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FEDERAL RESERVE BANK OF SAN FRANCISCO

-Jl.-he year just closed marks the end of four decades of experience with
a new idea in banking—the Federal Reserve System. One of the unique features
of the System was the establishment of twelve regional banks throughout the
United States. This report focuses on one of those regional banks, the Federal
Reserve Bank of San Francisco. A review of this experience is worthwhile because
it reveals the shared experience of commercial banks which entered together into
a quasi-governmental undertaking to improve the efficiency of our monetary sys-
tem and to decrease those fluctuations in economic activity which result from
changes in money and bank credit. Discussion in this report of the accomplish-
ments of the Federal Reserve Bank of San Francisco, then, refers not only to the
efforts of personnel of this institution but also to the contribution of the member
banks in the Twelfth Federal Reserve District,

A Drief report covering forty years is bound to represent a highly selective
sorting of material. The number of facts about the growth of the Twelfth District
and its banking system are legion; the question is which facts are most relevant
as an aid to understanding that growth. It may be impressive, and more in keep-
ing with specialized interests, to indicate that motor vehicle registrations in the
District rose from 253,000 in 1915 to over 8,500,000 in 1954, or that crude petro-
leum output in California rose from less than 100,000 barrels per day to over
300,000 barrels per day during the same period, but there is no way to add these
figures together. As a result, comprehensive measures, such as income, employ-
ment, and population, are used in this report to give a representative picture of
the over-all changes in the economic structure of the District.

Mixed with the straight recounting of the facts is some descriptive and ex-
planatory material. This was considered necessary since commercial banking is
a complex business, and central banking is far from simple. The Federal Reserve
System and the functions of the Reserve Banks are not perfectly understood by
all the public even after forty years. While this report in no way explains the
workings and contribution of the entire Federal Reserve System in the United
States economy, it is hoped that it will leave the reader with a better understand-
ing of the functioning of the Federal Reserve Bank of San Francisco and the
growth of the Twelfth Federal Reserve District.

C.E. EARHART
President

February 15, 1955
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THE FEDERAL RESERVE BANK OF SAN FRANCISCO
AND THE ECONOMIC GROWTH OF
THE TWELFTH DISTRICT

On November 16, 1914, Federal Reserve Banks in twelve
major United States cities opened for business, and the Fed-
eral Reserve Board (now the Board of Governors of the Federal
Reserve System) established its offices in Washington, D. C.
As it turned out, these events marked the beginning of the
first effective central banking system in the history of the
nation. Then, as today, the purpose of the Federal Reserve
System was to influence banking and credit conditions in
the interest of general economic stability and prosperity. The
many years of economic history spotted with bank failures and
financial panics which preceded the opening of the Reserve
Banks fathered an earnest discussion and debate of the defects
in the countrY’s monetary system. That debate culminated in
Congressional enactment of the Federal Reserve Act of 1913,
Neither debate nor bankln%problems themselves ended with
the opening of the Reserve Banks, however. In fact, during the
|ast decade there has been spirited discussion in business, bank-
ing, and Government circles concerning the proper role of the
Reserve System in the economy. Few will deny, however, that
the opening of the Reserve Banks marked the establishment
ofanew and important instrument for improving the nation’s
economic welfare. o

In spite of its mgnlflcance,_ the beginnings of the Federal
Reserve Bank of San Francisco were modest indeed. The
Bank’s personnel numbered only 21, and the%/ were housed in
rented quarters. While the area served, which was designated
the Twelfth Federal Reserve District,Lincluded 23 Percent of
the continental United States, it contained less population and
produced less income than many other Federal Reserve Dis-
tricts. Only 6 percent of the nation’s population and 5 percent
:The Twelfth District consists of California, Oregon, Washington, Idaho, Nevada,
Utah, and Arizona, with the exception of five Counties in southeastern Arizona.

The Federal Reserve Bank of San Francisco also performs a number of services for
banks in Hawaii and Alaska, and one of its member banks is located in Alaska.
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FEDERAL RESERVE BANK OF SAN FRANCISCO

of its factory workers resided in the area served by this Bank
in 1914. The economic importance of the Twelfth District at
that time Iar mainly in its abundant natural resources—its
agricultural fand, its forests, its copper, lead and precious metal
deposits, its petroleum, and to some degree its climate too—
rather than in its manufactures or its trade. Its dependence on
the older, industrialized East for investment funds and its
characteristic trade of minerals, semi-finished goods, and food
products for manufactures made it a “frontier” area of the
natlon’seconomY_, just as Ohio and Illinois had been a frontier
area 75 years earlier, and as the United States itself had been a
frontier of the British economy two centuries earlier.

Credit instability prior to 1914

Digitized for FRASER
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The banking and monetary system of the United States, and
the Twelfth District as well, functioned much less smoothly in
1914 than it does today. The system of legal reserves for na-
tional banks and the_suloply of currency lacked responsiveness
to seasonal and cyclical changes in the needs of business for
credit and till money, and consequently tended to create eco-
nomic instability. In the absence of a central banking system,
bank reserves were concentrated in commercial banks in New
York and other monetary centers, since national banks (and
many state banks) were permitted to hold part of their legal
reserves in national banks in designated cities. This concentra-
tion of reserves was further accentuated by the fact that banks
in the agricultural areas of the nation were in the habit of
sending their surplus funds for deposit to New York and other
bankm? centers in winter, the slack season of agriculture. The
effect of these two factors was to pyramid reserves in the mon-
etary centers, since the funds received from outlying banks
served not only as part of their own reserves but also as part
of the reserves of the I_argﬁ city banks. These additions to the
reserves of the banks in New"York and other Iar%e_ cities en-
abled them to ewand their loans for the purpose of increasing
their earnings. When the country banks withdrew funds to
finance the harvesting and marketing of crops, the resulting

6
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FORTY YEARS . . . 1914-1954

drain of reserves from the I_argie city banks often forced them
to contract their loans drastically in the ahsence of well organ-
ized facilities for obtaining funds by rediscounting commercial
paper. Perennial danger of a business recession was the result
of this wide seasonal swing in credit availability.

The inelasticity of the currency su#)ply also tended to accen-
tuate some of the difficulties arising from the lack of flexibility
in the bank reserve system. In 1914'and for many years before,
the currency su‘p_ply consisted principally of gold and silver
coins, gold certificates, silver certificates, United States notes,
and national bank notes. All of these except national bank
notes were issued by the Treasurer of the United States, and
none was particularly responsive to the fluctuating demands
of the public for pocket money. National bank notes were
collateralled by specific issues of United States Government
securities, and the amount in circulation therefore depended
largely on the amount of ell_?lble Government bonds the banks
were able to obtain and willing to hold. Over longer periods
of time, the supply of bonds was largely a function of the fiscal
policy of the United States Government. Periods of business
expansion, when more currency was needed to transact the
Iarger volume of business, were frequentldv accompanied hy
budget surpluses which the Treasury used to retire Govern-
ment securities, thereby forcing a contraction in the volume of
national bank notes. Under such circumstances, Government
bonds carrying the circulation pnwlege often sold at substan-
tial premiums, which was another factor discouraging the
issuance of national bank notes, since it was not possible prior
to 1900 to issue notes in excess of 90 percent of the par value
of the bonds. To encourage the issue of national bank notes,
the law was changed in 1900 authorizing their issuance in
?moulnts equal to the par value of the bonds serving as col-
ateral.

Problems of other types also characterized our banking ?s-
tem prior to 1914, Although the collection of local checks did
not present difficulties in most large urban areas, this was not
always the case for out-of-town checks. The procedures for the
cashing and collecting of checks drawn on out-of-town banks,

]
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FEDERAL RESERVE BANK OF SAN FRANCISCO

together with the widespread though not universal custom of
making exchange charges for this service, constituted one of
the monetary problems of that period. In the larger cities, local
clearing houses provided the means by which the banks within
a city could collect with reasonable dls?<atc_h those checks they
held which were drawn on other banks in the same th. In
the absence of any national or re(‘;lonal clearing system, how-
ever, the presentation for payment of out-of-town checks often
involved circuitous routing, Iar?ely.m order to avoid exchange
charges. In such cases, check collections were neither very easy
nor ver(Y fast; some checks followed almost unbelievably com-
plicated routes from the time of receipt by the first bank of
geposn until presentation to the bank on which they were
rawn.

Federal Reserve System established
to promote economic stability
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The Federal Reserve System was established to remedy these
defects in our banking and monetary system and thus contrib-
ute to the maintenance of economic stability at high levels of
employment and production. The Federal Reserve Act pro-
vided for the issuance of Federal Reserve notes, a form of cur-
rency that has proved to be responsive to the fluctuating needs
of our economy for pocket money. It also eliminated most of
the former pyramiding of bank reserves in financial centers
by providing for the pooling of reserves of member banks in
Reserve Banks, which are not operated for a profit and hence
have no incentive to use such reserves solely for the purpose
of expanding their earning capacity. The Act also established
organized facilities for rediscount of commercial paper and
created in the nationwide network of Reserve Banks and
branches a speedier system for presenting and collecting
checks without undue interference with the correspondent
banking system. These contributions to the smooth function-
ing of our money mechanism, as well as other services per-
formed by the Federal Reserve System, have enabled the com-
mercial banking system to finance business generally with less
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FORTY YEARS 1914-1954

gsk of periodic difficulty than before the days of the Federal
eserve.

The growth of the Federal Reserve System since 1914 has
been impressive. The Federal Reserve Bank of San Francisco
has more than kept Face with the rest of the System, rising
from sixth to third place among the twelve Reserve Banks in
total assets held. The growth of this Bank and its branches
resulted not only from the changm% role of centrallbankln.g
in our economy, but also from the extraordlnarll(y rq[pl

rowth of the far western states in the last four decades. The

welfth Federal Reserve District today is far from the sparsely
populated frontier area it was in 1914, Its population has more
than tripled, and the growth of manufacturing industries in
the area has made its economic structure somewhat more like
that of the eastern states. o
~ This report will examine the economic rise of the Far West
in broad outline, With this outline as a background it will
attempt to describe some of the trends in commercial banking
in the United States and in the Twelfth District and to relate
the over-all development of the District to the growth of the
Federal Reserve Bank of San Francisco.

THE GROWTH OF THE TWELFTH DISTRICT
ECONOMY

Two comprehensive measures of the economic growth of the
Twelfth District are total population and total income. Of the
two, only total population is known for as far back as 1914,
In that year there were 5941,000 persons in the Twelfth Fed-
eral Reserve District; by 1954, District population had reached
19,045,000 ‘persons (Chart 1). The average annual rate of in-
crease implied by these two flgures Is 3.0 percent per FXear, or
in the neighborhood of 550,000 ‘persons per year at the 1953
population level. Since substantially more than 550,000 persons
were added to the District’spopulation during the year ending
July 1, 1954, the District is currently exceeding its forty-year
average rate of population growth.

9
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FEDERAL RESERVE BANK OF SAN FRANCISCO

While the District population has been growing at an an-
nual rate of 3.0 percent between 1914 and the present, national
population has increased by only 1.2 percent per year during
the same period. To find a period when the national rate was
as high as 3.0 percent per year, it is necessary to go back to the

Population
Twelfth District
1914-194

LIntermountain includes Arizona, Idaho, Nevada, and Utah.
Source: United States Department of Commerce, Bureau of the Census. Chart 1

Digitized for FRASER
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years before the Civil War. In the changing composition of
manufacture and in the importance of new construction activ-
ity, as well as in the rapid upsurge of population, the District
has also been growing in a way similar to that of the nation as
a whole during its earlier transition to an industrial economy.
~Even more rapid than the rise in population has been the
rise in income payments to individuals in terms of the 1947-49

10
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FORTY YEARS . . .

1914-1954

Total and Per Capita Income Payments in 1947-49 Pricesl

Tweljth District
1919-1953

*Change in series,

1For gach Zear total income pazments IH 1947-49 prices are e(r]ual to
th e total amount of mcome yments |V|ded by a consume WIC
Index for that gear The consumer price index used IS a weig
average of the Bureau of | abor Statistics Consumer Price Index for
4Iar%e cities In the Twelfth District, with the average index number
for the years 1947-49 e?ual t0 100 'Per capita income payments in
& 74d9 tg)rlces are 0 fotal % ome ayment]s n 1947 49 grrces
|vrde th etota tlon of the sever’ Twelfth Drstrlct tates
All of A 1zona Is |ncI ed In the income and the population data.

Sources: National Industrial ConfereBce Board and the United States
Departments of Commerce and La

Chart 2

price level (Chart 2). Income per person in terms of 1947-49
prices, in other words, has risen since 1919, as a consequence of
the growth of the District and a labor- -saving devices and the
introduction of new products have improved over-all eco-
nomic efficiency. Both total and per caplta income payments

(in constant prices) have risen irregular thowever reac{gg
ow points in

high points in 1929, 1936, and 1944 an
I
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FEDERAL RESERVE BANK OF SAN FRANCISCO

1932,1938, and 1949, During the last decade income payments
er capita (in constant prices) have risen at a slower rate in the
istrict than in the nation as a whole. Thus, although the Dis-

trict has been growing much faster than the rest of the nation,

there is evidence that in terms of per capita income the rest of
the nation has been catching up to the District.

Agriculture holds its own while mining declines
in importance

Many of the factors contributing to the District’s growth
are revealed by studying the industrial composition of District
income. A striking Teature of that composition, for example,
is the fact that since the midale 1920° the value of agricultural

Valug of District Farm Output
as a Percent of Income Payments

TWELFTH DISTRICT 1924 1940 1950
rops 6.7 8.8
Livestock 1.0 g?
Total 136 15, 14.7
UNITED STATES
leé)ssoc'l'& """""""""""""""""""""""""" 1%111 1% g ?481
otaﬁ..........IIZIZIZIIZSIZIIIZIIIIIIIZIZIII 185 20.4 132
Sources: United States Departments of Agriculture and Commerce and
National Industrial Conference Board. Table 1

products has grown at just about the same rate as total income
payments in the District, whereas in the nation the value of
agricultural products has qrown much more slowly than in-
come payments, particularly since 19401 ﬁTabIe 1). Agricul-
ture has, in other words, been responsible for substantially
more of the District’s expansion than of the expansion of the
rest of the country. One reason for this difference in behavior

"The comparison of gross value. of farm production with all net incomes introduces
some difficulties of Interpretation, but no better comparison is readily available.
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FORTY YEARS 1914-1954

has been California’srapid lgrowth in the raising of citrus fruits
and vegetables, particularly before the second World War.
Another important factor, especially in recent years, has been
the rise of far western cotton farming, made possible by such
factors as improved farming techniques, increased use of ferti-
lizers, and extension of the limits of cultivation through irri-
ation.

9 The mining industries of the Twelfth District have declined
in importance in the total economy. Production of gold, silver,
copper, lead, and zinc was proportionately more important as
a source of District income forty years a(};o than it is at present.
In 1919 the dollar value of production of these five nonferrous
metals amounted to 45 percent of District income payments
compared with only 15 percent in 1953. The products of min-
ing In the rest of the nation, however, have also been a de-
clining fraction of total output, and the District now accounts
for about three-fifths of the nation’s output of these five metals
(measured by vaIue? whereas in 1919 it accounted for slightly
less than one half of the nationsoutput.

Among the individual products of the mining industries,
petroleum has contributed most to the value of District eco-
nomic output since 1914. Until the middle 1920, California
was the leading petroleum producer of all the 48 states, and
petroleum production was one of the factors contributing to
the rapid upsurge of population and income in the southern
half of the state. The value of petroleum production in 1919
amounted to 28 percent of income payments in the District,
compared with 1.2 percent in the whole country. In California
petroleum production was 5.2 percent of income payments in
1919 and rose as high as 6.3 percent in 1923,

Recent years have brought changes to the District’s petro-
leum industry. Although the value of petroleum output from
District wells has continued to grow (Chart 3), it has de-
clined somewhat in relative importance and by 1953 repre-
sented 2.5 percent of District income payments. More signifi-
cant, however, is the fact that local demand for Fetroleum has
approached the local supply so rapidly that the level of net oil
exports has dwindled from more than 30 percent to less than

J3
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FEDERAL RESERVE BANK OF SAN FRANCISCO

Crude Petroleum Production and Income Payments
in 1947-49 Prices

Twelfth District
1919-1953

Income anments
(right scale)

Crude F_etroleum
production
(left scale)

*Change in series.

Note: This ,ch?ré,ls lotted on a semi-lo%arithmic scale on which
equal v rnfa istances represent equal percent changes rather than
eaua absolute amounts.

Sources: National Industrial Conference Board and the United States
Departments of Commerce, Labor, and the Interior. Chart 3

10 percent of crude oil produced. Natural gas demand in the
District has outrun what was once an abundant local supply,
and pipelines from Texas, New Mexico, Colorado, and Wyo-
ming now hring more than a billion cubic feet of gas into the
District daily.

Manufacturing has developed rapidly

Manufacturing industries of the District, taken as a group,
have increased in relative importance from 1919 to the present,
“Value added by manufacture” (that is, the total value of
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FORTY YEARS . . . 1914-1954

manufactured output minus the cost of raw materials and
semi-finished goods purchased from other industries) was 27
percent of District income payments in 1919, and 29 percent
In 1952. The year 1919, however, was one of extreme boom for
District manufacturing as the shipbuilding industry had swol-
len the value of output far above the subsequent average for
the 1920's. A comparison of the number of wage earners in
manufacturm%m ustries with the total population will give a
better idea of the magnitude of the growth of manufacturln?,
since it can be carried back to the years hefore World War 1. In
1914, 4 percent of the population were wage earners in manu-
facturing industries. By 1919 the percentage had éumped to7
percent, but it quickly fell back to 5 percent in 1925, In 1939,
manufacturing wage earners were again 4 percent of District
population, the deforessmn having reduced manufact.urmg em-
ployment especially sharw. Another manufacturing boom
during the second World War raised the figure to a very high
temporary level in 1943 and 1944 and had enough permanent
effect to raise the figure to 5 percent by 1947. Since 1947, the
f(lgHrethf)s climbed still farther, reaching 6 percent in 1951
art 4).

- While manufacturing industries as a group were gainjng in
importance in the District, the metals and machinery indus-
tries were gaining within the manufacturing sector at the ex-
Bense of the lumber and the food industries. In 1914, the lum-
er and the furniture industries employed nearly a third of all
manufacturing wage earners, but by 1947 less than a fifth
of manufacturing wage eamers were in those two industries.
Among the factors contributing to this change is the sharp
decline in the volume of saw timber in the District. In 1913
there were rou?hly 1,450 billion board feet of saw timber
standing in the four states of California, Ore%on, Washington,
and Idaho. In 1945 only 920 billion hoard feet remained—a
drop of over 30 percent. Other areas of the United States also
show large declines in the volume of saw timber, and the per-
cent of manufacturing wage earners in the lumber industry of
the nation as a whole has also fallen sharply. In spite of the
decline in importance of lumber manufacturing In the Far

15
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FEDERAL RESERVE BANK OF SAN FRANCISCO

Manufacturing Wage Earners as a Percent of District
Population
Twelfth District

1914-1953

1Estimated.

Sources: United States Department of Commerce, Bureau of the Cen-
sus and state agencies. Chart 4

West, therefore, the Twelfth District continues to be one of the
centers of the nation’s lumber industry.

Food processing has declined in relative |mf)ortance as a
District industry In the last few years, but as late as 1947 it
accounted for about the same percent of manufacturing wage
earners as in 1914, The District’s food processing industry is
largely a consequence of the development of modern food pre-
serving methods—the introduction of the machine-made can
about 1885, progress in the control of food bacteria in the
1890's, and other innovations. In 1914 it was still a relatively
new industry in the West but, nevertheless, was one of the
main economic supports for the District’s growing population.
Employment in the industry relative to total manufacturing
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FORTY YEARS 1914-1954

employment continued to grow after 1914, but its proportion
has declined markedly since 1939. In 1939, 22.9 percent of
manufacturing wage earners were emploged by food proces-
sors, but by 1953 the figure was less than 15 percent (Table 2).

Composition of Manufacturing
Twelfth District

Selected Years
(Percent of total wage-earners)

JNDUSTRY 1914 1939 1947
Food and kmdred,Products. ............... 17 28 18 13
Lumber and furniture...... ... 32 2 2 %i)
Metals, and machinery...... ... lﬁ yil
LN 8 16
0] S 42 K| 3 3l
1Estimated.
Sources: United States Department of Commerce, Bureau of the Census
and state agencies. Table 2

~ Among the more rapidlg growing District manufacturing
industries since 1914 have been the metals and machinery in-
dustries. Several factors have hampered the growth of these
industries in the Far West, among them the relative scarcity
of iron and coal in the Twelfth District, high transportation
costs, and a relatively small market. In recent years, however,
the growth of the western market, the boost given to capacity
in the Far West by wartime needs for greatly increased sup-
plies of metal products, and the development of the District’s
great hydroelectric power resources, among other factors, have
prought about expansion of District metals and machinery
industries both in comparison with other District industries
and in comParlson with the metals and machinery industries
of the rest of the nation. Primary metals Rrodluctlor] is still con-
siderably less important in this District than in national manu-
facturing, and nonelectrical machinery is also less important
in the District; but fabricated metals account for about the
same percent of total manufacturing wage earners in the Dis-
trict a in the nation. Electrical machinery output is still rela-
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FEDERAL RESERVE BANK OF SAN FRANCISCO

Trade

Digitized for FRASER

tively less important in the District than in the rest of the
nation, but the District has been catching up to the nation very
rapidly since 1950. o _ o

A unique feature of the District economy in the Berlod since
1914 has been the growth of its aircraft industry. About 40 per-
cent of the value of the nation’s aircraft production is concen-
trated in the District, and aircraft currently accounts for more
than 17 percent of the District’s manufacturing employment.
The industry was nonexistent in 1914; its growth since that
time, especially in the last two decades, has been a major fac-
tor in drawing population to the District, Originally, the dry,
warm weather of southern California, being well suited to test
flights at almost any time of the year, was a ma;]or factor in
attracting the aircraft industry to the West. The southern
California climate has also made the construction of airframe
assembly plants cheaper than it is in harsher and more variable
climates. Aircraft were first ?rqduced at Seattle in 1916 and
the Pacific Northwest aircraft industry has grown to major
proportions since that time. Aircraft production has held fairly
steadK during the current recession in the nation’s economy
and has been a major contributor to the greater economic
stability during the fast year and a half in the District than in
the rest of the nation. Aircraft production, like shipbuilding,
however, is subject to instability of a different kind. Both are
to a large extent war and defense industries and have experi-
enced great expansion and contraction in the District as na-
tional military expenditures have risen and fallen.

and service industries continue important

The trade, service, and construction industries have been
more important in the District’seconomy than they have been
in the national economy for a number of reasons. Higher per
capita income and greater distances between centers of popula-
tion and industry have stimulated personal and transportation
services. The improvement in transportation technology since
1914, in turn, has been very important in making possible
the westward movement of industry. The rapid population
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FORTY YEARS 1914-1954

growth has kept construction at a higher level here than else-
where in the nation. Several of the nation’s major ports—San
Francisco, Los Angeles, Seattle, and Portland—are within the
Twelfth District. The import and export trade passing through
these coastal cities has made necessarK extensive harbor and
storage facilities and has attracted wholesale and brokerage
firms and other special kinds of service activities. The attrac-
tion of a mild climate and of an enormous range of landscapes
and scenic wonders have drawn the nation’s motion picture
industry and a sizable portion of its tourist industry to the
District. Fmall(\{, District government employment has ex-
Eanded markedly in recent years. Regional offices of many

ederal Government agencies are located on the West Coast,
and the large number of military installations in the District
require many civilian Government employees.

California has grown most rapidly

Examination of the geographic distribution of economic
growth within the District shows that during the last forty
gears as a whole population has been growing much faster,

oth absolutely and relatively, in California than in the Pacific
Northwest (Oregon and Washington) or in the Intermoun-
tain states (Arizona, Idaho, Nevada, and Utah). The latter
two regions, with population growing at averages of 19 per-
cent and 2.0 percent per year, respectively, are mgr_uﬂcantlg
ahead of the national average of 12 percent; and since 194
the populations of Arizona and Nevada have shot up at rates
in excess of 4 percent per year. California’s rate of growth for
the fortK-year_perlod has averaged 3.7 percent, more than three
times the national average. In no decade since 1790 has the
population of the nation as a whole grown at 3.7 percent per
year. The locational advantages of the Twelfth District—the
existence of large ocean ports, the climate favorable to such
diverse pursuits as aircraft man_ufacturm%, fruit and nut rais-
ing, and motion picture production, and the other factors men-
tioned abpve—draw_PeopIe and industry to all of the District,
but especially to Calitornia.
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THE GROWTH OF TWELFTH DISTRICT BANKING

Accompanying the growth of income and Ropulation in the
Twelfth Federal Reserve District has been the growth of the
District’sbanking system. There has been, in fact, a very close
relation between the changes in income payments and changes
in hank degosns (Chart 5). This relation is not surprising,
since it has been found to exist in many other geographic areas
and over intervals of time longer than forty years. Its explana-
tion is relatively simple and lies in the fact that the spending
behavior and economic interrelations of individuals and busi-
ness are fairly stable over the years. Consequently, the Tpropor-
tion of its income the public chooses to hold in the form of
deposits and the volume of deposits needed to generate a par-
ticular amount of income probably change little from one year
to another. _ _ _

The relation between deposits and income is not, however,
completely unchanging, and what change has taken place has
been of great importance to the banking system. For hoth the
Twelfth District and the nation, time deposits (savings de-
posits) have proved more stable than income payments during
the last forty years. District time deposits fell less rapidly than
income during the Great Depression of 1929-33 (they actually
continued to Increase from 1929 to 1931) and rose less rapidly
during the years of recovery and during World War II. On the
average since the 1920%s, they have increased at just about
the same rate as income payments although, as Chat 5 shows,
the dollar amount of increase in income payments has been
greater than the increase in either time deposits, demand de-
posits, or total deposits. District demand deposits (checking
accounts), in contrast, have increased at a significantly faster
rate than income payments since 1924 and have been less stable
than income. During the early 1930's demand deposits fell
more than income, as the public lost confidence in the solvency
of many banks and demanded cash in place of deposits. As
the recovery from the depression began, an easy money policy
and a restoration of confidence in the banking system caused
a faster increase in demand deposits than in income. During
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Deposits of All Banks and Income Payments
Tweljth District
1915-1953

Income Payments'

Total Deposits

Demand deposits

Time deposits

fNo data prior to this time. o
LIncome payments in current prices, not deflated by any price index.

Sources: United States Treasury De?artment, Office of the Comptroller
of the Currencgr Federal Deposit Insurance Corporation; National
Industrial Conference Board: and United States Department of
Commerce. Chart 5

the second World War, the Federal Government’s need for
funds to carry on the war created an enormous increase in
demand deposits, compared both to the growth of income
and to the growth of deposits themselves in previous periods.
Since the war, the increase in demand deposits has been some-
what slower than the increase in income; the income-deposit
ratio in 1953 was about the same as it had been in 1942,
On balance, there has been a net increase in the ratio of Dis-
trict deposits to District income since the 1920%s. This trend has
also been observed for the United States as a whole not only
since the 1920', but since as far back as 1800. Many factors have
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contributed to the trend. Among them are the increasin% pro-
portion of people who use bank deposits as well as other bank-
Ing facilities, the increasing proportion of total output which
is exchanged for money rather than consumed at home or
bartered, and the increase in per capita income (in constant
Brlcesz)whlch has enabled the average person to hold a larger
ank balance in reserve for emergency or other unforeseen
expenditures.

Banks have not grown so fast as other
credit institutions

~ Bank deposits have thus grown at a faster rate than income
in both the District and the nation. But it also has been true
for the nation that the assets of financial institutions other than
commercial banks have grown at a rate even faster than de-
posits and the other sources of hank assets. Particularly impor-
tant has been the growth of insurance companies, savings and
loan associations, sales finance companies, and public finan-
cial agencies such as the Commodity Credit Corporation, the
Federal Old-Age and Survivors Insurance Trust Fund, and
the various other Government trust funds. Higher per capita
incomes have enabled individuals not only to hold increased
bank balances as emergency funds, but even more to invest in
insurance and in savings and loan associations in order to
increase their economic security. And public lending and wel-
fare a?enme_s in the United States as in other countries have
risen from insignificance to play an important role in the
creation and distribution of income. In the United States and
probably in the District as well, banks have declined in im-
portance compared to other lending institutions, even though
they have kept pace with the growth in total income.

Growth of branch banking

Within the Twelfth District banking system, there has been
a major structural change. The extent of hranch bankmg has
increased greatly during the last four decades. Although the
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number of banks has declined markedly since the early 1920s,
the %rowth of branch banking has resulted in much less change
in the number of banking offices (Chart 6). In 1920, 11 per-
cent of all District banking offices were branches. By 1934, the
figure had risen to 55 percent, and 70 percent of all bank assets

The Growth of Branch Banking
Twelfth District
1914-19%4

Number of banking offices
2500

Banking offices

MM p

Banks

Sources: Board of Governors of the Federal R%serve System and Chart 6
H]rgltéﬂrrsetgggs Treasury Department, Office of the Com%tro er of

were held by banks which operated one or more branches. By
1953, branches as a percent of all District bankln? offices had
risen still more, to 7 Berce_nt; and 88 percent of all bank assets
were held by branch banking systems. The nation as a whole,
in contrast, has seen no comparable rise of branch bankm%,
reflecting in large part the fact that banking laws of all Twelft
District states are much more permissive than branch banking
laws in most of the other states of the Union.
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Composition of bank assets has changed

The uses to which bank assets have been But have changed
considerably since 1914 (Chart 7). Until 1930, there was no
mzyor chan?e In asset composition; but from 1930 until the
end of World War Il loans and investments in corporate and
municipal securities accounted for a sharply declining propor-

Assets of All Banks

Twelfth District
1915-1953

1914 1919

Loans and
Other securities

United States Government
securities

1929 1934 1939 1944

Sources: United States Treas ert)éllDegartment, Office of the Comp-

troller of the Currency; Fe
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Deposit Insurance Corporation. Chart 7

tion of total bank assets. During the depression and the second
World War, the declining proportion was counterbalanced
by increases in both reserves and United States Government
securities. Since 1945 loans and investments in corporate and
municipal securities have regained some of their lost ground,
while United States Government securities have declined both
relatively and in absolute amount. Nevertheless, loans and in-
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vestments in other than United States Government securities
still comprise a much smaller proportion of total bank assets
than in 1915,

Quality of bank services has improved

These trends in the broad aggregates of bank halance sheets
are not the only changes of significance in the country’s bank-
ing and monetary system since 1914, Another type o chan?e,
the |mPr0vement in the quality of banking services, has also
been o ?reat significance. One major change has been in the
extent ofhank examination provided for by Federal law. Until
1914, the Office of the Comptroller of the Currency was the
only Federal agency which included bank examination as an
important part of its responsibilities, and it was empowered to
examine only national banks. At present, public agencies exer-
cise much more supervision over commercial banks. In addi-
tion to the Comptroller’s examination of national banks, the
Federal Reserve Banks regularly examine state banks which
are members of the Federal Reserve System; the Federal De-
posit Insurance Corporation examines banks which are not
members of the Federal Reserve SKstem but which carry de-
posit insurance; and all state banks are examined by their
res1pect|ve state bankl_n% departments. _

he Federal Deposit Insurance Corporation, created in 1934,
added still another important feature to our commercial bank-
ing system. Its provision for insurance of up to $10,000 of any
depositor’s account in an insured bank now covers 96 percent
of the nation’s commercial banks. Owing in part, at least,
t0 |m?roved bank sugervmon and deposit insurance, the num-
ber of bank failures has dropped sharply in recent Kears. The
average number of bank susBensmns er year in the United
States was 214 from 1897 to 1929, and 2,203 from 1930 to 1933,
Since 1934, the average has been a mere 18 per year with prac-
tically no suspensions in the last ten years, and the losses to
dego_snors have been negligible. _

till another change in our banking system since the advent
of the Federal Reserve System has been the establishment of
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nation-wide facilities for the collection of checks. Correspond-
ent banks provide extensive facilities for collecting checks, but
the national system established by the twelve Federal Reserve
Banks has become a major operation. The twelve banks, for
example, handled nearly 3 hillion checks in 1953,

THE ROLE OF THE FEDERAL RESERVE BANK
OF SAN FRANCISCO

The Federal Reserve Banks have contributed in numerous
ways to smoothing out and improving the quality of banking
services during the past forty years. Among these contribu-
tions have heen their facilitation of the rapid transfer of funds
among banks throughout the United States, their convenient
currenci shipping services supplied without charge to mem-
ber banks, their many aids to both the banks and the United
States Treasury in connection with their fiscal agency opera-
tions, and thelr provision of reserves to member banks. The
Reserve Banks have also played an im Fortan_t role in the imple-
mentation of national monetary policy with its _underlymgf
objective of maintaining economic stability at a high level o
employment. Many of the Federal Reserve System’s policies
are decided upon centrally by the Board of Governors of the
Federal Reserve System or by the Federal Open Market Com-
mittee, which determines System policies for the purchase and
sale of Government securities by the System in the open mar-
ket. Each of the Reserve Banks contributes directly or indi-
rectly to these policy decisions. -

The presidents of eleven Reserve Banks alternate in serving
as members of the Federal Open Market Committee, which 1S
composed of the Board of Governars and the presidents of five
Reserve Banks, with the Federal Reserve Bank of New York
always being represented on the Committee. Questions of
policy and operations are also discussed several times a year by
the Reserve Bank presidents meeting as the Presidents’ Con-
ference and jointly with the Board of Governors. Other officers
and personnel of the Reserve Banks serve on various System
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committees contributin% directly[ to the study of the diverse
groblems faced by the System. The directors of the Federal
eserve Banks contribute to the formulation of monetary
pollc% through their advice and counsel. They also are author-
ized by the Federal Reserve Act to initiate changes in the dis-
count rate subject to the ap‘proval of the Board of Governors
and have the responsibility for administration of the discount
and lending operations of the Reserve Bank. The discount rate
is the rate at which a Reserve Bank will lend to member banks.
Both directly and indirectly, therefore, the Federal Reserve
Bank of San Francisco helps frame System monetary policy
and assumes responsibility, within the limits of its power and
Jltjri)s_?_ltctlon, to work toward the maintenance of economic
stability.
~These responsibilities added to the important service func-
tions make the work performed bg the individual Reserve
Banks sizable—in the case of the Federal Reserve Bank of
San Francisco the task required somewhat more than 1,800
empl%yees and entailed total expenditures of 13 million dollars
in 1954. A sketch of some of the activities and the Prowth of
the San Francisco Federal Reserve Bank, then, will illustrate
manY of the contributions of the Federal Reserve System to the
Twelfth District economy. It will also reflect the way in which
the rapid %rowth of the District has influenced the size and
activities of the Bank.

The Bank has grown along with the economy

Digitized for FRASER

The relation of the Federal Reserve Bank of San Francisco
to the total economy of the Twelfth District can be traced
by using the foII_owmg train of associations: member bank
reserves on deposit with the Federal Reserve Bank to member
bank assets, member bank assets to all bank assets, and all bank
eésrs]etst té) District income payments. These series are shown in

art 8,

The first relation to be discussed, that between income i)ay-
ments and all bank assets, isa very close one, both series reflect-
ing changes in District economic activity. This relation is es-
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The Growth of Member Banks
Twelfth District
1915-1953

Income payments'

Total assets—all banks
Total assets—m%mqgr
anks

Member bank reserves

9CJiange in series.
fNo data prior to this time. o
LIncome payments in current prices, not deflated by any price index.

Note: This ,chzi\ré, is plotted on a seml-logearlthmm scale on which
equal vertical distances represent equal percent changes rather than
equal absolute amounts.
Sources: United StatesTreasurIy Department, Office of the Comptroller
of the Currency; the Federal Deposit Insurance Corporation, Board
of Governors of the Federal Reserve System: National Industrial
Conference Board; the United States Department of Commerce. Chart 8

sentially similar to the relation between income J)ayments and

total deposits, which has already been described. In that case,

however, the ratio of total deposits to total income rose some-

what over the years, whereas total assets have not increased

relative to income payments since 1919. This reflects the fact

éhat tottal assets have not grown relatively quite so fast as total
eposits.
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In the Twelfth District the assets of member hanks have
grown faster than the assets of all banks. The average rate of
?rowth between 1915 and 1953 has been 9.1 percent per year
or member bank assets compared with 7.0 percent per year
for all bank assets. Contributing heavily to this difference has
been the mcreasngproportlon of all banks which are mem-
bers of the Federal Reserve System. In 1915, the assets of mem-
ber banks were less than 45 percent of all bank assets in the
District. A large number of District banks Aolned the Federal
Reserve System between 1915and 1920, pushing member bank
assets up to 67 percent of all bank assets. After 1920, the relative
growth of the number and size of member banks was not so
rapid; but by 1953 the assets of member banks were more than
90 percent of all bank assets in the District.

ven more I’aﬁld than the growth of total member bank
assets has been the growth of member bank reserve accounts
on deposit with the Federal Reserve Bank of San Francisco. In
large part these two series reflect the same economic pressures;
the influence of the over-all economic growth, the depression
of the 1930's, and World Wir |1 are apparent in both. Member
bank reserves, however, have been more responsive to changes
in monetary policy than member hank assets. In the 1930, an
easy money policy, a large inflow of gold from abroad, and a
dearth of Iendlng_opportunltles led to an increase in member
bank reserves which was much more rapid than the increase
in other assets of member banks. Since 1936, changes in the
Eercentage of reserves which member banks are required to
eep on deposit have heen made from time to time by the
Board of Governors of the Federal Reserve System and have
been partly responsible for changes in member bank reserves,
such as the sharp drop in 1948-49. These two factors of an
easier money policy during the greater part of the period since
the depression of the early 1930%s than before it, and changes
in reserve requirements (which have, on the whole, increased
considerably since 1917) account for the more rapid rise in
member bank reserves than in member bank assets.
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Economic crises influence the Bank’s functions
and the number of its employees

A yearlsy record of total employment in the Federal Reserve
Bank of San Francisco and its branches is another illustration
of some characteristics of the Federal Reserve System in rela-
tion to the total economy (Chart 9). After the first few years
of rapid growth, the work in the Bank has risen most sharply

Number of Employees

Federal Reserve Bank of San Francisco
1915-1954
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Number of employees

Chart 9

durin? periods of major depression and especially during peri-
0ds of war, and has tapered off slowly at other times. Thus,
e_mpIoYm_ent at the Reserve Bank fell after 1921 and began to
rise on }/ in 1931, during the downswing of the Great Depres-
sion. After 1934, when recovery began, employment showed
no definite trend until 1940, when the additional work inci-
dent to World War Il began. With the end of World War Il
came another downturn in employment; but a change in di-
r?cttlog took place a few years later, when the Korean war
started.
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The exglanation of this pattern of employment is not hard
to find. The Federal Reserve Banks were created to help pro-
mote stable bankmgi and credit conditions in our economy and
they also act as fiscal agents of the Federal Government. There
naturally has been more to do when monetary and Treasury
activities have required the largest volume of operations—
namely, during the d(_)wns_vvmgi of a major depression or dur-
ing war and wartime inflation. In the absence of marked credit
instahility, the influence of a gradual increase in efficiency, re-
sulting in significant part from greater mechanization, and
a.gra ual decrease in “emergency” activities have heen r_esEon-
sible for some year-to-year decrease in employment at this Fed-
eral Reserve Bank. The growth of the economr, on the other
hand, has been accompanied by increased use of Reserve Bank
services and has therefore exerted a secular upward pressure on
Bank employment; but the pressure was evidently not strong
enough to overcome the downward pressures during 1921-2

or 1934-39. Employment since World War Il has been at a
much higher average level than before, but this difference is
due, at least in part, not to the District’s economic growth but
to the IarFe number of employees needed in connection with
the handling of the Federal debt which expanded so greatly
during the war. The growth of the economy has had a very
clear influence on the size of most hank ogeratlons if size IS
measured in terms of number of Federal Reserve notes out-
standing, number of checks cleared, number of transfers of
funds, number of cash shipments, and so forth; but Bank em-
ployment has also responded to forces other than over-all eco-
nomic growth.

Branch offices established to provide better service

As the commercial banks increased their use of the facilities
of the Federal Reserve System and of the Federal Reserve Bank
of San Francisco, and with the entrance of this country into
World War |, the desirability of establishing branches at a
number of points in the Twelfth Federal Reserve District was
recognized. Mail schedules and other communication facilities
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were such that effective service for member banks in the Pacific
Northwest and Intermountain states required the establish-
ment of the first four of this Bank’s branches in 1917 and
1918, and the branch in southern California was established in
1920. The objective in establishing and maintaining branches
has always been to equalize so far as feasible the value and
convenience of Federal Reserve services to member banks
throughout the entire District. Figures of employment at the
Bank's different offices as of selected dates are shown in Chart
10. They reflect in some degree at least the growth and relative
importance of banking services in different parts of the Dis-

trict.

Distribution of Employment by Branches

Federal Reserve Bank of San Francisco

Selected years

San Francisco

Los Angeles

Salt Lake City

Portland
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Chart 10

The San Francisco office of this Bank has more employees
than the population or income of its territory would suggest.
The principal reason is that practically all of certain of the
entire Bank’s functions such as internal audmn?,. research, and
bank examination are conducted by Head Office personnel.
Historically the Los Angeles branch has shown a steady
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growth relative to the others, just as southern California has
grown in population and income relative to the rest of the
District.

Checks cleared for member banks
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A brief description of some of the specific services and func-
tions of the Federal Reserve Bank of San Francisco will indi-
cate more clearly the manner in which it part|C|Pates in the
Twelfth District’s economic life. Mention has already been
made of the participation of each Federal Reserve Bank in the
formulation of national monetary policy. Decisions to change
reserve requirements, to engage in open market operations,
and to use other policy instruments have important conse-
quences for member banks and the business community at
large, but this aspect of Federal Reserve System activity in-
volves relatively few personnel at each of the Reserve Banks.
It is the service functions of the Reserve Banks that re-
quire the greatest number of personnel. At this Bank and its
branches about one-third of the employees are in the Transit
Departments which handle the collection of checks. This func-
tion of the Federal Reserve Banks has contributed much over
the years to reducing the time and expense required to collect
out-of-town checks. Settlement for out-of-district checks sent
to the nearest Federal Reserve Bank or branch is made through
the Interdistrict Settlement Fund. The use of the Fund and
improved methods of communication and transportation have
made it possible to reduce the lapse of time between receipt of
a check at a Reserve Bank and the crediting of the member
bank account for the amount of the check to no more than
two business days. _ _
The Federal Reserve check collection system has not dis-
placed the earlier clearings system, which continues to operate
through the network of correspondent accounts and clearing
houses in the nation. Available data do not permit an estimate
as to how important the Federal Reserve check collection
system is compared to the total amount of all collections or
whether Federal Reserve collections are currently increasing
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or decreasing as a percent of all collections. It is beyond doubt,
however, that collections through the Federal Reserve System
have grown very rapidly. The value of checks collected by the
Federal Reserve Bank of San Francisco has risen by an aver-
age of 11.9 percent per year since 1917 (Table 3).

Operations
Federal Reserve Bank of San Francisco

Selected Years

(in millions of dollars)
1919 1929 1939 1949 1954

Discounts and advances.,........... 79 4089 3 387 1588
Unrlet?jgmSt?tlitgﬁssecaunrdltlgi’chngese’s 2621 454 600 14,873 20,109
Checks naied > g ..... e 0263 15460 13584 62711 94258
Coin and currency received and

Shc,ounteg s 225 935 790 2585 3415
ipments of coin and currenc

B Danks oo Y 216 a9 808 2403 3246
11920. Table 3

Bank supplies coin and currency

The coin and currency operations of the Federal Reserve
Bank of San Francisco currently account for about one-eighth
of the Bank’s labor force. The Bank receives excess currency
from member banks and ships currency to member banks,
examines currency for genuineness and fitness, and destroys
unfit currency. Currency and coin are shipped without charge
to member banks located outside a city in which there is a
Federal Reserve Bank office and the cpst of shipments from
member banks is also absorbed. This policy serves to equalize
somewhat the value of Reserve Bank service as between mem-
ber banks which are located in a th where there is a Reserve
Bank office and those which are not so located.

The coin and currency operation was recently simplified,
with substantial savings in cost, by permitting Federal Reserve
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Banks, after supplemental verification, to destroy unfit Treas-
ury currency instead of sending it to Washington, D. C. to be
destroyed, and by permitting Reserve Banks to reissue the
notes of any other Federal Reserve Bank, which formerly was
prohibited under penalty of atax. =~ _
The largest part of the currency which this Bank ships to
member banks consists of Federal Reserve notes, which consti-
tute the bulk of currency in circulation. The value of notes
outstanding issued by the Federal Reserve Bank of San Fran-
cisco has grown at a rapid but uneven pace (Chart 11); the
average annual increase has been 7.5 percent per year since
1918. Since 1924 the average has been 9.0 percent, slightly
higher than the 8.0 percent per year at which demand deposits
have grown. During the first World War this Bank, like the
other Federal Reserve Banks, followed a policy of accumulat-
ing gold and gold certificates and issuing Federal Reserve notes
in-order to build up gold assets. After that war the policy was
reversed, and the reversal accounts for the steady decrease of
Federal Reserve note circulation during the 1920 During the
early 1930%, many individuals attempted to exchange their de-
mand deposits for currency, and the volume of Federal Reserve

Federal Reserve Notes Qutstanding

Federal Reserve Bank of San Francisco
1915-1954

Value of notes

Chart 11
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notes in circulation, like the volume of other kinds of currency,
(_Lrew for several years. Eventually, the over-all contraction of
the money supply outweighed the effect of this substitution,
and changes in the volume of Federal Reserve notes were simi-
lar in degree to changes in other parts of the Twelfth District
mone supp\%. One exception was during the years of the sec-
ond World War, when Federal Reserve notes printed for use
in the Pacific war area were charged as liabilities of this Bank,
increasing its total note volume appreciably.

Wire transfers

Another important service provided by Reserve Banks to
their members is the telegraphic transfer of funds and of
United States Government securities. All 36 Federal Reserve
Bank offices, the Board of Governors, and the United States
Treasury are connected by a telegraphic system. The wire
transfer of funds and Government securities has made it pos-
sible for banks to use their funds much more efficiently and
effectively than in the days before the Federal Reserve System.
At that time the flow of funds back and forth across the nation
often involved the shipment of substantial amounts of coin
and currency to settle net balances, an operation requiring con-
siderable time and expense as well as risk. The importance of
transfer facilities to Twelfth District member banks is indi-
cated by the fact that the Federal Reserve Bank of San Fran-
cisco handled telegraphic transfers of funds amounting to
$103 billion and transterred $9 billion of Government securi-
ties by telegraph during 1954,

Volume of discounts and loans fluctuates
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When the Federal Reserve Act was passed, it was expected
that discounts and advances by the Reserve Banks would be
the major means of providing needed credit to member hanks
and that changes in the rediscount rate would be the principal
instrument of monetary control. Except in 1952 and 1953, the
volume of discounts and advances has usually been very small
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since the early 1930°s, and open market operations have become
arelatively more important instrument affecting bank reserves
and bank credit. Nevertheless, the lending operations of this
Bank have at times during the years occupied many employees
and involved large sums,

The principal reason for this limited use by member banks
of their borrowing privileges under the Federal Reserve Act
has been in some measure a result of custom. Since the early
days of the System, member banks have traditionally been
refuctant to be heavily and continuously in debt to Reserve
Banks. In the 1920'sand early 1930’ there were also occasions
when the.supBIy of eligible commercial paper was not widely
enough distributed _amon?.b_anks to provide some individual
banks with quantities surficient to meet their rediscountin
needs. Under the stress of the early 19305, however, a mod-
erate expansion in discounting took place. Banks needed funds,
the eligibility requirements for rediscounting were broadened,
and provision was made for member banks to borrow by offer-
ing Government securities as collateral. During the recovery
period, lending by this Bank again sank to insignificance. In
the last four years, there has been some tendency by banks to
increase their borrowing from the Federal Reserve System;
but when the size of member bank liabilities and their growth
since 1929 is taken into account, it is evident that this tendenc
has not yet become a ma or_c_han%e in banking practice (Table
3). Nevertheless, the availability of Reserve Bank credit through
the discount window in time of need has been a stabilizing In-
fluence in our banking system.

_This Bank through its industrial loan program has from
time to time attempted to augment the suppIY of credit avail-
able to established commercial and industrial enterprises un-
able to obtain financial assistance from usual sources. For the
most part such loans have been made by member and non-
member banks with commitments on the part of the Reserve
Bank to discount or purchase the paper on demand without
recourse. The financing institution participating in such loans,
however, must obligate itself for at least one-fifth of any loss
sustained. A large number of such loans were made in 1934
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and 1935, with an intermittent few since 1950. An Executive
Order issued under the First War Powers Act of 1941 author-
ized the Federal Government to guarantee certain defense-
connected loans made by banks, and the Federal Reserve
Banks act as agent for the guaranteeing departments of the
Government in connection with these “Regulation V" loans,
A number of the loans were made with the participation of
this Bank between 1941 and 1945. In 1950, the Defense Produc-
tion Act re-established authorization for “Regulation V" loans,
and this Bank has again participated as agent for the various
guaranteeing agencies since 1950,

Administration of selective credit controls
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In addition to using general credit controls involving the
rediscount rate, changes in reserve requirements, and open
market operations, the Federal Reserve System also has used
selective credit controls governln? the terms of specific types
of credit. Authority for the control of consumer and real estate
|oans has lapsed, but control over loans for purchasing or carry-
ing securities has been in existence for many years. The Fed-
eral Reserve Banks assist in the administration of these selec-
tive controls,

The oldest of these controls dates back to 1934 and regulates
the minimum margin or down payment that must be made
in connection with loans obtained for purchasing or carrying
securities. It has been in effect continuously since 1934. The
terms of this control are embodied in the provisions of Regu-
lations T and U of the Board of Governors of the Federal
Reserve System. o

During most of the period since the early 1940's some Re-
serve Bank personnel have been engaged in admmlsterm% the
Erovmons of Regulation W of the Board of Governors of the

ederal Reserve System controlling the terms of consumer
credit. Regulation W first went into effect in September 1941
and continued until Congress terminated the authority for
such controls in November 1947. Consumer credit controls
were reinstated under temporary authority from September
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1948 to June 1949. Regulation W was renewed again in Sep-
tember 1950 under the provisions of the Defense Production
Act of 1950, which also authorized for the first time controls
over real estate credit, embodied in the provisions of ReFuIa-
tion X issued %the Board of Governors of the Federal Re-
serve System. These two regulations were used to aid in the
restriction of inflationary pressures arising from the Korean
war and continued in effect for approximately two years.

Bank acts as agent for Governmental organizations

Digitized for FRASER

In_addition to handling the deposits of member banks,
the Federal Reserve Banks handle the general account of the
United States Treasurer and act as fiscal agent for the Treas-
ury. In connection with the Treasurer’s general account, the
Reserve Banks receive d_eF_03|ts from Government agencies
and others and [Jrocess millions of Government checks a year.
Various special tasks are also performed which relate to Treas-
ury receipts and expenditures, such as processing tax payments
received from employers and processing postal money orders.
Their functions as fiscal agent include handling new issues,
exchanges, redemptions, and transfers of Treasury securities as
well as handlmﬁ reasury tax and loan accounts. At present,
one-eighth of the total employment of this Federal Reserve
Bank Is en(};a%ed in fiscal agency activities for the Treasury.
A record of the total volume of issues, redemptions, and ex-
changes handled by this Bank shows a slight rise during the
depression, but an enormous rise during World War 11 to $16.9
billion in 1944, Since 1944, the transactions involved in proces-
sing the debt have kept the volume of United States securities
handled at more than 20 times the 1934 level, and the increase
during the last six years has been such that bg 1954 the volume
of securities handled was substantially higher than the 1944
peak (Table 3). _ S

The Bank has occasionally during its history acted as agent
for Governmental organizations other than the Treasury, such
as the Reconstruction Finance Corporation, the Federal De-
posit Insurance Corporation, the Federal Intermediate Credit
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Banks, and the United States Post Office. During World War
11, the Bank was Ilcensm%agent and.property custodian as an
agent for divisions of the United States Treasury in connection
with the relocation of Japanese-Americans.

Examination of state member banks

The Examination Department of the Ba.nk.regula_rIK ex-
amines those state banks in the Twelfth District which are
members of the Federal Reserve System. The average size of
the individual banks to be examined has grown enormously
since the early dars of the Federal Reserve System, increasing
the examination load s_ubstantlallg and making the task more
complex. Branch banking, as we have already seen, has grown
at arapid pace in the Twelfth District. In 1954, there were 92
examinations, excluding trust examinations and special inves-
tigations, involving 224 banking offices. The examination staff
also has the responsibility for examining certain bank holding
companies. Another important function of the examiners Is
to make recommendations, based upon an analysis of the abilit
of a community to support an additional banking office, con-
cermng the applications of state member banks for permission
to establish new branch offices and of new state banks seeking
membership in the Federal Reserve System. If nonmember
banks appITY for System membership, they are also examined at
that time. The recommendations in these various types of cases
assist the Board of Governors of the Federal Reserve System in
making their final determination as to whether or not such
applications should be approved.

Economic analysis and educational functions

Digitized for FRASER
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The officers and directors of the Bank participate in the
formulation of national monetary policy in ways that have
already been indicated. To do this job well they must keep
thoroughly informed about economic developments not only
in the Twelfth District and in the nation but also to some
extent abroad. To help them in this endeavor the Bank main-
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tains a Research Department which collects original data con-
cerning banking and retail trade in the Twelfth District and
uses a wide variety of other sources to analyze underlying eco-
nomic trends in the District and the nation, and to a limited
degree in foreign lands. The results of this analysis are fur-
nished to the directors and officers of the Bank and, in many
instances, directly to the Board of Governors of the Federal
Reserve System. Much of this economic analysis and statistical
information is also published by the Bank in'statistical releases
and in its Monthly Review for the use of member banks, re-
tail stores coogeratlnﬁ in the various reports, universities and
schools, and the public in general. In this manner the Bank
endeavors to contribute to general economic education and
thereby helps to promote a better understanding of the nature
of and the need for sound monetary policy.

Other functions

A Federal Reserve Bank handles and stores large amounts
of currency and Government securities in its everydaK activi-
ties. In addition to these and other services discussed through-
out this report there are numerous other miscellaneous activi-
ties ranging from the collection of noncash items for member
banks to a certain amount of safekeeping of United States
Government securities and including a network of internal
service and “housekeeping” activities similar to those found in
many other organizations. One of these additional activities—
the work of the Guard Department—is worthy of special men-
tion. The guards cover the entire institution, and their alert
watchfulness affords unceasmg rotection to the huge dollar
amounts of coin, curreno¥, and Government securities which
pas% tgrough the doors of the Bank or are stored in its vaults
each day.

The future
During the forty years of its existence the Federal Reserve
Bank of San Francisco has become increasingly important in
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the economic life of the western states comprising the Twelfth
Federal Reserve District. In addition to its role in the imple-
mentation of national monetary policy, the Bank, as a part of
the Federal Reserve System, has contributed substantially to
the improvement of banking services which its member banks
have ?rowded for the District and for the benefit of the nation
aswell. And ever in the background isthe contribution which
the individual Reserve Bank and the Federal Reserve System
t%gether make toward the advancement of economic knowl-
edge.

As indicated in earlier pages, the economy of the Twelfth
District has grown much more rapidly than that of the nation
as a whole since 1914, when this Bank was established. It is
now more highly industrialized and diversified. A glance at
the future suggests that the Twelfth District is likely to con-
tinue for some time to grow at a more rapid pace than the
country as a whole. World War Il initiated many important
chan%es in the economy of the District which have continued
to unfold during the postwar period. These changes have been
combined with an ample agricultural base and considerable
supplies of raw materials. Thus the basis has been provided
for su? orting the large influx of pp(fulatlon that has occurred
since 1940 and which, in turn, provides a market potential that
continues to attract industry. Furthermore, as technology im-
proves and industry finds it possible to operate somewhat more
remotely from its supplies of raw materials, the extensive land
area and favorable climate of the District will continue to be
factors encouraging the further expansion of industry. Im-
provements in technology have made it possible to hamess
more efficiently the water resources of the District and to make
economical the development of some of its other resources that
were previously idle, thereby also contributing to an expanded
industrial base. o
~The growth of the Twelfth District economy may, from
time to time, rise above or fall below the projections which
many students of economic growth have developed for the
Far West. The impact of wars, if more should come, and of
periods of recession or rapid expansion will tend to cause year-
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to-year fluctuations in the rate of growth. Nevertheless, the.
over-all outlook for the future is one of continued economic
expansion in the Twelfth District. The Federal Reserve Bank
of San Francisco will strive to keep pace with this develop-
ment. It will endeavor, as it has throu?hout its first forty years,
to make its proper contribution to further improvement in
banking and fiscal services. In this way and through constant
efforts to promote the spread of unbiased economic informa-
tion and to encourage a growing public understanding of
economic facts, this Bank will continue to work toward the
goal of over-all economic stability.
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COMPARATIVE STATEMENT OF CONDITION

ASSETS

GOld CErtIfiCAtES...mmvnmnsmmsssnnnsisnins s
Redemption fund for F. R. NOteS......vi
Total gold certificate reserveS... . e

F. R. notes of other F. R. banks
L)LY T T

Discounts and advances:
Secured by U. S. Gov't, obligationS.... e
Other discounts and adVANCES.........wminnss everens
Total discounts and advanCeS..... v,

Unitfleld States Government securities:
Bills
Certificates ...
Notes
Bonds
Total U. S. Gov't, securities...

Total loans and securities........

Due from fOreign BankS. ... weessnens
Uncollected cash items
Bank premises. ...
Other aSSetS... veererssnne

TOLA] ASSEES uvvvvvmesmmsresssssesssessss s ssssssiens

LIABILITIES

Federal Reserve notes.....nn.

Deposits:
Member bank—reserve accounts
U. S. Treasurer—general account
O] 1V
Other deﬁ)osns ...................................

Total depositSu

Deferred availability cash items. ..

01111 N TV Y-S —
Total liabilities

CAPITAL ACCOUNTS

Capital paid in ..o
Surplus gSectlon [ —
Surplus (Section 13b).......
Other capital accounts

Total liabilities and capital accts

Contingent liability on acceptances purchased
for foreign correspondents......wmmmmmsisssin

Commitments to make industrial 10anS.........ceosrnen

Digitized for FRASER
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Dec. 31,1954

$2,381,860,332
80,409,345
$2,462,269,677
16,308,475
33,190,775

—0—
13,600,000
$ 13,600,000

236,936,000
1,517,867,000
660,103,000
306,338,000
$2,721,244,000
$2,734,844,000
2,280
329,968,758
9,095,652
14,724,941
$5,600,404,558

$2,583,779,165

2,504,750,423
46,086,566
49,182,666
41,704,414
$2,641,724,069
263,435,034
995,202
$5,489,933 470

31,668,000
66,723,686
2,139,706
9,939,696
600,404,558

$ 1,958,6100

Dec. 31, 1953

$2,413,597,258
84,574,810
$2,498,172,068
20,939,250
37,312,081

500,000
1,515,000
$ 2,015,000

283,065,000
634,154,000
1,446,085,000
396,981,000
$2,760,285,000
$2,762,300,000
2,291
354,867,230
1,262,962
16,567,462
$5,697,423,344

$2,639,876,970

2,550,756,377
39,022,647
41,347,866
42,369,163
$2,673,496,053
279,224,876
1,396,106
$5,593,994,005

29,210,550
62,182,485
2,139,706
9,896,598
$5,697,423,344

$ 2417143
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EARNINGS AND EXPENSES

CURRENT EARNINGS

Discounts and advanCes..........
[ndustrial 108N S ...
Commitments to make industrial loans
United States Government securities

1954 1953
........................................ $ 237295 § 1481482
......................................... —0— —0—
................................ —0— 19

47,450,053 50,389,485

AT O ET oo 4,877 11,520
Total CUrrent BarNiNGS......vmmmmmmmsssssmssmnsns $ 47692225  § 51,882,682
CURRENT EXPENSES
Total Current eXPENSESL... s $ 13,035,670  $ 13,627,072
Less Reimbursement for certain fiscal agency and other
BXPENSES wovvrvrersemssssssssssssssssssssssssssssssssssss s 2,199,963 2,306,505
NEt EXPENSES orvvsvsrmsvsssmsssssssssssmssssssssssnsnes $ 10,835,707 ¢ 11,320,567
PROFIT AND LOSS
CUITeNt NEt BAMNINGS..v.vvvmvsvsrsmsssssssssnss s $ 36,856,518  § 40,562,115
Additions to current net earnings:
Profits on sales of U. S. Gov't, securities (net).......... 46,035 184,658
AL OTRET covrrrsssnssssssssssssssssssssssssssssns s 339 626

Total additions

Deductions from current net earnings:

$ 46374 § 185284

REIrement SYSTEM oo —0— 273,223

Reserves for contingencies 43,097 58,317

7,145 3,103

Total deductions ... $ 50242 § 334703

NEt dEAUCIONS ..o $ 3868 149419
Net earnings before payments

10 U. S, TIRASUIY oo $ 36,852,650  § 40,412,696

Paid United States Treasury (interest on F. R. notes). .. 30,487,823 33,849,577

Transferred to Surplus (Section 7)
Surplus (Section 7) January 1

Surplus (Section 7) December 31

1,823,626 1,706,034
$ 4541201 § 4,857,085
62,182,485 57,325,400

.......................................... $ 66,723,686  § 62,182,485

lincludes normal depreciation on bank premises, assessment for expenses of Board of Governors, and

cost of Federal Reserve currency.
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DIRECTORS
January 1, 1955

Chairman of the Board and Federal Reserve Agent
A. H.Brawner

San Francisco, California
Deputy Chairman

Y. Frank Freeman

Hollywood, California

C'arroll F. Byrd W alter S, John'son . John A. Schoonover
Willows, California ~ San Francisco, California Boise, Idaho
M. Vilas H ubbard Alder]G.Roalch _ Reese H.Tayllor _
Pasadena, California  San Francisco, California ~ Los Angeles, California
(Vacancy)

LOS ANGELES BRANCH
Bryant E ssick, Chairman

Anderson Borthwick Hugh C.Gruwell Paul H.Helms JamesE. Shelton

PORTLAND BRANCH
Phitip |. W e1k, Chairman
JH. McN ally John B.Rogers E.C.Sammons W irtiam H. Steiwer, Sr.

SALT LAKE CITY BRANCH
Joseph Rosenblatt, Chairman

Harry Eaton GeorgeS.Eccles Russell S.Hanson Geo.W.W atkins

SEATTLE BRANCH
D.K.MacDonald, Chairman

James Brennan Charles F. Frankland S. B. Lafromboise Ralph Sundquist

MEMBER FEDERAL ADVISORY COUNCIL
John M. W al1ace, Salt Lake Clty, Utah

INDUSTRIAL ADVISORY COMMITTEE

W arter A. Starr, Chairman W akefield Baker, Vice Chairman
E.S.Dulin Keith G. Fisken ].A.Folger
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OFFICERS
January 1, 1955

C.E. Earhart, President
H. N. Mangelts, First Vice President

E.R. Minara, Vice President

H.F. Siade, Vice President _
Eniot J. Swan, Vice President and Cashier
0. P. Wheeter, Vice President

R.H. Morrit, Assistant Vice President  H. E. H emmings, Assistant Cashier
J. L. Barbonchierti, Assistant Cashier ~ R. C. Mirtiken, Assistant Cashier
T. W. Barrett, Assistant Cashier. A.H. Price, Assistant Cashier

D. M. Davenport, Assistant Cashier

H. A rmstrong, General Auditor
E.H. Gatvin, Chief Examiner
John A. 0K ane, General Counsel

LOS ANGELES BRANCH
W. F. vorberg, Vice President and Manager

C. H. watkins, Assistant Manager
M. J. D avies, Assistant Manager
G.D. Parker, Assistant Manager
J.R._Robinson, Assistant Manager
W. J. T homas, Assistant Manager

PORTLAND BRANCH

J. A Randar1, Vice President and Manager

D. E. Bent, Assistant Manager
C. H. Mercer, Assistant Manager
A. B. Merritt, Assistant Manager

SALT LAKE CITY BRANCH
W. L. Partner, Vice President and Manager

E.R Barglebaugh, Assistant Manager
A. L. price, Assistant Manager
T. M. Simmons, Assistant Manager

SEATTLE BRANCH

J. M. Leisner, Vice President and Manager

R. E. Everson, Assistant Manager
W. R. sandstrom, Assistant Manager
D. E. Simms, Assistant Manager
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