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Since the decision to publish the so-called "street loans! or
broker's loans made in New York as a part of the regular weekly statement
of condition of reporting member banks there has not been very much in the
functioning of the Federal Reserve System to attract attention., 4part from
the revamping of the criticisms of 1920-21 in the Iowa primary cammaign the
System has been generally free from political attack, and I think may al-
most be said to be in more danger today from the cxtravagant encomiums of
its friends than from attacks of its enemies. The charters of the Federal
reserve banks have been extended 50 years by the McFadden banking bill, al-
most without opposition - in fact without any -expressed opvosition at all
in the Senate, which was rather survrising.

The decision to publish brokers' loans was the result of mature
consideration, and had becn discussed informally in thc Federal Reserve
Board and in the Fcdeoral Reserve Bank of New York for more than a year.

The ew York Reserve bank had been receiving.reports from a group of the
leading banks of the city showing their loans to brokers on demond and on
time, both for their own account and for the account of correspondents,
This gave some indication of the amount of credit absorbed by the stock
market, and it appeared that most of the banks furnishing these revorts
were willing to have the totals made public., The governors of the Stock
Exchange, when consulted were also favorable to publication and as you know

decided to obtain the figures from the borrowing brokers and publish them,
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so that the public would have the information as coming both from the chief
lenders and from the borrowers wao are membors of the Exchange.

The nublication of these loans‘to brokers was well received, though
the size of the fund was cvideatly e survnrise to nony people. t isn't the
business of the Federal Reserve System to regulate the morket for securities,
but it is a part of its business to know how and wheore credit is being used.
During the latter nart of last year the Federal Reserve Board and the directors
of rnany of the Federal reserve banks locked with some apprehension unon the
gathering force of spcculation in securities and in real estatc. Rates vere
reised in four of the Reserve districts, as you know, be%inning with this
district, the Boston district, one half of one percent, followed by an in-
crease in the New York district soon after the first of January. The Boston
increasc in November was hailed es a turning point by scme of the speculators
in the Btock Marlzet, and though insisnificant in itself was uscd as a signal
for a sharp break in the price of securities. I may say here in New England
that the dircctors of the Boston Federal Reserve Beri: voted that increase
of one half per ceat in Secptember and it might have been better if it had

“becn apvroved and rut into effect then., There was more or less criticism
of the declay in the iacrease of some of thesc rates, but thot criticism, if
valid at all, does not hold against the Federal Reserve Bauk of Boston,

It appeared that Federal reserve funds were indirectly used in
the call loan market and the spread between call loan rates and Federal
Reserve rates at 3-1/2 ner cent was clearly, in my opinion, too great. The
slight increases of rates, however, did not prevent the pnrices of securities
from recovering rapidly and from reaching new high levels early in the year
only to be followed sorme two months later by a scvere period of recadjustment,

Just how rmch Federal Reserve nolicies have had to cdo with all this it is
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difficult to say, though it has siven the financial writers armnle owportunity
for cxpressing their opinions and has doudbtless stirulated study of the stoto-
.onts of the Reserve banlzs nublished from wec: to veek.

It sceems mnov to be the consensus of Opinion.that the break in
securities in March did not foreshadow any very serious decline in the business
of the country vhich hos rairtained itself at a rather surprisiungly high level
ever since, while the cutstanding volume of Federal Reserve crédit hos been
coatinuously higher than.at the same nmericds a year ago, and was on Juae 10th
about $64,007,000 more than at the same time last year,

The Federal Reserve Board and the Federal Reserve System have been
criticisecd for many things and have been praised for many things, and I
sometimes think that the oroise received is likely to do it quite as nmuch
harm as the adverse criticism, TForeign economists have credited the Federal
Reserve Board with accormlishrments little short of miraculous, They have
credited us with proventing the great gold importaticns from vroduciag another
inflation of prices and declared thet we nractically control the destinies
of the world in the matter of prices as well as credit.

I do not ¥now how ruch the rank and file of bankers who are renters
01 such an organization as the New England Bankers Association may have read
about the hearings on the bdill introduced by Representative Strong of Fanses
directing the Federal Reserve barlrs and Board to use all their povers to
pronote o stablec nrice leovel, but frem a Federal Reserve point of view
thesc hearings.have bveen rather the most intcresting thing that has talzen
placce i1 Washington during the past session of Congress, much nore inter-
esting in fact than the hearings and debates on the McFadder bill and on

the branch banlzing controversy,
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The idca of a steblc nrice level is a cantivating onc vhich has
beeca given widespread interest by the Stable lioney Association at the head
of which is Professor Irving Fisher of Yale Uriversity. It was in fact
Prcfessor Fisher and Mr., Iombard of this Association who seized umon the
Strong bill as a neauns of spreading their idcas that rzave the hearings a
standing. So far as I lmow nore of these hearings, although they started
in March and onroceeded through Anril and for a weelr or two in lar, have yet
been printed, but the testimony has been so voluminous that it will »robably
be a good‘whilc beforc all of it caa be revised and nublished,

In the coursec of thoir téstimony expounding their theosries,
Professor Fisher and cother economists who hold substantially the same vievs,
declared that the Stroag bill rnicrely gave to the Federal Reserve Board and
Barlis the dircction to contimue doing what they had already becn doing.
These economists declarcd that the Federal Reserve Systom was and is pro-
moting a stable price level as shown by the comparative stability of wnrices
since 1922, and they cited charts and statements from the rejorts of the
Fzderal Reserve Board and from the Federal Reserve Bulletins in support of
this beliéf. They called upon the overating officials of the Federal
recerve baniks, notably Mr, Bexnjamin Strong, Governcr of the Federal Rescrve
Banlz of New York, and Mr. Norris of the Tederal Reserve Bank of Philadel-

for
phia. Governor Strong was zent before the Committce day after day [sone-
thing like two woelzs and the Cormittee took occasion {0 question hiim not
only as to the operations of a bank that might perhaps have had an effect
upon the ?rice level, but as to every detail of ovcration. The Conmittee

wanted to know not only all the counsiderations vwhich move the directors
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in advancing or lovoring discount rates, and the nurchasc of [overrmeant
sceuritics cr accentances through open market operaticas, but they wanted
to mow how accevntances arc drawwn, just how they finance the moveneat of
goods in import and export and in domostic transactions, how they get into
the hands of dealers and how they cone intq nosscssion of Federal rescrve
balie,

Goverrn~r Strong was flanzed by Deputy Governor Farrison, hr.
Burgess and somc of the other officials of the Federal Reserve Benlt of
New Yorlk and went very patiently into details of all thesc overatiomns., e
exnlained fully how the acceptance market was built up, stating that it had
to be built up from the bottom and showing that it was necessary to have
dealers in the financial centers carrying vportfolics of bills to be dis-
tritutcd to member bams or corporations having surplus funds %o invest.
Such cCealers or brokers have for many years existed in Londoa and in fact
the Bant of England almost inveriably deals with ther and not directly
with the Joint Stock Banks which carry their reserves in the ceairal banik,

The Federal Reserve Act provides"for merber bonks carrying re-
serves in the Federal reserve banks and provides that mamber banks only
may rediscount their paper with Federal reserve banks, but it alsc gives
Federal reserve banks the autnority to make contracts and authorizes the
purchase of governmment securities, drafts and bills of exchange in the
open market. Under this authority the Federal Reserve Banlz of New York
and occasionally other Federal reserve banks take short term government
securities and acceptances from dealers on rcpurchase agreerments at tines
when money rates malze 1t immossible for the dealers tc carry their port-

folios on call money without serious loss. Governor Strong and others
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vho have studicd the bill market carcfully consider this sorvice absolutely
essential to the continucd operations of the dealers and the dealors thom-
sclves are, of ccurse, essential to the building up in this country of an
acccptance or bill marliet. Some of the newbers of the House Benliing and
Currency Comiittec cuocstioned the legality of these onerations but aprpeared
to be satisficd as the hearings orogresced that they are not only essential
but legal. It vould seerm that it could not have been the intention of
Congress to prohibit operatious with the dealers in bills of exchange and
acceptonces vhich are ihe very baclzbone of such central bank: opcrations as
have bcen carried on by the Bank of England for generations.

I pay say in passing that the ouestions asked of Governor Strong
and other repjresentatives of the Federal Reserve Bailt of New York amounted
almost to a searching investigation not oxmly of its overations but of its
expenses in every direction, and Goveranor Strong subhitted charts showing
the organization of the Bank and the functioning of every department to-
gether with imch of the detail of its exnenses. When these things are vub-
lished theyr moy be of interest to sore of you. These of us wat have watched
its operatiéns from week to week, fron month to month and from year to year
are sati;fied that the Federal Reserve Baxk cf Wew York as well as the
Federal Reserve Bankc of Boston and the cther banks in the System arec well
organized and officerecd by men of high tyee, who conduct them with an eye
single to the pudblic welfarec.

3Besides Governor Norris and Governor Strong Mr, Adolph C. Miller,

YMaaber of the Pederal Reserve Board, has tcstificd at considerable length

beforc the House Corxittee with relation to the Strong bill and has explained
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by rmeans of charts and otherwise the technique built up by the Federal Rescrve
Board tc cnable it to form sore Judgment with relation toc credit and business
ccnditions# and the desirability from time to time of chonges in volicy vwhethor
in rates or in open market metters. Trhe open marlzet operations of the Fed-
cral Reserve Board werc first exvlained in some cetail in the Bcard's anrual
recport of 1923, a report which attracted an unusual anount of attention fron
econoizists and financial writers. Some of them jumped to the conclusion

that oven market operations were of far morc irmortance than discount rates
and that herc lay the sccret of the Board's success in rmaintaining, as some

of then belicved, a fairly stable price level. I think it pay be said,
nevertheless, that the open rarlzet policy of the Board was not instituted with
any idea of promoting a stablo price level thrugh price indexes are of coursc
anong the cvidences of business conditicns consulted.

Federal reserve banlzs on their 2un initiative in 1921 and 1922
began to purchase short term govermnent securities with the idea of maintain-
ing their earning assets at a time vhen thejr rediscounts were rapidly run-
ning off, The Pederal Reserve Board at first ccntonﬁed itsolf by pointing
out to them that by purchasing these short term sovermments in considerable
arounts they were not really adding to their carning assets but were nerelr
transferring thom from rediscount to investments as they were actually fur-
nishing the roncy to the rarket with which the rediscounts were paid off.

The total volune of ‘these ~overmment securitiecs held by the Federal rescrve
anlzs approached $600,000,000 in the surr.er of 1922 and it secmed timec to
call a halt, as the Reserve banks were absorbing so large a volume of these

securitics as to give then an artificial market. The fund was then gratually
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liguidated in large reasure and in April 1923 an Opea karket Comcittee was
forned vnder supervision of the Federal Rescrve Board with the stoterent
that its operaticns were to be governed with primary rezard "to the accorrio-
dation of commerce and business and to the effect of such purchases in the
general credit situvation.t
In general I think it ney be said that this expressed purpose has
been well carried out, Several meetings of the Open Market Cqmmittee are
held every year and with varticular regard to the effect of purchase and
sales of securities in connection with the quarterly Treasury overctions that
coie at the time income taxes are paid. At these veriods the operations of
the Open Karket Committee have certainly served to prevent extreme fluctuatiocns
of nmoney rates in the leading financial markets. How this is done was well
explained in the Federal Reserve Bulletin for April last with reference to
he llarch 15th Treasury operations. On that date the Treasury was called
upon to pay out over $700,000,000 for the redermtion of maturing security
" issues and for interest on the public debt, and during the following weck
it purchased over $100,000,00C of Third Liberty bords for account of the
sinking fund. At the same time the Treasury received wore than $400,00C,000

in income taxes and about $500,000,000 in the proceeds of the new refund-

(=3

13 issue of United States Bonds.

Doubtless nany of you reriember the extrene fluctuations in call
rzoncy rates that used to take place around these tax payment dates.  The
Treasury would disburse a large amount of rmoney on the 15th of the month
but the checks in payment of income taxes could not 2ll be collceted prompt-

ly on that datc and consequeatly money rates for a few days would be ex-

trencly easy followed by o gradual tightening up.  The Treasury has obtaincd
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its funds for payments on thce 15th of each month in part from oﬁerdrafts at
the Fecderal reserve banls covcréd by the sale tothe Federal reserve banks of
special certificates of indebtedness. In New York on the 15th of last larch
}t anounted to $190,000,000 with $19,000,0C0 additicnal e the Federal Re-
sorve Ban': of Chicaco. These certificates werc cut down ecach Zay following
as the proceceds from incomc tax payments wore brought in and the last por-
tion was taken up by the Treasury on March 19th. Treasury outlays exceeded
receipts for a day or sc by about $130,000,000 and to €ffset this in part
the Hew York Reserve Bank on March 13th and 15th sold govermment securities
under repurchase agreemonts te the banks in the city, thus preventing any
violent fluctuations in mouey rates.

Undoubtedly this is.a valuadble service, as such fluctuations in
the mcney rates are always misunderstood by some people and may cause them
to make cormitments which they otherwise would not make. This is a simple
casc of thc use of open market facilities in steadying short time interest
rates. Something can be done and has been done alohg the same line over
longer neriods but it is easy to cxaggerate the effects of such cperatioms
aad it is not easy always to bring into thc picture other contributing
factors vhich those who are watching the thing from day to day cennot in
fact alwoys see until afterwards. That the omen market opcrations cof the
Federal reserve banks have nod scme cffoet in tho dircetion of steadying
the gencral orice level is vrovebly true, but to infer from this that in-
tercst rates can be so maninulated through ovon market operations as to
promote confinuously a stadble price level is an ihfercncc which scems to

me unwarranted,
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The theory itself upcn which the »ropcsal for Federal Rescrve ac-
tion tec stabilize nrices is based is not by any means universally accopted,
and among the economists who were called before the Banking and Currency
Committec Professor O, M. W. Sprague of Harvard and Dr. Walter W. Stewart,
who for scveral years was Chief of thc Division of Analysis and Researcn of
the Fcderal Reserve Board, called it soriously into question. Professor
Sprague, I suppose, will be generally admitted to be the leading authority
on the cconomics of banking in the United States. He said in his testimony
before the Committee "I am very certain in my own mind that it is not possible
to handle the ordinary oscillations of prices effectively by means of Reserve
bank operations", He stated that he thought a marked inflation developing
into a scller's market could be checked in some measure by Federal Reserve
operaticns, but he did not believe that moderate variations in orice "such
as we find at the present time" could be directly attacked by Federal Reserve
policies to any advantage. Citiag the fact that there had becn a decline in
the gencral price level of about 7 points in the last few months he asked how
anyonc could tcll what would be the effect of injecting arbitrarily addi-
tional credit into the situation. Open market opcrations he stated would
merely put additional money in/%ﬁc Yew York market and thoere was no good
reason for supposing, for instance, that this would have the effect of ad-
vancing the prices of the commodities that are lowest. It would be more
likely, if it had any effcct upon prices, to advance the »prices of the com-
modities that had at thc time the strongest tone in the market. "No central
bank" said he "so far as I know has ever assumed the responsibility for the

stabilization of prices."
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Both Professor Sprague and Dr, Stowart attacked the statements of
Professor Fisher and other cconomists vho had declared the corparative
stability of the price level from 1922 to the nresent time was due to the
policics of the Federal Reserve Systen, Profcessor Sprague soid "I do not
believc that that degrec of stability is to be in the main attributed to
the managenent of tiie Federal reserve banks., I considsr‘it prinarily duc
to the attitude of the business corrmnity which continued to recall the
losses which it had cxporienced in 1920-21, The business corrmunity has
been in the state of rind ready to teke in sall at very short notice indeed.®
He disagreed strongly with the oninion which had been expressed to the ef-
fact that the upward movenient of prices which culminated in the s»ring of
1923 was checked primerily by Federal Reserve policies and daclared that
agricultural prices were at that time out of line with industrial prices
and stated that he knew "of no instance of = deciced inflatiorary condition
developing which did not start with a fairly sound situation as regards
prices between agriculture and industry, and o fairly complete liquidation
in agricultural reglons of the wreckage from the trevious period of
inflation," )

Dr. Stewart referred in morc detail to the situation in thec spring
of 1923, Promirent economists at a meeting in Chicago foward thc closing
of the year 1923 had ceclarcd that therc would te an increase of prices
during 1923 amounting to something like 25 per cent. When this predicted
incrcase did not toke place thoy declared it was duc to the action of the
Federal Rescrve Bank of New York in increasing its discount rate and in re-
ducing open mafket holdings. Dr. Stewart declared that "with Europe out of

the picture in 1923 so far as being an active purchaser of goods in this
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narket was conceracd, the foreign Ttuying vover being at a very low level,
we did not have a business situation vhich could have given rise to any
‘markod inflation no matter how obundant the volume!of credit was", and
he cxpressed the oninion that the turn of cormodity prices in 1923 was
not due to a change in credit conditions but to the fret that the level of
output in industry "had been carricd to a point where it was not possidle
to sell at the pnrevailing level of wrices", s&nd he called attention to the
fact that after nrices had begun to recede the volume of credit continved to
increase. Dr. Stewart showel taat for the veriodsof ﬁhich he had nade
particular study an increase in the volume of credit did not precede »drice
incrcascs. The order was, first, production, then prices, then credit.
When »rices were advarncing and ?hcn prices were declining in 1924 the order
wae the same,  Incrcased credié frequently is grantced to take care of in-
flated inventories which result from declining orices. This would seen to
a layman to be a reversal of the procedure indicatcd by the theory that
prices arc alweys stimulated by increasc of credit,
Now to turn to another subject. Just before I left Washington
word caiae that the Conferees had agrced on the McFadden biil and it seemed
likely te poss in substantially the form in whicn it was passeld in the
Senate, i.e., with the sc-called Full amendnents eliminated., I &o not know
how largely New England bankers allowed themselves to be used in support of
these Hull amendments, but it seemed to me that they were utterly illogical
and »robatly would not have cone anything towards accompliching what their
proponents »rofessed to exnect. It is a little hard to understand anyway

why the storm center of opposition to any kind of branch banking should be

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



Digitized for FRASER

http://fraser.stlouisfed.

- 13 -

centered in the city of Chicago. New York and Boston and Philadelphia and
Baltimore and Buffalo gnd Cleveland and Detroit and New Orleans and Atlanta
all have.a certain améunt of branch banking. In most of these cities it is
copfined to city limits, though in Cleveland it extends to immediately con-
tizuous territory. This branch banking is wholly the result of state laws
and if Illinois does not want branch banking it is the glorious privilege

of her bankers to nrevent it through the Illinois Legislature, There would
appear to be no good reason why they should seek to control the matter
through Federal 1egislat§on or why they should seck to influence State legis-
lation by Federal legislation. The Hull amendments, as you remcmber, pro-
vided that if states where branch banking is not now permitted should chenge
their laws so as to permit state banks to have branches national banks should
not te given the same privilege. The thcory was that national benks and
statc banks would not then have an inducecment to go to the state legislatures
and ask for a change in state laws, This theory ignores entirely the fact
that the present branch banking situation has been brought avout by state
laws passed at the instance of statc banks without any cooperation from
national barnks. It would certainly appear that one of thc chief motives of
the present state laws in states which faver branch banking was to give
statec banks a certain advantage over national banks. The branch banking
features of the McFadden bill were drawn to correct this situation, but

they would repeat it in the states which do not at present permit branch
bonking. Inasmuch as state Deris outmumber naticnal banks considerably
more than 2 to 1 it would appoar that with the Hull amendnments in force the

inducement to obtain an advantage in the matter of branches over natioral
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banks in these states would be very strong. What standing would national banks
have before state legislatures in opposition tc bills granting nrivileges to
state banizs? They would be told, I should think, to obtain their relief from
Washington, The advantages state banks could obtain are o®vious. If Misgouri,
for exammle, should change its laws in favor of branch barking while Congress
was not in session state banks desiring to establish “ranches could obtain all
the best sites in 5%, Louis before Congress so much as had a cinance to act

for the national banbs.

Some of the bankers who advocate the Hull anendments seem to have no
idea what they are, judging from the letters they write to Members of Congress.
Senator Carter Glass paid his respects to this class of letter writers in no
uncertain terms in his recent address to the stockholders of the Federal Reserve
Baniz of Richmond., He declarcd that the men vho drew the Hull amendments
"a little stockyards bankor out in Illinois" was aslzed by the Scnate Committo;
to justify thc proposition, but "nover ccme within a thousand miles of Justify-
ing it." "I have failed to find an Amorican bankzer vho says it is o sound
progosition," said Scnator Glass, and hc added cmphaticelly thot the Senate
will not acce»t the bill containing it, Now Scnator Glasg Mnows what ho 1s
talking about and unless thc Hull amenducnts go out the bill will fail of pas-
sage. It comes up azain in the Houst next Tucsday, I undcrstond.

As I have said on several occasions I consider branch bamzing a
country bank proposition rather than a city bank nroposition, and I consider
it a propositicn for thc agricultural West rather than for the industrial
East, Unit banking works very well in the Zast, We have'nono of the wvery
smoll banlts that are so nucrous in the West and cven our smallest banls

arc nearly all situated in territory where they have morc funds at their
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disyosal than they caf loan at home and where they are not under any scrious
termtation to loan an undue »roportion of their funds to one industry. We
have had a tremendous nuaber of‘bank failures in this country during the

past few years, so many as tc constitute it seems to me a dissrac§vto a great
nation so strong as we arc in financial matters, In 1924 there wecre 777
feilures, in 1925 there were 612, and in this year down to the 1lst of June
there werc 183, A study of the tank failurcs of 1924 and 1525 made by the
Federal Reserve Board shows that the great mejority of those failures were

in thc section botwcen the Mississinni River and the Pacific slone, a section
vhich in my opinion, for tho purpose of serving an sgricultural corrmnity
adequately and safely, has the worst banking system in the world. 40 »er
cent of all the bank failures during the past tvo years werc in vlaccs of
less than 500 population, and over 61 per cent were in places of less than
1,000 population, while only 20 per cent of the total failures occurrcd in

towns that are defined by the Cemsus Bureau as urban communities, i. e.,

nlaces of 2,500 population or over. 63.4 per cent of all bankt sushensions
during the past tvio years werc banks with a cepital of $25,000 and undcr,
and less than 10 per cont were banks with a capital of $100,000 and over.
The average capital of suspended banks was $38,243,00 a2nd their average
deosits $281,182.00, Thousands of western panks have a canital of loss.
than $25,000. The conclusicn is inevitable, it scems to me, that tley arc
too small to afford good menagement, and operate in too narrow a torritory.
The resources of very many of them arc too small to take care gf their

hone demands in peak seasons and they frequently have to boerrow heavily.

I can sec no rcason at all why they should not bo consolidated into little

systens of some size with the smaller places served by branches, It is not
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at all necessary to build vy big systems, and if big systems arc feared it
right be a good plan to »rohibit banks in reserve cities from having branches
outside their limits, or it might even be provided that no cities of wmore
than 25,000 or 50,000 inhabitants should be allowed to have branches outside,
As outside branch banlkring has so far developed in this country most of it
proceeds from cities of less than 10,000 inhabitants and the bonks scarcely
average 2 branches to a bank., Such little systems are very comzon in the
South ond appear to have dene something to strengthen the banking sitvation,
The McFadden bill discriminstes against these little country
branch banking institutions most of which are not members of the Federal
Reserve System. Their branches are as a rule all outside of so-called city
linmits for the very good reason that they arec not in cities and have nothing
to do with cities. The largest of them, in number of branches, is the
Eastern Shore Trust Comvany c¢f Cambrildge, Marylend. I wonder if any of you
ever heard of this Cambridge. Another, almost as large, has its headquarters
at Decatur, Alabama, and another at Grenada, Mississimni. The McFadden bill,
as 1t passed the House, would have barred these little country branch bank-
ing institutions from the Federal Reserve System. In the Senste form it
will admit them with their present branches., They take on new branches only
occasionally, but they seem to value the branch banking »rivilege, and now
and then they prevent banlz failures by consolidations that could not be
made without the branch barlzing »rivilege. There apnears to be no reason
whatever for refusing them aduission to the Reserve System with the nrivi-
leges given them under State laws, and my belief is that they will in time

demand the removal of the discrimination against them.  The McFadden bill
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does not settle the branch ban-ing controversy, It can only Ye settled by
giving to national banks the sare priviléges with resnmect to branches tlat

are givea to State banks, thus leaving the matter of branches wholly to

the States.
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