215 875

1,270
1,909
2,564
3,817
2,010

Municipal
warrants. Total.

3,234,828
2,907,967
2,841,738
2,629,373
2,453,426
2,249,851
2 05Q,757

H

bd
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July 31, 1921 1 577,774
Aug. 31, 1921 j 545,176
Sept. 30, 1921 j 496,844
Oct. 31, 1921 462,436
Nov. 30, 1921 476,360
Dec. 31, 1921 I 485,233

1,063,838 i
940,759 j
916,169
850,591
705,941 i
659,113 i

I,64i,6l2 !
1,491,935 i
1,413,013 i
1,313,027 i
1,182,301 |
1,144,346 i

17,977 i
35,320 I
45,042
86,110
72,954

145,263

34,011 !
34,008 i
36,088 i
36,583 i
32,253 I
50,036 !

209,375
193,875
172,375
146,375
126,000
113,000

979
2,350

19,367
9,563

46,291
70,492

1,903,954
1,757,488
1,685,885
1,591,668
1,459,866
1,523,516

Date.

Dec. 31, 1920.
Jan. 31, 1921.
Feb. 28,1921.
Mar. 31, 1921.
Apr. 30, 1921.
May 31, 1921.
June 30,1921.
July 31, 1921.
Aug. 31, 1921.
Sept. 30, 1921
Oct. 31, 1921.
Nov. 30, 1921
Dec. 31, 1921.

Bank
premises.

17,045
18,232
19,488
20,590
21, 894
23,497
24,852
25,880
27,509
29,476
31,289
33, 241
35,258

Five per cent
redemption
fund against

| Federal Re-
i serve Bank
I notes.

12,588
12,296
12,264
11,840
11,171
10,328
10,111
9,702
9,539
9,004
7,999
7,941
7,805

Gold abroad,
in custody

or in transit.
Uncollected

items.

3,300

728,173 '
524,726
544,271
546,408
487,655
440,827 ,
528,000
462,249
455, 897
508.257
459,569
534,872
556,072

Deposits.

Date.

Dec. 31, 1920.
Jan, 31, 1921..
Feb. 28, 1921.
Mar. 31, 1921.
Apr. 30, 1921.
May 31,1921.
June 30,1921.
July 31,1921.
Aug. 31, 1921.
Sept. 30, 1921
Oct. 31, 1921.
Nov. 30, 1921,
Dec. 31, 1921.

Government.

57,415
28,627
50,828
91,617
31,664
39,080
43,446
32,680
46,809
98,540
43,086
45,913
95,951

Member
bank reserve

account.

1,780,678
1,721,895
1,705,253
1,658,625
1,666,509
1,601,634
1,603,845
1,625,123
1,618,901
1,581,032
1,658,627
1,670,362
1,753,217

All other.

23,405
25,932
26,541
34,152
34,041
29,910
27,926
25,245
25,044
25,235
31,185
26,555
26,914

All other
resources.

7,771
7,480
8,498
9,936

11,290
13,816
14,377
16,422
17,470
16,216
16,689
19, 334
18,206

Total.

1,861,498
1,776, 454
1,782,622
1,784,394
1,732,214
1,670,624
1,675,217
1,683,048
1,690,754
•1,704,807
1,732,898
1.742,830
1,876,082

Total
resources

and
liabilities.

Capital paid
in. Surplus.

6,254,105
5,790,456
5,793,034
5,654,893
5,491,048
5,309,898
5,255,591
5,115,239
5,055,823
5,128,169
5,042,174
5,044,396
5,151,109

99,821
100,107
100,890
101,129
101,559
102,204
102,182
102,326
103,050
103,043
103,027
103,104
103,165

202,036
202,036
202,036
202,036
202,036
202,036
213,824
213,824
213,824
213,824
213,824
213,824
215,523

Note circulation.

Reserved for
Government H-,

franchise jrj
tax. ^

O
jsj
H

; " * ' ' * ! ' ] " ' * ! ! o
*i

35*271 M
40,751 W
45,503
48,061 2
51,654 2
53,938 2
55, 119 Hrj

Federal Re-
serve notes.

3,336,281
3,083,155
3,048,554
2,904,948
2,844, Oil
2,751,869
2,648,086
2,549,626
2,481,466
2,482,427
2.421,426
2,366,006
2,409,392

Federal Re-
serve Bank
notes—net
liability.

216,641
200,159
187,633
169, 885
154,944
143,706
132,568
125,046
109,864
100,378
85,515
75,862
83,690

Deferred
availability i

items.

518,534 !
399,625
432,347
442,481
397,621
373,025
426,493
378,142
389,362
450,893
408,333
462,795
447,614

All other
liabilities.

19,294
28,920
38,952
50,020
58,663
31,163
16,470
17,724
19,442
21,143
23,213
24,856
15,643

o
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1 8 REPORT OF THE FEDERAL RESERVE BOARD.

CHANGES IX CONDITION OF MEMBER BANKS IN LEADING CITIES

DURING 1 9 2 1 .

Liquidation of member bank loans and investments, which began*
about the middle of October, 1920, continued throughout the year
under review, though it proceeded at a slower rate during the second
half of the year, and during the last four months came nearly to
a halt. This liquidation was accompanied by a corresponding re-
duction of borrowings from Federal Reserve Banks, as the; member
banks utilized the funds released through the repayment of loans by
customers to reduce the volume of rediscounts and collateral notes
with the reserve banks. On January 7 the ratio of reserve bank
accommodation to total loans and investments of member bunks was
12.4 per cent; at the end of the year (December28) it was 4.7 per cent.
Demand deposits declined during the first eight or nine months of
the year, though not as rapidly as loans, but during the last quarter
deposits showed an upward trend. As a consequence the difference
between the volume of loans and of deposits narrowed decidedly
during the year, deposits being 83 per cent of loans on January 7 and'
slightly more than 90 per cent on December 28. This narrowing of
the gap between loans and deposits may be ascribed to a relaxation
in the demand for Federal Reserve notes and to the gradual liquida-
tion of " frozen " loans, the proceeds of which had long since been,
withdrawn from the banks.

The Board's weekly statements of condition of over 800 member
banks in leading cities have now become one of the standard indi-
cators of changes in the banking and general business situation.,
These banks include the largest institutions of the country, as may'
be seen from the fact that on April 28 the aggregate paid-in capita!
and surplus of the 821 reporting banks stood at $2,165,000,000, only
about $131,000,000 less than the combined paid-in capital and sur-
plus of all national banks, and constituted about 64 per cent of the
paid-in capital and surplus of all the 9,698 member banks. On June
30, 1921, as well as on the same date in 1920, the reporting banks
held about 70 per cent of the net demand deposits and an even larger
proportion of the Government deposits of all member banks, about
45 per cent of their time deposits, over one-half of their investments
in Government securities, and over 63 per cent of their total loans
and investments (exclusive of fixed investments). The reduction
from 829 to 806 for the 3̂ ear in the number of reporting institutions
is almost entirely the result of bank mergers. Amounts of the lead-
ing items shown for each week are, therefore, on a fairly comparable
basis and reflect the ebb and flow of bank credit in the urban centers.
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REPORT OF THE FEDERAL RESERVE BOARD. 19

Loans and discounts of reporting banks show a reduction of about
15 per cent, from $13,219,000,000 on January 7 to $11,220,000,000 on
December 28. Of this reduction of almost $2,000,000,000 nearly one-
half was reported by the member banks in New York City.

Little change is shown in the member bank holdings of paper se-
cured by corporate obligations, though for the early part of the year
this class of loans shows a larger percentage of reduction than other
classes of loans. By the middle of April these loans had declined
below $3,000,000,000 from $8,127,000,000 on January 7. During the
following months they increased slightly, but show another decline
during the late summer, the total on September 7 of $2,921,000,000
marking the low level for the year. Since then, with the gradual
enhancement in values of corporate securities, the banks have in-
creased their advances on these securities to a moderate extent, though
the total on December 28 of $3,165,000,000 is slightly above the
aggregate on January 7.

Loans secured by Government obligations, b}r far the larger part
secured by Liberty bonds and Victory notes, which stood at $868,-
000,000 on the first Friday of the year, decreased by about $200,000,-
000 during the first half of the year. A further reduction, though
not so large, continued during the later months, the total on Decem-
ber 28, $513,000,000, showing a decline of $355,000,000 since the first
Friday of the year. All other loans and discounts, composed largely
of commercial loans proper, followed a similar course, the larger
part of the decrease, viz, from $9,224,000,000 on January 7 to $8,-
167,000,000, taking place during the first six months of the year. At
the close of the year the total stood at $7,542,000,000, or $1,682,000,-
000 below the total shown in the first weekly statement in the year.

As against a reduction during the year in the amount of Govern-
ment paper (i. e., paper secured by Government obligations) from
$868,000,000 to $513,000,000, the reporting banks show a moderate
increase in their holdings of Government securities. United States
bond holdings were fairty steady until the latter part of October.,
after which time the member banks reported substantial investments
in Liberty bonds. On December 28 total holdings were $950,000,000.
an increase of $71,000,000 over the January 7 total. It should be
noted that the totals shown in the subjoined table are inclusive of
about $270,000,000 of prewar bonds held largely on deposit with the
Treasury to secure national bank circulation. Victory note holdings,
which at the opening of the year totaled about $206,000,000, show a
gradual decline to $171,000,000 at the close of the year. Treasury
certificate holdings, because of the great demand by corporate and
individual investors, likewise show a downward course, interrupted
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20 REPORT OF THE FEDERAL RESERVE BOARD.

temporarily by increases following the dates of issue of loan and tax
certificates. From $228,000,000 on January 7, certificate holdings
increased to a maximum for the year of $339,000,000 on March 18,
following the allotment on March 15 of about $482,000,000 of tax
certificates. The low point for the year, $94,000,000, was shown on
October 26, and at the end of the year these holdings totaled $223,-
000,000, a decline of $5,000,000 since the beginning of the year.
Holdings of three-year Treasury notes, issued in the middle of June
and September, declined from $152,000,000 on June 15 to $48,000,000
on September 7. Two weeks later, following the September 15
allotment of $391,000,000 of these notes, the banks reported a maxi-
mum total of $165,000,000, while about the close of the year these
holdings stood at $126,000,000. Relatively small changes are shown
in the holdings of other securities, largely corporate stocks and
bonds, a total of slightly over $2,000,000,000 being maintained during
most of the year. Moderate temporary increases early in June and
about the middle of October are due probably to temporary invest-
ments in newly issued foreign and domestic securities.

Total loans and investments (exclusive of fixed investments) show
a practically continuous decline to June 15, the increase on that date
being only temporary in character and due to increase in Treasury
notes and certificates shown for the reporting banks on that date.
Smaller increases on August 3, September 21, and November 2 are
due to similar causes. On the whole the liquidation of earning assets
was much less pronounced during the second part of the year than
during the earlier part.

The reduction in member bank loans and investments was reflected
in liquidation of their borrowings from the Federal Reserve Banks.
This liquidation, in view of the elimination of the preferential rates
on Government paper, affected equally borrowings secured by Gov-
ernment obligations and rediscounts not so secured. By the middle
of August total borrowings of the reporting banks from the reserve
banks had declined from $2,278,000,000, the peak figure of November
5, 1920, and $2,050,000,000 at the beginning of the year, to less than
$1,000,000,000. and since then there has been a further decrease to
$698,000,000 at the close of the year. Total borrowings by reporting
member banks from the Federal Reserve Banks, including redis-
counted customers' paper and member banks' own collateral notes,
constituted on the first Friday of the year 12.4 per cent of the report-
ing member banks' total loans and investments. On August 17 this
percentage had decreased to 6.6 per cent, and by the end of the year
to 4.7 per cent. I t is apparent, therefore, that the member banks
passed on to their reserve banks a large proportion of the funds re-
ceived from their customers in payment of maturing loans and that
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at the end of the year only a comparatively small portion of the mem-
ber banks' loan burden was carried by the reserve banks. The pro-
portion so carried was, however, considerably greater than the aver-
age percentage of borrowed money to total loans before the Federal
Reserve System was established, which in the case of national banks
never exceeded 1.5 per cent, except in the fall of 1914, when it
reached 2.6 per cent.

Government deposits at the reporting banks show considerable
fluctuations in connection with the fiscal operations of the Treasury.
Loan and tax certificates allotted were paid for in the customary
manner by credit to Government account on the books of the sub-
scribing banks, and the high points in this account accordingly fol-
lowed the dates of the tax and loan certificate issues. Other demand
deposits (net) show a substantial decline during the earlier part of
the year in connection with the general loan liquidation and the con-
siderable withdrawals of balances by the country banks from their
reserve city correspondents during that period. During the summer
a further reduction of demand deposits took place, the total of $9,938,-
000,000 on August 17 showing a decrease of $1,000,000,000 from the
total of January 7. On December 28 the total stood at $10,174,000,000,
or $764,000,000 less than on the first Friday of the year. Time
deposits show some growth during the latter part of the year. At
the close of the year these deposits stood at $2,998,000,000, or $89,-
000,000 in excess of the total shown for the first Friday of the year.

Reserve balances of the reporting banks, in keeping with the de-
crease in deposit liabilities, show a decline for the year from $1,357,-
000,000 to $1,267,000,000. Cash in vault shows a decrease from
$389,000,000 at the beginning of the year to about $300,000,000 three
months later; during the subsequent months the total was somewhat
larger, constituting between 3 and 3.5 per cent of the reporting banks7

net demand deposits.
85227—22 3
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PRINCIPAL RESOURCES AND LIABILITIES OF ABOUT 800 REPORTING MEMBER BANKS IN LEADING CITIES.

[Amounts in millions of dollars.]

to
to

Week
ending-

Jan.

Feb.

Mar.

Apr.

May

7
14
21
28

4
11
18
25

4
11
18
25
1
8

15
22
27

4
11
18
25

June 1
8

15
22
29

Loans and discounts, and investments.

Total.

16,561
16,397
16,396
16,254
16,224
16,110
16,089
16,099
16,052
15,975
16,076
lo,983 i
15,902
15,777
15,756
15,629
15,603
15,582
15,489
15,447
15,345
15,298
15,189
15,429
15,348
15,331

Loans and discounts.1

Total.

13,219
13,054
13,003
12,908
12,905
12,819
12,742
12,761
12,759
12,672
12,622
12,591
12,551
12,457
12,357
12,281
12,248
12,253
12,195
12,097
12,028
11,997
11,888
11,889
11,874
11,884

Se-
cured

by

u. s:Gov-
ern-

ment
obliga-
tions.

868
834
827
811
809
795
781
776
786
770
761
760
756
752
740
738
739
744
736
715
707
716
677
669
673
672

Se-
cured

by
other
bonds

and
stocks.

3,127
3,084
3,097
3,064
3,075
3,058
3,051
3,069
3,069
3,047
3,033
3,027
3,046
3,002
2,974
2,973
2,984
3,004
2,994
3,018
3,020
3,037
3,017
3,026
2,993
3,003

A I
the

9,224
9,136
9,079
9,033
9,021
8,966
8,910
8,916
8,904
8,855
8,828
8,804
8,749
8,703
8,643
8,570
8,525
8,505
8,465
8,364
8,301
8,244
8,194
8,194
8,208
8,209

Total.

3,342
3,343
3,393
3,346
3,319
3,291
3,347
3,338
3,293
3,303
3,454
3,392
3,351
3,320
3,399
3,348
3,355
3,329
3,294
3,350
3,317
3,301
3; 301
3,540
3,474
3,447

Investments.

Unitc'd States securities.

Fotal.

1,313
1,293
1,353
1,314
1,295
1,277
1,311
1,303
1,268
1,260
1,397
1,343
1,292
1,281
1,352
1,300
1,290
1,262
1,258
1,295
1,261
1,233
1,212
1,463
1,404
1,373

Bonds.

879
870
872
867
875
866
866
873
866
866
866
875
871
872
875
870
870
867
872
871
870
863
859
868
864
865

Vic-
tory

notes.

206
201
204
205
198
203
199
195
194
192
192
193
190
191
191
191
192
189
189
188
188
186
185
178
175
172

Treas-
y

notes.

152
128
115

Certifi-
cates of

in-
debted-

ness.

228
222
277
242
222
208
246
235
208
202
339
275
231
218
286
239
228
206
197
236
203
184
168
265
237
221

Other
bonds,
stocks,

and
se-

curi-
ties.

2,029
2,050
2,040
2,032
2,024
2,014
2,036
2,035
2,025
2,043
2,057
2,049
2,059
2,039
2,047
2,048
2,065
2,067
2,036
2,055
2,056
2,068
2,089
2,077
2,070
2,074

Re-
serve
with

Federa
Reserve
Banks.

1,357
1,317
1,334
1,311
1,320
1,309
1,294
1,297
1,279
1,302
1,252
1,200
1,263
1,252
1,270
1,240
1,245
1,261
1,258
1,254
1,252
1,258
1,281
1,443
1,255
1,241

Cash
in

vault.

389
360
345
337
333
314
324
327
328
330
321
315
300
317
308
313
330
327
340
326
326
318
337
318
319
327

Net
de-

mand.

10,
10,
10,
10,
10,
!0,
10,
10,
^ ,
10,
10
10,
10,
10,
10,
10,
10,
10
10,
10,
10,
10
10,
10,
9

10,

938
928
754
643
653
631
553
495
518
535
376
186
271
204
263
127
138
214
252
156
153
276
2L3
384
9S9
046

Deposits.

Time.

2
2
2
2
2
2
2
2
2
2
2
2
2
2

2
2
2
2
3
3
2
2
2
2
2

,909
, 933
,918
,919
,924
,918
,907
,909
,920
,910
,926
932

',925
,923
,924
, 938
,938
,941
,947
,045
,053
,936
,931
,943
,919
, 933

Gov-
ern-

ment.

Accommodation at Fed-
eral Reserve Banks.

Total.

' cured
! by
i u.'s.
I Gov-
j ern-
j ment
j obliga-
i tions.

119
78

210
146
102
61

142
122
91
41

348
329
326
304
329
254
251
210
168
248
139

74
26

411
462
387

2,050
1,894
1,934
1,908
1,900
1,873
1,847
1,891
1 832
1,854
1,719
1,764
1,685
1,631
1,581
1,583
1,523
1,533
1,506
1,314
1,329
1,385
1,358
1,168
1,208
1,215

843
766
800
792
773
770
756
770
748
764
769
772
709
697
694
707
677
656
686
544
560

516
433
429
413

Other-
wise
se-

cured
and

unse-
cured.

1,207
1,128
1,134
1,116
1,127
1,103
1,091
1,121
1,084
1,090

950
992
976
934
887
876
846
877
820
770
769
846
842
735
779
802

d
o
w
H
o

H

W
O
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July

Aug.

Oct.

Nov.

Dec.

11-12
19
26
2
9
16
23
30

15,194
15,049
14,950
14,889
15,049
14,947
14,842
14,782
14,759
14,726
14,801
14,943
14,957
15,027
15,001
14,831
14,729
14,849
14,810
14,786
14,752
14,765
14,759
14,786
14,862
14,780

11,819 j
11,736
11,677
11,660
11J671
11,591 I
11,539 I
11,496 I
11,491 I
11,482 !
11,563 j
11,544 !
11,573 I
11,615 I
11,602 i
11,477
11,422 !
11,398 I
11,387 |
11,354 ;
11,310
11,335 !
11,313 |
11,303 !
11,289 |
11,220 j

647
638
635
638
615
615
620
629
609
605
599
593
577
591
584
572
565
546
539
540
527
522
508
509
516
513

3,

3,
2
2
2
2
2
2
2
2
2
2
3
3
3
3
3
3
3
3
3
3
3
3
3

005
986
004
975
979
955
939
V)27
923
921
966
979
997
019
034
032
041
,070
069
, 059
,077
,114
,097
, 155
,165
,165

8,
g;
8*
8,
8,
8,
7,
7̂
7
7?
7
7
7,
8,
7
7,
7

7,
7
7
7,
7,

7
7

167

038
047
077
021
980
940
959
956
998
972
999
005
984
873
816
782
779
755
706
699
708
039
608
542

3,375
3,313
3}
3,
3,
3,
3
3
3
3
3

3
3
3
3
3
3
3
3
3
3
3
3
3
3

273
229
378
356
303
286
268
244
238
399
384
412
399
354
307
451
423
432
442
430
446
483
573
560

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

315
268
225
,190
354
,333
,283
,257
, 244
,221
,225
,402
, 362
,347
, 336
,261
, 253
,398
, 364
, 358
',374
,379
,389
,404
,484
,470

866
£62
866
867
863
868
868
868
870
870
868
870
878
882
879
880
886
899
899
906
912
911
930
941
946
950

1 Including rediscounts with Federal Reserve Banks.

172
170
167
166
165
166
165
166
165
162
163
166
166
163
161
156
161
166
164
163
162
156
161
170
173
171

94
81
70
58
63
59
57
52

- 51

53
165
149
139
138
118
112
117
124
121
122
123
123 |
122
125
126

183
155
122
99
263
240
193
171
158
141
141
201
169
163
158
107
94
216
177
168
178
189
175
171
240
223

2,060
2,045
2,048
2,039
2,024
2,023
2,020
2,029
2,024
2,023
2,013
1,997
2,022
2,065
2,063
2,093
2,054
2,053
2,059
2,074
2,068
2,051
2,057
2,079
2,089
2,090

1,251
1,247
1,227
1,238
1,219
1,200
1,216
1,210
1,218
1,236
1,229
1,189
1,242
1,216
1,244
1,255
1,269
1,248
1,239
1,269
1,268
1,268
1,242
1,246
1,308
1,267

341
337
319
316
305
310
299 I
301
290 I
308 S
310 |
301
305
301 [
310 j
305 !
301 |
290 I
309
303 |
307
296
315
329
341
340

10,030
10,086
10,029
10,002
9,915
9,895
9,938
9,894
9,968
9,982
10,131
9,833
9,866
9,926
10,062
10,248
10,192
10,180
10,175
10,236
10,191
10,270
10,208
10,339
10,248
10,174

2,
2,
2,
2,
2,
2,
2,
2,
2,
2,
2
2
2
2
2
2
2
2
2
3
3
2
2
2
2
2

921
903
905
905
897
899
900
905
925
914
917
916
925
956
942
961
966
988
983
003
009
998
,990
,980
,967
,998

325 1
278
124
95
390
381
242
197
167
140
130
549
547
532
481
140
81
258
264
214
163
128
115
115
292
257

1.250
t; 154
1,151
1,113
1,079
997 I
979 !
967 I
956 |
979
908 I
861 i
875 !
880 !
900 |
829 |
807
767
752
702
709
683
683
664
743

443
396
395
375
348
352
350
337
336
333
296
290
280
291
304
262
264
258
262
239
269
276
263
263
312
293

807
758
756
738
731
645
629
630
620
646
612
571
595
589
596
567
543
509
490
463
410
407
420
401
431
405

O

i
W
o
>>pi
b

to
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24 REPORT OF THE FEDERAL RESERVE BOARD.

BANK DEBITS TO INDIVIDUAL ACCOUNTS.

Volume of business, as measured by bank debits to individual ac-
counts, in 1921 was about 17 per cent less than in 1920 and 12 per cent
less than in 1919. These decreases compare with recessions in the
wholesale price level of 37 per cent between 1920 and 1921 and 28
per cent between 1919 and 1921. The smaller declines in the volume
of business than in wholesale prices may be due in part to the fact
that retail prices have receded from the peak level much less than
wholesale prices, since debits to individual accounts result from re-
tail as well as from wholesale transactions. But in part the differ-
ence reflects an increase in business activity during the last four
months of the year- 1921.

The statement below shows the volume of debits for each month of
1919, 1920, and 1921 for all reporting centers, for ISfew York City,
and for all other centers. Index numbers based on figures for cor-
responding periods in 1919 as 100 are also given.

DEBITS TO INDIVIDUAL ACCOUNTS AS REPORTED BY B A N K S I N 141 OF THE
COUNTRY'S LEADING CLEARING H O U S E CENTERS.

SUMMARY BY MONTHS DURING 1919, 1920, AND 1921.

[In thousands of dollars.]

January
February...
March
April
May
June
July
August
September..
October
November..
December..

Total 449,350,045

All reporting centers.

1919

34.438,286
27,884,150
31,724,629
32.269,932
36,554,735
38,675,563
40,489,894
37,458,12-8
38,089,029
43,880,753
41,968,685
45,916,261

1920

44,727,408
35,281,239
42,835,300
41,056,553
38,694,519
39,777,946
39,298,795
35,783,452
36,861,477
40,207,186
39,165,046
42,399,554

476,088,475

1921

37,560,002
29,357,695
33,486,648
31,812,024
32,109,798
33,172,200
31,088,539
29,719,041
31,226,647
33,852,717
32.997,184
37,541,699

393,924,194

Index, corre-
sponding
month in
1919=100.

1920

130
127
135
127
106
103
97
96
97
92
94
92

106

1921

109
105
106
99
88
80
77
79
82
77
79
82
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EEPOKT OP THE FEDERAL RESERVE BOARD. 25

DEBITS TO INDIVIDUAL ACCOUNTS AS REPORTED BY B A N K S IN 141 OF THE
COUNTRY'S LEADING CLEARING H O U S E CENTERS—Continued.

SUMMARY BY MONTHS DURING 1919, 1920, AND 1921.

[In thousands of dollars.]

January
February...
March
April
May
June
July
August
September.
October
November..
December..

New York City.

1919

IS,
14,
16,
17.
20'
21;
22,
20;
20,
24,
23;
24,

118,628
616,795
698,459
323,393
330,058
570,135
426,574
275,651
446,280
226,386
351,121
859,994

Total 244,243,474

January
February . . .
March
April
May
June
July
August
September.
October
November .
December. .

Total 205,106,571

1920

23,
18,
22,
21,
11,
19,
19,
17,
17,
20,
20,
22,

1921

636,058
053,546
285,024
319,573
581,047
806,128
063,103
370,880
599,597
137,084
170,642
407,837

20,
15,
17,
16,

7;
16,
15,
16,
17,
17,
20,

032.528
129,775
353,179
348,754
170,760
754,821
339,685
186,093
102,523
610,321
492,224
574,899

241,430,519 207,095,562

Index, corre-
sponding
month in
1919=100.

1920

130
124
133
123
96
92
85
86
86
83
86
90

1921

111
104
104
94
84
82
73
75
79
73
75
83

85

All other reporting centers.

16,319,658
13,267,355
15,026,170
14,946,539
16,224,677
17,105,428
18,063,320
17,182,477
17,642,749
19,654,367
18,617,564
21,056,267

1920

21,091,:
17,227, i
20,550,!
19,736,<
19,113,-
19,971,!
20,235,(
18,412,J
19,261,J
20,070,:
19,094,'
19,991,

234,757,956

1921

350
693
276
980
472
818
692
572
880
102
404
717

17
14
16
15
14
15
14
14
15
16
15
16

,527,474
,227,920
,133,469
,463,270
,939,038
,417,379
, 748,854
,532,948
,123,124
242,396
,504,960
,966,800

186,827, G32

Index, corre-
sponding
month in
1919=100.

1920

129
130
137
132
118
117
112
107
109
102
103
95

1921

107
107
107
103
92
90
82
85
86
83
83
81

1 1 4 J

1
91

A comparison of the figures month by month shows that the trend
of the volume of business in 1921 was downward until July and
began to rise after that month. It appears that this general trend
is in accordance with seasonal conditions, as a similar trend is shown
in 1919 and 1920. An analysis of the index numbers shows that for
the first three months of the year the volume of business was larger
than during the corresponding period in 1919, but in 1919 a rapid
expansion occurred during the latter part of the year and the 1921
figures are lower than those for 1919 for every month beginning with
May, the difference amounting to 23 per cent in July and October,
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26 REPORT OF THE FEDERAL RESERVE BOARD.

and to 18 per cent in December. As compared with 1920. the past
year's figures are smaller for each month, but there is a noticeable
narrowing of the difference, reflecting the expanding volume of
business toward the end of the year.

The movement in the volume of business from month to month in
New York City and outside was closely parallel. Throughout the
year 1921 considerably more than one-half of the total volume of
bank debits for all reporting centers was shown for Xew York City.
The same was true in 1919, but not in 1920 when the volume of debits
was about equally divided between Xew York City and outside cen-
ters. The decline in the volume of business in Xew York City
in 1920 reflected in part the fall in security values, the dullness of
the exchange market, and the establishment of a stock exchange clear-
ing house which reduced the number of checks drawn in settlement
of stock and bond purchases. The increase shown for debits in Xew
York during the latter part of 1921, on the other hand, is due in
part to the greater activity of security markets and to advances in
security values.

The Board's statistics of volume of business are based on reports
of debits to individual accounts of banks in about 150 leading clearing
house centers. These figures are now generally recognized as the
best available single measure of changes in the volume of business,
reflecting the combined effects of changes in the physical output, in
rapidity of turnover, and in price level. Statistics of bank debits for
all reporting centers for each month in 1919, 1920 and 1921 are shown
in the appendix.

RESERVE RATIO.

There were continuous advances, with but few exceptions, in the
reserve ratio of the Federal Eeserve Banks during the year 1921. By
reference to the first column of percentages in the table on page 29
and to the solid line in the chart on page 28, a clear idea may be
obtained of the trend of the ratio for the year. The table gives and
the chart relates to figures beginning with Xovember 5, 1920, the
date on which the reserve banks' combined liabilities on deposits and
notes reached their peak. This date may be regarded as the turning
point between the period of post Avar expansion, extending from the
middle of 1919 to Xovember, 1920, and the period of liquidation
which began at that time and continued to the end of the year 1921.
The few occasions on which the reserve ratio shows a decline during
the year can be explained by temporary influences. The most pro-
nounced decline, for instance, is shown on June 15 and it was caused
by a large temporary increase in deposits in connection with the
redemption of Treasury certificates and the collection of income and
excess-profits tax payments.
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REPORT OF THE FEDERAL RESERVE BOARD. 27

Reference is made to the fact that the method of computing the
reserve ratio was changed beginning with the statement of March
18. Prior to that date " net deposits " were used in calculating the
ratio, while beginning with that date " total deposits " were taken.
According to the earlier practice, " net deposits " were ascertained
by taking the sum of Government deposits, member banks' reserve
deposits, other deposits, and deferred availability items and sub-
tracting from the total the asset item, " uncollected items and other
deductions from gross deposits," composed chiefly of clearing-house
exchanges, transit items, Federal Reserve notes of other Federal
Reserve Banks, unassorted currency, and domestic transfers. After
the change, total deposits included Government, member bank, and
other deposits, without reference to deferred availability or uncol-
lected items. This change in itself would have resulted in a reduc-
tion of the reserve ratio by more than 1 per cent, but a reduction
in liabilities and an increase in reserves for the week more than
offset the effect of the change, so that a slight advance in the reserve
ratio was recorded on March 18 and no break in its upward move-
ment is shown at that time.

During the period from November 5, 1920, to December 28, 1921,
the reserve ratio advanced by 28 per cent—from 43 to 71 per cent.
During the same period the cash reserves increased by $822,171,000,
or 38 per cent, while combined note and deposit liabilities declined
by $841,082,000, or 17 per cent. According to the Board's calcula-
tion, 19 per cent of the gain in the reserve ratio was due to the
increase in reserves and 9 per cent to the decline in liabilities.

As stated above, cash reserves increased by $822,471,000 during the
period. This increase was a consequence of the addition of $867,-
927,000 to the gold reserves, offset in part by a decrease of $45,456,000
in other reserve money, i. e., silver and legal tenders. On the lia-
bility side, the important change is in Federal Reserve note circula-
tion, which declined by $910,683,000, or 27 per cent, while aggregate
liabilities on deposits changed but little, being $69,601,000 larger at
the end than at the beginning of the period. A comparison of the
movement in reserves and notes for the period with the changes in
bill holdings shows that the increase in gold reserves plus the decrease
in note circulation accounts for the greater part of the liquidation of
Federal Reserve Bank credit during the period. The increase of gold
reserves of the Federal Reserve Banks represents in the main liqui-
dation of bank credit due to the payment by foreign interests of obli-
gations contracted in this country. Most of this gold has found its
way into the Federal Reserve Banks. The reduction in note circula-
tion, on the other hand, may be taken as a rough measure of the
liquidation of domestic obligations. Since the changes in the two
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28 REPORT OF THE FEDERAL RESERVE BOARD.

items reflect different phases of banking developments during the
year, it is interesting to calculate what the movement in the reserve
ratio would have been had the reserves remained at the level of
November 5, 1920, that is, had no additional gold come into the Fed-
eral Reserve banks, and, on the other hand, what the ratio would
have been had liabilities remained at the level of November 5. The

resulting percentages are shown
in the second and third percent-
age columns in the table and in
the broken and dotted lines, re-
spectively, in the chart. The
broken line indicates what the
ratio would have been had lia-
bilities followed the course they
actually did during the year,
with the reserves remaining un-
changed at the November 5,
1920, level. In other words, it
shows to what extent the gain
in the reserve ratio was due
entirely to reduction of liabili-
ties. For the entire period the
gain in the reserve ratio attrib-
utable to the liquidation factor
alone was from 43 to 51.6 per
cent. The dotted line, on the
other hand, shows how the re-
serve ratio would have moved
as a result of additions to re-

serves alone with liabilities unchanged at the peak level. The figures
and curve indicate that in these circumstances the gain in the ratio
would have been from 43 to 59.3 per cent.

It appears, therefore, that additions to gold reserves, which, as
explained above, represent in the main liquidation of foreign obliga-
tions, were a more important factor in the gain in the reserve ratio
than was the reduction of liabilities, which reflects mainly the liqui-
dation of credit used in domestic commerce and industry.

RESERVE RATIO
OF
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REPORT OF THE FEDERAL RESERVE BOARD. 29

RESEEYE RATIOS.

[Per cent.]

Hypothetical.

Date.

Nov. 5.
12.
19.
26.

Dec. 3.
10.
17.
23.
30.

Jan. 7.
14.
21.
28.

Feb. 4.
11.
18.
25.

Mar. 4.
11.
18.
25.

Apr. 1.
8.

15.
22.
27.

May 4.
11.
18.
25.

June 1.
8.

15.
22.
29.

July 6.
13.
20.
27.

Aug. 3.
10.
17.
24.
31.

Sept. 7.
14.
21.
28.

Oct. 5..
11..
19..
26..

Nov. 2. .
9..

16..
23..
30..

Dec. 7..
14..
2 1 . .
2 8 . .

1920.

1921.

As
reported.

43.0
43.6
44.1
44.4
44.1
44.5
45.5
45.1
45.4

46.4
48.1
48.5
49.0
49.3
49.6
50.3
49.9
50.8
50.9
51.0
50.8
52.4
53.5
53.7
54.1
55.0
55.3
55.9
56.8
57.6
57.4
58.3
56.8
60.4
60.8
60.0
61.6
62.5
63.4
63.7
65.o
65.8
66.5
66.8
66.2
67.5
68.7
69.0
69.0
68.5
70.3
70.8
71.0
71.4
71.8
72.3
72.7
73.1
72.6
70.7
71.1

With
reserves
constant

at Nov. 5,
1920, level.

43.0
43.4
43.9
43.8
43.6
43.6
44.4
43.8
43.8

44.2
45.6
45.7
45.8
46.0
46.0
46.3
45.9
46.4
46.1
45.8
45.5
46.2
46.8
46.9
47.1
47.6
47.6

• 47.8
48.4
48 9
48.5
48.8
47.1
50.0
50.2
49.5
50.5
51.0
51.3
51.2
51.9
52.0
52.2
52.0
51.2
51.7
52.1
52.0
51.9
51.6
52.2
52.3
52.3
52.3
52.5
52.7
52.8
53.0

With
liabilities
constant

at Nov. 5,
1920, level.

43.0
43.2
43.2
43.5
43.5
43.8
44.0
44.3
44.5

45.1
45.3
45.6
45.9
46.1
46.4
46.6
46.7
47.1
47.5
47.8
48.0
48.7
49.2
49.2
49.4
49.6
49.9
50.3
50.5
50.7
50.9
51.3
51.8
51.9
52.0
52.1
52.4
52.7
53.2
53.6
53.9
54.4
54.8
55.2
55.5
56.1
56.7
57.0
57.1
57.0
57.9
58.2
58.3
58.6
58.8
59.0
59.2
59.2

52.5 I
51.3
51.6

59.4
59.3
59.3
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30 REPORT OF THE FEDERAL RESERVE BOARD.

CHANGES IN DISCOUNT RATES DURING 19 2 1 .

Control over discount rates, as exercised by the Federal Reserve
Banks and the Federal Eeserve Board, is an important and far-
reaching power which must always be used with care and discretion.

The principle is well established that the discount rates of a
central bank should be slightly in excess of market rates. This is a
time-honored policy, for example, of the Bank of England, and yet
there are certain essential differences between the operations of a
bank of the type of the Bank of England and those of the Federal
Reserve Banks which must be taken into consideration.

The official discount rates of the Bank of England are minimum
rates and relate only to bills of exchange. Federal Reserve Bank
rates, on the other hand, with the exception of rates established for
the purchase of acceptances in the open market, are fixed and uni-
form, and, since the so-called " progressive " rates have been abro-
gated, are applicable to all offerings of a member bank within a
Federal Reserve district, regardless of the proportion of the member
bank's rediscounts to its reserve deposits.

While it is theoretically desirable that Federal Reserve Bank
rates should be equal to or slightly in advance of current market
rates, it has always been exceedingly difficult to determine just
what current market rates are. Even in the largest money centers
of the country rates vary greatly according to the character of the
transaction. In New York City, for example, there are large deal-
ings in call loans which are usually secured by stock exchange col-
lateral, in bankers' acceptances, commercial paper offered by note
brokers, in Treasury certificates, and in the various issues of Gov-
ernment war obligations. In some other money centers throughout
the country the same factors enter into the money market, with the
exception, perhaps, of call loans, and it is customary everywhere
for banks to extend to good customers lines of credit at rates more
or less constant, and which are based upon the average deposit bal-
ance carried by the customer.

Most of the Federal Reserve districts are made up of several
States or parts of States which have varying usury laws, so that
the legal and contract rates in all parts of a Federal Reserve dis-
trict are by no means uniform. During all the post-war period
there has never been a time when the discount rate of a Federal
Reserve Bank, even the average rate in those districts where the
progressive rates were effective, exceeded the current rate, if that rate
l>e measured by rates charged on ordinary bank loans or by the rates
for commercial paper in the open market. There were many in-
stances where member banks could leirallv charge their customers
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10 to 12 per cent and could rediscount with the Federal Reserve
Bank at from 6 to 7 per cent. It seems, therefore, impracticable to
establish a Federal Reserve Bank rate which will preclude the pos-
sibility of a member bank rediscounting at a profit and no attempt
has ever been made to establish a rate based on this principle.

Data of interest in connection with the present relationship between
rates of discount charged by Federal Reserve Banks and by member
banks are brought out in the following table which gives the maxi-
mum, minimum, and average rates of interest or discount charged
customers by member banks on paper rediscounted with each Federal
Reserve Bank during December, 1921, together with the rates of dis-
count charged thereon by Federal Reserve Banks:

Federal Reserve district.

Boston
New "Voile
Philadelohia
Cleveland
Richmond
Atlanta
Chicago . .
St. Louis
Minneapolis . ...
Kansas Cit^
Dallas
San Francisco

All districts

! Rates charged by member banks

!

s
! Maximum.

1

10.0
8.0
7.0
8. 0

10.0
12.0
10.0
10.0

. . 12.0
12 0
10.0
12.0

12.0 ;

(per cent).

Minimum.

4.50
4.25
5.00
4.25
4.00
5.50
5.00
5.25
5.50
5.50
6.00
4.125

4.00

Average.

6.31
6.00
5.97
6.27
6.60
7.34
6. 60
6.69
7.65
7 87
7.09
6.37

6.27

Rates
charged by

Federal
Reserve
Banks

(rer cent).

4. 50
4.50
4. 50
5.00

1 5.13
2 5.28

5.00
5 00
5. 50
5 00
o. 50
5.00

34.91

Margin.
between
average

rate-s
charged by

mem )er
banksand rates

charged by
Federal
Reserve
Banks,

r>0
47
97
47

* 06
60
ty)

? | ^

? S7

.37

1.36

1 Average rate. Discount rate was reduced from oh to 5 per cent on Dec. 10.
2 Average rate. Discount rate was reduced from 5% to 5 per cent on Dec. 19.
3 Average rate.

The rates shown in the above table are admittedly subject to cer-
tain limitations, due to the fact that they do not take into account any
paper discounted by nonmember banks or paper discounted by mem-
ber banks which was not subsequently rediscounted with the Federal
Reserve Banks. It is apparent, however, that the figures furnish a
fair basis of comparison between rates charged by Federal Reserve
Banks and by member banks. Rates charged by member banks to
their customers on paper rediscounted with the Federal Reserve
Banks during December, 1921, ranged from a minimum of 4 per cent
to a maximum of 12 per cent, as will be seen from the following table,
which shows the number and amount of customers' bills and notes
rediscounted with the Federal Reserve Banks during December, 1921,
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distributed according to rates of discount or interest charged by mem-
ber banks:

Rate (per cent).

4
4£
41
4I
4f
5

£ i

6

6*
6 |
7 : : . : . : . . . : : " . " : " : : : : • : : : : : : : : : : : : : : : : : : : : :
71
7 l

8 .
8*
9

10
11
12

Total
Member bank rate not given

Total customers' paper discounted

Number
of pieces.

1
4

13
12
56
13

183
23

1,072
1

423
18,970

697
4,616

135
17,362

10
1,243

31,153
107

1,020
1
3

20,697
15

458

98,288
2,538

100,826

Per cent
of total.

0.01
.01
.06
.01
.19
.02

1.09

.43
19.30

.71
4.70

.14
17.66

.01
1.26

31.70
.11

1.04

21.06
.02
.47

100.00

Amount.

$1 250
25,000

185,000
300,000
767,026
435,000

10,490,960
470,000

198,124,285
25,000

36,264,500
760,528,897

9,694,902
176,814,383

3,329,500
145,889,704

30,260
17,771,249
79,037,682

393,668
2,365.962

4', 000
7,860

22,578 891
23,478

281,322

1,465,839,779
20,451,776

1 486,291 555

Per cent
of total.

0.01
.02
.05
.03
.72
.03

13.52

2.48
51.89

.66
12.06

.23
9.95

1.21
5.39
.03
.16

1.54

.02

100.00

It is noteworthy in this connection that on 19 per cent of the num-
ber of pieces and 52 per cent of the amount of paper discounted,
member banks charged a rate of 6 per cent: that on nearly IS per cent
of the number of pieces and 10 per cent of the amount they charged
a rate of 7 per cent; that on 31 per cent of the number of pieces and
5 per cent of the amount they charged 8 per cent, and on 21 per cent
of the number of pieces and less than 2 per cent of the amount mem-
ber banks charged their customers a rate of 10 per cent. Stating the
case in another way, it is seen on the whole that as the average size
of bills discounted decreases the rate charged increases; for example,
the average size of notes discounted at a rate of 6 per cent was
slightly over $40,000, whereas the average size of notes discounted at
10 per cent was slightly over $1,000.

It became necessary during the year 1920 for the Federal Reserve
Banks to establish and for the Federal Eeserve Board to approve a
relatively high scale of discount rates, for it was evident that a con-
tinuance of the war-time policy of abnormally low rates would result
in disaster to the public, the member banks and the Federal Reserve
Banks alike. The law imposes no limit upon the amount that a
member bank may rediscount with its Federal Reserve Bank and
the maintenance of a 4 per cent Federal Reserve Bank rate in the
face of an 8 per cent money market was manifestly impossible.

The beginning of the year 1921 found five of the Federal Reserve
Banks with rediscount rates of 7 per cent, and the remaining seven
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banks with a 6 per cent rate, these rates being applicable to eligible
paper of all maturities, issued or drawn for agricultural, industrial,
or commercial purposes or based on live stock. A preferential rate
prevailed at all the banks on paper secured by obligations of the
United States Government. The Federal Reserve Banks of St. Louis,
Kansas City, and Dallas were still applying the graduated or pro-
gressive discount rates authorized by section 14 of the Federal
Reserve Act, as amended by the Act of April 13, 1920. The discount
rate on trade acceptances indorsed by member banks was, with two
exceptions, the same as that applicable to other forms of commercial
paper, the Federal Reserve Banks of Cleveland and Minneapolis
maintaining preferential rates of one-fourth and one-half per cent,
respectively: while indorsed bankers' acceptances offered by member
banks other than the acceptors were being discounted by eight of the
Federal Reserve Banks at rates ranging from one-fourth to 1 per cent
less than the prevailing rate on commercial paper.

Rates on paper secured by Treasury certificates of indebtedness,
which were in all cases lower than those charged on commercial
paper, were governed largely by the rate of interest borne by the
certificates pledged as collateral.

At the beginning of the year the Federal Reserve Banks of Phila-
delphia, Atlanta, St. Louis, and Dallas each had a rate of 5^ per
cent on paper secured by Liberty bonds and Victory notes, while 5J
per cent was being charged by Cleveland and 6 per cent by the re-
maining seven banks on paper secured in this way.

Changes during the year have brought about not only a material
reduction in the discount rates at all Federal Reserve Banks, but
have also resulted in the discontinuance of the differentials formerly
applicable to certain classes of paper, so that at the present time one
rate obtains at each Federal Reserve Bank for all eligible paper,
irrespective of its character or maturity. The most noteworthy
changes during the year 1921 were reductions in the rates applicable
to commercial, industrial, agricultural, and live-stock paper, the
changes in which are shown in the following table.

'Federal Reserve
Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta..
Chicago
St. Louis
Minneapolis
Kansas Citv
Dallas
San Francisco

Tn
effect
Jan. l .

7

6
6
6

7

(i

I

Feb-
ruary.

1 7

April.

6

May.

Reductions.

June. ; July.

6* 6 ! 5i

6
6i

i (U
1 U2

i of

1 6

!

6 I

Au-
gust.

Sep-
tem-
ber.

5

Octo-
ber.

5 i

No-
vem-
ber.

5 U
-

6 | 5J

; i -"
i 2 ; j

De-
cem-
ber.

5
5

1 Increase.
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Following a thorough discussion of credit conditions in each Fed-
eral Reserve district at the conference between the Federal Reserve
Board and the chairmen and governors of Federal Reserve Banks
held in Washington during the last week in October, the board of
directors of each Federal Reserve Bank recommended and the Fed-
eral Reserve Board approved a further and general reduction in the
discount rates on all classes of paper, which became effective at ths
several Federal Reserve Banks between November 2 and Novem-
ber 7.

At the end of the year the Federal Reserve Banks of Boston, New
York, and Philadelphia had a discount rate of 4rJ per cent, the Fed-
eral Reserve Banks of Minneapolis and Dallas had discount rates
of 5-J per cent, and all the other Federal Reserve Banks—a discount
rate of 5 per cent, as compared with rates of 6 to 7 per cent at the
beginning of the year.

Discount rates on paper secured by Treasury certificates of in-
debtedness were raised by some of the banks in the early part of the
year. This resulted, in some instances, in putting these rates on the
same level as those on paper secured by Liberty bonds and Victory
notes, while in other cases the higher rates eliminated partially or
entirely the differential between rates on this class of paper and on
eligible agricultural, commercial, industrial, and live-stock paper.
All differentials in rates between paper secured by Government obli-
gations and agricultural and commercial paper were gradually abol-
ished, however, as successive reductions were made in the basic rates
applicable to agricultural and commercial paper.

The graduated or progressive rates, which were discussed in
detail in the annual report of the Federal Reserve Board for 1920,
are no longer in effect. As stated in that report, four banks, Atlanta,
St. Louis, Kansas City, and Dallas, put these rates into effect in
April and May, 1920, and one of them, Atlanta, abolished the pro-
gressive rate in November of the same year, at the same time estab-
lishing a flat 7 per cent rate on commercial, industrial, agricultural,
and live-stock paper. Under the rule in effect on January 1, 1921,
the borrowings of member banks in excess of their basic lines (deter-
mined in the manner explained in the annual report for 1920) at
the Federal Reserve Banks of St. Louis, Kansas City, and Dallas,
were subject to an increase of one-half of 1 per cent above the normal
discount rate for each 25 per cent by which the amount of accommo-
dation extended the member bank exceeded its basic line.

The Federal Reserve* Bank of Dallas abolished the graduated
discount rates on February 15, 1921, and at the same time established
i\ flat rate of 7 per cent on agricultural and commercial paper, while
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the other two banks first modified their progressive rate scales and
subsequently discontinued them.

In lieu of ,the rates of progression in effect on January 1, the
Federal Reserve Bank of St. Louis on May 21, 1921, established a
maximum progressive rate of 7 per cent; i. e., the new plan pro-
vided that thereafter borrowings up to the basic line would be
charged the normal 6 per cent rate, but that average borrowings in
excess of the basic line, which were subject to the progressive rate,
would be charged an additional 1 per cent, or 7 per cent, regard-
less of the amount of excess borrowings. The graduated discount
rate plan was discontinued altogether by this bank on June 23.

The Federal Reserve Bank of Kansas City, on January 29, 1921,
amended its progressive-rate plan by establishing a maximum rate of
12 per cent; i. e., it provided that in no case would more than 6 per-
cent in addition to the normal rate of 6 per cent be charged on
excess borrowings. In other respects the rate of progression re-
mained unchanged at one-half of 1 per cent for each 25 per cent
by which the amount of accommodation extended to the member
bank exceeded its basic line. On July 1 the Federal Reserve Bank
of Kansas City established a maximum rate chargeable of 8 per
cent, and at the same time changed the rate of progression to 1 per
cent, so that borrowings up to the basic line were taken at the
normal rate of 6 per cent, excess borrowings up to 100 per cent of
the basic line were subject to a snperrate of 1 per cent, and all addi-
tional borrowings to a superrate of 2 per cent. The graduated
discount rate plan was abolished entirely by this bank, effective
August 1. Both the Federal Reserve Banks of Atlanta and Kansas
City rebated all discount charged member banks under the pro-
gressive-rate plan at rates in excess of 12 per cent.

A substantial decline in the volume of bankers' acceptances out-
standing, together with an increased demand on the part of member
and nonmember banks, saving institutions, and industrial corpora-
tions for such acceptances for investment purposes, has brought
about a material decline in open-market acceptance rates during the
year. In consequence the minimum authorized rates on acceptances
purchased in the open market by Federal Reserve Banks were low-
ered during the year to 4 per cent at nearly all the banks.
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In the table given below there are shown the average rate charged
on rediscounted bills during the years 1920 and 1921 by each Federal
Reserve Bank and the average rate at which acceptances were pur-
chased in the open market.

Federal Reserve Bank.

New York
Philadelphia
Cleveland .
Richmond
Atlanta . .
Chicago .
St Louis
Minneapolis .
Kansas City
Pallas .
San Francisco

All banks . ..

Bills discounted.

1921

5.88
6.06
5.44
5.72
5.91
6.05
6.29
5.90
6.38
6.14
6.01
5.78

6.01

1920

6.03
5.97
5.44
5.66
5.78
5.97
6.32
5.98
6.40
6.65
5.78
5.82

6.02

Acceptances pur-
chased.

1921

5.39
5.40
5.35
5.81
5.93
6.10
5.51
5.47
6.08
6.46
6.08
5.49

5.49

1920

5.98
5.81
5.89
5.83
5.93
5.85
5. 93
5.68
5.50
6.27
5.97
5.79

5.85

Discount rates obtaining on January 1,1921, at the Federal Reserve
Banks on the several classes of paper, and the changes made during
the year 1921, are shown in the following tables:
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COMMERCIAL PAPER MATURING

federal Reserve Bank.

Boston
New York
Philadelphia.
Cleveland.
Richmond. .
Atlanta..
Chicago
St. Louis
Minneapolis.
Kansas City
Dallas.. .
San Francisco

a"

e
a

7
7
6
6
6
7
7
6
7
6
6
6

WITHIN 90 DAYS, AND AGRICULTURAL AND LIVE- STOCK

Fe
b.

 1
5

7
A

pr
. 

15

6

M
ay

 
5

| 
M

ay
 6

M
ay

 
7

6
64

I

M
ay

 1
0

M
ay

 1
6

j j 
Ju

ne
 1

6

PAPER MATURING WITHIN 6 MONTHS.

Changes effective-

Ju
ne

 2
5

6 5i
5£

! |

' 6

j

Ju
ly

 2
5

Ju
ly

 3
0

A
ug

. 
8

Se
pt

. 2
2

5

Se
pt

. 2
3

5

O
ct

. 
5

. . . 5

6 ; : : : : : : : : :

6

N
ov

. 
2

N
ov

. 
3

N
ov

. 
4

4*
4i

N
ov

. 
7

D
ec

. 1
0

4*

54 1 I . . - - .

5 |
..1
5

5£ i
5*

D
ec

. 
19

5

PAPER SECURED BY UNITED STATES TREASURY NOTES 1 AND CERTIFICATES OF INDEBTEDNESS MATURING WITHIN 90 DAYS.

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta..
Chicago
St. Louis
Minneapolis
Kansas Citv
Dallas
San Francisco

In
 e

ff
ec

t 
Ja

n.
1,

 1
92

1.

54
25-6

254.-6
2 54 6

2 5 6
*5J-625-54.

54
2 5 62 5 62 54 6

Changes effective—

Ja
n.

 2
2.

6

Ja
n.

 2
4.

Q

Ja
n.

 3
1.

6

Fe
b.

 
1.

6

Fe
b.

 
3.

251 6

I

Fe
b.

 
5.

Fe
b.

 
8.

6

6

F
eb

. 
10

.
6

10
r-l

A
pr

. 
15

.

1

6

d

03 un
e 

16
.

ru
ly

 
1.

6

6
G

ru
ly

 2
1.

ru
ly

 2
5.

\u
g.

 8
.

r/-| rr!

5
. . . i 5 '

5 4 i

i

O
ct

. 
5.

N
ov

. 
2. CO i • *

1 I N
ov

. 
7.

D
ec

. 
10

.

! 1

i j 4 i

! . . . 4 4 ! !
44 ! ! :

1 • > 1

• 5

5

54

.-;

54 i

i

D
ec

. 1
9.

j
o
H
O

j

w

o

s

1 First issued as of June 15, 1921.
1 Discount rate corresponds to interest rate borne by certificates pledged as collateral within limits shown.
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PAPER SECURGD BY LIBERTY BONDS AND VICTORY NOTES MATURING WITHIN 90 DAYS.
00

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta -. .
Chicago
St. Louis
Minneapolis
Kansas City . ,
Dallas
San Francisco

In
effect

Jan. 1,
1921.

6
6
51
5-1
6
5*
6

?
6
516

Changes effective—

Feb.
10.

6

Feb.
15.

6

May
6.

6

May
21.

6

July
21.

5i
5*

July
25.

Aug.
8.

5*

Sept.
22.

5

Sept.
23.

5

Oct.
5.

5

Nov.

51

5

5

Nov.
3.

5 "
5

Nov.
4.

4i

5*

Nov.
7.

5

51

Dec. ! Dec.
10. | 19.

5
i 5

!

i

TRADE ACCEPTANCES MATURING WITHIN 90 DAYS.

Federal Reserve Bank.

Boston . .
New York
Philadelphia -
Cleveland
Richmond
Atlanta
Chicago

Minneapolis -

Dallas
San Francisco

In ef-
fect

Jan.l.
1921.'

7
7
6

7
7
6
6*
ff
6

Feb.
10.

6

Feb.
15.

Apr.
15.

i 6

7

May
5.

May
6.

6

May

I

May
16.

June
16.

6

. ; . . . . !

6^

June
25.

6

Changes effective-

July
21.

o j

5l

'/'.".'.

July
25.

5h

Julv
30:

6

Aug.
8.

5J

Sept.
22.

5

Sept.
23.

5

Oct.
5.

5

| 6

Nov.
9

Nov.
3.

4-1

5 |

5

51

5

Nov.
4.

5 i

Nov. Dec.
7. , 10.

5

5| i .

1

Dec.
19.

5

H

O

H

>
tr1

w
o
>
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B A N K E R S ' ACCEPTANCES DISCOUNTED FOR MEMBER BANKS

Federal Reserve Bank.

Boston
New York
Philadel phiaCleveland
Richmond
Atlanta
Chicago
St Louis
Minneapolis
Ivausas City
Dallas
San Francisco...

In
effect
Jan. 1,
1921.

0)
i\
(\
of
6
6

5 1

6
r)1

5 1

6"

Feb .
10.

6

Feb.
15.

May
16.

7

June i Ju ly
25. 1."

MATURING WITHIN T H R E E MONTHS.

Changes effective—

Julv July
2i: 25.

Aug.
8.

| ; |

! ! o i
51

j i

6
f, ;

i i 5-i

Sept. ! Oct.
22. I 5.

0 '

Nov. Nov.
2. : 3.

4^
4*

i si'

i

5 1

n

-

5

Nov.
4.

Nov.
7.

Dec.
10.

5
i

1

Dec.
19.

0

1 No special rate.
NOTE.—Rates apply only to acceptances offered for rediscount by a bank other than the acceptor, the commercial paper rate being applicable to acceptances rediscounted by

the acceptor.
O P E N M A R K E T R A T E S — M I N I M U M AUTHORIZED R A T E ON B A N K E R S ' AND T R A D E ACCEPTANCES B O U G H T IN O P E N M A R K E T .

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland.
Richmond
Atlanta .
Chicago
St Louis
Minneapolis... .
Kansas City
Dallas
San Francisco

In effect
Jan. 1,

1921.

r

-
-

f
5
5
5
5

Feb. 15.

6

Changes effective—•

Sept. 23. Sept. 26. Oct. 4.

5
4"

Oct. 0.

4

Oct. 7.

4

1
' ' ' I

Oct. 11. Oct. 13. Oct. 26.

4*

4

4

4

Nov. 3. Dec. 19.

M - 5
24-5

1 Anphes only to bankers' acceptances indorsed by member banks; minimum rate on other bills is the same as commercial paper rate.
* Minimum, 4 per cent; maximum, 5 per cent.
NOTE,—Acceptances purchased from the acceptor are taken at a rate not less than the discount rate on commercial paper.

w

H

£
K

W
O

CO
CO
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January 1,1921—in effect at—

St. Louis.. . .

January 29.

Kansas City.,

Dallas..

Maximum rate of 12
per cent established,
l. e., 6 per cent in
addition to normal
rate of 6 per cent.
Rate of progression
unchanged at one-
half of I per cent for
each 25 per cent by
which the amount
of accommodation
extended to the
member bank ex-
ceeded its basic line.

GRADUATED DISCOUNT RATES.

[Section 14 as amended April 13, 1920.]

February 15.

)iscontinued

May 21.

Flat progressive rate
of 7 per cent estab-
lished, i. e., 1 per
cent above normal
rate of 6 per cent on
the entire amount of
average excess bor-
rowings subject to
the progressive rate.

June 23.

Discontinued

July 1.

Maximum rate of S
per cent established
and rate of progres-
sion changed so that
excess borrowings
up to 100 per cent of
basic line were sub-
ject to a supcrrate
of 1 per cent and
additional borrow-
ings to a superrate
of 2 per cent.

August 1.

Discontinued.

o
w
H

o

H

2

NOTE.—On Jan. J, 1921, borrowings of member banks iti <>\ce>". of bu-i.- line, at th«j HVderuI Reserve Banks of St. Louis, Kansas City, and Dallas, were subject to a one-half per
cent increase above the normal discount rate for t-ucii 25 pi*r rent by uhu-h tin* amount ul accommodation extended exceeded t.ae basic line.
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REPORT OF THE FEDERAL RESERVE BOARD. 4 1

CHANGES IN RATES OF EARNINGS DURING 1 9 2 1 .

The easing of discount and open market rates during 1921, in
consequence of continuous liquidation throughout the year, is re-
flected in the rates of earnings of Federal Reserve Banks which show
a gradual but continuous decline, beginning with the month of Feb-
ruary. For the year as a whole the average rate of earnings on all
classes of earning assets was 5.61 per cent, compared with 5.50 per
cent during 1920. The average rate on discounted bills, from which
over 89 per cent of the earnings of the Federal Reserve Banks were
derived, showed a slight recession to 6.30 per cent in January, 1921,
from 6.42 per cent in December, 1920. the highest average rate of
earnings on this class of paper ever reported for the Federal Reserve
System as a whole. This was followed by a partial recovery to 6.37
per cent in February in consequence of advances made by some of
the Federal Reserve Banks in their discount rates on paper secured
by United States Government obligations. From this high point for
the year, there was a gradual but steady decline in the rates of earn-
ings on discounted bills, the rate for the month of December being:
5.11 per cent.

Earnings on acceptances bought in the open market followed in
general the same course, though at a somewhat lower level, the aver-
age rate of earnings in December being 4.50 per cent, compared with
6.14 per cent for January. Rates of earnings on United States
securities reflect primarily the low rate, 2 per cent, borne by the
so-called " Pittman Act certificates " held by the Federal Reserve
Banks on deposit with the United States Treasurer as security for
Federal Reserve Bank notes outstanding. The volume of these cer-
tificates has steadily decreased during the year, because of the Treas-
ury's policy to redeem them as Federal Reserve Bank notes are
retired and replaced by silver certificates.

Variations in the rate of earnings on United States securities are
due to purchases of temporary 4 per cent certificates of indebted-
ness issued by the Treasury Department, usually at tax paying
periods, and to purchases of Treasury certificates under repurchase
agreements.
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The average rates of earnings on each class of earning assests by
months during 1921 are shown in the following table:

January
February
March
April
May...
June
July
August
September.
October
November
December

Average for year

! All
; classes.

5 88
5.92
5.90
5.85
5 79
5.67
5.60
5.42
5 35
5.25
4 99
4.74

5.61
1

Bills dis-
counted.

6 30
6.37
6.36
6. 32
6 29
6.20
6.09
5.91
5.85
5. 69
5 39
5.11

6.07

Bills
bought \
in open
market.

6 14
5.99 ;

6.01 I
5.97
5 98 i
5.97 !
5.96 1
5.36
5.33 i
5.04 i
4 91
4.50 !

5.70 |

United
States
securi-
ties.

2 13
2.11
2.24
2.15
2 49
2.40
2.31
2. 33
2.49
2.38
2 68
2.92

2.37

Municipal

warrants.

6. 00
5 08
5.44

5.27

REDISCOUNTS BETWEEN FEDERAL RESERVE BAXKS.

Reserve ratios of Federal Reserve Banks, considered separately,
are closely related to the rediscount transactions between Federal
Reserve Banks. A Federal Reserve Bank will seek rediscount accom-
modations from other reserve banks at times when its own reserve is
insufficient, without declining to a point below the legal minimum,
to supply the credit demands of its member banks. Reserve ratios
on the basis of reserves actually owned by a bank are knowTn as
" actual" reserve ratios, while reserve ratios on the basis of reserves
before interbank borrowing or lending are referred to as " adjusted "
ratios. It is the adjusted ratio, therefore, that is an index of the re-
serve position of a Federal Reserve Bank from the standpoint of its
ability to make rediscounts for other reserve banks or its need to
apply for accommodation to other reserve banks.

Two tables are presented below, one showing the actual and ad-
justed reserve ratios of each Federal Reserve Bank at the end of each
month during 1920 and 1921 and the other showing for each Federal
Reserve Bank the net amount of accommodation received from or
extended to other reserve banks. During the 3̂ ear 1920 interdistrict
rediscounting assumed large proportions, the amount at the end of
October being $260,440,000. During the year 1921 credit require-
ments throughout the country were less urgent and banks were better
able to meet local demands out of their own resources. The maxi-
mum amount of Federal Reserve Bank rediscounts at the end of any
month subsequent to the high mark of $91,365,000 on January 31
was $68,304,000 at the end of August. Since that time interbank
borrowings decreased rapidly and from December 15 to the end
of the year no Federal Reserve Bank was rediscounting with others.

The Federal Reserve Banks which have received the largest amount
of accommodation from other Federal Reserve Banks during the past
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two years are those at Richmond, Atlanta, St. Louis, and Dallas,
whose districts were affected by the decline in the price of cotton, and
the Federal Reserve Banks of Chicago, Minneapolis, and Kansas
City, which felt the effect of the decline in the price of grains,
wool, and other agricultural products.

The chart in the appendix of the complete report shows the actual
and adjusted reserve ratios for each Federal Reserve Bank during
the years 1920 and 1921. It is apparent from the chart that the
banks in the principal agricultural districts, with the exception at
times of Chicago, would not have been able to serve the needs of their
communities nearly so well had it not been possible to obtain addi-
tional funds from the banks in the North and East which were in a
stronger reserve position.

In 1920 the principal lending bank was the Federal Reserve Bank of
Cleveland, which extended accommodation to other Federal Reserve
Banks up to a maximum amount of $145,000,000, when it was extend-
ing indirectly through its loans to other reserve banks more credit to
member banks outside of its own district than to its own members.
In 1921 the Federal Reserve Bank of Cleveland was called upon to
lend to other Federal Reserve Banks in a much more moderate degree.
The Federal Reserve Bank of Boston rediscounted for other Federal
Reserve Banks almost continually during the two years, and the Fed-
eral Reserve Bank of New York at different times appeared in inter-
district transactions, either as borrower or lender. During 1921,
however, owing to the constant flow of gold from abroad, and to
marked liquidation of advances to its own member banks, the New
York Federal Reserve Bank's reserve ratio shows a marked and
constant advance, and it has been extending accommodation to other
Federal Reserve Banks since April. The Federal Reserve Bank of
Philadelphia was borrowing from other Federal Reserve Banks dur-
ing the early part of the year 1920, but as its reserve position im-
proved the bank became a heavy lender to other Federal Reserve
Banks beginning with July. This bank was not called upon during
the year 1921 to extend any large amount of accommodation to other
Federal Reserve Banks.

As a result of the rediscount transactions between Federal Reserve
Banks, the actual reserve ratios of the several banks remained fairly
steady throughout the year 1920 at between 40 and 45 per cent. In
1921, chiefly in consequence of the constant influx of gold and the
reduction of Federal Reserve note circulation, an upward tendency
in reserve ratios was noted at all the banks, the greatest advance
being recorded in the case of the Federal Reserve Bank of New York,
which had a reserve ratio of 37.9 per cent at the end of January, 1921,
of 83.6 per cent at the end of November and 78.8 per cent on Decem-
ber 31.
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ACTUAL AND ADJUSTED RESEKVE RATIOS

[Percentages are based on

1920.
January
February
M arch
April
May
June

©

>>
GG

44.5
42.5
42.7
42.4
42.7
43.fi

July . . . 44.2
August
September
October
November
December

1921.
January
February
March.
April
Mav
June
July
August
September
October
November
December

43. 2
43.6
43.1
44.4
45.4

49.0
50.1
52.0
54.8
58.1
60.8
63.7
66.8
68.8
70.6
72.7
70.2

1920.
January
February
March
April
May
June
July .
August
September. .October
November . . . .
December

1921.
January
February
March
April
May.. .
June
July . . . .
\ugust
September
October
November
December

Boston.

A
ct

ua
l.

42.6
50.5
45.0
53.1
50.1
56.8
56.5
53.1
51.4
49.6
55. 0
55. 3

64.4
62.4
59.6
72.0
68.9
72.4
77.4
71.4
75.9
79. 5
76.3
78.0

A
dj

us
te

d.
42. 3
47.3
50.4
58.9
55. 4
61.9
68.7
69.4
66.2
70.2
61.9
59.5

68.6
62.7
59.6
73.3
70.1
75.0
81.2
79.0
82.3
84.8
79.4
78.0

Chicago.

o
<

50.3
44.1
41.3
40.2
39.9
40.0
40.7
43.0
39.1
40.3
40.0
40.4

50.5
52.3
41.7
49.5
56.6
53. 5
60.8
70.0
67.8
71.0
74.2
69.9

1
<

57.3
48.542.3
35.3
37.5
36.7
39.4
42.0
35.3
39.4
40.0
40.4

50.5
52.3
41.7
49.5
56.6
53.5
60.8
70.0
67.8
71.0
74.2
69.9

New York.

A
ct

ua
l.

40.3
37.6
39.1
39.9
41.8
39.2
40.4
38.5
43.7
39.1
40.8
40.0

37.9
40.5
55.4
55.0
61.8
71.2
73.5
75.5
81.5
81.9
83.6
78.8

A
dj

us
te

d.

35.3
34.3
36.9
45.7
46.9
42.8
40.8
35. 9
42.9
35.1
39.2
39. 5

34.2
39.0
55.3
56.2
63.8
74.1
76.4
78.1
83.6
83.3
84.0
78.8

St. Louis.

1

48.9
43.0
39.3
40.2
40.1
41.9
42.3
41.6
40.2
40.4
41.3
44.5

50.9
54.9
52.2
56.2
55.8
50.6
53.0
58.6
58.4
66.7
63.5
64.8

1
<

49.8
43.0
33.2
18.5
13.9
27.8
26.3
24.8
21.0
21.6
34.9
44.5

50.9
54.9
52. 2
56.2
55.8
50.6
53.0
58.6
58.4
66.7
63.5
64.8

OF FEDERAL RESERVE BANKS,

end of month figures.2]

Philadel-
phia.

A
ct

ua
l.

40.6
40.2
40.8
40.3
40.2
45.0
44.8
48.3
48. 5
51.3
49.6
54.2

58.9
55.9
52.9
55. 2
52.0
57.5
63.5
66.9
70.2
70.0
74.6
71.2

A
dj

us
te

d.

30.4
29.0
30.5
34.3
40.2
45.0
47.7
51.6
58.2
61.2
55.4
58.7

60.2
57.0
52.9
55.2
52. 0
57. 5
63.5
66.9
70.2
70.0
74.6
71.2

Minne-
apolis.

<

50.2
48.4
48.3
39.4
41.0
41.1
40.4
40.0
39.1
39.2
39. 5
39.8

40.6
43.5
44.6
41.8
41.7
40.8
38.1
39.4
41.3
39.7
47.3
58.5

-2
Is
<

50.2
51.4
56.1
30.7
25.8
21 2
29.3
22.8
22.2
18.1
18.0
27.7

38.2
43.5
44.6
40.0
29.8
28.0
25.6
24.5
39.3
36.2
47.3
58.5

Cleveland.

d

<

48.3
44.9
45.8
50.5
51.5
51.1
56. 5
48.7
48.3
51. 9
56.5
59.1

66.7
68. 9
67. 5
68. 2
70.8
65. 5
66.5
71.4
69.0
70.0
74.8
69.0

A
dj

us
te

d.

55.4
48.6
54.8
61.3
61.4
63.1
70.9
74.3
78.6
80.2
79.4
75.9

78.5
74,1
71.0
69.1
70.8
65. 5
68.8
73.2
72.1
71.6
74 9
69.0

Kansas
City.

49.6
47.0
45.3
41.6
40.7
41.1
39.7
40.7
41.3
40.3
40.2
41.4

41.0
48.0
43.3
43.3
51.2
50.7
53.1
59.9
50.8
50.4
48.6
50.5

i

49.6
52.2
46.3
32.9
33.1
33.9
26.8
28.3
18.4
15.9
24.4
25.2

41.0
48. 0
43.3
43.3
51.2
50.7
53.1
59.9
50.8
50. 4
48.6
50.5

Richmond.

A
ct

ua
l.

44.6
44.0
42.0
43.2
40.2
41.7
41.9
46.6
42.5
45.5
43.2
45.4

48 0
48.6
41.9
42.8
43.2
45.2
42.5
40.1
44.7
46.6
43.7
42.6

A
dj

us
te

d.

41.9
4.4.0
33.7
29.0
25.6
27.0
28.6
33.0
29.3
38.2
38.0
40.3

48 0
48.6
41.9
35.0
3-5.0
31.0
27. 6
27.7
29.7
37.4
4L1
42.6

Dallas.

50.2
45. 9
52.8
40.5
40.8
41.4
40.5
39.9
39.8
39.6
40.3
41.8

40.6
38.8
39.8
39.3
40.8
38.9
40.1
40.1
41.2
41.5
39.3
43.1

73

62.6
64.0
59. 5
38.1
30.2
37.4
17.9
10.8
10.0
13.5
18.9
17.5

23.5
27.0
26. 5
30.5
35.0
28.7
15.7
9.2

2? 4
30.1
35.7
43.1

1920-21/

Atlanta.

A
ct

ua
l.

48.5
44.2
48.3
41.4
40.4
40.6
40.8
40.4
40.5
40. 5
40.1
40. 7

42 2
41.8
41.5
45.3
46.8
44.4
41. 6
40.8
40.4
40.3
40 5
43.3

A
dj

us
te

d.

56.0
52.2
50 0
4.1.4
36.2
36.4
29.3
23.5
17.0
24.2
21.2
24 8

33 9
41.8
41.5
45 3
46.8
44 4
40.6
35.6
31.0
32 1
35 9
43.3

San
Francisco.

IS

40.3
49.5
49.9
42.4
42.2
52.0
46.8
44.8
40.3
44.9
44.9
49.3

53.8
51.2
53. 3
55.0
54 8
58.8
61.1
64.6
66.7
71.6
79.3
76.5

T3

to

<

41.3
45.6
52.0
40.1
42.9
52.1
52.3
49.2
42.5
45.0
46.8
51.1

5S.2
53.3
53.3
55.0
54.8
58.8
61.1
64.6
66.7
71.6
79.3
76.5

1 Ratio of cash reserves to note and net deposit liabilities, January, 1920-February, 1921; ratio of cash
reserves to note and total deposit liabilities since March, 1921.

2 For 1920 the figures are for last Friday of each month; for 1921, for last day of each month.
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NET AMOUNT OF ACCOMMODATION RECEIVED FROM OR EXTENDED TO OTHER FEDERAL
RESERVE B A N K S .

[End-of-month holdings in thousands of dollars. Plus sign iniieates net accommodation extended; minus
sign, net accommodation received.]

Date.

1920.
Jan 30
Feb. 27
Mar. 28
Apr. 3 0 . . .
Mav 28
June 25 . .
Julv 30
Aug. 27
Sept. 24
Oct. 29
Nov. 26
Dec. 30 . .

1921.
Jan. 31
Feb. 2 8 . . .
Mar 31
Apr. 30. .
May 31
June 30
July 30
Aug 31
Sept. 3 0 . . .
Oct 31
Nov. 30. .
Dec. 31

Date.

1920.
Jan .30 . . .
Feb 27
Mar 26
\ p r 30
May 28
June 25
July 30
Aug. 27
Sept. 24.
Oct. 29
Nov. 26
Dec. 30 .

1921.
Jan 31
Feb. 28
Mar 31
Apr. 30
May 31
June 30
July 30
Aug. 31 . .
Sept. 30
Oct. 31 .
Nov. 30
Dec. 31

Boston.

— 1 021
— 11 923
-t-20 414
+ 22,126
+ 20,366
+ 17,130
+48,368
+60,911
+60,655
+84 390
+ 27,654
+ 16 575

+ 15 686
+ 1 082

+ 4 992
+ 5 500
+ 9,405
+ 13,896
+ 26 71ft
+ 21 853
+ 17,958
+ 10 246

New York.

—75 649
-55,308
—34 096
+92,683
+82,054
+56,567
+ 6,474
-40,923
-13,404
-61,362
-24,502
- 6,917

- 5 1 827
—22,654
— 513
+ 16,950
+ 27 020
+38,024
+ 37,530
+34' 768
+ 26,933
+ 18,328
+ 4,324

St. Louis.

+ 1 663

—11 829
-41 ,385
-50 ,060
-26 ,723
- 3 0 7 607
- 3 2 , 434
—36 996
- 3 7 , 305
— 12 793

+ I,666
+ 1,000

Philadel-
phia.

—32,790
-38,925
—35 555
-20,709

+io,6i4
+ 11,812

•+35,812
+37,201
+ 21,758
+ 17,109

+ 4,554
+ 3,826

Minne-
apolis.

+ 4,000
+ 10 029
— 11,111
-19,132
-23,672
-13,738
-20,347
— 21 349
-26,603
— 25 860
-14,801

2 775

— 2,000
— Y>- 020
— 13 175

12, 530
14 7('8
2 080 -

— 3 428 ,

Cleveland.

+ 27 521
+ 15,601
+ 38 304
+ 48,275
+ 43,761
+ 52,078
+ 64,756
+ 121,060
+ 145,620
+138,750
+ 112,106
+ 81,573

+ 55,062
+ 23,326
+ 15 222
+ 4,000

"'+"K 986"
+ ()' 820
+ 11 422
+ 5', 664
+ 242

Kansas
City.

+ 10,050
+ 1 871
-15,871
-13,81)5
-12,958
-22,902
-22,247
—41 175
-44,895
—28' 404
—29,080

Richmond.

— 5,000

— 15 000
- 2 < 850
-25,000
^-24,904
-23,133
-25,000
-24,620
-14,275
— 10,000
— 10,000

— 14,925
— 15 000
-24 . 849
-25'. 000
—20' 000
—24,853
-14,900
— 4,324

Dallas.

+14,950
+23,500
+ 7 825

, - 3,000
-13,000
- 5,000
-26,716
—U, 540
—37 419
-32,828
— 26 600
-27,711

1Q 445
— 12^898
-14,700
— 8' 992
— 5 500

9 405
21 032
24 610
10; 394
9 427

— 3*000

Atlanta.

+ 15 000
+ 16,187
+ 3 351

- 8,500
- 7,960
-21,607
-31,963
-45,533
-36,122
-40,216
- 3 3 659

— 17 318

""-'i'kho
— 8 928
—16,881
-14,195
— 7 488

San
Francisco.

+ 3 408
+ 3,408
-4- 7 081
- 7,687
+ 2,371
+ 392
+ 19,092
+ 15,672
+ 8 909
+ ' 93
+ 6 917
+ 6,917

+ 16 063
+ 7,318
- 9
— 25

Chicago.

+ 51,918
+33,410
+ 7 605
-38,471
-18,995
-24,950
-10,001
- 8,001
- 2 9 , 800
- 7,050

- 1,000
- 1,000

; ; ;
; . . .

Total.

114 460
100,156
96 480

163,084
148, 552
126, 167
148,704
215,455
250 298
260,440
168 435
122,174

Ql 30 5
30,552
16, 222
25 942
32 520
47,429
60 412
(vS 304
60 208
41 950
14 812

EARNINGS AND OPERATING EXPENSES OF THE FEDERAL RESERVE BANKS.

In its annual report for the year 1920 the Federal Reserve Board
expressed the opinion that, in view of the decline in prices from the
high level reached in 1919 and the recession of business, it might be
expected that credit requirements, both for the purpose of main-
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taining reserve balances and for obtaining Federal Reserve notes for
circulation, would be lighter. During 1921 there was a material
reduction both in the loans and deposits of member banks, especially
in financial and manufacturing centers, and this has been reflected
in a decrease in the amount of reserves required to be carried with
the Federal Reserve Banks and, consequently, in the amount of mem-
ber bank borrowings.

Much the greater part of the decrease in member bank borrowings,
however, which shows a gradual but continuous decline from $2,687,-
000,000 at the end of 1920 to about $1,144,000,000 at the end of 1921,
was due to the reduction of over $900,000,000 in the volume of
Federal Reserve notes in circulation, caused by lower price levels
and by net imports of $667,000,000 of gold, practically all of which
found its way into the Federal Reserve Banks. This decline in
the volume of rediscounts which Federal Reserve Banks have been
called upon to make for member banks, together with the successive
reductions in discount rates, has resulted in a decrease in gross earn-
ings from $181,297,000 in 1920 to $122,865,000 in 1921. The greater
part of the decrease was due to smaller earnings during the last half
of the year, when gross earnings aggregated $46,182,000, as compared
with $76,683,000 for the first half of 1921 and $99,520,000 for the
last six months of 1920. Slightly over 89 per cent of the gross earn-
ings for 1921, as against 82 per cent for 1920, came from paper
discounted for member banks. The daily average of discounted
paper held aggregated $1,804,000,000 in 1921, as compared with
$2,530,000,000 in 1920.

The Board desires again to call attention to the fact that the dis-
count policies of the Federal Reserve Banks are directed with a view
to accommodating the commercial, industrial, agricultural, and live-
stock interests of the country in the manner and to the extent per-
mitted by the Federal Reserve Act and not for the purpose of
increasing the profits of the Federal Reserve Banks or the amount of
franchise taxes payable to the Government. In accordance with the
provisions of section 7 of the Federal Reserve Act, after dividends at
the rate of 6 per cent per annum are paid to the member banks on
the Federal Reserve Bank stock held by them, and after the surplus
has been brought up to 100 per cent of the subscribed capital of
each Federal Reserve Bank, 90 per cent of the net earnings remain-
ing are paid to the United States as a franchise tax, the Federal
Reserve Bank being allowed by law to retain the remaining 10 per
cent as a further addition to its surplus.

Although the discounts for member banks during 1921 have been
much smaller in amount than in 1920, the number of bills and
notes discounted increased by about 200,000, or from approximately
1,000,000 pieces in 1920 to about 1,250,000 in 1921. The number of
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cheeks and drafts which passed through the transit departments of
the Federal Reserve Banks during the year 1921 has also shown a
material increase, notwithstanding a marked decline in the aggregate
amount in dollars. This increased volume of business, together with
the further broadening of services extended to member banks and
the assumption on July 1 of fiscal agency expenses, which hitherto
had been reimbursed by the Treasury, has resulted in a compara-
tively small increase in operating expenses. In order to care prop-
erly for the increased volume of transactions, as above indicated,
some of the Federal Eeserve Banks have found it necessary to in-
crease slightly the number of their officers and employees as may be
seen from the following table:

OFFICERS AND EMPLOYEES.

Boston.
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas Cifcv
Dallas
San Francisco

Total

Federal Reserve Bank.

Number

1921

734
2 907

897
977
745
4«2

1 728
762
467
894
637

1,267

12,497

Dec. 31—

1920

776
2 936

S42
969
667
446

1.731
851
459
863
613

1,132

12,285

Average salary as of
Dec ^31, exclusive
of bonus.

D2I ;

-$1,564 :
1 628
1 431
1,583
1 390
1,519 !
1 558
1,484 :

1 479 >
1.612 !

1 573 I
1.673 i

1.565 ;

1920

$1,405
1 580
1 375
1, 492
1 346
L.445
L 414
L. 339
I 392
L,309
L 414
1,482

L, 447

In consequence of the partial or total discontinuance of bonus
payments by the Federal Reserve Banks, it has been necessary in
some cases to make slight advances in the basic salaries paid to
employees and to junior officers. If bonus payments which during
1920 generally ranged from 10 per cent for junior officers and senior
employees to 20 per cent for junior employees are considered in con-
nection with the salaries given above, it will be found that the salary
adjustments have not resulted in an increase in the average compensa-
tion paid to officers and employees.

The following table taken from the Board's reply of October 31,
1921 (S. Doc. Xo. 75), to Senate resolution 153 shows that the
average annual salary paid to officers of the Federal Eeserve Banks,
as of October, 1921. was $7,743, as compared with an average annual
salary of $13,092 paid by the larger member banks in Federal Reserve
Bank cities.
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AVERAGE ANNUAL SALAKIES PAID TO OFFICERS OF E A C H FEDERAL RESERVE B A N K
AND BY T H R E E OF THE LARGER MEMBER B A N K S IN E A C H FEDERAL RESERVE B A N K
CITY AS OF OCTOBER. 1921.

[Bonus excluded.]

Federal Reserve district.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

Federal
Reserve
Bank.

Member
banks.

$9,679 i $14,745
12, 745
10. 125
7,792 i
6,696 !
5.677 i
7,946 i

i 17,331
15, 733
10, 061
6,473
7,828

15,440

Federal Reserve district.
Federal
Reserve
Bank.

Member
banks.

St. Louis..
Minneapolis !
Kansas City ;
Dallas
San Francisco \

$7,078 $11,675

System.

6,478 i
6. 147 j
5:512 I
6', 459 I

7, 743 I

10. 621
10; 313
8, 767

11,409

13, 092

1 Six national banks.

It will be noted from the above table that the average annual salary
($13,092) paid by the larger member banks in Federal Reserve Bank
cities was 69 per cent in excess of the average annual salary paid by
all Federal Reserve Banks.

The Board has already given the Senate full and detailed informa-
tion in the Senate document above referred to regarding the salaries
paid officers and employees by the Federal Reserve Banks and regard-
ing their investments in banking houses and equipment, and in order
that this information may be preserved and more generally dis-
seminated the letter and exhibits which were sent to the Senate are
reprinted on pages 359-491 of this report.

The Federal Reserve Bank of Dallas is now the only one whose
net earnings have not yet been sufficient to enable it to accumulate a
surplus equal to its subscribed capital, as authorized by the act of
March 3, 1919, amending section 7 of the Federal Reserve Act. All
other Federal Reserve Banks have accumulated surplus funds in
excess of their subscribed capital, the Federal Reserve Bank of New
York in 1919, the Federal Reserve Banks of Boston, Philadelphia,
Richmond, Atlanta, Chicago, Minneapolis, Kansas City, and San
Francisco in 1920, and the Federal Reserve Banks of Cleveland and
St. Louis in 1921. In the table below are shown the 100 per cent or
normal surplus and the additional surplus, called for convenience
the " super-surplus," which is created by carrying to surplus account
10 per cent of net earnings after the normal surplus is equal to 100 per
cent of the subscribed capital, also the ratio of total surplus to
subscribed capital stock of each Federal Reserve Bank on January
1, 1922.
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[.Vmounts in thousands of dollars.]

Surplus Jan. 1, 1922.

49

Federal Reserve Bank.

Boston
New York
Philadelphia...
Cleveland
Richmond
Mlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas *
San Francisco..

Total.

i

Normal j Super-
surplus. I surplus.

•! Subscribed
i capital,

Total, j Jan. 1,1922.

14

612
5,969

472
366
173
735
411
182
330
505

205,318

450

10,205

16,483 i
60.197 i
17.945
22; 634
11.030
9; 114

29,025 i
9'. 388
7,468
9,646 :

7.394 •
15^199 !

15,871
54, 228
17,473
22,268
10,857
S, 379

28, 614
9,206
7,138
9,141
8,406

14,749

215,523 206,330

Ratio of
surplus to
subscribed

capital,
Jan. 1,1922
(percent) .

103.9
111.0
102.7
101. 6
101. 6
108. 8
101,4
102.0
104, 6
105. 5
88.0

103.1

104.5

The question having arisen as to the amount that a Federal Reserve
Bank might properly charge off each year for depreciation on the
bank buildings owned by it. the Board lias ruled that Federal Reserve
Banks may charge against current net earnings each year an amount
not in excess of 2 per cent of the cost of their buildings, exclusive
of land. Should a Federal Reserve Bank desire to charge off an
additional amount or to provide a reserve for depreciation on its
building, the charge must be made against supersurplus and not
against current net earnings. Thus the amount of franchise taxes
payable to the United States is not affected by writing down imme-
diately the book value of banking houses to an amount which repre-
sents normal or prewar costs of construction.

Out of their net earnings during 1921, after the payment of divi-
dends, the Federal Reserve Banks transferred $9,329,000 to their
normal surplus accounts, $6,664,000 to their supersurplus accounts,
and paid $59,974,000 to the United States Treasury as a franchise tax.

The table below shows the gross and net earnings of each Federal
Reserve Bank for the year 1921, the amount of dividends paid, the
amount transferred to surplus account mid the amount paid to the
United States as a franchise tax.
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Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago...
St. Louis
Minneapolis
Kansas City
Pallas '
San Francisco

Total

| Amounts in thousands of dollars.]

Current
net

earnings.

6.969 |
34,705 I
8,008 <:

9,391 !

6,730 I
7,407 i

20,382 '
5,166
4,966 :

5,713 !
4,244 ;
9,184 !

Net
debits to
current

net
earnings.

448
443
198
150
209
330

1.025
' 253
489
246
769
447

Net earn-;
ings avail-
able for :
(lends, \

surplus, !
andfran-:

chise tax.;

4 ,281 :
26,094
5,339 :
6,284 !

4,394
5,496

14", 505
2'. 952 i
3.151
3,056
1,614 ;
4'. 921

Dividend
pay-

Trans-
ferred to
surplus
account.

Fran-
chise tax
paid to
United
States

Govern-
ment.

122,865 j 86,798 : 4,711

473
J,609 !

518
660
322
246
854 :
270
212
268

430

6,120

/ i 2

3,783 ;
935 '

2,329 i
694 !
770

2,075
1", 043

488
487

1,362 .
1,255 ;

3,036
20,702
3,886
3,295
3,378
4,480

11,576
1,639
2,451
2,301

15, 993

3,230

59,974

1 Credit

The following table shows the total payments of franchise taxes
to the United States by each Federal Reserve Bank up to the present
time:

F R A N C H I S E T A X E S P A I D TO T H E U N I T E D S T A T E S G O V E R N M E N T .

Federal Reserve Bank.

Boston. . . .
New York. . . . . .
Philadelphia
Cleveland..
Richmond.. . .
Atlanta
Chicago...
St. Louis..
Minneapolis . .
Kansas Citv

San Francisco

Total

1917

$75,
649,

116,
40,

215.

37

1,134,

1919

100
363 - $2,703,894

472 P

000
799

500

234 2,703,894 \

1920 ;

$2 473 499 j
39;318.511 !

363J662 |

204.585 i
2,136^28,^ i

10,394,480 j

524,234 !
2,240,228 ;

3,069,255

60,724,742 j

1921

$3,035,920
20,702,440
3,886,552
3 294 713
3,377,532
4,480,251

11,576,009
1 639 109
2,450,967
2,300,55S

3,230,315

59,974,466

Total.

$5,584,519
63,374,208

4,250,214
3 294 713
3,698,689
6,656,539

22,186,288
1 639 109
3,012,701
4,540,786

6.299,570

124,537,336

RESERVES FOR SELF-INSURANCE AND UNDETERMINED LOSSES.

The Federal Eeserve Banks have been authorized to set up reserves
during 1921 for self-insurance, and to cover undetermined and pos-
sible losses arising from their dealings with banks which have failed
or suspended, as follows:

Federal Reserve Bank.
i Reserved i Reserved
: for self- I for pos-
i insurance, sible losses.

Boston
New York i $250,000
Philadelphia '
Cleveland ; 100,000
Richmond I 50,000
Atlanta '
Chicago i
St. Louis !
Minneapolis j
Kansas City !
Dallas !

San Francisco j

Total..

$100,000
100,000
250,000
500,000
150,000
500,000
200,000
561,500
500,000

400,000 | 2,861,500
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BUILDING OPERATIONS.

BUILDINGS OF FEDERAL RESERVE BANKS AND BRANCHES.

There is given below a tabular statement showing the total cost to
December 31, 1921, of bank premises at each Federal Eeserve Bank
and branch, and in all cases where it is possible to make an estimate
the estimated cost (including land and vaults but excluding furni-
ture, fixtures, and equipment) of buildings when completed.

COST OF B A N K PREMISES OF FEDERAL RESERVE B A N K S AND BRANCHES TO DEC. 31,

1921.

Federal Reserve Bank or
branch.

Boston.. . . . .
New York:

Banking house..
Annex building
•RnffalnPhiladelphia

Cleveland ...
Cincinnati
Pittsburgh

Richmond
Baltimore

\tlanta
Birmingham
Jacksonville
Nashville..
New Orleans

Chicago
Detroit

St. Louis
Little Rock...
Louisville
Memphis

Minneapolis...
Helena

Kansas City
Denver
Oklahoma City
Omaha

Dallas
El Paso
Houston

San Francisco

Portland
Salt Lake City
Seattle
Spokane

Total

Original
investment.

1 $1,296,380

4,797, 882
681, 531

600,000
910,491
380,744
515,000
208, 729
451,193
283,000

45,827
85,000

1201,250
2,936,149

650 000
1,051,140

85,008
175,275

600,000
15,000

500,000
100 948
65,235

165,000
294,902
39,004
65 843

405,705

1114,075

17,720,311

Cost of
remodeling

bank
buildings.

$1,409,441

448,417

560

40,350
39,246

232,895

2,170,909

Cost to
Dec. 31,1921,
of buildings
in course of
construction

or completed.

$3,643,117

1,703,074
1,454,916

2,104,000

2,408,905

627,866

4,000
6,710

4,072,888

30, 253

169,070
162,399

3,635,378

1,485,253
107,796
220 688
603,'707

22,440,020

Total cost
exclusive of

furniture
and fixtures
to Dec. 31,

1921.

$4,939,497

6,500,956
2,136,447

2,009,441
3,014,491

380,744
963,417

2,617,634
451,193
910, 866

45, 827
89,000

207,960
7,009,037

650,000
1,081,393

85,008
175,835

769,070
177,399

4,135,378
100 948
65,235

205,350
1,819,401

146,800
286 531

1,242^ 307

114,075

42,331,240

Estimated
cost of build-

ing when
completed
(including
land and

vaults but
excluding

furniture and
fixtures).

$5,200,000

19,976,368
2,136,447

2,009, 441
7,538 000

963,417
2,645,783

(2)

1,748, 974

(2)
258, 000

(2)

10,186,000

(2)
( 2 )

( 2 )
177,399

4, 875,000
(2)

205,350
1,819,401

146, 800
412 311

4,165,'705

(2)

1 Net cost.
* Contracts have not been let nor have plans been approved.
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The status of building operations at each Federal Reserve Bank
and branch is shown in the following table:

New or remodeled
building is owned
and occupied.

New York (annex
building only).

Philadelphia.1
Pittsburgh.
Richmond.3
Baltimore.4
Atlanta.**
Louisville.
Helena.
Kansas City.3

Omaha, e
Dallas.
El Paso.
San Francisco.f

Rented quarters are occupied.

New building is under construction.

Less than 50 per
cent complete.

New York.
Cleveland.
Minneapolis.2
Atlanta.5

San Francisco.7

More than 50 per
cent complete.

Boston.
Chicago.
Houston.

Building or build-
ing site pur-
chased but re-
modeling or new
construction not
begun.

Cincinnati.
Jacksonville.
Nashville.
New Orleans.
Detroit.
St. Louis.
Little Rock.
Denver.
Oklahoma City.
Salt Lake City.

No property has
been purchased.

Buffalo.
Birmingham.
Memphis.
Los Angeles.
Portland.
Seattle.
Spokane.

1 Iii addition, storage space is rented at $1,500 per year.
2 Foundation work has been completed but final plans for building have not yet been approved and no

contracts have been let for superstructure.
3 New construction nearing completion.
4 No remodeling done. A new site has been purchased, and it is proposed to sell the building now occu-

pied.
5 New building completed in 1918, but annex is now under construction.
6 Further remodeling and vault construction contemplated.
7 Part of the property purchased was remodeled and is now occupied, but additional quarters are rented

pending completion of construction.

Detailed information regarding property purchased by each Fed-
eral Reserve Bank for the head office and for branches is given below.
Owing to declining costs of building operations the actual invest-
ments will probably be considerably less than the estimated amounts.

July, 1918: Purchased property at Pearl and Milk Streets, cover-
ing 14,333 square feet, for $1,000,000. Property sold in November,
1919, for $1,150,000.

August, 1919: Purchased property bounded by Pearl, Franklin,
and Oliver Streets, covering 40.330 square feet (on which stood old
buildings razed in 1920), for $1,411,500. The net cost of property
to the bank, after paying preliminary expenses connected with pur-
chase and deducting profits on property at Pearl and Milk Streets,
was $1,296,379.78.

Total cost to December 31, 1921, of new building in course of con-
struction, $3,643,117; estimated cost upon completion, including cost
of land, $5,200,000; estimated cost of additional furniture and fix-
tures, $100,000.

NEW YORK.

June, 1918: Purchased property for banking house site at corner
of Liberty, Nassau, and Maiden Lane.
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February, June, 1919: Purchased adjoining properties running
through from Liberty Street to Maiden Lane. Total cost of prop-
erty purchased in 1918 and 1919, which covers 45,950 square feet,
was $4,797,881.72.

Total cost to December 31, 1921, of new building in course of con-
struction, $1,703,074; estimated cost upon completion, including cost
of land, $19,976,368. Building will not be completed for about two
years, and there is no basis at present on which to estimate the cost
of furniture and fixtures.

April, July, 1920: Purchased, for annex building site, properties
at corner of Gold Street and Maiden Lane and at 10 Gold Street
and at 89 Maiden Lane at a total cost of $681,531.17; total cost, in-
cluding land, $2,136,447; cost of furniture and fixtures, $66,730.78.
The annex building is commercial in type and was constructed with
a view to its sale if not needed upon completion of the main building.

BUFFALO BRANCH.

No purchase has been made of bank premises for the use of the
Buffalo branch, which occupies leased quarters.

PHILADELPHIA.

December, 1917: Purchased Horner Building on Chestnut Street,
covering 19,205 square feet, which is now occupied as banking house,
for $600,000.

Cost of remodeling building and construction of vault, $1,409^441;
cost of furniture and fixtures, $413,033.82.

CLEVELAND.

February, 1919: Purchased Masonic Temple property at Superior
and Rockwell Streets, consisting of one five-story and two four-story
buildings and covering 29,763 square feet, for $910,491, including pre-
liminary expenses connected with purchase. In July, 1920, bank
contracted for purchase of adjoining property, covering 13,000 square
feet, for $375,000.

Total cost to December 31, 1921, of new building in course of con-
struction, $2,104,000; estimated cost upon completion, including cost
of land, $7,538,000; estimated cost of additional furniture and fix-
tures, $150,000.

CINCINNATI BRANCH.

October, 1920: Purchased property at Fourth and Race Streets,
covering 13,172 square feet, for $380,744, including preliminary ex-
penses connected with purchase. Building operations not begun.

PITTSBURGH BRANCH.

February, 1920. Purchased property at Ninth Street and Liberty
Avenue, covering 4,144 square feet, for $515,000, on which is a 10-

85227—22 5
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story building now occupied by the branch as a banking house.
Total cost of remodeling. $448,417.36. Cost of furniture and fix-
tures, $76,053.86.

RICHMOND.

July, 1916: Purchased property at Ninth and Franklin Streets,
covering 11,444 square feet, for $128,435, including preliminary ex-
penses connected with purchase.

May, 1919: Purchased Virginia Hotel property at Eighth and
Franklin Streets, covering 4.455 square feet, and separated from
above property by a 20-foot alley, for $80,293.90.

Total cost of building in course of construction to December 31,
1921, $2,408,905. Estimated cost of building when completed, in-
cluding cost of land, $2,645,783. Cost of additional furniture and
fixtures, $153,776.

BALTIMORE BRANCH.

Fall of 1917: Purchased the National Mechanics Bank Building,
covering 4,840 square feet, for $200,000, which has been occupied
since the opening of the branch in 1918 as a banking house. Cost of
furniture and equipment since establishment of branch, $94,606.31.

June, 1920: Purchased property, covering 12,500 square feet, at
corner of Calvert and Lexington Streets, for $251,192.90. This con-
sists of three pieces of property rented to various tenants, possession
to be had at end of 1921, except from one tenant whose lease runs to
October, 1924.

Branch expects to sell the National Mechanics Bank Building after
building proposed banking house on the Calvert Street property.

ATLANTA.

October, 1916: Purchased the First Presbyterian Church property,
covering 18,180 square feet, on Marietta Street, for $102,500. The
old church building on back of lot was utilized in new bank building,
which was constructed at a cost of $417,400, including $14,630 for
furniture and fixtures.

January, 1921: Purchased the adjoining ground, covering 18,000
square feet, for $180,500. Cost to December 31, 1921, of addition to
building in course of construction was $225,094.92; estimated cost
upon completion, including cost of land, $1,243,704; estimated cost of
additional furniture and fixtures, $10,000.

BIRMINGHAM BRANCH.

No purchase h&s been made of bank premises for the use of the
Birmingham branch, which occupies leased quarters.

JACKSONVILLE BRANCH.

October, 1921: Purchased property covering 4,770 square feet at
corner of Hogan and Church Streets for $45,826.96, including pre-
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liminary expenses connected with purchase. Building operations not
begun.

NASHVILLE BRANCH.

July, 1921: Purchased two-story building and lot on Third Avenue,
covering 5,267 square feet, for $85,000, possession to be had in Jan-
uary, 1922. It is intended to remodel present building for branch
banking house,- at an estimated total cost, including cost of land and
present buildings, of $258,000. Estimated cost of furniture and
fixtures, $4,000.

NEW ORLEANS BRANCH.

July, 1919: Purchased the Commercial National Bank Building,
on lot covering 8,475 square feet, for $238,750, including preliminary
expenses connected with purchase. Actual net cost of site after sale
of building to be dismantled and removed, $201,250. Preliminary
expenses in connection with new building, $6,710. Plans for building
have not been completed; no bids have been called for and no con-
tracts have been let. Therefore, no estimate of total cost can be
given.

CHICAGO.

December, 1918: Purchased the Shedd property, covering 26,400
square feet, bounded by La Salle, Jackson, and Quincy Streets, for
$2,936,149.26.

Total cost to December 31, 1921, of new building in course of con-
struction, including cost of wrecking old buildings, $4,072,888.
Estimated cost upon completion, including cost of land, $10,186,000;
estimated cost of additional furniture and fixtures, $250,000.

DETROIT BRANCH.

December, 1921: Purchased lot covering 13,000 square feet at
corner of Fort and Shelby Streets for $850,000, and pursuant to
previous agreement immediate^ sold to a bank owning the adjoining
property one-fourth, or 3,250 square feet, for $200,000, retaining
9,750 square feet on the corner at a cost of $650,000. Plans for build-
ing have not been approved and no contracts have been let.

ST. LOUIS.

January, 1919: Purchased property occupied by the St. Louis
Union Trust Co., corner Locust and Fourth Streets, and three adjoin-
ing properties on Fourth Street, covering 20,367 square feet, for
$540,461.50.

January, 1920: Purchased adjoining property, covering 8,274
square feet, on Locust Street, running north from alley to Broadway T

for $510,678.50; purpose being to build on this site an addition to
the banking house on the above property or to sell this second prop-
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erty if found that a larger building is not required. Cost to Decem-
ber 31,1921, of dismantling improvements on property, $29,600. Old
elevator parts were sold for $225. Plans for building have not been
approved and no contracts have been let.

LITTLE ROCK BRANCH.

January, 1921: Purchased vacant lot, covering 8,000 square feet, at
corner of Third and Louisiana Streets, for $85,007.50. Plans for
building have not been approved and no contracts have been let.

LOUISVILLE BRANCH.

May, 1919: Purchased National Bank of Commerce Building,
Fifth and Market Streets (5,550 square feet), for $150,275, which is
now occupied by branch as banking house. Cost of furniture and
fixtures, $45,315.

August,1920: Purchased adjoining vacant lot, covering 2,340 square
feet, for $25,000, for purpose of building addition to above banking
house. Building operations not begun.

November, 1921: Federal Reserve Board authorized bank to pur-
chase adjoining lot covering 3,135 square feet at a cost of $27,500.

MEMPHIS BRANCH.

No purchase has been made of bank premises for the use of the
Memphis branch, which occupies leased quarters.

MINNEAPOLIS.

November, 1919: Purchased property, covering 25,575 square feet,
at corner of Marquette Avenue and Fifth Street, for $600,000, Total
cost to December 31, 1921, of new building in course of construction,
$169,070. Foundation work has been completed but final plans for
building have not yet been approved and no contracts have been let
for superstructure.

HELENA BRANCH.

January, 1920: Purchased property of Independent Telephone Co.,
covering 2,475 square feet, including modern, fireproof one-story
building, for $15,000. Cost of remodeling building and constructing
vault, $162,399. Cost of furniture and fixtures, $36,000. This build-
ing has been occupied since the opening of the branch in February,
1921.

KANSAS CITY.

July, 1918: Purchased property, covering 16,675 square feet, at
corner of Tenth Street and Grand Avenue, for $500,000. Cost to
December 31, 1921, of banking house in course of construction,
$3,635,378; estimated cost of completed building, including cost of
land, $4,875,000; estimated cost of fixtures and additional furniture,
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$235,000. Although not entirely completed, the above building is
now occupied by the Federal Reserve Bank.

DENVER BRANCH.

October, 1921: Purchased property, covering 25.785 square feet, at
corner of Eighteenth and Curtiss Streets, for $100,948. including pre-
liminary expenses. Plans for building have not been completed, no
bids have been called for, and no contracts let.

OKLAHOMA CITY BRANCH.

August. 1921: Purchased property, covering 10,500 square feet,
at corner of Third and Harvey Streets, for $65,235. including pre-
liminary expenses.

Building plans have not yet been approved, no bids have been
called for, and no contracts let.

OMAHA BRANCH.

May, 1920: Purchased the Farnum Building, a five-story and base-
ment stone and brick building, covering 8,712 square feet, then
leased by branch as banking quarters, for $165,000. Cost of remodel-
ing to December 31, 1921, $40,350. Cost of furniture and fixtures,
$55,000.

DALLAS.

August, 1915 : Purchased for $112,500 five-story and basement fire-
proof building at Commerce and Martin Streets, covering 2,500
square feet, which had been leased by the bank since April, 1915.
Cost of remodeling building, $39,246.

November, 1918: Purchased property at corner of Wood and
Akard Streets, covering 29,233 square feet, for $145,783.39. In the
fall of 1920 the Thomas property, adjoining the above, on Wood
Street and covering 4,500 square feet, was purchased for $36,619.40.

Cost of completed bank premises, including land and cost of remod-
eling original buildings, $1,819,401; estimated cost of additional fur-
niture and fixtures $107,389.

Bank proposes to sell old* building at Commerce and Martin
Streets.

EL PASO BRANCH.

July, 1919: Purchased lot, covering 6,000 square feet, on Myrtle
Avenue, for $39,003.50, on which a two-story building, costing
$107,796.03 was erected as a permanent banking house and occupied
by branch in August, 1920. Cost of fixtures and additional furni-
ture, $9,224.41.

HOUSTON BRANCH.

October, 1920: Purchased site covering 10,000 square feet at Fan-
nin Street and Prairie Avenue for $65,842.74. Cost to December
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31, 1921, of building in course of construction, $220,688; estimated
cost of additional furniture and fixtures. $5,000.

SAN FRANCISCO.

Summer of 1917: Purchased end of block bounded by Com-
mercial, Sansome, and Sacramento Streets, and in spring of 1918
purchased remainder of block to Battery Street.' Total property
purchased covers 32,863 square feet and cost $405,705.37. Re-
modeled and occupied part of property as banking house at cost of
$232,895. Cost to December 31, 192l/of new building in course of
construction, $603,707. Estimated cost of building completed, in-
cluding cost of land, $4,165,705.

Cost of additional furniture and fixtures has not yet been esti-
mated.

LOS ANGELES BRANCH.

No bank premises have been purchased for the use of the Los
Angeles branch, which occupies leased quarters.

PORTLAND BRANCH.

No bank premises have been purchased for the use of the Portland
branch, which occupies leased quarters.

SALT LAKE CITY BRANCH. •

January, 1921: Purchased for $115,080.36 property covering
27,225 square feet at corner of South Temple and State Streets.
Nothing has been done toward preparation of building plans and
no estimate of cost, therefore, can be given.

SEATTLE BRANCH.

No bank premises have been purchased for the use of the Seattle
branch, which occupies leased quarters.

SPOKANE BRANCH.

No bank premises have been purchased for the use of the Spokane
branch, which occupies leased quarters.

GOLD SETTLEMENT FUND.

. There has been no important change during the year in the
method of operating the gold settlement fund, w ĥich has been fully
explained in previous reports. All Federal Reserve Banks and 16
branches now settle through the fund, the only addition during
1921 being the Helena branch of the Federal Reserve Bank of Min-
neapolis, which opened for business February 1, 1921.
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Combined clearings and transfers through the fund during the year
amounted to $68,223,882,000 compared with $92,625,805,000 in 1920,
$73,984,252,000 in 1919, $50,251,592,000 in 1918, $27,154,704,000 in
1917, $5,533,966,000 in 1916, and $1,052,649,000 in 1915, making a
grand total of $318,826,850,000 since the inception of the fund on
May 20, 1915. The average weekly volume of clearings and trans-
fers combined for each }̂ ear since the fund was established is shown
below :

1917 $522, 206,000
1916 106, 422, 000
1915 31,898, 000

1923 $1, 311, 998, 000
1920 1, 781, 265, 000
3919 1, 422, 774, 000
1918 966, 877, 000

For the week, September 16-22, combined clearings and transfers
aggregated $1,663,696,858.52, the record figure for the year. Unusual
transactions during that week affecting the gold settlement fund
operations included transfers of funds in connection with payments
incident to the sale and redemption of Treasury certificates and trans-
fers incident to the payment of interest due September 15 on Liberty
loan issues.

The total expense of operation for 1921, including the rental of
leased telegraph wires and clerical services, was approximately
$485,000, an increase of approximately $115,00& over the cost of
operation for the year 1920. The increase is accounted for largely
by the fact that since July 1, 1921, the Board has been obliged to
pay a rental charge for leased telegraph wires fixed on the basis of
commercial rates instead of on the basis of governmental rates which
prevailed before that date.

STATE BANK MEMBERSHIP.

Further increases in membership of State banks and trust com-
panies are shown for the year, though the net gain in number of
banks was not as large as during 1920, due to liquidation of some
State bank members and conversion of others into national banks,
and to the withdrawal from membership of a number of institutions
of relatively small size. At the end of the year there were 1,621
State bank and trust company members of the Federal Reserve
System with aggregate capital and surplus of $1,118,587,000 and
total resources of $9,910,756,000, as compared with 1,481 banks having
a combined capital and surplus of $1,035,023,000 and resources of
$9,826,794,000 on December 29, 1920. The figures by Federal Ee-
serve districts for both years are as follows:
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[Amounts in thousands of dollars.]

Federal Reserve district.

Boston
New York...
Philadelphia.
Cleveland....
Richmond
Atlanta
Chicago
St. Louis
Minneapolis-..
Kansas City..
Dallas
San Francisco.

Total...

Dec. 31,1921.

Capital
Number. and

surplus.

40
133
51
115
66
127
377
105
135
44
202
219

75,350
365,377
76,417
146,812
25,589
45,642
187,183
53,111
14,398
13,704
21,711
85,369

1,614 1,110,663

Total
resources.

724,523
3,734,967

389, 520
1,019,144

153,148
333,829

1,769,952
417,959
126,896
151,183
124,654
959,085

9,904,860

Dec. 29,1920.

Number.

39
134
46

111
56
84

358
91

116
63

185
198

Capital
and

surplus.
Total

resources.

1,481

73,537
362,810
73,051
111,480
24,281
41,389
179,732
49,246
13,359
12,003
21,110
73,025

1,035,023

724,063
3,929,629

382,301
879,621
158,937
352,480

1,774,753
386,546
122,785
136,221
137,530
841,928

9,826,794

A comparison between the number, capital and surplus, and total
resources of member banks; of nonmember banks eligible for mem-
bership ; and of all banks in the United States other than mutual
savings and private banks is made in the table shown below. It will
be noted that the resources of member banks of the Federal Reserve
System (National and State) constitute 76.6 per cent of the re-
sources of all bankg, both National and State, which are members
or are eligible for membership on the basis of capital requirements,
and nearly 70 per cent of the banking resources of all banks in the
United States (exclusive of mutual savings and private banks) on
June 30, 1921, the latest date for which complete data are available.

[Amounts in thousands of dollars.]

Member banks:
National
State banks and trust companies..

Total:
June 30,1921
June 30,1920

Member banks and nonmember banks
eligible for membership:

Member banks
Eligible nonmember banks

Total:
June 30,1921
June 30,1920

All banks in the United States, exclu-
sive of mutual savings and private
banks:

Member banks
Nonmember banks

Total:
June 30,1921
June30,1920

Number.

8,150
1,595

9,745
9,399

9,745
9,640

19,385
18,257

9,745
19,732

29,477
28,715

Per cent
of total.

83.6
16.4

100.0

50.3
49.7

100.0

33.1
66.9

100.0

Capital and surplus.

Amount.

2,298,981
1,117,448

3,416,429
3,197,473

3,416,429
1,183,527

4,599,956
4,305,804

3,416,429
1,638,019

5,054,448
4,750,786

Per cent
of total.

67.3
32.7

100.0

74.3
25.7

100.0

67.6
32.4

100.0

Total resources.

Amount.

19,630,124
10,009,135

29,639,259
32,194,301

29,639,259
9,034,347

38,673,606
41,361,856

29,639,259
12,928,966

42,568,225
46,023,671

Per cent
of total.

66.2
33.8

100.0

76.6
23.4

100.0

69.6
30.4

100.0
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The relative size of State bank and trust company members as
compared with eligible nonmember banks is illustrated in the sub-
joined tables, in which banks having* combined capital and surplus of
$1,000,000 or over are shown in Group I, and banks having a com-
bined capital and surplus of less than $1,000,000 in Group II . From
an examination of these tables it will be seen that over 80 per cent
of the total resources of the larger banks, or those in Group I, belong
to members of the system, whereas in Group II , which is made up
of the smaller banks throughout the country, only about 21 per cent
of the resources are controlled by members of the system. Of the
1.595 State bank and trust company members, however. 1,396—or 88
per cent—are shown as having a combined capital and surplus of less
than $1,000,000.
I. STATE BANKS AND TRUST COMPANIES WITH COMBINED CAPITAL AND SURPLUS

OF $1,000,000 OR MORE.

[Amounts in thousands of dollars.]

Federal reserve district.

Number. Capital and surplus.

Boston
New York
Philadelphia.. .
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco..

Total:
June 30,1921.
June 30, 1920.

Per cent:
June 30, 1921.
June 30, 1920.

Mem-
bers.

18
50
13
20
11
13
36
12

199
182

60.5
58.0

Eligible
nonmem-

bers.
Mem-
bers.

130
132

39.5
42.0

64,022
353,699
63,086
122,155
16,965
30,050

138,750
35,500

11,.215
4,785

56,957

897,184
794,226

74.6
72.6

Eligible
nonmem-

bers.

12,662
71,622
67,447
44,431
41,250
1,200

30,235
8,350
4,400
1,250
2,475

19,819

Total resources.

Mem-
bers.

594,970
3,605,453

309,321
853,087
104,307
247,380

1,271,907
254,902

123,214
26,825
691,488

305,141
299,900

25.4 I
27.4

8,082,854
8,044,347

80.6
79.7

Eligible
noiimem-

bers.

97,492
543,178
297,726
237,408
187,759
10,798
214,505
46,667
18,605
3,065
12,937

275,336

1,945,476
2,050', 810

19.4
20.3

I I . STATE B A N K S AND T R U S T C O M P A N I E S W I T H COMBINED CAPITAL AND S U R P L U S

OF L E S S T H A N $1,000,000.

[Amounts in thousands of dollars.]

Federal reserve district.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas *
San Francisco

Total:
June 30,1921
June 30, 1920

Percent:
June 30,1921
June 30,1920

Number.

Mem-
bers.

23
84
35
93
51

103
328
90

133
57

201
198

1.396
I'l92

12.8
12.0

Eligible
nonmem-

bers.'

164
251
283
629
780
777

2,405
1,125

849
1,093

528
626

Capital and surplus.

Mem-
bers.

11,340
24,117
11,473
21,625
7,993

14,246
47,354
16,784
14.741
6,392

18,313
25;886

Eligible
nonmem-

bers.

9,510

87.2
88.0

220,264
193,970

20.0
19.4

32,591
53,488
59,735
82,521
82,841
62,328

197,843
82,508
46,091
68,874
37,932
7i; 634

878,386
808,431

80.0
80.6

Total resources.

Mem-
bers.

114,920
297,956
81,581

188,305
47,964
76,548
481,127
145,907
126,369
54,818
101,463
209,323

1,926,281
1,962,495

21.4
21.6

Eligible
nonmem-

ber s.

375,584
544,185
436,657
mg, 685
562,436
465,126

1,740,056
581,439
422,209
515,026
210,457
566,011

7,088,871
.7,116,745

78.6
78.4
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APPROXIMATE DISTRIBUTION OF BANKING POWER BETWEEN MEMBER

AND NONMEMBER BANKS.

The following figures have been prepared with a view of ascer-
taining the approximate distribution of banking power in the sev-
eral States between banks which are members and banks which are
not members of the Federal Reserve System. The figures in the
first column show the proportion that the capital, surplus and undi-
vided profits, and deposits of nonmember banks bears to the corre-
sponding items for all banks within a given State. The figures in
the second column show the proportion that the number of non-
member banks bears to the number of all banks within a given State.
"All banks" are taken (with a few minor exceptions in some States)
to include National and State banks, trust companies, and savings
banks having capital stock.

Data given in the report of the Comptroller of the Currency for
1920 were used as the basis for all calculations. All figures are as
of June 30, 1920.

State.

Maine
New Hampshire
Vermont
Massachusetts
Rhode Island
Connecticut

Total, New England
States

New York
New Jersey
Pennsylvania
Delaware
Maryland
Washington, D. C

Total, Eastern States..

Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florida
Alabama
Mississippi
Louisiana
Texas
Arkansas
Kentucky
Tennessee

¥
Total Southern States...

22

34;
49 '
54 ;
5 7 •;

48 !
44 ;
32
78 !
35
26 '
50
46 !
42 ;

42

36

63
62
84
79
83
77
67
91
81
55
77
75
80

72

State.

Banking
power
of non-

member
banks.1

Number
of non-

member
banks.

Ohio
Indiana
Illinois
Michigan..
Wisconsin.
Minnesota.
Iowa
Missouri...

Total/Middle Western i
States

North Dakota..
South Dakota.
Nebraska
Kansas
Montana
Wyoming
Colorado
New Mexico...
Oklahoma

Total, Western States.

Washington.
Oregon
California
Idaho
Utah
Nevada
Arizona

Total, Pacific States

Grand total

Per cent
of total
banking
power.

31
52
31
24
49
45
61 |
45

39

Per cent
of total
banks.

55
69
63
60
81
76
74
90

73

36

33 !

79
78
83
81
56
70
64
55
62

74

31
29
37
30
30
61
60

65
59
53
45
54
70
72

5?

67

i Sum of capital, surplus, undivided profits, and total deposits.
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STATES IN WHICH 75% OR MORE
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$1,447,000,000 in farm mortgage loans on December 31, 1920, accord-
ing to an estimate recently made by the United States Department
of Agriculture. These figures are based on returns received from
13,540 banks in the United States, constituting about 45 per cent
of all the banks of the country. Questionnaires were sent to all the
30,178 banks, but satisfactory returns were obtained from less than
one-half of these banks. Personal and collateral loans to farmers
constituted 13.3 and farm mortgage loans about 5 per cent of all
loans and discounts of the reporting banks. By applying these per-
centages to the total loans and discounts of national banks as re-
ported by the Comptroller of the Currency for December 29, 1920.
and to those of nonnational banks as reported for June 30, 1920, the
Department obtained the estimates just given.

The following table shows the number of banks reporting and the
loans to farmers, by geographic divisions:

LOANS TO FARMERS.

[Amounts in millions of dollars.]

Geographical divi-
sion.

United States

New England
Middle Atlantic.. .
East North Central.
West North Central
South Atlantic
East South Central.
West South Central
Mountain
Pacific

Number of banks.

Total.

30,178

1,129
3,009
5,507
9,086
3.294
1,840
3,305
1,601
1,407

Reporting.

Num-
ber.

13,540

661
1,709
2,645
3,726
1,312

881
1,072

745
789

Per
cent
of

total.

44.86

58.55
56.80
48.03
41.01
39.83
47.88
32.44
46. 53
56.08

Total loans to
farmers.

At
re-

port-
ing

banks

$2,189

54
91

454
799
146
111
160
145
229

Per
cent-
age of
total
loans
and
dis-

co ants
of

these
banks.

18.26

4.12
1.45

18.70
54.63
18.64
30.76
38.67
43.04
18.10

Esti-
mated
total
for
all

banks.

$5,317

121
141
991

2,094
407
287
615
324
337

Personal and col-
lateral loans to
farmers.

At
re-

port-
ing

banks.

$1,587

12
72

300
595
117

75
145
121
150

Per
cent-
age of
total
loans
and
dis-

counts
of

these
banks.

13.29

.92
1.10

12.38
40.77
14.34
19.93
34.07
35.61
11.16

Esti-
mated
total
for
all

banks.

$3,870

27
107
656

1,563
313
186
542
268
208

Farm mortgage
loans.

At
re-

port-
ing

banks

$602

42
19

154
204

29
36
15
24
79

Per
cent-
age of
total
loans
and
dis-

counts
of

these
banks.

4.97

3.20
.35

6.32
13.86
4.30

10.83
4.60
7.43
6.94

Esti-
mated
total
for

banks

11,447

94
34

335
531
94

101
73
56

129

These estimates of the Department of Agriculture may be com-
pared with estimates made by the Board for all member banks on
May 4, 1920, and April 28, 1921. The Board's estimates are based
on member bank reports on call dates to the Comptroller of the Cur-
rency in the case of national banks, and to the Board in the case of
nonnational members. The nature of loans made by the banks was
not ascertainable from these reports, but the banks were classified
in accordance with their location in agricultural, semiagricultural,
and nonagricultural counties. Counties whose products, measured
by value, were at least 80 per cent agricultural were classed in the
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first group; counties where the proportion was between 50 and 80 per
cent in the second group, and counties where the proportion was less
than 50 per cent in the third group. On this basis it appears that of
all member bank loans on April 28, 1921, 17 per cent were made by-
banks in agricultural counties, 8 per cent by banks in semiagricul-
tural counties, and 75 per cent by banks in nonagricultural counties.
It is noteworthy that the percentage of loans for agricultural pur-
poses on the basis of the Board's estimate, 17 per cent, is very close
to the department's estimate of 18 per cent, though the two figures
were arrived at independently and by different methods.

The following table shows the Board's estimates, by Federal
Reserve districts:

DISTRIBUTION OF MEMBER B A N K LOANS, BY CHAEACTEE OF COUNTIES, ON M A Y 4,
1920, AND APE. 28, 1921.

Amounts in millions of dollars.]

Federal
Reserve
district.

Boston
New York
Philadelphia...
Cleveland
Richmond
Atlanta
Dallas
Chicago
St. Louis
Minneapolis
Kansas City
San Francisco..

21.3
76.4
33.2

367.8
147.2
113.3
106.5
291.9
34.9
76.3
87.0

128. 3

34.5
161.5
96.8

160.8
202.1
154.7
337.2
675.5
196.2
376.0
353.8
404.5

Total 3,190.13,153.6 1,484.11,465.4 14,791.3 13,964.3 75.1

EXCESSIVE BORROWINGS OF MEMBER BANKS.

In its annual report for 1919, the Federal Eeserve Board pointed
out the fact that were all member banks of a Federal Eeserve Bank
to ask for accommodation proportionate to that which had been
advanced to a few, the Federal Reserve Bank would not be able out
of its own resources to meet the demand, and stated that it was pos-
sible to determine theoretically what a fair line of accommodation
for any member bank would be; that is, the amount of accommoda-
tion which could be granted safely and reasonably with due regard
for the claims of other member banks. In order, therefore, to pro-
vide some effective means of restricting excessive rediscounting by
certain member banks, other than a general increase in discount
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rates which would affect all borrowing banks alike, or the refusal of
further accommodation to excessive borrowers, the Board recom-
mended that the Federal Reserve Act be amended to authorize the
Federal Reserve Banks, with the approval of the Federal Reserve
Board, to determine, by uniform rule applicable to all member banks
alike in a given Federal Reserve district, the normal maximum re-
discount line of each member bank and to adopt graduated discount
rates to apply equally and ratably to all banks rediscounting amounts
in excess of the normal line so determined.

Although only four Federal Reserve Banks took advantage of the
amendment authorizing graduated or progressive discount rates,
which became effective on April 13, 1920, all of them have submitted
reports regularly to the Federal Reserve Board covering borrowings
of member banks in excess of their normal lines which were deter-
mined by multiplying 65 per cent of the reserve balances maintained
with the Federal Reserve Bank plus the paid-in subscription to the
capital stock of the Federal Reserve Bank by two and one-half.
With information of this character at hand, the Federal Reserve
Board was informed in regard to the situation in each district, as well
as its relation to the condition of the system as a whole.

The ratio of total borrowings by all member banks to their aggre-
gate basic discount line, which averaged 78 per cent for the 10-day
period ending May 20, 1920, when detailed reports were first sub-
mitted to the Federal Reserve Board, continued to rise (for the sys-
tem as a whole) until the middle of December, 1920, when it reached
91 per cent. At the end of October, 1920, when the amount of inter-
reserve bank accommodation reached its maximum, this ratio stood
at 88 per cent and the reserve percentage of the system at 43.1 per
cent. Since December, 1920, the ratio of borrowings to basic lines
has gradually receded, and at the end of December, 1921, total bor-
rowings by all member banks amounted to only 37 per cent of their
basic lines. This decrease was brought about by large imports of gold,
by the general recession of business, and by the decline in prices,
with the consequent return of Federal Reserve notes for redemption.

Since the submission of the first reports of borrowings in excess
of basic lines the larger banks in the financial and manufacturing
centers have reduced their excess borrowings very materially, while
an increasing number of the smaller banks, especially in the agri-
cultural sections, have become borrowers in excess of their basic lines.
This is evidenced by the fact that while the number of excess bor-
rowing banks has continued to increase the basic discount lines and
average borrowings of such banks have declined very sharply as may
be seen from the following table:
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B A N K S BORROWING I N E X C E S S OF B A S I C L I N E S .

[Amounts in thousands of dollar?.]

Federal Re-
serve district.

Boston
New York
Philadelphia..
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis...
Kansas City...
Dallas * . . . .
San Francisco.

Total....

Number of banks.

May 11-
20, 1920.

54
114
146
53

175
122
342
115
178
184
163
161

1,807

Dec. 21-
31, 1920.

54
92

108
34

237
255
582
152
203
380
408
264

2,769

Dec. 16-
31, 1921.

50
93

138
117
252
294
558
168
406
359
349
192

2,976

Basic discount lines.

May 11-
20, 1920.

43,385
265,705
105,485
56,563
49^310
41, 614

218,389
77,876
42,199
49,133
32,927
55,§56

1,038,442

Dec. 21-
31, 1920.

103, 599
562,301
63,425
38,132
47,335
58,132

222,949
54,076
36,320
58 757
35,429
59, 774

1,340,529

Dec. 16-
31, 1921.

18, 864
73,346
32,609
28,621
34,937
42,465
69,432
22,507
16,355
22,688
19,096
12,294

393, 214

Average borrowings.

May 11-
20, 1920.

61,295
349,199
188,650
82,769

110,446
107,221
347,521
136,428

74,882
97,739
59,084

103,864

1, 719,098

Dec. 21 -
31, 1920.

134,778
764,004
99.602
55', 217

113,445
163,886
415,243
95.592
75^ 265

112,432
78,191

124,666

2,232,321

Dec. 16-
31, 1921.

23,975
108, 733
50,516
43,360
83,030
93, 744

124,374
45,007
38,099
38, 588
43,634
34, 887

727,947

From the table shown below, it will be seen that while there were
about 3,000 banks borrowing in excess of their basic lines at the end
of 1921, the ratio of total borrowings of all member banks to the
aggregate of their basic discount lines was only 37 per cent, the
Federal Reserve district of Atlanta being the only one in which
aggregate borrowings of all banks are shown to be in excess of their
basic lines.

LOANS TO MEMBER BANKS IN EXCESS or BASIC DISCOUNT LINE DURING THE

16-DAY PERIOD DEC. 16 TO 31, 1921.

[In thousands of dollars.]

Federal Reserve
district.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicagp
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

All banks borrowing in excess of basic
line.

Number
of

banks.

1

50
93

138
117
252
294
558
168
406
359
349
192

2,976

Basic
discount

line.

2

18,864
73,346
32,609
28,621
34,937
42,465
69,432
22,507
16,355
22, 688
19, 096
12,294

393, 214

Average
borrow-

ings.

3

23,975
108, 733
50,516
43, 360
83,030
93, 744

124,374
45,007
38, 099
38, 588
43,634
34, 887

727, 947

Per cent,
3-2.

4

127
148
155
151
238
221
179
200
233
170
228
284

185

All member banks in district.

Number
of banks
Dec. 15.

1

Basic
discount

line.i

2

Total
borrow-

ings.1

3

436 i 199.825 59.171
800
704
884
625
513

1,443
586

1,023
1,097

861
855

1,247,695
191,987
240,600
104,780
80,293

420,913
116,502
79,650

128,500
80,987

215,238

9,827 3,106,970
i

209,080
88,552

114,594
94,668
90,827

185,520
63,053
51,212
69,979
50,597
67,093

1,144,346

Per cent,
3^2.

4

30

11
48
90

113
44
54
64
54
62
31
37

i Actual figures as of Dec. 1, 1921.
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CHECK CLEARING AND COLLECTION.

During the year 1921 there were no very important developments
in the Federal Reserve check clearing and collection system. Some
of the nonmember banks, desiring to maintain their so-called " ex-
change " charges, have continued their attempts to limit the check
clearing and collection functions of the Federal Reserve Banks in
very much the same manner as was described in the Board's annual
report for the year 1920. That report discussed the history of the
development of the Federal Reserve check clearing and collection
system and the issues involved in the controversy over par collec-
tion, and fully set forth the considerations which have caused the
Federal Reserve Board and the Federal Reserve Banks to feel that
the Federal Reserve Act imposes upon them the duty of extending
and perfecting the facilities offered by the Federal Reserve System
to member banks and to the public for the par clearance of checks.
It is necessary, therefore, merely to supplement that previous discus-
sion and bring it up to date.

The outstanding feature of the year in connection with check
clearing and collection has been the progress of the suit against the
Federal Reserve Bank of Atlanta, in which a number of nonmember
banks obtained a temporary restraining order prohibiting the Fed-
eral Reserve Bank from collecting checks drawn upon them, and the
institution of somewhat similar suits against the Federal Reserve
Banks of Richmond, Cleveland, and San Francisco.

As stated in the Board's last annual report, the United States Cir-
cuit Court of Appeals for the Fifth Circuit, after hearing the argu-
ment in the suit against the Federal Reserve Bank of Atlanta, handed
down its decision in November, 1920, affirming the decision of the
United States District Court for the Northern District of Georgia, the
District Court having held that it had jurisdiction of the suit and
having granted the defendant's motion to dismiss the complaint. The
motion to dismiss the complaint was in the nature of a demurrer and
was made and argued without the taking of any testimony. An
appeal was taken to the Supreme Court of the United States, which
heard argument in April, 1921, and rendered its decision on May 16.
The decision of the Supreme Court affirmed the decision of the Cir-
cuit Court of Appeals so far as the jurisdictional point was con-
cerned, and thereby conclusively established that the United States
courts have jurisdiction of all cases against Federal Reserve Banks
which involve the requisite jurisdictional amount of $3,000 or more.
The Supreme Court did not, however, affirm the decision of the Cir-
cuit Court of Appeals with respect to the motion to dismiss the
complaint, but on the contrary held that the allegations of the com-
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plaint were sufficient, if proved, to entitle the plaintiff to some legal
remedy. It became necessary, therefore, to try the case upon its
merits in the United States District Court for the Northern District
of Georgia. The trial was set for November 28, 1921, but due to
illness in the family of the judge it was postponed until January 9,
1922.

Organized opposition to par clearance has attempted to make much
of the decision of the Supreme Court and has distorted its meaning
and effect, presumably in order to create the impression that the de-
cision terminates the litigation in favor of the plaintiff banks and
is a condemnation of the methods of check collection actually em-
ployed by the Federal Reserve Bank of Atlanta. This is entirely
contrary to the facts, for, as heretofore stated and as clearly appears
from the opinion itself, no evidence has been adduced in support of
or against the charges contained in the complaint, and the motion
to dismiss raised only the question of the proper construction of the
plaintiffs' bill of complaint without in any way attempting to pass
upon its truth or falsity. Mr. Justice Holmes said, in rendering the
opinion of the court:

The question at this stage is not what the plaintiffs may be able to prove, or
what may be the reasonable interpretation of the defendants' acts, but whether
the plaintiffs have shown a ground for relief if they can prove what they allege.

It was believed that the allegations of the plaintiff's bill of com-
plaint, when properly construed, did not even charge the Federal
Reserve Bank of Atlanta with action, or intended action, which was
illegal. Consequently, very shortly after the institution of the suit,
the Federal Reserve Bank of Atlanta moved to dismiss the complaint
upon the merits, upon the ground that it did not state facts sufficient
to constitute a cause of action, thereby admitting, but only for the
purpose of that particular motion, any facts properly alleged in the
complaint. The United States District Court and the United States
Circuit Court of Appeals took the same view as to the construction
of the allegations of the bill of complaint and held that such facts
as were properly alleged would not, even if proved, entitle the plain-
tiff to any relief, but the Supreme Court of the United States took a
contrary view and held, in effect, that sufficient facts were alleged to
entitled the plaintiffs to relief if they were able to establish those facts
by proof.

The Board has investigated the charges that have been made
against Federal Reserve Banks as to the use of oppressive methods in
the collection of checks, and in no case have the facts as brought out
sustained the charges. So far as the Board has been able to discover
the officers and employees of Federal Reserve Banks have in all cases,
and often under the most trying circumstances, conducted themselves

85227—22 6
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courteously and with consideration toward the banks which have re-
fused to remit at par for checks drawn upon them and have thereby-
made it necessary for the Federal Reserve Banks to arrange for the
counter presentation of such checks. There was no reason for not
proceeding immediately with the trial upon the merits in the suit
against the Federal Reserve Bank of Atlanta, except that the motion
to dismiss the complaint appeared to offer a way for the speedy
termination of that suit.

In view of the decision of the Supreme Court as to the construction
to be placed upon the bill of complaint, it appears that the only effect
of the motion to dismiss has been to delay the final decision upon the
merits of the issues involved in the litigation.

The full text of the opinion of the Supreme Court will be found
among the exhibits attached to the complete report.

In the Board's annual report for 1920 five States—Mississippi,
Louisiana, South Dakota, Georgia, and Alabama—were enumerated
as having enacted laws designated to obstruct the par collection of
checks by Federal Reserve Banks, these laws purporting to require
or permit banks in the respective State to make charges " for collect-
ing and remitting " cash items " which are presented to the payer
bank through or by any bank, banker, trust company, Federal Re-
serve Bank, post office, express company, or any collection agency, or
by any other agency whatsoever." During the year 1921 the legisla-
tures of three other States—North Carolina, Tennessee, and Flor-
ida—enacted more or less similar laws for the same purpose. The
Legislature of Louisiana also enacted a law purporting to make it a
misdemeanor punishable by fine or imprisonment for any person to
give any notice of the nonpayment of any check drawn on any bank
in that State after such bank has offered to pay the check in accord-
ance with the laws of Louisiana.

The North Carolina law just referred to provides that " i t shall be
lawful for all banks and trust companies in this State to charge a
fee, not in excess of one-eighth of 1 per cent, on remittances covering
checks," and provides also that all checks drawn on such banks and
trust companies "shall, unless specified on the face thereof to the
contrary by the maker or makers thereof, be payable at the option
of the drawee bank, in exchange drawn on the reserve deposits of
said drawee bank when any such check is presented by or through
any Federal Reserve Bank, post office, or express company, or any
respective agents thereof." Relying upon this law a number of
North Carolina State banks and trust companies obtained an injunc-
tion in the superior court of Union County, N. C, prohibiting the
Federal Reserve Bank of Richmond from refusing to accept "ex-
change drawn by plaintiffs on their reserve deposits," i. e., checks
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on correspondent banks, in payment of checks presented and from
returning such checks to the drawers thereof as dishonored because
plaintiffs have refused to pay same in cash. The trial of this suit
will probably be held the latter part of February, 1922, and the final
decision will in all probability determine whether or not State legis-
latures have constitutional authority to enact legislation of this
character.

In July, 1921, a State bank in Kentucky brought suit against the
Federal Eeserve Bank of Cleveland to enjoin the latter from col-
lecting checks drawn upon the plaintiff bank by presentation at the
counter, and in September, 1921, a State bank in Oregon brought a
similar suit against the Federal Reserve Bank of San Francisco.
These suits are still pending before the United States district courts
for the respective districts in which the plaintiff banks are located.
In neither of the suits has the original bank which instituted it been
joined by any other bank as plaintiff.

On January 1, 1921, checks on all but 1,755 of the 30,523 banks in
the United States could be collected at par through the Federal Re-
serve Banks, these 1,755 banks being located in the seven South-
eastern States of Tennessee, South Carolina, Louisiana, Mississippi,
Alabama, Georgia, and Florida. Since that time, due principally
to the injunction against the Federal Reserve Bank of Richmond,
which prevents that bank from handling checks on such nonmember
banks in North Carolina as are parties to the suit heretofore men-
tioned, the number of such banks has increased to 2,353, which is
the figure as of January 1, 1922. In addition to the seven South-
eastern States enumerated above, there are banks in each of the
following States checks on which are not handled by the Federal
Reserve Banks: North Carolina, Nebraska, North Dakota, South
Dakota, Minnesota, Oklahoma, Wisconsin, Wyoming, Montana, Ken-
tucky, and Oregon. The aggregate number of such banks in the five
last-named States is only 22.

The following extract from the Board's annual report for 1920
indicates the Board's views as to the propriety, under present con-
ditions, of the practice of exacting exchange charges:

The Board has frequently had occasion to point out that in their origin
exchange charges were justified on account of the necessity for. and the
high cost of, actually transporting currency, but that under existing conditions
those charges can be justified upon no scientific or economic principle, since
the payment of checks at places other than where the drawee bank is located
involves little expense and that is borne by the Federal Reserve Banks. Even
the banks which decline to remit at par to the Federal Reserve Banks receive
the benefits of the Federal Reserve check clearing facilities by having the
checks which they receive collected through a correspondent bank which is a
member of the Federal Reserve System, although they contribute nothing to
the strength of the System. To the extent that the practice of. charging ex-
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change is continued under the operation of the Federal Reserve System, it
is an anachronism which permits the charging banks to impose a charge upon
commerce and industry after they have ceased to perform the service which in
former times justified the imposition of such a charge.

As stated in that report, and as previously stated herein, the
Board believes that the terms of the Federal Reserve Act impose
upon it, and upon the Federal Reserve Banks, the duty of develop-
ing and perfecting the Federal Reserve par collection system, while
the opponents of par collection urge the contrary view and even
contend that the Federal Reserve Banks are without legal authority
to collect, by presentation at the counters of the drawee banks, checks
drawn on nonmember banks which are unwilling to remit at par
for checks presented through the mails by the Federal Reserve Banks.
The events of the last year have not changed or modified the Board's
position in this matter. The opinion of the Circuit Court of Ap-
peals of the Fifth Circuit, rendered in the case against the Fed-
eral Reserve Bank of Atlanta, is the only judicial opinion which
has touched upon this point and that opinion confirmed the Board's
construction of the act, saying that—

The Federal Reserve Act does not only not evince a purpose to deny to the
Reserve Bank the power to collect checks of nonmember and nondepositing
banks, but exhibits a general policy to encourage a uniform and universal
system of par clearance, which could only be accomplished by conferring
power upon the Reserve Bank to handle checks drawn on all banks upon any
terms that might be essential except the payment to the remitting bank of
compensation for remitting.

The Supreme Court of the United States deemed it unnecessary
to pass upon the question of the powers of the Federal Reserve
Bank of Atlanta and did not attempt to construe the provisions of
the Federal Reserve Act, so that the opinion of the Circuit Court
of Appeals still stands as the most authoritative interpretation of
the Federal Reserve Act with regard to the Federal Reserve check
clearing and collection system.

In the following table are given the number and amount of checks
and drafts handled by the Federal Reserve Banks during monthly
periods in 1921.
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ITEMS HANDLED BY A L L FEDERAL RESERVE B A N K S COMBINED, EXCLUSIVE OF D U P L I -
CATIONS ON ACCOUNT OF ITEMS BEING HANDLED BY MORE T H A N O N E FEDERAL
RESERVE B A N K OR BRANCH.

[Numbers in thousands; amounts in thousands of dollars.]

Month ending—

Jan. 15, 1921
Feb. 15, 1921
Mar. 15, 1921
Apr. 15,1921
May 15,1921
June 15,1921
July 15, 1921
Aug. 15, 1921
Sept. 15, 1921
Oct. 15, 1921
Nov. 15, 1921
Dec. 15, 1921

Total:
1921
1921

Monthly aver-
age:

1921
1920

Total items han-
dled.

Number.

43,481
39,172
39,566
47,021
42,282
44,960
43,721
41,865
42,518
44,812
45,283
46,352

521,033
446,671

43,419
37,223

Amount.

11,946,417
9,729,587
9,439,475

10,748,339
9,325,882
9,848,000
9,854, 512
9,304,290
9,317,016

10,298,779
9,949,830

10,135,243

119,897,370
157,499,605

9,991,448
13,124,967

Items drawn on
banks in district
of repor t ing
Federal Reserve
Bank or branch.

Number.

40,410
36,961
37,624
43,937
39,038
42,202
40,629
39,372
40,082
41,792
42,031
43,484

487,562
419,905

40,630
34,992

Amount.

11,447,577
9,283,245
8,909,097

10,155,304
8,834,578
9,366,550
9,313,689
8,904,621
8,904,476
9,828,654
9,510,748
9,736,831

114,195,370
150,588,027

9,516,281
12,549,002

Items drawn on
United States
Treasurer.

Num-
ber.

3,064
2,204
1,937
3,076
3,236
2,749
3,084
2,484
2,427
3,010
3,241
2,858

33,370
26,688

2,781
2,224

Amount.

497,064
444,749
528,936
591,167
489,610
479,670
539.347
398; 020
410,932
468,426
436,501
395,788

5,680,210
6,886,556

473,351
573,880

Items forwarded
direct to mem-
bers and non-
m e m b e r s in
other Federal
Rese rve dis-
tricts.

Num-
ber.

7
5
8
s
9
8
9
9

10
11
10

101
78

8
7

Amount.

1,776
1,593
1,442
1,868
1,694
1,780
1,476
1,649
1,608
1,699
2,581
2,624

21,790
25,022

1,816
2,085

FISCAL AGENCY OPERATIONS.

During the past year the Secretary of the Treasury completed the
discontinuance of the subtreasuries in accordance with the provi-
sions of an act of Congress approved May 29, 1920. The subtreas-
uries at New Orleans, St. Louis, Baltimore, Philadelphia, and Cin-
cinnati were discontinued on January 5, January 8, January 14,
February 3, and February 10, respectively, and the functions and
duties heretofore performed by them, as enumerated in the annual
report for 1920, are now performed by the Federal Reserve Banks or
branches in those cities, with the exception of the keeping in custody
of reserve and trust funds consisting of gold coin and bullion and
standard silver dollars securing gold and silver certificates, respec-
tively, and held as reserve against United States notes, and the
issue of gold order certificates on gold deposits.

The special separate instructions issued by the Secretary of the
Treasury on August 30, under the provisions of the act of May
29, 1920, authorized all Federal Reserve Banks to make exchanges,
replacements, and redemptions of United States paper currency,
which operations had previously been performed by subtreasuries.
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and the following Federal Reserve Banks and branches have under-
taken these functions during 1921 on dates as specified:

Spokane Apr. 1, 1921.
Pittsburgh Apr. 4, 1921.
Atlanta June 10, 1921.
Jacksonville June 10, 1921.
Birmingham June 10, 1921.
Nashville June 10, 1921.
Omaha Oct. 29, 1921.
Denver Oct. 29, 1921.
Oklahoma City Oct. 29, 1921.

New Orleans Jan. 5, 1921.
Baltimore Jan. 14, 1921.
Cincinnati Feb. 10, 1921.
Helena Mar. 1, 1921.
Cleveland Mar. 2, 1921.
Dallas Mar. 22, 1921.
Los Angeles Apr. 1, 1921.
Portland Apr. 1, 1921.
Salt Lake City Apr. 1, 1921.
Seattle Apr. 1, 1921.

The Secretary of the Treasury, on October 19, 1920, under the
provisions of the act of May 29, 1920, authorized all Federal Eeserve
Banks to make exchanges and redemptions of United States coin,
which functions were previously performed by the subtreasuries,
and during 1921 the following Federal Reserve Banks and branches
have undertaken these operations on dates as specified:

Cleveland May 19, 1921.
Atlanta June 10, 1921.
Jacksonville June 10, 1921.
Birmingham June 10, 1921.
Nashville June 10, 1921.
Omaha Oct. 29, 1921.
Denver Oct. 29, 1921.
Oklahoma City Oct. 29, 1921.
Detroit -Nov. 18, 1921.
Buffalo Nov. 18, 1921.

New Orleans Jan. 5, 1921.
St. Louis Jan. 8, 1921.
Baltimore Jan. 14, 1921.
Louisville Jan. 26, 1921.
Memphis Jan. 26, 1921.
Little Rock Jan. 26, 1921.
Minneapolis Feb. 1, 1921.
Philadelphia Feb. 3, 1921.
Cincinnati Feb. 10, 1921.
Helena Mar. 1, 1921.
Dallas Mar. 22, 1921.

The Federal Reserve Bank of Richmond and the branches named
below had not assumed the operations relating to replacements, ex-
changes, and redemptions of United States paper currency and coin
up to December 31 because of lack of adequate facilities:

Currency and coin: El Paso, Houston.
Coin: Pittsburgh, Los Angeles, Salt Lake City, Seattle, Portland,

and Spokane.
It is expected, however, that the Federal Reserve Bank of Rich-

mond and most of the above-named branch banks will take over these
functions early in 1922.

The closing of the subtreasuries and the assumption of their
principal duties by the Federal Reserve Banks has resulted in im-
proved currency and coin facilities to the country. The location
and banking connections of the Federal Reserve Banks and their
branches afford a more convenient and natural method for the
proper distribution of paper currency fit for circulation than it was
possible to secure through the subtreasuries, and there has already
been a decided improvement throughout the United States not only
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with respect to the condition of the paper currency but with respect
to the supply of notes of desired denominations.

A material economy to the Government has resulted not only by
the reduction in operating expenses effected by abolishing the sub-
treasury establishments but also by the elimination of the necessity
of keeping with the Assistant Treasurers working supplies of cur-
rency and coin required to enable them to perform their functions,
amounting in the aggregate to approximately $25,000,000. It has
not been necessary to increase the balances of Government funds with
the Federal Eeserve Banks by reason of their assumption of subtreas-
ury functions.

The sinking-fund purchases under the cumulative sinking fund
established by section 6 of the Victory liberty loan act approved
March 3, 1919, were made by the Treasury Department in the open
market, at the prevailing market prices, through the Federal Re-
serve Bank of New York and the Federal Eeserve Bank of San
Francisco as fiscal agents of the United States. Substantially all of
the purchases were made in the New York market, which is the
central market for the country, and the purchases in San Francisco
were relatively small. During 1921 $380,340,700 face amount of Vic-
tory 4f's and $88,548,000 face amount of Victory 3|'s were purchased.

There were also purchased during 1921 by Federal Reserve Banks
$50,056,350 face amount of Liberty bonds under the provisions of
section 3 of the first Liberty bond act and section 3 of the second
Liberty bond act, which provide that repayments by foreign Govern-
ments on account of the principal of their obligations purchased by
the United States under the authority of these acts shall be applied
to the purchase and retirement of Liberty bonds.

In addition to the assumption of the fiscal agency functions
described above, the Federal Reserve Banks have continued to act
as fiscal agents of the Government during the past year in the han-
dling of all details incident to'the sale, allotment, distribution, and
redemption of Treasury certificates of indebtedness and the sale,
allotment, and distribution of Treasury notes among member and
non-member banks in their respective districts, including the collec-
tion of funds received from the sale of certificates and notes and
the depositing of funds with depositary banks and withdrawing
same as required by the Treasury. Federal Reserve Banks have also
made denominational exchanges, conversions, and exchanges of tem-
porary for permanent Liberty bonds, received collections on account
of income and excess profits taxes, redeemed coupons covering interest
payments on Government bond, Victory note, and certificate issues,
and have handled the sale and exchange of thrift stamps and other
Government savings securities.
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A summary of these transactions, other than sales of Treasury cer-
tificates and notes, appears in the following table:

Number of \
pieces, i Amount.

Treasury certificates redeemed | 722,000
Liberty bonds and Victory notes: I

Conversions I 586,000
Exchanges ! 17,884,000
Transfers of ownership j 99,000
Purchased for account of United States Treasury \ 448,000
Received in payment of inheritance taxes ! 21,000
All other transactions i 2,000

War Savings securities sold 633,000
United States Government coupons paid 98,407,000

$3,424,357,000

321,368,000
7,000,031,000

101,454,000
738,840,000
25,449,000

185,000
3,817,000

766,020,000

As fiscal agents of the Treasury the Federal Reserve Banks have
placed $1,201,522,000 of Treasury loan certificates of indebtedness,
$1,708,459,500 of tax certificates, and $701,897,700 of Treasury notes
during 1921.

The following tables show the amount of allotments of Treasury
certificates and notes during the calendar year 1921 by issues and
Federal Reserve districts:
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ALLOTMENTS OP TREASURY LOAN CERTIFICATES AND TREASURY NOTES DURING 1921.

Federal Reserve Bank.

Boston.
New York . .
Philadelphia
Cleveland.
Richmond
Atlanta .
Chicago
St. Louis . . .
Minneapolis
Kansas City
Dallas
San Francisco..

Total

Rate of interest, per cent.
Date issued
Maturity date..

•

Series E.

$591,500
61,019,000
5 160 500
7,559,000
3 830 500
1,540.000

16,445,000
4,981,500
2,817,000
3,524,000
2 197 000
8,995,000

118,660,000

54
Jan. 15,1921
Apr. 15,1921

Treasury loan certificates.

Maturing in 1921.

Series F.

$24,524,000
77,043,000
18 903 000
16,841 000
5 009 000
3,258 500

18,764,500
5,760,500
4,660,000
6,564,000
1 424 000
9,275,000

192,026,500

Jan. 15,1921
Oct. 15,1921

Series G.

$11,402,000
49,451 500
10 945 000
12 221 000
4 222 000
2,398,500

16,526,500
6,511,500
2,650,000
4,456,500
2 552 000
9,550,000

132,886,500

Feb. 15,1921
July 15,1921

Series H.

$14,343,500
74 067 000
19 047 000
16 125 000
6 146 500
2,809,000

22,932,000
8,512,000
5,190,000
6,200,000
2 764 500

12,375,000

190,511,500

Apr. 15,1921
Oct. 15,1921

Maturing in 1922

Series A.

$21,208,000
99,954,000
25 757 500
23,300,000
7 615,000
3,572,500

29,989.000
10,797,500
6,990,000
8,375,000
4,071,500

14,540,000

256,170,000

54
May 16,1921
Feb. 16,1922

Series B.

$21,068,500
99,622,500
30 336 500
19,370,000
7,865,000
6,949,500

26,127,500
9,233,500
7,709,000
9,883,500
5,289,500

16,016,500

259,471,500

54
Aug. 1,1921
Aug. 1,1922

Series C.

$2,410,000
13,813,000
3,652 000
7,984,000
1,649,500
1,290,500
8,062,500
2,218,500
1,550,000
1,725,000
1,541,000
5,900,000

51,796,000

4i
Nov. 1,1921
Apr. 1,1922

Treasury notes maturing
in 1924.

Series A.

$22,905,000
157,225,200
45,509,500
21,175,200
8,698,500
2,169,900

20,650,200
9,740,100
5,301,100
5,346,500
4,058,600
8,411,800

311,191,600

5f
June 15,1921
June 15,1924

Series B.

$37,423,400
146,615,100
40,597,200
36,500,000
14,249,000
5,934,700

43,210,700
16,212,500
13,840,000
11,674,500
5,449,000

19,000,000

390,706,100

54
Sept. 15,1921
Sept. 15,1924

Total.

$155,875,900
778,810,300
199,908,200
161,075,200
59,285,000
29,923,100

202,707,900
73,967,600
50,707,100
57,749,000
29,347,100

104,063,300

1,903,419,700

on
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ALLOTMENTS OF TKEASURY CEETIFICATES ISSUED IN 1921 IN ANTICIPATION OF TAX PAYMENTS.

Federal Reserve Bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

Rate of interest, per cent
Date issued
Maturity date

In anticipa-
tion of tax
payments

during 1921.
Series T. S. 2.

$12,912.000
85,721, 500
10,434, 000
23, 634, COO
6,291,000
2, 647, 500
21, 879,500
4, 705,000
3,166,000
4, 850,500
2, 546,000
14, 515; 000

193, 302,000

5*
Mar. 15,1921
Sept. 15,1921

In anticipation of tax payments during 1922.

Series T. M. Series T. J.

$22,066,000
124,187,500
40,346, 000
28, 341,000
10,149, 500
2,386, 500
20, 536,500
8, 574,000
4, 068, 500
9,149,500
2,396,000
16,300, 000

288,501,000

$21, 070,000
137,155, 500
25, 333, 500
39,225,000
8, 526,000
3 850,000
33,774.500
12, 701, 500
5,462,500
9,477, 500
4,708,000
12, 900, 000

314,181,000

Mar. 15,1921
Mar. 15,1922

5£
J u n e 15,1921
J u n e 15,1922

Series T. M. 2.

$9,101 500
47, 263! 500
9,033,500
11,295,000
3, 746,000
1, 812, 500
17,636,000
3, 695, 000
2.689, 000
2, 516, 500
2,489, 000
5,613,500

116,891,000

5*
Aug. 1,1921
Mar. 15,1922

Series T. M. 3.

$8, 6"92,000
48,422, 500
8,191, 500
10,100,000
2,550,500
2,793,500
15,856^ 000
3,035,500
3,420,000
5, 632, 000
5, 278, 500

10,600,000

124,572,000

Series T. S.

$10, 921, 500
80, 057, 500
12, 081, 500
13,320, 000
4, 665, 000
1,617,500

26,778, 500
6,145, 500
3, 500,000
6,705,000
3,979,000
13,1C0,000

182,871,000

Sept. 15,1921
Mar. 15,1922

5|
Sept. 15,1921
Sept. 15,1922

Series T. S. 2.

$17,002,500
66,495, 000
17, 476, 500
14, 283,000
6, 619, 000
5, 547, 500
21.288,000
6, 638,500
5, 730,000
6,475, 000
3, 586, 500
8, 550, 000

179,691, 500

Nov. 1,1921
Sept. 15,1922

Series T. J. 2.

$3,100,500
18,471, 500
3, 707, 000
10, 300,000
2,799,500
1,826, 500
9, 877,500
2,411,500
1,450, 000
2, 069, 000
2, 605, 000
6, 285,000

64, 903,000

Dec. 15,1921
June 15,1922

Series T. D.

$20,696,000
94, 098,500
25,888,500
20,700, 000
6, 996, 500
6,853, 500

27,318,500
8,611,500
7,442,500
8,493,500
4,175,000

12,270,000

243,544, 000

Dec. 15,1921
Dec. 15,1922

Total.

$125, 562, 000
701,873,000
152,492,000
171,198, 000
52,343,000
29,335,000

194,945,000
56,518,000
36,928,500
55,368, 500
31,763, 000

100,133,500

1, 708,459, 500

00
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REPORT OF THE FEDERAL RESERVE BOARD. 79

The Federal Eeserve Banks, as fiscal agents and depositaries of
the Treasury, received during 1921 deposits of the greater part of
the $4,970,000,000 paid to the Government on account of income and
excess-profits taxes and other ordinary receipts. The maximum,
minimum, and daily average balances of the Government with all
Federal Reserve Banks during the past year have been as follows:

G O V E R N M E N T D E P O S I T S H E L D BY F E D E E A L R E S E R V E B A N K S D U R I N G 1921.

[In thousands of dollars.]

Month. Maximum.

57,212
68,206

123,212
84,201
60,516
64,401
51,893
69,746
98,540
96,673
63,949
95,951

123,212

Minimum.

5,617
11,000
37,835
18,857
13,799
14,597
9,093

19,014
22,189
10,739
29,179
20,213
5,617

Daily
average.

January...
February..
March
April
May
June
July
August
September.
October...
November.
December-

Year

25,301
50,337
81,151
50,627
28,487
28,579
29,764
43,879
59,339
50,234
42,242
54,364
45,320

On December 31 there was a total of 9,281 special bank depositaries
for Government funds, which had been designated by the Secretary
of the Treasury, through the Federal Eeserve Banks. The average
daily Government balances with these depositaries during 1921 was
$261,364,000, and as security for these deposits the Federal Reserve
Banks approved and held collateral of an average face value, based
on end-of-month figures, of approximately $549,693,000.

BRANCHES OF FEDERAL RESERVE BANKS AND THEIR OPERATIONS.

The branches of Federal Reserve Banks have been established
under the provisions of section 3 of the Federal Reserve Act. The
branches are in no sense independent banks, but are, as is implied
in the official title of section 3, " branch offices." Subject to such rules
and regulations as the Federal Reserve Board may prescribe, they
are operated under the supervision of a board of directors consisting
of not more than seven nor less than three directors, of whom a
majority of one is appointed by the Federal Reserve Bank of the
district and the remaining directors by the Federal Reserve Board.
The law provides that directors of branch banks shall hold office
during the pleasure of the Federal Reserve Board and the Board
has from the outset adopted the policy of limiting the terms for
which they are designated to a period of one year.

On December 31, 1921, there were 23 branches of Federal Reserve
Banks in operation, the Helena (Mont.) branch of the Federal Re-
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80 REPORT OF THE FEDERAL RESERVE BOARD.

serve B&nk of Minneapolis, authorized in 1919, having been opened
for business on February 1, 1921, following the completion of its
vault which was constructed in a building purchased in November,
1919, and remodeled for use as banking quarters. The territory
assigned to the new branch embraces the entire State of Montana, in
which there were located on June 30, 1921, a total of 202 mem-
ber banks (national and State), having a capital of $12,905,000, a
surplus of $5,668,000, and total resources of $131,275,000. The pow-
ers and functions which the Helena branch is authorized to exercise
place it in the first group of branches described on page 92 of the
1920 Annual Report of the Federal Reserve Board; that is, the branch
renders practically the.same services for, and has the same direct
relations with, member banks in the territory assigned to it as does
the parent bank for member banks in other parts of the district. No
new branches were authorized by the Board during the past year.
Of the present branches, one—New Orleans—was established in 1915,
five in 1917, ten in 1918, four in 1919, two in 1920, and one in 1921.

The following table shows the volume of business handled by
each branch and by the Savannah agency during the year 1921 :

OPERATIONS OF FEDERAL RESERVE BRANCH B A N K S DURING 1921.

[Numbers in thousands. Amounts in thousands of dollars.]

Federal Reserve branch.

Buffalo
Cincinnati
Pittsburgh
Baltimore
Birmingham
Jacksonville
Nashville
New Orleans.. .
Detroit
Little Rock
Louisville
Memphis
Helena
Denver
Oklahoma City.
Omaha
El Paso
Houston
Los Angeles
Portland
Salt Lake City..
Seattle
Spokane

Total:
1921
1920

Savannah agency:
1921
1920

Items handled.1

Number. Amount.

9,300
12,415
16, 270
12, 837
4,548
2,753
3,564
3,013

4,241
6,174
2,871
2,365
6,733

12,264
8,639
2,375
5,359

16,501
3,797
5, 593
4,575
2,937

157,692
125,435

2,131,145
2,564,398
4,684,330
3,177,174

860,941
525,966
647,670
910,446

% 375, 023
526,981
979,771
473,801
271,050

1,154,607
1,763,284
1,179, 435

315, 595
944,229

2, 559,717
661, 543
902,168
786,093
445, 769

Currency (coin and
paper).

Received. Paid out.

30, 841,136
37,560,687

146,993
124,406
284,953
147,382
35,520
50,620
35,693
100, 520
264,356
30,008
80,625
47, 732
12,263
43,616
17,130
27,416
34,625
42,954
151,229
34,356
14, 803
66,639
11,153

1,804,992
1,616,708

8,601
11,663

139,951
76,471
236, 864
131,389
22,564
38,375
23,426
85,224

249, 818
27, 554
61,451
47, 844
9,642
21,484
12, 393
22,563
16,001
28,430
140,012
26,494
11,644
59,433
9,903

1,498,930
1,696,087

6,517

Volume of
paper dis-
counted

and
bought.

2 1,043,883

620,154

531, 847
1,176,298

141,099
362,425
215,492
57,954

147,911

204,093
97,867
129,433
145, 382
143,789
486,347
122, 428
115,768

5,742,170
6,836,678

Average
daily bill
holdings.

2 29,258

33,567
50,002
10,705
11,899
18,166
10,039
9,540

21,434
11,144
9,350
13,552
9,637
36,061
3,539
9,040

286,933
290,630

Member
banks'
reserve
balances
Dee. 31,

1921.

216,577

' 16,'528

13,716
33,106
4,223
8,053
6,043
5,546
13, 543

13,765
3,080
10,508
32,328
10,159
8,531
11,636
6,052

213,394
218, 536

1 From Dec. 16,1920, to Dec. 15,1921, except that in the case of Helena the period dates from opening of
branch on Feb. 1.

2 Buffalo city banks only. Bill holdings are based on figures as of the 52 weekly statement dates during
the year.
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THE FOREIGN EXCHANGES.

Foreign exchange rates in 1921 showed a general trend upward,
although the wide fluctuations which have characterized the post-
war period continued to be a feature of the exchange market. Dur-
ing the war exchange rates were stabilized artificially by the various
governments and the pound sterling was held around 4.764375. In
the spring of 1919 the " pegging " of exchanges was discontinued and
the values of European exchanges and currencies in New York be-
gan to decline persistently and rapidly, wTith occasional sharp tem-
porary recoveries. The decline which has taken place represents an
adjustment of the exchange values which were artificially sustained
during the war to the changed commercial and monetary conditions
of the post-war period. During the year 1921 this downward ad-
justment of sterling, francs, and lire appears to have come, for the
time being, at least, to an end, but the value of the Austrian krone
declined almost to the vanishing point, and the precipitate decline
since May of the German mark has been one of the spectacular fea-
tures of the year.

Exchange rates were affected by the reparations payments and
by the discussion of financial settlements with Germany. The
average rates for January and December, together with the lowest
and highest monthly average rates during the year for leading for-
eign currencies are shown in the following statement:

Rates in 1921 (cents per unit of foreign currency).

A verage
for Jan-
uary.

Lowest monthly aver-
age for the year.

Highest monthly aver-
age for the year.

Month. Rate. Month. Rate.

Average
for De-
cember.

Pound sterling
French franc
Italian lira
German mark
Swedish krona
Dutch (iorin
Argentine gold peso
Brazilian milreis
Chilean paper peso
Japanese yen
Indian rupee
Shanghai tael

486.65
19.30
19.30
23.82
26.80
40.20
96.48
32.44
19.53
49. 85
48. 65
66.85

374.1970
6.4330
3.5520
1. 6000

21.4000
32.8800
79. 3820
15.1390
14. 3200
48. 7000
28. 6100
76. 9000

July
January

do
November..
July
August
July

do
August
October
July
March

363.2130
6.4330
3.5520
.3924

21.0400
31.0000
65. 7990
10. 4490
10.2400
47.6552 i
23.0588 i
64.2250

December..
Mav
. . !
February..
December..

.do..
Februarv..

do..: . . .
March
January

do
October

415.6108
8.3688
5. 2960
1.6400

24.5281
36. 3104
80. 3900
15.5970
14. 7600
48. 7000
28. 6100
78. 4016

415.6108
7. 8446
4. 4365

. 5258
24.5281
36. 3104
74. 8042
12. 6692
10. 7837
47. 9219
27.4488
75.3162

Sterling, francs, and lire pursued substantially parallel courses
during the 12 months' period. Moderate advances in the early
part of the year were followed by a sharp rise in May, when the
amount of the German reparations was fixed and prospects for an
adjustment of international financial relations appeared brighter.
This rally, however, was followed by a rapid decline when the first
German payment of $50,000,000 was made. Inasmuch as this pay-
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82 REPORT OF THE FEDERAL RESERVE BOARD.

ment was required to be made in dollar exchange, the demand for
dollars, already keen, became still more intensified and other cur-
rencies depreciated correspondingly. This resulted in a modification
of the reparations arrangement, and Germany was permitted to pay
future installments in other currencies.

The decline in exchange rates which began in May continued until
October, although sterling began to react as early as July, owing to
the settlement of the British coal strike and the continuous exports of
gold to the United States. An upward turn in the exchanges of other
allied countries, partly in response to improved trade conditions,
took place in November. During the closing weeks of the year the
progress of the Conference on Limitation of Armament and the
prospect of a satisfactory conclusion of Irish negotiations in England
were reflected in a pronounced upward movement in sterling and of
the exchanges of western European countries.

German exchange reached its peak of 1.64 cents in February and
remained at about that level until May, but the payment of the first
installment of the indemnity, followed by the progressive demoraliza-
tion of the fiscal situation in Germany, the continued issue of large
amounts of Treasury bills and Reichsbank notes and the persistent
efforts of German citizens to convert marks into other currencies,
resulted in the decline of the mark to the lowest point ever reached.
From 1.6 cents in May, the mark declined to 0.39 cent in November,
but rallied to 0.53 cent in December.

The Austrian krone and the Polish mark, owing to the uninter-
rupted issue of enormous volumes of notes, declined so rapidly that
at the close of 1921 these currencies were valued at a small fraction
of 1 per cent of their parity and were practically negligible as
media of international payments.

The Czechoslovakian krone, on the other hand, as the result of a
strong fiscal policy and control of exports and imports, was held
during the year at the comparatively high level of 5 to 6 per cent
of its parity, and the Yugoslavian dinar, notwithstanding a con-
siderable decline, was still worth at the end of the year about 7
per cent of its par value.

Exchanges of South American countries during the early part
of the year continued to decline owing to unfavorable trade bal-
ances and to the fall in the price of their staple products. During
the summer, however, some of these countries obtained credits in
the United States and in the latter part of the year their exchanges
showed decided improvement. In Brazil, the efforts of the Govern-
ment to maintain the price of coffee and to control exchange trans-
actions were also a factor in the advance in milreis. In Argentina
reports indicate a favorable turn in general economic and trade
conditions.
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Japanese exchange remained steady throughout the year in its
position slightly below par. The Indian rupee declined during the
first part of the year, but advanced after June when the effects of
favorable climatic conditions and consequent improvement in trade
conditions began to be felt. Gold exports to Japan and the United
States also tended to strengthen rupee exchange. During recent
weeks, however, a downward movement of rupee exchange has re-
sulted from the fall of the mark and the consequent decline in Ger-
man purchases of hemp, jute, and other Indian raw materials.

Silver moved within comparatively narrow limits, the lowest
monthly average quotation being about 57 cents in March and the
highest about 71 cents in October.

In accordance with the provisions of the emergency tariff act of
May 27, 1921, the Federal Reserve Bank of New York, beginning
with June 17, has made a daily statement to the Treasury of the
average noon buying rates for various foreign currencies in the New
York market. On the basis of these statements the Federal Reserve
Board compiles monthly high, low, and average quotations of all the
important currencies and publishes them in the Federal Reserve
Bulletin. A table is published in the appendix showing these quota-
tions for each month from July to December. In addition to the
high, low, and average quotations, percentages of par are shown.
A chart illustrating the fluctuations of the leading exchanges since
the armistice appears on the next page.

In view of the great importance which the movement of foreign
exchange rates has assumed in international trade and financial rela-
tions, the Board has undertaken to compile monthly on the basis of
quotations from 18 principal countries a general index of foreign
exchange. This index has been calculated for each month, beginning
with November, 1918, the quotations prior to July, 1921, being ob-
tained from private sources and those from July to December, 1921,
from the statements of the Federal Reserve Bank of New York. This
general exchange index is given in the statement below and is rep-
resented by the heavy solid line on the chart.

FOREIGN EXCHANGE INDEX.

January
February
March
April
May
June
July .
August
September
October
November
December

Year

1918

Per cent.

101
101

1919

Per cent.
101
100
99
96
93
97
92
92
88
88
84
77

89

1920

Per cent.
78
70
72
73
72
74
74
66
67
61
58
55

68

1921

Per cent.
54
55
54
57
65
59
53
52
51
46
51
55

54
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In compiling this index the average quotations for each of the
18 countries included, expressed as percentages of par, are weighted
by the volume of merchandise and gold and silver transactions
between the respective countries and the United States during the
preceding month, the index being what is known as a "weighted
geometric average." Stated in another way, without the use of
technical terms, the index shows how many dollars would be required
each month to purchase in the New York market a representa-
tive assortment of foreign exchange bills which at par would have
cost $100. The index was slightly over 100 during the first three
months succeeding the armistice, when the " pegging " arrangements
still prevailed, and oriental and South American exchanges were
high owing to unpaid balances accumulated during the gold embargo.
Beginning with March, 1919, the exchange index declined almost
uninterruptedly until January, 1921, when it stood at 54 per cent.
During 1921 the index rose to 65 per cent for May, declined to
46 per cent for October, but rose again to 55 per cent for December.
For the year 1921 the foreign exchange index works out at 54, com-
pared with 68 for 1920 and 89 for 1919.
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FOREIGN BRANCHES OF NATIONAL BANKS.

The Federal Eeserve Board during the year 1921 authorized the
establishment of a foreign branch in Paris, France, by the National
City Bank of New York. This branch, already an operating insti-
tution, was purchased from the Farmers Loan & Trust Co. of New
York, December 31, and given the title of Paris Branch of the
National City Bank of New York on the same date.
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During the year the National City Bank closed its branches at
Barranquilla, Bogota, and Medellin in the Eepublic of Colombia,
the branch at Cape Town, Union of South Africa, and the branch at
Port of Spain, Trinidad.

The First National Bank of Boston operates to date but one
foreign branch, located at Buenos Aires, Argentine Eepublic, which
was authorized by the Board in July, 1917.

FOREIGN BANKING CORPORATIONS.

In the Board's 'annual report for the year 1920 there was given a
list of foreign banking corporations organized under State law and
doing business under agreement with the Federal Eeserve Board as
provided in section 25 of the Federal Eeserve Act. During the past

. year there has been no increase in the number of these corporations
nor has the scope of the operations of those listed in the 1920 report
been enlarged; on the contrary, some of them have curtailed their
business because of certain unfavorable conditions with which they
have been confronted.

The two corporations which were reported last year as having been
organized under the provisions of section 25 (a) of the Federal Ee-
serve Act, commonly known as the Edge Act, during the year 1921,
did only a moderate volume of business and are extending their
operations slowly and cautiously. No new corporations have been
organized during the year under the provisions of section 25 (a).

TRUST POWERS OF NATIONAL BANKS.

During the past year, through its counsel's office, the Board has con-
tinued to advise and cooperate with the national banks in connection
with the operation of their trust departments, which may be estab-
lished with the Board's consent under authority of the provisions of
section 11 (k) of the Federal Eeserve Act. In order fully to inform
itself regarding this general subject the Board addressed to all
national banks which have been granted trust powers a questionnaire
designed to elicit information as to the degree of success which they
are attaining in the operation of their trust departments and as to
the nature of the practical and legal difficulties, if any, which they
are encountering. On October 15, 1921, which is about the date this
questionnaire was sent out, 1,387 national banks held permits to-exer-
cise fiduciary powers under the terms of section 11 (k) of the Federal
Eeserve Act. The banks responded readily and seemed to appreciate
the Board's efforts to cooperate with and assist them in this matter.
The Board believes that the results of the questionnaire will prove
very valuable to all who are interested in the subject.

The answers to the questionnaire show that the opposition on the
part of the State authorities which at first existed in many of the
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States has very largely disappeared, and that in all but three or
four of the States national banks are permitted to exercise fiduciary
powers on a basis of substantial equality with State trust com-
panies. A large number of banks are operating trust departments
very successfully, many of them stating that they are meeting with
much greater success than they had anticipated. Seven hundred and
ninety-four national banks replying to the questionnaire had acted
in various fiduciary capacities 8,341 times in the aggregate, and it
is estimated that they held trust funds aggregating*over $825,000,000.
The national banks which are operating trust departments are
almost unanimous in the opinion that their trust departments bring
new business into the banks, and enable them to retain balances
which upon the death of their customers would otherwise be diverted
to competing trust companies. It appears also that many national
banks which are located in small communities where there are no
trust companies are furnishing, through their trust departments, a
service which their communities greatly need, although they are
somewhat handicapped by the fact that their customers are not as
yet fully acquainted with the advantages of corporate fiduciaries.
A complete and detailed summary of the replies to the Board's ques-
tionnaire is published among the exhibits in the appendix.

During the past year the Board, after examination and report by
the counsel's office, has approved 134 original arid 14 supplementary
applications by national banks for fiduciary powers.

BOARD'S ORGANIZATION AND EXPENDITURES.

There have been several changes in the Board's organization and
staff during the past year. On March 4, Hon. Andrew W. Mellon
succeeded Hon. David F. Houston as Secretary of the Treasury and
ex officio member and chairman of the Federal Reserve Board.

On March 17, Hon. D. R. Crissinger took the oath of office as
Comptroller of the Currency and ex officio member of the Federal
Reserve Board, his predecessor having retired from office on March
2, 1921.

The term of David C. Wills as a member of the Board expired
on March 4, and on May 12 John R. Mitchell, of St. Paul, Minn.,
took the oath of office as a member of the Board, having been ap-
pointed by the President for a full term of 10 years.

The total cost of conducting the work of the Board during the year
1921, including salaries of members and the cost of printing and cir-
culating the Federal Reserve Bulletin, was $722,318.86. Two assess-
ments were levied against the Federal Reserve Banks during the
year, aggregating $741,436.29, or approximately 239 thousandths of
1 per cent of their average paid-in capital and surplus for the year.
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A statement of salaries paid and of other expenditures by the Board
is given in the appendix.

FEDERAL ADVISORY COUNCIL.

The Federal Advisory Council held its four statutory meetings in
Washington during 1921 on the following dates: February 21, May
16, September 19, and November 21. No other meetings of the coun-
cil were held during the year. Recommendations made by the council
appear in the appendix.

CONFERENCES HELD BY THE BOARD.

The Federal Reserve Board conferred with the Federal Advisory
Council on the occasion of each of its meetings in Washington.

On April 12 the Board held a conference with the governors of the
Federal Reserve Banks, and on April 14 one class B director from
each Federal Reserve Bank joined with the Board and the governors
of the banks for the purpose of discussing the credit situation as it
then existed. On October 25 a joint conference was held with the
Federal Reserve agents and the governors of the Federal Reserve
Banks. At these conferences matters relating to the operations of the
Federal Reserve System were discussed.

A meeting with the Board of representatives of all Federal Re-
serve Banks was held in Washington on January 13, 1921, to discuss
the Federal Reserve interdistrict time schedule.

On February 21 and 22 a conference of statisticians, which included
representatives of the Board and the Federal Reserve Banks, as well
as a number of business statisticians, was held in Washington for the
purpose of discussing business condition reports.

On July 20 the Board held a conference with the Governors of
the Federal Reserve Banks of Richmond, Atlanta, St. Louis, Kansas
City, and Dallas, at Avhich the credit situation in the cotton States
wras discussed.

KERN AMENDMENT TO THE CLAYTON ACT.

As originally enacted section 8 of the act approved October 15,
1914, known as the Clayton Antitrust Act, absolutely prohibited in-
terlocking directorates between certain classes of banks. The act of
May 15,1916, known as the Kern amendment, modified the provisions
of that section so as to allow a person who first obtains the permission
of the Federal Reserve Board to serve not more than three banks
in the prohibited classes, if such banks are not in substantial com-
petition. Under the terms of this amendment the Board is authorized
at its discretion to grant, withhold, or revoke such consent if the
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banks involved are not in substantial competition, but the Board
has no authority to grant such consent if the banks involved are in
substantial competition.

Inasmuch as several years had elapsed since the enactment of the
Kern amendment, the Board in the fall of 1920 undertook to review
the entire situation with reference to interlocking directorates, in
order to determine whether, in view of changed conditions, it ought
to exercise its discretionary power to revoke some of the permits
which it had granted previously. In view of the complicated nature
of the provisions of the Clayton Act relating to interlocking bank
directorates it is the practice of the Board to refer all matters re-
lating thereto to its counsel's office, and that office collected and ar-
ranged the data for this review and has made a thorough study of
the legal and practical problems involved.

During the course of the Board's review of the situation, urgent
representations were made on behalf of some of the banks involved
that to revoke outstanding permits and break up long-standing rela-
tions would work hardship and injustice upon many banks and bank
directors. I t was argued that the intent of Congress in enacting the
Clayton Act was to encourage competition between banks, and that
where competition had sprung up between two banks while their di-
rectorates had been interlocked that intent was not being defeated
by the existence of the interlocking directorate. There is no doubt
of the soundness of this argument, and it emphasizes the fact, which
had for some time been impressed upon the Federal Reserve Board,
that section 8 of the Clayton Act as amended by the Kern amend-
ment penalizes directors who have acted in accordance with the intent
of Congress and have encouraged the growth of competition between
the banks which they serve.

When the work done in connection with the review of the inter-
locking directorates revealed to the Board how many instances there
were in which a strict enforcement of the terms of section 8 of the
Clayton Act would operate inequitably, the Board decided to con-
sider the question of a further amendment to the Clayton Act to
carry out more effectually the intention of Congress to promote and
encourage competition. The matter was referred to the Board's
committee on the Clayton Act, which, after making a careful study
of the problem, with the assistance of counsel, rendered a report in
which it recommended an amendment which would authorize the
Federal Reserve Board to permit a person to serve not more than
three competing banks, when the Board is satisfied that such inter-
locking directorates will not result in a restriction of credit or lessen-
ing of competition between the banks involved, the Board, however,
to continue to have full power to revoke such permits at any time.
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The committee further recommended that existing permits previously
granted by the Board be not disturbed until the probability of the
enactment of such an amendment could be ascertained, and that the
Board postpone final action on its review of the existing situation
which had been scheduled for April 1. The Board adopted the
recommendations of its committee on the Clayton Act and a bill
amending the Clayton Act in this manner was drafted and submitted
to the Senate and House Committees on Banking and Currency.
The bill was introduced in the House of Representatives on April 21,
1921, and was referred to the Committee on Banking and Currency,
but no further action has been taken regarding it. The Board desires
to take this opportunity to renew its recommendation that the pro-
posed amendment to the Clayton Act be enacted. A draft of the
proposed amendment and the report of the Board's committee on the
Clayton Act which explains more fully the problems involved are
published as exhibits in the appendix to this report.

During the year 1921 the Board has acted upon 297 applications
for its permission to serve two or more banks under the Kern amend-
ment, counsel's office having investigated and made its report to
the Board upon each of these applications. The Board has also, .
through counsel's office, investigated and acted upon approximately
500 apparent violations of the Clayton Act, reported by national bank
examiners.

AMENDMENTS TO THE FEDERAL RESERVE ACT.

The Federal Reserve Act has been amended three times during
the year 1921—by two different acts approved February 27, 1921,
and by an act approved June 14, 1921. Each of these amendments,
which will be discussed in order, was recommended by the Federal
Reserve Board.

By one of the acts approved February 27, 1921, the provisions of
section 11 (m), which had expired by limitation on December 31,
1920, was reenacted with a slight modification and made effective
until October 31, 1921. That section, as amended by the act of
March 3, 1919, had authorized the Federal Reserve Board to permit
Federal Reserve Banks to discount for any member bank the paper
of a single borrower up to 20 per cent of the member bank's capital
and surplus, provided that such paper in excess of 10 per cent of
the member bank's capital and surplus was secured by Liberty
bonds, Victory notes, or United States certificates of indebtedness.
As amended by the act of February 27, 1921, the scope of the sec-
tion wTas narrowed by limiting its application to paper secured by
Liberty bonds and Victory notes only when the borrower was the
original subscriber thereto. The section as amended still applied,
however, to paper secured by United States certificates of indebted-
ness, however acquired.
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The other act, approved February 27, 1921, amended section 25(a)
by adding a proviso to the first paragraph thereof to the effect
that nothing in that section should be construed to deny the right
of the Secretary of the Treasury to use any corporation organized
thereunder as a depositary in Panama, the Panama Canal Zone, the
Philippine Islands, and in other insular possessions and dependencies
of the United States. The necessity for this amendment arose from
the fact that the Treasury officials were doubtful whether the
authority to require corporations organized under section 25(a) to
act as fiscal agents included the right to use them as depositaries.

Section 25(a) was amended again by the act of June 14, 1921.
As originally enacted, that section required corporations organized
under it to have a capital of not less than $2,000,000, one-fourth of
which had to be paid in before the corporation was authorized to
commence business and the remainder of which had to be paid in
in installments of 10 per cent at the rate of one installment every
two months. This requirement was modified by the act approved
June 14, 1921, so that a corporation with an authorized capital in
excess of $2,000,000 may apply for the consent of the Federal Re-
serve Board to have such excess paid in on call of the board of
directors, provided that in all events 25 per cent of the total
authorized capital must be paid in before the corporation commences
business.

FUNDAMENTAL PRINCIPLES OF THE FEDERAL RESERVE ACT.

More than seven years have elapsed since the establishment of the
Federal Reserve Banks, but there is still a surprising lack of knowl-
edge of what they really are and of what their proper functions are,
not only on the part of the public at large, but among business men
and bankers as well.

During the past year many things have been said and written
regarding the Federal Reserve System which are calculated to create
entirely false impressions, and in order that a clearer idea may be
presented of the principles which govern the policies of the Federal
Reserve Board and the operations of the Federal Reserve Banks, it
seems desirable to review briefly some of the essential features of
the Federal Reserve Act, to discuss the measure of authority con-
ferred upon the Federal Reserve Board, the joint and separate powers
exercised by the Federal Reserve Board and the Federal Reserve
Banks, and to describe concisely the fundamental character and some
of the distinctive functions of the Federal Reserve Banks.

NO CENTRAL BANK.

Attention should be called, first of all, to the fact that the Federal
Reserve Act did not establish a central bank. On the contrary, it
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adopted the regional principle and authorized the establishment of
not more than 12 banks, to be located in various sections of the
country. Each of these banks is practically independent of the
others, in operation as well as in local policies. From a legal stand-
point, these banks are private corporations organized under a special
act of Congress, namely, the Federal Reserve Act. Their stock-
holders are their member banks, each of which is required to sub-
scribe to the capital stock of the Federal Reserve Bank an amount
equal to 6 per cent of its own capital and surplus, one-half of which
amount is required to be paid in.

DISPOSITION OF EARNINGS.

After all necessary expenses of a Federal Reserve Bank have been
paid or provided for, the stockholders are entitled to receive an
annual dividend of 6 per cent on the paid-in capital stock, which
is cumulative. After the dividend claims have been fully met, the
net earnings are paid to the United States as a franchise tax, except
that the entire earnings are paid into a surplus fund until that
fund amounts to 100 per cent of the subscribed capital stock of the
Federal Reserve Bank. Thereafter 10 per cent of the net earnings
are paid into the surplus fund and the remaining 90 per cent paid
to the Government as franchise tax.

ORGANIZATION.

Each bank has nine directors, of which six are elected by the
member banks and three are appointed by the Federal Reserve
Board. Not more than three directors can be officers or directors of
member banks and the three directors appointed by the Federal
Reserve Board can not be officers, directors, or stockholders in any
bank. Three directors elected by the member banks must be men
who are actively engaged in their respective districts in agriculture,
commerce, or some other industrial pursuit. As there are 12 Federal
Reserve Banks, there are, therefore, 108 Federal Reserve Bank direc-
tors, of which only 36 are appointed by the Federal Reserve Board,
while the remaining 72 directors are elected by the member banks of
the country—nearly 10,000 in number.

LENDING POWERS.

The law does not contemplate direct competition by the Federal
Reserve Banks for business with each other or with national banks,
State banks, trust companies, and savings banks. Federal Reserve
Banks are not allowed to receive deposits from the public and can
accept deposits only from their member banks, from the United
States Government, and, solely for the purposes of exchange or
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collection, from nonmember banks or trust companies. They are
not allowed to make loans or advances direct to the public, but can
lend only to the United States, to their member banks, and, subject
to certain conditions, for periods not exceeding six months, in an-
ticipation of the collection of taxes or the receipt of assured revenues,
to States, counties, municipalities, and other political subdivisions
in the United States.

The Federal Reserve Banks are not permitted by law to make loans
direct to individuals, firms, and corporations, and while they can,
under certain restrictions, purchase bills of exchange and bankers'
acceptances in the open market, their dealings with the public in
the matter of loans are limited to the discounting of notes, drafts,
and bills of exchange for member banks, all such paper to be in-
dorsed by the member bank offering it. In lending in this way to
their member banks, the Federal Reserve Banks are not authorized by
law to use the same discretion and freedom of action that are allowed
national banks, State banks, and trust companies, but they must
observe the limitations prescribed by law as to the character and
maturity of the notes offered them by member banks for discount;
except as to notes, drafts, and bills drawn or issued for agricultural
purposes or based on live stock, which a Federal Reserve Bank may
discount for a member bank if the maturity does not exceed six
months, a Federal. Reserve Bank can not discount any paper for a
member bank which has longer than 90 days to run, exclusive of
days of grace.

The law puts a limitation also upon the character of advances
against member banks' notes. A Federal Reserve Bank may make
advances to its member banks on their promissory notes for a period
not exceeding 15 days, provided such promissory notes are secured
by the deposit or pledge of bonds or notes of the United States, or
by notes, drafts, and bills of exchange or bankers' acceptances which
are themselves eligible for rediscount or purchase by a Federal
Reserve Bank. To be technically eligible for rediscount a note must
be indorsed by a member bank, its maturity must be within the time
limit prescribed by law, and it must have been issued or drawn for
agricultural, industrial, or commercial purposes, and it must also be
shown that the proceeds of the note have been used or are to be used
for such purposes.

As Federal Reserve Banks are not permitted by law to rediscount
any paper which does not bear the indorsement of a member bank,
it is clear that in order for a Federal Reserve Bank to render finan-
cial assistance to those engaged in commerce and industry, in agri-
culture, or in the raising of live stock, the loans must first be nego-
tiated with member banks. There are many loans, however, which
member banks may legally and properly make which can not be
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rediscounted with Federal Reserve Banks for the reason that the law
does not admit of the classification of such paper as eligible. A
Federal Reserve Bank, therefore, can not discount any paper, how-
ever good it may be, which is not technically eligible under the terms
of the Federal Reserve Act; and, on the other hand, it is entirely
within its right in declining to discount notes which, even though
technically eligible, are not satisfactory from a credit standpoint.

Federal Reserve Banks are forbidden by law from discounting
notes, drafts, or bills covering merely investments, or issued or drawn
for the purpose of carrying or trading in stocks, bonds, or other in-
vestment securities, except bonds and notes of the Government of
the United States.

RESERVES.

The Federal Reserve Act, as amended, has changed both the
amount and character of the reserves which all national banks and
State member banks must carry against their deposit liabilities. For
a long period of years it has been the practice of American banks to
carry as a reserve in cash and on deposit with other banks a certain
proportion of their deposits. Before the passage of the Federal Re-
serve Act the national banks in the three central reserve cities were
required to keep in their own vaults as reserve in gold or lawful
money an amount equal to 25 per cent of their net deposits, and in
other cities and towns they were required to keep a part of their re-
quired reserves in cash in their own vaults, while a part might be
kept on deposit with other banks. The laws regarding the reserves
of State banks varied in the different 'States. Under the Federal
Reserve Act the percentage of reserve required has been substantially
reduced, and, as amended, no national bank and no State member
bank is required to keep any definite amount of cash in its own vaults,
and whatever amount of cash is kept on hand by the member banks,
as deemed necessary by the judgment and experience of their officers,
does not count as part of the banks' lawful reserve.

The entire legal reserves of all member banks must be kept on de-
posit with the Federal Reserve Banks. As a consequence, the cash
resources of the Federal Reserve Banks are necessarily very large
and their holdings of gold, in particular, constitute a very large pro-
portion of all the gold in the country. The gold held'by the Federal
Reserve Banks is equal to all the gold that would have been in circu-
lation or held by all the banks throughout the country if there had
been no Federal Reserve Banks established.

As the Federal Reserve Banks are made the sole custodians of the
legal reserves of all member banks, the object of Congress in throw-
ing safeguards and limitations around their loan transactions is
evident. It is necessary that Federal Reserve Banks should keep
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themselves in a " liquid " position; that is, their bills discounted must
be of short maturity and should be readily collectible. The strength
of the entire banking system of the United States is directly re-
lated to the strength of the Federal Keserve Banks. If the Federal
Eeserve Banks should allow themselves to get into a weak, over-
extended, and unsafe position, all member and nonmember banks
would be seriously affected.

GENERAL POWERS AND LIMITATIONS.

While Congress has placed upon the Federal Eeserve Board the
responsibility of defining eligible paper, within the meaning of the
Federal Eeserve Act, it has intrusted the management of the Federal
Eeserve Banks, under the general supervision of the Federal Ee-
serve Board, to their own directors. Each Federal Eeserve Bank
has power to appoint, by its board of directors, such officers and em-
ployees as are not otherwise provided for in the Federal Eeserve Act
and to define their duties, to prescribe by-laws, not inconsistent with
the law, regulating the manner in which its general business may
be conducted, and to exercise, by its board of directors, or duly
authorized officers or agents, all powers specifically granted by law
and such incidental powers as may be necessary to carry on the busi-
ness of banking within the limitations prescribed by law.

Each Federal Eeserve Bank is conducted under the supervision
and control of its board of directors, who are charged by law to
perform the duties usually appertaining to the office of directors of
banking associations and to administer the affairs of the bank fairly
and impartially and without discrimination in favor of or against
any member bank or banks and, subject to the provisions of law
and the orders of the Federal Eeserve Board, to extend to each
member bank such discounts, advancements, and accommodations as
may be safely and reasonably made with due regard for the claims
and demands of other member banks.

The Federal Eeserve Board is not authorized by law to pass upon
the paper which is offered for discount to Federal Eeserve Banks.
This is a function which must be exercised by the directors of the
Federal Eeserve Bank or by their duly authorized officers or agerts.
While the law does not prescribe any fixed limit as to the amount,
of loans that a Federal Eeserve Bank may make to a member bank,
it does require that due regard must be given to the claims and de-
mands of other member banks; that is, to their possible needs for
credit accommodation. It also provides that a Federal Eeserve
Bank must extend to each member bank such discounts and accom-
modations as may be "safely and reasonably made." This means
that the directors of a Federal Eeserve Bank and the officers ap-
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pointed by them must exercise their best judgment in granting dis-
count accommodations. They must assure themselves that the dis-
counts are such as can be safely made, and reasonably made, with
due regard to the possible requirements of other member banks
which may ask for accommodations later on.

The lending power is not vested in the Federal Reserve Board
and the reason for this is probably twofold. First. The Federal
Eeserve System is not a central bank. It is a regional system com-
prising twelve banks. Congress did not intend that there should be
a centralized control of credits. Second. In a country embracing so
vast an area as the United States, it would be a very difficult task,
if not an impossibility, for a central board to pass intelligently
upon the security of the paper offered for discount, which must
necessarily come from all sections of the country.

NO CONTROL OVER MEMBER BANK LOANS.

While the Federal Eeserve Act was intended to strengthen the
banking system of the United States and to provide ready means of
rediscounting certain classes of paper, it is also the evident intention
of the act to disturb as little as possible the business of the member
and nonmember banks, or their dealings with their customers. There
is nothing in the Federal Eeserve Act which gives either the Federal
Reserve Board or a Federal Eeserve Bank any control over the loan
policy of any member bank. A Federal Eeserve Bank can not com-
pel a member bank to make a loan which it does not desire to make,
nor restrain it from making a loan which it wishes to make even
though it is forbidden by law.

A Federal Eeserve Bank can not lend directly to the customers of
a member bank, nor does it, in fact, take the initiative in making
loans to a member bank for the purpose of enabling the member
bank to distribute the funds so advanced to its customers. The Fed-
eral Eeserve Bank lends to the member bank against transactions
already made, for the purpose of enabling the member bank to re-
store its reserve to the legal requirement, after the reserve has been
impaired or is about to be impaired because of increased loans and
deposits.

There is a very general popular misconception regarding this, and
it may be that some of the member banks are responsible for this
misunderstanding without being actuated, however, by sinister mo-
tives. Banks, as a rule, do not like to admit to customers that they
are short of loanable funds nor do they wish to arouse enmity in de-
clining to make loans or in asking for a reduction of a loan already
made.
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There are doubtless some bank officers who are able frankly to
decline an application for a loan in a way which leaves no sting, but
not all bank officers have such tact. Some are frank enough, but their
bluntness hurts the feelings of the would-be borrower. It is not
unusual, therefore, for some bank officers in declining loans to seek
to evade direct responsibility. Formerly, the board of directors was
made useful in this capacity. In recent years, however, bank officers
have found in the Federal Reserve Board or the Federal Reserve
Bank a much more satisfactory buffer than a local board of directors.
In many cases, in small towns particularly, banks have found it con-
venient to pass the responsibility on to the Federal Reserve Bank
or the Federal Reserve Board, and have stated to a borrower or
would-be borrower that they would like to grant the extension asked
for or make the loan desired, but the Federal Reserve would not per-
mit it. Such a procedure has a tendency to relieve the situation as
far as the local bank is concerned, but it is certainly unfair to the
Federal Reserve S3^stem. This evasion of responsibility has sub-
jected the Federal Reserve Banks to a great amount of unjust criti-
cism and has given the public a wrong impression of the authority
and attitude of the Federal Reserve Banks and the Federal Reserve
Board.

It is entirely true that a Federal Reserve Bank, mindful of its
responsibility under the law and acting in accordance with the
dictates of ordinary banking prudence, may have had occasion to
call the attention of. some of its larger borrowing banks to their
large discount lines, which have run in some cases over a period of
years Avithout being reduced, and have called the attention of the
borrowing banks to the necessity of working themselves into a
stronger position. But in no case within the knowledge of the
Federal Reserve Board has any Federal Reserve Bank undertaken
to say to a member bank what particular loans it should call or ask
to have reduced.

FEDERAL RESERVE NOTE ISSUES.

There is perhaps as much confusion in the public mind regarding
the issue of Federal Reserve notes as there is regarding the redis-
counting functions of the Federal Reserve Banks, There are some
who appear to have an impression that the Federal Reserve Board
has power to expand or contract the currency of the country at will
and that it has exercised this power in a reckless and arbitrary
manner. While the law prescribes that the Federal Reserve Board
shall have the right, acting through the Federal Reserve Agent, to
grant in whole or in part or to reject entirely the application of any
Federal Reserve Bank for Federal Reserve notes, it has never exer-
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cised this right. On the contrary, it has always approved promptly
every application which has been made for the issue of Federal Re-
serve notes. One of the purposes of the Federal Reserve Act, as
stated in its caption, is to furnish an elastic currency, but there are
some whose idea of elasticity is continuous stretching.

Currency to be really elastic must be susceptible of expansion or the
reverse, as the needs of industry and commerce may require. Many
believe that there was a preordained contraction of the currency
during the year 1920, determined upon in order to reduce prices.
The expansion of nearly $600,000,000 in Federal Reserve note circu-
lation which actually took place during that year shows that the
impression is absolutely unwarranted.

An increase or decrease in the volume of Federal Reserve notes
outstanding is not the result of any preordained policy or premedi-
tated design, for the volume of Federal Reserve notes in circulation
depends entirely upon the activity of business or upon the kind of
activity which calls for currency rather than book credits.

Federal Reserve notes can be issued only against collateral in an
amount equal to the sum of the Federal Reserve notes applied for,
which collateral security must be notes and bills discounted or
acquired by the banks or gold or gold certificates. The law requires
each Federal Reserve Bank to maintain a reserve of 40 per cent in
gold against its Federal Reserve notes in actual circulation.

During the year 1921 the loans of the Federal Reserve Banks to
their member banks decreased by about $1,500,000,000; and as the
notes discounted with Federal Reserve Banks have been paid off,
Federal Reserve note currency has come back to the banks and, in
the absence of a demand for it, has not been reissued. Upon pay-
ment of commercial paper which has been deposited to secure Federal
Reserve notes, there necessarily results either an immediate return of
an equivalent amount of notes to the bank or an automatic increase
in the percentage of gold reserve available for their redemption.
Federal Reserve notes are not legal tender, nor do they count as
reserve money for member banks. They are issued only as a need
for them develops, and as they become redundant in any locality
they are returned for credit or for redemption to the Federal Reserve
Banks or to the Treasury at Washington. Thus, there can not be
at any time more Federal Reserve notes in circulation than the needs
of the country at the prevailing level of prices and wages require,
and as the demand abates the volume of notes outstanding will be
correspondingly reduced through redemption. The increased volume
of Federal Reserve notes in circulation from 1917 to the end of the
year 1920 was, in so far as it was not the result of direct exchanges
for gold and gold certificates, the effect of advancing wages and
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prices and not their cause, just as the reduction which has taken
place during the past year is the result of lower prices and smaller
volume of business, rather than their cause.

Under the Federal Eeserve System, as business expands, as labor
is more fully employed, and as production increases and distribution
becomes more active, there follows a demand for greater discount
accommodations and a need for more currency, and the increased
volume of discounts furnishes a means of providing the increased
volume of currency required.

GOLD KESERVES AND INTEREST RATES.

The Federal Reserve Banks held on December 28. 1921, a gold
reserve of about $2,870,0005000 and a combined reserve against mem-
ber banks' deposits and note issues of slightly more than 71 per cent.
Or, if the legal minimum reserve of 35 per cent be set up against
deposits, there would remain a gold reserve of slightly more than 97
per cent against Federal Eeserve notes in circulation.

For some months past there has been a marked easing in domestic
rates of interest. Notwithstanding some unfavorable features in
the revenue laws, the investment market is now absorbing securities
at reasonable rates which could not have been considered a few
months ago. Market quotations of Liberty bonds have steadily
advanced until they are now approaching par. Good railroad and
industrial bonds have also appreciated, and there have been some
noticeable advances in standard stocks.

In his annual report recentty sent to Congress, the Secretary of
the Treasury remarks that the advance in the price of Liberty bonds
and Victory notes is in part a reflection of easier credit conditions
and lower interest rates, though increased buying on the part of
investors and better distribution of the public debt doubtless account
for much of the improvement. High commodity prices and great
business activity usually mean lower prices for bonds and other
securities yielding a fixed income, while reduced commodity prices
and lower money rates bring higher market prices for bonds.

CONCLUSION.

In conclusion, a word more may be added by way of summary: A
Federal Reserve Bank is what its name implies. It is a reserve bank.
I t holds on deposit the entire legal reserve of its member banks. It
is not authorized by law to receive deposits from the public, nor to
lend directly to individuals, firms, or corporations. It can rediscount
paper of short maturity for member banks with their indorsement;
that is, notes, drafts, and bills of exchange issued or drawn for agri-
cultural, industrial, or commercial purposes, or the proceeds of which
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have been used or are to be used for such purposes. Based in part on
the security of such paper, it can put in circulation Federal Eeserve
notes in sufficient volume to meet the requirements of ordinary busi-
ness transactions or of an acute emergency.

But the Federal Reserve System should not be expected to accom-
plish the impossible. It can not control individual judgment or
action. It is not a panacea for all economic and financial ills, and
it can not, however skillful its administration may be, prevent
periods of depression, although it can do much to modify them.
Other nations, such as Great Britain and France, with their great
central banking institutions, have always had their years of pros-
perity and their periods of depression, although they have been free
from the money panics which we formerly had in this country as a
result of our inadequate banking system and which we would, no
doubt, have had in the most aggravated degree a year or so ago but
for the efficiency and stabilizing influence of the Federal Reserve
System.

There are well-defined cycles in business. There are the short and
frequently recurring cycles incident to the changes of the seasons
and there are longer swings or periods of prosperity and depression,
the rotation being about as follows: (1) Business activity and in-
creasing production; (2) excessive expansion and speculation, fol-
lowed hitherto by panic and forced liquidation; (3) a long period of
slow liquidation, business depression, and stagnation; and (4) re-
vival.

There are those who believe that the beginning of revival is not far
distant. When it does definitely set in it will be followed in due
course by a new era of prosperity.

In the light of recent experience we should remember, when we
again enter into a period of full prosperity, that a reaction will
follow sooner or later; and if the flow of the incoming tide can
be controlled so that the crest may not be reached too rapidly nor
rise too high the subsequent reaction will be less severe and the next
period of industrial and commercial activity and general prosperity
will be marked by saner methods, greater achievement along con-
structive lines, and by a longer duration than any which we have
had before. We should not forget that the ebb of the tide is always
equal to the flow and that the ebb in the Bay of Fundy, where the
tide rises highest, is far greater than in safer harbors where the tidal
fluctuations are more moderate.

By direction of the Federal Reserve Board:
W. P. G. HARDING,

Governor,
The SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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APPENDIX A.

OUR PRESENT FINANCIAL AND ECONOMIC PROBLEMS.

By Hon. SYDNEY ANDERSON, Member of the House of Representatives from
Minnesota and Chairman of the Joint Congressional

Commission of Agricultural Inquiry.

ADDRESS BEFORE BALTIMORE CHAPTER OF AMERICAN INSTITUTE OF BANKING.

I am very grateful for this opportunity to tell you something of the work
that the Joint Commission of Agricultural Inquiry has been doing. It is always
a privilege to address an audience of Americans. It is not only a privilege
but a responsibility in these days when the developments of each 24 hours
demonstrate that the problems of peace are no less urgent or important than
those of war. It is good to be an American now, when American leadership is
daily proving its power and influence in world affairs. It is good to know that
we have a right to hope for the lifting of the burdens incident to the competitive
race for national armaments.

I want at the outset to say that the commission is conducting an inquiry,
not an inquisition. We have set up, for the purpose of obtaining information
for the commission's use, more than 200 voluntary committees with a cooperat-
ing organization consisting of more than 3,000 persons. These cooperating
organizations have included representatives of practically all of the principal
trades and industries in the United States, including railroads.

I have been asked to discuss specifically the investigation which has to do
with the relation of the Federal Reserve System to the crisis through which
we have been passing and the causes of the spread between producers' and
consumers' prices.

In order to appreciate the relation of the Federal Reserve System to the
crisis, it is necessary to discuss the events which led up to it, and the decisions
of the Treasury Department and the Federal Reserve Banks which had a direct
bearing upon these events.

The Federal Reserve Banks began operations in November, 1914, shortly
after the beginning of the great World War. The period which followed their
organization was one of great expansion and business activity, due in part, I
think, to the reduction of reserve requirements, increased mobility of reserves
and credit, and the greater expansion permitted under the Federal Reserve
System. The normal activity of the period was augmented by the enor-
mous demands of the warring countries in Europe for supplies, which were
mainly bought on forward contracts in which price was second in importance
to the certainty of delivery. During this period prices of commodities increased
75 per cent and loans and discounts of all banks, State and National, approxi-
mately 40 per cent.

The discount rates of the Federal Reserve Banks, in accordance with the
uniform policy of banks of issue the world over, were maintained during this
period on a basis somewhat above the market rates on the class of paper to
which they were applicable.

With our entrance into the World War, it became apparent that the costs
incident to its prosecution could not be paid from the current collection of
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taxes, and it was necessary to provide immediate payment by the manufacture
of credit. The methods employed in this manufacture of credit are no doubt
familiar. The point I wish to bring out is that at this time two decisions were
made which had a profound bearing and influence upon the conditions which
subsequently developed. The first of these was the adoption by the Treasury
Department of the policy of offering issues of Government bonds and certifi-
cates of indebtedness at rates below the market, which, in my judgment (and
this is a point which doubtless will be contradicted by economists and bankers),
served to increase the total borrowings of the Government and to promote an
unnecessary expansion. The second decision was incidental to the * first and
involved the determination of the Federal Reserve Board and Federal Reserve
Banks to maintain discount rates at a point below going market rates upon
the paper to which they were applicable.

It is worthy of note in this connection that, notwithstanding the opportunity
and even inducement to expansion which this policy offered, the expansion of
loans and discounts of all banks during the period of American participation in
the war amounted to only 15 per cent and the increase in prices during the
period to 17 per cent. This was doubtless due to restrictions, moral and legaj,
imposed during the war upon the use of credit, the production of nonessentials,
and upon consumption generally.

Shortly before signing the armistice, when the hope of peace became a
practical certainty, there began a short period of temporary business recession
accompanied by a very slight contraction of loans and discounts. This lasted,
however, only to about April first. Had discount rates been raised sharply and
progressively, following this period, much of the expansion, speculation, spend-
ing, and extravagance which characterized the postwar period might have been
avoided. At this time, however, the flotation of the Victory loan, which it was
then thought might amount to $6,000,000,000, was under consideration and the
Treasury Department feared that a change in the policy touching discount
rates, and in its own policy of selling bonds below the market rates, might
result in endangering the loan and perhaps in compelling the refunding of the
previous issues as well as in depressing the price of existing private bond issues.

Thus, the policy of the Federal Reserve Banks touching discount rates was
again subordinated to the policy of the Treasury Department in meeting its
credit requirements. In the absence of the restraining influence of increasing
interest rates upon borrowings at the Federal Reserve Banks and as a result
of the removal of the restrictions, moral and legal, upon the use of credit, upon
production of nonessential commodities and upon consumption generally, there
ensued a period of intense business activity, expansion, speculation, and ex-
travagance, the like of which has never before been seen in this country or in
the world.

This period of expansion was characterized by the phenomena which accom-
pany a period of intense business activity preceding a period of business de-
pression. People began to spend freely and extravagantly and in many cases
beyond their current incomes. Orders piled up in great numbers and in dupli-
cation. Great volumes of debts were made for plant extension, production, and
consumption; banks became extended and gradually the reserves of the banks
of issue declined toward the legal minimum. Expansion of loans and discounts
during the postwar period exceeded 30 per cent, while prices in the same period
rose 33 per cent.

In December, 1919, the Federal Reserve Board and Federal Reserve Banks
began to take the action which, in my opinion, should have been taken in the
early pa r r or' that year. Discount rates were raised slightly in December and
more radically and progressively during the early part of 1920. By June, 1920,
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prices of some commodities bad already declined considerably and this was
especially true of the farm products of which we produce a surplus in this
country. The phenomena which precede periods of industrial depression and
business stagnation began to be evident. There developed an exhaustion of
current capital and credit. Bankers were forced to stop loaning and then to
call loans. Goods were forced on the markets and backed up in the channels
of distribution, resulting in increased pressure for loans when credit could not
be had except at a high price, and in many instances could not be obtained at
all. Orders were canceled. The psychological factors, which in times of in-
tense business activity combined to produce an atmosphere of optimism and to
develop a sellers' market, now conspired to produce an atmosphere of pessimism
and to develop a buyers' strike. By June, 1921, loans and discounts of national
banks had been reduced 12 per cent, Federal Reserve notes 15 per cent, bills dis-
counted and bills bought by Federal Reserve Banks 36 per cent.

By June 30, 1921, wholesale prices of all commodities had declined 44 per
cent and prices of farm products 54 per cent. The tremendous decline in
prices of agricultural commodities and the hardships attendant upon this
decline, and upon the necessary restrictions of credit imposed during the period,
reacted in August and September, 1920, in a demand for amelioration of the
discount policy of the Federal Reserve Banks in the direction of lower discount
rates. I have no doubt that, if it had been possible to take action to arrest
the processes of liquidation at this period without incurring great danger of
precipitating a financial crash in the midst of industrial crisis, such action
would have been beneficial, particularly from the standpoint of the farmers
whose products were hit by price declines with greater force than any others.
However, inasmuch as no change in policy took place at this time, an estimate
of its effect must be purely speculative. It is clear that any change of policy
at this time must have been a sufficiently radical reversal of the existing policy
to induce borrowings on the part of member banks and to encourage lending to
their customers.

Many of the banks at this time were overextended, the unadjusted reserve
ratio in many of the Federal Reserve districts at a very low point, and the
reserves of the system as a whole close to the legal minimum. There was no
certainty that a policy of discount rates below market rates would have served
to arrest the processes of liquidation, and on the other hand, it seems probable
that such a policy would have been attended by bank failures precipitating a
financial crash in the midst of a period of industrial crisis.

The extent of the expansion which occurred during the entire period follow-
ing the beginning of the World War to October, 1920, is illustrated by the fact
that this total expansion was in excess of 100 per cent. Bank loans over this
entire period increased at a rate three times as great as that of the period pre-
ceding 1914.

There is a very strong feeling in the country that the policy of restriction
of credit was applied in many districts with unnecessary vigor and in many
instances with unnecessary harshness; that loans were sometimes called where
the wiser policy would have been to extend credit at a high rate. On the
whole, however, the most significant fact developed by the experience of the
past six years of the operation of the Federal Reserve System is that the
system has proved sufficiently flexible to meet the requirements of the period
of the greatest expansion that the country is likely to know, and to contract
credit and currency in correspondence to the lessening of business activity.

On the other hand, the experiences of the past eighteen months have demon-
strated the inadequacy of the present banking system of the country from the
standpoint of meeting the requirements of the farmer. The. farmer is entitle*1
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to and should have credit of a maturity corresponding to his turnover
and his ability to pay his indebtednes at maturity from the proceeds of the
farm; that is, a credit running from six months to three years. The existing
banking machinery of the country does not fill these requirements. In addition,
the farmer is entitled to just as good an approach to the sources of credit as
any one else in any other industry. In my opinion, these requirements can all
be met by an adaptation of the present banking machinery which will make it
possible for existing banking institutions to furnish credit of the maturity de-
sired without tying up their resources in such a way as to limit the commercial
usefulness of these resources.

To accomplish this result, I would permit all existing financial institutions
dealing directly with the public, including national and State banks, farm loan
associations, and live-stock companies, to make loans to farmers for periods of
from six months to three years and to rediscount the paper with the Federal
land banks or to act directly as the agent of the Federal land banks in making
these loans. The farm paper indorsed by the financial institution taking it to
the Federal land banks would be made the basis of short-time debentures by
the Federal land banks which would be sold to the investment public in the
same way as farm loan bonds are now sold. I would authorize the Federal
land banks to rediscount any of such paper held by them with the Federal
Reserve Banks when the paper had reached the maturity of six months or less.
I would also authorize the Federal Reserve Banks to buy and sell debentures
of Federal land banks as they now buy and sell Federal farm loan bonds.
This adaptation of existing bank machinery would give the farmer the kind of
credit he needs without the additional burden of overhead and investment which
would be necessary in the creation of new institutions to meet his credit re-
quirements, and without tying up the quick assets of financial institutions in
such a way as to limit their ability to function in respect to the short-time
requirements of either agriculture or industry. This plan is approved by a
majority of the Federal Reserve Board and Treasury officials.

The impression seems to be rather general in the country that the contraction
of loans and discounts and of credit during the period of deflation, through
which we have just passed, was much greater than it actually was and that
the liquidation which took place in the agricultural sections was relatively
greater than in the industrial sections.

The Commission gathered a great deal of data in an effort to demonstrate the
truth or falsity of both of these impressions. The compilations made by the
Commission, showing total loans and discounts of all banks, include the figures
to June 30, 1921. The contraction of loans and discounts of national banks
from June, 1920, to June, 1921, amounted to 12 per cent; of State banks and
trust companies, to 1.6 per cent: and of all banks, exclusive of savings banks,
6.5 per cent. Total bills discounted and bills bought by Federal Reserve Banks
were reduced 36 per cent; Federal Reserve note^ in circulation, 15 per cent.

It is rather significant as an indication of the power of expansion of the
Federal Reserve System that expansion during the period of business prosperity
and contraction during the period of business depression, were both greater in
national banks and member banks than in nonmember banks. With respect to
the second impression that liquidation was greater in agricultural than in in-
dustrial communities, the Commission made a study which involved obtaining,
analyzing, and compiling the statements of more than 9,000 banks. For the pur-
pose of this study the counties in the United States were divided into three
classes: agricultural counties, semi agricultural counties, and nonagricultural
counties. The agricultural counties included all counties in which 80 per cent
or more of the products produced were agricultural in character; the semi-
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agricultural counties, counties in which 50 per cent to 80 per cent of the products
produced were agricultural, and the nonagricultural counties, those in which
less than 50 per cent of the products were agricultural in character.

An examination was made of the bank statements of all the member banks
in these counties, as of May 4, 1920, and as of April 28, 1921. From these
statements a tabulation was made showing ttye percentage of increase or de-
crease in loans and discounts, in borrowings from the Federal Reserve Banks,
in borrowings from other banks, and in total deposits in the three classes
of counties, which we have been considering, during the period.

The tabulation shows that loans and discounts in agricultural counties dur-
ing the period were reduced 1.2 per cent; in semiagricultural counties, 1.3
per cent; in nonagricultural counties, 5.6 per cent, and in the country as a
whole 4.5 per cent. It shows also that borrowings from the Federal Reserve
Banks increased in the agricultural counties 56.6 per cent, and decreased in
the semiagricultural counties 0.2 per cent; in the nonagricultural counties
28.5 per cent, and in the country as a whole, 19.5 per cent. Borrowings from
other banks increased in agricultural counties 65.7 per cent; in semiagricul-
tural counties 19 per cent; in nonagricultural counties 0.6 per cent. Total
deposits decreased in agricultural counties 11.1 per cent; in semiagricultural
counties 5.2 per cent; and in nonagricultural counties 4.4 per cent. The
greater reduction in deposits in the agricultural counties accounts, in part,
at least, for the relatively heavy demand upon the Federal Reserve System
by banks in agricultural communities and likewise accounts for the .pressure
felt by banks in agricultural counties during the period of deflation.

On the whole, it seems safe to conclude that while there was unquestion-
ably great pressure for liquidation in the agricultural sections of the country
as well as in the industrial sections, and that this pressure resulted in great
hardship upon both the banks and their customers, the actual liquidation of
bank loans in the agricultural sections of the country has been relatively less
than in the industrial sections. I have no doubt that this is due in large measure
to the fact that the faster turnover of commercial stocks in most instances
diminished losses incident to their liquidation, while farm crops were, for the
most part, sold at prices wholly inadequate to liquidate current agricultural
debts.

It was urged also before the commission that high rates for call money in
New York City resulted, during this period, in drawing money and credit
from the agricultural sections of the country to New York for speculative
purposes. The commission thoroughly investigated this claim and made an
analysis of the balances kept by out-of-town banks in New York City banks
during the period, and also of the amounts loaned by New York banks for
out-of-town correspondents on the stock exchange.

This analysis showed that during the entire period from January, 1920, to
July, 1921, the balances of out-of-town correspondents in New York banks and
the loans placed by New York banks for out-of-town correspondents in street
loans constantly declined. During this period the balances of out-of-town banks
in New York banks and loans by New York banks for out-of-town correspondents
on the stock exchange, combined, declined $520,000,000.

The tremendous and very urgent demands for industrial and agricultural
loans during this period resulted in a movement of money and credit away
from New York instead of to New York. This conclusion is verified by an
examination of the transactions of the New York Federal Reserve Bank
through the gold settlement fund, which shows an aggregate net movement of
money away from New York during this period of nearly $400,000,000.
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I come now to a discussion of the causes of the spread between producers'
and consumers' prices. The usual method of approach to this question is to
state that the principal cause of this spread is the profiteer, who preys upon
the necessities of the people, and that all the ills of distribution can be cured
by putting the profiteers in jail. I am willing to assert that if there is one
profiteer in the country, there is one too many, and that he ought to be in
jail, but I do not believe that the problems of distribution can be solved by
putting profiteers in jail.

The first essential to the solution of the problems of distribution is a gen-
eral understanding on the part of those who contribute to distribution, either
in the way of products or services, and on the part of the general public, as
well, that there is a real problem of distribution, and that in its solution is
the hope of more adequate prices from the producers' standpoint and more
reasonable prices from the consumers' standpoint.

We know that the costs of distribution were slowly but steadily increasing
prior to 1913. So far as we can ascertain, they have about doubled since 1913,
and to-day the costs of distribution represent about one-half of the price
which the final consumer pays. These increases in costs do not occur wholly
in any one place in the line of distribution. They occur as a part of the
price of every element of service performed in connection with the distribu-
tion of the product all along the line.

The price which the final consumer pays is a composite of thousands of
other prices and includes the cost of production, sorting, grading, packing,
bulking, transporting, storing, insuring, selling and delivering the product, in-
cluding the overburden of interest and wages, rent, and administration, all
along the line.

In general, all of these costs apparently have increased, and in recent months
have not declined in anything like the proportion in which commodity prices
have fallen.

I am unable to state the proportion which these increased costs bear to the
total cost of distribution or their absolute relation to costs for the same
services in 1913 or any prior year, but it is certain that they do not represent,
the total of the increased costs of distribution. Part of these costs are rep-
resented by additional services incident to the complex character of our civili-
zation and the congestion of population in the large cities.

Merchandising to-day consists largely of selling the consumer what he wants,
when he wants it, and making him pay for it. A witness before the commis-
sion recently put the elements of merchandising in the following order: First,
the exact article or type of goods desired or that would utimately satisfy;
second, a pleasing environment; third, a pleasing and dependable quality of
service; fourth, quality of merchandise and lowest prices. This viewpoint
is clearly typical of merchandising to-day. Goods are sold not so much by
offering a price as by offering service, convenience, dependability, reputation,
and credit.

The local merchant acts as the outlet of the manufacturer and wholesaler
rather than as the local buyer for the community. He is frequently persuaded
to overstock with goods and to purchase goods for which there is small or
no local demand, thus lengthening his turnover and the cost of doing business.

In the principal retail trades there are approximately 1,000,000 retail dealers,
or 1 for each 110 inhabitants or 1 for each 25 families. Of grocers and deli-
catessen dealers there are 335,000, or 1 for each 315 people or 73 families.
There are 27,000 wholesalers, or 1 for approximately 4,000 inhabitants or 900
families. Whether this number of wholesalers and retailers is excessive and
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adds to the economic burden of the country, it is extremely difficult to say,
as there is a wide difference of opinion, but it is altogether probable that-the
total includes a large number whose existence can not be justified from the
standpoint of economic and efficient distribution.

Another element in the spread between producers' and consumers' prices is
to be found in the quality, quantity, and variety of service, environment, and
atmosphere demanded by the consumer from the merchant. The variations
of quantity, quality, and variety of service demanded or furnished is re-
flected in a wide variation of price of the same commodity at different stores
in the same city. On the whole, however, the attitude of the consumer is
such as to offer very little hope of reducing the spread between producers'
and consumers' prices through reducing the quantity, quality, or variety of
the service required.

Reduction of this spread must come for the most part through a reduction
in the cost of the elements of service and overburden all along the line; by
more efficient methods of distribution; by reducing unnecessary transportation
hauls; by more efficient merchandising methods; by more closely relating out-
put to market; by speeding up turnover; by reducinig unnecessary stocks;
and by otherwise shortening and speeding up the steps between producer and
consumer.

This means, first of all, the completion of the cycle of readjustment of prices
and wages; second, a more thorough understanding of the problem and the
elements in its solution by everyone concerned with it; and third, a recognition,
on the part of everyone contributing any service in the process of distribution,
of his responsibility to his community and to the country to do his part toward
reducing the burden.

There is no legislative pill that will cure the ills of distribution, no gov-
ernmental panacea which can be applied to the solution of these problems.
The problem is the problem of each of us and of all of us, and the banker
as well as the manufacturer and merchant must contribute his share in re-
ducing the spread between producers' and consumers' prices.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

WASHINGTON, January 16, 1923.
Sir: In compliance with the requirements of section 10 of the

Federal reserve act, the Federal Reserve Board submits herewith its
ninth annual report, which covers operations for the calendar year
ended December 31, 1922.

The year 1922 has been a year of almost continuous recovery from
the disorganized markets and depressed business conditions resulting
from the abrupt price decline of 1920. When the last annual report
of the Federal Reserve Board was written, at the close of the year
1921, recovery had already begun, the resumption of business activity
being indicated in the larger volume of production and trade even
while prices were still declining. During the latter half of 1921 the
price level was relatively stable, and so even before the opening of
the year 1922 business men and manufacturers began to feel that
they could go forward and make commitments for the future. In
consequence of this reviving demand prices of many commodities
advanced, and higher prices were accompanied by larger output and
by fuller employment of labor. Prices and production both increased
during 1922, but the production of basic commodities increased at a
more rapid rate than the level of prices, and at the end of the year the
output of industry was greater than at any time since early in 1920.

While the revival of 1922 has been primarily industrial in character,
there has also been a decided improvement in the agricultural situa-
tion. The farm value of most of the important crops was larger than
in the previous year, owing both to greater yields and higher prices.
Prices of agricultural products are still out of line with other prices,
but a readjustment has been in progress during the year. Cotton at
the close of the year was two and one-half times its low price of
March and April, 1921, but its high price was due to reduced stocks
and a short crop, while in the cereals generally good crops were
bringing to the farmer considerably larger sums than last year, even
though their recovery of price has not been so great as in cotton.
Price recovery among the cereals has been greatest in the case of the
cheaper grains—corn, rye, and oats—which Europe, with its present
curtailed buying power, has imported in increased quantities. Our
relatively decreased exports of wheat have been reflected in a more
moderate advance in price. The incompleteness of agricultural
revival as compared with the recovery which has recently taken place
in the industrial world is partly explained by the disorganization of
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European markets, since the prices of agricultural products are more
dependent on export demand than prices of other classes of com-
modities.

During more than half of the year, while prices advanced steadily,
the discounts of the Federal reserve banks continued the decline
which had prevailed throughout the preceding year, and the same
was true of the loans of member banks. In 1920 two-thirds of the
tremendous decline in prices took place while Federal reserve loans
and currency issues were increasing, and in 1922 practically the
entire advance in prices took place while Federal reserve loans were
declining. The discounts of the Federal reserve banks—the ad-
vances made to member banks, omitting acceptances bought in
the open market—reached their low point July 26, 1922, at $380,000,-
000, when they were no less than 86 per cent below their maximum
of $2,827,000,000 reached on November 5, 1920. It is noteworthy
that Federal reserve discounts and note issues lagged behind the
advance in prices of the past year by much the same interval of time
as on the downward turn of prices in 1920. A decline in business
activity and in prices has been followed by a reduction in loans and
currency issues by the Federal reserve banks, and an advance in
production and prices has been reflected in an increase of loans and
currency required to transact the larger volume of business. This
sequence of events shows that the Federal reserve banks, through
their loans and currency issues, are responsive to the needs of business.

The long period of liquidation came to an end shortly after the
middle of the past year, and in the early autumn renewed demands of
business and agriculture caused increased borrowings both at member
banks and at Federal reserve banks. It may be noted that the low
point of reserve bank discounts on July 26 was still much above the
level of discounts at any time before the United States entered the
World War. The increase of loans since July 26, while so far rather
moderate, appears to be more than seasonal, for it started earlier than
at crop-moving time and continued to the end of December, standing
at the close of the year $250,000,000 above the low point. If we were
not so accustomed to talking in war figures this expansion would
seem considerable.

Just as the liquidation in 1921 first affected the large cities of the
East and was slow in gathering momentum in agricultural districts,
where the member banks carried a large volume of frozen loans
and the Federal reserve banks helped them to extend all possible
accommodation to their customers, even though it required redis-
counting with eastern Federal reserve banks, so the increased bor-
rowing of the past five months has been most marked in the eastern
industrial sections. The differences between the various sections of
the country in the process of liquidation and of renewed loan activity
are discussed in more detail in a subsequent portion of this report.Digitized for FRASER 

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

1922



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 3

At the end of 1921, after liquidation had been under way for more
than a year, there were still 906 member banks whose borrowings
from the Federal reserve banks were no less than three times as large
as their normal basic line, that is to say, these banks were receiving
at least three times as much accommodation as their pro rata share
of the lending power of the reserve banks. The total borrowings of
these banks constituted 494 per cent of their basic line, while the
total borrowings of all the member banks were only 40 per cent of
their basic line. The largest number of banks borrowing at least three
times their basic line was shown for the Chicago, Minneapolis, and
Atlanta districts, where there were 185, 160, and 141 such banks. In
the Richmond, Dallas, and San Francisco districts the number of
banks with excess borrowings was also considerable. By the end of
November, 1922, only 376 banks were borrowing as much as three
times their basic lines. In the Boston, New York, Philadelphia, and
Cleveland districts the number of such banks was negligible. The
largest number, 94, was shown for the Chicago district, and the next
largest, 88, for the Minneapolis district. But for the system as a
whole total discounts were only 20 per cent of the basic line and in
no district did the ratio exceed 42 per cent. The marked improve-
ment which took place during the year was due in a large measure to
increased prices for farm products, coupled with good crops in
nearly all sections of the country. Funds received by the farmers
for their crops enabled them to pay off a considerable portion of
their borrowings from the local banks, which in turn were able to
liquidate their indebtedness to the Federal reserve banks.
MEMBER B A N K BORROWINGS IN RELATION TO BASIC DISCOUNT L I N E

PERIOD ENDING NOVEMBER 30, 1922 AND 1921.

Federal reserve district.

B oston
New York
Philadelphia
Cleveland.
Richmond.-
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
D alias
San Francisco

Total

Banks borrowing at least three times
basic line.

Number.

1922

1
1
3
2

31
48
94
14
88
10
35
49

376

1921

1
4

21
7

115
141
185
39

160
24

107
102

906

Ratio of average
borrowings to
basic line.

1922

Per cent.
365
550
326
340
521
572
466
403
616
526
604
531

518

1921

Per cent.
434
397
441
414
484
462
470
496
573
364
507
594

494

D U R I N G r 15 -DAY

All member banks.

Ratio of borrowings
to basic line.

1922

Per cent.
36
12
29
20
42
39
20
27
26
21
15
21

20

1921

Per cent.
32
18
46
45

105
134
44
61
82
65
72
34

40
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4 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

In the first part of the year the reserve banks purchased consider-
able amounts of Government securities, which offset the reduction
in discounts and maintained earning assets at a fairly steady level.
These purchases increased the amount of funds in the market and
thus indirectly enabled member banks to continue the liquidation
of their borrowings. After June 14, when Government security
holdings reached a total of $630,000,000, the banks allowed maturing
Government obligations to run off without the substitution of new
securities. At the end of the year Government security holdings
of reserve banks stood at $458,000,000. In this connection it is
to be noted that Pittman Act certificates, which were issued during
the last year of the war as security for Federal reserve bank notes,
have been entirely paid off, the last $12,000,000 having been canceled
at the close of the year. They stood at the beginning of the year
at $113,000,000.

Acceptance holdings of the reserve banks, which had reached a
maximum of $585,000,000 in December, 1919, declined rapidly
after that time, partly as a result of the decrease in the volume of
foreign trade and partly because, as the investing public became
more familiar with acceptances and appreciated their safety and
liquidity, a larger proportion found their way into the hands of
savings banks, insurance companies, and other large-scale investors.
At the end of July, 1921, the total of acceptances held by the reserve
banks fell short of $20,000,000. In 1922, however, and especially
in the second half of the year, the stiffening of money rates increased
the volume of acceptances offered to the reserve banks, and at the
end of the year their total reached $246,000,000. It is noteworthy
that these holdings were more widely distributed among the several
Federal reserve banks than in previous years, only about one-fifth
of the total being held by the Federal Reserve Bank of New York.

The Federal reserve banks made considerable progress during the
year in their program of economy and efficiency. There was con-
tinued effort on the part of the reserve bank organizations to cut
down expenses wherever possible without reducing the efficiency of
the organizations or their ability to meet future emergencies, and
without discontinuing any of the important free services, such as the
par collection of checks and the still very large volume of fiscal agency
operations, for which there is only partial reimbursement. Because of
these free services the Federal reserve banks have to maintain a
large staff of employees, but owing to increased efficiency and to
improved methods of operation, together with the reduction in the
cost of Federal reserve currency, it has been possible to effect a reduc-
tion in total expenses during the year of about $6,500,000.

The Federal Reserve Board has watched with interest the develop-
ment of cooperative marketing associations in districts where staple
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 5

agricultural products are produced in quantity for the general market,
and in response to requests made from time to time has greatly
broadened its rulings and regulations with regard to the rediscount
of the paper of these marketing associations. The board has gone
as far in this direction in ruling upon questions presented to it as
the law appears to allow and has furthermore approved certain
amendments in the direction of still further broadening its powers,
which are now pending in the so-called Capper and Lenroot bills,
now before the United States Senate. These bills extend the privi-
lege of rediscount to nine months paper, which by some critics
will be held to be contrary to sound reserve bank principles. The
board believes, however, that the extension of this privilege will not
greatly increase the average maturities of the paper in the portfolios
of the Federal reserve banks. Under the proposed legislation, unse-
cured nine months paper can not be used as collateral for issues of
Federal reserve notes until it comes within six months of maturity.

One of the developments in banking which has attracted con-
siderable attention during the past year has been the establishment
of branches by some of the larger State banks. Attention was
drawn to this development largely because it had gone so far in a
few States, notably California, and in a few large cities, including
New York, Cleveland, and Detroit, as to reduce greatly the
number of national banks. In view of this fact, and of the fact
that the national banking act does not prohibit the opening of
additional offices of a national bank within the limits of the city
mentioned in its charter, the Comptroller of the Currency has been
permitting such banks to open additional offices in States where
State banks are given the privilege of establishing branches. This
does not meet the situation in California and does not fully meet it
in the cities mentioned, and an amendment to the national banking
act allowing national banks the same privilege given State banks in
States where branch banking is permitted is much to be desired.
There has been some discussion of branch banking in connection with
the discussion over rural credits legislation. The Joint Commission
of Agricultural Inquiry in Chapter VIII of Part 2 of its report, entitled
"Credit," published in 1922, recognizes the fact that our independent
banking system, with its 30,000 units, "makes impossible the full
utilization of the resources of some banks in the locality to relieve a
situation where other banks of the same locality are extended to the
full limit consistent with safety to their depositors," and adds UA
system of limited branch banking might furnish a possible solution
of this problem." Such systems are in fact already established in
some sections of our country, notably in California, and appear to
have gone far toward solving the problem. Branch banking has
lowered the rate of interest in some of the leading agricultural sec-
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6 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

tions of California and at the same time has provided added security
for the deposits of the farmers. There are interesting neighborhood
branch banking groups in other States, which appear to be serving
their communities well. State-wide branch banking is permitted in
several southern States, but has not yet been developed on an
extensive scale. In the absence of laws permitting branch banking,
there has been in eertain sections a considerable development of
so-called " chain banks"—banks owned or controlled in groups by
individuals or by holding companies. The largest of these systems
includes some 175 small banks.

BANKING DEVELOPMENTS.

During the year 1922, as already stated, credit liquidation, which
had been under way since October, 1920, first slackened, then came to
a halt, and finally in midsummer gave way to an unmistakable upward
turn. The course of credit demand in the larger cities can be followed
by observing the changes in total loans and investments of about 800
reporting member banks. This figure, rather than loans alone, meas-
ures the extent of the public's demand for bank credit, and during the
past year changes in loans and investments combined have been the
most significant indicator of credit trends. This total reached its
peak in the middle of October, 1920, declined rapidly for the rest of
that year and during the first nine months of 1921, when seasonal
requirements temporarily arrested or obscured the course of liquida-
tion, thereafter resumed its downward trend in 1922, and reached its
lowest level early in March of that year. Beginning with March a
recovery is shown for the rest of the year, though considerable fluctu-
ations have occurred.

This general trend of total loans and investments is the resultant
of two distinct movements—that of loans and that of investments.
Loan liquidation of these member banks did not come to an end until
about the end of July, when the total of loans was $10,739,000,000—
more than $2,500,000,000 below the maximum figure reached in the
fall of 1920. This continuous and drastic liquidation of loans was
accompanied, beginning in September, 1921, by increases in both
demand and time deposits. Funds were pouring into the member
banks in the form of Federal reserve notes retired from circulation
and of gold imported from abroad. The banks first applied these
funds to the reduction of their indebtedness at the Federal reserve
banks, but as early as the fall of 1921 there were many member banks
which had entirely paid off their obligations to the reserve banks,
and such banks began to invest their funds in Government and other
securities. Security holdings of member banks thus began to increase
in September, 1921, and grew almost continuously from that time
until the end of 1922. The larger part of the increase was in Govern-
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 7

ment securities bought chiefly by the banks in money centers, while
the smaller part of the additional investments was in corporate
securities, most of which were acquired by member banks outside of
the reserve cities. This growth of the investment account, represent-
ing as it did the placement of excess funds by the member banks,
became much less pronounced after the end of July, 1922, when re-
newed demands on the banks for loans were caused by seasonal re-
quirements and by increasing industrial and commercial activity.

LOANS AND INVESTMENTS OF MEMBER BANKS.

The distribution of the loan and investment account of reporting:
member banks on significant dates is shown in the table below.

Loans and discounts of reporting member banks declined consist-
ently from January 7, 1921, the first date for which figures for loans
are available, to July 26,1922, but advanced decidedly after that date.
The proportion that loans constituted of total loans and investments
decreased from 79.8 per cent on January 7, 1921, to 70.7 per cent on
July 26, 1922, and 70.1 per cent at the end of the year. Investments,
on the other hand, began to increase in the late fall of 1921 and in-
creased steadily after that time. Their proportion of the total loans
and investments continued to rise until July 26, 1922. Loans secured
by Government obligations and "all other" loans, which comprise
the bulk of commercial loansj followed about the same course both
relatively and absolutely as total loans. But loans secured by stocks
and bonds, which represent in part stock-exchange loans, show
a different course of development. After declining between January
and September, 1921, they increased for the rest of the period, and
their proportion of total loans and investments, which was only 18.9
per cent on January 7, 1921, rose to 22.8 per cent on July 26, 1922,
and to 23.3 per cent at the end of the year. Among the increases in
investments the most notable is the rise in investments in Govern-

R E P O R T I N G M E M B E R B A N K S .

Amount (in millions of dollars). Per cent of total loans and invest-
ments.

Jan. ; Sept. I Mar. j July
7,1921. J7,1921. ! 8,1922. 26,1922.

Dec. Jan. ; Sept. i Mar.
27,1922.j7,1921. ;7,1921. |8,1922.

Loans and discounts, total
Secured by United States

obligations
Secured by stocks and

bonds
All other

Investments, total
United States securities...
Allother

Total loans and invest-
ments

Accommodation at Federal
reserve banks

13,219

868

3,127
9,224
3,342
1,313
2,029

16,561

2,050

11,482

605

2,921
7,956
3,244
1,221
2,023

14,726

979

10,896 110,739

419 I 261

11,329 i 79.8

290 ! 5.2 j

3,111
7,366
3,631
1,571
2,060

3,460
7,018
4,450
2,126
2,324

14,527 15,:

255

July Dec.
26,1922.27,1922",

78.0

4.1

75.0

2.9

3,775
7,264
4,823
2,549
2,274

18.9
55.7 :
20.2 !
7.9 |
12.3

16,152 100.0

370 12.4

19.8 21.4
54.1 | 50.7
22.0 i 25:0
8.3 10.8
13.7 | 14.2

100.0 100.0

6.7 1.8

70.7

1.7

22.8
46.2
29.3
14.0
15.3

100.0

.6

70.1

1.8

23.3
45.0
29.9
15. &
14.1

100.0

2. a
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ment securities, which advanced from $1,221,000,000 on September
7, 1921, to $2,549,000,000 on December 27, 1922, or from 7.9 per cent
of the total loans and investments to 15.8 per cent. Investments in
corporate securities rose by about $300,000,000 between the begin-
ning of September, 1921, and the end of July of the past year, but
receded by about $50,000,000 during the latter part of the year.
Their proportion of the total rose until July, when it was 15.3 per
cent, and then declined to 14.1 per cent at the end of the year.

Accommodation received by the reporting member banks from the
Federal reserve banks shrank until the end of July of the past year,
but recovered during the latter part of the year. From 12.4 per cent
of total loans and investments, this proportion declined to 0.6 per
cent at the end of July, but recovered to 2.3 per cent at the end of
the year. Figures for New York City banks alone tell substantially
the same story as those for all reporting banks in leading centers, the
difference being merely one of degree. The changes and tendencies
just pointed out are merely somewhat more emphasized in the case
of the New York banks.

CREDIT IN INDUSTRIAL AND RURAL COUNTIES.

Tendencies reported for the member banks in leading cities are good
indications of credit developments in industrial and financial centers,
but they do not afford an adequate basis for judging developments in
smaller towns and in country districts. A study made in 1921 classi-
fied loans by member banks in accordance with whether the banks
were located in agricultural, semiagricultural, or in nonagricultural
counties. The figures showed that between May, 1920, and April,
1921, considerable liquidation had been effected in nonagricultural
counties, while agricultural counties showed only a slight change, the
proportion of all the loans in agricultural counties increasing during
the period. The accommodation extended to these banks by the
Federal reserve banks, which for nonagricultural counties had de-
clined by 28.5 per cent, showed an increase of 56.6 per cent for agricul-
tural counties. A similar tabulation has been made for March 10,
1922, and the table below presents a comparison of the changes that
have occurred in the three classes of banks in the two yearly
periods.

MEMBER BANKS GROUPED BY CHARACTER OF COUNTIES.

[In millions of dollars.]

Character of counties.

Agricultural
Semiagricultural
Nonagricultural

Loans.

May 4, | Apr. 28,
1920. 1 1921.

3,190 ! 3,154
1,484 i 1,465

14,791 | 13,964
i

Mar. 10,
1922.

2,933
1,367

12,846

Accommodation at Federal
reserve banks.

Mav 4,
1920.

Apr. 28,
1921.

226 353
138 138

2,207 1,578

Mar. 10,
1922.

241
68

310
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

Loan liquidation at member banks during the period between the
spring of 1921 and the spring of 1922 proceeded at an approximately
equal rate in agricultural and nonagricultural counties, but the mem-
ber banks in agricultural counties did not reduce their borrowings from
the reserve banks at anything like the same rate as did the members
in urban centers. Federal reserve accommodation to banks in agri-
cultural counties shows a decline of about one-third for the period,
while in nonagricultural counties the reduction amounted to more
than four-fifths.

Credit trends in New York City, in other central reserve and
reserve cities, and outside of such cities for so-called country banks
are shown in the table below. In using the figures shown in the
table it should be remembered that a substantial percentage of the
so-called country national banks are located in large industrial centers
that are not classified as reserve cities.

In New York City loan liquidation appears to have come to an
end by May 5, 1922. During May and June there was a slight
recovery, but between June and September loans declined again by
about $150,000,000. In other central reserve and reserve cities
loans declined consistently until the end of June, but increased by
September 15. In country banks the recovery began after May 5
and continued through both the subsequent calls. But more sig-
nificant than this is the fact that in New York City and in other
reserve cities investments in Government securities increased prac-
tically without interruption from September, 1921, to the latest
report date. At country banks, on the other hand, Government
security holdings declined from the beginning of 1921 to June 30,
1922, and increased only moderately during the period preceding
the latest call. Holdings of corporate securities, which show a
decrease in New York City and only a slight increase in other reserve

NATIONAL B A N K S .

[In millions of dollars.]

Loans and discounts. I United States securities.

Call date.

1921.
Feb. 21
Apr. 28 ,
June 30
Sept. 6
Dec. 31

1922.
Mar. 10
May 5
June 30.. . . . .
Sept. 15

New
York.

Other
central
reserve | Country

and i banks,
reserve
cities.

New
York.

2,553
2,348
2,203
2,117
2,166

2,039
2,019
2,063
1,910

4,674
4,471
4,319
4,167
4,034

4,014
3,936
3,918
4,012

5,610
5,549
5,491
5,410
5,315

5,240
5,240
5,277
5,326

251
237
297
193
322

334
406
504
526

Other
central
reserve

and
reserve
cities.

546
532
506
475
509

555
609

752

Country
banks.

Other investments.

New
York.

1,250
1,*233
1,216
1,194
1,145

1,143
1,110
1,094
1,125

224
261
252
225
265

247
274
309
265

Other
central
reserve

and
reserve
cities.

411
448
460
455
478

478
497
526
531

Country
banks.

1,220
1,282
1,294
1,294
1,338

1,362
1,391
1,443
1,494
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10 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

centers during the period between the two latest calls, show a practi-
cally uninterrupted growth at country banks for the entire two-year
period. From $1,220,000,000 on February 21, 1921, country bank
holdings of corporate securities increased to $1,494,000,000 on
September 15, 1922—an increase of $274,000,000. These figures
indicate that country banks were not only investing their additional
idle funds in corporate securities, but were to some extent disposing of
their holdings of United States Government securities and investing
funds thus released in other securities bearing more attractive
interest rates.

In connection with the differences in the process of liquidation
between urban and rural centers, it is interesting to compare the
trend of reserve bank accommodation to reporting member banks
in leading cities and to nonreporting member banks outside of the
leading cities. A table showing this comparison is given below:

DISCOUNTS OF F E D E R A L R E S E R V E BANKS FOR REPORTING AND FOR NONREPORTING

MEMBER B A N K S .

[Amounts in millions of dollars.]

Total discounts
Discounts for reporting members
Discounts for nonreporting members
Eatio of discounts for reporting banks to total discounts (per cent)

Oct. 15,
1920.

2,774
2,249

525
81.1

July 26,
1922.

25.8

Dec. 27,
1922.

630
370
260

58.7

On October 15, 1920, about four-fifths of the discounts of reserve
banks were discounts for reporting member banks in leading cities.
On July 26, 1922, the more rapid liquidation of loans in the cities
reduced this proportion to 25.8 per cent. Since then increased
borrowing, chiefly in New York City, has raised the ratio to 58.7 per
cent.

LOANS AND DEPOSITS.

The following statement shows for significant dates changes in
loans and in deposits of reporting member banks:

REPORTING MEMBER B A N K S .

[Amounts in millions of dollars.]

Jan. 7,
1921.

Sept. 7,
1921.

July 26,
1922.

Loans and discounts I 13,219 | 11,482! 10,739
Net demand deposits ! 10,938! 9,982 i 11,043
Timedeposits I 2,909 j 2,914 j 3,515
Ratio of net demand deposits to loans (per cent) :. i 82.7 j 86.9 I 102.8

Dec. 27,
1922.

11,329
11,255
3,708
99.3

Member banks derived the funds for the liquidation of their
obligations to the reserve banks and for investment in United States
Government and in other securities from the growth of demand and
time deposits during the period of loan liquidation. While loans
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 11

declined until the end of July, 1922, deposits began to increase as
early as September, 1921. Between September 7, 1921, and July
26, 1922, net demand deposits of reporting member banks in leading
cities increased by $1,061,000,000, or by about 11 per cent. Loans
declined by $743,000,000, or about 6 per cent, and the ratio of net
demand deposits to loans rose from 82.7 per cent on January 7,
1921, to 102.8 per cent on July 26, 1922. The increase in loans and
the less rapid increase in deposits during the last part of the year
reduced this ratio to 99.3 per cent. Time deposits, on the other
hand, grew consistently throughout the period and stood at the end
of December, 1922, at $3,708,000,000, or about $799,000,000 above
their level at the opening of 1921.

FEDERAL RESERVE BANKS.

At the end of January, 1922, the liquidation of Federal reserve
bank assets, which had begun in November, 1920, slackened decidedly.
Discounted paper in the hands of the reserve banks declined until
the end of July, but the liquidation of discounts was largely offset
by the purchase of Government securities and in the latter part of
the year by investment in acceptances. Total reserve bank funds in
the market remained fairly steady throughout the year, the lowest
level being reached on August 9, when earning assets were down nearly
to $1,000,000,000. From that time they gradually advanced to
$1,334,000,000 at the end of the year. By the end of the year
Government security holdings of the reserve banks had declined
$172,000,000 below their peak and stood at $216,000,000 above the
figure at the beginning of the year, while discounts had decreased by
$550,000,000 and acceptances increased by $132,000,000, the decrease
in total earning assets thus being $202,000,000. The table below
shows changes in the principal items of the Federal reserve bank
statement, and the charts on pages 69 and 70 illustrate these
changes graphically.

FEDERAL R E S E R V E B A N K S .

[In millions of dollars.]

Date.

Oct. 15..
1920.

Jan. 7...
Dec. 28.

1921.

Jan. 25...
Feb. 21..
Mar. 29..
Apr. 26..
May 31 . .
June 28..
July 26..
Aug. 30..
Sept. 27..
Oct. 25...
Nov. 29..
Dec. 27..

1922.

Cash

2,155

2,277
2,992

3,059
3,081
3,103
3,125
3,130
3,148
3,181
3,196
3,203
3,212
3,203
3,149

Dis-
counts.

Accept-
ances.

Govern-
ment

securities.

2,774

2,607
1,180

850
721
636
500
471
469
380
404
420
469 |
650 !
630 i

320

235
114

83
83

103
83

118
154
156
172
238
258
259
246

329

288
241

Federal

notes.
Total

deposits.

3,353

3,270
2,443

Reserve
ratio.

250
355
441
567
603
557
541
498
451
409
304
458

2,184
2,174
2,182
2,158
2,141
2,124
2,127
2,153
2,243
2,299
2,330
2,464

1,916 |
j

1,846 j
1,765 |

1,779
1,772
1,805
1,833
1,870

1,
1,
1,
1,

1̂

939
888
882
840
842
860
900

Per cent.
42.7

46.4
71.1

77.2
78.1
77.8
78.3
78.0
77.5
79.2
79.2
78.4
77.6
76.
72.

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

1922



12 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

This year of relative stability in reserve bank assets; accompanied
by a readjustment between the different classes of assets, also
witnessed a gradual increase in reserves. This increase was much
less than in 1921, but still amounted to about $157,000,000 and
reflected net gold imports of $238,000,000 for the year. The
increase in the gold reserves of the reserve banks thus absorbed a
large proportion of the imported gold, but, in accordance with the
Treasury policy of paying out gold, a certain amount was added to
circulation, the total gold coin and gold certificates in circulation
at the end of tho year being $96,000,000 larger than at the
beginning. In 1921 the available funds which the imported gold
added to our reservoir of credit were entirely absorbed through the
reduction of reserve bank earning assets, the decline of which exceeded
the net imports of gold by about $1,000,000,000. In 1922, on the other
hand, the reduction in earning assets of the reserve banks was about
$36,000,000 less than net gold imports.

Federal reserve note circulation declined during the first six
months of the year, the lowest figure of $2,123,000,000 being reported
on June 14, when reserve bank discounts were also at low ebb. During
the remainder of the year Federal reserve notes increased and stood
at the close of the year at $2,464,000,000, or about $21,000,000 above
their level at the close of 1921. Deposit liabilities of the reserve
banks underwent considerable short-time fluctuations, as is their
custom, but generally speaking they show an upward tendency for
the year in accord with the general upward tendency in member
bank deposits. The year has been one of relative stability of the
reserve ratio, which has varied between 70 and 80 per cent. The
lowest ratio is recorded for January 4 and the highest for August 9,
when the earning assets of reserve banks were at their low level for
the year.

A large part of the increase in Federal reserve bank borrowings
during the latter part of the year was at the Federal Reserve Bank of
New York and was borrowed on collateral notes secured by United
States Government obligations. The increasing business activity and
credit demands of the country were reflected first in the withdrawal of
balances by banks in the interior from their New York correspond-
ents. The amounts due to other banks by the reporting member
banks in New York City show a downward trend throughout the latter
half of the year. It is largely these withdrawals of funds from the
large banks in New York City that have caused the recent increased
borrowings from the New York reserve bank by these metropolitan
banks. This movement of funds from the financial center is partly
seasonal in character and is often an early indication of the revival
of loan activity in the interior.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 1 3

GOLD MOVEMENTS AND FOREIGN EXCHANGE.

Gold imports to the United States, which have proceeded on a
large scale since September, 1920, continued in 1922, though in reduced
volume, net imports for the year being $238,000,000, compared with
$667,000,000 in 1921. Since the lifting of the gold embargo the
United States has received a net addition of about $698,000,000 in
gold, chiefly from Great Britain, France, Sweden, Canada, and the
Netherlands. On the other hand, net gold losses are shown in our
dealings with Argentina and the Orient. The losses of gold occurred
during the first 15 months of the period, when balances accumulated
during the war were being withdrawn by South America, Japan,
China, and India. During the period from September, 1920, to the
end of 1922 this country has gained gold from nearly all the countries
of the world, Japan being the only important country to which a net
export is shown. The net gain in gold during the period of two and
one-third years was $1,083,000,000, wiping out the loss of $385,000,000
during the first 15 months after the removal of the embargo and
adding $698,000,000 to our gold stock.

Continuous investment in foreign securities on a considerable
scale, together with the movement of gold to this country, has been
reflected in a general rise in exchange rates on principal countries.
During the year the rise in our price level, which, was not accompanied
by corresponding increases in the price levels of some of the European
countries, has also contributed to the rise in exchange rates.

The pound sterling reached its lowest level of $3.38 in February,
1920, and has since advanced to $4.61 in December, 1922. Through-
out the past year the advance in sterling has been consistently sus-
tained, and at the end of the year the pound was only about 5 per
cent below parity, much the highest level reached since early in
1919. The French franc and the Italian lira reached their lowest
levels at the end of 1920. In the early part of 1921 they advanced,
but declined again before the end of the year. In 1922 their course
has been similar to that in the preceding year but on a somewhat
higher level. Toward the end of the year a decided decline in the
franc is noted, though it recovered somewhat during the last few
weeks. The average for December, 1922, was 7.23, compared with
7.84 in December, 1921. In the case of the lira a slight net im-
provement is shown for the year. Nearly all European neutrals
show improved rates at the end of 1922. Among the South
American currencies the Argentine and Chilean pesos rose during
the year, while the Brazilian milreis declined. Poor trade conditions
in China have been reflected in a decline in the price of silver and in
a corresponding drop in the tael. The Indian rupee, on the other
hand, shows the result of better trade conditions and of the rise in
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14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

sterling exchange by an advance from less than 27 cents to about
31 cents. The Japanese yen also rose somewhat during the year
and was within 3 per cent of par in December.

The catastrophic decline of the German mark has been the feature
of the year in foreign exchange. Throughout the period from the
armistice the mark has been pursuing a downward course, with
occasional upward trends whenever prospects of a financial settlement
became brighter. At the end of the past year the mark, worth
23.8 cents at par, was quoted at only about 1.4 cents a hundred.

The foreign exchange index, which is a weighted average of 17
leading exchange rates, not including Germany, advanced during the
year and stood in December at 70, compared with 64 in December
of the preceding year.

DISCOUNT RATES DURING 1922.

Interest and discount rates, which began to decline in the spring
of 1921, continued to fall until somewhat past midyear of 1922,
by which time the discount rates of the Federal reserve banks had
been reduced to the level obtaining at the end of the year, viz, 4
per cent at the Boston, New York, and San Francisco banks and
4J per cent at all other Federal reserve banks. In order to bring
out the general trend in interest and discount rates during the year,
there is presented below a table showing the discount rates charged
by the Federal reserve banks each month, together with open-
market rates in New York on bankers' acceptances and prime com-
mercial paper, as well as the rates on call loans. The rates charged
to customers by member banks on paper rediscounted with the
Federal reserve banks during December, 1921 and 1922, are shown
in the table on page 16.

INTEREST AND DISCOUNT RATES.

Month.

January.. .
February..
March
April
May
June
July
Augus t—
September
October...
November.
December.

Dis-
count
rates

of
Federal
reserve
banks.

Open-market rates in New York on-

Indorsed bankers' ac- jPrime commercial paper,
ceptances, 60-90 days, j 30-60 days.

Low. High.
Cus- | I
torn- ! Low. | High,
ary. j

Cus-
tom-
ary.

Call loans.

4 -

tt
4-4*
4J-5
4J5

Low. High.
Cus-
tom-
ary.

5-6
5 -6
4-5*
4JJ*
4-5
3f-6
3|-5
4-5
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In any comparison of the relation of discount rates of the Federal
reserve banks to market rates, it is evident that reserve bank rates
•can not as a rule be maintained at a level in excess of rates charged
by member banks to their customers on paper eligible for discount.
This would be clearly impracticable in sections of the country where
banks frequently charge 10 per cent and 12 per cent on such paper-
Nor can reserve bank rates always be maintained above call-money
rates which have marked fluctuations and occasionally reach very
Tiigh levels. In this respect banking and credit conditions in this
country differ from those in England, where the official rate of the
Bank of England is a minimum rate applicable to highly standardized
Trills with well-established markets. The nearest equivalent to such
paper in this country are bankers' acceptances and prime commercial
paper which have a ready sale in the open market. Although the
market for this class of paper has been broadened considerably since
the organization of the Federal reserve system, such paper still con-
stitutes a small fraction of the volume of bank loans in the United
States.

By reference to the foregoing table, it will be seen that the Federal
reserve bank discount rates were substantially parallel with rates on
prime commercial paper and slightly above rates on bankers' accept-
ances throughout the whole year, though the margin between the
discount rates at the reserve banks and the rates on bankers'
acceptances began to grow smaller beginning with September and
had practically disappeared by the end of the year. The open-
market rates on prime commercial paper also showed a distinct
upward trend during the last three months of the year.

In connection with the decline in rates of interest charged to cus-
tomers by member banks which has taken place, it is important to
know whether the reduction has been more or less general throughout
the country or whether it has been confined to any particular section
or class of banks. To measure the relative changes which took place
during 1922 in interest rates charged to customers, the member banks
in each Federal reserve district have been divided into three groups,
according to the size of the cities and towns, and a calculation has
been made of the average rate charged by the member banks in each
group on paper discounted for customers and subsequently redis-
counted at the Federal reserve banks. In making this classification,
banks in cities having a population of 100,000 or more have been
classed as banks in large cities; banks in cities having a population of
from 15,000 to 100,000 as banks in medium size cities; and banks in
cities and towns having a population of less than 15,000 as banks in
small cities and towns. It will be noted from the table shown below,
which gives the average rates charged by member banks on customers'
paper rediscounted with the Federal reserve banks during December,
1921, and December, 1922, that the most pronounced decline occurred
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16 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

in the large cities, where the rates dropped from an average of 6.12
per cent in December, 1921, to 5.1 per cent in December, 1922; that
in medium size cities the rates have fallen off only about three-fourths
of 1 per cent, or from 7.15 to 6.4 per cent; and that in the case of
banks located in small cities and towns the rates have declined about
0.3 per cent, or from about 8 to 7.7 per cent.

AVERAGE RATES CHARGED BY MEMBER BANKS ON CUSTOMERS' PAPER REDIS-
COUNTED WITH FEDERAL RESERVE BANKS DURING DECEMBER, 1921 AND 1922.

Federal reserve
bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas.
San Francisco

Total

Average rates charged by member banks in—

Large cities.

Dec,
1922.

4.81
4.94
4.98
5.63
5.93
5.81
4.97
5.33
5.73
6.26
6.34
5.23

5.10

Dec,
1921.

6.05
6.00
5.96
6.26
6.07
7.10
6.38
6.37
6.78
7.18
7.60
6.08

6.12

Medium size
cities.

Dec,
1922.

5.49
5.97
6.00
6.05
6.19
6.98
6.27
6.63
7.38
6.36
8.55
7.24

6.41

Dec,
1921.

6.12
6.02
6.00
6.42
6.75
7.52
7.07
7.55
8.88
7.33
8.30
7.31

7.15

Small size cities
and towns.

Dec,
1922.

5.82
5.74
5.86
6.22
6.74
7.91
7.46
7.78
8.98
8.80
9.75
8.01

7.69

Dec,
1921.

6.22
6.11
6.03
6.30
6.94
7.93
7.52
8.04
8.74
8.92
9.69
8.19

7.97

All classes of
cities.

Dec,
1922.

4.84
4.99
5.00
5.67
6.20
6.34
5.36
5.61
8.08
7.06
8.41
5.44

5.38

Dec,
1921.

6.05
6.00
5.97
6.26
6.60
7.34
6.60
6.69
7.65
7.87
8.97
6.37

6.50

Average rates

Federal reserve
banks.

Dec,
1922.

4.00
4.00
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.00

4.30

Dec,
1921.

4.50
4.50
4.50
5.00s

5.13
5.2S
5.00
5.00
5.5a5.00
5.50
5.00

4.91

It is noteworthy that the rates charged by banks in the small cities
and towns of agricultural districts of the West and South are practi-
cally on the same level as they were a year ago. This is doubtless due
to the fact that in those sections it is the custom for banks to charge
a given rate of interest, usually ranging from 8 to 10 per cent the year
around, without regard to interest rates obtaining in the industrial
sections of the country or to discount rates in effect at the Federal
reserve banks. Inasmuch, therefore, as the reduction of the discount
rate at the Federal reserve banks has not resulted in a corresponding
decline in the rates paid by farmers and other borrowers who deal
with banks located in the small cities and towns of the agricultural
sections of the West and South, it is apparent that in those sections
of the country where relatively high interest rates prevail, and there
is a wide margin between such rates and the Federal reserve bank
rates, the latter have but slight, if any, effect upon rates charged by
member banks. In the financial centers, however, where the money
markets are more sensitive to changes in credit demand, there is a
closer relationship between reserve bank discount rates and rates
charged to customers by member banks.

In order to present a more definite picture of the spread in rates
charged in the various classes of cities, there is presented below a
table showing the percentage of total rediscounts with the Federal
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 17

reserve banks during December, 1921 and 1922, on which member
banks charged their customers interest at rates up to and including
4J per cent, 5 per cent, 6 per cent, and so on up to 10 per cent.
I t is noteworthy that in December, 1921, member banks charged their
customers rates of 5 per cent or less on eight-tenths of 1 per cent of
the paper rediscounted with the Federal reserve banks, whereas in
December, 1922, this percentage had increased to 61. It is also in-
teresting to note in this connection that while 26 per cent of the paper
rediscounted by banks in small cities and towns in December, 1922,
bore rates of 6 per cent or less, over 97 per cent of the paper redis-
counted by the banks in large cities bore such rates. As a matter of
fact, banks in small cities and towns charged 8 per cent or more on
59 per cent of the paper rediscounted with the Federal reserve banks
during December, 1922. As stated previously, there has been little
change in rates charged by banks in small cities and towns since 1921,
while in the case of banks in large cities over two-thirds of the
paper rediscounted in December, 1922, was taken from customers at
rates of 5 per cent and under, compared with less than 1 per cent in
December, 1921.

INTEREST RATES CHARGED CUSTOMERS BY MEMBER BANKS ON PAPER REDISCOUNTED
WITH FEDERAL RESERVE BANKS IN DECEMBER, 1922 AND 1921.

All rediscounting banks:
December, 1922
December 1921

Banks in large cities:
December, 1922
December ? 1921

Banks in medium size cities:
December 1922
December, 1921

Banks in small cities and towns:
December 1922 .
December, 1921

Average

charged.

5.38
6.50

5.10
6.12

6.41
7.15

7.69
7.97

Percentage of rediscounts on which member banks charged
rates up to—

4£per
cent.

24.49
.09

27.84
.09

3.64
.01

1.46

5 per
cent.

60.53
.83

68.92
.89

8.41
.65

2.75
.12

6 per
cent.

90.06
68.84

97.45
74.16

65.63
28.53

26.04
17.59

7 per
cent.

93.60
91.64

99.43
97.06

82.99
62.15

37.28
30.65

h per
cent.

98.28
98.25

100
99.86

98.13
9*1.59

79.71
76.16

10 per
cent.

99.99
99.93

99.99

100
100

99.81
99.73

Discount rates of the Federal reserve banks at the beginning of 1922
were 4J per cent on all classes and maturities of eligible paper at the
three eastern Federal reserve banks—Boston, New York7 and Phila-
delphia, 5J per cent at Minneapolis and Dallas, and 5 per cent at the
remaining seven banks. The Federal reserve banks of Minneapolis
and Dallas reduced their rates to 5 per cent effective January 11 and
January 9, respectively, while between January 23 and April 14 six
other banks reduced their discount rates to 4J per cent. In June
and July the Federal reserve banks of Boston, New York, and San
Francisco put into effect a rate of 4 per cent, and shortly thereafter
the Minneapolis, Kansas City, and Dallas banks reduced their rates
to 4 \ per cent. At the end of the year the discount rates were 4 per
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18 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

cent at the Federal reserve banks of Boston, New York, and San
Francisco, and 4J per cent at the remaining nine banks.

Rates applicable to bankers7 and trade acceptances bought in the
open market are not fixed as is the case with discount rates, the
Federal Reserve Board merely approving minimum rates at which
these acceptances may be purchased by Federal reserve banks. I t
should be understood, therefore, that the rates approved by the*
Federal Reserve Board are not necessarily actual buying rates. As a,
matter of fact, during the past few months the rates at which bankers*
acceptances were selling in the open market and were being purchased
at the Federal reserve banks w êre approximately 1^ per cent above
the minimum rates authorized by the Federal Reserve Board. At
the beginning of the year the minimum authorized rate on bankers7

acceptances purchased in the open market was 4 per cent at all
Federal reserve banks except Minneapolis and Kansas City, where it
was 5 per cent, and Dallas, where the minimum was 6 per cent. In
view of the decline of market rates on prime bankers7 acceptances,
which began in 1921, the board in January, 1922, approved a reduction
to 3J per cent in the minimum authorized rate for a number of the
reserve banks, followed by reductions to 3 per cent in March and
April arid to 2\ per cent in June and July. At the end of the year
the minimum authorized rate was 2\ per cent at the Federal reserve-
banks of Boston, New York, Philadelphia, Atlanta, Chicago, and
San Francisco, and 3 per cent at the other six banks.

On May 24, 1922, the Federal Reserve Board advised the Federal
reserve banks that upon request it would approve a minimum rate-
at which eligible trade acceptances were to be purchased in the open
market, this rate to be not less than one-half of 1 per cent above the
minimum buying rate for bankers7 acceptances in effect at the Federal
reserve banks. Under this new policy eight Federal reserve banks
requested* and obtained approval of a separate minimum buying
rate for trade acceptances. At the end of the year 1922 this
late was 3 per cent at the Federal Reserve Bank of New York,
3^ per cent at Philadelphia and San Francisco, and 4 per cent at
the Federal reserve banks of Cleveland, Richmond, Atlanta, St.
Louis, and Dallas. A complete record of all changes in Federal
reserve bank discount rates made during the year appears on pages
42, 44, and 45.

EARNINGS, EXPENSES, AND VOLUME OF OPERATIONS OF THE FEDERAL
RESERVE BANKS.

Earnings of the Federal reserve banks in 1922 were less than in
any previous year since 1917 and totaled only about 41 per cent of
earnings in 1921, which in turn represented a substantial falling off
from the maximum of 1920. The primary cause of this reduction in
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 19

earnings was the liquidation of reserve bank earning assets which,
from a peak of $3,400,000,000 in October, 1920, declined to
$1,000,000,000 at the beginning of August, 1922. Since that time, as
elsewhere stated, the demand for accomodation by member banks has
increased, and by the close of the year total earning assets rose to
about $1,300,000,000, the average amount held during the year
being $1,200,000,000, as compared with $2,200,000,000 during 1921
and $3,200,000,000 during 1920.

A second factor in the reduction of earnings was the lowering of
discount and open-market rates in 1921 and 1922, which is reflected
in a decline in the average rate of earnings on total earning assets
from 5.61 per cent in 1921 to 4.11 per cent in 1922. Sharp declines
in average rates of earnings on discounted paper and on bills bought
in open market were, to some extent, offset by an increase from 2.37
per cent in 1921 to 3.67 per cent in 1922 in the average rate of return
on United States securities. This increase was due largely to the
gradual redemption by the Treasury of the 2 per cent Pittman Act
certificates held by the Federal reserve banks and pledged as security
against Federal reserve bank-note circulation, and to larger purchases
by the Federal reserve banks, at rates ranging around 4 per cent or
higher, of tax and loan certificates of indebtedness and of Treasury
notes partly under repurchase agreement from member and non-
member banks and bill brokers. The following table shows the daily
average holdings of each class of earning assets, earnings therefrom,-
and the annual rates of earnings during 1921 and 1922:

RATES OF EARNINGS ON EARNING ASSETS.

[Amounts in thousands of dollars.]

Discounted bills
Purchased bills .
United States securities
Municipal warrants

Total
Miscellaneous earnings

Total earnings

Daily average
holdings.

1921

1,804,305
91,817

264,014
43

2,160,179

1922

573,247
159,207
454,750

66

1,187,270

Earnings.

1921 | 1922
I

109,599
5,234
6.254

2

121,089
1,776

122,865

26,523
5,629

16,682
4

48,838
1,653

50,491

Annual rate of
earnings.

1921

Per cent.
6.07
5.70
2.37
5.27

5.61

1922

Per cent.
4.63
3.54
3.67
5.40

4.11

When it is borne in mind that the cost of operating the loan and
discount and investment departments of the Federal reserve banks
is only about 5 per cent of total current expenses, it will be readily
seen that the decline in the volume of discount and open-market
operations, and therefore of earnings from the high level reached in
1921,could not of itself cause any material decline in current expenses.
As a matter of fact, although the amount of bills discounted has
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20 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

fallen off very materially, the volume of work handled by the dis-
count departments of the Federal reserve banks has not fallen off
during 1922 in the same proportion. The principal reason for this
is that a much greater percentage of the borrowings than during
1921 was by banks in small cities and towns, which obtain accommo-
dation on notes and bills drawn for much smaller amounts than those
generally used by banks in the large cities. As an evidence of this
fact it may be stated that the number of notes discounted for member
banks during 1922 was 841,000, compared with about 1,435,000
during 1921, a reduction of 41 per cent in the number as compared
with a decrease of 62 per cent in the face value of bills discounted.
Furthermore, the fact that there has been some decrease in the volume
of work of the discount departments is not indicative of a general
decline in the work of the banks, as may be seen from the table
below, which shows the approximate number and amount of items
handled in the principal departments of the banks, together with
total expenses for the years 1920, 1921, and 1922.

It will be noted that the number of pieces of coin and currency re-
ceived and counted has increased continuously and was considerably
larger during 1922 than in the preceding years, and that there has
been an exceptionally large growth in the number of collection items
handled, i. e., coupons (other than Government) and time notes and
drafts forwarded to the Federal reserve banks for collection and credit
to the account of member banks. The number of Government coupons
paid in 1922 was about 17 per cent less than the number handled in
1921. Since the departments that handle the above classes of
transactions require a large number of employees to conduct their
operations, and since the service is rendered free of charge to member

VOLUME OP WORK.

1922 -

841,000
1,431,506,000
2,048,942,000
638,625,000
4,969,000
1,189,000

81,694,000

$22,082,887,000
8,668,505,000
221,871,000

160,130,624,000
4,768,971,000
70,553,465,000

759,124,000

28,028,000

1,531,000

1,184,000

30,743,000

1921

U,435,000
1,358,181,000
1,791,637,000
574,910,000
3,575,000
1,079,000

98,407,000

$57,759,128,000
9,251,349,000
254,262,000

130,166,596,000
4,267,651,000
50,936,519,000

766,020,000

33,311,000

1,246,000

2,610,000

37,167,000

1920

11,190,000
1,085,459,000

(2)
504,198,000
2,136,000
732,000

113,701,000

$85,320,874,000
7,964,399,000

(2)
179,505,223,000
5,398,421,000
48,979,205,000

741,942,000

28,289,000

6,215,000

34,504,000

Number of piece? handled:
Bills discounted
Currency received and counted
Coin received and counted
Checks handled
Collection items handled
Transfers of funds
United States Government coupons paid

Amount handled:
Bills discounted
Currency received and counted
Coin received and counted
Checks handled
Collection items handled
Transfers of funds
United States Government coupons paid

Expenses:
Current expenses of banks
Fiscal agency expenses absorbed by Federal

reserve banks
Fiscal agency expenses reimbursable by

United States Treasury

Total expenses (exclusive of furniture and
equipment)

1 Revised figures. 8 Figures not available.Digitized for FRASER 
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banks, and through them to the public, the increase in the volume of
work which has actually taken place has resulted in increased
expenses, with no corresponding addition to the banks' revenue.
Only in the discount department, as commented on above, and in
the fiscal agency department has there been any material reduc-
tion in the volume of the work handled.

During 1922 the board's committee on economy and efficiency,
which was appointed in 1921, has been active, in cooperation with
the chairmen of like committees in the various Federal reserve banks,
in an endeavor to reduce expenditures wherever possible, consistent
with the efficient operation of the banks. Two conferences have
been held, at which all banks were represented, and reports have
been currently furnished showing the trend in current expenses from
month to month, as well as in the volume of work handled in the
several departments of the banks. With these detailed comparative
reports before them, the Federal reserve banks are now able to meas-
ure to a certain extent the efficiency with which each of their depart-
ments is operating, and the committees on economy and efficiency
are aided in their efforts to reduce expenses either by improving
methods of handling the work or by eliminating inefficient employees.
TKis, together with the smaller outlay for Federal reserve currency,
is reflected in a reduction in the expenses of the banks, including
reimbursable fiscal agency expenses, from $37,200,000 in 1921 to
$30,700,000 in 1922, a decline of about 17 per cent, notwithstanding
the fact that the Federal reserve banks are now absorbing al? of the
expenses connected with the handling of replacements, exchanges,
and redemptions of United States paper currency and coin which
prior to the taking over of these functions by the Federal reserve
banks during 1920 and 1921 were handled by the United States
subtreasuries. Since July 1, 1921, the Federal reserve banks have
also assumed as a part of their own current expenses the total expense
connected with the exchange, conversion, and transfer of ownership
of Liberty bonds and Victory notes, the redemption of Victory notes,
payment of coupons on Government bonds, notes, and certificates,
and practically all other fiscal agency operations except those con-
nected with new issues of Government securities. As compared
with the year 1921 the salaries paid to officers and employees during
1922 (including salaries reimbursable by the Treasury Department)
show a reduction of $1,800,000, the cost of Federal reserve currency
$3,500,000, and all other expenses $1,200,000, while the number of
officers and employees has declined from 12,496 at the end of 1921
to 12,047 at the end of 1922, the latter figure not including temporary
employees taken on at the end of the year for the purpose of handling
the redemptions of war savings securities maturing on January 1,
1923.
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Following the March 3, 1919, amendment, the provisions of the
Federal reserve act in regard to transfers of earnings to surplus
account were construed to authorize the holding of two distinct
funds—the normal surplus fund resulting from transfers from net
earnings for the purpose of bringing the surplus account up to 100
per cent of subscribed capital and the so-called supersurplus fund
resulting from the transfer of 10 per cent of net earnings authorized
by section 7 of the act. In accordance with this interpretation of
the act, the normal surplus of each Federal reserve bank at the end
of 1920 and 1921 was increased, if earnings were sufficient, to 100
per cent of the bank's subscribed capital, without reference to the
amount, if any, carried as supersurplus. In 1921, when all the
Federal reserve banks except Dallas had accumulated a surplus fund
in excess of their subscribed capital, the Federal Reserve Board ruled,
as stated in its 1921 annual report, that should a Federal reserve
bank desire to charge off an amount in excess of 2 per cent of the cost
of its building, exclusive of land, the charge should be made against
supersurplus and not against current net earnings. The purpose of
this ruling was to avoid any adverse effect upon the amount of
franchise taxes payable to the Government through the writing
down by a Federal reserve bank of the book value of its banking
houses erected during a period of high costs to an amount repre-
senting normal costs of construction. In accordance with this
ruling, the Federal reserve banks of Cleveland, Richmond, Chicago,
and San Francisco charged their supersurplus accounts, at the end
of 1921, with depreciation allowances on their buildings, as follows:
Cleveland, $125,000; Richmond, $225,276.50; Chicago, $2,030,000;
San Francisco, $250,000.

During the past year the Federal Reserve Board asked its
counsel for an opinion as to the propriety of Federal reserve banks
accumulating surplus funds in accordance with the method described
above. In his opinion counsel stated that the Federal reserve act,
section 7, as amended, contemplated a single surplus fund and that
the practice of maintaining a "normal surplus'7 equal to 100 per
cent of subscribed capital and transferring 10 per cent of net earn-
ings after the payment of all expenses and dividends to a separate
account known as "supersurplus" was not authorized by law. The
board therefore instructed the Federal reserve banks to recalculate
their distribution of earnings between surplus and franchise taxes
for prior years, with the result that the banks paid to the United
States Government $3,400,062 out of their surplus accounts. This
amount, added to the franchise tax payable out of earnings during
1922, made a total of $10,850,605, which was paid to the United
States Treasury on December 30, 1922.
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The above-mentioned ruling of counsel, which precluded any fur-
ther charges against surplus to cover depreciation allowances and
special reserves and necessitated the reversal of such charges there-
tofore made, made it necessary for the board to review its policy
with reference to depreciation allowances and special reserves.
Accordingly, on August 1, 1922, the Federal reserve banks were
advised that in the future requests for authority to charge off depre-
ciation on bank premises or to set up a reserve for depreciation
thereon should be accompanied with a statement showing for each
separate piece of property the cost, estimated replacement value,
and book value of buildings, either completed or in course of con-
struction; the cost, estimated market value, and book value of land
owned; and the cost of fixed machinery and equipment, such as
heating, lighting, plumbing, ventilating systems, etc., in order that
the board might have complete data before it in passing upon such
requests and in order that separate rates of depreciation might be
determined for land, buildings, and fixed machinery and equipment.
In the same letter the board stated that no charges against current
net earnings would be authorized to cover depreciation on land
where the estimated market value of the land was equal to or in
excess of its book value and that, in general, depreciation allowances
on bank buildings were not to exceed 2 per cent of their estimated
replacement cost (including vaults but excluding fixed machineiy
and equipment) unless the estimated replacement cost of bank
buildings was materially below book value, in which case requests
for permission to write off a depreciation charge in excess of 2 per
cent would be considered. Estimated replacement costs were to be
determined by taking the mean of the actual cost and the estimated
lowest construction costs at any time in the past 15 years. The
rule laid down with reference to fixed machinery and equipment
provided that reserves should be based upon the estimated life of
the machinery and equipment, with a view to its ultimate replace-
ment, the annual reserve allowance in no case to exceed 10 per cent
of cost. Later in the year the board also requested the banks, in
submitting their requests for permission to set aside reserves against
probable losses in connection with closed banks, to furnish complete
data as to the amount due from each failed bank and from banks
considered to be in an overextended or unsafe condition, with a
careful estimate of the loss which probably would be sustained in
each case.

As stated above, in accordance with counsel's opinion that the
establishment of a supersurplus account distinct from the normal
surplus is not authorized by the Federal reserve act, all charges here-
tofore made against supersurplus account have been reversed. In
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the case of the Cleveland, Richmond, and San Francisco banks, the
resulting increase in the book value of the bank buildings was rela-
tively small. In the case of the Chicago bank, however, the board
felt that, inasmuch as its building was complete, a charge should be
allowed against current net earnings for the purpose of reducing
the book value of the building to a point approaching its replace-
ment value. The bank was therefore authorized to charge its earn-
ings with a depreciation allowance of $1,400,000, as a partial offset
against the $2,030,000 reserve which had to be returned to its surplus
account. The Federal reserve banks of Boston, New York (for the
annex building only), Richmond, Atlanta, Kansas City, and I>allas
were allowed to write off allowances in excess of 2 per cent, or of
$262,000, $197,573.89, $137,317.42, $152,562.96, $250,052.65, and
$132,820.22, respectively, from the book value of their buildings.

Gross and net earnings of each Federal reserve bank during the
past year, dividends paid to member banks, additions to surplus
account, and amounts paid to the Government as a franchise tax
for 1922 and for preceding years, are shown in the table below.

FINANCIAL RESULTS OP OPERATION OF THE FEDERAL RESERVE BANKS DURING 1922.

Federal reserve bank.

Boston
New York
Philadelphia..
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas Ci ty . . .
Dallas
San Francisco.

Total.

Gross

$3,541,313.05
11,341,318.77
4,251,950.44
4,994,282.14
2,832,943.88
2,352,736.14
6,748,862.37
2,456,447.58
1,969,247.68
3,094,660.07
2,085,774.84
4,821,201.55

Current
expenses.

i $2,022,399.94
I 6,776,529.39
! 2,053,919.07

2,461,266.12
1,631,355.84
1,293,052.51

i 4,080,056.88
I 1,623,222.38
! 1,084,942.49
j 2,010,820.23
i 1,515,390.56
; 3,006,387.05

Current net
earnings.

$1,518,913.11
4,564,789.38
2,198,031.37
2,533,016.02
1,201,588.04
1,059,683.63
2,668,805.49

833,225.20
884,305.19

1,083,839.84
570,384.28

1,814,814.50

50,490,738.51 ;29,559,342.46 120,931,396.05

Net deduc-
tions from
current net

earnings.

Net earnings
available for
dividends,

franchise tax,
and surplus.

$421,510.36
843,196.31
138,845.07
264,327.96
334,140.62
386,953.93

1,263,590.59
185,653.44
101,610.10
300,804.20
216,259.52
154,458.29

4,433,660.25

$1,097,402.75
3,721,593.07
2,236,876.44
2,268,688.06

867,447.42
672,729.70

1,405,214.90
647,571.76
782,695.09
783,035.64
354,124.76

1,660,356.21

16,497,735.80

Federal reserve bank. Dividends
paid.

Boston $481,951.27
New York 1,652,138.30
Philadelphia I 541,551.90
Cleveland 692,436.27
Richmond 333,320.71
Atlanta 256,617.65
Chicago 876,202.56
St. Louis .1 283,165.81

Transferred
to surplus
account.

Paid to Government as franchise tax for—

I Current year.

Minneapolis.
Kansas Ci ty . . .
Pallas
San Francisco.

Total.

213,774.01
275,654.88
251,914.87
448,306.50

6,307,034.73

$76,568.14
206,945.48
839,960.64
861,263.90.
53,412.67
41,611,20
52,901.23

276,449.67
56,892.10
50,738.07

102,209.89
121,204.97

$538,883.34
1,862,509.29

855,363.90
714,987.89
480,714.04
374,500.85
476,111.11
87,956.28

512,028.98
456,642.69

Past years.8

$247,349.91
1,604,549.37

36,366.25

20,458.51
213,628.77
710,189.99

1,090,844.74

2,740,157.96 7,450,543.11

52,423.36
208,169.99

306,925.46

3,400,061.61

Total.

$786,233.25
3,467,058.66

891,730.15
714,987.89
501,172.55
588,129.62

1,186,301.10
87,956.28

564,452.34
664,812.68

1,397,770.20

10,850,604.72

i Addition.
* Amounts shown represent deferred franchise taxes for 1920 and 1921, paid on Dec. 31, 1922, and are

in addition to $124,537,336 paid prior to that da te .
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Net earnings of the Federal Reserve Bank of Dallas have not been
sufficient to enable it to accumulate a surplus equal to its subscribed
capital, as authorized by the act of March 3,1919, amending section 7
of the Federal reserve act, and this bank accordingly has not yet
paid any franchise tax.

Current net earnings of each Federal reserve bank during 1922,
and the daily average amounts of paid-in capital, surplus, and mem-
ber banks' reserve deposits during the same year, also the ratio of
current net earnings to (1) average paid-in capital, (2) capital and
surplus, (3) capital, surplus, and reserve deposits are shown in the
table:

RATIO OF EARNINGS TO CAPITAL, SURPLUS, AND RESERVE DEPOSITS.

[Amounts in thousands of dollars.]

Federal reserve bank.

Boston.. .
New York. . . .
Philadelphia.
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis..
Kansas City..
Dallas
San Francisco

Total . . .

The first two ratios are generally used in analyzing earnings of
financial institutions as related to invested capital, but in the case
of Federal reserve banks which are not operated for profit the ratio
last shown is more significant, since the funds contributed by
member banks which may be used in extending credit consist not
only of capital and surplus but include also the reserve balances
which member banks are required by law to maintain at the
Federal reserve banks.

BRANCHES OF FEDERAL RESERVE BANKS AND THEIR OPERATIONS.

At the present time the Federal reserve banks have 23 branches
and 1 agency, all of which were established prior to January 1, 1922.
The Federal reserve banks of Boston and Philadelphia have no
branches or agencies, while the other Federal reserve banks have
one or more branches as follows: New York, 1; Cleveland, 2; Rich-

Current
net

earnings.

1,519
4,565
2,198
2,533
1,201
1,060
2,669

833
884

1,084
570

1,815

20,931

Daily average-

Paid-in
capital.

8,032
27,536
9,026

11,541
-5,555
4,277

14,603
4,719
3,563
4,594
4,199
7,472

105,117

Surplus.

16,483
60,197
17,945
22,511
11,030
9,114

29,025
9,388
7,468
9,646
7,394

15,199

215,400

Member
banks'
reserve

deposits.

118,563
698,991
105,795
139,725
56,155
47,930

254,867
64,994
44,599
76,938
47,665

124,900

1,781,122

Ratio of current net
earnings t o -

Average
paid-in
capital.

Per cent.
18.9
16.6
24.4
21.9
21.6
24.8

ft?
24.8
23.6
13.6
24.3

19.9

Average
paid-in
capital

and
surplus.

Per cent.
6.2
5.2
8.1
7.4
7.2
7.9
6.1
5.9
8.0
7.6
4.9
8.0

6.5

Average
paid-in
capital,
surplus,

and
reserve

deposits.

Per cent.
1.1
. 6

1.7
1.5
1.7
1.7
.9

LI
1.6
1.2
L0
1.2

L0
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26 ANNUAL REPORT OF THE KEDERAL RESERVE BOARD.

:mond, 1; Atlanta, 4 (also 1 agency); Chicago, 1; St. Louis, 3; Min-
neapolis, 1; Kansas City, 3; Dallas, 2; San Francisco, 5.

No requests for the establishment of additional branches have been
received by the Federal Reserve Board during the current year, and
as a matter of fact, the board is very reluctant to authorize the
establishment of any further branches, for the reason that they
add materially to operating costs. Most of the branches now in
operation were established during or immediately following the war
period, when there seemed to be very good reasons for going to the
expense of maintaining branches in the cities in which they were
established. There is some doubt now, however, as to whether or
not the greater promptness with which member banks in certain
Federal reserve branch cities may now avail themselves of the
services of the Federal reserve bank is of sufficient importance to
warrant the additional cost to the Federal reserve bank of main-
taining the local branch. It may be necessary, therefore, at some
time in the future to give serious consideration to the advisability of
discontinuing certain of the existing Federal reserve branch banks.

In order that a general idea may be obtained as to the rela-
tive volume of business handled by the various Federal reserve-
branches and of the volume of work handled by the branches as a
whole during the year under review, as compared with the two
preceding years, a table is shown on page 149 bringing out the volume
of work handled in the principal departments of each branch. * The
functions of the Savannah agency are limited to the supplying of
coin and currency to member banks located in Savannah.

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS, 1922.

The end of the year 1922 found 15x of the 35 Federal reserve banks
and branches occupying new or remodeled buildings, as compared
with 11 on December 31, 1921. In addition, construction was pro-
ceeding on 7 buildings, while authority of Congress to proceed with
building operations was being awaited in the case of 1 bank and 6
branches. The status of the building operations of each Federal
reserve bank and branch on December 31, 1922, was as follows:3

New or remodeled buildings owned and occupied:1 Boston, Phila-
delphia, Pittsburgh, Richmond, Baltimore, Atlanta, Nashville, Chicago,
Louisville, Helena, Kansas City, Omaha, Dallas, El Paso, Houston.

New buildings under construction: New York, Cleveland, Atlanta
(annex to present building), New Orleans, Minneapolis, Oldahoma
City, San Francisco.

1 Does not include annex building constructed by New York principally for storage purposes or building
remodeled for temporary occupancy by San Francisco.

3 Branches in italics.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD. 2 7

New building operations awaiting Congressional authority: Jack-
sonville, Detroit, St. Louis, Little Rock, Denver, Omaha,3 Salt Lake
City.

Site purchased, but no plans for new building: Cincinnati.
No property purchased: Buffalo, Birmingham, Memphis, Los

Angeles, Portland, Seattle, Spokane.
The act of Congress approved June 3, 1922, amending section 10

of the Federal reserve act, contains a provision concerning building
operations of the Federal reserve banks as follows:

No Federal reserve bank shall have authority hereafter to enter into any contract
or contracts for the erection of any building of any kind or character, or to authorize
the erection of any building, in excess of $250,000, without the consent of Congress
having previously been given therefor in express terms: Provided, That nothing herein
shall apply to any building now under construction.4

As a result of this legislation, resolutions authorizing building
operations have been introduced into Congress for the St. Louis
bank and the following branches;, Jacksonville, Detroit, Little
Rock, Denver, Omaha, and Salt Lake City. On December 31
these resolutions were still pending in Congress. In the case of the
Jacksonville branch of the Federal Reserve Bank of Atlanta, however,
bids have been asked for a building to cost not exceeding $250,000
(including land, building, and vault).

Three new buildings were completed and occupied during the year,
namely, those of Boston, Chicago, and Houston; and the Nashville
branch building, which was purchased in July, 1921, has been remod-
eled into more suitable quarters. Construction begun previous to
1922 has progressed steadily during the past year on the new buildings
of the New York, Cleveland, Minneapolis, and San Francisco banks,
and on the annex of the Atlanta bank building. New construction
of buildings on property purchased previous to 1922 was begun at
New Orleans and Oklahoma City in May.

In the spring the Federal Reserve Bank of St. Louis purchased
property in St. Louis adjoining that owned by it; also a lot in
Louisville adjoining the property owned and occupied by the
Louisville branch, with the idea of eventually extending the present
one-story building to cover the entire property. No other purchases
of property were made during the past year, but the Federal Reserve
Bank of Dallas sold the property utilized by it as a banking house
prior to the construction of its new building.

3 Authority of Congress awaited to reconstruct present building.
4 The act of February 9, 1923, amends this provision by making it apply only to buildings to be

erected for branch Federal reserve banks and authorizes an expenditure of $250,000 for the building
proper, exclusive of vaults and all equipment.
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28 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

GOLD SETTLEMENT FUND.

The method of operating the gold settlement fund, which has been
fully explained in previous reports, has remained essentially un-
changed during 1922. The arrangements made in 1921 to provide
a daily settlement between Federal reserve banks for Federal re-
serve notes, whether fit for use and returned to the bank of issue or
unfit for use and returned to the Treasury for redemption, was,
however, simplified by the inauguration on February 1, 1922, of a
separate daily Federal reserve note settlement. This daily settle-
ment supplies an effective means of complying with that part of
section 16 of the Federal reserve act which provides that no Federal
reserve bank shall pay out notes issued through another under pen-
alty of a tax of 10 per cent upon the face value of notes so paid out.
The method of handling transfers for national banks to their 5 per
cent redemption funds against national-bank notes was also simpli-
fied by the adoption on June 1 of the plan of making such transfers
from the gold redemption funds of the Federal reserve banks against
Federal reserve notes, instead of from the gold settlement fund,
thereby reducing these transactions to simple transfers by the
Treasury between two funds in its custody.

Combined clearings and transfers through the fund during the
year aggregated $76,489,962,000, as against $68,223,882,000 in 1921,
$92,625,805,000 in 1920, $73,984,252,000 in 1919, $50,251,592,000
in 1918, $27,154,704,000 in 1917, $5,533,966,000 in 1916, and
$1,052,649,000 in 1915, a grand total of $395,316,812,000 having
been handled through the fund since its inception on May 20, 1915.
The average weekly volume of clearings and transfers combined for
each year since the fund was established is shown below:

1922 $1, 470, 960, 000
1921 1, 311, 998,000
1920 1, 781,265, 000
1919 1, 422, 744, 000

1918 $966, 377, 000
1917. 522,206,000
1916 106,422,000
1915 31,898,000

Daily clearings alone aggregated $75,335,987,000 in 1922, com-
pared with $64,934,801,000 in 1921. Direct transfers, which
amounted to but $1,153,975,000 in 1922, compared with $3,289,-
081,000 in 1921, reflect the absence of any rediscount operations
between Federal reserve banks in 1922 and a considerably reduced
volume of transfers on Government account.

The total cost of operation, including the rental of leased tele-
graph wires and clerical services, was approximately $500,000, or
about 65 hundredths of 1 cent on each $l.,000 of funds transferred
as against $485,000 in 1921.
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STATE BANK MEMBERSHIP.

Ninety-eight State banks and trust companies, with aggregate
capital and surplus of approximately $42,500,000 and total resources
of $275,800,000, were added to membership during the year, while
33 of the former members, with aggregate capital and surplus of
approximately $13,100,000 and total resources of $72,400,000,
discontinued membership by reason of voluntary liquidation, receiver-
ship, or voluntary withdrawal. In addition, 35 of the former
members, with aggregate capital and surplus of approximately
$27,800,000 and total resources of $259,300,000, either converted
into or were taken over by national banks or merged with other State
bank members, their resources thus remaining in the system as a
whole. On December 29, 1922, there were 1,639 State institutions
which were members of the system, with aggregate capital and
surplus of approximately $1,175,000,000 and total resources of
$11,917,000,000.

On June 30, 1922, the latest date for which complete data are
available, there was a total of 30,325 banks in the United States
(including natibnal and State commercial banks, mutual and stock
savings banks, private banks, and loan and trust companies), with
aggregate capital and surplus of $5,599,134,000 and resources of
$50,147,513,000. Of these institutions 9,892 were national banks
and State bank and trust company members of the Federal Reserve
System, with a capital and surplus of $3,496,319,000 and resources
of $31,723,950,000. The resources of member banks of the Federal
Reserve System therefore constituted about 63 per cent of the total
resources of all banks in the country.

Under the provisions of the Federal reserve act, however, mutual
savings and private banks, are not eligible for membership, and
there is also a large number of State banks and trust companies
whose capital stock is not sufficient to meet the requirements of
the act. There were, nevertheless, 9,678 State banks and trust
companies with capital stock sufficient to enable them to become
members which were not members of the Federal Reserve System
at the end of June, 1922, the aggregate capital and surplus of these
eligible nonmember banks being $1,209,115,000 and their resources
$8,983,580,000. If the banks which are not eligible for member-
ship in the Federal Reserve System under the present provisions
of the act are excluded, it is found that at the end of June, 1922,
the national banks and State bank and trust company members
represented about 78 per cent of the banking power of all banks
eligible for membership.
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CHECK CLEARING AND COLLECTION.

During the year 1922 there have been a number of developments
in the Federal reserve check clearing and collection system, most of
these arising out of litigation in which several of the Federal reserve
banks have been involved. Much of this litigation has been pending
since 1921, and some since 1920, and the earlier aspects thereof were
dealt with in the board's annual reports for 1920 and 1921.

Atlanta par clearance case.—In 1920 several nonmember banks
in Georgia brought suit in the State courts against the Federal
Reserve Bank of Atlanta to enjoin it from collecting checks drawn
on the plaintiff banks in any manner other than through the usual
and ordinary channels of collection through the mails. On motion
of the Federal reserve bank this suit was removed to the United
States District Court for the Northern District of Georgia, which
rendered a decision holding (1) that the Federal court had juris-
diction of the suit because it arose under the laws of the United
States, and (2) that the suit should be dismissed because the allega-
tions of the complaint did not charge an actionable wrong. Plain-
tiffs appl ied to the United States Circuit Court of Appeals for the
Fifth Circuit, and on November 15, 1920, that court affirmed the
decision of the district court in all respects. Thereafter, an appeal
was taken to the United States Supreme Court, which rendered a
decision on May 16, 1921, affirming the decision of the circuit court
of appeals upon the jurisdictional question, but reversing the decision
upon the question of the sufficiency of the complaint. The Supreme
Court held, purely as a matter of pleading, that the allegations
of the complaint stated a cause of action and, if sustained by the
evidence, would entitle the plaintiffs to the injunction sought for.
The case was accordingly remanded to the district court for trial on
the merits.

The trial of this case on the merits was held during January, 1922,
and resulted in a decision upholding the Federal reserve bank's
position in every important respect. The district court held that the
reserve bank was entitled under the law to employ any proper means
or agency to collect at par checks drawn on banks which refused
to pay without deduction for exchange charges, and that the
evidence failed to show that it had acted illegally or oppressively in
its check-collection methods. The court, therefore, denied an
injunction on all the points requested by the plaintiffs, except that
it enjoined the Federal reserve bank from publishing in its upar list"
the names of the plaintiff' banks without their consent, on the ground
that the inclusion of their names in the "par list" might be held to
indicate that such banks agreed to remit at par. The court saw no
objection, however, to including in the "par list" the name of any
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town or city with a representation that the Federal reserve bank
would undertake to collect at par checks drawn on any bank in such
town or city.

Plaintiffs appealed from this decision to the United States Circuit
Court of Appeals for the Fifth Circuit, which rendered a decision on
November 2, 1922, affirming the decision of the district court in all
respects.

It is anticipated that plaintiffs will appeal in turn to the Supreme
Court of the United States, and of course it is highly desirable that
this question be finally adjudicated in the court of last resort.

Richmond par clearance case.—As noted in the board's annual report
for 1921, a number of States have enacted laws designed to obstruct
the par collection of checks by Federal reserve banks. Such a statute,
enacted on February 5,1921, by the Legislature of North Carolina, has
been declared unconstitutional by the Supreme Court of that State.
That act in substance authorized an exchange charge not exceed-
ing one-eighth of 1 per cent for remittances and gave North Carolina
State banks the option of paying checks drawn on them in exchange
drafts on their reserve deposits, whenever such checks were presented
for payment by or through any Federal reserve bank, post office, or
express company. Relying upon this statute, a number of State
banks and trust companies brought suit against the Federal Reserve
Bank of Richmond in the superior court of Union County, N. C, to
enjoin the reserve bank from refusing to accept drafts drawn by
plaintiff banks on their reserve deposits in payment of checks pre-
sented for collection and from returning such checks to the drawers
as dishonored when plaintiffs refused to pay same in cash. At the
instance of the reserve bank this suit was removed to the United
States District Court, but was in turn remanded to the State court,
because the jurisdictional amount of $3,000 was not involved. The
superior court granted the injunction as prayed for; but on appeal
to the Supreme Court of North Carolina that decision was reversed,
the injunction was dissolved, and the statute involved was held to be
unconstitutional on the ground that it was in conflict with a valid
Federal statute.

The decision of the Supreme Court of North Carolina was rendered
on May 24, 1922. Subsequently, plaintiff banks applied for and
were granted a rehearing, but on December 13, 1922, the petition for
rehearing was dismissed in a memorandum decision which did not
modify or supplement the court's former opinion. No appeal can be
taken from this decision except by writ of certiorari to the Supreme
Court of the United States, but it is understood that the plaintiff
banks will apply for such a writ.

Cleveland par clearance case.—On July 15, 1921, the Farmers &
Merchants Bank of Catlettsburg, Ky., brought suit in the State court
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against the Federal Reserve Bank of Cleveland to enjoin it from
collecting checks drawn on plaintiff by presentation at the counter.
The Boyd County circuit court, in which the suit was brought, issued
a temporary injunction restraining the reserve bank from using any
method of check collection against plaintiff except the usual method
of collection through the mails. The case was then removed to the
United States District Court for the Eastern District of Kentucky,
which, on October 14, 1922, granted a preliminary injunction restrain-
ing the defendant bank and its collecting agent in Catlettsburg from
continuing to make collections of checks drawn on the plaintiff
through presentation by such agent over the counter and restraining
the reserve bank from advertising that it would collect checks drawn
on plaintiff free of charge and from doing anything else for the pur-
pose of forcing the plaintiff to remit at par. The case was not tried
on its merits, however, but was presented largely on affidavits filed
in support of the motion for a preliminary injunction, and no oppor-
tunity was given for cross-examination of the witnesses. It is
anticipated that the trial on the merits will soon take place.

San Francisco par clearance case.—The San Francisco par clearance
case involved a suit brought on September 29, 1921, in the United
States District Court for the District of Oregon by the Brookings
State Bank of Brookings, Oreg., to enjoin the Federal Reserve Bank
of San Francisco from collecting checks drawn on plaintiff except
through the usual course of collection through the mails. Plaintiff
bank had refused to remit at par for checks drawn on it and sent to
it by the reserve bank for collection, and the reserve bank had main-
tained an agent at Brookings for a period of about a year to collect
checks over the counter of the plaintiff bank. This agent wTas with-
drawn before the hearing of the suit, and it then became the reserve
bank's practice to send checks drawn on the plaintiff bank to it
indorsed "Pay to Brookings State Bank for collection only and remit-
tance in full without deduction for exchange or collection charges."
Plaintiff returned these checks unpaid and unprotested, and the
reserve bank then returned them to the forwarding banks, advising
the latter that plaintiff bank had refused to pay and had not pro-
tested and that the}7 must look to the plaintiff bank for their
protection.

In its decision, which was rendered June 26, 1922, the court inti-
mated that the reserve bank was acting within its authority in main-
taining an agent at Brookings for making counter collection of checks,
but treated this as an academic question, because the agent had
been withdrawn. The court did not grant the injunction, therefore,
in the terms requested, but merely enjoined the defendant bank from
sending advice as above described to its correspondent banks that
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they must look to the plaintiff for their protection, holding that
defendant had no right to hold the plaintiff responsible for not having
its own paper protested for nonpayment.

A different and somewhat novel proceeding has grown out of this
San Francisco par clearance case. In November, 1922, the Brook-
ings State Bank brought an action against the Federal Reserve Bank
of San Francisco for damages to compensate plaintiff bank for its
loss occasioned by the methods pursued by the reserve bank in making
collections of checks drawn on plaintiff. This case has not yet been
tried.

It is thus seen that, while the par clearance controversy is not
settled, material progress has been made in the past year in bringing
to a head the various issues involved, and it may be reasonably
anticipated that the projected appeals to the Supreme Court of the
United States will, during the next year, determine the right of the
Federal reserve banks to collect all checks at par.

The full text of the opinions rendered during the year 1922 in the
cases discussed above will be found on pages 258-274.

TRUST POWERS OF NATIONAL BANKS.

The right of national banks to exercise trust powers granted pur-
suant, to the provisions of section ll(k) of the Federal reserve act
has been the subject of litigation in two States, Rhode Island and
Pennsylvania, during the year 1922.

The Aquidneck National Bank of Newport, R. I., in 1915 received
permission from the board to exercise the fiduciary powers then per-
mitted under section 11 (k) of the Federal reserve act, to wit, trustee,
executor, administrator,- and registrar of stocks and bonds. Subse-
quently this bank was appointed executor, and in order to qualify
and carry out its duties as such it tendered to the general treasurer
of the State of Rhode Island the amount of bonds which the laws of
Rhode Island require of trust companies as security for the perform-
ance of their trust functions. This tender of securities was made pur-
suant to the requirement of section 11 (k), as amended by the act
of September 26, 1918, to the effect that whenever the laws of a
State require corporations acting in a fiduciary capacity to deposit
securities with the State authorities for the protection of private or
court trusts, national banks so acting shall be required to make
similar deposits. The general treasurer of Rhode Island refused to
accept the bonds so tendered on the ground that the State law did
not authorize him to receive such securities from national banks.
The Aquidneck National Bank then petitioned the Supreme Court of
Rhode Island for a writ of mandamus to compel the general treasurer
to accept such deposit of securities.

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

1922



34 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

In July, 1922, the Supreme Court of Rhode Island rendered a deci-
sion denying the petition, and basing its refusal to issue the writ of
mandamus on two general grounds: (1) That the exercise of fiduciary
powers by national banks in Rhode Island was in contravention of
State law; and (2) that there was no provision of State law empow-
ering the general treasurer of the State to receive such deposits from
national banks. In holding that the exercise of trust powers by
national banks in Rhode Island was in contravention of State law,
the court gave great weight to the fact that trust companies are the
only corporations in Rhode Island authorized to exercise trust powers,
and that the State law requires of trust companies, as security for
the performance of their duties, the pledge of their entire capital
stock in addition to the bonds required to be deposited with the State
treasurer, while national banks have no power to pledge their capital
stock. The court mentioned the definition of what shall be deemed
to be contravention of State law contained in section 11 (k) of the
Federal reserve act, as amended, but held that Congress had no power
to construe the State laws of Rhode Island. No appeal has been
taken from this decision, but it is understood that the right of na-
tional banks to exercise trust powers in Rhode Island will be more
directly tested in another proceeding.

The Corn Exchange National Bank of Philadelphia has also been
involved in litigation over its right to exercise trust powers in Penn-
sylvania. The orphans' court of Philadelphia refused to acknowledge
the capacity of that bank to act as guardian, because it had not been
approved as fiduciary under the rules of such court. The national
bank petitioned for such approval, but the orphans' court dismissed
the petition on the ground that the exercise of fiduciary powers by
a national bank in Pennsylvania was in contravention of the State law.
It based this decision upon a former decision rendered in 1921 in the
matter of the National Bank of Germantown, in which the same court
gave three reasons for holding that the exercise of fiduciary powers
by national banks in Pennsylvania was in contravention of State law:
(1) Under section 11 (k) of the Federal reserve act, as amended, na-
tional banks may deposit uninvested trust funds in their commercial
departments upon depositing approved securities in their trust de-
partments, while the laws of Pennsylvania require all trust funds to
be kept separate and apart from the assets of the trustee corporation,
and the State banking department has by regulation required all
trust funds to be deposited in a separate institution; (2) section ll(k)
permits the examination by State examiners of the trust departments
only, and not of the commercial departments of national banks exer-
cising trust powers; and (3) in the case of the insolvency of a national
bank exercising trust powers the Federal law provides that a receiver
appointed by and under the control of the Comptroller of the Currency
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shall take possession of and administer all the assets and affairs of
such national banks, thus removing such assets from the jurisdiction
of the State courts.

The Corn Exchange National Bank appealed from these adjudi-
cations of the orphans7 court, and on November 23, 1922, the superior
court of Philadelphia County reversed the orphans' court and upheld
in all respects the right of national banks in Pennsylvania to exercise
trust powers. The court laid great stress upon the fact that Con-
gress had expressly defined the meaning of the term "in contraven-
tion of State or local law" as used in section ll(k), and held that
this definition was controlling upon State courts. The court, there-
fore, found that none of the alleged conflicts between State and
Federal law which were relied upon by the orphans' court in denying
to the Corn Exchange National Bank the right to act as guardian
constituted a contravention of State law within the meaning of sec-
tion ll(k) of the Federal reserve act, and that, consequently, the
Corn Exchange National Bank must be upheld in its contentions.

On December 28, 1922, the Commonwealth of Pennsylvania;
through its attorney general, petitioned the superior court for leave
to intervene in this proceeding, which was granted. The Common-
wealth then petitioned the Supreme Court of Pennsylvania for leave
to appeal from the decision of the superior court, which petition also
was granted. The supreme court heard arguments on this appeal on
January 15, 1923.

The full text of the decisions of the Supreme Court of Rhode
Island and the superior court of Philadelphia County will be found
on pages 274 and 277.

Permits to exercise fiduciary powers.—During the past year, the
board has approved 161 original and 16 supplemental applications
by national banks for permission to exercise fiduciary powers under
the provisions of section ll(k) of the Federal reserve act. The total
number of banks holding permits to exercise trust powers on Decem-
ber 31, 1922, was 1,547, a list of which, with the powers granted, is
published on pages 214-228.

CLAYTOX ANTITRUST ACT.

Since the issue of its last report the board has received and con-
sidered 156 applications presented to it under the so-called Kern
amendment to section 8 of the Clayton Antitrust Act, relating to
interlocking bank directorates.

In its last annual report, pages 87 to 89, the board pointed out
certain difficulties in the administration of the Kern amendment to
the Clayton Act and certain illogical and inequitable situations
created by the unscientific modus operandi of that provision, and
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recommended the enactment of an amendment to remedy the situa-
tion. As pointed out in that report, a bill to effect this purpose was
introduced in the House of Representatives on April 21, 1921, and
was referred to the Committee on Banking and Currency. No action
has yet been taken regarding that bill, however, and the board
desires to take this opportunity to renew its recommendation that
the proposed amendment to the Clayton Act be enacted, for the
reasons set forth in its last annual report.

AMENDMENTS TO THE FEDERAL RESERVE ACT.

During the year 1922 the Federal reserve act has been amended
by two acts, one approved June 3 and the other July 1.

The act of June 3, 1922, amended section 10 of the Federal reserve
act in several respects. It increased the number of appointive
members of the Federal Reserve Board from five to six and provided
that in the selection of such members the President " shall have, due
regard to a fair representation of the financial, agricultural, indus-
trial, and commercial interests, and geographical divisions of the
country," whereas section 10 previously provided that in selecting
the appointive members of the board the President should have due
regard to a fair representation "of the different commercial, indus-
trial, and geographical divisions of the country." The amendment
also eliminated the requirement that at least two of the appointive
members should be persons experienced in banking or finance.

This amendment also added a paragraph to section 10 providing
in substance that no Federal reserve bank should thereafter erect
any building of any kind or character to cost in excess of $250,000
without the express consent of Congress, with a proviso that this
prohibition should not apply to any building then under construction.

Prior to the amendment of July 1, 1922, the tenth paragraph of
section 9 of the Federal reserve act had prohibited Federal reserve
banks from rediscounting for a State member bank any of the paper
of any one borrower who was liable to such bank for borrowed money
in an amount greater than 10 per cent of the lending bank's capital
and surplus, except that the discount of bills of exchange drawn
against actually existing values and of commercial or business paper
actually owned by the person negotiating the same were not con-
sidered as money borrowed within the meaning of that section. That
provision operated as an indirect restriction on the amount of credit
which might be extended to a single borrower, because a State mem-
ber bank would hesitate to lend in excess of the prescribed amount
to a borrower when to do so would render all of the paper of that
borrower held by such bank ineligible for rediscount. This resulted
in a discrimination against State member banks, because section 5200
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of the Revised Statutes, which restricts the amount of credit that
national banks may extend to any one borrower, not only makes the
exceptions which were provided for by section 9 of the Federal
reserve act, but in addition thereto provides that several other classes
of paper shall not be considered as borrowed money. The board
accordingly recommended a change in the law which would place
State member banks upon an equality with national banks in this
respect. The act approved July 1, 1922, accomplished this purpose
by amending section 9 so as to provide merely that no Federal reserve
bank shall discount for any State member bank the paper of any
borrower who is liable to such bank for borrowed money in an amount
greater than could be borrowed lawfully from such bank if it were a
national bank.

AMENDMENTS TO BOARD'S REGULATIONS.

During the year 1922 the board made two amendments to its
regulations, one to Regulation A relating to rediscounts under section
13 of the Federal reserve act and one to Regulation B, relating to
open-market purchases by Federal reserve banks of bills of exchange,
trade acceptances, and bankers' acceptances under section 14 of the
Federal reserve act.

The amendment to Regulation A was issued under date of March
29 and made no substantial change in the previous regulation except
in that part which dealt with bankers' acceptances growing out of
the importation or exportation of goods. That part of the regula-
tion was simplified by the elimination of certain detailed provisions
with reference to security and the character of evidence to be fur-
nished to show that the acceptances arose out of bona fide transactions
involving the importation or exportation of goods.

The board was led to make this amendment to its regulations by
the belief that conditions affecting foreign trade had changed mate-
rially since the issuance of its former regulations and that the former
detailed regulations were no longer necessary. Moreover, it was
believed that the general advancement of foreign trade, with the
resulting benefit to the agricultural and commercial interests, could
be furthered most effectually at that time by the substitution of
simpler regulations applicable to acceptances in export and import
transactions.

In so amending its regulation, however, the board made it clear
that its action was not intended to imply any change of view as to the
meaning or proper construction of the law or as to the broad prin-
ciples which should govern the exercise of the acceptance privilege,
and that its action was intended merely to aEUow a greater latitude to
Federal reserve banks for the exercise of their discretion and judg-
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ment within the bonds of the express and implied limitations of the
law.

The amendment to the board's Regulation B was issued under
date of December 19, and its sole purpose was to permit Federal
reserve banks, until further notice, to purchase in the open market,
with or without the indorsement of member banks, bankers' accept-
ances with maturities not in excess of six months which are drawn
by growers, or by cooperative marketing associations composed
exclusively of growers, of nonperishable, readily marketable, staple
agricultural products, to finance the orderly marketing of such prod-
ucts grown by such growers and secured at the time of acceptance by
warehouse, terminal, or other similar receipts issued by parties inde-
pendent of the borrowers and conveying security title to such
products.

The board was moved to take this action by a desire to provide
more ample facilities for financing the orderly marketing of staple
agricultural products, especially by cooperative marketing associa-
tions. This was in accordance with the principle previously recog-
nized by the board that the carrying of agricultural products for such
periods as are reasonably necessary in order to assist the orderly mar-
keting thereof is a proper step in the process of distribution. There
is a material distinction, however, between carrying agricultural prod-
ucts for such periods as are reasonably necessary to effect orderly
marketing and a mere speculative withholding from the market in
the hope ultimately of obtaining a higher price. In issuing this
amendment to its regulations, therefore, the board pointed out that
before purchasing such acceptances Federal reserve banks should
assure themselves that the agricultural products underlying the trans-
action were not being held for speculation, but were being marketed
in an orderly manner or stored as a part of the process of orderly mar-
keting. The board pointed out, further, that care should also be
exercised by Federal reserve banks in purchasing acceptances of long
maturities, in order that the liquidity of the aggregate investments
held by them should not be affected.

The text of the board's amended regulations and the letters of
transmittal explaining the purpose and effect of the amendments are
published on pages 249-254.

FEDERAL ADVISORY COUNCIL.

The four statutory meetings of the Federal Advisory Council during
1922 were held in Washington beginning on the following dates:
January 13, April 27, September 25, and November 20. The recom-
mendations made to the board aby the council are printed on pages
407-413.
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CONFERENCES HELD BY THE BOARD,

As customary, the Federal Reserve Board conferred with the Fed-
eral Advisory Council on the occasion of each of its meetings during
the year.

On May 2 the governors of the Federal reserve banks met with the
board in Washington, and on October 10 a joint conference was held
with both the governors of the Federal reserve banks and the 12
Federal reserve agents. General programs relating to the operations
of the Federal Reserve System were submitted to and discussed at
these conferences.

ORGANIZATION, STAFF, AND EXPENDITURES.

During the year 1922 there have been several changes in the organ-
ization and staff of the Federal Reserve Board. The term of office
of Hon. W. P. G. Harding, governor of the board, expired on August 9.
No appointment to fill the vacancy had been made at the close of
the year.

By the terms of an amendment to section 10 of the Federal reserve
act, approved June 3, 1922, the number of appointive members of
the Federal Reserve Board was increased from five to six. The
appointment of the additional member had not been made at the
end of the year.

In May, 1922, the division of analysis and research was transferred
from New York City to Washington, D. C. On September 15, 1922,
Mr. Walter W. Stewart was appointed director of the division, to
succeed Mr. H. Parker Willis, resigned.

Mr. Walter S. Logan, general counsel of the board, resigned on
September 30, and Mr. Walter Wyatt, assistant counsel, was pro-
moted to the position of general counsel, effective October 1.

Mr. L. G. Copeland was appointed on August 22, 1922, to succeed
Mr. W. E. Buell as chief of the division of Federal reserve issue and
redemption.

The total cost of conducting the work of the board during the year
1922, including salaries of members and the cost of printing and cir-
culating the Federal Reserve Bulletin, was $729,745.11. Two assess-
ments were levied against the Federal reserve banks during the year
aggregating $722,544.61, or approximately 225 thousandths of 1 per
cent of their average paid-in capital and surplus for the year.

By direction of the Federal Reserve Board:
EDMUND PLATT,

Acting Governor.
The SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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WASHINGTON, February 15, 1924.
SIR: The year covered in this, the tenth annual report of the

Federal Reserve Board is of more than ordinary interest, since it
has afforded an opportunity for the Federal reserve system to function
under circumstances less influenced by conditions arising out of the
war than any previous year. In the absence of those major dis-
turbances which so profoundly affected business and credit conditions
during the war and early post-war readjustment, Federal reserve
credit policies, in response to prevailing economic conditions and
on the basis of earlier experience, have undergone a fuller develop-
ment. The volume, character, and occasion of rediscount operations
and open-market transactions of the Federal reserve banks, the extent
and influence of gold movements upon the credit and currency situ-
ation, rate policy, and the basic factors underlying general credit
policy—these and other related matters that will be of continuing
importance in the future have held an important place in the year
1923 in the functioning of the Federal reserve banks and in the
deliberations and decisions of its governing authorities.

The text of the report as herewith presented is devoted to a dis-
cussion of some of the broader aspects of the workings of the Federal
reserve system and the fundamentals of its operation and adminis-
tration as they may be viewed in the perspective of almost a decade
of experience. These are believed to be matters of such widespread
public interest as to make a fuller discussion of them than has been
attempted in any previous report of the Board a useful undertaking
at this time. In consequence many administrative matters which
have had the attention of the Board during the year 1923 are given
a subordinate place in the present report.

BANKING AND BUSINESS IN 1923.

Taking the year as a whole and regarding it in the perspective of
the after-war readjustment period, there is abundant evidence that,
so far as the United States is concerned, economic readjustment has
been proceeding at a rapid rate and is now nearing completion. The
economic balance as between various industries and sections of the
country is not yet fully restored, but during the past two years

l
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there has been rapid progress in the direction of a more stable equi-
librium and of a better alignment of prices between different com-
modity groups. In agriculture there has been a general improvement,
though in the wheat-growing and livestock industries the recovery
has been slow and incomplete. The year 1923 was characterized by
a large industrial output, practically full employment, a sustained
consumers' demand for goods, and a level of prices more stable than
in any year since 1915.

In the banking history of the year the outstanding events are the
large increase in the volume of credit and currency provided to meet
the demands of the country's business, the considerable inflow of
gold, and the continued use of a volume of reserve bank credit of
over a billion dollars that changed little between the opening and the
close of the year. In the support of the increased volume of produc-
tion and trade the member banks of the Federal reserve system be-
tween the spring of 1922, when the recovery of industry made itself
felt in a larger demand for credit, and the end of 1923 extended an
additional volume of credit of over $3,300,000,000. This represents
an increase of about 14 per cent for the period and brought the total
loans and investments of all member banks to a record level. That
the banks of the country were able to finance the credit requirements
of an enlarged volume of business and to meet an increase in the
demand for currency amounting to more than $500,000,000, without
giving rise to a demand for additional Federal reserve bank credit,
is explained by the fact that member banks met this demand by the
use of funds made available by the continued inflow of gold. This
gold has served as a substitute for reserve bank credit. Had there
been no gold imports, the growth of business and the increased demand
for currency would have resulted in a demand for Federal reserve
bank credit approximately equal to the half billion of gold imported
during the period.

The ability of the banking system during the past two years to
meet the considerable increase in the demand for credit and currency
without an increased use of reserve bank credit differs from the
experience during the war period and the years of active business
immediately following the war. During 1919 and 1920, for example,
the rapid increase in member bank credit was accompanied by a more
rapid rate of increase in Federal reserve bank credit. In 1922 and
1923, however, it was the additional gold received from abroad and
not additional use of reserve bank credit which enabled the member
banks to meet the increased credit and currency demand. The fact that
a volume of Federal reserve bank credit of about $1,200,000,000 has
been continuously in use during the past two years indicates that, while
the gold received from abroad has been sufficient to supply the re-
serve and currency needs of member banks, it has not been in such
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volume as to enable the member banks, after supplying the new de-
mands of their customers for credit and currency, to meet their total
requirements without continuing to borrow in considerable volume
from the Federal reserve banks. Federal reserve banks, therefore,
continued in the year 1923, as in other years, to be an important and
essential element in the country's credit structure.

Changes in the volume of member bank credit during the year,
more than in Federal reserve bank credit, have reflected the course
of business developments. Total loans of all member banks increased
by nearly $1,000,000,000 during the year. That the principal demand
for credit was for commercial, industrial, and agricultural purposes is
indicated by the rapid increase in the volume of loans of this char-
acter made by member banks in leading cities. The period of most
rapid increase in the demand for credit was the first quarter of the
year, when trade was active and the volume of production in basic
industries was greater than at any previous time. At the opening
of 1923 the upward movement of production, which had begun in
the middle of 1921, continued at a rapid rate and production in
basic industries reached the highest level on record; labor was fully
employed; and prices were rising. During the late spring and sum-
mer months, however, there was a recession in industrial activity,
though the distribution of merchandise was well maintained. The
slackening in productive activity arose more from the hesitancy of
business concerns in placing forward orders than from a lessened
demand on the part of ultimate consumers, and the price declines
which occurred during the period were chiefly in materials used in
industry rather than in consumers' goods. During the last quarter
of the year, while the volume of production was below the record
levels of the spring, trade continued active and prices showed a
degree of stability unusual in recent years.

FEDERAL RESERVE DISCOUNT POLICY.

These banking and business developments constituted the circum-
stances in which the Federal reserve system functioned during 1923
and with reference to which Federal reserve credit policy was formu-
lated. In carrying out this policy the system has not relied upon
changes in discount rates as the only means of influencing the general
credit situation. The open-market transactions of Federal reserve
banks during 1923, which are later considered in some detail, as well
as their discount policy, have reflected Federal reserve credit policy.
Furthermore, the experience of several of the reserve banks is demon-
strating that changes in discount rates need not be in all circumstances
the main reliance or in any situation the exclusive reliance in making
the credit policy of the reserve banks effective. By maintaining con-
stant, close, and direct contact with the loan policies and operations
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of its member banks, through examination or otherwise, a reserve
bank can do much by other means than changes in discount rates
to establish an effective supervision and control of the credit released
by it to its member banks.

Discount policy in 192S.—Discount rates in 1923 underwent fewer
changes than in any other year in the history of the system. The
only changes in discount rates were at the Federal reserve banks of
Boston, New York, and San Francisco, where near the end of Feb-
ruary rates were advanced from 4 per cent to 4£ per cent, bringing
the rates at these banks to the level prevailing at all other reserve
banks.

These advances gained significance from the fact that they were
the first rate advances in more than two years. At the time there
had been a considerable increase on a national scale in the demand
for credit and the existing inequality between discount rates in
various districts tended to attract an undue proportion of borrowing
to the centers with low rates. The effect of the rate advances of
the three banks was to bring about a better regional distribution of
credit and to test the character and soundness of the credit demand
by having the obligations of borrowers passed upon by banks in their
own locality.

The attitude of the Federal reserve system, as expressed in these
rate changes, was not immediately reflected in any change of the
volume of bank credit in use. This, however, is not to be taken as
indicating that the advances of rates, slight as they appeared, were
without consequence. The influence of the change of discount rates
by the reserve banks can not be measured by any immediate effect
that they might be expected to have on the total volume of borrow-
ing at member banks. The credit process which finally gives rise to
a granting of credit by a member bank has its beginning in the
business plans and decisions of the bank's customers. The move-
ment in the volume of credit at any given time, and particularly in
times of business expansion, has a momentum which can not be
immediately checked, and while the expansion is actively going on
the movement tends to gain momentum at an increasing rate. The
volume of banking credit in use and outstanding, as recorded in the
statements of the banks, is the outcome of commercial plans and
commitments which may antedate by many months the extension of
credit by the banks. Business transactions which are already
under way will ordinarily be carried through to completion, quite
irrespective of changes that have supervened in credit conditions
and money rates. The rise in discount rates is not intended to
interrupt or interfere with antecedent commitments that are in
process of completion but rather to induce a more prudent attitude
on the part of borrowers with regard to new commitments. I t
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requires, therefore, some time for a rate change to show its effects
in the altered lending operations of the banks.

In the months immediately following the rate advances made in
February, 1923, the volume of credit, especially the borrowings for
commercial and industrial purposes, continued to increase at a rapid
rate. Prices, particularly of those commodities which had been
advancing rapidly for about a year, ceased their rise in May, chiefly
because the increased volume of production which the rise in prices
had stimulated was reaching the market and taking effect in supplies
of goods available for consumption. While consumers7 demand
was maintained and the volume of trade continued large throughout
the year, there was some recession in industrial activity in the second
lialf of the year and a decline in the price level from the peak reached
in May to approximately the level of the corresponding months of
the previous year.

The rise of prices during the early months of 1923, which in com-
parison with the price movements experienced under more settled
•business conditions of the years before the war was proceeding at
a relatively rapid rate, led to expressions of concern that the country
might once more be entering upon a period of credit expansion and
gave rise in certain quarters to a demand for further discount rate
advances. The judgment of the Board, however, was that the
increasing volume of credit was justifying itself in the continued
increase in the volume of production and consumption; the fact
that there was little indication of speculative activity was regarded as
sufficient evidence that credit was not being put to uneconomic uses.

In commenting on the business and credit situation at the time,
the Board said in its Review of the Month for March that "the
economic use of credit is to facilitate the production and orderly
marketing of goods and not to finance the speculative holcjing of
•excessive stocks of materials and merchandise. So far as the available
indications go, the increased demand for credit during recent months
appears to have arisen from the larger financial requirements of
current production and trade and not from speculation in inventories.
When production reaches the limits imposed by the available supplies
of labor, plant capacity, and transportation facilities—in fact, when-
ever the productive energies and resources of the country are em-
ployed at full capacity—output can not be enlarged by an increased
use of credit and by further increases in prices." The view of the
Board at the time that the upward movement of prices was not due
to an unwarranted expansion of credit, as tested by the volume of
trade and industry, was confirmed by the subsequent course of
economic events.

During the closing months of 1923 prices became more stable, the
reduced volume of production became better adjusted to the current
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demand, and the volume of commercial and agricultural borrowings
after reaching a peak during the crop-moving period, declined slightly.
All of these developments indicated that the year 1923 by comparison
with previous years attained a considerable degree of economic
stability. The outcome for the year shows that the banks of the
country through the extension of credit supported the industrial and
trade recovery that was under way and that the Federal reserve
banks through their discount policy performed the function laid
down in the act of "accommodating commerce and business/7

Relation of discount rates to market rates.—The experience of the
last year throws light upon the important and much discussed but
as yet little understood problem of the basis of Federal reserve dis-
count policy and rates.

Discussions have usually addressed themselves to the question of
relationship that should exist and be maintained between Federal
reserve bank rates and the rates in the open market and between
Federal reserve bank rates and prevailing rates charged by member
banks to their customers for current commercial accommodation.
The view most widely held in financial and banking circles is that the
Federal reserve bank rate should move in sympathy with general
money rates, rising as they rise and falling as they decline. A further
development of this theory, based upon the leadership which it is
felt the Federal reserve banks should assume in the money market,
asserts that when money conditions are tightening the Federal
reserve bank rates should lead the rise of money rates. A still
further and more extreme view holds that Federal reserve bank rates
normally should be above the level of member bank rates. A com-
parison of money rates in the New York market during the year 192&
with the discount rate maintained by the Federal Reserve Bank of
New York is presented in the following table:

Federal
reserve

discount
rate.

1923.
January
February
March
April
May
June
July
August
September
October
November
December

4.00
4.00
4.50
4.50
4.50
4.50
4.30
4.50
4.50
4. 50
4.50
4.50

Prime
bankers'
accept-

ances, 90
days.

4.00
4.00
4.00
4.125
4.125
4.125
4.125
4.125
4.125
4.125
4. 125
4.125

I Prime
Treasury j commercial'

certificates.! paper, 60
! to 90 days

3.66
3.65
4.12
4.13
3.95
3.84
3.91
3.86
4.01
4.22
3.94
3.88

4.63
4.63
4.98
5.13
5.1'J
4.91
4.94
5.02
5.125,
5.125
5.10
4.88

It appears that the Federal reserve bank discount rate of 4^ per
cent was in excess of the rate on bankers' acceptances and Treasury
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certificates of short maturity throughout the year and below the
commercial paper rate.

The relation in 1923 between Federal reserve bank rates and rates
charged by member banks in the different districts to their customers
is indicated by a comparison of the practically uniform rate through-
out the year at all the Federal reserve banks and the rates paid by
customers to member banks on paper rediscounted with the Federal
reserve banks. This comparison is presented in the following table:

Boston
New York. . .
Philadelphia.
Cleveland

4.42
4.42
4.50
4.50

Richmond I 4.50
Atlanta \ 4. 50
Chicago I 4. 50
St. Louis ! ' '"4.50

4.50
4.50
4.50

San Francisco ! 4. 44

Minneapolis..
Kansas City.
Dallas.

Average for all districts 4.47

5.07
5.22
5.31
5.58
6.09
6.25
5.62

. 5. 59
7.93
7.15
8.41
5.84

5.48

The table brings out the fact that the margin between the Federal
reserve bank rate and member bank rates varies considerably from
district to district, and that in general the spread is narrowest in
those districts where the financial centers are located. The differ-
ences in the margin reflect in part the differences in the costs and
risks of member bank lending in various sections of the country.
These differences between districts also represent the wider margin
between the Federal reserve bank rate and member bank rates
in smaller cities as compared with the larger centers. With the
Federal reserve bank rate at 4J per cent, the rates charged to cus-
tomers in December, 1923, were 5.44 per cent for cities of 100,000
population and over, 6.34 per cent for cities from 15,000 to 100,000,
and 7.54 per cent for cities of less than 15,000. The diversity in
member bank rates, whether considered by Federal reserve districts
or by size of cities is, therefore, apparent. It follows that the Fed-
eral Reserve Board, in approving the maintenance by all Federal
reserve banks of rates at a uniform level practically throughout the
year, was guided by no mechanical rule as to the necessity of main-
taining a fixed and invariable relationship between reserve bank
rates and member bank customer rates. Indeed, the observations
of the Federal Reserve Board and the experience of the Federal
reserve banks make it certain that the Federal reserve banks and
the Federal Reserve Board can not adequately discharge their
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function of " fixing rates with a view of accommodating commerec
and business'7 by the simple expedient of any fixed rule or mechani-
cal principle.

New York and London money markets.—Reference has already
been made to the principle not infrequently advocated that the dis-
count rates of the Federal reserve banks must be higher than cur-
rent rates for commercial accommodation in order to be "effective"
rates. This view appears to be based on a loose analogy with the
London market and with the traditional policy of the Bank of
England. "Bank rate" in the London market is the official mini-
mum rate at which the Bank of England stands ready to extend
credit on paper of certain well-defined character. This rate is
normally above the rate at which this class of paper is bought and
sold in the London money market. It is not, however, above
the rate charged by the London joint-stock banks on loans to their
customers, in the form usual for borrowings in England for ordinary
commercial and industrial use, that is to say, in the form of "over-
drafts" and "advances."

A comparison of the rate structure of the New York market with
that of the London market brings out that in the New York market
the official discount rate of the Federal reserve bank is also above
the open-market rate on that class of paper, to wit, bankers' accept-
ances, most nearly comparable to the bills which are the principal
type of paper in the London market. A comparison further shows
that in London, as in New York, the bulk of the loans made by
commercial banks to their customers are at rates higher than bank
rate in London or the Federal reserve discount rate in New York.

English banking practice does not, therefore, establish the inference
that Federal reserve bank discount rates in order to be effective must
be penalty rates—that is, be higher than the rates charged by
member banks on customer loans. Little in the way of good would
result from any attempt to adopt or set this up as the regulative
principle in the adjustment of reserve bank rates.

There is an important difference between the relationship sus-
tained by member banks to their Federal reserve banks and by
London joint-stock banks to the Bank of England. When member
banks lend money to their customers they obtain from them promis*
sory notes which are eligible for rediscount with the Federal reserve
bank. The London joint-stock banks, on the other hand, make
most of their loans to customers in the form of overdrafts or advances
which do not result in negotiable instruments and therefore can not
be converted into balances at the Bank of England. The tempta-
tion which is present under the American banking system to redis-
count customer paper and relend the proceeds because of the profit
arising from such rediscount, when the Federal reserve bank rate is
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sufficiently below the customer rate to make such a transaction
profitable, is not present under the English system.

That this difference in the respective banking situations of the two
countries is a fact to be reckoned with in the application of the dis-
count policy of the Federal reserve banks is certain, but the methods
by which it will most appropriately be reckoned with, experience
is already making it clear, are not to be found principally, if at all,
in the establishment and maintenance of reserve bank rates at
punitive levels. The outlook for Federal reserve credit regulation
would indeed be unpromising, in view of the great disparity of cus-
tomer rates at member banks in different sections of the country,
if the reserve banks had no other means than discount rates by which
to regulate the volume of their credit used, and if this discount rate
could exert no effective influence unless it were a penalty rate.

The experience of the Federal reserve banks under normal con-
ditions of operation has as yet been too brief to make it possible to
speak comprehensively and definitely concerning the proper relation
of Federal reserve bank discount rates and member bank customer
rates. This is particularly true because of the variety of economic
and financial conditions in the United States, partially expressed,
as has just been pointed out, in the lack of uniformity of interest
rates in the different sections of the country. It will take much
further and fuller experience under more normal conditions to enable
each Federal reserve bank operating in the particular circumstances
of its district to work out the most practicable method of relating
its rates to competitively determined member bank rates within its
field of operation. The regional organization of the Federal reserve
system was recognition of the fact that Federal reserve discount rates
need not at all times and in all circumstances be uniform in the
several districts, and experience appears to confirm the conclusion
that no single and uniform method of adjusting discount rates will be
found equally workable and equally satisfactory in all the districts.

While it is not, therefore, possible to speak dogmatically on the sub-
ject of Federal reserve rates and the basis on which they will best and
most usefully be adjusted in fulfilling the purpose of the Federal
reserve act, to wit, that of fixing rates "with a view of accommodat-
ing commerce and industry/7 it is possible to point to certain con-
siderations derived from the experience of the Federal reserve banks
which have an important if not a decisive bearing upon the problem
of regulating the flow and use of Federal reserve bank credit by means
of the discount rate. Broadly stated, an effective Federal reserve
discount rate will be one that gives effective support to a Federal re-
serve bank's credit and discount policy. The objective in Federal
reserve discount policy is the constant exercise of a steadying influ-
ence on credit conditions.
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The Federal reserve banks are the country's supplementary reser-
voir of credit and currency, the source to which the member banks
turn when the demands of the business community have outrun their
own unaided resources. The Federal reserve supplies the needed
additions to credit in times of business expansion and takes up the
slack in times of business recession. It is its responsibility to regu-
late the flow of new and additional credit from its reservoirs in accord-
ance with solid indications of the economic needs of trade and industry.
When production, trade, and employment are in good volume and the
credit resources of the commercial banks of the countay are approxi-
mately all employed and there are signs neither of speculative business
expansion nor of business reaction, Federal reserve bank rates should
be neither so low as to invite the use of credit for speculative purposes
nor so high as to discourage its use for meeting legitimate productive
needs of the business community. It seems clear that if business is
undergoing a rapid expansion and is in danger of developing an un-
healthy or speculative boom, it should not be assisted by too easy
credit conditions. In such circumstances the creation of additional
credit by rediscounting at Federal reserve banks should be discour-
aged by increasing the cost of that credit—that is, by raising the dis-
count rate. It seems equally obvious that if industry and trade are
in process of recovery after a period of reaction, they should be given
the support and encouragement of cheaper credit by the prompt estab-
lishment at the Federal reserve banks of rates that will invite the use
of Federal reserve credit to facilitate business recovery. The reason
for variable Federal reserve discount rates is the necessity of adjust-
ing rates to these changes in business and credit conditions.

The experience of the Federal reserve banks, notwithstanding that
the brief period of their active operation on a considerable scale has
been one of disturbed economic and financial conditions, is demon-
strating that there is a sufficiently close connection between changes
in Federal reserve bank rates and changes in rates charged their
customers by member banks on a sufficiently large volume of cus-
tomer borrowings to make Federal reserve rates an important and
at times a leading influence in money centers. In that sense the
Federal reserve bank rate may be said to be effective. Its effective-
ness and the range of its influence have been promoted in no incon-
siderable degree in recent years by the increasing fluidity of the
American credit system—that is, by the ease with which credit flows
between the larger financial centers and the interior of the country.

Member bank customer rates have shown a tendency to move with
changes in Federal reserve bank rates. This is particularly notice-
able in the larger financial centers of the country, for reasons that need
not be detailed, and when after a considerable period of stable rates
the Federal reserve bank rate is advanced. This is not merely
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or principally because of the addition made to the cost of credit, but
because an advance of rates when properly timed is taken by the
business community as an indication of the attitude of the Federal
reserve system toward the credit situation—the relation of the
volume of the country's credit to the volume of its production and
trade. It is for this reason that the leadership of the Federal reserve
banks when rates are advancing appears from experience to be more
promptly recognized than when rates are declining.

OPEN-MARKET POLICY AND OPERATIONS.

The credit policy of the Federal reserve system in 1923 was ex-
pressed not in its discount policy alone, but also in the open-market
operations of the Federal reserve banks. The year has witnessed a
considerable development in the scope, purpose, and method of
these open-market operations. The results of the year have demon-
strated that open-market operations, when wisely timed and well
conceived, are, in a larger measure than has hitherto been generally
appreciated, capable of giving effective support to the discount policy
of Federal reserve banks without an accompanying change of rates.
This new chapter of experience is of sufficient consequence in its bearing
upon the development of the Federal reserve system co merit extended
notice.

Discount and open-market operations.—Two broadly distinguishable
classes of credit operations, that is to say, ways of making "discounts,
advancements, and-accommodations," are recognized and authorized
by the Federal reserve act. There are, first, the so-called rediscount
operations, and, second, the so-called open-market operations, these
being the terms used by the Federal reserve act to distinguish the
two major classes of Federal reserve bank operations. The provi-
sions of the law governing rediscount operations are found in section
13 of the Federal reserve act and those governing open-market oper-
ations in section 14.

An "open-market" operation consists in the purchase or sale in
the general or open market by a reserve bank of such classes of in-
vestments as it is authorized by the act to buy and sell. The classes
of investments specified by the act as appropriate for purchase and
sale by the Federal reserve banks in the open market are cable trans-
fers, bankers' acceptances, bills of exchange, securities of the United
States Government, and certain types of obligations of minor political
subdivisions. In making purchases and sales of these classes of se-
curities the Federal reserve banks may deal directly with the public,
for the act provides that they may purchase and sell "at home or
abroad, either from or to domestic or foreign banks, firms, corpora-
tions, or individuals."
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By a rediscount operation, on the other hand, is meant the redis-
count by a member bank with a reserve bank of the paper of it&
customers, when that paper conforms to the ^eligibility'7 tests set
up by the reserve act. There is no open market for customer
paper or so-called line of credits loans—no market, at least, in the
sense in which the term market may be applied to such two-name
paper as trade bills, bankers' acceptances, etc. An important pur-
pose of the Federal reserve act was to improve the status of customer
paper of eligible character, or, as the Federal reserve act states in its
title, "to afford means of rediscounting commercial paper."

There can be no doubt that the Federal reserve act looked forward
to the development in the United States in the course of time of an
open market of considerable extent for dealings in short-term
bills of the kinds described in section 14 of the act, and it
was expected and desired that operations in the open market should
be engaged in by the Federal reserve banks from time to time much
after the manner of the central banks of leading foreign countries by
the purchase or sale of securities for the purpose of exerting an in-
fluence on the state and course of credit.

A review of the history of the open-market transactions of the Fed-
eral reserve system shows that during the first three years of their
operation the volume of open-market securities held by the reserve
banks was larger than the volume of their discounts for member
banks. Easy money conditions during this period, the large influx of
gold, and the strong reserve position of the member banks made it
possible for them to finance the great growth that was then taking
place in the volume of the country's business without borrowing from
the Federal reserve banks. The reserve banks entered the open
market at this time partly to secure earnings from the investments
from which their operating expenses could be defrayed, but largely
also for the purpose of building up a broader discount market in the
United States by encouraging the use of bankers' acceptances and
by freely dealing in them.

After the entry of the United States into the World War the in-
creased demand for credit for Government financing resulted in a
rapid increase in borrowing by member banks at the reserve banks.
From that time until the end of 1921, when the liquidation following
the crisis of 1920 had pretty well completed its course, the volume of
paper held by the Federal reserve banks as discounts was much
larger than the holdings of open-market investments. The volume
of such investments was at times considerable during this period,
but, taking the period as a whole, the holdings of open-market invest-
ments during the five years from the time of our entry into the war
until the spring of 1922 constituted a relatively small proportion of
the total earning assets of the Federal reserve banks.
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Open-market operations in 1922 and 1923.—During the years 1922
and 1923 the open-market transactions of Federal reserve banks
entered upon a new phase. Not only were these transactions at
times large in their absolute volume as well as in their volume relative
to the rediscount operations of the banks, but they also showed
between the beginning and the end of the period great fluctuations,
both absolutely and relatively. Moreover, during these two years,
in contrast to the earlier period, open-market transactions of the
Federal reserve banks were principally in Government securitiese
Following the general liquidation in 1921 there was a rapid and con-
tinued repayment of borrowings by member banks. The volume of
paper held under discount by the Federal reserve banks reached a low
level during the first part of the year 1922. Some of the reserve
banks, in order to assure themselves of sufficient earnings to meet their
expenses and their dividend requirements, began to purchase con-
siderable amounts of short-term Treasury securities. By mid-year
the volume of such securities held by the reserve banks reached
nearly $600,000,000. The course of these operations, entered upon
independently by each of the twelve banks, made evident the need
for a better coordination of the open-market operations of the several
banks, and in 1922 led to the creation of a committee of officers of
the reserve banks for the purpose of coordinating reserve bank
dealings in Government securities, so as to prevent possible conflict
between their own transactions and those which as fiscal agents of
the Government they were conducting for the Treasury. Moreover,
and eventually destined to be far more important, the character and
scale of the open-market operations engaged in by the Federal
reserve banks during the year 1922 and the early part of 1923 showed
the need of bringing these operations more definitely into line with
the general credit policy of the system.

The part that open-market operations may play in general credit
policy is influenced by the fact that changes in the volume of securi-
ties held by the reserve banks have an effect on the volume of their
discounts for member banks. The purchase of securities in the open
market by a Federal reserve bank places funds in the hands of mem-
ber banks which these banks may use in the repayment of borrowings
from the reserve banks; the sale of securities, on the other hand, by
withdrawing funds from the market may lead to additional borrowing
from the reserve banks. The difference between discount operations
and open-market operations is that the initiative in rediscounting
lies with the member banks, while in the purchase and sale of secu-
rities the initiative may be taken by the reserve banks. The extent
to which member banks borrow in order to replace the funds with-
drawn by the reserve banks through the sale of securities is a measure

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

1923



14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

of the demand for reserve bank credit. The sale of securities by a
reserve bank may thus serve as a test of the degree of adjustment be-
tween the demand for reserve bank credit and the outstanding volume
of such credit.

The changes in the volume of open-market holdings and of dis-
counts during 1922 and 1923 and the extent to which these changes
offset each other in the total volume of earning assets are shown in
the chart. The volume of open-market holdings with which the
Federal reserve banks entered the year 1923 amounted to $712,000,000,
made up as follows: Government securities, $457,000,000; accept-
ances, $255,000,000. At that time the discounts of the Federal re-
serve system amounted to $628,000,000. The earning assets of the 12

MILLIONS OF DOLLARS MILLIONS OF DOLLARS
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1200

600

1922 1923

reserve banks, therefore, at the beginning of the year 1923 consisted
of discounts and open-market investments in approximately equal
volume. By the end of the year the volume of open-market holdings
for the 12 banks amounted to $440,000,000, made up of Govern-
ment securities, $104,000,000, and acceptances. $336,000,000. The
reduction in the volume of open-market investments was accom-
panied by a substantially equal increase in the volume of discounts,
with the result that the total volume of Federal reserve bank credit
outstanding changed but little. The gradual withdrawal from the
open market by the reserve banks during the first half of 1923 placed
upon the member banks the responsibility for validating the con-
tinued use of the existing volume of reserve bank credit and tested
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the degree of dependence of the credit structure upon the volume of
Federal reserve bank accommodation outstanding. The record
shows that member banks met the test by discounting in a volume
substantially equal to the reduction in open-market holdings. There
was no material change in the volume of reserve bank credit in use.
The reduction of open-market holdings by reserve banks, therefore,
did not result in the withdrawal of support, but in a change in
its character. The fact that the reduction of the open-market
holdings durmg 1923 was accompanied by an increased amount
of discounting by member banks in a volume approximately equal
to the funds withdrawn by the reduction of open-market holdings
showed that the total volume of reserve bank credit outstanding
was not in excess of the demand for such credit.

The relationship just described between open-market operations,
discount operations, and the total volume of reserve bank credit is
based upon the experience of the Federal reserve system as a whole,
and is not evident to the same extent in the operations of the indi-
vidual reserve banks. The purchases of Government securities in
1922 by reserve banks outside the money centers did not result in a
corresponding decline in the discounts for their member banks, and
in the early part of 1923 the security holdings of some reserve banks
were materially reduced without causing a commensurate increase
in the borrowings of member banks of those districts. The fact that
open-market operations of individual reserve banks may not be
reflected in changes in the demand for credit at these banks, but may
influence the credit situation in the money centers where the purchases
or sales are made, makes it evident that open-market policy should
be a system policy.

Open-market policy in 1923.—It was for these and related consider-
ations that the Federal Reserve Board in April, 1923, took steps to
bring about a better coordination of the open-market operations of
the Federal reserve banks with their discount operations and their
general credit policy. The necessity of coordinated action among
the several banks with respect to open-market policy and operations
was also an important consideration leading to the earlier appoint-
ment of the committee of reserve bank officers to act under the general
supervision of the Board in handling open-market problems and
operations. This committee is now the agency through which
transactions in furtherance of the system's open-market credit policy
are carried out. In view of the influence which the open-market
operations of any reserve bank in the general money market may
have on the credit situation, the board regarded it as essential that
the purchases and sales of securities by reserve banks should be made
with primary regard to their broader consequences and in accordance
with the credit policy of the system. The following was the principle
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laid down by the Board in this matter: "That the time, manner,
character, and volume of open-market investments purchased by
Federal reserve banks be governed with primary regard to the ac-
commodation of commerce and business and to the effect of such pur-
chases or sales on the general credit situation.77

As the Federal reserve act provides that discount rates shall be
fixed "with a view of accommodating commerce and business/' the
adoption of this principle by the Board has established the open-
market policy on the same basis as the discount policy.

The experience of the past year in open-market and discount
operations of the reserve banks is significant, because it has demon-
strated that with a constant demand for reserve bank credit con-
tinuous readjustments in the composition of this credit may occur
without resulting in an increase in the total volume outstanding.
That throughout 1923, a year of growing business activity and
increased credit and currency requirements, there was no demand
for additional reserve bank credit was due to the continued inflow of
gold from abroad which furnished to member banks the funds needed
to finance the enlarged volume of trade and industry.

GOLD AND CREDIT.

The important influence exerted by the inflow of gold from abroad
during the year 1923 on the banking situation in the country at
large and on the position of the Federal reserve banks in relation to
the general credit situation has already been the subject of brief
reference in this report. Net gold imports into the United States
during the past year amounted to $294,000,000. A gold movement
of this magnitude in the course of a single year would constitute an
impressive development and a factor of consequence even if it were an
isolated occurrence. The gold inflow into the United States in the
last year, however, presents itself as a continuance of the influx which
has been in process since the closing months of the year 1920, and
the indications are that the movement which has been bringing gold
to our shores during the past three years has not yet spent its force.
The shifting of the world's principal monetary metal which has taken
place in this period of time is without precedent in monetary history.

Gold imports and the Federal reserve hanks.—Since the Federal
reserve banks began operations in November, 1914, over two billions of
gold have been added to the stock of the United States by importa-
tion. It is the gold which has been thus received from abroad that
now constitutes the larger portion of the gold reserves of* the twelve
Federal reserve banks.

The first billion of this gold came prior to the entry of the United
States into the World War. Under the policy of gold concentration
pursued by the reserve banks during the war, the bulk of the gold
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received during the two years before our entry into the war was added
to the gold holdings of the reserve banks. That concentration formed
a part of the general policy of financial mobilization and was a most
material factor in the success of the plan adopted for the financing of
the war. During the period of our participation in the war gold
movements were on a relatively small scale.

The second billion of gold has been received during the five years
since the conclusion of the war. This second billion was the net
addition to our gold stock after the loss of some $400,000,000 of

GOLD MOVEMENT AND RESERVES
( IN MILLIONS OF DOLLARS ) IMPORTS AND EXPORTS
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Bars above baseline represent imports; bars below base line, exports. Black portions represent net
imports or exports.

gold between the removal of the gold embargo in 1919 and the
autumn of 1920. Net imports of gold during the year 1921 alone
amounted to around two-thirds of a billion dollars. The gold
reserves of the Federal reserve system, which stood at $2,063,000,000
at the end of the year 1920, increased to $2,875,000,000 at the end
of the year 1921, to $3,047,000,000 at the end of the year 1922, and
to $3,080,000,000 at the end of the year 1923. Gold movements
into and out of the United States and the growth of the reserves of
the Federal reserve banks from 1919 to 1923 are shown in the chart.Digitized for FRASER 
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Gold is the tangible and conventional basis of bank lending and
currency issuing power. The particular effect exerted by an influx
of gold, therefore, depends upon business and credit conditions and
needs at the time when the gold is received. Gold received from
abroad in the usual course first finds its way into the member banks.
So long as it remains in their hands, it does not count as part of
their legally required reserves. A member bank receiving the gold,
therefore, deposits it with its reserve bank. If this bank has paper
under rediscount with its reserve bank at the time, the gold may
be used to reduce its rediscounts. If it has no paper under rediscount
the gold adds to its reserve balance and to that extent increases its
lending power.

The first billion of gold which, as already noted, came prior to the
entry of the United States into the World War, by increasing the
reserves of member banks constituted a banking basis for the enor-
mous growth of bank credit and currency which was used to finance
the production of war materials and other supplies bought by Euro-
pean Governments in great volume. That was a period of business
and credit expansion calling for enlarged lending by the banks of the
country.

Further expansion of credit and currency was occasioned by the
vast expenditures of the Government during the period of our par-
ticipation in the war. The addition of $1,149,000,000 of gold to the
reserves of the Federal reserve banks after our entry into the war
formed the basis of an increase in the discount and investment opera-
tions of the Federal reserve banks from $226,000,000 in April, 1917,
to $2,291,000,000 in December, 1918. The reserve ratio of the Federal
reserve system, which stood at 84.7 per cent in April, 1917, when
the aggregate reserves of the system amounted to $963,000,000, fell
to 48.8 per cent in December, 1918, when the aggregate reserves of
the system stood at $2,151,000,000.

The imports of gold, which took place during the year 1921 and
which amounted to $667,000,000, came to the United States in pay-
ment of foreign indebtedness and reached us at a time when general
loan liquidation which followed the crisis of 1920 was under way.
This gold was a substantial factor in facilitating reduction of bor-
rowings by member banks at the Federal reserve banks. As nearly
as can be estimated, about one-half of the total reduction in the
borrowings of member banks during the years 1921 and 1922 was
effected by the use of the imported gold.

Influence of gold imports duriruj 1922 and 1923.—The gold received
in the United States since the middle of 1922 has had an effect dif-
ferent from that just noted in 1921 and the first half of 1922. This
recent influx of gold has taken place after a period of liquidation
and during a period when business was in process of recovery and
expansion, and when demand for credit was increasing member bank
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loans. With the turn in credit and currency demands arising about
the middle of 1922, not as many member banks had occasion to use
their imported gold to repay borrowings at their reserve banks.
The gold, therefore, constituted an addition to their reserve balances
and enabled them to expand their loans to their customers without
the need of rediscounting, and also to supply the cash requirements
of their customers, just as was the case in the two years before our
entry into the war in 1917. In brief, the gold received during the
period of liquidation in 1921 and 1922 enabled the member banks to
recover a considerable degree of the independence of reserve bank
support which they had lost in the preceding years, while the gold
received since the middle of 1922 has enabled them to maintain their
state of relative independence notwithstanding the great intervening
growth of credit.

The increase in credit extended by member banks to their cus-
tomers which, during the past two years has amounted to over
$3,000,000,000, has been large enough to absorb the gold received
during this time and, taking the banking situation in the country at
large, to require the continued maintenance of the volume of reserve
bank credit outstanding at the beginning of 1922. While this
increase in credit and currency demands was large enough to main-
tain the existing volume of reserve bank credit, it was not so large
as to result in an additional demand for reserve bank credit.

Gold received by a member bank is in ordinary course deposited
with its reserve bank. Its first effect is to add both to the reserve
balance of the member banks and to the gold reserves of the Federal
reserve banks. The reserve bank has no control over the use made
of its free reserve balance by its member banks. Therefore, the use
made in the first instance of credit arising from a gold import lies
with the member bank. When, however, the member bank has
expanded its operations to the full extent for which the gold deposit
has furnished the required reserves, or has withdrawn currency in
a volume equivalent to this deposit, a further use of the additional
lending power arising out of the gold can be made only by borrowing
from the reserve bank.

The ordinary bank, like any business concern, is organized and con-
ducted for profit. Banks seldom carry surplus reserves. Their dispo-
sition is to make full use of their surplus cash resources. . If these re-
sources are in excess of what is needed to meet their customers' credit
requirements, they will put them into the general market through the
purchase of commercial paper, bond investments, or call loans, so
as to keep all of their available funds in one way or another always
fully and profitably employed. The reserve banks are in a different
position. They are the holders of the ultimate and only true bank-
ing reserves of the country. They are the reserve banks of the coun-
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try, and as such they are charged with large responsibilities for the
constant maintenance of a sound credit situation. They must,
therefore, be conducted with primary regard to the bearing of their
operations upon credit conditions rather than by the desire to make
full use of their earning power. Reserve bank credit is properly
used when in response to the credit and currency requirements of
industry and trade. The present large gold holdings of the reserve
banks not only afford assurance of adequate credit support for the
growth of productive industry in the United States, but also will
make it possible for this country to meet any probable future demand
for gold from abroad that may arise in connection with the restora-
tion of the international gold standard. It is the part of prudence
for the United States and for the Federal reserve banks in particular,
as the holders of over $3,000,000,000 of gold (that is, about three-
fourths of the total estimated stock of monetary gold in the United
States), to pursue a course which will enable them to part with such
portion of this gold as Europe will need to reclaim for currency
restoration with a minimum of inconvenience and disturbance to
our internal financial and economic situation.

Future gold movements.—In view of the important effects of gold
imports upon the American credit situation and upon the inter-
national monetary situation, the probable extent and direction of
future gold movements is a matter of great concern. No inflow
comparable with that which has already taken place can be expected,
since this movement has drained a large part of the European gold
formerly in circulation and has in addition absorbed the bulk of the
gold reserves of those countries, notably Russia and Germany, whose
financial and monetary conditions were such as to make it impossible
for them to keep their central banking reserves intact. The reserves
of the central banks of other principal countries of Europe were con-
siderably enlarged during the war and have not declined during the
post-war period. Present government policy in these countries is
to control gold exports and not to permit the reduction of the
reserves of the central banks. In fact, of the $600,000,000 of gold
imported into the United States during 1922 and 1923, the bulk
consisted of newly mined gold. It is hardly to be expected, there-
fore, that in the immediate future the gold inflow will exceed or even
equal the current gold production of the world. During the past
year India has received a share of the new gold because improved
economic conditions have led to a favorable trade balance, and gold
has gone also to Egypt. A larger or smaller share of the gold output
of a year constitutes the probable maximum which can be expected
to be available for distribution to the United States and other coun-
tries. On the other hand, the prospect of net gold exports depends
upon the balance of international payments as influenced by trade

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

1923



ANNUAL, REFORT OF THE FEDERAL RESERVE BOARD. 2 1

movements and international loans and investments and upon the
disposition and ability to withdraw gold on the part of those countries
which are undertaking to reorganize their currency systems on a
gold basis.

Gold standard and currency reorganization.—The attempts during
the past year at currency stabilization by European countries have
been steps in the direction of the reintroduction of gold as a standard.
They have not yet resulted in any considerable addition to gold
reserves. Though they differ in method and detail, European efforts
to promote better monetary conditions have aimed at the establish-
ment and maintenance of a constant relationship between the value of
local currencies and gold. Thus far experiments, which have been on
a relatively small scale, have made use of the American dollar and
other stable currencies as the equivalent of gold. In view of the low
gold value of the total volume of these currencies and the limited
use of gold in the settlement of trade balances, the demand for gold
for purposes of reestablishing currency stability has not been con-
siderable.

In international trade gold has retained its conventional position as
a standard throughout the decade of currency disorganization.. The
necessity of a common basis for calculating the prices of commodities
entering into world trade has had the result that through mutual
adjustments of prices and exchange rates international price levels,
when expressed in terms of gold, have tended toward equalization.
In this adjustment the American dollar, not only because of its con-
vertibility into gold, but because of its stability and because of the
trade position of the United States, has become increasingly the unit
of account in international trade. Thus the dollar has become the
link between countries on a paper currency basis and the gold standard.

The premium on dollar exchange and the large movement of gold
to the United States in the postwar period both arose out of the large
volume of goods exported to foreign countries during and since the
war. Through shipments of gold to the United States foreign coun-
tries have been able to meet their unfavorable merchandise trade
balance and to reduce their indebtedness for goods bought on credit
in earlier years. In spite of the disorganized conditions of the ex-
changes, the volume of trade between the United States and other
countries has been in large volume, and in the payment for goods
purchased in the United States the foreign countries have used gold,
not as before the war chiefly in the settlement of balances but more
as one of the commodities that they were able to export to the United
States. An added circumstance favorable to the shipment of gold
to this country has been the commanding role now played by the
United States as the world's most important and, practically speak-
ing, only "free" gold market.
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By a free gold market is meant a market in which credits, how-
soever established, are gold credits; that is to say, credits for which
gold can be promptly obtained for foreign shipment and withdrawn
without obstacle or objection. It is well known that in the financial
economy of the world previous to 1914 London was the most im-
portant of the world's free gold markets—the one which commanded
the greatest confidence and the one, therefore, which attracted the
largest volume of foreign financial accounts and the large volume of
varied business from every quarter of the world which followed in
their wake. By virtue of its creditor position and its unprecedentedly
strong gold position the United States has now become the world's
gold center. As such it has assumed the high responsibility of so
managing the vast gold supply domiciled here that it may be avail-
able for redistribution by export as occasion may arise without
producing any untoward or disturbing effects in our own domestic,
economic, and financial situation.

The United States now holds an aggregate of about $4,000,000,000
of gold. This is approximately four-tenths of the estimated total
stock of monetary gold in the world. It is more than double the
total.monetary stock of the United States before the beginning of
the World War in 1914. The history of the distribution of gold in
the past demonstrates that monetary gold under normal conditions
distributes itself at a fairly steady rate among gold-using countries
in proportion to their ability to command it. It is to be expected
when conditions are on a more normal basis that a situation similar
to this will reestablish itself through the redistribution of gold.
Great and impressive as has been the industrial growth of the
United States in the past ten years, it can not be contended that
it will require a twofold amount of gold to insure the integrity and
impregnability of the gold standard. It is to be expected and de-
sired that some portion of the gold which the tides of disorganized
trade have brought us in the past ten years will eventually return
to the countries whence it has come.

Changes in the gold position of the United States for significant
dates since the organization of the Federal reserve system are pre-
sented in the table. The increase in the gold reserves of the Federal
reserve banks during the nine years of their operation has arisen
from net gold imports of over $2,000,000,000, from domestic gold
production and from a reduction of about $400,000,000 of gold and
gold certificates in circulation. The gold withdrawn from circulation
was replaced by Federal reserve notes, largely in pursuance of the
policy of concentrating the gold of the country in the reserves of
the reserve banks. During 1923, however, there was an increase in
the circulation of gold certificates, so that the larger portion of the
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gold received from abroad during the year has been added to circula-
tion rather than to the gold holdings of the reserve banks.

[In millions of dollars.]

Date
Stock of
gold in
United
States.*

Gold in
circula-

tion.!

Gold
reserves of

Federal
reserve
banks.

Nov. 27, 1914
Apr. 6,1917
May 28,1920
Dec. 13,1922
Dec. 12, 1923

1,817
3,089
2,664
3,909
4,210

1,338
1,991

674
670

228
944

1,953
3,061
3,116

1 Figures for the nearest first of the month.

CURRENCY AND CREDIT.

Currency in 1923.—The increased demand for currency during
1923 was met by the payment of gold certificates into circulation and
not by the issue of Federal reserve notes. This reflects the recent
practice of certain reserve banks, particularly New York, of supply-
ing the currency requirements of their members by paying out gold.
For the system as a whole there was during the year a decrease in
the volume of Federal reserve notes in circulation, though the total
of money in circulation increased. Changes in the total, rather than
in the various forms of money in circulation, measure the fluctuations
in the demand for currency. Federal reserve banks continued to
be the source from which currency was supplied in a volume responsive
to changing requirements and the form of money paid out by the
reserve banks affected merely the composition of the total money
in circulation. The table shows the volume of different kinds of
currency in circulation on January 1, 1923, and January 1, 1924.

Kind of money

Gold and gold certificates
Silver and silver certificates
United States notes..
Federal reserve notes
Federal reserve bank notes
N ational bank notes

Total

Amount (in mil-
lions).

Jan. 1,
1923.

732
597
286

2,373
37

708

4,733

Jan. 1,
1924.

997
696
307

2,224
14

713

4,951

Percentage dis-
tribution.

Jan. 1,
1923.

15.5
12.6
6.0

50.1
.8

15.0

100.0

Jan. 1,
1924.

20.1
14.1
6.2

44.9
.3

14.4

100.0

The effect of meeting the currency demand by paying gold rather
than Federal reserve notes into circulation has been to increase the
proportion of gold in the total circulation to the largest percentage,
and to decrease the proportion of Federal reserve notes to the lowest
percentage in five years.
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While the Federal reserve banks during 1923 continued to function
as the source from which the public obtained the currency required
to transact the larger volume of business, the increased use of cur-
rency did not result in an increased use of Federal reserve bank credit.
The reason for this was that the gold received from abroad and de-
posited with the reserve banks furnished member banks with
funds to meet the increased currency demand. The relation between
gold imports and currency demand in 1923 was similar to that in 1915
and 1916, which was also a period of gold imports and increasing
currency requirements. In those years also the inflow of gold from
abroad supplied member banks with credit in sufficient volume to
finance a business expansion with little resort to the Federal reserve
banks. The experience of 1923 is in contrast, however, to that of
1919-20, when there were no net gold imports and when business
expansion led to heavy borrowing at the reserve banks to meet the
large and increasing demand for currency.

Currency demand and the reserve banks.—In the experience under
the reserve system, changes in the demand for currency in the ab-
sence of gold imports have been the principal factor accounting for

MILLIONS OF DOLLARS MILLIONS OF DOILAHS

3000

2000

1000

3000

2000

1000

1917 1918 1919 1920 1921 1922 1923

fluctuations in the total volume of borrowing. Thus total earning
assets of the reserve banks and Federal reserve note circulation fol-
lowed a parallel course until 1921, when the large inflow of gold
began. The chart shows the movement of Federal reserve notes
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and earning assets from 1917 to 1923. The divergence between assets
and notes in 1921 was the consequence of the large gold imports which
were used in the liquidation of borrowings, and the difference of about
$1,000,000,000 between earning assets and note circulation during the
past two years measures the extent by which earning assets were re-
duced by the use of gold received from abroad. During 1922 and 1923
the relative position of earning assets and notes in circulation has re-
mained unchanged, since the gold imported during those years was
paid into circulation and was sufficient to supply the increased de-
mand for currency. It is the coincidence of a volume of gold imports
in 1923 about equivalent to the increased demand for currency which
chiefly accounts for the absence of growth in reserve bank assets, and
makes the relation between the movement of assets and notes differ-
ent from the experience of earlier years.

Credit demand and currency demand.—Though the increase in cur-
rency demand in 1923 has not, as in earlier years, been accompanied
by a growth of Federal reserve bank credit, it has, as at other times,
followed upon a growth in member bank credit. The larger currency
requirements of 1923 were preceded by an increase in 1922 of loans
and deposits of member banks. This is the usual sequence—an in-
crease of deposits being followed by an increase of the currency.
Ordinarily the first effect of an increase in business activity upon the
banking position is a growth in loans and deposits. In the earlier
stages of a period of banking expansion there is usually a roughly
parallel upward movement of the loans and deposits of the banks.
Later on, however, the situation changes. There comes a time when
the increase of business activity and the fuller employment of labor
and increased pay rolls call for an increase of actual pocket money to
support the increased wage disbursements and the increased volume
of purchases at retail. At this stage the rough parallelism be-
tween the growth of loans and deposits of the banks gives way
to a divergent movement between these items. Loans may con-
tinue to increase while deposits will remain either, stationary or show
a decline. When the point is reached in a forward movement of
business where manufacturers and dealers need more currency for
pay roll and other purposes they draw down their deposits at the
banks. What in the first instance was the creation of bank credit in
the convenient form of a checking account has now become a demand
for cash. In other words, the customer's demand for book money
(deposits) at the bank becomes converted into a demand for pocket
money. This change is reflected in the altered position of the banks.
The ratio of loans to deposits rises with an increased demand for cur-
rency.

Movements of this character have occurred during the past two
years. The year 1922 was one of business recuperation calling for
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increased banking accommodation. So far as the banking position was
concerned, what was going on in 1922 was reflected in the simultaneous
growth of member bank loans and deposits.- The first half of the year
1923 saw the forward movement in business quickened to an extraordi-
nary degree. Production in basic industries was at an unprecedented
rate; there was full employment with wage increases in many industries.
The stage had been reached where bank borrowers were availing them-
selves of their credits to an increasing degree in the form of actual with-
drawals of currency. The ratio of loans to deposits was in consequence
rising.
BILLIONS OF DOLLARS
13

BILLIONS OF DOLLARS
13

MEMBER BANKS
IN LEADING CITIES

1922 1923
The chart shows that in 1922 deposits of member banks in leading

cities increased more rapidly than their loans,while in 1923 deposits de-
clined and loans continued to increase. Thus the ratib of loans to de-
posit^ rose during 1923, reflecting the increased demand for currency.

In days before the establishment of the Federal reserve system,
the ratio of loans to deposits was commonly used as a trustworthy
indicator of the banking position and of the general credit situation.
This ratio is still frequently appealed to as foreshadowing changes in
money rates. But it is not commonly recognized that the establish-
ment of the Federal reserve system has introduced a new factor
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which has worked a great change in the situation. Previous to the
establishment of the reserve banks a rise in the ratio of loans to
deposits was properly regarded as indicating an approach to the
limits of bank lending power because it indicated also the approach-
ing exhaustion of the surplus reserves of the banks. It foreshadowed
an approaching shortage of cash, and, under a currency sys-
tem lacking elasticity, a period of credit stringency. Under the
Federal reserve system, as before, fluctuations in the ratio of loans
to deposits are occasioned by changes in the country's demand for
currency. This increased demand, however, under present conditions
leads to increased borrowing at the reserve banks. In the absence
of gold imports in sufficient volume to meet the currency demand,
it will be reflected in larger rediscounting at the Federal reserve
banks for the purpose of obtaining currency.

At the reserve banks there is a relationship between the de-
mand for credit and for currency similar to that at the member
banks. An increased demand for currency follows upon an in-
crease in the demand for deposit credit at the reserve banks. The
first step in the sequence which finally leads to an increase in the
demand for currency takes the form of a demand for reserve bank
credit to support the larger volume of loans and deposits at member
banks. Later, as business continues to expand and as customers of
member banks withdraw a larger proportion of their checking accounts
in currency, the member bank turns to the reserve bank to obtain
the additional currency needed to meet the demands of customers,
and for this purpose discounts the customer's note or other eligible
paper. As the member bank's customer in availing himself of his
credit takes currency in increasing proportion, the member bank is
obliged more nearly to match each dollar of cash withdrawn by its
customer by a dollar of cash obtained by borrowing at the reserve
bank. A point is finally reached where the member bank finds it
necessary to rediscount with the reserve bank a larger proportion of
the loans it has made to its customers in order to meet their currency
requirements. It is then that the resources of the reserve bank are
brought more fully into play and its loans mount rapidly. So
long as the member bank's customer required only book money, the
amount of member bank credit which a dollar of reserve bank credit
would sustain was on the average in the ratio of about 10 to 1.
But, as the demand for currency increases, this ratio declines and
eventually reaches a point where a dollar of reserve bank credit
must be obtained by the member bank for each dollar of currency
taken from the bank by its customer. It follows that there is no
constant ratio trhich can be safely assumed in estimating the extent
to which a given amount of reserve bank credit will enable member
banks to expand their loans. This ratio varies according to the
stage of business activity and the resulting requirements for cur-
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rency. From the point of view of the reserve system the important
fact is that member banks must depend increasingly upon borrowing
from the reserve banks as the demand for currency increases.

It thus appears that the chief occasion for extensive changes in the
volume of rediscounting at Federal reserve banks, taking them as a
whole, arises out of variations in the demand for currency. Federal re-
serve banks, therefore, from the point of view of the chief use made of
their credit, may be regarded as currency supplying banks. An increased
demand for currency is first felt at the counters of the member banks.
Since these banks carry little or no surplus cash, that is, cash in excess
of what they need to make their customary day-to-day disbursements,
an increase in the demands for cash made upon them is promptly
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passed on to Federal reserve banks. The reserve banks are the
repositories of the country's surplus cash, and in meeting the demand
for currency may supply cash either out of their surplus reserves or
by the creation of new currency through the issue of Federal reserve
notes. The outflow or return flow of Federal reserve notes or other
currency at the Federal reserve banks under ordinary conditions
quickly and accurately reflects changes in the country's need of cur-
rency. Both the increase and the decrease in the total volume of
money in circulation are in response to changes in the currency
required to transact the country's business with a given, volume of
trade and production. The Federal reserve note circulation,, being;
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the elastic element in our currency system, ordinarily expands when
need for additional circulation arises because of a swell in trade and
industry, or because of seasonal or emergency demands, and as quickly
contracts when the need or emergency which has occasioned it&
issue disappears.

Experience shows that fluctuations in the volume of Federal
reserve note circulation have been much Wider than changes in the
deposit liabilities of the reserve banks. The movements of notes and
deposits from 1917 to 1923 are shown in the chart on page 28.
These two liabilities, notes and deposits, constitute the items
against which the reserve banks must carry reserves. Changes
in the reserve position of Federal reserve banks, owing to the larger
changes in the volume of notes than of deposits, have reflected prin-
cipally increases and decreases in note circulation and in gold reserves.
It was in 1920, at the time of the largest volume of Federal reserve
note circulation, that the reserve ratio of the system was at its lowest
level, and the subsequent rise in the combined reserve ratio occurred
at a time when note circulation was rapidly decreasing. Changes in
deposit liabilities, on the other hand, have been but a minor influence
in their effect upon the reserve ratio. Changes in the ratio of total
reserves to notes and deposits combined do not distinguish between
the effect on the reserve position of changes in Federal reserve
note circulation and in the volume of deposits. The ratio, there-
fore, represents on the liability side an average of two items which
have widely different ranges of fluctuation, and does not give a clear
picture of changes in the reserve position of the Federal reserve sys-
tem and of the factors responsible for those changes.

GUIDES TO CREDIT POLICY.

It is to the reserve ratio that the public in most countries looks to
get an indication of changes in the banking position and in the credit
situation. This habit of looking at the reserve ratio as an indicator
is particularly prevalent in the United States, because the United
States is more than any other the country of legally regulated reserves.
However theoretically imperfect any reserve ratio may be as a credit
and banking index even in normal circumstances, and however defec-
tive reserve ratios may have become as a result of the suspension of
the gold standard in many countries, the reserve ratio is nevertheless
the one banking index that has uninterruptedly enjoyed the prestige
of tradition, and there is little or no indication of the displacement of
this tradition in the near future. The reserve ratio must, therefore,
be reckoned with as a fact in banking administration.

In thus recognizing the importance generally attached by the
business public to changes in the reserve ratio as an index of the bank-
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ing position, the board is not oblivious of, nor indifferent to, the fact
that central bank practices associated with an effective international
gold standard are now inoperative and that this seriously affects the
serviceability of reserve ratios as working guides in credit and cur-
rency administration.

The reserve ratio can not be expected to regain its former position
of authority until the extraordinary international gold movements
which, in part, have occasioned and in part have resulted from the
breakdown of the gold standard, have ceased and the flow of gold
from country to country is again governed by those forces which in
more normal and stable conditions determine the balance of inter-
national payments. The gold standard as a regulatory influence
can not be effective for one country alone, no matter how impregnable
its gold position. Gold movements in the years before the war were
in response to changes in the trade and financial position of countries
operating on the gold standard, and the changes in the reserve
ratios of the central banks, which reflected these movements, were
therefore indicative of trade movements and current banking
and credit developments. A decline in the reserve ratio reflected
-either a growth in the liabilities arising chiefly from domestic
business or a loss of reserves owing to an unfavorable balance of
international payments. Under an effective international gold
standard the movements of gold among the money markets of the
world exercised a corrective influence on exchange rates, tended to
equalize mone}^ rates in various countries, and to keep domestic
price levels in line with the world price level. In these circumstances,
changes in the reserve ratios of the various central banks served as val-
uable indicators of the changes in the credit and trade relations of the
countries and were consequently important guides in the shaping of
discount policies. Under the present conditions, with gold
embargoes in force in most foreign countries and the United States
practically the only free gold market of the world, the movement of
gold to this country does not reflect the relative position of the
money market* nor does the movement give rise to corrective influ-
ences, working through exchanges, money rates, and price levels,
which tend to reverse the flow. The significance which movements
in the reserve ratios formerly possessed rested upon the fact that
they were the visible indicators of the operation of the nicely adjusted
mechanism of international finance. With this mechanism now
inoperative, the ratios have lost much of their value as admin-
istrative guides. It has therefore been necessary for banking
administration even in those countries that have been most suo-
cessful in maintaining a connection with the gold standard to
develop or devise other working baset. This has been as true in
the United States where the gold standard has been consistently
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maintained as in other countries where that standard is for the time
being inoperative.

The anomalous situation thus confronting central banking ad-
ministration in all countries has led to much discussion in the United
States and elsewhere as to workable substitutes for reserve ratios as
guides to credit and currency administration. Particular prominence
has been given in discussions of new proposals to the suggestion
frequently made that the credit issuing from the Federal reserve
banks should be regulated with immediate reference to the price
level, particularly in such manner as to avoid fluctuations of general
prices. Entirely apart from the difficult administrative problems
that would arise in connection with the adoption of the price index
as a guide and entirely apart from the serious political difficulties
which would attend a system of credit administration based on prices,
there is no reason for believing that the results attained would be as
satisfactory as can be reached by other means economically valid
and administratively practicable. In saying this the board
is not unmindful of the abundant evidence recent years have
given of the economic and business disturbances occasioned by
violent fluctuations of prices. But it must not be overlooked
that price fluctuations proceed from a great variety of causes,
most of which lie outside the range of influence of the credit system.
No credit system could undertake to perform the function of regu-
lating credit by reference to prices without failing in the endeavor.

The price situation and the credit situation are no doubt frequently
involved in one another, but the interrelationship of prices and credit
is too complex to admit of any simple statement, still less of a for-
mula of invariable application. An oversimplified statement of
complex problems contributes nothing toward the development of
an effective administrative procedure. It is the view of the Federal
Reserve Board that the price situation and the credit situation,
while sometimes closely related, are nevertheless not related to
one another as simple cause and effect; they are rather both to be
regarded as the outcome of common causes that work in the economic
and business situation. The same conditions which predispose to
a rise of prices also predispose to an increased demand for credit.
The demand for credit is conditioned upon the business outlook.
Credit is created in increasing volume only as the community wishes
to use more credit—when the opportunity for the employment of
credit appears more profitable. Sometimes borrowers want to
borrow more and sometimes they are content with less. Sometimes
lenders are ready to lend more and at other times less. Why this
should be so depends on all those multifarious conditions and cir-
cumstances that affect the temper of the business community.
For the most part these conditions lie beyond the radius of action of
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the Federal reserve banks. When the business outlook is inviting:
business men are apt to adventure and new business commitments
are made in increasing volume. But only later will these commit-
ments be reflected in the possible rise of prices and an increase in the
volume of credit provided by the commercial banks of the country.
The Federal reserve banks will not to any considerable extent feel
the impact of the increased demand for credit until the whole train
of antecedent circumstances which has occasioned it is well advanced
on its course; that is, until a forward movement of business, no
matter from what impulse it is proceeding, has gained momentum.

Credit administration must be cognizant of what is under way or
in process in the movement of business before it is registered in the
price index. The price index records an accomplished fact. Good
credit administration in times of active business expansion should
not encourage or assist the excessive accumulation of forward com-
mitments in business and banking which only later on will definitely
reflect the rate at which they have been taking place in resulting
changes of credit volume and changes of price levels; and in times-
of business reaction should discourage enforced liquidation of past
commitments which also will only later on reflect the rate at which
it has been taking place in altered credit volume and price levels.
The problem of efficient credit administration is, therefore, largely
a question of timeliness of action.

No statistical mechanism alone, however carefully contrived,.
can furnish an adequate guide to credit administration. Credit is
an intensely human institution and as such reflects the moods and
impulses of the community—its hopes, its fears, its expectations.
The business and credit situation at any particular time is weighted
and charged with these invisible factors. They are elusive and can
not be fitted into any mechanical formula, but the fact that they are
refractory to methods of the statistical laboratory makes them
neither nonexistent nor nonimportant. They are factors which must
always patiently and skillfully be evaluated as best they may and dealt
with in any banking administration that is animated by a desire
to secure to the community the results of an efficient credit system.
In its ultimate analysis credit administration is not a matter of
mechanical rules, but is and must be a matter of judgment—of
judgment concerning each specific credit situation at the particular
moment of time when it has arisen or is developing.

There are among these factors a sufficient number which are
determinable in their character, and also measurable, to relieve the
problem of credit administration of much of its indefiniteness, and
therefore give to it a substantial foundation of ascertainable fact.
In large part these factors are recognized in the Federal reserve act.
The act, therefore, itself goes far toward indicating standards by which
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the adequacy or inadequacy of the amount of credit provided by the
Federal reserve banks may be tested.

The Federal reserve act has laid down as the broad principle for
the guidance of the Federal reserve banks and of the Federal Reserve
Board in the discharge of their functions with respect to the adminis-
tration of the credit facilities of the Federal reserve banks the princi-
ple of '" accommodating commerce and business." (Sec. 14 of the
Federal reserve act, par. (d).) The act goes further. It gives a
further indication of the meaning of the broad principle of accom-
modating commerce and business. These further guides are to be
found in section 13 of the Federal reserve act, where the purposes
for which Federal reserve credit may be provided are described as
'" agricultural, industrial, or commercial purposes." It is clear that
the accommodation of commerce and business contemplated as pro-
viding the proper occasion for the use of the credit facilities of the
Federal reserve banks means the accommodation of agriculture, indus-
try, and trade. The extension of credit for purposes " covering merely
investments or issued or drawn for the purpose of carrying or trading in
stocks, bonds, or other investment securities, except bonds and
notes of the Government of the United States," is not permitted by
the Federal reserve act. The Federal reserve system is a system of
productive credit. It is not a system of credit for either investment
or speculative purposes. Credit in the service of agriculture, industry,
and trade may be described comprehensively as credit for productive
use. The exclusion of the use of Federal reserve credit for specula-
tive and. investment purposes and its limitation to agricultural,
industrial, or commercial purposes thus clearly indicates the nature
of the tests which are appropriate as guides in the extension of
Federal reserve credit. They clearly describe the nature or char-
acter of the purposes for which such credit and currency may be
extended. The qualitative tests appropriate in Federal reserve
bank credit administration laid down by the act are, therefore,
definite and ample.

But the problem of credit and currency administration implies
the use not only of qualitative tests but also of quantitative tests.
By what means may it be known whether the volume of credit
provided by the Federal reserve banks is in any given set of circum-
stances adequate, excessive, or deficient? The problem in good
administration under the Federal reserve system is not only that of
limiting the field of uses of Federal reserve credit to productive pur-
poses, but also of limiting the volume of credit within the field of its
appropriate uses to such amount as may be economically justified—
that is, justified by a commensurate increase in the Nation's aggre-
gate productivity. The Board is fully aware of the fact that the
problem of credit extension involves the question of amount or
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volume as well as the question of kind or character; otherwise stated,
involves a quantitative as well as a qualitative determination. But
it is the view of the Board that it is not necessary to go outside of the
Federal reserve act to find suitable methods of estimating the ad-
justment of the volume of credit provided by the Federal reserve
banks to the volume of credit needs. The Federal reserve act itself
suggests the nature of the tests, guides, or indicators—whatever they
may be called—to be used in gauging the need for and the adequacy
of Federal reserve credit. The provisions of the act already quoted
indicate that the needs for credit which are recognized by the act as
appropriate are those derived from agriculture, industry, and trade.
It is the belief of the Board that there will be little danger that the
credit created and contributed by the Federal reserve banks will be
in excessive volume if restricted to productive uses.

A characteristic of the good functioning of the economic system is
to be found in the smooth unobstructed movement of goods from the
producer through the channels of distribution to their several ulti-
mate uses. The characteristic of the good functioning of the credit
system is to be found in the promptness and in the degree with which
the flow of credit adapts itself to the orderly flow of goods in industry
and trade. So long as this flow is not interrupted by speculative in-
terference there is little likelihood of the abuse of credit supplied by
the Federal reserve banks and consequently little danger of the undue
creation of new credit. The volume of credit will seldom be at va-
riance with the volume of credit needs as they are reflected in the
demands of productive industry as long as (1) the volume of trade,
production, and employment, and (2) the volume of consumption are
in equilibrium. Credit for short-term operations in agriculture, in-
dustry, and trade, when these operations are genuinely productive
and nonspeculative in character, that is to say, credit provided for the
purpose of financing the movement of goods through any one of the
successive stages of production and distribution into consumption, is a
productive use of credit. But when the effect of the credit used is
to impede or delay the forward movement of goods from producer to
consumer, unless such delay is made necessary by some unavoidable
cause, e. g., the interruption of transportation facilities, credit is not
productively used. The withholding of goods from sale when there is a
market or the accumulation of goods for an anticipated rise of price is
not a productive use. It is the nonproductive use of credit that breeds
unwarranted increase in the volume of credit; it also gives rise to un-
necessary maladjustment between the volume of production and the
volume of consumption, and is followed by price and other economic
disturbances. Administratively, therefore, the solution of the economic
problem of keeping the volume of credit issuing from the Federal
reserve banks from becoming either excessive or deficient is found.
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in maintaining it in due relation to the volume of credit needs as these
needs are derived from the operating requirements of agriculture,
industry, and trade, and the prevention of the uses of Federal reserve
credit for purposes not warranted by the terms or spirit of the Federal
reserve act.

There are no automatic devices or detectors for determining, when
credit is granted by a Federal reserve bank in response to a redis-
count demand, whether the occasion of the rediscount was an exten-
sion of credit by the member bank for nonproductive use. Paper
offered by a member bank when it rediscounts with a Federal reserve
bank may disclose the purpose for which the loan evidenced by that
paper was made, but it does not disclose what use is to be made of
the proceeds of the rediscount. A farmer's note may be offered for
rediscount by a member bank when in fact the need for rediscounting
has arisen because of extensions of credit by the member bank for
speculative use. Similarly, the note of a member bank collateraled
by United States Government securities may be offered for discount
to a Federal reserve bank when in fact the proceeds are to be used in
supporting the extension of credit for " agricultural, industrial, or com-
mercial purposes." Protection of their credit against speculative uses
requires that the Federal reserve banks should be acquainted with
the loan policies and credit extensions of their member banks—such
acquaintance as can be obtained by examination of their member
banks or by other forms of contact with them. In brief, the tech-
nical administrative problem presented to each reserve bank is that
of finding the ways and means best suited to the circumstances in
which it operates of informing itself of when and to what extent the
extension of credit for speculative uses is the real occasion of member
bank rediscounting.

The administrative problems presented to the Federal Reserve Board
are of different character and require a different technique. Unlike
the Federal reserve banks, the Federal Reserve Board makes no loans.
I t is not an operating body, but a supervising body. As a supervis-
ing body it is not primarily concerned with the detail of the transac-
tions of the Federal reserve banks. Its concern lies rather with the
total volume and the aggregate effects of the credit transactions of
the Federal reserve banks. In the discharge of the responsibility
placed upon it by the act for the " review and determination " of the
discount policy and discount rates of the Federal reserve banks
"with a view of accommodating commerce and business/7 the Federal
Reserve Board must look for guidance primarily to information con-
cerning the state of industry and trade and the state of credit.
Changes in the volume of bank credit in use are the outcome of
changes in the volume of business. A proper and effective credit
policy, considered in its broader aspects must, therefore, be based on
that wide variety of economic facts which, when brought together,
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throw light on the changes taking place in the business situation
and their relation to current banking and credit trends.

While statistical information concerning production and distribu-
tion, covering the whole range of business activity from producer to
consumer, is not complete, it is sufficient to indicate currently the
rate at which goods are being produced and marketed. Information
of this character, as a result of the growing recognition of its value
;and of the activities in collecting such information both by govern-
mental and private agencies, is now available more currently and
in more lines of industry and trade than ever before. The changes
from month-to-month recorded in these figures, when brought to-
gether and interpreted, indicate the nature and rate of readjustments
which are constantly taking place in the industrial and business
situation. The activity of business, as measured by these current
statistics, is the outcome of the decisions and actions of a large number
,of individual business men. They are, to be sure, in form and in
.substance an account of the immediate past, but they also give indi-
cations of the conditions affecting the course of business in the
future. While this information does not make it possible to measure
.or estimate in advance the probable aggregate volume of credit needs
or to combine into any single formula the elements of judgment
applicable to varying credit situations as they arise, it provides
ibasic data needed in banking administration. No statistical an-
alysis can ever be a substitute for judgment in matters of credit
administration, but such analyses of economic conditions are indis-
pensable as furnishing the factual basis for credit judgment and for
the development of credit policy.

In view of the importance of this information in the determination
of credit policy the Board and the Federal reserve banks collect
through their statistical organizations, in addition to current reports
on banking and credit conditions, basic economic data bearing on
changes in the volume of production, trade, and employment, and
the movement of prices both in the United States and abroad. The
volume of production in physical units indicates the extent of indus-
trial activity and measures the output of goods which will sub-
sequently come into the market. Monthly data are available for
basic industries, and while fluctuations in the volume of production
in these industries are wider than those in the total for all industries,
the data are sufficiently representative to indicate at any given time
the direction and trend of industrial activity. Changes in the volume
of employment at industrial establishments, figures for which are
available for a larger number of industries, not only reflect the degree
of current productive activity and thus supplement the figures on
production, but because of their bearing on the earnings of workers,
also indicate changes in the purchasing power of a large body of
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consumers. It is the buying power of consumers which primarily
determines the demand for goods and the rate at which current pro-
duction can be maintained. The movement of goods into the hands
of final purchasers is measured by the volume of retail buying,
which for many lines of trade throughout the country is reported
monthly. The rate at which goods are moving through the inter-
mediate channels of distribution is reflected in the volume of wholesale
trade and of the shipments of merchandise. A smooth distribution
of goods requires that stocks of raw materials and merchandise shall
be held at different points in the marketing process, and the extent
to which the marketing is orderly—that is, without undue accumula-
tion or exhaustion of stocks—is shown in the changes in the volume
of stocks held by producers and distributors. While information con-
cerning stocks is not yet as complete or as current as information on
production and trade, it is now available for many commodities and
is steadily becoming more satisfactory.

Since the purpose of the Board and of the Federal reserve banks in
collecting and compiling this current economic information is to
measure changes in the volume of production and trade in relation to
changes in the volume of credit, the various lines of information are
put into the form of index numbers for purposes of comparison.
The use of index numbers, by placing the wide variety of information
on a common basis, makes possible comparisons of the direction and
rate of change in the basic industrial and commercial activities in
their relation to credit trends.

In the current surveys of business conditions published by the
Board and the Federal reserve banks, the economic data which they
collect are made available to the business community. These publi-
cations and the activities of other Government and private agencies
in the gathering and interpretation of information with reference to
current economic conditions are contributing to a better under-
standing of the factors at work in the business situation and a better
appreciation of the relation between business movements and the
volume of credit. The business community from which the demand
for credit arises is in a position, on the basis of the more adequate
information now available, to shape its policies with reference to
the use of credit in accordance with fundamental factors and thus to
cooperate with banking authorities in the maintenance of sound credit
conditions.

The circumstances whiqh have unavoidably led central banking
administrations in all countries to exercise a more direct judgment
concerning credit conditions and needs than was necessary in periods
when the gold standard functioned as an effective regulator of inter-
national trade and financial movements have been discussed earlier
in this report. Under the conditions that formerly obtained, action
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of a central bank was largely determined by forces that were regis-
tered in changes in its reserve position. No test so simple, so definiter

so easily understood, and so practicable has been found, nor is likely
to be found, as the old reserve ratio. The banking and business com-
munity in prewar days, looking at the position of the central bank—
that is, the state of its reserve and the position of its reserve ratio—
could see for itself what the state of credit was and what course of
action was indicated. The business community could, therefore,
closely approximate both the kind of action and the time of action
to be taken by central banking authorities. In circumstances which
made necessary the protection of their gold reserves, little scope was
left for the exercise of large discretion. Under present conditions,
however, and until the restoration in some form of the international
gold standard, discretion must inevitably play a larger r&le in central
banking administration than in pre-war days when more reliance
could be placed on changes in the reserve ratio. There is much
evidence that this altered situation in which the banking community
finds itself is being more fully understood by the general business
and borrowing public, and that a more intelligent comprehension
of present day credit problems is resulting.

The more fully the public understands what the function of the
Federal reserve system is and on what grounds and on what in-
dications its policies and actions are based, the simpler and easier
will be the problems of credit administration in the United States.
For this reason it has been the policy of the Board to inform the pub-
lic, either through its official monthly publication or by statements
to the press, on matters in which the public has an interest and to
which its attention should be drawn. By this means the Board
presents to the public a statement of the problems confronting the
system and of the attitude of the Board toward current banking
and credit developments. The public is a partner in the Federal
reserve system. The cooperation of the public based upon an un-
derstanding of the broad outlines of Federal reserve credit policy
is of the greatest advantage to a good functioning of the system.
The difficulties and disturbances which have confronted business
men, both in this country and abroad, during the period of post-
war readjustments, have obliged them to take cognizance of the
fundamental factors which influence the movement of trade and in-
dustry and of the relation between these factors and the volume of
credit. In the United States more than ip any other country busi-
ness men in recent years have shown a disposition to use current
statistical data measuring the rate and movement of basic factors
in the economic situation and to adjust the policies of their individual
business enterprises to the underlying economic forces. The Federal
reserve system in developing its policies is also in a position to use
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as guides these indicators of changes in the state of industry and
trade, and with the increasing public appreciation of the value and
meaning of these guides will to a larger degree have the cooperation
of an informed public opinion in the carrying out of its policies. It
is the belief of the Board that out of the experience of the United
States and other countries that are now endeavoring to adapt their
banking systems to the changing conditions and needs of industry
during this period of unprecedented disturbance, there may result a
larger conception of the function of these banking systems and
the development of a new and more competent basis of .credit
administration.

OPERATIONS OF THE FEDERAL RESERVE SYSTEM.
<•

In what follows there is presented the detail of the operation of
the Federal reserve banks and branches, together with an account
of administrative matters with which the Federal Reserve Board has
dealt during 1923.

CONDITION OF FEDERAL RESERVE BANKS.

At the end of 1923 total earning assets of the Federal reserve banks
were $1,211,000,000, or about $115,000,000 less than at the end of
1922. This reduction in earning assets was the result of a decline of
$303,000,000 in United States Government security holdings, partly
offset by increases of $105,000,000 in discounts and of $83,000,000 in
acceptances. Federal reserve note circulation was $149,000,000 smaller
on December 31, 1923, than on December 30, 1922. Total deposits
showed a decline of $14,000,000 for the year and reserves a decrease
3f $8,000,000.

Statements of condition for each of the 12 Federal reserve banks
xnd for the system as a whole are published in the appendix. The
'ollowing summary for the system as a whole shows the principal
terns for December 31, 1922 and 1923, and the changes for the year.

CONDITION OF THE T W E L V E F E D E R A L R E S E R V E B A N K S COMBINED.

[In thousands of dollars.]

'otal reserves
Jold reserves
Jills discounted
Jills bought in open market
Jnited States Government securities
'otal earning assets
federal reserve notes in circulation..
'ota ] deposits

1

Dec.

3,
3,

1,
2
1,

30.
1922. i

176
047
617
272
436
326
395,
973,

872
393
780
122
155
096
789
532

Dec.

3,

1,
2,
1,

1923

168,

?1,

934
080,032
723,068
354,637
133,
211,
246,
959,

566
322
673
579

Increase
(+ ) or de-
crease (—).

+32,639
+105,288
+82,515

-302,589
-114,774
-149,116
-13,953
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EARNINGS, EXPENSES, AND VOLUME OF OPERATIONS OF THE

FEDERAL RESERVE BANKS.

Gross earnings of the Federal reserve banks in 1923, as in the
preceding year, were about $50,000,000, owing to the fact that the
total volume of earning assets remained at about the same level
during the two years, though their composition was changed. The
average holdings of discounts and of acceptances was considerably
larger in 1923 than in the year before, while the average holdings of
United States securities was much reduced through the policy of
allowing maturing obligations of the United States Government to
be redeemed without purchasing other securities in their place. As
a consequence, earnings of the reserve banks from paper discounted
for member banks and from acceptances were larger in 1923 than in
1922, while earnings from Government securities showed a substan-
tial decline.

A comparison for the past two years of daily average holdings of
each class of earning assets, earnings therefrom, and annual rates of
earnings is given in the following table:

HOLDINGS OF EAENING ASSETS, EARNINGS THEREFROM, AND ANNUAL RATES OF
EARNINGS.

[Amounts in thousands of dollars.]

Bills discounted
Bills bought in open market
United States Government securities
Municipal warrants

Total
Miscellaneous earnings

Total earnings

Daily average
holdings.

1923

738 114
226,548
185,823

85

1 150 570

1922

573 247
159,207
454, 750

66

1 187 97ft

Earnings.

1923

32 956
9,371
7,444

4

49, 775
934

50, 709

1922

26 523
5,629

16,682

48,838
1,653

50,491

Annual rates of
earnings (per
cent).

1923

4 46
4.14
4.01
4.50

4.33

1922

4 63
3.54
3.67
5.40

4.11

Current expenses of the Federal reserve banks have also been on
about the same scale for the past two years, in spite of the fact that
in the larger departments, such as transit and cash, the volume of
work handled has continued to increase. Salaries paid to clerical
employees showed a reduction for the year of $196,000—from
$14,222,000 to $14,026,000. Total current expenses, however, ex-
clusive of fiscal agency department expenses reimbursable by the
Treasury Department, increased slightly and aggregated $29,771,000,
as compared with $29,559,000 in 1922.

A general idea of the volume of work performed by Federal reserve
banks in rendering services to member banks, mainly free of charge,
may be obtained from the table below, showing the number of pieces
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and the amounts handled in each of the larger departments of the
banks during the past three years. In the currency department, for
instance, it will be noted that the banks received and counted
1,723,000,000 different bills during 1923, or about 300,000,000 more
than were received and counted during 1922. In the coin department
the banks received and counted 2,076,000,000 pieces, as compared with
1,954,000,000 during 1922. The work of the transit department also
increased quite materially, as will be noted from the fact that the num-
ber of checks handled during 1923—697,000,000—exceeded the num-
ber handled in 1922 by 58,000,000, or by about 9 per cent. Depart-
ments mentioned above, whose services are rendered free of charge to
member banks, are the largest operating units in the Federal reserve
banks, and the work performed in these departments constitutes a
very large proportion of the total operations of the banks. Not-
withstanding substantial increases in the volume of work in these
departments during 1923 over that handled in 1922, the work was
performed at a slightly reduced cost for clerical help. This was due in
part to the work of the committees on economy and efficiency of the
Federal Reserve Board and of the individual Federal reserve banks,
which have continued their endeavors to reduce the cost of conducting
the various activities of the banks in so far as consistent with efficient
operation and with the rendering of adequate service to member
banks.

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS.

1923 1922 1921

NUMBER OF PIECES HANDLED.

Bills discounted
Bills purchased in open market
Currency received and counted
Coin received and counted
Checks handled
Collection items handled:

United States Government coupons paid
All other . . .

United States securities—issues, redemptions, and
exchanges by fiscal agency department

Transfers of funds ,
Envelopes received and dispatched

AMOUNTS HANDLED. :

Bills discounted
Bills purchased in open market
Currency received and counted
Coin received and counted
Checks handled
Collection items handled:

United States Government coupons paid
All other

United States securities—issues, redemptions, and
exchanges by fiscal agency department

Transfers of funds

782,000
179,000

1,722,877,000
2,076,075,000
697,464,000

64,662,000
5,732,000

2 109,115,000
1,413,000

44,932,000

$38,379,926,000
2,547,010,000
10,306,411,000

308,051,000
206,919,707,000

761,731,000
5,900,520,000

8,414,107,000
78,867,108,000

841,000
142,000

1,424,672,000
1,953,632,000
638,634,000

81,694,000
4,722,000

24,753,000
1,190,000

$22,082,887,000
1,954,688,000
8,602,185,000
221,871,000

160,472,450,000

759,124,000
4,768,971,000

14,135,914,000
70,553,465,000

1,435,000
127,000

1,353,020,000
1,647,677,000
574,921,000

98,501,000
3,575,000

42,067,000
1,080,000
(3)

$57,759,128,000
1,534,401,000
9,223,815,000
i 251,680,000

130,482,253,000

772,330,000
4,267,651,000

18,527,752,000
50,936,519,000

i Partly estimated.
8 Large increase due to redemption of war savings securities which matured Jan. 1, 1923.
* Data not available.
NOTE.—Figures for 1922 arid 1921 have been revised where necessary to place them-on a comparable

basis with those for 1923.
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At the time of closing the books on December 31 the Federal
reserve banks obtained permission from the Board to charge their
current net earnings with $4,022,246 to cover depreciation on bank
premises. These depreciation charges were made in accordance with
the instructions of the Board, which provide that in general depre-
ciation allowances on bank buildings in excess of 2 per cent of the
estimated replacement cost of the buildings (including vaults but
excluding fixed machinery and equipment) will not be approved. An
-exception is made in cases where the book value of the buildings,
owing to high construction costs during the war and post-war periods,
is materially above the estimated replacement cost; under such cir-
cumstances requests for permission to write off a depreciation charge
in excess of 2 per cent are given consideration. No depreciation
allowances are authorized on land when the estimated market value
of the land is equal to or in excess of its book value. The Federal
reserve banks are allowed to set up a separate depreciation reserve to
cover depreciation on fixed machinery and equipment, such depre-
ciation reserve being based on the estimated life of the machinery and
equipment, but in no case to exceed 10 per cent per annum.

The Board also authorized eight of the Federal reserve banks to set
aside reserves aggregating $2,448,775 to cover probable losses in
connection with doubtful or worthless paper held under discount for
member banks. In case any part of the reserves set aside for this
purpose is not actually required to cover losses it will be returned to
the banks' profit and loss accounts and distributed in accordance
with section 7 of the Federal reserve act.

Gross and net earnings of each Federal reserve bank during the
year, dividends paid to member banks, additions to surplus account,
and amounts paid to the Government as franchise taxes are shown in
the following table:

FINANCIAL RESULTS OP OPERATION OF THE FEDERAL RESERVE BANKS DURING
1923.

Federal reserve bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

Gross
earnings.

$3,506,683.20
11,413,182.76
4,592,770.81
4,655,090.44
2,878,896.24
2,682,313.70
6,511,358.49
2,753,434.72
1,749,253.46
2,993,919.41
2,3.56,436.18
4,615,227.13

50,708,566.54

Current
expenses.

$2,134,253.81
6,880,136.17
2,295,726.15
2,550,659.26
1,551,155.58
1,294,231.43
4,373,023.94
1,472,675.25
1,082,137.35
1,928,119.36
1,391,228.15
2,817,165.11

29,770,511.56

Current net
earnings.

$1,372,429.39
4,533,046.59
2,297,044.66
2,104,431.18
1,327,740.66
1,388,082.27
2,138,334.55
I)280,759.47

667,116.11
1,065,800.05

965,208.03
1,798,062.02

20,938,054.98

Net deduc-
tions from

current net
earnings.

$120,294.25
1,489,367 49

119,208.12
1,183,210.13

234,897.96
1,035,903.26

959,979.73
98,596.84

341,660.93
718,088.59
632,925.80

1,292,636.20

8,226,769.30

Net earnings
available for
dividends,

franchise tax
and surplus.

$1,252,135.14
3,043,679.10
2,177,836.54

921,221.05
1,092,842.70

352,179.01
1,178,354.82
1,182,162.63

325,455.18
347,711.46
332,282.23
505,425.82

12,711,285.68
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FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS DURING
1923—Continued.

Federal reserve bank.

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

Total

Dividends
paid.

$480,267.31
1,749,239.47

582,291.58
725,626.57
342,295.22
264,621.84
904,370.94
296,809.68
212,732.68
275,313. 51
251,429.01
467,719.53

6,552,717.34

Transferred to surplus account.

For purpose of
bringing sur-

plus up to sub-
scribed capital.

""$i,"i32;259"57"
195,594.48
343,721.73

353,927.08

80," 853." 22'
37,706.29

2,144,062.37

10 per cent of
balance of net

earnings.

$77,186.78
129.443.96
46,328.54

40,682.57
8,755.72

27,398.39
53,142. 58
11,272.25
7,239.80

401,450.59

Total.

$77,186.78
129,443.96

1,178,588.11
195,594.48
384,404.30

8,755.72
27,398.39

407,069.66
11,272.25
7,239.80

80,853.22
37,706. 29

2,545,512.96

Paid to
United States
Government
as franchise

tax.

$694,681.05
1,164,995.67

416,956.85

366,143.18
78,801.45

246,585.49
478,283.29
101,450.25
65,158.15

3,613,055.38

While in 1921 and 1922 franchise taxes were paid to the Govern-
ment by all Federal reserve banks except Dallas, in 1923, owing to
smaller earnings and to larger transfers to surplus account, there
were three reserve banks, those of Cleveland, Dallas, and San Fran-
cisco, that paid no franchise tax to the Government. Larger transfers
to surplus account by these banks were occasioned by the substantial
increase during 1923 in the capital accounts of these reserve banks
as a result primarily of increases in the paid-in capital and surplus
of their member banks. In accordance with the provisions of the
Federal reserve act, Federal reserve banks transfer to surplus account
all net earnings remaining after the payment of dividends until the
surplus account equals 100 per cent of subscribed capital. Increases
in the capital of member banks, therefore, result in larger transfers to
surplus by the reserve banks and in a corresponding decrease in
earnings available for the payment of the franchise tax.

RATIO OF CURRENT N E T EARNINGS TO CAPITAL AND TO CAPITAL AND SURPLUS
COMBINED, 1923.

Federal reserve bank.

Boston
New York
Philadelphia..
Cleveland
Richmond
Atlanta . . .
Chicago
St. Louis
Minneapolis..
Kansas City..
Dallas
San Francisco

Total...

Current net
earnings.

$1,372,429
4,533.047
2,297,045
2,104,431
1,327,740
1,388,082
2,138,335
1,280,760

667,116
1,085,800

965,208
1,798,062

20 938,055

Daily average

Paid-in
capital.

$8,004,450
29,153,983
9,704,867

12,093,767
5,704,917
4,410,367

15,072,850
4,946,833
3,545,550
4,588,550
4,190,483
7,795,333

109,211,950

Surplus.

Ratio of current net
earnings to average

Paid-in
capital.

$16,312.
59,799;
18,748.
23,495;
11,288,
8,941,

30,398,
9,664,
7,472,
9,488,
7,496,

15,263,

376
523
740
543
078
553
177
673 I
947 I
300 I
307 !
332 i

Per cent..
17.1
15.5
23.7
17.4
23.3
31.5
14.2
25.9
18.8
23.2
23.0
23.1

218,369,549 19.2

Paid-in
capital

and
surplus.

Per cent.
5,6
5.1
8.1
5.9
7.8

10.4
4.7
8.8
6.1
7.6
8.3
7.8

6.4
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BUILDING OPERATIONS OF FEDERAL RESERVE BANKS.

At the end of 1923 all the Federal reserve banks except New York,
St. Louis, and Minneapolis were occupying their own buildings.
During the year the Federal Reserve Banks of Cleveland and of
San Francisco moved into their new buildings, though the building
of the San Francisco bank was not yet completed. The building
in New York is approaching completion, and it is expected that it
will be occupied some time during 1924. The building in Minne-
apolis is more than half completed, and contracts have been let for
a building to be constructed in St. Louis. The New Orleans branch
of the Federal Reserve Bank of Atlanta and the Oklahoma City
branch of the Federal Reserve Bank of Kansas City also moved
into their new buildings during 1923, so that in addition to nine
Federal reserve banks there are now ten Federal reserve branches
occupying their own buildings.

The addition to the building of the Federal Reserve Bank of
Atlanta was completed during the year, and construction has begun
on the building for the Jacksonville branch. The Board also author-
ized the Federal Reserve Banks of St. Louis and San Francisco to
obtain bids for the construction of banking houses at Little Rock
and Salt Lake City. In December the Federal Reserve Bank of
Philadelphia purchased property adjoining its present bank build-
ing, with a view of providing additional space either by remodeling
the building purchased or by the construction of an annex.

All Federal reserve banks and branches now have buildings or
building sites, except the branches at Buffalo, Birmingham, Mem-
phis, Seattle, Spokane, Los Angeles, and Portland. The cost of
building operations at each Federal reserve bank and branch to
December 31, 1923, is shown on pages 198 and 199.

BRANCHES AND AGENCIES OF FEDERAL RESERVE BANKS AND THEIR
OPERATIONS.

Of the 23 branches of Federal reserve banks at the close of 1923, 1
(New Orleans) was established in 1915, 5 in 1917, 10 in 1918, 4 in
1919, 2 in 1920, and 1 (Helena) in 1921. No applications for the
establishment of additional branches were approved by the Board
in 1923 or were under consideration at the end of the year. Hear-
ings on a petition for the establishment of a branch of the Federal
Reserve Bank of Kansas City at Wichita, Kans., were held by the
Board on September 6 and on December 18, 1923. This application
was denied on the ground that the improvement that would be
likely to result in the services rendered banks in the proposed ter-
ritory would not appear to be sufficient to warrant the additional
expense required to maintain a branch at Wichita.
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In addition to the branches there are three agencies of the Federal
reserve banks, one of which (in Savannah) was established in 1919 by
the Federal Reserve Bank of Atlanta for the purpose of supplying
the currency needs of member banks in that city. In 1923 the Board
authorized the establishment of agencies in Havana, Cuba, by the
Federal Reserve Banks of Boston and Atlanta, and these agencies
were opened for business on September 1. The occasion for the
establishment of the Cuban agencies, the first to be opened in foreign
territory, was that United States currency is legal tender in Cuba
and a considerable volume of our currency, chiefly Federal reserve
notes, has been in circulation in Cuba for a number of years. No
adequate machinery, however, had been in operation for the with-
drawal from circulation of unfit United States currency and for its
replacement with new money. It was felt that this could be accom-
plished through the purchase and sale of cable transfers, bankers'
acceptances, and bills of exchange in Cuba, and the agencies of the
reserve banks in Cuba were established for the purpose of performing
these functions. The Board's resolution authorizing these agencies
is appended.

The agency of the Federal Reserve Bank of Boston is authorized
to buy and sell cable transfers, to buy, sell, and collect prime bankers'
acceptances and prime bills of exchange, but, except under certain
specified conditions, is not permitted to pay out any currency in
Cuba. The activities of the Federal Reserve Bank of Atlanta, on the
other hand, are limited to currency operations and to the purchase,
sale, and collection in Cuba of such bankers' acceptances and bills of
exchange as have originated in, or are drawn upon, banks or other
drawees in the Sixth Federal Reserve District. The Atlanta agency
may purchase other bills only upon request of and for account of the
Federal Reserve Bank of Boston. Acceptances and bills of exchange
eligible for purchase by the Cuban agencies must be payable in
dollars, must arise out of actual import or export transactions, must
bear the signature of two or more responsible parties, as well as a
satisfactory bank indorsement, must have not more than 90 days to
run exclusive of days of grace, and must be secured at the time of
purchase by shipping documents evidencing the actual import or
export and sale of goods.

CUBAN AGENCIES—RESOLUTION ADOPTED BY FEDERAL RESERVE BOARD AT MEET-

ING JULY 30, 1923 (AMENDING ACTION OP JUNE 27, 1923).

Whereas the United States Government, by virtue of the so-called Platt
amendment has entered into relations with Cuba which it does not have with
any other foreign country, especially in matters of finance and currency, the
currency of the United States having been made legal tender by Cuba;

Whereas the Federal Reserve Board is of the opinion that the establishment of
an agency in Cuba is desirable as a means of stabilizing banking conditions and
furnishing an adequate supply of clean currency;
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Whereas the President of the United States and the State Department have
advised this Board that it is important that such an agency should be established;

Whereas the Federal Reserve Bank of Atlanta and the Federal Reserve Bank
of Boston have each petitioned the Federal Reserve Board for authority to estab-
lish an agency in Havana, Cuba, for the purpose of conducting operations per-
mitted under section 14 of the Federal reserve act;

Whereas the Federal Reserve Bank of Boston desires to establish such an
agency primarily for the purpose of buying and selling cable transfers and buying,
selling, and collecting bankers' acceptances and bills of exchange bearing satis-
factory bank indorsements;

Whereas a substantial portion of the currency now in circulation in Cuba
consists of Federal reserve notes of the Federal Reserve Bank of Atlanta; and it
is feared that the establishment of an agency of another Federal reserve bank in
Cuba might result in the retirement of such notes from circulation; and the
Federal Reserve Bank of Atlanta desires to establish an agency in Cuba primarily
in order that it may maintain the circulation of its Federal reserve notes in Cuba;

Whereas the Federal Reserve Bank of Boston does not desire to put its Federal
reserve notes in circulation in Cuba but is willing, if authorized to establish such
an agency, to preserve as far as possible the circulation in Cuba of Federal
reserve notes issued through the Federal Reserve Bank of Atlanta;

Be it resolved by the Federal Reserve Board, that the applications of the Federal
Reserve Bank of Atlanta and the Federal Reserve Bank of Boston for permission
to establish such agencies are hereby granted on the following terms and condi-
tions:

(1) The Federal Reserve Bank of Atlanta and the Federal Reserve Bank of
Boston are each authorized to establish an agency in Havana, Cuba, and through
such agency to buy and sell cable transfers; buy, sell, and collect prime bankers'
acceptances and prime bills of exchange, which acceptances and bills are payable
in dollars, arise out of actual import or export transactions, bear the signatures
of two.or more responsible parties, bear a satisfactory bank indorsement, have
not more than 90 days to run, exclusive of days of grace, and are secured at the
time of purchase by shipping documents evidencing the actual import or export
and the actual sale of goods and conveying or securing title to such goods; and
to exercise only such incidental powers as shall be necessary to the exercise of
the above powers. The term " bills" as hereinafter used shall mean cable
transfers, bankers' acceptances, and bills of exchange of the kinds described in
this paragraph.

(2) The Federal Reserve Bank of Atlanta shall not buy or sell any cable
transfers except at the request of the Federal Reserve Bank of Boston as pro-
vided in paragraph 3 hereof, and shall not purchase, sell or collect any bills in
Cuba except such as originate in or are drawn upon banks or other drawees, in
the Sixth Federal Reserve District; and shall purchase no other bills nor pur-
chase or sell any cable transfers except upon the request of, and for the account
of, the Federal Reserve Bank of Boston.

(3) The Federal Reserve Bank of Boston shall not pay out any currency in
Cuba, except as hereinafter provided, and whenever bills or cable transfers are
offered for sale to its Havana agency and the sellers request payment in Federal
reserve notes or other currency, the Federal Reserve Bank of Boston shall re-
quest the Federal Reserve Bank of Atlanta to purchase such bills or cable trans-
fers for it and immediately pay for them with Federal reserve notes issued
through the Federal Reserve Bank of Atlanta or other currency. The Federal
Reserve Bank of Atlanta shall comply with all such requests and shall make
immediate payment, and shall immediately resell such cable transfers or bills
to the Federal Reserve Bank of Boston at cost and without recourse. If the
Federal Reserve Bank of Atlanta shall fail to purchase such bills or cable trans-Digitized for FRASER 
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fers promptly for the Federal Reserve Bank of Boston or shall not have available
in Havana a sufficient supply of currency, the Federal Reserve Bank of Boston
may itself purchase such bills and pay for them with its own Federal reserve
notes. In making sales of cable transfers and bills of exchange where currency
is tendered in payment, the Federal Reserve Bank of Boston shall require the
purchasing banks to make the currency payments to the agency of the Federal
Reserve Bank of Atlanta for credit to its account. All settlements between
the agencies shall be made at the request of the creditor bank by the head offices
through the gold settlement fund. Neither bank shall make any direct exchanges
of currency in Cuba.

(4) The establishment and operation of such agencies, and the exercise of all
the above powers through such agencies, shall be subject to such changes and such
further rules and regulations as the Federal Reserve Board may prescribe from
time to time.

(5) The Federal Reserve Board expressly reserves the right to revoke its con-
sent at any time to the continuance of such agencies, to require the discontinu-
ance of such agencies or to authorize the establishment of new agencies whenever
an its discretion it considers it desirable to do so.

CHANGES IN MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM DURING
1923.

At the close of the year 1923 the total number of member banks
In active operation was 9,774? as indicated by reports of condition at
that time. Of this number 8,179 were national banks and 1,595
State banks and trust companies. During the year there was a net
decrease in active membership of 85; the decrease in the number
of national banks was 41, and the decrease in the number of State
banks and trust companies 44. Decreases in membership occurred
in most of the districts, particularly in the Minneapolis, Kansas
City, and San Francisco districts. In the New York, St. Louis, and
Philadelphia districts, on the other hand, the number of members
increased during the year. Changes in membership by districts for
the year are shown in the table below.

MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM.

System

Boston
New York
Philadelphia. . .
Cleveland
Richmond .
Atlanta...
Chicago
St Louis
Minneap olis
Kansas City
Dallas
San Francisco

Total membership.

Dec. 29,
1922.

9,859

429
803
716
880
630
536

1,440
608

1,000
1,142

855
820

Dec. 31,
1923.

9,774

424
835
722

' 877
627
525

1,427
624
940

1,122
849
802

Increase
(+)or
decrease

- 8 5

— 5
+ 32
+ 6
- 3

o
-11
- 1 3
+ 16
-60
-20
- 6

- 1 8

State banks anc
companie

Dec. 29,
1922.

1,639

39
136
58

116
68

143
379
121
130
43

199
207

Dec. 31,
1923.

1,595

36
143
66

118
66

140
369
127
109
36

190
195

I trust

Increase
( + )or
decrease

- 4 4

- 3
+ 7
+ 8

- 2
- 3

-10
+6

- 2 1
- 7
- 9

- 1 2

National banks.

Dec. 29,
1922.

8,220

390
667
658
764
562
393

1,061
487
870

1,099
656
613

Dec. 31,
1923.

8,179

388
692
656
759
561
385

1,058
497
831

1,086
659
607

Increase
(+)or
decrease

(-).

- 4 1

—2
+25

- 2
- 5
— 1
— 8

3
+10
-39
-13
+3
- 6
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The reduction of 85 in Federal reserve membership was the net
result of the addition of 210 member banks and the loss of 295. Of
the banks added to the membership, 2 were banks previously closed
which resumed activities during the year, 89 were newly organized
national banks, and 121 were formerly nonmembers which joined
the system. Of the losses in membership, mergers accounted for 87,
of which the largest number were in the San Francisco district, vol-
untary liquidation accounted for 31, absorption by nonmember
banks for 48, voluntary withdrawal of State banks and trust
companies for 29, and insolvencies or suspensions for 102.

BRANCH BANKING.

The Board has called attention in previous reports to the growth
of branch banking in some portions of the country. In the State
of California the development has been rapid and continuous in
recent years. The growth of branch banking presents a problem
which is receiving the serious attention of the Board, with a view of
finding a satisfactory method of dealing with the situation. The
difficulties of the problem arise in part from the differences in the
legislation of the various States and the competitive disadvantages
suffered by national banks in States that permit branch banking.
The Board is hopeful that it can by administrative measures find
some reasonable method of harmonizing existing differences of inter-
est of State and national banks in the matter of branch banking,
and thus lay the basis for a policy which will result in shaping the
development and practice of branch banking in the United States
along useful and serviceable lines.

CHECK CLEARING AND COLLECTION.

On June 11, 1923, the United States Supreme Court handed down
decisions in the Atlanta and Richmond par clearance cases, which
are of great importance in the Federal reserve par collection system.
In the Board's annual report for 1922, at pages 30 to 33, the prelim-
inary steps of this litigation were reviewed and a brief statement
relative to the final decisions will be given here.

Atlanta par clearance case.—In a unanimous opinion the Supreme
Court affirmed the right of Federal reserve banks to collect for other
Federal reserve banks, for member banks and for affiliated non-
member banks checks on any bank within their respective districts,
if such checks are payable on presentation and can in fact be collected
consistently with the legal rights of the drawee without paying an
exchange charge. The court said that within these limits Federal
reserve banks have ordinarily the same right to present a check to
the drawee bank for payment over the counter as any other bank
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would have. The Federal Reserve Bank of Atlanta was fully exon-
erated of all charges of coercion and wrongful intent in its check-
collection methods. The court held that it had acted not only
entirely within its own rights, but also without violating any right
of the nonmember banks involved in the case, which are not entitled
to protection against legitimate competition and whose loss of revenue
from exchange charges resulting from the superior collection facilities
of the Federal reserve system must be considered damnum absque
injuria. The decision also stands for the proposition that Federal
reserve banks are prohibited from paying exchange charges on checks
forwarded by them for collection. This decision is reported in 262
U. S. 643, under the caption American Bank and Trust Co. v. Federal
Reserve Bank of Atlanta.

Richmond par clearance case.—In this case the primary question
involved was the validity of a North Carolina statute which author-
ized State banks to charge exchange on remittances covering checks
drawn on them and made such checks, when presented by or through
a Federal reserve bank or any agent thereof, payable at the option
of the drawee banks in exchange drafts on their reserve deposits,
unless the drawer of the check had expressly stipulated for payment
in cash. The Supreme Court, two justices dissenting, held this statute
to be constitutional. In reaching this conclusion, the court ruled
that the Federal Reserve Board is not required by law to establish
a universal system of par clearance and that Federal reserve banks
are not required to receive for collection or collect at par checks
drawn on nonmember banks which refuse to remit at par, although
they have the right to do so. The court affirmed the right of un-
affiliated nonmember banks to charge exchange on remittances for
checks drawn on them, but intimated that if they insist on charging
exchange they should not share in the facilities of the par collection
system. In this case, also, the court held that Federal reserve banks
can not pay exchange charges. This decision is reported in 262
U. S. 649, under the caption Farmers & Merchants Bank v. Federal
Reserve Bank of Richmond.

The effect of these two decisions is that Federal reserve banks are
authorized, but not required, to collect any check which is payable
on presentation Without deduction for exchange; that the check
clearing system should be voluntary in that unaffiliated nonmember
banks should not be compelled to forego their right to charge ex-
change, and that it should be reciprocal in that nonmember banks
which will not remit at par for checks drawn on them should not
be permitted to share in the par collection facilities. The text of
the Supreme Court's opinions discussed above is published on
pages 296-304.
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There have been no important developments in the par clearance1

litigation affecting the Federal Reserve Banks of Cleveland and
San Francisco since the publication of the Board's annual report
for 1922, in which the preliminary aspects of this litigation were
discussed.

Following the decisions of the Supreme Court in the Atlanta and
Richmond par clearance cases, the Board took under consideration
what changes should be made in existent check collection practices
in order to conform to the fullest extent to the spirit as well as the
letter of these decisions. The Board had conceived it to be its duty
under the law to establish in the United States a universal system
of par clearance and collection of checks, and in accomplishing that
purpose certain of the Federal reserve banks had found it appropriate
to maintain agents other than banks for the purpose of making
collections at par of checks drawn on nonpar remitting banks. The-
Supreme Court, however, having declared that the Board has no
duty to establish par clearance, the Board directed Federal reserve
banks until further notice to discontinue the use of all such agents
other than banks, with the result that Federal reserve banks do not
now handle for collection checks drawn upon nonmember banks
and not collectible at par through usual banking channels. Other
suggested changes in the par collection system have also been care-
fully studied, but no final action has been taken by the Board.

REDISCOUNTS FOR NONMEMBER BANKS.

-On June 26, 1923, the Board revoked the permission which had
formerly been granted to member banks to act as the media or agents
of nonm ember banks in rediscounting paper with Federal reserve
banks. In order to relieve the general financial stringency during
the emergency of 1921, the Board had granted blanket authority
to member banks to rediscount nonmember bank paper with Federal
reserve banks, but the emergency period having passed, the Board
felt that it would contravene the intent of Congress if this general
permission were continued. Section 19 of the Federal reserve act
provides in part that "No member bank shall act as the medium
or agent of a nonmember bank in applying for or receiving discounts
from a Federal reserve bank * * * except by permission of
the Federal Reserve Board.M The obvious purpose of this provision
is to prevent nonmember banks from obtaining the benefit of the
rediscount privilege, Congress apparently intending that all banks
which desire the benefits of the Federal reserve system ought to
become member banks and contribute their quota to its resources
and successful operation. That this is still the policy of Congress is
indicated by the provision in the agricultural credits act of 1923y

which authorizes Federal reserve banks to discount agricultural
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paper for Federal intermediate credit banks, excepting such paper
as bears the indorsement of a nonmember bank which is eligible for
membership in the Federal reserve system.

In withdrawing from member banks the general privilege of re-
discounting nonmember bank paper, the Board let it be known that
Federal reserve banks might continue to discount bankers' acceptances
and other eligible paper bearing the signature or indorsement of a
nonmember bank if such paper were bought by the offering bank in
good faith in the open market from some party other than a non-
member bank. The Board also indicated that in exceptional cases
and upon specific application it would grant member banks permis-
sion to rediscount nonmember bank paper, particularly in cases
where the nonmember bank involved was ineligible by law for
membership in the Federal reserve system.

ADMINISTRATION OF CLAYTON ACT.

During 1923 there have been a number of developments in the
administration of the law relating to interlocking bank directorates
which the Board desires to call to the attention of Congress.

In its annual report for the year 1921, on pages 87 to 89, the
Board pointed out certain difficulties in the administration of the
Kern amendment to the Clayton Act and certain illogical and in-
equitable situations created by the unscientific modus operandi of
that provision and recommended the enactment of an amendment
to remedy the situation. A bill to effect this purpose had been in-
troduced in the House of Representatives on April 21, 1921, and re-
ferred to the Committee on Banking and Currency. Pending consid-
eration of this bill a number of applications for the Board's permis-
sion for interlocking directorates were received, which the Board
had no power to grant under the terms of the existing law, because
the banks involved appeared to be in substantial competition. If
the proposed amendment were enacted, however, the Board believed
that it would be authorized to grant its consent to the interlocking
directorates in such cases, and it accordingly deferred final action on
these applications in the anticipation that the proposed bill would
become law. Upon the adjournment of the Sixty-seventh Congress,
however, without any action having been taken upon this bill, the
Board felt that it could not properly continue to hold the pending
applications in abeyance, and it therefore proceeded to their final
consideration. All these applications have now been disposed of,
the permission applied for being refused or granted, depending upon
whether the banks involved were or were not in substantial compe-
tition.

Questions have been raised from time to time in the past with re-
gard to the Board's attitude in the matter of the revocation of per-
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mits for interlocking directorates which have been granted, particu-
larly in cases where the banks involved have come into substantial
competition since the time when the permits were granted. In such
cases the Board has no power under the law to permit additional
common directors between the banks involved, and it has been repre-
sented that, because of the anomalous situation thereby created, the
Board should exercise its undoubted power to revoke the permits
formerly granted. The Board gave this question very careful con-
sideration. Its counsel advised that the law does not require it to
revoke permits in any case, but that the power to revoke them is dis-
cretionary. To aid it in determining how this discretionary power
should best be exercised, the Board directed its 12 Federal reserve
agents to make a comprehensive review of the situation affecting
interlocking directorates in their districts, designed to inform the
Board in detail whether the terms of section 8 of the Clayton Act
were being complied with, and with particular reference to all cases
involving banks having interlocking directorates which had been
granted at a time when no substantial competition existed, but which
could not then be granted under the Kern amendment, because the
institutions affected had since become substantial competitors. This
investigation disclosed that in a few cases banks with common direc-
tors have become substantial competitors since the time when per-
mits for such directorates were granted, either through the natural
growth of competitive business or through the acquisition of competi-
tive business incident to a consolidation.

After careful study, the Board decided not to revoke permits in
cases where the interlocking directorates have resulted in the growth
of competition between the banks involved, believing that this policy
would best serve to carry out the underlying intent of the Clayton
Act, which, in the Board's view, is to preserve competition between
naturally competitive elements and thus prevent the formation of
monopolies in various kinds of business in their inception. Where
banks having common directors have become substantial competitors,
it is obvious that such interlocking directorates have fostered, or at
least not prevented, the free growth of competition, and this seems to
be precisely what the Clayton Act was designed to accomplish. The
Board, therefore, saw no valid reason for breaking up such directorates.
It is true that in cases where competition has grown up between cer-
tain banks having common directors the Board has no power, under
the Kern amendment, to permit additional common directors between
the same banks, but this apparent discrimination, resulting from the
Board's lack of adequate power under the present terms of the law
to deal appropriately with such cases, is a condition which should be
remedied by suitable legislation. It surely is not of sufficient gravity
to warrant the Board in penalizing directors who have permitted their
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banks to come into substantial competition and have thus acted in
harmony with the spirit and purpose of the law. The Board believes
rather that such directors should be permitted to continue to serve
their institutions, and that permits granted under the Kern amend-
ment should be revoked only in cases where the interlocking direc-
torate has the effect of lessening or stifling competition between banks
which, but for the common directorate, would normally compete, or
where there is some other violation of the intent and purpose of the
law.

As noted above, a bill was introduced in the House of Representa-
tives on April 21, 1921, which would authorize the Board to grant
permits for interlocking directorates between competitive banks if
in its judgment uno restriction of banking credit or lessening of
competition will result." This amendment was framed by the
Board's committee on the Clayton Act, and cogent reasons for its
enactment are contained in that committee's report to the Board,
published on pages 352 to 356 of the Board's annual report for 1921.

In its present form the act operates in an illogical way and often
defeats the very purpose for which it was enacted. It empowers the
Board to permit interlocking directorates between banks which are
not in substantial competition, even though they have deliberately
eliminated competition; but it does not authorize the Board to permit
such relationships between banks which have become active com-
petitors in spite of the presence of common directors on their boards.
(Of course, if the Board finds that the banks in question have stifled
competition by common agreement, it would not permit interlocking
directorates between them, even though it has power to do so.) The
act also operates inequitably against national banks, because it
restricts them in their choice of directors, but does not restrict State
banks and trust companies, and thus national banks are seriously
handicapped in their competition with State incorporated institu-
tions. If Congress desires the continuance of free competition
between banking institutions, this factor should be considered.
Very recently a large national bank in New York, which had under
consideration the question of denationalization, represented to the
Board that the applicability of the Clayton Act in the case of a certain
director would be the determining factor in its decision upon this
question. Other similar cases have been brought to the Board's
attention.

In some cases, also, the refusal to permit an interlocking directorate
may have an adverse effect upon the banking and credit situation in
the community, and the Board believes it should have power to deal
with such cases appropriately. A recent case in point involved two
national banks in a small southern city, which had as a common
director a man of great influence in the community. The banks were
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in an extended condition due to the large amounts which they had
loaned to the farmers, and their ability to continue their agricultural
loans and at the same time keep their doors open depended upon the
unshaken confidence of their depositors. It was represented to the
Board that if the law were strictly enforced and the influential com-
mon director were required to resign from either bank, the com-
munity would fail to understand the reason for his resignation, but
would immediately suspect the solvency of the institution and a
financial crisis would ensue, which might cause irreparable injury to
the banking and farming situation in that district. Yet the two
banks were admittedly in substantial competition, and under the law
as it stands the Board had no power to permit the interlocking direc-
torate. Under these extreme circumstances, however, the Board
held that it might properly defer final action upon the application,
pending improvement of the financial and agricultural situation in
the affected district and pending action by Congress on the bill
proposed by the Board.

For these various reasons the Board believes that it will be very
desirable to amend the Clayton Act substantially as proposed by
the bill introduced in 1921, and it takes this opportunity to renew
its urgent recommendation that some such legislation be enacted.

During the past year the Board has received and considered 347
applications presented to it for permission to serve in interlocking
directorates.

TRUST POWERS OF NATIONAL BANKS.

The right of national banks to exercise trust powers has during the
past year been involved in litigation in the States of Pennsylvania and
Missouri.

The Board's annual report for 1922 discussed the preliminary stages
of the litigation in Pennsylvania which concerned the right of the Corn
Exchange National Bank of Philadelphia to act in a fiduciary capac-
ity. It will be recalled that the Orphans' Court, in which the question
first arose, refused to recognize the bank's right to act as guardian or
to appoint it as such, on the ground that the exercise of trust powers
by national banks in Pennsylvania was in contravention of the State
law. The court based this conclusion upon certain conflicts between
the State law relating to the administration of trusts by State banking
institutions and the provisions of section 11 (k) of the Federal reserve
act. On appeal, the Superior Court of Pennsylvania reversed the
Orphans' Court and upheld in all respects the rights of national banks
in Pennsylvania to exercise trust powers. An appeal was then taken
to the Supreme Court of Pennsylvania by the Commonwealth, which
had intervened in the proceeding.

On April 9, 1923, the Supreme Court of Pennsylvania rendered its
decision in this case, affirming the decision of the Superior Court and
finally establishing the right of national banks in that Commonwealth
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to act in fiduciary capacities when authority therefor is given by the
Board under section ll(k) of the Federal reserve act. The court
considered the various conflicts between State and Federal laws and
ruled definitely that the latter are paramount and must prevail;
that Congress, in defining what should be considered u in contra-
vention oh State law/" had made the right of national banks to
exercise trust powers depend upon the existence of that right in
competitive State institutions, and that if such State banks or trust
companies are given the right to exercise trust powers, national
banks must be accorded the same right, irrespective of differences
in the rules governing the exercise of trust powders. The decision
is reported under the caption In re Turners Estate, 277 Pa. 110; 120
Atl. 701, and the text of the opinion is published on pages 304-307.

The litigation in Missouri concerned the right of the Burnes Na-
tional Bank of St. Joseph to act as executor under a will in which it
had been named. The Probate Court on January 29, 1923, refused
to issue letters testamentary to the national bank on the ground that
the bank was not authorized to act as executor under the laws of
Missouri. The national bank applied to the Supreme Court of
Missouri for a writ of mandamus requiring the Probate Court to
issue letters testamentary to the national bank. On January 47

1924, the Supreme Court of Missouri rendered an opinion upholding
the decision of the Probate Court and denying the writ of manda-
mus. In its decision the court held that the exercise of trust powers
by national banks in Missouri, is in contravention of State law,
largely because of the conflicts between the provisions of the State
law and of section 11 (k) of the Federal reserve act relating to the
administration of trusts. The court considered the provision in
section ll(k) that the exercise of trust powers by national banks
shall not be considered in contravention of State' law when State in-
stitutions, which compete with national banks, are permitted to ex-
ercise such powers, but failed to apply it, arguing that it was not
controlling and that trust companies in Missouri did not compete
with national banks in the sense contemplated by the statute. The
full text of the opinion is published on pages 307-314.

A number of the larger national banks in St. Louis and Kansas
City were represented in the proceeding and have appealed the case
to the United States Supreme Court on a writ of error. The United
States has also intervened in the proceeding, through the Solicitor
General, in order that the right of national banks to exercise trust
powers, granted by Federal law, may be fully protected. The case
has been set for argument before the United States Supreme Court
on April 7, 1924.'

1 On April 28, 1924, the United States Supreme Court rendered its decision in this case, reversing the
decision of the Missouri Supreme Court and definitely upholding the right of national banks in Missouri
to exercise trust powers. Th3 full text of the opinion is published on pages 314-315.
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Permits to exercise fiduciary powers.—During the year 1923 the
Board approved 182 original and 19 supplementary applications by
national banks for permission to exercise trust powers. The total
number of national banks holding permits to exercise trust powers
on December 31, 1923, was 1,819, a list of which, with the powers
granted, is published on pages 226-242.

AMENDMENTS TO THE FEDERAL RESERVE ACT.

During the year 1923 the Federal reserve act was amended in
several important respects by the act of March 4, 1923. This act is
known as the IC agricultural credits act of 1923," and its purpose was
to provide additional credit facilities for the agricultural and livestock
interests of the country. This purpose was in part accomplished by
creating new credit institutions adapted to extend credits to the
agricultural interests for intermediate periods of from nine months
to three years. The act further enlarged the operations of the Federal
farm loan system and broadened the provisions of the Federal reserve
act relating to agricultural credits. Only the provisions which
amended the Federal reserve act will be discussed here.

Capital requirements of member banks.—This act amended the ninth
paragraph of section 9 of the Federal reserve act so as to permit banks
to become member banks with a capital of 60 per cent of the amount
theretofore required, with the proviso that such banks must increase
their capital to 100 per cent within the time and under conditions
prescribed by the Federal Reserve Board, but in all cases such banks
must set aside annually at least 20 per cent of their net income for
the preceding year as a fund to be devoted exclusively to such increase
of capital.

Discount of factors7 paper.—Section 13 of the Federal reserve act
was amended so as to provide that notes, drafts, and bills of exchange
of factors, issued for the purpose of making advances exclusively to
producers of staple agricultural products in their raw state, should
be eligible for discount by Federal reserve banks.

Sight and demand bills of exchange.—Section 13 of the Federal
reserve act was further amended to provide for the discount and pur-
chase by Federal reserve banks of sight and demand bills of exchange
drawn to finance the domestic shipment of nonperishable, readily
marketable staple agricultural products, and secured by satisfactory
shipping documents. The amendment prescribed that such bills
must be forwarded promptly for collection and that in no event
might a Federal reserve bank hold such bills for a period in excess
of 90 days.

Maturity of acceptances.—The maturity of acceptances eligible for
discount, formerly described as "three months' sight/7 was amended
to read "90 days' sight."
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Six months1 agricultural acceptances.—The act further broadened
the power of Federal reserve banks to discount acceptances by author-
izing the discount of acceptances with maturities up to six months
when drawn for an agricultural purpose and secured at the time of
acceptance by documents of title covering readily marketable staples.

Nine months7 agricultural paper.—The new section 13a added by
the act of March 4, 1923, extends the maturity of agricultural paper
eligible for discount from six to nine months. It provides further,
however, that such paper having maturities in excess of six months
can not be eligible as a basis for the issuance of Federal reserve notes
unless secured by negotiable warehouse receipts or similar documents
covering readily marketable staple agricultural products or by chattel
mortgage upon livestock being fattened for market. This provision
in effect, therefore, amends that portion of section 16 of the Federal
reserve act which deals with collateral security for Federal reserve
notes.

Discounts for Federal intermediate credit banks.—Section 13a also
authorizes Federal reserve banks to discount eligible agricultural
paper for Federal intermediate credit banks, which latter corpora-
tions are one class of the credit institutions established by other pro-
visions of the act. No such paper, however, which bears the indorse-
ment of a nonmember bank which is eligible for membership may be
thus discounted.

Purchase and sale of debentures issued by Federal intermediate credit
banks and national agricultural credit corporations.—The Federal
reserve banks are authorized by section 13a to buy and sell deben-
tures and other similar obligations issued by Federal intermediate
credit banks and national agricultural credit corporations, such
transactions, however, to be subject to the same limitations as are
placed upon the purchase and sale of farm loan bonds, and State,
county, and municipal bonds and warrants.

Paper of cooperative marketing associations.—Section 13a further
prescribes when paper of cooperative marketing associations shall be
deemed to be issued or drawn for an agricultural purpose. Such
paper is classified as agricultural paper when (a) the proceeds thereof
are advanced by the association to its members for an agricultural
purpose, (6) the proceeds are used by the association in making pay-
ments to members for agricultural products delivered by the mem-
bers, or (c) such proceeds are used by the association to pay for
grading, processing, packing, or marketing any agricultural products
handled by the association for its members. This section also con-
tains a proviso that the express enumeration of certain classes of
paper of cooperative marketing associations as eligible for discount
shall not be construed as rendering ineligible any other class of such
paper which is otherwise eligible for discount.

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

1923



58 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD.

Limitation of amount of paper of six and nine months maturity
which Federal reserve hanks may discount.—The Federal reserve act
formerly provided that paper having a maturity not exceeding six
months may be discounted in an amount to be limited to a percent-
age of the assets of the Federal reserve bank, to be fixed by the Federal
Reserve Board. Section 13a now authorizes the Board to limit to a
percentage of the Federal reserve bank's assets the amount of nine-
month paper, as well as six-month paper, that such bank may
discount.

Open-market dealings in acceptances of Federal intermediate credit
hanks and national agricultural credit corporations.—The act of March
4, 1923, adds a new subsection (f) to section 14 of the Federal reserve
act, authorizing Federal reserve banks to purchase and sell in the
open market acceptances of Federal intermediate credit banks and
national agricultural credit corporations, whenever the Board shall
declare that the public interest so requires.

Federal reserve hanks as depositories and fiscal agents.—This act
adds a new paragraph to section 15 of the Federal reserve act, author-
izing. Federal reserve banks to act as depositories for and fiscal
agents of any national agricultural credit corporation or Federal
intermediate credit bank.

Repeal of progressive discount rate.—The Phelan Act. approved
April 13, 1920, which provided for progressive discount rates, is
repealed by the agricultural credits act.

Provisions affecting the Federal reserve system without making any
textual changes in the Federal reserve act—

Section 207 (a) of the agricultural credits act of 1923 provides
that national agricultural credit corporations, having an authorized
capital stock of $1,000,000 or more, may discount for any member
bank, upon its indorsement, agricultural paper with maturities up
to nine months which is secured by warehouse receipts or similar
documents covering readily marketable agricultural products, or by
chattel mortgages on livestock. Such corporations may also redis-
count for a member bank notes, with maturities up to three years,
which are secured by chattel mortgages conferring a paramount lien
on maturing or breeding livestock or dairy herds.

Section 208 (a) authorizes Federal reserve banks to act as deposi-
taries of United States bonds which national agricultural credit cor-
porations must deposit as a condition to opening for business. Fed-
eral reserve banks are also to act as depositaries of United States
bonds which such corporations must deposit as security against their
indebtedness.

Section 210 authorizes any member bank, with the permission of
the Comptroller of the Currency, to invest up to 10 per cent of its
capital and surplus in the stock of national agricultural credit cor-
porations.Digitized for FRASER 
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Section 212 provides that the moneys of national agricultural
credit corporations may be kept on deposit subject to check in any
member bank.

Federal reserve branch bank buildings.—The Federal reserve act
was also amended by the act of February 6, 1923. The act of June
3, 1922, had inserted a paragraph at the end of section 10 which
placed a limitation of $250,000 upon the amount which a Federal
reserve bank might expend in the construction of a building, and the
act of February 6, 1923, amended that provision so as to provide that
the $250,000 limitation should apply only to branch-bank buildings
and should cover only the cost of the building proper, exclusive of
the cost of the vaults, permanent equipment, furnishings, and fix-
tures. It was further provided that the limitation should not apply
to any buildings under construction prior to June 3, 1922.

AMENDMENTS TO REGULATIONS OF FEDERAL RESERVE BOARD.

The amendments made in the Federal reserve act by the agri-
cultural credits act, approved March 4, 1923, necessitated changes
in several of the Board's regulations, and the Board took this oc-
casion to make a revision of its regulations. A new issue of the
regulations was published under date of July 10, 1923, and a brief
discussion of the more important changes is here presented.

The new Regulation A supersedes Regulation A, series of 1922,
and has been changed materially in order to conform to the amend-
ments to the Federal reserve act made since the date of issue of the
former regulation. Among other things, the new regulation con-
tains a more liberal interpretation of eligible agricultural paper,
with its extended maturity of nine months, and incorporates the
new provisions of law classifying as agricultural paper certain paper
of cooperative marketing associations. The regulation makes pro-
vision for the new classes of paper which were made eligible for
discount by the agricultural credits act, viz, sight and demand
drafts secured by bills of lading covering the domestic shipment
of nonperishable, readily marketable agricultural staples, and paper
of factors issued for the purpose of making advances to producers
of staple agricultural products. Provision is also made for the
discount, with maturities up to six months, of bankers' acceptances
drawn for an agricultural purpose and secured by documents of
title covering readily marketable staples.

The act of July 1, 1922, amended the law with reference to the
amount of paper of any one borrower which a Federal reserve bank
might discount for a State member bank, fixing such amount at the
same limit applicable to cases involving national banks, and the
new Regulation A has been modified accordingly.
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Regulation B supersedes Regulation B, series of 1922, and has-
been simplified by the omission of the provision in the former regu-
lation which made a very limited class of bankers7 acceptances
drawn by cooperative marketing associations eligible for purchase
in the open market. The amendments to the law made a much
broader class of bankers' acceptances drawn for agricultural pur-
poses eligible for discount and for purchase in the open market,
thus rendering the former provision unnecessary.

Regulations C and D supersede the corresponding regulations of
the 1920 series and contain no material changes.

Regulation E, superseding Regulation E, series of 1920, has been
rearranged, but no substantial change has been made except the
elimination of the 10 per cent limitation on the amount of warrants
of any municipality which might be purchased by a Federal reserve
bank with the indorsement of a member bank.

Regulation F is the same as the 1920 regulation, which it super-
sedes.

Regulation G, superseding Regulation G, series of 1920, has been,
changed only to the extent that it no longer requires notes repre-
senting real-estate loans to be canceled at maturity and new notes
taken in their place. The new regulation permits a maturing note
to be renewed or extended, but, as before, it provides that a national
bank must not obligate itself in advance to make any renewal.

Regulation H, superseding Regulation H, series of 1920, has been
changed materially so as to conform to the amendments to section
9 of the Federal reserve act contained in the agricultural credits
act, which made a State bank with a capital of 60 per cent of the
amount theretofore required eligible for membership, provided it
increases its capital to 100 per cent under certain terms and con-
ditions, in large part to be prescribed by the Federal Reserve Board.
In the new Regulation H, the Board has provided that banks ad-
mitted to membership with 60 per cent of the normal capital must
increase their capital to the required 100 per cent within five years
after admission to membership and to this end must set aside annu-
ally not less than 50 per cent of their net earnings for the preceding
year. Certain other less important changes have also been made
in the new regulation.

Regulation I, which supersedes the corresponding 1920 regulation,
has been changed so as to conform to the present practice in con-
nection with the applications of newly organized national banks for
membership in the Federal reserve system, and also so as to require
receivers and liquidating agents of failed member banks to apply for
the surrender and cancellation of Federal reserve bank stock held by
such banks within six months after their appointment.
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A new draft of Regulation J was tentatively approved, but has not
yet become effective. Consequently check clearing and collection
operations are still governed by the provisions of Regulation J, series
of 1920. The Board has, however, instructed Federal reserve banks
to discontinue the use of agents other than banks for the purpose of
making collections at par of items drawn upon nonpar remitting
banks.

Regulation K is identically the same as the 1920 regulation, which
it supersedes.

Regulation L has been changed slightly by broadening the definition
of the term "national bank/' as used in the regulation, to include all
banking institutions organized or operating under the laws of the
United States. A statement of the general principles adopted by the
Board for its guidance in determining whether two or more banks
are in substantial competition has also been inserted in the regulation.

The text of the Board's new series of regulations is published on
pages 265-294.

PUBLICATION OF DIGEST OF RULINGS.

In 1923 the counsel of the Federal Reserve Board completed the
preparation of a u Digest of rulings of the Federal Reserve Board."
The main part of this publication is given over to digests or sum-
maries of all the Board's rulings, court decisions, legal opinions, and
similar matters which have been published in the Federal Reserve
Bulletin to the end of 1923. These digests contain the gist of the
rulings and opinions which have interpreted the Federal reserve act
and other legislation affecting the operation of the Federal reserve
system, and they state the salient facts and conclusions reached in
sufficient detail to make it unnecessary in most cases to refer to the
full text of the rulings as published in the Bulletin. The digest is
fully indexed and the arrangement is such as to make reference to the
various rulings as convenient as possible. In this respect the digest
is substantially an annotated edition of the Federal reserve act. In
addition, the Digest of Rulings includes the regulations of the Federal
Reserve Board, the full text of the Federal reserve act, with appendices
and index as published in the 1923 edition, the act in its original form
as enacted December 23, 1913, with a composition, showing by italics
and canceled words the textual changes made by all amendments to
the act, and a nontechnical summary of all these amendments show-
ing the purpose and effect of the changes made.

FEDERAL ADVISORY COUNCIL.

Four meetings of the Federal Advisory Council were held in
Washington during 1923, on the following dates: February 20r
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May 21, September 17, and November 19. The recommendations
of the council to the Board are printed on pages 457-465.

CONFERENCES HELD BY THE BOARD.

As customary, the Federal Reserve Board conferred with the
Federal Advisory Council on the occasion of each of its meetings
during the year.

The governors of the Federal reserve banks convened in Washing-
ton on March 26 and conferences of the governors and chairmen of
the Federal reserve banks were held, beginning November 12.

ORGANIZATION, STAFF, AND EXPENDITURES.

During the year 1923 the following changes have occurred in the
organization and staff of the Federal Reserve Board:

On March 14, 1923, Hon. Milo D, Campbell, of Coldwater, Mich.,
was appointed a member of the Federal Reserve Board, in accordance
with the amendment to section 10 of the Federal reserve act whereby
the number of appointive members of the Board was increased from
five to six. Mr. Campbell died suddenly on March 22, after having
served as a member of the Board only eight days. To fill this vacancy
Hon. Edward H. Cunningham, of Des Moines, Iowa, was appointed,
effective May 14, to fill the unexpired term of 10 years.

On May 1 Hon. D. R. Crissinger, of Marion, Ohio, Comptroller of
the Currency, was appointed governor of the Federal Reserve Board
to fill the vacancy caused by the expiration on August 9, 1922, of
the term of office of Hon. W. P. G. Harding, of Birmingham, Ala.,
and on the same date Hon. Henry M. Dawes, of Chicago, 111., assumed
the office of Comptroller of the Currency and ex officio member of
the Federal Reserve Board.

Hon. John R. Mitchell, of St. Paul, Minn., resigned as a member of
the Board on May 12 and was succeeded by Hon. George R. James,
of Memphis, Tenn., whose appointment was effective May 14.

On September 15, Mr. Wm. W. Hoxton, general secretary, resigned
to accept an appointment as Federal reserve agent and chairman of
the board of directors of the Federal Reserve Bank of Richmond,
and *Mr. Walter L. Eddy, executive secretary, was appointed sec-
retary, effective October 1, 1923. Mr. J. C. Noell, Federal reserve
examiner, was appointed assistant secretary, effective October 1, 1923.

On March 6, 1923, Mr. George B. Vest, who had been employed in
1 the office of the Board's general counsel since October, 1922, was

appointed assistant counsel.
On July 1 the division of analysis and research and the office of

statistician were consolidated into one division under the title of
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division of research and statistics. Mr. W. W. Stewart, who had
been the director of the division of analysis and research, became
director of the consolidated division.

The total cost of conducting the work of the Board during the
year 1923, including salaries of members and the cost of printing
and circulating the Federal Reserve Bulletin, was $726,428.28.

Two assessments were levied against the Federal reserve banks
aggregating $702,634.68, or approximately 215 thousandths of 1 per
cent of their average paid-in capital and surplus for the year.

By direction of the Federal Reserve Board:
D. R. CRISSINGER,

Governor.
The SPEAKER OF THE HOUSE OF REPRESENTATIVES
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WASHINGTON, February 20, 1925.
SIR: In this, its eleventh annual report, the Federal Reserve Board

reviews the business and banking developments in 1924 as they
affected the position of the Federal reserve banks and describes the
operations of the Federal reserve system during the year. The
board, in its annual report for 1923, discussed in the light of the
experience of the Federal reserve system for the preceding ten years
certain of the basic factors underlying the administration of Federal
reserve bank credit. The present report indicates the manner in which
the discount and open-market policies discussed more fully in last
year's report have functioned under business and credit conditions
prevailing in 1924.

INDUSTRY AND TRADE IN 1924

Business and industry in 1924, taking the year as a whole, were less
active than in 1923, when production and trade were in exceptionally
large volume. The recession in industrial activity which began in the
spring of 1923 continued, with a brief interruption at the turn of the
year, until the middle of 1924. Increased output in certain basic
industries early in 1924 resulted in a larger volume of production than
could be currently marketed at prevailing prices, with the consequence
that stocks accumulated, prices receded, production was sharply cur-
tailed, and there was a decrease in employment at industrial estab-
lishments. The volume of trade, however, continued at a high level
throughout the period of industrial recession and, as distribution of
goods to the consumer was in larger volume than current production,
stocks of merchandise which had accumulated during the spring
months were gradually reduced and a renewed demand for materials
was reflected in a firmer tone in the commodity markets. This in-
dustrial readjustment, together with an improvement in the position
of the farmer, was an important factor in bringing about a business
recovery during the last quarter of the year. The farmer's income,
particularly in certain sections of the wheat producing regions, was
larger in 1924 than in recent years, though the corn crop was short.
In the aggregate, crop production was as large as in 1923 and prices
at the farm averaged considerably higher. Conditions in the livestock
industry, however, continued to be unfavorable. Wheat farmers in
this country benefited by the shortage of the world wheat crop and
the consequent larger export demand. Financing of agricultural ex-

1
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2 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

ports as well as of exports of other raw materials in large volume was
facilitated by the flotation in the United States of an unusually large
amount of foreign loans, which increased the buying power of foreign
purchasers in our markets. This improvement ifKhe European demand
for American products, the increase in the current income of the farmer,
and a growth in business confidence were factors in bringing about
the increase in business activity during the closing months of the year.
Between September and December industrial output and factory
employment increased sharply from the low point reached in mid-
summer, and this expansion in production in basic industries was
sufficient to overcome the larger part of the previous decline. At the
end of 1924, as a result of a readjustment in prices and the improve-
ment in the world market for agricultural products, there was a better
balance between industry and agriculture than at any time in more
than four years.

GROWTH OF MEMBER BANK CREDIT

In the banking and credit situation the principal development in
1924 was a decline in money rates during the first half of the year,
which carried those rates by midsummer to the lowest level in a
decade. This ease in the money market was the result of an abun-
dance of loanable funds at member banks and not of a decreased
use of credit to finance current business. In fact, throughout most
of the year the volume of commercial borrowing at member banks in
principal cities continued near the high level of the autumn of 1923,
and after the seasonal advance in the latter part of 1924 was in
larger volume than at any time in more than three years. This
continued demand for commercial credit during the period of slack-
ened industrial activity may be accounted for in part by the fact that
throughout this period the volume of trade and distribution was
maintained at a high level. Decreased industrial activity, however,
accompanied by lessened employment and smaller pay rolls, resulted
in a diminished demand for hand-to-hand money, and as currency
released from circulation flowed into the member banks it increased the
volume of their funds available for lending. Further additions to the
supply of funds arose from gold imports, which during the first half
of the year were in larger volume than during 1923. Member banks
used funds arising from these two sources to repay their borrow-
ings at the Federal reserve banks, and the reduction during the early
part of 1924 in the total of Federal reserve bank credit in use was
about equivalent to the inflow of currency from domestic circulation
and of gold received from abroad. When repayment to the reserve
banks had brought the volume of borrowing by member banks to a
low level, these banks used further additions to their funds as a
basis for enlarging the volume of their outstanding credit, chiefly
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through the purchase of investment securities and the making of
loans on stocks and bonds. The growth during the last seven months
of 1924 in the total loans and investments of member banks in leading
cities was about $2,000,000,000, of which $900,000,000 represented an
increase in investments, $800,000,000 an increase in loans secured by
stocks and bonds, and $300,000,000 an increase in commercial loans.

This rapid growth in the volume of member bank credit, which
began in June, was accompanied by a correspondingly rapid increase
in demand deposits amounting to about $1,800,000,000. In the
financial centers, where the growth of deposits was largest, the increase
represented in part a growth of balances held for banks in the interior.
This concentration of funds in the money centers, which usually
occurs during periods of declining business activity, contributed to the
ease in the central money markets and was one of the factors responsible
for the low level of rates prevailing during July and August. Toward
the end of August, however, the demand for credit and currency in
connection with crop moving and the autumn trade, and the revival
of industrial activity, resulted in some return flow of funds to the
interior, and rates became firmer during the latter months of the year.
Demand for currency reached its peak in December and, together
with the outward movement of gold during that month, led member
banks to increase their borrowings at the reserve banks. The large
growth in 1924 in the total of member bank credit in use is shown by
a comparison of the condition of all member banks at the end of
1923 and 1924.

ALL MEMBER BANKS

—-

Loans
Investments

Total loans and investments
Demand deposits ._ . .
Bankers' balances
Time deposits . . . ._ .. . . .

[In millions of dollars]

End of—

1923

19, 052
7,686

26, 738
16,086
3,512
8, 651

1924

20,181
8,845

29, 026
17, 766
4,548
9, 805

Increase

1 129
1, 159

2, 288
1, 680
1,036
], 154

VOLUME OF FEDERAL RESERVE BANK CREDIT

In contrast with this growth in the loans and investments of
member banks, the amount of Federal reserve bank credit outstand-
ing was no larger at the end of 1924 than at the end of the previous
year. The demand for reserve bank credit, however, fluctuated much
more widely during 1924 than in the two preceding years. Earning
assets of the reserve banks after decreasing by $400,000,000 during
the first five months of the year to $800,000,000—the lowest level
since 1917—remained near that level for two months, and then
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increased again by $450,000,000 to $1,250,000,000 at the end of the
year. The decline in the volume of reserve bank credit outstanding
during the first half of the year was due to a decrease in the amount
of currency in circulation of $280,000,000 and to gold imports of
$240,000,000. During the last five months of the year the increase
in earning assets of the reserve banks reflected seasonal growth
of $330,000,000 of money in circulation, and the further facts that
during these months net gold imports were only $16,000,000 and that
during December, for the first time since 1920, there was a net out-
ward movement of gold. Thus in 1924 gold and currency movements
exerted their combined effect during tiie early part of the year toward
a reduction in the use of reserve bank credit, and during the latter

MILLIONS OF DOLLARS MILLIONS OF DOLLARS

I EARNING ASSETS I
OF FEDERAL RESERVE BANKS

1200

600

1200

600

1922 1923 1924-

part of the year toward an increase in the demand for reserve bank
credit. In this respect the year 1924 differed from 1923, when a
gradual growth in currency demand was continuous throughout the
year, as were gold imports, with the consequence that the demand
for currency was currently met by member banks out of the balances
created at the reserve banks through the deposit of imported gold,
and the volume of reserve bank credit in use remained throughout
the year at a relatively constant level.

Changes in the total volume of reserve bank credit outstanding
and in its composition for the first seven and for the last five months
of 1924 and for the year as a whole are shown in the following table,
and the course of the different classes of earning assets during the
past three years is presented in the chart above.
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EARNING ASSETS OF FEDERAL RESERVE BANKS

[In millions of dollars]

Dec. 31,
1923

July 30,
1924

Dec. 31,
1924

Increase (+) or decrease (—)

First 7
months

1924

Last 5
months

1924
Year 1924

Total earning assets 1 J 1,211

Discounts
Acceptances
United States securities _

723
355
133 I

825

294 I
24 I

505 '

1,249

314
387
540

- 3 8 6

- 4 2 9
- 3 3 1
+372

+424

+20
+363
+35

+38

-409
+32

+407

1 Including other classes of earning assets, which on Dec. 31, 1924, aggregated $8,000,000.

During the first seven months of 1924 purchases of United States
Government securities in the open market steadily increased and
carried the holdings of these securities by the reserve banks from
$133,000,000 at the close of 1923 to over $505,000,000 at the end of
July. The funds thus placed in the market were used by member
banks in the repayment of their borrowings and resulted further in a
reduction of the acceptance holdings of the reserve banks. Total
holdings of discounted and purchased bills, which at the beginning of
the year were about $1,078,000,000, declined almost continuously to
$318,000,000 at the end of July. During this period of open-market
purchases in considerable volume, the total of reserve bank credit
outstanding, as measured by earning assets, declined by nearly
$400,000,000, and at the same time there was a considerable change
in its composition. The proportion of United States securities,
which at the opening of the year constituted about 11 per cent of
total earning assets, increased to 60 per cent at the end of July, while
the proportion of discounts declined from 60 per cent to 36 per cent.
The decline in total earning assets during this period, as has been
pointed out earlier, is accounted for by the inflow of gold and the de-
creased demand for currency, and the fact that the volume of discounts
and acceptances decreased to a larger extent than total earning assets
was due chiefly to the security purchases by the reserve banks.

During the last five months of the year there was relatively little
change in the holdings of United States securities, and the volume
at the end of December was about the same as in the middle of
August. During this period, however, total earning assets of the
reserve banks increased by over $400,000,000, largely in response to
seasonal requirements. In December the growth was principally in
discounts, but for the period as a whole the larger part of the increase
was in holdings of acceptances, which increased after the middle of
August from $18,000,000 to $387,000,000 at the end of December.
At the close of 1924 acceptance holdings of the Federal reserve banks
were larger than at any time since 1920 and constituted nearly one-
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6 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

half of the total volume of outstanding acceptances. The unusually
heavy exports of agricultural products during the autumn of the year
were financed in considerable part through the use of acceptance
credit, and the total amount of credit extended in this form was larger
in 1924 than at any time except during the last part of 1919. The
volume of commodities financed through acceptance credit in 1924 was
in fact larger than in 1919, when measured in terms of physical volume,
because in 1919, with prices at a much higher level, more credit was
required to finance the same physical quantity of goods. A large
part of the total acceptances purchased by the reserve banks arose
out of the financing of export and import trade with many countries
covering principally the exportation of cotton and grains, and the
importation of coffee, sugar, silk, hides, and wool. With this large
volume of acceptances in the market the seasonal tightening of money
rates resulted during the last quarter of the year in heavy offerings
of bills to the reserve banks, with a consequent growth of acceptance
holdings by these banks. A table showing the principal assets and
liabilities of the Federal reserve banks for every week in 1924 appears
on pages 50-53.

CURRENCY DEMAND AND THE RESERVE BANKS

At the reserve banks, through the large amount of currency of all
kinds paid in daily and the large volume withdrawn each day, there
is a continuous adjustment between the volume of money in circula-
tion and the public's changing requirements for currency. While
the net outflow of currency from the reserve banks during the last
five months of 1924 approximately equaled the net inflow during the
first part of the year, and there was consequently little change in
the total volume of money in circulation, the amount of currency
that passed through the reserve banks during the year was in excess
of $10,000,000,000, or more than twice the amount currently held by
the public. The amount held by the public, about $5,000,000,000,
includes the vault cash in banks, the till money of the merchants, and
the cash in the pockets of individuals. Since cash in the vaults of
member banks does not count as part of their legal reserves, they keep
on hand only that amount of currency which experience has shown to
be necessary to meet the immediate demands of their depositors; this
amount in the aggregate is about $500,000,000, and represents 2 per
cent of their gross deposits. Mercantile establishments also limit
their holdings of cash to till-money requirements, and the amount of
money carried by individuals, though it fluctuates to some extent
with the volume of employment and earnings, is determined largely
by pocket-money requirements. In this country, where the bank-
ing habit is general, where business concerns and individuals deposit
with banks any excess of currency in their possession, and banks
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 7

in turn keep on hand only enough cash for immediate needs, any
outstanding currency above actual requirements promptly flows to
the reserve banks, and any increased demand for currency is reflected
in withdrawals of cash from these banks. It is this responsiveness
of the volume of currency in use to the public's requirements and
the promptness with which the net volume of inflow or outflow of
currency of all kinds at the reserve banks responds to changes in the
demand for cash that constitutes the elastic character of the cur-
rency under the Federal reserve system.

The elasticity of the currency is in no way affected by changes
made by the reserve banks in the relative amount of payments made
in Federal reserve notes and in other forms of currency. In 1924
the Federal reserve banks continued the practice, which had begun
in the middle of 1922, of increasing the amount of gold certificates
in circulation, with the result that the volume of Federal reserve
notes outstanding declined further during the year and an equal
amount of gold certificates was substituted in their place in the
country's circulation. As a consequence of this practice, the reserves
of the reserve banks during the first part of the year did not increase to
the extent of gold imports during the period, and during the latter part
of the year, when the demand for currency was increasing, this demand
was met by the reserve banks out of reserves as well as through an
increased issue of Federal reserve notes. As a result of this paymeiit
of gold certificates into circulation, together with net gold exports of
$30,000,000 in December, total reserves at the end of the year had
declined to $3,000,000,000, the lowest figure for three years. The
extent to which gold certificates have been restored to circulation is
indicated by the fact that during the three years since 1922, with net
gold imports of about $800,000,000, there has been no net increase
in the reserves of the reserve banks, and the volume of gold certificates
in circulation has increased by an amount equal to the gold imports.

GOLD AND FEDERAL RESERVE BANK CREDIT

In 1924, as in other recent years, the most important single influ-
ence affecting the volume of Federal reserve bank credit in use was
the continued inflow of gold. While net imports of gold in 1924 were
somewhat less than in 1923, they represented a continuation of a
movement which has lasted for over four years, and since their effect
upon the relative position of Federal reserve banks and member
banks has been cumulative, their influence is clearer when considered
in perspective. Gold received from abroad is deposited by member
banks with the reserve banks, and its immediate effect is to increase
their reserve balances. The use made by member banks of these
additions to their reserve balances depends upon the extent of the
currency demand and upon the indebtedness of member banks at the
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reserve banks at the time the gold is received. In 1921, when
liquidation was under way, balances arising out of the $667,000,000
of net gold imports, as well as the currency returned from domestic
circulation were used to reduce indebtedness at the reserve banks.
In 1922, when the volume of member bank borrowing was at a low
level and there was an increased demand for currency, the larger
part of the additions to reserve balances due to gold imports of
$238,000,000 were used to meet the currency demand, though a part
remained as a basis for the growth in deposit liabilities of member
banks which occurred during the first half of the year. In 1923
practically the entire amount of net gold imports of $294,000,000
was used by member banks in lieu of additional borrowing at the
reserve banks to meet demands for currency, and the earning assets
of the reserve banks remained practically unchanged. In 1924,
though the volume of earning assets of the reserve banks and the
volume of money in circulation fluctuated considerably during the
year, at the end of the year they were both at about the same levels
as at the beginning, and the $258,000,000 of net gold imports are
reflected in a growth of member bank balances. For the entire
four-year period the net gold imports arid the net decline in currency
in circulation have been reflected in a decrease of nearly $2,000,000,000
in the earning assets of the Federal reserve banks and a growth of
$3,000,000,000 in the loans and investments of member banks. This
divergence in the movement of Federal reserve bank credit and
member bank credit since 1920 is shown in the following table:

RESERVE BANK AND MEMBER BANK CREDIT, 1920-1924

[Amounts in millions of dollars]

Federal reserve banks:
Total earning assets
Member bank reserve balances

All member banks:
Total loans and investments
Deposits on which reserves are computed.

Hatio of earning assets of reserve banks to
loans and investments of member banks
(per cent) -.

Ratio of reserve balances to deposits on which
reserves are computed (per cent)

End of—

1920

3,235
1,780

25,888
17,616

12.5

10.0

1921

1,524
1,753

23, 644
16,816

6.4

10.5

1922

1,326
1,934

25,769
18,966

5.1

10.2

1923

1,211
1,898

26,738
19,505

4.5

9.7

1924

1,249
2,220

29,027
21, 985

4.3

10.1

Change

1920-
1924

-1,986
+440

+3,139
+4,369

1923-24

+38
+322

+2,289
+2, 480

The large increase in the loans and investments of member banks
and the decline in the earning assets of the reserve banks, shown in
the table, has reduced the ratio of Federal reserve bank credit to
member bank credit in use from 12.5 per cent in 1920 to 4.3 per cent
in 1924.# The ability of member banks to increase the volume of
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their own outstanding credit and at the same time to decrease their
use of reserve bank credit was due principally to the receipt during
the four years of $1,500,000,000 of gold from abroad. While the
proportion of the amount of reserve bank credit outstanding to loans
and investments of member banks is only a fraction of what it was
in 1920, the ratio between reserve balances maintained by member
banks at the reserve banks to member bank deposit liabilities, as
shown by the table, has remained practically constant at about 10
per cent, which represents on the average the minimum required by
law. This constancy reflects the fact that member banks have
currently utilized the full amount of credit that could be supported
by the increase of $440,000,000 in their reserve balances. Thus,
notwithstanding the large addition to their balances, the member
banks were obliged in the autumn of 1924 to increase their borrow-
ings at the reserve banks in order to meet the seasonal demand for
currency.

DEMAND FOR GOLD AND FOR DOLLAR CREDITS

A factor in the increased demand for reserve bank credit in the
latter part of 1924 was the demand for gold for export, most of which
was withdrawn by certain European countries to be used in monetary
reconstruction. A large part of these exports went to Germany
and were made possible by the flotation of a loan under the Dawes
plan for reparations. The progress made in the settlement of repara-
tions and the restoration of sound monetary conditions in Europe
resulted in increased confidence of American investors in European
securities, and, together with the abundance of funds seeking invest-
ment, facilitated the placing of a large volume of foreign loans in the
United States. The volume of such flotations in 1924 was nearly
three times as large as in 1923 and larger than for any other year
since the war. While a large part of these loans was used in the
purchase of goods in the United States, several countries used dollar
credits thus obtained in supporting the exchange value of their
currencies. During 1924 the exchanges of three European countries
returned to pre-war parity, several other countries adopted new
monetary units related to gold, and still other currencies were
maintained in a definite relationship to the dollar or to the pound
sterling. In the closing months of the year there was a considerable
improvement in many leading European exchanges, particularly in
sterling exchange, which, after advancing from $4.31 in June to
$4.73 at the end of December, was within 2}/% per cent of parity.
To the extent that dollar credits created in the United States through
foreign borrowing wrere used to withdraw gold, they made it possible
to increase the actual gold reserves of foreign countries and to utilize
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for monetary reconstruction a portion of the gold which during recent
years had come to this country as the result of disorganized condi-
tions abroad. Gold received from abroad has been the principal
factor in bringing money rates in this country to a low level, and the
difference between rates here and abroad, at a time of increased con-
fidence in the European financial situation, facilitated foreign borrow-
ing and thus contributed to making dollar credits and gold available
to those countries which have undertaken to reestablish sound
monetary conditions. With the actual resumption of gold pay-
ments in certain countries and the stabilization of currencies with
reference to gold in many other countries, the year 1924 has been
one of definite progress toward the reestablishment of the inter-
national gold standard.

DISCOUNT AND OPEN-MARKET POLICY IN 1924

Federal reserve credit policy in 1924, expressed both in changes
of discount rates and in open-market operations, was determined
with reference to the developments in trade, industry, and credit,
which have been outlined in the preceding sections of this report.
Discount rates at the Federal reserve banks, which had been uni-
formly 43^ per cent at all the reserve banks since the early months
of 1923, were reduced between May and the middle of October, 1924,
to a level ranging at the different banks from 3 to 4 per cent. These
reductions were made at a time of a recession in industrial activity,
decreasing factory employment, slackened demand for commodities,
and unusual ease in the money market. Money rates by the middle
of the year, as the result of the less active demand for credit, and the
abundance of funds arising out of the inflow of currency and of gold,
had declined to the lowest level in a decade, and discount rates at
the reserve banks were adjusted to prevailing credit and business
conditions. Atthe Federal Reserve Bank of New York the discount
rate was reduced on May 1 from 4J^ to 4 per cent, on June 12 to S}4
per cent, and on August 8 to 3 per cent, and continued at that level
to the end of the year. At the Federal Reserve Banks of Boston,
Philadelphia, Cleveland, and San Francisco the rates were reduced to
3J^ per cent, and to 4 per cent at the other reserve banks. The rates
prevailing at the beginning and at the end of the year at each of
the Federal reserve banks and the dates on which rate changes
were made are shown in. the following table:
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CHANGES DURING 1924 IN FEDERAL RESERVE BANK DISCOUNT RATES

Boston
N e w York

Phi lade lphia _

Cleveland _ _ _ _ _

R i c h m o n d . . _ . - . - - _
A t l a n t a
Chicago . . __.
St. Louis
Minneapol is _ . _ . _ .
Kansas C i tv
Dal las . - . _ _ _ . .
San Francisco

In effect
Jan. 1,

1924

i AH

1
i

Reduction

Date

June 12
May 1
June 12
Aug. 8
June 19
June 26
June 2
Aug. 15
June 14
June 18
June 14
June 19
Oct. 15
July 1
July 16
June 10
Aug. 25

Rate

3H
4

3

4 2

4
4
4
4
4

4
4
3H

In effect
Dec. 31,

1924

3H
3

3H

. 4
4
4
4
4
4
4

1 Five per cent on 6 to 9 months agricultural and livestock paper.
2 Four and one-half per cent on 91-day to 6-months, and 5 per cent on 6 to 9 months agricultural and live-

stock paper.
1̂ ,3 On all classes of paper.

The relationship between the discount rate at the Federal Reserve
Bank of New York and the rates on commercial paper and on accept-
ances for a period of three years is shown in the chart. After a

PER CENT

5 rr-

PER CENT

V i
R ''r

MONEY
IN NEWY

Commercial Paper
Rate /—*

f ^
L / F.R. Bank Discount Rat

1 K AcceptanceRate

V

RATES
ORK CITY

—i—i—i—i—i—i—i i i i i

h

J—J—1 _1 . j — i — » — i —

1922 1923 1924-

continuous decline from the high point of the autumn of 1923,
money rates in the New York market in the summer of 1924 were at
a considerably lower level than during the preceding period of low
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money rates in the summer of 1922. Though rates on commercial
paper advanced in November and December, they were at the end
of the year about 1 per cent lower than at the beginning and somewhat
lower than in the middle of 1922. The rise in open-market rates
on acceptances, which began in the middle of the year, together
with the considerable increase in the volume of acceptances offered
to the reserve banks, led to a gradual advance of the buying rate on
acceptances at the New York Reserve Bank from 2 to 3 per cent, and
in December the rate on 60 to 90 day bills was at the same level as
the discount rate.

Open-market operations in 1924, as in the two preceding yearsr

played an important part in the general credit policy of the reserve
banks. The purchase of United States Government securities by
the reserve banks placed funds in the market which were used by mem-
ber banks, together with funds arising from other sources, to reduce
their indebtedness at the reserve banks. During the period when
reductions in discount rates decreased the cost of reserve bank
credit to member banks, security purchases, by facilitating the repay-
ment of borrowings by member banks, were an influence in reduc-
ing the amount of their indebtedness to the reserve banfis. This
general credit policy was the adjustment made by the reserve banks
to the trend in business and credit. At the time when the open-
market purchases were made there was a recession in industrial activ-
ity, the attitude of the business community was hesitant, and there
was no evidence of the growth of speculation. Open-market purchases
during this period served to build up a portfolio of securities and to
increase the proportion of outstanding reserve bank credit under the
direct control of the Federal reserve banks. By these purchases the
reserve banks placed themselves in a position, through the subse-
quent sale of securities in case it should become desirable, to cause
member banks to discount and to bring a larger part of the out-
standing reserve bank credit under the influence of the discount
rate. Thus during 1924 both the discount and open-market policies
pursued by the Federal reserve banks, taken as a whole, were ap-
proved by the Federal Reserve Board with regard to the broader
aspects of the credit situation and "with a view of accommodating
commerce and business," the basis provided in the Federal reserve
act for discount policy and adopted by the board as the principle for
the conduct of open-market operations.

EARNINGS, EXPENSES, AND VOLUME OF OPERATIONS OF THE FEDERAL
RESERVE BANKS

Gross earnings of the Federal reserve bank^ in 1924 were $38,340,-
000, or 25 per cent less than in 1923 and 1922, when they were about
$50,000,000. The lower earnings resulted from a decline of about
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one-fifth in the average daily holdings of earning assets, together with a
decrease from 4.33 to 3.83 per cent in the annual rate of return. Earn-
ings on bills discounted for member banks and on bills bought in open
market declined from $42,300,000 in 1923 to $21,600,000 in 1924,
while earnings on Government securities increased from $7,400,000
in 1923 to $14,700,000 in 1924. Miscellaneous earnings, consisting
largely of profits on current purchases and sales of United States
securities, of income from rented space in bank buildings and of
penalties for deficient reserves, were $1,975,000 in 1924, compared
with $937,000 in 1923. Income from space rented was $436,000 in
1924, profits on transactions in United States securities were $750,000,
and penalties for deficient reserves $382,000. Average daily holdings
of each class of earning assets, earnings thereon, and annual rates of
earnings in 1924, compared with the two preceding years, are shown
in the following table:

HOLDINGS OF E A R N I N G ASSETS, E A R N I N G S T H E R E F R O M , AND ANNUAL
R A T E S OF E A R N I N G S

[Amounts in thousands of dollars]

Daily average holdings:
1922
1923
1924

Earnings:
1922
1923
1924 .

Average rates of earnings (per cent):
1922
1923
1924

Bills
dis-

counted

Bills
bought
in the
open

market

573,247 I 159,207
738,114 i 226, 548
374,834 i 172,428

26, 523
32, 956
15, 943

4.63
4.46
4.25 I

5,629
9,371
5,710

3.54
4.14
3.31

United
States

Govern-
ment

securities

454, 750
185, 823
401, 365

16, 682
7,444

14, 712

3.67
4.01
3.67

Other
earning
assets

66
85

1,690

4
4

61

5.40
4.50
3.61

Total

1,187, 270
1,150, 570

950, 317

48, 838
49,775
36,426

4.11
4.33
3.83

Current expenses in 1924, exclusive of those fiscal agency depart-
ment expenses which are reimbursable by the Treasury Department,
amounted to $28,432,000, a reduction from the 1923 total of about
$1,340,000, or 4.5 per cent. Most of this reduction was in salaries
paid to the clerical staff, which aggregated $13,289,000, as against
$14,026,000 the year before, and in the cost of Federal reserve cur-
rency, including redemption charges, which amounted to $1,433,000
in 1924, as compared with $1,992,000 in 1923.

The Federal reserve banks in 1924 handled a larger volume of
operations than during any previous year in rendering free services
to member banks, such as the clearing and collection of checks, the
collection of other items, and the receipt and payment of cash,
including such currency and coin operations as were formerly per-
formed by sub treasuries. In the cash department, for instance,
the number of bills received and counted aggregated 1,838,000,000,
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14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

compared with 1,̂ 723,000,000 in 1923, an increase of 115,000,000
pieces, and the number of coins received and counted was 2,187,000,-
000, compared with 2,076,000,000 in 1923. Checks handled by the
transit departments of the Federal reserve banks also increased
materially, the number handled in 1924 (743,000,000) being about
45,000,000 in excess of the number handled during the preceding
year. Thus, while the earnings of the Federal reserve banks have
declined materially, the volume of free services rendered to member
banks has continued to show substantial increases. On the other
hand, the number of notes discounted and of bills purchased in open
market fell off from 961,000 in 1923 to 726,000 in 1924. While
the income of the banks is derived almost wholly from paper dis-
counted for member banks and from acceptances and securities
bought in the open market, operating expenses connected with these
discount and open-market operations are very small when compared
with operating expenses in the cash and transit departments.

Notwithstanding the increase in the volume of operations the
Federal reserve banks, through increased efficiency, were able to
reduce during the year the amount paid as clerical salaries. The
total number of employees of the Federal reserve banks at the end
of 1924, excluding those in the fiscal agency departments, was
9,964, compared with 10,704 at the end of 1923. The number of
employees in the fiscal agency departments decreased from 957 at
the end of 1923 to 478 at the end of 1924. The volume of opera-
tions in the principal departments of the Federal reserve banks during
the past three years is shown in the following table:

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS

1924 1923 1922

NUMBER OF PIECES HANDLED

Bills discounted:
Applications
Notes discounted

Bills purchased in open market for own account
Currency received and counted
Coin received and counted _ _.
Checks handled
Collection items handled:

United States Government coupons paid
All other

United States securities—issues, redemptions, and
exchanges by fiscal agency department

Transfers of funds
Envelopes received and dispatched

AMOUNTS HANDLED

Bills discounted _
Bills purchased in open market for own account
Currency received and counted
Coin received and counted..
Checks handled
Collection items handled:

United States Government coupons paid
Allother

United States securities—issues, redemptions, and
exchanges by fiscal agency department

Transfers of funds

129,000
583,000
143,000

1, 838,279, 000
2,186, 737,000

742, 878, 000

50, 471,000
6,113,000

16,097,000
1, 503, 000

40,050,000

$15, 419,155,000
2,172,142,000

10, 777, 306,000
293, 924,000

219, 832,179, 000

719, 784,000
5, 509,093,000

6, 708,272,000

168,000
782,000
179,000

1, 722,877,000
2,076,075,000

697, 502, 000

64, 662,000
5, 732.000

2 114,409,000
1, 413,000

44,932,000

$38,379,926,000
2, 547,010,000

10,306,411,000
308,051,000

207, 719, 529,000

761, 731,000
5, 900, 520,000

8,433,891,000
98, 359,028,000 78,867,108,000

841,000
142,000

1,424,849,000
1,945,453,000

638, 634,000

81,694,000
4, 722,000

24, 753,000
1,190,000
0)

$22,082,887,000
1,954,688,000
8, 602,185,000

221, 871,000
160, 472, 450,000

759,124,000
4, 768, 971,000

14,135, 914,000
70, 553,465,000

1 Data not available.
2 Large increase due to redemption of war-savings securities which matured Jan. 1, 1923.Digitized for FRASER 
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 15

As a consequence of the larger decline in gross earnings than in
current expenses, current net.earnings of the Federal reserve banks
declined by more than one-half and amounted to $9,908,000 in 1924,
as against $20,938,000 in 1923. As is shown in the profit and loss
statement, the Federal reserve banks charged their current net
earnings with net deductions of $6,190,000, made up principally as
follows: Depreciation allowances on bank premises, $4,035,000;
reserves for probable losses on paper held under discount for mem-
ber banks, $1,067,000; and cost of furniture and equipment pur-
chased during the year, $1,075,000. After these charges were made,
net earnings available for dividends, surplus, and franchise taxes
amounted to $3,718,000, as against $12,711,000 in 1923. Earnings
of two of the reserve banks—Cleveland and Kansas City—were not
sufficient to cover current expenses, depreciation charges, reserves
for probable losses, etc., or any part of the dividends accrued during
the year, while the earnings of four other banks—Boston, New York,
St. Louis, and San Francisco—though in excess of current expenses,
depreciation allowances, reserves, etc., were not sufficient to meet
fall dividend requirements. As a result these six banks withdrew
$3,266,000 from their surplus accounts built up in previous years.
Of the six Federal reserve banks that had earnings sufficient to cover
current expenses, depreciation charges, reserves and dividends, only
four had an excess of earnings remaining after such charges. Of
these, the Philadelphia, Kichmond, and Dallas banks, whose sub-
scribed capital was in excess of their surplus accounts, transferred
all of such excess earnings, aggregating $175,732, to surplus account,
as is authorized by law, while the Minneapolis bank transferred
$12,628 to surplus account and paid $113,646 to the United States
Government as a franchise tax. Gross and net earnings of each
Federal reserve bank during the year, dividends paid to member
banks, and amounts transferred to or withdrawn from surplus account
are shown in the following table :

FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS
DURING 1924

Federal reserve bank

Boston _ _
New York
Philadelphia
Cleveland .
Richmond
Atlanta .
Chicago
St. Louis
Minneapolis . __
Kansas City
Dallas _
San Francisco

Total

Gross
earnings

$2,559,016
8, 569,350
2, 915,846
3, 770, 689
2,210,240
1,907,121
5,202,169
1,688,143
1,609,070
2, 262, 910
2,157, 964
3,487, 931

38,340,449

Net earn-
ings avail-

able for
dividends,

surplus,
and fran-
chise tax

$470,422
616,852
747,092

i 473,153
379,791
272,656
909,123
203,937
329,102

1 253,182
265,024
250,516

3, 718,180

Dividends
paid

$477, 798
1,796,530

615,135
756,152
351,251
272,656
909,123
304,976
202,828
265, 697
249, 789
480,561

6,682,496

Surplus account

Trans-
fers to

$131,957

28, 540

12,628

15,235

188,360

With-
drawals

from

$7,376
1,179,678

1,229,305

101,039

518,879

230,045
3,266, 322

Franchise
tax paid
United
States

Govern-
ment

$113,646

113,646

1 Deficit in earnings before payment of dividends.Digitized for FRASER 
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16 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

A comparison of gross and net earnings and the disposition made
of these earnings for the years 1920-1924 is shown in the table below:

GROSS AND N E T EARNINGS OF FEDERAL RESERVE BANKS, 1920-1924

1920.
1921.
1922.
1923.
1924.

Earnings Disposition of net earnings

$181,296,711
122,869,940
50,498,699
50, 708, 566
38, 340,449

Net

$149, 294, 774
82, 087,225
16,497, 736
12,711,286

3, 718,180

Dividends

$5, 654, 018
6,119,673
6, 307, 035
6,552,717
6, 682,496

j Franchise tax
Transferred to ! paid to United

surplus ! States
I Government

$82, 916, 014
15,993, 086

i 659, 904
2, 545, 513

2 3,077,962

$60, 724, 742
59,974,466
10, 850, 605

3, 613,056
113,646

1 Withdrawn from surplus. On the basis of 1922 operations there was $2,740,158 transferred to sur-
plus, but $3,400,062 was withdrawn in connection with an adjustment of franchise taxes paid in
previous years.2 Withdrawn from surplus.

The table brings out the fact that transfers to surplus, which were
large in 1920, when the surplus at none of the banks was as large as
subscribed capital, declined rapidly, and in 1924 there were net
withdrawals from surplus. The franchise tax paid to the United
States Government also decreased with the decrease of net earnings
and during 1924 was only $113,646, compared with about
$60,000,000 in 1920 and 1921.

Owing to the substantially reduced earnings in 1924, the
ratio of current net earnings to average paid-in capital declined
to 8.9 per cent from 19.2 per cent in 1923. If current net
earnings are related to paid-in capital and surplus combined,
the ratio works out at 3 per cent in 1924, as compared with
6.4 per cent in 1923. The highest rate of current net earnings on
paid-in capital and surplus in 1924, 7 per cent, was reported by
the Federal Reserve Bank of Dallas and the lowest ratio, 1.6 per
cent; by the Federal Reserve Bank of St. Louis. In 1923 the high-
est ratio, 10.4 per cent, was reported for the Federal Reserve Bank
of Atlanta and the lowest ratio, 4.7 per cent, by the Federal Reserve
Bank of Chicago. The table below shows current net earnings,
daily average paid-in capital, and surplus of each Federal reserve
bank during 1924, and the ratios of current net earnings to paid-in
capital and to paid-in capital and surplus for 1923 and 1924.
Detailed figures of both earnings and expenses of each Federal
reserve bank appear on pages 112-116.
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ANNUAL REPORT-OF THE FEDERAL RESERVE BOARD 17

RATIO OF CURRENT NET EARNINGS TO CAPITAL AND TO CAPITAL
AND SURPLUS COMBINED

Federal reserve bank

Boston
New York
Philadelphia-
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis.. _
Kansas C i t y -
Dallas
San Francisco.

Total—_

Current
net

earnings

Daily average

Paid-in
capital Surplus

$585, 515
2,218, 529

762, 010
1,105,839

672,406
660,109

1, 255, 733
246, 795
543, 903
396, 823
826, 302
634, 547

9,908, 511

$7, 963, 300
29,942,173
10, 252, 250
12, 602, 533
5,854,183
4, 544, 260

15,152, 050 !
5,082,933 S
3,380,467 !
4,428,284 i
4,163,150
8, 009, 350 i

$16, 389, 563
59,928,967
19,927, 329
23, 691,138
11, 672,483
8, 950, 309
30, 425, 575
10, 071, 743
7,484, 219
9,495, 540
7, 577,160
15, 301, 038

111,374,933 i 220,915,064

Ratio of current net earnings
to average

Paid-in capital

Per
cent
7.4 !
7.4
7.4
8.8
11.5
14.5
8.3
4.9
16. 1
9.0
19.8
7.9

8.9

1923

Per
cent
17.1
15.5
23.7
17.4
23.3
31.5
14.2
25.9
18.8
23.2
23.0
23.1

Paid-in capital
and surplus

Per
cent

2.4
2 5
2. 5
3.0
3.8
4.9
2.8
1.6
5.0
2.8
7.0
2.7

19.2 | 3.0

1923

Per
cent

5.6
5.1
8.1
5.9
7.8

10.4
4.7
8.8
6.1
7.6
8.3
7.8

6.4

FISCAL AGENCY OPERATIONS

Fiscal agency operations of the Federal reserve banks during 1924
included the sale and delivery of newly issued bonds and notes, the
redemption of securities called for payment or matured, denomina-
tional exchanges, interchanges of coupon and registered bonds, ex-
changes of temporary for permanent bonds, conversions, transfers of
ownership, purchases of securities in open market for Government
account, maintenance of Government deposit accounts with desig-
nated depositaries, and the custody of Government securities. While
the volume of transactions is smaller than during the war and the im-
mediate post-war period, it is nevertheless still considerable, as may
be seen from the following table giving the number and amount of the
principal transactions during 1924:

New securities issued _
Redemptions
Exchanges (securities received for exchange) _
Treasury savings certificates issued or received for redemption
War savings and thrift stamps redeemed, including redeemed stamps re-

ceived from post offices

Number of
items

260,000
579,000

4, 831,000
56,000

10, 370,000

$1, 452,793,000
2,458,222,000
2, 738,126,000

13, 573, 000

45, 557, 000

In addition to the purely fiscal agency operations, the Federal
reserve banks, acting as depositaries for the Treasury, pay Govern-
ment checks, warrants, and coupons, collect checks and noncash
items for the accounf of the Treasury, withdraw Government deposits
from depositary banks, transfer funds by telegraph, and carry on the
former subtreasury operations, comprising principally the replace-
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1 8 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

ment, exchange, and redemption of United States paper currency
and coin. During 1924 the Federal reserve banks paid 50,471,000
Government coupons amounting to $719,784,000 and 34,289,000
checks and warrants drawn on the United States Treasurer amounting
to $4,160,286,000. Coin received and counted aggregated 2,187,-
000,000 pieces, amounting to $294,000,000. While some of this coin
would no doubt have been handled by the Federal reserve banks
even if the sub treasuries had not been discontinued, a large part of
this work prior to 1921 was performed by the sub treasuries. On
December 31, 1924, the Federal reserve banks held $414,500,000 of
securities pledged by depositary institutions as collateral for Govern-
ment deposits, which on that date amounted to $228,000,000, and in
addition $2,269,000,000 of securities were held in safekeeping for
the account of the Treasury.

During the war and until June 30, 1921, the Federal reserve banks
were reimbursed by the Treasury for practically all expenses incurred
in the discharge of their fiscal agency functions, but at present they
receive reimbursement for only those expenses incurred directly in
connection with the issue of new securities, all other operations being
conducted at the expense of the Federal reserve banks. Reimburs-
able fiscal agency expenses of the Federal reserve banks during 1924
were $444,000 and the amount of expenses absorbed was approxi-
mately $868,000. These figures do not, however, include the cost
of handling Government coupons, checks, and warrants and other
depositary operations, or the cost of handling coin.

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

Construction was begun in 1924 of a building for the Little Rock
branch of the Federal Reserve Bank of St. Louis and of an addition
to the building occupied by the Louisville branch of that bank. The
building for the Jacksonville branch was completed during the year
and construction on the New York and Minneapolis buildings,
although not completed, progressed sufficiently so that the New York
bank was able to occupy its building in October and the Minneapolis
bank to begin moving into its building in December. Work has also
progressed on the St. Louis building, and on the San Francisco
building which was occupied near the end of 1923.

Eleven of the Federal reserve banks, including Minneapolis, and
ten of the Federal reserve branch banks are now housed in their own
buildings, while buildings are under construction for the other reserve
bank, St. Louis, and for the Little Rock branch. Building sites have
also been acquired for six other branches, two of which were acquired
in 1924, a site for the Birmingham branch by purchase and one for
the Omaha branch by exchange for a building purchased in 1920.
Construction of buildings for the Denver and Omaha branches was
authorized by the Federal Reserve Board in 1924. All Federal
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 19

reserve bank branches, except those at Buffalo, Memphis, Seattle,
Spokane, Los Angeles, and Portland, now have their own buildings
or building sites for such buildings. Tables showing the cost of
building operations at each Federal reserve bank and branch are
printed on pages 110 and 111.

BRANCHES AND AGENCIES OF THE FEDERAL RESERVE BANKS

No additional branches or agencies of Federal reserve banks were
authorized during the year, although the Federal Reserve Bank of
Richmond applied to the board for permission to establish a branch
to serve the southwestern portion of the fifth Federal reserve district.
This application, however, has not yet been acted on by the board.
There has been no change in the character of business transacted
by the existing branches and agencies.

Effective January 1, 1925, the board adopted revised rules and
regulations with respect to the appointment of directors of Federal
reserve branch banks. The new rules provide that each branch shall
have seven directors, appointments being made for designated terms.

As in the case of the parent banks, the volume of work handled
by the branches and agencies in their principal operating depart-
ments has continued to increase, as may be seen from the following
comparison for 1923 and 1924:

Checks handled:
Number of items
Amount

Currency received and counted:
Number of pieces
Amount

Coin received and counted:
Number of pieces
Amount

1923

207,187,000
$53,197,150,000

397, 973, 000
$2, 415, 356, 000

353,158, 000 !
$55,633,000 I

1924

222, 622,000
$54, 763,840,000

433, 582, 000
$2, 468,886,000

387, 200,000
$60,199,000

Current expenses of the 23 branches and 3 agencies during 1924
were $5,747,000, as compared with $5,730,000 in the year preced-
ing. The average number of officers and employees was reduced
from 2,557 in the last quarter of 1923 to 2,384 in the corresponding
quarter of the year just closed.

BRANCH BANKING

In respect to branch banking the administrative policy of the board
has been developed in its actions upon individual applications of
member banks for permission to establish branches. Under that pro-
vision of the Federal reserve act which authorizes it to prescribe con-
ditions of admission to membership in the Federal reserve system,
the board has generally required State banks and trust companies
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20 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

applying for membership to agree that they will not establish any
branch, agency, or additional office except after applying for and
receiving the board's permission. During the past year the board has
taken occasion to give formal statement to the principles by which
it will be guided in acting upon such applications. These principles
are incorporated in the revised form of Regulation H.1

The board has announced further that the establishment of each
branch must be separately approved, and that no blanket authority
will be granted to any member bank to establish branches under a
contemplated program of extension.

A survey of branch banking developments in the States has been
undertaken by the board during the year, and a preliminary state-
ment of the results of this survey was published in the Federal Reserve
Bulletin for December, 1924. Reports to the board for June show
that 681 banks located in 29 States—including 108 national, 191
member State, and 382 nonmember instituitions—were operating
a total of 2,233 branches. Of these banks, 371 were operating only
branches located in the home city of the parent bank and 310 were
operating branches outside the home city. More than one-half
of the banks, 376 out of 681, were operating one branch only; 235
were operating 2 to 4 branches, and 90 were operating 5 or more
branches. Of the branches reported, 1,463 were located in the home
city of the parent bank and 770 outside the home city. During the
first six months of 1924 a total of 213 branches were established, of
which 154 were home-city and 59 were outside branches, and very
nearly this proportion of home-city to outside branches is shown
for the 280 branches established during the calendar year 1923. It
may be noted that comparatively few banks located in the larger
cities report outside branches, only 43 of the institutions reporting
such branches being located in cities of 100,000 or more population,
while a large majority of the banks operating only home-city branches
are located in these larger cities. Recent growth in the number
of home-city branches represents an effort on the part of banks
located in the larger cities to extend their banking facilities to out-
lying districts for the accommodation of their customers. State
banking codes and administrative practice, as is well known, vary
from State to State—from absolute prohibition of branch banking
in any form in some States to free authorization of the practice
on a state-wide basis in other States. Branch banking territory
may, of course, be either extended or diminished in the future by
modification of State banking codes or administrative practice. Dur-
ing the past year Illinois by referendum vote approved a statute
(enacted in 1923) prohibiting branch banking. Since, however, no
banks were operating branches in this State, the effect of the en-

1 See page 260.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 2 1

actment is to provide specific legislative authority for an adminis-
trative policy continuing present conditions. Two other States have
during the year amended the branch banking provisions of their
laws—Maryland, by providing that a bank or trust company estab-
lishing a home-city branch shall conform to the capital requirement
for a bank or trust company located in such city or town; and
Mississippi, by providing that the consent of the superintendent of
banks (instead of the consent of a majority of State bank examiners)
shall be obtained before a bank located in a city of 10,000 or more
population establishes a branch within the corporate limits of the city.

CHANGES IN MEMBERSHIP IN FEDERAL RESERVE SYSTEM BETWEEN
DECEMBER 31, 1923, AND DECEMBER 31, 1924

On December 31, 1924, there were 9,587 member banks in active
operation in the Federal reserve system, as indicated by the required
reports of condition which were submitted by the banks as of that
date. Of this number 8,043 were national banks and 1,544 were
State banks and trust companies, the number of both classes of banks
being smaller than a year earlier. The reduction was 136 for national
banks and 51 for State banks, a total of 187. Despite the decline in
the number of banks, the total resources of both classes of member
banks show increases for the year.

On December 31, 1924, the aggregate resources of all member banks
were $38,987,000,000, the resources of national banks amounting
to $24,369,000,000 and those of State member banks to $14,618,-
000,000. For the year resources of all member banks show an
increase of nearly $3,800,000,000, of which about $2,000,000,000
was for national banks and $1,800,000,000 for member State banks
and trust companies.

The decline in membership during the year was the net result of
171 additions and 359 losses, omitting from these figures compen-
sating changes between national and State members which affected
membership in the two classes of banks without changing membership
in the system as a whole. These gains and losses to membership
are classified in the following table, by class of member banks.
Tables showing changes in membership, by Federal reserve districts,
during the period 1919-1924, appear on pages 147-153.
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22 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

CHANGES IN ACTIVE MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM,
DECEMBER 31, 1923, TO DECEMBER 31, 1924

Member banks

Number

National State

Active membership Dec. 31,1923

ADDITIONS TO MEMBERSHIP

Primary organization of national banks
Conversion of nonmember banks to national.
Admission of State banks
Resumption, following suspension _
Conversion within the system*

Total additions.

LOSSES TO MEMBERSHIP

Merger of member banks „ _
Absorption of member banks by nonmembers.
Voluntary liquidation (terminal)
Withdrawal.
Suspension or insolvency
Conversion within the system1 •
Others, losses . .

8,179

17

132

Total losses
Net change during the year
Active membership Dec. 31, 1924.

1,595

47

1 !
268

- 1 3 6
8.043

- 5 1
1,544

Total

9,774

171

83
51
34
26

163

358
- 1 8 7
9,587

Resources
(in

thousands)

$35,238,606

20,308
21,345
61,805
10,863

114, 321

42,304
51, 752
66,879

146,892

1,347

309,174
2+3, 748, 261

38, 986, 867

1 Compensating items, except for 1 member State bank which succeeded a national bank that did
not report on Dec. 31, 1924, and was therefore not counted among losses in 1924.

2 Includes, in addition to increases classified above, those due to growth and reorganizations.

BANKS ON PAR LIST

The following table shows the number of banks on the par list,
that is, of banks which have agreed to pay without deductions for
collection charges such checks drawn upon them as are presented
by the Federal reserve banks in connection with the operation
of the Federal reserve clearing system. The table also shows the
number of banks not on par list. The number of banks on the par
list on December 31, 1924, was 25,127, and included, in addition
to the member banks, 15,445 nonmember banks. This total was
1,494 below that for the end of December, 1923, and 3,657 below
that for December 15, 1920, when the number of par collecting
banks was highest. The number of nonmember banks collecting at
par was smaller at the end of December this year than last in all
except the Boston, New York, Philadelphia, Cleveland, and Atlanta
districts. It was larger than in December, 1920, only in the New
York and Philadelphia districts.
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NUMBER OF MEMBER AND NONMEMBER BANKS ON PAR LIST AND NOT ON PAR
LIST, DECEMBER, 1924 AND 1923

Federal reserve
district •

Boston
New York
Philadelphia..
Cleveland
Richmond
Atlanta .
Chicago.
St. Louis
Minneapolis
Kansas City _..
Dallas
San Francisco

System

Member banks

Total

1924

420
859
743
872
624
516

1,419
628
906

1,086
838
771

9,682

1923

424
839
725
880
631
535

1,435
630
979

1,146
863
809

" 9, 896

National

1924

384
714
671
753
560
383

1,059
495
802

1,051
655
586

8,113

1923

388
695
659
762
564
389

1,064
501
861

1,108
670
611

8,272

State

1924

36
145

72
119
64

133
360
133
104
35

183
185

1,569

1923

36
144
66

118
67

146
371
129
118
38

193
198

1,624

Nonmember banks *

On par list

1924

234
381
519

1,075
743
383

3,927
2,225
1,498
2,747

862
851

15,445

1923

228
360
514

1,071
865
380

4,105
2,373
2,085
2,858

958
928

16, 725

Not on par list

1924

10
715

1,105
218
332
853
204
153
57

3,647

1923

5
637

1,127
114
233
445
196
95
44

2,896

1 Incorporated banks other than mutual savings banks.

BANK SUSPENSIONS

During 1924 there were 759 bank suspensions reported to the
Federal reserve banks. Of this number 595, or nearly 80 per cent,
were nonmember banks and the remaining 164 were member banks,
129 of these being national banks and 35 State banks or trust com-
panies. The capital and surplus of the suspended banks for which
information was available (all member banks and all but four of
the nonmember banks) aggregated $41,704,000. The capital and sur-
plus of closed nonmember banks amounted to $24,636,000, or 59 per
cent of the aggregate for all closed banks. The capital and surplus
of the national banks amounted to $13,713,000 and that of the State
banks and trust companies to $3,355,000. There were 39 banks,
previously closed, which reopened during the year.

Although bank suspensions occurred in all except the Cleveland
district, there were only seven in the Boston, New York, and Phila-
delphia districts combined as against 537 in the Chicago, Minneapolis,
and Kansas City districts. The banks closed in the latter districts
were equivalent to more than 70 per cent of the total number
of suspensions and had capital and surplus amounting to 63 per cent
of the total for all closed banks, while those in the eastern districts
mentioned were less than 1 per cent of the total number and had
capital and surplus of about 6 per cent of the total. The largest
number of suspensions in any one district was 299 in the Minneapolis
district. Although figures for closed banks represent, so far as
could be determined, banks which were closed by order of super-
visory authorities, it is not known how many of these institutions
may ultimately prove to be solvent. Banking suspensions for
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the year are shown, by districts and by class of bank, in the follow-
ing table:

BANKS CLOSED DURING 19241

Federal reserve district

All districts _ _

Boston
New York _
Philadelphia
Cleveland __
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City .'. _
Dallas
San Francisco

All banks

759

1

34
44

104
55

299
134
52
28

Capital
and

sands of
dollars)

41,704

250
2,415

79

1,817
2,670
6,461
2,600

12, 925
6,877
3,908
1,702

Member banks

National
(num-
ber)

129

1
2
1

3
4
6
1

50
32
19
10

State
(num-
ber)

35

1
9

10
2
9
2
2

Non-
member
banks
(num-
ber) 2

595

5

30
31
88
52

240
100
31
18

1 Includes all banks, incorporated and unincorporated, which were reported closed or insolvent during
the year.2 Includes 3 nonmember banks in the Chicago district and 1 in the Richmond district for which no
information regarding capital is available.

Suspensions were more numerous at the beginning of the year
than during the summer and fall. During the first quarter of the
year there were 302 closed banks, nearly half the total number for the
year. Banks closed during 1924 are shown, by months, in the fol-
lowing table:

BANKS CLOSED DURING 1924, BY MONTHS 1

Y e a r . . .

January
February . _
March
April
May
June
July
August
September.
October
November .
December. .

1924

All
banks

759

136
90
76
71
82
44
50
29
35
37
49
60

Member

National

129

23
19
19
9
9

11
8
5

* 2
8
8
8

State

35

11
6
2

1
1
1

1
5
7

Non-
member

595

102
65
55
62
73
32
41
23
33
28
36
45

1 Includes all banks, incorporated and unincorporated, which were reported closed or insolvent during
the year.

CHECK CLEARING AND COLLECTION

Atlanta par clearance case.—During the year a new par clearance
suit was instituted against the Federal Reserve Bank of Atlanta,
the Federal reserve agent at Atlanta, and the Federal Eeserve
Board. This suit differs from the former par clearance cases in
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that it involves a national bank rather than a nonmember bank,
and also raises certain questions dealing with check collection trans-
actions which have not been adjudicated before. It is anticipated
that a final decision in this case by the Supreme Court will go a
long way toward settling the par clearance controversy. A brief
statement of the case is given herewith.

On August 9 the Pascagoula National Bank of Moss Point, Miss.,
filed a bill of complaint in the United States District Court for the
Northern District of Georgia against the Federal Reserve Bank of
Atlanta, Joseph A. Me Cord as Federal reserve agent, and the Federal
Reserve Board. In general, the bill charged the several defendants
with having ignored and violated various provisions of the Federal
reserve act, and prayed for an injunction against the Federal Reserve
Bank of Atlanta which, if granted, would in effect—

(1) Require the Federal Reserve Bank of Atlanta to give imme-
diate credit and availability to the plaintiff for all its deposits of
checks and drafts drawn on other member banks in the Atlanta
district, no matter at what distance from Atlanta the drawee bank
may be;

(2) Permit the plaintiff to charge exchange on checks drawn
upon it and presented for payment by or through the Federal reserve
bank; and

(3) Prohibit the Federal reserve bank from handling checks for
any banks other than its own members and, for its own membersy

any checks which are not payable within the Atlanta district.
The bill also asked that the Federal Reserve Board and Joseph A.

Me Cord be enjoined from promulgating and enforcing the provisions
of the board's Regulation J, and further asked for an accounting and
recovery from the Federal reserve bank of the amounts of exchange
charges and interest of which the plaintiff alleged it had been illegally
deprived.

In response to this bill the Federal Reserve Board entered a special
appearance solely for the purpose of pleading its exemption from the
suit in the Northern District of Georgia and filed a motion to be dis-
missed from the suit on the ground that it is not an inhabitant of the
Northern District of Georgia and, therefore, is not suable in that
district without its consent, because of the provision of section 51
of the Judicial Code that "no civil suit shall be brought in any dis-
trict court against any person by any original process or proceeding
in any other district than that whereof he is an inhabitant/7

On behalf of the Federal reserve bank and the Federal reserve
agent, answers were filed showing cause why the relief prayed for
in the bill should not be granted and also going into the merits of
the case at some length.
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Arguments on the board's motion to be' dismissed from the suit
and on the plaintiff's prayer for a preliminary injunction were heard
by the court on October 2 and 3; and, at the conclusion of the argu-
ment, the court handed down an oral decision from the bench up-
holding both of defendant's contentions. Subsequently, brief written
decrees were signed dismissing the board from the litigation and
denying a preliminary injunction, but no written opinion was ren-
dered by the court.

On December 15 the case was argued on its merits, and on Decem-
ber 29 the court rendered a decision holding that there was nothing
unlawful in any of the acts of defendants complained of and author-
izing a decree dismissing the bill. The court's decision, therefore,
was a complete victory for the Federal reserve system.

The opinion of the court, which is published on pages 231-234,
holds in effect that:

(1) The Federal reserve banks are not required to give depositing
member banks immediate credit and availability for checks and
drafts drawn on other member banks in the Atlanta district and are
justified in refusing to permit the amount of said checks to be counted
as reserves or to be withdrawn by check or otherwise until they
actually have been collected;

(2) Under the terms of the so-called "Hardwick amendment" to
section 13 of the Federal reserve act, member banks have not the
right to make an "exchange charge" for remitting payment to a
Federal reserve bank for checks drawn on themselves, although such
checks are not the property of the Federal reserve bank but are
handled for collection.

(3) That, under the terms of section 13 of the Federal reserve act,
the authority of a Federal reserve bank to collect checks is not limited
to checks sent to it by its own members and checks payable within
the district of such Federal reserve bank; and, therefore, a Federal
reserve bank may collect checks on its own member banks and non-
member clearing banks which come to it from other districts, and
may handle checks payable on presentation sent to it by its member
banks or nonmember clearing banks whether payable within its own
district or not; and

(4) That the provision in the "Hardwick amendment" which has
the effect of requiring member banks to pay without deduction
checks drawn on them when presented by Federal reserve banks,
whether paid over the counter or by the more convenient means of
checks on their deposits elsewhere, does not deprive member banks of
property without due process of law and, therefore, is not contrary to
the fifth amendment to the Constitution.
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The plaintiff has appealed the case directly to the Supreme Court
of the United States, on the ground that it involves the constitution-
ality of an act of Congress.

Cleveland and San Francisco par clearance cases.—The preliminary
aspects of the par clearance litigation affecting the Federal reserve
banks of Cleveland and San Francisco are discussed in the board's
annual report for 1922, where it was noted, among other things, that the
Brookings State Bank of Brookings, Oreg., following its suit for an
injunction against the Federal Reserve Bank of San Francisco, had
brought an action for damages to compensate it for the loss alleged
to have been occasioned it by the collection methods employed by
the reserve bank. This damage suit has not yet reached a hearing
on the merits and no further action has been taken with regard to the
injunction proceedings.

In June, 1923, the Farmers & Merchants Bank of Catlettsburg,
Ky., also followed its suit for injunction against the Federal Reserve
Bank of Cleveland by bringing an action at law for compensatory
and punitive money damages. This action was brought in the United
States District Court for the Eastern District of Kentucky. The
Federal reserve bank filed a special demurrer to the complaint
objecting to the jurisdiction of that court over the defendant on the
ground that the Federal Reserve Bank of Cleveland was an inhabitant
of the Northern District of Ohio and, because of section 51 of the
Judicial Code, could be sued only in the courts of that district. In
March, 1924, the plaintiff brought a new action for damages against
the Federal Reserve Bank of Cleveland in the United States District
Court for the Northern District of Ohio. This action has not yet
come to trial, and there are no important developments to report
in connection with the injunction suit against the Cleveland Reserve
Bank.

TRUST POWERS OF NATIONAL BANKS

During the year 1924 two important court decisions were handed
down affecting the right of national banks to exercise trust powers.
In the first of these cases, State of Missouri ex rel Burnes National
Bank v. Duncan, 265 U. S. 17, the Supreme Court of the United
States, in an opinion rendered April 28, 1924, upheld in all respects
the right of national banks in Missouri to exercise trust powers.
The court co as trued the grant of power contained in section 11 (k)
of the Federal reserve act to mean " that whatever may be the State
law, national banks having the permit of the Federal Reserve Board
may act as executor if trust companies competing with them have
that power/7 and further held that it was within the constitutional
authority of Congress to confer upon national banks the right to
act in fiduciary capacities, saying in this connection, " The State
can not lay hold of its general control of administration to deprive
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national banks of their power to compete that Congress is authorized
to sustain." The effect of this decision, therefore, is to establish
conclusively the right of national banks to exercise trust powers in
any State whose laws authorize or permit the exercise of similar
powers by competing State institutions. The preliminary stages of
this case, including the decision of the Supreme Court of Missouri
which had denied the right of the Burnes National Bank to exercise
trust powers, are discussed in the board's annual report for 1923 on
page 55 and a footnote on that page records the fact that the deci-
sion of the Missouri Supreme Court was reversed by the United
States Supreme -Court The full texts of the opinions of both courts
are also published in the 1923 report on pages 307 and 314. For
convenience of reference, the opinion of the United States Supreme
Court is republished in this report on pages 234-237.

In the board's annual report for 1922 a brief statement is made of
a decision of the Supreme Court of Rhode Island which in effect de-
nied the right of national banks in Rhode Island to exercise trust
powers. This case, however, was not conclusive on this question,
because the decision was based primarily on the ground that the
State treasurer could not be compelled by mandamus to accept a
tender of bonds from a national bank as security for the performance
of its fiduciary functions. For this reason it was felt that the case
was not a proper one in which to test out finally the right of national
banks in Rhode Island to exercise trust powers and no appeal was
taken from this decision. Subsequently, however, a proceeding was
brought against the same national bank—the Aquidneck National
Bank of Newport—by the Attorney General of the State of Rhode
Island for the purpose of determining definitely the right of the national
bank to continue to exercise trust powers in conformity with the pro-
visions of section 11 (k) of the Federal reserve act. In an opinion
rendered July 9, 1924, the Supreme Court of Rhode Island followed
the decision of the United States Supreme Court in the Burnes
National Bank case and held that in view of this authoritative con-
struction of section 11 (k) of the Federal reserve act, national banks
in Rhode Island may continue to exercise trust powers. The full
text of the opinion of the Rhode Island Supreme Courts is published
on pages 237-239.

Permits to exercise fiduciary powers.—During the past year the
board has approved 154 original and 20 supplemental applications
by national banks for permission to exercise fiduciary powers under
the provisions of section 11 (k) of the ; Federal reserve act. The
total number of banks holding permits to exercise trust powers on
December 31, 1924, was 1,802, a list of which, with the powers
granted, is published on pages 193-210.
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ADMINISTRATION OF CLAYTON ACT

In each of the board's annual reports to Congress since 1921 atten-
tion has been called to the desirability of amending section 8 of the
Clayton Act. After several years7 experience in administering this
provision of law the board has found that the present law is not
adapted to carrying out the intention of Congress in regulating inter-
locking bank directorates. In its present form section 8 of the
Clayton Act in operation often defeats the purpose for which it was
enacted; it discriminates against national banks, and in many cases
its enforcement results in unnecessary hardship to individuals and
to the disadvantage of the banking and credit situation in certain
communities. The board has repeatedly recommended the enact-
ment of an amendment to the Clayton Act to overcome these defects.

During the closing weeks of the first session of the Sixty-eighth
Congress two bills were introduced to amend section 8 of the Clayton
Act—S. 3299 in the Senate on May 13, 1924, and H. R. 9344 in the
House on May 20, 1924. The Senate bill proposed to amend it by
the addition of a clause which would authorize the board to grant
permits for interlocking directorates between a member bank and
not more than two other banks if, in the board's judgment, no
restriction of banking credit or lessening of interbank competition
would result. The House bill proposed to redraft the so-called Kern
amendment to section 8 of the Clayton Act in simpler form. This
bill would have authorized the board to permit interlocking direc-
torates between any three banks or trust companies if, in its judgment,
it was not incompatible with the public interest, thus giving the
board somewhat wider discretion than contemplated by the Senate
bill and removing the requirement in the law as it now stands that
one of the banks involved be a member bank. The fundamental
purpose of both bills, however, was to give the board more latitude
in the matter of permitting interlocking directorates and thus enable
it to administer the Clayton Act more effectively and more nearly
in harmony with the apparent purpose and intent of Congress in
regulating interlocking directorates. The Senate bill was introduced
at the board's request and the House bill with the board's approval.
Both bills are reprinted in full on page 240. No action, however,
was taken with regard to either of these bills and the first session of
the Sixty-eighth Congress terminated without any amendment to the
Clayton Act.

During the past year the board has received and considered 238
applications presented to it for permission to serve in interlocking
directorates. It has also investigated 65 alleged violations of section
8 of the Clayton Act reported to it by the Comptroller of the Currency.
Thirty-four of these were found to be actual violations of the law and
the bank directors involved were required to comply with the law.
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LEGISLATION AFFECTING THE FEDERAL RESERVE SYSTEM

During the past year no amendments were made to the Federal
reserve act, but certain legislation affecting the operation of the
Federal reserve system was passed.

By an act approved February 20, 1924, the life of the War Finance
Corporation was extended until January 1, 1925, thus continuing
the various functions performed by Federal reserve banks in con-
nection with the operations of the War Finance Corporation.

Section 502 of the World War adjusted compensation act, enacted
on May 19, 1924, authorizes Federal reserve banks, subject to regu-
lations to be prescribed by the Federal Reserve Board, to rediscount
for member or nonmember banks promissory notes of veterans se-
cured by their adjusted service certificates and with maturities not
in excess of nine months. The rate of interest for such rediscounts
is fixed at the same rate as that charged for the discount of 90-day
commercial paper. It is further provided that no such loan may
be made to a veteran until after the expiration of two years after
the date of his adjusted service certificate, so that Federal reserve banks
will not be called upon for the present to rediscount this class of paper.
The relevant portions of the World War adjusted compensation act
are reprinted on page 240.

AMENDMENTS TO REGULATIONS OF FEDERAL RESERVE BOARD

Under date of August 15, 1924, the board published a new issue
of all its regulations applicable to member banks. Earlier in the
year Regulations H and J of the 1923 series had been materially
amended and the prime purpose of the new issue was to provide a
complete edition of all the board's regulations under one cover.
The changes made in the regulations may be briefly summarized as
follows:

Regulation A was amended so as to provide expressly for the redis-
count of paper secured by bonds or notes of the War Finance Cor-
poration, and also so as to require that whenever the makers of notes
offered for rediscount have closely affiliated or subsidiary corporations
or firms, separate financial statements of such corporations or firms
must accompany the financial statement of the borrower which is
required to be filed with the member bank under certain circumstances.

Regulation D was rewritten under a new title, "Reserves of member
banks/7 and there was transferred to it that part of Regulation J
which deals with penalties for deficiencies in reserves. Certain other
material was also added to provide a more complete regulation on
the subject of reserves.

Regulation H is in the form adopted on April 7, 1924. The prin-
cipal change in the new regulation was the incorporation therein of
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various conditions of membership to which all banks thereafter
becoming members of the Federal reserve system will be subject and
of a statement of the principles which will govern the establishment
of branches by State member banks and trust companies. The
sections of this regulation were also rearranged with a view to greater
clarity.

Regulation J is in the form adopted on May 9, 1924, except that
the section which dealt with penalties for deficient reserves was
transferred to Regulation D. Regulation J, series of 1924, super-
sedes the corresponding regulation of the 1920 series. It is completely
rewritten and rearranged with a view to clarification and the incor-
poration of the principles governing the collection of checks laid
down by the Supreme Court in the Atlanta and Richmond par
clearance cases, decided in 1923. The terms upon which Federal
reserve banks will handle checks are also prescribed with greater
detail and precision so as to define more clearly the rights, duties, and
liabilities of Federal reserve banks as collecting agents.

Regulation L was amended by the addition thereto of a new para-
graph with reference to the burden of proving the absence of sub-
stantial competition in connection with applications for interlocking
directorates under the Clayton Act.

No material changes were made in Regulations B, C, E, F, G, I, or K.
This issue of the board's regulations became effective on Sep-

tember 1, 1924, and the full text thereof is printed on pages 241-275.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Four meetings of the Federal Advisory Council were held in
Washington during 1924 on the following dates: February 19, May
13, September 25, and November 24.

CONFERENCES HELD BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, as usual, conferred with the Federal
Advisory Council on the occasion of each of its meetings during the year.

The governors of the Federal reserve banks met in Washington on
May 5-7 and the governors and chairmen of the Federal reserve
banks conferred, separately and jointly, on November 10-14. At
both conferences special sessions were held at which the board was in
attendance.

ORGANIZATION, STAFF, AND EXPENDITURES

During the year 1924 there were several changes in the organiza-
tion and staff of the Federal Reserve Board. Hon. D. R. Crissinger,
whose term as governor of the Federal Reserve Board expired on
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April 30, and Hon. Edmund Platt, whose term as vice governor
expired on August 10, were redesignated by the President.

Hon. Adolph C. Miller, of California, whose term of office as mem-
ber of the board expired August 9, was reappointedforatermof lOyears.

On December 17 Hon. Henry M. Dawes resigned as Comptroller
of the Currency and ex officio member of the board, and was
succeeded on December 20 by Hon. J. W. Mclntosh, of Illinois.

Mr. Morris Jacobson, statistician in the division of research and
statistics, resigned on July 31. Later the office of statistician was
discontinued and Mr. E. A. Goldenweiser, who had been serving
as associate statistician, was appointed assistant director of the
division of research and statistics.

On December 31 Mr. Edgar W. Freeman resigned as assistant counsel.
The total cost .of conducting the work of the board during the

year 1924 was $720,039.61.
Two assessments were levied against the Federal reserve banks

aggregating $663,239.90, or approximately one-fifth of 1 per cent of
their average paid-in capital and surplus for the year.

By direction of the Federal Reserve Board.
D. R. CRISSINGER, Governor.

The SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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