
ANiNUAL REPORT OF THE FEDERAL RESERVE BOARD

WASHINGTON, March 22, 1926,
SIR: In the year 1925 the outstanding financial developments were

the large volume of production and trade financed by the banks of
the country and the progress made in the restoration of monetary
stability throughout the world. In no previous year has the course
of events, both at home and abroad, afforded a broader scope for the
operation of the reserve banks or shown more fully the strength and
usefulness of the reserve system than during the year covered in this,
the board's twelfth annual report.

FEDERAL RESERVE BANKS IN 1925

Reserve bank credit outstanding increased in 1925 to meet an
export demand for gold amounting to $135,000,000, a growth
in the domestic currency requirements, and increased reserve re^
quirements of member banks. It is at times when demands of this
character arising both at home and from abroad are made that
the elasticity and the reserve strength of a banking system is
tested. In the absence of provisions for an elastic currency or
of ample gold reserves the combined demand during 1925 for currency
and for gold would have imposed a serious strain on the credit struc-
ture of the country and would have made it necessary for banks to
reduce their loans to borrowers. Under the Federal reserve system,
however, the reserve banks in 1925 were able to make available to
member banks the additional credit needed to meet domestic financial
requirements, and at the same time to pay out reserves in meeting
the demand for gold for export. Through borrowing at the reserve
banks the member banks were able to meet the demand for currency,
which at the end of the year brought the volume of money in cir-
culation in this country to the largest total in more than four years,
and also to meet the demand for gold from abroad without being
under the necessity of restricting credits extended to customers and
with a much more moderate increase in the cost of credit than would
have occurred in the absence of the facilities furnished by the reserve
banks.

RESTORATION OF GOLD STANDARD

In the international field the event of greatest importance during
1925 was the restoration of the gold standard by the chief trading
countries of the world, and the most distinctive achievement of th e
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2 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

year in Federal reserve policy was the arrangement of a credit by
the Federal reserve banks for the Bank of England in connection
with the reestablishment of a free gold market in London. In giving
approval to this arrangement, the details of which are described
later in this report, the Federal Reserve Board expressed the belief
that such an arrangement would be an effective aid to the general
resumption of gold payments. Later developments have justified
this belief. The return of Great Britain to the gold standard was
accompanied and followed by similar action in other countries, with
the result that over a wide area gold once more has become the
basis of values and the major part of the world's commerce and
finance has been relieved of the risks and uncertainties that arise
from widely fluctuating exchange rates. The countries that have
resumed gold payments include the largest purchasers of our agri-
cultural surplus, and international trade in these products can now
be conducted and financed with greater confidence and on a more
secure basis.

From the viewpoint of the banking situation in the United States
the restoration of the gold standard abroad has the additional signifi-
cance that gold movements will become more normal and will respond
more promptly to the forces which before the war related the move-
ments of gold to changes in trade and credit conditions at home and
abroad. The inflow of gold to this country during the period since
the reserve system was organized has been on an unprecedented scale
and has made the problem of credit administration unusually difficult.
With the reestablishment of an effective international gold standard
the movements of gold between countries will again exercise the
corrective influences that experience has shown to be safeguards
against unsound credit developments.

BUSINESS CONDITIONS IN 1925

Business and credit conditions in the United States during 1925 are
chiefly of interest in this report because of the bearing they have had
upon the credit policies pursued by the Federal reserve system. In
its official monthly publication the board has discussed currently the
business developments of the year and has called attention to the
increase in industrial activity, the full volume of employment, the
large foreign demand for American products, and the relation of this
demand to the absorption by American investors of a large volume
of foreign securities. The board has also commented upon the
growth in the buying power of industrial workers and farmers, the
promptness with which the large volume of production during 1925
has moved through the channels of distribution without an excessive
accumulation in the inventories of raw materials or finished products,
and the relative stability of the price level. Banking developments
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ANNUAL REPORT OF THE FEDERAL. RESERVE BOARD 3

and the movement of money rates have also been reviewed currently,
with a discussion of the growth of member bank credit in relation to
reserve bank credit, of changes during the year in the volume and
character of reserve bank credit outstanding, and the employment by
member banks of their surplus funds either by making loans in the
New York money market or in the purchase of investments. No brief
summary of the year's business developments in a country where
economic conditions are so varied as in the United States can set forth
in sufficient detail the particular conditions which have prevailed in
different parts of the country and in various lines of industry and trade.
For a fuller discussion of business trends in 1925, together with com-
prehensive business statistics for the year, reference is made to cur-
rent issues of the Federal Eeserve Bulletin, the board's monthly
medium of communication with member banks.

Looking back upon the business developments in 1925, perhaps the
most notable fact has been the conservative attitude generally main-
tained by the business community at a time when the activity of
business was large and the volume of trade increasing. Seldom in
the history of American business has so large a growth in industrial
activity occurred without giving rise to marked speculative tendencies.
During the year there was a growth of speculative activity in the
security market and in some localities in real estate, but there
was no evidence of speculation in the commodity markets. A
sustained demand for commodities on a scale equal to that of 1925
has tended at other times to result in the development of sellers' mar-
kets, a growth of forward orders, a rise of commodity prices, and an
accumulation of inventories. In 1925 earnings of business concerns
have, in general, been satisfactory, but profits have usually resulted
from a larger volume of business rather than from a wider margin be-
tween costs and selling prices. Proof of the efficiency of present-day
production and transportation and of the character of business senti-
ment is that in those lines of industry where the growth of activity
has been most marked, as in building and in automobiles, prices of
materials and of products have either remained constant or declined
during the year.

A factor of increasing importance in its influence upon the course of
business has been the greater efforts of business concerns to adjust
their programs of production to the current changes in the demand for
their products. The broader factual basis furnished by current
statistics has made it possible for business men to take into account
not merely the conditions in their own particular industries but also
the general trend of business. This development of business policies
on the basis of the broader information now being made available by
governmental and other agencies carries with it a promise of narrow-
ing the fluctuations in business activity. The number of unknown
factors continues to be large and the changes from time to time inDigitized for FRASER 
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4 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

the mood and temper of the business community are such that
industrial activity can not be expected to pursue an entirely reg-
ular course, but to the extent that those engaged in various lines of
industry undertake to adjust their own activities more closely to the
general course of business, the alternating periods of boom and de-
pression will become less pronounced.

FEDERAL RESERVE CREDIT POLICl

Federal reserve policies in 1925 were based both upon the statistical
indications as to developments in business and credit and upon a
judgment as to the prevailing attitude among business men and
bankers—the borrowers and lenders of credit. The increase in the
use of credit for commercial purposes, taking the }̂ ear as a whole,
was moderate in extent, and the growth in the volume of reserve bank
credit during the year reflects largely an increase in the demand for
loans on securities. During the first half of the year this demand
was met by the use of funds released through the decline of loans for
commercial purposes, while in the latter half of the year, when the
volume of commercial borrowing increased in response to seasonal
demands for trade and crop-moving purposes, the continued growth
in the demand for security loans was reflected in a rapid growth
in the volume of bank credit and in a rising level of interest rates in
the open market. These developments in the credit situation were
followed currently by the board and were among the considerations
which entered into their decisions with reference to discount and
open-market policy. In the first part of the year member banks,
particularly in New York, were under pressure as a result of the
demands made upon them for gold for export, and in meeting this
demand they increased their borrowings at reserve banks and re-
duced the volume of their own loans and investments. In the latter
part of the year, with a large seasonal increase in the demand for
credit at member banks for commercial purposes and with a con-
tinued demand for loans on securities, the volume of borrowing,
particularly by member banks in the larger cities, increased rapidly
at certain of the reserve banks. Problems of Federal reserve policy
arising during the year, therefore, may be divided into these two
periods, and the considerations which influenced the board in its
action in the early part of the year and near the close will be discussed
separately.

Early in 1925 the two most important influences affecting the
money market were the seasonal return flow of currency and the
withdrawal of gold for export. The return of currency to the reserve
banks is usually in large volume during the opening month of the
year, and in January, 1925, it amounted to approximately $200,000,-
000 and was accompanied by the usual seasonal flow of funds from
the interior to New York. The return of currencv from domestic
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 5

circulation during January was in larger volume than gold exports
and there was consequently a rapid decline in discounts at the re-
serve banks. In February, however, the volume of discounts, par-
ticularly at the New York Reserve Bank, increased sharply both
because of further withdrawal of gold for export, which continued
after the seasonal return of currency ceased, and because of a sale
by reserve banks of about $200,000,000 of securities. The volume
of discounts at the reserve banks at the end of February was larger
than at any time since the middle of 1924. The larger demand for
credit and the increased volume of indebtedness of member banks
at reserve banks resulted in a somewhat higher level of money rates
in the open market, and on February 27 the New York Federal
Reserve Bank increased its discount rate from 3 per cent, the rate
established during the exceptionally low level of money rates in the
summer of 1924, to 3J^ per cent. Thus during the first two months
of the year the system's credit policy was expressed both in an
advance in the discount rate at the New York bank and in a reduc-
tion in its holdings of United States Government securities.

During the remainder of the year the open-market policy of the
reserve system was to maintain its holdings of Government securities
at a practically constant level, with the consequence that the seasonal
growth in the demand for reserve bank credit in the second half of
the year was met through increased discounting and through larger
sales of bankers7 acceptances to the reserve banks. The increase in the
total volume of reserve bank credit between midsummer and the end
of the year amounted to about $500,000,000, an amount that corre-
sponded roughly to the increase during the same period in 1924, and
reflected in large part the seasonal growth in the demand for currency.
The growth of $175,000,000 in acceptance holdings of reserve banks
during this period, which brought them to about the same level as
at the close of 1924, was in accordance with the usual developments
at that time of year when a large volume of acceptances is drawn to
finance agricultural exports. The increase in the volume of accept-
ances outstanding, together with the rise in tne open-market rates
for money, were factors influencing the volume of acceptances offered
for sale to the reserve banks, and with the growth in the system's
holdings of acceptances the buying rates on bills were advanced.
The growth in the volume of borrowing by member banks at the
reserve banks was larger, however, than the increase in acceptance
holdings, and the growth of discounts was particularly rapid for mem-
ber banks in the financial centers outside of New York. During this
period the larger demand for credit to be used in carrying securities
was reflected in an advance in the call-loan rate, and there was a
large flow of out-of-town funds to the New York market to be em-
ployed in making loans on securities. The New York banks, how-
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6 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

ever, during this period were not increasing their loans of this char-
acter. The rapid growth in security loans by banks outside of New
York City was accompanied, furthermore, by an increase in business
activity more than seasonal in character, which resulted in a more
rapid advance in the volume of commercial loans than had occurred
during this period in either of the two preceding years, and was
reflected in an increase in the rates for commercial paper in the open
market. In view of this rise in money rates and of the growth both
in member bank and in reserve bank credit, particularly outside of
New York, a series of advances in discount rates was made in Novem-
ber. On November 10 the rate at the Boston bank was raised from
33̂ 2 to 4 per cent, and this was followed by similar advances in the
rates at Cleveland, Philadelphia, and San Francisco, so that by the
end of the month discount rates at all the reserve banks, except that
of New York, stood at 4 per cent. The rate of the New York bank,
however, which had been advanced from 3 to ZXA per cent in Feb-
ruary, remained at that level until after the close of the year. In
the decision not to advance the rate at the New York bank at the
time that the other rate advances were made the Federal Reserve
Bank of New York and the Federal Reserve Board took into con-
sideration the fact that member banks in New York City up to
November had shown but little growth in their loans on securities
and in their borrowings at the reserve bank. It was also recognized
that the discount rate at the New York bank, because of its close
relation to the central market, exercises a larger influence upon pre-
vailing rates for commercial borrowing than do discount rates at
other reserve banks. In the absence of evidence of a speculative
attitude among the commercial users of credit, the reserve system
was unwilling, for the purpose of exercising a measure of restraint
upon those who were borrowing in order to carry or deal in securi-
ties, to raise the discount rate at New York and thus to exert its
influence in the direction of a further increase in the cost of credit to
commerce and industry at the time of the seasonal peak in the vol-
ume of commercial borrowing and in the demand for credit to finance
the marketing and export of agricultural products.

The New York money market, furthermore, is the point of contact
with foreign central money markets, and changes in money rates in
New York tend to influence the international movement of funds
and of gold. In the autumn months, when seasonal trade movements
tend to bring about gold imports, there was a net movement of gold
to the United States, and, in view of the influence which gold imports
have upon the banking situation in this country, the desirability of
not adding further to the gold inflow was a factor in the decision not
to advance the discount rate at the New York bank in November.
On January 8, 1926, after the passing of the seasonal credit demands

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

1925



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 7

and of the period of the year when gold tends to flow to the United
States, the rate at the New York bank was advanced from 3}/£ to 4
per cent, the level prevailing at the other reserve banks.

In contrast to the operations in the open market during 1923-24,
when open-market transactions were an important phase of Federal
reserve credit policy, the year 1925 was one during which changes in
the open-market holdings of the Federal reserve banks after the
opening months of the year were relatively small. Purchases and
sales in the open market during the past year were made chiefly in
connection with developments in the money market at the time of
the quarterly tax-payment periods and near the end of December
when the holiday demand for currency was at a peak. At quarterly
tax-payment periods the large operations of the United States Treas-
ury, through the Federal reserve banks as fiscal agents, tend to have
a temporary influence upon the money market, and it has been the
policy pf the Federal reserve banks at those times to adjust their
open-market holdings in such a way as to diminish the disturbances
in the market which would otherwise result from the Treasury's oper-
ations. Also at the end of 1925 the Federal reserve banks, through
the purchase of $50,000,000 of United States securities in the open
market, exerted an influence toward reducing the temporary pressure
on the money market at the time of the seasonal peak of the currency
demand. The action of the reserve banks in buying or selling securi-
ties at these times tends to remove from the market short-time dis-
turbances that would otherwise occur. The board, however, regards
these minor operations in the open market as incidental to the general
and primary purpose of open-market policy, and major changes in
the reserve banks' holdings of Government securities are made with
reference to general credit conditions and in accordance with the
principles more fully described in the tenth annual report of the
Federal Reserve Board.

FEDERAL RESERVE BANKS AND THE ACCEPTANCE MARKET

Purchases of acceptances by the reserve banks in the open market
are essentially of a different character from dealings in Government
securities, and in the influences that give rise to them they are in
many respects similar to discount operations. In contrast to oper-
ations in Government securities, where the initiative of purchase or
sale is taken by the reserve banks, sales of acceptances to the system
are made largely on the initiative of member banks and dealers.
Though of recent origin in this country, the acceptance has a long
history abroad, where it is the primary instrument in the financing of
foreign trade and, as an easily negotiable commercial instrument of
prime security, furnishes employment for short-time banking funds.
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8 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

Prior to the establishment of the reserve system, the absence of such
a market for bills in the United States was a factor in causing a large
part of American foreign trade to be financed in London, where there
was a well-organized bill market. In order to encourage the use of the
acceptance in this country, provision was made in the reserve act
giving member banks authority to accept bills of exchange and to
deal in acceptances, and giving the reserve banks authority to dis-
count and to purchase acceptances. It has been one of the functions
of the reserve system, therefore, to assist in the development of a
national discount market, to encourage the use of dollar credits in
our foreign trade, and to promote the growth in the volume of short-
term paper based on commercial transactions available to banks for
the employment of liquid funds.

In pursuance of their policy of encouraging the acceptance market,
the reserve banks have stood ready at all times to purchase such
eligible bills as were offered to them at rates established by the
reserve banks. It is because of this policy of the reserve banks to
purchase, at their buying rates all offerings of eligible bills that reserve
bank holdings of bills in their effect upon the credit situation are
similar in character to discounts, since they represent for the most part
the application of member banks for reserve bank funds. It is,
furthermore, the practice of the reserve banks never to sell purchased
acceptances, but to carry them, like rediscounted paper, to maturity.
This is in contrast to purchases and sales of United States securities,
which are undertaken at the initiative of the reserve banks in the
light of the general credit situation at a rate fixed in the market.

The extent of the development of the acceptance market since the
establishment of the system is indicated by the fact that total
acceptances outstanding at the end of 1925 were approximately
$775,000,000. In general, the acceptance has found an increasing
use in the financing of foreign trade, and the volume of bills out-
standing generally fluctuates from season to season and from year to
year with changes in the volume of foreign trade. Of the accept-
ances purchased by the reserve banks during 1925, 37 per cent
represented imports, 31 per cent exports, and 20 per cent paper
financing the domestic shipment or storage of goods.

The extent to which the acceptance is now used in financing the
foreign trade of the United States is brought out by the table, where
several of the more important commodities underlying acceptances
purchased by the reserve banks during 1925 are compared with the
total movement of those commodities in our import and export trade
during that year. The figures represent only such acceptances as
were purchased outright by the reserve banks and constituted only a
part of the total volume of acceptances drawn in the United States.
Of the $527,000,000 of export bills purchased outright by the reserve
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ANNUAL REPORT OF THE FEDERAL. RESERVE BOARD 9

banks during the year, 78 per cent, or $410,000,000, represented ex-
ports of cotton, grain, copper, and lard and meat. This sum was
equal to 24 per cent of the total exports of these commodities during
the year. Of the $631,000,000 of purchased bills based on imports,
60 per cent, or $376,000,000, covered imports of silk, coffee, sugar,
and wool, a sum equal to 32 per cent of the total imports of those
four commodities into the United States during the year. Detailed
figures on commodities underlying bills purchased by the reserve
banks are given on pages 96-101. The following table presents a
summary of these figures and compares them with the export and
import of certain commodities:

ACCEPTANCES PURCHASED BY RESERVE BANKS BASED ON CERTAIN COMMODI-
TIES AND FOREIGN TRADE IN THESE COMMODITIES IN 1925

Commodity

Cotton
Grains
Copper
Lard and meat__-

Total for four export commodities-

Silk
Coffee
Sugar
Wool. - - . .

Total for four import commodities

Bills bought
outright by
the Federal

reserve banks
based on each
commodity

$299, 643, 000
58, 215, 000
34, 669, 000
17,164, 000

409, 691, 000

136, 886, 000
115,100, 000
84, 517, 000
39, 563, 000

Foreign trade
in each

commodity

Exports
il, 059, 751, 000

245, 456, 000
160, 933, 000
236, 351, COO

1, 702, 491, 000

Imports
445,105, 000
286, 212, 000
246, 008, 000
215, 886, 000

376,066,000 1,193,211,000

Corresponding to our increased foreign trade, the total volume of
acceptances drawn and outstanding during 1925 was larger than in
1924, and the proportion of the total offered to the reserve banks was
also greater. Member banks in the financial centers, where the
greater part of acceptances outstanding are carried, were continuously
in need of a larger volume of reserve bank accommodation than during
the preceding year and secured a portion of this by selling bills to the
system in preference to direct borrowing. The level of money rates
in the open market also tended to increase the volume of acceptances
offered to the reserve banks, both because other forms of invest-
ment yielded more to the investors than in 1924, thus tending to
increase the dealers7 portfolios, and because the carrying of accept-
ances on borrowed money at prevailing relative rates became less
profitable than a year ago.

Legal provisions and board regulations relating to the purchase of
acceptances by the reserve banks are broad in character. The
reserve banks have authority to buy indorsed bills arising out of
import or export transactions, and out of the domestic shipment or
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10 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

storage of readily marketable staple commodities, and also to buy
bills created for the purpose of furnishing dollar exchange abroad.
In maturity, bills to be eligible for purchase by the reserve banks
must have not more than 90 days to run unless they arise out of the
marketing of agricultural products or out of foreign trade, in which
case the limit of maturity is six months. The total volume of accept-
ances purchased by the reserve system during 1925 was $2,961,000,000,
as compared with $2,172,000,000 in 1924, and the daily average of
acceptance holdings was $287,000,000, falling seasonally from
$329,000,000 in January to $206,000,000 in August and rising to
$368,000,000 in December. The large volume of acceptances bought
during the year in comparison with the much smaller total of average
holdings illustrates the highly liquid character of these bills and
their rapid turnover.

Of'the total bills purchased by the system during 1925, 28 per
cent were bought outright from member banks, 29 per cent repre-
sented outright purchases from dealers and others, and 43 per cent
purchases from dealers with agreement to resell at the expiration
of not more than fifteen days. Reserve bank operations in accept-
ances, therefore, enable the system to maintain direct contact with
portions of the market other than member banks. Through its
readiness to take all bills offered at its buying rate, the system has
given those who use acceptances to finance their operations and
investors in these acceptances a steady market for their bills at a
fairly constant rate in case they wish to dispose of them prior to
maturity. The development of the bill market and the freedom of
the market from rapid fluctuations in rates, to which the policy of
the reserve banks in regard to the purchase of acceptances has con-
tributed in an important way, have resulted in making funds for the
financing of agricultural and other exports available at the lowest
and steadiest rate in the market.

During recent years, and particularly in 1925, many foreign coun-
tries in reestablishing a stable relationship between their currencies
and gold have adopted the policy of holding a portion of their reserves
as balances or in the form of short-term securities in the world7s
central money markets. The central banks of those countries, which
have correspondent relationships with the Federal Reserve Bank of
New York, have held a part of their foreign funds on deposit with
that bank and have from time to time instructed it to invest these
funds on their account in prime commercial bills in the New York
market. The volume of such purchases of acceptances by the
New York Reserve Bank on account of foreign banks was much
larger in 1925 than in previous years, owing to the growth in the num-
ber of countries maintaining exchange stability. Bills held by the
reserve banks on account of foreign correspondents at the close of
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD H

1925 were $65,000,000, compared with $43,000,000 at the end of
1924 and $19,000,000 at the end of 1923.

RELATION BETWEEN RESERVE BANKS AND FOREIGN CENTRAL BANKS

In addition to purchasing acceptances for the account of foreign
central banks, the Federal reserve banks have other transactions with
these banks of a character that is customary between central banks
of different countries. A considerable number of foreign central
banks have established correspondent relationships with the Federal
reserve banks, and among the various types of transactions which
have been carried out by the reserve banks for account of their
foreign correspondents have been the carrying of deposits, the ear-
marking, purchase, and sale of gold, and the making of loans upon
gold as security. The Federal reserve act, in giving the Federal
reserve banks power to deal with banks in foreign countries and to
conduct banking operations abroad, provides that, with the consent
and approval of the Federal Reserve Board, the reserve banks may
buy or sell cable transfers, bankers7 acceptances, and bills of exchange,
may deal in gold coin or bullion at home or abroad, make loans on
gold, open and maintain accounts in foreign countries, appoint
correspondents, and establish agencies in such countries for the
purpose of buying and selling bills of exchange and open and maintain
banking accounts for foreign correspondents. During the first 10
years of operation of the Federal reserve system its activities in the
foreign field were in relatively small volume, largely because of the
disturbed monetary conditions abroad. Correspondent relationships
with certain of the principal foreign central banks, however, were
established as early as 1916, and from year to year additional banks
of issue were added to the list of the system's foreign correspondents.
In the early years the transactions with these foreign correspondents
"were largely for purposes related to the war, but more recently they
have been chiefly the outcome of operations in connection with pro-
grams adopted by the various foreign countries in the reestablish-
ment of gold as a basis of their monetary systems. In this connection,
loans secured by gold were made by the Federal Reserve Bank of
New York, with participation of all the other reserve banks, to the
Bank of Poland and to the banking office of the ministry of finance
of Czechoslovakia, and arrangements were made to buy prime
'Commercial bills from the Bank of Belgium, when and if desired.
The most important arrangement entered into by the reserve banks
with any foreign central bank, however, was that made with the
Bank of England during 1925. _

On April 28, 1925, the British Chancellor of the Exchequer an-
nounced that the law of 1920 prohibiting gold exports for a period of
five .years, except under special license, would be permitted to lapse
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12 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

on December 31, 1925, and that for the remainder of the year the
Bank of England would be given a general license to export gold.
Control of gold exports in Great Britain, which from the outbreak
of the war until the legal prohibition in 1920 had been by informal
methods, applied after that time to exports of all gold with the
exception of newly-mined gold produced in the British Dominions
and imported into England. In removing restrictions upon gold
exports the British Government considered it essential to obtain
the assurance of foreign credits upon which England could draw
during the transition period in case its ability to maintain a free
gold market was threatened by heavy withdrawals of gold. In these
circumstances the Bank of England applied to the Federal reserve
system for the right to draw upon the reserve banks for gold up to
an amount of $200,000,000, if required, over a period of two years.
At the same time the British Government arranged for an additional
credit of $100,000,000 with a private group of bankers in this country.
In approving the arrangement entered into with the Bank of England,
the board acted on the conviction that the reestablishment of the
gold standard would be an important step in the direction of the
restoration of monetary stability throughout the world, and that
business and credit conditions in this country would greatly benefit
by this increased stability. American exporters of agricultural and
other products whose business had been exposed for a decade to the
hazard and expense of dealing with countries having currencies with
unstable values would, by the reestablishment of the'gold standard,
be relieved of the risks arising from unstable exchanges. American
credit conditions would no longer be disturbed by the continuous
and uncontrollable inflow of gold which had been for more than four
years the principal cause of a rapid growth in bank credit. With
the principal money markets of the world once more free gold mar-
kets, and the exchanges between them stable, the flow of funds be-
tween markets would respond more freely to differences in money
rates and credit conditions. Thus the resumption of gold payments
by the chief trading countries of the world would furnish a basis
for the functioning of those forces which before the war had operated
to maintain a close contact between the money markets of the world.

Moved by these considerations the Federal Keserve Board approved
the arrangement entered into by the Federal Reserve Bank of New
York, with the participation of the other reserve banks, with the
Bank of England. Under this arrangement the Federal Reserve Bank
of New York undertook to sell gold on credit to the Bank of England
from time to time during the following two years, but not to exceed
$200,000,000 outstanding at any one time. The credit was to bear
interest to the extent that it was actually used at a rate of 1 per
cent above the New York Reserve Bank's discount rate, with a
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minimum of 4 per cent and a maximum of 6 per cent, or, if the
Federal reserve discount rate exceeds 6 per cent, then at the discount
rate of the bank. The rate of interest to be paid by the British
Government on the credit which it established with private bankers
was to be determined in a similar manner. Upon the purchase of gold
the Bank of England would place on its books to the credit of the
Federal Reserve Bank of New York an equivalent deposit in pounds
sterling. This deposit might be used from time to time by arrange-
ment with the Bank of England in the purchase of eligible sterling
commercial bills which will be guaranteed by the Bank of England,
and in that case discount earned on the bills would be applied to
the payment of interest. The repayment of any interest or princi-
pal of this credit outstanding at the end of two years was guaranteed
by the British Treasury. The system's arrangement, however, was
strictly a banking transaction with the Bank of England and not in
any sense an agreement with the British Government. Since the res-
toration of the gold standard in Great Britain, banking developments
in that country have been such that no necessity has arisen for
making use of any part of the credit with the reserve banks.

The arrangements entered into between the Bank of England and
the Federal Reserve Bank of New York involved no commitment as
to the policies to be pursued by either bank in dealing with domestic
credit conditions or with changes in discount rates. The lower level
of discount rates, which has prevailed in the United States compared
with England throughout 1925, has reflected differences in the credit
conditions in the two countries. In the United States bank funds
have been abundant as the result both of the large growth in the
country's gold reserves during the preceding four years and of the
continuous creation of additional wealth arising out of the nation's
savings under conditions of prosperity. England, on the other hand,
has been obliged to adapt its credit policy to the protection of its
gold reserves, exposed for the first time in a decade to withdrawal
at the option of the public, and in addition to so manage the funds
available in the market, which since the autumn of the year has
been open to foreign as well as domestic borrowers, as not to en-
courage a rapid expansion of bank credit.

It has been the policy of the Federal Reserve Board to make
public full statements of any arrangements entered into with foreign
banks. The character of these transactions, particularly as affecting
the monetary and banking position of other countries, makes it
impossible to issue statements in advance of the completion of the
arrangements. Whenever arrangements have been completed, how-
ever, the board has presented detailed statements of all essential facts.
This was done in regard to the arrangement with the Bank of England
in the Federal Reserve Bulletin for June, immediately following the
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final completion of the arrangement and the approval by the Federal
Ueserve Board. Full details concerning the current position of the
foreign accounts of the Federal reserve banks are published in the
regular weekly condition statement of these banks. This statement
shows the amounts due to and due from foreign banks, the volume of
outstanding foreign loans on gold, and the reserve banks' contin-
gent liability on bills purchased for foreign correspondents. In this
respect the system has pursued its general policy of full publicity for
all its operations in so far as is consistent with the confidential
relationship existing between any bank and its customers and
correspondents.

In the system's dealings with foreign central banks the immediate
operating relations and the correspondence are conducted by the
New York Reserve Bank, which is located in the country's central
money market and at the point of contact with the central money
markets of foreign countries. The other reserve banks, however,
participate ratably in the system's foreign operations, and the con-
duct of these operations is under the general supervision of the
Federal Reserve Board, which under the law has authority to approve
or to require the establishment of foreign-correspondent relationships.
Under these provisions of the law and through the actual practice in
administration, the point of view of the reserve system as a whole is
maintained in connection with policies pursued in the development
and maintenance of relationships with foreign central banks.

RELATION OF FEDERAL RESERVE SYSTEM TO THE NEW YORK MONEY
MARKET

In addition to the dealings with foreign central banks there are
other operations of the reserve system that must be conducted with
reference to credit conditions in the country as a whole rather than
with reference to purely regional considerations. It was partly for
this reason that the law created the Federal Reserve Board, with rep-
resentatives of the various sections of the country, to deal with
questions of system policy, to have general supervision over the
reserve banks, and to establish rules and regulations for the conduct of
their business. Among the operations of the reserve banks that have
effects beyond the boundaries of a single district are the sales and
purchases of United States securities and acceptances in the open
market, and for this reason the banks' open-market operations are
carried out by a committee of operating officers of the reserve banks,
which makes recommendations to the Federal Reserve Board and to
the directors of the reserve banks. While purchases and sales of
securities in the open market are made largely in New York, the
questions of policy involved are, under this arrangement, considered
from a system point of view and with reference to business and
credit conditions throughout the country.Digitized for FRASER 
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The New York money market is national in scope, and the member
banks in New York City, because of the system of correspondent
relationship which characterizes American banking, carry balances
for interior banks, both members of the Federal reserve system and
nonmembers, and lend funds received from out-of-town banks in the
money market. It is in the New York money market that sales
and purchases of securities for account of persons in all parts of the
United States are largely made, and that the large issues of domestic
and foreign securities are floated. It is to New York houses that
issue and distribute securities that investors in all parts of the coun-
try turn to purchase stocks and bonds. Thus the sources of the
funds that flow into the New York money market are country wide,
and the uses to which these funds are put also represent demands
that arise in all parts of the country, particularly in connection with
the purchase, sale, and carrying of securities. Changes in the con-
dition of the New York money market, therefore, which are reflected
in the changes in the volume of funds in New York and in changes
in money rates in that market, are national in character and have a
definite relationship to changes in credit and banking conditions in
all parts of the country.

In 1925, with a relatively small growth in the local demand for
credit for financing current industrial and trade operations, there
was a continued and large flow of funds from out-of-town banks
to the New York money market. In the preceding year, with the
exceptionally low level of call-loan rates, these out-of-town funds
were maintained as bankers7 balances with the New York member
banks, and were used by those banks in making loans on securities.
During 1925, however, as call-loan rates advanced above the level
of interest paid upon bankers7 balances, interior banks converted
portions of their balances with New York banks into direct loans
upon securities for their own account, with the consequence that
without any resulting change in the volume of funds available in
New York there was a large decrease in bankers' balances and a
large growth in loans on stocks and bonds for account of banks out-
side New York City. The growth in loans on securities in 1925,
particularly by member banks outside New York City, followed
upon a rapid increase in the volume of these loans in 1924 and
carried the total at the end of the year to a higher level than
at any previous time. The larger use of bank credit in carrying se-
curities during the past two years has reflected the demand for credit
to finance the distribution of the exceptionally large volume of new
issues that were placed upon the market, together with the increased
credit requirements due to the rising level of security prices.

Throughout the latter part of 1925 the level of call-loan rates was
considerably above the discount rate of the New York Reserve Bank.
Recent experience has shown that in general it is not necessary toDigitized for FRASER 
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maintain a discount rate above the prevailing level of call-loan rates
in order to prevent member banks from borrowing at the reserve
banks for the purpose of increasing their loans on securities. Mem-
ber banks generally recognize that the proper occasion for borrowing
at the reserve bank is for the purpose of meeting temporary and
seasonal needs of their customers in excess of funds available out of
the member banks7 own resources; borrowing from the reserve
bank for the purpose of enlarging their own operations is not con-
sidered a proper use of reserve bank credit either by the member
banks or by the officers of the Federal reserve banks. In general
it is not possible to determine to what use a member bank puts the
credit obtained from the reserve bank. Member banks generally
borrow to make up deficiencies in their reserve balances incurred
as the net result of all of their operations, and it is seldom possible
to trace the connection between borrowings of a member bank at
the reserve bank and the specific transactions that gave rise to the
necessity for borrowing. In the infrequent instances where there
has been evidence that member banks have borrowed at the re-
serve banks and at the same time have been increasing their loans
on securities, the officers of the reserve banks have pointed out to
them that it was possible for them to adjust their reserve position
through changes in their short-time loan accounts rather than by
recourse to the reserve banks.

While the uses to which individual banks put the credit obtained
from the reserve banks are almost impossible of determination, the
Federal reserve system is in a position to observe changes in the
total volume of reserve bank credit and of member bank credit not
only for the country as a whole but in each Federal reserve district.
It can furthermore note the general character of the growth in
member bank loans and the elements in the demand for reserve bank
credit. Under circumstances such as prevailed in the autumn of
1925, when the growth in member bank credit was largely in loans
on securities, and when the growth in reserve bank credit was
larger than the seasonal demand for currency, it was evident that
a part of the member banks' borrowings at the reserve banks was
for the purpose of building up their reserve balances. These balances
did in fact increase considerably in the later months of the year.
The increase in reserve requirements which occasioned the additional
borrowing was in turn due in part to the growth in deposit liabilities
arising from the increased volume of security loans. Considerations
of this character were among the factors taken into account in
November, 1925, when the series of discount rate advances discussed
in an earlier paragraph of this report were put into effect.

In view of the importance and the magnitude of the market for call
and time loans on the New York stock exchange, and of the position
this market occupies in the financial organization of the country, andDigitized for FRASER 
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particularly in the relation between member banks in New York City
and their out-of-town correspondents to the Federal Reserve Bank of
New York, the board decided at the end of 1925 to extend its report-
ing system by undertaking to collect and publish current information
on the volume of loans made by the weekly reporting member
banks in New York City to brokers and dealers in securities. These
figures give the amount of loans made to brokers and dealers by the
reporting banks on their own account, on account of out-of-town
banks, and on account of others. The publication of these figures,
which will be given out currently as part of the weekly statement of
condition of the reporting member banks, will be useful in following
movements in the money market and will put the lending banks,
the brokers, and the investing public in a better position to form a
sound judgment of the credit situation. These reports will also
furnish to the reserve system fuller information concerning the
relation between changes in loans made by member banks to finance
security transactions and the borrowings by these banks at the
Federal reserve banks.

CREDIT PROBLEMS OF RESERVE BANKS OUTSIDE OF FINANCIAL
CENTERS

The relationship between the reserve banks and member banks at
financial centers, which has been briefly discussed, is different from
the relationship in other parts of the country more distant from
organized money markets and where rates charged to customers by
member banks change but slowly and are at all times considerably
above the reserve bank discount rate. At the reserve banks located
in the larger money markets member banks use a relatively large
proportion of their funds in loans on securities and in the purchase of
commercial paper or acceptances, all of which carry rates fixed in the
open market and subject to relatively wide and rapid changes. At
reserve banks in such districts the discount rate is more effective in
influencing the demand for reserve bank credit than at reserve banks
in districts where the bulk of member bank funds is used in making
loans to regular customers at rates that respond but slowly to
changes in the general credit situation.

In addition to changes in the discount rate as a means of influencing
the volume of borrowing by member banks, the Federal reserve act
and the rules and regulations of the board establish rules of eligibility
for paper that member banks may rediscount or may use as collateral
in borrowing at the reserve banks. These requirements as to eligi-
bility were intended not only to safeguard the liquidity and soundness
of the assets of the reserve banks, but also to act as limitations on the
extent of borrowings by member banks. In view of the large volume
of United States Government securities owned by member banks and
available as collateral for advances at the reserve banks, however,
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the limitations on eligibility of paper for discount, though they may in
some cases be an influence on the volume of borrowing by an indi-
vidual member bank, are not a considerable factor limiting the
borrowing capacity of member banks as a whole. The reserve banks
in the districts outside of the financial centers, therefore, in passing
upon the loan applications of member banks consider not only the
legal eligibility and soundness from the credit point of view of the
paper presented for rediscount or as collateral for an advance, but
also the general position of the borrowing bank, the volume and char-
acter of its outstanding loans and investments, and to some extent
the character of its management. In taking into account these
factors, the reserve banks are influenced by the consideration that
funds obtained from the reserve bank on the best possible security
may be utilized by the borrowing member bank in granting loans of
a less satisfactory character. While the reserve bank would have
under these conditions ample protection for its funds in case of liquida-
tion of the member bank, by being a preferred creditor it would reduce
the ability of the borrowing member bank to repay its depositors.
The reserve banks further realize that while protecting the deposi-
tors of a member bank by refusing to assist it in extending unsafe
loans they are also protecting the bank's borrowers from incurring
obligations which they may not be able to repay. A bank loan ob-
tained under such circumstances is in most cases of no real assistance
to the borrower, but on the contrary is likely to make it more difficult
for him to regain a sound financial condition. The fundamental
interests of depositors and borrowers of a bank and of the community,
which suffers in case of the bank's failure, are all best served by the
maintenance by the bank of a sound and cautious lending policy.
In encouraging the borrowing member bank to pursue such a policy
the reserve banks act in accordance with the law creating them,
which had as one of its purposes the establishment of a more effective
supervision of banking in the United States.

OPERATIONS OF THE FEDERAL RESERVE SYSTEM

In the preceding pages there has been presented, as a background for
the discussion of the reserve system's activities, a brief survey of
business and banking developments in 1925. The following sections
of this report will present in more detail the changes during 1925 in
the condition of the Federal reserve banks and of member banks, and
will give an account of the operations of the Federal reserve banks
and branches and of administrative matters with which the Federal
Reserve Board has dealt during 1925.
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CONDITION OF THE FEDERAL RESERVE BANKS

During the year 1925 the volume of reserve bank credit outstanding
increased by about $250,000,000 to the largest total since the close of
1921. This increase in the demand for reserve bank credit was due to
the extent of about $135,000,000 to an export demand for gold, which
member banks obtained from the reserve banks; to the extent of about
$50,000,000 it was due to a growth in deposits, consisting chiefly of
member bank balances and made necessary by an increase in the
member banks' deposit liabilities, and to the extent of about $65,000,-
000 to an increase in the demand upon the reserve banks for currency.
This growth in the currency demands upon the reserve system reflected
only to a minor extent (about $15,000,000) a growth in the volume of

500 4500

1922 1923 192^ 1925
4000

money in circulation, while for the most part it was due to the with-
drawal from circulation by the Treasury of about $50,000,000 of
national-bank notes, with a consequent need by the public of a corre-
sponding amount of other currency to be supplied by the reserve banks.

In an analysis of the factors explaining the increase in the volume of
reserve bank credit outstanding at the end of 1925 as compared with
the end of the preceding year, it appears, therefore, that gold exports
account for more than one-half of the total, and that changes in the
amount of money in circulation were a relatively minor factor. In
the fluctuations of the volume of reserve bank credit from month to
month, however, changes in the volume of money in circulation were
the principal influence. This is brought out by the chart, in which
the volume of reserve bank credit, as measured by daily average
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20 ANNUAL BEPOET OF THE FEDERAL. RESERVE BOARD

holdings by the reserve banks of bills and securities during each month,
is compared with money in circulation, the figure used being the
average of the total at the beginning and at the end of the month.

! Seasonal peaks in the demand for currency are reached in December of
each year, and it is at that time that the volume of reserve bank
credit is also in the largest volume. After the turn of the year, with
the return flow of currency from circulation, the demand for reserve
bank credit declines, and both money in circulation and reserve bank
credit generally reach a low point in mid year, when the currency
demand for crop moving and autumn trade begins, followed by the
Christmas holiday demand, which carries the volume of currency and
of reserve bank credit to the highest level at the close of the year.

The position of the reserve banks, as indicated by the principal
items in the condition statement for December 31, 1924, and Decem-
ber 30, 1925, is shown below.

F E D E R A L R E S E R V E B A N K S

[Amounts in thousands of dollars]

Total reserves _ _
Total bills and securities _ _ _.

Bills discounted
Bills bought in open market
United States Government securities. _
Other securities
Foreign loans on gold _ _

Due from foreign banks.- _ _
Federal reserve notes ._
Total deposits _ _ _

Member-bank reserve account
Ratio of reserves to deposits and notes (per cent)
Contingent liability on bills purchased for foreign correspondents...

Dec. 31,
1924

3,047,054
1,249,438
314,128
387,100
540,160
2,050
6,000
641

1,862,062
2,310, 668
2,220,436

73.0
42,683

Dec. 30,
1925

2,822,133
1, 500,827
749,672
362,818
377,032
3,205
8,100
642

1,835,010
2,357,141
2,308,614

67.3
65,049

Increase or
decrease

-224,921
+251,389
+435, 544
-24,282

-163,128
+ 1,155
+2,100

+ 1
-27,052
+46,473
+88,178

""+22," §66

In the composition of reserve bank credit during the year the im-
portant change was an increase from $314,000,000 to $750,000,000 in
discounts for member banks, and a decrease from $540,000,000 to
$377,000,000 in holdings of United States securities. Deposits of the
reserve banks increased by about $46,000,000, while Federal reserve
notes in circulation decreased by $27,000,000. Cash reserves of the
reserve banks declined by $225,000,000, partly as the result of gold
exports and partly in consequence of the continued policy of some of
the reserve banks of paying gold certificates into circulation. The
banks' reserve ratio at the end of the year was 67.3 per cent, the
lowest ratio in nearly five years.

Contingent liability of the reserve banks on bills purchased for for-
eign correspondents increased considerably during the year and
amounted at the end of December to more than $65,000,000.
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CONDITION OF MEMBER BANKS

The large volume of business and financial activity during 1925
was reflected in a growth of member bank credit that carried loans and
investments of member banks at the end of the year to over
$31,OOO;OOO,OOO7 a larger total than at any previous time. The in-
crease for the year was about $2,173,000,000, nearly all of which
represented an increase in the member banks7 loans, as the volume
of their investments remained relatively constant during the year.
That the growth in loans by member banks was largely in the form
of loans on securities is indicated by figures for reporting member
banks in leading cities, which showed for the year 1925 an increase of
nearly $1,200,000,000 in total loans and of about $1,100,000,000 in
loans on securities. Among the factors accounting for the rapid
growth in member bank loans on securities have been the exception-
ally heavy volume of domestic and foreign securities floated during
the year, and the rise in security values, which made necessary a
larger volume of credit for financing transactions in securities. The
relatively small growth of loans for commercial and industrial pur-
poses during a year of active business was due in part to the cautious
attitude of business in reference to inventories, to an increase in the
rapidity of merchandise turnover, to a great improvement in the
efficiency of the transportation system, to a continued repayment of
frozen loans, and to the policy of many corporations to fund their
bank loans through the issue of long-term securities. Demand de-
posits of member banks increased by $1,284,000,000 during the year
and time deposits bV $848,000,000. The amount of bankers' balances,
however, declined by $327,000,000, the decrease taking place in the
early part of the year when banks in the interior converted part of
their balances with city correspondents into loans on securities on
their own account. Bankers' balances had increased very rapidly in
1924, when money rates were exceptionally low, and with the rise of
rates in 1925 it became more profitable for country banks to employ
them in making collateral loans rather than to keep them as balances
with banks in financial centers. The increase for the year in total
deposits of member banks was about $1,867,000,000, compared with
a growth in loans and investments of $2,173,000,000. The excess of
the growth in loans and investments over the increase in deposits has
been accompanied by an increase of $355,000,000 in the member
banks' borrowings. In the following table are shown the principal
items in the condition statement of member banks at the end of 1924
and of 1925, together with changes for the year:
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A L L M E M B E R B A N K S

f Amounts in thousands of dollars]

Dec. 31, 1924

9,587
20,181,309
8,845, 279
29, 026, 588
17, 766,469
9,804, 738
242, 482

4, 547,963
32,361,652

656, 743

Dec. 31, 1925

9,489
22,275, 285
8,924,231
31,199, 516
19,050,460
10, 653, 028

304,131
4,220, 582
34,228, 201
1, 011,812

Increase or
decrease

+2,093,976
4-78,952

+2,172,928
+ 1 , 283,991

+848, 290
+61, 649

-327, 381
+1,866, 549

+355,069

Number of banks .
Loans
Investments

Loans and investments
Demand deposits 1

Time deposits . . .
United States deposits -
Due to banks _

Total deposits
Bills payable and rediscounts

i Including certified and cashiers' checks.

OPERATING FUNCTIONS OF THE FEDERAL RESERVE BANKS

In considering the relations between member banks and the
reserve banks, emphasis is generally placed on the amount of
accommodation extended by these banks to individual member banks
or to all member banks combined. From the point of view of the
service rendered by the system to its members, however, interest at-
taches to the number of member banks that use the discount facilities
of the reserve bank. During 1925 the number of member banks
accommodated through the discount of paper was 5,183, indicating
that in the course of the year more than one-half of the member banks
received direct accommodation from the reserve banks. Changes
from month to month and from year to year in the number of banks
accommodated by the reserve banks are not closely related to changes
in the amount of reserve bank credit required by the member banks.
Thus in November, 1925, the total volume of paper discounted by
the reserve banks was $2,538,000,000, compared with $3,331,000,000
in October, while the number of banks accommodated increased from
2,796 to 2,876; and for the year 1925 the number of member banks
discounting one or more times at the reserve banks was 5,183, com-
pared with 6,941 in 1920, when the demand for reserve bank credit
was at the peak, and the volume of discounts for the entire year was
$85,321,000,000, while in 1925 it was $32,563,000,000. Discounts of
smaller amounts may be of as much assistance to member banks at
certain times as larger discounts are at other times, and the extent
to which member banks use the discounting facilities of the reserve
banks is reflected in the number of banks that apply for accommo-
dation, a number which even at times of a relatively small demand
for reserve bank credit includes in the course of a year a majority of
the member banks.

In addition to discounting and open-market operations, which
affect the total volume of reserve bank credit in use and are the
principal channels through which the system expresses its credit
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policy, the Federal reserve banks continuously render a large number
of other services to member and nonmember banks. These other
services include the handling of member bank reserves, the supply-
ing of currency, the collection and clearance of checks, the collection
of noncash items (drafts, notes, and coupons), the transfer of funds
by wire, and the safekeeping of securities for member banks. In
addition to these services rendered directly to banks are those ren-
dered by the reserve banks functioning as fiscal agents and deposi-
taries of the Federal Government.

During 1925 the total volume of checks cleared through the reserve
system aggregated more than $250,000,000,000, and since the bulk
of these checks were deposited by member banks this indicates that
the members' balances with the reserve banks, which are about
$2,200,000,000, in order to take care of this volume of clearings,
would have to be turned over on the average about twice a week.
In the ordinary course of their transactions from day to day member
banks constantly make deposits to be credited to their reserve ac-
counts and make payments to be charged against these accounts.
It is far from true, therefore, that member banks' reserve balances
with the reserve banks, on which no interest is paid, are idle assets
available for no purpose other than to meet legal requirements. On
the contrary, in addition to their use as reserves, member bank bal-
ances are available as clearing accounts through which member banks
can make continuous settlements with other banks in the most expe-
ditious and economical manner. In their clearing operations, the
twelve reserve banks handled during the year a total of 779,000,000
items.

In 1925 the reserve banks collected practically free of cost to mem-
ber banks noncash items (drafts, notes, and coupons) aggregating
nearly $7,000,000,000, including the payment of over 44,000,000
United States Government coupons in the aggregate amount of
$681,000,000, and the handling of over 5,000,000 of other noncash
items in the aggregate amount of $6,116,000,000. In this year, also,
the banks made 1,566,000 transfers of funds by wire over the tele-
graph wires of the Federal reserve system for an aggregate amount
of approximately $110,000,000,000.

In supplying currency and coin to member banks and for their
account also to nonmembers the reserve banks pay out, receive,
count, and ship to and from out-of-town banks notes and coin, and
also redeem and replace unfit notes turned in from circulation. Cur-
rency and coin received and counted during the past year exceeded
$12,000,000,000, or more than double the total amount of money in
circulation outside of the United States Treasury and of the Federal
reserve banks.

88169—26 3
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The fiscal agency operations of the reserve banks include the sale
and delivery of Government securities newly issued, the redemption
of securities called for payment or matured, denominational exchanges,
interchanges of coupon and registered bonds, transfers of ownership,
purchases of securities in the open market for Government account,
maintenance of Government deposit accounts with designated deposi-
taries, and the custody of Government securities. Acting as deposi-
taries for the Treasury, the reserve banks pay Government checks,
warrants, and coupons, collect checks and noncash items for the
account of the Treasury, withdraw Government deposits from deposi-
tary banks, transfer funds by telegraph, and render services formerly
rendered through the subtreasury offices, including the replacing,
exchange, and redemption of United States paper currency and coin.
Expenses incurred by the reserve banks directly in connection with
the issue of new securities are reimbursed by the Treasury, but all
other expenses incurred in the discharge of their fiscal agency func-
tions are absorbed in the operating costs of the reserve banks.

EARNINGS AND EXPENSES AND VOLUME OF WORK OF THE FEDERAL

RESERVE BANKS

Gross earnings of the Federal reserve banks during 1925 aggre-
gated $41,800,000, an increase of $3,460,000 over the $38,340,000
reported for 1924, and comparable with gross earnings of about
$50,000,000 in 1922 and 1923. The larger earnings during 1925,
notwithstanding a lower average rate of return on earning assets,
were due to an increase of about 20 per cent in average daily
holdings of bills and securities. Holdings of both discounted and
purchased bills were considerably larger and those of United States
securities considerably less than in the preceding year, with the
result that earnings on United States securities decreased by $1,930,000
to $12,783,000, while earnings on discounted bills increased by
$1,737,000 to $17,680,000 and on bills bought in open market by
$3,394,000 to $9,104,000. The average rate of return on total bill
and security holdings of the Federal reserve banks in 1925 was 3.51
per cent compared with 3.83 per cent the }̂ ear before, and the average
rate on discounted bills was 3.67 per cent as compared with 4.25 per cent
in 1924. Slightly lower average rates of earnings prevailed also for
the other classes of bills and securities. Average daily holdings of each
class of bills and securities, earnings therefrom, and annual rates of
earnings are shown in the following table:
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H O L D I N G S OF B I L L S AND SECURITIES, AND EARNINGS T H E R E F R O M

[Amounts in thousands of dollars]

25

Daily average holdings:
1923 _.
1924
1925._.

Average rates of earnings (per cent):
1923. _
1924.__
1925

Earnings:
1923..-
1924 _
1925._

Bills
discounted

738,114
374,834
481, 515

4.46
4.25
3.67

32, 956
15, 943
17, 680

Bills
bought in
the open
market

226,548
172,428
287,329

4.14
3.31
3.17

9,371
5, 710
9,104

United
States

Govern-
ment se-
curities

185,823
401,365
358, 962

4.01
3.67
3.56

7,444
14,712
12, 783

All other
bills and

securities

85
1,690

11, 701

4.50
3.61
3.59

4
61

419

Total

1,150,570
950,317

1,139,507

4.33
3.83
3.51

49,775
36,426
39,986

Current operating expenses of the Federal reserve banks, exclusive
of the cost of Federal reserve currency and of fiscal agency expenses
reimbursed by the United States Treasury, aggregated $25,725,000
during 1925, as compared with $26,998,000 during 1924, a decrease
for the year of $1,273,000. This decrease was due principally to the
reduction in the amount of salaries paid to the clerical staff of the
banks, which totaled $12,090,000 in 1925 compared with $13,289,000
in 1924. Salaries paid to officers declined by $142,000, while salaries
paid nonclerical employees, including special officers and watchmen,
guards, janitors, cleaners, other building employees, etc., increased
by $80,000. This increase resulted from the fact that more of the
reserve banks were occupying their own buildings in 1925 than in
1924, thus necessitating a larger force of building employees than was
the case when they were occupying,rented quarters. As a result of
the completion of new buildings the taxes on bank premises increased
from $841,000 in 1924 to $1,293,000 in 1925.

The decrease noted above in salaries paid to the clerical staff was
due in no small part to the fact that the reserve banks, after having
been established in their own buildings, were able to operate under
more favorable working conditions than when they were occupying
rented quarters where their operations were, in some cases, carried
on in more than one building. The reduction in salary payments is
especially noteworthy in view of the fact that the volume of work in
the principal departments of the banks shows a substantial increase
over the volume handled during the preceding year, the number of
pieces of currency received and counted having increased from 1,838,-
000,000 in 1924 to 1,947,000,000 in 1925, the number of coins re-
ceived and counted from 2,187,000,000 to 2,329,000,000, and the
number of checks handled from 743,000,000 in 1924 to about 779 r

000,000 in 1925. These are the departments in which the larger
part of the personnel of the Federal reserve banks is employed. The
volume of work in the discount and in the fiscal agency departmentsDigitized for FRASER 
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showed some falling off during the year, while the number of bills
purchased in the open market and the number of transfers made for
the account of member banks increased. The total number of em-
ployees of the Federal reserve banks on December 31, 1925, excluding
those of the fiscal agency departments, was 9,486 compared with
9,964 at the end of 1924.

Owing to continuing decrease in the volume of new securities
placed by the Treasury, the cost of such work at the Federal reserve
banks for which they asked the Treasury for reimbursement was
only $167,330 in 1925 compared with $444,067 in 1924. The number
of employees in fiscal agency departments, including those whose
salaries are absorbed by the Federal reserve banks as well as those
engaged in work for which reimbursement is received from the Treas-
ury, declined from 484 at the end of 1924 to 359 at the end of 1925.

The volume of operations in the principal departments at the Fed-
eral reserve banks during the past three years is shown in the follow-
ing table:

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS

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

1925

116, 000
475,000
201, 000

1,947,419,000
2,329, 014, 000

778, 686,000

44,174, 000
5,467, 000

7,116,000
1, 566, 000

37,222, 000

$32,562,620,000
2,961,170, 000
11,556,980,000

467, 732, 000
258,611,276,000

680,921, 000
6,116,958, 000

5, 578,995,000
109,430,683,000

1924

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
98,359, 028, 000

1923

168, 000
782,000
179,000

1, 722,877, 000
2,076, 075, 000

697, 502,000

64,662, 000
5, 732, 000

i 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
78,867,108, 000

1 Large total due to redemption of war savings securities which matured January 1, 1923.

As a result of larger gross earnings and smaller current expenses,
the current net earnings of the Federal reserve banks aggregated
$14,273,000 in 1925, as compared with $9,909,000 in 1924. Charges
against current net earnings, authorized by the board, included
$2,297,000 for depreciation on bank premises, $706,000 for furniture
and equipment purchased during the year, $1,750,000 for reserves
for probable losses on paper of failed banks, and $307,000 for re-
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serves for self-insurance. Other deductions amounting to $242,000
were more than offset by credits to current net earnings aggregating
$479,000. After making these deductions, there remained $9,449,000
net earnings available for dividends, surplus, and franchise taxes.

Earnings at the Federal Reserve Bank of St. Louis were $93,540
less than current expenses, depreciation, and other charges, with the
result that that bank had to charge this deficit, together with divi-
dends amounting to $306,753, to its surplus account. Net earnings
of the Federal Reserve Bank of Atlanta amounted to $26,191 and
dividend payments to $276,488, the part of the dividend payments
not covered by net earnings, $250,297, being charged to the bank's
surplus account. All the other Federal reserve banks had sufficient
net earnings to pay all accrued dividends. Of the banks whose
earnings were in excess of dividend requirements, Boston, New
York, Philadelphia, Cleveland, Richmond, Chicago, and Dallas
transferred to surplus account, as authorized by law, the entire
balance of net earnings remaining after the payment of dividends, as
their surplus accounts are less than their subscribed capital, while
the Minneapolis and Kansas City banks, whose surplus accounts are
in excess of subscribed capital, transferred 10 per cent of their net
earnings remaining after the payment of dividends, or $6,589, to
surplus account, and paid the balance, $59,300, to the United States
Government as a franchise tax, the amount of the tax paid by
Minneapolis being $37,255, and by Kansas City, $22,045. Total
dividend payments by all Federal reserve banks during the year
amounted to $6,916,000 and the net increase in their surplus accounts
to $2,474,000. Gross and net earnings of each Federal reserve bank
during the year, dividends paid to member banks, amounts trans-
ferred to or withdrawn from surplus account, and amounts paid to
the Government as a franchise tax are shown in the following table:

FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS DURING
1925

Federal reserve bank

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

Total...

Gross earn-
ings

$3, 288, 546
10,217,174
3,135, 550
4,013,456
2,182,460
2,072,378
5,424,663
2,055, 637
1,438,341
2, 309, 985
1,813, 626
3, 848, 890

41,800, 706

Net earnings
available for
dividends,

surplus, and
franchise tax

$1,140,581
3,103,298
1,078,120
1,210, 576

576,110
26,191

1,121,273
1 93, 540
234, 954
282, 921
278,135
490,447

9,449,066

Dividends
paid

$502,648

673, 212
778,811
358,162
276,488
934,016
306, 753
193, 560
258,426
255,239
490,447

6, 915,958

Surplus account

Transfers
to

With-
drawals

from

$637,933
1,215,102
404, 908
431,765
217, 948

Franchise
tax paid
United
States

187, 257
$250, 297

4,139
2,450

22,896

400,293

3,124, 398 650, 590

$37,255-
22,045.

59,300

i Deficit in earnings before payment of dividends.Digitized for FRASER 
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BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

Completion of the bank building at St. Louis, which was occupied
by the Federal reserve bank in June, brings to a close the construc-
tion of permanent quarters for the Federal reserve banks. Buildings
to house the Little Rock, Denver, and Omaha branches were also
completed in 1925, as well as an addition to the building occupied by
the Louisville branch. Construction of an annex to the Philadelphia
building was begun during the year, and remodeling of the annex
building at New York, which was undertaken on completion of the
bank's main building with a view to adapting it for rental purposes,
was practically completed. Construction of buildings on the sites
owned at Birmingham and Salt Lake City has been authorized, and
arrangements have been made to provide space for the Cincinnati
branch in the building to be constructed by the Chamber of Com-
merce on the site owned by the Federal Reserve Bank of Cleveland,
which has been leased to the Chamber of Commerce for a period of
99 years with an option to purchase.

All of the Federal reserve banks and thirteen of the Federal reserve
branch banks are now housed in their own buildings. No buildings
or building sites have been acquired for the branches at Buffalo,
Memphis, Seattle, Spokane, Los Angeles, and Portland. Tables
showing the cost of building operations at each Federal reserve bank
and branch will be found on page 122.

BRANCHES AND AGENCIES OF THE FEDERAL RESERVE BANKS

No additional branches or agencies of Federal reserve banks were
authorized during the year and no changes have been made in the
character of business transacted by the existing branches and agencies.
The directors of the Federal Keserve Bank of Richmond were given
a hearing in the early part of 1925 on their request, submitted in the
latter part of 1924, for authority to establish a branch of the Federal
reserve bank to serve the southwestern portion of the fifth Federal
reserve district. Upon the disapproval of the request by the Federal
Reserve Board, formal application was made by the directors of the
Richmond bank for a rehearing, which was granted by the board on
January 15, 1926.

The volume of work handled by the branches and agencies in their
principal operating departments has continued to increase, as may be
seen from the following comparison for 1923, 1924, and 1925:
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1923 1924 1925

Checks handled:
Number of items
Amount

Currency received and counted:
Number of pieces
Amount __

Coin received and counted:
Number of pieces
Amount

207,187,000
$53,197,150,000

397,973,000
$2,415,356,000

353,158,000
$55,633,000

222,622,000
$54, 763,840,000

433,582,000
$2,468,886,000

387,200,000
$60,199,000

230,685,000
$60,989,227,000

451,132,000
$2,621,983,000

393,994,000
$63,619,000

Current expenses of the 23 branches and 3 agencies during 1925
were $5,343,000, as compared with $5,747,000 in the preceding year.

CHANGES IN MEMBERSHIP

On December 31, 1925, 9,489 banks with resources of $41,425,295,-
000 were members of the Federal reserve system; of this number
8,048 with resources of $25,839,450,000 were national banks and
1,441 with resources of $15,585,845,000 were State banks and trust
companies. During the year 1925 the number of national banks
increased by 5 and the number of State-bank and trust-company
members declined by 103, with a consequent net reduction of 98 in
the number of member banks. Notwithstanding the decline in the
number of member banks, total resources showed an increase during
the year of $2,438,428,000, of which $1,470,459,000 was in the
resources of national banks and $967,969,000 in the resources of
State member banks.

The decline in the number of member banks during the year is
accounted for largely by decreases incidental to mergers, suspensions,
and voluntary liquidations which terminated the existence of member
banks, as is shown in the following table:

CHANGES IN MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM, DECEMBER 31,
1924, TO DECEMBER 31, 1925

Number
of banks

Active member banks, Dec. 31, 1924 _ _ _

Banks joining the system _._

Banks withdrawing from the system l _ _

Net increase from banks joining and withdrawing _._ _

Banks lost to membership through mergers between member banks, suspensions, etc.

Net decrease for the year
Active member banks, Dec. 31, 1S25

9,587

236
101

135

1 Includes 42 withdrawals which were incidental to the absorption of member banks by nonmember
banks.

In 1925, 236 banks joined the Federal reserve system and 101
banks withdrew from membership. Thus there was a net addition
of 135 to the membership of the system through the exercise of the
banks7 option with regard to the assumption or relinquishment of
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membership. Against this voluntary accession to membership there
was a decrease of 233 in membership resulting from mergers between
member banks, from bank suspensions, and from other causes not
related to the banks' choice in the matter of membership. Of the
236 banks that joined the system, 120 were newly organized national
banks, 69 were nonmember banks that were converted into national
banks, 40 were nonmember banks that were admitted to membership
as State institutions, and 7 were banks previously closed which
resumed operations during the year. Of the banks that withdrew
from the system, 37 were member State banks that withdrew as such
after advance notice to the Federal Reserve Board, and 64 were
member banks that dropped out of the system because they were
absorbed or succeeded by nonmember banks; the latter include
42 withdrawals incidental to the absorption of member by non-
member banks, which in many instances did not represent the
exercise of the banks' option regarding membership in the system.
The other decreases in membership were the consequence of 71 merg-
ers between member banks, 13 voluntary liquidations terminating
the banks7 operations, 147 suspensions and insolvencies, and 2 com-
pulsory withdrawals.

In the following table changes in membership are shown in detail,
by class of bank, for the year 1925:

CHANGES IN MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM DURING 1925,
BY CLASS OF BANK

Member banks

Number

National State Total

Resources
(in thou-
sands of
dollars)

Active member banks, Dec. 31, 1924..
Additions to membership:

Organization of national banks
Conversion of nonmember banks to national.
Admission of State banks
Resum ption following suspension
Conversion within the system

Total additions.

Losses to membership:
Merger of member banks—

Intraclass
Interclass

Voluntary liquidation (terminal)
Suspension or insolvency
Absorption of member by nonmember banks._
Conversions of member to nonmember banks.
Withdrawal of State banks
Conversion within the system

Total losses.

Net change..
Active member banks, Dec. 31,1925..

8,043

120

1,544

5
145

9,587

120
69
40

7

38, 986,867

17,844
36, 029

139,865
2,785

2 (235,171)

239 43 236 196, 523

42
12
12

118
28
21

11
6
1

29
14

1
39

145

53
18
13

147
42
22
39

2 (360,159)
2 (115,255)

8,211
101, 209
37, 640
12,411
32,008

2 (235,171]

234 146

+5
8,048

-103
1,441

191, 479

- 9 8 3+2,438,428
" '"" 41,425,295

1 Changes not affecting total number of member banks.
2 Changes not affecting total resources of member banks.
8 Includes changes in resources due to reorganization, growth, contraction, etc., in addition to changes

enumerated.
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BANKS ON PAR LIST

31

The number of nonmember banks on the par list, i. e., nonmember
banks which have agreed to pay without deductions for so-called
exchange such checks drawn upon them as are presented for payment
by the Federal reserve banks, decreased from 15,445 at the end of
1924 to 14,643 at the end of 1925, while the number of banks not on
the par list increased from 3,647 at the end of 1924 to 3,970 at the
end of 1925. The principal increases in the number of banks not
on the par list took place in the Minneapolis, St. Louis, and Chicago
districts. The following table shows the number of member banks
at the end of 1925, all of which are on the par list, and the number
of nonmember banks on the par list and not on the par list at the
end of 1924 and 1925:

NUMBER OF MEMBER BANKS AT THE END OF 1925 AND NUMBER OF NON-
MEMBER BANKS ON PAR LIST AND NOT ON PAR LIST AT THE END OF 1925
AND 1924

Federal reserve district

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

System .

Member banks

Total Na-
tional State

1925

420
880
753
863
604
495

1,398
628
829

1,027
852
740

9,489

382
734
671

- 747
548
379

1,051
498
744
994
725
575

8,048

38
146
82

116
56

116
347
130
85
33

127
165

1,441

Nonmember banks

On par list

1925

246
391
513

1,073
712
366

3,808
2, 111
1,185
2,667

768
803

14, 643

1924

234
381
519

1,075
743
383

3,927
2,225
1,498
2,747

862
851

15, 445

Not on par
list i

1925

10
687

1,102
260
401

1,062
205
182
61

3,970

1924

10
715

1,105
218
332
853
204
153
57

3,647

i Incorporated banks other than mutual savings banks.

BANK SUSPENSIONS

A survey of bank suspensions in 1924 and 1925, made during the
past year, shows that in 1925, 612 banks with deposits of $172,900,000
suspended operations, as against 777 banks with deposits of $213,-
444,000 in 1924. Of the banks suspended in 1925, 146 with deposits
of $67,264,000 were member banks and 466 with deposits of $105,-
636,000 were nonmember banks. The board's reports on bank sus-
pensions cover all banks in the country, whether incorporated or un-
incorporated, which were declared insolvent or were closed to the
public by order of supervisory authorities, and it is not known how
many of the institutions thus reported may ultimately prove to be
solvent or be restored to solvency. The record of suspensions during
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1924 and 1925 is summarized, by class of banks, in the following
table:

B A N K SUSPENSIONS D U R I N G 1924 AND 1925

[Amounts in thousands of dollars]

All banks
Member banks, total

National . .
State

Nonmember banks

Number

1925

612
146
118
28

466

1924

777
159
122
37

618

Capital

1925

24,441
9,920
7,970
1,950

14, 521

1924

28,373
10,305
7,660
2,645

18,068

Total deposits

1925

172,900
67,264
58, 537
8,727

105, 636

1924

213,444
74,469
60,889
13, 580

138,975

Most of the suspended banks in both years were small institutions
and most of them were located in small centers. In both years
about 40 per cent of the closed banks had capital of less than $257000
and about 70 per cent had capital of less than $50,000. The average
amount of deposits per bank for nonmember banks suspended in
1925 was about one-fourth the average amount of deposits per bank
for all nonmember banks, and the average amount of deposits of
suspended member banks was about one-seventh of the average
amount of deposits for all member banks. A classification of the
suspended banks, by size of the centers in which the banks were
located, shows that, of the banks suspended in 1925, 37 per cent were
located in towns with a population of less than 500; 78 per cent were
in towns with a population of less than 2,500, and 96 per cent were
in towns and cities of less than 25,000 population. In the following
table bank suspensions for 1925 are classified for the major geographic
divisions of the country, by size of the centers in which the banks
were located. The distribution of suspensions, by size of towns in
1924, was similar to that in 1925.

BANK SUSPENSIONS

New England States
Eastern States
Southern States
Middle Western States
Western States
Pacific States

Total United States...

Percent of total number
Cumulative per cent of total

number__. .

Total
num-
ber of
bank

suspen-
sions

2
10

171
213
192
24

612

100

100

DURING 1925, BY SIZE OF TOWN OR CITY

Number of suspended banks in towns or cities with popula-
tion of—

Less
than
500

1
1

51
86
83
4

226

36.9

36.9

500
to
999

39
46
42
3

130

21.2

58.1

1,000
to

1,499

2l
19
23
4

67

11.0

69.1

1,500
to

2,499

1
16
23
12
4

56

9.2

78.3

2,500
to

4,999

23
18
13
6

60

9.8

88.1

5,000
to

9,999

1

9
10
9
3

32

5.2

93.3

10,000
to

24,999

2
11
5

18

2.9

96.2

25,000
and
over

6
1
6

10

23

3.8

100.0
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Both in 1924 and in 1925 bank suspensions were most numerous
in the Minneapolis, Chicago, and Kansas City districts. Of the
banks closed in 1925, 354 were in these districts, and these banks
had deposits of $107,809,000, about 60 per cent of the total
deposits of the banks suspended during the year. The following
table shows the number, capital, and deposits of all suspended banks,
by districts, for 1924 and 1925.

BANK SUSPENSIONS DUEING 1924 AND 1925, BY DISTRICTS

[Amounts in thousands of dollars]

Federal reserve district

All districts

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

All banks (member and nonmember)

Number

1925

612

2

3
14
68
44

109
53

168
77
50
24

1924

777

1
6
2
6

43
48

108
53

295
133
53
29

Capital

1925

24,441

125

355
730

2,615
2,104
4,961
1,761
4,724
3,433
2,498
1,135

1924

28,373

150
85

125
129

1,654
1,974
4,622
1,903
9,084
4,142
3,108
1,397

Deposits

. 1925

172, 900

1,298

2,665
9,624

13,182
6,079

34,126
11,942
44, 985
28,698
11,830
8,471

1924

213, 444

1,605
1,746

901
1,137
5,822
5,002

36,950
13,674
85,539
34, 763
19,612
6,693

CHECK CLEARING AND COLLECTION

Atlanta par clearance case.—On February 11, 1926, the United
States Circuit Court of Appeals for the Fifth Circuit rendered a
decision affirming the decision of the United States District Court
for the Northern District of Georgia in the case of PascagoulaNational
Bank v. Federal Reserve Bank of Atlanta, 3 Fed. (2d) 465, which
was published in full in the board's annual report for the year 1924,
commencing on page 231.

This suit differs from the former par clearance cases in that it
involves a national bank, rather than a nonmember bank, and also
raises certain questions dealing with check collection transactions
which have not been adjudicated before. On August 9, 1924, the
Pascagoula National Bank of Moss Point, Miss., filed a bill of com-
plaint in the United States District Court for the Northern District
of Georgia against the Federal Eeserve 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:
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(1) Require the Federal Reserve Bank of Atlanta to give immediate
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 banks may be;

(2) Permit the plaintiff to charge exchange on checks drawn upon
it and presented for payment by or through the Federal reserve
banks; and

(3) Prohibit the Federal reserve bank from handling checks for
any banks other than its own members and, for its own members,
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 il-
legally deprived.

At a hearing held on October 2 and 3; 1924, the District Court
denied a preliminary injunction and dismissed the Federal Reserve
Board from the suit on the ground that under the terms of section 51
of the Judicial Code it could not be sued in the Northern District of
Georgia without its consent.

On December 15 the case was argued in the District Court on its
merits and on December 29, 1924, the court rendered a decision
dismissing the bill and holding 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 "Hardwiek 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 nonmember 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
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(4) That the provision in the "Hardwick amendment/7 which has
the effect of requiring member banks to pay, without deduction,
checks drawn on them when presented by Federal reserve banksr

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.

The plaintiffs immediately appealed the case direct to the Supreme
Court of the United States on the ground that it involved a consti-
tutional question; and on November 30, 1925, the Supreme Court
issued an order transferring the case to the Circuit Court of Appeals
for the Fifth Circuit, on the ground that the constitutional question
raised by the plaintiff was not sufficiently substantial to support the
court's jurisdiction on a direct appeal and, that, therefore, the case
should have been appealed to the Circuit Court of Appeals instead
of the Supreme Court. This was tantamount to a holding by the
Supreme Court that the provision of section 13 of the Federal reserve
act which forbids Federal reserve banks to pay exchange charges on
checks and forbids member banks to impose such charges on checks
collected through Federal reserve banks is constitutional.

The case was argued before the Circuit Court of Appeals on Jan-
uary 20 and 21, 1926, and that court rendered a decision on February
11, 1926, affirming the decision of the District Court on all points.
Judge Foster, however, rendered a dissenting opinion.

The opinion of the Circuit Court of Appeals and also the dissenting
opinion of Judge Foster will be found on pages 278-281.

Cleveland and San Francisco par clearance cases.—In former annual
reports the board has discussed the par clearance suits which have
been pending for several years past against the Federal reserve
banks of Cleveland and San Francisco.

The Brookings State Bank, of Brookings, Oreg., which had origi-
nally brought an injunction suit against the Federal Reserve Bank of
San Francisco, followed this with an action for damages to compen-
sate it for losses alleged to have been caused by the collection methods
employed by the reserve bank. This action for damages came to
trial during the past year and on June 9 a verdict was returned by
the jury awarding to the plaintiff $1 actual damages and $17,500
punitive damages. Judgment was rendered accordingly. An appeal
was taken from this judgment to the Circuit Court of Appeals, but
the case was settled out of court while the appeal was pending.

The Farmers and Merchants Bank of Catlettsburg, Ky., also
followed its injunction suit against the Federal Reserve Bank of
Cleveland by bringing an action at law in the Federal district courts,
both in Kentucky and in Ohio, for compensatory and punitive dam-
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ages. During 1925 these cases, together with the injunction suit,
were settled out of court by the parties involved.

TRUST POWERS OF NATIONAL BANKS

During the year 1925 the board has granted 178 original and 13
supplemental applications by national banks for permission to exer-
cise trust powers in accordance with the provisions of section 11 (k)
of the Federal reserve act. On December 31, 1925, the total number
of national banks holding permits from the board to exercise trust
powers was 1,951, a list of which, with the powers granted, will be
found on pages 237-255.

ADMINISTRATION OF THE CLAYTON ACT

In each of its annual reports beginning with 1921 the board has
pointed out certain difficulties in administering the Kern amendment
to the Clayton Act and certain illogical and inequitable situations
created by the unscientific modus operandi of that provision and
has recommended the enactment of an amendment to remedy the
situation. Bills to this effect were introduced during the Sixty-eighth
Congress, both in the Senate and in the House, but no action was
taken with respect thereto. The board wishes again to renew its
recommendation that an amendment to the Clayton Act in substan-
tially the same form as that suggested in former annual reports be
enacted for the reasons stated.

In the year 1925 the board received and considered 295 applica-
tions for permission to serve in interlocking bank directorates. The
Comptroller of the Currency reported 45 alleged violations of section
8 of the Clayton Act; these the board investigated and, where neces-
sary, required the bank directors involved to comply with the law
wherever it was being violated.

BANKS, CORPORATIONS, OR FIRMS

The board wishes to call attention to numerous complaints which
it has received during a number of years past about the use of the
words "Federal" or "Reserve" or a combination of the two as part
of the title of banks, corporations, or firms other than Federal reserve
banks. In most of the instances called to the board's attention' it is
obvious that these words have been employed in an attempt to take
advantage of the prestige enjoyed by the Federal reserve banks and to
arrogate to the firms or corporations using such words a part of the
benefits accruing from this prestige, and the board has felt not only
that this purpose is in itself objectionable but also that such use of
these words is likely to mislead the public and to cause confusion.
Indeed, in several instances it has been found that the use of these
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words by firms or corporations, other than Federal reserve banks
or other Federal corporations, actually has led to confusion. The
board has always opposed such use of these words and feels that there
is a necessity for legislation which would prevent abuses of this char-
acter.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Four meetings of the Federal Advisory Council were held in Wash-
ington during 1925 on the following dates: February 16, May 22,
September 21, and December 1.

CONFERENCES HELD BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, as usual, conferred with the Federal
Advisorv Council on the occasion of each of its meetings during; the
year.

The governors of the Federal reserve banks met in Washington on
April 6-8 and the governors of the Federal reserve banks and Federal
reserve agents conferred, separately and jointly, on October 28-
November 5. At both conferences special sessions were held at
which the board was in attendance.

ORGANIZATION, STAFF, AND EXPENDITURES

Hon. D. R. Crissinger, whose term as governor of the Federal
Reserve Board expired on April 30, 1925, and Hon. Edmund Platt,
whose term as vice governor expired on August 10, 1925, were redes-
ignated by the President. Mr. W. W. Stewart, who had been director
of the Division of Research and Statistics since September 16, 1922,
resigned at the end of the year, effective January 31, 1926.

The total cost of conducting the work of the board during the year
1925 was $691,056.07. To meet these expenses the board levied
two assessments against the^ Federal reserve banks aggregating
$709,499.19, 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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WASHINGTON, February 17, 1927.
SIR: Niileteen hundred and twenty-six, the year covered by this,

the Thirteenth Annual Report of the Federal Reserve Board, was a
year of exceptionally large output by the country's factories, mines,
and farms; of orderly distribution of commodities through the chan-
nels of trade; of declining price level, and of sustained demand for
merchandise by consumers. The large volume of business activity
was accompanied by a gradual rise of bank credit outstanding to the
highest level on record, an increased flow of savings into investment
channels, a continuous decline in long-time money rates, and a stable
and relatively easy condition in the short-term money market.

BUSINESS AND CREDIT CONDITIONS IN 1926

Business conditions in 1926 were characterized by unusual
stability. Industry continued active during the year and new high
levels were reached in many lines of enterprise. The physical output
of industry was larger in 1926 than in any previous year; there was
practically no unemployment, and total wage payments of factories
were well maintained. During the early months of the year indus-
tries were generally very active, but in the spring there appeared to
be some hesitation in the business community and a temporary re-
cession in certain lines of production, particularly in textiles, but
also in iron and steel. This did not continue, however, and by mid-
summer industrial activity was once more proceeding at a rapid rate.
Building construction, which for several years had been exceptionally
active, continued in large volume, and for the year as a whole was
larger than for any previous year. Crop yields were generally large,
though the production of grains in the spring-wheat area was consid-
erably less than in 1925, owing to drought in the early spring, and
the yield and quality of corn was curtailed by drought in some States
during the summer months and by a period of cold and rainy weather
in the autumn. The cotton crop in 1926, of more than. 18,000,000
bales, was the largest on record This large crop, coming at a time
of a considerable carry-over from the year before, occasioned a further
decline of the price of cotton to a level at which the total value oi
the larger crop in 1926 fell considerably below that of the smaller
crops of other recent years. Smaller returns received by farmers in
the Cotton Belt and in some spring-wheat States resulted in a decrease
of buying power for the agricultural population of these districts, and
this decrease was a factor accounting for the somewhat smaller volume
of business activity in the later months of the year.
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In the autumn months the output of automobiles, which had been
in large volume throughout the year, was curtailed, and there was
some decline also in iron and steel production. For the year as a
whole, however, the number of automobiles produced was the largest
on record, and activity in this industry and in building construction in
large measure sustained the demand for the output of othep industries.

Distribution of commodities by the railroads was in large volume,
and the movement of goods through the channels of wholesale and
retail trade was orderly and was sustained by a continuous demand
for commodities by the consumers. There was no evidence of accu-
mulation of stocks of merchandise by merchants, and inventories
held by producers also were kept at a fairly constant level. Stocks
of certain raw materials, however, particularly of cotton and rubber,
increased and were large at the close of the year.

An important influence making for orderly marketing without
accumulation of stocks and for a sustained volume of buying by con-
sumers during the year was the continuous decline in the level of
commodity prices to a point 6 per cent lower in December, 1926,
than a year before. This decline in prices during a year of excep-
tionally active business, which is an outstanding characteristic of
1926, was general for nearly all groups of commodities, but was
greater for agricultural than for industrial products. Of the groups
of commodities shown by the Bureau of Labor Statistics all, except
fuel, declined during 1926, and the general index for all commodities
at the close of the year was lower than at any time since the middle
of 1924.

Active business during 1926 was accompanied by an increasing de-
mand for bank loans to finance the current requirements of industry,
agriculture, and trade. Loans for commercial purposes by banks in
leading cities consequently increased considerably during the year.
The banks7 loans on securities declined somewhat, and their invest-
ments increased by nearly the same amount, so that the increase in
commerical loans for the year accounted for the entire growth in
member bank credit outstanding, a growth that was not as large in
1926 as in any of the four preceding years. Investment funds were
abundant during the year, arising out of the savings of the people and
the large earnings of corporations, and capital issues were in larger
volume and were issued at lower rates than in any other year since
the war. Short-term money rates, on the other hand, were somewhat
higher during the larger part of the year than during 1925, but at
the end of the year open-market rates on commercial paper and on
acceptances were at about the same level as a year earlier.
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FEDERAL RESERVE CREDIT POLICY

Federal reserve credit policy in 1926 was formulated with reference
to the business and credit conditions that prevailed during the year, as
briefly described in the preceding section of this report. The principal
characteristics of the year as indicated were an active condition of
business, with marketing proceeding in an orderly manner under a
declining level of prices, and with bank credit showing a relatively
small growth. In these circumstances discount rates at 11 of the
Federal reserve banks were continued without change at the 4 per
cent level. At the 7 reserve banks in the South and West (except
at San Francisco) this rate, which was the lowest in effect at those
banks since 1917, had prevailed since the reduction to the 4 per cent
level in 1924. At the reserve banks of Boston, Philadelphia, Cleve-
land, and San Francisco, where the rate during the period of easy
money in 1924 had been lowered to 3 x/i per cent, advances to the 4
per cent level had been made in the autumn of 1925. The rate at
the Federal Reserve Bank of New York, which had been reduced to 3
per cent in 1924, and advanced to Zx/i per cent in February, 1925,
was raised to 4 per cent on January 8, 1926, completing the series
of advances that had begun in the preceding November and had
carried the rate at all the reserve banks to a uniform 4 per cent
level. On April 23 the rate at the New York bank was reduced
from 4 to 3 J^ per cent at a time when there was a large volume of
liquidation of bank loans in New York City, a decline in open-
market money rates, and an apparent slowing down in some lines of
business activity; and in midsummer, when there was a rapid growth
in security loans, an advance in money rates in the open market,
and an increase in the volume of reserve bank credit outstanding,
the rate was restored to 4 per cent, effective August 13. The reduc-
tion in the discount rate in the spring was supported by the purchase
by the reserve system of $65,000,000 of United States securities in
the open market, and the advance in August was followed by a
gradual reduction of $75,000,000 in the system's open-market invest-
ment account.

Thus the credit policy of the reserve system in 1926, a year of stable
conditions in business and in credit, was to maintain the discount
rates at the reserve banks unchanged at 4 per cent, except for adjust-
ments at the New York bank, and to continue the system's open-
market investments, with relatively small fluctuations, near the level
prevailing at the opening of the year.

RELATIONS WITH MEMBER BANKS

Discount and open-market policies of the reserve banks, which
are formulated primarily with a view to influencing the cost and the
volume of reserve bank credit in use, are the principal elements in the
system's general credit policy in relation to general banking andDigitized for FRASER 
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credit conditions. In their relations with individual member banks,
however, the reserve banks are constantly dealing with a large
number of problems not involving rates or market policies, and, on
the basis of experience, progress has been made in 1926 in the formu-
lation of certain principles of procedure in what may be called the
individual bank credit policy of the reserve banks.

In general, the basis of credit to be extended by a reserve bank to
its member banks is defined in section 4 of the Federal reserve act,
which states that the board of directors of a reserve bank shall
" 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." This
statement in the basic law of the Federal reserve system underlies
to a large extent the policy of the reserve banks and their attitude in
individual cases toward extending credit to the member banks. The
principle set forth in the act goes beyond the question of the technical
eligibility and even of the intrinsic soundness of paper offered by a
member bank to a reserve bank. Even where the paper is unexcep-
tionable in every respect, the reserve bank must be fully assured in
addition that further credit may be granted to this member, not only
"safely and reasonably," but also "with due regard for the claims
and demands of other member banks." This question arises not
infrequently in cases where a member bank remains continuously in
debt to a reserve bank for a considerable length of time. In such
cases inquiry may fairly be made as to whether the member bank's
use of reserve bank credit does not in effect amount to increasing its
own capital out of reserve bank funds. Such use of funds arising
from a cooperative pooling of bank reserves, which is the basis of the
Federal reserve banks' lending power, would not be in accordance
with the spirit of the Federal reserve act and would not be fair to
the other member banks which may be active competitors of the
borrowing bank. It may also impair the ability of the borrowing
bank in case of insolvency to meet its obligations to depositors.
Though there are circumstances that may explain and justify con-
tinuous borrowing by a member bank over a considerable period of
time, particularly if the need for the borrowing arises from general
economic conditions in the borrowing bank's locality, the funds of
the Federal reserve banks are primarily intended to be used in meet-
ing the seasonal and temporary requirements of members, and
continuous borrowing by a member bank as a general practice would
not be consistent with the intent of the Federal reserve act. In
most cases the member bank can make adjustments of different
kinds in its own affairs, which will enable it to repay its borrowings
at the reserve bank and at the same time to strengthen its own
position. The bank may find it advisable, for example, to increase
its own capital or to bring about a better adjustment of the volume
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and maturities of its investments to the credit requirements of its
local customers.

In consequence of the cooperation between reserve banks and mem-
ber banks in working out the problems of continuous borrowers, there
has been a gradual decline in the number of member banks continu-
ously in debt at the reserve banks. The following table shows, for
quarterly dates of the past four years, the number of member banks
that have been borrowers continuously for a month or more at a
reserve bank in an amount exceeding the borrower's capital and
surplus. Particular significance attaches to borrowings in excess of
capital and surplus, because prior to the establishment of the Fed-
eral reserve system national banks were not permitted by law, with
certain exceptions, to borrow in excess of their own capital resources.
Thus member banks that are borrowing in excess of that amount
have been enabled to do so by provisions of the Federal reserve act,
and the system, therefore, has a special interest in observing the
extent to which this privilege is utilized.

NUMBER OF MEMBER BANKS BORROWING IN EXCESS OF CAPITAL AND SURPLUS
CONTINUOUSLY FOR A MONTH OR MORE

1923
1924
1925
1926

Year March

140
111

June

0)
431
218
193

September

543
364
202
198

December

357
179
133.
113

1 Not available.

The proportion which continuous borrowing constitutes of total
borrowing at the reserve banks also has declined. During 1924
about 15 per cent of the total volume of member bank borrowing
at the reserve banks represented indebtedness continuously for a
month or more in excess of the borrowing banks' capital and surplus,
while during 1926 this proportion was 5 per cent.

In using their influence to discourage member banks from making
continuous use of the lending facilities of the reserve banks, the
operating officials of the reserve banks are not only protecting
the resources of the Federal reserve system as a whole, but are
also helping individual member banks to conserve their capacity
to borrow at the reserve bank at times when adverse economic
conditions in their localities and among their customers may make
additional dependence upon the resources of the reserve system
not only justifiable but necessary. In this manner the reserve banks
are not only discharging their responsibility to the member banks
under the act, but are also exerting their influence toward sounder
general banking conditions in the interests alike of the member banks,
their depositors, and the public.
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MEMBER BANK CREDIT

Member bank credit outstanding increased during 1926, though at
a slower rate than in any of the four preceding years. The growth
of member bank credit in 1926 was largely a growth in loans, as
investment holdings of the banks showed relatively little change for
the year. The increase was, furthermore, as indicated by reports
for member banks in leading cities, entirely in loans other than
security loans. These other loans, often referred to as loans for
oommerical, industrial, and agricultural purposes, increased by a
larger amount during the past year than in either 1925 or 1924.
To what extent the growth in bank loans other than security loans
represents loans for the purpose of financing the current opera-
tions of industry and trade can not, however, be determined. In
view of the large volume of building construction and of transac-
tions in real estate in 1926, it is probable that at least a part of
the growth in so-called commercial loans was to meet the demand
for credit arising from these sources. For all member banks the
total amount of loans on real estate on June 30, 1926, was
$2,650,000,000, or 12 per cent of their total loans, and 18
per cent of their loans other than loans on securities. The
growth in real-estate loans of national banks, for which data are
available for a series of years, has been rapid. It would appear,
therefore, that the growth in so-called commercial loans has not been
.entirely the result of changes in the credit requirements of trade and
industry. An influence in reducing these requirements throughout
the year was the continuous decline in the price level, as a result
of which a given physical volume of business could be transacted
with the use of a smaller volume of bank credit. Furthermore,
owing to the decline in prices, inventories of merchandise and stocks
of industrial commodities and of raw materials declined in aggregate
value, notwithstanding increases in the physical volume of stocks
of certain commodities, particularly cotton. The growth in member
bank credit in 1926, therefore, though it was not in holdings of
securities or in loans on securities, was not entirely in response to
current requirements of trade and industry, but included an element
of growth of credit for longer term purposes, and particularly for
the financing of building operations and real-estate transactions.

Growth of member bank credit in 1926 represented an increase
in loans other than security loans and was in this respect in con-
trast to developments in 1925, when a large proportion of the growth
was in loans on securities, and in 1924, when there was a rapid growth
both in investments and in loans on securities. The growth in in-
vestments and loans on securities, which was characteristic of the two
years preceding 1926, was in line with the general trend of banking
developments in other recent years. Since the middle of 1915
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loans and investments of all the banks in the country have increased
by over $30,000,000,000, and about one-third of this increase or
about $10,000,000,000, was in the banks' holdings of investments.
These holdings constituted 30 per cent of total loans and investments
in the middle of 1926, compared with 27 per cent 11 years earlier.
At national banks, which constitute the larger part of the system's
membership, there has also been a marked tendency in recent years
to use an increasing proportion of their resources in long-term invest-
ments. Between the end of June, 1915, and the end of June, 1926,
investments of national banks increased from $2,068,000,000 to
$5,842,000,000 and their proportion of the banks' total loans and
investments from 24 per cent to 30 per cent. At the same time
loans on securities also increased rapidly, and loans on real estate rose
from $150,000,000 to $725,000,000, while other loans, though they
also increased in absolute amount, declined relatively from 56 per
cent to 45 per cent of the banks' total loans and investments.

This increased use of bank funds in longer term enterprises, which
has continued for a number of years, has been particularly pro-
nounced in the recent five-year period of growth of bank credit be-
ginning in the spring of 1922. The following table shows the com-
position of the earning assets of reporting member banks in lead-
ing cities in the spring of 1922 and at the end of 1926:

MEMBER BANKS IN LEADING CITIES

[In millions of dollars]

Mar. 8, 1922
Dec. 29, 1926...
Percentage of increase

Total
loans
and

invest-
ments

14, 527
20,110

38.4

Loans on
securities

3,530
5,852
65.8

All other
loans

7,366
8,717
18.3

Invest-
ments

3,631
5,541
52.8

Per cent of total

Loans on
securities

24.3
29.1

All other
loans

50.7
43.3

Invest-
ments

25.0
27.6

Loans on
securi-

ties plus
invest-
ments

49.3
56.7

During this period of nearly five years the proportion of loans and
investments of member banks in leading cities that was in securities
and in loans on securities increased from 49 to 57 per cent. The
largest growth, both absolutely and relatively, was in security loans,
which increased by about 66 per cent during the period. That
this growth in loans on securities represents to a considerable extent
an increased volume of credit used in financing transactions in
securities at the New York Stock Exchange is indicated by the
rapid growth during the period of loans to brokers and dealers in
securities in the New York market.1 Security loans other than

1 Figures showing the amount of such loans have become available in the course of 1926 and are pub-
lished on p. 264. Figures for earlier years were published in the Federal Reserve Bulletin for November,
1926, and are given on p. 267 of this report.Digitized for FRASER 
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brokers7 loans in the New York market have also increased, how-
ever, and the increase in these other collateral loans represents to
some extent the result of a growing practice among commercial and
industrial borrowers of obtaining accommodation at their banks for
current requirements by means of loans secured by stocks or bonds.
While no statistics of the volume of this class of loans are available^
there is evidence indicating that the practice is not uncommon, and
that at least a part of the growth in security loans has represented
commercial loans, with securities as collateral. All other loans, as-
reported by the member banks in leading cities, showed a much
slower rate of growth during the five-year period than did security
loans, the percentage of increase being 18 per cent, compared with
66 per cent for security loans, and while the proportion of total loans
and investments of the reporting member banks in security loans
increased from 24 per cent in 1922 to 29 per cent in 1926, the pro-
portion in all other loans declined from 51 per cent to 43 per cent
during the period.

The change noted in the composition of the loans and investments
of member banks has been accompanied by a corresponding change
in the character of their deposits. Since 1922 net demand deposits
of reporting member banks have increased by 27 per cent, while their
time deposits have increased by 93 per cent, and the proportion of
time deposits to the total of time and net demand deposits combined
has increased from 23 to 31 per cent. This more rapid growth of
time deposits at member banks since the organization of the Federal
reserve system has accompanied the general growth in the country's
savings of all kinds. To some extent, however, it represents merely
a transfer from demand to time deposits caused by the lower per-
centage of reserves required against time deposits and the greater
efforts made by member banks to encourage savings accounts. To
a considerable extent this growth has been due to the increase in the
proportion of total time deposits of all banks that is handled by the-
member banks. The growth in the deposits of mutual savings
banks since 1914 has not been nearly so rapid as the growth of time
deposits of member banks, and a large proportion of the total
increase in time deposits in the country as a whole since the organiza-
tion of the Federal reserve system has been in the deposits of member
banks, both national and nonnational.

Looking at the developments in the condition of member banks
as a whole in recent years, the outstanding changes have thus been
in the direction of a larger proportion of long-term investments and
of loans on securities and of a corresponding increase in the propor-
tion of time deposits, as compared with deposits payable on demand.

From the point of view of the Federal reserve system, an important
outcome of these developments in the character of the business of
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member banks has been a decrease in the proportion of the banks'
assets that are eligible for rediscount with the Federal reserve banks.
Of the total loans and investments of all member banks on June 30,
1926, 16 per cent was eligible for rediscount at the reserve banks,
and this proportion was 18 per cent for national banks and about 12
per cent for nonnational member banks. For national banks this ratio
is available for a series of years and is presented in the following
table:

ELIGIBLE PAPER HELD BY NATIONAL BANKS

[Amounts in millions of dollars]

1918
1919
1920
1923
1924
1925
1926- - .

End of June1
Total loans
and invest-

ments

14,129
16,074
17,817
16,891
17,123
18, 405
19, 260

Paper eligible for
rediscount

Amount

3,218
3,551
4,320
3,563
3,542
3,412
3,497

Percent of
loans and

investments

22.8
22.1
24.2
21.1
20.7
18.5
18.2

1 No data on eligible paper available for 1921 and 1922.

The decline in the proportion of eligible paper has been continuous
and considerable and has been due chiefly to the relatively more rapid
growth of holdings of investments and of loans on securities. An
additional factor in this decline has been the decrease in the volume
of loans secured by United States obligations, which are eligible for
rediscount regardless of the purpose for which the loan was made.
With the reduction of the public debt and the absorption of United
States securities by permanent investors, the volume of borrowing on
such securities has declined, and this has proportionally reduced the
amount of paper eligible for rediscount.

The total volume of eligible paper in the hands of member banks
on June 30,1926, was about $4,900,000,000 and, in addition, the banks
held $2,850,000,000 of United States obligations available as security
for borrowing at the reserve banks on collateral notes, so that the
aggregate amount of borrowing from the reserve banks possible for
the member banks on the basis of their present assets is more than
$7,500,000,000. This amount is about ten times as large as total
borrowings from the reserve banks at any time in the past five years
and more than two and one-half times as large as total discounts at
their maximum in November, 1920. It would appear, therefore, that
the amount of eligible paper and securities in the hands of member
banks is sufficient in the aggregate to meet all the demands that are
likely to arise, though there may be individual banks, or groups of
banks in certain communities, with an inadequate supply of such
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10 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

paper. The principal consideration for the board, however, is not
the possibility of a shortage of eligible paper, but the well-defined
tendency toward a continuous decrease in the proportion of such
paper, which is indicative of a gradual change in the character of
the operations of the member banks.

Another phase of this change in the operations of member banks
arises from the fact, already mentioned, that time deposits have been
increasing much more rapidly than demand deposits. Since legal
reserve requirements against time deposits are 3 per cent, while against
net demand deposits they range from 7 to 13 per cent, the increase in
the proportion of time deposits has had the effect of decreasing the
average amount of reserves carried by member banks against their
deposit liabilities. Thus, while in March, 1922, the ratio of reserve
balances at the reserve banks to total net demand plus time deposits
was 8.1 per cent, at the end of 1926 this ratio had declined to 7.3 per
cent. This decline in ratio means that member banks were able to
comply with legal reserve requirements with a considerably smaller
amount of reserves than would have been necessary had the pro-
portion of time to demand deposits remained unchanged, or, to put it

- in another way, to add a large amount to their loans and investments
without a corresponding increase in their reserves. As a matter of
fact, reserve balances of member banks have not increased since the
end of 1924, while there has been since that time a growth of about
$2,900,000,000 in the total amount of credit extended by these banks.

The changing character of the business of member banks in recent
years has thus been characterized by an increased use of their
resources in long-time investments and in loans not arising out of
the current requirements of trade and industry, and by an increase
in the proportion of their liabilities in the form of time deposits.
This is a development which, though it may in some cases result
in strengthening the position of individual member banks, repre-
sents a departure from the original conception of the Federal reserve
banking system as of a cooperative undertaking among commercial
banks engaged primarily in the financing of the current operations
of productive industry and trade. As long-time trends these changes
in the character of the business of the member banks are significant
both because they tend to decrease the proportion of short-term,
self-liquidating paper in the assets of member banks and because
they result in relatively smaller reserve holdings against the deposits
of these banks.

BANK SUSPENSIONS

While the general banking and credit situation during the past
year was characterized by stability, and underlying conditions, taking
the banking structure as a whole, were sound, there were sections of
the country where many banks encountered difficulties during the
year. The number of bank suspensions in 1926, including all classesDigitized for FRASER 
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of banks, was 956 with deposits of nearly $275,000,000, compared with
612 suspensions, with deposits of about $175,000,000 in 1925, and 777
suspensions, with deposits of about $215,000,000 in 1924. The fol-
lowing table shows the number of bank suspensions and the deposits
of suspended banks for the past three years, grouped by class of bank:

BANK SUSPENSIONS, 1924 TO 1926

Class of bank

All banks

Nonmember banks
Member banks—total __ __

National
State _

1926

956

796
160
125
35

Number

1925

612

466
146
118
28

1924

777

618
159
122
37

Deposits (in thousands of
dollars)

1926

272,488

203, 676
68,812
47,866
20,946

1925

172,900

105, 636
67,264
58, 537
8,727

1924

213,444

138,975
74,469
60,889
13,580

During 1926, 147 banks which had previously suspended—for the
most part within the year—were reported to have resumed oper-
ations. Of these banks, which had aggregate deposits of about
$60,000,000 at the time of suspension, 14, with deposits of $8,000,000,
were members of the Federal reserve system and 133, with deposits
of $52,000,000, were nonmember banks.

The banks that suspended during the past three years were for
the most part nonmember banks. Among member banks, which
constitute about one-third of the total number of banks in the country
and have about two-thirds of the aggregate deposits of all banks,
160 banks, with deposits of $68,812,000, suspended in 1926, represent-
ing about one-sixth of the number and one-fourth of the aggregate
deposits of all banks that suspended during the year. Suspensions
of member banks were slightly more numerous in 1926 than in 1925,
but the increase in the total number of closed banks was accounted
for chiefly by suspensions of nonmember banks, which numbered
796 for the year, with deposits of $203,676,000, as against 466 sus-
pensions, with deposits of $105,636,000, in 1925.

Bank suspensions during the year were chiefly in agricultural sec-
tions of the country and for the most part in Iowa, South Dakota,
Minnesota, North Dakota, Missouri, Kansas, Michigan, Texas,
Oklahoma, Georgia, South Carolina, and Florida. These 12 States
accounted for about 80 per cent of the total number of suspensions
in the past year.

Analysis of the bank failures during the year indicates that the
causes of the failures were for the most part not in current developments
in 1926, but dated back to conditions that have existed for a long time
and to developments of the past six or seven years. One fundamental
cause of bank failure has been that in many communities, and
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12 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

especially in small communities, there were more banks than could
profitably engage in the local banking business, and that many of
these banks had insufficient capital. The following table brings out
the fact that of the banks that failed in 1926 nearly two-thirds were
banks with a capital of $25,000 or less, situated in towns of less than
1,000 inhabitants:

BANK SUSPENSIONS IN 1926, CLASSIFIED ACCORDING TO CAPITAL STOCK AND
ACCORDING TO POPULATION OF PLACE IN WHICH LOCATED

Banks with capital of—

Less than $25,000..
$25,000.. ._.
$25,001-$49,999
$50,000-$99,999
$100,000-$199,999...
$200,000^$600,000...
Not available

Number
sus-

pended

384
230
100
164
46
16
16

Total. 956

Per cent
of all

suspen-
sions

Banks located in places with
population of—

40 j Less than 500..
24 I 500-999
10 ! 1,000-1,499
17 11 1,500-2,499
5 || 2,500 and over..

100 Total .

Number
sus-

pended

372
204
115
88

177

956

Per cent
of all

suspen-
sions

39
21
12
9

19

100

Some small banks in small communities have found it difficult to
make adequate earnings by conducting their business along strictly
conservative lines, and have not been able to afford the expense of
engaging skillful and experienced managers. The volume of business
done by small banks in rural communities, furthermore, has dimin-
ished in recent years, as the result of improvement in roads and the
widespread use of automobiles, which has led many bank customers
to prefer to drive to the county seat or other near-by center and to use
the facilities of the larger banks in these towns.

That failed banks are generally the smaller banks is brought out
also by a comparison of the average capital and the average deposits
of the banks that have failed in 1926, with corresponding averages for
all banks.

AVERAGE SIZE OF SUSPENDED BANKS, 1926

All banks

Nonmember
Member _ _

National
State

: Average amount of
capital per bank

Number
of sus-

Pensions S u s p e n d e d

banks *
;

956 : $35,000

796 31,000
160 i 54,000
125 48,000
35 73,000

All banks,
June 30,

1926

$116, 000

59,000
231,000
177, 000
540,000

Average deposits per
bank

Suspended
banks l

$288,000

259, 000
430,000
383,000
598,000

All banks,
June 30,

1926

$1,921, 000

1,083,000
3,596,000
2,587,000
9,332,000

i Based on banks for which figures are available.

The average bank that suspended in 1926 had a capital of $35,000
and deposits of $288,000, while the average for all banks in the country
in June, 1926, was a capital of $116,000 and deposits of $1,900,000.
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Capital and deposits of suspended banks were smaller than the average
for all classes of banks, as is brought out by the table, and for banks
in all of the States where the majority of bank failures has occurred.

The condition of many banks in certain localities had, no doubt,
been weakened for a number of years by unsound loan and invest-
ment practices, but so long as prices of agricultural commodities
and of farm lands were advancing most of these banks were able to
continue in operation without outward indications of the fundamental
weakness of their position. During the period of rapid rise in crop
prices and land values prior to the summer of 1920 many of the banks
extended credit freely both for the purchase of land and of securities
and for the financing of various enterprises that flourished during the
boom period. When, with the decline in prices after the spring of
1920, many of the borrowers were not able to meet their obligations,
the banks in many cases were obliged to take over second mortgages
on the borrowers' land as a protection of the principal of the loans.
Since that time land values in some sections have declined further
and many of the mortgages thus acquired have little or no value, since
in many cases prior liens cover practically the full value of the land.
In fact, these mortgages in many cases represent liabilities, because
the banks find themselves under the necessity of paying taxes
on the land in order to prevent the sale of the property for
nonpayment of taxes. Banks which have had a large propor-
tion of their assets in such not only unliquid but in many cases
worthless assets have constituted the majority of the banks which
have become insolvent in recent years. In localities where one
or two years of good crops have helped the borrowers to liquidate or
to reduce their loans at the banks, well-managed banks have been
able gradually to improve their position and to return to solvency.
Where, however, crops have been poor or prices low the banks with
large amounts of unliquid loans have been obliged to close their
doors. A contributory cause of bank suspensions has been the fact
that with frequent suspensions of banks in the same neighborhood the
confidence of depositors has been shaken and they have withdrawn
their money from the banks. This withdrawal of deposits has accen-
tuated the weakness of the situation and in some cases has been a
factor in causing additional suspensions of banks which might other-
wise have been able to continue in operation.

In the Southern States, particularly Georgia and Florida, a large
number of suspensions of small banks in 1926 was caused by the
collapse of the Florida land boom and the failure of an institution
which had handled surplus funds for a large number of correspondent
banks scattered through several Southern States. Of the 145 banks
which suspended in Georgia and Florida in 1926,44 were reported as
having resumed operations by the end of the year.
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RELATIONS WITH FOREIGN CENTRAL BANKS

In the relations between the Federal reserve banks and foreign
central banks the principal development of 1926 was in connection
with the reestablishment of the Belgian currency on a gold basis.
On October 25,1926, the Belgian Government put into operation a plan
of monetary reform which included the creation of a new unit of cur-
rency, the belga, with a fixed value in relation to the Belgian paper
franc at the ratio of 1 to 5, to the pound sterling of 35 to 1, and to the
dollar of 7.20 to 1. Under the terms of the new law the value of the
Belgian paper franc was fixed at 2.78 cents, or about 14.4 per cent of its
original gold parity. To accomplish this monetary reform the Belgian
Government negotiated in foreign markets a loan of about $100,000,-
000, and the National Bank of Belgium, on its own account, arranged
for advances of credit of about £5,000,000 sterling from a group of
European central banks and the Bank of Japan. In this connection
the Federal Reserve Bank of New York, on its own behalf and on
behalf of other Federal reserve banks desiring to participate, acting
with the approval of the Federal Reserve Board, agreed for a period
of a year, beginning on October 25, to purchase from the National
Bank of Belgium, if offered, prime bankers' bills, drawn in conformity
with the eligibility requirements of th'e Federal reserve act and to
be payable in gold, the aggregate amount of such bills not to exceed
$10,000,000 at any one time.

Up to the close of the year no bills were offered to the Federal
reserve bank under this arrangement. No use was made during the
year of the arrangement with the Bank of England made in 1925,
which was described in the board's annual report for that year,
and which will expire by limitation in May, 1927.

Loans on gold extended by the reserve banks to the central banks
of Poland and Czechoslovakia, which had amounted to $10,500,000
in 1925, were entirely repaid by the middle of 1926, while balances
kept with the reserve banks by foreign central banks under the
practice of many of the banks in recent years of carrying a portion
of their reserves in the form of foreign currencies were continued to
be maintained. In 1926, as in earlier years, a part of these balances
was invested by the reserve banks in bankers' acceptances and short-
term Government securities purchased for account of the foreign corre-
spondents. In addition, the Federal Reserve Bank of New York
continued to hold in its vaults gold earmarked for account of foreign
correspondents.

GOLD IMPORTS AND DOLLAR BALANCES

Gold movements into and out of the United States were in the
aggregate amount smaller in 1926 than in any other year since the
establishment of the Federal reserve system, with the exception of
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the period of the gold embargo in 1918-19. Also, it may be noted
that the origin and destination of gold shipments were different.
Almost no gold was received from Europe, the countries sending a
net amount of gold to the United States during the year being chiefly
Canada, Latin American countries, Australia, and Japan. Net gold
exports, on the other hand, went chiefly to Germany, which pursued
a policy of building up the Reichsbank's vault reserve by withdrawing
gold held earmarked for its account in the United States. The fol-
lowing table shows gold imports and exports for the past six years,
by continents:

GOLD MOVEMENTS INTO AND OUT OF THE UNITED STATES

[In thousands of dollars]

Imports from—
Europe _
Canada
Latin America -
Asia.
Australia
Allother

Total.

Exports to—
Europe
Canada _ _ .___
Latin America.- __
Asia
Australia
Allother

Total- _- .-
Net imports
Net exports

1921

516,032
36,856
36, 366
68,812
14,014
19,187

691, 267

2,671
2,914
7,124

10, 931

251

23,891
667, 376

1922

223, 218
10, 378
20,968
10, 677
2,676
7,253

275,170

875
22,162

4,816
8,943

1
78

36,875
238, 295

1923

235, 319
49, 374
22, 671
10,197

32
5,123

322, 716

4,280
1,705
5,455

17,189

352

28, 643
294, 073

1924

220, 525
41, 496
36, 683
15, 705
1,712
3,600

319, 721

36,110
3,102
5,442

15, 863

1,131

61,648
258, 073

1925

66,105
33,123
12, 531
15, 083

2
1,429

128, 273

83, 637
45, 656
24, 621
81, 025
26 925

776

262, 640

134, 367

1926

1,672
82, 513
52,882
24,242
51,119

1,046

213,474

47, 573
42, 392
14, 589
10, 697

457

115, 708
97, 766

During the four years of large gold imports, 1921-1924, most of
the gold came from Europe, representing in part the reshipment from
London of newly mined South African gold and in part the export of
gold from the reserves of certain European countries, chiefly Russia
and Germany. Since the closing months of 1924, with the restoration
of monetary stability in Germany and the setting up of the financial
and fiscal machinery under the Dawes plan, that country has been
restoring her gold reserves, and a considerable part of the gold ex-
ported from the United States since that time has been taken by
Germany.

Virtual cessation of gold imports from European countries in 1926,
following several years of very large imports, is accounted for chiefly
by the restoration of more stable monetary and financial conditions
in Europe, by the consequent greater freedom of movement of funds
between the principal money markets, and by the ability and willing-
ness of American investors to absorb a large volume of foreign loans,
both public and private. A part of the proceeds of these loans
has been kept by the borrowers either as balances with New York
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banks or in some form of short-term investments in the New York
market. Dollar balances in New York have been built up not only
by foreign industrial corporations and commercial banks but also by
European and South American central banks, which in many in-
stances are authorized by law to keep a portion of their reserves in the
form of foreign exchange in countries with stable currencies. These
dollar balances of foreign central banks, whether they are invested or
kept on deposit, are in liquid form and subject to immediate with-
drawal at any time. If they were to be withdrawn in gold in whole
or in part the demand for the gold, though it would first be felt by the
commercial banks, both member and nonmember, would promptly
reach the Federal reserve banks as the only holders of gold in any
considerable amount. These balances are, therefore, potential sources
of demand upon the Federal reserve banks for gold out of their
reserves, the central banking reserves of the United States, which
have thus become indirectly a part of the reserves against bank
credit and currencies in other countries. The existence in America
of these foreign balances consequently presents a condition in the
banking situation to be taken into account in determining the Federal
reserve system's credit policy with a view to maintaining the country's
banking system in a position to meet demands for gold from abroad
without disturbing business and credit conditions in this country.

OPERATIONS OF THE FEDERAL RESERVE SYSTEM

In the preceding pages there has been presented a brief discussion of
business and banking developments in 1926 and of the policies pur-
sued by the Federal reserve system during the year. In the following
sections of this report there is given a more detailed account of the
operations of the Federal reserve banks and branches and of admin-
istrative matters with which the Federal Reserve Board has dealt
during 1926.

FEDERAL RESERVE BANK CREDIT IN 1926

Federal reserve bank credit outstanding at the close of 1926 was
in somewhat smaller volume than at the end of the preceding year.
The principal factor accounting for this reduction was the addition
to the reserve funds available to member banks of about $75,000,000
of gold received from abroad, while the demand for reserve funds,
as measured by changes in the reserve requirements of member
banks and in the demand for currency in circulation, showed little
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change for the year. Notwithstanding the fact that the level of
reserve bank credit at the end of 1926 was lower than a }̂ ear earlier,
as is brought out by the chart, the average for the year as a whole
was considerably higher than for 1925. During 1925, as the result
of gold exports of about $135,000,000, the volume of reserve bank
credit in use increased and was higher at the beginning of 1926 than
at the corresponding period a year earlier. As the year 1926 advanced,
however, and gold in considerable volume was received from abroad,
the difference between the levels prevailing in the two years gradually
decreased, and in the last two months the outstanding amount of
reserve bank credit in 1926 was less than in the same months of 1925.

MILLIONS OF DOLLARS

1500
MILLIONS OF DOLLARS

1500

1300

1100

9 0 0

1300

1100

900
Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Monthly averages of daily figures of total bills and securities of the 12 Federal reserve banks
combined.

Thus, while the average of reserve bank credit for the year 1926 was
about $70,000,000 larger than for 1925, the level in December of
1926 wras about $50,000,000 lower than the year before. Changes in
the volume of reserve bank credit in the course of the year 1926 were
smaller than during the two preceding years, partly because of the
smaller volume of gold movements and partly because the domestic
demand for reserve bank credit, which reflects chiefly changes in
the reserve requirements of member banks and in the currency
requirements of the public, remained fairly constant throughout the
year. The table following shows average figures for the principal
items in the reserve bank statement for December, 1925 and 1926,
and for the entire year 1925 and 1926.
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FEDERAL R E S E R V E BANKS

[Amounts in thousands of dollars]

Average for December

1925 1926

Increase !
or i

decrease I

Average for year

1925 1926

Increase
or

Total bills and securities
Bills discounted
Bills bought in open market
United States Government securi-

ties
Other securities ._.
Foreign loans on gold

Due from foreign banks
Federal reserve notes
Total deposits

Member bank reserve account
Government
Foreign bank
Other deposits. _ _.

Total reserves __
Ratio of reserves to deposits and notes

(percent)
Contingent liability on bills purchased

for foreign correspondents *•

1,428, 732
690, 896
367, 864

358, 412
3.193
8,367
734

1,817,473
2, 281, 484
2, 218, 552

31, 105
10, 755
21, 072

2, 805, 791

68.5

52, 056

1, 380, 571
671, 722
384, 826

321.446
2,577

" 65l"
1, 856, 436
2, 289, 632
2, 218,186

39, 758
13, 760
17, 928

2, 929, 074

70.6

51, 302

-48,161
-19,174
+ 16,962

-36, 966
-616

- 8 , 367
-83

+38, 963
+8,148

-366
+8, 653
+3, 005
-3,144

+123, 283

-754

1,139, 507
481,515
287, 329

358. 962
2; 484
9,217
671

1, 704, 307
2, 229, 630
2,167,041

31, 401
10, 062
21, 126

2, 938, 181

74.7

40, 896

1, 209, 309
570, 613
281, 386

349, 790
3,406
4,114
674

1, 723,189
2,268, 801
2,208, 899

31, 990
7,997
19, 915

2, 945, 674

73.8

59,846

+69,802'
+89,098

- 5 , 943.

- 9 , 172:
+922

-5,103
+3

+ 18,88?
+39, 171
+41, 858

+589'
- 2 , 065
-1,211
+7, 49&

+18, 950

1 Averages of weekly figures. Other averages are based on daily figures.

EARNINGS AND EXPENSES AND VOLUME OF WORK OF THE FEDERAL-
RESERVE BANKS

As a result of an increase both in total holdings of bills and securi-
ties by the Federal reserve banks and in the rate of earnings, gros&
earnings of the Federal reserve banks were'larger by $5,800,000 in
1926 than in the preceding year. Aggregate earnings in 1926 were
$47,600,000, as compared with $41,800,000 in 1925 and $38,300,000
in 1924. Holdings of discounted bills averaged $571,000,000 in
1926, as compared with $482,000,000 in 1925, while holdings of
purchased bills and United States Government securities were about
$20,000,000 smaller than in 1925. The average rate of earnings
on bills and securities was 3.76 per cent in 1926, and the average
rate of return on discounted bills was 3.95 per cent in 1926, as
compared with 3.67 per cent in 1925. Average daily holdings of
each class of bills and securities by all Federal reserve banks com-
bined, earnings therefrom, and annual rates of earnings during the*
past four years, were as follows:
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HOLDINGS OF BILLS AND SECURITIES AND EARNINGS THEREFROM

(Amounts in thousands of dollars]

Daily average holdings:
1923 __
1924
1925..
1926. . .

Earnings:
1923
1924._
1925
1926.. .

Average rates of earnings (per cent):
1923__
1924
1925..
1926

Bills dis-
counted

738,114
374,834
481,515
570,613

32, 956
15, 943
17, 680
22,552

4.46
4.25
3.67
3.95

Bills
bought
in open
market

226,548
172, 428
287,329
281,386

9,371
5,710
9,104

10,003

4.14
3.31
3.17
3.55

United
States

Govern-
ment se-
curities

185, 823
401,365
358, 962
349,790

7,444
14,712
12,783
12, 589

4.01
3.67
3.56
3.60

All other
bills and
securities

85
1,690

11,701
7,520

4
61

419
316

4.50
3.61
3.59
4.21

Total

1,150,570
950,317

1,139, 507
1,209,309

49,775
36,426
39,98^
45,460

4.33
3.83
3.51
3.76

A further reduction in current expenses of the Federal reserve
banks was effected during 1926, notwithstanding the continued
increase in the volume of work handled, total current expenses
exclusive of fiscal agency expenses, reimbursable by the United States
Treasury, aggregating $27,350,000 in 1926, as compared with
$27,528,000 in 1925. Salary payments to clerical employees, which
constitute the largest single item of current expense, declined by
$394,000 and rent paid by $81,000, but these and other smaller reduc-
tions were largely offset by increases in insurance premiums on
currency and security shipments, postage, and expressage, neces-
sitated principally by the larger volume of currency and checks
handled, and by increases in taxes, repairs, and alterations on banking
houses, legal fees, and miscellaneous expenses. The cost of Federal
reserve currency, including redemption and shipping charges,
amounted to $1,714,000 in 1926, as compared with $1,803,000 in 1925.

The further decrease of $394,000 in salaries paid to clerical em-
ployees, following the reduction of $1,200,000 in the previous year,
notwithstanding the larger volume of work handled in the principal
departments, is evidence of a continued increase in efficiency of the
operating staff of the banks, which comprised 10,077 officers and
employees on December 31, 1926, as compared with 10,126 at the
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20 ANNUAL REPORT OF SHE FEDERAL RESERVE BOARD

end of 1925. The magnitude of the Federal reserve banks' operations
and the constant increase in the volume of work handled in the
principal operating departments, particularly in cash and check
departments, where a large part of the personnel is employed, is
brought out in the following table:

VOLUME OP OPERATIONS IN PRINCIPAL DEPARTMENTS

1926 1925 1924 1923

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 cou-
pons paid

All other
United States securities—issues, re-

demptions, and exchanges by fis-
cal agency department

Transfers of funds..

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 cou-
pons paid

All other
United States securities—issues, re-

demptions, and exchanges by fis-
cal agency department

Transfers of funds _.

123,000
506,000

232,000
2,099, 605,000
2, 590,057,000

822,907,000

39. 678, 000
5, 595,000

4, 691, 000
1, 710,000

$37, 682,137, 000

3,353,326,000
12, 584,960, 000

609, 359, 000
272,945,160,000

644, 273, 000
6, 219, 361,000

4,971,442,000
120,909,439,000

116,000
475,000

201, 000
1,947, 419,000
2,329,014, 000

778, 686,000

44,174, 000
5, 467,000

7,116,000
1, 566, 000

$32, 562, 620, 000

2,961,170, 000
11,556,980,000

467, 732, 000
258,611,276,000

680,921, 000
6,116,958,000

5, 578,995,000
109, 430, 683,000

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

$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
98,359, 028,000

168,000
782,000

179,000
1, 722, 877,000
2,076,075,000

697, 502,000

64, 662,000
5, 732, 000

i 114,409,000
1, 413, 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
78, 867,108,000

* Large total due to redemption of war savings securities which matured Jan. 1, 1923.

Checks handled by the Federal reserve banks in 1926 aggregated
$273,000,000,000; currency and coin received and counted, $13,000,-
000,000; bills discounted and bought, $41,000,000,000; transfers
of funds, $121,000,000,000; noncash items received for collection,
$6,000,000,000; United States securities issued, redeemed, and ex-
changed by the fiscal agency department, $5,000,000,000; and Gov-
ernment coupons paid, $644,000,000. As an indication of the
volume of coins handled by the reserve banks it may be of interest
to note that the Federal Keserve Bank of New York receives and
counts on an average 11 tons of nickels and cents and 7 tons of other
coin daily, and, as it pays out approximately the same amount of
coin, receipts and payments of coin at that one bank aggregate in
mere physical weight about 36 tons a day. Corresponding daily
averages of coin received and paid out by the system as a whole for
the year 1926 are as follows: Cents, 18 tons; nickels, 31 tons; dimes,
quarters, and half dollars, 32 tons; silver dollars, 6 tons; gold coin,
4 tons.Digitized for FRASER 
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,As a result principally of the larger gross earnings, the current net
earnings of the Federal reserve banks increased to $20,249,000 in
1926, as compared with $14,273,000 in 1925 and $9,909,000 in 1924.
The Federal reserve banks, with the approval of the Federal Reserve
Board, charged their current net earnings with $3,638,000, of which
$2,096,000 represented depreciation charges on bank premises,
$1,210,000 additions to reserves for probable losses on paper of failed
banks, and $533,000 the cost of furniture and equipment purchased
during the year. This left a balance of $16,612,000, of which $7,329,-
000 was paid to member banks as dividends, $8,465,000 transferred
to surplus account, and $818,000 paid to the United States Govern-
ment as a franchise tax. Under the provisions of section 7 of the
Federal reserve act, each Federal reserve bank transfers to surplus
account all of the net earnings remaining after the payment of divi-
dends until the surplus account is equal to 100 per cent of subscribed
capital, and thereafter it transfers 10 per cent of net earnings to
surplus account and pays 90 per cent to the Government as a franchise
tax. At the end of 1926 the surplus accounts of eight of the Federal
reserve banks, all except Boston, Richmond, Minneapolis, and Kansas
City, were materially below subscribed capital, and accordingly the
entire net earnings of those eight banks were transferred to surplus
account. The Federal Reserve Banks of Boston and Richmond trans-
ferred to their surplus accounts sufficient amounts to bring them up
to 100 per cent of subscribed capital, and 10 per cent of the balance
of their net earnings, and paid $45,962 and $84,472, respectively, to
the Government as franchise taxes. The Federal Reserve Banks of
Minneapolis and Kansas City, whose surplus accounts were in excess
of subscribed capital, transferred 10 per cent of their net earnings to
surplus account and paid the balance of $234,381 and $453,335, re-
spectively, to the Government as franchise taxes. Gross and net
earnings of each Federal reserve bank during the year, dividends paid
to member banks, amounts transferred to surplus account, and
amounts paid to the Government as franchise tax are shown in the
following table:

FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS DURING
1926

Federal reserve bank Gross earn-
ings

Net earnings
available for
dividends,

surplus, and
franchise tax

Dividends
paid

Transferred
to surplus
account

Franchise
tax paid
United
States

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

$3,319,077
10, 600,968
3,626,648
4, 517, 884
2,429,017
3,045, 867
6, 567,043
2,511,509
1,622,333
2,677,340
2,127,049
4,554,860

Total; 47,599,595

$1,156, 873
3,749,748
1,533,733
1,660,762
727,645

1,228,327
2,253,923
683,022
448,033
756,469
857,211

1,555,999

$525, 023
2,100,191
730, 598
808, 505
363,957
296, 573
985,959
314,420
187,609
252,764
257,502
506,068

$585, 888
1,649, 557
803,135
852, 257
279, 216
931, 754

1,267,964
368,602
26,043
50,370
599,709

1,049,931

$45,962

84,472

. 234,381
453,335

16,611,745 7,329,169 6,464,426 818,150
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BRANCHES AND AGENCIES OF THE FEDERAL RESERVE BANKS

All branches and agencies of the Federal reserve banks in operation
at the end of 1925 continued to function throughout 1926. The
application of the Richmond bank for authority to establish a branch
to serve the southwestern portion of the fifth Federal reserve district,
which was pending at the end of 1925 and on which a hearing was
granted by the board in January, 1926, is the only application for
the establishment of an additional Federal reserve branch bank now
before the board. A public hearing was also held on November 11
on the advisability of continuing the agencies of the Boston and
Atlanta banks in Habana, Cuba, which have been in operation since
September 1, 1923. Subsequent to this hearing the board approved
a resolution of the board of directors of the Boston bank to discon-
tinue the Boston agency, directing that this agency be discontinued
as of December 31 and that the functions heretofore performed by
it be taken over by the agency of the Atlanta bank.

The volume of work handled by the branches and agencies in their
principal operating departments has continued to increase, as may
be seen from the following comparisons for 1924, 1925, and 1926:

VOLUME OF OPERATIONS OF FEDERAL RESERVE BANK BRANCHES AND
AGENCIES

1924 1925 1926

Checks handled:
N u m b e r of i t e m s . 1 222,622,000
A m o u n t | $54,763,840,000

Cur rency received and counted: I
N u m b e r of pieces 433,582,000
A m o u n t $2,468,886,000

Coin received and counted: J '
N u m b e r of pieces. _ j 387,200,000
A m o u n t __ $60,199,000

230, 685,000
$60, 989, 227, 000

451,132,000
$2,621,983,000

393, 994, 000
$63, 619, 000

240, 818,000
$64, 716,081, 000

492,936, 000
$2, 893,286,000

416, 936,000
$66, 361,000

Current expenses of the 23 branches and 3 agencies during 1926
were $5,243,000, as compared with $5,343,000 in 1925 and $5,747,000
in 1924.

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

Construction of new buildings for the Birmingham and Salt Lake
City branches and of an annex to the Philadelphia building was
practically completed at the end of the year. The construction of
buildings on the sites owned at Baltimore and Detroit was authorized
by joint resolutions of the House of Representatives and the Senate,
approved April 17 and April 14, respectively, and the purchase of a
building for the use of the Buffalo branch was authorized by a similar
resolution approved on March 24. The contracts for the Detroit
building have been let, and plans for the Baltimore building are in
process of completion. It is anticipated that the building at Buffalo,
for which a purchase contract has been entered into, will be available
for occupancy by the Buffalo branch in the early part of 1928.
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All of the Federal reserve banks and 13 of the Federal reserve
branch banks are now housed in their own buildings. Tables show-
ing the cost of building operations at each Federal reserve bank and
branch will be found on page 132.

CHANGES IN MEMBERSHIP

On December 31, 1926, there were 9,260 member banks, with
total resources of $42,029,644,000 in the Federal reserve system; of
these banks, 7,906, with resources of $25,669,069,000, were national
banks and 1,354, with resources of $16,360,575,000, were member
State banks and trust companies. During the year there was a
decrease of 229 in the number of member banks—national banks
showing a decrease of 142 and member State banks a decrease of 87.
Notwithstanding the decline in the number of banks, total resources
showed a gain for the year of $604,349,000, the result of an increase
of $774,730,000 in the resources of member State banks and a decrease
of $170,381,000 in the resources of national banks.

The decline during the year in the number of member banks is
accounted for largely by decreases which were incidental to mergers,
suspensions, and voluntary liquidations which terminated the exist-
ence of member institutions, as is shown in the following table:

CHANGES IN MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM, JANUARY 1, 1926,

TO DECEMBER 31, 1926

Number
of banks

Active member banks, Jan. 1, 1926

Banks joining the system
Banks withdrawing from the system..

9,489

1 174
2 125

Net increase from banks joining and withdrawing.
Banks lost to membership through mergers between member banks, suspensions, e tc .

49
278

Net decrease for the year.
Active member banks, December 31, 1926.

-229
9,260

1 Does not include two banks which were temporarily lost to membership through liquidation toward the
end of 1925, but regained through reorganization in 1926.

2 Includes 44 withdrawals which were incidental to the absorption of member banks by existing non-
member banks.

During 1926, 174 banks joined the system and 125 withdrew from
membership; thus there was a net addition of 49 to the membership
of the system as a result of the exercise of banks' option with regard
to the assumption or relinquishment of membership. Of the banks
that joined the system, 104 were newly organized national banks,
22 were former nonmember banks that joined the system by con-
verting into national banks, and 32 were nonmember banks that
were admitted to membership in the system with the status of
State institutions. There were 13 banks which, having previously
suspended, resumed operations and 3 banks which were newly
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organized to succeed banks that had previously suspended. The 125
banks that relinquished membership in the system included 56 mem-
ber State banks that withdrew after advance notice to the Federal
reserve bank, 25 member banks that were succeeded by nonmember
banks organized for that purpose, and 44 banks that were absorbed
by already existing nonmember banks.

The net voluntary accession of 49 banks was offset by a decrease
of 278 resulting from mergers between member banks, from bank
suspensions, and from other causes not related to the banks' choice
in the matter of membership in the system. Mergers between mem-
ber banks during the year accounted for the loss of 107 banks—88 of
them national banks and 19 State institutions—and suspensions
accounted for 160 banks—124 national and 36 State banks. There
were also 10 banks the existence of which was terminated by volun-
tary liquidation, and 3 banks that were compelled to withdraw from
the system because of violations of the Federal reserve act.

In the following table changes in membership are shown in detail,
by class of bank:

CHANGES IN MEMBERSHIP IN THE FEDERAL RESERVE SYSTEM, BY CLASS OF
MEMBER, JANUARY 1, 1926, TO DECEMBER 31, 1926

Active member banks, Jan. 1, 1926

Additions to membership:
Organization of national bank
Conversion of nonmember bank to national .
Admission of State bank
Resumption following suspension
Conversion within the system
Other additions..

Total additions

Losses to membership:
Merger between member banks—

Intraclass
Interclass . . _ _.

Voluntary liquidation (terminal)
Suspension and insolvency
Absorption of member by nonmember bank
Conversion of member to nonmember bank
Withdrawal of State bank
Conversion within the system .

Total losses

Net change

Active member banks, Dec. 3V, 1926

Member banks

National

8,048
= =

104
22

9
i 8
2 4

147

< 68
20

124
40
23

i 7

289

-142

7,906

Number

State

1,441

32
4

1 7
3 1

44

12
7

36
4
2

«59
1 8

13.1

- 8 7

1,354

Total

9,489

104
22
32
13

5

176

80
27
10

160
44
25
59

405

- 2 2 9

9,260

Resources
(in thou-
sands of
dollars)

41,425,295

22,492
100,216
88,379
8,827

5,771
95, 950
39,945
27,421
52,602

+604,349

42,029,644

1 Succession between members of one class and members of the other without effect on the number of
banks in the system.

2 Includes one member bank succeeded by another of the same class prior to Dec. 31,1925, .the succeeding
bank not reporting until after Dec. 31, 1925, and three banks organized to succeed banks that had previ-
ously suspended.

3 One member bank succeeded by another of the same class prior to Dec. 31, 1925, the succeeding bank
not reporting until after Dec. 31, 1925.

4 Includes two instances in which two member banks were succeeded by a third organized for the purpose.
5 Includes three compulsory withdrawals.Digitized for FRASER 

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

1926



ANNUAL EEPOET OF THE FEDERAL RESERVE BOARD

BANKS ON PAR LIST

25

At the end of 1926 there were 27,084 incorporated banks other
than mutual savings banks in the United States, and of this number
23,171, or 85.6 per cent, were on the Federal reserve par list, which
comprises all member banks and such nonmember banks as have
agreed to pay, without deductions for exchange, such checks drawn
upon them as are presented for payment by the Federal reserve
banks. The total number of banks in the United States decreased
during the year and the number of incorporated banks not on the
par list at the end of 1926 (3,913) was 57 less than the number at
the end of 1925. All banks in the Boston, New York, and Phila-
delphia Federal reserve districts, and all but eight in the Cleveland
district, are on the par list; the banks not on the par list are nearly
all located in the Southern and North Central States. The follow-
ing table shows the number of member banks, all of which are on
the par list, and the number of nonmember banks on the par list and
not on the par list at the end of 1926 and 1925:

NUMBER OF MEMBER AND NUMBER OF NONMEMBER BANKS ON PAR LIST AND
NOT ON PAR LIST AT THE END OF 1926 AND 1925

Federal reserve district

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

Total

Member banks

1926

416
913
769
856
583
475

1,335
609
764
992
827
721

9,260

1925

420
880
753
863
604
495

1,398
628
829

1,027
852
740

9,489

Nonmember banks

On par list

1926

246
411
509

1,071
686
333

3,705
1,996

923
2, 537

711
783

13,911

1925

246
391
513

1,073
712
366

3,808
2,111
1,185
2,667

768
803

14,643

Not on par listl

1926

8
625

1,057
228
428

1,093
212
197
65

3,913

1925

10
687

1,102
260
401

1,062
205
182

61

3,970

i Incorporated banks other than mutual savings banks.

CHECK CLEARING AND COLLECTION

On June 7, 1926, the Supreme Court of the United States in effect
upheld the legality of the Federal reserve check-collection system by
refusing to grant a writ of certiorari bringing before it for review
the decision of the circuit court of appeals in the case of Pascagoula
National Bank v. Federal Reserve Bank of Atlanta.

The legality of the Federal reserve banks collecting at par checks
drawn upon nonmember State banks except where prevented by
State legislation having been upheld by the Supreme Court in the
cases of American Bank & Trust Company v. Federal Reserve Bank
of Atlanta (262 U. S. 643), and Farmers & Merchants Bank v. FederalDigitized for FRASER 
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Reserve Bank of Richmond (262 U. S. 649), this suit was instituted
on August 9, 1924, to test the legality of the present practices of the
Federal reserve check-collection system as between Federal reserve
banks and member banks. The Pascagoula National Bank of Moss
Point, Miss., brought an injunction suit against the Federal Reserve
Board, the Federal Reserve Bank of Atlanta, and the Federal reserve
agent at Atlanta which, if successful, would have practically dis-
rupted the entire check-collection system. The injunction if granted
would have:

(1) Permitted member banks to charge exchange on checks drawn
upon them and presented for payment by or through Federal reserve
banks;

(2) Prohibited the Federal reserve banks from handling checks for
any banks other than their own members and from handling for their
own members any checks which are not payable within their own
district; and

(3) Required the Federal reserve banks to give immediate credit
and availability to member banks for all deposits of checks drawn
on their member banks in the same district, no matter at what dis-
tance from the Federal reserve bank the drawee bank might be lo-
cated and regardless of the time it might take to collect such checks.

The courts denied this injunction and upheld in all respects the
legality of the present check collection practices of the Federal
reserve system.

The case was first tried in the United States District Court for the
Northern District of Georgia, which dismissed the Federal Reserve
Board from the suit on the ground that the Federal Reserve Board
could not properly be sued in that court; and, in passing upon the
merits as between the plaintiff and the Federal Reserve Bank of
Atlanta, held 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) 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
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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) The provision in the Federal reserve act 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. Pascagoula National Bank v.
Federal Reserve Bank of Atlanta (3 F. (2d) 16*5).

From this decision the plaintiff appealed direct to the Supreme
Court of the United States on the ground that the case involved a
constitutional question. On November 30, 1925, the Supreme Court
issued an order transferring the case to the Circuit Court of Appeals
for the Fifth Circuit, on the ground that the constitutional question
involved was not sufficiently substantial to justify a direct appeal
to the Supreme Court. This was tantamount to a ruling by the
Supreme Court that the provision of the Federal reserve act which
forbids Federal reserve banks to pay exchange charges on checks
and forbids member banks to impose such charges on checks col-
lected through Federal reserve banks is constitutional beyond any
reasonable doubt.

On February 11, 1926, the circuit court of appeals affirmed the
decision of the United States district court on all points (11 F. (2d)
866), and the plaintiff petitioned the Supreme Court for a writ of
certiorari bringing the case again before the court for review. On
June 7, 1926, the Supreme Court denied the writ of certiorari, and as
a result of this action the favorable decision of the circuit court of
appeals became final. It is believed that this decision definitely and
finally removes all doubt as to the legality of the Federal reserve
check collection system.

The opinion of the United States district court was printed in full
in the board's annual report for 1924, on page 231. The opinion of
the circuit court of appeals and a dissenting opinion of Judge Foster
were published in full on pages 278-281 of the board's annual report
for 1925. The Supreme Court rendered no opinion either in passing
upon the original appeal from the district court or in denying the
petition for a writ of certiorari.

TRUST POWERS OF NATIONAL BANKS

During the past year the board has approved 207 original and 20
supplementary applications by national banks for permission to exer-
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cise fiduciary powers under the provisions of section ll(k) of the
Federal reserve act. The total number of banks holding permits from
the board to exercise trust powers on December 31, 1926, was 2,103,
a list of which, with powers granted, will be found on pages 538-557.

Of the 2,103 national banks having permission to exercise fiduciary
powers on December 31, 1926, 1,139 were exercising one or more of
the powers authorized. These banks were acting as executor, ad-
ministrator, guardian, etc., of trusts having assets aggregating
$1,028,056,444, and in addition 448 of them were handling corporate
trusts, such as trustee for collateral trust bond issues aggregating
$1,002,615,495, and acting as trustee for other bond and note issues
in the sum of $1,460,937,821. Earnings from trust department opera-
tions in the sum of $8,255,000 were reported for the fiscal year ended
June 30, 1926. The following table gives this information, by Federal
reserve districts.

ACTIVITIES OF NATIONAL BANKS HAVING PERMISSION TO EXERCISE FIDUCIARY
POWERS DURING THE YEAR 1926

Federal reserve
district

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

Total

Total
num-
ber of

na-
tional
banks

377
755
685
744
531
381

1,028
491
702
975
727
570

7,966

Num-
ber au-
thor-

ized to
exer-
cise

trust
powers

Dec.
31,
1926

197
296
238
155
165
113
344
137
95

171
83

109

2,103

Num-
ber

exer-
cising

powers
Dec.
31,

1926

101
177
170
110
96
56

163
69
27
71
35
64

1,139

Assets of in-
dividual
trusts

$120, 891, 927
274, 423, 661

57, 321, 610
83, 370, 025
58,138, 735
47, 379, 824

102, 793, 907
43,057, 313
14, 581, 024
98, 768, 930
24, 517, 527

102, 811, 961

1, 028, 056, 444

Banks
han-
dling
corpo-
rate

trusts

32
77
54
52
28
27
65
15
15
30
6

47

448

Collateral
trust bonds
outstanding
where banks
act as trustee

$16, 774,110
886, 326, 795

1, 294, 800
5, 422, 263

17, 089, 292
6, 539, 450

16,183,174
4, 682, 000
1, 641. 800

19,493, 591
7, 363, 847

19, 804, 373

1, 002, 615, 495

Other bonds
and notes

outstanding
where banks
act as trustee

$166, 479. 775
840, 66f, 720
20, 491, 910
76, 497, 751
16, 044, 875
39, 307, 250
78,014, 292
14, 399, 201
4,836, 853

56, 624, 050
4, 728,406

142, 847, 738

1, 460, 937, 821

Trust
depart-
ment

earnings
reported
for fiscal

year
June 30,

1926

$781, 000
3, 685,000

490, 000
521,000
340, 000
319, 000
633, 000
232,000
77,000

466, 000
120,000
591,000

8, 255,000

ADMINISTRATION OF THE CLAYTON ACT

In each of its annual reports for several years past the board has
called attention to the desirability of amending section 8 of the
Clayton Act. The board has found in administering this provision
of law that the present law is not adapted to carrying out the inten-
tion of Congress in regulating interlocking 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 hard-
ship to individuals and to the disadvantage of the banking and credit
situation in certain communities. During the first session of the
Sixty-ninth Congress legislation remedying this situation was pro-Digitized for FRASER 
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posed both in the Senate and in the House, but the desired amend-
ment has not yet been enacted into law. The board again recom-
mends an amendment to section 8 of the Clayton Act in substantially
the same form as that which has been suggested in its former annual
reports.

During the past year the board has received and considered 297
applications presented to it for permission to serve in interlocking
directorates. The Comptroller of the Currency reported 29 alleged
violations of section 8 of the Clayton Act; these the board investi-
gated and required the bank directors involved to comply with the
law where it was being violated.

USE OF WORDS " FEDERAL" AND " RESERVE" IN THE TITLE OF BANKS,
CORPORATIONS, OR FIRMS

In its last annual report the board called attention to numerous
complaints received regarding the use of the words "Federal" or
"reserve" or a combination of the two as part of the title of banks,
corporations, or firms other than Federal reserve banks. It was
pointed out that those words were frequently employed in an attempt
to take advantage of the prestige of the Federal reserve banks,
sometimes misleading the public or resulting in confusion. The act
of Congress which was approved May 24, 1926, is designed to remedy
this situation. The purpose of this act is to prohibit the offering
for sale as Federal farm loan bonds any securities not issued under
the terms of the Federal farm loan act, to limit the use of the words
"Federal," "United States," or "reserve," and to prohibit false
advertising. The act makes unlawful, with certain specified excep-
tions, the use of the word "Federal," the words "United States,"
or the word "reserve," or a combination of such words as a portion
of the corporate title or trade name of any person, firm, or corpora-
tion engaged in the banking, loan, building and loan, brokerage,
factorage, insurance, indemnity, or trust business, and also makes
unlawful any advertisement or representation by a nonmember bank
that it is a member of the Federal reserve system. The prohibition
against the use of the words "Federal," "reserve," or "United
States" does not apply to departments or establishments of the
Government of the United States or corporations organized under
the laws of the United States, nor does it apply to persons, firms, or
corporations actually engaged in business under a name or title
including such words prior to the passage of the act.

NOTES SECURED BY ADJUSTED SERVICE CERTIFICATES

Pursuant to the provisions of section 502 of the World War adjusted
compensation act, the board, on December 9, 1926, promulgated a
new regulation respecting the rediscount by Federal reserve banks
of notes of veterans secured by adjusted service certificates. In
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promulgating this regulation the board had in mind the fact that,
in order to be eligible for rediscount at Federal reserve banks, such
notes must comply in all respects with the requirements of the World
War adjusted compensation act and the regulations of the United
States Veterans' Bureau and that, for practical reasons, they should
be accompanied at the time of rediscount by such evidence as the
United States Veterans7 Bureau would require if it should become
necessary for the Federal reserve banks to present such notes to that
bureau for payment. The regulation consists principally of a detailed
statement of these requirements. The text of this regulation appears
on page 489.

At the request of the Director of the United States Veterans'
Bureau, the board also arranged for the Federal reserve banks to
furnish to every incorporated bank in the United States before
January 1, 1927, full information with respect to loans to veterans
on the security of their adjusted compensation certificates. Pur-
suant to this arrangement, each Federal reserve bank sent to every
incorporated bank in its district a circular letter explaining the legal
requirements with respect to the making of loans to veterans on the
security of their adjusted service certificates, the rediscount of notes
secured by adjusted service certificates, and the redemption by the
Veterans' Bureau of such notes if not paid by the veterans. At the
request of the Veterans' Bureau, the Federal reserve banks also
agreed to distribute to the leading banks, on request, forms of notes
and affidavits furnished by the Veterans' Bureau.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Four meetings of the Federal Advisory Council were held in
Washington during 1926 on the following dates: February 18, May 21,
September 17, and November 19.

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 March 22-24, and the governors of the Federal reserve banks and
Federal reserve agents conferred, separately and jointly, on November
4-11. At both conferences special sessions were held at which the
board was in attendance.

ORGANIZATION, STAFF, AND EXPENDITURES

Hon. Charles S. Hamlin, of Massachusetts, whose term of office as
member of the Federal Reserve Board expired on August 9, 1926, was
reappointed to serve until August 9, 1936. Mr. E. A. Goldenweiser,
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who has been connected with the research work of the board since
1919, was appointed director of the division of research and statistics,
effective January 1, 1927, and Mr. Carl E. Parry was appointed
assistant director of the division. Mr. E. M. McClelland was
appointed an assistant secretary of the board, and Mr. B. M. Wing-
field was appointed an assistant counsel, effective January 1, 1926.

The total cost of conducting the work of the board during the year
1926 was $705,507.99. To meet these expenses the board levied
two assessments against the Federal reserve banks aggregating
$721,724.17, 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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WASHINGTON, March 12, 1928.
SIR: For the Federal reserve system the principal event of 1927,

the year covered by this, the Fourteenth Annual Report of the
Federal Reserve Board, was the granting by Congress of indeter-
minate charters to the Federal reserve banks. This action of Con-
gress, which was incorporated in the McFadden-Pepper Act approved
on February 25, 1927, affirms the confidence of Congress in the
Federal reserve system and assures it and the country of continuance
of the system's operations on a permanent basis. Since their estab-
lishment in 1914 the Federal reserve banks first assisted the United
States Government in meeting the heavy financial requirements
arising out of the war; later were an influence in moderating the
economic effects on this country of a world-wide readjustment;
more recently took part in the restoration of sound monetary con-
ditions throughout the world, and are now in position to formulate
long-term policies to be pursued under more normal conditions in a
world that has made great progress toward economic and financial
reconstruction.

BUSINESS ACTIVITY

Taken as a whole, the year 1927 may be characterized as one of
large productivity, though with a gradual recession during the last
six months. The output of mines and factories and the volume of
building construction were somewhat smaller than in the year
before, though larger than in preceding years. Factory employment
also showed a decline for the year, and earnings of industrial workers
were somewhat reduced. The income of farmers, however, accord-
ing to the usual methods of estimating, was in the aggregate con-
siderably larger than in 1926. Distribution of commodities to
consumers was maintained on a high level, and there was no evi-
dence of undue accumulation of inventories. The average level of
commodity prices, which had been declining for about two years,
turned upward in the early summer of 1927 and at the close of the
year was only slightly lower than at the end of 1926. The supply
of funds available for investment was large, and flotations of domes-
tic and foreign securities were in record volume. The accompanying
chart shows fluctuations in the daily average volume of industrial
production for the corresponding months of the past three years as
indicated by the Federal Reserve Board's index, which includes both
manufactures and minerals.

1
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The course of business during the year varied considerably from
industry to industry, and in different sections of the country. In the
first quarter of the year, which was characterized by active business
following upon a recession in the last quarter of 1926, the output of
minerals exceeded all previous records, reflecting the large produc-
tion of bituminous coal, which was stimulated by the threatened
strike. The output of manufactures increased during this period,
and in the spring months was larger than for the corresponding period
of any previous year. With the beginning of the coal strike in April,
however, mineral production was sharply reduced, and later in the
spring manufacturers also began to reduce operations. Except for
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minor fluctuations, industrial production declined steadily for the
remainder of the year, falling in July below the level of 1926 and after
September below that of 1925.

During the early months of the year there was a large advance in
the output of the textile and leather industries, and also in iron and
steel, automobiles, and rubber tires. Cotton and silk consumption
was larger in 1927 than in any previous year, and the wool and leather
industries, recovering somewhat from the depression of recent years,
were more active than for any year since 1923. Toward the end of
the year these industries showed some decline in output, but con-
tinued more active than a year earlier. During the recession in
business in the last half of the year, the industries which were the
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most affected were iron and steel and automobiles, which had had
an unusually rapid advance earlier in the year. For 1927 as a whole
automobile production was smaller than at any time since 1922,
much of this decline being due to suspension of production at one of
the largest plants. Curtailment of automobile production accounted
in some measure for the decline of activity in the iron and steel indus-
tries. There were also decreases during the last half of the year in
the production of nonferrous metals, building materials, rubber tires,
and food products. Bituminous coal production fell off because of
the miners' strike in the union fields, and was also curtailed because
of the large stocks accumulated at the beginning of the year. In
consequence of large production from new wells crude petroleum was
in excess supply, although consumption of this product was the
largest on record. Stocks accumulated and prices declined to the
lowest level for the postwar period.

Building construction continued in large volume during 1927, and
the total value of building contracts awarded for the country as a
whole during the year has been estimated by the F. W. Dodge
Corporation as $6,800,000,000, showing a decline of about $100,-
000,000 from the total for 1926, but being nevertheless a higher
figure than that for any earlier year. Decreases in construction
were reported for residential and industrial buildings, while awards
for public buildings and public utilities increased, and there were
increases also in institutional, religious, and recreational buildings.

AGRICULTURAL CONDITIONS

Agriculture followed a course during the year quite dissimilar to
that of industry. At the beginning of 1927 agricultural prospects
were not as bright as those of industry, but they improved con-
siderably in the latter part of the year. At the opening of the year
the buying power of agricultural communities had been reduced,
since returns from 1926 crops had been relatively small. Moreover,
in the first half of 1927 cotton prices were low; there was a sharp
break in hog prices, and a serious delay in the progress of the corn
crop; also in this half of the year occurred the disastrous flood in the
Mississippi Valley. Late in the spring prices of agricultural com-
modities began to rise, reflecting chiefly increases in the price of
cotton, corn, and cattle. Subsequently prices of many other farm
products also advanced, and the Department of Agriculture index
of farm commodity prices, which was in April at the lowest point
since 1922, rose by about 11 per cent during the next five months.
This advance in agricultural prices, accompanying a constant level
of industrial prices, resulted in increased purchasing power for agri-
cultural producers.
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GEOGRAPHICAL DIFFERENCES

Marked differences are found in the year's business record for the
several geographical sections of the country. New England profited
by improvement in the textile and leather industries, while the
Philadelphia and Cleveland reserve districts were unfavorably
affected, particularly in the last half of the year, by the recession in
the automobile, iron and steel, and coal industries. In the South,
conditions improved during the year, with the rise in the price of
cotton, and total returns to producers were larger than in the year
before, though not so large as in 1925. The Middle West profited
by a good wheat crop and higher prices for cattle and dairy products,
though some sections felt the decline in hog prices. The Northwest,
particularly the Minneapolis district, reaped the benefit of larger
returns from spring wheat, oats, cattle, and dairy products, and the
region showed a definite recovery from a prolonged period of depres-
sion. In the Southwest, large petroleum production, even though
at lower prices, and improved conditions in the cattle market, were
favorable influences. On the Pacific coast agricultural conditions
were better than in 1926, while industry was somewhat less active.

INDUSTRIAL PROFITS

For industrial enterprises in general the year marked a decline in
profits below the high level of 1926. Profits reported by about 170
corporations were about the same in the first quarter of 1927 as the
year before, but they declined during the remainder of the year and
for the last half of the year were considerably lower than for the
corresponding period of 1926. The decline in the general level of
profits covered wide divergencies of profits earned by individual
corporations. While some large corporations made larger profits
during the year, a number of other companies made relatively low
profits, or reported actual losses. In 1927, as in other recent years,
increased efficiency in production was the principal factor affecting
the movement of industrial prices and the volume and distribution
of industrial profits. Business enterprises experienced increasing
difficulty in making profits, and it was largely companies that were
able to profit by the economies of large-scale production that showed
satisfactory results for the year, while companies which were not able
to organize their operations so as to effect large economies of cost
were not able to withstand the pressure of intensified competition.
It is partly for this reason that the number of failures of industrial
and commercial enterprises during the year was exceptionally large.

BANK CREDIT

In consequence of the somewhat smaller volume of production
and employment in 1927 compared with the previous year, the demand
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for bank credit to finance the current operations of trade and indus-
try in 1927 was no larger than the year before. There was, neverthe-
less, a rapid growth of member bank credit, total Joans and invest-
ments of all member banks increasing by $2,783,000,000 during the
year, and those of reporting member banks in leading cities by
$1,673,000,000, or 8.4 per cent. This increase compares with one of
2.1 per cent in 1926 and 5.2 per cent in 1925. Thus the growth in
the volume of member bank credit in leading cities has been larger
during 1927 than in either of the two preceding years, though not so
large as in 1924, when the growth was 13 per cent. That the growth
of member bank credit during the year has not been due to a demand
for loans from industry and trade, is indicated by the fact that "all
other loans/' which comprise loans for commercial, agricultural, and
industrial purposes, as well as real-estate loans, have actually de-
creased during the year, as is indicated by the following table:

REPORTING MEMBER BANKS

[Monthly averages of weekly figures. In millions of dollars]

Loans and investments

Loans on securities
All other loans
Investments _. . ._

December,
1926

20,055

5,694
8,776
5, 585

December,
1927

21,728

6,594
8,739
6,396

Increase or decrease (—)

Amount

1,673

900
- 3 7
811

Per cent

8.4

15.8
- . 4
14.5

GROWTH OF SECURITY LOANS

That the decrease in other loans would have been much larger,
were it not for the fact that they include real estate loans, is indicated
by information available for all member banks for the year ending
June 30,1927. During that year there was an increase of $276,000,000
in real estate loans and a decrease in commercial loans proper of
$230,000,000. The decrease in commercial loans was due, in addi-
tion to the smaller volume of business activity, also to the fact that
many corporations floated securities at the prevailing low rates and
used the proceeds to reduce their bank loans. Another factor was
the increase in the use of acceptance credit, by means of which funds
for commercial operations were supplied by the short-term invest-
ment market. At the close of 1927 acceptances outstanding totaled
more than $1,000,000,000, a larger amount than at any previous
time, showing an increase of $325,000,000 for the year. Security
loans of reporting member banks increased by about $900,000,000, or
16 per cent, during the year 1927, and their investments by
$800,000,000, or about 14 per cent. That the increase in loans on
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securities has largely reflected the increased use of credit by the
security markets is indicated by the fact that loans to brokers and
dealers in securities placed by the weekly reporting member banks
in New York City increased by 33 per cent during the year ending
in December, 1927. Of this growth in brokers' loans, $365,000,000
represented loans for account of the New York banks themselves,
while $317,000,000 represented an increase in loans for account of
their American banking correspondents. There was also a growth
of $248,000,000 in loans for account of others, which showed an
increase of 33 per cent during the year and reached a total of more
than $1,000,000,000. A portion of the growth in brokers' loans by
member banks in New York City for their own account also rep-
resents the use of out-of-town money, since balances held with
these banks by their country correspondents showed an increase of
$200,000,000 for the year. These figures indicate that bank funds
have been abundant throughout the country and that, in the absence
of local demand for additional banking accommodation, these funds
have been flowing into the money market either in the form of
bankers' balances or in the form of funds to be loaned on account
of correspondents, some of which were bankers and some industrial
and other corporations. Increased supply of funds in the hands of
corporations, owing in part to the somewhat reduced volume of
industrial and commercial activity, and in part to growth in the vol-
ume of funds which they have obtained through security issues,
has been an important factor in increasing so-called brokers' loans
on account of others. Other sources from which these funds have
been received were foreign banks and other foreign interests which
were building up dollar balances for various purposes. The demand
for liquid funds at the central money market, as indicated by the
growth in security loans and in new issues of securities, was large and
absorbed the supply that came from the different sources already
discussed, without any considerable lowering of interest rates.

INCREASE IN BANK INVESTMENTS

The abundance of funds has been reflected also in a growth of
bank investments. Security holdings of all member banks increased
by $1,371,000,000, or 15 per cent, between December, 1926, and
December, 1927, the largest growth in investments of member banks
since 1924. About two-fifths of this growth in bank investments
was in Government securities, the larger increase being in bonds of
corporations and of municipalities, both domestic and foreign. This
growth of investments by banks has occurred during a period when
the absorption of securities by all classes of investors in the United
States has been in unusually large volume. Security flotations,
domestic and foreign, during the year 1927, exclusive of refunding
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issues, were $7,533,000,000, a larger amount than in any previous
year, excepting only the time of war financing. The continued
abundance of funds available for investment in private enterprises
during recent years has been due chiefly to the growing volume of
national income and national savings, which arose in turn from the
large volume of industrial production and the consequent increased
earnings of individuals and corporations engaged in industrial enter-
prises. Another source of funds available for investment in corpo-
rate securities has been the retirement of debt by the United States
Treasury, which amounted to more than $1,000,000,000 during 1927.

DEMAND AND TIME DEPOSITS

The growth of loans and investments of member banks during the
past year has been accompanied by an increase of $2,506,000,000 in
the banks7 combined net demand and time deposits, the growth in
time deposits being $1,325,000,000 and the growth in net demand
deposits $1,181,000,000. The increase in demand deposits during
the current year has been in contrast to the movement of these
deposits during the two preceding years, when demand deposits
remained relatively constant, while time deposits increased steadily.
The continuous growth of time deposits in recent years at a rate more
rapid than the growth in demand deposits has resulted in an increase
in the proportion of the banks7 deposit liabilities that is represented
by time deposits. This more rapid growth of time deposits, which
require only a 3 per cent reserve, has been an important factor in
the past six years in enabling member banks to increase their loans
and investments by $11,000,000,000 on the basis of $756,000,000
added to their reserve balances. This expansion during the past six
years at the rate of about $15 of credit to $1 of reserves has reduced
the average required reserves of member banks from 7.9 to 7.4 per cent
of total deposits subject to reserve requirements. It is impossible
to determine to what extent the growth of time deposits represents
funds placed at the disposal of the banks by savings depositors,
who use this channel of investment, and to what extent it is the
consequence of an increase in the practice on the part of business
men and corporations of carrying deposits, not immediately required
for current operations, as time deposits rather than as demand de-
posits. Whatever the origin of the time deposits, however, the fact
that the total of demand and time deposits has increased during the
year indicates that member banks have had an increased volume of
funds available for use in extending credit for long or short periods
to the different enterprises of the country. Furthermore, the fact
that time deposits have increased more rapidly during recent years
than the investments of member banks indicates that a considerable
proportion of funds representing time deposits has been used in the
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granting of loans and particularly of loans on securities. The follow-
ing table shows for all member banks the growth of net demand and
time deposits for the six years ending December, 1927:

ALL MEMBER BANKS

[In millions of dollars]

End of December

1922
1923
1924
1925
1926
1927

Total for 6 years

Amount

Net demand
deposits

16,187
16,356
18,446
19, 238
18,902
20, 083

Time
deposits

7,645
8,651
9,805

10,653
11,440
12,765

Increase or decrease (—)

Net demand
deposits

1,754
169

2,090
792

-336
1,181

5,650

Time
deposits

1,194
1,006
1,154

848
787

1,325

6,314

BANKS IN FINANCIAL CENTERS AND ELSEWHERE

The foregoing analysis of the growth of bank credit during the
past year indicates that this growth has reflected largely a demand
for investment funds and for funds to be employed in the securities
market. The character of the demand was such that some concen-
tration in the financial centers, New York and Chicago, was to be
expected. This concentration is apparent in the following table
showing changes for 1927 in the loans, investments, and deposits of
reporting member banks in leading cities:

REPORTING MEMBER BANKS—PRINCIPAL CHANGES FROM DECEMBER, 1926, TO

DECEMBER, 1927

Increase or decrease (—), in
millions of dollars

New
York
City

Chicago
Other

leading
cities

Percentage increase or de-
crease (—)

New
York
City

Chicago
Other

leading
cities

Loans and investments

Loans on securities
All other loans
Investments

Net demand deposits...
Time deposits

Due to banks

816

587
66

163

476
132

204

117

91
- 3 9

65

60
55

740

222
- 6 3
583

298
464

12.9

29.0
2.6
9.4

9.4
14.6

18.9

6.3

12.8
-5 .4
15.6

4.8
9.4

6.0

6.2

7.5
— 1.1
17.0

4.4
10.6

i 10. 5

1 Figures for reporting member banks in 10 Federal reserve bank cities.

Loans and investments of New York City banks increased by 12.9
per cent during the year, of Chicago banks by 6.3 per cent, arid of
banks in other leading cities b}r 6.2 per cent. Concentration is
more clearly in evidence in the figures for security loans, which in-
creased by 29 per cent in New York City, by 12.8 per cent in Chicago,
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and by 7.5 per cent in other leading cities. On the other hand,
investments of banks in New York City increased by 9.4 per cent,
of banks in Chicago by 15.6 per cent, and of banks in other leading
cities by 17 per cent. Balances carried by banks in the financial
centers for out-of-town correspondents showed considerable growth
for the year, as is brought out by the table. These figures indicate
that member banks having surplus funds have used a part of them
in the purchase of investments and have transferred a part to New
York, Chicago, or other financial centers to be there either directly or
indirectly used in making loans on securities. In these respects the
year 1927 has been different from the two preceding years and similar
to 1924, which also was a year of easy money, showing a large growth
of bankers' balances at New York banks, of security loans, and of
member bank investments.

FEDERAL RESERVE POLICY IN 1927

Changes in the position of the reserve banks during 1927 can best
be discussed together with international gold movements, since
these have materially affected the credit situation throughout the
year. During the first four months of 1927 there were large in-
creases in the stock of monetary gold arising from gold imports,
which in January were larger than in any month for about three
years. This inflow of gold, together with the usual seasonal return
flow of currency, enabled member banks to liquidate their indebted-
ness at the reserve banks, with the result that the volume of reserve
bank credit outstanding declined rapidly during January to the
lowest level in about two years. Credit liquidation was reflected at
this time also in a decline in member bank loans, both collateral
and other. Thus the first month of the year was characterized by
unusually rapid liquidation at the reserve banks, resulting from the
coincidence of a large inflow of gold from abroad with the usual
turn-of-the-year return flow of currency from circulation. Open-
market money rates declined in January. In February and March
business throughout the country was active, and gold continued to
flow in from abroad, but in much smaller volume than in January,
and there was some seasonal increase in the demand for currency.
The total volume of reserve bank credit, however, continued with
little fluctuation near the $1,000,000,000 level, and money rates re-
mained relatively constant. No changes in discount rates were made
during this period and no open-market operations were undertaken.

The somewhat uncertain situation which prevailed in business
during the spring became in June a more clearly defined recession.
At the same time the direction of gold movements began to change.
The monetary gold stock of the country, which reached its high
point for all time in May, declined continuously after that month.
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Net changes in gold stock between May and September, however,
were relatively small, though large gold operations were consum-
mated during the period. A slight decline of the gold stock in May
was a net result of a withdrawal of $95,000,000 of gold to be ear-
marked for foreign account, offset by an importation of about
$30,000,000 of gold, and a purchase by the reserve banks of $60,-
000,000 of gold abroad. Both the earmarking and the imports
during May were largely consequent upon banking developments in
France. In this month the Bank of France paid off a war debt to
the Bank of England and thereby regained control of about $90,-
000,000 of gold which had been pledged as a partial security for the
loan. The gold thus released was offered in the market and $30,-
000,000 of it was exported to the United States on private account,
while $60,000,000 was purchased by the Federal reserve banks and
temporarily held in London. Later in the month the Bank of
France decided to convert a part of its rapidly growing foreign
exchange holdings into gold, and for this purpose purchased large
amounts of gold in New York to be earmarked for its account.
The resulting withdrawals of gold from the market were offset by
the reserve banks through the purchase of securities. In June and
July the Federal reserve banks sold the gold held abroad and at
first held the proceeds abroad, but later disposed of these foreign
balances to American purchasers.

During the period from June to September, while changes in gold
stock were small, the reserve banks purchased about $80,000,000 of
Government securities in furtherance of a policy of easing the credit
situation. This policy was adopted by the system in consideration
of the recession in business in the United States, of the relatively
heavy indebtedness of member banks, and of the tendency toward
firmer conditions in the money market. During this period it also
became evident that there was a serious credit stringency in European
countries generally, and it was felt that easy money in this country
would help foreign countries to meet their autumn demand for credit
and exchange without unduly depressing their exchanges or increasing
the cost of credit to trade and industry. Easier credit conditions
abroad would also facilitate the financing of our exports and would
thus be of benefit to American producers. By purchasing securities
at that time the Federal reserve banks were in fact successful in easing
the condition of the money market and in exerting a favorable influence
on the international financial situation. The purchase of securities
in the open market during the summer months was accompanied by
reduction of the discount rate at all of the Federal reserve banks
from 4 to 33^ per cent. The changes in discount rates at the different
reserve banks became effective on the following dates: Kansas City,
July 29; St. Louis, August 4; Boston and New York, August 6;
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Cleveland, August 6; Dallas, August 12; Atlanta, August 13; Rich-
mond, August 16; Chicago, September 7; Philadelphia, September
8; San Francisco, September 10; and Minneapolis, September 13.

The decline of money rates to the low level which prevailed in this
country beginning with August increased the differential between
rates in this country and abroad, and led to a considerable outflow
of funds from the United States, with a consequent rapid advance
of sterling and other exchanges in the New York market.

REVERSAL OF GOLD MOVEMENT

The low level of money rates and the high level of the exchanges,
in combination with other conditions, induced large exports of gold
from the United States to South America. Argentina had resumed
gold payments in August, and Brazil was carrying out a program of
currency reform. Both of these countries had floated large loans in
the United States and were in a position to increase their gold
holdings by converting a part of their dollar balances into gold at
the prevailing favorable rates. Thus one of the consequences of easy
money in the United States was that a part of the demand for gold
from South America was met by withdrawals from New York rather
than from other financial centers. While the exports of gold in the
latter part of the year were principally to Argentina and Brazil,
Canada also obtained the usual seasonal volume of gold in November
and December, and there were smaller exports to Poland, Nether-
lands, France, England, and Belgium.

In addition to the exports of gold in the autumn months there
were also gold withdrawals for earmarking, bringing the decrease
between September 1 and January 1 in the country's total monetary
stock of gold to $209,000,000.

At first the reserve banks pursued the policy of offsetting the
effects of these decreases on the money market through purchases of
securities, but after the beginning of November such purchases were
both absolutely and relatively in much smaller volume. The larger
part of the gold withdrawal toward the end of the year, therefore,
exerted its usual influence upon credit conditions in this country,
contributing to an increase of member bank indebtedness at the
reserve banks and to a somewhat firmer situation in the money
market. The system's policy in not offsetting the gold exports in
the last months of the year was formulated in consideration largely
of the fact that in the absence of demand for additional credit from
trade and industry there was a continued rapid growth, in the volume
of member bank credit used in investments and in loans on securities.
There was a corresponding growth in member bank deposit liabilities,
and notwithstanding the drain on member bank reserves through
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gold exports, reserve balances of member banks with the reserve
banks increased in the autumn and early winter.

For the year 1927 as a whole, reserve bank credit showed an increase
of about $130,000,000, as measured by the average volume of bills
and securities held by the reserve banks in December, 1926 and 1927.
This increase in reserve bank credit was partially offset by a decrease
of about $70,000,000 in the country's monetary gold stock, so that
the reserve funds released through discounts and purchases by the
reserve banks exceeded the loss of gold, which absorbs reserve funds,
by about $60,000,000. Reserve funds were released also through the
reduction of about $35,000,000 in deposits held by the reserve banks
for the Treasury and for nonmember bank depositors. Finally, a
reduction in the volume of currency in circulation, which reflected
the somewhat less active condition of trade and industry, resulted in
an equivalent increase in reserve funds at the disposal of member
banks. These additions to the reserve funds of member banks
were absorbed in the member banks' reserve balances, which increased
by $180,000,000 during the year. This increase in member bank
reserve balances, wThich constituted the basis of credit extension by
member banks during the year, arose in part from an increase in the
bills and securities held by the reserve banks in excess of withdrawals
of gold and in larger part from other sources, particularly the decrease
in the country's demand for hand-to-hand currency.1

To summarize, reserve bank policy in the early part of the year,
when gold imports were exerting an influence toward easier money,
was to refrain from taking an active position toward the market; in
the spring and summer, in the absence of considerable net gold
movements, the system's policy was expressed in easing the money
market through the purchase of securities and the reduction of dis-
count rates; in the early autumn, when an outward movement of
gold began, the system offset in part the effect of gold withdrawals
through purchases in the open market; and finally, in the closing
months of the year, the system's policy, in view of the rapid expansion
of member bank credit, was to permit the continued outflow of
gold to exert its customary tightening influence on credit conditions.

GOLD MOVEMENTS: 1914-1927

The gold flow into and out of the country, which was thus a major
factor in the credit situation in 1927, has exerted an important
influence on banking conditions in the United States since the begin-
ning of the Federal reserve system. Between June 30, 1914, and
December 31, 1927, the stock of monetary gold in the United States
increased from $1,891,000,000 to $4,376,000,000, an increase of

1 A more detailed statement of the factors affecting the demand for and supply of reserve bank funds
during 1927 appears on p. 17 of this report.
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$2,485,000,000, of which $2,071,000,000 represented reported net
imports less amounts earmarked for foreign account, and $414,000,000
additions to gold stock from other sources, chiefly excess of domestic
production over consumption by industry and the arts.

From the point of view of gold movements, which are reflected in
the chart showing the stock of monetary gold in the United States
from 1914 to 1927, the history of the Federal reserve system may be
divided into five periods. (1) Between June, 1914, and April, 1917,
when the United States joined the Allies in the war, there was a net
import movement of gold amounting to $1,080,000,000. This gold
came to the United States because European belligerents were in
need of war supplies from America and sent gold to pay for them and
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to support the exchanges. In the United States this gold became the
basis for a considerable expansion of bank credit and gave rise to a
condition of ease in the money market at a time when industrial
activity was rapidly increasing to meet war demands. The Federal
reserve banks at that time had just begun to function, and the inflow
of gold from abroad, together with funds released through the reduc-
tion of reserve requirements, supplied commercial banks with ample
reserves and kept the reserve banks out of touch with the market.
(2) Between April, 1917, and June, 1919, gold movements in and
out of the country were relatively small. During the greater part of
the time an embargo on exportation of gold was in effect. In this
period the gold of the country was mobilized by being concentrated
at the Federal reserve banks, where it became the basis for a large
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14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

growth of bank credit used primarily to finance the war. (3) Be-
tween June, 1919, and September, 1920, there was an export of gold
aggregating more than $380,000,000 to countries that had accumu-
lated balances in the United States during the embargo and withdrew
them when the embargo was lifted. (4) Between September, 1920,
and December, 1924, gold flowed continuously into the United States,
the net import movement for the period aggregating $1,660,000,000.
This inflow of gold was due largely to the fact that Europe needed
supplies of food and raw materials from this country for purposes of
reconstruction and was obliged to export gold in order to balance its
accounts. During this period Europe was off the gold standard;
its currencies were not redeemable, and gold in effect ceased to be
the basis of credit and currency. (5) Since December, 1924, gold
movements have been on a much smaller scale. During this period
of slightly over three years as a whole the United Sfeates has lost
about $125,000,000 of gold. Gold movements during this period
were in large measure in response to central bank policies.

Toward the end of 1924 and in the early part of 1925 $ large amount
of gold was exported to Germany out of the proceeds of an inter-
national loan floated in accordance with provisions of the Dawes
plan for the restoration of German monetary stability. In 1926,
also, gold movements were largely in response to credit policies,
imports coming chiefly from Australia, Chile, Mexico, and Japan,
and exports going largely to Germany, leaving out of account large
seasonal gold movements to and from Canada. In 1927 with-
drawals from our gold stock were made chiefly by France, Argentina,
and Brazil; gold was exported also to Poland and Belgium and
toward the end of the year to England and Netherlands. These
exports occurred very largely either in connection with programs of
monetary reform or as a consequence of central bank credit policies.

THE RESERVE BANKS AND THE GOLD STANDARD

During the greater part of the Federal reserve banks' existence
gold movements have been abnormally large, owing to conditions
arising out of the war and the subsequent monetary disorganization
in Europe. As a result of these movements the United States at the
present time holds about one-half of the world's total stock of mone-
tary gold. The inflow of gold to this country has been reflected in
the accumulation at the reserve banks, which hold a large part of
the country's gold supply, of nearly $1,500,000,000 of gold in excess
of legal reserve requirements. This amount can be increased further,
at the discretion of the reserve banks, without in any way affecting
the credit situation, by the exchange of Federal reserve notes for gold
certificates in circulation.
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The effect on the member banks of the gold flowing in from abroad
was to enable them first to reduce their indebtedness at the reserve
banks and later to enlarge their own operations without resorting to
the reserve banks for additional accommodation. In these circum-
stances it was difficult for the reserve banks to maintain a continuous
operating contact with the market—gold imports to the United
States, which were caused in large part by the suspension of the
gold standard in Europe, had the effect of making it more difficult
for the reserve banks to make their credit policies effective. For this
reason it has been a matter of great importance to the Federal
reserve system to restore those influences upon international gold
movements under which traditional central bank policies have been
developed and tested by experience. Important among these
influences are the relative levels of money rates in the different
money markets and the exchange values of the currencies. The
effectiveness of these factors in determining the flow of gold between
countries depends primarily upon the existence of a fixed relationship
between the value of currencies and gold. The year 1927 has
witnessed important progress in reestablishing such relationship.

PROGRESS OF THE GOLD STANDARD DURING 1927

At the opening of the year the obligation of the National Bank of
Denmark to redeem its notes upon demand in gold bars at the old
parity of 26.8 cents per krone became once more effective. This
step was the culmination of an almost uninterrupted advance of
the krone on the exchanges following the currency stabilization law
of December, 1924. On April 1 the Government of India announced
the legal convertibility of the rupee at 1 shilling 6 pence, thereby
establishing formally a rate which had been maintained for nearly
two preceding years. On March 4 the Government of Ecuador
established a new sucre, with a gold content equivalent to 20 cents;
it did not, however, remove the restrictions on the free importation
and exportation of gold until August 11, and not until then did the
sucre settle down to complete stability on the exchanges. Later in
the month, on August 27, Argentina returned to the gold standard,
reimposing upon the conversion office the obligation to redeem paper
pesos at the legal rate of 44 centavos in gold for 1 paper peso, thus
reestablishing the old par of 96.48 cents; the exchange value of the
peso was already above this point.

In the final quarter of the year two notable developments occurred,
in which the Federal reserve banks cooperated with the central
banks of Europe. On October 13 the Government of Poland an-
nounced the legal stabilization of its currency at 5,924.44 zlotys per
kilogram of pure gold, or approximately at 11.22 cents per zloty.
The actual exchange value of the zloty had been close to this level
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16 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

for more than a year. Nevertheless, additional steps were taken to
insure the success of the new program. A stabilization loan of
$72,000,000 was floated simultaneously in the principal money mar-
kets of the world; an American financial adviser to the Polish Gov-
ernment and the Bank of Poland was appointed; and an inter-
national credit to the Bank of Poland was arranged with the banks
of issue of 14 countries. Under the terms of this arrangement the
Federal Reserve Bank of New York in association with the other
Federal reserve banks agreed, if desired, to purchase from the Bank
of Poland up to a total of $5,250,000 of prime commercial bills.

On December 22 the Italian Government reestablished the lira on
a gold basis. A decree issued on that date made it compulsory for
the Bank of Italy to redeem its notes on demand in gold coin or for-
eign currencies on a gold basis at the rate of 3.67 lire in paper for 1
lira in gold. The new lira has a fine gold content of 0.0791911 gram,
approximately equivalent to 5.26 cents. In connection with this
return to the gold basis the Bank of Italy arranged for a $50,000,000
credit from a group of private banks headed by J. P. Morgan & Co.,
and for a $75,000,000 credit with the banks of issue of 17 countries.
In this case, the Federal Reserve Bank of New York in association
with the other Federal reserve banks agreed, if desired, to purchase
from the Bank of Italy up to a total of $15,000,000 of prime com-
mercial bills.

The agreements with the Bank of Italy and the Bank of Poland
were similar to an earlier agreement with the National Bank of
Belgium. The Belgian agreement, as well as the somewhat different
arrangement made with the Bank of England at the time when Great
Britain returned to the gold standard, expired during 1927. Under
none of these agreements has any actual draft been made on Federal
reserve bank funds by the foreign central banks.

In addition to the countries returning to a gold basis in 1927,
the Government of Estonia announced in December that on January
1, 1928, a new currency unit, the kroon, would be introduced and
would be maintained at a value of approximately 26.8 cents through
the purchase and sale of foreign gold currencies by the Estonian
Bank.

The influence of the Federal reserve system during the year, in so
far as this has been consistent with the requirements of the domestic
situation, has been exerted toward conditions favorable to the
maintenance and further progress of the gold standard. The policy
of maintaining easy conditions in the money market, which was
pursued by the system throughout a large part of 1927, has encouraged
the flotation of foreign loans in the United States and facilitated the
exportation of gold to countries undertaking monetary reforms.
In adopting a policy of international cooperation in support of the
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 17

gold standard, the Federal reserve system has acted in recognition
of the responsibility resting upon this country, as the holder of
nearly one-half of the world's stock of monetary gold, and of the
importance of sound monetary conditions throughout the world
to the prosperity of industry and trade in the United States.

OPERATIONS OF THE FEDERAL RESERVE SYSTEM

In the preceding pages there has been presented a brief discussion
of business and banking developments in 1927 and of the policies
pursued by the Federal reserve system during the year. In the
following sections of this report there is given a more detailed ac-
count of the operations of the Federal reserve banks and branches
and of administrative matters with which the Federal Reserve
Board has dealt during 1927.

FEDERAL RESERVE BANK CREDIT IN 1927

Reserve bank credit outstanding as measured by total bills and
securities of the reserve banks was in smaller volume during the
first part of 1927 than in 1926, but increased rapidly in the closing

CURVES 1 AND 4-
3000

2500

2000

MILLIONS OF DOLLARS

Reserve Bank Credit
plus Gold Stock

1500

1000

1922 1923 1924- 1925 1926

CURVES 2,3 AND 5
6000

5500

5000

4500

4000

3500
1927

months to the highest level since December, 1921. The major
factors accounting for these changes are shown on the chart, which
illustrates the course of the principal elements affecting the volume
of reserve bank credit in use since 1922. On this chart are shown
the two main channels through which member banks make use of
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18 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

reserve bank credit—namely, withdrawals of currency to meet the
demand for money in circulation and the building up of reserve
balances which member banks are required by law to hold against
their deposits. The reserve funds required for these two uses are
supplied chiefly through additions to the country's stock of gold or
through increased use of reserve bank credit. These two factors of
supply of reserve funds are also shown on the chart, both separately
and combined.

The principal factor accounting for the lower level of reserve bank
credit during the first part of 1927 was the inward movement of gold
during that period, which increased the gold stock of the country.
During the latter part of the year, when there were withdrawals
from the gold stock and increased demands for currency and reserve
balances, the volume of reserve bank credit in use increased rapidly.
Money rates were easy during the greater part of the year, member
banks expanded their credit rapidly, and there was a corresponding
increase in their reserve balances at the reserve banks. In the early
part of the year these balances were obtained through gold imports,
but later, when the gold stock of the country was decreasing, they
were obtained through increased use of reserve bank credit. The
increase in reserve bank credit during the latter part of the year
to meet the seasonal increase in the demand for currency was smaller
in volume than in any year since 1921.

In addition to the major factors accounting for changes in reserve
bank credit, there are various minor factors which also affect the
demand for funds as they are felt at the reserve banks. An estimate
of the relative importance of changes in all factors affecting reserve
bank credit between December, 1926, and December, 1927, is given
in the following table:

FACTORS IN SUPPLY AND D E M A N D FOR R E S E R V E BANK C R E D I T , D E C E M B E R ,
1 9 2 6 - D E C E M B E R , 1927

[Monthly averages of daily figures. In millions of dollars]

Sources of funds

Gold stock l «.
Treasury credit i_
Reserve bank credit
Reserve bank float

Total

December

1926

4,484
1,785
1,381

67

7,717

1927

4,416
1,805
1,513

54

7,788

Change

- 6 8
+20

+132
- 1 3

+71

Uses of funds

Currency in circulation *.
Member bank reserve

balances „_
U. S. Government, for-

eign bank, and other
deposits at reserve
banks

Unexpended capital and
other items of reserve
banks *

Total

December

1926

5,132

2,218

72

295

7,717

1927

5,048

2,399

37

304

7,788

Change

- 8 4

+181

—35

+9
+71

1 Averages based on estimated daily figures. 2 Estimated.
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Sources of reserve funds for the year included an increase of
$132,000,000 in reserve bank credit outstanding; there was also a
decrease of $84,000,000 in currency in circulation, which released an
equivalent amount of reserve funds for other uses. In addition to
these two major sources of supply, the market gained $35,000,000 as
a result of a decrease in the balances held by the reserve banks for the
account of the United States Government and other depositors, and
$20,000,000 because of an increase in the net volume of money other
than Federal reserve notes and gold outside the Treasury. The latter
item measures additions to circulation on account of changes in the
issue of silver dollars, subsidiary silver, minor coin, and national
bank notes, as well as the effect of changes in cash balances held by
the Treasury. A net increase of about $20,000,000 occurred on ac-
count of these items during the year, which released currency to that
amount for use in circulation and thus added to the supply of reserve
funds available to the market.

Of the increase of $272,000,000 in the supply of funds, $68,000,000
was absorbed by the decrease in the gold stock of the country and
$181,000,000 by increased reserve balances to the credit of member
banks. In addition, $13,000,000 was absorbed by a decrease in the
float carried by the reserve banks and $9,000,000 by an increase
in the liquid capital account of the reserve banks. A full explanation
of the effect of these items on the money markets was published in
the Federal Reserve Bulletin for September, 1927.

A similar estimate of factors accounting for the increase in reserve
bank credit during the life of the system appears in the following
table:

FACTORS IN SUPPLY AND DEMAND FOR RESERVE BANK CREDIT DURING THE LIFE
OF THE FEDERAL RESERVE SYSTEM

[In millions of dollars]

Sources of funds

Gold stock
Treasury credit
Reserve bank credit _
Reserve bank float

Total

June
30,

1914

1,891
1,567

3,458

Decem-
ber,
1927,
aver-

age of
daily

figures

i 4,416
21,805

1,513
54

7,788

Change

+2,525
+238

+1, 513
+54

+4,330

Uses of funds

Money in circulation
with the public

Reserves and till money,
total

Reserves
Till money

U. S. Government and
other deposits at re-
serve banks

Unexpended capital and
other items of reserve
banks __ _.

Total

June
30,

1914

1,819

1,639
(31,639)

3,458

Decem-
ber,
1927,
aver-
age of
daily

figures

14,048

3,399
0 2,399)
(31,000)

37

304

7,788

Change

+2,229

+1,760

+37

+304

+4,330

1 Averages based on estimated daily figures.
* Estimated.

3 Money in banks, including till money.
4 Member bank reserve balances.
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The estimate for the life of the system must necessarily take
somewhat different form because of the changes in the banking
organization of the country introduced by the reserve system. In
1914 cash in the hands of all banks included reserves as well as till
money, while at the present time the legal reserves of member banks
are carried entirely as reserve balances at the reserve banks. To
meet this difficulty, currency in circulation for both dates has been
divided into that portion which was in the hands of the public and
that portion which served as till money and vault cash in the hands
of banks. The total amount of money in the hands of banks in
December, 1927, is estimated at $1,000,000,000.

On the basis of this estimate the total increase in the demand for
reserve funds during the period amounted to $4,330,000,000, of which
$2,229,000,000 consisted of an increased demand by the public for
hand-to-hand money and $1,760,000,000 of an increase in the require-
ments of banks for till money and reserves against their deposit
liabilities. In addition there was an increase of $37,000,000 on
account of deposits built up at the reserve banks by the United
States Government and other depositors, not including member
banks, and of $304,000,000 representing the difference between the
amounts paid into the reserve banks for capital, earnings, etc., and
the amount returned to the market for expenses, buildings, dividends,
franchise taxes, etc.

Of this total increase in demand for reserve funds, amounting to
$4,330,000,000, about 60 per cent, or $2,525,000,000, was supplied
by increases in our gold stock through net imports and an excess of
domestic production over domestic consumption of gold. Most of
the remainder was supplied through the use of the credit of the
reserve banks, the total volume of reserve bank credit outstanding
in December, 1927, amounting to $1,513,000,000 as measured by
their total bills and securities, to which should be added $54,000,000
on account of float. In addition there was an increase of $238,000,000
in the net total of currency outside the Treasury not otherwise
accounted for in this estimate, made up partly by increased issues
of subsidiary silver and minor coin to meet the demand for circulation
of this character and partly by smaller cash balances in the Treasury.

Many of the figures in the table are necessarily estimates, owing to
the fact that complete statistics for 1914 are not available. The com-
parison is made throughout between conditions on June 30, 1914,
the date for which the best pre-system figures are available, and the
daily averages for December, 1927.
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EARNINGS AND EXPENSES AND VOLUME OF WORK OF THE FEDERAL
RESERVE BANKS

Total earnings of the reserve banks in 1927 were $43,024,000,
compared with $47,600,000 in the preceding year. This reduction
in earnings was due largely to a decline of $84,771,000 in the daily
average of the banks' holdings of bills and securities and to the fact
that the average rate of earnings on these holdings was reduced from
3.76 per cent in 1926 to 3.6 per cent in 1927. The decline in the
average rate of return on earning assets reflected both the lower
discount rates prevailing during the latter part of the year and the
larger proportion of the earning assets represented by United States
Government securities having yields lower than the discount rate*
Holdings of discounted bills averaged $442,287,000 daily during 1927
as compared with $570,613,000 in 1926 and, owing to the lower aver-
age of discount rates, the average return on discounted bills was 3.83
per cent as compared with 3.95 per cent in 1926. The reduction in the
amount of member bank borrowings from the Federal reserve banks,
together with the lower rate of return, resulted in a decline in earn-
ings on discounted bills from $22,552,(jO0 in 1926 to $17,011,000 in
1927. Average daily holdings of bills bought in open market were
also less in 1927 than in 1926, while holdings of United States Gov-
ernment securities were about 20 per cent larger. The average rate
of return on both purchased bills and United States securities was
somewhat smaller than in 1926, as will be seen from the following
table, which shows figures for the past five years:

AVERAGE HOLDINGS OF B I L L S AND SECURITIES AND E A R N I N G S T H E R E O N

[Amounts in thousands of dollars]

Daily average holdings:
1923 _
1924
1925 . .
1926
1927 _ . . _

Average rate of earnings (per cent):
1923
1924
1925
1926 _ . . .
1927 _ .

Earnings:
1923 - -
1924
1925
1926
1927 , . - .

Bills and securities held by all Federal reserve banks

Total

1,150,570
950, 317

1,139,507
1,209,309
1,124, 538

4.33
3.83
3.51
3.76
3.60

49, 775
36,426
39,986
45,460
40,482

Bills dis-
counted

738,114
374,834
481, 515
570,613
442,287

4.46
4.25
3.67
3.95
3.83

32, 956
15,943
17,680
22, 552
17,011

Bills
bought in

open
market

226,548
172,428
287,329
281,386
263,093

4.14
3.31
3.17
3.55
3.49

9,371
5,710
9,104

10,003
9,207

United
States

Govern-
ment

securities

185,823
401,365
358,962
349,790
417,480

4.01
3.67
3.56
3.60
3.41

7,444
14,712
12, 783
12,589
14,206

All other
bills and
securities

85
1,690

11,701
7,520
1,678

4.50
3.61
3.59
4.21
3.88

4
61

419
316
58
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Total operating expenses of the Federal reserve banks, exclusive
of the cost of Federal reserve currency, aggregated $25,674,000 in
1927, as compared with $25,636,000 in 1926. Salary payments of
Federal reserve banks during 1927 were only $40,000 larger than
during 1926, notwithstanding the fact that there was a very sub-
stantial increase in the volume of work handled by the Federal
reserve banks. This increase in volume of work is reflected some-
what in the increased cost of postage from $1,780,000 in 1926 to
$1,833,000 in 1927. The cost of printing Federal reserve notes,
including shipping charges from the Treasury to the Federal reserve
banks and the cost of redeeming mutilated Federal reserve notes,
amounted to $1,845,000 in 1927, compared with $1,714,000 in 1926,
the number of Federal reserve notes printed in 1927 being 174,700,000
compared with 156,500,000 in 1926.

In considering the trend in operating costs at the Federal reserve
banks, it should be noted that while the average nu,mber of officers
and employees was 10,132 in 1927 and 10,186 in 1926, there was a
substantial growth in the volume of work handled by the principal
departments of the banks, especially in the cash and collection depart-
ments, the departments whefe 40 per cent of the total personnel is
employed. The volume of work handled during 1927 in the principal
departments as compared with the previous three years is shown in
the following table:

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS

NUMBER OF PIECES HANDLED

Bills discounted:
Applications 97,000 123,000
Notes discounted __. 371,000 506,000

Bills purchased in open market for
own account 254,000 232,000

Currency received and counted 2,202,438,000 2,099,605,000
Coin received and counted 2,691,184,000 2,590,057,000
Checks handled _ 862,275,000 822,907,000
Collection items handled:

United States Government cou-
pons paid 37,045,000! 39,678,000

Allother — 5,909,000 5,595,000
United States securities—issues,

redemptions, and exchanges by
fiscal agency department 7,201,000 4,691,000

Transfers of funds _ 1,830,000 1,710,000

AMOUNTS HANDLED

Bills discounted $31,934,607,000 $37,682,137,000
Bills purchased in open market for

own account 4,050,867,000 3,353,326,000
Currency received and counted I 13,013,094,000 12,584,960,000
Coin received and counted 791,049,000 609,359,000
Checks handled 278,399,627,000 272,945,160,000
Collection items handled:

United States Government cou-
pons paid 553,703,000 644,273,000

Allother. 6,710,317,000 6,219,361,000
United States securities—issues,

redemptions, and exchanges by
fiscal agency department . _ „ 10,803,043,000 4,971,442,000

Transfers of funds 136,383,899,000 120,909,439,000

1927 1926 1925

116,000
475,000

201,000
1,947,419,000
2,329, 014, 000

778,686,000

44,174.000
5,467,000

7,116,000
1,566,000

$32,562,620,000

2,961,170,000
11,556,980,000

467,732,000
258,611,276,000

680,921,000
6,116,958,000

5,578,995, 000
109,430,683,000

1924

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

$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
98,359,028,000
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The number of items handled in the cash and check departments
increased about 5 per cent in 1927 over 1926, while the amount of
checks handled in 1927 aggregated $278,400,000,000 and the amount
of currency and coin received and counted $13,800,000,000. In addi-
t on to these operations, the Federal reserve banks discounted $31,900,-
000,000 of paper for member banks, purchased $4,100,000,000 of bills
in the open market, paid $550,000,000 of Government coupons,
collected $6,700,000,000 of noncash items for member banks, trans-
ferred $136,400,000,000 of funds for member banks, and handled new
issues, redemptions, and exchanges of United States securities for the
Treasury Department aggregating $10,800,000,000.

As a result principally of the decline in gross earnings, current
net earnings of the Federal reserve banks declined to $15,506,000, as
compared with $20,249,000 in 1926. With the approval of the Fed-
eral Reserve Board the banks charged their current net earnings
with $1,777,000 for depreciation on bank premises, with $800,000
for furniture and equipment purchased during the year, with $103,000
for reserves for probable losses on paper of failed banks, with $140,000
for reserves for undetermined liabilities, and with $100,000 for
reserves for self-insurance. After making these charges and other
minor adjustments there was a balance of $13,048,249 available for
dividends, surplus, and franchise tax. Of this total, $7,754,539 was
paid to member banks as a 6 per cent dividend on their paid-in
subscription to the capital stock of the Federal reserve banks,
$5,044,119 was transferred to surplus accounts in accordance with sec-
tion 7 of the Federal reserve act, and $249,591 was paid to the United
States Government as a franchise tax. Section 7 of the Federal
reserve act provides that all net earnings of the Federal reserve
banks shall be transferred to their surplus accounts until such ac-
counts amount to 100 per cent of subscribed capital, and that there-
after 10 per cent of net earnings shall be paid into surplus account
and 90 per cent to the Government as a franchise tax. At the end
of 1927 the Federal Reserve Banks of Minneapolis and Kansas City
were the only ones which had a surplus in excess of subscribed capital
and the only ones to pay a franchise tax to the Government, the
amount of franchise tax paid by the Minneapolis bank being $103,816
and by the Kansas City bank $145,775. All net earnings of the 10
other reserve banks, remaining after the payment of dividends, were
transferred to their surplus accounts. The total subscribed capital
of the Federal reserve banks on January 1, 1928, amounted to
$264,962,000 and their surplus accounts to $233,319,000.

Gross and net earnings of each bank during the year, dividends
paid to member banks, amounts transferred to surplus account,
and amounts paid to the Government as a franchise tax, are shown
in the following table.
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24 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS

DURING 1927

Federal reserve bank
Gross

earnings

Net earn-
ings avail-

able for
dividends,

surplus, and
franchise

tax

Dividends
paid

Transferred
to surplus
account

Franchise
tax paid
United
States

Boston
New York
Philadelphia..
Cleveland

Richmond
Atlanta
Chicago
St. Louis

Minneapolis..
Kansas City-
Dallas
San Francisco

Total...

$2,975,357
10,647,759
3,363,626
4,197,836

2,086,303
2,067,839
6,167,352
2,228,079

1,390,031
2,304,938
1,741,922
3,853,442

$837,612
3,720,601
1,176,469
1,108,190

497, 711
669,904

1,927,645
775,681

296,077
414,726
568,209

1,055,424

$550,446
2,327,355

781,540
832,583

372,230
305,817

1,029,990
317, 727

180,726
252,753
256,310
547,062

$287,166
1,393,246

394,929
275,607

125,481
364,087
897,655
457,954

11,535
16,198

311,899
508,362

43,024,484 13,048,249 7, 754,539 5,044,119

$103,816
145, 775

249,591

B R A N C H E S AND A G E N C I E S O F F E D E R A L R E S E R V E B A N K S

During 1927 the Federal Reserve Board authorized the establish-
ment of two additional branches, one of the Federal Reserve Bank
of Dallas at San Antonio, Tex., and the other of the Federal Reserve
Bank of Richmond at Charlotte, N. C. The branch at San Antonio
was opened on July 5, 1927, with a territory comprising 55 counties
in Texas, 19 of which had previously been served by the Houston
branch, 3 by the El Paso branch, and 33 by the head office. The
Charlotte branch was opened for business on December 1, 1927,
with a territory comprising 34 counties in North Carolina and 21
in South Carolina, all of which territory had previously been served
by the head office. The establishment of the new branches was
authorized by the board after the enactment of the amendment to
the Federal reserve act, incorporated in the McFadden Bank Act
of February 25, 1927, which gave the board authority to require
the Federal reserve banks to discontinue any branch established
under section 3 of the act.

The Federal reserve agency maintained by the Federal Reserve
Bank of Boston at Habana, Cuba, was discontinued on December
31, 1926, and beginning with January 1, 1927, the functions there-
tofore performed by the Boston agency were taken over by the agency
maintained in Habana by the Atlanta Federal Reserve Bank. The
operations of the Atlanta agency now comprise the paying out in
Cuba of currency for transfers sold by the Atlanta bank, the receipt
of currency in Cuba for transfers on the United States sold by the
Cuban agency, and exchanges of fit for unfit currency.

All of the branches of the Federal reserve banks which were in
operation at the end of 1926 continued to function throughout 1927.
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The volume of work handled by the branches and agencies in their
principal operating departments has continued to increase, as may
be seen from the following comparison for 1925, 1926, and 1927:

VOLUME OF OPERATIONS OF FEDERAL RESERVE BANK BRANCHES AND AGENCIES

1927 1926 1925

Checks handled:
Number of items 253,322,000
Amount _ _ $64,724,395,000

Currency received and counted:
Number of pieces 497,795,000
Amount $2,801,165,000

Coin received and counted:
Number of pieces 441,072,000
Amount _ _ _.| $63,450,000

240,818,000
$64,716,681,000

492,936,000
$2,893, 286,000

416,936,000
$66, 361,000

230, 685,000
$60,989,227,000

451,132,000
$2,621,983,000

393,994,000
$63,619,000

Current expenses in 1927 of the 25 branches and 2 agencies in
operation at the end of the year were $5,387,000, as compared with
$5,243,000 in 1926 for the 23 branches and 3 agencies then in operation.

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

Buildings for the use of the Birmingham and Salt Lake City
branches, construction of which was begun in 1926, were completed
early in 1927. The Birmingham branch moved into its new building
on January 24 and the branch at Salt Lake City on February 11.
At the beginning of the year contracts had been let for a building
to house the Detroit branch and plans were in preparation for a
building for the Baltimore branch. The Detroit building has been
completed and was occupied by the Detroit branch on December 19,
and it is expected that the Baltimore building will be completed some
time during the latter part of 1928. A lot adjoining the building
occupied by the Richmond Federal Reserve Bank was purchased
during the year, on which it is proposed to erect an addition to the
present building at some future time. A site was also purchased
during the year in San Antonio, Tex., on which to construct a building
for the use of the branch in that city.

CHANGES IN MEMBERSHIP

During 1927 there was a decline of 226 in the number of member
banks in operation in the Federal reserve system, as indicated by
the number of banks submitting the required reports of condition at
the beginning and end of the year. The number of State bank
members of the system, which was 1,275 on December 31, 1927,
showed a decrease of 79 for the year, and the number of member
national banks, 7,759, showed a decrease of 147. That the decline
in total membership, from 9,260 at the end of 1926 to 9,034 at the

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

1927



26 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

end of 1927, was the result chiefly of mergers and suspensions rather
than of withdrawals from the system is shown in the following table:

CHANGES IN MEMBERSHIP DURING 1927

Number
of banks

Active member banks, Jan. 1,1927

Banks joining the system
Banks withdrawing from the system

Net accessions to membership..
Decrease in membership through mergers between member banks, suspensions, and voluntary

liquidations

Net decrease for the year

Active member banks, Dec. 31,1927

9,260

154
i 101

53

279

* Includes 55 withdrawals, which were incidental to the absorption of member banks by existing non-
member banks.

During the year 154 banks joined the system and 101 banks with-
drew, so that there was a net voluntary accession of 53 banks to the
membership of the system. Of the banks that joined, 83 were newly
organized national banks (including 1 bank organized to succeed a
member bank that had previously suspended) and 61 were State
banks entering the system, 32 becoming national banks and 29 being
admitted as State institutions. Ten banks which had previously
suspended resumed operations. Of the member banks that with-
drew from the system, 24 were State banks that withdrew after
advance notice to the Federal Reserve Board, 2 were dropped from
membership in the system at the expiration of their State charters,
20 were banks succeeded by nonmember banks organized for the
purpose, and 55 were absorbed by existing nonmember banks.

The excess of banks joining the system over banks withdrawing
was offset by losses incidental to mergers and suspensions. Mergers
between member banks accounted for the loss of 146 banks (as
against 107 in 1926), and suspensions for the loss of 124 (as against
160 in 1926). In addition there were 9 instances in which the exist-
ence of banks was terminated by voluntary liquidation.

In the following table changes in membership are summarized, by
class of member bank, for the year ending December 31, 1927:
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CHANGES IN THE NUMBER OF NATIONAL AND STATE BANK MEMBERS
DURING 1927

Procedure effecting change
Number of member banks

Total National State

Active member banks, Jan. 1,1927
Additions to membership:

Organization of national bank
Conversion of nonmember bank to national-
Admission of State bank
Resumption following suspension
Conversion within the system
All other

9,260 7,906 1,354

29
2
3

Total additions
Losses to membership:

Merger between member banks—
Intraclass
Interclass

Voluntary liquidation (terminal)
Suspension and insolvency
Absorption of member bank by nonmember bank.
Conversion of member bank to nonmember bank..
Withdrawal of State bank
Conversion within the system

Total losses

154 131 34

110
36
9

124
55
20
26

0)

14
17
1

33
6
8

»26
8

380 278 113
Net change-
Active member banks, Dec. 31, 1927.

-226
9,034

-147
7,759

- 7 9
1,275

i Interclass conversions, e. g., of State member into National bank, are without effect on total
membership.

* National bank organized to succeed a national bank that had previously suspended.
* Includes 2 banks which were dropped from membership in the system at the expiration of their State

charters.

BANK SUSPENSIONS

The year 1927 showed considerable improvement over 1926 in the
number of bank suspensions. There were, in all, 662 banks, with
deposits of $194,000,000, that suspended in 1927 according to informa-
tion obtained by the Federal Reserve Board through the reserve
banks. These totals compare with 956 suspensions in 1926 involving
deposits of $272,000,000, and represent declines of 294 in the number
of suspensions and of about $78,000,000 in the volume of deposits.

During 1927, 95 banks which had previously suspended resumed
operations, as against 147 in 1926. Of the reopened banks, which
had deposits of about $36,000,000 at the time of suspension, 11 with
deposits of about $8,000,000 were members of the Federal reserve
system, and 84 with deposits of $27,000,000 were nonmembers.

The following table shows the number of suspended banka and the
volume of their deposits, by class of bank, for the past seven years:

BANK SUSPENSIONS: 1921-1927

Year

1921
1922
1923
1924
1925
1926
1927

Number of suspensions

Total

502
354
650
777
612
959
662

Member
banks

70
57

124
159
146
160
124

Non-
member

banks

432
297
526
618
466
796
538

Deposits (in millions of
dollars)

Total

198
111
189
213
173
272
194

Member
banks

43
24
51
74
67
69
66

Non-
member

banks

156
86

138
139
106
204
128
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Decline in the frequency of bank failures during 1927 reflected in
part the previous elimination through failure of a large number of
weak institutions and in part improvement of economic conditions.
In certain of the important agricultural areas, and particularly in
some of the Western, Northwestern, and Southern States, increased
production and higher prices resulted in increased agricultural income
and a consequent liquidation of indebtedness at the banks. It was,
furthermore, in the regions that had a large number of banks in rela-
tion to population that earlier failures had chiefly occurred, and the
remaining banks, which were stronger and better managed, also had
the advantage of proportionately larger number of depositors.

The following table shows, by Federal reserve districts, the number
of banks that suspended during 1926 and 1927:

NUMBER OP BANK SUSPENSIONS, BY FEDERAL RESERVE DISTRICTS, DURING
1926 AND 1927

Federal reserve district

All districts

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

Total

1927

662

1
2

29
43
63

124
82

142
100
44
32

1926

956

4
9

61
162
182
77

283
112
50
16

Member banks

1927

124

12
8
6

34
7

21
12
9

15

1926

160

1
2
4

12
52
12
41
14
14
8

Nonmember
banks

1927

538

1
2

17
35
57
90
75

121
88
35
17

1926

796

3
7

57
150
130
65

242
98
36

8

This table shows that the principal declines in bank failures were
in the Minneapolis, Atlanta, and Chicago Federal reserve districts,
and that there were decreases also in several other districts.

As was the case the preceding year, more than two-thirds of the
bank suspensions during 1927 were in 12 States, for the most part
West Central States and certain of the Southern States. These
States also accounted for about two-thirds of the decrease in the
number of suspensions in 1927. The number of suspensions and the
amounts of deposits involved are shown in the accompanying table
for the 12 selected States:

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

1927



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 2 9

BANK SUSPENSIONS IN SELECTED STATES, 1926 AND 1927

State

Iowa
Minnesota
Missouri _ - _ _ _ - - _ . _
Texas
Nor th Dako ta
Kansas
Florida _
Illinois
Oklahoma _
South Dakota
Nebraska
Indiana -
Allother

Total

Number of suspensions

1927

70
65
48
38
37
36
31
29
28
27
25
25

203

662

1926

135
92
58
38
59
46
43
20
21

115
18
7

304

956

Increase
or de-

crease (—)
in 1927

- 6 5
- 2 7
- 1 0

- 2 2
- 1 0
—12

9
7

—88
7

18
-101

-294

Deposits (in millions of
dollars)

1927

20.6
13.8
5.9
7.1
5.5
5.4

28.4
11.4
5.9
4.7
8.4

11.2
65.7

193.9

1926

49.4
25.0
14.9
7.7
8.9
8.1

41.7
6.4
2.9

29.5
3.3
1.3

73.3

272.5

Increase
or de-

crease (—)
in 1927

-28.8
-11.2
—9.0
-0 .6
-3 .4
- 2 . 7

-13.3
5.0
3.0

—24.8
5.1
9.9

-7 .6

-78.6

That in 1927, as in earlier years, suspensions were most numerous
among small banks in relatively small centers is brought out in the
following table:

BANK SUSPENSIONS IN 1927, CLASSIFIED ACCORDING TO CAPITAL STOCK AND
ACCORDING TO POPULATION OF PLACE IN WHICH LOCATED

Banks with capital of—

Less than $25,000
$25,000. -
$25,000 to $49,999
$50,000 to $99,999
$100,000 to 199,999 _.
$200,000 to $600,000
Not available

Total

Number
sus-

pended

247
165
60

122
47
13
8

662

Per cent of
all sus-

pensions

37.3
24.9
9.1

18.4
7.1
2.0
1.2

100.0

Banks located in places with
population of—

Less than 500
500 to 999
1,000 to 1,499
1,500 to 2,499
2,500 and over . .

Total .

Number
sus-

pended

266
142
61
65

128

662

Per cent
of all sus-
pensions

40.2
21.5
9.2
9.8

19.3

100.0

BANK MERGERS

Increase for 1927 over other years may be noted in the number of
consolidations and absorptions involving member banks, and in the
volume of resources affected by merger procedures, the increase in so
far as member banks were concerned being in part attributable to
legislation amending the Federal banking laws.

For several years past the number of banks in the country as a
whole has fallen off as a net result of eliminations through failures,
voluntary liquidations, and mergers, in excess of new incorporations,
particularly in those sections of the country where the number of
banks established has been in excess of the number that could be
profitably maintained, and also in communities where the competitive
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advantages of institutions of large resources have induced consoli-
dations among large banks and absorptions of small institutions by
larger, to provide more efficiently for the expanding requirements of
business. Total resources of banks have increased from year to year,
and, as a combined effect of elimination of weaker banks, growth in
volume of banking resources, and merger procedures, the average
size of the banking unit, measured in value of resources administered
under single corporate control, has tended to increase.

For the six years ended June 30, 1927, the decrease in the number
of banks amounted to 3,754, and the increase in resources nearly to
$18,500,000,000, the average resources per bank increasing in round
numbers from $1,600,000 in 1921 to $2,500,000 in 1927. The decrease
in number of banks during these six years was nearly equal to the
increase recorded for the preceding seven years, 1914-1921, so that
the total number of banks on June 30, 1927, was approximately the
same as on June 30, 1914, the numbers being respectively 26,714 and
26,994. Total resources of banks and average value of resources per
bank have increased each year since 1914, with the exception of 1921,
the decrease for that year being from the exceptionally high level of
1920. The increase in average value of resources from year to year
during the six years, 1914-1920, from approximately $1,000,000 to
$1,750,000, occurred in a period when the general price level was
advancing even more rapidly, and in terms of buying power these
average values would show no increase for the six years. During the
period since 1921 the value of the dollar has been more stable and the
increase in average size of the banking unit in that period represented
a genuine increase in resources.

No complete account of consolidations and absorptions consum-
mated under Federal and State banking codes since establishment
of the Federal reserve system can be compiled from available records.
As shown in the table giving number of mergers involving changes
in the capital resources of member banks in the years from 1915 to
1927, the number did not in any year prior to 1921 exceed 80, and
averaged about 57 per year for the six years, 1915-1920. In each
of the seven years following the number reported was in excess of
100, rising to 154 for 1926 and to 259 for 1927. The increase last
year over the preceding year is in part to be accounted for as an effect
of the act of February 25, 1927, amending the Federal banking laws,
with reference particularly to the charter powers of national banks
and the authority for direct consolidations of State banks and trust
companies with national banks. It may be noted further that the
record for the earlier months of 1927 is largely affected by mergers
consummated in these months by branch banking systems in
California.
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NUMBER OF MERGERS AFFECTING MEMBER BANKS, BY CLASS OF BANK, BY

YEARS, 1915-1927

Year

1915
1916 .
1917

1918
1919 . .
1920

1921
1922
1$23

1924 .
1925
1926

1927

Number of mergers

Total

55
56
35

36
80
77

104
125
120

124
120
154

259

Of national bank

With
national

bank

35
36
20

16
36
29

38
48
41

44
41
68

9 6

With State bank

Member

1

4
14
12

28
39
23

22
13
20

19

Non-
member

20
20
14

14
20
22

19
18
35

30
28
40

49

Of State member bank

With
national

bank

1
5
2

7
7
5

8
6
7

17

With State bank

Member

1
3
9

10
12
16

9
11
12

14

Non-
member

2
3

2
1

5
14
4

6

Of nonmember
bank

With
national

bank

2

35

With
State

member
bank

6
7

11

23

The amending act of February 25 authorizes direct consolidations
of State banks and trust companies with national banks located in
the same county, city, town, or village. This section amends the
act of November 7, 1918, authorizing the consolidation of two or
more national banks, and the procedure set up in the act of February
25 for consolidation of State with national banks is in general similar
to that prescribed in the earlier act. Prior to 1927 consolidations of
State with national banks had not been permitted, but had been
effected by an indirect process involving as a first step conversion
of the State bank into a national association. Under the amendment
of last February the procedure was simplified and made less expensive
and time-consuming, since the preliminary conversion is no longer
required.

CHAIN BANKING

During the past few years the expanding operations of financial
companies specializing in the purchase of bank stock have presented
special problems to Federal and State officials charged with the
responsibilities of bank supervision. Such companies have been
organized in increasing numbers to operate extensively in the field
of banking, not simply as investment agencies but specifically in
individual instances to acquire control of corporately independent
banking institutions, through stock ownership, and to exercise this
centralized control in effecting bank mergers; in extending identical
or virtually single corporate control over companies operated as
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subsidiaries in special fields of banking; in building up branch systems
in States which permit branch banking; and in building up in these
and in other States—but particularly in States which do not permit
branch banking—chain systems, embracing in individual instances
banking institutions operating under national and State charters in
several States. Since such companies are not directly engaged in
the business of banking as defined in Federal or State statutes, they
have not been subject to supervision or regular examination by
banking authorities. In some respects the control exercised through
stock ownership over a group of banks operated as a system is similar
to that exercised by a parent bank over its branch offices. This
character of the financial company brings it clearly within the field
of banking activities, and banking officials have been urged to subject
developments of this character to careful scrutiny.

BRANCH BANKING

During the past year the Federal Reserve Board has amended its
regulations with respect to branch banking to conform to the pro-
visions of the act of February 25. Since this act specifically defined
and limited the branch banking powers of member banks, and pre-
scribed the terms of admission of State banks operating branches,
certain regulations of the board with reference to the establishment
and retention of branches were superseded by statutory provisions.
The revisions made by the Federal Reserve Board in its regulations
relating to branch banks are discussed elsewhere in this report.

Data covering branch banking developments under Federal and
State banking codes have been compiled by the Federal Reserve
Board for June 30, 1927, and for several earlier dates, including a
special compilation for February 25, 1927, the date of the act amend-
ing the Federal banking laws. In the period immediately preceding
this date the number of banks operating branches fell off from 794
at the beginning of the year to 777 on February 25, and the number
of branch offices increased in the same period from 2,782 to 2,902.
These changes resulted principally from mergers among banks oper-
ating branches, and from absorptions into branch systems of inde-
pendent banks continued in operation as branches after merger.
For the four months between February 25 and June 30 a slight increase
from 777 to 788 is shown in the number of banks operating branches.
The number of such banks on June 30, 1927, was approximately the
same as a year and a half earlier, but the number of branches at
2,989 was 347 larger than in December, 1925.

During the first half of 1927 the total number of banks in the
country decreased by 596 and the number of branches increased by
207, giving a net decrease of 389 in the number of bank o ffices serving
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the public. The increase in branch offices in this period as in earlier
periods, however, was largely concentrated in a few States, while the
decrease in number of banks was much more widely distributed.
More than one-half, 112 out of 207, of the increase in the number
of branches during these six months was in one State, California, in
which the number of banks decreased by 82, giving a net increase of
30 in the number of bank offices. Nearly two-thirds, 385 out of 596,
of the decrease in the number of banks in the country during these
six months was in States outside the branch banking territory, made
up of the States which have prohibited the establishment of branches
or in which no branches are in operation. In the branch banking
territory as a whole, consisting of States which permit establishment
of branches either freely or under restrictions and in which branches
are in operation, the increase in the number of branches during the
first half of 1927 was nearly equal to the decrease in the total number
of banks. So that there was in this area as a whole no material
decrease in the number of bank offices, although outside the branch
banking area as defined above, the decrease in the number of bank
offices was very considerable.

As may be seen in the accompanying summary table, a considerable
portion of the net increase shown for national-bank branches during
the first half of 1927 was attributable to conversions of State institu-
tions operating branches into national associations, although some
additional extension of branch banking activities under national
charters is also in evidence. The extension of branch banking activi-
ties under national charters by conversion and merger procedures has
been facilitated by provisions in the McFadden Act. Totals for the
country as a whole are, however, very largely affected by those for the
State of California. The increase from December to June of 316 in
the number of national-bank branches, for example, includes an
increase of 258 branches of California banks. In the same period
the number of State-bank branches in California decreased by 146,
largely as a result of conversions, while the number of branches
reported by State banks outside California showed a small net increase
of 37. In 14 of the 28 States in which banks were operating branches,
there was no change in the total number of branches during the half
year ended June 30, and for the other States generally, with the excep-
tion of California, the changes recorded were relatively small, the
more considerable increases being those shown for New York (34),
New Jersey (17), Pennsylvania (10), Michigan (10), and Ohio (9).

Some features of branch banking developments during the past
three years are summarized in the accompanying table.
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SUMMARY OF BRANCH BANKING DEVELOPMENTS: JUNE 30, 1924 TO JUNE 30,

1927

Number of banks, total

Number operating branches, total
National
State member
Nonmember

Number operating branches:
Only in the home city
Only outside the home city
In and outside the home city

Number operating—
1 branch
2 branches __
3-5 branches
6-10 branches . _
Over 10 branches

Number located in cities of—
100,000 or more population
50,000 to 100,000 population
25,000 to 50,000 population
Less than 25,000 population

Number of branches, total
Of national banks . _. - _
Of State member banks
Of nonmember banks -

Number of branches located—
In home city _ . _.
Outside the home city

June 30,
1927

26,781

788
152
186
450

481
262
45

442
136
126
33
51

375
69
55

289

2,989
721

1,301
967

2,011
978

Feb. 25,
1927

i 26,973

777
144
189
444

471
262
44

443
128
124
35
47

2,902
389

1,562
951

1,923
979

Dec. 31,
1926

27,377

794
145
194
455

476
271
47

453
129
124
38
50

374
69
54

297

2,782
405

1,367
1,010

1,933
849

Dec. 31,
1925

28,257

785
132
196
457

466
264

55

446
135
117
39
48

2,642
332

1,277
1,033

1,810
832

June 30,
1924

28,996

714
108
191
415

391
283
40

2,293
248

1,137
908

1,508
785

i March, 1927.

A majority, 442 of the 788 banks operating branches on June 30,
were operating only one branch, 136 were operating two branches,
and 210 three or more branches. Several relatively large systems
have, however, been built up in California—including one system
operating, on June 30, 284 branches—and in certain large cities in
other States—including one system of 64 and one of 42 branches in
New York City; one of 52 branches in Cleveland; one of 47, one of 46,
and two of 30 branches in Detroit; and one of 32 branches in Buffalo.
The development of home city branch systems in the larger urban
communities, which has been in evidence for some years past, con-
tinued during 1927. Of the 2,989 branches reported on June 30,
1,507 were located in 13 large cities of the country, the number
reported for New York City being 433, for Detroit 293, for Los
Angeles 192, and for 10 other cities combined 589.

BANKS ON PAR LIST

At the end of 1927 there were 26,191 incorporated banks other than
mutual savings banks in the United States. Of this number 22,281,
or 85.1 per cent, were on the Federal reserve par list, which comprises
all member banks and such nonmember banks as have agreed to
pay, without deduction of exchange charges, such checks drawn upon
them as are presented or forwarded for payment by the Federal
reserve banks. During the year the number of nonmember banks
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on the par list declined by 664, owing in part to suspensions and con-
solidations. Of the 3,910 banks not on the par list at the end of
1927, 2,217 were located in the Southern and 1,355 in the West
North Central States. As will be seen from the following table, all
of the banks in Boston, New York, and Philadelphia districts and all
but 10 in the Cleveland district were on the Federal reserve par list.

NUMBER OF BANKS ON PAR LIST AND NOT ON PAR LIST AT THE END OP 1927

AND 1926

Federal reserve district

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

Total

Member banks

1927

413
937
111
835
564
464

1,290
594
735
968
799
658

9,034

1926

416
913
769
856
583
475

1,335
609
764
992
827
721

9,260

Nonmember banks

On par list

1927

248
411
501

1,027
657
312

3,695
1,891

761
2,369

667
708

13,247

1926

246
411
509

1,071
686
333

3,705
1,996

923
2,537

711
783

13, 911

Not on par list *

1927

10
587

1,016
190
452

1,137
256
204
58

3,910

1926

8
625

1,057
228
428

1,093
212
197
65

3,913

1 Incorporated banks other than mutual savings banks.

TRUST ACTIVITIES OF NATIONAL BANKS

The Federal Reserve Board in 1927 approved 215 original and
74 supplementary applications by national banks for permission to
exercise fiduciary powers under the provisions of section 11 (k) of the
Federal reserve act, the largest number since 1919.

Since the first fiduciary permit was issued by the board on February
25, 1915, there has been a continuous growth in the number of appli-
cations made for permission to engage in the exercise of trust powers,
and at the end of 1927 there were 2,264 national banks, or 29 per
cent of the total, that had authority to administer trusts. These
banks had a combined capital of $914,619,000, representing 60 per
cent of the total capital of all national banks in operation.

National banks numbering 1,382, with a combined capital of
$697,240,000, had established active trust departments on December
31, 1927, and, from the most recent reports on file for 1927, were
administering 39,174 individual trusts, with assets of $2,079,858,237.
Of these banks 544 were also handling 6,409 corporate trusts and
acting as trustees for bond and note issues aggregating $6,354,713,735.

This represents an increase of 278, or 25 per cent, in the number of
national banks administering trusts over June, 1926; an increase of
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19,530, or 75 per cent, in the total number of trusts being admin-
istered; and an increase in individual trust assets of $1,157,529,560,
or 125 per cent, over the same period. The amount of bond and note
issues for which national banks were acting as trustees showed an
increase of $3,891,160,419, or 158 per cent, over 1926.

The earnings from trust department operations have kept pace
with the steady growth of this activity, and amounted to $10,811,000
for the fiscal year ended June 30, 1927, against $8,255,000 for 1926,
$5,951,000 for 1925, and $5,059,000 for 1924.

While nearly a third of all national banks now hold permits to exer-
cise fiduciary powers, 882 of the number having such authority, with
a combined capital of $217,379,000 on December 31, 1927, had not
started to administer trusts, but during the year 428 made provision
through the adoption by their respective boards of directors of res-
olutions providing for the organization and operation of a trust depart-
ment and placed themselves in a position to administer trusts.

National banks during 1927 showed continued interest in the
privilege afforded them to include the words " trust company" in
their titles. At the beginning of the year 101 were operating with the
words " trust company " in their names, and since that time 72 banks
having authority to exercise trust powers obtained permission from the
Comptroller of the Currency to amend their titles to include the words
"trust company." The banks to which the board has issued new
fiduciary certificates under the amended titles will be found, among the
others having authority to exercise trust powers, on pages 351 to 372.

The following statement shows in some detail the activities of the
1,382 national banks that were administering trusts in 1927:

1,136 banks were acting as trustees.
748 banks were acting as executors.
737 banks were acting as administrators.
169 banks were acting as registrars of stocks and bonds.
800 banks were acting as guardians of estates.
40 banks were acting as assignees.
68 banks were acting as receivers.

105 banks were acting as committees of estates of lunatics.
357 banks were acting in other capacities not mentioned above.

A consolidated balance sheet of the trust departments of national
banks in 1927 is given below:

CONSOLIDATED BALANCE SHEET OF THE TRUST DEPARTMENTS IN NATIONAL
BANKS HAVING AUTHORITY TO EXERCISE FIDUCIARY POWERS IN 1927

ASSETS

Investments $1,867,376,036
Deposits in savings banks 5,463,819
Deposits in other banks.. 7,150,872
Deposits in own banks. 118,563,823
Advances to trusts 2,183,156
Other assets 79,120,531

Total 2, 079,858, 237

LIABILITIES

Private trust accounts $1,346,874,423
Private trust accounts income 16,898,477
Court trusts (executor, etc.) 512,236,027
Court trusts (executor, etc.), income. 10,562,598
Profits due banks 605,620
Other liabilities 192,681,092

Total 2,079,858, 237
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Corresponding information, by Federal reserve districts, is given
in the following table:

FIDUCIARY ACTIVITIES OF NATIONAL BANKS, BY FEDERAL RESERVE DISTRICTS*
FOR THE YEAR 1927

Federal
reserve
district

Boston
New York
Philadelphia.
Cleveland
Richmond
Atlanta _
Chicago
St. Louis
Minneapolis..
Kansas City. -
Dallas
SanFrancisco.

Total...

Num-
ber

author-
ized
to

exer-
cise

trust
powers

Dec.
31,
1927

209
331
261
161
180
133
359
146
103
178
87

116

2,264

Num-
ber

exer-
cising

powers
Dec.
31,
1927

127
235
197
123
107
70

206
79
34
88
40
76

1,382

Num-
ber

of in-
divid-

ual
trusts
being

ad-
min-

istered

3,022
5,796
6,213
4,513
2,248
1,741
5,340
1,726

719
2,481

375
5,000

39,174

Assets of
trusts

$187,036,385
346,025,416
77,610,687

136,824,657
84, 554, 517
82, 304,004

452,481,959
33,174,769
19, 563, 373

151,036, 577
33,697,654

475, 548,239

2,079,858, 237

Num-
ber
of

banks
han-
dling
cor-

porate
trusts

30
91
74
61
45
35
74
19
8

46
12
49

544

Num-
ber
of

cor-
porate
trusts
being
ad-

min-
istered

339
1,223

265
642
208
699

1,178
261
40

528
62

964

6,409

Collateral
trust bonds
outstanding
where banks

act as
trustees

$32,845,300
1, 334,903,467

1,765,800
12,375,050
20,962,100
31,086,115

300, 570,899
17,166,036
2,367, 320

30,689,281
16,955,150
40,999, 543

1,842,686,061

Other bonds
and notes

outstanding
where banks

act as
trustees

$324,639, 207
3,021,899,688

30,411,600
80,305,202
28,444,625
88,032,884

584,414,483
21,174,964
6,145,915

64,356,042
9, 368,232

252,834,832

4, 512,027,674

Trust
depart-
ment

earnings
reported
for fiscal

year
June 30,

1927

$1,092,000
4,606,000

494,000
705,000
487,000
402,000
690,000
243,000
106,000
488,000
130,000

1,368,000

10,811,000

NEW EDITION OF BOARD'S REGULATIONS

Under date of December 22, 1927, the board promulgated a new
edition of all its regulations applicable to member banks and made
them effective January 3, 1928.

Since the issuance of the previous edition of the board's regulations
under date of August 15, 1924, the Federal reserve act had been
amended by the McFadden Act of Feburary 25, 1927, and it had
become necessary to amend certain of the board's regulations to
conform to the amendments contained in that act. The board also
made a number of other amendments to its regulations which expe-
rience had proven to be necessary or desirable.

The more important changes made in the regulations will be
discussed briefly.

Regulation A—Discounts under section 13 and 13 (a).—In promul
gating the 1924 edition of its regulations, the board had inserted in
Section IV of Regulation A a provision to the effect that whenever
the borrower on notes offered for rediscount at a Federal reserve
bank has closely affiliated or subsidiary corporations or firms, the
financial statement filed by the borrower with the member bank shall
be accompanied by separate financial statements of such affiliated or
subsidiary corporations or firms, unless the statement of the borrower
clearly indicates that such note is both eligible from a legal stand-
point and acceptable from a credit standpoint. This provision was
found to be somewhat burdensome, especially in the case of borrowers
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who borrow from many different banks, and in some cases it was
almost impossible to obtain strict compliance with the regulation.
The board, therefore, amended this provision of the regulation so as
not to require the separate financial statements of the affiliated or
subsidiary corporations or firms to be filed with the member bank
offering such paper for rediscount if such statements were filed with
the Federal reserve bank. Such borrowers, therefore, who file separate
financial statements of their affiliated or subsidiary corporations or
firms with the Federal reserve banks will not be required to file such
statements with the member banks from which they borrow unless
the member banks desire it. The financial statement of the bor-
rower himself, however, must be filed with the member banks.

There was also inserted in the regulation the substance of rulings
previously made by the board with reference to the rediscount by
Federal reserve banks of paper acquired by the offering member
banks from nonmember banks.

Regulation D—Reserves oj member hanks.—The board adopted a
number of amendments to Regulation D, which deals with member
bank reserve balances.

The most important changes made in Regulation D were in Sec-
tion IV, which prescribes penalties for deficiencies in reserves. This
section was amended so as to require member banks in cities where
Federal reserve banks and branches thereof are located and in such
other reserve cities as the board may designate from time to time
to be computed on the basis of average daily net deposit balances
covering semiweekly periods instead of weekly periods as heretofore.
This will make it necessary for such member banks to adjust their
reserve balances twice a week instead of once a week as heretofore,
and will eliminate, or at least diminish, the wide fluctuations which
heretofore have occurred in the reserve balances of some of the
member banks of this class.

There was also inserted in Section IV of the regulations a provision
to the effect that whenever it shall appear that a bank is not paying
due regard to the maintenance of its reserves the Federal reserve
agent will address a letter to each director of such bank calling
attention to the situation and advising him of the requirements of
the law and the board's regulations regarding the maintenance of
reserves and the personal liability of directors permitting violations
of the law. It is believed that laxity in compliance with the reserve
requirements is often due to indifference on the part of bank officers,
and that if this matter is called to the attention of the directors
such practices will be corrected.

A provision was also inserted in the regulation requiring the
Federal reserve agent to report to the Federal Reserve Board every
member bank which has deficiencies in reserves for each reserve
computation period during six consecutive months, with a recom-Digitized for FRASER 
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mendation as to what corrective action the Federal Reserve Board
should take. In the case of national banks the extreme penalty
would be a suit by the Comptroller of the Currency to forfeit the
charter of the delinquent national bank and in the case of State
member banks it would be a proceeding by the Federal Reserve
Board to require the delinquent bank to forfeit all rights and privileges
of membership in the Federal reserve system. Other less drastic
remedies may be adopted, however, if there are extenuating
circumstances.

Regulation F—Trust powers oj national banks.—Regulation F was
amended so as to regulate more completely the exercise of trust
powers by national banks. Provisions were inserted explaining the
procedure for obtaining a permit from the Federal Reserve Board
to act in fiduciary capacities pursuant to the provisions of section
11 (k) of the Federal reserve act where a new national bank is being
organized or a State bank or trust company is being converted into
a national bank; explaining the legal situation where two or more
national banks, any one of which is exercising trust powers, are
consolidated pursuant to the provisions of the act of November 7,
1918; stating the principles with regard to the proper compensation
for acting in fiduciary capacities; and providing a procedure for
winding up the affairs of the trust departments of national banks
which are placed in voluntary liquidation or in the hands of receivers.
The provisions of this regulation regarding funds received or held
in the trust department of a national bank awaiting investment or
distribution were amplified and made more specific.

There was also inserted in this regulation a new section stating the
legal situation where a State trust company or State bank exercising
trust powers is consolidated with a national bank under the terms of
section 3 of the act of November 7, 1918, as amended by section 1 of
the McFadden Act of February 25, 1927. This section authorizes
any bank, trust company, savings bank, or other banking institution
incorporated under the laws of any State or of the District of Columbia
to be consolidated directly with a national bank located in the same
county, city, town, or village under the charter of such national
bank. It also provides in part that when such consolidation is
effected—

* * * all the rights, franchises, and interests of such State or district bank
so consolidated with a national banking association in and to every species of
property, real, personal, and mixed, and choses in action thereto belonging, shall
be deemed to be transferred to and vested in such national banking association into
which it is consolidated without any deed or other transfer, and the said consoli-
dated national banking association shall hold and enjoy the same and all rights
of property, franchises, and interests including the right of succession as trustee,

110390—28 4
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executory or in any other fiduciary capacity in the same manner and to the same
extent as was held and enjoyed by such State or district bank so consolidated with such
national banking association,

* * * * * * *
The words "State bank," "State banks," "bank," or "banks," as used in

this section, shall be held to include trust companies, savings banks, or other
such corporations or institutions carrying on the banking business under the
authority of State laws.

A number of questions have been raised as to the exact legal effect
of a consolidation under the provisions of this section, and it was
important for an official administrative interpretation of this pro-
vision to be published for the guidance of national banks, State banks,
trust companies, and savings banks contemplating consolidation
under the terms of this section.

A decision of the Supreme Judicial Court of Massachusetts in the
case of Commonwealth Atlantic National Bank (144 N. E. 443) had
raised doubts as to the right of a national bank to be appointed as
executor under a will naming as executor a trust company which had
been converted into a national bank and later consolidated with the
petitioner under the provisions of the act of November 7, 1918; and
the words italicized in the above quotation were inserted in the
McFadden Act for the purpose of eliminating any such doubts as to
the right of a national bank with which a State bank or trust company
had been consolidated under the provisions thereof to act as trustee,
executor, or in any other fiduciary capacity under wills or other
documents executed prior to the consolidation and naming the trust
company to act in such capacities. The board has endeavored to
interpret this provision in such a manner as to carry out the purpose
of Congress. A more complete discussion of this question is con-
tained in a letter written by the Comptroller of the Currency under
date of March 22, 1927, which is published on pages 267 to 271.

Regulation G.—Regulation G, which formerly regulated the making
of loans by national banks on the security of farm land and other
real estate, was eliminated entirely from the board's regulations, in
view of the provisions of the act of February 25, 1927, conferring
regulatory powers upon the Comptroller of the Currency; and there
axe inserted in lieu of the provisions of Regulation G the regulations
promulgated by the board under date of December 9, 1926, covering
the rediscounting of notes secured by adjusted service certificates,
which was formerly designated as Regulation M, series of 1926.

Regulation H—Membership of State banks and trust companies.—
The principal changes in this regulation were made in order to con-
form the regulation to the amendments made to the existing law by
the McFadden Act of February 25, 1927.

Section 9 of the Federal reserve act makes the amount of capital
which a State bank must have in order to be eligible for membership
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in the Federal reserve system dependent upon the amount required
by the national bank act for the organization of a national bank in
the place where such bank is located; and Section I of Regulation H
contains a table showing the exact amount of capital which a State
bank must have in order to be eligible for membership. This table
was amended so as to conform to the provisions of section 5138 of the
United States Revised Statutes, as amended by section 4 of the
McFadden Act, which authorizes the organization of national banks
in outlying districts of cities having a population exceeding 50,000
inhabitants with a capital of only $100,000 instead of $200,000 as
previously required.

Section IV of this regulation, which relates to conditions of member-
ship prescribed by the board when it admits State banks and trust
companies to the Federal reserve system, was amended so as to
conform to the first paragraph of section 9 of the Federal reserve act,
as amended by section 9 of the McFadden Act.

Section V of this regulation, which relates to the establishment or
maintenance of branches by member banks, was amended very
materially in order to conform to the provisions of the Federal reserve
act as amended by the McFadden Act relative to branches of State
member banks. The provisions of the board's Regulation H, series of
1924, on this subject were eliminated entirely and there was inserted
in lieu thereof a quotation of the law and the following statement of
the board's interpretation of the law:

1. Any State member bank which, on February 25, 1927, had established and
was actually operating a branch or branches in conformity with the State law is
permitted to retain and operate the same while remaining a member of the
Federal reserve system, regardless of the location of such branch or branches.

2. Any nonmember State bank, which, on February 25, 1927, had established
and was actually operating a branch or branches in conformity with State law
may, if otherwise eligible, become a member of the Federal reserve system and
retain and operate such branches, regardless of their location.

3. In order to remain a member of the Federal reserve system, every State
member bank must relinquish any branch or branches established after February
25, 1927, beyond the corporate limits of the city, town, or village in which the
parent bank is situated.

4. Any State member bank which establishes any branch or branches after
February 25, 1927, beyond the corporate limits of the city, town, or village in
which the parent bank is situated must either (a) relinquish such branch or
branches or (b) forfeit all rights and privileges of membership and surrender its
stock in the Federal reserve bank.

5. No State bank which has established any branches subsequent to February
25, 1927, beyond the corporate limits of the city, town, or village in which the
parent bank is situated may become a member of the Federal reserve system
except upon relinquishment of every such branch.

6. State member banks may establish branches within the corporate limits of
the city, town, or village in which the parent bank is situated without obtaining
permission of the Federal Reserve Board.
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Regulation I—Increase or decrease of capital stock of Federal reserve
hanks and cancellation of old and issue of new stock certificates.—This
regulation was amended in a few minor particulars, and the provision
regarding the surrender of Federal reserve bank stock by a member
bank which is placed in voluntary liquidation was simplified.

Regulation K—Corporations authorized to do foreign banking busi-
ness under the terms of section 25 (a) of the Federal reserve act.—For
the first time since the enactment of the act of December 24, 1919,
popularly known as the Edge Act, which added to the Federal re-
serve act a new section designated as section 25 (a) authorizing the
organization of corporations to engage in the business of interna-
tional or foreign banking or other international foreign financial
operations, an issue of debentures was made during the year 1927
by a corporation organized pursuant to the provisions of this act.
When this issue was proposed the board reviewed the regulations on
this subject which it had promulgated in 1920 and decided that such
regulations should be materially amended. The board carefully
studied this question, therefore, and, under date of June 8, 1927,
issued a complete new regulation governing the organization and
operation of corporations under the provisions of the Edge Act.
This regulation was further amended in certain particulars on August
11 and October 31, 1927, and the entire regulation as thus amended
was included in the new edition of the board's regulations.

Other regulations.—No material changes were made in Regula-
tion B, governing open-market purchases of bills of exchange, trade
acceptances, and bankers' acceptances; Regulation C, governing
acceptance by member banks of drafts and bills of exchange; Regula-
tion J, governing check clearing and collection; or Regulation L,
governing interlocking bank directorates under section 8 of the
Clayton Antitrust Act.

The complete text of the new edition of the board's regulations is
published on pages 272 to 310.

AMENDMENTS TO THE FEDERAL RESERVE ACT

The Federal reserve act was amended in several important respects
by the act of February 25, 1927, popularly known as the McFadden
Act.

Discontinuance of Federal reserve bank branches.—Section 3 of the
Federal reserve act with regard to branch Federal reserve banks was
amended by the McFadden Act so as to authorize the Federal Re-
serve Board to require any Federal reserve bank at any time to dis-
continue any of its branches; thereupon the Federal reserve bank
must wind up the business of any such branch subject to regulations
of the Federal Reserve Board.

Indeterminate charters of Federal reserve banks.—Section 4 of the
Federal reserve act was amended so as to provide for indeterminateDigitized for FRASER 

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

1927



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 43

charters of Federal reserve banks. The legal effect of this amend-
ment is to prevent the charters of the Federal reserve banks from
expiring automatically at the end of a period of 20 years from the date
of their organization and to permit them to continue in business
until dissolved by an act of Congress or until their franchises are
forfeited for violation of law. It does not exempt the Federal reserve
banks from the control of Congress or impair the right of Congress
to amend or repeal the Federal reserve act at any time it desires to
do so. It does, however, remove the necessity of renewing their
charters every 20 years and gives the public an assurance of perma-
nence of the Federal reserve system.

Conditions of membership which may be imposed on State member
banks.—The first paragraph of section 9 of the Federal reserve act
was amended by the McFadden Act so as to require that the condi-
tions imposed by the Federal Reserve Board upon State banks
admitted to membership in the Federal reserve system shall be pur-
suant to the Federal reserve act.

Branches of State member banks.—The second paragraph of section
9 of the Federal reserve act was amended so as to provide that no
State bank may become a member of the Federal reserve system or
may remain a member of the Federal reserve system except upon
relinquishing any branch or branches established after February 25,
1927, beyond the limits of the city, town, or village in which the
parent bank is located. In other words, no nonmember State bank
may become a member of the Federal reserve system except upon
relinquishing any branch or branches established after February 25,
1927, beyond the limits of the city, town, or village in which the
parent bank is situated; and any State member bank which estab-
lishes a branch or branches beyond the limits of the city, town, or
village in which the parent bank is located after February 25, 1927,
must either relinquish such branch or branches or give up its mem-
bership in the Federal reserve system.

On the other hand, this section also provides that any State bank
which on February 25, 1927, had established and was operating a
branch or branches in conformity with the State law may retain and
operate such branch or branches while remaining or upon becoming
a member of the Federal reserve system. In other words, any non-
member State bank which, on February 25, 1927, had established
and was operating a branch or branches in conformity with the State
law and which becomes a member of the Federal reserve system is
entitled by law to retain such branch or branches, regardless of the
number or location thereof; and any State member bank which, on
February 25, 1927, had established and was operating a branch or
branches in conformity with the State law is lawfully entitled to
retain and operate such branches while remaining a member of the
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Federal reserve system, regardless of the location or number of such
branches.

The act prescribes no limitation upon the number of branches
which State member banks may establish or maintain within the
limits of the city, town, or village in which the parent bank is located,
nor does it require any specified population of the cities, towns, and
villages in which State member banks may establish or maintain
branches.

Limitation on total liabilities oj national banks,—That part of sec-
tion 13 of the Federal reserve act which amends section 5202 of the
Revised Statutes as to the total liabilities of national banks, was in
effect amended by the McFadden Act so as to provide that liabilities
incurred under the provisions of section 202 of Title II of the farm
loan act as amended by the agricultural credits act of 1923 shall be
exempt from the limitations on the total indebtedness of a national
bank. National banks may thus rediscount with or sell to Federal
intermediate credit banks without limit the classes of agricultural or
livestock paper covered in the section referred to. This amendment
was contained in the agricultural credits act of 1923 but was made
inoperative through an error, and this section of the McFadden Act
was merely intended to correct this mistake.

Thefts by national bank examiners.—That part of section 22 of the
Federal reserve act which makes it a crime against Federal law for
bank examiners to accept loans or gratuities from banks examined
by them was amended so as to make it cover assistant examiners
as well, and also so as to make it a crime against Federal law for
any examiner or any assistant examiner to steal or unlawfully take
or conceal any property of value in the possession of any member
bank or from any safe-deposit box in or adjacent to the premises of
such bank.

Real estate loans by national banks.—Section 24 of the Federal
reserve act was amended so as to broaden materially the power of
national banks to make loans on the security of real estate and
farm lands.

Amendments to national bank act.—In addition to the amendments
to the Federal reserve act discussed above; the McFadden Act con-
tained many amendments to the national bank act of material im-
portance. One of the most important of these amendments wa&
the provision which regulates in detail the conditions upon which
national banks may establish or operate branches. Among the
other important changes made by the McFadden Act in the national
banking laws are those providing for direct consolidations of State
and national banks under national charter; the granting of indeter-
minate charters to national banks; the recognition by Congress of
the legality of buying and selling investment securities by national
banks, and also of the right of national banks to engage in a safe-Digitized for FRASER 
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deposit business; the authority for national banks in outlying
districts of large cities to be organized with a capital of $100,000 or
less where State banks may do this; the declaration of stock divi-
dends by national banks; a complete revision of the statute regard-
ing limitations on loans by national banks to single borrowers; per-
mission for the capital stock of national banks to be divided into
shares of less than $100 each; as well as sundry other provisions.

The complete text of the McFadden Act is published on pages 258
to 265.

ADMINISTRATION OF THE CLAYTON ACT

During the year 1927, 418 applications for permission to serve on
interlocking bank directorates were received and considered by the
board. The Comptroller of the Currency reported 31 alleged viola-
tions of section 8 of the Clayton Act; these the board investigated and
required the bank directors involved to comply with the law where
it was being violated.

CONSTITUTIONALITY OF SECTION 9 OF THE FEDERAL RESERVE ACT

In May, 1927, the Supreme Court of the United States rendered a
decision upholding the constitutionality of that provision of section 9
of the Federal reserve act which subjects State member banks and
their officers, agents, and employees to the provisions of and the
penalties prescribed by section 5209 of the Revised Statutes. In the
case before the court the defendant had been convicted under two
indictments, the first charging him with aiding and procuring the
branch manager of a State member bank to misapply the funds of the
bank and the second charging a conspiracy to misapply the funds.
Both were based upon the issuing of a fraudulent certificate of deposit
and the paying of the same from the funds of the bank. The Circuit
Court of Appeals certified to the Supreme Court of the United States
the question whether the provision of section 9 of the Federal reserve
act is constitutional in so far as it provides that "such banks and the
officers, agents, and employees thereof shall also be subject to the
provisions of and the penalties prescribed by section 5209 of the
Revised Statutes." It was contended among other things that the
statute was so broad that it covered offenses when they could not
result in any loss to the Federal reserve banks. On this point the
Supreme Court said that every fraud like the one involved in this case
weakens the member bank and therefore weakens the Federal reserve
system and that, moreover, when it is necessary in order to prevent
an evil to make the law embrace more than the precise thing to be pre-
vented, it may do so. Accordingly, the Supreme Court answered the
question certified by the Circuit Court of Appeals in the affirmative.
The full text of the opinion is published on page 311.
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LEGISLATION RECOMMENDED

The Federal Reserve Board has heretofore recommended the
enactment of S. 1989, a bill pending in the present Congress, and
desires to renew its recommendation that this bill be enacted into
law.

The third paragraph of section 13 of the Federal reserve act now
authorizes Federal reserve banks to rediscount or purchase bills of
exchange payable at sight or on demand which are drawn to finance
the domestic shipment of nonperishable, readily marketable, staple
agricultural products; and S. 1989 would amend this paragraph in
two respects: (1) It would make the provisions thereof applicable
to bills of exchange payable at sight or on demand covering not only
nonperishable, readily marketable, staple agricultural products but
also other nonperishable, readily marketable staples, whether agri-
cultural or not; and (2) it would make such sight and demand drafts
eligible for rediscount when drawn to finance the exportation as well
as the domestic shipment of nonperishable, readily marketable staples.
The board has had some difficulty in construing and applying the
term "agricultural products"; and, due to certain court decisions
defining similar terms, it has been constrained to rule that a number
of products, such as cottonseed oil, flour, bran, and canned food
products, are not "agricultural products" within the meaning of the
statute. The board feels that these commodities and other non-
perishable, readily marketable staples are equally as good security
for sight and demand drafts as are products which are technically
" agricultural products," and also that there is no good reason why
this privilege should not be extended to bills drawn to finance the
exportation as well as the domestic shipment of such products.
The enactment of S. 1989, therefore, would broaden the scope of
this particular rediscount facility of the Federal reserve banks in a
manner beneficial both to the member banks of the Federal reserve
system and to our domestic and foreign commerce in general.

The board is of the opinion that no major amendments to the
Federal reserve act are necessary or desirable, but desires to recom-
mend the following amendments concerning matters of detail which
have arisen in the administration of the Federal reserve system:

(1) An amendment to section 9 of the Federal reserve act to permit
State member banks of the Federal reserve system to have foreign
branches. This section, as amended by the McFadden Act approved
February 25, 1927, provides that no State bank may retain or acquire
stock in a Federal reserve bank except upon relinquishment of any
branch or branches established after February 25, 1927, beyond the
limits of the city, town, or village in which the parent bank is situated.
It is obvious that Congress intended to deal with domestic branches,
but the language of the act is so broad that it could be eonstrued to
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apply to foreign branches and to forbid any State bank to acquire or
retain stock in a Federal reserve bank if it has a foreign branch
established subsequent to February 25, 1927. The McFadden Act
expressly provides that the restrictions on the establishment of
branches by national banks shall not be construed to affect the
establishment by national banks of branches in foreign countries,
dependencies, or insular possessions of the United States; but no
express exception was made as to foreign branches of State member
banks of the Federal reserve system. There is no justification for
a discrimination against State member banks in this respect; and
the board is of the opinion that the law should be amended as soon
as possible so as to remove the possibility of it being construed so as
to result in such discrimination.

(2) An amendment to section 4 of the Federal reserve act to per-
mit an officer, director, or employee of a mutual savings bank to serve
as a class B director or class C director of a Federal reserve bank.
Section 4 of the Federal reserve act provides that no class B director
of a Federal reserve bank shall be an officer, director, or employee of
any bank and no class C director shall be an officer, director, em-
ployee, or stockholder of any bank; and the Attorney General has
ruled that mutual savings banks are "banks" within these pro-
visions of law and that, accordingly, an officer, director, or employee
of a mutual savings bank may not be a class B or class C director
of a Federal reserve bank. The Federal Reserve Board is in accord
with the principle that class B and class C directors should not be
connected with commercial banking institutions; but there is no
reason why this principle should apply to officers, directors, or
employees of mutual savings banks, which are essentially different
from ordinary commercial banking institutions and are not per-
mitted to be members of the Federal reserve system. A number of
cases have arisen in which persons eminently fitted to serve as direc-
tors of Federal reserve banks were ineligible to do so merely because
of their connections with mutual savings banks, and the board feels
that the law should be amended so as to exclude directors, officers,
and employees of mutual savings banks from this prohibition.

(3) An amendment permitting the cancellation of Federal reserve
bank stock held by member banks which have gone out of business
without a receiver or liquidating agent having been appointed there-
for. The present law authorizes the surrender and cancellation of
all of the stock held by a member bank only when such member
bank (1) goes into voluntary liquidation, (2) is placed in the hands
of a receiver, or (3) withdraws from the Federal reserve system
either voluntarily or involuntarily; and, in a number of cases,
Federal reserve banks have experienced great difficulty in securing
the surrender of Federal reserve bank stock held by member banks
which have ceased entirely to do business but which have not tech-Digitized for FRASER 
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nically gone into voluntary liquidation or into the hands of receivers.
Under such circumstances, Federal reserve banks have sometimes
been compelled to pay dividends in large amounts on stock held by
banks which have ceased to do business and ceased to maintain
reserve accounts with them. The board believes that this situation
should be remedied by an appropriate amendment to the law pro-
viding means whereby Federal reserve bank stock held by such
member banks may be canceled and the proceeds paid to them.

(4) An amendment making it discretionary with the Federal
Reserve Board to assess the costs of examining member banks against
the banks examined. The Federal Reserve Board has been handi-
capped in its efforts "to establish a more effective supervision of
banking" by the fact that the present law requires the expenses of
all examinations of member banks made by the Federal Reserve
Board or by the Federal reserve banks to be assessed against the
banks examined. The State banks object to bearing the expenses
of such examinations on the ground that it subjects them to the
expenses of double examinations; since they are also required, either
directly or indirectly, to bear the expenses of examinations made
by the State authorities. Examinations made by State authorities
frequently are inadequate for the board's purpose, since the State
authorities are not charged with the duty of enforcing the provisions
of the Federal reserve act and do not always consider it necessary
to broaden the scope of their examinations so as to disclose viola-
tions of the Federal reserve act. The fear of having to bear the
expenses of double examinations has been frequently given as one
of the reasons why more State banks do not join the Federal reserve
system. The board believes that an amendment granting it the
discretionary authority to waive charges for such examinations, when
deemed advisable, would be very beneficial.

(5) An amendment exempting Federal reserve banks from attach-
ment or garnishment proceedings before final judgment in any case
or proceeding. Under the provisions of section 5242 of the Revised
Statutes, national banks are exempted from attachment, injunction,
or execution before final judgment in any case or proceeding; and the
board feels that the law should be amended so as to give Federal
reserve banks the same protection in this respect. It is conceivable
that if large amounts of the funds or credits of the Federal reserve
banks should be tied up through attachment or garnishment pro-
ceedings the ability of the reserve banks to meet the credit needs of
the country might be seriously hampered.

(6) An amendment to the Judicial Code restoring to the United
States district courts jurisdiction of suits by and against Federal
reserve banks. Formerly, the Federal courts had jurisdiction of
such suits, because the Federal reserve banks were incorporated under
an act of Congress; but section 12 of the act of February 13, 1925,Digitized for FRASER 
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provides that no district court of the United States shall have jurisdic-
tion of any action or suit by or against any corporation upon the
ground that it was incorporated by or under an act of Congress,
except corporations in which the Government of the United States is the
owner of more than one-half of the capital stock. It is not believed
that Congress had the Federal reserve banks in mind when it enacted
this amendment, but the amendment deprives the United States
district courts of jurisdiction of all suits by or against Federal
reserve banks unless a question involving the interpretation of the
Constitution of the United States or some Federal statute is raised
by the original pleadings of the plaintiff. The Federal reserve banks
frequently have to rely upon the provisions of the Federal reserve
act or the regulations of the Federal Reserve Board in defending
suits brought against them; but this is not a ground of original
jurisdiction in the United States district courts. The Federal
reserve banks are thus forced to defend in the State courts suits
which turn upon essentially Federal questions. Not infrequently the
judges and juries in the State courts are unreasonably prejudiced
against or hostile to the Federal reserve banks, and it is sometimes
difficult for them to get fair trials in the State courts. Unlike national
banks, they can not remove suits brought against them by persons
located in other States to the United States district courts on the
ground of diversity of citizenship, because the Supreme Court has
held that a Federal corporation is not a citizen of any State, and
there is no provision in the Federal reserve act similar to that in the
national bank act providing that they shall be deemed citizens of
the States in which they are located. Section 12 of the act of
February 13, 1925, makes an exception in the case of corporations
in which the Government of the United States is the owner of more
than one-half of the capital stock; and it would seem that the same
exception should be extended to cover Federal reserve banks, since
they act as fiscal agents and substreasuries and perform many other
important functions for the Government. Moreover, the excess
earnings of the Federal reserve banks are payable to the United
States in the form of a franchise tax and, in the event of the liquidation
of the Federal reserve banks, all of their surplus, which amounts to
approximately twice their capital stock, would become the property
of the United States. For the protection of the Federal reserve
banks and for the protection of the interests of the Government in
them, it is believed that the law should be amended so as to restore
to the United States district courts jurisdiction over suits brought
by and against Federal reserve banks; and the board strongly
recommends the enactment of such an amendment. The Treasury
Department has expressed the opinion that such an amendment
should apply also to Federal land banks and joint-stock land banks.

(7) An amendment to section 13 of the Federal reserve act
increasing from 15 days to 90 days the maximum maturity of
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advances made by Federal reserve banks to member banks on
their promissory notes secured by paper eligible for rediscount by
Federal reserve banks. Such an amendment was suggested to the
board under date of October 31, 1925, by Hon. L. T. McFadden,
chairman of the Banking and Currency Committee of the House of
Representatives, and was favored by the board after consultation
with the Federal reserve agents and the governors of the Federal
reserve banks. It would save much trouble and expense to both
the member banks and the Federal reserve banks, since it would
eliminate the necessity of listing separately the various pieces of
eligible paper offered as collateral and would at the same time elimi-
nate the necessity of frequent renewals. It would be especially
helpful to country banks which are now deterred by the necessity of
frequent renewals from using this more convenient form of borrowing
from the Federal reserve banks.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Four meetings of the Federal Advisory Council were held in
Washington during 1927 on the following dates: February 18, May
20, September 16, and November 18.

CONFERENCES HELD BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, as usual, conferred with the Federal
Advisory Council on the occasion of its meetings during the year.

The governors of the Federal reserve banks met in Washington on
May 9-12, and the governors of the Federal reserve banks and Federal
reserve agents conferred, separately and jointly, on October 31 -
November 3. At both conferences special sessions were held at which
the board was in attendance.

During the year officials of many foreign central banks visited the
Federal Reserve Board and several Federal reserve banks to study
their organization and methods of operation.

ORGANIZATION, STAFF, AND EXPENDITURES

Hon. D. R. Crissinger, of Ohio, who had held the office of governor
of the Federal Reserve Board since May 1,1923, resigned on Septem-
ber 15, 1927. Gov. R. A. Young, of the Federal Reserve Bank of
Minneapolis, was appointed by the President to fill the vacancy on
the Federal Reserve Board caused by Governor Crissinger's resig-
nation, and on October 4 Mr. Young was designated as governor of
the board.

The total cost of conducting the work of the board during the
year 1927 was $744,233.36. To meet these expenses the board levied
two assessments against the Federal reserve banks aggregating
$779,116.28, 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.
R. A. YOUNG, Governor.
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WASHINGTON, February 25', 1929.
Nineteen hundred and twenty-eight, the year covered by this, the

Fifteenth Annual Report of the Federal Reserve Board, has been a
year of active business, of continued growth in the demand for
credit, and of a rising level of money rates. Industrial activity,
which had receded in the latter part of 1927, recovered and reached
new high levels in 1928. Agricultural production was large, and the
income of farmers was at about the same level as the year before.
The flow of commodities through the channels of trade to consumers
kept pace with production, and there was no accumulation of inven-
tories. Commodity prices, which had begun to advance in the sum-
mer of 1927, continued to rise through most of 1928, but receded in
the last quarter of the year, and in December were at the same level
as at the close of the preceding year.

Gold withdrawals on a large scale and continued growth of bank
credit resulted in an increased demand for reserve bank credit and,
owing to security sales by the reserve banks, in an even larger increase
of indebtedness of member banks. As a consequence, money rates
advanced to the highest level in seven years. Rate advances, how-
ever, were much sharper for loans on securities than for commercial
loans, and there was no evidence of unfavorable effects of higher
money rates on trade and industry.

During the year much progress was made in monetary and financial
reconstruction in foreign countries, and the reestablishment of the
international gold standard was practically completed.

MEMBER BANK CREDIT

Active industry and trade in 1928 was accompanied by a growth
in the demand for bank credit, both for financing security transactions
and for commercial purposes, and there was also a large growth in the
use of acceptances for financing the storage and marketing of crops
and other products. The banks7 investments showed little change
for the year, while their loans on securities increased rapidly. Changes

1
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for the year in the principal items of condition of member banks in
leading cities are set forth in the following table:

MEMBER BANKS IN LEADING CITIES

[Monthly averages of weekly figures—revised series. In millions of dollars]

Loans and investments.

Loans
On securities
Allother

Investments _

Net demand deposits...
Time deposits.._

December,
1927

21, 328

15, 396
6,676
8,720

5,932

13, 872
6,419

December,
1928

22,189

16, 253
7,198
9,055

5,936

13, 399
6,842

Increase (+) or de-
crease (—)

+861

+857
+522
+335

+4
-473
+423

Per cent

+4.0
+5.6
+7.8
+3.8
+.1

-3.4
+6.6

Growth of security loans in 1928 accompanied an extraordinary
growth in activity in the securities market and a rapid advance in
security values. This increase in stock-exchange activity was reflected
in a rise to the highest level on record of the total volume of loans to
brokers and dealers in securities. The volume of brokers' loans has
been increasing with some fluctuations since the beginning of 1924,
and in December, 1928, it reached a total of $6,440,000,000, as
reported by the stock exchange, which includes in its reports brokers'
borrowings from all sources. Brokers' loans made through reporting
member banks in New York City increased by $1,600,000,000 in
1928 and averaged about $5,200,000,000 during the last month of
the year. The chart shows the course of brokers' loans reported by
member banks in New York City for the years 1923 to 1928. For
the three years, 1926-1928, the total is subdivided into loans made
by the banks for their own account, for account of out-of-town
domestic banks, and for account of others, including individuals,
firms, corporations, and foreign banks.

Of the growth of $1,600,000,000 in brokers' loans placed by member
banks in New York City during 1928 about $400,000,000 was for
account of out-of-town banks, which includes a certain amount of
loans by these banks for account of their customers, and $1,330,000,000
was for account of nonbanking lenders, while loans by the New
York banks for their own account showed a decrease for the year.
The large growth in the volume of loans by nonbanking lenders
reflected in part the strong cash position of corporations, which had
funds available in excess of their current requirements. These loans
by nonbank lenders do not create deposits and it is for this reason
that the growth of brokers' loans during the year has not been
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accompanied by a growth of bank deposits. A consequence of this
development has been the absence of growth of member bank
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and for out-of-town banks

reserve requirements and of the demand for reserve bank credit
from that source.

FEDERAL RESERVE POLICY

In the autumn of 1927 the Federal reserve system, in view of
business recession in this country and a money stringency abroad,
adopted a policy directed toward easier money. This policy was a
factor during the latter part of 1927 in bringing about a reversal of the
gold movement, which had been toward the United States for several
years, and a substantial outflow of gold to other markets. The effect
of this outflow on the domestic money market was at first fully
offset by the reserve banks by open-market purchases of securities.
Toward the end of the year, however, in view of the rapid increase in
the demand for credit from the security markets, these purchases were
reduced in volume and finally discontinued. Credit conditions
nevertheless remained easy, partly because the autumn and holiday
increase in currency demand was considerably smaller than usual.
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Until the end of 1927 borrowing at banks on securities continued to
increase rapidly, and early in 1928, when it began to be apparent
that industry in this country was again active and that the emergency
abroad had passed, the Federal reserve system determined to exert
its influence more actively toward firmer money conditions. The
reserve banks accordingly sold United States securities in the first
six months of 1928 in approximately the same amount as they had
purchased to offset the effects of gold withdrawals in the late months
of the preceding year. These sales, coming at the time of the post-
holiday inflow of currency, absorbed a part of this inflow, which was
unusually large, with the consequence that member banks were not
in a position to reduce their borrowings by its full amount. In
January and February, furthermore, discount rates at all the reserve
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F.R.BankofNewYork

Reserve Bank Holdings
of U.S.Securities

1924 1925 1926 1927
Based on weekly averages of daily figures

1928

banks were raised from 3 ^ to 4 per cent, and advances were also
made in the reserve banks' buying rates on bankers' acceptances.

Demand upon member banks for loans on securities fell off con-
siderably during January and February, but the growth was resumed
in March, reflecting a resumption of activity in the securities market,
and continued into May. The growth in the amount of credit used
in the securities market during this period occurred notwithstanding
a rapid rise of money rates in the open market, due in part to con-
tinued gold exports and to further sales of United States securities
by the reserve banks. Between April 20 and June 7 discount rates
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 5

at all the Federal reserve banks were advanced from 4 to 4% per cent,
and in July the rates in eight of the reserve banks were further raised
to 5 per cent. Buying rates for bankers' bills were also gradually
advanced, and ranged at the end of July from 4J^ to 5 per cent, ac-
cording to maturities, compared with a range from 3 to 3 ^ per cent at
the beginning of the year. The discount rate and open-market policy
of the reserve banks in recent years is illustrated by the accompany-
ing chart, which shows the security holdings of the reserve banks and
the discount rate at the Federal Reserve Bank of New York, together
with the total volume of reserve bank credit outstanding.

It appears from this chart that security holdings of the reserve
banks declined from over $600,000,000 in January, 1928, to less than
$250,000,000 in June and remained at about that level during the rest
of the year, while successive advances in the New York discount rate in
February, May, and July carried it from 3V£ to 5 per cent. The dates
on which discount rates were advanced by the different Federal reserve
banks are shown in the following table, which brings out the fact that
at the beginning of the year a uniform rate of 3 J^ per cent prevailed at
all of the reserve banks, while at the end of the year the rate was 5 per
cent in eight of the banks and 43^ per cent in the banks located in the
western agricultural districts.

DATES OF CHANGES IN DISCOUNT RATES BY FEDERAL RESERVE BANKS IN 1928

From V/i to 4 per cent

Bank

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

Date

Jan. 25
Jan. 27
Feb. 3
Feb. 4
Feb. 7
Feb. 8
Feb. 8
Feb. 10
Feb. 11
Feb. 16
Feb. 21
Mar. 1

From 4 to 4H per cent

Bank

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

Date

Apr. 20
Apr. 20
Apr. 23
Apr. 24
Apr. 25
May 7
May 17
May 18
May 25
May 26
June 2
June 7

From 4H to 5 per cent

Bank

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

Date

July 11
July 13
July 13
July 14
July 19
July 19
July 26
Aug. 1

In consequence of gold exports and security sales by the reserve
banks during the first half of the year, the member banks rapidly
increased their borrowings at the reserve banks, notwithstanding
the advances in discount rates, and by midyear member bank indebt-
edness was in larger volume than at any time in the preceding six
years. This heavy indebtedness caused member banks to reduce
their holdings of investments and of loans on securities, and after
the end of May, while their commercial loans continued gradually
to increase, their total loans and investments, as shown on the chart
on page 6, declined almost without interruption for a period of about
three months.
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6 ANNUAL REPORT OF THE FEDERAL RESERVE BOiRD

Federal reserve policy, as expressed in sales of securities and suc-
cessive advances in discount rates, was thus an important factor
during the larger part of 1928 in restraining the growth of member
bank credit. From about the middle of May until toward the end of
August the loans and investments of reporting member banks in
leading cities declined considerably, but after the last of August the
seasonal increase in demand for commercial credit and for currency,
together with further growth in stock exchange activity, resulted
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in renewed growth in bank credit, which at the end of the year was
higher than at any previous time.

The growth in bank credit during this part of the year was accom-
panied by renewed growth, largely seasonal, in the volume of reserve
bank credit outstanding. In the autumn of the year a larger volume
of currency is needed for harvesting, industrial pay rolls, and retail
trade, and member banks are also under pressure to provide in-
creased reserves against the seasonal increase in their deposit liabili-
ties. These have usually been met in part by increased borrowing
and in part by increased sales of acceptances to the reserve banks.
In 1928, however, the increase in acceptance holdings of the reserve
banks during September, October, and November was sufficient to
provide all of the autumn increase in the demand for funds, and in
addition to permit member banks to reduce their borrowings, with
the result that money rates declined for a time during a period of
heavy seasonal demand for credit. The relatively favorable rates
on acceptances as compared with other types of loans had resulted
in Jan^unusual growth of this form of bank credit, and the high money
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rates prevailing in the open market rendered them unattractive to
investors. As a consequence, a large part of the outstanding ac-
ceptances was offered for sale to the reserve banks, which held for
their own account and for account of their foreign correspondents
about two-thirds of the total volume of outstanding acceptances.
During December offerings of acceptances to the reserve banks
did not increase further, and the holiday increase in the demand for
currency was met out of increased borrowing by member banks.

The rapid increase in the bill portfolio of the reserve banks dur-
ing the autumn, which enabled member banks to reduce their
indebtedness at a time of seasonal increase in the demand for
reserve bank funds, was accompanied by a relatively large growth
in offerings of bills of maturities of over 30 days. System holdings
of such acceptances increased from about $67,000,000 on September
5 to $260,000,000 on November 7. The bill portfolio of the system,
therefore, was not only growing more rapidly than usual but was also
becoming increasingly composed of longer term bills. A continued
growth in the proportion of long-term bills in the acceptance portfolio
of the reserve banks would have been undesirable because such bills
would not fall due during the return flow of currency in January
and thus would not absorb the funds that member banks receive
during that period. For this reason the Federal reserve banks, in their
purchases of acceptances in the last two months of the year, showed
preference to short bills, and in January advanced their buying rates
on bills, particularly of the longer maturities.

POSITION OF RESERVE BANKS IN THE BANKING STRUCTURE

In a period like the present, when the gold reserves of the country
have been diminished by more than 10 per cent through gold exports,
while member bank credit has continued to expand, it is appropriate to
define the character and extent of the Federal reserve system's
responsibility for changes in credit conditions. The Federal reserve
system is under obligation to make such use of its own lending power
as will be, in the broadest sense, in the interests of the business of the
country. Since the reserve banks hold all the reserves of member
banks, and through credit policy can influence the rate of growth of
these reserves, the Federal reserve system has a responsibility,
within the limit of its powers, for the character of growth in the
total volume of member bank credit. Increased loans and. invest-
ments of member banks, regardless of the purpose for which the loan
or investment is made, result in the creation of additional deposits.
A growth in deposits, resulting from an increase in any class of loan
or investment, in turn increases the reserve requirements of member
banks and consequently their demand for reserve bank credit. Every
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8 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

class of loan or investment, therefore, rests in the final analysis upon
reserve bank credit, which is the base of the entire credit structure,
and excessive or too rapid growth in any field of credit, whether it
be commerce, industry, agriculture, or the trading in securities, is a
matter of concern to the Federal reserve system. Too rapid expan-
sion of bank credit in any field may result in serious financial dis-
organization and it inevitably leads to increased demand for reserve
bank funds. Because the system has a broad responsibility for the
general soundness of credit conditions, and because a growth of bank
credit for any purpose ultimately leads to a demand for reserve bank
credit, it is its duty to use its influence against undue credit expansion
in any direction.

In recent years the most rapid expansion of bank credit has been
in the direction of increasing use of bank funds in investments and
in loans on securities. Between the middle of 1925 and the middle
of 1928 member bank holdings of investments increased from
$8,863,000,000 to $10,758,000,000 and their loans on securities from
$6,718,000,000 to $9,068,000,000. At the present time, of the total
volume of nearly $35,700,000,000 of loans and investments of mem*
ber banks, more than 57 per cent are either in investments or in
loans on securities. Securities thus underlie considerably more than
half of the outstanding volume of member bank credit. The propor-
tion of bank credit that is based on securities has been rapidly
increasing.

When the question is considered in the light of the reserve banks*
position as holders of the reserves against all member bank credit it
becomes apparent that the Federal reserve system's responsibility is
not limited to the control of funds obtained directly from the Federal
reserve banks. There is no way of earmarking for special purposes
the credit extended by the Federal reserve banks, and even if that
were possible, it would still be true, under existing law, that
the entire credit structure ultimately rests upon Federal reserve
credit as a base; the reserve system has a correspondingly broad
responsibility.

It is a generally recognized principle that reserve bank credit
should not be used for profit, and that continuous indebtedness at
the reserve banks, except under unusual circumstances, is an abuse
of reserve bank facilities. In cases where individual banks have
been guilty of such abuse, the Federal reserve authorities have taken
up the matter with officers of the offending banks and have made
clear to them that their reserve position should be adjusted by
liquidating a part of their loan or investment account rather than
through borrowing. Abuses of the privileges of the Federal reserve
system, however, have not been general among the member banks.
The tradition against continuous borrowing is well established, and
it is the policy of the Federal reserve banks to maintain it.Digitized for FRASER 
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 9

BANKING POLICY AND CREDIT POLICY

Influence exerted by a reserve bank on the loan and investment
policy of an individual member bank is ordinarily exercised only over
banks that are borrowers from the reserve banks. It is in the nature
of banking supervision, and is akin in many respects to the bank
examination function of the reserve system. This phase of reserve
bank policy may be called banking policy, as distinguished from
credit policy, which deals with more general developments of banking
in relation to the credit needs of the country. Banking policy ordi-
narily has but limited effect on credit conditions as a whole, because
no class of borrowers is confined for accommodation to any single
bank or group of banks, and because of the general mobility of bank
credit. When one member bank, for example, on its own initiative
or at the instance of the reserve bank, repays indebtedness to the
reserve bank by withdrawing funds lent on the stock exchange, the
effect may be to cause the borrower to seek accommodation at another
bank, member or nonmember, that is not indebted to the reserve bank.
For the purpose of meeting the demand thus transferred without bor-
rowing at the reserve bank, the bank to which the borrower applies
may borrow from a member bank, which in turn may borrow from the
reserve bank. As the result of this series of transactions there would
be no reduction in security loans or in borrowings at the reserve bank.
The importance of banking policy lies in promoting the soundness of
member banks, and cooperation of these banks with the Federal
reserve system in carrying out banking policy is essential to the main-
tenance of sound banking conditions. For influencing general credit
conditions, however, the Federal reserve system relies on credit policy
rather than on banking policy.

Credit policy is essentially impersonal and finds expression chiefly
through the influence that the Federal reserve system may exert on
the volume and cost of bank credit through its policy of sales or pur-
chases in the open market and through discount rates on member-
bank borrowings and buying rates on acceptances. In determining
upon credit policy the Federal reserve system is always under the
necessity of balancing the advantages and disadvantages that are
likely to follow a given course of action. Low money rates may have
a favorable effect on domestic business, but at the same time may
stimulate speculation in securities, commodities, or real estate. High
money rates, on the other hand, may exert a moderating influence on
speculation, but at the same time may result in a higher cost of credit
to all lines of business, and thus be detrimental to commerce and
industry; ultimately they may draw gold from abroad, which would
tend to ease the domestic situation. It is impossible to foresee all
the effects of a credit policy and difficult to appraise them even after
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10 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

they have developed. It is certain, however, that the Federal reserve
system must steer its course with reference to broader developments
and longer time objectives than day-to-day or month-to-month
changes in any particular line of credit. Principal among such objec-
tives are the continuous provision of credit at reasonable cost in
amounts adequate for the requirements of trade and industry and the
safeguarding of our gold reserves, which are held in trust to meet
future needs, against unduly rapid absorption through expansion of
credit.

MONEY RATES

Diminution of the country's gold reserves through exports, and
the firm money policy of the reserve system, adopted in view of the

MONEY RATES IN NEW YORK CITY

1921 1922 1923 192** 1925 1926

Prevailing rates in open market; monthly basis

1927 1928

continued growth of security loans, were reflected in a rapid rise of
money rates in 1928. The chart shows the course of rates in the New
York market on acceptances; commercial paper, and call loans since
1922.

After a rise in the first nine months of the year money rates declined
somewhat in October and November, reflecting a reduction in member-
bank indebtedness made possible through the sale of acceptances to
the reserve banks. The autumn decline in rates, however, came to
an end in the latter part of November, and in December rates, par-
ticularly for loans on securities, rose to the highest levels of the
year.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 11

Throughout the year the advance in money rates bore most heavily
on open-market security loans in New York City. Between Decem-
ber, 1927, and December, 1928, rates on call loans on securities in
New York rose from 4.38 to 8.60 per cent and on time loans on
securities from 4-4% to 7-7% per cent, while open-market rates on com-
mercial paper advanced from 4 to 5K-5K per cent, and on 90-day
bankers' acceptances from 3/4 to 4}£ per cent. Among the reasons for
the greater rise in rates for loans on securities than in rates for com-
mercial paper has been the greater intensity of the demand for credit

PERCENT

CUSTOMERS RATES:

- in 8 Other Northern
and Eastern Cities

OPEN MARKET RATE:
— onh-6 months
Prime Commercial Paper

1926 1927 1928
Figures for rates charged customers are weighted averages of prevailing rates

in the securities market and the fact that security loans are not
eligible for discount at the reserve banks. At a time when member-
bank indebtedness at the reserve banks was large and increasing,
member banks were inclined to accord preferential treatment to
paper that could be rediscounted with the Federal reserve banks.
Comparison of open-market rates with rates charged by member
banks to their regular customers shows that customer rates increased
much less than rates in the open market. This is brought out by
the chart, which shows the course of open-market rates on commercial
paper, compared with the movement of rates charged to customers
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12 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

by member banks in New York City, by banks in 8 other cities in
the North and East, and by banks in 25 cities in the South and West.

The rates shown on the chart are averages for different kinds of
loans made to customers, weighted by the volume of each class of
bank loans and also by the volume of bank loans in the cities included
in the averages. The chart brings out the fact that, while open-
market rates for commercial paper increased by nearly 13^ per cent
during the year, rates charged to customers by New York banks and
banks in 8 other cities in the North and East increased by little
more than 1 per cent, and rates charged to customers by banks in
southern and western cities increased by less than one-half of 1
per cent.

These figures indicate that the greatest pressure of the higher
money rates has been felt in the open market, where rates are most
sensitive to changes in credit conditions, and that, geographically,
advances in the level of rates charged customers have been largest
in New York and other financial and industrial centers that are close
to the money markets. Advances in rates charged to customers by
banks throughout the greater portion of the South and West have
been negligible. Among the factors causing this differential has
been a preference accorded by member banks to their regular com-
mercial and industrial customers as against borrowers in the open
market with whom the banks have no established relationship.

Among the rates on open-market paper, the lowest and the ones
showing the smallest increases for the year were the rates on bankers'
acceptances, which during the year were used in unusually large
volume in financing the movement of agricultural and other products
to market.

ACCEPTANCES

The use of bankers' acceptances has increased steadily in recent
years, and at the end of 1928 American bankers' acceptances were
outstanding to the amount of $1,284,000,000, the largest volume on
record, approximately equal to the combined total of open-market
time loans on securities in New York and of open-market commercial
paper outstanding, and in excess of the total outstanding volume of
United States Government obligations with maturities under six
months. This is in contrast to the situation as recently as 1922,
when the acceptance market was probably the smallest of the open
markets. Since that time, as is indicated on the chart on page 14,
the use of American bankers' acceptances has increased steadily, with
only seasonal fluctuations. This increase has been particularly rapid
since the summer of 1927, when rates on acceptances were below those
ruling abroad. The summer recession was smaller than customary
in 1928, and the rapid increase continued despite the fact that rates
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ANNUAL KEPOBT OF THE FEDERAL EESERVE BOARD 13

in the acceptance market advanced. The volume of acceptances
outstanding by classes in 1924, 1927, and 1928 is shown in the follow-
ing table:

DOLLAR BANKERS' ACCEPTANCES OUTSTANDING

[End of December figures. In millions of dollars]

1924 1927 1928 Change,
1924-1928

Imports _
Exports ___ _
Domestic .
Warehouse credits.._
Dollar exchange
Based on goods stored in or in transit between foreign

countries

292
306

38
162
23

313
391

21
197
28

131

316
497

16
173
39

243

+24
+191
-22
+11
+16

+243

Total. 821 1,081 1,284 +463

Compared with December, 1924, the volume of acceptances out-
standing at the end of 1928 was larger by $463,000,000. The larger
part of dollar acceptances, as is shown by the table, is used to finance
imports and exports of commodities. A large increase in the past
three years has occurred in the volume of acceptances based on goods
stored in or in transit between foreign countries. The growth of this
class of acceptances may be due in part to a liberalization by the
Federal Reserve Board of its rulings relating to acceptances in No-
vember, 1927. At that time the board ruled that "acceptances may
be properly considered as growing out of transactions involving the
importation or exportation of goods when drawn for the purpose of
financing the sale and distribution * * * of imported or ex-
ported goods, * * * whether or not the bills are accepted after
the physical importation or exportation has been completed."

During 1927 the growth in acceptances outstanding was accom-
panied by corresponding growth in the demand for acceptances by
investors and was not reflected in a growth in the portfolio of the re-
serve banks. This is indicated on the chart, which shows the distribu-
tion of the total volume of acceptances outstanding during recent years
between those held by the reserve banks for their own account and those
held by others. According to this chart, total holdings of the reserve
banks fluctuated seasonally but showed little year to year growth be-
tween 1925 and the middle of 1928, while holdings by others increased
rapidly during this period. A large part of this growth occurred in the
portfolio of acceptances which the reserve banks purchased for the ac-
count of their foreign correspondents, which increased from $43,000,000
at the end of 1924 to $325,000,000 at the end of 1928. In the autumn
of 1928, however, the demand for acceptances, particularly from abroad,
declined, partly because of the relatively low yield on this type of invest-

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

1928



14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

ment and partly because the total volume of foreign funds available
for investment in acceptances was reduced by a cessation in offerings
of long-term foreign loans in this market. As this came at a time when
the volume of acceptances outstanding was rapidly increasing, the bill
portfolio of the reserve banks increased by about $300,000,000 be-
tween August and November.

MILLIONS OF DOLLARS

1300
MILLIONS OF DOLLARS

AMERICAN BANKERS ACCEPTANCES OUTSTANDING

100

1925 1926 1927 1928

End of month figures. Total acceptances outstanding as reported by American Acceptance Council

PROGRESS OF THE GOLD STANDARD

During the year 1928 the reestablishment of the gold standard
throughout the world was completed with the exception of a few coun-
tries. Italy returned to a gold basis on December 22, 1927, just prior
to the beginning of the year; soon afterwards Estonia, Norway, and
Greece returned to a gold basis, and on June 25 monetary reform was
effected by France. On November 22 the parity of the Bulgarian lev
was fixed by law, at a level approximating that which had prevailed
since the end of 1923 ($0.0072, equals 92 levas per gram of fine gold).

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

1928



ANNUAL KEPORT OF THE FEDERAL RESERVE BOARD 15

Currencies of nearly all the principal countries now bear a definite
relationship to gold, and their gold parities are in the majority of cases
established by law, though in a few countries they are maintained as
a matter of administrative practice. The return to gold has reduced
the danger of wide fluctuations in foreign exchanges and has removed
the obstacles to international trade arising from uncertainty of cur-
rency values.

The progress of the gold standard during the past year has been
accompanied by the withdrawal of a considerable amount of gold from
the United States. The following table shows gold holdings of the
central banks and governments of principal countries at the close of
the years 1924 to 1928, and changes for the 4-year period:

GOLD HOLDINGS OF CENTRAL BANKS AND GOVERNMENTS

[End of December figures. In millions of dollars]

United States: ..
France
England
Germany
Argentina 2 -_
Japan
Spain.
Italy . _.
Netherlands
Other countries

Total. .

1924

4,090
710
757
181
444
586
489
218
203

1,238

8,916

1925

3,985
711
703
288
451
576
490
219
178

1,290

8,891

1926

4,083
711
735
436
451
562
493
221
166

1,304

9,163

1927

3,977
954
742
444
529
542
502
239
161

1,424

9,514

1928

3,746
1,254

750
650
607
541
494
266
175

1,497

9,981

Change,
192M928

- 3 4 4

+544
+469
+163

—45
+5

+48
- 2 8

+259

1,065

1 Treasury and Federal reserve banks.
2 Argentine Government (conversion fund) and the Bank of the Nation.

Growth during recent years in the total of central gold holdings
has represented for the most part the excess of gold production over
consumption by the arts and absorption by India, but has reflected
also the acquisition of gold by central banks from private hoards and
the release for monetary use of gold previously held as security for
loans. In 1925 India took a large amount of gold, and monetary
gold holdings were somewhat diminished in that year. In the suc-
ceeding three years, however, takings by India were much smaller,
and to the product of the mines was added the gold released from
pledge and returned from private or unreported holdings As a result,
holdings of central banks and governments increased $272,000,000
in 1926, $351,000,000 in 1927, and $467,000,000 in 1928. The
addition to central gold holdings during 1928 was more than the
total amount of new gold mined during the year.

The total increase in central gold reserves for the period was in
excess of $1,000,000,000 and increases were shown by all the countries
listed in the table, with the exception of the United States, Japan,
and Netherlands, all of which had relatively large gold reserves at
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1 6 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

the beginning of the period; a small decrease was shown also for
England. If the gold withdrawn from these four countries be added
to the gold derived from other sources, it appears that the central
institutions outside of these four countries have increased their gold
reserves by nearly $1,500,000,000 during the last four years. Of
this amount, $544,000,000 went to France, $469,000,000 to Germany,
$163,000,000 to Argentina, and $95,000,000 to Brazil. Increases in
the gold stock of other countries were relatively small, but a large
number of countries not listed in the table showed an increase in gold
reserves amounting in the aggregate to over $250,000,000. The
United States is the only country which lost a considerable amount
of gold over the period, and the proportion of central gold reserves
that are held in the United States declined from 45.9 per cent in
1924 to 37.5 per cent in 1928. The loss of gold reserves by the
United States, however, still leaves the Federal reserve banks in a
strong reserve position, while the increase in the gold holdings of
foreign countries has increased the security of the gold standard in
the world.

The reserve position of nearly all the important central banks of
Europe improved during the past year, and this improvement has
been brought about in part through the transfer of gold from the
United States. The credit policies of the Federal reserve system,
which during the period from 1924 to 1927, when the gold standard
was being reestablished, were a factor favoring the redistribution of
gold, have, therefore, contributed to the maintenance of the gold
standard and indirectly to the improvement of world trade. The
return to free gold movements has also reduced the fluctuations of the
exchanges to a range within the gold points, and has brought about a
closer adjustment of money rates at the principal money markets
and a closer interrelationship in the movements of commodity prices
in different countries. Reestablishment of these relationships has
had the important consequence, from the point of view of the Federal
reserve system, of restoring at least in part the influences that under
the gold standard have tended to correct excessive credit expansion
in any country that takes an important part in international finance
and trade.

OPERATIONS OF THE FEDERAL RESERVE SYSTEM

In the preceding pages there has been presented a brief discussion
of business and banking developments in 1928 and of the policies
pursued by the Federal reserve system during the year. In the
following sections of this report there is given a more detailed account
of the operations of the Federal reserve banks and branches and of
administrative matters with which the Federal Reserve Board has
dealt during 1928.
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ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 17

FEDERAL RESERVE BANK CREDIT IN 1928

Keserve bank credit outstanding increased rapidly throughout
1928, and for the year as a whole was larger than in any other year
since 1921. This increase was due chiefly to loss of gold during the
first half of the year, and thereafter to the seasonal increase in the

^ RESERVE BANK CREDIT OUTSTANDING AND PRINCPAL FACTORS IN CHANGES
MILLIONS OF DOLLARS MILU-iS OF DOLLARS
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Based on weekly averages of daily figures
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demand of the public for currency, as shown on the chart, which
illustrates for the last five years the course of reserve bank credit in
relation to the major factors by which changes are accounted for—
monetary gold stock, money in circulation, and member bank reserve
balances.

The principal factor of increase in demand for reserve bank credit
during the year was the decrease in gold stock, which was a con-
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18 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

tinuation of the movement that started in May of 1927 and which in
the course of a year reduced the gold stock of the country from the
highest level on record to the lowest level since August, 1923. During
the latter part of 1928 net changes in gold stock were relatively
small. The decrease in member bank reserve balances during the
first half of 1928 reflected chiefly a decrease in net demand deposits
in the principal banking centers, which resulted partly from the
withdrawal of deposits in the form of gold and partly from their con-
version into call loans. These lower requirements for reserves offset
in part the effect of gold withdrawals until the autumn months,
when an increase in member bank deposits increased the demand of
member banks for reserve balances to about the same level as at the
end of the preceding year. The effect of gold exports on the demand
for reserve bank credit was also offset in part by the fact that the
demand for money in circulation averaged less during 1928 than in
any other year since 1922.

Demand for currency showed less than the usual seasonal increase
in the last half of 1927, and more than the usual decrease after the
peak of the demand was reached. By the middle of April the total
volume of money in circulation was $160,000,000 smaller than in the
same week in the preceding year. Between the end of July and
Christmas the seasonal increase in currency demand was larger than
in 1927, with the result that by December the volume of money in
circulation had increased to a level only $40,000,000 below that of a
year earlier.

The reasons for the sharp decline in the general level of currency
requirements between the middle of 1927 and the early part of 1928
are not entirely clear. At the outset it reflected in some measure
the decline in industrial production, and in factory pay rolls and
employment, which until the late summer of 1928 continued in
smaller volume than in the same period of the previous year. That
the total volume of money in circulation remained below the level
of the year before, even after the upturn in business activity in the
summer, is to be attributed in part to the fact that member banks
carried smaller aggregate amounts of vault cash in 1928 than in 1927,
owing to a desire to use all available surplus cash in reducing the
heavy borrowings at the reserve banks. Another factor tending to
diminish the demand for currency was lower retail prices for certain
commodities.

In addition to the major factors which account for changes in
reserve bank credit and which are shown on the chart, there are
various other factors of importance. The following table shows the
change for the year in reserve bank credit outstanding and in each
of the principal factors in accounting for this change:
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FACTORS INCREASING AND DECREASING DEMAND FOR RESERVE BANK CREDIT

BETWEEN DECEMBER, 1927, AND DECEMBER, 1928

[Monthly averages of daily figures. In millions of dollars]

Factors increasing demand for reserve bank credit outstanding:
Decrease in monetary gold stock 274
Increase in unexpended capital funds * 47
Decrease in Treasury credit 2 5
Increase in nonmember clearing balances 3 2

Total 328

Factors decreasing demand for reserve bank credit outstanding:
Decrease in money in circulation 40
Decrease in member bank reserve balances 32

Total 72

Net increase in reserve bank credit outstanding 256

The volume of reserve bank credit outstanding showed an increase
of $256,000,000 for the year as a whole. This increase is accounted
for, disregarding minor items, by a loss of $274,000,000 in the stock
of monetary gold and an increase of $47,000,000 in unexpended
capital funds of the reserve banks, offset in part by a decrease of
$40,000,000 in money in circulation and $32,000,000 in member bank
reserve balances. The increase of $47,000,000 in "unexpended
capital funds" during 1928 represents the difference between the
amounts paid into the reserve banks for capital, earnings, etc., and
the amount returned to the market for expenses, buildings, divi-
dends, franchise taxes, etc.

EARNINGS, EXPENSES, AND VOLUME OF WORK OF THE FEDERAL
RESERVE BANKS

Total earnings of the reserve banks were $64,053,000 in 1928, a
larger total than in any earlier year since 1921 and in excess of those
for 1927 by more than $21,000,000. This increase in earnings over
those of the year before was due largely to an increase of $343,000,000
in the banks' average daily holdings of bills and securities and to the
fact that the average rate of earnings increased from 3.60 per cent in
1927 to 4.24 per cent in 1928. The increase in the average rate of return
on total bills and securities was due both to a higher rate of return on
each class of earning assets and to the fact that holdings of United
States Government securities, having yields lower than the discount

i Represents increase of $15,000,000 in capital of the Federal reserve banks, $4,000,000 in their surplus
account, and $22,000,000 in "All other liabilities," plus decrease of $6,000,000 in the combined total of
"Bank premises" and "All other resources."

8 This figure includes the effect of changes in Treasury balances at the reserve banks, which were item-
ized separately in corresponding computations for 1927 as given on page 18 of the Board's Annual Report
fn-r 1Q97for 1927.

3 Including balances due to foreign banks
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rate, were substantially less and therefore constituted a much lower
proportion of earning assets than in 1927. Holdings of discounted bills
averaged $839,942,000 daily during 1928, as compared with $442,287,-
000 in 1927, and owing to a series of increases in discount rates the aver-
age return on discounted bills was 4.56 per cent, as compared with 3.83
per cent in 1927. The increase in the amount of member bank bor-
rowings from Federal reserve banks, together with the higher rate of
return, resulted in an increase in earnings on discounted bills from
$17,011,000 in 1927 to $38,334,000 in 1928. Average daily holdings
of bills bought in open market were larger than in any preceding year
since 1920 and exceeded those of 1927 by $64,500,000, while average
daily holdings of United States Government securities were $297,499,-
000, as compared with $417,480,000 in 1927. Average daily holdings
of bills and securities, earnings thereon, and rates of return for each
of the past six years are given in the following table:

AVERAGE HOLDINGS OF BILLS AND SECURITIES AND EARNINGS THEREON

[Amounts in thousands of dollars]

Daily average holdings:
1923
1924
1925
1926
1927
1928

Average rate of earnings (per cent):
1923 _ _
1924 .
1925
1926
1927 .
1928

Earnings:
1923
1924 _
1925
1926
1927
1928 . . .

Bills and securities held by all Federal reserve banks

Total

1,150, 570
950, 317

1,139, 507
1, 209, 309
1,124, 538
1, 467, 371

4.33
3.83
3.51
3.76
3.60
4.24

49, 775
36, 426
39, 986
45, 460
40, 482
62, 275

Bills dis-
counted

738,114
374,834
481, 515
570, 613
442, 287
839,942

4.46
4.25
3.67
3.95
3.83
4.56

32, 956
15,943
17,680
22, 552
17,011
38,334

Bills
bought in
open mar-

ket

226,548
172,428
287, 329
281, 386

* 263,258
327, 806

4.14
3.31
3.17
3.55
3.49
3.97

9,371
5,710
9,104

10, 003
9,207

13,021

United
States

Govern-
ment secu-

rities

185, 823
401, 365
358, 962
349,790
417,480
297,499

4.01
3.67
3.56
3.60
3.41
3.64

7,444
14, 712
12,783
12, 589
14, 206
10,828

All other
bills and
securities

85
1,690

11, 701
7,520

•1,513
2,124

4.50
3.61
3.59
4.21
3.88
4.34

4
61

419
316
58
92

* Revised.

Total operating expenses of the Federal reserve banks, exclusive
of the cost of Federal reserve currency, aggregated $26,099,000 in
1928, as compared with $25,674,000 in the year 1927. The cost of
printing Federal reserve notes, including shipping charges to the
Federal reserve banks and the cost of redeeming mutilated Federal
reserve notes, was $805,000 in 1928, compared with $1,845,000 in
1927. The number of Federal reserve notes printed in 1928 was
54,900,000, compared with 174,700,000 in 1927. The reduction in
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the number of Federal reserve notes printed in 1928 was in anticipa-
tion of the adoption of the smaller size currency expected to be put
into circulation on or about July 1, 1929.

While the average number of officers and employees decreased from
10,132 in 1927 to 10,095 in 1928, there was a substantial growth in
the volume of work handled by the principal departments of the
banks, as will be noted from the following table showing the work
handled in the principal departments during 1928 and the three
preceding years:

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS

1925 1926 1927 1928

NUMBEK 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 cou-
pons paid

Allother
United States securities—issues, re-

demptions, and exchanges by fis-
cal agency department

Transfers of funds

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 cou-
pons paid

All other
United States securities—issues, re-

demptions, and exchanges by fiscal
agency department

Transfers of funds .__

116,000
475,000

201,000
1, 947, 419, 000
2, 329,014,000!

778,686,000

44,174,000
5,467, 000

7,116,000
1, 566,000

$32, 562,620,000

2,961,170, 000
11, 556,980,000

467,732,000
258,611, 276,000

123,000
506,000

232, 000
2, 099, 605,000
2, 590,057, 000

822,907,000

39,678,000
5, 595, 000

4,691,000
1, 710, 000

$37,682,137,000

3, 353, 326,000
12, 584,960,000

609, 359,000
272, 945,160, 000

680, 921,000|
6,116,958,000

644, 273, 000
6, 219, 361, 000

5, 578,995,000 4,971,442,000
109,430,683,000 120,909,439, 000

97,000
371,000 I

I
254,000

•2,194, 608,000
2, 691,184,000

862, 275,000

37,045,000
5, 909,000

7, 201, 000
1, 830,000

$31,934, 607, 000

4,050, 867,000
•12,939,578,000

791,049, 000
278, 399, 627, 000

553,703, 000
6, 710, 317,000

10,803,043, 000
136,383,899,000

123, 000
443, 000

251,000
2, 270,555,000
2,929,091,000

887, 997, 000

28, 765,000
6,461,000

6,682, 000
2,011,000

$62,412,961,000

4,240,669,000
13,315,551,000

888, 621,000
301,703,814,000

543, 373. 000
7,414,440,000

9,002,383,000
148,749,027,000

* Revised.

The number of items handled in the cash department increased by
over 6 per cent in 1928 as compared with 1927 and the number of
checks handled by more than 3 per cent, and the amounts both of
checks and of currency and coin handled in 1928 reached new record
totals of $301,704,000,000 and $14,204,000,000, respectively. Dis-
counts by the Federal reserve banks for member banks totaled
$62,413,000,000 for the year, purchases of bills in the open market
$4,241,000,000, Government coupons paid $543,000,000, noncash
items collected for member banks $7,414,000,000, transfers of funds
for member banks $148,750,000,000, and redemptions and ex-
changes of United States securities for the Treasury $9,002,000,000.
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Principally in consequence of the increase in gross earnings,,
current net earnings for 1928, which amounted to $37,148,000, ex-
ceeded those of 1927 by $21,000,000. With the approval of the
Federal Reserve Board the banks charged their current net earnings
with $1,959,000 for depreciation on bank premises, with $639,000 for
furniture and equipment purchased during the year, with $581,000
for reserves for probable losses on paper of failed banks, and with
$628,000 for reserves for self-insurance. After making these charges
and other deductions, including a net loss of $1,595,000 on the sale
of United States securities, there was a balance of $32,122,021 avail-
able for dividends, surplus, and franchise tax. The 6 per cent divi-
dend to member banks on their paid-in capital stock of the Federal
reserve banks amounted to $8,458,463, and of the remainder $21,-
078,899 was transferred to surplus accounts in accordance with sec-
tion 7 of the Federal reserve act and $2,584,659 was paid to the United
States Government as a franchise tax. Section 7 of the Federal
reserve act provides that all net earnings of the Federal reserve banks
shall be transferred to their surplus accounts until such accounts
amount to 100 per cent of their subscribed capital, and that there-
after 10 per cent of net earnings shall be paid into surplus accounts
and 90 per cent to the Government as a franchise tax. At the end
of 1928 the Federal Reserve Banks of Richmond, Atlanta, St. Louisr

Minneapolis, Kansas City, and Dallas, all had surplus accounts in
excess of their subscribed capital, and, therefore, each paid a fran-
chise tax to the United States Government. All net earnings of
the six other reserve banks remaining after the payment of dividends,
$16,111,000, were transferred to their surplus accounts. Notwith-
standing the consequent increase in the surplus accounts of these
banks, the excess of their subscribed capital over surplus at the end
of 1928 was substantially greater than at the end of 1927, owing to
increases in the amount of their capital stock as a result of increases
during the year in the amount of capital and surplus of member
banks in their districts. The total subscribed capital of the Federal
reserve banks on January 1, 1929, amounted to $293,870,000 and
their surplus accounts to $254,398,000.

Gross and net earnings during the year and the distribution of net
earnings of each Federal reserve bank are shown in the following
table:
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FINANCIAL RESULTS OF OPERATION OF THE FEDERAL RESERVE BANKS DURING
1928

Federal reserve bank

Boston __ $4,465,342
New York _ 18,483,042
Philadelphia 5,394,546
Cleveland 6,250, 553
Richmond 2,857,648
Atlanta _ j 3, 578,156
Chicago 8,936,418
St. Louis _ — | 2,901,925
Minneapolis 1,710, 304
Kansas City ___! 2,597,968

Gross
earnings

Dallas.
San Francisco..

Total.

2,119,666
4, 757, 292

64, 052,860

Net earn-
ings avail-

able for
dividends,

surplus,
and

franchise
tax

$2, 316,522
11,018,433
3, 282, 641
3,180, 715
1,118,960
1, 693,985
4, 763,429
785,159
614, 704
659, 760
713,455

1,974,258

32,122,021

Dividends
paid

$590,830
2, 743, 725
843, 755
856,843
370, 683
312,259

1,099, 761
321,855
181, 203
253, 254
258, 544
625, 751

8,458,463

Transferred
to surplus
account

$1, 725, 692
8,274, 708
2,438,886
2, 323, 872

74,828
558,425

3, 663, 668
423, 011

43, 350
40,651

163, 301
1,348, 507

21,078,899

Franchise
tax paid
United
States

$673, 449
823, 301

40, 293
390,151
365,855
291, 610

2, 584, 659

BRANCHES AND AGENCIES OF FEDERAL RESERVE BANKS

All of the branches and agencies of the Federal reserve banks which
were in operation at the end of 1927 continued to function throughout
1928. The volume of work handled by the branches and agencies in
their principal operating departments has continued to increase, as
may be seen by the following comparisons for 1925, 1926, 1927,
and 1928:

VOLUME OF OPERATIONS OF FEDERAL RESERVE BANK BRANCHES AND AGENCIES

Checks handled:
Number of items __
Amount — _ . . ._

Currency received and counted:
Number of pieces
Amount

Coin received and counted:
Number of pieces _
Amount

1925

230, 685,000
$60,989, 227,000

451,132,000
$2, 621,983,000

393, 994, 000
$63, 619,000

1926

240, 818,000
$64, 716,081, 000

492,936, 000
$2, 893, 286,000

416,936,000
$66, 361,000

1927

253, 322,000
$64, 724,395, 000

497,795,000
$2, 801,165,000

441,072,000
$63, 450, 000

1928

268,814, 000
$68, 273,066, 000

535, 352,000
$2,939,837,000

453, 200,000
$67,949, 000

Current expenses during 1928 for the 25 branches and 2 agencies
in operation during the year were $5,770,000, as compared wdth
$5,387,000 in 1927.

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

The building for the use of the Baltimore branch, construction of
which was begun in 1927, was completed in 1928 and was occupied
on September 4. Construction of buildings for the use of the San
Antonio and Memphis branches was begun in 1928, and the building
for the San Antonio branch was occupied on October 6. Plans are
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now in preparation for a building for the Los Angeles branch. The
building purchased for the use of the Buffalo branch was occupied by
the branch on May 26, 1928, and alterations in the building subse-
quently undertaken were practically completed at the end of the year.
Alterations in progress at the end of 1927 in the building at No. 10
Gold Street, owned by the Federal Reserve Bank of New York, with
a view to adapting the building for rental purposes, were completed
in 1928, and this building, as well as the Annex building, is now occu-
pied by tenants. Quarters in the new Chamber of Commerce Building
in Cincinnati had been made ready for the Cincinnati branch by the
end of 1927 by the construction of a vault and the installation of other
special equipment and were occupied on January 3. Occupancy of
quarters in this building, constructed on the site owned by the Federal
Reserve Bank of Cleveland and leased to the Chamber of Commerce
for a period of 99 years, is to continue for a minimum period of 25
years. Provision for the lease of quarters for the Habana agency of
the Federal Reserve Bank of Atlanta for an extended period was also
made during the year, including the installation of a vault, and the
new quarters were occupied by the agency on December 19.

CHANGES IN MEMBERSHIP

During 1928 there was a net decrease of 197 in the number of banks
in active operation in the Federal reserve system, as indicated by the
number of banks submitting the required reports of condition at the
beginning and end of the year. On December 31, 1928, there were
8,837 member banks in the system, compared with 9,034 banks on
December 31, 1927. Membership at the end of 1928 included 1,208
State banks, which was 67 less than a year earlier, and 7,629 national
banks, which represented a decrease of 130 for the year. As in other
recent years, the decline in the number of member banks resulted
largely from mergers between member banks, suspensions, and volun-
tary liquidations, as brought out in the accompanying table.

CHANGES IN MEMBERSHIP DURING 1928

Number
of banks

Active member banks Dec. 31, 1927-

Banks joining the system l ___ _ _ ___ _.
Banks withdrawing from the system 2 _

Net loss owing to withdrawals _ _ _.
Decrease in membership through mergers between member banks, suspensions, voluntary

liquidations not intermediate in some further change in status, etc

9,034

115
120

5

192

Net decrease for the year. 197

Active member banks Dec. 31,1928..

1 Not including 37 nonmember banks absorbed by member banks without effect on membership in
system.

^Including 59 member banks absorbed by nonmember banks.Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1928



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD 25

During the year 115 banks joined the system and 120 banks with-
drew, resulting in a net loss of 5 banks on account of withdrawals.
However, the banks here designated as joining the system do not
include 37 nonmember banks that were absorbed by member banks,
and the withdrawals include 59 banks whose action was incidental
to merger with nonmember banks. The banks which joined include
70 newly organized national banks and 40 State banks—17 that
became members by converting into national banks and 23 that
were admitted with State charters. There were also 5 banks which,
having previously suspended operations, reopened again during the
year. The banks shown in the table as withdrawing include in
addition to 37 State banks that withdrew voluntarily after required
advance notice to the Federal Reserve Board, 24 that went into liqui-
dation to be succeeded by nonmember banks organized for the purpose,
and 59 that were absorbed by existing nonmember banks.

Mergers between member banks accounted for the loss of 108
banks in 1928, as against 146 in 1927, and suspensions for the loss of
72, as against 124 in 1927. There were 9 instances in which
voluntary liquidation, terminating the existence of member banks,
was not intermediate in some further change in status. Three banks
were compelled to withdraw by reason of violations of the Federal
reserve act. Bank suspensions and mergers affecting members of the
Federal reserve system—including mergers between member banks
and between member and nonmember banks—are discussed in some
detail elsewhere in this report.

In the following table changes in membership for the year 1928
are summarized, by class of member bank:
CHANGES IN THE NUMBER OF NATIONAL AND STATE BANK MEMBERS DURING 1928

Procedure effecting change

Active member banks, Dec. 31, 1927 _ _ _
Additions to membership:

Organization of national hank . . . , . , . ,- „.
Conversion of nonmember bank to national
Admission of State bank-
Resumption following suspension
Conversion within the system

Total additions.
Losses to membership:

Merger between member banks—
Intraclass
Interclass

Voluntary liquidation (terminal)
Suspension and insolvency. . .
Absorption of member bank by nonmember bank
Conversion of member bank to nonmember bank. __
Withdrawal of State bank
Conversion within the system

Total losses _
Net decrease _,
Active member banks, Dec. 31, 1928

Number of member banks

Total

9,034

70
17
23

5

115

78
30
9

72
59
24
40

312

197
8,837

National

7,759

70
17

2
l5
94

70
19
6

56
50
19

U
224

130
7,629

State

1,275

23
3

14
30

8
11
3

16
9
5

2 40
15

97

67
1,208

i Conversions between the two classes of member banks, without effect on total membership in system.
* Including 3 compulsory withdrawals.
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BANK EXAMINATIONS

The board, through its Division of Examination, conducted at
least one examination of each Federal reserve bank during the year;
two of the reserve banks were examined twice.

The one corporation operating under the provisions of section 25a
of the Federal reserve act, generally referred to as the Edge Act, pro-
viding for banking corporations authorized to do foreign banking
business, was also examined during the year.

Four other banking corporations operating under an agreement with
the board, as provided for in section 25, three of which are domiciled
in Boston and one in New York City, were also examined.

BANK SUSPENSIONS

General improvement in the condition of banks during the year was
reflected in a decline from 662 in the number of banks that suspended
operations in 1927 to 491 in 1928. The number of suspensions
was smaller in 1928 than in any previous year since 1922, when 354
banks suspended, and was about one-half as large as the number re-
ported in 1926. The deposits of closed banks aggregated $139,000,000
in 1928, about $55,000,000 less than in 1927, and about $134,000,000
less than in 1926, when both the number and deposits of suspending
banks were the largest on record. Among member banks, which
constitute about one-third of the total number of banks in the country
and have about three-fifths of the aggregate deposits of all banks,
there were 73 suspensions in 1928, or about 15 per cent of the total
for the year; the deposits of suspended member banks were
$42,000,000, or about one-third of the total deposits of all suspended
banks. Both the number and deposits of suspended member banks
were considerably smaller in 1928 than in any year since 1922. Dur-
ing 1928, 39 banks, which had previously suspended, resumed opera-
tions, as against 95 banks the year before. Of the reopened banks,
which had deposits of nearly $16,000,000 at the time of suspension,
5 with deposits of about $7,000,000 were members of the Federal
reserve system, and 34 with deposits of about $9,000,000 were non-
members. The number and deposits of suspended banks are shown
in the following table for the past eight years, by class of bank:
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BANK SUSPENSIONS, 1921-1928

27

Year

1921
1922
1923
1924
1925
1926
1927
1928

Number of suspensions

Total

502
354
650
777
612
956
662
491

Member
banks

70
57

124
159
146
160
124
73

Non-
member
banks

432
297
526
618
466
796
538
418

Deposits (in millions of dollars)

Total

198
111
189
213
173
272
194
139

Member
banks

43
24
51
74
67
69
66
42

Non-
member
banks

156
86

138
139
106
204
128
96

That bank failures were less numerous in 1928 than in other recent
years was due in part to the elimination, through failure in previous
years, oi many weaker institutions and in part to the improvement
of the condition of banks in operation. Decline in the number of
suspensions in 1928 was largest in the middle western and western
Federal reserve districts, as shown in the accompanying table.

NUMBER OF BANK SUSPENSIONS, BY FEDERAL RESERVE DISTRICTS, DURING
1927 AND 1928

Federal reserve district

All districts -

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

Total

1928

491

1
3
1

17
43
66
87
57
94
88
24
10

1927

662

1
2

29
43
63

124
82

142
100
44
32

Member banks

1928

73

1

1
4

10

21
2

10
9
5
3

1927

124

12
8
6

34
7

21
12
9

15

Nonmember banks

1928

418

3

13
33
59
66
55
84
79
19
7

1927

538

1
2

17
35
57
90
75

121
88
35
17

Decrease in the number of suspensions was for the most part in
agricultural areas, particularly in Illinois, Tennessee, Minnesota,
Iowa, Missouri, South Dakota, Kansas, Oklahoma, and Texas.
Suspensions were more numerous in 1928 than in 1927 in 11 States.
The increases were small, except in the case of Nebraska where
the number increased from 25 to 50, due largely to the closing of banks
which had previously been taken over and were being operated
by the Guaranty Fund Commission, and in Georgia, where there
were 26 suspensions in 1928 as against 18 in 1927. The following
table shows the number and deposits of banks that suspended oper-
ations in these and other selected States, which together accounted
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for about four-fifths of the total number of bank suspensions both in
1927 and in 1928:

BANK SUSPENSIONS IN SELECTED STATES DURING 1927 AND 1928

State

Iowa
Nebraska . ._ -
Minnesota .
North Dakota
Florida
Missouri __
Georgia
TTftnsflp , ,
Indiana
Texas ._ -
South Carolina _- -_ . .
Illinois -_-
South Dakota _ _ _ . .
Oklahoma
Tennessee - _
Allother-

Total

Number of suspensions

1928

51
50
46
38
35
31
26
26
24
23
22
18
7
5
4

85

491

1927

70
25
65
37
31
48
18
36
25
38
21
29
27
28
17

147

662

Increase
or de-
crease
in 1928

- 1 9
+25
- 1 9

+1+4
— 17
+8

—10
- 1

- 1 5
+1

- 1 1
- 2 0
- 2 3
- 1 3
- 6 2

-171

Deposits (in millions of dol-
lars)

1928

12
9

10
5

21
4

13
4
5
7
7
5
2
1
3

32

139

1927

21
8

14
Q

28
6
1
5

11
7
6

11
5
6
3

55

194

Increase
or de-
crease
in 1928

—9
+1
- 4

- 8
—2

+12

- 6

+1
- 7
- 3
- 5

- 2 6

- 5 5

That suspensions in 1928, as in earlier years, were most numerous
among small banks located in relatively small centers is indicated in
the following table:

BANK SUSPENSIONS IN 1928, CLASSIFIED ACCORDING TO SIZE OF BANK AND SIZE
OF CENTERS IN WHICH LOCATED

Banks with capital of—
Number

sus-
pended

Per cent
of all

suspen-
sions

Banks located in centers with
population of—

Number
sus-

pended

Per cent
of all

suspen-
sions

Less than $25,000
$25,000
$25,001 to $50,000
$50,000 to $100,000
$100,000 to $200,000
$200,000 to $500,000, i nc lu s ive -
Figures not available '

191
106
38
94
46
11
5

38.9
21.6

7.7
19.2
9.4
2.2
1.0

Total. 491 100.0

Less than 500-.
500 to 1,000
1,000 to 1,500...
1,500 to 2,500...
2,500 to 5,000...
5,000 to 10,000..
10,000 and over.

To t a l . . . .

207
93
48
52
33
18
40

491

42.2
18.9
9.8

10.6
6.7
3.7
8.1

100.0

BRANCH BANKING

For the period of 16 months, from February 25, 1927, the date on
which the Federal amendatory act defining branch banking powers of
member banks became effective, to June 30, 1928, some extension of
branch banking in particular States and urban communities is indi-
cated in the returns covering developments of this character made to the
board in June.1 Of the 779 national, State member, and nonmember

* Tabulations covering these returns are published in the Federal Reserve Bulletin for February, 1929.
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banks which were operating branch offices at the beginning of this
period, 10 discontinued all such offices during the period, 4 suspended
operation on account of financial difficulties, and 39 merged with
other banks. In the same period 109 banks initiated branch banking,
giving a net increase of 56 for the number of banks operating branches.
The increase of 330 shown for the number of branches operated by
banks of all classes covered 144 cases of independent banks acquired
and converted into branch offices, and 258 cases of establishment of
offices de novo as branches, with deduction for 72 cases of discontin-
uance of established branches. Within the branch banking area as
a whole, composed of States which permit banks to establish branch
offices, increase in the number of such offices during the year ended
June 30, 1928, more than offset the decrease shown for these States
in the number of independent banks.

As indicating the extent to which branch banking developments
have been confined to certain States and urban communities, it may
be noted that of the 3,230 branch offices in operation at the end of
June, 1,855, or more than one-half, were reported for banks located
in three States—California, New York, and Michigan—and over 1,500
for banks located in four cities of these three States—San Francisco,
Los Angeles, New York, and Detroit. In California, where 63 out of
496 banks of all classes were operating 826 branch offices, such offices
constituted nearly two-thirds of the total banking offices serving the
public in the State, including in this total independent banks and their
branches. This proportion was not approached in any other State.
In New York, the State reporting the second largest number of
branches, where 112 out of 1,146 National and State banks were
operating 607 branches, and in Michigan, the third State in respect
to number of branches, where 64 banks were operating 422 branch
offices, the proportion of branches in the total banking offices was
approximately one-third. It also amounted to one-third in Louisi-
ana and Maryland and to one-fifth or more in Massachusetts, Maine,
and Ohio, but was much lower in other States which permit banks
to establish branches.

Under present provisions of State banking codes 10 States permit
the establishment of branches in and outside the home city of the
parent bank, including in this group 2 States in which no branches
have been established; 10 States permit the establishment of branches
only in the home city or county of the parent bank, or in territory
contiguous thereto; 22 States do not permit banks to establish any
branch offices either in or outside the home city, in 10 of which States
banks are permitted to continue in operation branches established
prior to enactment of the prohibitory legislation; and 6 States, in
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which no branches are in operation, do not by law expressly permit
or prohibit the establishment of branches.

In 12 of the 28 States in which banks were operating branches on
June 30, there had been no change over the period under review in
the number of such banks, while decreases were shown for 5 States
and increases for 11. The number of branches remained unchanged
in 10, decreased in 2, and increased in 16 States and in the District
of Columbia. The more considerable increases in number of branch
offices were shown for New York (90), California (64), and New
Jersey (61).

A decrease over the period of 340 in the number of branches
operated by State member banks and an increase of 551 in the number
of national bank branches reflected largely the merger and nationali-
zation of State branch systems, and the development of branch
banking under national charters in California. It should be noted,
however, that extensive merger procedures consummated in this
State during the last half of 1928 materially modified the distribution
of branches as between national and State banks. These procedures
included the taking over late in December by a nonmember bank of a
national bank operating 35 branches and the absorption earlier in
the same month of some 30 national and State banks with their
branches and resulted in the building up of a nonmember branch
system of nearly 140 branches.

A large proportion of the banks operating branches on June 30 were
country banks operating only one or tw~o branches in near-by com-
munities. Of the 1,016 branches located outside the home city of the
parent bank on this date 700, or more than two-thirds, were located
in places of less than 5,000 population, 572 of these offices being located
in places of less than 2,500. Nevertheless, important developments
of branch banking during the past two years have taken place in some
of the larger urban centers, in which the number of branches and the
size of individual branch systems have generally increased.

CHAIN BANKING

What has come to be known as the chain-banking relationship
covers a wide range of association of banking institutions under
single control exercised principally through stock ownership by an
individual or group of individuals, or by a holding, or investment,
or financing company, or in some instances by a bank either directly
or indirectly through a subsidiary company. Generally the immedi-
ate agency of control in such an association is not a banking insti-
tution. A characteristic of chain systems, which differentiates them
from branch systems, is found in the composition of chain-banking
groups, which frequently embrace in the same chain both national
and State institutions, and may also embrace institutions located
in two or more States. While the informal and constantly shifting
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affiliations of this character are not susceptible of precise statistical
measurement, it would appear that, outside of California and a few
other States of the branch-banking area, the more considerable
development of chain banking has been generally in certain of the
States which prohibit the establishment of branch offices by banks.
In States which permit the establishment of such offices, an alter-
native to chain banking is presented in the possibility of developing
branch systems, but even within what has been defined as the branch-
banking area some development of chain banking has occurred.
Nevertheless, in a majority of the States which permit banks to
establish branch offices no developments or only inconsiderable
developments of chain banking have occurred—more specifically,
in 11 of the 21 States of the branch-banking area no chain banking
developments have been reported; in 4 additional States of this
area the development was restricted to one instance, and in 2 States
to three or four instances with a maximum of 7 banks embraced in
any one chain. In two of the four remaining States of this area—
New Jersey and New York—affiliations of two to four banks are not
uncommon, and four instances of chains embracing six to eight
banks were specifically enumerated. Individually controlled groups
of banking institutions in Michigan included one chain of 16, one of
9, and two of 5 banks, and a number of affiliations probably embrac-
ing a smaller number of banks. Finally, in California an extensive
affiliation of branch systems with chain systems has been consum-
mated.

No chain-banking developments were found in 2 of the 21 States
which have prohibited the establishment of branches, and such
developments were restricted to from one to four well recognized
instances in 13 of these States, the maximum number of banks
included in any chain in these 12 States being 20, the number reported
for one chain in the State of Washington. Instances listed for other
States of this area included, in addition to some smaller groups, for
Arkansas 1 chain of 33 banks and 4 of 5 to 12 banks each; for Illinois
8 chains of 4 to 11 banks each; for Iowa 7 chains of 5 to 17 banks
each, 1 including Iowa banks in affiliation with banks outside the
State; for Nebraska 7, of 5 to 10 banks; and for Utah 4, of 6 to 17
banks. For Minnesota, the State in which chain banking seems to
have developed most extensively, 1 chain of 81 banks, 1 of 35, 1 of 21,
and over 30 smaller chains of 5 to 14 banks each are listed.

In North and South Dakota, Kansas, and Oklahoma—4 of the 6
States which have made no provision by law either permitting or
prohibiting branch banking—some 28 instances of chain affiliations
of 5 to 17 banks each are noted, as well as a number of smaller groups,
no association of this character being listed for either New Hamp-
shire or Vermont.
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BANK MERGERS

Mergers affecting member banks of the Federal reserve system
during 1928 included consolidations of national with national banks
under the act of November 7, 1918, consolidations of State with
national banks under this act as amended February 25, 1927, the
consolidated bank continuing under the national charter, and ab-
sorptions of one bank by another following liquidation of the absorbed
bank. With respect to the class of bank involved, these mergers
may be grouped as shown in the table following, which gives com-
parable figures for earlier years. Fewer such mergers were reported
for 1928 than for 1927, although the number reported for last year
was greater than for any earlier year, with exception of 1927, and in
individual instances large aggregations of banking resources in the
more important financial centers were involved. Included in the
total for 1928 are 108 cases of merger within the Federal reserve
system of a member with a member bank; 37 cases of merger of
a nonmember with a member bank; and 59 cases of merger of a
member with a nonmember bank.

MERGEKS AFFECTING MEMBER BANKS, 1924-1928

Total-

Merger of national bank:
Total _

With national bank
With State member bank
With nonmember bank

Merger of State member bank:
Total- _ ,

With national bank
With State member bank. ._-
With nonmember bank __

Merger of nonmember bank:
Total..

With national bank
With State member bank

Summary

Merger of member with member
Merger of member with nonmember
Merger of nonmember with member

Merger of national with State
Merger of State with national

Number of mergers

1924

124

96

44
22
30

22

8
9
5

6

6

83
35
6

52
8

1925

120

82

41
13
28

31

6
11
14

7

7

71
42

7

41
6

1926

164

128

68
20
40

23

7
12
4

13

2
11

107
44
13

60
9

1927

259

164

96
19
49

37

17
14
6

58

35
23

146
55
58

68
52

1928

204

139

70*
19

28

8
11
9

37

15
22

108
59
37

69
23

While merger procedures necessarily result in reduction of the
number of corporately independent banking institutions, they do not
necessarily in each case result in reduction of the number of banking
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offices serving the public, since absorption of one bank by another
may in any individual instance mean conversion of the merged
institution into a branch office. The number of such conversions is
noted elsewhere in the account of branch banking developments.
The reduction in number of banking institutions of all classes in the
country as a whole amounted during the year ended June 30, 1928,
nearly to 850 (from 26,994 to 26,145), this reduction being a net
decrease covering primary organizations, voluntary liquidations,
insolvencies, consolidations, and absorptions. Total resources of
banks increased during the year by nearly $3,500,000,000, and average
resources per banking institution by over $200,000. Decrease in
number of banks and increase in banking resources has been continu-
ous since 1921. In the period of seven years ended June 30, 1928,
the number of banking institutions decreased in round numbers by
4,600, and banking resources increased by nearly $22,000,000,000,
average resources per bank increasing from $1,600,000 to $2,700,000.
This increase in average size of the banking unit is attributable in
part to accumulation of banking resources in the country, and in
part to decrease in the number of institutions in consequence of
liquidation and of merger procedures.

Mergers consummated during the year in California and in some
other States involved banks operating branch offices and a correspond-
ing development of branch systems, subject to the legal restrictions
imposed by Federal and State laws upon branch banking, and where
nonmember banks have been free under State law to develop state-
wide branch systems, the process of developing such systems has in
individual instances involved the absorption through merger pro-
cedures of National and State member by nonmember banks.

BANKS ON PAR LIST

At the end of 1928 there were 25,391 incorporated banks other than
mutual savings banks in the United States. Of this number, 21,480,
or 84.6 per cent, were on the Federal reserve par list, which comprises
all member banks and such nonmember banks as have agreed to
pay, without deduction of exchange charges, such checks drawn
upon them as are presented or forwarded for payment by the Federal
reserve banks. During the year the number of nonmember banks on
the par list declined by 604, owing in part to suspensions and con-
solidations. Of the 3,911 banks not on the par list at the end of
1928, 2,171 were located in the Southern and 1,388 in the West
North Central States. As will be seen from the following table, all of
the banks in the Boston, New York, and Philadelphia districts and
all but nine in the Cleveland district were on the Federal reserve par list.
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NUMBER OP BANKS ON PAR LIST AND NOT ON PAR LIST AT END OP 1928 AND 1927

Federal reserve district

United States.__ _ __.

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

Member banks

1928

8,837

408
938
778
816
547
453

1,252
587
719
932
780
627

1927

9,034

413
937
111
835
564
464

1,290
594
735
968
799
658

Nonmember banks

On par list

1928

12,643

251
410
493

1,007
627
315

3,570
1,757

672
2,234

626
681

1927

13,247

248
411
501

1,027
657
312

3,695
1,891

761
2,369

667
708

Not on par list i

1928

3,911

9
572
959
213
490

1,123
282
208
55

1927

3,910

10
587

1,016
190
452

1,137
256
204
58

1 Incorporated banks other than mutual savings banks.

TRUST ACTIVITIES OF NATIONAL BANKS

The Federal Reserve Board in 1928 approved 185 original and 42
supplementary applications by national banks for permission to exer-
cise fiduciary powers under the provisions of section 11 (k) of the Fed-
eral reserve act.

Since the first fiduciary permit was issued by the board on February
25, 1915, continuous growth has been shown in the number of national
banks receiving authority to engage in trust activities, and at the
end of 1928 there were 2,391 national banks holding fiduciary permits-
constituting 31 per cent of the total number of national banks, with
a combined capital aggregating 73 per cent of the total capitalization
of the banks in the national banking system.

Of the 2,391 national banks having authority to exercise trust pow-
ers on December 31, 1928, 1,624 were acting in one or more of the
fiduciary capacities authorized, and from the most recent figures
compiled for 1928 were administering 63,776 trusts, with individual
trust assets of $3,297,310,119. These banks were also acting as
trustees for outstanding note and bond issues aggregating $7,978,-
388,854, and reported gross earnings from trust department operations
of $16,165,000. Compared with 1927, these figures for 1928 show an
increase of 242, or 17 per cent, in the number of active trust depart-
ments; an increase of 18,193, or 39 per cent, in the number of trusts
being administered; an increase of $1,217,451,882, or 58 per cent, in
the volume of individual trust assets; an increase of $1,623,675,119,
or 25 per cent, in the amount of bond and note issues outstanding for
which these banks were acting as trustees, and an increase of $5,354,-
000, or 49 per cent, in gross earnings from trust department operations.

A list of the national banks holding permits to exercise trust powers
on December 31, 1928, will be found on pages 284-306.
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AGREEMENTS WITH FOREIGN CENTRAL BANKS IN 1928

On October 13, 1928, the credit extended by the Federal reserve
banks and other banks of issue to the Bank of Poland was renewed
for a second year. Under the terms of this arrangement the Federal
Reserve Bank of New York, in association with the other Federal
reserve banks, had agreed, if desired, to purchase from the Bank
of Poland up to a total of $5,250,000 of prime commercial bills.
No bills have been offered to the Federal reserve banks by the Bank
of Poland under this arrangement.

A similar agreement, with a maximum of $15,000,000 made with
the Bank of Italy at the time of the stabilization of the lire, expired
in December, 1928.

In November an arrangement was concluded between the National
Bank of Rumania and the banks of issue of 14 countries by which
the latter agreed to purchase, if desired, from the National Bank of
Rumania prime commercial bills up to an amount of $25,000,000 or
its equivalent. The share of the Federal reserve banks in this arrange-
ment was $4,500,000. The arrangement became effective on February
7, 1929.

CHANGES IN THE BOARD'S REGULATIONS

Effective January 3, 1928, the board promulgated a new edition
of all its regulations applicable to member banks. The changes
made were discussed in the annual report of the board for 1927.
The board has subsequently had occasion to make several amend-
ments to its regulations, and these may be briefly mentioned.

Regulation A—Discounts for Federal intermediate credit hanks.—
The board's regulation regarding the discount of agricultural paper
by a Federal reserve bank for a Federal intermediate credit bank
contained limitations providing that no Federal reserve bank shall
discount paper for any Federal intermediate credit bank when its
own reserves amount to less than 50 per cent of its own aggregate
liabilities for deposits and Federal reserve notes in actual circulation,
and further that the aggregate amount of paper discounted by all
Federal reserve banks for any one Federal intermediate credit bank
shall at no time exceed an amount equal to the paid-up and unimpaired
capital and surplus of such Federal intermediate credit bank. On
August 30, 1928, the board amended these limiting provisions so
as to authorize exceptions to them where the permission of the
board is obtained.

Regulation A—Warehouse receipts securing bankers1 acceptances.—
As Regulation A existed prior to October 9, 1928, a Federal reserve
bank was authorized to discount a banker's acceptance arising out of
the storage of readily marketable staples, provided the acceptance
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was secured at the time of acceptance by a warehouse, terminal, or
other similar receipt conveying security title to such staples and issued
by a party independent of the customer, subject to certain prescribed
conditions. The board on the date mentioned amended this pro-
vision of its regulation so that such warehouse, terminal, or other
similar receipts securing bankers' acceptances might be issued by a
party independent of the customer or issued by a grain elevator or
warehouse company duly bonded and licensed and regularly inspected
by State or Federal authorities with whom all receipts for such staples
and all transfers thereof are registered and without whose consent
no staples may be withdrawn.

Regulation K.—On August 3, 1928, that section of the board's
Regulation K which deals with the titles of corporations organized
under section 25 (a) of the Federal reserve act for the purpose of
engaging in international or foreign banking was amended so as to
require that every such title include the word "Foreign" or the word
"International" and so as to prohibit the use of the word "bank" as
a part of any such title.

Regulation L.—As a result of the act of March 9, 1928, amending
section 8 of the Clayton Antitrust Act with regard to interlocking
bank directorates, it was necessary for the board to make certain
changes in its regulation on this subject in order to conform to the
provisions of the new law. Under the law previously existing the
board was authorized to grant its permission for an interlocking bank
directorate when the banks involved were not in substantial compe-
tition. The new law provides that such a permit may be granted if
in the judgment of the Federal Reserve Board it is not incompatible
with the public interest. In changing its regulation to conform to
the new law the board stated that in determining whether the issuance
of such a permit would be compatible with the public interest it will
consider whether the banks involved are natural competitors, whether
their having the same directors, officers, or employees would tend to
lessen competition or restrict credit, and any other facts having a
bearing upon the interest of the public in such banks as affected by
their having the same directors, officers, or employees.

AMENDMENTS TO THE FEDERAL RESERVE ACT

There were two amendments to the Federal reserve act enacted
during the year 1928.

By act of Congress approved May 7, 1928, a new paragraph was
added to section 9 of the Federal reserve act providing that State
banks and trust companies which are members of the Federal reserve
system shall be depositaries of public money, when designated for that
purpose by the Secretary of the Treasury, and may be employed as
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financial agents of the Government. Satisfactory security is to be
required of such banks and trust companies for the proper perform-
ance of their duties in these respects.

By act of Congress approved May 29, 1928, the authority of
Federal reserve banks to discount or purchase bills of exchange pay-
able at sight or on demand, as contained in the third paragraph of
section 13 of the Federal reserve act, was materially broadened.
Under the statute as it existed theretofore a Federal reserve bank
was authorized, subject to certain prescribed conditions, to discount
or purchase sight or demand bills drawn to finance the domestic
shipment of nonperishable, readily marketable staple agricultural
products when secured by bills of lading or other shipping documents
conveying or securing title. Under the law as amended a Federal
reserve bank is authorized to purchase or discount sight or demand
bills which grow out of the exportation as well as the domestic ship-
ment of nonperishable, readily marketable staples, whether such
staples are or are not of an agricultural character.

THE CLAYTON ANTITRUST ACT

Section 8 of the Clayton Antitrust Act was amended by act of
Congress approved March 9, 1928, so as to broaden the power of the
Federal Reserve Board to grant permits for interlocking directorates
between banks in the classes affected by that section. Previous to this
amendment the board was authorized to grant such permits only (1)
if the banks were not in substantial competition, and (2) if a member
bank of the Federal reserve system was involved. Under the amend-
ment the board is authorized to grant such permits if in the judgment
of the board the issuance of such a permit is not incompatible with the
public interest, and such permits may be granted even though no
member bank of the Federal reserve system is involved. As hereto-
fore, the Federal Reserve Board is authorized to grant permits to
serve not more than three banks in the prohibited classes.

The Federal Reserve Board received and considered 457 applica-
tions for permits authorizing interlocking directorates during the year
1928. The Comptroller of the Currency reported to the board 32
alleged violations of section 8 of the Clayton Act. These were investi-
gated by the board and where the law was being violated the bank
directors involved were required to comply therewith.

DISCRETION OF BOARD IN APPROVING THE ORGANIZATION OF FOREIGN

BANKING CORPORATIONS

The authority of the Federal Reserve Board to exercise its discre-
tion in the matter of approving the organization of corporations pur-
suant to the provisions of section 25 (a) of the Federal reserve act to
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engage in international or foreign banking or international or foreign
financial operations was upheld by a decision of the Supreme Court
of the District of Columbia on June 28, 1928. The decision was ren-
dered in the case of United States ex rel. Apfel et al. v. Mellon et al.,
which arose in the following manner:

Certain individuals residing in New York City filed with the
Federal Reserve Board the articles of association and organization
certificate of a proposed foreign banking corporation to be organized
under section 25 (a) of the Federal reserve act and requested the
board to approve such articles of association and organization cer-
tificate and to issue to the organizers a preliminary permit to com-
mence business. The board was advised by its counsel that the
approval of such papers and the issuance of a permit to commence
business are matters within the discretion of the board and that the
board should carefully investigate the proposed organizers and the
proposed organization before undertaking to exercise its discretion
in the premises. The board thereupon caused investigations to be
made through official sources from which it obtained information
which led the board to the conclusion that the experience and busi-
ness qualifications of the organizers of the proposed corporation
were not such as to hold promise of the successful conduct of a
corporation engaged in the highly technical activities of those organ-
ized under section 25 (a) of the Federal reserve act and that it would
not be in the public interest to approve the articles of association
and organization certificate and to issue a preliminary permit for
the proposed corporation to commence business. Thereupon the
organizers of the proposed corporation filed a petition in the Supreme
Court of the District of Columbia praying for a writ of mandamus
to compel the board to approve the articles of association and organi-
zation certificate and to issue to the proposed corporation a pre-
liminary permit to commence business. The board filed an answer
to the petition and the petitioners then demurred to the answer of the
board. The court overruled the demurrer, thus deciding the issue in
favor of the board. The case has been appealed to the Court of
Appeals of the District of Columbia and is now pending there.

The case turns upon the question whether the board has a discretion
in the matter of approving the organization papers of such a corpora-
tion or whether its duty is merely a ministerial one. In other words,
the question is whether the board must grant a charter for a corpora-
tion of this kind to any and every group of persons applying therefor
without regard to the financial standing, integrity, experience or
business qualifications of such persons or whether the board in the
exercise of its discretion may decline to grant a charter when in its
opinion it would be incompatible with the public interest to do so.
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DISCRETION OF FEDERAL RESERVE SYSTEM REGARDING MATTERS

RELATING TO CREDIT POLICIES

In August of 1928 a suit was brought against the Federal Reserve
Bank of New York testing its authority and the authority of the
Federal reserve system generally to exercise discretion in raising or
lowering the discount rate and in performing other functions relating
to the credit policy of the Federal reserve system. The suit was
brought in the United States District Court for the Southern District
of New York by one Frank G. Raichle in his capacity as a private
citizen. He filed a bill of complaint alleging that the Federal Reserve
Bank of New York and the Federal reserve system generally had
spread propaganda concerning an alleged money shortage, had set
about to restrict the supply of credit available for investment purposes
by selling large amounts of securities for the purpose of taking money
and credit out of the market, had raised the rediscount rate for the
purpose of increasing rates of interest and of reducing the volume of
security loans, and had sought to control the action of member banks
in the Federal reserve system by coercing them to call collateral loans
made to their customers. It was further alleged that all of these
actions injured the complainant by causing the market price of stocks
and bonds owned by him to decline and also that all of such courses
of action were beyond the corporate and legal powers of the Federal
reserve bank and resulted in depriving complainant of his property
without due process of law. The court was asked to grant an injunc-
tion restraining the defendant from spreading propaganda concerning
an alleged money shortage and alleged credit stricture in the United
States, from doing any act or thing calculated to curtail the credit
resources of the United States, from engaging in unwarranted and
excessive open-market operations and removing a large amount of
cash and its incidental credit from the use of the investing public, from
controlling or interfering with the member banks in the free and
unrestricted use of their own independent resources in all legitimate
banking activities including the making of collateral loans, and from
further arbitrarily and unreasonably raising the rediscount rate.
The court was also asked to grant a mandatory injunction directing
the Federal reserve bank to fix a reasonable rediscount rate and a
prohibitory injunction restraining the defendant from taking any
action for the purpose of forcing liquidation of brokers' loans.

The Federal Reserve Bank of New York in response to the bill of
complaint filed a motion to have the bill dismissed on the ground that
it stated no cause of action against the Federal reserve bank. This
motion was argued by counsel for both parties and the court subse-
quently dismissed the bill of complaint, thus deciding the case in favor
of the Federal reserve bank.
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The most important points involved in the case were whether a
Federal reserve bank or the Federal reserve system generally is
authorized to exercise its discretion in fixing rediscount rates and in
engaging in open-market operations and whether a private citizen
may bring a suit of this kind to enjoin a Federal reserve bank from
engaging in alleged ultra vires transactions. The court by its decision
in effect decided these questions in favor of the Federal reserve bank
and the Federal reserve system.

CHECK CLEARING AND COLLECTION

The Supreme Court of Minnesota, on June 8, 1928, rendered a
decision in the case of First State Bank of Hugo v. Federal Reserve
Bank of Minneapolis, holding that the Federal reserve bank was
not liable to the plaintiff, a nonmember State institution, for damages
alleged to have been sustained by reason of the action of the Federal
reserve bank in attempting to collect at par checks drawn on the State
bank.

The First State Bank of Hugo, Minn., instituted suit in 1925 against
the Federal Reserve Bank of Minneapolis in the State court, alleging
in substance that the Federal reserve bank, in order to coerce the
First State Bank to remit at par during the year 1920, presented
checks over the counter by means of an agent until the First State
Bank finally surrendered and agreed to remit at par, which it con-
tinued to do until October 1, 1924. The case came to trial in the
lower court and a verdict was rendered by the jury against the Federal
reserve bank. A motion was thereupon made to the court by the
Federal reserve bank for a judgment in its favor notwithstanding the
verdict of the jury or, in the alternative, for a new trial. Upon this
motion being overruled by the lower court, the case was taken to the
Supreme Court of Minnesota. On June 8, 1928, a decision was
rendered by the Supreme Court of Minnesota holding that there was
no evidence to justify the jury in finding that there was coercion by
the Federal reserve bank and that, therefore, the Federal reserve
bank was entitled to a directed verdict and to judgment notwith-
standing the verdict of the jury. The Supreme Court accordingly
reversed the decision of the lower court with a direction that
judgment should be entered for the Federal reserve bank.

LEGISLATION RECOMMENDED

In its annual report for the year 1927 the board pointed out the
desirability of the enactment of certain amendments to the Federal
reserve act concerning matters of detail which have arisen in the
administration of the Federal reserve system, and the board wishes
again at this time to recommend the passage by Congress of these
proposed amendments to the law. Briefly stated, these amendments
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are as follows: (1) An amendment to section 9 of the Federal reserve
act to permit State member banks of the Federal reserve system
to have foreign branches; (2) an amendment to section 4 of the
Federal reserve act to permit an officer, director, or employee of a
mutual savings bank to serve as a class B director or class C director
of a Federal reserve bank; (3) an amendment permitting the cancella-
tion of Federal reserve bank stock held by member banks which have
gone out of business without a receiver or liquidating agent having
been appointed therefor; (4) an amendment making it discretionary
with the Federal Reserve Board to assess the costs of examining
member banks against the banks examined; (5) an amendment
exempting Federal reserve banks from attachment or garnishment
proceedings before final judgment in any case or proceeding; (6) an
amendment to the Judicial Code restoring to the United States
district courts jurisdiction of suits by and against Federal reserve
banks; and (7) an amendment to section 13 of the Federal reserve
act increasing from 15 days to 90 days the maximum maturity of
advances made by Federal reserve banks to member banks on their
promissory notes secured by paper eligible for rediscount by Federal
reserve banks.

The board also wishes to recommend an amendment to section 9
of the Federal reserve act, which would authorize the Federal Reserve
Board in its discretion to waive the six months' notice now required
by law before a State member bank may withdraw from the Federal
reserve system and to permit any such bank to withdraw from mem-
bership in the system prior to the expiration of such six months'
notice. It frequently happens that a State member bank desiring to
terminate its membership in the Federal reserve system asks the
Federal Reserve Board to waive the six months' notice of withdrawal
now required and states to the board forceful reasons why immediate
withdrawal is, from the standpoint of the bank, important. Although
in many such cases the board sees no valid practical reason for not
granting the request of the State bank, it is unable to do so under the
terms of the now existing statute. Sometimes also a State member
bank transfers its assets or its banking business to another institution,
but retains its corporate identity and engages either in no business
at all or in a business other than banking. In such cases where a
State member bank has in fact gone out of business or is engaged in
some business other than banking, it seems manifestly desirable that
its membership in the Federal reserve system should be terminated
as soon as possible. For these reasons the board believes it should
be given authority in its discretion to waive the .six months' notice
now required of a State member bank wishing to withdraw from the
Federal reserve system.
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In addition to the amendments to the Federal reserve act proposed
above, the board wishes to recommend the enactment of S. 4039, a
bill pending in the present Congress, the purpose of which is to
exempt joint-stock land banks organized under the provisions of the
Federal farm loan act from the provisions of section 8 of the Clayton
Antitrust Act. The Attorney General has ruled that joint-stock
land banks are technically banks within the prohibitions of the
Clayton Act. The principal function of joint-stock land banks is
to make long-term loans on real estate; they are not authorized to
accept deposits except from the Secretary of the Treasury and are
prohibited from transacting any banking or other business not
expressly authorized by the Federal farm loan act. They are not
commercial banks in any sense and do not compete with commercial
banks or trust companies. While they are technically banks within
the meaning of the Clayton Act, therefore, they clearly are not the
kind of banks to which the Clayton Act was intended to apply,
since interlocking directorates between them and ordinary commercial
banks could not possibly lead to any restriction of banking credit or
lessening of competition. In this respect they are analogous to
mutual savings banks, which are now exempted altogether from the
provisions of the Clayton Act, and the board believes that the same
exemption should apply to joint-stock land banks. There have come
to the board's attention certain cases in which outstanding bankers
have been requested to serve as directors of joint-stock land banks,
but have been unable to do so because of the fact that they are already
serving as many banks as they are permitted to serve under section 8
of the Clayton Act. To exempt joint-stock land banks from the
prohibitions of the Clayton Act would make it easier to strengthen
the management of such banks by obtaining the services on their
boards of directors of such outstanding bankers who are now ineli-
gible. The bill S. 4039 passed the Senate in the first session of the
Seventieth Congress and the board hopes for the reasons given that
it will be enacted into law.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Four meetings of the Federal Advisory Council were held in Wash-
ington during 1928 on the following dates: February 17, May 18,
September 28, and November 22.

CONFERENCES HELD BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, as usual, conferred with the Federal
Advisory Council on the occasion of its meetings during the year.

The governors of the Federal reserve banks met in Washington
on April 30-May 2, and the governors of the Federal reserve banks
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and Federal reserve agents conferred, separately and jointly, on
November 12-15. At both conferences special sessions were held
at which the board was in attendance.

ORGANIZATION, STAFF, AND EXPENDITURES

Hon. Edmund Platt, whose term of office expired on August 9,
1928, was reappointed for a 10-year term.

On November 21, 1928, Mr. J. W. Mclntosh resigned as Comp-
troller of the Currency, and Mr. J. W. Pole, appointed to that office,
became an ex officio member of the Federal Reserve Board. No
other changes took place in the organization or official staff of the
Federal Reserve Board during the year.

The total cost of conducting the work of the board during the year
1928 was $763,563.41. Two assessments were levied against the
Federal reserve banks aggregating $697,676.92, 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.
R. A. YOUNG, Governor.

The SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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The year 1929 can be divided, from the point of view of credit
developments, into two periods of unequal duration. The first 10
months of the year, taken as a whole, witnessed a further increase of
demand for credit originating in the security market; a high level of
money rates; an inflow of gold from abroad; and continuation of a firm-
money policy by the Federal reserve system. At the end of October
the drop in security prices was accompanied by a subsidence in the
demand for credit from the stock exchange; a drastic liquidation of
security loans; outflow of gold; and an easing credit policy by the Fed-
eral reserve system. Industrial activity was in exceptionally large
volume until the middle of the year, but began to recede in July and
declined rapidly in November and December. Industrial profits were
in record volume in the first three quarters of the year; factory pay-
roll disbursements were in large amount, and the income of farmers
was on about the same level as in other recent years. As a conse-
quence, consumers' demand for commodities up to October was in
larger volume than in 1928, but it receded in the last two months.
During the earlier months of the year a considerable volume of gold
imports resulted in a decrease of reserve-bank credit outstanding.
Sales of securities by the Federal reserve banks, however, and a re-
duction in their portfolio of open-market bills, kept discounts for
member banks at a high level until midsummer. In the latter part
of the year large purchases of acceptances by the Federal reserve
banks, followed in the last two months by purchases of Government
securities, enabled member banks to reduce their borrowings, and by
the end of the year discounts were in the smallest amount for nearly
two years; this low level of indebtedness of member banks was an
important factor in the easier condition of the money market.

FIRST QUARTER

The year 1929 opened with total reserve-bank credit outstanding
in larger volume than in any year since the postwar crisis. Security
loans of member banks and brokers' loans had attained new peaks,
Collateral indications derived principally from the intense activity
of the securities markets and the unprecedented rise of security
prices gave unmistakable evidence of an absorption of the country's

1
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credit in speculative security operations to an alarming extent. There
was nothing in the position of commercial credit or of business to
occasion concern. The dangerous element in the credit situation
was the continued and rapid growth of the volume of speculative
security credit.

The measures taken by the Federal reserve banks in the year 1928
to firm-money conditions by sales of open-market investments and
by successive increases of discount rates from 3% per cent at the
opening of the year to 5 per cent by midyear had not proved adequate.
The second half of the year 1928 witnessed an aggravation of the con-
ditions that had called forth the firm-money policy of the Federal
reserve banks in the first half of the year.

The credit situation confronting the Federal reserve system at the
opening of the year 1929, therefore, still stood in need of correction.
The problem was to find suitable means by which the growing volume
of security credit could be brought under orderly restraint without
occasioning avoidable pressure on commercial credit and business.
With the system portfolio of Government securities practically
exhausted by the sales made in the first half of the year 1928, the
main reliance in a further firming of money conditions must have
been further marking up of Federal reserve discount rates, unless
some other expedient could be brought to bear in the situation.

The board was not disposed to regard favorably further increases
of the discount rate as the appropriate method of dealing with the
situation presented, and particularly as the Federal reserve system
was related to it; the board, therefore, did not approve the discount
rate advances voted by some of the Federal reserve banks. It set
forth its views of how the Federal reserve banks would best proceed
in the circumstances in a letter to them under date of February 2,
which was later supplemented by a statement further elaborating its
position, issued to the public February 7 and reading as follows:

"The United States has during the last six years experienced a
most remarkable run of economic activity and productivity. The
production, distribution, and consumption of goods have been in un-
precedented volume. The economic system of the country has
functioned efficiently and smoothly. Among the factors which have
contributed to this result, an important place must be assigned to
the operation of our credit system and notably to the steadying
influence and moderating policies of the Federal reserve system.

"During the last year or more, however, the functioning of the
Federal reserve system has encountered interference by reason of
the excessive amount of the country's credit absorbed in speculative
security loans. The credit situation since the opening of the new
year indicates that some of the factors which occasioned untoward
developments during the year 1928 are still at work. The volume
of speculative credit is still growing.

"Coming at a time when the country has lost some $500,000,000
of gold, the effect of the great and growing volume of speculative
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credit has already produced some strain which has reflected itself
in advances of from 1 to 1% per cent in the cost of credit for com-
mercial uses. The matter is one that concerns every section of the
country and every business interest, as an aggravation of these con-
ditions may be expected to have detrimental effects on business and
may impair its future.

"The Federal Reserve Board neither assumes the right nor has it
any disposition to set itself up as an arbiter of security speculation
or values. It is, however, its business to see to it that the Federal
reserve banks function as effectively as conditions will permit. When
it finds that conditions are arising which obstruct Federal reserve
banks in the effective discharge of their function of so managing the
credit facilities of the Federal reserve system as to accommodate
commerce and business, it is its duty to inquire into them and to
take such measures as may be deemed suitable and effective in the
circumstances to correct them; which, in the immediate situation,
means to restrain the use, either directly or indirectly, of Federal
reserve credit facilities in aid of the growth of speculative credit.
In this connection, the Federal Reserve Board, under date of Feb-
ruary 2, addressed a letter to the Federal reserve banks, which con-
tains a fuller statement of its position:

" "The firming tendencies of the money market which have been
in evidence since the beginning of the year—contrary to the usual
trend at this season—make it incumbent upon the Federal reserve
banks to give constant and close attention to the situation in order
that no influence adverse to the trade and industry of the country
shall be exercised by the trend of money conditions, beyond what
may develop as inevitable.

" 'The extraordinary absorption of funds in speculative security
loans which has characterized the credit movement during the past
year or more, in the judgment of the Federal Reserve Board, deserves
particular attention lest it become a decisive factor working toward
a still further firming of money rates to the prejudice of the country's
commercial interests.

" 'The resources of the Federal reserve system are ample for meeting
the growth, of the country's commercial needs for credit, provided
they are competently administered and protected against seepage
into uses not contemplated by the Federal reserve act.

" 'The Federal reserve act does not, in the opinion of the Federal
Reserve Board, contemplate the use of the resources of the Federal
reserve banks for the creation or extension of speculative credit.
A member bank is not within its reasonable claims for rediscount
facilities at its Federal reserve bank when it borrows either for the
purpose of making speculative loans or for the purpose of maintaining
speculative loans.

" 'The board has no disposition to assume authority to interfere
with the loan practices of member banks so long as they do not involve
the Federal reserve banks. It has, however, a grave responsibility
whenever there is evidence that member banks are maintaining
speculative security loans with the aid of Federal reserve credit.
When such is the case the Federal reserve bank becomes either a
contributing or a sustaining factor in the current volume of specula-
tive security credit. This is not in harmony with the intent of the
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Federal reserve act nor is it conducive to the wholesome operation
of the banking and credit system of the country.'"

It is not for the Federal Reserve Board to estimate the general
expediency or the larger public consequences of its intervention by
"direct pressure" in the complex situation existing at the time the
above statement was called forth. It may be remarked, however,
that the course adopted by the board resulted in a substantial con-
servation of the credit resources of the banking system of the country,
and particularly of the Federal reserve banks, for essential needs
which arose later in the year.

The protection of Federal reserve credit against diversion into
channels of speculation constitutes the most difficult and urgent
problem confronting the Federal reserve system in its effort to work
out a technique of credit control that shall bring to the country such
steadiness of credit conditions and such maintenance of economic
stability as may be expected to result from competent administration
of the resources of the system. Whatever method, or combination
of methods, of securing these results may eventually win the sanction
alike of successful practice and of public opinion, the recent out-
standing experience of the Federal reserve system in demonstrating
the practicability of "direct pressure" has clarified the problem and
advanced its solution.

Although the Federal reserve system did not resort to advances in
discount rates, it continued throughout the first quarter, in addition
to pursuing the policy of direct pressure, to exert its influence toward
firmer money conditions. The reserve banks' buying rates for bills
were advanced in the early months of the year from 4% to 5% per cent
on short maturities, a rate higher than the 5 per cent rate on dis-
counts, with the consequence that funds arising from a considerable
inflow of gold from abroad in the early months of the year were
utilized for the liquidation of the system's acceptance holdings,
rather than of discounts for member banks. After the first three
weeks in January, at the end of the seasonal return flow of currency,
discounts began to rise rapidly, and this growth was further acceler-
ated by sales of United States securities out of the system's portfolio.
In the spring discount rates at the four western reserve banks, which
had held their rates at 4% per cent, were raised to the 5 per cent level
prevailing at the other reserve banks.

RETROSPECT: 1922-1928

The growth in security loans, which since November, 1927, had caused
the Federal reserve system to pursue a policy of increasing firmness,
was the outcome of developments that began in the spring of 1922.
At that time the liquidation of the postwar boom had run its course
and member bank discounts were at a relatively low point. Gold
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was coming into this country in large volume and was no longer
absorbed, as it had been in 1920 and 1921, in liquidating the indebted-
ness of member banks. This inflow of gold, continuing with only
short interruptions to May, 1927, provided a basis for credit expan-
sion by member banks without increasing their requirements for
reserve-bank credit. Another important factor was the fact that on
the liability side bank-credit expansion was represented in large part
by a growth of time deposits, against which under the law only a 3
per cent reserve is required. The growth of member-bank credit,
therefore, especially in 1925 and 1926, gave rise to less increase in
member-bank reserve requirements than would otherwise have been
the case. The entire period from 1922 to 1927 was consequently
characterized by a relatively low level of money rates and an abun-
dance of funds. In these circumstances, banks sought investment
in securities and increased their loans on collateral, and more particu-
larly their loans in the call-money market. A factor that contributed
to the growth of security loans was a change in the methods of
financing industry. Favorable conditions in the capital market
caused many corporations to issue a large volume of securities, in
many cases in excess of immediate financial requirements, and with
part of the proceeds to pay off loans. Purchasers of the securities,
in turn, in many cases borrowed a part of the purchase price and
pledged the securities as collateral. As a result, bank loans directly
to industrial and commercial enterprises were relatively diminished,
while loans on securities increased. Such loans, which had con-
stituted approximately 18 per cent of total loans and investments
of member banks at the opening of 1922, represented 28 per cent of
member-bank credit at the opening of 1929.

Between 1922 and 1927 total loans and investments of all banks
in the United States increased by nearly 40 per cent, or about
$15,000,000,000, the larger part of the increase being in the form of
loans on securities and of investments. The corresponding growth
in deposits was reflected in an increase of about $500,000,000 in
the reserve balances of member banks. This increase in the
reserve requirements of member banks, together with a growth of
$350,000,000 in the demand for money in circulation, was met out
of the increase of $750,000,000 in the country's stock of monetary
gold, together with a considerable increase in the volume of currency
based on Treasury credit, chiefly in the form of silver certificates
issued to take the place of retired Federal reserve bank notes. As a
consequence of the growth in the gold stock and in Treasury credit,
member banks were able to meet the demand for currency and for
reserve balances without increasing their use of reserve-bank credit,
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which actually showed a decrease of about $50,000,000 during the
5-year period.

A table bringing into comparison the volume of reserve-bank credit
in use in 1922 and 1927, and showing the factors making for increases
or for decreases in this volume over the period is presented below:

RESERVE-BANK CREDIT AND FACTORS IN CHANGES: 1922-1927

[Annual averages of daily figures. In millions of dollars]

Reserve-bank credit
Monetary gold stock .-_ -.
Treasury currency adjusted _ _

Money in circulation
Member bank reserve balances
Nonmember balances at Federal reserve banks
Unexpended capital funds of Federal reserve banks.

1922

1,226
3,801
1,603

4,534
1,781

30
285

1927

1,174
4,564
1,774

4,892
2,290

31
299

Change

-52
+763
+171

+358
+509

+1
+14

This analysis indicates that gold imports were one of the principal
factors in the credit situation between 1922 and 1927. The peak
in the country's gold stock was reached in May, 1927, when a condition
of ease in the money market in this country, encouraged by Federal
reserve policy, resulted in an increase in the volume of flotation of
foreign securities. Increased foreign borrowings in the United States
and the much higher level of money rates abroad compared with the
level in the United States caused a reversal of the gold movement,
with the consequence that between the middle of May, 1927, and
June, 1928, the country's gold stock was reduced by $600,000,000.
The firming effect of these exports of gold on the domestic credit
situation was at first offset by the Federal reserve system through
the purchase of securities, but a continuous growth of loans on
securities in the United States caused the system in the early part
of November, 1927, to discontinue these purchases. During the
remainder of 1927 the gold exports were allowed to have their usual
firming effect on the credit situation. Beginning with January,
1928, the system adopted a positive firm-money policy expressed
through the sale of Government securities and through advances in
discount rates in the course of 1928 from 3K per cent to a level of 5
per cent at eight of the reserve banks, and to 4% per cent at the four
western banks. Buying rates for bills also were advanced.

This policy of firm money by the Federal reserve system resulted
in a halt in the growth of bank credit beginning with the spring of
1928. The stock-market demand for credit, however, continued
to grow, and the possession of considerable cash balances by corpora-
tions, derived from large issues of securities in a favorable market
and from substantial earnings, made it possible for the market to
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obtain funds directly from these corporations. So-called brokers'
loans could, therefore, increase very rapidly, as they in fact did,
although there was no growth in bank credit. Loans to brokers by
nonbanking lenders, although they do not directly involve member
banks, have nevertheless an effect on the banking situation, both
because the banks are aware of the necessity of taking over such
loans in case an emergency develops and because their existence and
employment results in a much more active use of bank deposits.
Greater activity of bank deposits reflected also the cessation in the
middle of 1928 in the growth of time deposits, which had been increas-
ing rapidly up to that time and which have a much slower rate of
turnover than demand deposits.

SECOND QUARTER

Credit policy of the Federal reserve system in 1929 was in continua-
tion of its policy begun more than a year earlier. For eight weeks
following the issuance of the board's statement on February 7,
security loans fluctuated irregularly without definite trend, but in
the first part of April they turned definitely downward and continued
to decline until the end of May. During June, July, and August,
however, speculation in securities once more became active, and the
demand for security loans increased rapidly as stock prices advanced
by about 25 per cent. At the end of the fiscal year there was also
a large volume of rights issued to holders of securities entitling them
to purchase additional shares of stock on favorable terms, and there
was a consequent demand for credit to finance the purchases made in
the exercise of these rights. During June this increased demand for
security loans was supplied largely by banks, but in July, August,
and September, the growth in stock-exchange loans was derived
entirely from nonbanking lenders.

THIRD QUARTER

At midyear, with the crop-moving season approaching, the business
and credit situation was clearly defined. Industrial production was
proceeding at an extraordinarily rapid rate, factory employment and
pay rolls were at a high level, earnings of corporations were in record
volume, capital issues were numerous and large, and prices of securi-
ties were rising. Bank credit, after showing no growth for about a
year, began to increase rapidly in June. Rates charged by banks on
loans to commercial customers had constantly advanced in leading
cities since the beginning of 1928 and were in July, 1929, on a 6 per
cent level, more than 1 per cent higher than 18 months earlier and
higher than at any other time since 1921. Loans to brokers and
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dealers in securities in the New York market were increasing rapidly.
In these circumstances, the discount rate at the Federal Reserve
Bank of New York was advanced from 5 to 6 per cent, a level con-
sistent with the rates prevailing in the open market, and calculated
to exercise a restraining influence at the center of speculative activity.
Discount rates at the other reserve banks remained at 5 per cent.

The advance in the New York discount rate, which became effec-
tive on August 9, was accompanied by a reduction in the reserve
banks' buying rates for bills purchased in the open market. Accept-
ances outstanding generally increase in volume in the autumn months,
when they are issued to finance the movement of crops to market
in the United States and abroad. In 1929 the increase in acceptances
began earlier in the year than usual. Notwithstanding the larger
volume of acceptances issued, the demand for bills was strong, and
there was a tendency for dealers' selling rates to become easier. In
accordance with the reserve system's customary policy of facilitating
the financing of crop movements, the reserve banks reduced their
buying rates on open-market bills from a range in March of from
5% to 5% per cent, according to maturity, to one from 5% to 5}i per
cent on July 12 and from 5% to 5K per cent on August 9.

As a consequence of these changes in the rate structure, rates on
bills, which from the early part of the year to August 9 had been
above the discount rate, were after that date on a considerably lower
level. Offerings of bills to the reserve banks consequently increased
rapidly, and the system's holdings of acceptances, which at the
beginning of August had been at the lowest level in five years,
increased by $300,000,000 in the following three months. This
growth was considerably in excess of the seasonal demand for reserve-
bank credit, which arises chiefly from increased currency require-
ments of the harvesting period. Discounts for member banks, there-
fore, decreased rapidly and were in the third week of October $230,-
000,000 below their level at the beginning of August. This decline
in discounts for member banks, particularly at the banks in New
York City, was reflected in pronounced easing of rates in the call-
loan market.

LAST QUARTER

By the middle of October the situation had undergone a marked
change from that prevailing in midsummer. Industrial production,
which in June had reached the highest level on record, had shown
some recession. Security prices were showing some decline from the
record levels reached early in September. Bank credit was showing
seasonal growth, while brokers' loans were increasing with unusual
rapidity, the funds being supplied almost entirely by nonbanking
lenders. These loans for nonbanking lenders had remained at a
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fairly constant level in April, May, and June, but increased by
about $1,000,000,000 in the following four months. It would appear
that a large part of this increase was supplied by investment trusts
and trading companies, which were being organized extensively at
that time. The issues of investment securities by investment trusts
and similar organizations were, in fact, the principal factor in the
growth of security issues in the autumn of 1929 and were an important
source of brokers' loans for account of nonbanking lenders. These
companies, having obtained funds from the public through the sale
of their own securities, used portions of these funds in the call-loan
market. The continued growth of brokers' loans up to the beginning
of October, when security prices were tending downward, reflected
also the effect of sales by outright owners or holders on relatively
large equities to purchasers on credit whose equities were considerably
smaller.

In September and October, therefore, recession in industry, reports
of smaller corporate earnings, continued growth of brokers' loans,
indicating a movement of securities from stronger to weaker hands,
and many other factors were weakening the position of the security
market. There was an important failure of a finance company in
England, which resulted in a loss of confidence by British investors
and some withdrawals of foreign funds from the New York market.
On September 26 the Bank of England, which for several months
had been losing reserves, raised its discount rate from 5}i to 6}£ per
cent. This series of events culminated in the last week in October
in a break of unprecedented severity in stock prices, w ĥich by the
middle of November were, on the average, 40 per cent below their
maximum. Notwithstanding some recovery in the latter part of
the year, the average of 404 common stocks stood at the end of
December 35 per cent below the level of the middle of September.

Changes in the banking situation in the last two months of the
year were largely in the nature of readjustments accompanying and
following the drop in security prices. At first the changes were
reflected primarily in the position of member banks in New York City.
The growth of speculative activity had given the large banks in New
York City a good deal of concern for several years. They had liqui-
dated a part of their investments and had avoided a growth in
their own loans to brokers, the volume of such loans in the middle
of October being at about the same level as the average for the
preceding four years. When the abrupt liquidation began these
banks were therefore in a position to take care of the situation.
During the week ending October 30 they increased their own loans
and investments by $1,400,000,000, largely because they took over
loans of outside lenders, both out-of-town banks and others, who
withdrew a large part of their loans from the market, leaving the
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10 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

New York banks under the necessity of taking over, at least tem-
porarily, a large volume of these loans. This resulted in the most
rapid growth of bank credit on record in this country and in a propor-
tionate increase in member bank reserve requirements. The reserve
funds necessary to meet these increased requirements were supplied
by the New York reserve bank, which loaned freely to member banks
and also purchased $150,000,000 of United States securities in the
open market. As the liquidation of brokers' loans continued in No-
vember, it was reflected in a reduction of loans of this character by
the New York banks for their own account. During the following
eight weeks brokers' loans of New York banks declined by $1,200,-
000,000 and, just prior to the temporary end-of-year advance, these
loans were at a level about $200,000,000 below that on October 23,
the last report date before the stock-market break.

Outside New York City the first few weeks after the break were
also characterized by an increase in demand for bank credit, but
later the outside banks also felt the relaxation of the credit demand
from the security market. At the end of December loans and
investments of all member banks showed an increase of $250,000,000,
or seven-tenths of 1 per cent for the entire year 1929, compared with
a rate of growth of 4 per cent in 1928, 8 per cent in 1927, and 6K per
cent on the average for the years 1922 to 1927.

During the last three months of the year the net liquidation of
loans on securities, by banks and by other lenders, may be estimated
in the aggregate at $3,900,000,000. Loans directly to brokers in
New York declined by $4,500,000,000, but this amount was offset in
part by an increase of $600,000,000 in security loans by banks to
borrowers other than New York brokers. Even after allowance is
made, therefore, for the fact that about one-eighth of the liquidation
of brokers' loans represented a shift to other borrowers, the net decline
in security loans for the period indicates liquidation on an unprece-
dented scale.

This liquidation was accompanied by a reversal of the credit policy
of the Federal reserve system. Over a period of about two years
increase in the volume of credit utilized in the security market had
been the principal consideration determining the firm money policy
of the system; and the diminution in the demand for such credit was
followed by a reversal of the system's policy. During the first week
of liquidation, when the member banks were taking over in large
volume loans previously carried by nonbanking lenders, the reserve
banks bought $150,000,000 of United States Government securities,
thereby reducing for member banks the necessity of borrowing at the
reserve banks. The reserve banks continued this policy of open-
market purchases throughout November and the larger part of
December, with the consequence that member banks were able to
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meet the seasonal demand for currency, as well as considerable with-
drawals of gold for export, and at the same time to decrease their
indebtedness to the reserve banks. During the last week of the year
the average volume of reserve-bank credit outstanding was about
$150,000,000 less than at the end of 1928, the decrease corresponding to
the net increase for the year in the country's stock of monetary gold.
Decrease in the total volume of reserve-bank credit was accompanied
by material changes of composition. Holdings of Government
securities had increased by $250,000,000 over the year, acceptances
had decreased'by $125,000,000, and discounts by $300,000,000. This
decrease in discounts for member banks, which on the last day of
December were at $630,000,000, the lowest level since early in 1928,
indicates the extent to which the general credit situation had been
eased during the year. The discount rate at the New York bank was
reduced from 6 to 5 per cent on November 1 and to 4% per cent on
November 15. Reductions to 4% per cent followed in the rates at
Boston, Chicago, San Francisco, Atlanta, Kansas City, and (in Janu-
ary, 1930) Philadelphia. Buying rates on bills also were correspond-
ingly reduced. Reserve system policy, therefore, during the last
two months of the year, in contrast to the two preceding years, was
exerted in the direction of easier money conditions.

This reversal of policy, made possible by diminution in the demand
for credit in the security markets, appeared desirable also in view of
the sharp reduction in business activity. Industry, which had been
operating in record volume up to June, and notwithstanding some
recession had remained at an exceptionally high level in the following
four months, declined abruptly in November and still further in
December. At the end of the year the volume of industrial produc-
tion and of factory employment and pay rolls had been reduced to
the lowest levels since November, 1927, when the recession of that
year was at the lowest point. This change in the business situation
was in part a reaction from the exceptionally large output in certain
industries early in the year; it was also in part a consequence of the
rapid rise and subsequent drop of security prices. The rapid rise in
stock prices had in various ways stimulated business activity. Indus-
trial enterprises had been encouraged by favorable conditions in the
market to finance programs of expansion through the issue of common
stocks; and financial houses, assured of a market for new issues, had
been encouraged to launch new enterprises, as well as combinations
and mergers of existing undertakings. A large amount of time and
savings deposits was drawn out by the depositors and used for the
purchase of securities, and funds that ordinarily would have been
added to savings deposits were used for the same purpose, with the
consequence that in 1929, in contrast with previous years, there was
a decrease in the total volume of savings accounts. The large volume
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of security issues had given rise to increased building operations for
plant expansion and enlargement of existing facilities. During the
period of rising stock prices, profits taken out of the market by suc-
cessful traders in stocks had been an important factor in consumers'
demand for many services and industrial products, particularly of
the luxury type. To a certain extent these purchases of luxury goods
were financed through the use of funds withdrawn from savings
accounts by purchasers of securities. With the drop in stock prices,
these influences were reversed. Investment houses found themselves
with large blocks of unmarketed securities, and the public no longer
offered a broad market for common stocks, with the consequence that
the volume of new security issues diminished rapidly and was confined
largely to high-grade bonds. Losses incurred in the break in stock
prices reduced the demand of consumers for commodities, and espe-
cially for luxury goods, and this had an effect on industry, and
especially on those lines of activity that had developed most rapidly
in the spring and summer, such as the automobile and the iron and
steel industries.

IMPROVEMENT IN CREDIT CONDITIONS

Liquidation of bank credit in the last two months of 1929 and the
easing policy of the reserve system were reflected in a decline of
money rates in the United States, and particularly of open-market
rates on call and short-time money. The decline of money rates
and the diminished attractiveness of the security market as a field
of investment caused the withdrawal of foreign funds, which had
flowed to the United States in large volume during the period of
high money and rising stock prices. In the last two months of the
year there was an outflow of funds from this country and a with-
drawal of gold for export. The country's stock of monetary gold,
which had increased by $250,000,000 during the first 10 months of
1929, declined by about $100,000,000 in November and December.
Foreign central banks, which had been obliged to advance their dis-
count rates during the period when they were losing gold, were
enabled to reduce these rates when gold began to flow back from the
United States. Open-market rates abroad also became easier. It
was apparent at the close of 1929, therefore, that the liquidation of
security loans, which took place in the last two months of the year
and resulted in an improvement in the credit situation in the United
States, had also exerted an important favorable influence on world-
credit conditions.
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DETAILS OF OPERATION

In the preceding pages there has been presented a brief discussion
of business and banking developments in 1929 and of the policies
pursued by the Federal reserve system during the year. In the follow-
ing sections of this report there is given a more detailed account of
the operations of the Federal reserve banks and branches and of
administrative matters with which the Federal Reserve Board has
dealt during 1929.

FEDERAL RESERVE BANK CREDIT IN 1929

Fluctuations in reserve-bank credit during 1929, as in other recent
years, reflected largely changes in the movement of gold into and out
of the country, in the demand of the public for currency, and in the
demand of member banks for reserve balances. During the last
month of the year, when seasonal demands were at a peak, the total
volume of reserve-bank credit outstanding at $1,643,000,000 was
$181,000,000 below December, 1928, but somewhat larger than in
December, 1927. The chart shows the course of reserve-bank credit
for the last five years and the major factors which are responsible for
changes in its volume. The line at the top of the chart, which shows
total reserve-bank credit and monetary gold stock combined, fluctu-
ated over much the same range during 1929 as in the three preceding
years. This indicates that since 1926 fluctuations of reserve-bank
credit outstanding, after adjustment for the effect of gold movements,
have been largely seasonal in character, and that there has been little
net change in the aggregate for the past four years.

The most important factor of decrease in the demand for reserve-
bank credit in 1929 was an inflow of gold from abroad during the
first 10 months of the year equivalent in volume to the loss of gold
during 1928. Part of this gold, however, was lost toward the close of
the year when the liquidation of foreign holdings of American secur-
ities and the decline in money rates in the United States resulted in
a considerable export movement of gold.

Seasonal fluctuations in the public demand for currency continued
during 1929 to constitute the most important single factor in month-
to-month changes in the demand for reserve-bank credit. During
the greater part of the year the demand for currency was smaller
than in the corresponding months of 1928, and for the year as a
whole the average volume of currency in circulation was the lowest
since 1922. This gradual decline in currency demand as compared
with preceding years began in 1927, and in every month from Feb-
ruary of that year until June, 1929, the volume of money in circu-
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14 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

lation averaged lower than in the corresponding month of the pre-
ceding year. The table shows that this decline was small in the first
quarter of 1927, rose to a maximum of $132,000,000 in the first quarter

RESERVE BANK CREDIT OUTSTANDING AND PRINCIPAL FACTORS IN CHANGES
MILLIONS OF DOLLARS

6200

6000

MILLIONS OF DOLLARS

1925 1926 1927 1928

Based on weekly averages of daily figures

1929

of 1928, and decreased during the remainder of that year. In 1929
the volume of money in circulation in the first quarter averaged
$21,000,000 less than in the corresponding period of 1928, and in the
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second quarter, $46,000,000 less. In the third quarter of 1929, how-
ever, when the Treasury introduced new small-size notes into circu-
lation, the demand for currency was increased temporarily to a
level above the preceding year. The effect of this special demand
for currency disappeared by the end of the third quarter, and in the
fourth quarter the total volume of money in circulation again aver-

VOLUME OF MONEY IN CIRCULATION, BY QUARTERS, 1926-1929

[Based on monthly averages of daily figures. In millions of dollars]

Quarter

January-March
April-June
July-September _
October-December

Amount

1926

4,870
4,878
4,932
5,046

1927

4,867
4.857
4, 872
4,973

1928

4,735
4,729
4,764
4,901

1929

4,714
4,683
4,784
4,866

Change from corresponding
period of preceding year

1927

- 3
- 2 1
- 6 0
- 7 3

1928

- 1 3 2
- 1 2 8
- 1 0 8

- 7 2

1929

- 2 1
- 4 6
+20
- 3 5

aged below the level of the preceding year. During the latter part of
October and the first part of November the demand for currency
appears to have been increased temporarily by the extraordinary
turnover of bank funds which accompanied the break in the security
market. During December the sharp recession in industrial pay rolls
and employment resulted in a reduction of currency demand com-
pared with the same period in 1928. The month of December as a
whole, consequently, showed the largest drop from the preceding
year of any month in 1929.

Changes in reserve-bank credit during the year also reflected
changes in the demand of member banks for reserve balances. Dur-
ing the first half of the year member-bank reserve balances decreased
somewhat; in the third quarter they showed a moderate increase
reflecting a seasonal growth of bank credit, especially at the larger
city member banks; and during the fourth quarter the demand
for reserve balances was augmented sharply by developments in the
call-loan market. Toward the end of October, nonbanking lenders
withdrew funds in large volume from the call-loan market, and the
larger New York City member banks, with whom these funds were
deposited, took over the call loans from which they had been trans-
ferred. Subsequently these loans and deposits were liquidated, but
in the interval reserve-bank credit was increased sharply by the larger
demands of member banks for reserve balances against their increased
deposit liabilities.

During the month of December the total volume of reserve-bank
credit outstanding was $181,000,000 less than in December, 1928,
the decrease being wholly accounted for by a net increase in monetary
gold stock of $183,000,000 during the year. The following table
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presents a complete analysis of all of the factors in changes in reserve-
bank credit and indicates that the factors other than gold and cur-
rency approximately offset each other for the year. The demand for
reserve-bank credit was decreased by the falling off in the demand
for currency to the extent of $65,000,000, by an increase in Treasury
currency of $7,000,000, and a decrease in nonmember balances of
$2,000,000, but the effect of these factors was offset by an increase
in member-bank reserve balances amounting to $28,000,000, and an
increase in the unexpended capital funds of the reserve banks to the
extent of $48,000,000. This large increase in unexpended capital
funds in 1929 followed upon a similar large increase in 1928, the in-
crease in both years reflecting large increases in the capital of the re-
serve banks in consequence of growth in member-bank capital funds,
and in addition relatively large earnings of the reserve banks available
for increase of surplus.

FACTORS OF INCREASE AND DECREASE IN RESERVE-BANK CREDIT, DECEMBER,

1928, COMPARED WITH DECEMBER, 1929

[Monthly averages of daily figures. In millions of dollars]

Factors increasing demand for reserve-bank credit:
Increase in member-bank reserve balances 28
Increase in unexpended capital funds of the Federal reserve banks 48

Total 76

Factors decreasing demand for reserve-bank credit outstanding:
Increase in monetary gold stock : 183
Decrease in money in circulation 65
Increase in Treasury currency (adjusted) - 7
Decrease in nonmember balances, etc 2

Total 257

Net decrease in reserve-bank credit outstanding 181

EARNINGS, EXPENSES, AND VOLUME OF WORK OF THE FEDERAL RESERVE
BANKS

Gross earnings of the Federal reserve banks in 1929, amounting to
$70,955,000, were the largest of any year since 1921. As compared
with 1928, earnings increased $7,000,000, a falling off of $54,000,000
in average holdings of bills and securities being more than offset
by a rise in the rate of earnings thereon from 4.24 per cent in 1928
to 4.86 per cent in 1929. The increase in the average rate of return
on total bills and securities was due both to a higher rate of return
on each class of earning assets and to the fact that holdings of United
States Government securities, having a yield lower than the discount
rate, constituted a somewhat lower proportion of total assets than
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in 1928. Holdings of discounted bills averaged $950,580,000 daily
during 1929 as compared with $839,942,000 in 1928, and the average
return on discounted bills was 5.03 per cent as compared with 4.56
per cent in 1928. The increase in the amount of member-bank
borrowings from Federal reserve banks together with the higher rate
of return resulted in an increase in earnings on discounted bills from
$38,334,000 in 1928 to $47,791,000 in 1929. Average daily holdings
of bills bought in open market, $241,399,000, were $86,407,000 below
those of 1928, and average daily holdings of United States Government
securities, $207,659,000, were $89,840,000 below those of 1928.
Average daily holdings of bills and securities, earnings thereon, and
annual rates of return for each of the past five years are given in the
following table:

AVERAGE HOLDINGS OF BILLS AND SECURITIES AND EARNINGS THEREON

[Amounts in thousands of dollars]

Daily average holdings:
1925
1926 . .
1927
1928 _
1929 .

Average rate of earnings (per cent):
1925 . . . .
1926
1927
1928 .
1929

Earnings:
1925
1926
1927 . __
1928 - - .
1929 _ _ _

Bills and securities held by all Federal reserve banks

Total

1,139,507
1,209,309
1,124, 538
1,467, 371
1,413, 058

3.51
3.76
3.60
4.24
4.86

39,986
45,460
40,482
62, 275
68, 634

Bills dis-
counted

481,515
570,613
442, 287
839,942
950,580

3.67
3.95
3.83
4.56
5.03

17, 680
22, 552
17,011
38, 334
47, 791

Bills
bought
in open
market

287,329
281,386
263, 258
327,806
241,399

3.17
3.55
3.49
3.97
5.00

9,104
10, 003
9,207

13,021
12,064

United
States

Govern-
ment se-
curities

358,962
349, 790
417,480
297,499
207, 659

3.56
3.60
3.41
3.64
3.93

12, 783
12, 589
14, 206
10, 828
8,165

All other
bills and
securities

11,701
7,520
1,513
2,124

13,420

3.59
4.21
3.88
4.34
4.58

419
316
58
92

614

Total operating expenses of the Federal reserve banks, exclusive
of the cost of Federal reserve currency, aggregated $26,592,000 in
1929 as compared with $26,099,000 in the year 1928. The cost of
printing Federal reserve notes, including the cost of shipping charges
to the Federal reserve banks and the cost of redeeming mutilated
Federal reserve notes, was $3,099,000 in 1929, compared with $806,000
in 1928. Owing to reduced printings in 1928 in anticipation of the
issuance of the new smaller size currency and the need in 1929 to
provide ample reserve stocks of the new currency in addition to
replacing the old size notes, the number of notes printed increased
from $54,900,000 in 1928 to $367,000,000 in 1929.

While the average number of employees decreased from 10,095
in 1928 to 9,995 in 1929, there was again a substantial growth in the
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volume of work handled in the principal departments of the banks,
as will be noted from the following table showing the work handled
in the principal departments during 1929 and the three preceding
years:

VOLUME OF OPERATIONS IN PRINCIPAL DEPARTMENTS

1926 1927J 1928 1929

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 cou-
pons paid

Allother
United States securities—issues, re-

demptions, and exchanges by fiscal
agency department

Transfers of funds

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 cou-
pons paid

All others
United States securities—issues, re-
demptions, and exchanges by fiscal
agency department _.

'i ransfers of funds

123,000
506,000

232, 000
2,099, 605,000
2, 590,057, 000
822,907,000

39, 678,000
5, 595,000

4, 691,000
1, 710,000

$37, 682,137,000

3, 353, 326,000
12, 584,960, 000

609, 359, 000
272,945,160,000

644, 273, 000
6, 219, 361,000

4, 971,442, 000
120, 909,439, 000

97, 000
371, 000

254, 000
2,194, 608, 000
2, 691,184,000
862, 275,000

37, 045,000
5, 909, 000

7, 201,000
1,830, 000

$31, 934, 607,000

4, 050, 867, 000
12,939, 578,000

791,049,000
278, 399, 627,000

553, 703,000
6, 710, 317,000

10,803, 043,000
136, 383, 899, 000

123, 000
443,000

251,000
2, 270, 555,000
2,929,091,000
887,997,000

28, 765,000
6,461,000

6, 682, 000
2,011,000

$62, 412, 961,000

4, 240, 669,000
13, 315, 551,000

888, 621,000
301, 703, 814,000

543, 373,000
7,414,440,000

9,002, 383,000
148, 749, 027,000

145,000
526, 000

196,000
2,427,330, 000
3, 239,709,000
924,449,000

20,935, 000
6, 504,000

1, 833,000
2,139, 000

$60, 747,124, 000

3, 587,478, 0C0
14, 782,429, 000
1, 062, 477,000

367, 215,123,000

535, 612, 0C0
7,185, 384, 000

7,018,844,000
170, 789, 669, 000

In consequence of the increase in gross earnings, current net
earnings for 1929, which amounted to $41,264,000, exceeded those of
1928 by $4,116,000. With the approval of the Federal Reserve
Board the banks charged their current net earnings with $1,952,000
for depreciation on bank premises, with $538,000 for furniture and
equipment purchased during the year, with $633,000, net, for reserves
for probable losses on paper of failed banks, and with $1,788,000 for
reserves for self-insurance. After making these charges and other
deductions, including a net loss of $75,000 on the sale of United
States securities, there was a balance of $36,402,741 available for
dividends, surplus, and franchise taxes. The 6 per cent dividend to
member banks on their paid-in capital stock of the Federal reserve
banks amounted to $9,583,913, and of the remainder $22,535,597
was transferred to surplus accounts in accordance with section 7 of
the Federal reserve act, and $4,283,231 was paid to the Government
as a franchise tax. Section 7 provides that all net earnings of the
Federal reserve banks, after payment of the 6 per cent dividend, shall
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be transferred to their surplus accounts until such accounts amount
to LOO per cent of their subscribed capital and that thereafter 10 per
cent of the net earnings shall be paid into surplus accounts and 90
per cent to the Government as a franchise tax. At the end of 1929 the
Federal Reserve Banks of Richmond, Atlanta, Chicago, St. Louis,
Minneapolis, Kansas City, and Dallas all had surplus accounts in
excess of subscribed capital and, therefore, each paid a franchise tax
to the United States Government. As the surplus accounts of the
five other Federal reserve banks were less than their subscribed capital,
all of their net earnings remaining after the payment of dividends
were transferred to surplus account. Notwithstanding the resulting
increase in the surplus accounts of these five banks, the excess of their
subscribed capital over surplus at the end of 1929, except in the case
of Cleveland and San Francisco, was substantially greater than at
the end of 1928, the member banks in these districts having subscribed
to additional stock in their Federal reserve banks following increases
during the year in their own capital accounts. The total subscribed
capital of the Federal reserve banks on January 1, 1930, amounted to
$341,951,000 and the surplus accounts to $276,936,000.

Gross and net earnings during the year and the distribution of net
earnings of each Federal reserve bank are shown in the following table:

FINANCIAL RESULTS OF OPERATIONS OP THE FEDERAL RESERVE BANKS
DURING 1929

Federal reserve bank Gross Net earn-
earnings ings

Dividends
paid

Transferred
to surplus

Franchise

Boston
New York
Philadelphia^.
Cleveland
Richmond
Atlanta _
Chicago
St. Louis
Minneapolis. _
Kansas Ci ty -
Dallas
San Francisco

Total._.

$5,160,831
19, 314, 279
6, 076, 048
6,986, 580
3, 299, 609
4,116, 049
9, 889,451
3, 247, 936
1, 926,031
2, 976, 576
2, 496, 030
5,466, 076

$2, 766,134
12, 263, 224

3, 801,988
3, 705, 442
1, 342, 225
1, 428, 518
5, 424, 665

885, 884
794, 762

1,013, 586
770, 391

2, 205, 922

$634,112
3, 544, 314

938, 312
910, 007
368, 601
321, 696

1,170, 363
319, 231
184,030
256, 549
266, 613
670,085

$2,132,022
8, 718, 910
2,863, 676
2, 795,435

97, 362
303, 032

3, 651,464
56, 665
61, 073
74, 704

244,417
1, 535, 837

$876, 262
803, 790
602, 838
509, 988
549, 659
681,333
259, 361

70, 955, 496 36,402, 741 9, 583, 913 22, 535, 597 4, 283, 231

BUILDING OPERATIONS OF FEDERAL RESERVE BANKS

The building for the use of the Memphis branch, construction of
which was begun in 1928, was completed in 1929, and was occupied
on June 3. Construction of a building for the use of the Los Angeles
branch, plans for which were in preparation at the end of 1928, was
begun early in 1929, and was nearing completion at the end of the
year. In May, 1929, the old building in Baltimore, formerly used
by the Baltimore branch as a banking house, was sold by the Federal
Reserve Bank of Richmond.
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BRANCHES AND AGENCIES OF FEDERAL RESERVE BANKS

The 25 branches and 2 agencies of the Federal reserve banks which
were in operation at the end of 1928 continued to function throughout
1929. The volume of work handled by the branches and agencies in
their principal operating departments has continued to increase, as
may be seen by the following comparisons for 1926, 1927, 1928, and
1929:

VOLUME OF OPERATIONS OF FEDERAL RESERVE BANK BRANCHES AND AGENCIES

1926 1927 1928 1929

Checks handled:
Number of items
Amount

Currency received and counted:
Number of pieces
Amount

Coin received and counted:
Number of pieces
Amount

240, 818, 000
716081000

253, 322,000
724395000

0, 88 , 0 0 5 , 3 , 0 0 0
$64,716,081,000 $64,724,395,000

492, 936, 000 j 497, 795,000
$2,893, 286, 000 j $2,801,165,000

416,936,000 1
$66,361,000 |

441, 072,000
$63, 450,000

268, 814,000
$68, 273, 066, 000

535,352,000
$2, 939, 837,000

453, 200. 000
$67, 949; 000

277,778,000
$72, 034,805,000

594,449, 000
$3, 259,688, 000

466,152,000
$76,627,000

Current expenses during 1929 of the branches and agencies in
operation during the year were $5,996,000, as compared with
$5,770,000 in 1928.

CHANGES IN MEMBERSHIP

During 1929 the number of member banks declined from 8,837 to
8,522, or by 315. Membership at the end of 1929 included 1,119
State banks, which was 89 less than a year earlier, and 7,403 national
banks, which represented a decrease of 226 for the year. As in other
recent years, the decline in the number of member banks resulted
largely from mergers between member banks, suspensions, and
absorptions by nonmember banks.

Additions to membership during the year include 71 newly organized
national banks, 24 nonmember State banks which converted into
national banks, and 27 State banks admitted to membership with
State charters. There were also 5 member banks which, having
previously suspended operations, reopened during the year. The
total of 127 banks added to membership during the year does not,
however, include 77 nonmember banks that were absorbed by mem-
ber banks, although the assets of member banks were, of course,
increased thereby.

Mergers between member banks account for a decrease of 171 in
the number of such banks in 1929, as compared with 108 in 1928, but
these mergers resulted in no corresponding decrease in the assets of
member banks. Suspensions account for a loss of 82 in the number
of member banks, as compared with 72 in 1928. A total of 144
member banks were lost to membership through conversion into or
absorption by nonmember banks; there were 42 voluntary with-
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drawals of State banks from membership, 1 compulsory with-
drawal, and 3 instances in which the existence of member banks was
terminated through voluntary liquidation.

In the following table changes in membership for the year 1929 are
summarized, by class of member bank.

CHANGES IN THE NUMBER OP NATIONAL AND STATE BANK MEMBERS DURING 1929

Procedure effecting change

Active member banks, Dec. 31, 1928 __

Additions to membership:
Organization of national banks
Conversion of nonmember bank to national-
Admission of State bank
Resumption following susDension _ . _ . _
Conversion within the system _ __

Total additions -

Losses to membership:
Merger between member banks—

Intraclass - - - -
Inter class

Voluntary liquidation (terminal) _ _ _ _ _ _ _
Suspension and insolvencv
Absorption of member banks by nonmember banks. _.
ConverGion of member bank to nonraember bank
Withdrawal of State bank
Conversion within the system _ __

Total losses _ - __

Net decrease
Active member banks Dec 31 1929

Number of member banks

Total

8,837

71
24
27
5

127

132
39

3
82
95
49
42

442

315
8,522

National

7, 629

71
24

3
1 6

104

109
25

3
65
79
43

16

330

226
7,403

State

1,208

27
2

16

35

23
14

17
16
6

M2
1 6

124

89
1,119

1 Conversions between the 2 classes of member banks, without effect on total membership in system.
2 Including 1 compulsory withdrawal,

BANK EXAMINATIONS

The board, through its division of examinations, conducted at least
one examination of each Federal reserve bank during the year; one
of the reserve banks was examined twice.

The one corporation operating under the provisions of section 25a
of the Federal reserve act, generally referred to as the Edge Act, pro-
viding for banking corporations authorized to do foreign banking
business, was also examined during the year.

Three other banking corporations operating under an agreement
with the board, as provided for in section 25, two of which are domi-
ciled in Boston and one in New York City, were also examined.

BANK SUSPENSIONS

A total of 642 member and nonmember banks, with aggregate
deposits of $235,000,000, suspended operations during 1929. The
number of bank suspensions was 151 more than in 1928, while de-
posits of the banks that suspended in 1929 exceeded by $100,000,000
the aggregate deposits of banks that suspended the year before, and
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were larger than in any other year except 1926, when both the number
and deposits of suspended banks were the largest on record. During
the year 58 banks with deposits of $26,000,000, which had previously
suspended operations, reopened for business. Member banks, which
constitute about one-third of the total number of banks in the coun-
try, account for 81 of the suspensions, or about one-eighth of the
total number of banks suspended during the year. Deposits of all
member banks are approximately three-fifths of the aggregate de-
posits of all banks in the country, while the deposits of the member
banks that suspended in 1929 were about one-fourth of the aggregate
deposits of all suspended banks.

During the 9-year period 1921-1929 a total of 5,642 banks were
reported as having suspended operations either temporarily or per-
manently on account of financial difficulties, and of this number 659
have since been reopened. Deposits of the banks suspended during
the 9-year period were about $1,720,000,000 and of the reopened
banks $240,000,000. Member banks suspended during the nine
years numbered 994 and nonmember banks 4,648, while deposits of
suspended member banks aggregated approximately $490,000,000
and of suspended nonmember banks $1,230,000,000.

The number and deposits of suspended banks are shown in the
following table for the past nine years, by class of banks:

BANK SUSPENSIONS, 1921-1929

Year

1921
1922-
1923
1924
1925
1926
1927
1928
1929

Total

Number of suspensions

Total !

i 501 ;

354 '
i 648
1776

612
956
662
491 j
642

5,642 |

Member
banks

70
57

124
159
146
160
124
73
81

994

Nonmem-
ber banks

1431
297

i 524
1617

466
796
538
418
561

4,648

Deposits (in millions of dollars)

Total

i 196
111
189
213
173
272
194
139
234

1,722

Member
banks

43
24
51
74
67
69
66
42
57

493

Nonmem-
ber banks

i 154
86

138
139
106
204
128
96

177

1,228

1 Revised figures

The largest number of bank suspensions in 1929, as well as the
largest increases compared with the previous year, are shown for
the Atlanta and Kansas City Federal reserve districts. For the
9-year period the largest number of suspensions were reported by
the Minneapolis and Kansas City districts, in which 2,500 banks
suspended. The number of suspensions in each district during 1929
and during the 9-year period 1921-1929 are shown in the accompany-
ing table:
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NUMBER OF

Federal

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

BANK SUSPENSIONS,
1929

reserve district

BY FEDERAL RESERVE DISTRICTS,
AND 1921-1929

Total

1929

642

6
3

14
59

119
93
4484

193
11
16

1921-1929

5,642
15
30
19

101
437
611
827
449

1,481
1,019

411
242

Member banks

1929

81

1
2
8

23
18
4

12
6
3
4

1921-1929

994
3
5
4

' 27
52
85

181
35

273
124
110
95

DURING

Nonmember banks

1929

561

6
2

12
51
96
75
40
72

187
8

12

1921-1929

4,648
12
25
15
74

385
526
646
414

1,208
895
301
147

The States for which the principal increases were reported in the
number of bank suspensions for 1929 as compared with the preceding
year are Nebraska, Florida, Oklahoma, and Illinois, the aggregate
increase for these four States being 154 banks. Minnesota, Texas,
and Kansas show substantial decreases in the number of suspended
banks. In Nebraska, where 149 banks suspended in 1929, the
increase is due principally to the fact that the guaranty fund commis-
sion ceased to operate in May, at which time it turned over to the
State banking department, for liquidation through receivership, those
banks which the commission had itself been operating in accordance
with the guaranty fund law. In Florida, the suspensions were due
largely to the inability of the banks, to realize on slow assets acquired
in prior years, apparently aggravated by heavy withdrawals brought
about by the disturbance in the fruit industry resulting from the
destruction wrought by the Mediterranean fruit fly. In Oklahoma
the suspension of a chain of 12 banks accounts for the increase in the
number of suspended banks. The following table shows the number
and deposits of the banks that suspended operations in these and other
selected States, both for 1929 and the 9-year period 1921-1929:

BANK SUSPENSIONS IN SELECTED STATES DURING 1929 AND 1921-1929

State

Iowa __ __
North Dakota
Minnesota -- - _ _
South Dakota
Nebraska
Georgia
Texas -
Missouri
Oklahoma
South Carolina _ _ _ _ _ _ _ .
Kansas
Montana
Florida _ _
Illinois
North Carolina __
Indiana
Arkansas .
Colorado
All other States

Total

Number of suspensions

1929

34
36
31
13

149
32
10
23
20
18
12
1

63
30
18
24
11
5

112
642

1921-1929

528
429
411
394
339
319
299
296
266
227
223
203
190
138
125
115
95
89

956
5,642

Deposits (in millions of
dollars)

1929

9
4
9
2

30
2
2
3
4
5
2

54
17
6
8
2
1

75
235

1921-1929

170
70

117
112
77
61
80
62
73
60
53
54

155
57
29
37
28
30

397
1,722
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Bank suspensions in 1929, as in earlier years, were most numerous
among small banks located in relatively small centers. The following
table gives a classification of banks suspended during the 9-year period
1921-1929, according to size of center in which located:

BANK SUSPENSIONS, 1921-1929, CLASSIFIED ACCORDING TO SIZE OF BANK AND
SIZE OF CENTERS IN WHICH LOCATED

Banks with capital of—

Less than $25,000.__
$25,000
$25,001 to $50,000
$50,000 to $100,000
$100,000 to $200,000
$200,000 to $600,000, inclusive.
Figures not available

Total

Number Per cent
sus- of all sus-

pended ! pensions

2, 204 39.1
1,310 23.2

485 8.6
985 17.4
404 I 7.2

1 144 ! 2. 6
110 1.9

5,642 100.0

Banks located in centers with
population of—

Less than 500
500 to 1,000 -_
1,000 to 1,500
1,500 to 2,500
2,500 to 5,000
5,000 to 10,000
10,000 and over

Number
sus-

pended

2,278
1,133

567
537
413
239
475

5,642

Per cent
of all sus-
pensions

40.4
20.1
10.1
9.5
7.3
4.2
8.4

100.0

i Includes 1 bank with capital of $750,000, 7 banks with capital of $1,000,000, 1 with capital of $1,225,000,
and 1 with capital with $1,309,000.

BRANCH BANKING

Considerable extensions of branch-banking systems were effected
during 1929 in individual instances through reorganizations, merger
procedures, and purchases and conversions into branches of inde-
pendent banks. The more important changes of this character,
however, were restricted to a few States and urban communities,
within what has come to be known as the branch-banking area, com-
posed of States which permit State banking institutions to establish
branches either freely or under specific statutory limitations with
respect to number and location of branches and capital requirements
of parent banks.

Developments during the year were generally in line with changes in
other recent years. In each of the periods of approximately equal
duration of 2 years and 8 months preceding and of 2 years and 10
months following the passage of the McFadden Act modifying Federal
statutory provisions regulatory of branch banking under national
charters and within the Federal reserve system, the number of banks
in the country decreased from year to year (by 2,023 in the earlier
and by 2,343 in the latter of the two periods), the number of banks
operating branches increased slightly (by 65 and 43 in the two periods,
respectively), and the number of branches increased gradually (by
607 and 647). As a result of these changes the proportion of branch
offices in the total banking offices serving the public increased from
7 per cent in June, 1924, to 10 per cent in February, 1927, and to
13 per cent in December, 1929. In California, however, the number
of branch offices was nearly double the number of independent banks,
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and in several other States the proportion of branches exceeded
one-third.

In the period following the passage of the McFadden Act to the
end of 1929, 163 of the banks which were operating branches on
February 25, 1927, discontinued branch banking, including cases of
merger and suspension of parent bank and of discontinuance of all
branches; 206 of the banks operating branches at the end of December,
1929, had initiated branch banking since February 25, 1927, giving
the net increase of 43 for the period in number of banks operating
branches. The increase of 647 shown for the period in the number of
branches in operation covered 871 branch offices newly established
during the period de novo as branches or by conversion of independent
banks into branches following purchase or merger, and 224 cases of
discontinuance of branches. About 1,000 of the 3,547 branches in
operation on December 31, 1929, had been involved in merger pro-
cedures since the passage of the McFadden Act, many of these
branches having been operated under several different head offices in
succession. These changes involved numerous reclassifications of
individual branches as operated by national, State member, or
nonmember banks, as located in or outside the home city of the parent
bank, and as embraced in small or large systems.

The area within which banks were operating branches on December
31 was composed of 29 States and the District of Columbia. In 8
of these States any further extension of branch banking has been
prohibited by State law. State-wide branch banking is permitted in
9 States, and in 12 States the establishment of branches is restricted
to the home city of the parent bank or territory nearly contiguous
thereto, and in the District of Columbia to the district.

One-fourth of all branch offices in operation on December 31 were
located in California, and over two-thirds of such offices were in the
five States—California, New York, Michigan, Ohio, and Pennsyl-
vania. Nearly one-half of the total increase in number of branches
since February, 1927, has been reported for two of these States—
New York and California. Two-thirds of all branches in operation
on December 31 were home-city branches, and the increase in number
of branches of member and nonmember banks in recent years had been
largely in offices of this character. Moreover, recent developments
of branch banking had been largely those reported for a relatively
small number of urban communities, nearly one-sixth of all branches
in the country—580 out of 3,547 offices—being, for example, located
in New York City, and more than 300 of the 439 branches reported
for the State of Michigan in the city of Detroit.

Consolidations resulting in the building up of branch systems had
been consummated very generally in several States. In California,
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for example, one State system operating 160 branches in December
represented largely purchase of independent banks for conversion
into branches and mergers of smaller branch systems, including
one which in February, 1927, was operating 34 branches. Another
California system of 139 branches in December represented a merger
with a national bank of two State systems which in February, 1927,
were operating 98 and 49 branches, respectively. One Detroit
system of 94 branches in December represented the merger of two
systems which were operating 46 and 45 branches in February, 1927,
and several New York City systems had been built up largely by
merger of smaller systems.

A large proportion (nearly two-fifths) of all branch offices in the
country on December 31 were embraced in 18 systems of more than
30 branches with head offices in six cities—2 in San Francisco, 4 in
Los Angeles, 7 in New York, 1 in Buffalo, 3 in Detroit, and 1 in
Cleveland. It was, however, true in December, as on earlier dates
for which data have been compiled, that a large majority of the banks
operating branches were operating only 1 or 2 branches each—in
December 448 of the 822 banks operating branches were operating
only 1 branch each, 150 were operating 2, and 124 were operating
3 to 5 branches.

More than one-half of the 1,115 branches located outside the home
city of the parent bank were located in places of less than 2,500
population. In New York, Michigan, and several other States in
which the development of branch banking has been considerable,
however, banks are not permitted to establish branches outside the
city of the parent bank.

CHAIN AND GROUP BANKING

Reports to the board by Federal reserve agents covering chain and
group banking developments listed 287 banking chains or groups of
three or more banks each as being in operation at the end of December.
These chains and groups comprised a total of 2,103 banks (802
national and 1,301 State institutions), some of which were operating
extensive branch systems. Loans and investments of these chains and
groups totaled at the end of the year approximately $11,200,000,000,
or nearly one-fifth of total loans and investments of all banks in the
country. The number of national and State banks in chains and
groups as reported for June and December is given in the accompany-
ing table. Banks classified in this table as not in chains or groups
include some banks closely affiliated with other banks, since, as noted
above, only banks in groups of three or more institutions are classified
as operating in such systems.

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

1929



ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

BANKS IN CHAINS OR GROUPS

27

Class of bank

All banks:
Total ___ _.

In chains or groups
Not in chains or groups

Member banks:
Total . . -

In chains or groups
Not in chains or groups _.

National—
Total

In chains or groups
Not in chains or groups

State-
Total

In chains or groups
Not in chains or groups

Nonmember banks:
Total

In chains or groups
Not in chains or groups

Number of banks

June,
1929,

275 chains

25,110
1,821

23,289

8,707
756

7,951

7,530
645

6,885

1,177
111

1,066

16, 403
1,065

15, 338

Decem-
ber, 1929,
287 chains

24, 630
2,103

22, 527

8,522
938

7,584

7,403
802

6,601

1,119
136
983

16,108
1,165

14, 943

Increase
or de-

crease (—)

- 4 8 0
282

- 7 6 2

- 1 8 5
182

- 3 6 7

- 1 2 7
157

- 2 8 4

- 5 8
25

- 8 3

- 2 9 5
100

- 3 9 5

Loans and investments i

June,
1929,

275 chains

58, 474
8,300

50,171

35, 711
6,668

29,043

21, 457
4,159

17, 298

14, 254
2,509

11, 745

22, 763
1,632

21,131

Decem-
ber, 1929,
287 chains

58, 417
11,177
47,240

35, 934
9,305

26, 629

21, 584
5,908

15,676

14, 350
3,397

10, 953

22, 483
1,872

20, 611

Increase
or de-

crease (—)

- 5 7
2,877

- 2 , 934

223
2,637

- 2 , 414

127
1,749

- 1 , 622

96
888

- 7 9 2

- 2 8 0
240

- 5 2 0

i Figures for chain and group banks are'based largely on condition figures published in July, 1929.

Comparison of figures for June with those for December indicates a
considerable extension of chain and group banking during the second
half of 1929, although no material increase is shown for these six
months in the number of chains and groups in operation. The num-
ber of banks operating in chains or groups increased by 282, while the
number of banks not in chains or groups decreased by 762; and loans
and investments reported for chain and group system banks were
larger by some $2,900,000,000 at the end than at the beginning of the
period, and for other banks smaller by some $2,900,000,000.

This extension of chain and group banking, it appears on detailed
analysis of the figures, was largely confined to certain States, and
represented in large measure the rapid expansion of a few groups.
Two Minneapolis systems increased, one from 20 banks in June to 92
banks in December, and one from 12 to 78 banks. One Detroit group
not in existence in June comprised 35 banks in December. Banks
operating in chains and groups increased in Minnesota from 261 in
June to 308 in December; in Michigan from 86 to 135; in North
Dakota from 100 to 114. In each of these three States more than
one-half of total loans and investments of all banks in the State were
reported for banks operating in chain and group systems. More than
one-third of the loans and investments of California's 437 banks were
reported by the 49 banks operating in chains and groups, and nearly
one-third of the loans and investments of Illinois' 1,765 banks were
reported by 84 members of chain and group systems. The proportion
in chain and group systems was high also in Washington, South
Dakota, Idaho, Florida, and Georgia.
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One group system in December comprised 92 banks, this being the
maximum number of banks comprised in any single system. Of
these 92 banks 46 were located in Minnesota, the remaining 46
institutions being located in 7 other Western and Central States. In
many other instances, also, these systems extended beyond State
boundaries. A classification of chains and groups by number of banks
comprised in each chain or group follows:

Number of
o,. . , chains
Size of chain or group: or groups

3 banks 64
4 banks 56
5 banks 39
6 to 9 banks 86
10 to 19 banks 32
20 to 25 banks 5
35 banks 1
66 banks 1
71 banks 1
78 banks 1
92 banks 1

Total _ 287

While chain and group systems were found operating in a large
majority of the States, developments of this character were relatively
more considerable in certain States which have prohibited or imposed
restrictions upon the establishment of branch offices. Chain, group,
and branch banking may, however, interlock and supplement each
other in States which permit branch banking, as in California, where
State-wide branch banking is permitted. Other branch-banking
States, in which chain and group banking developments have, been
considerable, include Michigan, New York, New Jersey, and Massa-
chusetts. In these States branch banking is restricted to the home
city of the parent bank, and systems of local branches have been
supplemented by chain or group banking developments. One Michi-
gan group comprised in December 35 banks with 74 home-city branches
and another group in this State comprised 21 banks with 213 branches.
A majority of the banks operating in chains or groups were, how-
ever, located in States which do not permit branch banking.

Of the larger chain or group systems in operation on December 31,
however, a very considerable number comprised one or more banks
operating branches, and while in a majority of instances the banking
offices of these systems, including head offices of banks with their
branches, were located in the same State as the offices of the control-
ling agencies, in some instances banks and branches of a single system
were located in several States. One Minneapolis system controlled
banks located in eight States and in four Federal reserve districts,
and one group system with head office in New York City, with aggre-
gate loans and investments in excess of $1,400,000,000, comprised two
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extensive branch systems in California, one of 287 and one of 160
branch offices, and one branch system of 34 branches located in New
York City. The system having the second largest aggregate of loans
and investments comprised 5 banks with 179 branch offices located
in three States—New York, California, and Pennsylvania.1

On the basis of reports to the board three types of banking chains
or groups may be distinguished: (1) Those in which control is exer-
cised by a holding corporation, generally formed by interests con-
nected with one or more of the principal banks belonging to the chain;
(2) those in which control is held or exercised by the principal bank
of the group, through ownership of stock either by such bank or by
its stockholders or directors; and (3) those in which control is exer-
cised by an individual, family, or group of individuals through owner-
ship of a substantial or controlling interest in a number of banks. Of
the 287 chains or groups in operation in December, 53 were classified
as being of the first type, 44 of the second, and 190 of the third.
Chains and groups of the third type, which generally comprise small
banks, are more numerous, but the recent expansion has been almost
entirely in the building up of groups of the first or holding-company
type, which appears to be the type that most easily lends itself to
expansion.

BANK MERGERS

Merger procedures during 1929 involved in individual instances
large aggregates of banking resources, and effected in many com-
munities far reaching realignments of banking control. The num-
ber of mergers involving member banks of the Federal reserve sys-
tem, and resulting net changes in the classification of these banks
during the past five years are shown in the accompanying table.

During these years progressive integration of banking control has
in its larger aspects clearly reflected—although it has followed rather
than preceded—a similar integration of control which has been in
process throughout industry generally. Consolidation has gone less
far in the field of banking than in many lines of manufacturing,
marketing, and public utility operation, and much less far in the
United States than in other countries. Banking in the United States
is conducted under the diverse statutory banking codes of 48 States
and the Federal Government. These codes and administrative poli-
cies formulated under them in the States have been generally restric-
tive of concentration of banking control. While, however, protec-
tion of the small, independent unit bank has been a traditional
policy in a majority of the States, it is true, nevertheless, that policies

1 For each of the 287 chain or group systems the number, location, and loans and investments of national,
State member, and nonmember banks comprised in these systems on December 31, 1929, are printed on
pages 163-184 in Part 2 of Volume I oi the hearings on branch, chain, and group banking before the House
Committee on Banking and Currency.

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

1929



30 ANNUAL REPORT OF THE FEDERAL RESERVE BOARD

MERGERS AFFECTING MEMBER BANKS: 1925-1929

Type of merger

Total-
Merger of national bank:

Total
With national bank
With State member bank.
With nonmember bank

Merger of State member bank:
Total

With national bank
With State member bank...
With nonmember bank

Merger of nonmember bank:
Total

With national bank
With State member bank.

Merger of member with member
Merger of member with nonmember..
Merger of nonmember with member..

Merger of national with State..
Merger of State with national..

Number of mergers

1925

120

1926

164

31

128
68
20
40

107
44
13

60
9

1927

259

164
96
19
49

37
17
14
6

58
35
23

146
55
58

68
52

1928

204

139
70
19
50

28
11
8
9

37
15
22

108
59
37

69
26

1929

343

213
109
25
79

53
14
28
16

77
55
22

171
95
77

104

favorable to the merging of small banks under certain conditions
have been consistently followed by some State banking authorities.
Partly as a result of such procedures the number of independent
banking units has been steadily decreasing in recent years. A reduc-
tion of some 5,500 x in the number of banks in the United States has
occurred during the past eight years (from 30,812 2 in 1921 to 25,330 2

in June of 1929), during which period banking resources have in-
creased approximately from $50,000,000,000 to $72,000,000,000, or
by $22,000,000,000. In this period the average size of the bank (as
measured by total resources) has increased, in round numbers, from
$1,600,000 to $2,850,000. This decrease in number of banking insti-
tutions in a period characterized by rapid accumulation of banking
resources has reflected a merging of these resources and a corre-
sponding centralization of corporate banking control. As further
evidence of extensive merging of banking resources in large aggre-
gates, it may be noted that in June, 1929, approximately one-half of
the banking resources of the country were reported by 1 per cent of
the 25,330 banking institutions in the country.

1 Partly offset by the establishment of branches, as is noted elsewhere in this report.
2 Includes private banks not under State supervision, and all banks in Alaska, Hawaii, and island pos

sessions; figures taken from annual reports of Comptroller of the Currency.
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In the months immediately following the passage of the McFadden
Act early in 1927 the drift away from the national system through
mergers of National with State institutions which had been in evi-
dence for several years was temporarily stopped, but during the past
year in a large majority of instances of important mergers involving
National and State institutions national charters were surrendered,
with resultant withdrawal of resources in large volume from the
national system. In almost all of these important instances, how-
ever, the merger has involved a State bank or trust company already
a member of the Federal reserve system and the consolidated insti-
tution has continued to be a member of the Federal reserve system.

BANKS ON PAR LIST

At the end of 1929 there were 24,321 incorporated banks other
than mutual savings banks in the United States. Of this number,
20,567, or 84.6 per cent, were on the Federal reserve par list, which
comprises all member banks and such nonmember banks as have
agreed to pay, without deduction of exchange charges, such checks
drawn upon them as are presented or forwarded for payment by the
Federal reserve banks. During the year the number of nonmember
banks on the par list declined by 598, owing in part to suspensions
and consolidations. Of the 3,754 banks not on the par list at the
end of 1929, 2,101 were located in the Southern and 1,557 in the
'North Central States. As will be seen from the following table, all
of the banks in the Boston, New York, and Philadelphia districts
and all but nine in the Cleveland district were on the Federal reserve
par list:

NUMBER OF BANKS ON PAR LIST AND NOT ON PAR LIST AT END OF 1929 AND 1928

Federal reserve district

United States

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

Member banks

1929

8,522

404
931
764
795
514
428

1,186
571
683
893
746
607

1928

8,837

408
938
778
816
547
453

1,252
587
719
932
780
627

Nonmember banks

On par list

1929

12, 045

271
404
476
991
577
254

3,485
1, 670

582
2,096

605
634

1928

12, 643

251
410
493

1,007
627
315

3,570
1,757

672
2,234

626
681

Not on par listJ

1929

3,754

9
546
926
229
477

1,101
197
207
62

1928

3,911

9
572
959
213
490

1,123
282
208
55

1 Incorporated banks other than mutual savings banks.
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TRUST ACTIVITIES OF NATIONAL BANKS

The Federal Keserve Board in 1929 approved 165 original and
25 supplementary applications by national banks for permission to
exercise fiduciary powers under the provisions of section 11 (k) of
the Federal reserve act.

Since the first fiduciary permit was granted by the board to a
national bank on February 25, 1915, continuous growth has been
shown each year until, at the close of 1929, 2,461 had authority to
administer trusts, representing 33 per cent of the number and 75
per cent of the capital of all banks in the national banking system.

A list of national banks holding permits to exercise trust powers
on December 31, 1929, will be found on pages 270-294.

PROGRESS OF THE GOLD STANDARD

Several countries returned to the gold standard or made arrange-
ments to return during the year 1929. On February 7 Kumania
adopted a new par for the leu (10 milligrams of gold nine-tenths fine
equivalent to $0.00598) and obligated the National Bank to redeem
its notes in gold coin, gold bullion, or gold exchange at this rate.
On November 27 Czechoslovakia fixed the par of the Czechoslovak
crown at 44.58 milligrams of fine gold ($0.02963) and obligated the
National Bank to redeem its notes at this rate in gold coin or gold
bullion, or in gold exchange at the rate of the day quoted on the
Prague Bourse. Although the obligation in this form is not to come
into force until some date to be determined by the Government in
agreement with the National Bank, a general obligation has been
laid upon the bank to maintain the exchange value of its notes at
the legal rate. Inasmuch as the National Bank has been under legal
obligation since April 1, 1926, to maintain the relation of the crown
to undepreciated foreign gold currencies at the level of the preceding
two years, the law adopted in 1929 merely renders more precise a
previously established obligation.

In November the Japanese Minister of Finance announced that
the embargo on the export of gold, which had been in effect since
September, 1917, would be removed on January 11, 1930. Since the
Bank of Japan has been under technical obligation throughout the
period of the embargo to redeem its notes in gold coin, the country
is now once more upon the full gold standard.

CHANGES IN THE BOARD'S REGULATIONS

The board made only one change during the year in its regulations
applicable to member banks. This was an amendment to that part
of the board's Regulation J which prescribes the terms upon which
checks will be handled by Federal reserve banks for collection. It
had been provided that where checks are sent by Federal reserve
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banks direct to banks on which they are drawn, such banks would be
required to remit or pay therefor at par in cash or bank draft acceptable
to the collecting Federal reserve bank, or at the option of such
Federal reserve bank to authorize the Federal reserve bank to charge
their reserve accounts or clearing accounts, with a proviso, however,
that any Federal reserve bank might reserve the right in its check
collection circular to charge such items to the reserve account or clear-
ing account of any such bank at any time when in any particular
case the Federal reserve bank deemed it necessary. By an amend-
ment effective February 1, 1929, the proviso stated was stricken out,
the remainder of the paragraph, however, being unchanged.

AMENDMENTS TO THE FEDERAL RESERVE ACT

In the year 1929 no statute was enacted which by its terms specifi-
cally amends any particular section of the Federal reserve act. The
act of Congress of June 17, 1929, however, in effect amends several
provisions of the Federal reserve act. This act of Congress authorizes
the Secretary of the Treasury to issue a new form of Treasury obli-
gation to be known as "Treasury bills/7 and provides that wherever
the words "bonds and notes of the United States" or similar phrases
are used in the Federal reserve act they shall include such Treasury
bills and also certificates of indebtedness. The effect of this quali-
fication of the Federal reserve act is to authorize Federal reserve banks
to rediscount notes secured by Treasury bills or certificates of indebt-
edness; to make short-term advances to member batiks on their
promissory notes so secured; and to purchase in the open market
Treasury bills and certificates of indebtedness. Prior to the enact-
ment of this statute certificates of indebtedness of the United States
were considered eligible for the purposes stated and in this respect
the new law is merely a specific statutory confirmation of the existing
practice.

THE CLAYTON ANTITRUST ACT

Section 8 of the Clayton Antitrust Act, which prescribes certain
prohibitions with reference to interlocking bank directorates, was
amended by the act of Congress approved March 2, 1929, so as to
except from the provisions thereof joint-stock land banks and other
banking institutions which do no commercial banking business.

The Federal Keserve Board received and considered 406 applica-
tions for permits authorizing interlocking bank directorates during
the year 1929. Eighteen alleged violations of section 8 of the Clayton
Act were reported to the board by the Comptroller of the Currency.
The board investigated these and, where violations of the law were
found to exist, required the persons involved to comply therewith.
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DISCRETION OF BOARD IN APPROVING THE ORGANIZATION OF FOREIGN

BANKING CORPORATIONS

The board's last annual report contained a statement with reference
to a case pending in the courts involving the authority of the Federal
Reserve Board to exercise its discretion in the matter of approving
the organization of corporations, pursuant to the provisions of section
25 (a) of the Federal reserve act, to engage in international or foreign
banking, or international or foreign financial operations. The facts
of this case, United States ex rel. Apfel et al. v. Mellon et al., may be
briefly reviewed here.

Certain individuals had filed with the Federal Reserve Board the
articles of association and organization certificate of a proposed for-
eign banking corporation to be organized under section 25 (a) of the
Federal reserve act and had requested the board to approve these
organization papers and to issue to the organizers a preliminary
certificate to commence business. After investigation, the board
reached the conclusion that the experience and business qualifications
of the organizers of the proposed corporation were not such as to hold
promise of the successful conduct of such a corporation and that it
would not be in the public interest to approve the organization papers
and to issue a preliminary permit for the proposed corporation to
commence business. Upon the refusal of the board to approve the
organization papers and to issue the preliminary permit, the organ-
izers filed a petition for a writ of mandamus in the Supreme Court of
the District of Columbia to compel the board to take the action
requested. The board filed an answer and the petitioners then de-
murred to the answer of the board. The demurrer was overruled by
the lower court, as set forth in the last annual report.

Upon appeal of this case, the Court of Appeals of the District of
Columbia rendered a decision on June 3, 1929, affirming the decision
of the lower court and thus upholding the authority of the Federal
Reserve Board in the premises. The opinion of the Court of Appeals
will be found on pages 221-224. Following this decision of the Court
of Appeals, a petition for a writ of certiorari was filed in the Supreme
Court of the United States by the complainants in the case, but the
Supreme Court on October 21 denied this petition. This refusal of
the Supreme Court of the United States to review the decision of the
Court of Appeals concludes the case and leaves as the final expression
of the courts on the subject the decision of the Court of Appeals of
the District of Columbia upholding the board's authority.

DISCRETION OF FEDERAL RESERVE SYSTEM REGARDING MATTERS

RELATING TO CREDIT POLICIES

In the board's annual report for 1928 there was set forth a descrip-
tion of a suit which had been brought against the Federal Reserve
Bank of New York testing its authority and the authority of theDigitized for FRASER 
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Federal reserve system generally to exercise discretion in raising or
lowering the discount rate and in performing other functions relating
to the credit policies of the Federal reserve system.

This suit was brought in the United States District Court for the
Southern District of New York by one Frank G. Raichle in his
capacity as a private citizen. The only party defendant named in the
suit was the Federal Reserve Bank of New York. The bill of com-
plaint alleged, however, that the Federal Reserve Bank of New York
and the Federal reserve system generally had spread propaganda
concerning an alleged money shortage and increase in the volume of
collateral loans, set about to restrict the supply of credit available
for investment purposes by engaging in open-market transactions
through the sale of its securities, raised the rediscount rate for its
member banks in order to reduce the volume of security loans, and
coerced member banks to call collateral loans by declining to redis-
count eligible commercial paper for such member banks. It was
further alleged that all of these actions had injured complainant by
causing the market price of stocks and bonds owned by him to de-
cline, and also that all such courses of action were beyond the cor-
porate and legal powers of the Federal reserve bank and resulted in
depriving the complainant of his property without due process of
law. The court was asked to grant an injunction restraining the
defendant from spreading propaganda concerning an alleged money
shortage and an alleged credit stricture in the United States, from
doing any act or thing calculated to curtail the credit resources of the
United States, from engaging in unwarranted and excessive open-
market operations and removing a large amount of cash and its
incidental credit from the use of the investing public, from controlling
or interfering with the member banks in the free and unrestricted
use of their own independent resources in all legitimate banking
activities, including the making of collateral loans, and from further
arbitrarily and unreasonably raising the rediscount rate. The court
was also asked to grant a mandatory injunction directing the Fed-
eral reserve bank to fix a reasonable rediscount rate and a prohibi-
tory injunction restraining the defendant from taking any action
for the purpose of forcing the liquidation of brokers' loans.

On motion of defendant and after argument of counsel, the United
States district court dismissed the bill of complaint on the ground
that it stated no cause of action against the Federal reserve bank.

During the year 1929 the case was appealed by the complainant to
the United States Circuit Court of Appeals for the Second Circuit
which, after discussing the merits of the case at some length, ruled
that the Federal Reserve Board was a necessary party to the suit,
modified the decree so as to dismiss the bill because of failure to join
the members of the Federal Reserve Board as indispensable parties,
and affirmed the decree as so modified.Digitized for FRASER 
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The three principal questions considered by the circuit court of
appeals were the following:

(1) Are the alleged acts, irrespective of the alleged purpose to re-
duce the volume of brokers' loans, within the power of the Federal
reserve bank?

(2) If the acts are generally speaking lawful, are they rendered
unlawful because the purpose was to reduce the volume of brokers'
loans?

(3) Is the Federal Reserve Board a necessary party to the action?
The court held, in substance, that—
(1) Irrespective of a purpose to reduce the volume of brokers'

loans, (a) it was lawful to engage in open-market transactions by
the sale of securities, since purchases and sales in the open market
are specifically authorized by the Federal reserve act; (6) it was for
the Federal reserve bank, subject to the supervision of the Federal
Reserve Board, to determine what would be a reasonable rediscount
rate; (c) it was lawful for the Federal reserve bank to decline to re-
discount eligible paper, since the power to rediscount eligible paper
is, under the terms of the Federal reserve act, wholly permissive;
and (d) the charge of spreading propaganda is without legal signifi-
cance; but, in view of the provisions of the Federal reserve act for
detailed reports on the condition of the Federal reserve banks and for
communications between the Federal Reserve Board and the Fed-
eral Advisory Council regarding the general affairs of the Federal
reserve system, " it is most unlikely that statements as to the condi-
tion of affairs can not be made public by the board, the council, and
the banks. The provisions for reports, representations, and recom-
mendations seem to imply public information and, when the situa-
tion warrants it, public warning."

(2) The Federal reserve bank, under the supervision of the Federal
Reserve Board, must determine whether there is danger of financial
stringency and whether the credit available for " commerce and
business" is sufficient or insufficient; and, if it proceeds in good faith
through open-market operations and control of discount rates to
bring about a reduction of brokers7 loans, it commits no legal wrong.

(3) The Federal Reserve Board is an indispensable party to the
suit, because it is given power to exercise general supervision over
the Federal reserve banks and is specifically empowered to regulate
open-market transactions, to review and determine rates of discount,
and to make reports as to conditions in the Federal reserve system.
"In such circumstances, the bank is, as to the matters complained of
here, a governmental agency under the direction of the Federal Reserve
Board."

The opinion of the circuit court of appeals, the full text of which
be found on pages 224 to 229, is of unusual importance, because
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it contains the first recorded judicial interpretation of those pro-
visions of the Federal reserve act dealing with the discretion of the
Federal reserve banks and the Federal Reserve Board with respect
to the fixing of the rediscount rate, the rediscounting of paper for
member banks, the power to engage in open-market operations, and
other powers with respect to general credit policies. It also contains an
interesting review of the fundamental purposes of the Federal reserve
act and the reasons for the creation of the Federal reserve system.

LEGISLATION RECOMMENDED

The board desires to renew the recommendations made in its annual
reports for the years 1927 and 1928 that the following amendments
concerning detailed matters which have arisen in the administration
of the Federal reserve system be enacted:

(1) An amendment to section 9 of the Federal reserve act to permit
State member banks of the Federal reserve system to have foreign
branches.

(2) An amendment permitting the cancellation of Federal reserve
bank stock held by member banks which have gone out of business
without a receiver or liquidating agent having been appointed
therefor.

(3) An amendment making it discretionary with the Federal
Reserve Board to assess the costs of examining member banks against
the banks examined.

(4) An amendment exempting Federal reserve banks from attach-
ment or garnishment proceedings before final judgment in any case
or proceeding.

(5) An amendment to the Judicial Code restoring to the United
States district courts jurisdiction of suits by and against Federal
reserve banks.

(6) An amendment to section 9 of the Federal reserve act authoriz-
ing the Federal Reserve Board, in its discretion and upon such condi-
tions as it may prescribe, in individual cases to waive the six months'
notice now required by law before a State member bank may volun-
tarily withdraw from the Federal reserve system.

(7) Another change which the Federal Reserve Board has recom-
mended in its last two annual reports is an amendment to section 13
of the Federal reserve act increasing from 15 to 90 days the maximum
maturity of advances made by Federal reserve banks to member
banks on their promissory notes secured by paper eligible for redis-
count by Federal reserve banks but not increasing the maximum
maturity of advances on such promissory notes secured by bonds or
notes of the United States. The board wishes again to call atten-
tion to the desirability of this amendment, and in this connection
also wishes to recommend that debentures of Federal intermediate
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credit banks be made eligible as security for advances by Federal
reserve banks to member banks on promissory notes for a period not
exceeding 15 days. Such debentures, subject to certain limitations,
are now eligible for purchase by Federal reserve banks and are
secured by paper which frequently is eligible for rediscount by Federal
reserve banks, and there would seem to be no reason why these
obligations when meeting the requirements for purchase, should not
also be eligible as security for short-term advances to member banks.

(8) The board has also recommended in its last two annual reports
the enactment of an amendment to section 4 of the Federal reserve
act to permit an officer, director, or employee, of a mutual savings
bank to serve as a class B director or a class C director of a Federal
reserve bank. The board desires again to recommend the enactment
of an amendment to this section of the Federal reserve act to permit
an officer, director, or employee of a mutual savings bank to serve
as a class B director of a Federal reserve bank, but, upon further
consideration of this matter, is of the opinion that an amendment
permitting an officer, director, or employee of a mutual savings bank
to serve as a class C director of a Federal reserve bank is not desirable.

In addition to the above amendments heretofore proposed in its
annual reports, the board recommends the enactment of the following
amendments to the Federal reserve act:

(9) An amendment to section 9 of the Federal reserve act authoriz-
ing the Federal Reserve Board, after hearing, to require a State
member bank to surrender its stock in the Federal reserve bank and
to forfeit its membership where it appears to the board that such
bank has failed to comply with the provisions of the banking laws of
the State in which it is located. Under the present law the Federal
Reserve Board is authorized to forfeit the membership of a State
member bank only where it has failed to comply with the provisions
of section 9 of the Federal reserve act or the regulations of the Federal
Reserve Board made pursuant thereto. It sometimes happens that
a State member bank is acting in violation of some provision of State
law and yet is complying with all the provisions of section 9 of the
Federal reserve act and of the board's regulations. In such cases,
notwithstanding the fact that the bank is guilty of unsound and
improper practices at variance with the State law, the board is with-
out authority to require the bank to give up its membership. The
board is of the opinion that legislation authorizing the forfeiture of
membership in such cases would be effectual in minimizing the resort
by State member banks to bad banking practices illegal under State
law but not prohibited by the Federal law or regulations.

(10) An amendment to section 13 of the Federal reserve act so as
to make the limitation on the rediscount of paper of one borrower
conform more closely to the limitations prescribed by section 5200 of
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the Revised Statutes upon loans to one person by a national bank.
Under the numerous exceptions to the limitation of section 5200,
national banks are now permitted to make loans to a single borrower
in liberal amounts exceeding 10 per cent of their capital and surplus
on certain classes of paper; but under section 13 of the Federal reserve
act a Federal reserve bank may not rediscount for any one bank the
paper of a single borrower in amounts exceeding 10 per cent of such
bank's capital and surplus, with the one exception that this restriction
does not apply to the discount of bills of exchange drawn in good faith
against actually existing values. The fact that Federal reserve banks
must decline to rediscount as much paper of a single borrower as
national banks may acquire under the provisions of section 5200 is a
cause of much confusion and dissatisfaction upon the part of national
banks offering paper for rediscount. Officers of member banks are
inclined to regard the refusal of Federal reserve banks in such cases
as technical and unnecessary. The Federal Reserve Board deems it
proper and desirable that the limitations on the rediscount by Federal
reserve banks of the paper of one borrower should be made to conform
as closely as may be to the provisions of the statute limiting loans by
national banks to a single borrower.

(11) An amendment to section 4 of the Federal reserve act to
clarify the meaning of the phrase "electors voting" in that part of the
statute providing the method of counting ballots in elections of class A
and class B directors of Federal reserve banks. The existing law pro-
vides that the voting member banks shall indicate their first, second,
and other choices and if no candidate have a majority of first-choice
votes, the second-choice votes shall be added to the first-choice votes
and then if any candidate have a majority of the "electors voting,"
he shall be declared elected; if not, first, second, and other choice
votes shall be added and the candidate then having the highest
number of votes shall be declared elected. In a recent election of a
director at one of the Federal reserve banks, no candidate had a
majority of first-choice votes, and it was accordingly necessary to
add together the first-choice and second-choice votes; when this was
done several candidates had a majority of "electors voting" and the
question became material whether the candidate having the highest
number of first and second choice votes combined should be declared
elected or whether in such cases the first, second, and other choice
votes should be added together and the candidate then having the
highest number of combined votes declared elected. The proper
answer to this question under the terms of the present law is open to
serious question; and, in order to remove any doubt as to which can-
didate has been lawfully elected in such cases, it is desirable that the
law be amended so as to provide that, when first and second choice
votes have been added together, the candidate then having a "ma-
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jority of the electors voting and the highest number of combined
votes" shall be declared elected.

(12) An amendment to section 22 of the Federal reserve act making
it a Federal offense punishable through the Federal courts to burg-
larize or rob any Federal reserve bank or any member bank of the
Federal reserve system. Certain crimes, such as embezzlements,
making false entries, and other similar offenses are by the present law
made offenses punishable through the Federal courts; but there is
no provision of Federal law making such crimes as burglaries or rob-
beries committed against Federal reserve banks or their member
banks Federal offenses, and neither the Department of Justice nor
the Federal courts have jurisdiction over such crimes. Acts of vio-
lence of this kind, however, may be equally as injurious to the mem-
ber banks and to the Federal reserve system as embezzlements and
other fraudulent acts committed by officers or employees of the banks
which are now made Federal offenses, and the board recommends that
such crimes be prohibited by the Federal statute and made punishable
through the Federal courts. Bank robberies and burglaries have
become a serious problem, and to enable Federal officers to pursue
the offenders from one State to another and bring them to trial with-
out the necessity of extradition proceedings would greatly facilitate
their apprehension and conviction. In this connection attention is
called to the fact that the United States Supreme Court has held sub-
stantially that it is within the power of Congress to enact such legisla-
tion as Congress deems appropriate and necessary for the protection
of national banks and State banks which are members of the Federal
reserve system. (Westfall v. United States, 274 U. S. 256.)

(13) An amendment to section 22 (a) of the Federal reserve act
making it clear that the prohibition against examiners7 accepting
loans or gratuities from member banks applies to State bank examin-
ers. A decision of a United States district court on this question has
held that the law is not applicable to State bank examiners. It is
believed that Congress intended the prohibition upon the acceptance
of loans or gratuities by bank examiners to apply to State bank ex-
aminers as weU as to national bank examiners and that the ambiguity
now existing in the statute should be eliminated, in order to carry out
the intention of Congress. The board feels, however, that the broad
provision of the present law prohibiting a member bank from making
loans or granting gratuities to any bank examiner should be restricted
so as to apply only to the making of loans or the granting of gratuities
to examiners who may examine such bank.

(14) An amendment to section 11 (k) of the Federal reserve act
to permit a national bank which has been granted a permit by the
Federal Reserve Board to act in trust capacities to surrender such
permit voluntarily with the consent and approval of the Federal
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Reserve Board. The law requires that national banks deposit with
the State authorities securities for the protection of private or court
trusts whenever the State laws make such a requirement of corpora-
tions acting in fiduciary capacities. A national bank which has made
such a deposit and which thereafter ceases to exercise trust powers
naturally desires to regain the securities so deposited with the State
authorities, but in some instances the State authorities have been un-
willing to surrender the securities because although the national bank
has ceased to exercise trust functions it still has a permit from the
Federal Reserve Board authorizing it to do so. It is a very doubtful
question of law whether the Federal Reserve Board is authorized to
cancel or consent to the surrender of the rights acquired under such a
trust permit even when voluntarily requested to do so by a national
bank, and the board feels that it is desirable that it be given explicit
authority for this purpose.

A number of proposals have been advanced recently, both in and
out of Congress, providing for increased participation by member
banks in the earnings of Federal reserve banks. This subject is one
which in the judgment of the Federal Reserve Board might well have
the consideration of Congress in connection with any legislation
affecting the status of member banks of the Federal reserve system;
but the problem involves certain practical difficulties, and the board
desires to study the subject further before recommending any specific
amendment for this purpose.

MEETINGS OF FEDERAL ADVISORY COUNCIL

Five meetings of the Federal Advisory Council were held in Wash-
ington during 1929 on the following dates: February 15, April 19,
May 21, September 17, and November 19.

CONFERENCES HELD BY THE FEDERAL RESERVE BOARD

The Federal Reserve Board, as usual, conferred with the Federal
Advisory Council on the occasion of its meetings during the year.

The governors of the Federal reserve banks met in Washington on
April 1-4, and the governors of the Federal reserve banks and Federal
reserve agents conferred, separately and jointly, on December 11-12.
At both conferences special sessions were held at which the board was
in attendance.

ORGANIZATION, STAFF, AND EXPENDITURES

On November 30, 1929, Mr. James F. Herson resigned as chief,
division of examination, and chief Federal reserve examiner. No
other changes took place in the organization or official staff of the
Federal Reserve Board during the year.
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The total cost of conducting the work of the board during the year
1929 was $770,716.66. Two assessments were levied against the
Federal reserve banks aggregating $781,644.33, or approximately one-
fifth of 1 per cent of their average paid-in capital and surplus for the
year.

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

1929


