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ICorimboo, &outh Dakota,

August zX$ 1951

‘lir# Ofei# iV o«tou
Burait South Dakota
Doar !'#* Prmtom

Xtf» two w*#ks sine# you took tho oattle amy and »o
ffer | hsm not r®s®iwd th© notes and papar# you woro to mnd
no*

Suppose you tev* boon busy or w®®© you m Itin?: for xb to
write you tho Xotter you MKkM fort

t#XX# for a £ow days It i'eXt &a tlso 1 didn*t o&r* vitmtiwr
1 m r wrot® anothar letter or not# Birwrythiiig aooraad to ©os®
at emu© but | tm getting ov»r it a XlttXe bit mm* Sur®© nim
th® eomit &m aSYaid tie will m mr tmvm another bunoh life® then*
WO w®r® yo&r® buildi?v. that bunoh up to w!'*er« $h©y war©* Oh
mill* ©uoh i® Ur®* | fuxiss wo will Uta thru It* N® Kki®
Xivad tiiTu about everything wow* M«ct »0 that you ney reaiit®
eewsthin# of wtoet m hfev© went thru and wosa't think w® wre
altofather to blan© for the my thittpa wont | wiIXX toll you *
few of the* thinf* w© hav® had to put up with In th© MB year® wo
Smw worked toother iioro* 10XX* her© it ie* (X planted som
nor* poas# cueunbor®, radish®®, X«ttuo®# boots, oto. a woek ago

and they ar© all up now and look flat* ftayb© wo will fot sasai
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m % m

Mr* O tis Proston August 81* 1931

(ardon yst}* You asked for lt« Hor®© it is* Xf It isn’'t
What you mat throw it in the msto papor basket. |If it is,
you are taoleono to it*

Ikay thanks for all you he1?2© don® for us ami rsmnbor
your pr®&mIm to visit us out on ths ooa«t* (lI1* via awr got
thsro)* 11! hav© sopw strawborrios and ©rsam for you®

Your £Ti©nd,

(el&usd) Mrs* 11* J* ;.lurphy

In 11104 say husband mm to I$mn County and filsd on a
honsstoad* 160 asms of land, (fro® land thoy callod it}# by
th© tins you prowl up m it, built all ymsr buildings* fonood
it* broke it up and got mter on itp it ms anything but fres*
In ISOS m ?»ro imrriod* ffs bad ons rooa IE & 16 with a loan—
to shanty for a kiiohon 0 * 10# and beliov® m , m thot m had
a mansion and m m so proud of it*

Wo hé&d what tm thot ms a pretty good orop that year* vibsat
mads 19 bu* psr aors* oats 33f and oom 40 bu* Ms baulod nost
of ths oorn to tcnm (15 milos) and sold it for por bu#

I went with ray husband so”sral —trips* Oas norainr is® mint
in# it ms Z4 imimt zoro* tbm wo hauled b&ok a load ot* coal*

$© also haulod all %¥m wheat aad oats too as m didn’t

Federal Reserve Bank of St. Louis
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Hr* Otis Preaton August 21, 1931
kfd moh to feed It to than, just four horses, aw mm and
a oalf mv& a oouple of pig®* the calf ms the hoad of the
herd that m oft*rwtrd« raised. She ms ?/$ sliorthom anf
m almys bought thoroughbred slroa «o It wasn't long. until
«e had tom roal cattle* Bo sauoh for the first year# £iso
seaoa&i. yoar not so noa<l* cul* 9 Uu and oat© XuO
corn about 25*

AM tlien for about 6 yeere no had a run of dry yeors,
each year worm than th# other# Atot got m*r ©cod back a
couple of yeore and than S yomra didn't own thresh, lust msnmd
it and otookeu it far feed* Com jdo about 12 to 18 hue#, ag|d,
another thing# In didn’t hsw& so maay acraa broke than either.
Brefes a tum noro acred each yoar»

Tiio year Tripp County opened up m hod pré&tty good oom
and the hCEsssteoder# come right hero to th© place and isauled
It all theruiolvoa* m got 60" per bu# that year*

The winter of 1915 In flsrei* rax had a terrible billlsard#
Sum beaked m high as the house, m fences in eight# roads
blo«kou for davs# UOA to brabe ovary ieot of the ruac to tom
Tor groceries ana fuel* than is ohon it ms bad on horses i1d
non too# Thev sd, to ho tough to stand It« Wall, no <! a
fair crop that ymir« 'In Octobor 220 1910* our oldest daiifhter
ms bom* VMa had to go 6 ralles to phone Oor a doctor and he
had to com IS miles with a tear* hut It happened tho mother

ms real good, also the roads#
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o 4 **

Mr* Oil® 2*r»®ton Attgast X931

On U&reh 86, 1014# <mr old®#t bey mu born but It m«
a stomy day and ftgftla th® doctor hud to oow 15 tall®ae
(»at» doctor)*

They (do«tor« | n®an) k w hardships in th»M wostom
ootintrios Just liko th® rost of u»f nothing soft about it*
It Isn’t quit# «o bad now mh® thoy ha”e oars and gradod road®
but tIm it ms £lore®* no roads* ju®t trail®, snot eold* and
a ilof my of going*

in 1915 no had a bumper orop# Our barley md® 80 bu# por
aoro* imd $0 a®r®« and got 1000 uu* and it m® so h®avy it mxxt
down an$ wo had to out it all on® my and ooulonH pit it ail.
Cara mde 80 bu* or bottor jjor aor®, and iron than until 1&&3
w® had fair orop® and got protty fair firio® for than but during
th© w It took all you smd® to livo and for liberty bonds*
Red Gross, and anything ®lso they happonod to ©all for and our
ohildron mm smll arid not abl® to help «uy. I]y huslmnd ms
trying to turn all is0 oould beside* ntikliag 10 or IS 00™®, ®oO
m had to idr® G®n® on® to help and th® kind of tmn you got then
didn’t earn their hoard* Tot m bad to pay the® from, $7B to 1100
per aonth and their board and then had to do no®t of th® work
our»olvo®. It*® no wonder w® got in debt# #UX this %%m m
mr® trying to toprow our plaee* planned on having, a nic® bmm
son» day* built a oouplo nor® roons on our hou«®* thot that would

do until w® oould afford to build a good houRe&« (That day hasn't

Federal Reserve Bank of St. Louis



Up# O tis Proston August 21, 1931

oonii to fter* Will H sw none newt X wonder)* Then we
built d barn 40 * 42 with a Mf hay loft# % husband hod
hie share of trying to Isoop stoote in old atrum roofed shods#
Every tlse it rained they were nil rind and water and you had
to st&ok all your hoy outside and the wind blow half of it
away affcor you had hauled it trm S to 0 sail*™ no ho thot
ho oould save the prioe of hl« bam with the hoy that mo
mated, alao in the difference it mdo in the stock* Be to
a graat stock mn0 would never oat hineelf until Hi* stock
woo i*ed, Io wanted good utook or none, Ali>*oet lived with
hie pigo and believe m 9 ho raised sosse good ones* Hi* only
trouble me ho oouldnft |©t foot* enough for than#

One crop of pir« paid for our bam, but of oourse while
we wore paying ior thorn things there wrs other debts piling
up*

Wo had to buy all otir rtaahinery to start faming with,
also our horses and what few cattle wa bought, m kept all
our heifers ami it wasn’t long until wo had <guite a bunoh
and we had no money to start with so of course had to go In
debt#

la 191% we had 46 toad of oattie, and if we had sold them
then oould have got $100 a head for nearly ail of thon, but we
wore like everyone else, we didn’t think they would go down

all at once* so instead of selling then, w© bought another
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«* 6

Mr* otie Ju*$suat £1* li/Sl

gmrter seotloa of land and paid 81*000 down on it* paid
8%1 par faow» far it and at that tim It looked Ilk® a rood
buy? It eorsiered the plmoa we had and we needed It for
pasture* TI'll® banker® advleod you to buy more land, they
war® doing It thesuielvas* and it would have been alriglst
too if things had tamed out different but w® uaod -ous for
pasture for a couple of years and by that tim 8§ oattl® had
gone amy down in pries and w® )md to soil tbm for about
half what wa could h&v® fot for tisen before. Than w® broke
tho land up just in tin® to ?®t a run of poor years agein*
In 1919 w&® put down an artesian well wtileh oost ua 11*600

but tty taasband had hauled water for IB years and h® thot it

tiro® to do sOMtiiing diXiferent* iIn th® mammt it kept you
busy hauling so %m stoek would hair® enough* sad in th® winter*
your tank* trough and barrols would all ireag® up and you had
to ohop thaw out ovary day and tho oattlo n”ver had enourh
mter, and you nearly perished yourself whils you «ri» doinp it#
So *&dI® it la a lot of mmmy to pot into a wall* it 4a wall
worth it in th® difference it smkoo in th© stoofc* Thia water
la hot* newer frose©a* and no saatt®r how oold it is tha aattlo
will go out twioo a day and drink* and thoy don’t require near
aa moh food as they do wix&Bn they don’t haw enough imter*

fi® alao put down a bin oiatem for »ter for th® house

after having dug about 10 other walla that all turned out to
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bu dry o!»8. m built a hog tame*, ptr&ge* and ehieken house,
feneed aisd oroe*—£enee<l the pUfIf, and believe m $ y&wn you 40 all
that you have done earthing #®peeially in thie Maftvy v*hore
everything 1# no high*

lie also put in about S300 worth of treee, fruit and
iW e trees, and for a while m had one of the nicest little
grow® around here, but it only took the grasshopper® two
ytars to u»4o wh&t It took us 39 jmti to do# They am as
bare now as tiaey waula be in winter &M Z*m afraid they will
» W oaas— out again*

la 1983 the anthrax brolss® out* ?fe meein&ted all our
©attle no did not. 1os© any but lent all of our calf oyop,
blamed the vaooir*ition, mid the yaar after that ws lost 6 head
with blank log, under two yo&r old#, We have alweys Taooinated
sinee than for blank lag# And that is about *11 tlie oattle we
have w r lost exeept neybe a calf or two.

In 1923 m sold #099*00 north, aimat a thousand dollar*
north, of oetti© md #8-30*00 (five tadred dollars) worth of
hogs* . m emoted to k«ep enough to run ua tliro tiie winter
for ooal and supplies but when the bantaw* wfco had a Mortgage
on our eattle eaMe out to fix up the papers Iso #al4 to turn it
all in on our paper m they nemiad t'm norny then* and then if
we wanted some sieney later w» ooulti have It* So we turned it

all over to hi® and fixed up our papers again, had sensthiag
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ovmr %0 ba&d of oattlo loffe, about 14 Horace, and | don’t
just r*mmh®r hm assay hors 'but quito a few* all our nashix**
ory (and It wa* worth sosiothint; tban), and hs Jwkid h© didn't
haw# soourity oaou”, had to hm a sooona vmrkgmge m mr
t*rm» And w* gaw it to him# Sfcsy* wall 1'll say w* w w ,
And that isn’t ths writ of It# Itum w* naaffe Imak to him a
liltlo later for noaoy to rot e«al# h® told us thsy wsran’t
landing any donay# Saia htms sorry# wo tad his sympathy*
tout w* ©ouldn*t fonop —wry mm on that, m m had to borrow
«0«s greeiogy frott a nan Iin town to gat e» | with#

fho noast tin* vm —mat to ronaw our paj$»r It ms more than
it ms bsfor# ws palili tin* 11?00 QJi th» noto* %&Il !$ haw
livaa and loarcisd but it ms a pretty oost™r lasson# Xf I
oould only go back ton ys&rs and know Wtoat | know now# things
would ha different* But ws ha** always triad to Im honant
and that ovoryona also *s» truaiod others too rmoh* wty*b*
wa ar®© still going it, | don’t Isnow#

*«all# ainoo 102S you ml#t say iso lawa’t had a dooont
orop# W* bad Xanmly buaahs* of pigs and had to soil thom
unTlnishad* So m didn’t maks m«h on thorm# timid m ‘Imm
fintshad thmn, out, w* oould haw* rmdo gait* a littia and mylso
paid to those w* war* In dabt to#

Than tho bank olosed its doors# *%* First national Rank*

of Konnsboa# South i*akota, and it ms th* bos* thing that #wr
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bappanad to us m tha Fadaral ftaaarro Bank of Ifinnaapolla
and tho Agrtottltsrftl Credit Corporation bald mr pé&par* Had
«a baan daallng with them yaara ago *a maid tow bwa far
batter off*

Tho M 1 I ftaafcrv© aant thalr fcopraaaat&tlva out to
soa ua* V& bad a nloa bunoh of plga but no ffcad to f&ad than
ao ha kindly advanaad ua tha non™y to buy iwa for than* Than
thara mi ao aala for thaa bar®, ao sy Hu&maA had to biro a
truak arid haul tham down Into Xom* That an In ISB9*

yfa than sant tha namy for adtanoaa and tha Intar®et
tharaon to Mr* Praaton amounting to but told him in
tha m lattar is® did not know how we iwra gola to Itva
thru tha wintar its thoaa pira wre all ua had to sail and
aakad them if tbuy aould admnuoa us 11200*00*

Bid thay aajf thay wara aorry and ua had thair asgajmthy?
?fo, thay did not* Thay aant their Kepraaantatlva, Mr* ’roston*
out, and *han ha aaw haw acaidltlona m m thay advanoad us tha
#200 to wilntar cm* Wa will ha gré&talUl to than for |
donft know ahat «a ahould ham demo without It*

Tha aprlng of 1930 «a started out ai:aln "full of pap*l, to
farm mm» as awry apriag« Ha had rantad S80 aoraa laora aad
thot my ha wmild ha luoky anough to rata# a arop* thot that
auraly m oouldnft almym hum miluraa, and again tha Moral

Tjiiarvti halfpad ua out adwa.noing ua #75 to buy tsaad oom and
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later in the ®wzmr #100 mrm* tie had .In TO aoroe of Wley#
80 aorwe of flips* HXC) aoree of eom» and hed & nioe ~urdmu
Our barley ms uim a field of ImrUy aa you ewer would want
to &m, and on the 24th of Jum we got & hail atom and it
just mlaed our barley* newer straightened up a”™ain* Our
pardon mu like it had newer been plantod, but | planted it
again and as wo ©an water It m had a reel good garden# In
Ifeot* we lived on #mt we grew in it and on our milk ©owe all

last winter#

Our flax looted fine, thot it would mVo 10 bu, pmr m m
anyway, end it me alsaeet ready to out when the $re«ehoppere
and orioisete got in it# *md they left nothing hut the etooke*
And they done the e&m with the com# It wae ail silked out
before they caxae but they got it auymy# H»U]| we thot that
wa®© had enough* but there me worse to ocorae* the oholora broke
out anti we lost 70 head of hof—s# Didn’t e%#» liave one loft to
butoher*

Then on Smpbmdmr 6 we had to take our oldest daughter to
the hospital for a mjor operation and for aMill© did not know
whotkar we would bring her baok or ni)t, but »lw mllr>A thro*
thank* to a wonderful dootor# Or* Delaney of MIltehell* and good
nuraee* him our own doctor, the ease one that we had when sha
me born, and | nade up ny mind then 1 would newer’OonpUklil again

about orope and thing* like that as long aa wo sawed her* Wow

she is getting strong arid healthy ant! is married to a fine young
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Mr* O tis Praaton August 21, 1931

WhSU you, MP# Sat’S OMe tMt fifddX and wantad
tha oattia W» askad for ona mr® yaar as m didn’t a#0 ham
m oould possibly rmka it if m lost our nilk oows (and w*
couldn't hava eitfcsr If It hadn’t baan for thm and our
wgptatolfta) at& you abroad to givt us ana j?oar, but
«aid 1f you <mm this fall and wanted a bill of sal® m war©
to turn &mr to you and no ijuastlons askad*

mil, wa thot that tsnroly w© had all th* hard luok last
“raar that m$ oould possibly hive for ewhiia, that It aouldn’t
last foravar so wo went to work afjain this spring# put in
1&j aojraa of wheat, =0 aor”s Of barley, aml 40 aaraa of fla*»
also 110 aora# of eora# And no crops twr looked better than
they did early this year* Corn loofead levely &od so ©lean*
Wall, /©u m w *#h*t happened to everythin this yoe.r,

tho worst thing that mmr hit th!,® aountrs? or any other
country of all the dry years we have » w had# nothing oould
ee™per®© with this year* Hot a blade of gras® left# not a leaf
mi the trees, &teh lass ©roo* of any kind, they just stripped
evorythini™ In their path# Qraashoppars# nilllous of thesi, and
they ara still hatehln# out & w batahas all th® wthe**
year*™* w» at least had hey* this yoar there is no hay, fodder or
anything* He eouldnH awm raia# a £aydan| thsy at© it off &s

last as it easas thru th© ground# thoms wh« haven*t sown grass—
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Mr* Otis Preston August' Z19 1051
hoppers at work hnaro no idea what daisere tlmy oan da* | would
newer i»v© believed it if | JmdnH aeon it*

You could have a lowly oors f eld one day* tho next day
nothing but stooge left and hardily that*

Well, when you ®m» this year tor your cattle wo dona just
as you askedj ign turned than over and no questions asked* «i*
felt terrible to hn*a to lose thom but fait that you people had treated
u® trnm than fair* m M better in ia«t than any of our toss
fra woula ime 4ana* *»# e*poo&*4 you to take overything wo
had but Instead you amid you would leave us all tha afcahlnary#
tho four horse#* and at the last on* eow* la that it mu
wonderful of you* Of course* X realise that naehinery and
especially horse nnohlnory la worthless and there isn’t
tauoh demnd for horses ana ours are pretty old* but wo wt*re
real thankful for them, just tha s&» and the eow certainly
moans a lot to ua.and our babies* Ha Isw nine ohildron now*
8§ girls and 8 boys* Qno girl 21 in ;>otober (mrried), ono boy

> » [ ] . [ ] ]

1?* and tha rest ranging tram 11 years to $ months* And if It
manll for then oa wouldn't bo worrying now but it takes a lot
to f&ed and olotho for that tmny XittXe fellows* but if we oould
just gat work awn now we oould 4a it* but it mmm inpooalblo
to |.at any work of any l&nd* Sa# by the papere whore thay have

promised fedoral aid but |fm afraid tne stoek and people both

will bo starved to daath before thay have their prognsft outlined*
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Hr* oil* f¥oatoa ElI* 1931

Wall* our babia* aro lots of (iw asm but sepio day they
fa*y b# it groat help to u»*

I howo triad to giva you & rouj$i outlino of thing* thot
hawo happonod In the lo*t 2$ years but | could tall you that
m*h nor® but mmtfs tho u*o* you oouldn’t roallse it as“my.

You night* as you Itavo boon armtnd a lot and um# iOr yourso©lIf
hmi pooplo Hot out bar# but so mmi& people in tho oity oan—
not login to r»alAsa what it is to ba 15 stiles irm toon with
no tttodom ooirfonionaoo in old alsaocki§ of houaon, often so cold
in winter thot It is isajmsaiblo to keep warn. {It it hodn't boon a
lovely wafter lo*t w&tifcor we wauld have frogen as nt> imc no
mmay to buy ecMtl)* Often tho roads have b®en blocked with
*n<w for weeks oe you mmti not got to tows for jgrooerioa.
Usually we ha“e our owi wot but lout year and this we haven’t
had any on ooommt of loaing all our hogs last yaar* 1% didn’t
have money enough to buy any raore this opring and guess imo w"re
luoky at that &s no wouldn’t iiaw raised any food anyway«

You told us to got out of thl* country* go any plaoo aiwy
fr® boro* Moll* that*a wkt we would do if * oould but wo
oen't walk out with our fajiily. fhere ara too mny doln”™ that
now* But It dooa oeeei useless to stay here any ImifAtr* Wo haoo
put in 23 yaaro* tho bast y*mr® of our llwoo* husband longer
that that* and what Iave w* aoeesapliehod? Just worked liko Klavas

and believe m $ m did work imm early aorai” until
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Mr* Otis Preston Auguiit SI* XSSI
iO or Xl o’olook at n%ht and than ootiiiz%t one oortaialy
Coto disootire™o&i X mwr felt that v«y until th© laot ooupl©
of yoars* thot my\m wo mwM aako it— hare* y*t# hatod to rlv®
up* but ?uCoo we will hw« to now#

If wo oonld havo reload oroi?» mmtf yoar and not had «o
muy failures ms would not b# In dobt now and would hwvvi bad
our hos'w but m few sropo mtd so mny failuroo. /aid that was
another thing th© feanlsars told us to do* pay than and lot our
intorest go on our land* timd of ecurse if you lot it $0 on® yoar
in this oountry you never will get ©aught up again so of ©ours©
wo'lost our land too*

X thot when w® lost it that that m® tho worst thing that
oould o»ar haupsn but X gnoos it was ths boot bosauo© you oan
rent it mmtnxmr than tho tt'sso# and interest woro* but mm liat©s
to loss thoir h«*»*

m®m znmy &wm poop&a iiavs lowly htawa™ tim olotlioo*
©rerythinf, tmy waut to ©at ami all kinds of Cajoysiosft and still
thsy &r« not satisfied* and if | had a nlo© 1Ittl© here for wy
kiddios whore thoy oould ro to a good aochool and dlfert ow©
anybody anything and ®&y hoalth, X wouldnft as* for anything ©loo
and would bo perfectly happy*

And tJjat mo on© reason .1 hare norer kiokod on this country
until now* m Imvo all boon protty hoalthy* OutsUs of tho

tlssss our babloo wore born* wo hum only bad to call tim dootor
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Mr# O tis Preston August 81* 1931
five tines in yitrs#

Last 3»»r when ew took our daughter to the hospital* ones
wl*sn tbs flu ms so bad during the mr, and out winter hws<*
band bad pneumonia we had to oall bin thro® tismmu And ho ms
terrible bad too. ThO© dyotor »urely saved Ms life* And ho
also saves mine two or three tines flit least* lit think an
awful lot of hin* II® brot all our ehildrtn into tho world*
well* you nil! pr&mbl? bo tired reeding fell this but | wanted
you to know something or wnat we went thru, alttio this isn't
th® 7Hfclf Of It*

Had a letter frost att old neighbor who need to live here*
te liws in ffifcshinftten* now irys It*® tho nnst wonderful pXaee*.
says w» could go out there ami fo right to work* that ther# is
always work thore* and that’s what wo want as thora are non® of
us afraid of work but hem aro we going to got out there? 1°d
go tomorrow If | could altho X have newer wanted to ~o before*

on* thing wo© have here, aanl that is tho most wonderful
Ieoplo# You will never find any like then any plane wl«o. That's
all 1 d hato about leaving here*

But if we ware in Washington where mt eonld mlno our own
vegetables and fruit a”td you oan get a good prion for poultry*
*&»*» end orena* we surely eoulu mé&e a living alter living
here this long on* you sight say* nothing* iPe never imve had
enough fruit Hero and now what few fruit tree® we had aro killed

by the grasshoppers* end 1’d hate to hew to wait for more tree©
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to grmi In this country* D*m,t know wh»th®r w® oould ntand

It another $8 "“«*rt or not* Am afraid w® ooulda't* For am®
thing ms ar® not as young aixd rtronft as w@ unad to b® nor haf®
w* th® aaib&tioa w® umti to tmm* A’you® emu work pretty hard
If th®y got angrt&iug tor thalr labor, but if It*© far nothing
all the tisad* you @o”i_los® your MSEp*w

TI®NIF that’s @®igAt hard luofc stuff# Don’t want you to
think 's® haw had no pleasure® at all b®ocauf® w hava had*

For on® thin® w® haw our children* Mould not trad® on®
snail® of tty hablaa for all th® ?*or®y in th® world mr th® fmX
of their 1Ittl® anas around m «M if w® mn ju®t bring than
up to b® good honest ssBn and mmmn who ar® not afraid to —work#
than w® will not h&® lived In vain* Kayb®, who kmwat acr~day
th®y may b® f®noua* Man and m m that th® world will b® proud
of* Axywfty* m %mm than and would not part with thttst tor any
rjonsy*

How w® want to thank you one® nom tor all you hav® don®
tor u«#¥ And m will oartainly be “lad to L®t our notaa back
a® you proitidod a* t&at will ssean a lot to us*

I would not fm1l «® had if you !md b*®n abl® to realia®
wfciat you admnowd ua out of th® oafetlo but don’t suppose you
did* iSat* to hav® you out th® «son®y you let m twre to work
on* but I"m «ur® you know that it m« thru no fteult of our®*

It ms juat that everythin* wsnfe against us* and m> just oouldn’t

help 1t8 thing® haw ron® £rm bad to worse, for at least sis
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Mr* O tis Auguat 21* VMI
yoora# I<mg#r | ~uoas* But If w* got your dotofc ©onoallod
end OOtild got out of Isaro* t'siyvhe we oould mko food yet*

It Z*n living lu too /ears, will write YOU anoth©r ohop«»
tor aM lot you &uow bow oro gottlé&g

But WIOtOAEr mm do OF wharwfor w# mat you 1O kam
timt m or* wary  total for all you Tsao doe for «o*  iml
™ hod th* <50 fetna OF troateorafc frets «r tow < wa Mg’]t Not ho
In ti® oireunatonooa we ore saw* Gl will* we m&a our wiatofone*
my mole* sioro* but thoy won’t bo th© Muaa onoa* | kmrn mm
thing* so o®i«k m oorth* so smtter hot* wall they or®© doing aim
pay 109& tntoroat onsl «na© OUL antop?" and na had 1O pay US# for
©while#

1®R11* we isarkoii EH yottrn* atortod at the bottom without
anythin™* for awhile wo thot no were ali»hlri£* but wo savor
roéotMwWi tha top* How we &r© ot the bottoa ogoln* Hill wo
how th© &mr$y ©ad oafeltlon to ollwk Cfjoint flail* time will
toil* Zi we ©nor roooh th* top will lot yow Smovr o»d with tho
Isalp of Sod wa will do It yot*

lira* Ha* 4* Murray*

Komuiboo* South ftekoto*
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Foreword

THE OCCASION of the Forticth Anniversary of the
founding of the Federal Reserve System by Act of Congress
in 1913, under which the Federal Reserve Bank of Minneap-
olis was established in 1914, has made it appropriate to devote
a scction of this Annual Report w an article on Forey Years
of Central Bunking. Qur many friends in the district’s banks
will recognize in this story the ups and downs of banking
over four decades, which only “old timers™ can fully appre-
ciate. Younger men who have assumed business responsibil-
ities only over the past few years may well benefit, lucking
the salwary experiences of the oldsters, by a gleaning of
lessons from the longer past.

This feature article backgrounds the current stutemeut of
condition of the bank at the close of the year and its carnings
and expenses for the year, which reveal the scope of its oper-
ations. These in wrn are supported and claborated by the
Operations Report, an account of the number and size of
transactions in major departments and of other developments
during the vyear.

The feature article and operations report can serve to promote
a better understanding of the scope of activities of the Federal
Reserve Bank of Minncapolis and the purposes for which
the Federal Reserve System was established.

< Tl & Milbn

Chairman
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Carrying the responsibilities of directing the bank’s activities is a nine-member board
representing banking, industrial pursuits, and the public interest. Pictured are the directors

as of January 1, 1954, with the president and the Federal Advisory Council member.

PAUL E. MILLER. chairman,
1s director of University of Min-
nesota agricultural extension divi-
sion, Saint Paul. He has been a
class C director (representing the
public interest) since 1946, and
was reappointed for a third term
exiending through 1954, Named
deputy chairman in 1952, he was
designated chairman for 1954,

LESLIE N. PUERRIN, deputy
chairman, is a former president
of General Mills. Inc., and is now
acting as director and consultant
and member of the company’s
executive committee. He was ap-
pointed a class C director for a
term of three years beginning
Jan. 1, 1934,

F. A. FLODIN is president of
the Lake Shore Engineering Co..
Iron  Mountain, Michigan. He
wias appointed a class C director
in December 1951 to fill an un-
expired term and reappointed for
a term extending through 1955,

HOMER P. CLARK is honorary
chairman of West Publishing Co.,

Saint Paul. Scrving originally as
a class € director from 1922
through 1936, he has bhcen re-
elected to consecutive terms as a
class B director (representing
commerce. industry, and agricul-
ture) since January 1941 and ex-
tending through 1955.

JOHN E. CORETTE is president
and general manager of Montana
Power Co., Butle, Montana. He
was elected a class B director for
a three-year term beginning Jan.
I. 1954, He was formerly chair-
man of the Telena Branch board.

RAY C. LANGE is co-owner of
Chippewa Canneries, Chippewa
Falls, Wisconsin. First clected a
class B director in 1943, he was
reclected for a fourth three-year
term extending through 1954,

CHARLES W. BURGFES is vice
president and cashier of the Se
curity National Bank, Edgeley,
N. D. llected a class A director
(banker member) in 1949, he
was reelected to serve for a term
of three years through 1954,

HAROLD N. THOMSON is vice
president of the Farmers and
Merchanis Bank, Presho, 8. D.
He is a class A director and was
reclected for a second three-vear
term beginning Jan. 1, 1954,

EDGAR F. ZEL.LE is chairman
of the First National Bank of
Minneapolis and chairman and
treasurer of Jefferson Transporta-
tion Co. He was clected a class A
director in January 1952 to fill an
unexpired term, and then reelec-
ted for a three-vear term extend-
ing through 1955,

OLIVER S. POWEIL.L has been
the bank’s chief cexecutive since
July 1, 1952, He had been first
vice president from 1936 to Sep-
tember 1, 1950, when he began a
short term of service on the
Board of Governors,

JOSEPH F. RINGLAND, presi-
dent of Northwestern National
Bank of Minncuapolis, represents
the Ninth district on the Federal
Advisory Council. He was elected
to serve a tifth term in 1954,
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____ Operations Report

Greater Work Volume in 1953 Tells
Story of Full-throttle Economy

v FISCAL, CHECK, COIN, AND DISCOUNT TOTALS SHOWED GAINS
v DESTRUCTION OF UNFIT CURRENCY BECAME A NEW RESPONSIBILITY
v PAUL E. MILLER SUCCEEDED ROGER B. SHEPARD AS CHAIRMAN

AS THIE financial nerve center of the Ninth dis-
trict, the Federal Reserve Bank of Minneapolis in
1933 again [elt the forces ar work in o dynamic
cconomy.

Lvidencing the busy tempo of Ninth district
business, banking, and agriculture was the con-
tinued rise in the bank's work volume. Generally
higher totals were reported by its major depart-
ments at head office and Helena branch.

For instance, pieces ol coin counted during the
year increased 87 per cent and wrapping 30 per
cent over 1952; number of all checks processed
gained nearly g per cent; and the total of govern-
ment securities functioned increased more than
1T per cent.

Responding to the challenge ol increased de-
mands on its organization, the bank achieved
greater efliciency in various phases of its service
operations in 1953, This applied most importantly
o check colleerion, currency and coin, wire trans-
fers, and refundings ol government sccurities.

The Discount depariment also was busy as it
serviced more advances to member banks, who
sought and received more credit accommodation
than in anv other recent year.

Government Bond Program
Gave Fiscal Busy Time

Debt management is a term which concerns not
only the United States Treasury but also the Fed-
cral Reserve banks. It refers wo the management
of the federal delyt, including issuance, redemp-
tions, and exchange of government sccurities.

The numerical immensity of the task seems in-
comprehensible, even if one can comprehend such
figures as these:

Treasury bonds, notes, and certificates maturing
in 1933 amounted o $41,154,000,000, for which, in
most cases, new securities were offered in ex-
change.

Shorter term securities, called Treasury hills,
outstanding in the amount of S21,713,000000 at
the end of 1952, matured in 1953, cach issue re-
quiring refunding cvery gt davs, making it neces-
sary to handle nearly $80,000,000,000 (including
tax bills) of that type of sceurity during the vear.
In addition, the Treasury borrowed Si3 billion o
obtain “new moncey.”

As another phase of the Treasury’s operations,
about $58,000,000,000 of savings bonds outstanding
were subject o redemption at or before maturiry,

'FORTY YEARS OF CENTRAL BANKING'—A FEATURE ARTICLE, PAGES 12-27
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OPERATIONS IN THE l

ChECK COLLECTON

DEFARTMENT I

1929 - ©52
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PORTRAYING the continuing
growth of check collection op-
erations at the Federal Reserve
Bank of Minneapolis is this three-
dimensional chart with its two
curves showing number of items
and dollar value for the years
1929 through 1953, Although
items handled (other than gov-
ernment checks) increased in
1953 nearly 10 per cent to ap-
proximately 80 million, their
dollar value declined almost 5
per cent. A possible explanation
for this was occurrence of price
declines while physical volume
of business continued high.

some of which were redeemed and new ones sold
to offset those that were cashed.

All this meant work for the Federal Reserve
banks, since they issue, redeam, and  exchange
United States governmient sceuritics.

Tax receipts, as well as receipts from the sale
ol government sceuritics, are deposited in the Re-
serve banks. In general, the Reserve banks service
the “checking accounts™ of the UL 8. ‘T'reasurer by
receiving payments o that accounr and making
payments on checks or drafts against it

The Fiscal Agency department of the Federal
Reserve Bank of Minncapolis in 1953 had o very
busy vear, indeed. aking care of its share of this
work for Uncle Sam, Here is the record for head
office and branch:

® Issues, redemptions, and exchanges of U. 8.
government direet obligations numbered 3.861,-
662, up 112 per cent. Dollar amount, up 4.9
per cent, was . - 53,002,943,000

® lssues, redemptions. and exchanges of other .
S. governmenr agencies numbered 4.056. Dollar
amount was .

e 528,407,000

® Purchases and sales of governmenmt sccurities
cleared through Federal Reserve bank for the

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

banks numbered
- $1,136,208,000

account of Niuth  district
4748 Dollar amount was

® Coupons paid from U. 5. govermment direct
obligations numbered 333,748, Dollar amoumt
was . $32,236,000

® Coupons paid from issues of other U. S. gov-
croment numbered 11,281, Dollar
amount  was e e . $767000

agencies

o U. S. Savings bond sales numbered 1,409,597,
up 15.3 per cent. Dollar amount, down 15.3
per cent, was ... ... ... S173825.000

e U. S Savings bond redemptions numbered
2,3L4059, up 9.3 per cent. Dollar amount, up
181 per cent, was . L. 3212.5357,000

Number of Checks Processed
Rose, Dollar Volume Declined

The pulse of trade is felt most noticcably in the
Check Collection deparunent of the Federal Re-
serve bank. Here are processed tens of millions
of checks drawn in payment for goods and serv-
ices valued at tens of billions of dollars.

Although checks cleared through the Reserve
bank do not include all checks drawn against



bank deposits in - the district, since many are
cleared through local clearing arrangements and
through city bank  correspondents of - country
banks, thetr total serves 1o indicate the level of
business activity,

I some years—as was the case in 1953- the
number of checks handled e the Reserve bank
rises while the dollar volume at the same time
falls. A plausible explanation is that the physical
volume of goods has continued high but prices
ol the goods involved in exchanges have fallen.
For instance, last year prices of agricultural prod-
ucts fell while the volume of farm production rosc.

In 1953 the dollar volume of goverument checks
cleared through the Federal Reserve Bank of Min-
neapolis increased over 1952, but the magnitude
of that increase was more than offset by a decline
in the dollar volume of other checks.

The record ol activity for 1953 at head ofhice
and branch was as follows:

o Ui, S government checks cleared  numbered
15,740,530, up 4.2 per cent over 1932, while
dollar volume rose 16 per cent at .. 82,547,720.000

® Other checks cleared numbered 79,899,850, up

9.5 perocent over 1952, while dollar volume

declined 4.9 per cent ar . 525,198,024,000

>

ON THE BASIS of attained production, the bank
has an approximate capacity of 21,000 rolls daily
with three automatic coin wrapping machines ob-
tained in 1953. The coins travel from the hopper by
bucket-type conveyor belt into a counting hopper (at
front in lower view), where a contact breaker stops
or starts the flow of coins by their pressure on a
button.

The coins are kept in motion in the hopper by a
revolving disc which deposits them into a positioning
slot. Counted during this step, the coins drop into
tubular wrappers which are kept moving forward
on a canvas belt (upper view) against a slotted,
synchronized wheel which holds them for filling.

As soon as the proper number of coins has been
inserted into the tube, it is crimped on top and
the roll is discharged down a chute and carried up
by another conveyor which drops it into a tray.
Enroute the rolls are counted and stamped with the
bank’s name. The mechanism, which employs seven
motors, shuts off if a mutilated coin is introduced
or if a coin spills past the wrapper.
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® Postul money orders cleared numbered 10,663,
513, down 2.3 per cent, while dollar volume
declined 1.8 per cent at $178,466,000

Wrapped Coin Popular

The Currency and Coin department’s report
for 1ys3 reveals a growing volume ol services
rendered. Employees at the head office and branch
counted a greater dollar amount of currency and
coin than in 1952, More coin was shipped and
paid out bur less currency. More Federal Reserve
notes it for further use were rewarned 10 other
Federal Reserve banks, and more such notes were
received from other Reserve banks.

A service rendered member banks by the Cur-
rency and Coin depariment is the wrapping of
coins for shipment w those banks. Evidenty this
service has been appreciated, because the demand
has risen rapidly since it was instituted, More
than 86 million picces were wrapped in 1953, 2
gain ol 36 per cent over 1432

Two automatic coin wrapping machines were
purchased and placed in operation at the head
othee in March. Immediately they became a favor-
ite showpiece of the guides who escort visitors
through the bank. By the latter part of the year,
both of these machines were being used almost
to Tull capacity and o third was purchased. his
decision was reached since the volume of coin
wrupped in the list three months of the year a
the head office was almost double that of the
corresponding months of 1y32.

Local Destruction of Unfit
U. S. Currency a New Development

A new responsibility was given the bank by the
Treasury when on July 1 it began destruction of
unfir United States notes and silver  certificates
on the premises, whereas previously such cnrrency
was sent 1o Washington, D. C.

Lstablished ar the head office was a new Cur-
rency Veribication and Destruction unit. which.
as its name implics. has the dudies 10 verify, act
as custodian, and destroy U, S, notes and silver
certificates which have been sorted as unfit for
further use in circulation. Two woren employees
were assigned to this work. The branch now sends

Federal Reserve Bank of St. Louis

such unfit currency 1o the head oflice to be de-
stroyed.

Consideration is being given w whether a spe-
cial shredding machine for currency  destruction
should be installed or purchase be made of an
incinerator exclusively tor this purpose.

The 1933 record, concerning currency and coin
for head oflice aud branch was as follows:
® Curreney counted during the vear, down 1.3

per cent in volume compared with 1952 and

up 4.3 per cent in dollar value, numbered (in

pieces) . L. e e 71,571,088
® Coin counted during the vear, up 8.7 per cent

in volume and up g1 per cent in dollar

amount, numbered (in picces) 18,727,234

THIS MESSAGE CENTER was set up in a room behind
Wire Transfers when the new A. T. & T. leased wire
system was installed. The operator is shown at the
teletypewriter over which messages are sent to all
stations on the circuit. At her right is the receiver
and at her left the SOTUS-—scquently operated tele-
printer universal selector-- which selects and routes
messages. Machines at the left are a TWX (similar
to telephone service), which connects the bank with
other subscribers to this service, and a Western Union
unit over which incoming telegrams are received.

® Coin wrapped, up 36 per cent, numbered (in
picces) 86,007.500
® Currency shipped and paid out was down
per cent ot $431.919.000
® Coin shipped and paid out was up 64 per cent
a .o — o 517,070.000

New Leased Wire System
Speeds Money Transfers

A new, faster communications network directly
linking the Federal Reserve Bank of Minncapolis
by auwtomatic teletypewriter with other Reserve
banks and branches, with the Board of Governors
othee, with UL 8. ‘Lreasury offices in Washington
and Chicago. and with certain other government
agencies was maugurated July 6.

Speeding np the wire rransters of {unds, the
new network also hundles messages by which the



Reserve banks adjust their accounts daily through
the Inter-District Settlement Fund at Washing-
ton, 1. C. Wire transfers of government securi-
ties on sales and messages transferring Treasury
funds also move via the nctwork.

The new 1ho00-mile system links together 46
stations in 37 cities, with a switching center head-
quartered in the Federal Reserve Bank of Rich-
mond, Virginia. The Helena branch, without a
leased wire, was included in the new network.

During 1953 the department functioned pp312
transfers of funds totaling S13.7 billion, an increase
of about 1,000 transfers, and 8531 million over 1932

A grand wtal of 71654 telegrams was handled,
or approsimately 2,000 less than in 1gs2. Practical-
ly all of the decrease occurred after installation
ol the new private wire on July 6.

Borrowing Above ‘52 Level
Ninth districc. member banks were accommo-

dated with a larger volume ol Federal Reserve
credit in 19353 than in 1932 or in 1951 when a

revival of discounting ook place after two decades
of litde activity in that deparument.

The greater use of Federal Reserve eredit during
the past three vears has been associated with o
monetary policy which, until mid-1953, permitied
a growing volume of bank loans to exert a tight-
ening effect on the reserve position of banks. This
monetary policy at the same time allowed an
increasing pressure of demand on the supply of
lendable funds in® money markets, thereby caus-

ing interest rates to rise and bond prices o full.

The tighter reserve position and falling hond
prices induced banks, in the absence of Federal
Reserve open-market purchases, to resort to bor-
rowing as a means of obtaining additional re-
serves necessitated by the rising deposit liabilities
created by bank loan expansion,

T the lateer hall of 1953 when monetary policy
wis designed 1o create hank reserves and to cause
casicr conditions to prevail in the money market,
these considerations no longer applied 1o member
bank loans {rom the Reserve banks.
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Nevertheless, a larger number of loan appli-
citions were granted by the Federal Reserve Bank
of Minneapolis. the number of loans being 860
in ty33, aggregating 32.55..000,000. compared with
554 aggregating S2,0LL000,000 N 1432,

The daily average volume of loans outstanding
wits $27.3 million, compared with $15.8 million in
1932, a rise of 72 per cent.

Volume of Grain Draft§ Down

A smaller number of grain drafts with a lower
dollar value flowed through our Noncash Collee-
tion department last vear. This reflecied a smaller
volume of grain marketing, which in turn may
be artributed in part 1o a larger percentage of the
harvest having been sealed on Tarms under loan

AP P T L T
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agreements and o smaller crops of oats and
durum  wheat. Last year, $623.08.000 of such
drafts were processed, a decline of 207 per cent
as compared with 1952,

Higher in volumie in 1953 was the value of
sceurities held by the Safckeeping department in
custody for banks on the last duy of the vear. At
S1,327. 704000 these were 2.9 per cent higher than

a year carlier.

New Board Chairman Named,
Other Changes Announced

With retirement ol Mr. Roger B. Shepard of
St. Paul, Minnesota, as chairman of the Board of
Dircctors and  Federal Reserve agent, effective
December 31, 1953, Mr. Paul E. Miller, St. Paul.

Rl Wg




IN THE BANK'S program of utilizing all available
space, the reception area serving offices of the pres-
ident and chairman was converted into office quar-
ters during 1953. At the same time the front office
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was refurbished, with new furniture and draperies,
wall-to-wall floor covering, and redscoration ac-
complishing a transformation,

Shown on the opposite page is President Powell's
office, where the setting is Georgian design with
desk and other pieces in walnut. A gold color scheme
was carried out in walls, draperies, and in lzather
and fabric covering of chairs, Several cccasional
chairs were done in bottle green leather.

The view is from the east looking toward the
Public Services area, chairman’s office, and directors’
room. The smaller view on this page looks toward
the dcor connecting with the office of A. W. Mills,
first vice president,

Public Services (upper view), which was moved
from the Bank floor enclosure, was done in York
design. The selting includes walnut desks with chairs
covered in persimmon leather. Side chairs are fabric
covered. Wall color here is cinnamon, Light green
carpeting extends from front office to directors’ room.
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was designated chairman and  Federal  Reserve
agent for the year 1934

Me. Shepard, whose first appoinunent to the
Board was made in December 1939, had served
as chairman and Federal Reserve agent since 1946
Mr. Miller was formerly deputy chairman of the
Board.

Mr. Leslie N, Perring Minneapolis, Minnesora,
was appointed a class C director by the Federal
Reserve Board of Governors for a three-year term
beginning January 1, 1934 and designated deputy
chairman. Tle is a director and consultant and
member ol the exccutive committee of General
Mills, Inc.

In November, Mr. John 1. Coretre, Buue, Mon-
tana, was elected a class B dircctor representing
commerce. industry, and agriculture, and Harold
N. Thomson, Presho, South Dakota, was reclected
a class A director (or banker member). They will
serve three-year terms beginning January 1, 1954

Mr. Corette, who is president and general man-
ager of the Montana Power company, was also
chairman of the bank’s Flelena Branch Board
during 1953, e succeeded W. A, Denecke ol
Bozeman, Montinu, as a member of the Board
of Dircctors. Mr. ‘Thomson is vice president of the
Farmers and  Merchants  Bank, Presho, South

Dakota.

Mr. Joseph F. Ringland, president of the North-
western National Bank ol Minneapolis, was re-
appointed a2 member of the Federal  Advisory
Committee for 1954.

Mr. George R, Milburn, manager. N-Bar ranch,
Grass Range, Montana, was reappointed a director
of the Helena Branch for a two-year term begin-
ning Janmuary 10 1954 He was also clected chair-
man of the Helena Board for the year 1954,

Mr. Carl McFarland, president, Montana State
University, Missoula, Montana, was appointed a
director of the Helena Branch to fill an unexpired
term ending December 31, 1954

Mr. Albert W, Heidel. viee president, Powder
River County Bank, Broadus, Montana, was ap-
pointedd a director of the Helena Branch for a
two-vear term beginning January 1, 1954.

The number of persons on the bank’s staif in-
creased slightly from a 1ol of 695 at the head

Federal Reserve Bank of St. Louis

oftice and branch on December 310 1932, 10 a oial
of 703 at year end 1353

In the field of personnel administration. a new
hospital-surgical plan was adopted in order to
provide increased benefits which were not avail-
able under our previous plan.

New Conference Staged

In the field of public and bank relations, a new
conference was added to activities originated in
prior years. This assembled 2 group of Larm
representatives of banks in the district and repre-
sentatives of the agricultural commitee of state
banking associations.

SINCE August 1945 an improved plan for consoli-
dation of all the bank’s outgoing mail has bzen in
effect. Facilities set up for this purpose at that time
were modernized recently with acquirement of this
custom-made mail distribution case, into which is
sorted mail going to 1,486 banks, branches, and
offices. Size of each compartment may be adjusted
in half-inch multiples to take care of individual
growth, and additional banks may be accommodated
by reason of open compartments in each section.

Among projeets continned were the Money and
Banking Waorkshop, a conference of college in-
structors of money and banking and closely allied
subjects, which held its fifth annual meeting.

‘The Bank Examiners Conlerence, comprised of
examiners from the three national supervisory
agencies and representatives of state suparvisory
authorities, also was staged again.

Bankers Visited ‘Fed’,
‘Fed’ Men Visited Banks

Nine sessions of the Short Course in Central
Banking were conducted in 1953. Since the Short
Course was first held in March 1948, 655 indi-
viduals representing 298 banks in the distriet have
registered for it.

In the program known as “commercial bank



a number of staif members visiied meme-
ber banks in the district Tor a period of one week
in order to become
bank operations.

training,”
familiar  with commercial

Each of the banks in the Niuth Federal Reserve
district was visited by one of our jo representatives.
A number of new men were included in the
program in order to give them broader experience
and o enable them o learn something  about
cconomic developments in the district. Represen-

duced a two-color folder for distribution by banks
to businessmen.

Use of the symbol in the district came up 1o g2
per cent (the national average). representing an
increase for the year of 2 per cent. By states.,
averages of use became: Michigan, gt per cenn;
Minnesota, 933 Montana, 933 North Dakoma, g
South  Dakota, g3 Wisconsin, go.

As ds apparent from the relatively briel recital
of the bank's activities in 1953, it was another

tatives also attended various conferences, clearing
house meetings, clinics, and schools.

The number of persons touring the bank in 1953
reached an all-time high of g.254. The previous
high was 2,920.

Headache Check Folder Issued

Continuing its  headache check and  routing
symbol campaign, the bank during the vear pro-

busy year for all concerned. TF the past can be a
meastire ol the Tuture, however, another full yvear
of service to member banks and sundry groups in
the Ninth district lies ahead.

As the first 4o vears of the bank’s existence are
completed in that year and the next decade begun,
the entire staff continues to have as its purpose
the achievement of ever greater clficiency in the
performance of the service functions of a central
banking institution. END
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_____ Feature Subject

Looking back over the role it has played in

40 Years of Central Banking

the Federal Reserve Bank of Minneapolis can draw upon

a rich store of experiences for guidance in the future

BETTER COMPREHENSION OF ITS FUNCTIONS WAS GAINED IN THE PERIOD

THE ANCIENT Greeks had a word for i1, and
the word was punice. It denoted amild fear inspired
by vsterious sights and sounds among the moun-
tains and vallevs by night anributed 1o the god
Pan.

Centuries later—in  1go5—cries ol distrust and
despair emanated Irom the major cties of the
world and reverberated  throughout the country-
sides of all continents. It was panre again.

The word’s meaning had changed {rom mys-
terious soundls of the night 1o mean the din of
crashing prices in market places whenever traders
seck Trantically o convert property into cash.

In places far removed from cach other—Egvpt,
Japan. Germany, Chili —it was the same story of
apprehensive lenders unwilling or unable 1o ex-
tend Turther eredits, and Frantic borrowers bidding
tor funds 1o meet their current obligations.

"It can’t happen herel™ was the familiar refrain
in the United States. s in carlier panics, however,
over-expansion of credit for speculative ventures
by many financial companies led first to the failure
ol one ol them and later 10 the downfall of others.

Federal Reserve Bank of St. Louis

Depositors quened up before nearly all the banks
in New York City. Country banks withdrew their
reserve deposits from money market depositaries.
Widespread  hoarding  developed. No - facilities
were available for converting banlk assets into
"new™ currency. Many banks suspended cash pay-
ments and many business firms were unable to
meet their payrolls. The Panic of 1907 was on.

With it came Insistent dlemands for moncetary
bunking reforms. The people didn’t know precise-
Iy what they wanted: they only knew they wanted
reform. Congress quickly appointed a study com-
mission and investigated alleged culprits.

Banking Reform a Burning Issue

As ume went on, a consensus was reached on
the most-nceded changes in our monctary and
bunking organization. Among changes most em-
phasized were: provision of an clastic currency.
a better system of required reserves for banks, im-
proved lacilities for redisconnting customers’ paper
of banks, a more cilicient check-clearing mecha-
nism, more cilective supervision of banking prac-
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PROMINENT in the gallery of portraits in the directors’ room are those of the nine directors who served on the
bank’s first board. John H. Rich, who had been active in the banking reform movement, was appointed chair-
man by President Woodrow Wilson. Of the original board, Messrs. Black, Decker, and Holter are still living.
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tices, and improved fiscal agency operations for
the federal Treasury.

Plans were sponsored by numerous civie and
business associations, as well as by individual
citizens, cach contending their ideas were superior.
One of the most active groups espousing banking
reform was the National Citizens League, with
offices in 47 states.

Dircctors from  north-central  states  included
Norman B, Holter, Tlolter Hardware company,
Helena, Montana; John H. Rich, Red Wing
Sewer Pipe company, Red Wing, Minnesota; T,
Henry Foster, John Morrell & company, Sioux
Falls, South Dakotas and L. B. Hunna, congress-
man at large, Fargo, North Dakota.

This organization published o journal called
Buanging  Reform, beginning  January 17, 1912,
Turn the pages of its carly issues and you will
find such headlines as:

Panics Country’s National Disgrace . . . . Gold
Reserve Is Worthless During Panics . . . . Our
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Antiquated  Banking  System Huampers “Frade
... Scattered Reserves Powerless in Panies . . . .
Divorce the Reserves from Stock  Speculation

... Llastic Credits and Currency Are Neces-
sary ... . Subtreasury Hures Trade by Hoarding
Gold.

Bill Signed on December 23

Then came  epochal  developments. President
Woodrow Wilson called the Congress into extra
session and instructed it w give consideration 10
currency legislation. Whereupon the Banking and
Currency committee of the House of Represen-
tatives, headed by Carter Glass of Virginia and
the correspording committee ol the Senate. headed
by Senator Owen of Oklahoma, sponsored the
legislation known as the Glass-Owen bill. Ie was
by these men that the main leatures of the Federal
Reserve System were conceived, It came into ex-
istence when the Glass-Owen bill was signed by
the President on December 23, 1913, The pre-
amble w0 the Federal Reserve Act states that it is

“An dct to provide for the estublishment of

Federal Reserve banks, to furnish an elustic

currency, to dafford means of rediscounting

commerctal paper, to establish a4 more eflective
supervision of banking in the United States,
and for other purposes.”

Although it may nor generally have been realiz-
ed what had been done, and it ofluwimes was denied
by responsible authorities, the Federal Reserve Act
created a central banking system in the United
States. Attesting to this fact were the Federal Re-
serve System’s powers o create and  extinguish
money and bank reserves. as well as its supervisory
duties and its fiscal agency Tunctions.

Congress decided that the new central banking
system should be decentralized—that it should be

<&
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THE ORIGINAL CHARTER granted the bank certified
that “the necessary provisions of law” had been
complied with by the bank “as defined by the Re-
serve Bank Organization committee” and authorized
it to “commence business and exercise all powers
granted to it by law.” Dated Nov. 14, 1914, the
charter was signed by John Skelton Williams, who
was then serving as Comptroller of the Currency.
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INDICATING the thinking of leaders in the banking
reform movement 40 years ago are these typical
headlines from the publication of the Citizens League.
It will be observed that ideas expressed figured in
shaping basic features of the Federal Reserve Act.

comprised of 12 regional banks, cach with a board
of directors of its own, and a Federal Reserve
bouard (later named the Board of Governors of
the Federal Reserve System) with powers dele-
gated to it by the Congress. The rationale of this
type of organizaton was that it might perform
better than one single establishment the service
functions of a central bank and bring to bear bet-
ter the economic intelligence from all sections of
the country on the determination of monctary
policy.

Minneapolis Selected

On April 20 191, the organization committee
ol the Federal Reserve Board, charged with the
duty to sclect the cities wherein the 12 Federal
Reserve banks should be located. rendered a deci-
sion 10 establish one of them in Minneapolis.

Subscquent developments concerning location of
the bank were related by Seymour S. Cook, first
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cashier of the bunk, in an address delivered be-
fore the Tederal Reserve club in April 1923, Fol-
lowing are excerpts:

“At a convention of directors and officers of the
organizing Federal Reserve banks held at Wash-
ington on October 20 and 21, 1914, it wus recom-
mended that the banks open for business in April
ol the following vear, or in January at the very
carliest,” but because of the outbreak of war in
Furope and “the possibility of a financial panic
in the Unired States—the banks were instructed
o begin receiving payments on member banks’
stock subseription on November 2, and w0 open
their doors for the receipt of reserve deposits and
the rediscount of paper on the 16th.”

“Setring these dates ahead threw a heavy burden
upon the directors of the Minncapolis bank, since
its stall of officers had not been fully completed.
nor quarters provided when the instructions came.
Arrangements for temporary quarters were made
with the Minnesota Loan and Trust company.
November 2 found the bunk ready for husiness.
occupying the directors’ room of the Trust com-
pany and one teller’s cage.”

“Fortunately more adequate quarters were se-
cured by November 16 in the Lumber Exchange
building at Hennepin avenue and Fifth strect,
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p Payments on stock and reserves

were the first transactions The second step was the receipr of payments by
member banks o build up reserve balances 1o the

required level. These were in many cases made

Digitized for FRASER

EARLY RECORDS of the Federal Reserve bank
are interesting uot only because they sharpen nos-
talgic memorics of “old timers,” bt also because
they show the necessary sieps in making a central
bank a going concern,

One of those steps was the receipt of payments
on its capital stock, the first being received on
October 27, 1914, Seven banks paid the first of
three installments on capital stock. which were
entered in the books as follows:

O 27 Ive Nar, Bavk, Crandon, Wis. $ 300

Ustox Nar. Baxk. Rochester, Minn, 1000

OLup Nart, Baxk, Oshkosh, Wis. 4000

i N. B.. Black River Falls, Wis. 700

I N. Baxk, Menomonie, Wis. 800
Luameraax Nar, Baxk, Chippewa

Falls, Wis, 2000

Fixsr Nar. Bank, Sandstone, Minn, 260

$9060

http://fraser.stlouisfed.org/
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by payment of “gold coin subject to count,” s
wias also the case in payments o capital stock
account. On November 20, 1913, it was reported,
the Federal Reserve Bank of Minneapolis held
gold amounting o almost 100 per cent of its de-
posits and stock outstanding.

The first deposits by member banks credited 1o
their reserve accounts were recorded on Novem-
ber 12, 1914, as follows:

Nov, 12 Sean. Anrer, Nar, Bank,

Sioux Falls, S. D. S6000

Ist Narosan Baxg,
Clinton, Minn. 220

Isr Nartoxvar Baxk,
Blue Earth, Minn. 4200

Ist Narionan Bask,
Black River Falls, Wis. 6000
S16420

Still another important step putting the bank in
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THE BANK became a going concern with receipt of
the first payments on Federal Reserve bank stock
and deposits of member banks to the reserve ac-
count. The handwritten record (referred to in the
text) is reproduced in these photographs of entries
which appear in the first ledgers kept by the bank.

business was the rediscounting of paper for mem-
ber banks. The rediscounts that appeared on the
bank’s first  published  statement  were  largely
“courtesy transactions,” said the then Federal Re-
serve agent, “representing the efforts of larger
banks to acquaint the public with the new Federal
Reserve currency.”

Apparently the public was not particularly an-
xious 1o hold this currency, because by the end
of 1914 all of it had been redeemed.

Bank Had Early Deficit

When it opened, the Minneapolis bank had 709
stockholding members; after its first full vear of
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operation it had acquired 26 additional members,

By the middle of 1915 the bank had incurred
an operating deficic of more than S18 thousand,
principally because it held such a small amount
of carning assets. The year-end statement for 191y
shows sucl assets amounted w less than 1o per
cemt of 1ol resources. In the last hali of 1913,
however, suilicient carning assets had been ac-
quired o produce carnings enough to offset previ-
ous deficits and provide a small surplus 10 boot,

Commenting on the shift o profitable opera-
tion, one director stated, “This point was reached
at mid-year and removed the possibility of an
undue interest in the accumulation of revenue
from rediscounting operations, and  placed  the
Federal Reserve bank in the pucu]i'lrl\' independent
position of being able to say to its members that
it had acquired 1|1c ability 10 cover expenses and
part ol its dividend without reference 10 profit
from rediscount.”

The boundaries of the Ninth Federal Reserve
district. were aliered on October 12, 1910, by 2
decision of the Board of Governors, with the re-
sult that the membership of 52 Wisconsin banks
in 26 counties was shifted from this bank 10 the
Federal Reserve Bank of Chicago.

I'he loss was roughly equivalent o the number
of banks which had been added o membership
since opening day in 1914 and represented anim-
portant scthack to the growth the Ninth bank
had been enjoving.

Capital stock worth S229.400 was cancelled and
deposits of S1.376.429.83 were paid out as a resub
of the redistricting,.

War Caused Fiscal Agency Growth

ln the three years 1915-18-19 the bank handled
the flotation in the Ninth district of government
bonds worth more than SSovo0o0u0. Frequently
subscriptions were in excess of quotas—a tribute
1o the selling organization directed by the bank.
This organization was fuced with the formidable
job of educating the public and changing the sav-
ings habits of people in rural as well as urban areas
of the district.

Most of these flotations were lodged with non-
bank investors, and at the end of 1918 “banks of
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the district were not holders of Liberty bonds o
a large extent.” Much of the work in Fiscal Agen-
cv at this time was concerned with the sale of
certificates and other types of Treasury obligations.

One by-product of these selling ciforts was a
areat decline in the sale of [raudulent sccurities,
which had been an important source of competi-
tion for our bond salesmen. Otlicials estimated that
from $15 million o 520 million a year had been
leaving the district in the form of pavment for
worthless securities.

Another important contribution to the welfare
of the naton and the district was made in 118
by the district Capital Issues committee, whose
function was similar to that of the more recent
Voluntary Credit Restraint commitice — namely,
the review of prospective security issues with a
view to discouraging those not essential 1o the
prosceution of the war,

As a result of the war, 1o, many employees of
the bank had left for military service in 1918, One
effect was that the check department employed
female help for the fiest time. It was in March
of that year that the Federal Reserve club was
formed 1o promote better contact and acquaint-
anceship among the growing number of c¢m-
plovees. Viluable educational work was also of-
lered by the club.

A development ol 1919 saw i bank examination
division being established in the department of the
Federal Reserve agent. The division was o be
responsible for conducting examinations of srate
banks that had acquired manbership and for han-
dling such special examinations as might be re
quired from time o time.

» War and postwar boom presaged

trouble for district’s economy

IN ITS FORMATIVE vears, which preceded the
decade of the Twenties, the Minneapolis Federal
Reserve bank had greay expanded both its per-
sonnel and ity physical plant. It had organized
and developed a sinoothly functioning organiza-
tion which was destined o play a leading role in

Federal Reserve Bank of St. Louis

promotion of the district’s economic and financial
welfare.

The formative years were years of unparalleled
prosperity in the territory served by the Ninth
bank. ‘This prosperity resulied mostly from the
movement ol a greatly enlarged volume of prod-
ucts at extremely high prices from the farms of
the district. Reflecting these conditions, the price
of farm land doubled in Minnesot between 1914
and 1920, The price of farms in other states ol
the district also increased greatly in this period.

District bank deposits likewise doubled, while
the number of banks increased by almost a third
to an all-time high in 1920. In South Dakota, bank
deposits wipled. The Minneapolis Federal Reserve
bank had added 206 member banks to its original
list of 709 by the beginning of the Twenties.

Sensing that prosperity might degenerate into
a speculative boom, the Federal Reserve even in
the war years had voiced concern over develop-
ments. The 1919 annual report stated, “In en-
deavoring to curb the drift toward extravagance
and o exercise such reasonable corrective influ-
ences as it is plainly obligated w do under the
law and the regulations of the Federal Reserve
Board, the Federal Reserve bank, through fraction-
al advances in its discount rates, sought to further
these purposes and stood prepared to make further
advances should oceasion demand.”

Fears thie o speculative boomn was developing.
with recession in its wake, were well-lounded.
The postwar boom of 1919 continued into 1920,
when it reached a peak in the spring.

Not long after the end of World Wur [ the
fraction of Aunerican agriculwural production for
export declined as productivity of European farms
was restored to prewar levels. Previous strength of
the foreign demand for our agrienltural products
vanished almost overnight. Herein lay an origina-
ting loree which, in the decade of the Twenties,
was destined 1o bring cconomic adversity o the
district. at a time when most of the nation was
more prosperous than ever before,

Farm Prices Plummeted

Prospertty changed  to adversity  almost over-
night. Measuring both the sowing of the winds
of speculation and the whirlwind of depression
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A HISTORIC picture was obtained when the first
“conference” of directors and officers of all Federal
Reserve banks was held in Washington, D. C., Oct.
20-22, 1914. Among those assembled for the meeting
were a Minneapolis delegation (fourth row from the
right) which included, reading from the front, John
H. Rich, chairman; Peter M. Kerst, deputy chairman;
Theodore Wold, first governor; and directors Edward
W. Decker, Frank P. Hixon, Norman B. Holter, F. R.
Bigelow, and John W. Black. Absent were J. C. Bas-
sett and L. B. Hanna.

Purpose of the meeting was to discuss such ques-
tions as opening date (set for November 16), by-
laws, tentative organization plans, quarters, staffs,
what functions the Reserve banks expected to under-
take at the outset, whether conversion of emergency
currency into Federal Reserve notes could be suc-
cessfully accomplished, and uniform accounting.

was the price of whear. This important commodity
had sold on the Minneapolis Grain Exchange at
a price as high as $3.30 a bushel in carly 1920.
Later the same year it dropped to S1.46, and w
$1.40 in 1921, Potatoes dropped even more, from
5425 10 §50, tlax from $2.80 to $1.70, and rye from
S180 to S50, Prices for meat animals likewise de-
clined greatly.,

Faith in the banks and the price of wheat went
down together. Runs on banks wok place when
the market value of farmland and other property
dropped below the amount loaned by banks on
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real-estate security, Panicky conditions again pre-
vailed in many places.

From 1921 through 1929, 20 of every 100 banks
throughout the nation closed because of financial
difhcultics, while the proportion of such banks
in the district was 31 per cent for Minnesota, 62
per cent for North Dakota, and 50 per cent for
South Dakota and Montana. During this period.
the Ninth district suffered a higher e of bank
failures than any other district.

Apparently, monetary policy was inadequate in
1919-20 to stem the momentum of the war-born
boom. Nor was it adequate o the task ol stem-
ming the recession once it started. Nevertheless,
loans of the Federal Reserve Bank of Minneapolis
were helpful 1o those banks that were able to
present the types of collateral required by the
Federal Reserve Act.

Although these types of collueral were very
limited in amount, so much credit was extended
to member banks in 1920 that this bank’s gold
reserve would have fallen below the legal min-
imum except for its borrowing {rom other Fuderal
Reserve  banks.
property on the market by commercial banks in
distress was a factor tending to deepen the de-
pression.

Nevertheless, the dumping ol

After 1920 the volume of Federal Reserve loans
o commercial banks declined rapidly and leveled
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F.R.B. PAST
CHAIRMEN'
AND CHIEF
EXECUTIVES

tJohn H. Rich is

pictured with the
first board, page I3
JOIIN R. MITCHLELL*
Chairman, 9-8-24 to 1-1.33
(Folloned John H. Rich)

*Deceased.
*#¥*Chair was vacant in 1939,

WILLIAM B. GEERY*
Chairman, 3-1-36 to 12.31-38%%
Governor, 104:27 to 2-20-36

JOIIN N, PCY'TON
Cligirman, 5-15-33 to 2.29-36
President, 3-1.36 to 6-30.52

off in the mid-Twenties until 1928, when it wirned
upward again.

District Bank Loans Lowered

The Twenties were years of liquidation in the
district —- debts were extinguished by orthodox
means and by hankruptey. While binks elsewhere
in the nation expanded their loans by third,
Ninth district banks reduced loans in the smne
proportion. While banks elsewhere in the nation
added more than 4o per cent 10 their deposits,
banks here lost deposits - - particularly country
banks.

Much of the decline in wotal loans and deposts
may be awributed to a 4o per cent reduction in the
number of country banks operating in this district
between 1920 and 1930.

In the jargon of cconomics, the district, begin
ning in 1920, had suffered an adverse shilt in
the terms of trade. “The price of “exports™ from
the district fell relaive to prices paid for “imports.”

As the bank pupulation in the district was redus-
edd the human population continued 10 grow. The
5.091,301 living in the district in 1920 had increased
a quarter-million by 1930, Population per bank
was thereby raised from 1,335 to 2.qy0.

Membership in the Federal Reserve Bank of
Minncapolis declined proportionately less in this
period thun did the bank population of 1the district,
indicating that a smaller proportion of member
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banks closed than was true for nonmember banks.

In order 1o serve the foundering economy of the
district betwer, the Federal Reserve bank continued
w expand. Early in 1920, property was purchased
in Ielena to house a branch bank which could
scrvice the member banks in Montana better than
the head office could. A year later the branch
opened for business with a vault which was de-
scribed as the “best in the West.”

It was in this year, ton, that the work of the
U. S. subtreasuries was transferred to Federal Re-
serve banks, thereby necessitating a larger stadl.

Building Occupied in ‘25

Present quarters of the Federal Reserve Bank of
Minneapolis were occupied in carly 1g25. The
judgment that a larger structure would be needed
to house its operations has heen vindicated by the
test of tme, which saw outp at the bank rise
to levels scarcely imagined by anyone in the
Twentices.

A passing nod should be given another event
of the T'wenties, the retirement of the “horse blan-
ket™ currency which began on July 10, 1929, By
the end of the year this retirement had been about
half accomplished.

In 192829 another boom developed. “This time
it was stock market speculation. more so than
speculative excesses in land and commodities as
was the case 10 years earlier, that was o prove
harmful to cconomic stability,



WALTER C, COFEEY
Chairmuan, 1140 to 12-31.15

ROGLER B. SHEPARD
Chairman, 1-1-46 to 12-31-33

THEODORE WOLD™
Goyernor, 10-14-14 to 10-1-19

ROY A. YOUNG

Governor, 10-1-19 to T0-4-27

The stock market crash of October 1929 herald-
ed another depression, after only a lew vears ol
prosperity. Agriculure had not shared greatly in
the revival of the late “T'wenties Trom the recession
ol the earlier vears of the same decade.

» In the Thirties came an eclipse

of national monetary policy

THE BLGINNING of the Thirties found the
depression which had existed in agriculwral arcas
for a decade edging its way into urban centers.
Banks in the district continued 1o fail in large
numbers, and district bank loans—which had de-
clined in almost every year since 1g20—continued
falling together with deposits. It was lirtle com-
fort for district bankers to know that the troubles
which had plagued them for more than 10 vears
were now widespread throughout the nation.

In the district the forees of cconomics, which
had alreacdy done wreat damage, were joined by
the weather, which turned against the farmer in
the carly Thirties when moisture for crops was
sorely inadequate. The battle was a Josing one.
and in the first three years of the decade, country
bank deposits in this district. were cut in half,

City banks in this districte had enjoyed almost
uninterrupted  deposit growth in the Twenties.
but they too surfered a shrinkage in the early

Thirtics, as did city and country banks all over
the nation.

In 1he previous decade. banks ol the nation
which aliogether had held deposits ol $1.6 bil-
lion had suspended operations becanse of financial
ditficultics. From 1930 through 1933, deposits of
suspended banks amounted w 368 billion—more
than four times as much as in all of the previous
decade!

Banks were closing because they found i dif
ficult or impossible 1o liquidate assets 1o meet
withdrawals. This was a problem with which
Ninth district bankers had been struggling for a
long time.

Few Could Qualify for
Quick Delivery of Cash

In some instances, banks were saved dramatical-
Iy [rom failure when currency was speeded from
the Federal Reserve Bank of Minneapolis 1o in-
stitutions on which “runs™ were aking place.
There was the case of a “mad run™ in the carly
Thirties on a bank some 200 miles trom Minne-
apolis. The banker telephoned saving that his sup
ply of currency would soon be exhaosted, where-
apon an airplane was chartered 10 carry two Fed-
eral Reserve men and a halt-million dollars in
small-denomination currency to the wwn, where
people were angrily demanding “their money in
the bank.”

Zooming low over Main street. the pilot of the
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plane landed it on a field nearby where a police
escort awaited 1o tike the men and the money w0
the bank. The money piled high ar wllers” win-
dows dissipated fears of depositors, and the bank
was saved.

Although men who were officers of the “Fed™
in the "Thirties can tell a few such true tales of
almost melodramatic rescues, they can
many more instances of frustrated attempts to con-
vert bank assets ino cash by selling in the open
market. Sales, it was found, could be made only
at a grear loss, and, when accomplished by one
bank, deposits were withdrawn from another bank

buy them. Ilence, banks as a group gained
no cash by such siles of assets—they succeeded only
in extinguishing a part of

recount

cause of the scarcity of the imited types of paper
which, under the Federal Reserve Acty were cligi-
ble for discount, the System’s notes were virtually
gold certifictes. Gold was not available suificient-
Iy to permit the expansion of Federal Reserve nores
necessary o meet the public's currency require-
ments. The Glass-Steagall Act remedied this con-
diton,

The public’s demand for currency had been ris-
ing since 1930, and, since prices and trade had fal-
len off in the same period, it is a reasonable
assumption that hoarders were responsible for this
demand. There is no doubt that hoarders were
responsible for the $38 million currency outflow
from the Federal Reserve Bank of .\1|nnc.lp(>h.x

berween Januwary and

their deposit liabilities oo - M “ith in 1933 before the
while writing off losses | . ¢ bank holiday for the na-
against capital funds. P WOODROW ILSON i uonwas proclaimed. Fed-
[ oF THE Fm:ﬂ’l"";’;’;wn - i eral Reserve notes of this
Conditions Forced ! ; bank owstanding in-
New Laws i ¢ creased by so per cent.
' ' i b Prior to the national bank
The widespread char- © haliday, a bank holiday
acter of the banking dif- ¢ iu Michigan had instilled
ficultiecs  prompted  the ¢ fear in bank  depositors
Congress to passremedial -~ 0, all over the distriet. They
legislation,  the first of ) ISR bastened o convert de-
which established the Re- A ‘, pusils into currency.
construction Finance ,.Jx. £ ]

Corporation. which—he-
ginning in 192 —nade

Il!'l'r-.-.an —

i Emergency Notes
i Authorized

advances of cash o #- - :

il institdtions ©WE FHALL DEAL WITH CUR sCOOMIT $Y3TEM The brocl: : 1
nancial —institutions  in AS IT 1S ANT AS IT MAY RE MDIEILD he proclamation by
need. During that same NOT AL [T MIGHT bL President Roosevelt  de-

vear the
ized Federal Reserve
banks 10 make loans to
mdividuals and corpora-
tions other than banks.

Congress author-

Loans to non-bank bor-

rowers worth 398 thousand were amony the assets
of the Minneapolis Federal Reserve bank ar the
end of 1932

The Glass-Steagall Act was also passed in 1932,
making it possible for Federal Reserve banks o
post U 8. government sccurities as well as gold
and discounted paper with the Federal Reserve
agent as collateral for Federal Reserve nores. Be-
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IT WE HAD A CLY
: T WA
AND STLP BY STed2 W
WHAT {1 SHOLLT BE

AN CSHERY OF PATTR

claring the bank holiday
in March provided an
i opportunity to assess the
national  monetary - sit-
ation and take remedial
action. One wils
provision of an issue of Federal Reserve bank
notes which could be rushed into use, if needed,
when the bank holiday should be ended. This cur-
rency was secured only by the pledge of United
States government sceurities. Another action was
provision of a temporary system of federal deposit

Sl \!.:. MARL 1T

action

insurance.
Despite the panic, the holiday, and the Jailures,



THIS BEAUTIFUL building with its white marble ex-
terior houses the Board of Governors offices in Wash-
ington, D. C. Located on Constitution avenue at
Twentieth street in the nation’s capital, it was dedi-
cated October 20, 1937.

The System, over which the Board has supervisory
authority, by latest 1953 figures comprises 6,747
member banks with total deposits (November 25)
of $145,028,000,000.

Ornamenting the walls inside the entrance to the
Board building are portrait reliefs of Woodrow Wil-
son, “founder” of the System, and Carter Glass, its
“defender,” along with pertinent quotations from
talks. The Wilson quotation is from his first inaugural
address. The reliefs are reproduced on pages 22, 25.

Ninth district banks which survived ended the
vear with deposits mmounting to only 576 million
less than all banks in the district held a vear
carlier. In the previous year, deposits had been
reduced by three times as much.

The Banking Act of 1933 provided that after
June 16 interest could no longer be paid on cor-
respondent balances, with the result that many
district banks transferred balances formerly held
at banks in other districts to reserve accounts at
the Minncapolis Federal Reserve bank. This ac-
tion helped to raise our reserve ratio from s50.49°

at the end of 1932 to 60.7%, at the end of 1933

The system of federal deposit insurance as we
know it today was approved by Congress in 134
and 1933, with the provision that it was to be part-
ly financed by the Federal Reserve banks. This
bank acquired stock in the FDIC worth $35
million.

e

Meanwhile Uncle Sam was busy pumping new
money into the cconomy through a growing num-
ber of agencies such as the Agricultural Adjust-
Adminisiration, the Federal Loan
System, the Regional Agricultural Credit Corpo-
rations and the Civil Works Administration.

ment Farm

Almost without exeeption the various measures
of business activity in the district *1ouched bot-
tom” i or near 1933. These included bank debits,
deparunent store sales, Tumber sales, construction
contracts, carloadings. cash Tarm income, farm
prices, and bank deposits.

In retrospect. it appears that 1933 witnessed the
bottom of the great depression both here and
elsewhere in the nation. Since then, bank deposits
in the district have risen constantly  with the
exeeption ol a short period in the late Thirtics.

Convertibility of Bank
Assets into Cash Expedited

Fundamental changes took place in the Thirties
which will influence the operation of our banking
systemn for many years to come.

The establishiment ol the Federal Deposit In-
surance Corporation was o long step forward,
gready reducing the possibility of panics in the
future such as those ol the past

More important was a lesser known piece of
legislation which attacked the historic root of the
banking problem—namely, inability of the bank-
ing system collectively to liquidare assets and re-
main solvent at the same time. The problem ex-
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isted becuuse there was no “outside”™ trader of
cash for assets and was remedied by providing a
trader in the form of legislation authorizing Fed-
eral Reserve banks to extend credit on the security
of any assct acceptable 10 the Reserve banks. Thus
the machinery for eliminating the scarcity of cash
in time of panic was established.

Another fundamental change which ook place
in the Thirtics was the wransition from 2 more
nearly “conmercial™ banking system to o more
nearly “investment”™ banking system. The dae
of this change might be pliced in 1934, for tha
is when the investment holdings of banks for the
first time in history exceeded the loan totals.

After the bank holiday, the Federal Reserve
Bank of Minneapolis grew along wiuh its mem-
bers. Although member banks declined i num-
ber, their resources increased, with deposits at the
end of the Thirties 7o per cent larger than at the
end of 1933, The Pederal Reserve Bank of Min-
neapolis lost 42 member banks iu this period, while
its resources doubled.

The trend 10 fewer banks was not confined 1o
this district, although 1t wias more pronounced
here. In the decade of the Grear Depression the
nation lost more than a third of its commercial
banks.

Although economic conditions had improved
considerably by 1940, more than g million workers
were still idle. This amount represented 17 per
cent of the labor Torce—which contrasts with un-
emplovment of about 2 per cent in 1953,

p In the Forties there was war and

a postwar boom once more

AFTER 1940 the number of idle workers soon
dropped o o negligible amount as the resources
of the United States were gathered into the great-
est production svstem the world had vet seen. In
{four vears the real output of the cconomy rose by
50 per cent despite a loss to the armed forees of
more than of million of the most able-bodied
members of the labor force.

By 1yg4 the government was taking more than
ladf the national income, mostly 1o underwrite
the military, This hrge “take™ by the government

http://fraser.stlouisfed.org/
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posed financing problems tmore dificult than had
ever before been encoumered.

Normatly governments secek w0 balanee  ex-
pendirures with wxes, but the astronomical ex-
penditures of World War 11 would have required
uxes so high as 1o threwen the incentive w work.
A mammoth deficit financing program was there-
fore adopted which sought to lodge as many secu-
ritics as possible with non-bank investors,

When it becane clear that nothing short of in-

erest rates s high as to be nnworkable would
induce non-bauk investors w0 finance the govern-
ment’s entire defiett, the hanking  system was
called upon for asststance lest the conduct of the
war sufler from want of adequate financing. The
assistance rendered through the banking system
was retlected by tremendous growth in the amount
of U. S, securitics held at commercial banks and
Federal Reserve banks,
. Between 1940 and 1945 such holdings jumped
from $228 billion 10 Si25 billion. This gain was
offsat on the liability side of our banking system
by increased currency and bank deposits —which
constitute, of course, our money supply.

Reserves necessary 10 support the expanded vol-
ume of bank deposits were provided the banks
mostly by Federal Reserve purchases of govern
ment seettrietes in the open market, which pur-
chases also supplied currency to meet the public’s
added demands for folding money.

During the war years the Federal Reserve Sys-
tem bought government securities {rom time to
UMe in amounts necessary to maintain prices at
par or beters this policy resulted in a patern of
mterest rates {or government sccurities which
changed very litte for many years. After the start
of the Korean war, money supply and prices rose
so fast that it became necessary o forego the ad-
vantages of o pegged marker for governments:
the Federal Reserve withdrew supports, where-
upon prices of Treasury obligations declined in
response to- conditions of market supply and
demand.

Inflation of the money supply produced forces
which tended o raise the level of prices. These
forces were obseured for a while by rationing and
price controls, but ultimately they succeeded in
raising the American price level by almost 100
per cent in the decade of the Forties.



Upturn Was Spectacular

During this period rthe Ninth district enjoyed
a complete reversal of the conditions which had
existed in the Uhirties. A more rapid increase in
food prices than in other prices and excellent
crop-growing weather throughout the decade com-
bined to lilt the economic position of the district

higher than ever before. Member banks in the

Ninth district tripled

their deposits in the years e . o

- CARTER GLASS
SLFENIER . i

} & THE FRDERAL RESERVEL sYM1 I M

from 19490 to 1950, while  ;
nationally member bank :
deposits litlle more than
doubled.

The expanded volume
of business being trans-
acted at banks in the dis-
trict added, of course, to
the work load of the
Minneapolis Federal Re-
serve bank. ‘This, togeth-
er with the requirements
of Fiscal Agency in con-
nection with flotarion of
hundreds of issues of Lgov-
ernment dur-
ing the war, pushed the
number  of  employees
over goo in 1943 lor an
alltime high. After thae,
until the return of war
in 19350, the number of
employees

sccurities

THE BANE S OOk

YIION AN

THE CATARHITT

declined  in
cich successive year.

Early in World War
U the Federal Rescrve
banks were presented with a new ol for the
regulation of credit. In addition o the authority
to alter discount rates and reserve requirements.
and to engage in open market operations, the Fed-
eral Reserve banks were awthorized to exercise
limited control over the kinds of credic which were
extended by lenders.

The new ol was called a sclective control as
opposed to the old tols which were known as
general controls. The former iniluenced the qual-
ity (kind) of credit. the latter influenced the quan-
tity. In the Thirties the Reserve banks had been

VLIDIRA® BESPRYY 20

ANy vYnl

UNEEY ALTNE B 1T G
SOOI AND 1L
AN AMDPI R LT O
AS WILLL AL VY DN
GF DL ANDUSTPIAL G
ATUTEIME AND AMUNG FORITGN HATIONY

P T P TR LI R TC LY

granted authority o limir credit extended on secu-
rities, but the scope of selective controls was greatly
enlarged during the war to include consumer and
real estate credit. This, o, added 0 the work
and thercfore the personnel of Reserve banks.

By 1950 the Minneapolis Federal Reserve hank
in terms of resources was abour three times as large
as i 1gqo. Interms of staff size it was about halt
again as big, Bank mem-
bership during that time
had increased [rom 460
10 477. As staed carlier,
resotrees ol these mem-
bers had wripled.

Less than 1o years had
clapsed since 1he U, 8.
entered World War 11
when, in 1930, the re-
sources of  the natlon
were again marshaled for
wiar. As it had done in
two previous wars, the
Federal Reserve Bank of
Minncapolis added o s
stail and assumed its ob-
ligarion to assist in the
common cfforrt.

Status of Central
Banking Improved

TV h0 oMM R
I URTLLS
Fase

Throughout four dec-
ades -the first, the forma-
tive years; the second. the
discovery of the auri-
butes of central banking;
the third, the eclipse of
monctary  policy and overhaul of our banking
svstems the fourth, a period of war-born inflation
and the revival of monetary policy—the Federal
Reserve System has had salutary experiences in
the arts ol central banking.

CARIES f AN

It has learned that no mechanistic formula Tor
operating a central banking system s foolproof
and good forever. Tt learned in the Twenties the
nature of open market operations and rescrve
balances—that open nmuarket actions create and ex-
tinguish money. and that reserve requirements
operate as aninstrument of credit control. Reserves
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are not a physical fund set aside for securing
safety for bank deposits.

It learned in the Thirties that all commercial
banks cannot convert their assets into cash in the
open market—that the liquidity of bank asscts is
dependent on their convertibility into cash at a
central bank with money-creating powers.

It learned in the Forties and carly Fifties that
fucilities for marketng U, S. government secu-
rities are a transmission line for carrving impulses
generated by monetary policy into all sectors of
the general money market,

P With the Fifties came a renewal

of faith in monetary policy

AT THE BEGINNING of the fifth decade it
scems appropriate 1o review the chief attributes
of central banking as they apply w the United
States.

Perhaps the most important attribute of central
banking is its money-creating powers, This stems
fundameneally from its awthority o issue legal
tender currency which s, in the case ol Federal
Reserve currency, an obligation of the United
States as well as a liability of the Federal Reserve
banks. The reserve accounts of member banks,
which are deposit labilities of the Reserve banks,
and Federal Reserve currency are (reely inter-
changeable. Reserve balances in excess of the legal
minimum may be drawn upon by orders of mem-
ber banks for currency, and such balinces may be
credited by deposits of currency.

Money supply broadly defined. comprising com-
mercial bank deposits as well as curreney. may
be atfected by actions initiated by the Federal
Reserve banks. as well as by actions inftiated by
member banks. When, {or example, the Reserve
banks acting jointly buy securities in the open
murket from non-bank investors, the eifect is a
creation of bank deposits and a corresponding
rise in the commercial banks® reserve balances.

Reserve Banks Create ‘New’ Money

The banking system has, thereupon, created new

money -money  without prior existence—by an

Federal Reserve Bank of St. Louis

exchange of newly-assumed liabilities (reserve bal-
ances in the case of the Reserve bunks and deposits
in the case of the commercial banks) for asses
(reserves in the case of commercial banks and
sceurities in the case of the Reserve banks).

Depositors may exchange their  deposit-claims
for currency on demand at commercial banks and
commercial banks may exchange rheir reserve bal-
ances for currency on demand at the Reserve
banks. Flence, the banking system when it creates
new money by monetizing securities gives the pub-
lic the choice of holding the new money in the
form of bank deposits or in the form of currency.

T'he same choice exists when deposits are created
by monctization of the promissory notes of bor-
rowers at commercial bauks. I depositors exercise
the choice o take currency in exchange for their
promissory notes accepred by commercial banks,
the commercial banks in wrn may  rediscount
those promissory notes in exchange tor currency
at the Reserve banks.

Conversely, commercial banks on their initiative
may extinguish deposits by reducing their loans,
and the Reserve banks may 1ake the initiative to
extinguish deposits by selling securities to non-bank
investors. Flence deposits or currency held by the
public are expanded as the assets of the banking
system are expanded, and such holdings are con:
tracted as the banking system liquidates its assets.

The only legal limit to monetary expansion in
the United States is the gold reserve requirement
imposed on the Federal Reserve banks. “T'he Re-
serve banks may not expand their credit (deposit
balances and note liabilities) 10 an amount greater
than four times their holdings of gold certificates.

which are claiims on gold bullion held by the
United States Treasury.,

Monetary Policy Tied to
Spending and Borrowing

Within this one limitation, the extent to which
monctary expansion wkes place depends  partly
on the propensity of the people w borrow and
spend and partly on monetary policy. If individuals
and businesses are inclined to borrow and spend
freely, they can use the existing money supply
more intensively and exert pressures 1o expand



the volume of money. It they curtail their borrow-
ing and spending, they reduce money turnover
and the money supply.

Monctary policy in a period of general expan-
sion consists largely ol actions designed o inhibit
inclinations oward speculative excesses and a rate
ol money expenditres which causes an unwanted
rise in prices. In a period ol general contraction,
it consists of actions designed to induce greater
money expenditures,

In an expanding cconomy such as that of the
United States, the greatest service central banking
can perform is o discourage speculative excesses
by preventing, in so far as it can, over-expansion
ol money and credit. This is true because inflation
which accompinics over-expansion ol money and
credit is discriminatory, hurting brutally those un-
able to make adjustments 10 it. Morcover, panics
and depressions are bred in periods of excessive
credit expunsion, which are usually characterized
by speculative excesses,

Central Bank Can Lessen
Effects of Panics

We are now back again o the subject of panics
with which we began, A further observation on
this subject is that o central bank can do much.
if @ panic comes, 10 shorten it and otherwise re-
duce its severity,

The observations made on the nature. pur-
poses, and powers of a central bank, such as the
Federal Reserve System, demonstrate that it can
move to convert bank assets ino currency if it
is currency rather than property that people want.
Panics, it has been observed. occur when people
scek frantically 1o convert property into money—
more particularly hoardable money in the form of
currency. They reach a disastrous stage when runs
on bunks develop and banks dump their assets on
the open market in a frantic and (utile effort 10
obtain currency ro satisfy the demands of deposi-
tors lor currency to hoard.

Lxperience has raughe that the banking system
as a whole cannor gain currency in this way. Sell-
ing assets in the open market or liquidating loans
results only in a reduction of deposit liabilities, and
il assets are sold at a loss, depletion of bank capital
results,

Exchangeability Stops Runs

Only one procedure is available whereby the
assets of banks are convertible into new money—
namely, their acceptance by the Federal Reserve
banks in exchange for currency. That being the
case, a hank’s assets may be so exchanged. and its
depositors need not fear the exchangeability of
their deposits into curreney. Demonstrated ability
of the banks o make these exchanges is the only
cffective method ol stopping runs on banks in a
panicky siruation.

Effective monetary policy can be  adequately
summarized as follows:

T a period of gencral expansion and when the
people begin 1o seek Trantically o exchange de-
preciating money for property. good  moncetary
policy requires that money be made less readily
available and more costly, in order that exchanges
of money for property be made less profitable.

Tu a period when general contraction threatens
to destroy economic stability and people seek fran-
tically 1o exchange  depreciating  property for
money, good monetary policy consists of making
money more readily available and less costly in
order that investment in property might be made
more profitable.

Plowing Uncharted Field

Looking backward as we have done, we have
seen that the Federal Reserve Bank of Minneapolis
has had lour decades ol experiences providing
lessons which can be helpful in guiding its Tuture
actions.

Perhaps historians will conclude that the record
of the Federal Reserve System. although imperfect.
has been goud—cspecially considering that it has
been breaking new ground in the arca of mone-
try management.

Tt is not, however, with equanimity or pride in
past achievement bur rather with a sense of duty
to perform better the functions of central banking
that the Federal Reserve looks hopefully ahead.
It remains dedicated to the promotion of economic
stability in so far as that purpose can be accom-
plished through actions and policies relating 1o
END

money and credit.

27

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



Earnings and Expenses

1953
Earnings from:
Discounted Bills ... . o S SH6,742
United Suues Governmem “uurlu(s . L 11,308,615
Indusirial Ndvances . . ) : . .. 3579
All Other ... .. . e . 7971
Toran CrrreNT Fawninas . . $14.3068.907
Fxpenses:
Net Operating Expenses ... . .5 32560830
Assessment for Expenses of I‘mml ol (;0\'crn()r.~. 103,500
Federal Reserve Currency:
Original Cost . . . A 215,438
Cost ol Redemption . . : o 28,306
Toran CorruNt EaveNses b 3,001,2 /4
Current Larnings 511,264, 033
Additions 10 Current Net Earnings:
Profit on Sales of U. S. Government Sccurities .. 61,029
All Other e e 161
Toran S 01,190
Deductions from Current Net Farnings:
Reserve for Registered Mail Losses S 13,69
Valuavon Mlowanee on Industrial Toan . 0.240
All Other . .o S 77276
Tors. . . . e 9 97,206
Net Addition to or Deduction from Current
Net Farnings . 5 36016
Net Farnings . . . . )| l,'. 28,017
Dividends Paid . . .. ) 348,774
Paid to U. 8. Treasury (Interest on Federal
Reserve Notes A . . Yv,791,772
Transicered to Surplus (Section 7). . . 1.0S8,071

Surplus Account (Section 7)

alance ar Close of Previous Year . .. . SI5,131,297
Translerred Trom Protits of Year ... .. . o 1 ()88 071
Baraxcr ar Crose or Year. . .. Sl(),'_’]‘) %{)‘i

1952
S 286795
14.003.295
3313
3,233
S14.300,838

5 2,951,606
103.000

181,589
23,301
5 3,291,556
$11,009,22

62,331
79
§ 62510

) 14,207

43,009

s 38176

S 4,334
S1L ()H()l()

327.906

9.017,021

[065.689

14,002,608
1,065.689

Sh l%l”‘)/
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Statement of Condition

Dec. 31,1953
ASSETS

Dee. 31,1952

Gold Certificates .. .. e . o8 84,185,384 5 327,605.820
Redemption Fund for F. R. Notes ... ... ... 25562,203 25,549,400
Toran Gonp Cerrirteats Reservr, S 510047587 $ 333,153,220
Other Cash . S 7657573 S 5878973
Bills Discounted e 1,350.000 500,000
Foreign Loans on Gold ... ... .. .. .. 375,000 767,000
Industrial Advances .. .. ... .. ... o 99,089 134,843
U. 8. Government Securities:
Bonds ............ ... ... 89,868,000 143 939,000
Notes .. .. .. 327,360,000 438,430,000
Certilicates of Indebiedness ..., .. S 143,558,000 159,018,000
Bills . . . ... ... L .. _63,080,000 ~23.013,000
Torat U. S, GoverssieNt Secrwiriis .. § 024,866,000 S 764,100,000
Torat. Loans anp Secvrimins ... ... 5 626,690089 $ 765,801,883
Due ifrom Foreign Banks ... ... .. ... ... .. 567 590
I'. R. Notes of Other F. R, Banks .... . . ... .. 7.847,000 10,297,600
Cncollected Ttems ... ... e R 112,856,372 103,136,047
Bank Premises .. ... ... .0 L. : 1.023,010 1,051,410
Other Assets ... ... L e o 3081352 _ 4978416
Toran Assers ..o oo e oo SL269 804,150 $1,244,300,139

LIABILITIES

Federal Reserve Notes in Actual Circulation ... . S 644,292,545 $ 650,889,010
Deposits:

Member Bank—Reserve Accounts . .. ... 468,908,085 137,866,559

U. S. Treasurer—Creneral Account ... ... 17,790,974 26,411,954

Foreign .............. e 10,230,000 13,611,000

Other Deposis . ... o {5&%85‘)2 4,_1‘)().42&

ToraL Drrostrs .. ... ... ... 5 500.837,658 5 482,079,941

Delerred Availability Trems .. ... 96,521,780 84,762,388

Other Liabilides ... o 7_'&0()-‘3 454,631_

ToraL laaBiniries . ........ ....... $1,242.355.047 $1,218,145,970

CAPITAL ACCOUNTS

Capital Paid In . ... S 5,952,400 S 3,719,300
Surplus (Section 7) .. ... 16,219,368 15,131.297
Surplus (Section 13b) ........ ... ... 1,072,621 1,072,621
Other Capital Accounts .. . ......oooon e . l_,Z(H,m 4’!1“.‘&

ToraL Liasirries, Caprral Accousts . $1.269,804,150 S1.244,300,139
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Federal Keserve Bank of Minneapolis
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Chairman of the Bowrd and Federal Reserve dgent
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St Panl, Minnesota )
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Minneapolis, Minnesota

Cranrtas W, Burees
Vice President and Cashicer
Security National Bank
Edgeley, North Dakota
[Tosrer P, Crark
Ilonorary Chairman, West Publishing Co.
St Paul, Minnesota
Jonx [ CorLTTe
President, Montana Power Co.
Butte, Montana

F. ArseL Froms

President, Lake Shore Fagineering Co.
fron Mountain, Michigan

Ray C. Laxar
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Harown N. Trosson

Vice President
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Harown C. Cork, Viee President in Charge
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Christiax Ruvs, Assistant Viee President
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Marricr . Strornsas, Jr., Vice President

CriateNt Vax Nace, Assistunt Viee President

Audit Department
Kyie K. Fossiess, General Auditor
Bank Examination Department
Haroro G. McConseLy, Viee President
Fiscal Agency Department
EFarw B. Larsox, Vice President
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Legal Counsel
Sweuern Usrano, Vice President, Counsel,
and Secretary
Research Department
J. Marvin Prerorson, Vice President and
Director of Rescarch
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Helena Branch

DIRECTORS
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Grorar RO Nuisery
[.hvestock Rancher
Girass Range, Momana
Avperr W I
Vice President, Powder River County Bank
Broadus, Montana
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President, First National Bank
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Insurance Cor President, Montana State University
[Helena, Montana Missoula, Montana
OFFICERS
Crarizer W, Groru, Viee President Hakown A, Brrorvxo, fssistunt Cushier

Mentber of Federal Advisory Council

Josier 1. Rincraxn
President. Northwestern National Bank
Minneapolis. Minnesota

Judustrial Advisory Commiittee

Chairmuan
Surrnon V. Woon
Chairman. Minneapolis Electric Steel Castings Co.
Minneapolis, Minnesota
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Consultant. The Cleveland-Clitfs Tron Co. President, Gould-National Batteries, Ine,
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