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MEMORAI'DUM TO
GOVZLNORS' CONFERENCE

from
FEDERAL TFESERVE BOARD'S
COMIITTEE ON ECOWOMY & EFFICIENCY
The Federsl Reserve Board's Committce on Bconomy snd Efficiency desires
to refer the following matters to the Governors for their considerstion and
for such action as they may desire to take.
1. RecO@mendation.for the appointment of an operating
comrittee to stendardize the principsal supplies usad,

and in 3ll cases where ssvings csn be effectad by s
doing, to arrangs for joint purchasing of such suppfies.

In conmnsction with the study of the Currency end Coin functions, this
Comrittee investigated the veriety and cost of the principsl suppliss used.

The information obtained clesrly inaicates thst thars is opportunity for sub-
stantiel savings through stendsrdization of sizes and quality, snd in some in-
stances, through joint purchasing.

In thzs case of money bands, of which the system uses sbout 20,000,000
annually, there was found to be a great variety of sizes and s wide range in
the quality of psper with prices ranging from 33 cents to $4.00 per thousand,
most of the banks paying from §1.00 to $1.50, the prices bearing very slight,
if any, relation to tha quality of paper.

A similar situation exists with respact to money bags, of which the
System uses sbout 750,000 per snnum.

are was also found to be a wide varistion in the prices psid for

some standard products such as l2ad seals, on which prices rangsd from $6.25
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to $13.76 per thoussnd, most of the banks purchasing the projuct of but two
ranufacturers.

With respect to supplies the first necessary step toward economy is
to stondardize both guality sna size, aftax which probably with respect to most
iters, one bank can purchss:z as cheaply as snothar. On soms few iters, how-
gver, lower prices can be obtainad through joint pﬁrchasing. Therz should
also be some srrangement for the exchénge of information concarning prices
ete.

It is Recormended thst the Governgrs dasignaté a committee with powsr
to standardize and to obtain the use of such stendardized suppliss by all
benks, and slso to arrange for the joint purchas: of supplies in all cases
whaere substential sconomics can be effected by such standardization or pur-
chase. |

2. Recommendations concerning Insurance.

At the rsquest of the Federal Lssorve Board the Committes has investi-
gated the Insurance carried by all banks. There has besen notad a consideraols
variation in the smount snd kinds of ineursnce carried, and especially in the
"limits" specificd for the various typ:s of lisbility insurance, but the con-
Gitions unaer which the ssvaral baﬁks ar: operating vary so grestly that the
Committee considers it advissble to defer any recommendation with rsspsct to
this type of insursnce until the banks are in their new buildings.

Thers arz, howsver, two classes of insursnce concerning which the

Committee makes recommandations as follows:
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(8) Empioyess Group Life Insursnce.

The Coimittzse has obtaincd considarable data on this subject. Six
of the benks heve practically identical policies issued by the same compsny,
The Egquiteble Life Assursnce Society, s mutusl compsny issuing participating
policiss under which the real cost is determin:d by the size of the annusl di-
vidend. Four of the banks hsve policiss issusd oy the Astna Insursnce Com-
pany, a stock company issuing non-participsting policies whers the cost is
fixed by the premium rsts, the rate being adjusted from time to time in line
with the "experience of the group". The remaining two banks hove policies in
separate compsnies, ons a stock and the oth v a mutusl company.

The cost of group life insursnce is in part dstermined by the ex-
perience of ¢ach saparate group. The weight given ths “experisnce" varies
greatly with the size and age of the group, swall groups rzceiving prac-
ticelly no benefit from a favorable cxpericnce, but the benefits greduslly
incrsase until with groups of 10,000 cmployess or more which hsve bz2n in
existence for from ten to fifteen years thoe cost is determined slmost 2ntire-
ly by the y2ar to yzar "expericnce" of the group.

It is the aim of the ocompanies to ultimately write this insurance
for large groups at a margin of about 15% sbove cost, that is losses.

As against this theoreticsl cosﬁ the cost to ths twelve reé;rva
banks has, during the past thrse years, svaraged sbout 65% sbova losszs, dus
to th: fact that nonsz of the groups are large c@nough to get the full benefit
of their favorabl: cxpericnce, and in part to the length of tims the groups

have boen in oparation. Tae cost to the System is about $100,000 per snnumw-
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Had arrangzments been mede in the beginning so that the tweslve banks
could havs been considsred as on: group, the cost to the banks up to this time
would haves becn very rmuch loss then it hes been.

Therc are two possible ways of raducing the cost of this insurance:
by placing all the insurance with one company with en
arrangement under which the ratz will bz determined on
tas basis of the cxpsrience of sll bsnks considerzd as

ons group, thus establishing a group of 12,000 livss.

By self insurance.

This Committee thinks favorably of sclf insurence for this risk,
end, therefors, Recommends that the matter be referrad to the Insurance
Committee of the Governors' Conference for thorough investigation end report
with a plan of operation.

(v) Automobile Insursence.

This item of insursncs is costing the System approxin@fely
$10,000 per annum. The rates vary greatly with the size of the city where
the car or truck is operated.

The only way in which the cost can bs reducad sppzars to be
by placing the business entiraly through on: company.

If 211 banks will agree to place this particuler insursnce through
onz company it is b:lisved that a saving of approximstely 20% con be offect-
ed from the 1ocal manusl ratcs now being paid by all banks.

This reduction would be obtained in part becsuse of the amount

of ths insursnce t0 be written and in part on the ground that the banks re-

present a preferred risk.

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



e T

Esch bank would of course be at liberiy to fix its own limits and
to com: into the arrangemant with the sxpiration of.its present insurance.

This Committ-e Recormends theracceétancé of the plen by a1l bonks.

In the avent of favorasble asction on the abové recommendation the de~
tails can be completed cither by this Committe: or by the Insursnce Commit-
tee of the Governors' Confirence

3. Recommsndation for the Investigation of the Cost of
szcuring Credit Information.

In conncetion with th: study by the Committoe of the "Losns, Redis-
counts ond Investment" functions of the Banks it was noted that there is a
wide varistion in the cost of operating the seversl Crsdit Depsrtments.

This Committes obtsined from cach benk a statement of its policy
in sccuring crodit informstion, and from this data it would appzar thet
cither some of th: benks are doing too much in this rsspect, or others are not
doing enoughe

The Commiﬁtea doas not consider that it can msks any cefinite sugs -
gestions on this subject and Racommends thercfore that the matter be referrsd
by the Governors to a Committes of Federsl Rescrve Credit men for investige-
tion snd report.

L. Reconmendations concerning cost of frese scervices and
othar activities carrizd on as a metter of policy.

The Committee has found upon an anslysis of the cost of the free ser=
vices and other activities carried on as a matter of policy that there is &
wide variation in the policies of the seversl banks with respeet to these &%

penses, some banks expending much more than others on cértain items and nsar-
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This condition leads to the conclusion thst esventuslly, as thsse sev~
vices are more uniformly used in all districts, svery benk will, with respsct
to each separate item, level uwp proportionately to the high bank, in which
case the expensss coming under these heads will incrsase very materislly in
every bank.

It is not the province of this Committi:zs to meke recormmendetions for
the reduction of present activitiss of the banks in this connzsction. It does
believe it is its duty, however, to point out that a coatinuance of ths present

policy is bound to rcsult in a very great incresss in these sxpenses over &
period of years and that the banks should know how much they are likesly to be
ultimately obliged to expsnd, so that if it is considerzd necsssary, steps may
be taken to control these items.

It is therefore Recommended that the Governors toke steps to deter-
mine for cach bank and for the System as a whole, what may be the spproximats
ultimate totsl cost of cach free service now being given, assuming esch s3T-
vice is used to the fullest extent by all banks-

With this informstion available it should be possible to determine
whether or not the total for any item is more then the System would be warrant-

ed in expending for the purpose, and in the event that tha total for any item

is considered excessive, steps could at cnce be taken to control it.

November 12, 1923.
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