BOARD OF GOVERNORS R-155

OF THE -

FEDERAL RESERVE SYSTEM 1

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 3, 1938.

SUBJECT: Code Word Covering® New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac- .
tions in Government securities between Federal
reserve banks, the following code word has been
designated to cover a new issue of Treasury Bills:

"NOZKYD" - Treasury Bills to be dated
Jenuary 5, 1938, and to
m=ture April 6, 1838.

This word should be inserted in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word "NOZKUP" on page 1.72.

Very truly yours,

J. C. Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS

Digitized for FRASER
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BOARD OF GOVERNORS

OF THE 2
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 5, 1938
» . R=154

SUBJECT: Forms for use during 1938

‘Dear Sir:
There are being forwarded to you today under separate

cover, the number indicated of the following forms for use at

your bank during 1938:

Form 160, copies
’ Form 1604, copies
Form 160B, copies
! Form 160C, copies

Very truly yours,

E. L. Smead, Chief,
Division of Bank Operations.

TO THE PRESIDENTS OF ALL FEDERAL RESETVE BANKS

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



R-155

BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For immediate release January 5, 1938

The Board of Governors cf the Federal Reserve'Sys—
tem today announced the appointment of Mr. Oscar Johnston
N of Scott, Mississippi. as a class "C" director of the
Federal Resérve Bank of St. Louis for the three-year

term ending December 31, 1940.
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PRESS STATEMENT January 6. 1938.
BOARD OF GOVERNORS - o

OF THE
FEDERAL RESERVE SYSTEM R-156

For immediate release

g Preliminary figures received by the Board of Governors from the Federal
Reserve banks indicate that current earnimgs of the Federal Reserve banks
during 1937 amounted to $41,232;000 and total current expenses to $28,800,000.
As compared with 1936, current earnings increased by $3,331,000, while current
expenses were reduced by $1,074,000. Current net earnings for 1937 were
$12,432,000 as compared with $8,027,000 in 1936. Additions to current net
earnings during the year amounted to $3,360,000, of which $2,413,000 came
from profits on sales of United States Government securities. The balance
represents miscellaneous credits to current net earnings. Deductions from
current net earnings include $1,423,000 representing the final assessment for
the cost of the building for the Board of Governors, which was occupied by
the Board in August, 1937; $2,522,000 for prior service contributions to the
Retirement System, which will be completed under the present schedule by the
end of 1939; $508,000 for charge-offs and reserves for losses on industrial
advances and commitments, and $538,000 for other miscellaneous purposes.
Making these additions to and deductions from current net earnings leaves net
- earnings for the year of §10,801,000 available for dividends, surplus, etc,
This emount was distributed as follows: Dividends to member banks - $7,942,000;
payments to Treasury.of United States under provisions of Section 13b of the
Federal Reserve Act relating to industrisl advances - $176,000; net additions

to surplus accounts - $2,683,000.
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R~157

BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For immediate release January 7, 1938.

The Board of Governors of the Federal Reserve System
today announced the appointment of Mr. W. C. Coffey of St.
Paul, Minnesota, as class "C" director of the Federal Reserve
Bank of Minneapolis for the unexpired portion of the three-
year term ending December 31, 1939, to succeed Mr. F. W. Peck
whose resignation as class "C" director has been submitted to
the Board and accepted to be effective at the close of January

31, 1938.

Federal Reserve Bank of St. Louis



BOARD OF GOVERNORS R-158 6
OF THE

FEDERAL RESERVE S5YSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 10, 1938.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:
In connection with telegraphic transac-

N tions in Government securities between Federal
reserve banks, the following code word has been
degignated to cover a new issus of Treasury Bills:

N "NOZLAP" -~ Treasury Bills to be dated

January 12, 1938, and to
mature April 13, 1938.
This word should be inserted in the Fed-
eral Reserve Telegraph Code book, following the

supplemental code word "NOZKYD" on page 172.

Very truly youré,

J. C. ,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE Bmmss’

Digitized for FRASER
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BOARD OF GOVERNORS R-159
aF THE -

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 11, 1938.

Dear Sir:
There are inclosed herewith
copies of statement rendered by the
N Bureau of Engraving and Printing,
covering the cost of preparing Fed-
eral reserve notes tfor the month of

i December, 1937.
Very truly yours,
+ f‘/
O poctk,

0. E. Foulk,
Fiscal Agent.

Inclcosure.

TO PRECIDENTE OF ALL FEDERAL RESERVE RANKS.

Digitized for FRASER
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R-189-a

Statement of Bureau of Engraving and Printing
_ for furnishing Federal Reserve Notes,
. December 1 to 31, 1937.

I'ederal Reserve Notes, Series 1934

Total
$10 $20 Sheets Amount
Boston 105,000 20,000 125,000 $ 12,000.00
New York 175,000 40,000 215,000 £0,540.00
- Priladelphia 90,000 25,000 115,000 11,040.00
Cleveland 70,000 £5,000 95,000 9,120.00
Richmond 45,000 25,000 70,000 6,720.00
N Atlanta 45,000 25,000 70,000 6,720,00
Chicago 100,000 50,000 150,000 14,400,00
. St. Louis 40,000 25,000 65,000 6,240.00
Minneapolis 30,000 25,000 55,000 5,280.00
Kansas City 35,000 - 35,000 3,360.00
Dallas 25,000 - 25,000 2,400,00
v San Francisco 75,000 40,000 115,000 11,040.00

25,000 300,000 1,135,000 §108,960.00

1,135,000 sheets @ $96.00 per M,......$108,960.00
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R-160

BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For immediate release January 11, 1938

The Board of Governors of the Federal Reserve Sys—
tem today announced the appointment of Mr. Dolph Briscoe
of Uvalde, Texas, as a director of the San Antonio branch
of the Fedcral Rescrve Bank of Dallas for the unexpired

portion of the threce-ycar term ending December 31, 1940.
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BOARD OF GOVERNORS 2 10
5 OF THE ]
FEDERAL RESERVE SYSTEM
WASHINGTON
ADDRESS OFFICIAL CORRESPONDENCE
January 11, 1938, TO THE BOARD
v SUBJECT: The Theft of Two $500
Federal Reserve Notes.
Dear Sir:
There are attached a copy of a lettef, dated December
22, 1937, from Mr. John E. Osborn, Agent in Charge, to Mr. Frank
¥ J. Wilson, Chief, United States Secret Service, and a copy of a
letter, dated January 6, 1938, from Mr. Frank J. Wilson, Chief
of the Secret Service, to Mr. Morrill, Secrctary of the Board,
* with regard to the theft of two $500 Fedcral Reserve notces,
serial numbers GOO0E8970A and JOOOL3101lA.
> In accordance with Mr. Wilson's request, it will be ap-

preciated if you will bring this information tc the attention
of the appropriate officers and employees of your bank and
branches, with the request that they notify the nearest field
office of the United States Secrct Service at once should either
or both of these notes be received.

Very truly yours,

P

A ota

L. P. Bethea,
Assistant Secretary.
Inclosures.

Digitized'for FRASER TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS

http://fraser.stlouisfed.org/
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COorY R-161-a
TREASURY DEPARTMENT
. Field Force
Secret Service Division

- File 11-47/0C
Oklahoma City, Oklahoma
December 22, 1937

Mr. Frank J. Wilson,
Chief, United States Secret Service,
Washington, D. C.

Sirs

For the purpose of cooperating with local police,
it will be appreciated if the Treasurcr and all of the
Federal Reserve Banks be requested to give notice upon
their receipt of either or both of two $500 FR notes
Nos. GOOO88270A and JOOO13101A,

These twe notes were included in the loss of $1175
suffered by Mrs. M. Pannill, 4253 West Main Street,
Oklahoma City, Oklahoma, in a hold-up that occurred
N in this city on December 17, 1937.

Respectfully,
(Signed) John E. Osborn
John E. Osborn,
Agent in Charge.
Approved:
(Signed) Wm. H. Davenport,

Wm. H. Davenport,
Acting Supervising Agent.

Digitized for FRASER
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CopY . R-161-b
TREASURY DEPARTMENT
Washington, D. C.

January 6, 1938.

Mr. Chester Morrill, Secrectary,
Board Of Governors of the Federal Reserve System,
Washingtou, D. C.

Sir:

We enclose letter under date of December 22,
1937, reccived from our Agent in Charge at Oklahoma
City, Oklahoma, which concerns two $500 Federal Reserve
notes, serial numbers GOO088970A and JOOO13101A, these

notes having been recently stolen from Mrs. M. Pannill
of 425% West Main Strcet, Oklahoma City.

May we please be notified if either or both of
thesc notes arc received by any of the Federal Reserve
Banks?

Yours very truly,
(Signed) Frank J. Wilson

Chief, Secrct Service

Enéloauré«

Federal Reserve Bank of St. Louis
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BOARD OF GOVERNORS i3
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

Janvary 12, 1938
R=-162

Dear Sir:

In order to provide a currcnt statistical analysis of the reserve
position of membcr banks, it will be appreciated if you will furnish the
Board with five statcmoents, in accordance with the incloscd Form R=162a,
covering, respectively, (1) Contral Rescrve city banks, (2) Reserve city
banks, (3) Country banks in places with a population of 100,000 or more
eccording to thc 1930 census, (h) Country banks in places with a popula-
tion of 15,000 or morc but less than 100,000; and (5) Country benks in
places with a population of less than 15,000, A supply of Form R-162a,
for your use in submitting thc desircd reports, is inclosed.

It will be noted that in each statement the member banks are to
be grouped according to percentage ratios of average reserve balances to-
i average required reserves during the week ended Friday, January 1L, 1938.
The number of banks in each group is to be shown, together with daily
average figures of required reserves on demand deposits and on time de-
posits, reserve balances, and balances due from domestic bankse In addi-
tion, the number of banks in each group is to be broken down eccording
to the ratio of balances due from domestic banks to required reserves.

We should like to have all five statements rcach the Board's of=-
fices not later than Thursday, January 27. Accordingly, it is suggested
that any of the statements that cannot be forwarded by regular mail or
air mail in time to reach the Board'!s offices on that date be telegraphed.
If a statement is telegraphed the code words shown on Form R=162a should
be used to designate the various items of information called for by the

form.
Very truly yours,
Chester Morrill,
Sceretary.
>
Inclosurcse.

Digitized for FRASER
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' mmsxs OF RESERVE FOSITION OF MEMBER BANKS DURING THE WEEX ENDED FRIDAY, JANUARY 1L, 1938

-
(LII. amounts should be averages of daily figures for the week ended Friday, January 1l, 1938.

R 162-a

Reserve balances should be obtained from the Federal

- Reserve bank?®s bookss Required reserves and balances due from domestic banks should be obtained from semi~weekly, weekly, and semiemonthly reports

of deposits sutmitted for reserve computation purposess

Balances due from domestic banks should correspord with eolumm 2 in such reports and,

accordingly, should exclude cash items in process of collections If, in the case of a few country benks, the reports of deposits for the semi-
monthly period ended January 15, 1938 are not received in sufficient time, the daily averages for the entire semi-monthly period ended December 15,
1937 may be substituted in so far as required reserves and balances with domestic banks are concerned, but reserve balances should in all cases cover
In such cases the Board should be furnished by mail with a statement showing the name and location of each bank for
which a substitution was made, also the amounts of its required reserves on demand.deposits, required reserves on time deposits, reserve balances,

the week ended January 14, 1938.

and balances due from domestic bankse

doposits have been received. )

Federal Reserve District

Class of banks

A revised summary report on this form should be rendered to the Board as soon as the missimg reports of

(Amounts in thousands of dollars)

Total Aggrégate averoge . Number of banks With the following ratios
number of required reserves A & ot Lggrogate of average balances due from domestic
banks in geregato | Aggregate | average banks to avernge required reserves
the per= On on average average balancos B oF lwmg__—or ﬂrm oF
centage demand time b:;servo GXCess gue f:gm Less | pire but{more but |more but 20?

group deposits - deposits ances roserves omes sc ;g;n lesgo;!mn less than lesgéha.n mors
S bank 10( 150 . 2
Code 1tem ABAK ADAR FAZAY AGRL ZCAD | AY | AKER | —W‘M‘“W"M‘

Banks with the following percentage o ' ' . !
- ratios of averege rescrve balances .
“ to average required reserves: _ ) _

{1) Less than 100 : . i '

(2) 100 or more but less than 110

(3120 = " " " T 125 .

(Ly2s » " . mom 350 . , o

(5150 » " " A ¥

(6) 175 " L n n " 200

(7) 200 or more

(8) Total

Digitized for FRASER
http://fraser.stlouisfed.org/
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BOARD OF GOVERNORS R-163

OF THE 15
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 13, 1938.

Dear 35ir:

There are being sent you under separate cover
today copies of an address made by Mr. Szymczak on
this date béfore the Pittsburgh Chapter of the American
Institute of Banking, Pittsburgh, Pennsylvania, on the
subject: "The Federal Reser&e System as a Central
Banking Organization".

Copies of the address are being forwarded to i

» you for the purpose of making them available to the of-
fiéers and directors of your bank andAbranches, if any,
and to any member banks which may desire them. Addi-
tional copies will be furnished upon request.

Very truly yours,

i

L. P. Bethea,
Assistant Secretary.

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS

Digitized for FRASER
http://fraser.stlouisfed.org/
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"THE FEDERAL RESERVE SYSTEM AS A CENTRAL BANKXING
ORGAN1ZATION"

ALDRESS BY

M. S. SZYMCZAK, MFMBER,
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM,

before the

PITTSBURGH CEHAPTER,

AMERICAN INSTITUTE OF BANKING

William Penn Eotel,
Pittsburgh, Pennsylvania,
Thursday, January 13, 1938,

6:30 P.i.,

Not feor publication before
6:30 P.M., Thursday,
January 13, 1938.

Louis
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I i

THE FEDERAL RESERVE SYSTEM
AS A
CENTRAL BANKING ORGANIZATTION

Because the Federal Reserve System is distinctly American, and,
unlike the central banks of Europe, is organized on a regional plan, the
term "central banking" has not been very commonly applied to it. But it
is an extremely useful term, for it emphasizes the essential fact that
the functions of the Federal Reserve Banks are different from those of
privately managed banks operated for profit. Too often, it seems to me,
consideration of the purposes and activities of the Federal Reserve Sys-
tem is approached from the point of view of resemblances, real and imag-
inary, between the Federal Reserve Banks and privetely menaged banks, It
would be more instructive to emphasize the differences. Centrsl banking
is a matter of regulating the supply =nd cost of credit. The Federal Re-
serve Banks are engaged in central banking, and privately managed banks

> are not.

The term central banking, which does not appear in the Federal
Reserve Act, is a relatively new expression. It relates to certain spe-
cific functions directed at the money market and performed by the Fed-
eral Reserve System under the asuthority of the Federal Reserve Act. In
other countries, similar functions are performed by the Bank of Canada,
the Bank of England, the Bank of France, and the Germen Reichsbank, to
use only a few of the many possible examples. In discussions by students,
it is especially important that the thing which is being discussed bhe
called by a rame which clearly and defiritely distinguishes it. I Teel

that recognition of the fact that the Federal Reserve System performs

Digitized for FRASER
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certain cent>al banking functions is properly the first step to be taxen
{toward an understanding of its essential purposes and activities.

Central banking is a public function. Either by statute or cus-
tom, every central bank is subject toc a certain amount of control by the
government of the country in which it is situated, though not every cen-
tral bank is government owned. The twelve Federal Reservs Banks, for
example, operate under the control of the Board of Governors in Washing-
ton, but their capital is supplied by the banks which are members of the
Federal Reserve System and is not supplied by the government., The capi-
tal of the Bank of England, the Bank of France, and the German Reichs-
bank is furnished wholly by private interests. In Russia, Finland,
Sweden, Australia, and New Zealand the government furnishes the entire
canital of the central bank and in numercus countries - Canada, Mexico,
Argentina, Guatemala, Bolivia, and others - the government furnishes an
important part of the capital.

N There is a central banking institution in practically every civ-
ilized country. The Bank of England and the Bank of Sweden have been in
existence more than two centuries; other central banks are more than a
century old; still others have been established only in recent years.
The older institutions have evolved into their present position as the
result of long experience and custom; the newer ones have been expressly
established as central banks by law.

The reason for this difference is that the function of central
banking has only gradually emerged over a long period of time. Under the

economic conditions that prevailed severzl centuries ago there was no

Digitized for FRASER
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nlace for a central banking organization as we know it. The modern bank-
ing and credit system itself had not developed. The economy under which
nntions existed was by our present dey standards a very simple one. The
seme thing is still true in many countries. Their industrial and finen-
cial development is such that they have little or no occasion for the
gservices of a central banking institution. It is only where there is a
diverse and highly develcped economy, a3 in the United States and Canada,
to name only two such countries, that a full and active use of central
bank facilities becomes desirable and, indeed, necessary. The Bank of
England, which is nearly two hundred and fifty years old, was established
beforc the need for central banking in the modern sense had arisen. It
was originally regarded as @& private institution, operated for profit,
and in competition with other banks. It was distinguished by the fact
that it enjoyed certain privileges, made loans to the government, and
acted as the fiscal agent of the government. In process of time it as—
N sumed in some cases, and in other cases had thrust upon it, the obliga-
tion to perform those services for other banks and for the money market as
a whole which we now recognize as central banking services., In 1848 a Com-
mittee of the House of Commons described it as follows:
"The Bank is a public institution, possessed of

special and exclusive privileges, standing in a peculiar

relation to the Government and exercising, from the mag-~

nitude of its resources, great infiuence over the general

mercantile and monetary transactions of the country.

These circumstances impose upon the Bank the duty of a

consideration of the vublic interest, not indeed enacted

or defined by law, but which Parliament in its various

transactions with the Bank has slways recognized and which
the Bank hes never disclaimed."

Digitized for FRASER
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This statement indicates, as I said, that the present position
of the Bank of England as a central bank was not determined by law, but
gradually developed out of experience and custom, In this country his-
tory has been different. Here, as in many other countries, the need for
central banking operations was met not by the adaptation of institutions
already ecxisting, but by establishment of institutions specially created
for the purpose,

Yet it might have been otherwise in this country. If the Bank
of the United States, which was established in 1791 when Washington was
President and Hamilton was Secretary of the Treasury, had had its exist-
ence continued, it would be by now ome of the oldest central banks in
the world. The Bank of the United States was the fiscal agent for the
government; its notes provided a circulating medium amenable to central
control; it exercised restraint upon the note issues of the Stats banks.
In these respects it had the beginnings of a central bank. But condi-

» tions did not then call for a central bank in the modern sense. In the
modern sense, the central bank holds the reserves of the banking system
and offers rediscount facilities for the replenishment of reserve bal-
ances, There were at that time, however, only a few other banks in the
United States and the present day practice of maintaining reserve bal-
ances had not developed; with minor cxceptions, each bank kept its re-
serves in its own portfolio and vault. By the same token the Eank of
the United States was not generally recognized as an institution to which
other banks might send their paper for discount when they needed reserve

funds. The Bank was en important buyer of bills, of which there was a
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relatively large supply, incidental first to foreign trade and later to
inland trade, but its purchases were not made, spparently, for the pur-
pose of regulating the money or exchange market. Like those of other
banks, they were made for investment and vprofit. The Bank's acquisition
of government obligations, the supply of which was relatively small, were
¥ also made primarily for investment and profit. In process of time, how-

ever its operations in bills and government obligations, like those of

y
the Federal Reserve Banks and other modern central banking institutiomns,
would undoubtedly have come to be governed not by the profit motive but
by the motive of adjusting the supply of fundés in the money market to

the needs of sound business.

That the characteristics of a modern central bank were not de-
veloped by the Bank of the United States is logical, therefore, in view
of the rather primitive economic situation then provailing in the United
States. There were few banks, nc large seasle »nroduction, only rudimen-
tary transportation, and 1ittle cash capital. Because there was no oc-
casion in such a situation for a modern central bank, the Bank of the
United States was very little differentiated from other banks. Lilte them,
it not only acquired investments for profit, but msde loans to private
individuals and held their deposit accpunts. 1In these respects, there-
fore, it was like the Bank of England and others of the older central
banks and unlike our present day Federal Reserve Benks.

The charter of the Bank of the United States was not renewed and
in 1811 its existence came to an end. The need of the federal government

for a fiscal agency was pressing, however, and five years later in 1816 a
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second Bank of the United States was chartered. As in the case of the
first Bank, this institution was not confined to banking services for

he govermment. It cultivated commercisl banking business in competi-
tion with other institutions, and this fact was to a considerable ex-
tent responsible for the political hostility which eventually brought

its career to an end., Because the life of the second Bank extended into
a period when national development brought about gquite different economic
conditions from those that had obtained in the first years of the repub-
lic, the second Bank came to perform more prominently those services
which we now recognize as central banking services. Like the first Bank,
it was fiscal agent of the government, it sought to exercise a corrective
influence upon American banking practice as a whole, it furnished a uni-
form circulating medium, it put pressure upon local banks to meet their
obligations. During the period the second Bank was in operation under
its federal charter, namely, from 1817 to 1837, intenase and revolution-

- ary changes came about. The population of the gountry greatly increased,
a large number of new states were added to the union, transportation was
immensely improved, the corporate form of enterprise with its requirement
of a large supply of capital funds, such as could be available only in a
money market, became common.

In spite of the great services the Bank performed and the pros-
pects that it might in time have performed still greater ones, it became
involved in a bitter political controversy with the President of the
United States. Andrew Jackson ordered the federal government's deposits

withdrawn and curtailed the Bank's services as fiscal agent. The Bank's
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charter as a federal instituticn was not renewed. From that time till
1914, a period of approximately eighty years, this country was without
a central banking orgsnization.

< I need not remind you how important were the developments within
the span of those eight decades separating the second Bank of the United
States from the Federal Reserve System. The population increased from
15,000,000 to 100,000,000, the number of states from 25 to 48. The set-
tled area expanded from the Mississippi to the Pacific. Gold was dis-
covered in California. The Civil War wes fought. Railway transportaticn
had its beginning and spread over the whole country. The telephone and
telegraph, the electric motor, the electric light, and the automobile
were originated and became poweriul factors in American life. Large
scale production methods were worked out. The corporate form of enter-
prise became dominant in business. Cash capital accumulated and a great
money market developed.

It was changes such as these, with their profound effects upon
monetary requirements, that made the need of a central banking organiza-
tion imperative., Without such an organization, there was no one recog-
nized custodian of bank reserves, there was no one recognized lender of
last resort capable of cushiorning the effect of credit stringency, there
was nc one recognized authority watchful of untoward tendencies in the
field of credit and empowered to put corrective measures into effect.

In the absence of any central banking institution to hold reserves,
and in the absence of a system of widespread braench banking, the custom
of the correspondent relationship had become esteblished. Under this re-

3 lationship, which of course still continues though modified in significance
Digitized for FRASER
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since the Federal Reserve Banks were established, banks throughout the
céuntry maintained their reserve balances with metropolitan correspond-
ents. These correspondents, relatively few in number and situated mostly
in New York City, performed indispensable functions for the banking sys-
tem as a whole. They supplied currency, they cleared and collected
checks, they rediscounted the paper of country banks. But these were
not their primary functions as privately managed banks, and there was no
public obligation to perform them. As much as they could, the city cor-
respondents met the needs of the rest of the banking system, but they
were under four very serious limitations. The first was that they were
operated for profit and not as publie institutions. The second was that
they had the needs of their local non-bank customers to meet, and the
needs of these customers were often in conflict with the needs of country
banks. The third was that they were under inflexible reserve requirements,
which diminished their rediscount powers at the very moment those powers

r were most needed. The fourth and perhaps most important was that they had
no ready source of reserve credit available to them outside their own
vaults; there was no central banking institution to which they could trans-
fer some of their earning assets in exchange for additional reserve funds,
and such relief as they could get had to be sought in a feverish and ex-
hausted market. They stood at the end of the line, with their backs to
the wall and with the credit noeds of the whole country converging upon
them.

This was a decidedly unsatisfactory situation. It not only meant,
as I have already said, that there was no authority charged with responsi-

bility for maintaining sn orderly money market, and that there was no
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lender of last resort with powers flexible enough to meet both individ-
ual and general demands for additional reserve funds; it meant that in
fact the public interest involved was left largely in the hands of cer-

¢ tain metropolitan banks, whose responsibilities were divided and whose
powers were incommensurate with the burden placed on them.

In establishing a central banking organization through the pro-
visions of the Federal Reserve Act, Congress departed in important re-
spects from the example of previously existing central banks. The most
striking departure lay in creating not a singlec institution, such as the
Bank of England, the Bank of France, the German Reichsbank, or the two
former Banks of the United States, but a system of twelve regional insti-
tutions, or Federal Reserve Banks, each serving a particular district and
coordinated in nation-~wide policies through a governing Board in Washing-
ton.

Another departure lay in the means of providing capital for the
Federal Reserve Banks. Other central banking institutions then in exist-
ence usually had their capital provided by the sale of shares to the pub-
lic. This had also been the case with the two former Banks of the United
States, and when the second Bank's existence as a federal institution ceme
to an end, the government had had great difficulty in realizing upon its

" shares. Congress provided that the capital of the twelve Federal Reserve
Banks should be supplied wholly by the banks that became members of the
Federal Reserve System. But it did not thereby put the member banks in
control of the Federal Reserve Banks, in the sense in which ownership of

a corporation's stock ordinarily gives control. Congress predetermined
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the amount of capital to be supplied by the member banks, and forbade

the sale, transfer or hypothecation b} any member bank of the shares of
Federal Reserve Bank stock ownecd by it. This prevented concentration

of ownership by purchase of stock., Congress limited the dividends to

6 percent per annum, and reserved the Federal Reserve Bank surplus, in
the event of liquidation, to the United States. It allowed the member
banks to elect six out of nine directors, but required that three of

the six directors elected by them represent other lines of business than
banking. It authorized the governing Board in Washington to appoint the
remaining three directors, cdesignating one as Chairman and another as
Deputy Chairman of the bank. It also reserved to the Board a large meas-
ure of authority over the management and activities of the twelve regional
institutions. Thus it retained control of the twelve Federal Reserve
Banks as governmental instrumentalities, but relieved the United States
Treasury of the burden of supplying their necessary capital.

Another departure from foreign central banking organizetion lay
in providing that privately managed banks become members of the Federal
Reserve System and that as such they be required to maintain their entire
legal reserves in the form of a credit on the books of the Federal Re-
serve Banks. In other couniries, reserves were kept with the central
bank as a matter of option or custom rather than law and the law did not
stipulate so specifically what constituted reserves.

Still another departure lay in specifying the proportion of cusg-
tomers' deposits which member banks must maintain in their reserve ac-
counts. This too was mainly a matter of custom and discretion in other

countries,
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In the matter of powers and functions, however, as distin-
guished from form of organization, Congress made little iif any depar-
ture from the essentials of central banking as elsewhere exercised.
I'irst, the Federal Reserve Banks were given the poWer to rediscount and
to purchase obligations. This enables them to perform the primary func-
tion of a central banking organization, namely, to release funds to the
money market and teke in exchange the obligations which are already being
carried by privately managed banks and others., This may be done by re-
discounting for particular banks which need reserve funds, or by purchas-
ing government securities in the open market and thereby supplying funds
to the market in general, This power of the Federal Reserve Banks to act
as lenders of last resort is not under such limitations as circumscribe
the lending operations of privately managed banks. A privately managed
bank is bound to lose reserves in the process of making extensions of
credit., If its extension of credit takes the form of purchases of bonds,

. the funds with which it pays for the bonds come out of its reserves and
find their way at least in part to other banks. If its extension of
credit takes the form of loans, the borrowed money will sooner or later
be checked out, with the result that funds are transferred from its re-
serves to those of other banks. This must be the case so long as the
barking business is divided up among different banks. But a central bank-
ing orgmnization does not lose reserves when it makes loans or purchases
securities except if the funds it gives in exchange for the obligations
it acquires are taken out of the country. Otherwise when the central

banking organization - in this case the Federal Reserve System - acquires
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an obligation, it is paid for by 2 credit entry to the reserve balance
of some member bank. Unless gold is withdrawn for export against that
reserve balance, the Federal Reserve Banks, in such a transaction, part
with nothing. They have acquired certain assets and in exchange there-
for have increased their liabilities.

This ability to exercise the lending function to a degree far
beyond what competitive, privately managed banks can do is a peculiar
and essential feature of central banks, It is the principal occasion
for the existence of central banks. Because of it, privately managed
banks and the money market as a whole do not find the sources of addi-
tional credit running dry just when funds are needed most. They may
find the cost of credit rising, but so long as banks have assets that
are discountable or salable the additional credit they require will be
provided.

In this connection, it is desirable ‘o comment on the supposed

A relation between the amount of reserve deposits and the ability of the

Federal Reserve Banks to make loans and purchase securities. The idea
that the ability of the Reserve Banks to extend credit depends upon the
amount of their deposits appears to be based on a fallacious analogy be-
tween central banking organizations and privately managed competitive
banks, The thought seems to be that a central banking institution is en-
abled to extend more credit when its deposits increase, because a commer-
cial bank is enabled to extend more credit when its deposits increase,
Such considerations are beside the point. The Federal Reserve Banks do

not have their power to extend credit enlarged by an increase in reserve
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requirements, because they already have statutory powers to extend cred-
it independently of the volume of reserve deposits on their books. The
purpose of legal reserve requirements is not to give lending power to
the Reserve Banks, but to facilitate credit regulation; and the Reserve
Banks could have built up their present volume of earning assets without
any reserve regquirements for member banks at all., Their lending power
depends upon the.amount of their gold certificates and lawful money,
which must be sufficient to provide a reserve of at least 35 percent of
their deposits. A Federal Reserve bank, in other words, can expand its
deposits by the extension of credit so long as its gold certificate and
lawful money reserves are 35 percent or more of its deposits. The gold
certificate holdings of the Federal Reserve Banks have long been ample
to support credit extensions far beyond what there is any reason to ex-
pecf will be called for. Accordingly, since the Federal Reserve Banks,
as central banking institutions, already have ample powers to buy secur-
ities and make loans, there is nc¢ occasion to seek an increase in those
powers, and if such an occasion existed, the object would not be sought
by increasing member bank reserve requirements.

I have discussed the fact that a central banking organization
supplies funds to the money market by the processes of rediscount and of
securities purcheses. I have slso indicated that though the central bank-
ing organization may advance additional credit as required, it may do so
at a higher and higher rediscount rate. In other words, without abandon-
ing its role as lender of last resort, the central banking organization

may nevertheless restrain the use of credit by the device of raising its
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cost. It may also restrain it by the device of selling securities in

the open market; for just as central bank purchases of securities put

funds in the money market, central bank sales of securities draw funds
from the market.

The central banking organization, accordingly, has an active
and responsible duty to perform no matter what the situation of the mon-
ey market may be. It throws its weight in the direction calculated to
maintain an adequate supply of credit and an orderly market. It sceks
at times to encourage and at times to restrnin. For several years now
the Federal Reserve System has consistently followed a course of encour-
zsgement; and to that end it has lowered discount rates and made large
purchases of securities. That is, it has employed the primary and cus-
tomary means available to a central banking organization in maintaining
& policy of monetary ease.

Congress gave two other important functions to the Federal Re-
serve banks besides the essential central banking functions - rediscount
and open market operations -~ which I have just discussed. These two
others are the currency function and the fiscal agency function. They
were originally the primary functions of central banks, and so far as I
know they are still performed by the central banks of all countries. Cur-
rency issue, in process of time, has become of less relative importance
because so large a portion of monetary vpayments is now mode with deposit
credit transferred by check. Fiscal agency, however, has become a more
important function, with the great growth in the volume of government re-
ceipts and expenditures and in the size and complexity of the nublic debt

v structure.
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A central banking institution is only one of the various instru-
nentalities and agencies which a wise gbvernment will provide for the
welfare of its people., It is an important instrumentality, but it can
contritute no more than its share in a concentrated effort of all agen-

cies of the government toward the maintenance of economic stability.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 13, 1938
R - 164

Dear Sir:

Referring to the Board's letter B=-1147 of April L, 1936, there
are inclosed 25 copies of the list of nonmember banks that have in
force agreements with the Board pursuant to the provisions of Section
8(a) of the Securities Exchange Act of 193L, as revised to include
changes reported to the Board through December 31, 1937,

It will be noted that the rcvised list does not contain the
names of banks which filed agreements but are no longer in operation
as nonmember banks, also that it shows only the currcnt names of banks
which changed their names after filing agrecmentse Therc arc inclosecd,
however, statemcnts showing the names of banks which filed agreements
but arec no longer in operation as nommembers and the namcs of banks
which changed their names after filing agrecmentse Thesc statements of
changes are for your information and are not to be given out in response
to requests pursuant to provisions of paragraph (b) of Section 5 of
Regulation Te Similar statements of changes during each year will
be furnished to you hereafter with each revised list of nonmember
banks that have in force agreements with the Board pursuant to the
provisions of Section 8(a) of the Securities Exchange Act of 193L.

Very truly yours,

/

L. Ps Bethea, :
Assistant Secretary.

Inclosures.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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LIST OF NONMEMBER BANKS WHICH HAVE IN FORCE AGREEMENTS FILED WITH

THE BO.LRD OF GOVIR

NORS OF THE FEDERLL RESERVE SYSTEM PURSULNT TO
THE PROVISIONS OF SECTION 8(a) OF THE SECURITIES EXCH.NGE ACT OF 193L

(Docs not contain nomes of banks which arc mo longer in operation

as nonmcmber banksse

If name of bank has becn changed sincc the

agreement was filed, only the current name is listed)

Nonmember Banks with Principal Places of Busincss in the United States

A s i e B e —— o ——— A i S —

California
Anoheim
Oakland
Patterson
San Diego
San Francisco

n

Stockton

Connecticut
Bridgeport
Darien
Hartford

n

New Heovdn
Stamford

Delaware
DOVGI‘

Wilmington

Idaho
Lewiston
Pocatello

Illinois
aﬁlcago
Oak Park

Indiana
English

Jeffersonville
L

Wiest College Cormer

(P.0+College Corner,Ohio)

Iowa
Waterloo
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The Southern County Bank

Central Bank

Conmercial Bank

San Diego Trust & Savings Bank

Bank of Montreal (San Francisco)

The Canadian Bank of Commerce (California)
Stockton Savings and Loan Bank

The VWiest Side Bank

The Home Bank and Trust Company of Darien
The Hartford=-Connecticut Trust Company
The Park Street Trust Company

The Community Bank and Trust Company

The Fidelity Title & Trust Company

Farmerst Bank of the State of Delaware
Delawere Trust Company

Amcrican Bank & Trust Company
Idaho Bank and Trust Coe.

Banco di Napoli Trust Company of Chicago
Prairie State Bank

English State Bank

Citizens Trust Company

The Clark ‘County State Bank

The Farmers State Bank of Vest College
Corner, Indiana

The Viaterloo Savings Bank
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Kentucky

Beaver Dam
Brandenburg
Cempbellsburg
Carrollton
Cave City
Dayton

Gravel Switch
Hardinsburg
Harrodsburg
Hawesville
Hopkinsville
LaGrange
Magnolia
Monterey
Munfordville
New Hope

North Pleasureville

- 2- 34

The Beavor Dam Deposit Bank
Farmers Deposit Bank

United Farmcrs Bank
Kentucky State Bank

The H. Yo Davis State Bank
State Bank

Peoples Bank

Farmers Bank

State Bank & Trust Co.
Hawesville Deposit Bank
First-City Bank & Trust Company
First State Bank

Bank of Magnolia

The First State Bank

Hart County Deposit Bank
The Peoples Bank

The Central Bank

Owingsville Owingsville Banking Company
Pineville First State Bank
Rocky Hill Bank of Rocky Hill
Sadieville Farmers-Deposit Bank of Sadieville
Sharpsburg Citizens Bank
Shelbyville Bank of Shelbyville
" Citizens Bank
" The Farmers and Traders Bank
Springfield Springfield State Bank
Taylorsville Peoples Bank
Upton The Davis Banking Company
Maine
T Rockland Knox County Trust Company
Maryland
Baltimore The Equitable Trust Company
" Mercantile Trust Company of Baltimore
Massachusetts
Boston Stabile Bank and Trust Company
Clinton Clinton Trust Company
Lawrence Arlington Trust Company
Lynn Essex Trust Company
North Adams North Adams Trust Company
Worcester Guaranty Bank & Trust Co.
Michigan
Detroit Commorwealth-Commorcial State Bank
Missouri
Ste Louis Mutual Bank and Trust Company

R=-16La
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New Jersey

Ksbury Park Asbury Park and Ocean Grove Bank

Atlantic City

Guarantce Trust Company

Chatham The Chatham Trust Company
Clayton Clayton Titlec and Trust Company
Guttenberg Guttenberg Bank and Trust Co.
Hammonton Peoples Bank and Trust Company

Jersey City
1

North Bergen

Brooklyn (New York City)
"

Clarence
Cortland

Bessemer Trust Company
The Trust Company of New Jersey
Woodeliff Trust Company

Trenton The Trenton Banking Company
" Trenton Trust Company
Union City Hudson Trust Company
Vioodbury Woodbury Trust Company
New York
— Klbion Marine Midlend Trust Company of Albion
Auburn Auburn Trust Company
" Wme He Seward & Co.
Berlin Taconic Valley Bank

Citizens Bank of Brooklyn

Kings County Trust Compony

Bank of Clarence

The Marine Midland Trust Company of Cortland

Forest Hills(New York City)Boulevard Bank

Hudson Hudson River Trust Company

Jame stown Union Trust Company of Jamestown, N. Y.
Kenmore State Bank of Kenmore

Medina Medina Trust Company

Newburgh The Columbus Trust Compony

New York City
1

n

North Tonawonda

Oyster Bay
Randolph

Banca Commerciale Italiama Trust Company
The Bank of iAthens Trust Company

Bronx County Trust Compony

Brown Brothers Harrimon & Co.

Empire Trust Company

Fiduciary Trust Company of New York
Heidelbach, Ickclheoimer & Co.

Huth & Co.

Laidlaw & Company

Savings Baonks Trust Company

Title Guarantee and Trust Company
Underwriters Trust Company

State Trust Company of North Tonawanda
Oyster Bay Trust Company

State Bank of Landolph

Riverhead, L. Ie Long Island State Bank & Trust Company

R=16la
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New York (Continued)
Rochcster
”"

n
1"

Tonawanda
Troy

Ohio

Lisbon
Milledgeville
Ottoville
Sandusky
Sugarcrcek
Warren
Youngstown

Pennsylvania
Abington
Altoona
Philadelphia

"

7
n
n
n
"
n

Pittsburgh
Pottsville
Prospect Park
Ronkin

Tennessce
Covington

Paris

Texas

Houston
n

Utah

Salt Lake City

Vermont

~ Barton
Bellows Falls
Brattleboro

Wisconsin
Cudahy
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Genesce Valley Trust Co.

Rochester Trust & Safc Deposit Company
Security Trust Company of Rochester
Union Trust Company of iochestor

The First Trust Company of Tonawonda
The Troy Trust Company

The Firestone Bank

The Milledgeville Bank

The Ottoville Banlz Company

The Citizens Banking Company
Citizens Bank

The Union Savings & Trust Company
The City Trust & Savings Bank

Abington Bank & Trust Company

The Altoona Trust Company

Banca Commorciale Italiana Trust Company
Land Titlc Bank ond Trust Company
Liberty Title and Trust Cowmpany

Mitten Bunk and Trust Company

Northern Trust Company

North Philadelphia Trust Company

The Real Estate Trust Company of Philadelphia
Wyoming Bank and Trust Company

The sArsenal Bank

Safe Deposit Bank of Pottsville

Prospcet Park State Bank

The Renkin Bank

Tipton County Farmers Union Bank
Commercial Bank & Trust Co.

Guardien Trust Company of Houston
Houston Land & Trust Company

First Security Trust Company

The Barton Savings Bank and Trust Company
Bellows Falls Trust Company
Brattleboro Trust Co.

Cudahy State Bank
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Nowmember Banks with Principal Places of Business in Territories,

T T TTIrsular Possessions, or Foreign Countries

Canada
- Montreal

4]

Bank of Montreal (including Agencies at New
York City, Chicago and San Francisco)

The Royal Bank ¢f Caneda (including Agency at
New York City)

Toronto The Benk of Necva Scotia (including Agencies
at New York City, Bcston, and Chicago)
" The Canadioan Bunk of Commerce (including
Agencies at New York City, Portland, Ore.,
San Francisco and Scattle)
" The Dominion Bank (including Agency at New Yerk
City)
England
London Banque Belge pour 1!'Etranger (Overseas)
Limited (including Agency at New York City)
Haweil
Honolulu Banl: of Hawaiil
" Bishop National Bank of Hawaii at Honolulu
Italy
Milan Banca Commerciale Italiana (including Agency
at New York City)
December 31, 1937 R-16La
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RESEVVE SYSTEM PURSUANT TC THE PROVISIONS OF SECTION 8(a) OF THE

California

Modesto

Pasadena

District of Columbia

Washington

Kentucky
Perryville

Massachusetts
Boston

Stoneham

New York
Batovia

Middletown

Ohio
Youngstown

Pennsylvania
Homestead

Reading
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SECURITIES EXCHANGE ACT OF 193L, BUT WHICH ARE NO LONGER IN
OPERATION AS NONMEMBER B..NKS

Modesto Trust and Savings Bank
(Merged into The Anglo California National
Bank of San Francisco, as of April 12, 1937)
Pasadena Savings Bank
(Merged into Bank of America Nationzl Trust
& Savings Association, San Francisco, as of
January 25, 1937)

National Savings & Trust Company
(Admitted to membership in the Federal Resorve
System on January 16, 1937)

Farmers Deposit Bank
(Merged inbo The 01d Bank, Perryville, non-
member, as of November 2, 1937)

Banca Commerciale Italiana Trust Company
(Ceased active banking operations on November
27, 1937, and placed in voluntary liquida-
tion on Deccmber 29, 1937)

Stoneham Trust Company
(Merged into Middlesex County National Bank
of Everett as of Scptember 13, 1937)

Bank of Batavia
(Merged into The Marine Trust Company of
Buffalo, o member bank of the Federal Reserve
System, as of Jamuary 15, 1936)
Orange County Trust Company
(idmitted to mombership in the Federal
Rescrve System on November 23, 1936)

The Dollar Savings and Trust Company
(Admitted to membership in the Federal
Reserve System on March 13, 1936)

Monongeahel . Trust Company
(sdriitted to membership in the Federal
Reserve System on July 10, 1937)

The Reading Trust Company
(Admitted to mombership in the Fodoral
Reserve System on November 27, 1935)
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BANIS V/HICH FILED AGRECMENTS WITH THC BO.RD OF GOVLRNORS OF THS FEDLRLL
¥ ‘ KuU“KVL SYSTLY PURSULNT TC THZ PROVISIONS CF SICTION 8(a) OF THR
SLCURITIES LYCHANGD ..CT OF 193, BUT VEICH .RE KO LONGER IN
OFLR.LTION .S NOMMEMBER B.LNKS (Continucd)

Belgiun
T TBrussels Banque Belge pour 1'Ltranger, including .gency
at Now York City

(Bangue Belge pour 1'Btranger (Overscas)
Limited, London, Lnglend, has succccded to
the business formerly transccted by tho
New York .geney of Banquc Belge pour
1t.trangor, Brusscels, Bglgiume The latter
institution now has no agency or office in
the United States and, thorcforc, no longer
comos within the torm "bank" as used in
Scetion 8(a) of the Sceuritics kxchonge fct

of 193L.)

Deccmber 31, 1937
R=16LDb
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NONMEMBER BANKS WHICH CHANGED THEIR NAMES AFTER FILING AGREEMENTS VITH
THE BOARD OF GOVERNCRS OF TFE FEDERAL RESERVE SYSTEM PURSUANT TC THE
PROVISIONS OF SECTION 8(a) OF TFE SECURITIZS EXCHANGE ACT OF 193L

California
San Francisco

Indiana
Jeffersonville
West College Corner
(P.0. College Corner, Ohio)
New York

ATbion

Cortland

Pennsylvania
Philadelphia

December 31, 1937

Bank of America
(Name and location chanped as of October 22,
1937 to "Central Bank", Oakland)

Clark County State Bank
(Name changed as of November 8, 1937 to
"The Clark County State Bank")

Farmers State Bank of West College Corner,
Indiana (Name changed as of October 25, 1937,
to "The Farmers State Bank of Vest College
Corner, Indiana")

The Orleans County Trust Co.
(Name changcd as of December 31, 1936 to
"Marine Midland Trust Ccmpany of Albion")
Cortland Trust Co.
(Neame changed as of October 2, 1936 to
"The Marine Midland Trust Compony of
Cortland™)

The Real dstate-Land Title and Trust Company
(Name changed as of January 31, 1936 to
"Loand Title Bank and Trust Company")

R-16lLc
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BOARD OF GOVERNORS A R-165

OF THE 41
FEDERAL RESERVE SYSTEM -

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 14, 1938.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities between Federal
reserve banks, the following code word has been
designated to cover a new issue of Treasury Bills:

"NOZLEE" - Treasury Bills to be dated
January 19, 1938, and to
mature on April 20, 1938,
This word should be inserted in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word "NOZLAP" on page 172.

Very truly yours, .

J. C. Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS

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



BOARD OF GOVERNORS R-166

OF THE . 42
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January-19, 1938.

SUBJECT: Holidays during February, 1938.

Dear Sir:

On Saturday, February 12, in observance of the anni-
versary of the birth of Abraham Lincoln, the books of the
Inter-district Settlement Fund will be closed and there will
be neither transit nor Federal Reserve note clearing through
the Fund. For your information the Board is advised that
the following Federal Rescrve banks and branches will be
open for business on February 12:

Boston Atlanta St. Louis
Birmingham Little Rock
Richmond Jacksonville
Baltimore New Orleans Kansas City
Charlotte Oklahoma City

On Tuesduay, February 22, the offices of the Board of
Governors of the Federal Reserve System and all Federal Re-
serve banks and branches will be closed.

The Board is further advised that the Havana Agency
of the Federal Reserve Bank of Atlanta will be closed on
Thursday, February 24, in observance of the anniversary of
"Grito de Baire". -

Please notify brarches.

Very truly yours,

J. C. Noell,
Assistant Secrctary.

Digitzed for FRASER  TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-167
BOARD OF GOVERNORS
QF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release January 21, 1938.

The Board of Governors of the Federal Reserve
System today announced the appointment of Mr. Rufus
C. Branch of Pecan Point, Arkansas, as a director of
the Memphis branch of the Federal Reserve Bank of
St. Louis for the unexpired portion of the term end-

ing Deccmber 31, 1940.
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R--168
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For release in morning newspapers Jahuary k1, 1938.

of Saturday, January 22, 1938.

The Board of Governors of the Federal Rezserve System today
announced the following appointments:

FEDERAL RESERVE BANK OF NEW YORK

CHAIRMAN AND FEDERAL RESERVE AGENT (for remainder of current year):
Mr. Owen D. Young of New York, N. Y.

DEPUTY CHAIRMAN (for remainder of current year):
Mr. Beardsley Ruml of New York, N. Y.

CLASS "C" DIRECTOR:
For unexpired portion of term ending December 31, 1939:
Mr. Edmund E. Day of Ithaca, New York
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BOARD OF GOVERNORS R-169 45
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January Rz, 1938.

SUBJECT: Code Vord Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities between I'ederal
reserve banks, the following code word has been
designated to cover a new issuc of Treasury Bills:

"NOZLID" - Treasury Bills to be dated
January 26, 1938, and to
mature on April 27, 1938.

This word should be inserted in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word "NOZLEE" on page 172.

Very truly yours,

J. C. Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS R-170 46
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 25, 1938,

Dear Sir:

There is attached a copy of the re-
port of expenses of the main lines of the
Federal Reserve Leased Wire System for the
month of December, 1937.

Please credit the amount payable by
your bank to the Board, as shown in the last
column of the statement, to the Federal Re-
gerve Bank of Richmond in your daily state-
ment of credits through the Inter-District
Settlement Tund for the account of the Board
of Governors of the Federal Reserve System,
and advise the Federal Reserve Bank of Rich-
mond by wire the amount and purpose of the

credit,
Very truly yours,
0. B, Foulk,
Fiscal Agent.
Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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REPORT OF EXPEXSES OF MAIN LINES OF FEDERAL RESERVE
LEASED WIRE SYSTEM FOR THE KONTH OF DECEMBER, 1937

R-170-a

dumber  Words sent Total Pro Rate Payable
Federal of by N. Y. Words Personal Share of to

Reserve Viords chargeable Charge- Ser— Wire Total Total Ex— Credits Board
Bank Sent to other able vices {1) Rentsl Expenses penses(2) of Gov—

F.R. Banks ernors
Boston 40,868 1,821 42,689 $ 251.78 § - $ 251.78 § 558.45 $ 251.78 $ 306.67
New York 132,025 — 132,025 995.00 — 995.00 1,727.12 995.00 732.12
Philadelphia 33,874 1,829 40,503 236.61 —-— 236.61 529.85 Z8.61 293.24
Cleveland 51,873 1,883 53,736 236.21 — £36.21 702.96 236.21 466.75
Richmond 55,330 1,784 57,114 181.50 - 181.50 747,15 181.50 565.65
Atlanta 67,498 1,775 69,73 276.07 - 276.07 906.21 276.07 63C.14
Chicago 91,155 1,969 93,124 1,102.26 —-— 1,102.26 1,218.22 1,102.26 115.96
St. Louis 71,680 1,775 73,455 188.13 - 188.13 960.92 188.13 772.79
Minneapolis 35,177 1,805 34,982 135.55 —_— 135.5 457.62 135.55 322.07
Kansas City 67,663 1,778 69,441 59.18 - £59.18 908.41 259.18 649.23
Dallas 06,071 1,773 67,844 R67.75 - 267.75 887.52 287.75 619.77
San Francisco 81,635 2,101 83,736 404.71 - 404.71 1,095.41 404.71 690.70

Board of

Governors 519,407 o 519,407 1,472.80 11,487,03 12,9859.83 €,791.,74 12,855.83 -

Total 1,317,056 20,273 1,337,329 6,007.55 11,487.03 17,494.58 17,494.58 17,494.58 6,165.09

(1) Includes salaries of main line operators and of clericcl

counting the number of words in messcges; also, overtime
at the current service rate.

(2) Based on cost per word ($.013081732) for business handled during the month.
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BOARD OF GOVERNORS R-172
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January &, 1938,

Dear Sir:

In order that the Board of Governors may have in-
formation as to the extent to which different lines of
business and industry have applied for credit under the
provisions of Section 13b of the Federal Reserve Act, and
as to size of loans approved under the authority of that
Section, it will be appreciated if you will furnish the
Board data as of Vednesday, December 29, 1937 regarding

such applications in the form called for by the inclosed

schedules.
Very truly yours,
//
L. P. Bethea,
Assistant Secretary.
Inclosures

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-172-a

APPLICATIONS FOR INDUSTRTIAL ADVANCES (INCLUDING COMMITMENTS
APPROVED UNDER SECTION 13b, CLASSIFIED ACCORDING TO SIZE
JUNE 19, 193l TO DECEMBER 29, 1937

Federal Reserve Bank of

Number of fmount of
applications applications
Size of loan approved approved
(Advances and (Advances and
commitments) commitments)

$2,500 end under
$2,501 to $5,000
$5,001 to $10,000
£10,001 to $25,000
$25,001 to {50,000
$50,001 to $100,000
#100,001 to $200,000
$200,001 to $L00,000
Over 400,000

Totel*

*The total of column 1 should agree with the sum of items 10-a and
10b column 3 of Form B-22 and the total of column 2 should agroe
with the sum of itums 10-a and 10-b column lj of Form B=22.
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APPLICATIONS FOR INDUSTRIAL ADVANCES (INCLUDING COMMITMENTS) UNDER  ~ E;j[

SECTICN 13b CLASSIFIED ACCORDING TO BUSIKESS AND INDUSTRIES

JUNE 19, 193l TO DECEMBER 29, 1937

Federal Reserve Bank of

WET ,.PPLICATIONS RE=

CEIVED BY INVDUSTRIAL
ADVISORY COMMITTEE

Number Amount

R-172-b

APFLICATIONS APPROVED BY
FEDERAL RESERVE BANK
(WITH AND'WITHDUT CONDITIONS)

[ ADVANCES

Tuamber | Amount

umber | Amount

- MANUFACTURERS
Aireraft
Autos, trucks, & accessories
Chemicals and allied products
Electrical goods
Food products
Furniture, office and household

equipment

Hides end leather
Jewelry and silverware
Liquors, wines and beer
Lumber and builders supplics
Machinery and machine tools
Metals
Paper products
Reilway equipmont
Rubber goods
Stone, clay and glass products
Textiles
Wearing apparel, shoes, otc.
Viood products :
Other

TOTAL

WHOLESALE AND RET.IL TR.DES
“Autos and accessorics
Chain and department stores
Clothing, dry goods, jowelry
Drugs, tobacco and liquor
Florists) nmurserics, octce
Food products
"Furniture '
Grain, fced, secds, ctce
Hardware and machinory
Lumber and builders! supplles
0il1
Elecctrisal goods
Other

TOTAL
MISCELLANEOUS
Uontractors and construction
Hotels, apartmonts,
rostaurants, ctec,
Laundrios, oleaners and dyors
Hinss and quarrios
011 and gas production
Printing, publishing and
allicd trades
Shipbuilding and repairing
Transportation
Other

TOTAL
GRLND TOTAL*

of Form B=22,
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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*Columnsl and 2 should agrec with item 4 of Form B=22; the sum of columns 3 and 5
‘8hould ogree with the sum of itoms 10-a and 10=b ¢olumn 3 of Form B=22; and the
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R-173

BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For release in morning papers, The following summary of general busi-

Thursday, January 27, 1938. ness and financial conditions in the
United States, based upon statistics
for December and the first three weeks
of January, will appear in the February
issue of the Federal Reserve Bulletin
and in the monthly reviews of the Fed-
eral Reserve banks,

Industrial output declined further in December an&:'according to
preliminary reports, showed little change in the first three weeks of
January. Prices of raw materials, which had declined sharply in
October and November, have been meintained since that time.

Production

Volume of industrial production declined further in December and
the Board's seasonally =adjusted index was at 84 percent of the 1923-
1925 gverage as compared with 89 in November. The decline reflected
chiefly a continued sharp curtailment of activity in the durable goods
industries. Stceel ingot production averaged about 26 percent of capac-
ity, output of automobiles and plate glass was reduced considerably,
and production of lumber and cement aslso declined. Total output of
nondurable goods declined geasonally. There was a sharp decrease in
output at gilk mills, nnd coiton consumption declined further, At
wonlen nilla and shoe fartories, however, output wrs maintained, fol-
iowing a considereble period of sharp decline. Activity at sugar re-
fineries increased further. Mineral production in December, as in
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o R-173

other recent months, was at a high level, Output of crude petroleum
and bituminous coal declined seasonally, while anthracite production
increased somewhat.

In the first three weeks of January output of steel and automobiles
increased somewhat from the extreme low levels reached in the latter
part of December.

Value of construction contracts awarded in December continued in
about the same volume as in the preceding three months. During this
period there was a decline in awards for privately-financed projects,
reflecting in large part further reductions in residentisl building,
while publicly-financed work increased,

Fmployment

Factory employment and payrolls showed further declines between the
middle of November and the middle of December, and employment at mines,
on the reilroads, and in the construction industry also continued to de-
crease. The decline in the number employed at factories was larger than
in eerlier months in industries producing durable goods, and was partie-
ularly merked in the steel, machinery, and automobile industries. For
the nondurable goods industries as a group, the decline in December was
about the same as in each of the previous three months, after allowance
for sessonal changes. There was some increase in employment at shoe fac-
tories and little change st plants producing tobacco products, while most
other industries in this group showed further decreases.

Distribution

Department store sales increased in December by about the usual
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seasonal amount, and the Board's adjusted index was 90 percent of the
1923-1925 average as compared with 91 percent in November and an aver-
age of 93 percent in the first ten months of the year. Mail-order
business and sales at variety stores showed somewhat more than the
seasonal increase, while sales of automobiles déclined substantially.
Preliminary reports indicate that in the first half of January sales
at department stores were at about the same level as a year ago.

Railroad freight-car loadings continued to decline in December,
and in that month were 18 percent lower than the average for the first
half of the vear, maoking allowance for usual seasonal change,

Commodity prices

Wholesale prices of basic commodities, after declining sherply in
the autumn, showed little change in December and the first three weeks
of January. Grains, cotton, print cloths, steel scrap, and bitumninous
coal increased somewhat, while leather, rayon, and woodpulp prices were
reduced. Prices of a wide variety of finished industrial products chowed
further declines, and livestock products continued to decrease sharply.
Bank credit

Excess reserves of member banks increased in the four weeks end-
ing January 19 from $1,010,000,000 to $1,370,000,000 and were larger
than at any time since May 1. The post-holiday decline in money in cir-
culation, whieh accounted for this growth of excess reserves, was larger
than the increase that occurred hefore Christmas,

The volume of loans at reporting member banks in 101 leading cities

declined sharply in the five weeks ending January 19, while their holdings
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of investments showed little net change. Declines occurred in loans

to security brokers andé dealers and in commercial loans, which de-
creased both in New York City and in other leading cities. Interbank
balances were built up during the period, while other deposits de-
creased somewhat, reflecting largely the repayment of bank loans, part-
ly offset by a return flow of currency from circulation.

Money rates and bond yields

The average rate on new iésues of 91-day Treasury bills continued
in Jenuary at less than 1/8 of 1 percent, and yields on Treasury notes
and bonds declined to new low levels for recent months. Yields on the
highest-grade corporate bonds also declined somewhat, while those on

the lower-grade railroad issues rose.
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R-174
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release. January 26, 1938,

The Board of Governors of the Federal Reserve
System today announced the appointment of Mr. W. D.
Cochran of Iron Mountain, Michigan, as a class "C" di-
rector of the Federal Reserve Bank of Minneapolis for
the unexpired portion of the term ending December 31,

1940.

S6



BOARD OF GOVERNORS o S'7
OF THE R-175

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

January 27, 1938.

SUBJECT: Monthly Report of Bank and
Public Relations Activities.

Dear Sir:

There is inclosed for your informa-
tion a summary of the bank relations reports
submitted by the Federal Reserve banks for
the month of December in response to the
Doard's letter of August 25, 1936 (X-9€80).

Very truly ycurc,

rRestin 1Yot

Chester Morrill,
Secretary.

Inc.iosures.
TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS.
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. . January 24, 1938.

TO The Board of Governors SUBJECT: Summary of Bank
Eelations Reports.
FROM  Mr. Hammond,
Division of Bank Operations

Reports of bank relations as requested in the Board's letter of
August 25, 1936 (X-9680) have been received for the month of December
und excerpte therefrom will be found on the following pages. In =ddi-
tion to the usual table showing the number of visits mede, mcetings
attended, =nd addresses delivered during the month, a table has been
prepared showing the total visits made during the whole year.

The total number of visits was 11,022, of which, 6,489 were to
- member banks, 4,230 were to non-members, and £93 were not classified.
The majority of the Reserve bunks show visitation work most active =t
some one secason of the year -~ usuelly the spring. The largest number
of visits was made in March, the next iargest in May, =nd the third
largest in April. The fewest visits were made in January.

A1l reports from those Reserve banks that comment upon the hbusi-
ness situation reflect ccncern over the low state of industrial ze-
tivity. The reports give the impression that conaitions are better in
rural regions than in urban, for bankers say that good crops have made
the volume of farm income large even though prices have fzllen. While
the reports in general testify to a pessimistic view of industrisl con-
ditions - Cleveluznd, for example, observing that in some communities
"the unemployment situation is worse now than it has been at any time
during the late depressicn" - nevertheless there szre numerous items
of favorable information. New York, which gives a detailed account of
N the business situation in cert=in parte of the Second district, men-

tions specific exceptions to the general evidence of retarded activity:
several industrial centers and individual companies are named where
activity is well sustained, and in certain places emplioyment is re-
ported as zctually at a higher level than last year. There is aleo
considerable naval and airplane construction, according to repgorts
. from New York, Richmond, and San Frencisco, and preparations for the
World's Fair in New York are already giving employment to several thou-
sand persons.

Bankers complain of the slack demand for credit. Some z2re zble to
> cultivate new fields -- housing mortgages, personal loans and instalil-
ment paper - but small country banks find few alternatives open.

Cleveland reports that there is active solicitation by city banks -
particularly in Cleveland and Pittsburgh - for the correspondent busi-
ness of country banks, and that there is a tendency for transit business
to be transferred away from the Reserve bank. Richmond also reports
active solicitation in West Virginia by a Pittcsburgh bank.
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Excerpts from the reports follow: (The reports themselves are at-
tached to the original hereof).

Boston
(Boston repoited that nc visits were made in the month of December.)
b New York

Brcome, Chemung, Chenango, Cortland, Schuyier, Tioga, and Tompking Coun-
ties, New York.

Factcry employment in the Triple Cities (Binghamton, Endicott, and
Johnson City) is about 10 percent above the figure for last year, due
largely to increases at the metal plants, instrument and appliance fac-
tories, and in the printing and chemical industries. The Triple Cities
> continue to show the highest employment ond payroll index in the entire
State in spite of the fauct that the largest industrial concern, the Endi-
cott Johnson Shcoe Company, has operated on a three-day a week basis for
the past few months, the lowest since 1935. This company has received a
tentative order for 2,000,000 pairs of shoes, which order, if contracted
for, will give employment on a five-day a week basis to the present force
of 20,000 people. During the latter part of December, the company re-
entered the hide market for the first time in meny weeks and purchased
20,000 cow hides at nine cents or two and one-half cents lower than the
last sales recported on November 13. A number of the manufacturers in the
Triple Cities distributed bonuses to their employees, which fact together
» with the current cold snap has stimulated purchases of winter snd heavier
type goods. Accordingly, retaill merchants and department stores in this
ares. are reporting sales comparabie with 1936.

In the other ipdustrial centers, Elmira, Cortland, Ithaca, and Nor-
> wich, factory employment and payrolls declined sharply in October and No-
vember as a result largely of the general falling off in business activity
and the usual seasonal curtailment. FKailroad employment at Sayre and
Wavorly shows only a slight decrease.

Farmers in this section are said to have had & good increase in in-
> come this fall, due to better prices for milk and cabbzge and the lower
cost of feed. The potato and bean crcps were fairly good but prices were
too low to enable the farmer to make any money on these crops. In Schuyler
County the fruit growers sold nearly £,400 bushels of apples to the Fed-
eral Surplus Commodities Corporation which helped to relieve an over-
crowded apple market.

Cayuga, Ontario, Seneca, and Yates Counties, New York.

Reports received upon business conditions, as a gencral rule, were
pessimistic. A very marked let-down in activity has teen evidenced, es-
pecially in the industrial cities of Auburn, Canandaigua, Geneva, and
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New York continued

Seneca Falls. In the other centers which are dependent chiefly upon agri-
cultural pursuits, business was said to be only "fair", farmers having

been handicapped by lcw prices and crop failures, and loc:l merchants

are complaining because of the publict!s failure to buy. Deiry farmers in
this territcry, in the cpinion of bank officere generally, have been less af-
fected by adverse conditions than any other clase of farmer.

Kings =nd Queeng Ccuntieg, New York

The November bulletin of the Brooklyn Chamber of Commerce states that
the downward trend of business activity in the borough, wnich staorted in
September, has continued through the subsequent menth. Twc exceptions to
the gencral trend, however, are noted, namely, that employment at the
Brooklyn Navy Yard has risen to 8,000 men with the construction of new war-
ships there; and that the Sperry Corperation of Brooklyn, manufacturers of
navigation instruments, reports that its operations cre running st the
highest rate in its history, with unfillied orders at a new high point.

- In the Dorough of Queens, one banker interviewed says that most of
the business concerns in Long Island City have curtailed their operations
a good deal since last September, mentioning that the Loose-d¥iles Biscuit
Compainy and several other concerns now werk only four days a week in some
depertments, having eliminated Saturdays and Mondays. It is said, however,
that the local concerns on the average made enough profits for the first

» nine months to carry them through in black figures for the whole year. The
remark was also made that there is a fesling among many of the large local
concerns that if favorable iegislation is passed in Washington stagnation
will diminish, and with the restoration of confidence, btusiness will agein
forge zhead.

The New York World's Fuir Corporation estimates that between $125,000,000
and $150,000,000 will have Leen spent in preparatiocn for the Fuir to te held
at Flushing in Queens County before the gates open on April 30, 1939. Of
this total $50,000,000 will be expended by the Fair Corporstion, $3%0,006,000
by the city, state and federal governments, ¢nd $55,000,000 by foreign gov-

¥ ernments end private exhibitcrs. An executive of the Queensborough Chamber
of Commerce who was interviewed, appcared very enthusiostic concerning the
future outlook for Queens County aond said that the county has gained twenty
years in the vast improvements which have wveen made in the form of new tun-
nels, bridges, arterial highwaye, etc., in preparation for the World's Fair.
He stated that ebout 4,000 people are now employed in the construction of
buildings at the fair grounds =nd thet by next June (1938) it is exopected
that as many as 30,000 will he engsged in woerk thers. The statement was
also made that $15,000,000 is to be expended by the City on North Beach
Alrport improvements which arc cesigned to make the field the nation's fore-
nost bese for commercial traffic.
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New York continued

Richmond County

Two of the large industrial concerns on Staten Island continue their
operations at high capacity; the Proctor and Gamble Compeny, manufacturers
b of soap and food products, is maintaining steady employment for its regu-
lar help numbering about 1,400, who are guaranteed 50 weeks' work a year
under the company's profit sharing plan, and the S. S. White Dental Manu-
facturing Company is now employing about 1,000 people. The majority of
N other industrial concerns on the Island have curtailed their operations
considerabiy - R5 percent or more during the last three mcenths., The United
Dry Dock Company at Mariners Harbor and other shipyards which empiocy local-
ly upwards of 2,500 workers have begun to lay men off in large numbers. The
United Dry Dock Company has four large contracts with the government which
~ are now expiring with no definite prospect of securing new ones to help
maintain operations. This company also has contracts to build ferry boats
for the City cof New York which work is said to be over 50 percent completed.
The United States Gypsum plant, manufacturers of plaster board, formerly
employing 400, has now reduced its force to less than 100, which curtail-
ment is said to be due to the heavy falling off in the building lines. There
are alsgc over 50 factories and shops in the needle trades manufacturing
dresses and clothing of all kindg, largely under contract, which have prac-
tically closed down their shops until February when work will begin for the
spring trade. The situation with these concerns is seasonal to some extent
although the curtailment in operations has bezn more abrupt thuan usuai.

Philadelphia

Regular visits by representatives of this bank were suspended during

December to permit the concentration of efforts upon a survey of the cost

N assumed by the bank for the shipment of currency and cein to and from our
menmber banks. Regular visits will be resumed not later than February ist.

Special visits were made to 9% member banks and one non-member bank
located in varicus parts of the Third Federal Reserve [istrict for the sole
purpose of ascertaining whether or not the costs of currency snd coin ger-

» vices could be reduced without impairing our service to member banks. In
addition to these viesits, special visits were mude to one non-member and
two member institutions relative to check collections.

Information obtained indicates that we have been receiving 2 high de-
gree of cooperation from our member banks, as many of them werc sorting
their teller's cash @nd, in many cases, exchanging money with nearby insti-
tutions. However, it was found that many banks were sending cash to the
reserve bank that could have been retained for use by those banks. In such
instances it was pointed out te the officer in charge that such a practice
imposed a double expense upon the reserve bank as it was necessary for it
to ship back into these communities money cf the same denominationsg. In
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Philadelphia continued

cach case the officer interviewed stated that his institution would be
glad to cooperate with the reserve bank and expressed regret that addi-
tional expenses had been imposed in the past. The attention of the manage-
ment of other banks was directed to the fact that a savings in time and

3 labor as well as in scme small expense could be effected if shipments to
and from the reserve bank were less frequent ¢nd of larger amounts. Our
members will cooperate in this connection also. In certain of the com-
munities where there is more than one bank and where the exchanging of

a money is not being done, the officers stated that they might be sble to
effect further savings for the reserve bank by transfers of cash between
the several banks. In such cases this matter was left for these officers
to settle between themselves.

¥ Cievelzcnd

The recession in business is now making itself feit in the small com-
munities, some of which report thzt the unempleyment situation is worse
now than it has been at any time during the late depression. The larger
industrial centers also show an incresse in unemployment.

It is noted that member banks show a distinct tendency to depend more
and more upon correspondent banks for services than upon their reserve
banks. This is particularly true in connection with the collection of
checks. A substantial number cf member hanks never has mede use of our

“ transit facilities, which is probably the result of a general fezling of
reluctonce on the part of country banks to disturb existing corresgondent
¥elationships. It is often difficult to determine whetner thic is a na-
tural aversion te making a change in established habits or customs or
whether they feel their correspondents con serve them better than their

» Federzl Reserve banks.

There is a marked tendency on the part of member banks which have been
using our transit facilities to transfer this activity te correspondent
banks, some of which are making intensive campaigns to induce banks to
clear through them. This campaigning is bearing fruit beczuse in most

N instances the soliciting btank accepts cash items for immediate credit in
many cases not requiring sortation or description. Member banks complain
of confusion arising from the deferred credit scheme of collection in
vogue at Reserve banks and claim thet it is difficult to determine at any
given time the exact statug of their reserve accounts.

Two of the larger city hanks, one in Cleveland snd cne in Pittsburgh,
are particularly active in soliciting country bank accounts on the above
basis. Night transit forces have been established tc speed up the col-
lection of checks through these instituticns.
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Clevelana continued

Banks continually complain of the heavy burden of tuxation. Following
is an excerpt from a notice to depositors of a member bank in Ohio announc-
ing reduction of interest peid for time deposits from 2-1/2 per centum to
2 per centum effective December 1l: "Revised banking laws have cut off 2

+ congiderable portion of the income of = bunk like ours, and taxes have be-
come burdensome. It is also imposcible today to invest funds safely snd ob-
tain a very high yield of income."

. Richmond

Local newspapers in our agricuitural stutes sre emphasizing the in-
crease in their respective localitics of agriculturszl income.

M Excessive inventories in retail busginess in our digtrict have been fairly
well liquidated with exception of one or two lines, notably dry goods and
shoes. Excessive inventories in the hands of wholesule dealers have nct teen
so well liquidated but orogress is being mede. FExcessive to heavy inventories
in the hands of manufscturers hove perhaps been lesg responsive to liquidation
then any of the threec classificuations. It is asgeried for various reasons
by many authorities that the inventory situstion generslly should clear up
by mid 1938. Our Credit Department is taking special note of inventory in
currcnt statements supplied to us, and in @& compnrative analysis of inventory
in 1936 and 1937 just obtained by our Credit Department from 10 stutements
the net increase in inventory in 1937 statements 1s 2.9 percent.

With respect to retail trade final figures are not yet available but from
reports which come to us it appears that there were many complaints about lack
of buying prior to the Christmas holidays and this conditicn existed until
about one week before Christmas when buying picked up considerably send as a

s rule retail merchants appear tc be well satisfied.

A bright spot in our district is Newport News, Virginia, and contigucus
territory, this being due zlmost entirely to the cperations of the Newport
News Shipbuilding and Dry Dock Company. We are currentl:” informed that faver-
able prospects previously reported still exist ana it isg likely that the ship-
» yards may obtain additional orders shortly.

There has been no development of consequence in censtruction work through-
cut the district as a whole. It was reported to us th~t there is evidence
cf eome building activity on the cutskirts of larger cities =znd towns but this
activity consists largely of building filling stations =znd eating stands.

There was no appreciable change in the textile or rayon incdustry in the
month of December. Many mills and other manufacturing concerns took advan-
tage of the holiday season to close down for a holiday which usualiy extended
for a longer period than customary.
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7 R-175-a
Py
Richmond c-ntinued
There has been a moderate decline in food prices in our district, noc-
ticeably in meats.
,}
atlanta
On December L, &, and 3, President Newton snd Vice-President Cinrk
sttended Group meetings of the Mississippi Bankers iLssociation at
Hattiesburg, Brookhaven, and Jackson, respectively, located in the New
Orlezns Branch Zone.
~

The bankersz in this section of the Stote apocsr to be somewhat
concerned over the prevailing price of cotton. It is estimated the
State of Mississippi will produce in excess of &,500,000 brles and it
is believed that in some portions of the Mississippi Delta s substan-
tial porticn of the crop will not be gathered, cue to the fact that the

. expense involved in connection with oicking end ginning low grades will
leave cuch a smaell margin for the growers. Cne orcninent binker stated
that in his opinion the larger cotton planters will be able to liguidate
their current incdebtedness but leave very Little remsining after payment
of all expenses in connection with this year's crop. In his opinion
the simsiler growers will have nothing left after psyment of bunk loans

i

h and will be faced with the prohlem of obtaining necessary funds for 1948
operationg.
Chicago
4

(Chicago submitted only statistical informaticn =g to the number of
benks visited, etec.)

St. Louis

Puring the menth representatives of this bank visited 37 banks, of which
€1 were in Arkansas and 16 in Mississippi. Following ie a resume of the
. reports covering these vigits:

The recession in general business ncted during September in the
Southern pertion of the district continues with nc material chunge. Scme
satisfaction is shown that sales appear to have found a seecmingly station-
ary level. While the holidazy trade providsd a mild stimulus fo retail
business, the volume of sules was much lower then during the same veriod
of 1938.
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St. Louis continued

The general downward trend in the cotton market has spread to the
lumber manufacturing inductry in the South, with many mills curtailing
vroduction and reducing number of employces. This course has become

3 necessary in view of greatly augmented stocks of material for which there
is a steadily decreasing demand. The only exceptions to this condition,
at least in Arkensas, are found in the extreme western and northwestern
communities which are dependent neither upon cotton nor lumber, horti-
culture being the most important activity.

The unsatisfactory condition prevelent in the South has apread to
the more northern States in the distriet, though not to so marked an
extent. DBusiness generally is being conducted on very conservative lines

> with but few advance commitments.

Various manufacturing lines have e2lso sharply curtailed production,
with the result that the unemployment situation is agnin causing deep con-
cern and there is a heavy curtailment of buying power. This is especi-
ally true in the larger centers where the employees have not the means of
subsistence available to workers in the small towns.

One remarkable feature of the decline in trade is that only a few
country banks report any reduction in deposit totzls, and many show ac~
tual increases. Whether this situation will last for any considerable
time is questionable, the opinion being general that actual need for these
funds will arise later. Most country bankers attritute the present con-
dition to a sincere desire on the part of their customers to conserve
their resources and avoid the assumption of heavy indebtedness in their
plans for the 1938 season.

While deploring the decline in the price of cotton, some Southern
benkers feel that the fact that not only a few, but all frrmers received
some cash this season should prove of great benefit sznc encouragement.
They report good collections, indicating that indebtedness is being re-
paid from 1937 income.

In an effort to offset low earnings, ¢ great many banks are acquir-
ing a large volume of Government cotton loans which net them two and one-
half per cent. The desire to secure such paver is not confined to the
cotton zone, as many banks, large and small, in various other parts of
the district are eagerly seeking this form of shert term investment.

Minneapolis

(Minneapolis submitted only a record of visits mzde, etc., without
comment except for a report upon a meeting attended.)
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Kangas City

Some country barkers express concern over the future of their instivu-
tions. They are the depositories for their communitics but find little
demand for funds. This is particularly true in regions where banks in the
past have been accustomed to substantial Live stock loans. Some of these

t communities now have few cattle and hogs and in lending funds the banks do
not know which way to turn. These baankers are out of touch with the com-
mercial paper and investment markets and in aadition they maintain they
cannot live on one or two per cent. The opinion is expresssd that they sce
little prospect for & change in this general sivuation.

Among these same bankers there is bitter compluint about the competi-
tion of production c¢redit associations. There is little oppusition to gov-
ernment lending agencies when such lending is of an emergency nature, but

v banks report that in some communities production credit associations are
aggressively soliciting loans on a 4% per cent basis,.

Banks report that they are increasing their reazl estate loans. These
loans average possibly five years, but the loasn usnally provides an amortiza-
tion feature. The impression is gained in conversation with bankere that
they regard such loans generally as unsuitable for banks but that necessity
compels the practice. Increasingly banks are making sutomobile losns and
they report very satisfactory experience with them. The loan is made to the
dealer on a more favorable basis than he can secure from @ finance company.
Banks attempt to keep the amount of the loan somewhat under the amount the
dealer loaned to the car owner, Such an arrangement keeps alive the inter-
gst of the dealer in the loan, and under such conditions banks report that
their experience with these loans hes been good,

There is still diversity of opinion expressed regarding the increase
in reserve requirements, One stete banker, who has only recently become a
member of the Federal Reserve System, voluntcersd the information that his
bank would not have joined the System had he known that the reserve require-~
ment would bte increased. Other banks report that the increase was of no
consequence to them; that they are still carrying an excessive amount of
cash and that reserve requirements have little or no bearing on this situa-
tion. Such banks report that in case there is 2 demand for loans, they will
reduce their investments. The complaint is heard thai the Federal Reserve
System does not understand the psychology of a bank. It is maintained that
it is not the function of a hank to borrow money and that the recent lower-
ing of rediscount rztes will fail in its purpose of restraining banks from
- selling government securities, if and when the demand for desirable loans

increases,

The past year has witnessed a rather remarkable expansion of the oil
industry in Kenses., Lend owners and other types of business are feeling
the effect of this activity. Government estimates show s now high in Konsas
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Kansas City continued

wheat acreago, this state having more than 30 per cent of the country's
winter wheat acreage, but local observers express the opinion that the gov-
ernment figure is too righ. Germination last fall in western Kansas was
highly unsatisfactory and abandonment undoubtedly will te large. Banks in

+ Oklzhoma report the feed situation in that state unusually good. It is
2lso said that farmers are holding considerabls quantities of wheat and
cotton. In the case of cotton there appears to be a %endency neither to
sell nor to seek a loan but rather to wait and see what action the new ses-
sion of Congress may take. Reports also are that retail sales in the
smaller Oklahoma towns are not nearly as ravorable as those in Oklahoma
City and Tulsa,

Dallas

Rio Grande Valley

Banks visited in the lower Rio Grande Valley and Coastal Plains of
Texas reported agricultural and business conditions only fairly satisfactory,
Climatic conditions were distinctly favorable during the past growing season
to the production of cotton in these areas, and the large yield was harvest-
ed and sold orior to the sharp nrice recession in the cotton market. A fair-
sized citrus fruit crop was produced in the Lower kio Grande Valley, and al-
though it was 20 per cent smaller than the 1936 crop the prices were about
25 per cent higher, producers receiving from $16 to 18 per ton for grape-
fruit and from $26 to $30 per ton for oranges.

Despite these factors, however, these sections were found to be in
only fair economic condition. A prolonged and severe drouth adversely
affected vegetable crops and otherwise militated against agricultural pros-
perity. Some communities reported they had felt the effects of the busi-
ness recession,

Bankers in these areas made no complaints against present reserve re-
quirements., Their banks appear to be in comfortable cash positions. It
is expected, however, that the normal demand for seasonzl credit for agri-
cultural purposes will appear in January end this factor, together with the
seasonal decline in deposits, is expected to absorb excess reserves and may
bring about = situation during the spring that will make the rural member
banks feel the pinch of high reserve requirements.

N San Francisco

Salinas Valley

Bankers in the Salinss Valley report returns from the lettuce erop in
the past season somewhat less than normal, snd rather unsatisfactory con-
uitions among the bean growers. White beans are seliing at 8% cents per
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Sen Francisco continued

nound in comparison with 4 cents in previous years.

While the banks are in funds at the vrresent time, there may be need
for credit accommodations in the early spring.

Pasadena District

Merchants had a better year than had been anticipated., Tourist traf-
fic is heavy and hotels are all full. Real estate is dull., Weslthy in-
vestors showing timidity.

Orange County

Unusual number of credit lines of c¢itrus growers being carried over
until next season.

Moisture and weather conditions have been favorable to agriculture so
far this winter.

Local retailers enjoy an excellent trade during pre-~holiday season.

Suburban Los Angeles

Conditions are reported to be fairly good considering the uncertsinty
of employment in industrial plants and close proximity of retailers to
large competitive retail stores in downtown Los Angeles,

Airplane manufacturing nlants have been busy. Merchants in the local-
ities adjacent to these plants reported excellent pre~holiday season trade,
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PUBLIC RELATIONS ACTIVITIES OF FIDERAL RESERVE BANKS

DECEMBER, 1937

Digitized for FRASER
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Federzl Vigits to hanks Micetings attended Addresses made
Heservg Member ?On_ Totel Numbecr Attendnnce Number Attendance
Bank menber
Boston none None Hone 1 3 lione one
New York 1z4 4é 163 B 4,705 5 1,475
Philadelphia 95 2 o7 5 3,429 2 204
Cleveland - 87 i8 1is 3 4,475 Nomne Lone
Richmond 70 84 134 2 450 1 00
Atlanta 11 i0 1 3 375 wone lione
Chicago 10 36 46 4 3,775 P 175
St. Louis 24 13 27 4 * 4 405
Minneapolis 11 11 22 5 182 1 50
Kanses City 2 3 5 1 385 2 595
Dallas il 1 1< None None None None
San Francisco 20 17 47 6 154 4 120
#*Attendance not estimated
IS 4
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o
> VISITS TC MEMBER AND NON-MEMBER BANKS

L
0 ; JALNUARY - DECEWBER, 1937
—
&
tederal Number of
Reserve fan. {Feb. lMar. |Apr. |May |[June |[July JAug. ISept.|Oct. |[Nov. |Dec. Total banks in
Bank operation 2/
Member - - - 4 4 31 59 37 | 64| 13 41 - 253 357
Boston | v n-mbr. | - - - 1 4 - 2 2 - 1 - - 10 171
Total _ - - 5 5 31 61 29 | 64| 14 | 41 — 263 528
New York | Hember 62 |123 |110 |1i04 |119 122 | 100 | 124 | 122 | 113 | 101 | 124 | 1,334 776
' Non-mbr. |38 52 | 45 29 | 82 55 39 4 38 50| 41 44 539 274
Total 00 [175 [155 |133 |20i | i87 | 159 | 170 | 160 | 143 | 142 | 168 | 1,873 1050
onile. | dember * * % | 88 40 €8 5 | 73 | 63| 47 89 | 95 608 655
olonie |Non-mbr. | # % % | 35 | 15 17 23 | 1e | 31| 13 22 2 180 257
elphla | mo4q1 72 | 75 1134 1126 | 55 65 | 88 | 89 | 97 60 91| 97 1,083# 912
Cloveland| Hember 50 |149 |z23 (159 |103 15 | 13 - 9| 97| 10e| 87 391 622
v Non-mbr. |15 62 8% | 83 63 16 2 - | 10| 81| i22] 48 535 611
Total €5 lell 1306 |242 166 21 | 15 | 12%4 19| 178 | 228 1 115 | 1,588## 1233
Richmond | Member 43 i5 21 | 83 | 47 Z6 | 49 25 | 86| 28 e 70 558 405
“ Non-mbr. |10 23 | 59 | 68 58 321 711 75 | 87 60| 44| &2 681 665
Total 5 48 80 [131 105 ge | 120 | 100 | 1731 98| 1041 1234 | 1,239 1070
Atienta | Member 16 | 19 24 | 60 35 9 z 8 | 20| 39 P 1 267 324
Non-mbr. |17 21 o6 | 70 | a1 23 8 3 0 11 a1l 11l 10 282 723
Total 33 | 40 50 1130 | 7 22 | 10 f 11 | 31| 80 351 21 54 1047
Chicago | Hember 2 | 13 21 | 12 35 10 | 20 18 | 12| 10| 41| 10 204 770
Non-mbr. z 119 21 5 9 20 37 20 | 171 11 56 | 36 264 1737
Total 5 3¢ | 42 7 | 14 40 | 57 38 | 291 2 97 | 46 468 2507
St. Louis Member 31 | 47 58 35 | 24 48 33 37 31 32 39 | 24 4%9 392
Non-mbr. |14 28 59 28 6 20 | 11 7 | 28] 17 26| 13 267 1182
Total 45 | 85 1117 63 | 350 36 44 24 | 531 49 €51 37 708 1574

*Number not indicated
#wtCourtesy calls
Including €81 calls not classified
##Ipcluding 1€ courtesy calls not classified
2/Preliminary figures =s of December 31, 1937, excluding Mutual Savings and Private banks.
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A
VISITS TO MENMBER AND NON-MEMBER BANKS
Sheet #2 JANUARY -~ DECEJBER, 1937
el
©
" Federal umber of
® Reserve Jan. | Feb.] HMar.| Apr.| May |June |July |Aug. |[Sept.|Oct. |Nov. [Dec. | Total anks in
Bank peration 2/
Minneapolis Member 32 8 | 156 | 101 | 137 | 157 41 8 59 | 23 | 36 | 11 769 469
Non-mbr. | 18 12 | 285 | 182 t 237 | 139 77 | 11 67 9 118 111 1,066 885
Total 50 20 | 441 | 283 | 374 | 296 | 118 | 19 | 126 | 32 | 54 | 22 1,835 1354
Kansas City Member - - 7 9 29 87 51 16 20 4 2 2 171 733
Non-mbr. | - - 4 1C 17 29 2 3 1 1 2 3 112 1172
Total - - 41 i9 46 56 7 1 25 35 5 4 S 283 1805
Dalleas Member 62 52 34 29 42 59 12 3 3 3 142 | 11 352 547
Non-mbr. | _8 2 13 7 14 9 8 1 1 - - 1 €2 427
Total 70 54 47 36 56 68 18 4 4 3 | 4% | 12 414 974
San Francisco | Member 2 79 54 30 87 61 34 | 29 67 | 28 | 42 | 30 553 292
Non-mbr. | - 15 28 8 40 i0 14 | 10 el 9 112 |17 182 307
Total 2 94 30 38 | 1.7 71 48 | 39 83 | 37 |54 | 47 735 599
Grand Total Member P05 |505 | 728 | 694 | 702 | €93 | 433 |378 | 55€ |447 (603 |455 6,499 6,342
Non-mbr. 123 1254 | C41 | 529 | 586 | 400 | 292 {200 | 329 [273 1354 [249 4,230 8,411
Total 28 | 759 11369 (1223 1288 1093 | 725 {578 | 885 |70 1957 {704 | 11,022 17H14,755

1/ Including 281 calle not classified snd 12 courtesy calls.
2/ Preliminary figures as of December 31, 1337, cxcluding Mutusl Savings and Private banks.
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R-176
BOARD OF GOVERNORS
OF THE
* FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release ' January 29, 1938.

The Board of Governors of the Federal Reserve System to-
day announced the appointment of Rufus C. Harris, President
of Tulane University, New Orleans, Louisiana, as a class C
director of the Federal Reserve Bank of Atlanta for the un-

expired portion of the term ending December 31, 1940.
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BOARD OF GOVERNORS R-177
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TOD THE BOARD

January 31, 1938.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities vetween Federsl
reserve banks, the following code werd has been
designated to cover a new issue of Trcasury Bills:

"NOZLOG" - Treasury Biils to be
dated February 2, 1938,
and to meture Mey 4, 1938.

This word should be insertcd in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word ":I0ZLID" on page 172.

Very t ruly yours,

2. Noe«li,
Agsistant 3ecretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release January 31, 1938.

The Board of Governors of the Federal Reserve System
today announced the appointment of E. W. Palmer, President,
Kingsport Press, Kingsport, Tennessee, as a director of the
Nashvillc Branch of the Federal Rescorve Bank’of Atlanta for

the unexpired portion of the term ending December 31, 1940.
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BOARD OF GOVERNORS 75
OF THE R-179

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 2, 1938,

Dear Sir:

Referring to the Board's letter of July
26, 1935 (X-9271), with respect to the audit of
the accounts of the Fiscal Agent of tlis Board of
Governors by the auditor of the Federal Reserve
Bank of Cleveland, there is transmitted herewith,
for your infoérmation, a copy of the auditor's cer-
tificate in connection with his audit of the Board's
accounts for the period August 1 to December 31,
1937, inclusive,

Very truly yours,

GRoat N rmy

Chester Morrill,
Secretary.

Inclosure.
R TO THE PRESIDENTS OF ALL FEDERAL RESERVE EANKS.
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(a)
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R-179-1a

I, F. V. Grayson, hereby certify:

That a completc audit has been made of all entries in the
accounts, "Board of Governors of the Federal Keserve System -
Special Fund", "Board of Governors of the Federal Reserve
System-Building Account", "Board of Governors of the Federal
Reserve System-Fiscal Agent", and "Board of Governors of the
Federal Reserve System-Fiscal Agent Building Account", for the
period August 1 to December 31, 1937, inclusive, which completes
an audit of the accounts for the full year of 1937.

That all cash receipts received by the Board as shown by
the "Collection Schedules" furnished the Fiscal Agent by the
Secretary's office have been deposited by the Fiscal Agent and
properly credited by the Federal Reserve Bank of Richmond in
the account, "Board of Governors of the Federal Reserve System-
Special Fund" except several schedules totaling $582.41 which
were forwarded too late to be credited in December, but were
credited in Janusry, 1938.

That all remittances made direct to the Riechmond bank for
the account of the Board of Governors of the Federal Reserve
System by the Federal Reserve banks and others in compliance
with the Board's instructions have been properly credited to
the accounts, "Board of Governors of the Federal Reserve Sys-
tem-Special Fund" and "Board of Governors of the Federal Re-
serve System-Building Account."

That each expenditure made by the Fiscal Agent was prop-
erly authorized by an administrative officer of the Board.

That the items of receipts and expenditures shown by the
books of the Fiscal Agent have been reconciled with the items
shown in the statements of the Board of Governors of the Fed-
eral Reserve System's accounts prepared by the Federal Reserve
Bank of Richmond.

That the balances in each account as shown by the books
of the Fiscal Agent have been reconciled with the balances
standing to the credit of the Board of Governors of the Fed-
eral Reserve System on the books of the Federal Reserve Bank
of Richmond as certified by the auditor of that bank.

That all "Transfers of Funds" have been proverly author-
ized by the Secretary of the Board or a member of the Board,

Respectfully submitted,
(Signed) F. V. Grayson

January 31, 1938 Auditor

Federal Reserve Bank of St. Louis
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BOARD OF GOVERNORS
OF THE

o
FEDERAL RESERVE SYSTEM
WASHINGTON
ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD .
» February 4, 1938
R-180

.

Dear Sir:

Referring to the Board's letter R-16/ of January 13,

1938, following is a statement of changes during January in
: the list of nonmember banks that have in force agreements

with the Board pursuant to the provisions of Section 8(a) of

the Securities Exchange Act of 1934:

' Addition
Michigan
Hudson Hudson State Bank
Very truly yours,
/%
L. P. Bethesa,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS.

Pt
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BOARD OF GOVERNORS

N OF THE R-181
FEDERAL RESERVE SYSTEM
WASHINGTON
ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD
February 5, 1938.
4

SUBJECT: Coue Word Covering New
Issue cf Treasury Eills.

Denar Sir:

In connection with telegraphic
transactions in Goverument securities be-
tween Federal reserve banks, the following
code word has been designated to cover a
new issue of Treasury Bills:

NOZI.UM - Treasury Bills to be
dated February 9, 1938, and
to mature May 11, 1938,

WVory truly vours,

~—d. C. MNoell,
" Assistant Secretary.

TO PRESILENTE OF ALL FEDERAL RESERVE BANKS
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R-182
BOARD OF GOVERNORS
QF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release February 8, 1938

The Board of Governors of the Federal Reserve Sys—
lem today announced the aprointment of Fred lelsen,
dairy farmer cf Seattlc, Wéshington, as a director of
the Seattle branch of the Federal Reserve Bank of San

Francisco for the unexpired vortion of the term ending

December 41, 1938.
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BOARD OF GOVERNORS R-183
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 9, 1938.

Dear Sir:

There are inclosed herewith
copies of statement rendered by the
Bureau of Engraving and Printing,
covering the cost of preparing Fed-
eral reserve notes for the month of
January, 1938.

Very truly yours,

CEFaudi

0. E. Foulk,
Fiscal Agent.

Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS.
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R-183-a

Statement of Bureau of Engraving and Printing
for furnishing Federal Reserve Notes,
January 3 to 31, 1938.

Federal Reserve Notes, Series 1934

Total
$1.0 $20 Sheets Amount

Boston 105,000 20,000 125,000 ¢ 12,000.00
New York 175,000 40,000 215,000 20,640.00
Philadelphia 90,000 25,000 115,000 11,040.00
Cleveland 70,000 25,000 95,000 9,120.00
Richmond 45,000 25,000 70,000 6,720.00
Atlanta 45,000 25,000 70,000 6,720.00
Chicago 100,000 50,000 150,000 14,400.00
St. Louis 40,000 - 40,000 3,840.00
Minneapolis 30,000 25,000 55,000 5,280.00
Kansas City 35,000 - 35,000 3,360.00
Dallas 20,000 - 20,000 1,920.00
San Francisco 75,000 40,000 _ 115,000 11,040.00

830,000 275,000 1,105,000 $106,080.00

1,105,000 sheets @ $96.00 per M,.......$106,080.00

Federal Reserve Bank of St. Louis
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R-184
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release February 12, 1938.

The Board of Governors of the Federal Reserve System
today announced the appointment of Robert B. Caldwell, member
of the law firm of McCune, Caldwell & Downing, Kansas City,
Missouri, as a class "C" director of the Federal Reserve Bank
of Kansas City for the unexpired portion of the term ending
December 31, 1940,

The Board also announced the appointment of Perry B.
Gaines, Tarmer and stockraiser of Carrollton, Kentucky, as a
director of the Louisville brench of the Federal Reserve Bank
of St. Louis for the unexpired portion of the term ending De-

cember 31, 1940,

Federal Reserve Bank of St. Louis



R-185
BOARD OF GOVERNORS

OF THE 88
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

February 12, 1938. TO THE BOARD

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transactions
in Government securities between Federal reserve
banks, the following code word has been designated
to cover a new issue of Treasury Bills:

NOZLYE - Treasury Bills to be dated

February 16, 1938, and to mature May
18, 1938.

Very truly yours,

Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-186
BOARD OF GOVERNORS

OF THE 84
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 15, 1938.

Dear Sir:

The Board will publish a list of stocks registered on national se-
curities exchanges, as of January 31, 1938, and three supplementary lists
to be issued quarterly during the year 1938. These lists, to be published
by the Board to fecilitate compliance by banks with the provisions of Reg-
ulation U, will be similar in form to those published by the Board last
year. :

In accordance with the procedure established last year, the Board
‘will furnish one copy of the list and of each supplementary list free of
charge to each member and nonmember bank in the United States and to all
bank examiners and supervisory authorities. The Board will continue send-
ing additicnal copies to those in this group who requested them last year,
and will continue sending copies free of charge to such national securi-
ties exchang2s, government officials, members of Congress, press repre-
sentatives and educational institutions as requested copies last year.
The Board will also send copies frae of charge to any additional persons
in the foregoing groups who request them for their own use.

The lists will also be supplied to brokers or other persons who
may request them at a charge of 25 cents for the annual number and the
three supplements. On bulk orders calling for five or more copies, the
rate will be 20 cents per copy, and on-orders for fifty or more copies
the rate will be 15 cents. The Board will send a rnotice of the 1938 pub-
lication and an order form directly to each person who subscribed for
copies of the lists in 1937.

Please notify the Board as soon as possible of the number of copies
of these lists which your bank will require for its own use, including the
requirements of its examiners. Please refer to the Board any requests or
orders which you may rcceive from other persons.

Very truly yours,

y

’ﬂ,,&zm
L. P. Bethea,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-187
BOARD OF GOVERNORS
OF_THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS
For immediate release. February 16, 1938.

The first meeting of the Federal Advisory Council for 1938 was
held on February 14-15., Mr. Walter W. Smith was re-elected President
and Mr. Howard A. Loeb was re-elected Vice President. These officers
as ex-officio members and Messrs. €ieede, Aldrich, Williams and Brown
will comprise the Executlve GCommittee. Mr. Walter Lichtenstein was re-
appointed Secretary.

The Council is composed of the following members:

Federzl Reserve
District No. 1, Thomas M. Steele, of New Haven, Conn.

No. 2. Winthrop W. Aldrich, of New York, N. Y.
No, 5. Howard A. Loeb, of Philadelphia, Pa.

No. 4. Lewts B. Williams, of Cleveland, Ohio.
No. S. Robert M. Hanmes, of Winston-Salem, N. C.
No. 8. Edward Ball, of Jacksenville, Fla.

No. 7. Edward E. Brow, of Chicago, I11l.

No. 8. Walter W. Smith, of St. Louis, Mo,

No. 9. John Crosby, of Minneapolis, Minn.

No. 10. %*W¥. T. Kemper, of Kansas City, Mo.

No. 11, I« E. Harding, of Fort Worth, Texas.

No. 12, Paul 5. Dick, of Portland, Ore.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-188

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 16, 1938.

Dear Sir:

There is attached a copy of the re-
port of expenses of the main lines of the
Federal Reserve Leased Wire System for thec
month of January, 1933,

Please credit the amount payable by
your bank to the Board, as shown in the last
column of the statement, to the Federal Re-
serve Bank of Richmond in your doily state-
ment of credits through the Inter-District
Settlement Fund for the account of the Board
of Governors of the Federal Reserve System,
and advise the Federal Reserve Bank of Rich-
mond by wire the amount and purpose of the

credit.
Very truly yours,
0. E. goulk,
Fiscal Agent,
Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-188-a
REPORT OF EXPENSES Of MAIN LINES OF FEDERAL RESERVE
LEASED WIRE SYSTEM #OR THE MONTH OF JAHUARY, 1938
‘Words Sent/ i Payable
Federal Number | by N. Y. Total Pro Rata Il Exl?enses to Board
Reserve of Words|Chargeable Words Shgre of Paid by of
Bank Sent to Other | Charge- Total , Banks and Gover—
'F.R. Banks| @ble Expenses(l)g Board (2) nors
Boston 34,945 2,242 37,187 550.46 251.78 298,68
New York 104,695 —_ 104,695 1,549.74 1,013.07 536.67
Philadelphia 29:975 2,248 52:225 ’476.98 ’256.61 240,37
Cleveland 42,878 2,301 45,179 668,76 234,63 434,13
s H
Richmond 42,891 2,219 45,110 667.74 184.14 483.50
Atlanta 53,862 2,187 56,049 £29.66 R76.07 553,59
Chicago 72,254 2,316 74,570 1,103.82 1,154.78 50.96(%)
St. Louis 63,911 2,181 66,092 978.32 121.28 787,04
Minneapolis 28,944 2,167 31,111 460,52 135.55 324,97
' Kansas City 60,120 2,191 62,311 022.36 259.18 653,18
Dallas 56,534 2,206 58,740 869.50 267.85 601.65
San Francisco 70,484 Q,R74 72,758 1,077.00 404,71 672.29
Board of 431,038 -~ 471,038  6,380.42 11,925.63 —
Governors
Total 1,092,531 24,532 1,117,063 $16,535.28 $16,535.28 $5,596.17
50.98(a)
$5,545.21
(15' Based on cost per word ($.01480246) for business handled during the month.
(2) Payments by banks are for personal scrvices and payments by Board are for
personal services (41.472.80) and wire rental ($10,452.83). Personal ser-
vices ?nclude saiarieg of main lin; operatozs an%‘of clerica% helg engaged
in work on main line business, such as counting the number of words in
messages; also, overtime and supper money and Retirement System contribu-
tions at the current service rate.
/%) Crodit.
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BOARD OF GOVERNORS - 88
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON
February 18, 1938.

wn
o
g
t=1

T: Holidays during March, 1938.

Dear Sir:

Tke Board of Governcrs of the Federal Reserve System is
advised that the fcllowing holidays will be observed by Federal
Reserve banks and branches during the month of March:

March 1 (Tuesday) New Orleans
Mardi Gras Day Birmingham
March 2 (Wedncsday) . Dallas
Texas Independence Day El Paso
Houston

San Antonio

March 15 (Tucsday) Nashville
Andrew Jackson's Birthdoy Memphis
March 25 (Friday) Bal*imore

Maryland Doy

On the dates given the Federal Reserve bank offices af-
fected will not participate in either the transit or the Federal
Reserve note clearing through the Inter-district Settlement Fund.
Please include transit clearing credits for such offices on the
raespective dates with your credits for the following business
day. No debits covering shipments of Federal Reserve notes for
the account of the Federal Reserve Bank of Dallas should be in-
cluded in your note clearing of March 2.

Please notify branchcs.

ery truly yours,

J. C. No€ell;
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BAWKS
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BOARD OF GOVERNORS R-180
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

g3

cbruary 18, 1938.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securitics between IFederal
rescrve banks, the following code word has been
designated to cover a new issue of Treasury
Bills:

NOZMAR - Treasury Bills to
be dated February 23, 1938,
and to maturc May 25, 1938.

Very truly yours,

J. Co Hoell,
Assistant Secrctary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 19, 1938

Dear Sir:

As announced in the November 1937 issue of the Federal

Reserve Bulletin, the National Appraisal Forum was held in Washington
on November 19 and 20, 1937 under the auspices of the Joint Committee
on Appraisal and Mortgage Analysis. There is inclosed a copy of the
program which, according to the representatives of this Division who
attended the Forum, was followed quite closely. In general the dis-
cussions in the meetings were related to the question of appraisal
data sources rather than to procedure and technique in appraisal work.

Inasmuch as the Vice President in charge of the Bank Examina-
tion Department of one of the Reserve banks expressed an interest in
obtaining & copy of the proceedings of the Forum, it has occurred to
us that you might be interested in the publications distributed during
the meetings. It was understood that the proceedings would be avail-
able for distribution shortly after January 1, but it now appears that
it may be several weeks before they are available. However, through
the courtesy of the Secretary of the Joint Committee on Appraisal and
Mortgage Analysis sufficient copies of the bibliographies and cata-
logues distributed and the principal addresses delivered have been
obtained to furnish each Reserve bank with a complete set. Thinking
that this material might be helpful to the Bank Examination Department
as sourcesg of information regarding the literature and data in the real
estate appraisal field, there are being forwarded to you under separate
cover one copy each of the following:

1. Hasse, Adelaide R. Bibliography on Urban Real Estate
Appraisal.

2. Du Bois, Ayers J. Catalog of Urban Real Estate
Apvraisal Data Sources. :

3. Porter, L. G. A Survey of Rural Real Estate Appraisal
Data_Sources.

4, Olcott, Margaret T., and Hennefrund, Helen E. Valuation
of Real Estate. Agricultural Economics Bibliography
No. €0.

5. U. S. Department of Agriculture. Economic Reports and
Services of the Bureau of Agricultural Economics,
1937,
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A document marked "APPENDIX A" containing classifications
of rural and urban appraisal data.

Addresses:

Te

Be

tH

10.

1l.

Honorable Daniel C. Roper, Secretary of Commerce -
"Safeguarding Democracy through Human Shelter."

Horace Russell, General Counsel, Federal Home Loan Bank
Board - "Appraisal Data and the Control of Mortgage
Lending Policy."

Ernest M. Fisher, Director of Division of Economics and
Statistics, Federal Housing Administration - "Appraisal
Data, Their Compilation and Use."

Walter Se Schmidt, Past President, National Association of
Real Estate Boards - "Appraisal Data and the Control
of Realty Development."

Mordecai Ezekiel, Economic Advisor to the Secretary of
Agriculture - "Appraisal Data Research and Future
Stabilization of Values."

The Secretary of the Joint Committee, lMrs, Jennie Carter whose

address is Room 619, Federal Housing Admiristration, Washington, has
indicated that the Joint Committee would be interested in receiviasg any

coanents

and suggestions with reference to the bibliographies and cata-

logues, especially those prepared by Miss Hasse and Mr. Du Bois,

Inclosure.

70 VICE
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Very quly yours?,
3122{§L7¢( //252{/L414?/£/L//””

Leo i, Pauléer,
Chief, Division of Examinations.

PRESIDENTS IN CHARGE OF EXAMINATIONS AT ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS R-192
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 21, 1938.

SUBJZCT: Monthly Report of Bank and
Public Relations Activities.

Dear Sir:

There 1s inclosed for your informa-—
tion a summary of the bank relations reports
submitted by the Federal Reserve banks for
the month of January in response to the
Board's letter of August 25, 1938 (X-9680).

Very truly yours,
Chester Morrill,

Secretary.

Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESZRVE BANKS



R-192-a™"
February 17, 1938.

TO The Board of Governors SUBJECT: Summary of Bank
Relations Reports.
FROM  Mr. Hammond,
Division of Bank Operations

Reports of bank relations as requested in the Board's lectter
of August 25, 1936 (X-9680) have been received for the month of Janu-
ary and excerpts therefrom will be found ¢n the following pages. A
table showing for all twelve banks the number of visits made, meet-
ings attended, and addresses delivered has also been prepared and
follows thc quotations.

The general tone of comments upon the business situation is
pessimistic. The comments do not, however, indicate a feeling that
the business situation has grown worse, and particular cases of im-
provement are frequently mentioned. There is a general indication
that industrial centers are suffering more than rural regions. In-
formation as to business conditions is reported in considerable de-
tail by New York and Philadelphia.

It continues to be a frcquent complaint of bankers that re-
serve requirements arc too high. At the same time there is also com-
plaint of the slack demuand for credit and of the difficulty of making
adcoquate earnings. The criticism of rescrve requirements appecars to
be expressed quite often by non-members, and to be offered as a reason
for not seeking admission to the System.

The reports of four of the Reserve banks for the month of
January contain no comment upon conditions. Excorpts from the re-
ports of the other eight follow: (The reports themselves are at-=
tached to the original hereof).

Boston

(Boston reporte that there were no banks visited, mectings

attended, or addresses made during the month of January, 1938.)

New York

Dutchess, Putnam, Orange, and Rockland Counties, New York

The majority of bank officers report that the demand for ae~
commodation is still light, although fourteen state that it is fair
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New York (Continued)

to good, and six others have noticed a slight improvement recently.
There appears to be no disposition to reduce the general loan rate
below 6 pcer cent although some banks make reductions of 1 to 2 per
cent on loans secured by prime collateral, and many of them grant
loans to municipalities at rates lower than 6 per cent. Experience
with loans made pursuant to the provisions of the National Housing
Act has been very satisfactory.

There were complaints by executives of four Putnam County
banks with respect to the present reserve requirements, and one of
these also voiced objection to what he termed the assessment imposed
upon his bank to help pay the cost of insurance of deposits of weak
banks.

Business conditions in the rural areas, especially where dairy-
ing is carried on to any great extent, are somewhat more favorable
than in communities which depend chiefly upon industrial activity.
The prices which have been received for milk during recent months
give the dairy farmer a small margin of profif. The bumper apple
crop has so far brought prices that are little more than the cost of
production, and a large part of the crop is still being held in cold
storage. Busincss activity in all of the industrial cities and vil-
lages has shown a marked recession during recent months as a result
of the laying off of employecs, or reductions in working hours, and
merchants in these communities arc beginning to complain.

Essex Countyv, New Jersey

Demand for commercial loans is said to be very light and at
several banks where an increase in business or industrial credit oc-
curred during the early part of 1937 these loans are now being paid
off. The principal factors which have helped to maintain or increase
the totals of credit outstanding in various institutions have been the
development of personal loans, installment paper, and mortgages in-
sured under Title II of the National Housing Act. None of the bank-
ers interviewed seem to favor an increased percentage of insurance
and reduced interest rates on Federal Housing mortgages and they ex-
press the intention of accepting only those obligations which are
substantially less in amount than the appraised value of the property.

Since the early part of 1937, business and industrial activity
in Newark and the surrounding area has shown a marked change. Figures
compiled by the Newarx Chamber of Commerce indicate that general bus-
iness activity has been declining steadily since last May, that factory
employment and payrolls, and sales of electric power have decreased
sharply since October and that the number of business failures has been
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New York continued

climbing during the past four months. Department store sales during the
recent holiday season were 5 per cent less than those during the same
period of 1936.

Passaic County, New Jersey

General business activity in Paterson is said to be at a consider-
ably lower level than a year ago and many of the industrial plants have
curtailed their operations materially.

Industrial activity in Pagsaic has declined at least 50 per cent
during the last five months, according to bankers visited in that city.
The president of the Botany Worsted Mills recently made a statement that
the company's payroll, which dropped to $54,000 per week last fall, is
rising again, reaching {78,000 during the first week in January as com-
pared with payroll under normal conditions of $90,000 to $100,000 a week.

Two concerns manufacturing automobile accessories, springs, and
cushion seats, etc., are now operating at only 20 per cent of the top
employment of 1,200 workers last September, the major part of this let-
down being due to the slack business prevailing in the automobile industry.
The mechanical rubber goods concerns which represent the second largest
industry in Passaic from the standpoint of peoplc employed (normally about
6,000 people) have laid off 20 to 25 per cent of their forces and the re-
mainder are working only two or three days a week. The handkerchief in-
dustry was exceptionally busy during the early part of last year but after
Labor Day there was a sharp falling off in orders which has continued.

The local concerns engaged in this line of manufacture are now running
at about 50 to 60 per cent of normal.

Fairfield County, Connecticut

Although industrial activity decreased in the city of Bridgeport
during the last half of 1937, the decline was not as great as that re-
ported from other Connecticut industrial centers. The average weekly
payrolls for the entire year of 1937 were $1,174,000 which exceeds the
average of all recent years since 1929, the previous peak year. The de-
crease in employment is said to be chiefly in the two largest industrial
concerns of Bridgeport - the General Electric Company and the Bridgeport
Brass Company. A number of local manufacturers report that orders are
now beginning to come in again and that they may be able to increase the
working hours of their employces.

Philadelphia

Delaware

The area covered in Delaware depends chiefly upon diversified
agriculture although nearly every city or town has some industries of
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Philadelphia continued

local importance. The most important agricultural products are poultry,
cantaloupes, strawberries, soy beans, sweet potatoes, cucumbers, tomatoes,
fruit, and grain. While crop yields for 1937 were satisfactory, there
was some disturbance in prices and in the latter part of the year they
were said to have declined to about half of those prevailing in 1936.
Because of a late season in Virginia and Maryland crops grown in those
states were ready for market at the same time such products were ready in
Delaware. Normally crops from these more southern states would be off
the market before those from Delaware were ready. It is estimatcd by
bankers in the fruit section that 90 per cent of the apple crop is in
storage awailting an increase in price,

The industries are for the most part canneries or small shirt and
garment factories employing from 20 to 100 persons each. The more impor-
tant industries include the manufacture of dental supplies, fibre, paper,
rayon, aircraft, steel, and chemical products. The principal concerns in
the larger industries, each of which employs several hundred workers, have
felt the effects of the recent decline in business and have reduced opera-
tions. The available work is being spread as much as possible in order to
maintain some income for the workers.

Demand for credit is light except among the poultrymen. It appears
that low prices for crops last year may cause a somewhat heavier demand
for credit during the ¢oming months but the desirability of many loans may
be lessened by poor prices. There is considerable mortgage financing under
the provisions of the Nationel Housing Act. One institution has financed
such mortgages aggregating $11,000,000 in Delaware and adjoining states
and has sold these mortgages to investors throughout the Nation. No other
institution in Delaware approaches this one in volume of business of this
type but several have adopted this plan and report &z satisfactory expericnce
with such mortgages. One banker complained that the Federal Land Bank, by
extending farm mortgages for longer periods of time on higher appraised
valuation, and at lower rates of interest than his institution would grant,
furnishes competition that he could not meet.

Nearly all of the bunkers stated that the investment accounts of their
institutions showed a depreciation due to the recent decline in securities
prices, The ratio of obligations of the United States Government to all
securities owned is increasing as more benkers appear to prefer these se-
curities to corporate issues, ’

While the attitude of the bankers visited is decidedly friendly toward
the Reserve System, they stated that they are not interested in membership
because of the high reserves now required. Under the Delawsre law the
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Philadelphis continued

reserve required is 5 per cent of time and savings deposits and 10 per
cent of demand deposits. Vesult cash may comprise not more than one-third
of the reserve required against demand deposits and, with the written per-
migeion of the bank commissioner, one-half of the reserve required may

be represented by obligations of the United States, although we have no
information that this privilege is being exercised. It is thought that
several of the instituticns visited would make desirable members but

these institutions are the cnes whose cfficers placed particular emphasis
upon the reserve requirements as being the determining factor in their
lack of interest in the subject.

Business conditions in Delaware improved considerably during 1937,
although recession was in evidence at the end of thec year, Manufacturing
activity expanded sharply from January to August and for the year as a
whole was at the highest level since 1929. Similarly, business at retail,
including sales of new passenger automobiles, showed a gain as compared
with other recent years. Sales of farm products also increased substantially
during the greater part of last year and were 9 per cent larger than in 1936.
In the case of building and construction, however, operations were at a much
lower level in 1937 than a year before.

The following teble gives percentage changes in important lines of
activity for the year 1937 as compared with 1936:

State of Delaware % change

Factory employmenteeeeessesccesescenss + 14
Factory payrolls.ececeececscseoncesnes + &2
Value of pbuilding contracts
AWATrdedeseseovsasscsscessascssssssas — 39
Seles of new passenger eutomobiles.... + 15
Farm cash Incomeecccsecceccecnssecrees + 9

Employment, wage payments and working time in Delaware factories in-
creased substantially during the first eight months of 1937 but declined
drastically after September and continued greatly reduced in the early weeks
of 1938, Activity in virtually all important brenches of the manufacturing
industry has been sharply curtailed since early October and recessions have
been especially pronounced in the case of plants turning out iron and steel

products, leather, foods and building materials.

As a result of larger yiclds of many leading crops and higher prices
in the first threc quarters of the year, the inccme of farmers has increased
censiderably over the previous recent years. For the entire year 1937 farm
cash income amounted te approximately $17,450,000 or 9 per cent more than a
year earlier and about doublc the amount realized four years ago, In the
Philadelphia Federal Reserve District as a whole receipts from the sale of
farm products showed a gain of 11 per cent over 1936.
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Cleveland

During the last week in January approximately 175 banks whose clear-
ing operations might be affected by the contemplated ehange in our transit
procedure, were visited by specisl representatives of this bank. The plen,
which is now in operation, contemplates a later closing hour, the receipt
of transit items without description or sortation zs to availability (ex-
cept for immediate credit items), nnd that credit be vassed on a two-day
deferred bosis on mixed letters. The plan has met with practically uni-
versel favor, the principal objection on the part of member banks for the
nest severzl years having becn that our requirements as to sortation, and
the maintenance on a member bank's books of so many deferred accounts were
confusing. Consequently, a substential number of member banks have been
clearing a greater portion of their checks through correspondent banks who
accept both par snd non-par items without description or sortation for
immediate credit.

Reports concerning the availability of desirable loans appear to be
conflicting, In the corn and cattle-raising sections of southern Ohio,
the present low price of beef has discouraged borrowing. On the other
hend many bankers figure that corn fed to hogs is, on the basis of present
merket prices, producing about $1.00 a bushel for the corn crop. In the
north ccntral part of the State of Ohio banks in two counties report an
increasing demend for loang, which in some ceses will, if maintained,
necessitate liquidation of a portion of certain banks! investments.

Three benks in one northern Ohio county, with net earnings sufficient
to justify a declaration of « dividend, have declared their reluctance to
do so because of the attitude of supervisory authorities. These banks
complain that competitors are using nominal dividend payments for competitive
advertising purposes, and that the public reaction to non-dividend paying
benks is distinctly unfaverable.

The present recession in business has given rise to numerous comments
as to its cause and probable duration. While before the depression very
few banks were diegposad to criticise increased reserve requirements
ceveral now suggest it as a cause of the depression snd feel that the time
has come for reserve requirements 1o be reduced.

The investment problem continues to be foremost in the minds of most
bankers. Meny banks have seen & substanticl bond appreciation wiped out
by the decline in corporate issues. Many are regarding with considerable
spprehension the substantial investments in railroad issues, particularly
since the recent default on the part of the Erie Railrcad,

Some banks report substential increases in time deposits. In one
institution = $50,000 average over a period of years has been increased to
an average of about §200,000., In this particular case most of the inerease
ceme at maturity or call dates of government securities and the funds were
not reinvested.
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Richmond

(Richmond's bank relations work wes interrupted by the death of ir.
John T. Garrett, Manager of the Bank Relations Department, and no general
survey was submitted.)

Atlanta

Baton Rouge, Louisiana

The member benks in Baton Rouge enjoyed substantial earnings during
1937. The loans made by the banks in this city are largely to commercial

concerns, with only a small amount of loans being made to farmers. A
nonmember state bank which opened for business June, 1937, now has a

deposit liability of $2,629,000, and its officers feel that the institution
has an exceptionally bright future.

State of Florida

The tourist season on the Florida East Coast is variously reported
ag being equal to or slightly below that of last year. The number of
visitors compares favorably with that of the previous season, but their
expenditures are somewhat smaller.

The citrus crop suffered considerable damage from cold weather in
December but this damage will probably be more than offset by improved
pricesg.

In the southern part of Florida the shipment of tomatoes, beans,
potatoes and other vegetables to eastern and northern markets has begun,
Vegetable canning and packing plants will give employment to a large
number of persons until the end of April.

In a gsingle community on the outskirts of Miami nearly one hundred
homes have been built during the past several months and the local bank
has found profitable the handling of F.H.A. insured mortgages.

At Fernandina, Florides, construction of a pulp mill, at a cost of
approximately %2,500,000, has just been completed. This mill converts
pine wood into pulp for use in the manufacture of paper, and will employ
abcut 200 men. About 500 men are now engaged in the construction of a
second mill, to cost approxinately $6,000,000. The operation of this
second mill wlll give employment to between 250 and 350 men.

Generally, full use of the facilities of the Federal Reserve Bank
is made by the banks interviewed, except that members of the three largest
bank groups in Florida rely on the principal organization in their respec-
tive group for services which the Federal Reserve Bank might otherwise be
called on to render.
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Atlanta continued

The three National banks in Jacksonville, each of which heads a
group banking organization, expressed concern abouti possible holding

company legislation.,

Chicago

(Chicago submitted statistics as to the number of vists made, etc.,
but no general report of conditions.)

St, Louls

While at the close of January some increase was shown in employment
in industrial plants, 1t appears that the greater portion of such reemploy-
ment is due to resumption of activities following seasonal suspensions for
inventories, etc.

Somewhat better conditions are to be found in the well diversified
sections where a steady cash income is being derived from sales of dairy
and poultry products. In some communitiés the banks are giving this form
of agricultural work special attention and endeavoring tc arouse a greater
interest in the matter through offers to finance the purchase of good
deiry stock.

Deprecsed prices offered for cotton continue to be the cause of
much of the business decline in the South. Those engaged in agricultural
work are bheing quite conservative in their expenditures, in order that they
may be able to take care of spring planting with as little borrowing as
possible.

The general feeling prevails that the current recession in business
has about reached its lowest levels and that no further declines will be

shown.,

Lessening of earnings continues to be the chief source of concern.
In some few localities interest rates are being lowered by commercial banks
to meet the competition from governmental agencies and to retain the more
desirable type of loans which have been gradually slipping away from them.
In some ccmmunities a similar course has been adopted regarding industrial
concerns whose owners have found that banks in the large cities are keenly
anxious to take on their lines at rates considerably lower than those in
the smeller industrial centers.

Some of the nonmember banks visited showed no interest whatever in
the subject of membership. Income from exchange charges prevents serious
considcration of membership in several cases. One benk desires to join
the System, but will not do so if it has to relinquish two tellers' windows.
Others have given the matter consideration, but prefer to await further
developments, and one feels that nationalization is the proper course.
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St. Louis continued.

Attention of a State member bank in Mississippi has been directed to
the loss of income, estimated at $175 per month, because it cannot deduct
exchange. While the president of this bank has been a good friend of the
System, the decline in earnings, coupled with the insistence of two corre-
spondents for cither greater balances or direct compensation, has "set him
to thinking."

Quite a few banks stated that while they have no fault to find with
the FRB collection service, they prefer present arrangements with corre-
spondents under which they save clerical work and obtain immediate credit on
all items. However, some of the correspondent banks have been submitting
statements which indicate that such accounts are unprofitable, and have re-
quested increased balances. Should service charges be levied, these banks
will send their items to the Reserve Bank.

Several banks expressed satisfaction with transactions involving the
purchase and sale of Govermnment bonds through the Federal Reserve Bank, al-
though one has found that it obtains better prices through its New York
correspondent.

Minneapolis

Minneapolis submitted individual reports of visits to banks in Western
Montana by officers of the Helena Branch. With respect to one member, the
Helena Branch reports as follows: "A member bank thoroughly sold on the Fed-
eral Reserve System and a booster for the Branch. They reported esrnings as
excellent, having made 28 percent last year so declared a 12 percent dividend.
Conditions in their locality were fine and moisture zbout normal."

In contrast to the foregoing is the following which refers to a non par
bank only fourteen miles away: "Their earnings from exchenge charges amount
to $3,000 per year. They reported earnings as fair with no dividend declared.
Loans were hard to get and conditions in their community only fair. The of-
ficers don't feel very happy on the exchange charge subject, but explain it
is the only way in which they think they can exist."

The following covers a visit to another Western Montana nonmember which
is on the par 1ist and carries a balance with the Federal Reserve Bank: "This
bank was formerly a member of the Federsl Reserve System but withdrew during
the Bank Holiday in 1933. It has since applied for membership, but there is
a legal question as to its eligibility still to be settled. The officers are
very friendly toward the Federal Reserve System and believe that all banks
shouléd belong. Moisture conditions sre better than at any time during the
past seven years. Besides there was a lot of snow stored in the mountains.
There have been many small homes built during the past two years. Quite a
number of families from Eastern Montasna and the Dakotas have been moved to
the Bitter Root Valley. Local residents were cooperating to see that the
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incoming residents would make good citizens and that they were located on
tillable soil. A movement was under way for the building of dams to con-
serve water, to be financed by the government and farmers."

The following refers to another nonmember on the par list: "This bank
is very friendiy to the Federal Reserve System and carries a balance with us.
They have considered joining but obtained the information from some source
that urless they borrowed, there was no particular need in joining. As they
have always been a non-borrower they did not consider the matter further.
Complete explanations were made regarding the merits of the Federal Reserve
System."

Minneapolis submits with other information a statemsnt as to the show-
ings of its moving picture "Back of Banks and Business". Twenty-five show-
ings were made during the month of January, some of which were outside the
district. The estimated attendance at the meetings where the picture was
shown was 8,340. Minneapolis indicates that this makes an estimated total
of 334,155 persons who have seen the picture.

Kansas City

General conditions in this District show little change. January was
a mild month and dollar sales at reporting cdepartment stores were slightly
above those of a year ago when weather conditions generully were decidedly
adverse., The oil industry continues active in decided contrast to many
other lines of activity. Bankers report conditions good in the larger cities
of Oklahoma. But other sections of the District are not so geood. In many
places no progress has been made this winter in regard to the great deficien-
cy in subsoil moisture. This is particularly true of most of Kansas and
Nebraska where the conditlon is highly critical. This situstion is uppermost
in the minds of bankers for they well krnow from past experience that satisfac-
tory crops following such fall and wintcr subscil moisture conditions are very
unusual. The meat-packing industry is adversely affected by the greatly re-
duced numbers of live stock resulting from years of drought.

Many merchants report that they overbought in the early part of 1937.
Since then inventories have been reduced somewhat and they express the opin-
ion that pnresent stocks are lower than those of a ycar ago. Present buying
is only as needed, Sales of new automobiles are reported poor and the activ-
ity in the constructicn industry is disappointing.

Reports coming from banks widely scattered over tlie District are to
the effect that cattle feeders are not making money. Vhere feeders bought
early, the fall in cattle prices since then is making it ¢xtremely diffi-
cult for them to avoid losses. There is complaint also that lamb feeding
is proving unprofitable. Othorwise, banks report that live stock is moving
satisfactorily anc that loans arc being paid. A substantiazl amount of corn
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Kunsas Citx continued.

loans is being made and bankers anticipats a considerable amount of liquida-
tion through these corn loans. Some bunks report a definite falling off in
the demand for loans, and there is well nigh universal complaint regarding
short-time interest rates.

A state banker, whose bank is a member of the Federal Reserve Systen,
inquired of a representative of this bank regarding the procedure in with-
druwing from membership. He complained bitterly of the present reserve re-
quirement and he left the impression that if the present requirement was
likely to continue indefinitely, his bank would withdraw from membership.
At the same time he expressed satisfaction with the services of this bank.

There are reports of the successful operation of regional clearing
houses that cover several counties. It is said there are fourteen such
organizations in Nebraska--the whole of that state being included. These
regional associations apparently function quite generally as clearing houses
for loan information. They are used also as mediums for securing uniform
action on such matters as service charges. In many cases banks find them
useful in discussing loan policy when business and agricultural conditions
are undergoing changes.

Dallas

All banks visited, except one, were found to be in a comfortable cash
position and steted that the present reserve requirements are not inconven-
iencing them at this time. However, a majority expressed the view that the
reserves currently required of country banks are too high as a permanent
proposition and should not be continued indefinitely. In fact, some said
that the upward trend in their local demand for leoans indicated the possi-
bility that reserve requirements, unless roduced within the next few months,
might hamper their normal credit operations this year.

One National bark, which has deposits of $350,000, a complete moncpoly
on the banking business in its county, and a disinclination to permit its
cash resources tc fall much below 50 percent of its deposit liabilities, re-
ported that a substential number of worthy farmers in its county are on re-
lief for lack of a moderate amount of credit assistance, which the bank
would be willing to extend them but feels that it is unable to on the basis
of the volume of its evailable loanable funds. The management stated that
although a reduction of present reserve requirements would ameliorate the
situation to some extent it would not completely colve it by any means, be-
cause the real trouble is that the coal miners in the region, who are of
foreign extraction, habitually deposit their wages in the Postal Savings
System instead of the bank, and in this way over $100,000 of the community's
cash resources has been diverted and made unavailable so far ss the credit
needs of the agricultural population are concerned. This, he states, is the
real cause of o deplorable situation for which he sees no feasible solution.
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Dallas continued.

Within the limits of such credit facilities as it possesses the bank is
constructively contributing to the improvement of agricultural living con-
ditions by making loans for the purchase of pigs, dairy cows, etc., and by
freely discounting for local merchants installment notes representing sales
of labor-saving household appliances. This bank, although well supplied
with paper eligible for rediscount shares with other banks a reluctance to
show borrowed money in its published statements; hence it does not look
with favor upon that method of augmenting its funds for agricultural loan
purposes.

Another National bank (with deposits of $300,000), which had shown
continuous reserve deficiencies throughout the greater part of 1937, ex-
pressed itself as not being opposed to existing reserve requirements, even
though it nad not been able to meet them. Its president said he recognized
that the Board's action in impounding top-heavy excess reserves was justi-
fied by the factors and considerations upon which such action was based.

Business and industrial activity in this section of Oklahoma suffered
to some extent from the general business recession last fall, but on the
whole the situation is in nowise acute. Deposits in general are higher than
a year ago, the demand for credit is brisker, and, with the exception of two
counties of the eight covered by this survey, bankers and producers are ex-
pecting the ycar 1938 to be a fairly prosperous one.

San Francisco

(San Francisco submitted only statistical information as to the num-
ber of banks visited, addresscs made, and mesetings attended.)
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2: PUBLIC RELATIONS ACTIVITIES OF FEDERAL RESERVE BANKS

JANUARY, 1938

Federal Visits to banks Meetings attended Addresses made
Rg:z;ve Menmber mg;g;} Total Number Attendance Number Attendance
Boston None None None Ncne None . None None
New York 80 61 141 8 2,385 2 580
Philadelphia 4] 30 71 4 46 4 360
Cleveland 78 47 1R5 4 533 4 193
Richmond 11 8 19 2 1,125 None None

zé Atlanta Pal 5 k6 1 175 None None

B Chicago 11 2 13 4 1,060 4 RZ3
St. Louis 3L R4 56 i 400 None None
Minneapolis R3 R4 47 3 1,540 5 203
Kansas City None None None 1 75 3 370
Dallas 17 1 18 R 75 2 57&
San Francisco 3 —_ 3 12 £54 1 5
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FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 21, 1938.

Dear Sir:

There are being sent you under geparate cover 25
copies of an address made by Mr. Walter Wyatt, General Coun-
sel of the Board of Governors, on February 17, 1938, before
the Mid-Winter Conference of the Trust Division of the Amer-
ican Bankers Association on the subject: "Explanation éf
the Common Trust Fund Regulation".

Copies of the address are being forwarded to you
for the purpose of making them available to the officers
and directors of your bank and branches, if any, and to any
member banks which may desire them. Additional copies will
be furnished upon request.

Very truly yours,

L. Ps Bethea,
Assistant Secretary.

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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For release in afternoon newspapers
of Thursday, February 17, 1938.

"EXPLANATION OF THi COMMON TRUST FUND RLGULATION"

Talk before the Mid-Winter Conference
of the
Trust Division of the American Bankers Association

by

T'alter Wyatt, General Counsel
Board of Governors of the Federal Reserve Systsm

February 17, 1938
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BXPLANATION OF THi COLMON TRUST FUND REGULATION.

I appreciate the invitation of the Trust Division to
discuss the new regulation of the Board of Governors of the Federal
Reserve System relating to common trust fundse This underteking is
especially pleasant because of the long and close association we had
with your Special Committee on Common Trust Funds in connection with
the preparation of the regulations As you know, the Committee consists
of Mr, Carl W, Fenninger, Chairmen, snd Messrs. Oliver Wolcott, Rodman
Ward, Charles B. Royce, and %Walter Reid Woif, all of whom are very helpful
and pleasant gentlemen to work withe The samc is true of Mr, Gilbert
Stephenson, who has worked very closely with the Committec and with use.
All of thesc gentlumen have put in a tremendous amount of timc and work
on the problem, and their cooperation and assistance have been invaluable,

The topic assigned to me was, "Explanation of the New
Regulations"; ond that sounded easy enough to one who had participated
so intimately in the drafting of the¢ regulation. However, before
undertaking the preparation of this talk, I rcad the very able and
comprechensive discussion of that subject contained in a leading article
by Mr. George C, Barcley in the Trust Companies magazine for January,
1938; and I found that therc wos very little left for me to say on the
subjeet that had been assigned to me,

I considered various imaginary legal remedies, including

an action for damages for trespassing on my preserve, o sult for
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infringement of my cepyright, and a complaint to the Federal Treade
Commission that he had engrged in unfoir competition; but I concluded
instead to tender him my compliments for doing a better job than I
could have dones I also decided that, instead of attempting to repeat
or supplement his very finc explanation of the regulation, I would

endeavor to give you something of its background and philosophye

THE BOARD'S JURISDICTION

Before undertaking to discusé the regulation, it may be
desirable to explain why the Board of Governors was called upon to issue
any regulation upon this subject,

Section 11(k) of the Fegeral Reserve Act authorizes the
Board to grant trust powcrs to nation;I banks and to promulgate such
reguletions as it may deem neccssory to enforce compliance with the
provisions of the Act on that subjecﬁ and the proper exercise of the
powers grontede.

Scotion 169 of the Revonuc Act of 1936, which exempts
common trust funds from toxation as corporations, defines the term
"common trust fund" as a fund mocintained by a bank -

(1) Exclusivcly for the collective investment and

reinvestment of moncys contributed thereto by the bank in
its capacity as a trustee, c¢xeccutor, administrator or
guardian; and

(2) In conformity with the rules and regulations

preveiling from time to time of the Board of Governors of

the Federal Reserve System pertaining to the collective
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investment of trust funds by national bankse
Thile the Board's power to issue regulations on this
subject relates only to national banks, all banks and trust companies,
national and Stete, member and nonmember, which desire to operate
common trust funds must comply with the regulation if they desire to

obtain the tax exemption granted by the Revenue Act of 1936,

HISTORICAL BACKGROUND

The original Federal Reserve Act of December 23, 1913,
authorized the Federal Reserve Board to grant by special permit to
national banks applying therefor, when not in contravention of State
or local law, the right to act as trustee, executor, administrator,
or registrar of stocks and bonds, under such rules and regulations
as the Board might prescribe.

By subsequent cmendments, these powers were broadened
somewhat; certain regulatory provisions were inserted in the law; andl
it was madc clear that the e¢xercise of trust powers by national banks
should not be deemed to be in contravention of Stete or local law if
the exercise of such powers by State corporations which competed with
national banks was authorized or permitted by State law.

The purpose of Congress in granting trust powers to
national banks was to enable them to meet the competition of State
®onks exercising trust powers; and thus to preserve the netional bank
systeme This was considered particularly important in connection with

the enactment of the Federal Reserve Act, because the Act permitted
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State banks and trust companies to become members of the Federal
Reserve System and thereby to obtain not only the valuable privileges
and benefits of membership but also the prestige of Federal supervision,
which had previously been enjoyed solely by national banks.

In susteining the constitutionality of this grant of
trust powers to national banks, the Supreme Court of the United States
ruled that it was merely an incident to the right of €ongress to
estoablish national banks and to preserve them from destructive

competitions In this connection, the Court said:

"x * * Of course as the general subject of
regulating the character of business just referroed to is
peculiarly within state administrative control, state
regulations for the conduet of such business, if not
discriminatory or so unrecsonablec as to justify the
conclusion that they necessarily would so operate, would
be controlling upon banks chartered by Congress when thoey
come in virtue of authority conferred upon them by Congrecss
to exert such particular powers. And these considerations
clearly werc in the legislative mind when it enactced the
statute in questions. * * * the statute subjeccts the right
to exert the particular functions which it confers on
national banks to the administrative authority of the
Rescrve Board, giving besides to that Board power to adopt
rules regulating the exercise of the functions conferred,
thus affording the means of coordinating the functions
when permitted to be discharged by national banks with the
rcasonable ond non-discrimineting provisions of stetec law
reguloting their excreilse as to state corporations, == the
whole to the end that harmony and the concordant exercise
of the national ond stote power might result.”
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In accordance with this statement of the Supreme Court,
the Board's regulations on this subject have always been formulated
with a view of coordinating the exercise of trust powers by national
banks with the provisions of State law regulating the exercise of such

powers by State corporations,

COLI ECTIVE INVESTMENTS FORBIDDEN

For many years the collective investment of trust funds
was forbidden by the Beard's regulation governing the exercise of trust
powers by nétional banks, Thus the very first regulation issued by the
Board on this subject, under date of February 15, 1915, provided that,
"The funds, securities and investments held in each trust shall be kept
separate and distinet from the general funds and securities of the bank,

and separate and distinct from one another.," This of coursc was simply

a rostatement of fundamental principles of State lew applicable goeneral-
ly to fiduciaries and was retained in the rcgulation with no substantial
change until 1936,

Whilec minor cxceptions were made by rulings in 1921 and
1928, first as to odd amounts of trust funds not cxceeding fifty dollars
and later as to cash balances too smll to be invested separately te
advontage, no ruling on this subjcet was published until March 1933
end it wes not until 19336 that the Board modificd the regulation te
the extent of providing that, when thc cash balanecs to the credit of
certain trusts are too small %o be invested separately to advantage,

such small amounts may be invested colleetively, provided: (1) That the
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bank owns no participation in the securities in which such collective
investments are made and has no interest in them except as trustec or
other fiduciary, and (2) that such collective investments are not

prohibited by State law or by the instrument creating the trust.

< THE MOVEMENT FOR COMMON TRUST FUNDS

The suggestion that this provision should bc made much
broader so that national banks could establish morc elaborate common
funds and use them on a much larger scale as a means of affording to
smll trusts the advantages of wider diversification and morc efficient
and economical adminis£ration, wes made to the Beard by the Speecial
. Committec on Common Trust Funds when the Beard was considering a

general revision of its regulation governing the exercise of trust
. powers by national banks corly in January, 1936, Aftcr somec discus-
sion, it was agrecd that the suggcestion involved a major change in
policy which would requirc lengthy investigation and a very thorough
study and that it was not nccessary to dolay the rcvision of the rcgu-
lation wntil this problem could bec solved, cspeceially in viow of the
fact that, cven if the Board had granted such pcrmission in its regula-
tion, no practical usc could bc mnde of it until the revenue laws werc
amended so as to exempt such funds from taxation as corporations,

It was understood, however, that the promulgation of the
1936 regulntion would not precelude further consideration of this sub-
jeect by the Board at a later datc and that your Spccial Committec would

submit to the Beard definite rccommendations for a regulation which
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would provlde for the proper establishment and operation of such funds
and adequate safeguards against their abuse,

In the Revenue Act of 1936, enacted on June 22, 1936,
provision was made for the exemption of common trust funds from taxation
as corporations when they are maintained by banks in conformity with
rules and regulations of the Reserve Board pertaining to the collective
investment of trust funds by national banks, Congress apparently felt
that the operation of common trust funds is such a departure from the
usual rules of investing funds of individual trusts that it should not
sanction the practice unless some Federal agoncy were charged with the
responsibility of providing such regulatory safeguards as may be adequate
to prevent abuses.

The tax problem having been solved, the Special Committee
of the Trust Division appointcd for this purpose undertook the formidable
task of preparing for the Board's consideration a report containing a
thorough discussion of this subject and definite recommendations as to
safeguards which should be incorporasted in any regulation authorizing
the operation of common trust funds by national banks. The Committee
did an enormous amount of work and conferred with the members of the
Beard and its staff before it submitted a formal report containing its
definite recommcndations undor date of December 14, 1936.

After the Board and its staff had made a thorough study
of the problem, a tentative draft of the regulation was sont te the

American Bankers Asseociation, the twelve Fodoral Reserve banks, all
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of the State supervisory authorities, and various other interested
parties with a request that they give the Board the benefit of their
commcnts and suggestions, A large volumc of replics was rcceived
and it was found that opinions differed very widely not only as to
the detailed provisions of the proposed regulation, but also as to
the advisability of the Board issuing any rogulation on this subject.
After the criticisms and suggestions had been analyzed
and studicd and additional confcrences had becn held with the members
of the Special Committoe of the Trust Division and other interested
partics, a rovised draft of the proposcd.regulation was preparcd and
the Board promulgated the now rcgulation to take offcet on Deccnber

31, 1937,

THE FUNDAMENTAL PROBLEM

The most important quostion to be dceided in considering
the advisebility of issuing a rcogulation on this subject was whether
national banks should be permitted to depart from the long established
principle of trusteeship which rcquires a trusteec to keep the asscts
of cach trust separate and distinet from the asscts of other trusts,

This principlc is not an arbitrary or tecchnical rule but,

like most principles of common law and equity jurisprudence, is basecd

org/
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upon sound practical reasons. It is intended to insure that the
affairs of each trust will be administered solely with a view of
accomplishing the objeets of that trust and to prevent the interests
of a trust from being complicated through joint investments with the

¥ rights of strangers or required to share in the losses of other funds.

The Board could not permit national banks to depart
from this principle except to the extent permitted by State law,
because it cannot authorize them to violate the State law; but several
States had enacted statutes expressly authorizing the collective
investment of the funds of various different trusts and the practice
probably was lawful in most, if not all, of the States when authorized
by the terms of the instrument creating the trust.

In the final analysis, it appeared that the question
whether the collective investment of the funds of various different
trusts should be permitted was not a question of national poliecy to
be decided by the Board of Governors of the Federal Reserve System
but a question which should be left to the decision of the various

States and to the persons crcating trusts, especially in view of
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the fact that the Supreme Court had stated that, "the general subject
of regulating the character of business just referred to is peculiarly
within State administrative control,"
Furthermore, if any question of national policy were
involved, Congress had already given an indication of its view as
to what such policy should be by incorporating in the Revenue Act
v of 1936 a special tax exemption to common trust funds maintained by
banks solely for the purpose of investing funds held by them as
trustees, executors, administrators or guardians,.

In the light of this Congressional action and in
accordance with the policy adopted by Congress in authorizing the
exercise of trust powers by national banks when the exercise of such
powers by competing State corporations is authorized or permitted by
State law, the Board decided to permit national banks to invest the

- ~ funds of various trusts held by them collectively in common trust
funds when such investments are authorized or permitted by the laws

of the State in which the national bank is located,

’ OTHER MAJOR PROBLEMS

Congress, however, had granted the tax exemption only

i on condition that such common trust funds be operated in accordance
with regulations prescribed by the Board, thereby placing upon the
Board a definite responsibility to prescribe regulations upon this

subject containing adequate safeguards against abuse. The Board
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undertook to discharge this responsibility to such extent as seemed
possible in view of the fact that common trust funds are a
comparatively new development in this country, there are only a few
in operation, and our experience with them is very limited.

In lieu of the ancient safeguard of requiring the funds
of eagh trust to be kept separate and distinot from the funds of every
other trust in order that one trust might not be eompelled to share
in losses which should be borne by another, the regulation contains
provisions designed to guard against preferences and to provide for
the pro réta distribution of all profits and lesses on a fair and
equitable basise These are the provisions recommended by your Speeial
Committee on Common Trust Funds whieh require periodic valuations of
assets and permit the admission of participations to, or their
withdrawal from, the common fund only on the valuation dates and on
the basis of such valuations,

In order to guard against the possibility that the funds
of a trust might be invested collectively in a common fund when it was
not suitable to the peculiar needs of that particular trust, reliance
wes placed upon the trust investment committee of the bank and no

funds are permitted to be invested in a participation in a common

trust fund without the approval of such committee.

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



Z=T79

1419

-12m

LIMITATIONS ON AMOUNT

Apnother major question was what limitation, if any,
should be prescribed on the amount of the funds of any one trust
+ which might be invested in a comﬁon trust funds The replies to the
Board's request for comments and suggestions on the tentative draft
of the regulation disclosed a vast but not unexpected diversity of
opinion on this question. They suggested amounts ranging all the
way from $1,000 to $100,000, and a few sﬁggested that there should
be no limitation on the amount.
The principal argument in favor of the common trust
fund was that it would afford to small trusts much better diversification
of investments and more economical and efficient administration than
can be afforded where the funds of each trust must be invested and
administered separately. It had also been argued that the resulting
efficiency and economy in administration would enable banks to afford
expert trust services to many persons of small means who could not
obtain such services if their funds had to be invested and administered
* separately, These arguments did not support the suggestion that there
be no limitation on the amount of the funds of any one trust which
* might be invested in a common funds. Furthermore, there was a
possibility that large participations by large trusts in the same

common fund with small trusts might produce conflicts of interest,
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In view of these considerations, it seemed advisable to
prescribe some limit upon the amount of the funds of any one trust which
could be invested in the common trust fund; and this limit was fixed at
$25,000, which was the amount prescribed by the New York State law
+ governing the operation of common trust funds. It had been represented

that it was morc difficult to invest small funds in New York than in
other parts of the country and, since the New York legislature had
apparently decided that $25,000 was a large enough amount of the funds of
any one trust to be invested in a common trust fund in the State of
New York, it seemed safe to assume that this amount was adequate for any
+ part of the country.
Provisions were also inserted in the rcgulation to the
s effeet that no one trust shall own a participation exceeding 10 per cent
of the common trust fund; that the amount invested by any such fund in
the stocks, bonds or other obligations of any one person, firm, or
corporation (excepting obligations issucd or guaranteed as to principal
and intcrest by the Unitcd States). shall not excced 10 per cent of the
value of thce entire fund; and that the fund shall not own more than 5

+ per cent of the outstanding shares of stock of any corporation,

INVESTMENT TRUST RESTRICTION

Much consideration was given to various restrictions
designed to guard ageinst the use of common trust funds for purposes
other than those for which they arc intended and ¢specially as devices

for the sale of participations in sccurities to the public; but it was
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found that most of the restrictions suggested for this purpose, such
s a proposed festriction on the inclusion of funds of revocable trusts,
would unduly limit or hamper the proper use of common trust funds,.

It was finally decided to deal with this problem by
inserting the following provision in the regulation:

"The purpose of this section is to permit the use
of Common Trust Funds, as defined in section 169 of the Kevenue
Act of 1936, for the investment of funds held for true fiduciary
purposes; ond the operation of such Common Trust Funds as
investment trusts for other than strictly fiduciary purposes
is hereby prohibited. No bank administering a Common Trust
Fund shall issue any document evidencing o direct or indirect
interest in such Common Trust Fund in any form which purports
to be ncgotisble or assignable, The trust investment committce
* of a bank operating a Common Trust Fund shall not permit any

funds of any trust to be invested in a Common Trust Fund if
it has reason to believe that such trust was not oreated or is
not being uscd for bona fide fiduciary purposes.”

This is belicved to be sufficient, especially in view of
the fact that the Revenue Act defines a common trust fund as a fund
maintained by a bank in conformity with the Board!s rcgulati ons and
exclusively for the colleetive investment and reinvestment of moneys

contributed thercto by such bank in its capacity as a trustee, cxecutor,

edministrator or guardien; and eny usc of a common fund for any othcr
purposc or any wilful violation of the rcgulation would subjcct the
entirc fund to tuxation as a corporation and probably subject the

bank to a surchargc in the omount of the entirc taxe
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MISCELLANEQUS PROVISTONS

In order to facilitate admissions to and withdrawals from
a common trust fund, some provision had to be made for the maintenance
of adequate liquidity. Your Committee suggested that the Board might
require that at least 60 per cent of the value of a common trust fund
should be maintained in cash and readily marketable securities. However,
it appeared likely that a trust institution would maintain a considerably
higher percentage of liquidity than that required in the regulation, in
order to avoid the possibility of the common‘trust fund becoming frozen
by falling below the required percentage. There was also a possibility
that, if too high a percentage of liquidity were required, the earnings
of the common trust fund might be adversely affected.

Accordingly, the regulation lays down the principle that
any bank administering a common trust fund must maintein in cash end
readily marketable securities such part of the assets of the common
trust fund as shall be deemed by the bank to be necegsary to provide
adequately for the necds of participating trusts and to prevent inequities
between such trusts. 1In addition to this general principle, the regulation
requires that not less than 40 per cent of the value of the assets in &
common trust fund shall be maintained in cash and readily mearketable
securities.

It seems obvious that persons interested in trusts
perticipating in a common trust fund should be advised of their rights
and of the operations of the common fund. To this end, the regulation

contains provisions requiring each common trust fund to be established and
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maintained under o written plan, that an annual audit be made of each such
fund, and that copies of the plan and of the audit shall be furnished to
- intercsted parties upon reguest.
Likewise, since a fiduciary is permitted to charge fees for
N the administration of each individual trust, a bank operating a common
trust fund is not permitted to charge any additional fee for the
monagement of the common trust fund.

For equally obvious reasons, the regulation forbids the
bank operating o common trust fund from investing any of its own funds
in such common trust fund or having any sclfish interest in the asscts of
> such fund, and the epcration of the fund is mnde subject to general

prohibitions against self dcaling contained in other sections of the
" regulation,

Although the provisions of thc regulation applicable
especially to common trust funds are contained in section 17 whieh is
headed "Common Trust Funds", it must not be supposed that the provisions
of this section are the only provisions of the regulation which must be
token into account in this conncetion. On the contrary, the investment
4 of the funds of any trust in a common trust fund are subject to all the

other applicable provisions of the regulation,

FUNDAMENTAL PRINCIPLES

It may be sald by way of summary that the provisions of
the regulation governing common trust funds are based upon the following

fundamental conceptionss:

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



-17- z-19 4124

l. That the advisability of banks operating common trust
funds is a question of poliey for the determination of the individual
States in the diécharge of their responsibility for the regulation of
“ the administration of trusts;
2. That a common trust fund should not be used by banks
as o device to engage in the sale of participations in securities to
the public;
3+ That where an individuel trust is of such size that
> its funds may be invested separately to advantage, it is preferable
that such funds be invested scparatcly rather than in a common trust
fund;
4, That preferences between individual trusts participating
in a common trust fund must bo ovoided;
5. That a bank administering o common trust fund should
not have any sclfish interest in the assets held in such fund;
6. That persons having an interest in trusts participating
- in a common trust fund should be kept fully advised of the rights of
the perticipating trusts and of the status of the participations of
such trusts; and
7. That banks administering common trust funds should not
rcceive monagoment fecs or other additionnl compensation for the

administration of such funds.

SMALL FUNDS.
Some Af you may have wondercd why a provision similar to

that contained in the 1936 rcgulation for the investment of cash balances too
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small to be invested separately to advantage was retained in the new
regulation which also permits the collective investment of trust funds
on a much larger scale. This was done because it appeared that many
benks would not be interested in the establishment or operation of
4 common trust funds on any large socale but that the limited authority
to make collective investments of small cash balances representing the
odds and ends of various different trusts might be helpful to them and
they should not be deprived of this privilege or have its exercise
complicated by the elaborate machinery nccessary to safeguard the
esteblishment and operation of larger common trust funds designed for
more general use.
Some curiosity also secems to exist as to why the amount
) of any one trust which might be invested in this smaller and simpler type
of common trust fund was limited to §1,200. Scveral banks had complained
that the language of the old regulation, "cash balances * * * too small
to be invested separately to advantage", was too vaguc and that it should
be made more specifie. It appeared that, if the limit were fixed at
$1,200, this would emable the banks to invest odd amounts of each trust
< in such a fund until a particular trust had accumulated enough to
withdraw its funds from the common fund, invest thom separately in a
$1,000 bond, and pay, in addition to the face amount thercof, any
necessary premium, acerued interest, commissions and other incidental

costs,
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It is hoped that the provisions of the regulation do not
appear to be unduly long or complicated. However, it is feared that
the actual operation of common trust funds will involve many complications
and considerablc expcnse as a result of the practical difficulties
nceessarily inherent in the problem of handling collectively the
investment of thc funds of many different trusts.

These complications arc mentioned, not with a view of
discouraging the cestablishment and operation of common trust funds,
but with the view of suggesting thot any trust institubtion contemplating
the establishment of such a fund should first inform itsclf thoroughly
not only of the lecgal requircments but wlso as to the practical and ‘
accounting problams involved in the operation of such a fund and should
carefully weigh the advantages and disadvanteges both to the trust
institution and to the various trusts involved before reaching a
decision as to whether or not it will ¢stablish such a funde In this
connection it would be advisable to consult the operating officers of
some of the trust institutions who have had cxperiencc in the opcration
of such funds and who erc familiar with the proaotical problems involved.

In concluding these remarks, I should like to moke two
statements of a cautionary natures

The first is with refercncc to tax exemptions. Under the

Revenue Act of 1936, common trust funds arc entitled to tax excmption
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only if they are operated in conformity with the Board's rules cond

regulations. Therefore, a bank operating a common trust fund should

be particularly careful to conform to the requirements of the régulation

in order thet the tox exemption may not be forfeited and the trust

< institution possibly surcharged for the resulting costs to the
participating trusts.

Lastly but most important of all, those interested in
the development of the common trust funds should do everything in
their power to see that each such fund is properly end prudently
operateds I know of nobody better situated or better cquipped to

» undertake the task of safeguarding this development than the Trust
Division of the American Bankcrs Association; and I am confident that
~ the Board of Governors ahd other supervisory authorities can rely upon

their cooperation and assistance to this end.

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



BOARD OF GOVERNORS R-194
" OF THE 128
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS DOFFICIAL CORRESPONDENCE
TO THE BOARD

February 23, 1938.

Dear Sir:

There are being sent you under separate cover twenty-five
copies of a talk made by Mr. Walter Wyatt, General Counsel of the
Board of Governors, on February 21, 1938, before the Banking Forum
of the St. Louis Chapter of the American Institute of Banking on
the subject: "The Regulations of the Board of Governors of the
Federal Reserve System". This talk is a current revision of the
addrecss made by Mr. Wyatt on May 20, 19386, before the Annual Con-
vention of the Texas Bankers Association at Houston on "The Board
of Governors of the Federal Reserve System" (X-S587).

Copies of the February 21 address are being forwarded to
you for the purpose of making them available to the officers and
directors of your banx and branches, if any, and to any member
banks which may desire them. Additional copies will be furnished
upon request.

It is the present practice to scnd to cach Federal rescrve
bank twenty-five copics of speceches made by members of the Board
ond its steff as a matter of routine. OSince the number of copies
forwarded in the first instance is entirely arbitrary, it will be
appreciated if you will advise whether your bank desires to receive
a larger or smaller number of such copies in future routine ship-
ments.

»Very truly yours,

—

L. P. Bethea,
Assistant Sceretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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Talk before the Banking Forum
of the
St. Louis Chapter
of the
American Institute of Banking

by

Walter Wyatt, General Counsel
Board of Governors of the Federal Reserve System

St. Louis, Missouri, February 21, 1938.

129



130

Z-82

Mr. Cheirman, Ladies and Gentlemen:

I have been asked to talk to you about the regulations of
the Board of Governcrs of the Federal Reserve System; but before
diseussing the regulations I would like to say a few things about
the Federal Reserve System.

The Federal Reserve System consists of three principal
elements -~ the member banks, the Federal Reserve banks, and the
Board in Washington.

The member banks are as much a part of the Federal Reserve
System as the Federal Reserve banks or the Board in Washington. It
is prineipally through the member banks that the Federal Reserve
banks serve the public.

The System is fundamentally a cooperative arrangement by
which member banks join together and pool a portion of their resources
for mutual assistancec. The member banks in eech district make their
contributions by depositing their reserves in their own Federal
Reserve bank; and, when any mcmber bank needs assistance, it goes to
its own Federal Rescrve bank in its own district.

The Federal Rescrve banks are neither Government
institutions nor priwate institutions. They are privately owned but
they are devoted cntirely to the public service. They arc not
operated for profit and the dividends whieh they pay to their stock-

holders are limited by law to 6 per cent per annum. The remainder
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of their net earnings is carried to a surplus fund which would be

paid into the Treasury of the Federal Government if the Federal

Reserve banks were liquidated.

The Federal Reserve System is not a central banking system
4 but a regional banking system. This country is too vast and
conditions in different parts of the country vary too much to make
it feasible or de;irable to have a single central bank for the entire
country. Instead, therefore, wec have twelve Federal Reserve banks,
each serving a definite geographical aree and managed by directors,
officers and employees who live in and are familiar with the conditions
in its district, However, cach Federal Reserve bank is authorized,
and may be required, to go to the assistance of any other Federal
Reserve bank which necds assistance in handling any situation arising
in its district.

With respeet to matters affceting the country as a whole
the activitics of the twelve Federal Reserve banks are coordinated by
the Board of Governors in Washington. The Board is given the broead
power to exercise general supervision over the twelve Federal Rescrve
Y banks and eertain speeific powers designed to enable the Board to sece
that they pursue o banking poliey whimh is uniform and harmonious for
the eountry as a whole.

The fundamental characteristies of the Federal Reserve
‘System were stated by Honorable Carter Glass in the offiecial report
which he moede to the House of Reprcesentatives on the bill which
beeame the original Federal Reserve Act, He said:
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" % x * The only factor of centralization which
has been provided in the committee's plan is found

in the Federal reserve board, which is to be a strictly

Government organization created for the purpose of
inspecting existing banking institutions and of
regulating relationships between Federal reserve banks
and between them and the Government itself. Careful
study of the elements of the problem has convinced the
committee that every element of advantage found to
exist in cooperative or central barks abroad can be
realized by the degree of cooperation which will be
secured through the reserve-bank plan recommended,
while many dangers and possibilities of undue control
of the resources of one section by another will be
avoideds Local control of banking, local application
of resources to neccssities, combined with Fedecral
supervision, and limited by Fedecral authority to
compel the joint application of bank resources to the
relief of dangerous or stringent conditions in any
locality are the characteristie features of the plan
as now put forward. * * * It is proposed that the
Government shall retain a sufficient power over the
reserve banks to enable it to exercise a directing
authority when necessary to do so, but that it shall
in no way attempt to carry on through its own
mechanism the routine operations of banking which
require detailed knowledge of local and individual
credit and which determine the actual usc of the
funds of the community in any given instance. In
other words, the reserve-bank plan retains to the
Government power over the cxercise of the broader
banking functions, while it leaves to individuals

and privately owned institutions the actual direction
of routinec."

In this form of organization we have something which is

characteristically American -- local management of local affairs,

national menagement of national affairs, and the strength which lies

in unity, coordination and cooperation.

The Board is an independent establishment of the Federal

132

Government carefully safeguarded from politicel influence and prossure.
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It consists of seven members appointed by the President
and confirmed by the Senate for terms of fourteen years each, so
arrenged that not more than one term will expire in any two years,
Furthermore, a member who has served a full term of fourteen years

- is ineligible for reappointment, so that his actions while in
officc will not be influencced by the desire to be reappointed.

In selceting the members of the Board, not more than onc of
whom may be selected from any one Federal Reserve district, the
President is required to have due regard to a fair representation of
the financial, agricultural, industrial and commercial interests and
geographical divisions of the country. Before taking office, the
members of the Board are required to divest themselves of all interest
in any bank, banking institution or trust company; and the members of
the Board are made ineligible during the time they are in office and
for two years thereafter to hold any office, position or employment
in any member bank, except that this restriction does not apply to a
member who has served the full term for which he was appointed.

Another featurc of the original Fedecral Reserve Aet, which
has been preserved and which affords the Board very important
protection against politiecal pressure is the faet that it is not
dependent upon Congress for appropriations but defrays all of its
expenses out of assessments levied on the Federal Reserve banks,

In view of the vast injury which could be done if the official

actions of the Board of Governors and the Federal Reserve banks were
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influenced by politics or favoritism, it is vitally important that
this independence be preserved., It is not only important to the
public interest, but it is of especial importamce to every menber
bank, It is vitally important to keep banking out of polities and
politics out of banking,

The most important and most widely discussed powers of the
Board relate to national credit policies, These include the power to
approve or disapprove discount rates of the Federal Reserve banks, to
change reserve requirements of member banks, to prescribe margin
requirements for loans by brokers and dealers in securities and by
banks for the purpose of purchasing or carrying securities, and to
regulate the rates of intercst which may be paid by member banks on
time and savings deposits.

In addition, the Federal Open Market Committee, which
consists of the seven members of the Beard and five representatives
of the Federal Reserve banks, is given control over the open market
operations of the Federal Reserve banks « that is over the amount
of credit: which they can place in or remove from the money market
through the purchase or sale of Government bonds, bankers' accept-
ances or other obligations of the kinds which Federal Reserve banks
are authorized to purchase and sell in the open market,

The mest numerous powers of the Board relate te the
opsrations of the Federal Reserve buanks and are a part of an intrioate

system of checks and balances designed to leave the management of
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local affcirs and the granting of individual credits to the directors
and officers of the Federal Rescrve banks but at the same time to give

A the Board in Washington sufficient powers of general supervision and
regulation to enable the Board to coordinate the activities of the
twelve Federal Reserve banks and see that they earry out the purposes
of the Federal Reserve Act and pursuc policies which are harmonious
fbr the country as o whole.

However, I promiscd to talk to you about the Board's
rcgulations which member banks have becn receiving in increasing
numbors in recent years and a few of which affect the daily opecrations
of member banks.

There have been complaints about the number of new regulations
issued by thc Board since the passage of the Banking Act of 1935, and
I sympathize with the member banks; bocause they have been through very
trying times sincce 1929. After all the troubles which they experienced
in thc unhappy years leading up to the banking holiday in March, 1933,
and the very difficult months of reorganization and rchabilitation
following thet period, they had to contend with many perplexing new
provisions of lew imposed upon them by the Banking Act of 1933. That
was a reform measurc resulting from public resentment over certain
proctices which were brought to light by the large number of bank
failures in the years immediately preceding.

The Banking Act of 1933 made it necessary for the Board to
issue a number of new regulations; and, before the banks finished

familiarizing themsclves with these new laws and regulations and
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adjusting themselves to them, we had the Banking Act of 1935 and a
new set of regulations issued thereunder., The banks probably feel
that they are being legislated and regulated to death; but an analysis
of the situation will disclose that it is not as bad as it seems,

Since the passage of the Banking Act of 1935, the Board
has issued eleven regulations under that Act and two under the
Securities and Exchange Act of 1934, making thirteen in all., Of
these thirteen only three are new or additional regulations, Ten
of them are merely revisions of pre-existing regulations, and most
of the changes made are in the direction of greater liberality,
simplicity and clarity.

In view of the fact that the Board designates its various
regulatiqns by the letters of the alphabet and has now reached the
letter U, you may wonder what the Board will de when it has exhausted
the alphabet. I personally hope that the Board will never exhaust
the alphabet, but that it will be able in time to work out ways and
means of simplifying its regulations and greatly diminishing their
number,

The Board has outstanding at the present time twenty-one
different regulations., This sounds like a tremendous volume of
regulations; but it is not really as formidable as it sounds., Each
regulation is limited to & particular subject and only a few affect
the operations of member banks to any material extent. A quick

review of the list of regulations will illustrate my point, With
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your indulgence, I shall take them up in alphabetical order and run
through the entire list from A to U,

Regulation A relates to discounts and ad‘Fnces by Federal
Reserve banks to member banks; but it does not.affekt member banks
unless they are discounting with, or obtaining advaﬁces from, the
Federal Reserve banks, It was revised effective Octeber 1, 1937, in
a form which makes the credit facilities of the Fedcral Reserve banks
aveilable to member banks on a much more liberal and practical basis
than ever before, ,

Regulation B relates to the purchase of %ills of exchange,
trade acceptances and bankers' acceptances by Fodefal Reserve banks
on the epen market, It only affects indireotly thése member banks
whg issue bankers' aecepbance credits or have occa;ion to sell bills
of exchange, tradc acceptances or bankers! acceptaﬁces on the open
market,

Regulation C relates to the granting of Sankors' acceptance
eredits by member banks, but affccts only the relafively small number
ef membcr banks which issuc such oredits, :

Regulation D reclates to the reserves of %embcr banks, It
affcots 21l menber banks; but, it is something to ?hich they have
bocome adjusted over a long period of time and is éf little practical
importenoco at a time like the prosent when most nbﬁbqr banks hove
roserves grecatly in oxcess of the legal requirements,

Rogulation E relates to the purchase of State and munieipal
-warrants by Federal Roserve banks on the epen markét and has practically

By no effcet on member banks,
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Regulation F relates to trust powers of national banks, It

was revised, effective June 1, 1936, cnd amended again effective

1 December 31, 1937 so as to provide for the establishment and operation
of common trust funds. It states the procedure under which national
banks obtain and surrender permits to cxercise trust powers and a fow
general principles regarding the management of the trust department,
the investment of trust funds, end similar mtters.,

Regulation G relatcs to the rediscount, by Federwcl Reserve
banks of notes sccured by veterans' bonus certificates and is practically
a dead letter today.

Regulation H rclates to the membership of State banks in the
Fedoroal Reserve System, but has no effect whatever upon national banks,
Even as to Statc banks, it relates only to such mtters as the
procedurec for obtaining or rclinquishing membership in the System, the
conditions upon which such banks will be admitted to the System, the
circumstances under which they will be permitted to establish or
meintein branches, and the publication of reports of member banks and
their affilintes.

Regulation I rclates to the increase or deorease of holdings
by member banks of capital stock of Federal Rescrve banks, It affects
momber banks only &t the timo of their organization or admission te
the Federal Rescrve System and at times whoen they increase or decrease
their capital or surplus, consolidate with other banks, become insolvent,
go into voluntary liquidation, or withdraw from membership in the
Federal Reserve System,
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Régulation J relates to the clearance and collection of
checks by Federal Reserve banks. It affects all member banks, but
only with respect to the terms and conditions upon which Federal
Reserve banks receive checks from them for collection and make the
credits therefor available to them.

Regulation K relates to the organization and regulation
of foreign banking corporations, and is of no interest to member
banks except the few owning stock in such foreign banking corporations
or contemplating the organization of such corporations.

Regulation L relates to interlocking bank directorates under
the Clayton Act and affects only those member banks which have
directors, officers or employees serving also as directors, officers
or employees of other banks.

Regulation M consists of only one paragraph and relates
only to foreign branches.

Regulation N pertains only to the relations of Federal
Reserve banks with foreign banks and bankers, and has no effect upon
member banks.

Regulation O relates to loans by member banks to their
executive officers, but was issued to relieve the member banks from
the more onerous provisions of the pre-existing criminal statute on
this subject.

"Regulation P relates to holding company affiliates of member
banks and affects only indirectly those member banks which are controlled

by bank holding companies.
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Regulation Q relates to the payment of interest on deposits
by member banks and affects all member banks.

Regulation R relates only to those member banks who desire
to have security dealers or underwriters serving as their officers,
directors or employees.

Regulation S relates to loans by Federal Reserve banks to
furnish working capital to established industries and affects only
those member banks which participate in such loans or which make such
loans themselves and obtain commitments from the Federal Reserve banks
tn» take them off of their hands.

Regulation T relates to the extension and maintenance of
credit by brokers, dealers and members of national securities exchanges,
and does not affect any member banks except a very few which are
members of national securities exchanges. Incidentally, it prescribes
the procedure under which nonmember banks may qualify to make advances
to brokers and dealers in securities.

Regulation U relates to loans by banks for the purposc¢ of
purchasing or carrying stocks registered on a national securities
exchange but this regulation has little effect on the operations of
any member hanks except those located in the large financial centers.

Out of twenty-one regulations which the Board has in effect
at the present time, therefore, I think it is fair to state that five
of them have no effect whatever upon member banks, eleven of them
affect the member banks only occasionally or affect only a few of
them, and only five of them materially affect the ordinary operations

A of all member banks.
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Of these five, Regulation D, relating to reserves of member
banks and Regulation J, relating to the clearance and collection of
checks by Federal Reserve banks, are so well-established and so well
known to all member banks that they require no further discussion at
this time.

That leaves Regulation O, relating o loans to executive
officers of member banks, Regulation Q, relating to the payment of
interest on deposits, and Regulation U, relating to loans by banks
for the purpose of purchasing or carrying stocks registered on a
national securities exchange. I shall discuss these three regulations
a little further,

Regulation 0O, relating to loans by member banks to their
executive officers may not have gone as far in the direction of
liberality as some member banks desired; but it is much more liberal
and practical than what preccded ite

When the Banking Act of 1933 was under consideration by
-Congress there was much public resentment over the fact that a number
of banks which had failed in the years immediately preceding had
sustained large losses on loans made to their own executive officers.
This resulted in a provision in the Banking Act of 1933 making it a
criminal offense, punishable by fine or imprisonment, for any executive
officer of a member bank to borrow from or otherwise become indebted
to such bank or for any member bank to meke any loan or extend credit

in any other manner to any of its own executive officers.
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"executive officer" was not defined, and the Board

The term
received a large number of requests for rulings as to what officers
of member benks should be considered "executive officers" within the
prohibitions of the Acte Unfortunately, the Board had to decline to
express any opinion on these questions, because the enforcement of
Federal criminal statutes is entirely within the jurisdiction of the
Department of Justice and any opinion expressed by the Board would
not have been binding upon that Department.

If the Board had expressed the opinion that certain officers
of member banks were not "executive officers" within the meaning of
the statute, they might have obtained loans from their banks in good
faith and in reliance upon the Board's opinions If the Department of
Justice had subseguently adopted a different interpretation of the
law such officers might have been prosecuted for obtaining loans
which the Board had told them were entirely lawful, In the circum~
\stances, the only thing the Board could do was to decline to express
opinions on such questionse

It was contrary to the established policy of the Department
of Justice to issue rulings interpreting penal statutes; and there
was no place for the member banks to go to obtain authoritative
rulings on such questions,

Tho situation was ocxtremely unsatisfactory; and the Board
and the Comptroller of the Currency jointly sought relief for the
member banks in the Banking Act of 1935, As a result of their efforts,
the section was rewritten by the Banking Act of 1935 so as to repeal

the eriminal penalties, thus withdrawing the subject entirely from
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the jurisdiction of the Department of Justice. It also authorized
the Board to define the term "executive officer", to determine what
should be deemed a borrowing, indebtedness, loan, or extension of
credit and to prescribe rules and regulations to effectuate the
purposes of the section and prevent evasions thereof., In addition,
certain exoceptions were made to the prohibitions of the section, one
of which permits any member bank with the approval of a majority of
its own board of directors, to extend credit to any executive
officer thereof in an amount not exceeding $2,500.,

Regulation O issued by the Board pursuant to the provisions
of this section adds nothing whatever to the restrictions contained
in the law itself, but consists principally of a definition of the
term "executive officer" and answers to other questions on which
member banks had been clamoring for interpretative rulingse. Instead
of creating additional burdens for the member banks, therefore, this
regulation should be of great assistance to them.

There was one respect in which the Board could not see its
way clear, in defining the term "executive officer", to make a
concession which many banks desired but which others felt could not
properly be made -- namely, the proposal to exempt honorary or
inactive officers. After hearing all of the arguments on both sides,
the Board adopted the view that a person who accepts the title of an
executive officer and holds himself out to the public as an executive

officer should be required to comply with the rules governing
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executive officerse I know that there are some who differ with this
view; but I have never heard any one who could successfully answer
the moral arguments upon which it is based,

Regulation Q relates to the payment of interest on deposits
by member banks and also grows out of provisions added to the Federal
Roserve Act by the Banking Act of 1933, which were later amended and
modified by the Banking Act of 1935,

The underlying purposes which Congress had in mind when it
enacted these provisions have never becen authoritatively stated; but
it is my pcrsonal opinion that thcy were two=-fold: First, to put an
end to cut-throat compotition for deposits, which frequently led the
banks to pay highor rates of interest than they could afford to pay
and thus tended to weaken their financial condition; and, scoond, to
compensate the banks somewhat for the assessments, which under another
provision of the Banking Act of 1933, they were required to pay for
the insurance of their deposits. The section was adopted for the
benefit and protection of the banks; and it is in the interest of
every bank to cooperate with the Board in its efforts to obtain
compliance with the spirit as well as the letter of this law and %o
eliminate every form of unfair competition for bank depositse. The
sole purpose of Regulation Q is to accomplish this result.

Regulation U, which was issued pursuant to the Securities
Exchange Act of 1934, governs loans by banks for the purpose of

purchasing or carrying stocks registered on national securities

exchangese. Unlike the Board's other rcgulations, it applies to
nonmember banks as well as mcmber banks.
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The Board could have spared itself a great amount of trouble
and expense by leaving this subject to regulation by the Federal Trade
Commission or the Securities and Exchange Commission, as proposed in
the original bill, But the Board at that time felt that the banks
were already subject to regulation by too many different supervisory
authorities and that they would fare better if this additional dubty
were performed by the Board instead of some other agency less familiar
with practical benking problemss Congress was persuaded, therefore,
to impose this duty upon the Board insteéd of the Securities and
Exchange Commission, even though, in order to accomplish this result,
the Board also had to accept the burden of regulating the extension
of credit by brokers, dealers and members of national securities
exchanges, which it was very reluctant to do,

In the preparation of Regulation U every effort was made to
meke it as short and simple as possible and to interfere no more with
the ordinary operations of the banks than is absolutely necessary to
accomplish the purpose of the regulation, which is to prevent the
excessive use of bank credit for the purchasing or carrying of
securities,

The regulation applies to no loans except those which are
secured by stocks and are made for the purpose of purchasing or
carrying stocks registered on a national securities exchange.

If a loan is not secured directly or indirectly by stocks,
the regulation has no application to it and the bank need not inquire
into the purpose of the loans It is reccognized that this leaves the
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regulation open to the possibility of some evasion; but it was
believed better to accept this risk than to affect every loan a
bank makes in order to regulate a relatively small portion of
theme It is believed that most of the bankers will endeavor in
good faith to comply with the regulation and will not make loans
for the purpose of purchasing or carrying stocks without requiring
the customers to pledge such stocks as collaterals

Even if a loan is secured by stocks the regulation does
not apply to it if the loan is made for a commercial, agriculbural
or industrial purpose or for any other purpose except the purpose
of purchasing or carrying listed stocks. If the bank desires to do
so for its own protection, it can obtain a written statement from
the borrower or from one of the bank's own officers that the loan
is not for the purposc of purchasing or carrying stocks. If such
a statement is obtained in good faith tho loan is completely
exempted from the rcgulation.

Even if a loan is sccured by stocks and the bank is
unwilling to inquire into its purpose, the rcgulation will not be
violated if the amount of the total loans to that customer does
not exceed sixty per cent of the current market value of the stocks
pledged as collateral,

The net practicallresult is that a bank need not think
about the regulation except with respect to loans that are secured

directly or indirectly by stocks when the amount of the borrower's
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indebtedness exceeds sixty per cent of the current market value of the
stocks securing such indebtedness. Even with respect to this limited
class of loans, the banker can forget about the regulation if he
obtains in good faith a written statement from the customer or from
one of the bank?!s own officers that the loan is not for the purpose
of purchasing or carrying stocks.

I think it is fair to say, therefore, that the Board succeeded
in promulgating a regulation which docs not interfere with the ordinary
operations of the banks any morc than is’absolutely necessary to
accomplish the purposes of the regulation.

Although it does not directly affeet the ordinary operations
of member banks at a time like the present when mos£ of them have
substantial amounts of excess rescrves and very few, if any, are
borrowing from the Federal Reserve banks, you may also be interested
in some discussion of the new Regulation A, which became effective on
October 1, 1937, and which relates to discounts and advances by Federal
Reserve banks for member banks. This new regulation superseded the
1930 edition of Regulation A and incorporated various legislative
changes on this subject which had been made since the beginning of the
depressions

The first part of the regulation deals with the requirement
as to eligibility for discount of notes, drafts, and bills arising out
of commereial, agricultural, and industrial transactions and contains
reletively few substantial changes from the old regulation. The legal
limitation of maturities to 90 days, except in the case of agricultural

Digitized for FRASER

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



72-82

o 19 - 148

paper where it is 9 months, remains unchanged.

An important change, however, occurs with regard to paper
the proceeds of which are advanced or loaned to some other borrower.,
The Board had previously held that paper the proceeds of which were
advanced or loaned to some other borrower, such as paper made by
finance companies, was ineligible for discount at Federal Reserve banks,
with the exception of paper of cooperative marketing associations
and of certain factors which had been specifically made eligible by
the lawe. In the new regulation the requirement that the proceeds
of eligible paper must be used "in the first instance" for the purpose
of producing, purchasing, carrying, or marketing goods has been
eliminated, and it is likewise no longer required that the proceeds of
eligible paper must not be advanced or loaned to some other borrower,
Under the new regulation, therefore, notes, drafts, or bills the
proceeds of which have been advanced or loaned to some other borrower
for a commercial, agricultural, or industrial purpose are eligible for
discount, provided they comply with the usual requirements as to
maturity. The principle underlying this interpretation by the Board
is that paper whose proceeds are used for an eligible purpose in the
hands of a second borrower is not rendered ineligible by the intervening
transactiones This makes eligible for discount a large amount of paper
of commission merchants and finence companies, including paper drawn
to finance installment sales of a commercial character.

Another change in the sections dealing with cligible paper

is based on the National Housing Act of June 27, 1934, which makes
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cligiblec for rediscount notcs with short maturities reprcscenting loans
made to financec the construction of residential or farm buildings, if
accompanicd by a valid and binding agrcecment to advance the full amount
of the loan upon the complction of tho building, entered into by persons
acccptable to the discounting Federal Rosorve banks. This provision of
the law was intended to encourage loans by banks for construction
purposcs with a visw to promoting rccovery of the building industry.

A more fundamental change in the regulation appcars in scction
2, which incorporatcs for thc first time provisions regarding advances
tc member banks under scction 10(b) of the Federal Rescrve Act, which
was added to the law by the so-called Glass=Stcagall Act of February 27,
1932, for the purposec originally of making it possible in exceptional
and exigent circumstonces for momber banks to rccecive credit accormoda=
tion from Federal Reserve banks on their promissory notes collatcraled
by any sccurity acccptable to thc Federal Rescrve banke This ection
was token to rolieve a situation cxisting during the deflationary
period when many banks with sound assets in their possession were
obliged to closc their doors becausc they did not have paper eligible
for rediscount at the Fcdcral Rescrve bank., The inability of Fedcral
Reserve boanks to discount sound paper unless it complied with the
¢ligibility roquirecments of the law was one of the conditions that
aggravated the deflationary movemont.

Scction 10(b) was first onactcd as a tcmporary cmergency

mcasure to overcome this situation and its duration was originally

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



Digitized for FRASER

150

Z=-82

- 21 -

limited to March 3, 1533, but was later extended to March 3, 1935,

It was originally restricted to banks with a capital not exceeding
$5,000,000, and each loan had to be authorized by the affirmative
vote of not less than five members of the Federal Reserve Board.
These latter restrictions were eliminated by the Emergency Banking
Act of March 9, 1933, but there still remained provisions of the
original law to the cffect that this section could be used only in
exceptional and exigent circumstances eand only by member banks having
no further eligible and acceptable assets available to enable them to
obtain adequate credit accommodations under the regular discount
provisions of the law. In view of the temporary nature of the
legislation, the provisions of this secticn were not covered by a
formal amcndment to the rcgulation but only by circular letters sont
by the Board to nll Federal Rescrve banks outlining the procedure for
naking such loans,

The Banking Act of 1935 made this section permuncnt and
further liboralized it by rcmoving the roquircments that in order for
& bank to borrow undcr this scetion there must be oxcoptional and
cxigent circumstances and that the bank must bec unable to obtain
adcquate credit accommodations under other provisions of the Fedoral
Roscrve Act., The minimum ratc of intcrcst on thesc advances was
rcduced from 1 per cent to 1/2 per cont above the highest discount
ratc, A four months' 1limit on the maturity of advances undor this

scction was providcd,
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It is for advances undcr the authority of scction 10(b) of
the Federal Reoscrve Act that provision is made in section 2 of the
new Regulation A, This regulation authorizes the usc as collateral
for_advances, in addition to Govermmont sccuritics and cligible paper
which could scrve as a basis for advancces under the old law, the
verious classcs of paper that underlic the financing of the country's
principal cconomic activities. In addition to certain speccificd
classes of asscts, the rcgulation provides further that, when in the
judgment of a Federal Rescorve bank circumstances make it advisable to
do so, it may aocept as sescurity for an advance under this section any
assets satisfactory to the Fedcral Reserve banke The regulation,
thereforc, bars no paper from use as collateral for advances but nerely
indicates a class of preferrcd papcer which covers all the principal
ficlds of financing.

In establishing rules, which in cffcect make all sound assets
of member banks a potential basis of advances by the Federal Reserve
banks, the Board had in mind the fact rccognized by Congress in the
Banking Act of 1935, that under our banking system mcember banks carry
tinc deposits as well as denand doposits, and since thesc banks are
custodians of the funds represcnting the savings or capital accumulation
of the poople, they properly invest a part of theoir funds in long-time
paper, and consequently provision should be made for using them in
casc of nced as a basis of advances from the Fedoral Rescrve bankss.

The prineiples underlying the ncw regulation arc the same as

these underlying recent modificaticns of the Federal Reserve Acte
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Zxpericnce has demonstrated that the solvency of banks is better safo-
gucerded by careful regard to the quality of the paper that they acquire
than by strict observance of the form that this paper takese. Strict
0ligibility requircments in the past did not save the banking systenm
from collapse, Greater emphasis on soundness and less emphasis on
form is, therefore, & sound banking principlec.

The Board wos also guided in its determination of c¢ligibility
requirements by the recognition of the fact that at « timec of a
deflationary trend it is important for the Federal Reserve Systen to
lend with the greatest freedom consistont with safety. At such tinmes
technical limitations on the character of eligible paper endanger
rather than protect the safety of the banking structurce. By describing
in the rcgulation the character of paper that will hive first claim for
advances the Board hopes to encourage better ond safer banking practiccse
At the samec timc the Beard believes that the essurance of support in case
of need given to nember benks with sound asscts will enccurage these
banks to give their communities the financial serviccs that they require,

While I am on the subject of regulations, I would like to tell
you sonecthing about the procedure follcocwed in preparing theme

A tentative draft of cach proposcd reguletion is sent to all
the Federal Rescrve banks with a request that they give the Boord the
benefit of their criticisms and suggestions. In addition to studies
and discussions by their officers and counscl, the Federal Roserve
banks frequently consult some of the member banks about thesc tentative
draftses The criticisms and suggestions resulting from thesc studies,
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discussions and consultations are transmitted to the Board in writing,

Copies of the tentative drafts of all regulations affecting
member banks are also sent to the American Bankers Association for
study by a committee representing the Association., Special committees
are appointed by the President of the Association for this purpose and
the members of each special committee are practical operating officers
of member banks carefully selected on the basis of outstanding ability
and special familiarity with the particular subject dealt with in the
regulation, If there is anything impractical or undesirable in the
proposed regulation these men are sure to find it and bring it to light,

And, believe me, these committees really work., After each
member has made & thorough study of the tentative draft sent to him fer
that purpose, they meet, exchenge views on the subject and formulate
their tentative views as a committee, After it has finished its own
deliberations, the committee has a joint conference with the members
of the Board end its staff, at which there is a full and free round
table discussion of every point about which any guestion has been
raised.

Following this joint conference the committee prepares and
files its written report and copies are furnished to every member of
the Board and every division of its staff. Furthermore, in our final
report to the Board, the staff has to tell the Board what it thinks
should be done about every definite recommendation madc by the

American Bankers Association committee,
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After all of this study, the regulations are taken up by the
Board for final action; and there is a further discussion of the
regulation between the members of the Board and the members of the
staff and frequently further changes are made in the regulation before
it is finally adopted.

While it is impossible to reconcile all conflicting viewpoints
or to adopt all suggestions made from these various different sources,
nevertheless it is belicved that this thorough discussion and the
attending criticisms and suggestions from so many different sources
tend to produce regulations which are as reasonable and workable as
it is possible to produce by any method. Certainly it provides
elaborate safcguards against the danger of the issuance of regulations
which are undesirable or unworkable from a practical bonking standpoint.

In conclusion, pleasc permit me to remind you that the Federal
Reserve System is not something separate and apert from the membor benks.
They are as much a part of it as the Federal Resorve banks or the Board
in Woshington; and it is very much in their interest and in the public
intercst for them to cooperate with the Board in every possible way and
to join with the Board and the Federal Reserve banks in their efforts
to improve our banking system, in order that it moy render to this

great country of ours the greatest possible publie service.
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BOARD .OF GOVERIIORS
OF THE
FEDERAT. RESERVE SYSTEM

STATEMENT FOR THE PRESS

For release in morning papers, The following summary of general

Saturday, February 26, 1938. business and financial conditions
in the United Stutes, based upon
statistics for January snd the
first three weeks of February, will
appear in the March issue of the
Federal Reserve Bulletin and in the
monthly reviews of the Federal Re-
serve banks,

The decline in business activity, which had been rapid during the
last quarter of 1937, continued in January but at a slower rate.
Production

Volume of industrial production, as measured by the Board's sea-
sonally adjusted index, was at 81 percent of the 1923-1925 average in
January as compar=ad with 84 percent in December. Output of durable
goods continued to decline, reflecting chiefly considerable decreases
in production of automobiles and plate glass and a further decline in
output of lumber. Steel ingot production increased somewhat, the out-
put for Januery averaging 30 percent of capacity. In the first three
weeks of February, activity at steel mills showed little change at
about 31 percent of capacity, while production of automobiles was at
a lower rate than in January.

In the textile industries, activity at silk and rayon mills in
January showed a sharp rise from the low levels reached in December,
At cotton mills, however, there was less than the usual sesasonal in-
crease and output of woolen products continued in small volume. Shoe

production, which also had been at a low rate in December, increased

considerably in Janusry, and activity at meat-packing establishments
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rose somewhat further. Output of tobacco products remained at a high
level, while sugar meltings declined. At mines, bituminous coal pro-
duction was considerably smaller than in December, and there was also
a reduction in output of nonferrous metals. Petroleum production con=-
tinued at the high level of other recent months.

Value of construction contracts awarded in January was smaller
than in December und somewhat below the level maintained during the
last four months of 1937, according to figures of the F. W. Dodge Cor-
poration. Contracts awarded for public projects increased somewhat
further, while awards for private work continued to decline, reflect-
ing a further decrease in residential building and a sharp reduction
in awards for t'actory construction. In the first half of February
awards for private projects were at about the same rate as in January,
while those for public work showed & sharp decline.

Employment

Factory employment and payrolls declined substantially further
between the middle of December and the middle of January. In the dur-
able goods industries, decreases in employment were general and were
particularly large at fuctories producing cutomobiles, steel, and ma-
cninery. Emplcoyment in nondurable goods industries showed a somewhat
smaller decline than in previous months. There was some increase in
the number employed at shoe factories and little change in the food
industries as & group, but in other nondurable goods industries employ-
ment continued to decrease. Tmployment on the railroads, in mining,

aund in the construction industry alsc declined.
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Distribution

Department stores sales showed a seasonal decrease from December
to January, while sales at variety stores and mail order sales de-
clined by more than the usual seasonal amount.

Freight-car loadings continued to decline in January, reflecting
principally a rcduction in shipments of coal.

Commodity prices

Prices of steel scrap and nonferrous mectals declined from the
middle of January to the third weck of February, following some ad-
vance in December and the ecrly part of January. There were further
decreascs in some other basic commodities, while prices of cotton and
silk advanced. Livestock products continucd downward and a number of
finished industrial products declined further. Prices of pig iron and
most finished stecl products have been reaffirmed for second quarter
delivery.

Bank credit

During the first three weeks of February excess reserves of mem-
ber banks were little changed from the level of $1,400,000,000 reached
ot the end of January following the post-holiday return of currency
from‘circulation.

During January there were substantial reductions in commercial
loans and brokers' loans and moderate increases in investments at re-
porting membcr banks in 101 lecding citiess In the first three weeks
of February loans and investments of thesc banks showed little change.
Money ratcs

Rates on Treasury bills and yieclds on Treasury notes and bends
continued in February at the low levels rcached in the latter part

of January.
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BOARD OF GOVERNORS 158
OF THE

FEDER’AL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 26, 1938.

SUBJECT: Code Words Covering New
- Issues of Treasury Bills.

Dear Sir:

In connection with telegraphic transac—
tions in Government securities between Federal
reserve banks, the following code words have
been designated to cover new issues of Treashny
Bills:

NOZMEN - Treasury Bills to be dated
March 2, 1938, and to mature June 1,
1938, ’

NOZMIS -~ Treasury Bills to be dated
March 2, 1938, and to mature June 16,
1938.

truly yours,

Jo. C. Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-197

ZOARD OF GOVERNORS
OF THE
FEDERAT, RESERVE SYSTEM

STATEMENT FOR THE PRESS

For immediate rslease February 28, 1938.

The Board of Governors of the Federal Reserve
System today announced the anpointment of Howard
Phillips, Executive Vice President of the Dr. P.
Phillips Co., Inc., Orlando, Florida, as a direc-
tor of the Jacksonville branch of.the Federal Re-
serve Bank of Atlanta for the unexpired portion of

the term ending December 31, 1939.
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BOARD OF GOVERNORS 160

OF THE
FEDERAL RESERVE SYSTEM
WASHINGTON Re 198
March LL s 1958 ADDRESS u:;c;:: ic‘;:;ispanozt«cs

SUBJECT: Call Reports of State Bank
Members and their Affiliates

Dear Sir:

There have been forwarded to you today under separate cover
the indicated number of copics of the seven forms attached hereto,
for the use of State bank members and their affiliates in submitting
reports as of the next call date:

Number of
copies Form

Form FR 105, Report of condition of State bank member,

Form FR 105b (Schedule "0"), Loans and advances to
affiliates and investments in and loans secured
by obligations of affiliates.

Form FR 105, Publisher's copy of report of condition
of State bank member.

Form FR 105g, Alternate Schedule E, Loans and Discounts.

Form FR 220, Report of affiliate or holding company
affiliate.

Form FR 220a, Publisher's copy of report of affiliate
or holding company affiliatec.

Form FR 220b, Instructions for preparation of reports
of affilistes and holding company affiliates.

The number of copies of Forms 105b, 220, 2202, and 220b being
forwarded to you is based on the requirements therefor as reported in
response to the Board's inquiry.
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The only change made in Form FR 105 since the last call for
reports is the elimination from Schedule E of item 9, "Total loans eligible
for rediscount with Federal Reserve Bank". It is understood that the
Comptroller's office will eliminate the same item from the national bank
call report form when that form is reprinted. Form FR 220b has been re-
vised by substituting the amended terms of waiver applicable to reports
of affiliates, a copy of which was inclosed with the Board's letter S=52
of December 22, 1937, No change has been made in any of the other forms.

The same procedure should be followed as on the last call for
condition reports in mailing blank forms to State bank members, examin-
ing the reports, and forwarding copies thereof to the Boarde The usual
sumary statement should be mailed to the Board showing the classifica-
tions of loans and investments, by classes of banks, in time to reach
the Board within three wecks after the date on which the call is made,
if practicable. "

Very truly yours,

SOV S QLINT,

Chester Morrill,
Secretary.

Inclosurcs.

TO PRESIDENTS CF ALL FEDERAL RESERVE RANKS.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 4, 1933
R-199

Dear Sir:

Referring to the Board's letter R-164 of January 13, 1938,
following is a statement of changes reported during February in
the list of nonmember benks that have in force agreements with
the Board pursuant to the provisions of Section 8(a) of the Secur-
ities Exchange aAct of 1934: )

Deletion
Michigan .
Detroit Commonwealth-Commercial State Bank
Addition
Michigan
Detroit Commonwealth Bank

The Commonwealth-Commercial State Bank should be added to
the 1ist (R-164-c) of nonmember benks which changed their names
after filing agreements with the Board of Governors of the Federal
Reserve System pursuant to the provisions of Section 8(a) of the
Securities Exchange Act of 1934, with the following note:

(Name changed as of January 27, 1938,
to "Commonwealth Bank")

Very truly yours,

Z v

L. P. Bethea,
Assistant Secretary.

TO PRESIDENTS QF ALL FEDERAL RESERVE BANKS.
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BOARD OF GOVERNORS R-200
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 5, 1938,

SUBJECT: Code Words Covering New
Issues of Treasury Bills.

Dear 5ir:

In connection with telegraphic transac-
tions in Government securities bhetween Federal
reserve banks, the following code words have
teen designated to cover new issues of Treasury
Bills:

NQZMUD - Treasury Bills to be dated
March 9, 1938, and to mature June 8,
1938,

NOZMYL - Treasury Bills to be dated
March 9, 1933, and to mature June 16,

1038,

lery truly yours,

L Je Co Noell,
Asgistant Secretary.

TO PRESIDENTS CF ALL FEDERAL RIESERVE BANKS
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BOARD OF GOVERNORS
OF THE

\ 164

R-201

FEDERAL RESERVE SYSTEM

WASHINGTON

March 8, 1938,

Dear Sir:

There are inclosed herewith
copies of statement rendered by the
Bureau of Engraving and Printing,
covering the cost of preparing Fed-
eral reserve notes for the month of
February, 1938,

Very truly yours,

W
0. E. Foulk,
Fiscal Agent.

Inclosure.

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

IO PRESIDENTS OF ALL FEDERAL RESERVE BANKS.
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R-201-a

Statement of Bureau of Fngraving and Printing
for furnishing Federal Reserve Notes,
February 1 to 28, 1938.

Federal Reserve Notes, Series 1934

Total
$10 $20 Sheets Amount
Boston 105,000 20,000 125,000  $ 12,000.00
New York 185,000 45,000 230,000 22,080.00
Philadelphia 90,000 25,000 115,000 11,040.00
Cleveland 90,000 - 90,000 8,640.00
Richmond 40,000 30,000 70,000 6,720.00
Atlanta 45,000 - 45,000 4,%20.00
Chicago 100,000 55,000 155,000 14,880.00
St. Louis 60,000 - 60,000 5,760.00
Minneapolis 30,000 - 30,000 2,880.00
Kensas City 30,000 20,000 50,000 4,800.00
Dallas 15,000 - 15,000 1,440.00
San Francisco 75,000 40,000 115,000 11,040.00

885,000 235,000 1,100,000 $105,600.00

1,100,000 sheets, @ $96.00 per M, ... $105,600.00
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R-202
BOARD OF GOVERNORS

OF THE 166
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 8, 1938.

SUBJECT: Code Word Covering New
Issue of Treasury Bonds.

Dear Sir:

In connection with telegraphic transac—
tions between Federal reserve banks covering
Government securities, the following;code word
has been designated to cover a new issue of
Treasury Bonds:

NOWDIM - 2 1/2% Treasury Bonds

of 1948, to be dated March 15,

193858, and to mature September

15, 1948.

ery truly yours,

Je Co Noell,
Agsistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS



R-203
BOARD OF GOVERNORS

OF THE 16'7
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 12, 1938.

SUBJECT: Code Words Covering New
Issues of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities between Federal
reserve banks, the following code words have
been designated to cover new issues of Treasury
Bills:

NOZNAK - Treasury Bills to be dated
March 16, 1938, and to mature June 15,
1938,

NOZNED -~ Treasury Bills to be dated
March 16, 1938, and to mature June 17,
1938,

Very truly yours,

oel

L] L] I
Assistant Sccretary.

TO PRISIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE 168

FEDERAL RESERVE SYSTEM

WASHINGTON R-20/

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 14, 1938

SUBJECT: Functional Expense Exhibit,
Second Half, 1937

Dear Sir:

There is inclosed a copy of the Board's functional expense
exhibit for the second half, 1937, which has been compiled from the
semi-annual functional expense reports (Férm E) received from all
Federal Reserve banks and branches. Additional copies of the exhibit
are being forwarded to your bank under separate cover;

In accordance with a recommendation of the Presidents'! Con=
ference Committee, which reccntly reviewed suggested changes in the
functional expense rcport and in the Manual of Instructions governing
its preparation, thc functional expensc exhibit, beginning the first
half, 1938, will show approximately the same detzil for coch function
and expensc unit as is contained in the functional oxponsc roports;

Very truly yours,

E. L. Smcad, Chin’
Division of Bank Operations.

Inclosurec

e 20 PRESTDENTS OF ALL FEDIRAL RISERVE BANKS

Federal Reserve Bank of St. Louis
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R-205
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
STATEMENT FOR THE PRESS
For immediate release March 14, 1938

The Board of Governors of the Federal Reserve System
today announced the appointment of Henry I. Harriman of Boston,
Massachusetts, as a class "C" director of the Federal Reservé
Bank of Boston for the unexpired portion of the term ending

December 31, 1940.
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BOARD OF GOVERNORS
OF THE 170

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

darch 14, 1938.

Dear Sir:

There is attached a copy of the re-
port of expenses of the main lines of the
Federal Reserve Leased Wire System for the
month of February, 1938.

Please credit the amount payable by
your bank to the Board, as shown in the last
column of the statement, to the Federal Re-
serve Bank of Richmond in your daily state—
ment of credits through the Inter-District
Settlement Fund for the account of the Board
of Governors of the Federal Reserve System,
and advise the Federal Reserve Bank of Rich-
mond by wire the amount and purpose of the

credit.
Very truly yours,
CbHecld
0. Z. Foulk,
Fiscal Agent.
Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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RZPORT OF EXPiNSES OF MAIN LINES OF FEDERAL RESERVE

LEASED WIRE SYSTEM FOR THE MONTH OF FEBRUARY, 1938.

Words Sent Expenses Payable
Federal Number by N. Y.  Total Pro Rata Paid to
Reserve of Words Chargeable CWords Share of by Banks Board
Bank Sent to Other Uherge-  Total Ex- and of Cov-
F.R. Bankg 2&ble penses(1) Board(2) ernors

Boston 28,555 1,656 30,211 $ 503.25 $ 251.78 $ 251.47

New York 85,551 - 85,551 1,425.10 1,020.06 405,04

Philadelphia 22:165 1,657 25:820 ,450.11 ’256.61 193.50

Gleveland 35,739 1,700 37,439 623.65 228.33 395,32

Richmond 36,501 1,678 36,267 637.45 184.14 453,31

Atlanta 51,011 1,606 58,617 876.49 276.07 600,42

Chicago 62,529 1,712 64,311 1,071.29 1,157.78 86,49 ()

St. Louis 54,559 1,613 56,172 935.71 245,72 689.99

Minneapolis 23,696 1,594 25,290 421.28 135.55 285,75

Kansas City 54,462 1,641 56,103 934.56 259.18 675.38

Dallas 51,615 1,604 53,219 886,52 R67.75 618.77

San Francisco 64,023 1,720 65,743 1,095.14 380453 714.61

Board of 368,872 - 366,872 6,144.63 11,341.68 —

Governors
Total 941,436 18,179 959,615 $15,985.18 $15,985.18 $5,283.54
86.‘:}:9(3.)
#5,197.05

(1) Based on cost per word ($.01665791) for business handled during the month.

(2) Payments by banks are for personal services and payments by Board are for per-
sonal services ($1,472.80) and wirc rental ($9,868.88). Personal services in-
clude salaries of main line operators and of clerical help cenguged in work on
main line business, such as counting the number of words in messages; also,
overtime and supper money and Rotirement System contributions at the current
service rate.

() Credit

(a) Amount reimbursable to Chicago.
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BOARD OF GOVERNORS . R-207
OF THE

FEDERAL RESERVE SYSTEM 172

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

March 14, 1938.

Dear Sir:

Referring to the Board's letter of February 18,
1938, R-189, subject Holidays During March, the Board is
now advised that the Governor of Utah has declared Mon-
day, March 28, a legal holiday in that State in observ-
ance of Arbor Day, and the Salt Lake City Branch of the
Federal Reserve Bank of San Francisco will be closed on
that day. Please include transit clearing credits of
March 28 for the Salt Lake City Branch with your cred-
its for the following day.

Please notify branches.

Very truly yours,

J. C. Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS

Federal Reserve Bank of St. Louis



BOARD OF GOVERNORS R~208
OF THE

FEDERAL RESERVE SYSTEM 173

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENGE
TO THE'BOARD

March 17, 1938.

SUBJECT: Holidays during April, 1938.

Dear Sir:

The Board of Governors of the Federal Reserve System is ad-
vised that the following holidays will be observed by Federal Reserve
banks and branches during the month of Aprils

April 8 (Friday), Forefathers' Day
Philadelphia
Pittsburgh

April 12, (Tuesday), Halifax Day
Charlotte

Wl

April 13 (Wedneasday), Thomas Jefferson's Birthday

Birmingham

April 15 (Friday), Good Friday

Philadelphia New Orleans
Pittsburgh Havana Agency
Baltimore Memphis
Jacksonville Minneapolis
Nashville

April 18 (Monday), Baster Monday

Charlotte
April 19 (Tuesday), Patriots' Day
Boston
April 21 (Thursday), San Jacinto Day
Dallas Houston
El paso San Antonio
April 22 (Fricay), Arbor Day
. Omaha
April 26 (Tuesday), Southern Memorial Day
Atlanta Jacksonville
Birmingham
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D R~208

On the dates given the offices affected will not participate
in either the transit or the Federal Reserve note clearing through
the Inter-district Settlement Fund. Please include transit clearing
credits for the offices affected on cach of the holidays with your
credits for the following business day. No debits covering shipments
of Federal Reserve notes for the head offices concerned should be in-
cluded in your note clearings of April 8, 15, 19, 21 or 26.

Please notify branches.

Sy

Je. Ce Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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R-209
BOARD OF GOVERNORS 175
OF THE
PEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS
For release in morning papers March 17, 1938.
Saturday, March 19, 1938,
The Board of Governors of the Federal Reserve System has adopted the
following amendment No. 1 to its revised Regulation T, effective March 21,
1938:

Amendment No. 1 of Revised Regulation T - Effective March 21, 1938.

1. Section 4(b) of said regulation is amended by siriking out the
word "and" after the semicolon in paragraph (2) of said section, by
striking out the period at the end of paragraph (3) of said section
and substituting thercfor a semicolon and the word "and", and by
adding at the end thereof a new paragraph reading as follows:

"(4) A transaction consisting of a withdrawal of cash
or registered or exempted securities from the account shall
not be subject to the restrictions specified in the second
paragraph of section 3(b)."

2. The second paragraph following paragraph (2) of section 4(c) of said
regulation is amended by adding the following sentence at the end thereof:

"If any shipment of securities is incidental to the consumma-
tion of a transaction in a special cash account, the period
applicable to the transaction under the foregoing provisions
of thig paragraph or the preceding paragraph shall be deemed .
to be extended by the number of days required for such ship-
ment, except that the total extension of such period pursuant
to this sentence shall not exceed 7 days for any transaction."

3. Paragraph (2) of section 4(f) of said regulation is amended to read
as followst

"(2) Effect and finance, for any member of a national
securities exchange who is registered and acts as an odd-lot
dealer in securities on the exchange, such member's transac-
tions as an odd~-lot dealer in such securitics, or effect and
finance, for any joint adventure in which the creditor par-
ticipates, any transactions in any securities of an issue
with respect to which all participants, or all participants
othcr than the creditor, are registered and act on a national
securities exchange as odd-lot dealers."
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BOARD OF GOVERNORS 176
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For release in morning papers,
Monday, March 21, 1938,

The following ruling will appear in the Federal Reserve Bulletin.

Time When Guarantee Is Filed With
Secretary Of Exchenge

Under section 6(c)(2) of Regulation T, one of the requirements for
a guarantee being given effect for the purposes of the regulation is that
"a duplicate origindl of the guarantee has been filed with the secretary of
a national securities exchenge of which the creditor is a member or through
which his transactions are effected".

The Board recently considered a case in which a creditor had re-
ceived a guarantee that satisfied all other requirements for its effective-
ness under the regulation, but the creditort's office was located at such a
distance from an appropriate national securities exchange that it would re-
quire several days for the duplicate original to reach the secretary of the
exchange by mail. The question presented was whether in such circumstances,
if the creditor mailed the duplicate original to the secretary of the ex-
change and also advised the secretary of these facts by telegraph, the cred-
itor might thereupon treat the guarantce as.having been appropriately filed,
instead of allowlng time for the duplicate original to reach its destination.

It is recognized that filing requirements of other statutes or
regulations frequently are held not to be complied with until the docu-

ment in question has been received in the office of the perscn with whom
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B-210

-2-

it is to be filed. The Board expressed the opinion, however, that in view
of the purposes of this recuirement in Regulation T it would be proper in
a cass¢ such as that described to treat the duplicate original of the guar-
antee as having been filed with the secretary of the exchange as of the
time wher the duplicate original has been mailed to him and he has been

advised by telegraph.
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BOARD OF GOVERNORS o211
OF THE

FEDERAL RESERVE SYSTEM 178

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

Msrch 19, 1938.

SUBJECT: Code Words Covering New
Issues of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities between Federal
reserve banks, the following code words have
been designated to cover new issues of Treasury
Bills:

NOZNIP - Treasury Bills to be dated

March 23, 1988, and to mature June 17,
1938.

NOZNQE - Treasury Bills to be dated
March 23, 1938, and to mature June 22,
1938.

Very truly yours,

J. C. Noell,
Assistent Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE R-212 179

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

Mareh 21, 197Z8.

SUBJECT: Monthly Report of Bank and
Public Relations Activities.

Dear Sir:

There is incicsed for your informa-
tion a gunuery of the benk relaticns reports
submitted vy the Federal Reserve banks for
the month of February in resoonse to¢ the

Q%

Board's lebtter of August 25, 1£35 (X-9860).

Very truly yours,

| @&m }’Y) m/u;@

Chenter Woerrilil,
Secretury.

Inclosure.

TO PRESIIZENTS OF ALL FEDERAL HESERVE BANKS
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R-212-=

March 18, 1938.

TO The Board of Governors SUBJECT: Summary of Bank
Relations Reports.
FKOM  Mr. Hammond,
Division of Bank Operations

Reports of bank relations as requested in the Board's letter
of August 25, 1936 (X-9680) have been received for the month of Feb-
ruary and excerpts therefrom will be found on the following pages.

A table chowing for all twelve banks the number of visits made, meet-
ings attended, and addresses delivered has alego been prepared and
follows the quotations.

The reports reflect a prevailing low level of business activity.
In some Loculities conditions esppeer to have grown worse since the
first of the year, but in others there cppears to have been definite
imorovenent.

New York, Clevcland and Atiante mention an active interest on
the part of bankers in F. H. A. financing. This interest uppears to
be greatest in the fleld of modernization icans. Philadelphis rcports
on the other hand thet benkers have done very little F. H. A. financing.

New York, Clevciland and Richmond mention a noticeable tendency
toward the consclidation of banks of reletively smoll size, in some
cases involving branch operations.

In various districts the zctivity of banks in developing cor-
responcdent business is mentioned. Chicago mentions the case of a coun-
try bank in Michigen that is organizing a clearing and collection ser-
vice among neighboring banks of smaller size which will carry their
accounts with it. In connection with the importance with which banks
regard the correspondent relationship, the incresase in reserve require-
ments continues to be a matter of some dissaticfaction. It is also
rentioned ae interfering with investments.

Minneapolis and Kansas City mention particularly the concern
which barkers feel cver the Patman Bill; there is apparently widespread
conviction that the measure is &« threat to the indeocndence of the
privately managed bvank. According to Kansas City, the opposition to
the measure seems to be stronger among small banks than large omnes.

Excerpts from the reports follew: (The reporte themselveg are
attached tc the original hereof.)
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(Boston attended five benkers! meetings tut made no visits to
individual banks during the month.)
New York

Albany and Schenectady Counties, New York

Although there has been some decline in industrial activity in
end around Albany, especially in the rallroad yards and shops, the vol-
ume of genersl business has been comparatively stable during the past
six months and department store sales during the 1937 Christmns season
were about equal to the totals of the previous year. Increased activity
of the various departments and bureaus of New York State, the primary
factor in the Albany employment and general business situation, has tended
to offset the decline in industry.

In Schenectady, the General Eleciric Company'e payroll, which
remained practically stationary until near the end of 1937, has been
declining steadily since the first of the year. Whereas officers of
that company in October estimated that business would continue on a
steady scsle through the first half of 1928, they now predict that 1938
volume may be 50 per cent under that of 1937. The American Locomotive
Corporation plant, which employed as many as 3,000 pcople last year,
has been practically closed eince January 1 and although the corporation
received a small amount of repsoir work which was expected to carry a
limited force through February, there is little prospect of increasing
operations during March. Several local banks comment that the working
population in Schenectady is more dissatisfied now about the lack of
employment than in 1932.

Festchester County, New York

One member bank in Tarrytown (with deposite of $1,800,000) con-
tinues to specialize in Federal Housing Administration mortgages and
leads all other institutions in the county in handling this particular
class of business. This benk has made almost $6,000,000 Title II mort-
gage loans and has actually sold and delivered $5,620,000 of such obli-
gationg. Most of the mortgoges granted by this bank are on homes located
in Brooklyn and Queens and have been arranged through a mortgage broker
in Jamaicz, Long Island. Since the enactment of the new housing bilil
the bank has received applications totaling §287,000 for 90 per cent
mortgages. The directors are so pleased with the experience their in-
stitution has had in servicing Federal Housing Administration mortgages
that they are now congildering the formation of & national mortgage com-
pany to service Federal Housing mortgages on large apartment houses.
Fifteen other &ommercial banks in the county have granted an aggregate
of $2,756,000 Federal Housing Administration mortgage loans.

Most of the manufacturing plants have curtaziled their operations
matericlly since last October. In Yonkers, the Alexander Smith and Sons
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~3 R-212-a
New York continued

Carpet Company, which normally gives employment to 5,500 people, is now
employing about 3,000 on a 2% day o week basis with a weekly payroll of
$55,000 as compared with §76,000 last October; the Otis Elevator Company
is now operating on a 3 day a week basis and has reduced the number of
employees from 3,000 to less than 1,500, decreasing the weekly payroll
to $%5,000 as compared with $52,000 last October.

Last October the Chevrolet and Fisher Body plants in North Tarry-
town were employing a total of 3,500 workers but during the last two
months of 1937 these shops were practicaily closed. Since the first of
this year, however, business has improved to the extent that they have
re-employed 2,100 men working on an average of three cdays a week.

Union County, New Jersey

Bankers generally are welcoming the restoration of modernization
and home repair loans as provided by the recent amendment to the Nation-
al Housing Act, and refer to their good experience with the similar class
of loans under the first authority, and to the fact that these loans have
given their banks a profitable socurce of income.

The president of a nonmember trust company made the remsrk, although
not in the form of a criticism, that the increase in reserve requirements
had tied up funds that might otherwise have been used to purchase more
outstanding mertgage participation certificsates (these not being guaran-
teed by the trust company) in which event the underlying mortgages could
have been taken cdirectly inte the bonk's portfolio with conceguent bane-
fit to the earnings of the institution.

The business recession has affected the larger basic industries

in this county to a greater extent thin the smaller miscellanesous manu-
facturing concerns. The Gencral Moctors Corporation's plant in Linden is
at present employing 800 which is ilessz then one-third the number employed
last summer, and most of them are now working only three days a week. .
The Mack Truck division of the International Motor Corporation's factory
in Plainfield still has its 500 to 600 employees on the payroll but the
plant hoe been operating only two or three days a week.

The largest single industry, the Singer Manufacturing Ccmpany, con-
tinues to give steady employment to its nermal force of workers numbering
about 5,700; end the Diehl iManufacturing Compsny, &« subsidiary of the
Singer company inaking small moteors and funs, has some contracts from the
Navy Department and continues to operate with an extra shift. The vari-
ous oil companies including the Stendard 0il Company of New Jersey and
the Sinclair 0il Comgany have also maintained steady employuent. The
Cimmone Company, manufacturers of matirecsses snd furniture, is now en-
ploying its normal force of 2,000 after a seasonal lay off of a part cf
its help.
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New York continued

Among some of the large concerns in the Elizabeth industrial area
which have been obliged to curtail their operations are: American Type
Founders Company, meznufacturers of printers! type and printing presses,
which is now running at only 50 per cent of capacity; the Dupont Company,
manufacturing chemicals and acids, has laid off about half its normal
forece of 1,000; the General Aniline Works, Inc., manufacturers of dyes,
is now employing about half its 2,000 employees; and the American Cyanamid
Company is now working only 400 of its former force of 700.

Philadelphia

Throughout the sections of the district visited during February
bankers referred to the general business conditions in their resvective
communities as being fair to good. A business decline was reported in all
of the industrial towns. Some improvement; however, has been noticed
since the beginning of this year. Heavy industries and those engeged in
the manufacture of tools and machinery used in the production of automo-
biles are slack and little improvcment in the latter is expected until
automobile output is speeded up. The hosiery, knitting, and other needle
industries have operated more steadily than any of the others, providing
employment for a large number, the majority of whom zre women. The in-
dustrial activities in and around Wilmington are operating on a reduced
schedule but increased activity is expected in the shipyards because of
the Federzl Government Naval program.

The agricultural sections enjoyed a fairly good year. Crops did
not bring the prices anticipated but because of the large quantities
profits were realized. This, however, did not hold true with appnles, as
large quantities were placed in storage in anticipation of better prices
which werc¢ not forthcoming. To relieve the market somewhat, the Federal
Surplus Commodities Corporationt is purchasing large quantities. This is
essential as several varieties must be moved very shortly or they will be
unfit for marketing. Satisfactory returns from the fattening of steers
for glaughter appear to be doubtful this year and bankers fear thot the
farmers will suffer losses.

Manufacturers and c¢anners developed large inventories because of
low prices and poor business conditions but recently have rececived orders
which will permit them to make some sales. As the inventories are liqui-
dated, bank debts are being revaid and in those cases where the banks have
borrowed from the reserve bank they, likewise, are reducing their obliga-
tions.

Demand for credit accommedation is fair but irn most banks the total
invested in loans, discounts, and mortgages is decreasing. The prevail-
ing rates charged are betwecn 5 and € per cent. Lower rates are charged
on prime risks and loans secured by listed marketable collateral. Liguidation
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Philadelphia continued

is considered satisfactory. In some instances bankers do not wish their
better lines reduced tecause of the income they provide and their inability
to reinvest the funds at a satisfactory rate. There has been very little
F. H. A. activity and very few comments were heard regarding the new pro-
visions of the National Housing Act. Comments regarding Federal agencies
in most instances were favorable.

Investment accounts continue to be the most vital problem because
of depreciation. Depreciation in securities in some of the banks is caus-
ing capital impairments. However, at only one bank have the directors becn
requested to post a guarantee. Few securities other than those of the
United States Government are being purchased, banks preferring to hold idie
cash rather than tc enter the market at this particular time.

Deposits show a general increase and various interest rates are béing
paid on time end savings accounts. One bank has reduced its rate to 2 per
cent on the first $5,000, and 1 percent on the balance. Others are paying
2 per cent, but the mejority continue to pay the maximum rate. Efforts
hzve been made through county associations to have banks adopt s uniform
rate but go far have not been successful.

Cleveland

Practically half of the banks visited during February were czlled
upon in connection with the new check collection plan which was made effec-
tive Januvary 31, 1838; and the field force was augmented for that purpose
by the addition of six extra representatives from the main office, and one
extra representative from each of the two branch offices. These vigits
were limited to banks which usually could take advantage of the later clos-
ing hour. The new plan apoears to be favored by the majority of banks and
there has been a fairly substantial increase in the number of items handled.

While business continued at low and still receding levels there is
somewhat of an upturn in certain sections. Sigas of improvement are es-
pecially noticeable in the Beaver Valley district of Pennsylvania, and in
some portions of scuthwestern Ohio.

A substantial number of banks report declines in demand depogits.
Many banks sre expanding their own portfolios largely through F. H. A. loans.
At some points in northwestern Ohio the demand for credit accommooations
mentioned in last month's report continued, and some banks in the reserve
cities have commented on some decline in correspendent bank balances.

The pressure of low earnings is encouraging talk of voluntary mer-
gers or consolidations between banks in communities which clearly are over-
banked. This is true in sections where no pressure to effect such consoli-
dations has been applied by any of the supervising agencies.
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Richmond

We visited only four member banks and two nonmember banks during
February; however, our officers hud many contacts with officers of member
and noninember banks, both through attendence upon bankers' meetings and
vigites to our bank and branches by bankers.

The Federal Deposit Insurance Corporation is giving close attention
to banks which are in unsatisfactory condition. Small banks in overbanked
towvns are being encouraged to sell out to or merge with other bznks. In
some cases unit banks may become branches. We understand that the Bank
Commiseioners are cooperating with the F.D,I.C. in this program and that
they ars mecting with fair success.

The Ccrporation is endeavoring tc get nonmember insured banks to
charge off or otherwise provide for all depreciation in bonds below the
four highest grades, defaulted bonds, and stocks. The Commissioner in one
state in this district does not discriminate in favor of bends in the four
highest grades and takes the position that banks should provide for the
depreciation in the entire investment account.

Maryland

Duc to the diversificaticn of business, the number of unemployed in
Baltimore ig less than in most large cities. The Sparrows Point Plant of
the Bethiechem Steel Compony, onc of the largest employers of lsbor in the
Fifth district, now employs 20,500 persons three dsys a week as against a
capacity force of 25,000. The ccaparatively goed showing of this particu-
lar steel plant is said to be aue to several favorable factors including a
water front ilocation.

The Glenn L. Martin Company, manufacturers of airplanes, expanded
their business ond increased the number of emplcyees materially during 1937,
and the outlock for 1938 is even better.

The brokers and investment bankers generally are depressed on account
of the small volume of security business. Some small firms have gone out
of buginess und others have reduced their personnel.

Virginia and the Carolinas

Tobucco manufacturing has remained stable.

Textile mills are operating on an average of about 50% to 60% of nor-
mal, whichk is a slight improvement over December, 1937. Inventories have
been reduced in finished goods and combed yarns. The mckers of full-fashioned
hosiery continue to occupy a more faverable position than the manufacturers
of scamless hose and half-hose. Additional plaznts for the manufacture of
full-feshioned hosiery are in the process of construction in North Carolina.
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Richmond continued

Two of the leading furniture manufscturers are operating four days
a week and have no excessg inventories. The monufacturers of high--grade
furniture are doing better than the mekers of lower grades. As 2 whole,
they believe business in their line will improve by spring.

Atlanta

State of Florida

_ In February visite were msde to twenty-nine banks in centresl Florica.
The principal occupations in this part of the state are generzl farning,
citrus and truck growing, live stock raising and related industries. Con-
siderable damage to truck and citrus crops from cold weather was reported,
the eztimate of damage renging up to 50% in some locslities. In addition,
the price of citrus fruits has proved disaprointing.

The matter of exchange continues to be one of considerable interest
to many benkers, and probably most of the small country non-member banks
visited woulid be very reiucuvant to give up this form of income, particularly
so when the bankers suy they are unable to make satisfactory investments
and loang with availsble curplue funds. The president of & statc bank
member (which was recently admitted to membership) slated that the bank's
membsrship in the System had resuited in added prestige for the bank. This
bank, for competitive recsons, had remitted at psr for some time pricr to
its admission to menbership.

the cashier of one member bank expressed the cpinion that recerve
requirements applicable to small ccuntry banks were too high, and that an
adjustment should ke made which would permit increased earnings. The
president of another member bank voiced his anproval of the action of the
Board of Governcrs in raising reserve reguirements.

One member bank has discontinued the discount of automobile finance
paper, largely bhecause of the flooded condition of the used car market.
Some of the banks ghow a decided interest in F.H.A. insured mortgages,
while other banks are hesitunt, principally because of the long maturities.

In 1937 earnings of a number of the banks were reported to be the
best in several years, and in a large number of cases both loans and de-
posits show an increase over a year ago.

Member banke affillated with one of the three holding companies
located in Jacksonville clear their checks through the principal bank in
the group rather than through the Federal Reserve Bank. However, a number
of banks not affiliated with uny group use their correspondent bunks in
the collection of checks, in preference to the Federal Reserve Bank.
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Visiting bankers report business conditions in their localities
generally very quiet and bank loans still difficult to obtain. One
banker, howsver, frcm a Wisconsin town of 20,000 population states
that the local banks are having more demand for loans then in the
past two or three vears, some of these loans being made to manufactur-
ers, sume to farmers who are holding barley, and soime for the purpose
of buving property. He also states that while the furniture factories
and foundries are gqulet, a2t least four concerns in his town are run-
ning full time.

A barker in a Michigan town of 13,000 stated that he had recently
called a meeting of the smaller barkers in his area, comprising about
three counties, and arrangements were made for these benks to clear
thair checks through his barnk. Checks received on the smaller banks
will be sent direct and =ccounts cherged immediately. The banker
feels that this will not only facilitate the collection of items, but
will put him in a position to obtain some loans by participating with
the smaller banks. He stzted that other banks are watching this ar-
rangement with a gcod deal of interest, and if the plan proves success-
ful it will probably be adopted at other points.

Several nonmember bankers have called here for the purpose of dis-
cussing membership and others were interviewed at the Regional Confer-
ence 2t Des Moines, Iowa. As a result, the directors of one of the
banks have passced a resolution authorizing the officers to file appli-
cation for membership; twe of them have indicated that they would con-
sider some capitcl correction; one will decide whether to convert to
a8 National bank; one stated frankly that his bond depreciation would
probably make his bank ineligible, while others indicated that they
would give the matter further cousideration.

During the month, we offered our member banks the privilege of
obtaining st cost our publication "Business Conditions" for distribution
to their customers. As = result, we have received orders for approxi=-
mately 5,000 copies monthly for a period of twelve months.

We =21so advised our member banks that, effective March 21, this
bank would extend the time for receiving and handling on the current
day deposits of checks drawn on out-of-town par-remitting banks until
6:00 P.M. (Seturdays 5:00 P.M.), credits on such deposits to be de-
ferred from the date of receipt in accordance with our present time
schedule.
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Chicago continued

This change will permit earlier presentation of a large number of
items now held over for the next day's business and will result in cor-
respondingly earlier credit to the sending bank.

St. Louis
During the month our officers and field representative visited 99
banks, of which 51 were in Kentucky, 28 in Arkansas, 15 in Mississippi,
3 in Illinois, and 2 in Tennessee. Following is a resume of the reports

covering these visits:

Agriculture, Industry, and Trade:

In the agricultural sections of wectern Kentucky, there is slight
probability of any chenge in conditions until the hearvest season of
1938, unless there should be substantial advances in market prices of
cotton and corn over the prices at which Government loans were made.

The principal tobacco markets have now closed for the sezson and while
vrices were much lower than these for the 1936 crop, the guentity grown
wes far in excess of that produced during the preceding season. How-
ever, a high percentage of the crop was of poor quality =nd grade, which
reduced the incone.

The peach crop in Arkansos ig about 2 month shead this year on ac-
count of the unseasonably warm wcather. It was stated that in its jres-
ent stage, the crop cannot stand a temperature of less than 26 degrees.

Cotton in the hill sections is out of the field and very little
planting has been done for the 1938 crop. In the Mississippi Delta
there was still a lot of cotton in the field, and practically no ground
has been broken for the 1938 crop. Very few of the Delta barnks have a
large volume of CCC loans. The cotton picked since December was of &
very low grade and not eligible for the lozn. It looks as if the high
grade cotton picked esrlier in the full has moved to merket, while the
low grade cotton is being held., However, the Delta generally appeared
to be in good condition, and benkers interviewed were of the opinion
that the low price of cotton was offset by the increased production.

January sales by retail merchants in Mississippi showed an in-
crease. This is undoubtedly becruse the cotton picking sezson extended
over 5 months instead of the usuzl three.

Commercial barnkirng:

Practically all country banks are looking forward to e stimulated
demand for loans as the spring planting scason approaches. This is
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St. Louis continued

particularly noticeable in the South, where considerable preliminary
preparation has already been made in connection with brecking of ground
when weather conditions psrmit. Practically 11 banks #re prepored to
zupply the credit demands of their respective communities, though in
some guarters it will be necegssary for them %o seek sid through custom-
ary chennele before the season is completed. Oificers of these banks,
without exception, state that they are willing and snxious to grant ac-
commodations,

With the strengthening in values of Government securities, as well
as those bearing the gusrantee of the Govermment, a kecner interest is
being shown in this form of inveutment, and any previous aprrehension
regarding such securities has almost entirely dissppeared.

One benker stated that his difficulity wags convincing reserve bank
officers that their valuction on livestock covered by chattel mortgzges
wes too low. Last fall this banker necded accommodation for a short
period asnd secured it from hicz Louisville correspondent at &« rate lower
than the FRB rute and with less "red tape'". Advances to distillers are
the principel source of revenue of a Kentucky bank which wished to know
whether the reserve bank was ever zoing to perfect some plan to enable
membar banks to borrow on warehouce receiptc covering whiskey.

Minneagolis

(The following report covers the meeting of Group I, Wisconsin
Bankers'! Association, Minnecpolis, Minnesots, Febru.ry 22, 1938.)

The principal worry of bankers secmed to be their bond accounts,
ind the principal topic of interost was our forthcoming menber bank con-
ference scheduled for March 12, This conference is being limitaed to
member benks in the district and has been so announced in every letter
and piece of publicity, and y=t 2 number of verbhal requests were re-
ceived at the convention from bznkers in iilwaukee, from bond men, from
nonmomber bankers, rnd from othar: who were ineligible for permission
to attend the conference. ‘

As « result of more then once year's use of the Federal Rescrve
movic in the public relations program of the Wisconsin Banksers! Asso-
ciation, the bankers ot that st~te have become definitely "movie-minded".
M~y barkers talked to us about our movie and about the possibilPty of
a commercial bank film being prepured to serve similar purposes. Their
association has voted an appropriation of $8,000 to produce and distri-
bute such @ movie, and the bankers scemn to be eagerly awuiting its advent.
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Minneapolis coutinued

One of our officers spent a good share of the day following the conven-
tion with the Secretzry and Assistant Secretsry of the Wiscousin Bank-

ers' Association, going over technical problems in connection with the

preparation of the script and scenario for their movie.

Several bankers were deeply concerned over pending Foderal legis-
lastion, particularly the sco-called Patmsn Bill., They were fearful that
this bill, if enacted into law, might prove an ecntering wedge by the
government to taeke over all the benks, and were hopeful that sufficient
oprosition would develop to prevent the passage of this bill.

The feeling with regurd to branch banking legislation was some-
what mixed; the wide variance in the attitude of the individual bank-
ers dependent on their estim:te of its effect upon their locul situa-
tion.

The matter of competition frow governmentel agencies wes zlso a
point of issue by some of the bankers. It was gencrally considered
that competition by the Production Credit Corporation was unfair, al-
though in most sections not very cenergeticelly pushed. Sceveral bank-
ers were hopeful that the Postal Scvings System would reduce the rate
of interest they were paying so as to bring it more in line with thet
which many baernks felt compelled to pay.

It was generally agreed that the desmand for credit was light. The
matter of suitable investments for their funds was a problem for many
bankers,

Benkers attending this meeting gencrz2lly reported that their par-
ticular sections were suffering from lack of moisture and that unless
they rececived a considerable amount of snow during the remsinder of
the winter or much needed moisture during the spring and swaunir, crops
would be adversely affected thic yeur.

One of our officers devoted cpproximetely two hours to discuss-
ing industrial loans with several of the bunkers present. It appears
that the recent widespread publicity given the small businessman in sn
attempt to help him, hos crestcd a feeling that the governnent 1s about
to launch a program to «id business with very little rsgerd for the
collateral behind the loan.

After the banquet in the evening, Mr. Orvel W. Adzms, president
of the American Bankers Association, read a paper eulogizing George
Wzshington for his groat accomplishments, and endeavoring to compare
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Minneapolis continued

Washington's administration to that of Roosevelt's, After the banguet
& number of bankers indicated thal they were very much disappointed
with the paper read by Mr. Adams. Seversl cf them scid that they con-
sidercd Mr., Adams en outsténding aspeaker end that they ceme princi-
pally to hear him give oue of his typical dynamic talks lambusting the
present administration.

Kansag City

& Colorado State banker told a representative of tnis bank that
the only thing keeping his institution from becoming a member of the
Reserve Syster waz the present reserve reguirement. This banker had
formerly been a national banker and was familiar with the Reserve Sys-
tem end appreciated its services. Tiils experience is a good illustra~
tion of a rather prevelent difference of opinion between country and
city bankers in regard to reserve requirements. Because of conditions
in recent years, city banks generally have been more accustomed to
carrying larger reserves and the increased reguirement under present
conditions is not & major guestion with most of them. Country banks,
on the other hand, feel the necescity of maintaining satisfactory cor-
respondent balances and many take the position that increased reserves
mean reduced investments and hence smaller earnings.

The month of February brought great improvement in the niolsture
situation over most of the Tenth District. Precipitation in Oklahoma
for this month was tho largest on recora--it neing cxcessive in the
southern and east-central portions of the State. Good snows were gon-
eral over most of Kansas and Nebraska, Winter-wheet prospecis are
greatly improved ceven in western Kansas and the penhandle of Oklahome.
It must be remembered, however, that this is unly = surface improve-
ment os the subsoll in these states is still bone dry and long wet
spells or opportune rains will be necessary to make crops.

Both individual tankers and banking groups have recently shown
increased interest in the Patman Bill, Of speeial significance is the
fact that the opposition tc this meusure sceems, if euything, stronger
among small banks than large ones. PBankers look upon this bill ss e
step in the dircction of complete unification of the banking systen.
In & country so large as this, cemntralization of barnking in Woshington
they believe will necessitote an intolersble burcesucracy.

The upturn in lamb and beef-steer prices in recent weeks is sorve-
ing to limit feeding losses. Lamb prices fell drastically betwoeen the
middle of Septomber and the middle of Februery, but since then have
risen nesrly a cent o pound. Colorado fettens upproximotely one-fourth
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of the country'é total grein-finished lambs, this State Tfattening more
than 2 million lumbs ennually. In the beet-sugar regions of northern
Colorndo lamb feeding is extensively employed for utilizing the beet
tops and the beet pulp. Beef steers fell from $17.25 & hundredweight

in September to under $8.50 the first week in February. The high price
did not last long enough to be represcntative cnd the price range of
other types of cattle was not so extreme, but the price decline has
been such asg obviously to make profitable feeding operations impossible,
However, prices are again tending upward ard to a degree, at least, are
reducing feeding losses,

Reports of the demand for bank loans are somewhat checkersd. The

best demand is in Oklahoma where bankers in certain sections describe
it as being rather brisk with the possibility of considerable redis-
counting in the coming growing secson. A banker in the irrigated re-
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