BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-674

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 8, 1940.

Dear Sir:
. The Board receives a large number of special re-
quests for articles appearing in the Bulletin, and it has
been found convenient to prepare reprints of material apt
to be of most general interest. These reprints have also
been useful, where not specifically asked for, in answer-
ing inquiries on points which they cover.

The attached set of reprints includes all that
have been made so far this year. Additional copies can
be supplied if you desire them, and any suggestions as to
their usefulness will be appreciated.

Very truly yours,
Chester Morrill,
Secretary.

¥nclosures

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

FEDERAL RESERVE SYSTEM

WASHINGTON

R-675

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 13, 1940

Dear Sir:

There is enclosed a copy of a letter dated July 9,
1940, received by the Board from Mr. Louis F. Costuma, Chief
Inspector, Police Department, City of New York, regarding the
loss of twenty $1,000 New York Federasl Reserve notes, num-
bered B-00121446A to B-00121465A, inclusive.

Ir view of the large denominaticn of the above-
mentioned notes, it appears that it would not be burdensome
to the Federal Reserve Ranks to comply with the request con-
tained in Mr. Costuma's letter and, accordingly, it will be
. appreciated if you will notify his office if any of the notes

are located at your Bank or braaches, if any.

Very tyuly yours, _

= i

* L. P, Bethea,
Assistant Secretary.

Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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. R-675-a
POLICE DEPARTMENT

CITY OF NEW YORK

July 9, 1940

. Federal Reserve Board,
Washington, D. C.

Gentlemen:

This department is investigating the loss, by
theft on July 2, 1940 of twenty (20) $1,000 Federal Re-
serve Notes, numbered from B-00121446A to B-00121465A
inclusive. These bills bear the head of President
Cleveland and were withdrawn from the Chase National
Bank on or about May 17, 1940.

We would appreciate your causing the Feder-
. al Reserve banks throughout the country to be circu-
larized with a view of stopping any of these bills,
and notify this office should any be located.

Your cooperation is greatly appreciated and
we thank you for anything you might do to aid us re-
trieve this money for the owner.

Yours very truly,

(Signed) Louis F. Costuma

Chief Inspector.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-676

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

g

July 16, 1940

Dear Sir:

The Board of Governors of the Federal Reserve System is advised
that the following holideys will be observed by Federal Reserve Banks and
branches during the month of August 1940:

v August 1 (Thursday) Nashville Primary election day
Mempliis
Denver Colorado Day
August 6 (Tuesday) 3t. Louis Primary election day
‘ Kansas City
August 24 (Saturday) Dallas Second primary
El Paso election day
. Houston

San Antonio

August 27 (Tuesday) San Francisco Primary election day
Los Angeles

August 30 (Friday) New Orleans Birthday of Huey Long

On the dates mentioned the ofiices affected will not participate
in either the transit or the Federal Reserve note clearing through the
Interdistrict Settlement Fund. Please include transit clearing credits
for the offices concerned on each of the holidays with your credits for
the following business day. No debits covering shipments of Federal Re-
serve notes for account of the head coffices concerned should be made in
. your note settlements of August 6 and August 27.

Please notify brenches.

Very truly yours,

.. TO PRESIDENTS OF ALL N F. A. Nelson,
FEDERAL RESERVE DBANKS Agsistant Secretary.
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R-677
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

The following summary of general
business and financial conditions
in the United States, based upon
statistics for June and the first
half of July, will appear in the
August issue of the Federal Re-
serve Bulletin and in the monthly
reviews of the Federsl Reserve
Banks.

For release in morning papers,
Thursday, July 18, 1940,

Volume of industrial production increased rapidly during June

and rose somewhat further in the first half of July. Distribution of

] 1

commodities through retail and wholesale markets and by rail continued

active.
Production
The Board's seasonally adjusted index of industrial production
advanced from 106 in Msy to 114 in June. In that month, as in May, in-
creases in activity were most marked in the iron and steel and textile
been

industries where declines earlier in the year had greatest.

Steel ingot producticn rose from 00 per cent of capacity at
1 z o

the beginning ol May to 37 per cent in the latter part of June and was

maintained at about that level in the first three weeks of July. Pro-

duction of coke and pig iron show:d similar sharn increases and iron ore

shipments down the Lakes were at near-capacity levels. Demand for steel

was general as most domestic steel-consuming industries were operating
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at high rates. Exports of steel, which had declined in April, rose to
earlier high levels in May and June, amounting to about 10 per cent of
stecl-producing capacity.

Automobila production, which had begun to decline in May, con-
tinued to decrease in June and the first half of July reflecting in
large nart seasonal influences. Retail sales of automobiles were in
large volume and dealers' stocks of new and used cars declined from the
high levels prevailing earlier.

In the textile industry there was a further sharp advance in
activity at woolen mills, and at cotton mills output was reduced less
than seasonally. Rayon production was maintained at earlier high levels
while at silk mills activity remained near the unusually low rate reached
in May.

Coal production continued in large volume during June, but out-
nut of crude petroleum declined in the latter part of the month, owing

fields.

to reduced production in Texa

L]

Value of construction contract awards showed little change from
May to June, according to F. W. Dodge Corporation figures for 37 eastern
States. Awards for private residential building decreased more than sea-
sonally, following a sharp rise in May, and contracts for private non-
residential building also declined. Contracts for public construction
increased further in June, owing in part to expansion in the construc-

tion of Army and Navy air bases.
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Distribution

Department store sales in June were maintained at the May level,
although usually there is a counsiderabls decline, and the Board's season-
ally adjusted index advancad to 93 as compar=ad with €7 in May and a level
of about 29 earlier in the year. Sales at variebly stores showed little
change from May to June, continuing at the advanced level that has pre-
vailed since the beginning of the year. In the early part of July depart-
ment store sales declined seascnally from the June level.

Freight-car loadings increased further in June. Shipments of
coal and miscellaneous merchandise continued to expand and loadings of
coke, which usually decline at this seacon, showed a substantial rise.

Commodity prices

Prices of & number of industrial materials, particularly steel
scrap, copper, rubber, and sill, declined from the middle of June to the
middle of July. Wheat prices also showed decreases in this period, while
prices of livestock and products advanced owing partly to seasonal influ-
ences.

Agriculture

Production of major crops this season, according to the July 1
report of the Department of Agriculture, may be slightly lower than last
season. Tobacco producticn will be sharply reduced from last year, when
the crop was unusually large. Domestic supplies of wheat and other field
crops as well as of vegetables and fruit are expected to show little
change from last season. Indicated hog production this year will be

about 10 per cent smaller than last year.
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Bank credit

Total loans and investments at reporting member banks in 101
leading cities increased during the five weeks ending July 10, chiefly
as a result of increases in holdings of short-term United States Govern-
ment obligations and in commercicl loans. lHoldings of United States
Government bonds and loans to security brokers and dealers declined.

The monetary gold stock increased by $885,000,000 in this
five-week period, the largest gold acquisition for any corresponding pe-
riod on record. This inflow of gold was reflected in a growth of
$310,000,000 in foreign bank balances with the Federal Reserve Banks and
in increased deposits and veserves of member banks. On July 10, excess
reserves of member banks amounted to $6,833,000,000,

Government security market.

Prices of Government securities, which had advanced sharply in
June, showed further incrszases after July 8 when the Treasury announced
a new bond issue for cash subscription. Between June 10 and July 15 the
price of the 1960-65 bonds rose about 3 points, and the yield on this
issue declined from 2.52 per cent to 2.34 per cent as compared with 2.26

per cent at the year's peak in prices on April 2.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-673

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 19, 1940

Dear Sir:

There are enclosed for your information a
teble showing applications for membersnip received
by the Board during 1940, end a statement containing
excerpts from the bank relations reports submitted
by the Tederal Reserve Banks for the month of June.

A representative of one of the Federal Re-
serve Banks recently raised the question informally
whether these compilations are of suificient inter-
est and value to the Banks to justify their contin-
uance. The Board has no inclination to continue the
distribution of excerpts from bank relations reports
unless they are of some value in apprising vour Bank
of conditions =znd developments in the other Federal
Reserve Districts. It will be much appreciated,
therefore, if you will give the Board the beneflit
of your frank opinion whether or not the present
practice should be continued.

Ve

s

r truly yours,

s

o
-
o

222& e
Py ,1
g7
/ 1AL
L. ?. Bethea,
Assistant Secratary.

Inclosures

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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Applications for Membership Received

by the Board during 1940

June This Year
District Number Deposits Number Deposits
Boston - - - -
New York I* - 1* -
Philadelphia - - 3 § 3,000,000
Cleveland 3 $ 8,400,000 13 20,600,000
Richmond 1 10,600,000 7 16,300,000
Atlanta 1 1,800,000 1 1,800,000
Chicago 8 7,600,000 22 18,800,000
St. Louis 3 1,000,000 11 7,200,000
Minneapolis - - b 2,800,000
Kansas City 1 200,000 3 1,100,000
Dallas 1 300,000 14, 8,700,000
> San Francisco - - 1 2,000,000
L 2

* Newly organized bank.
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July 18, 1940
Not for publication

EXCERPTS FROM BANK RELATIONS REPORTS FCR THE
MONTH OF JUNE 1940

BOSTON

During June the annual meetings of bankers' associations of
Connecticut, Vermont and Maine were attended and visits were made to
twenty country member banks and four nonmember banks located in scat-
tered sections of Massachusetts and New Hampshire.

With two exceptions all member banks visited reported a bet-
ter loan demand--the demand coming mostly from small borrowers. Most
of the banks are aggressively seeking to increase their loan portfolios
and the result in several instances has been the recapture of a consid-
erable amount of local business that had been allowed to drift out of
the communities to neighboring banks or into the larger cities of the
district. One or two bankers, whose loan portfolios are increasing,
expressed the view that the conduct of an active campaign to increase
local loans is more profitable and perhaps more desirable in the long
run for a country bank to pursue than to engage in corporate bond buy-
ing. The banks' loan rates are from 6% downward, most loans carrying
the former rate and few carrying a rate lower than 5%, excepting "town
loans" made in anticipation of tax receipts.

In one community, conversation with a local banker led to
the inquiry as to what Reserve Bank or governmental financing facili-
ties are available to small concerns which might secure Government
contracts. In cases of this character it is urged that the matter be

, taken up promptly with Federal Reserve Bank officials.

Retail trade - throughout the sections visited was reported
to be only fair with the exception of two communities benefiting from
large Army and Navy pay rolls. In these communities retail trade was
reported as being brisk with prospects of it continuing so for the
next year or two in view ¢f the increased activities at the Government
bases in connection with the national defense program. In the opinion
of the bankers, past experience of these communities with fluctuating
Government pay rolls precludes any likelihood of a considerable expan-
sion of existing business plants and housing facilities.

NEW YORK

During the month of June, our officers and representatives
visited 136 banks--96 member and 40 nonmember institutions--located in
various sections of the district. The following is a resume of the re-

- ports of visits to banks in sixteen counties in New York State.
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Albany, Fulton, Hamilton, Montgomery, Rensselaer, and Schenectady
Counties, New York

Iiven though the continued increase in savings deposits is rep-
resented largely in idle cash, & number of commercial bankers report
that earnings for the first half of the year have been about the same as
during the first half of 1939, chiefly because of a further lowering of

“ the interest rate paid on savings deposits and the curtailment of other
eXPEeNnses.

The loan accounts of a majority of the commercial banks have
decreased in the past six months due largely to repayments of State of
New York obligations. Many bankers commented that their advertisements
for nersonal, automobile, and other installment loans have resulted in
a substantial increase in tho volume of this class of paper. One of the
largest banks in this area advertised during the last week in June that
it is prepared to assist industries participating in the national defense
program in every way possible. The officers of a number of savings banks
say they are not able to obtain enough new mortgages to offset the amount
of amortization payments now being made.

Broome, Chemung, Chanango, Cortland, Delaware, Tioga, and Tompkins
Counties, New York

Some banks have disposed of their longer term Government obli-
gations in recent months, and in most instances the proceeds remain un-
invested in the expectation that the time is not far distant when lower
prices will prevail in the Government hond market. There is a disposi-
tion on the part of many bankers to either stay out of the market en-
tirely for the present or to confine their security investments to short
term Government issues. A few say they are adding an occasional high
grade corporate issuc to their portfolios. There appears to be some
hesitation at this time to continue the liguidation of railroad issues,
especially where such companies show signs of improved business, the ex-
pectation being that this condition will be reflected later in higher
prices for railroad securities.

The demand for credit is sald to be somewhat better and a num-
ber of banks report higher loan totals. In the larger centers the in-
creased demand is said to be chiefly due to the growth of personal and
other types of installment loans, although a few bankers say they have
had a better demand for business loans. In the rural area which was
bard hit by the drought last summer, farmers started borrowing in the
early winter for the purchase of feed and hay to carry through until sum-
mer.  This borrowing has been in additicn to the usual spring seasonal
requirements for crop purposes and cattle replacements. During the spring
months, there was also quite a demand for loans by the school districts
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in anticipation of their allotments of State funds. While the 6 per cent
interest rate is still a fixed policy with some of these banks except on
school and other public loans, the tendency of fixing rates according to
the risk involved is spreading.

Summary of Preferred Capital Issues

In the sixteen counties covered by this report, there are 103

. commercial banks, 66 of which have issusd preferred stock or capital de-
bentures aggregating $14,119,280 par value. Up to the present time 25

have paid off their entire issues amounting to $6,350,000, 32 have made

partial redemptions aggregating $2,307,555 and 9 have not retired any--

leaving 41 banks with a total still outstanding of $5,461,725 par value,

retirable at $8,071,945 reflecting a redemution premium of $2,610,220.

PHILADELPHTA

During June representatives of this department made visits to
55 member and 10 nonmember banks.

The four counties covered in this report comprise 1,959 square
miles with a population of 515,900. The total banking resources of
$225,808,000 are distributed among 50 members, which hold $#204,824,000,
and 8 nonmembers, which hold $20,984,000; an increase of $5,838,00C since
the previous visits last year.

Conditions show an improvement over those of a year ago. In-
dustrial activity has been slackening since January in several communities,
but at Berwick, the planit of the American Car and Foundry Company has been
operating steadily and this has kept business conditions stable in that
vicinity. The company is producing tanks for the United States Army. It
was reported that the plant is being prepared to increase its output.

The anthracite industry experienced good business last winter
and in most sections operations have been fairly well maintained. The
stock of coal carried above ground at this season of the year has been
greatly depleted, principally because of a heavy demsnd from Canada.
Cperators are confident that markets once lost to Russia will bs regained
and thus provide another outlet for their product. Most of the mines are
operating three days a week, but onerators in the Hazleton district re-
port a five day week schedule.

Ui

y
v

Conditions in the agricultural sections are fairly satisfac-
tory. Dry weather had an adverse effect upon crops last vear, while
prices generally did not show much improvement over those of the pre-
vious year. Potato prices advanced somewhat but the crop was short and
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of an inferior quality. Crops generally anpear satisfactory this year
to date, cespite the deley in planting because of the late season.

The demand for credit has impreved since last year with most
extensions being for small amounits. Iarnings continue to be the chief
problem for the bankers. Auvtomobile financing is being done by an in-
creasing number of institutions, and FHA mortgages are being purchased
in efforts to belster earnings.

Realty values have shown little advance, but holdings of real
estate by the banks in this section show a reduction frcm last year.

A visit was made to cne nonmember bank concerning membership
and as a result that bank is expected to apply for membership shortly.

CLEVELAND

During the month of June 34 banks were visited, of which 33
were member znd 51 were nonmember,

Most of the banks visited during the month are located in
main office territory and in areas where a large number of nonmember
banks may be found. Usually these areas are close to Reserve cities
where the principal banks have been sctive in scliciting correspondent
accounts. This is especially true of the territory lying southwest of
Toledo and the area immediately surrounding the city of Columbus.

Special efforts were made in the territories covered to in-
terest barks in membersnip in the System. In no case has there been
an indication of unfriendliriess to the System although the majority of
the nonmamber banks appeared indifferent to membership. They maintain
that correspondent tanks can furnish every service that a Reserve Bank
can furnish; they insist that maintenence of the required ireserve with
the Federal Reserve Brnk would necessitate closing of accounts with
corrasponcdents which have been established and maintained over long pe-
riods cof time, and which they are reluctant to do. They express a fear
of additional supervision and regulation; in other cases a certain
amount of '"house cleaning" is needed before banks feel that they can
qualify for membership.

Gererally speaking, esarnings of banxks in this district for the
first six months of the year will be satisfactory, and in many cases
will establish new high records. This appears to be the net result of
the institution of service charges, reductions in the rate of interest
paid on time and savings deposits, the installation of personal or in-
stallment loan departments, and an increase in high-rate real estate
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mortgage loans, or a combinaticn of these factors. Banks in the smaller
manufacturing centers visited during June report either an increase in
loan totals or no difficulty in maintaining losn accounts at present lev-
els.

RICHMOND

During the month of June 27 banks were visited, of which 16
were member and 11 nonmember banks.

Carroll, Cecil, and Harford Counties, Maryland

The primary income of these counties is derived alimost wholly
from agriculture. Cecil and Harford Counties have become important lo-
cations in the summer resort trade,

The agriculture of the counties is predominantly livestock
and dairying and the supplementary crops that go along with them. Grain
and forage crop outloocks indicate a production somewhat larger than last
year. Truck and canning crops (corn in particular) are of considerable
importance.

Banks in these counties have become largely deposit institu-
tions instead of lending institutions. Deposits of all banks inter-
viewed were at or near their all-time high level. Time deposits in
these banks constitute over 65 per cent of all deposits on which inter-
est is paid at the rate of 2 per cent per annum. There is some agita-
tion, however, for reducing this rate tc 1-1/2 per cent. Service
charges in the majority of banks consist of a flat charge of 2 cents
for each check debited by the banks.

Agriculture nc longer contributes any important volume of
loans to bank portfoiios, and this is attributed to the development of
the dairy industry. Monetary returns from dairying are in good volume
and are paid at frequent intervals, From these returns farmers are
able to finance the crops of a more seascnal nature without recourse
to bark credit.

Canneries now under local control offer a good seasonal loan
business, but frequently loan demands of the canners are greater than
local banks can legally extend. At such times local banks convey the
excess of loans to thelr correspondents.

Halifex, Mecklenburg, and Pittsylvania Counties, Virginia

These counties, located in the southern part of Virginia, on
the North Carolira border, are predominantly agricultural (about 70
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per cent of the employment comes from this source), but lumber, textile,
and tobacco manufacture afford important sources of income in some lo-
czlities. To these counties some importance must be attached to dairy-
ing, poultry raising, sweet potato and fruit growing, and cotton, but
the important source of farm income in this area is tobacco.

Present indications point to a large tobacco crop despite the
20 per cent curtailment in acreage. Opinion is widespread that tobacco
farmers in these counties will vote almost unanimously in favor of the
proposed three-year AAA control progranm.

The reduction of tobaccc acreage finds a good deal of land
lying fallow, but many more grain and corn fields are to be found than
usual. Every farm now seems to have a truck garden, and a great deal
more self-sufficiency is in evidence.

ATLANTA

During the month of June 72 banks were visited, of which 32
were member banks and 40 were nonmember banks.

Central Florida

The main purpose of this trip was to discuss with officers of
several eligible banks the questicn of membership in the Federal Reserve
System and although no definite commitments were made, the managements
of’ these banks agreed tc give the matter serious consideration. All of
the banks visited reported increases in deposits and satisfactory earn-
ings during the past season and look forward to increased activities and
continued growth of their ccmmunities. From reports, the cold weather
last winter and early spring had some sericus effects on the vegetable
and citrus crops and in some instances considerably damaged the citrus
groves, The crops throughout this section have suffered from a drouth
of several weeks'duraticn, but it is thought that rains early in June
came in time to prevent serious damage. HNone of the banks visited had
any criticisms or suggestions to make regarding the Federal Reserve Sys-
tem.

Hastern Central Georgia

Bankers in all the comnunities visited reported good business
activity in the spring and early summer. During the past thirty days,
however, business has registered the usual summer slump characteristic
of farming communities. Bank deposits are generally higher than a year
ago and while most bankers reported satisfactory earnings, the common
complaint of lack of investment for idle funds was voiced. Bankers in
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13 of 21 counties visited complained of keen competition from govern-
mental lending agencies in the agricultural field. Most of this com-
plaint was directed at production credit associaticns which are said
to be becoming more aggressive each year. In a number of counties,
bankers claimed that these crganizations are getting as high as 50

per cent of all agricultural loans made.

No criticisms of the services of the Federal Reserve Bank
were offered by any of the member banks visited. While the nonmember
bankers were very cordial and apparently apnreciative of a visit from
our representative, none of them expressed any particular interest in
membership. Exchange on incoming checks at many of these banks was
reported to range from "30 per cent to 50 per cent" of the total net
income and none of them feel that they can afford to give up this
source of revenue under present conditions.

CHICAGO

During the month of June 26 banks were visited, of which 10
were member banks and 26 were nonmember banks.

A few of the banks have expressed some interest in the pro-
posed Mead Bill and have inguired as to the likelihood of Government
contracts being made available as collateral for loans.

The president of one of the State bankers associations in
this District in his address to the convention recommended membership
in the Federal Reserve System for all banks that could qualify. The
president of another State association 1s planning a campaign on ser-
vice charges and will attempt to induce the nonpar banks who do not
have a service charge to install such a charge and to par their own
checks. He also stated that the dual banking system would more likely
be preserved if all banks were to join the Federal Reserve System, and
that he will give consideration to stressing this during his adminis-
tration.

In the last full week of June, Chicago district steel mills
continued to operate for the third consecutive week at practically ca-
pacity levels--92 per cent. Numercus orders for all kinds of steel
were still being received by sales offices, and new business exceeds
production despite the maintenance of the high level of operations.
Although mill backlogs, as a result, are being built up, deliveries on
most products are not yet very slow. Bars, sheets and strip, and semi-
finished steel, as in other recent weeks, are contributing most to the
volume of incoming business. Tin plate mills continue to operate at
near capacity, as do machine tool plants. In the case of the latter,
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backlogs in some instances are the largest since 1929. The railroads
have made further purchases of rails and cars. It 1s the general feel-
ing that considerable buying is for inventory purposes.

Production of 1940 model automobiles was nearing an end as
June came to a close, and output in the current week probably will
cover only three deys, as most plants will close over the July 4 hol-
iday through the end of the week. Aggregate production of automobiles
for June, though falling below May as expected, nevertheless held up
relatively well and was much above that for last June. Sales for the
first two-thirds of the month compared favorably with the correspond-
ing May volume. Retooling for 1941 models is now nearing completion
at several companies.

The new corn crop has progressed under favorable conditions,
and cash corn prices have held fairly firm in the face of a confused
weakness in the wheat market. Prices of hogs have been unusually weak,
holding around the five dollar level at Chicago, although within the
last few days these prices have strengthened slightly. With cash corn
at around 65 cents at Chicago, feeding of corn to hogs still remains an
unprofitable operation. Prices of fed cattle have held fairly firm and

higher than last June.

ST. LOUIS

During the month of June 142 banks were visited, of which 53
were member banks and 89 were nonmember banks.

Illinois banks are paying up to 2 per cent on time deposits
and their loan rates are from 5 per cent to 7 per cent with a light de-
mand for credit. Earnings are off compared with last year. A member
banker stated that he is hesitating about buying additional Governments,
because of the European war situation.

In the Missouri banks visited, interest rates of from 1-1/2
per cent to 2-1/2 per cent is credited on time money. The loan rate
varies from 5 per cent to 8 per cent, with a fair demand for credit.

In response to inquiry by our representatives, the member
banks uniformly reported that their relations with the Federal Reserve
Bank were entirely satisfactory. They had no suggestions as to how we
could be of greater service to them.

The cashier of a Kentucky nonmember has been connected with
the bank for 37 years and has not forgotten what he claims to have been
unfair methods used by the Reserve System years ago to enforce par col-
lection of checks. He said this enforced method of collections caused
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an exchange loss to his bank of about $1,200 per year and that no other
form of income had been found to replace this loss. He was very much
opposed to the application of the Wage and Hour Law and thought that
generally, the Government was interfering tco much with private busi-
ness. Membership was discussed, but he said that he had never given

it serious consideration.

The cashier of anocther Kentucky nonmember referred to what
he called stern tactics used by the Reserve System in the par campaign
some yvears ago and said that he was glad to note the more friendly at-
titude of the System during the past few years. He appeared somewhat
interested in membership and inquirecd as to what services he could get
from the Reserve Bank that he could rot get through his correspondent.

INNEAPOLIS

During the month of Junc 256 banks were visited, of which
103 were member banks and 153 were nconmember banks.

Fastern South Dakota

Banks within this district generally received as high as §
per cent on their loans. HMost of the banks nold few or no farm real
estate loans. Generally there is little F. H. A. financing. There
was not much repairing or repainting. Not much farm land was being
sold, except that the Federal Land Bank and the South Dakota Rural
Credit Board had made some sales at what were said to be low prices.

Mostly, the banks carry more or less installment paper on
cars, tractors, etc., make barnyard loans and to quite an extent make
advances against assignments of conservation payments. One banker
said he thought banks should be more careiul on tractor naper; he
thought it very probable that some banks would suffer losses on such
paper.

Most of the banks did not appear to feel that Postal Savings
or Production Credit Associations offered much competition. One banker
indicated that the local demand for loans was such that he turned some
of the larger loans te the Production Credit Associaticn.

Western South Dakota

liost of the bankers are concerned about the high cattle prices
and fear a violent drop. A4 few weeks ago eastern wool buyers commenced
to contract for wool at 28 to 30 cents a pound, good prices. Then came
the blitzkrieg in Flanders and the buyers withdrew. Consequently, those
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with wool to sell are disturbed about the situation. Sheep shearing
is well under way and the wool crop is expected to be at least an
average one. Proceeds of the sale of the wool clipped in the next
thirty days will reduce loans somewhat. Several bankers said they are
unable to accommodate many ranchers and farmers in their territory be-
cause they are so involved with Federal advances for seed and feed
that the status of the security is uncertain. They do not want to
take the risk which may attach in such cases.

There has been a fair demand lately for loans, mostly on
sheep and cattle. A number of bankers spoke of the futility of the
Government making rehabilitation loans. Although the idea of such
loans is commendable, it was stated that almost without exception the
recipients of Federal money were the shiftless, lazy individuals who
had always been failures and who regard the funds as Santa Claus money.
The bankers who mentioned this matter said that very heavy losses ap-
pear to be a certainty.

West Central Minnesota

The subject uppermost in the minds of the bankers visited is
the European war situation and its probable effect on conditions in
this country. The territory visited is essentially agricultural and
the bankers feel a deep concern as to the effect of the war on prices
of agricultural products. They are also very much interested in its
effect on bond prices and the probable itrend of interest rates on new
security offerings by the Treasury Department. A few bankers displayed
some concern as to the gold heldings of the United States Government
and are hopeful that such holdings can be used advantageously. These
bankers are strongly in favor of the immediate adoption of a prepared-
ness program by the United States Government which will insure adequate
protection for the people of this country regardless of any eventuality.

Real estate loans by the banks, usually on a very conserva-
tive basis, are made in most instances at interest rates of 5 per cent
or 6 per cent. Chattel mortgage loans and installment paper for farm
equipment and household appliances ordinarily bear a 7 per cent or an
8 per cent rate, the latter being the most common. In some communities,
the banks are experiencing keen competition from individuals who are
lending money directly to other individuals. This is sometimes re-
{ferred to as '"sandbagging" and constitutes a real problem for some banks
in the small communities.

KANSAS CITY

During the month of June 80 banks were visited, of which 37
were member banks and 43 were nonmember banks.
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The visits to banks in June were confined, for the most part,
to southeastern Nebraska and northeastern and north central Oklahoma.

Bankers complained in many communities that people have the
war jitters. A good many cases were found where bankers said they were
making loans with much more care and caution due to the rapid change in
the war situation following the invasion of the Low Countries. A good
deal of concern is met with regarding general conditions in this coun-
try as a result of the FEuropean war.. The opinion was expressed that
the .armament program will be financed with cheap money. Some bankers
express great faith in long-term Government bonds, yet few care to buy
them at present prices. Other bankers just "wonder" what Governments
will do. One banker thought the Federal Reserve System was getting
rich manipulating the Government bond market.

The membership situation has changed little. On the whole,
bankers ask many questions about the System and membership. In Nebraska
a number of good prospects sald they would join the System if they did
not have to go on the par list. Others say they will join when their
earnings get to the place where they will not need exchange charges.
Some overbanked communities were found and the eligible State banks,
wihiile friendly, said they would not think of membership until satisfac-
tory consolidations could be worked out. In other cases, capital struc-
tures block membership.

Several of the banks in eastern Nebraska that were visited
were insitutions where depositors had waived a part of their deposits
some years ago when banks were in difficulty. A few banks are having
a real struggle with these obligations, but in most cases gratifying
progress is being made in payilng back these deposits.

A variety of opinion is still found regarding the competition
of governmental agencies. A Nebraska banker complained that these
agencies were running many small banks out of business, while a banker
in Oklahoma said this competition was becoming less severe as many of
his former customers who had been borrowing from the Production Credit
Association were coming back to him.

Great differences are found in bank loans. In some instances
nearly half the note case is made up of FHA loans, while other banks
have none of this paper. Some banks mzke no personal loans on a time-
payment basis, while others are increasingly expanding this business
and finding it very profitable. There are banks in rural communities
that still lend the bulk of their funds to farmers in much the same way
as they did two decades ago. A Nebraska banker was found who actively
solicits clerks and salaried persons, urging them to buy homes. He
loans 75 per cent of the purchase price at 5 per cent.
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DALLAS

During the month of June 65 banks were visited, of which 58
were member banks and 7 were nonmember banks.

West Texas

Banking conditions in this region are satisfactory and stead-
ily improving. Loans, deposits and earnings are, on the whole, showing
a steady growth, largely because of the progress made in the develop-
ment of a better balanced and more diversified agricultural system,
aided by the surprising stability and high levels of cattle prices.

One banker told our representatives that the farmers of west
Texas are in better financial condition than they have enjoyed for many
years. He attributed this happy situation very largely to the Govern-
ment's crop control program which, by reducing the production of cotton
and wheat, has forced farmers into new avenues of productive effort,
principally livestock raising.

Banks throughout the territory reported a sharp expansion of
loans and a consequent increase in earnings over last year. The growth
of the loan volume was caused in a large measure by an increasing de-
mand for credit to finance purchases of calves and stock cattle, the
farmers being anxious to utilize lands withdrawn from cultivation and
also to take advantage of the abundant rains that have recently fallen
in west Texas and made possible excepticnally f{ine pasturage and feed
Crops.

Another factor which has aided the growth of bank loans and
earnings in this reglon is the determined efforts that many banks are
making to recapture a portion of the business which they had lost to
Government lending agencies, particularly the Production Credit Asso-
ciations. The banks are at last beginning to meet this competition
successfully by lowering interest rates, a step which most of them were
at first slow and reluctant to take,

Against the background of generally favorabls reports in re-
gard to agricultural and banking conditions in west Texas, there is an
increasing sentiment of uneasiness and pessimism among the interviewed
bankers in regard to the continued high market prices of cattle. Beef
prices, in their opinicn, are unduly high in relation to the price of
hogs, and are due for a decline. Although the persistently high level
of cattle values is not fully understood by the banks that are financing
the cattle raisers, it is felt that it way be accounted for, in no small
measure, by heavy and widespread buying of cattle by farmers for the
purpose of shifting a large part of their production program from cotton
or wheat to livestock.
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SAN_FRANCISCO

During the menth of June 17 banks were visited, of which 15
were member banks and 2 were nonmember banks.

PUBLIC RELATIONS ACTIVITIES OF FEDERAL RESERVE BANKS

June 1940
Federal
Reserve Visits to Banks ifeetings Attended Addresses Made
Bank Member | Nonmember | Total | Number [Attendance! Number !Attendance
Boston 20 IR éa L 1/ | 2 390
New York G6 L0 136 14 2,320 0 o)
Philadelphia 55 10 65 1 128 0 0
Cleveland 33 51 84 10 2,947 2 210
Richmond 16 11 27 7 3,736 3 516
Atlanta 32 - 40 72 G 0 0 0
Chicago 10 26 36 3 1,192 2 115
St. Louis 53 39 2 5 2,020 iV iV
Minneapolis 103 153 256 9 6,450 3 370
Kansas City 37 43 80 6 923 2 135
Dallas 58 7 65 L 2,445 1 1,600
San Francisco 15 2 17 14 2,361 1 90

1/ Not reported
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

R-679

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

. July 20, 1940

Dear Sir:

There is attached a copy of the re-
port of expenses of the main lines of the Fed-
eral Reserve Leased Wire System for the month
of June 1940.

Please credit the amount payable by
your Bank to the Board, as shown in the last
column of the statement, to the Federal Reserve
Bank of Richmond in your daily statement of
credits through the Interdistrict Settlement
Fund for the account of the Board of Governors
of the Federal Reserve System, and advise the
Federal Reserve Bank of Richmond by mail the
amount and purpose of the credit.

Very truly yours,

0. E. Foulk,
Fiscal Agent.

Enclosure

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
FXCEPT RTCHMOND
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REPORT OF EXPENSES OF MAIN LINES OF FEDERAL RESERVE
LEASED WIRE SYSTEM FOR THE MONTH OF JUNE 1940
Words Sent Expenses Payable
tal Rat . v
Federal Number by N. Y. %grgs g§2r930§ Paid to
Reserve of Words Chargeable Charge- Total Ex- by Banks Board
Bank Sent to Other able penses (1) and of Gov-
F.RE. Banks Board (2) ernors
Boston 25,011 816 25,827 & 468.65 $ 288.37 $ 180.26
New York 66,821 - 66,821 1,212.52 952.75 259,77
Philadelphia 16,742 849 17,591 319.20 249.17 70.03
Cleveland 30,425 827 31,252 567.09 262.51 304 .58
Richmond 24,400 815 25,215 45'7.55 212.56 244,99
Atlanta 38,765 815 39,580 718.21 239.76 L7845
Chicago 59,839 832 60,721 1,101.83 1,225.58 123.75(a)
St. Louis 41,059 815 41,874 759.84 240.59 519.25
Minneapolis 20,333 814 21,147 383.73 198.91 134.82
Kansas City 40,306 815 41,121 746.17 273.06 47511
Dallas 34,070 845 34,915 633.55 273.39 360.17
San Francisco 46,179 822 47,001 852.87 418.01 434,86
Board of 374,426 - 374,426 6,794.25 10,180.81 -
Governors
Total 818,376 9,115 327,491  15,015.47 15,015.47 3,510.31
123.75(a)
3,386.56

(1) Based on cost per word ($.018145780) for business handled during the month.

(2) Payments by Banks are for personal services and supplizs and payments by Board
are for personal services and supplies (3%1,495.11) and wire rental ($8,685.70).
Personal services include salaries of main line operators end of clerical help
engaged in work on main line business, such as counting the number of words in
messages; also overtime and supper money &nd Retirement System contributions at
the current service rate.

(a) Credit--reimbursable to Chicago.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-680

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 20, 1940

Dear Sir:

In accordance with the customary pro-
cedure, there is transmitted herewith, for your
information, a copy of the certificate of the
auditor of the Federal Reserve Bank of Atlanta
in connection with his audit of the accounts and
records of the Board's Fiscal Agent for the peri-
od January 1 to June 30, 1940, inclusive.

Very truly yours,
’/;7*¢£>/¢14£4&,»

L. P. Bethes,
Assistant Secretary.

Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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I, E. P. Paris, hereby certify:

(a)

(b)

(c)

(d)

(e)

(£)

That a complete audit has been made of all entries in
the account - "Board of Governors of the Federal Re-
serve System - General Fund Account' for the period
January 1, to June 30, 1940, inclusive.

That all cash received by the Board as shown by the
Cash Receipts Bcok has been deposited by the Fiscal
Agent and properly credited by the Federal Reserve
Bank of Richmond.

That all remittances made direct to the Federal Re-
serve Bank of Richmond by the Federal Reserve banks,
in compliance with the Board's instructions, have
been properly placed to the credit of "Eoard of Gov-
ernors of the Federal Reserve System - General Fund
Account".

That each expenditure made by the Fiscal Agent was
properly 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's
account prepared by the Federal Reserve Bank of
Richmond .

That the balance as shown by the books of the Fiscal
Agent has been reconciled with the balance 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 to by the
Auditor of that bank.

Respectfully submitted,
(Signed) E. P. Paris

E. P. Paris,
Auditor.,

July 17, 1940,
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R-681
BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

STATEMENT FOR THE PRESS

For release in morning papers,
Tuesday, July 23, 1940.

The following ruling will appear in the Federal Rsserve
Bulletin:

Obtaining Payment for Purchase of Securities in Cash
Account Under Regulation T

The Board recently considered several questions regarding
the provisions of Regulation T which relate to the maximum time per-
mitted for obtaining payment in a special cash account under section
/(c) of the regulation. The general rule on this subject is stated
in subdivision (2) of the section. Subject to & number of exceptions
stated in subsequent subdivisions of the section, this subdivision
provides that:

"(2) 1In case a customer purchases a security (other

than an exempted security) in the special cash account and
does not make full cash payment {or the security within 7
days after the date on which the security is so purchased,
the creditor shall, except as provided in the succeeding
subdivisions of this section 4(c), promptly cancel or other-
wise liguidate the transaction or the unsettled portion

thereof .V

Paying by sale of another security. - One inquiry related

to the application of this provision to a question that may be de-
scribed as follows:

A customer effects a purchase in a special cash ac-
count established pursuant to section 4(c) of the regula-
tion. On the same day the customer sells in the account
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another security which he owns but which he has not yet de-
posited in the account. The proceeds of the sale, which
was effected "seller 10", are sufficient to make full cash
payment for the purchase, but such proceeds will not be
available to the broker until after the time applicable
under section 4(c) for obtaining payment for the purchase.
May the sale be considered to constitute payment for the
security purchased, and thus make it unnecessary to take
alternative action?
It is to be noted that a similar question was considered by
the Board in the ruling published at page 1043 of the December 1938
Federal Reserve Bulletin on the subject of "Paying for Purchase in
Special Cash Account by Selling Another Security". In that case the
security sold was deposited in the account prior to the expiration of
the time permitted for obtaining payment of the securities purchased.
In the present case, although the sale was made within the required
period, the securities so sold were not delivered into the account
within that time.
It is recognized that such transactions might be evidence
of an effort to evade the regulation in violation of section 4(a)
which provides that:
"A special account established pursuant to this sec-~
tion shall not be used in any way for the purpose of evading
or circumventing any of the provisions of this regulation."
Naturally, any such transaction should be carefully scrutinized for any
such possibility, and any repetition of such a method of making payment
by a customer would be especially subject to question. Assuming, how-

ever, that there is no such evasion or circumvention of the regulation,

it is the view of the Board that the broker may, at his option, treat

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



-3 R-681

the customer as having made payment for the purchased security at

the time when the other security was sold, and that this would be
permissible even though the security sold had not been deposited in
the account. The same conclusion would, of course, follow if the se-
curity sold had been deposited in the account but naprpened not fto be
in form for "good delivery".

Delayed offer of payment. -~ An inguiry was presented as to

a situation in which a broker or dealer doves not obtain full cash
payment within the peried applicable to the transaction but is offered
payment promptly after the period and before he has cancelled or other-
wise liguidated the transaction. The question was whether the kroker
or dealer in such circumstances may accept such payment and consider
the provisions requiring cancellation or liquidaticn for failure to
obtain payment to have been met.

The section provides verious exceptions for cases where a
period other than the seven-day period would be more appropriate.
These exceptions do not include aay provisgion for e payment which is
offerad promptly ofter the period applicable to the transaction, and
it doee not appear why any additional time should be permissible in
such circumstances 1f there is no other ground for additional time.
The provision for cancelling or otherwise liguidating the transaction
when payment has not been obtained within the applicable period is
explicit. There are various exceptions, including provision for an

extension of time under certain conditions by an appropriate committee
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of & national securities exchange, and it is the view of the Board
that in the circumstances described the delayed payment by the cus-—
tomer may not be accepted as a substitute for the cancellation or
liguidation of the transaction. This would be the case whether a
brokerage or a dealer transaction was involved.

Additional time for shipment of securities. - Subdivision

(4) of section 4(c) provides that:

"(4) If any shipment of szecurities is incidental to
the consummation of the transaction, the period applica-
ble to the transaction under subdivision (2) of this sec-
tion 4(c) shall be deemed to be sxtended by the number of
days required for all such shipments, but not by more than
7 days."

Questions were raised as to whether certain periods required
for the shipmant of securities were covered by this provision, and
whether they might be added together (to a total such extension not
exceeding the seven days specified in the provision). Such questions
were presented as to the time of shipment from the place of purchase
to the broker, from the broker to the customer, and to and from the
transfer office.

Assuming that such shipments are not a subterfuge but actu-~
ally are incidental to the consummation of the transaction, it is the
view of the Board that each such pariod is covered by the provision.
In addition, all such periods may be added together, provided, of

course, that the total such extension for any transaction does not

exceed the seven-day maximum specified in the provision.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

R-682

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 25, 1940

Dear Sir:
Referring to the Board's letter of July
19, 1940 (R-678), there is enclcsed, for your in-
formation, a copy of the Board's letter of this
date to all Class A, B, and C directors of the
Federal Reserve Banks advising them that in future
copies of the material showing applications for
membership received and excerpts from the bank re-
lations reports submitted by the Federal Reserve
Banks will be ferwarded to them individually.
Very truly yours,
Reaa Nt
Chester Morrill,
Secretary.
Enclosure

TO THE 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

July 25, 1940

Dear Sir:

It has occurred to the Board that Class A, B,
and C directors of the Federal Reserve Banks may be in-
terested in receiving regularly copies of the material
prepared each month showing applications for membership
received snd containing excerpts from bank relations
reports submitted by the Federal Heserve Banks during
the previocus month. Accordingly, there is enclosed,
for your confidential use, a copy of the Board'!'s let-
ter R-678 cated July 19, 1940, together with its at-
tachments.

£lthough it is probable that copies of these
reports are being made available to you by the Reserve
Bank, it was thought that there would be some advantage
in forwarding copies to you dirsctly. In the event you
prefer not to receive further copies of this material,
or desire them forwarded to you at a different address,
it will be appreciated if you will so advise us. In
the absence of such advice, future copies will be for-
warded to you at the above address each month until
further notice.

Very truly yours,
Chester Morrill,
Secretary.
Enclosure
TO THE DIRECTORS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-683

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 26, 1940

Dear Sir:

Under date of June 20, 1940, we transmit-
ted to you a copy of a letter dated June 19, 1940,
addressed by Chairman Eccles to the Chairman of the
Banking and Currency Committee of the United States
Senate and also a letter addressed to the Chairman
of the Committee by Mr. Jesse Jones, Federal Loan
Administrator, under date of June 14, 1940. For
your further information in this connection there
is enclosed herewith a copy of the printed hearings
before a subcommittee of the Committee on Banking
and Currency of the United States Senate on June 12
and June 14, 1940, on the subject of business loans
by Federal Reserve Banks, in which Chairman Eccles'
testimony is inciuded, beginning at page 14, and Mr.
Jones! testimony is included, beginning at page 44.

Very truly yours,

%mw

haster HMorrill,
Secretary.

(Enclosure sent only with addressed copies)

TO THE CHAIRMEN OF ALL FEDERAL RESERVE BANKS AND
THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS

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



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R'684

ADDRESS DFFICIAL CORRESPONDENCE
TO THE BOARD

July 30, 1940

Dear Sir:

On August &, 1939, the Board wrote a letter (R-518) to
all Federal Reserve Banks requesting that it be furnished with
certain information with respect to the various classes of in-
surance carried, premiums paid, losses incurred, etc., since the
establishment of the Federal Reserve System.

Replies to this letter have been summarized for the in-
formation of the Board of Governors and a copy of the summary is
enclosed. It will be noted from the summary that the System has
paid insurance premiums, other than those on group life insur-
ance, since its establishment of approximatelyr $17,200,000 and
that claims collected from insurance compenies on such insurance
have aggregated about $5,100,000, an excess of premiums paid of
over $12,000,000. In 1938, the last year for which figures were
obtained, total premiums paid for such insurance aggregated
$553,800 and claims collected from insurance companies, $139,300,
the premiums exceeding claims collected by over $400,000. The
ratio of claims collected to premiums peid for all types of in-
surance, other than group life, has averaged approximately 30
per cent. As will be noted from the attached memorandum, the
Government's experience under the losses in shipment act has
been favorable.

An analyvsis of these figurcs indicated to ths Board
that substantial savings could be cffecied if the Federal Reserve
Banks by contractual agreenents absorbed certain System locses
instead of carrying insurance against them. While the Board has
not attempted to work out any plan for +this purpose, its General
Counsel has advised it that, in his opinion, it is possitle to
work out an arrangement for this purpose which would be lawful.

A copy of Counsel's opinion is enclosed for your iniormation.
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In these circumstances, the Board would favor the adop-
tion of such an arrangement and is suggesting to the Chairman of
the Presidents' Conference that he appoint a committee at his early
convenience consisting of operating men and counsel to work cut a
plan under which insurance now carried against certain losses may
be discontinued and such losses absorbed by the Federal Reserve
Banks under contractual agreements entered into with each other.
The Board will designate a representative from its operating staff
and one from its legal staff to serve with the committee. Such a
plan when worked out would, of course, be submitted to the direc-
tors of each Federal Reserve Bank, and to the Board of Governors,
for their consideration and approval before becoming effective.

Very truly yours,

Chester Morrill,
Secretary.

(Enclosures sent only with addressed copies)

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

FEDERAL RESERVE SYSTEM

WASHINGTON 3’685

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 2, 1940

Dear Sir:

To assist us in determining whether
our present stock of the booklet, "The Federal
Reserve System - Its Purpcses and Functions”,
should be replenished at this time and in what
amount, it will be appreciated if you will in-
form us how many copies you have on hand for
distribution and what demand you anticipate
this fall.

Very truly yours,

Chester Horrill,
Secretary.

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

FEDERAL RESERVE SYSTEM R-686

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 5, 1940

Dear Sir:

Reference is made to our letter (S-221) of
June 3, 1940, regarding the administration of Regu-
lation U with respect to noninsured State banks. We
are pleased to report that we are informed that the
four States that had not been heard from have indi-
cated their willingness to cooperate in the matter.
In other words, all 48 of the State Bank Supervisors
have now agreed to cocperate in the program, as out-
lined in the attachment to our letter of June 3,
1940, for the administration of the regulation with
respect to noninsured banks.

The Board is very glad to see these ar-
rangements completed and it very much appreciates
the good offices of Mr. White and the cooperation
of the State Banking Departments. As indicated in
our letter of June 3, 1940, it is assumed that the
Reserve Banks will cooperate fully with the State
Banking Departments along the lines indicated.

Very truly yours,

Chester iforrill,
Secretary.

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

FEDERAL RESERVE SYSTEM R-687

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 8, 1940

Dear Sir:

There are enclosed herewith cop-
ies of statement rendered by the Bureau of
Engraving and Printing, covering the cost
of preparing Federal Reserve nuoctes from July
1 to July 31, 1940.

Very truly yours,
CElacc
G. E. Foulk,
Fiscal Agent.

Enclosure

TO THE PRESIDENTS COF ALL FEDERAL RESERVE BANKS
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R-687-a
Statement of Bureau of Engraving and Printing
for furnishing Federal Reserve Notes,
July 1 to July 31, 1940.
Federal Reserve Notes, Series 1934
Total

$10 $20 $50 $100 $500  $1,000 $5,000 $10,000 _Sheets Amount,
70,000 12,000 - 16,000 800 650 100 100 99,650 $ 9,237.56
53,000 3,000 31,000 104,000 - - - - 191,000 17,705.70
24,000 4,000 25,000 13,000 - - 50 50 66,100 6,127.47
5,000 20,000 27,000 5,000 500 500 - - 58,000 5,376.60
28,000 11,000 18,000 8,000 - - - - 65,000 6,025.50
17,000 2,000 6,000 7,000 - - - - 32,000 2,966.40
75,000 42,000 54,000 31,000 - - ~ - 202,000 18,725.40
9,000 7,000 5,000 7,000 - - ~ - 28,000 2,595.60
7,000 9,000 1,000 1,000 - - - - 18,000 1,668.60
13,000 3,000 4,000 6,000 - - - - 26,000 2,410.20
10,000 6,000 2,000 4,000 - - - - 22,000 2,039.40
20)000 5’000 15.000 135000 - - - bl 53,000 ll-) 913010
331,000 124,000 188,000 215,000 1,300 1,150 150 150 860,750 $ 79,791.53

$79,791.53
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-688

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 9, 1940

Dear Sir:

The Presidents' Conference Committee on Member Bank
Operating Ratios has recommended thet ratio analyses covering
the year 1940 be made along substantially the same lines as for
1939, Accordingly & revision of form F.R. 456, used at most
Federal Reserve benks last year as a coibination work sheet and
reporting form, is being prepared znd a supply will be sent you
under separate cover. A specimen copy is enclosed. It will be
appreciated if, as soon &s tlie tabulations usually made from the
work sheets have been completed, you will return the forms to
the Board for its temporary use.

Several Federal Reserve banks, to avoid the inconven-
ience of lending the completed 1939 forms to the Board, prepared
duplicate copies of the desired figures on additional forms pro-
vided for that purpose. If it appears desirable at your bank to
use duplicate copies of the form in supplying the requested data,
please let us know in the near future approximately how many
additional forms will be needed.

It is anticipated that the Bourd will again be in a
position to supply aggregates of tne operating ratios, by size
groups and States or part-States within districts, to any Reserve
bank which requests them. The date cen also be furnished by
various other groupings if desired. As nearly as can be fore-
seen now, it will teke from four to six weeks from tne time thne
work sneets are received to supply such aggregates.

Very truly yours,

I

e /.
A Ll

L. P. Bethes,
Assistant Secretary.

Enclosure.
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BOARD OF GOVERNORS
OF THE R- 689

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 12,l9b0

Dear Sir:

There ars being forwarded to you today
under separate cover copies of page 27 of the
Mianual of Instructions Governing the Preparation
of Functionel Expense Reports (Form E)", revised
as of August 15, 1940, This pege was r-vised in
order to clarify the operations of the registered
mail and express section of the keail and mxpress
unit, particularly with respect to shipments of
currency and coine An additional copy of page 37
is enclosed for your information.

Very truly yours,

3 -~ PR

. L 7 ) . "\\ {f
\?{{_ }’. [ / Va .
VA ] A~/ A
Y/ \ Y A3 f a2
‘ Je Re Van Fossen, Assistant Chief,
Division of Bank Operations.

Enclosure

TO THE PRESIDENTS CF ALL FEDEPAL RES:RVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-690

ADDRESS OFFICIAL CORRESPONDENCE
TO-THE BOARD

August 15, 1940

Dear Sir:

On Mondsy, September 2, Labor Day, the offices of
the Board of Governors of the Federal Reserve System and all
Federsl Reserve Banks and brancheg will be clocsed.

The Board is advised that the following holidays
also will be observed by Federal Keserve Banks and branches
during September:

September 9 San Francisco Admission Day

(Monday ) Los fngeles in California

September 12 Baltimore Defenders! Day
(Thursday ) in Maryland

On the dates given the offices concerned will nct
participate in either the transit or the Federal Reserve note
clearing through the Interdistrict Settlement Fund. Please
include transit clearing credits for the offices mentioned on
each of the nolidays with your credits for the next business
day. UNo debits covering shipments of Federal Reserve notes
for account of the Federal Reserve Bank of San Francisco
should be included in your note clearings of September 9.

Please notify branches.

Very truly yours,

P, A, Helson,
Assistant Secretary.

TO THE PRESIDENTS OF ALL TEDIRAL RESERVE BANKS

Digitized for FRASER
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Federal Reserve Bank of St. Louis
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R-691
BOARD OF GOVERNORS
QF THE
FEDERAL RESERVE SYSTEM
Statement for the Press
For release in morning papers, The followlng summary of general
Monday, August 19, 1940. business and financial conditions

in the United States, based upon
statistics for July and the first
half of August, will appear in the
September issue of the Federal Re-
serve Bulletin and in the monthly
reviews of the Federal Reserve Banks.
Volume of industrial oulput was steady during July and the
first half of August, after a rapid expansion in May and June. Employ-
ment continued to increase. Reflecting mainly awards for national de-
fense projects, construction contracts rose to the highest level in ten
years. Prices of basic commodities declined somewhat further.
Production
In July the Board's revised index of industrial production stood
at 121 per cent of the 1935-39 average, according to vnreliminary data.
This is the same as in June and 17 points above the level prevailing a
year ago before the outbreak of war., In most lines activity was main-
tained at the levels reached in June or increased further.
Steel production in July was at about 85 per cent of capacity
and in the first half of August there was an increase to about 90 per
cent. Production of pig iron and coke and output of nonferrous metals

were also in large volume. In the machinery, shipbuilding, and aircraft

industries, where new orders had been large during the first half of the
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2 R-691

year and a considerable backlog of unfilled orders had accumulated, ac-
tivity was maintained at high levels in July, although ordinarily there
are declines at this season. Lumber production declined sharply early
in July but has subsequently increased accompanying a considerable rise
in new orders.

In the automobile industry output declined sharply in July and
the first half of August as plants were closed to prepare for the shift
to new model prcduction. The decline was greater than at this season in
other recent years, reflecting the fact that production had been at high
levels during the first half of 1940 and large §tocks had accumulated.
These stocks were reduced considerably in July as production was cur-
tailed and retail sales continued large.

Textile production incresased considerably further in July, re-
flecting chiefly a marked rise in activity at woolen mills where output
is still below the levels of a year age. Production of cotton and rayon
textiles was maintained in July and was in larger volume than last sum-
mer, while activity at silk mills increased somewhat from the exception-
ally low level reached in June. Shoe production increased seasonally,
while output of manufactured foods, which in June had been unusually large
for that time of year, showed less than the customary increase in July.

Coal production has risen further and shipments of iron ore
down the Lakes have continued at near-capacity rates. Petroleum produc-
tion has been curtailed sharply, however, reflecting partly a continued

high level of stocks of petroleum products.

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



46

-3 R-691

Value of new construction work undertaken increased sharply in
July, owing mainly to a further rise in public constructior, and was at
the highest level in the past decade, according to reports of the F. W.
Dodge Corporation and the Federal Reserve Banic of San Francisco. Awards
for both residential and nonresidential private building increased some-
what, although some decline is usual at this season.

Increases were most pronounced in the Atlantic, Gulf, and Pa-
cific Coast States, reflecting awards of additional contracts for naval
air station and shipyard construction. In the central portions of the
country there were generally small increases, although in some areas awards
were lower.

Distribution

Distribution of commodities to consumers was sustained in July
at about the levels prevailing in the first half{ of the year. Sales at
department stores declined more than seasonally, while sales at variety
stores showed little change, although a decline is usual in July.

Total freight-car loadings incressed seasonally in July. Ship-
ments of grain showed a considerable rise and loadings of coal and coke
continued to advance, while shipments of miscellanesous freight, which in-
clude most manufactured products, declined by somewhat more than the
usual seasonal amount.

Commodity wrices

Prices of basic commodities declined somewhat further from the
middle of July to the middle of August, with decreases chiefly in prices

of commodities influenced by foreign supplies, such as lead, rubber, cocoa,
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and coffee. Prices of steel scrap and zinc, on the other hand, advanced
somewhat in this period.
Agriculture

Prospects for most crovs showed little change in July, according
to the Department of Agriculture. Production this year is expected to ap-
proximate the 1929-38 average and, considering carryovers, supplies of
most crops will be large. Conditions for wheat and oats improved during
July, while the corn crop showed some deterioration. A cotton crop of
11,429,000 bales was indicated for this season as compared with 11,817,000
bales last season.
Bank credit

Total loans and investments at reporting member banks in 101
leading cities increased substantially during the five weeks ending August
14, owing mainly to purchases of direct and guaranteed securities newly is-
sued by the United States Government. Sale of these securities caused a
large increase in Treasury balances with the Federal Reserve Banks. As a
result of this temporary development, excess reserves declined b
$.,50,000,000 in this period despite an increase of over $500,000,00C in
monetary gold stock.

Government security market

Prices of United States Government securities were relatively
steady during July and the early part of August but declined slightly
around the middle of August accompanying news of intensification of Euro-
pean warfare. The yield on the 1960-65 bonds increased to 2.39 per cent
on August 1/ compared with 2.3, per cent on July 1 and 2.26 per cent on
April 2 at the year's peak in prices.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-692

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 20, 1940

Dear Sir:

There is attached a copy oI the re-
port of expenses of the main lines of the Fed-
eral Reserve Leased Wire System for the month
of July 1940.

Please credit the amount payable by
your Bank to the Board, as shown in the las
column of the gtatement, to the Tedzral Reserve
Bank of Richmond in your daily stitement of
credite throuzh the Interdistrict Settlement
Fund for the account of the Board ol Governors
of the Federal Reserve System, and advise the
Federal Reserve Banl of Richmond by mail the
anount and purpose of the credit.

Very truly yours,

J Oilﬂfbj;UYTQJ aé,m@ ' '

Josephine E. Lally,
Deputy Tiscal Agent.

Enclosure

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
EXCEPT RICHMOND
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R-692-a
REPORT OF EXPENSES OF MAIN LINES OF FIDERAL RESERVE
LEASED WIRE SYSTEY FOR THE MONTH QF JULY 1940
Words Sent Total Pro Rat Expenses Payable
Federal Wumber by N. Y. dords  Shere of Paid to
Regerye ofﬁWoids Cgargi;ble Charge- Tétal e Ty Bgnks ?oard
ank Sen o Other bl ses (1 an of Gov-
F.R. Banks abLe penses (1) Board (2) ernors
Boston 29,518 792 30,310 $  527.97 §  338.52 $ 189.45
Philadelphia 21,474 804, 2,278 388.06 248.67 139.39
Cleveland 34,014 815 34,829 606 .69 283.65 323.04
Richmond 31,241 793 32,034 558.00 211.19 346.81
Atlanta 4,906 792 45,694 796 .01 242 .04 553.97
Chicago 64,28/, 856 65,140 1,134.07 1,234.70 100.03(a)
St. Louis 46,983 790 47,773 832.16 257.18 574.98
Minneapolis 22,300 79L 23,094 402 .27 187.17 215.10
Kansas City 42,686 793 43,479 757.36 273.01 48,.35
Dallas 37,888 883 38,771 675.35 272 .49 402.86
San Francisco 49,672 807 50,479 879.29 411.89 467 .40
Board of 360,955 - 360,955 6,287.47 10,381.69 -
Governors
Total 869,037 3,919 877,956 $15,293.10 $15,293.10 4y 194..25
___100,03(a)
$4,094.22

(1) Based on cost per word ($.017418982) for business handled during the month.

(2) Payments by Banks are for personal services and supplies and payments by Board
are for personal gervices and supplies ($1,476.78) and wire rental (£2,904.91).
Personal services include salaries of main line operators and of clerical help
engaged in work on main line business, such as counting the number of words in
messages; also overtime and supper money and Retirement Sygstem contributicns
at the current service rate.

(a) Credit--reimbursable to Chicago.
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BOARD OF GOVERNORS 50
OF THE

FEDERAL RESERVE SYSTEM R-693

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 21, 1940

Dear Sir:

There are enclosed for your information a table showing ap-
plications for membership received by the Board during 1940, and a
statement containing excerpts from the bank relations reports submit-
ted by the Federal Reserve Banks for the month of July.

In response tc the inguiry made in the letter accompanying
last month's summary of bank relations reports (R-678) as to whether
the summary was useful to Federal Regerve Banks and should be contin-
ued, replies have been received from ten of the Federal Reserve Banks,
copies of which are attached. It will be noted that of these ten all
but three appear definitely interested in having the report continued.
The two banks from which rcplies have not yet been rcceived indicated
in response to a similar inquiry a year ago that they favored the con-
tinuance of the report and copies of the letters written at that time
are also attached.

The few suggestions made as to methods of improving the re-
port seem to tend in different directionsg---in some cases there is in-
terest primarily, if not exclusively, in relations with member and
nonmember banks. In other cases the interest seems to be very large-
ly in the general comment on business and banking conditions. In
making up the summary, we are, of course, limited by the nature of
the material submitted by the Federal Reserve Banks. In the absence
of any suggestion that this material be submitted in a uniform manner,
the reports come to the Board varying widely from one another in na-
ture. Some of the Federal Reserve Banks submit a brief comprehensive
statement, sometimes comprising less than a page, which is used prac-
tically in entirety in the summary. Other Reserve Banks submit long
detailed reports of many pages from which paragraphs here and there
are selected. The majority of the banks submit a single report for
the month, but one of the T'ederal Reserve Banks submits copies of the
separate reports of each bank representative making a visitation trip.
iccordingly, whereas the report of onc bank may be quoted almost in

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



- R-693
entirety, only a small fraction or fractions of what another bank
reports may be quoted.

In compliance with the expressed wishes of the majority of
the Federal Reserve Banks, the summary will be continued.

Very truly yours,

g PRt

Al L

L. P. Bethea, ]
Assistant Secretary.

Enclosures

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BARKS ELIGIBLE* FCR FEDERAL RESERVE LEMBZRSHIP ON DECEMBER 31, E-6G3-2
1939, AND BANKS WHICH APPLIED FOR HEMBERSHTP DURING 1940

Nurber of Nonmember Com-| Nurber of Banits Deposits of Nonmember Dep sits of Banks
Federal mercial Banks Eligible* for | Which Applied for | Commercial Banks Eligible® Which Applied for
Keserve Federal Reserve Membership| Federal Roserve | for Federal Ressrve Member- Federal Reserve
District on December 31, 1539 Heambership During— | ship on December 31, 1939 Membership During—
2 & 3
Total |Cn par list July |This Year | Total On Par List July | This Year

(In thousands of dollars)

Boston 141 107 0 0 469,330 256,010 0 0

New York 224 214 0 1 931,529 G56,87% 0 -~

Philadelphia 225 218 0 3 550,836 547,781 0 3,000
Cleveland 475 455 3 16 577,670 324,( G 5,000 25,600
i chmond 394 220 1 8 481,555 313,805 300 16,600
Atlanta 484, 49 o} 1 302,455 70,881 0 1,800
Chicago 1,216 1,024 6 28 1,114,285 970,383 7,300 26,100
St. Louis b64 412 1 12 428,325 296,810 400 7,600
Minneapolis 420 A o 4 189,225 53,167 0 2,800
Kansas City 487 334 1 4 19¢,093 154,327 500 1,600
Dallas 282 155 0 14 154,549 97,609 0 8,700
San Francisco 194 163 1 2 545,398 508,733 2,300 /4,300
Total 5,209 3,425 13 93 5,994,411 4,751,174 15,800 98,100

% By eligible barnks is meant banks with sufficient capital stock to meet the minimum statutory capital re-
quirements for Federal Reserve membership.

*Newly organized bank.

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

oS



R-693-b
August 21, 1940

Not for publication

EXCERPTS TROM BANK RELATIONS REPORTS
FOR THE MONTII OF JULY 1940

BOSTON

During July 35 member banks were visited, 31 in New Hamp-
shire, 2 in Connecticut, and 2 in Vermont. Many of the New Hampshire
banks occupy banking quarters jointly with affiliated mutual savings
banks and this afforded in a number of instances the opportunity of
joint conferences with officers of both banks.

With one or two exceptions—--Berlin, New Hampshire notably--
the conmunities visited are trading centers of various sizes and the
sites of small manufacturing plants making either textiles, shoes or
paper products. The principal source of income in most of these com-
munities is the summer trade of vacationists and tourists. The pay
rolls of the large paper mills at Berlin, New Hampshire, employing
several thousand workers, are at present larger than at any time in
the past several years. All other paper mills in the section visited
are operating full time. Activity among the woolen mills and shoe
factories was reported as being "spotty".

The summer or vacation trade throughout the entire section
was not up to an average normal. Adverse weather conditions and the
almost entire cessation of Canadian tourist trade into New England
were sald to have destroyed the hope of a profitable season at many
points.

At practically all of the banks visited deposits and loans
showed some slight increase, the loan increase being almost entirely
due to the demand from small borrowers. Two member banks had bor-
rowed recently, one from a Boston correspondent and the other from a
local savings bank. Loan rates at practically all of the banks range
from 5% to 6%, excepting loans tc municipalities which have been made
at rates ranging from .06% to 33%.

There was some complaint in certain localities in New Hamp-
shire of outside bank competition for local business. There was no
complaint of competition from governmental lending agencies--on the
other hand several bankers referred to the friendly spirit of coop-
eration with their institutions which the management of governmental
lending agencies were manifosting.

The situation abrozd and its possible effect upon business
and banking in this country was the principal topic of interest on
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the part of many of the bankers visited.

Ho noamembor hanler marifssted any interest in membership
in the Federval Regerve [Jystem endi no criticism was offercd Ly anyone
interviewed with respect tu tie operations aad policies of the Sys-
tem. The few complaints heard were of a routine nature and had to
do with the attitude of individual examiners witiy rcgard to some
technically slow loan, lacl: of borrowerts statements, etec.

During the month of July, our officers and representatives
visilted 131 banks—-72 member cnd 59 nonmember institutions--located
in various sections of the district. The following is a resume of
the reports of visits to banks in one county in Connecticut and sev-
en counties in New York State.

Fairfield County, Connecticut

Most of these banks appear to be hesitant about purchasing
securities at this time, preferring to maintain a high cash position
in view of uncertainties in connection with the Turopean war, our na-
tional defense program, and the coming presidential election. One of
the largest banks in the county which sold most of its investment
portiolio (chiefly United States Governments) has approximately 59
per cent of its total deposits (326,100,000) in cash and bank bal-
ances. The president of another iastitution which has a bond account
of only $29,000 continues to hold more thaen half of his bank's de-
posits ($2,200,000) in cash. In general the bankers appear to have
adopted a very conscrvative policy with respect to high quality low
yield securities and have in meny instances climinated most of the
longer maturities from their portfolios.

The demand for credit is said to have improved slightly,
especially for small installment loans and mortgages, and three in--
stitutions have establiched "broker" relationships with insurance
companies for the purpose of arranging mortgage loans for them.
Several of the larger banks in the county have advertised that they
are prepared to cooperate fully with local firms participating in
national defense projects, although as yet few applications have
been received.

The subject of membership was again discussed ot 2ll six-
teen nonmember banks with the result that six intend to review the
matter at an early date, four indicate that they nsed more time to
"clean house", and six appear indifferent, including one which is
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not a member of the Federal Deposit Insurance Corporation.

Genesee, Monroe, and Orleans Counties, New York (Buffalo Branch
Territory)

The demand for losns, particularly in the larger institu-
tions, continues very light, with total loans of $100,081,000, a re-
duction of about 4 per cent since January 1. Several bankers situated
in the agricultural sections mentioned that the Production Credit
Association is actively soliciting loans and, by offering lower rates
than those prevailing in the banks, has taken a number of desirable
borrowing accounts from these institutions. One bank officer remarked
that the critical attitude of the examiners has prevented him from
granting a number of loans which he otherwise would make.

Our member banks appeared well satisfied with our services,
and no complaints or criticisms in connection with the Federal Re-
gerve Jysten were expressed. As our member bank representation in
this area is small, the following information is submitted with re-
lation to the nonmember institutions.

No. of Banks

)

sasons for Not Joining the stem

3 Membors of a bank holding group, o that apparently
any decision 28 to membership rests with the holding
company afifiliate.

1 Bank will shortly be taken over by another bank and
onerated as a branch, the Federal Deposit Insurance
Corporation to purchase unacceptable assets.

Apparently could not qualify due to various unsatis-
factory features.

I~

These barks arce apparently in satisfactory condition

and could probably qualify; however, they are all

small institutions and give as their reasons for not

joining the System:

(a) Correspondent banks are adequately serving their
needs.

(b) They cen see no advantages to be gained, while
on the other hand they would be subject to addi-
tional rules and regulations.

L

1 This institution is friendly to the System and would
join except that the provisions of the Clayton Act
prevent it from so doing at this time.
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No, of Banks Reasons for Not Joining the System

2 These are fairly large banks, which, although commer-
cial institutions, do only a limited volume of com-
mercial banking business; in practical effect, they
are savings banks. The managements of these institu-
tions feel that they would gain very little by becoming
members.

PHILADELPHTA

During July 53 banks were visited, of which 29 were member
banks and 24 nonmember institutions.

Central Pennsylvania

Industrial conditions in the area covered by this report
are somewhat better than a year ago. All nine furnaces at the Steel-
ton plant of the Bethlehem Steel Company are in operation and at pres-
ent this plant is working five deys a week, employing about 3,800
workers.

The anthracite industry experienced good business last
winter and in some gsections owerations have been fairly well main-
tained thus far this year.

Conditions in farming communities show little change during
the past twelve months. Returns for milk are higher but prices for
other farm products are considered low and profits generally are small.
The 1940 crops, while late because of excess rain during the planting
season, appear to be in good condition.

The real estatc market is quiet, Desirable homes and apart-
ments are well occupied at satisfactory rentals, but there is only a
limited amount of new construction and few sales are being made. Sev-
eral bankers in the larger mining towns reported that real estate prices
in their respective communities are depressed because of the increasing
number of homes being sold by the Sheriff at unusually low prices.

There is only a limited demand for credit and small loans
constitute the principal credit extended. The executive officer at a
nonmember bank with resources slightly in excess of $1,000,000 stated
that loans at his institution continue to decline in spite of the fact
that the lending policy is much less rigid than it was a few years ago.

Investment accounts, priacipally because of holdings of rail-
road securities, are worth less than book value. At most institutions
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a definite bond policy has been adopted and, with the aild of super-
visory services, determined efforts are being made to eliminate all
holdings of substandard and defaulted securities. Several bankers
reported that new purchases are being confined almost entirely to
Governument obligations.

The president of a nonmember bank with deposits of approx-
imately $1,900,000 compleined about the R.F.C. increasing the inter-
est rate from 3% per cent to 4 per cent on preferred stock purchased
from banks, on which no reductions have been made. He contends that
earnings are meager because of low yields on the higher grade securi-
ties and that this increase in rate is a serious drain upon income at
his institution. This same complaint was expressed by the executive
officer of a nonmember bank with deposits of about $900,000. That
officer stated that he fails to see how the Government is aiding
banks which are in difficulties by adding this burden.

In discussing membership with the board of directors of a
nonmember bank having deposits of $2,100,000 our representative was
advised that one of the objections was that, because of differences
between State and System regulations, the published reports would
not be in conformity. To date the Department of Banking of Pennsyl-
vania does not require reserves against depreciation or loans not
charged off to be deducted when reporting at the call period. Our
representative stated that we were endeavoring to have the Depart-
ment of Banking of Pennsylvania adopt a uniform form and had hopes
that this would soon be done.

CLEVELAND

During the month, 84 banks were visited, of which 47 were
menber banks and 37 nonmember vanks.

With few exceptions, visits to member and nonmember banks
in the Cleveland office territory were in sgricultural communities,
and very little of primary interest to the Board was developed from
conversations with officers of these banks. Quite naturally, the war
situation and the defense program were favorite topics for discussion,
and it is impossible to avoid spending a considerable amount of time
listening to different points of view with relation to national poli-
tics.

The only major criticism respecting System matters relates
to the failure of banks in certain sections to receive notices of
Treasury offerings in time to enter subscriptions before the books
have closed. In connection with the recent offering of the 2% per
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cent issue of 1954-56, our Pittsburgh brancn reports that banks in
Washington, Butler, Punxsutawney, Somerset, Wayneshurg, Pennsylvania,
and others, reported at the close of business July 11 that they had
received nothing on the offering. On the morning of the 12th, banks
in Elizabeth, Kittanning, Scottdale, Parnassus, Export, and Zelienople,
all in Pennsylvania, reported receiving subscription blanks and sale
closing notices in the same mail. This has happened many times before,
both in Pittsburgh and Cincinnati areas, as well as in iain office
territory, and introduces an element of dissatisfaction which can
easily offset a substantial amount of constructive bank relations
work.

This will coatinue to be a problem even in cities of sub-
stantial size, where mail cervice ig not of the best, until such time
as banks so situated have at least a reasonable opportunity to enter
subscriptions before announcement is made that subscription books
have been closed.

RICHMOND

During July 95 banks were visited, of which 47 were nembers
and 48 were nonmember banks.

The economic consequences of the war upon the Fifth District
have been quite uneven. As a resuit, there are both dark and bright
gpots so far as business conditions arc concerned. With respect to
the former, there are two important aspects-~cotton and tobeacco.

The price for the 1940 crop will depend to a large extent
upon the amount of the Government loan. Trade circlegs anticipate a
loan on 8.90¢ basis, but it is known that Senators from cotton produc-
ing States have sought to induce the Department of Agriculture to fix
the bagis at 10.25¢. The new crop has made up some of its earlier
backwardness and it is expected that production will run close to
11,100,000 bales as against 11,817,000 bales last season. The out-
look for cotton prices is quite obscure because of the export situa-
tion. However, trade circles hold that, if present expectations are
met with respect to production, congumption, and exports, prices will
necessarily reach the loan level, or insufficient cotton will be
available to meet current requirements.

As for cotton textiles, operations were reduced in the lat-
ter part of July and the outlook as a whole is quite uneven. The
future will depend largely upon the extent to which purchases for
preparedness purposes offset the loss of export markets.
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The outlock for tobacco is by ne means satisfactory. The
crop is likely to be about 40 per cent under that of 1939 because of
compliance with the crop control program, but the diminished supply
does not assure prices equal to those of 1939 without increased Govern-
ment support. The Commodity Credit Corporation purchased 177,000,000
pounds last year and is now holding the bulk of that amount on option
for foreign buyers. It is believed that, if the Corporation purchases
about one-third of this year's crop, prices should approximate those
of 1939. The tobacco market anticipates Commodity Credit Corporation
purchases again this year, but with allowance for these and Government
payments to planters under crop control programs, farm incomes from
tobacco are likely to fall short of 1939 results.

Fortunately, there are some bright spots in the Fifth District
partly due to international conditions. Shipbuilding and repairs have
been going ahead at a high level both at Baltimore and in the area of
Hampton Roads. Substantial amounts will also be expended by the Federal
Government in connection with barracks, aviation fields, etc. In the
first half of 1940 employment in Baltimore was at the highest level
since 1937 and pay rolls were higher than at any time in the last dec-
ade. However, the situation has been and is developing unevenly, for
19 industries reported gains in both employment and pay rolls, May-June,
1940, while 16 reported declines. Among the latter are several adversely
affected by loss of export markets.

The chemical industries have been stimulated in West Virginia
because of war developments, and conditions in Kanawha County are con-
sidered quite favorable. Other industrial centers of West Virginia
have also expanded production or anticipate such expansion and the pro-
duction of coal has increased substantially over 1939 levels, with
stimulating effect upon retail trade.

Taking the situation as a whole, with allowance for better
than ten-year average yields for other crops as an offset for the unfa-
vorable outlook for both cotton and tobacco, farm purchasing power
should, in the 1940-41 season,come close to average. With this as a
basis, when allowance is also made for increased industrial activity in
lines other than cotton textiles sufficient or more to offset declines
in the latter, one may safely say that the outlook for the District may
be regarded as favorable, considering the unsettled national and inter-
national situation.

ATLANTA
During the month 40 banks were visited, of which § were mem-—
bers and 31 nonmembers.
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Bankers in the sections visited generally reported favorable
earnings during the first six months of this year. Although deposits
of most banks are higher than a year ago, demand for credit is said to
have been very favorable since the first of the year and very few bank-
ers complained of excess idle funds. Although agricultural loans con-
stitute the bulk of the business of most of these banks, many of them
are devoting more attention to personal, automobile, and other install-
ment loans which they are finding a splendid source of revenue.

Several of the banks visited have disposed of their Govern-
ment securities since the first of the year and in most cases have not
reinvested the proceeds. Officers of these banks stated that they are
hesitant to purchase bonds at the present market since they expect to
see bond prices decline before the end of the year.

Most of the banks visited have a good volume of savings ac-
counts on which 2 per cent interest is paid. Although many of them
stated that they would like to reduce the rate or discontinue savings
accounts altogether, they hesitate to do so because of the fact that
many of their depositors are young people, who are learning the value
of thrift, or elderly people who have no other source of income, and,
consequently, they feel that they are under obligation to their com-
munity to continue to carry these accounts. In most banks new savings
accounts are only accepted from local people who are customers of the
bank.

The average rate charged for agricultural loans by the banks
visited is 8 per cent, while 6 per cent is charged on personal and con-
sumer loans.

A1l nonmember bankers visited were found very courteous and
appeared to regard the Federal Reserve System very highly. However,
none of them showed any real interest in membership. Without exception
nonmember bankers, when approached on the subject of membership, stated
that the loss of exchange which would result from remitting at par was
their principal objection to membership. A number of nonmember bankers
stated that they are at present enjoying most of the benefits of Fed-
eral Reserve membership through the facilities offered by their city
correspondents. All member bankers visited appeared to be highly appre-
ciative of the attention shown them by our visits and all expressed en-
tire satisfaction with the services of the Federal Reserve Bank.

CHICAGO

During the month of July 55 banks were visited, of which 19
were member banks and 36 nonmember banks.
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Deposits continued to increase. In the larger cities there
is some slight inquiry for loans. However, the manufacturers as a rule
are only discussing the possibility of borrowing; they are not yet ac-
tually borrowing in any substantial amount. There has been some in-
crease in loans in country banks, but this has been more than offset
by the Government taking up the corn loans. Some of the banks are
evincing interest in term loans. A group of bankers in one of the
larger cities recently made a loan of $18,000,000 due serially over a
period of ten years. A number of the outlying banks in Chicago have
shown a substantial increase in mortgage loans. This is a result mainly
of the purchase of F.H.A. mortgages. Banks with substandard bonds con-
tinue in their efforts to dispose of them whenever practicable.

The question of bank offices i1s still one of current interest.
An officer of a national bank with something over a million of deposits
stated that they recently had an opportunity to establish a branch in
a community where a former bank had approximately $400,000 in deposits.
As they were reluctant to give up their national charter and their mem-
bership in the System, he said, "We were forced to sit by and see our
State bank competitor get it." The President of a State bank with
$1,250,000 deposits operating an office asked us within the last week,
"When will a way be opened for us to join the System and retain the of-
fice?" He stated the office has $250,000 in deposits which he feels is
not enough to justify the organization of a bank at that point.

ST. LOUIS

During July 130 banks were visited of which 35 were member and
95 were nonmember banks.

Except in the new oil fields, where banking--along with other
business--is relatively active, general banking conditions in Illinois
show little change from those obtaining a year ago. Demand for credit
is described as fair, with the trend of personal loans continuing up-
ward. There was a fair volume of wheat production loans this season,
much of which has been liquidated since harvest. Elevators, wheat hand-
lers and mills apparently are borrowing less than is usual at this time
of year, because much grain is going into storage on farms or into the
Government loan. Interest rates on time deposits range from 1 per cent
to the legal limit. In a number of instances banks are limiting the
amount of time money on which they will pay interest. Rates received
from customers range from 5 per cent to 7-1/2 per cent. There were the
usual polemics on competition of Government loan agencies, severity of
supervision, increasing costs of operation, taxes, etc. As elsewhere
in the District, bankers in this area are becoming increasingly finan-
cial statement conscious. It was found that credit files are generally
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in good shape, with wirtually all lines of $500 or over supported by
statements. Nowhere was there a complaint heard of services rendered
by the Federal Reserve, either from member of nonmember banks.

Taken as a whole, the status of banks visited in Missouri
was somewhat more favorable than a year ago. Earnings in numerous in-
stances are better, and demand for credit is slightly larger and more
diversified. Rates paid on time deposits range from 1 per cent to
2-1/2 per cent, and on lcans to customers from 5 per cent to & per cent
is charged. Credit files were found to be in good shape, except in a
limited number of cases.,

Some months age an Illinois State bank was examined for mem-
bership but the necessary transactions were never completed. It now
develops that several of the bank's older directors decided against mem-
bership on the ground that Federal authorities may exercise undue con-
trol over member banks. The bank's cashier is still interested in
membership and expressed the hope that eventually his board will see fit
to join the Systeni.

When the lack of membership signs was mentioned to the cashier
of an Illinois national bank, he emphatically indicated that he was not
interested and gave as his reason that he felt the public had not for-
gotten that membership had not helped his bank to take care of its de-
positors following the banking holiday. He did not, however, in any
way indicatc that he felt this was a criticism of the System.

MINNEAPOLIS

During the month of July 218 banks were visited, of which 117
were member banks and 101 were nonmember institutions.

A departmental head of our bank was appointed chairman of the
Minnesota Bankers Association's American Institute of Banking Committee,
the activities of which are the extension of A.I.B. study groups into
the less populated communities of the State. In addition to organizing
the study groups throughout the sectional clearing house association, it
is planned to stage a number of meetings of county key bankers in the
larger centers (exclusive of Minneapolis, St. Paul, and Duluth) for the
purpose of explaining thoroughly the facilities of the American Insti-
tute of Banking which are available to bankers and bank employees.

Through personal contacts with banks in this district, we have
finally consummated arrangements to obtain inmediate exchange from a
group of banks which heretofore have always given us out-of-town exchange
in payment of our cash letters.
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Southern and Western Montana

Calls were made on the editors of all weekly and daily news-
papers with a circulation of 2,000 or more, of which there were 15. To
assist in making these calls, some of the bankers introduced our repre-
sentative but in other instances, calls were made direct. Usually the
call was explained on the basis that our representative was in town
gathering statistics from the merchants and bankers and thought the
editor might be interested in seeing some of our news releases that he
had not been receiving in the past. Samples of these releases were
left with him for his later inspection but in some instances, he in-
sisted on discussing them in detail on the spot. If he decided that
he wished to see copies of any of these releases regularly, he was re-
quested to drop a line to our Minneapolis office. To date, four re-
quests for additional material have been received.

In a few instances, an editor commented on some of our re-
leases that he had seen occasionally in the past but had not understood
their import and consequently had made no use of them. In such cases
our representative explained in detail how these figures were collected
and how the reports were prepared, in such a way that the editor might
see some possible news value to the material but without any suggestion
that any of it shouid be published. In every instance, the editor was
invited to feel free to write us regarding the significance of any fig-
ures in any of our reports and to call on us at any time that he might
want any special information regarding business or banking conditions
or about the Federal Reserve System.

North and Scuth Dakota

The Bank of North Dakota is said to be the only State owned
bank in the United States. It now has dsposits of $23,000,000, making
it the largest bank in this district west of Minneapolis. Most of its
deposits represent public funds, but demand, time, and savings deposits
of individuals are also received. It appears that most of the bank's
activities center in the laand department which handles State Rural Credit
mortgage loans and operates farms owned by the State. Approximately
6,000 farms are so owned with total acreage of approximately 1,500,000
acres. The sales department in 1939 disposed of 266 farms, 57,000 acres,
at an average price of $10.25 per acre.

Northeastern Minnesota

The bankers invariably are deeply concerned over the European
situation, and many of them are very reluctant about employing their
idle funds until the situation becomes more stable. Deposits have in-
creased in virtually every bank visited, while the bankers as a whole
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have increased their loans. Most of the increases in loans have come
from advances on automobiles, tractors, washing machines, radios, etc.,
and, in addition, many banks have gone in for Federal Housing Adminis-
tration mortgages, which they have not heretofore regarded with much
favor. All banks visited have had good experience to date on all such
loans. Earnings in most of these banks have shown an increase in 1940
to date over the same period in 1939. In fact, but very few bankers
had much of anything to complain about.

Central Minnesota

In two or three of the banks carrying substantial volumes of
automobile paper, the officers are seriously considering withholding
loans from young men who will be among the first called for military
training. It seems to be an accepted conclusion that there will be a
peacetime draft, and the bankers are worried about defaulted automobile
payments by those called into service.

KANSAS CITY

During July 91 banks were visited, of which 47 were member
banks and 44 were nonmembers.

Visits to banks in July were confined largely to northern and
western Oklahoma but scattered calls were made also in other parts of
the District.

Out of 84 banks called on in the Cklahoma wheat belt, only 5
were found not making wheat loans at 1-1/2 per cent. Wheat loans en-
taill a great amount of work and little profit, yet bankers feel an ob-
ligation to farmers and to their communities to make them. If the
farmer sold his wheat, he would get about 55 cents a bushel while with
a loan approximately 62 cents can be secured. Bankers feel that they
should help farmers get these additional few cents. While nearly all
banks are meking these loans out of a feeling of obligation to their
communities, they report that farmers are taking the funds secured at
these abnormally low rates of interest and paying off bank loans that
are very profitable to the banks. It is said that many of these loans
are sold to city banks, the local bank retaining 1/ of 1 per cent. .City
banks prefer these loans to any other available short time paper.

Many cases were reported of farmers getting a loan on their
wheat and then depositing the money in the bank. Although they do not
need the money, a loan is the only way farmers can "sell" their wheat
above the market price, If the price of wheat advances the farmer can
redeem his wheat and take the profit, while if it falls below the loan
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rate, the Government getsthe wheat. This practice 1s an important
factor in increasing bank deposits. It is also responsible for an
abnormally large amount of wheat going into storage with a consequent
restriction of the supply for milling purposes.

In the sections of Oklahoma visited, most of the bank earn-
ings usually come in the last half of the year. But nearly all banks
have had very satisfactory earnings so far this year. Bankers are
showing enterprise in developing new outlets for loans. Time payment
loans nearly everywhere are on the incresse. One banker was found
who specializes in making loans on wheat warehouse receipts to nonco-
operating farmers. He lends up to 50 per cent of the market value at
6 per cent. Many banks want more bonds but hesitate to buy at present
prices.

During July population figures were released for Oklahoma and
these figures were attracting much attention. A decrease of nearly
75,000 in the ten-year periocd was shown, and a decrease in population
is something new to Oklahoma people. In the fourty years between 1890
and 1930, the population of that State increased more than nine fold,
the increase between 1910 and 1930 alone being nearly three-quarters of
a million. The population decline occurred for the most part in the
central and western counties of the State, exireme eastern and south-
eastern counties rather uniformly showing an increase. This population
change, however, is not peculiar tc Oklahoma zs Kansas and Nebraska ex-
perienced very similar declines. The number of farms in Oklahoma de-
creased 24,890 in the ten-year period.

DALLAS

In July 33 banks were visited, of which 30 were member banks
and 8 nonmember banks.

North Louisiana

Among the significant trends in bank credit policies noted in
this section of the district is a tendency on the part of many member
banks—-even in the smaller communities—-to withdrew from or greatly re-
strict lending operations for the purpose of financing cotton farming.
The banks are either finding competition from Government lending agen-
cies for this class of loans too strong to cope with or have decided
that tenant farmers are too hazardous as credit risks.

One member bank, which has so far successfully withstood
these deterrent factors and continues to lend liberally to the cotton
Yarmers, has inaugurated a unigue and successful scheme to protect it-
self against the abnormal risks which such loans involve. It has
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induced its farmer customers toc form themselves into a private coopera-
tive bank credit associaticn. By mutual agreement the bank deducts 6
per cent of the proceeds of each of its loans to members of the associ-
ation and sets this amount aside in a reserve fund to cover (or be ap-
plied on) any member's indebtedness that the bank is unable to collect.
In this way the bank hes been able to minimize its losses on agricul-
tural loans. The plan was put in operation originally as the only
available means of making bank credit available to certain impoverished
tenant farmers whom the better class of farmers were willing to assist
by pooling their credit resources in a cooperative organization.

A great many of the member banks were found to be carrying
only nominal amounts of Government bonds in their vortfolios, althcugh
substantial holdings of municipals were in evidence, Some banks sold
off their Governments last fall when the war flurry occurred, others
took profits by selling this year, and in both types of these cases
there is evident a reluctance to repurchase pending further dev.lopments
in the Eurcpean war.

Southeast Texas

Farnings for banks in this section range from the break-even
point to excellent, depending largely upon the amount and maturity of
investment securities being carried. None o! the institutions visited
has made any recent addition to long-term bond holdings. On the other
hand, a number of them have recently either actually shortened maturi-
ties or are giving serious consideraticn to such a move. This action
was motivated by the extremely low yields now cbtaining and the in-
creased offerings which defense costs and other Government expenditures
will necessitate.

Loan demand ceontinues at abnermally low levels with the usual
indications of an enlarged participation in the installment and personal
category. No instance of the need for additionsl or cutside credit to
handle defense or Government orders was revealed. In fact, no definite
information was obtained of any successful bids for Government orders.
Fxcept in an isolated case, no more than 1 per cent is »aid on time or
savings daposits with several banks regorting nc interesi-bearing de-
posits whatever.,

SAN FRANCISCO

During the month of July 326 banks were visited, of which 17
were member banks und 19 were nonmember banks.
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PUBLIC RELATIONS ACTIVITIES OF FEDFRAL RESERVE BANKS

July 1940
Federal
Heserve Visits to Banks Meetings Attended Addresses Made
Bank Member Nonmember Total Number Attendance Number Attendance
Boston 35 - 35 0 0 1 50
New York 72 59 131 2 85 0] 0
Philadelphia 29 2L 53 0 0 0 0
Cleveland L7 37 8L 2 550 2 51
Richmond L7 48 95 7 1,580 0 0
Atlanta 9 31 40 1 125 0 0
Chicago 19 36 55 0 0 0 0
St. Louis 35 95 130 1 450 1/ 1/
Minneapolis 117 101 218 1 350 1/ 1/
Kansas City L7 L, 91 2 i/ 0 0
Dallas 30 8 éB 1 75 0 s
San Francisco 17 19 36 3 196 0 0]

1/ Not reported
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August 21, 1940

REPLIES RECEIVED FROM TEN OF THE FEDERAL RESERVE BANKS
TO BOARD'S LETTER R-678 OF JULY 19, 1940, MAKING INQUIRY
CONCERNING THE DESIRABILITY OF CONTINUING
THE MONTHLY BANK RELATIONS REPORTS

(Replies to the above-mentioned letter have not yet been
received by the Board from two of the Federal Reserve
Banks, but copies of their responses to letter R-506 of
July 19, 1939, which contained a similar inquiry, are
attached hereto as pages 11 and 12.)
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FEDERAL RESERVE BANK OF BOSTCN

July 23, 1940

Mr. I.. P, Bethea, Assistant Secretary,
Board of Governors of the Federal Reserve System,
Washington, D. C.

Dear lr. Bethea:

This will acknowledge recelpt of the Board's let-
ter R-678, dated July 19, 1940.

While I attempt to keep our Directors thoroughly
informed about everything, nevertheless I do not feel that
I am justified with burdening them unduly, with the result
that I spend no small portion of my time centering upon
those things I believe our Directors would be particularly
interested in. The details of the bank relations report
I have not passed on to our Directors. I have, however,
on different occasions mentioned things that I thought
might be of interest to them.

Personally, I read the report and know that I
profit by it, and would prefer to have it continued. How-
ever, at one Conference at least, there seemed to be a
majority opinion of the Presidents that the report be
discontinued. I know that the compilation of the report
involves labor and must be expensive, and if the replies
to your inguiry should disclose that only a few of us
want this information, I think it can be properly dis-
continued.

Yours very truly,
(8igned) R. A. Young

President.

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF NEW YORK

July 24, 1940

Board of Governors
of the Federal Reserve System,
Viashington, D. C.

Gentlemen:

In the absence of Mr. Harrison, I wish to ac-
knowledge receipt of the Board's letter of July 19, 1940,
R-678. The Board asks whether, in our opinion, the pres-
ent practice of distributing excerpts from bank relatic.s
renorts should be continued. e assume that the Board
will wish to continue to receive monthly reports from
the Federal Reserve Banks and, if this is the case, we
are definitely of the opinion that the summary prepared
from these reports is worthwhile. A number of our of-
ficers look over tiie reports each month, and those hav-
ing to do with the Bank Relations Department give them
close study. I think it is quite desirable to have our
men know how similar activities are conducted in the
other TFederal Reserve Banks and what the trend of bank-
ing opinion is in other parts of the country, and we
have felt that the summaries give us some very inter-
esting light on these sucjects.

Very truly yours,
(Signed) R. M. Gidney

R. M. Gidrey,
Vice President.

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF PHILADELPHIA

August 1, 1940

Board of Governors of the
Federal Reserve System
Washington, D. C.

Dear Sirs:

Reference is made to your letter of July 19,

1940, R-678, in which you request an opinion from this
bank as to whether or not the Board should continue its
present practice of sending monthly to each Reserve
Bank a statement containing excerpts from the bank re-
lations reports submitted by the various banks for the
previous month and a table showing applications for
membership received by the Board during the current
year and in the preceding month.

We have found these compilations quite in-
formative and of value in helping us to keep posted
on developments in the other districts and we should
not like to see them discontinued or made too brief.

Very truly yours,

(Signed) John S. Sinclair

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK Orf CLEVELAND

August 19, 1940

Mr. Chester Morrill, Secretary
Board of Governors of the

Federal Reserve System
Washington, D. C.

Dear Mr. Morrill:

Consideration has been given tc the request con-
tained in letter R-678, dated July 19, 1940, regarding the
distribution of excerpts from monthly reports of bank rela-
tions activities of the Federal reserve banks.

The subject was also discussed at a meeting of our
board of directors held on August 15, 1940. It is the opin-
ion of the directors ead officers of this benk that the de-
tailed reports are not of sufficient value to justify their
preparation except Ior the tables showing the applications
for membership received and the public relations activities
conducted by each Federsl resesrve bank.

The excerpts from reports cof visitations by repre-
sentatives of Federal reserve banks are primarily of local
interest and it is believed they could be discontinued. Ve
are interested in the information regarding applications
for membership and the number of visitations and addresses
made by representatives of the banks, also the number of
meetings attended.

In the report of bank relstions activities for
June 1940, this information is shown on tie first and last
pages of the report designated R-678-a.
Very truly yours,

(Signed) M. J. Fleming

President
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FEDERAL RESERVE PANE OF RICHMOND

July 27, 1940

Board of Governors of
the Federal Reserve System,
Washington, D. C.

Dear Sirs:

Referring to your letter of July’'25, 1940,
R-682, relative to material showing applications for
membership received and excerpts from the bank re-
lations reports submitted by the various Federal Re-
serve banks, I think your practice of sending copies
to the Federal Recerve banks is well worth while and
should be continued. For some time I have been send-
ing a copy to each of the directors of this bank and
its two branches, as well as to certain members of
our staff. T always read the summary with interest,
as do some of our other officers and some of our
directors.

It is my intention to study the reports
that are sent to you by this benk to see if they can
be improved.

Very truly yours,

(Signed) Hugh Leach

Hugh Leach,
President.
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FEDERAL RESERVE BANK OF ATLANTA

July 23, 1940

Mr. L. P, Bethea, Assistant Secretary,
Board of Governors of the

Federal Reserve System,
Washington, D. C.

Dear Mr. Bethea:

Reference is made to ithe Board's letter of July
19, 1940 (R-678).

We at this bank are of the opinion that the dis-~
tribution of excerpts from bank relations reports serves a
useful purpose. The compilations are read by all of the
officers, and they are carefully studied by those who are
the more actively engaged in bank relations worlk, such as
visiting member and nonmember banks. We think that we are
benefited by information concerning conditions and develop-
ments in other Federal Reserve districts. ¥We also feel
that we are better able tc do the work in this district
through reports of what is being done by other Federal
Reserve banks.

Mr. Malcolm H. Bryan, Vice President, who has
immediate supervision of our bank relations work, concurs
in what is said herein.

Very truly yours,
(Signed) Robt. S. Parker

Robt. S. Parker,
President.

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



R-693-t
Page 7

FEDERAL RESERVE BANK OT' CHICAGQO

July 22, 1940

Mr. L. P. Bethea,
Assistant Secretary,
Board of Governors of
the Federal Reserve System,
Washington, D. C.

Dear Mr. Bethea:

In answer to your letter of the 19th in-
stant, R-678, concerning the value of a monthly
statement showing excerpts from bank relations re-
ports, would state that we in Chicago question very
much the value of this release, with the exception
that we do find the statement of applications for
membership received by the Board from the various
districts, th for the current year and the last
preceding month, cf great interest; also the state-
ment on the lact page giving the public relations
activities cof various Federal Reserve banks, in-
cluding visitors to the banks, meetings attended,
and addresses made.

Sincerely yours,
(Signed) Geo. J. Schaller

President.
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FEDERAL RESERVE BANK OF MINNEAPOLIS

July 22, 1940

Mr. L. P. Bethea, Asst. Secretary
Board of Governors of the

Federal Reserve System
Washington, D. C.

Dear Mr. Bethea:

I have considered the suggestion made in your letter of
July 19, 1940. I find that the excerpts from bank relations reports
which you have been accustomed to send us have some value. I am
particularly interested in those hints which creep into the reports
dealing with public relations methods in the different banks. Pos-
sibly the report could be further condensed with little loss if more
public relations matter were inserted.

Every now and then I find some bank has an idea which is
well worth adopting. It occurs to me that the reports might be of
even more value if each bank were encouraged to insert in its report
those definite actions which it may have taken to encourage good
will, increased membersihip, or additional services in its district.
You might well consider the possible advantages of reporting on a
separate sheet such procedures, without naming the individual banks
reporting. This would give every Federal Reserve bank a chance to
digest the ideas and would eliminate the feeling that any individual
bank was unduly aggressive in presenting its case.

It even occcurs to me that it might be desirable to have
each Federal Reserve bank make a sepcrate report on each item of
this character that it has tried, with a resume of the results.
Each bank could digest such a resume with the view of adopting
feasible ideas. I do think it is highly essential that the name
of the individual Federal Reserve bank be withheld in such origi-
nal resumes.

Please take this in the spirit in which it is intended—-
merely a reaction to your inquiry.

Regards,
(Signed) J. N. Peyton
President.
Digitized for FRASER
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FEDERAL RESERVE BANK OF DALLAS

August 2, 1940

Board of Governors of the
Federal Reserve System
Washington, D. C.

ATTENTION: Mr. L. P. Bethea
Assistant Secretary

Gentlemen:

The Board's letter R-678, dated July 19, 1940, has
been carefully considered and it is the unanimous opinion of
the officers of this bank that excerpts from the bank rela-
tions reports of the various Federal Reserve banks are of
considerable interest and value and that their distribution
to the Reserve banks should be continued.

The only suggestion we have to offer is that the
reports be condensed still further, if practicable, hy ex-
cluding information and comments that are of a purely local
nature.

I find the reports very helpful, as they keep me
advised about things that are happening and being discussed
in other districts, and I am sure the other officers of the
bank feel the same way about them.

Very truly yours,
(Signed) R. R. Gilbert

e R. Gilbert
President
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FEDERAL RESERVE BANK OF SAN FRANCISCO

July 25, 1940

Board of Governors of the
TFederali Reserve System,
Vashington, D. C.

Dear Sirs:

In its letter of July 19, 1940, R-678,
the Board invited our opinion as to whether or not
the compilation and distribution of excerpts from
the bank relations reports of the twelve Reserve
banks is sufficiently interesting and informative
to justify its continuance.

In answer to a similar inguiry on July
19 a year ago, we expressed our views in a letter
dated August 3, 1939. A current review of the sit-
uation finds us in an unchanged state of mind, and
we suggest that the bank relations report, as well
as the Board's dissemination of excerpts from such
reports, be subject to trial of suspension.

For convenience, a copy of our letter
of August 3, 1939 is enclosed.

Yours very truly,
{Signed) Wm. A. Day

President.

http://fraser.stlouisfed.org/
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FEDERAL RESERVE BANK OF SAN FRANCISGO

August 3, 1939

Adr Mail

Board of Governors of the
Federal Reserve System,
Washington, D. C.

Dear Sirs:

Receipt is acknovledged of your letter R-506,
which was held pending my return to San Francisco.

On many occasions, our officers have attempted
to appraise the value of the summaries of the bank rela-
tions reports. The consensus scems to have been that
most of the important facts presented are repetitions of
what has been learned through other channels.

On occasion we have found that it was not un-
til a report had been discontinued that its usefulness
was properly measured. Mey we not suggest that the bank
relations report be subjected to the trial of suspension?
If its need subsequently should become apparent, there
would be no difficulty in renewing its preparation. In
the meantime, so that the Board could know whether or not
Reserve banks were maintaining appropriate public rela-
tions activities, it might be desirable to have the Fed-
eral Reserve examiners review the activities of the
respective banks when they are under examination.

Yours very truly,
(Signed) W. A. Day

W. A. Day
President

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF ST. LOUIS

August 7, 1939

Board of Governors of the
Tederal Reserve System,
Washington, D. C.

Attention: Mr. S. R. Carpenter, Asst. Secrestary
Gentlemern:

Replying to your letter of July 19, I believe
the summery of bank relations reports submitted by the
several Federal Reserve banks, which is sent to us each
month, 1s of considerable interest and value, and I am
decidedly in favor of its continuance.

It gives us, and doubtless the other Federal
Reserve banks, a vivid picture of what is transpiring
among member benks in all parts of the country. We have
gotten many useful suggestions and much information from
reading the summary, which material is available from no
other source.

You ask whether we would rather have it short-
ened to the length of the June issue or made more inclu-
sive. Personally I would like it in the more comprehensive
form of previous issues. A number of officers and em-
ployees of this bank find the summary interesting and
informative reading.

Very truly yours,
(Signed) F. Guy Hitt

F. Guy Hitt,
First Vice President.

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF KANSAS CITY

July 25, 1939

Mr. S. R. Carpenter
Assistant Secretary
Board of Governors of

the Federal Reserve System
Washington, D. C.

Dear Mr. Carpenter:

I certainly think that the summary of
bank relations reports which the Board has been
sending to the several Federal Reserve banks are
very much worth while and should not be discon-
tinued.

The summary which accompanied your let-
ter of July 19 (R-506) is sufficiently brief and
should not be shortened further, but on the whole
I believe it is better in this form than in the
more comprehensive report which you formerly is-
sued.

Yours very truly,
(Signed) Geo. H. Hamilton

Geo. H. Hamilton
President

Federal Reserve Bank of St. Louis
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BOARD OF GOVERNORS
OF THE 69,

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 22, 1940.

Dear Sir:

For your information there is enclosed a recapitulation of
an audit submitted to the Secretary of the Treasury by Mre il. R. Loafman,
Chief, Division of Public Debt Accounts and Audits, showing the stock
of incomplete face printed Federal Reserve notes, Series of 1928 and
Series of 1934, and of uniform backs allocated to Federal Reserve notes,
on hand at the Bureau of Engraving and Printing at Washington as at the
close of business June 30, 1940.

In his letter transmitting the report to the Secretory of the
Treasury, Mr. Loafman stated thats "The audit extended from June 27 to
July 1, 1940, inclusive, Except for the greater portion of Federal
Reserve notes of Series 1934 of the $5.0C denomination which had previously
been placed under Auditor's seal, all stocks of notes of this series, in-
cluding those held for specimen purposes by the Bureau, were piece counted.
The small quantity of the $5.00 denomination which had not been previously
placed under Auditor's seal, was placed under such seal immediately after
being piece counted during the audit. This resulted in all stocks of the
$5.,00 denomination (except those held for specimens) being placed under
Auditor's seal. All seals previously placed were properly inspected at
that time, All stocks of Federal Reserve notes of Series 1928, except
those held by the Bureau for specimen purposes, had previously been placed
under Auditor's seal. An inspection was made of the seals on the various
bins containing such stocks and the seals were found to be intact, The
notes of this series held for specimen purposes, were piece counted,

"In view of the fact that a recent piece count has been made by
this office of the entire stock of each denomination of uniforn backs on
hand in the Bureau, a paclkage count and an inspection for denominations
of the uniform backs allocated to Federal Reserve notes was deemed suffi-

ient at this time,
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"The total sheets of all denoninations on the whole of
Federal Reserve notes, faces and backs were found tc be in excess
of the total required reserve of 4,250,000 sheets,"

Very truly yours,

- -

]
-4 . R . ~ . .
A A N R e

\\

J. R, Van Fossen, Assistant Chief,
Division of Bank Operations.

Enclosure

TC ALL FEDERLL RESERVE AGELT
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RECAPITULATIOR

FEDERAL RESERVE NOTES AND UNIFORM BACXS ALLOCATED TO FEDERAL RESERVE NOTES, SHEETS OF 12 SUBJECTS EACH R—654-a
%‘ AS AT THE CLOSE OF BUSINESS JUIE 30, 1940
Series of 1928
Federal Reserve Bank $5 $10 $20 $50 |  $100 | $500 |$1,000 |$5,000 | $10,000 | Total
Faces:?
Boston 68 ,660~2/3 1 - - 6,663-2/3 11,343-1/3 1,535 293 15 24 88,525-2/3
New York - - - - - - - - - - 300 345 - - - - 645
Philadelphia - - - - - = 30,105-1/3 9,974 39 100 - - - 40,578-1/3
Cleveland 76,711~1/3 - - 1 24,026 12,306 30 252 50 25 112,401-1/3
Richmond 34,638-2/3 - - - - 15,448-2/3 8,124 170 224 24 77 58,706-1/3
Atlanta - - - - 8,000 3,743 5,851-1/3 200 - - 34 34 17,862-1/3
Chicago 1 - - 61, ’)0—1/3 36,341-2/3 30,660 £98 402 79 32 130,072
St. Louis - - - - 5,423 3,982-1/3 L7k, 300 - - - - 10,179-1/3
Minneapolis - - - - - - 4y546 5,024~1/3 245 68 - - - - 9,883-1/3
Kansas City 28,040-2/3 - - - - 4 465 7,582-1/3 152 102 11 13 40,366
Dallas - - 27,871 23,712-1/3 2,,89—0/3 3,001 60 250 9 7 57,500
San Francisco - - - - 92,731~1/3 &,922 12,251 200 226 40 48 114 418-—1/3
Total Faces 208,052-1/3 27,872 186,303 142,674 110,099=2/3  Ly463 2,562 262 260 6‘22;548
Series of 1934
Faces?
Boston 12,841-1/3 125,931-2/3 L46,277-1/3 1,161 8,714 191 197 L6 41 195,400-1/3
New York 144,966-2/3 148,833~2/3 158 4“5—1/3 54,285-1/3  52,940-1/3 307 993 182 110 571,113-1/3
Philadelphia 76,533-1/3 75,857-1/3 48,285 1,111 1 4150 &0 100 - - - - 203,216-2/3
Cleveland 7 900-%/3 52,788 85,453 ,933—1/3 1,359 100 100 25 25 149,550
Richmond 5-2/3 39,500 43,633-1/3 11,385 8,794~2/3 400 230 95 51 111,859-2/3
Atlanta 31,6'75 32,900 23,800 7,375 ,055 400 401 90 46 97,742
Chicago 128,066~-2/3 132,141 '79,866-—2/3 11,873-1/3  12,270~1/3 502 400 90 90 365,300
St. Louis 57,342-2/3 21,906~2/3 20,366-2/3 4,402 2,400 400 230 20 49 107,187
Minneapolis 26,132-1/3 19,866~2/3 23,300 325 1,474 200 100 - - - - 71,208
Kansas City 8,3062/3 22,036-2/3 21,166-2/3 901 300 400 300 2] 48 53,61
Dallas 27,166~2 /3 25,466~2/3 6,833-1/3 377 778 400 200 90 45 61,356-2/3
San Francisco 35,100 36,860 9,600 10;452-1/3 2,083 401 300 100 46 94,042~1/3
Total Faces 564,024~2/3 744,,088-1/3 566,577-1/3 105581-1/3  93,318=1/3 3,781 3,551 911 551 2,082,784
Backs: -
Uniform Backs allocated to
the various denominations
of Federal Reserve llotes 568,500 656,500 630,500 106,000 120,500 - - - - - - - 2,082,000
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BOARD OF GOVERNORS 85
OF THE A

FEDERAL RESERVE SYSTEM

WASHINGTON R-695

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 23, 1940

Dear Sir:

There is enclosed for your information a copy of
H.R. 10365, "A bill tc facilitate preparation for netional
defense by amending section 3477 of the Revised Statutes",
which was introduced in the House of Hepresentatives on
August 15 by Mr. Summers, Chairman of the Judiciary Commit-
tee; together with a copy of the Beard's letter of August
21, 1940, to Mr. Sumners expressing the belief that the en-
actment of the bill is desirable and in the public interest
for the reasons stated therein and calling attention to the
fact that the Federal Advisory Council had advissd the Board
prior to the introduction of this bill that it favored a
proposal of this character.

Very truly yours,

Chester ¥orrill,
Secrctary.
Enclosures 2

(Copy of bill sent only with addressed copies)

TO THE PRESIDENTS AND CHAIRMEN OF ALL FEDERAL RESERVE BANKS
AND THE MEMBERS AND SECRETARY OF THE FEDERAL ADVISORY COUNCIL

Federal Reserve Bank of St. Louis
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R-595-a
August 21, 1940

Honorable Hatton W. Sumners, Chairman,
Committee on the Judiciary,

House of Represeatatives,

Washington, D. C.

Dear Mr. Sumners:

This is in response to your letter of August 19, 1940
requesgting the views of the Board of Governors or the Federal
Reserve {ystem on H. K. 10365, "A bill to facilitate preparation
for national defense by amending section 3477 of the Revised
Statutes".

The bill would amend scction 3477 of the Revised Stat-
utes so as to permit the agsignment of the entire amcunt of any
claim of $10,0C0 or wore upon the United States to a bank or
other lending agency as security for a loan or credit whenever
such claim is based upon a contract entered into on behalf of the
United States by the War Department, the Nevy Department or the
Procurement Division oi the Treasury Depariment.

Section 3477 of the Revised Statutes makes assignments
of clainms against the UInited States null and void unless they are

made after the claims have been allowed and warrants icsued. This

statute, which dates buck to 1846, was enacted solely for the pro-
tection of the Government; but it is so strictly worded and has
been so strictly construed that an attempted assignment which does
not comply with the exact terms of the statute has been held void
even as between the assignor and the assignee, so that it confers
no rights in the assignee as against a trustee in hankruptcy of
the assignor. National Bank of Commerce v. Downie, 218 U. S. 345.
As a consequence, banks and other lending agencies which might
otherwise be willing to extend credit to finunce the performance
of contracts with the Goverament are unable to rely upon assign-
ments of amounts peyable under such contracts as security, because
they would find themselves in the position of general creditors

of the contractors in the casc of bankruptey even though the funds
which they advanced may have made the fulfillment of the contracts
posaible.

There are many manufacturers and other businesses, par-
ticularly the smaller ones, which may be deterrcd from bidding on

Federal Reserve Bank of St. Louis
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~2.. R-695-a

contracts arising out of the program for national defense because
they have inadequate amcunts of working capital anc may encounter
difficulties in financing the performance of such contracts. If
such businesses could offer security in the form of assignments of
claims againsi the Governuent growing cut of such contracts, they
would in many instances be able to obtain the necessary credit from
their own local banks and other financing institutions, which have
large amounts of idle funds awaiting employment. In many instances
such credit could be obtained more simply and quickly from local
institutions than from the lending agencies of the Government,
whose commitments usually kave tc be passed upon in lWnshington.

The Federal Advisory Council, established under section
12 of the Federzl Reserve Act, advised the Boara, prior to the in-
troduction of this bill, in regurd to a proposal of this cheracter,
as follows:

"The Council bolieves this suggested cmendment to the
lew espccially importent at this time, since ithe Govern-
ment!s preparedness program whenever put into effect will
resuit ir the neccssity of placing large orders for mate-
rials of all kinds. #Many smeil und mediwma sized business
enterprises would bs ia a betier rositica to ceccpt and
execute Govermmeat ordsrs if thoy were ebic to ute ussign-
ments of thelr cloiwsazoiunst the Governent as collatoral
for loans."

t is believed, therefore, that the enactment of this bill
would facilitate financing “he pertormeace of Government contracts,
would encourage additional business conceras to bid for such con-
tracts and, by increasing the number of Dxidders, would tend to ex-
pedite, and reduce the cost of, the defense program.

For these reasons, the Board of Governors of the Federal
Reserve System believes tha' the enactment of the till H. R. 10365
is desirable and in the public intersst.
Very truly yours,

(Signed) Chester Morrill

Chester Horrill,
Secrctary.

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

FEDERAL RESERVE SYSTEM

WASHINGTON

R- 696

88

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 3o, 1940

Dear Sir:
There is enclosed a cory of a "Proposal for
a More Economical Method of Effecting the Interdistrict
Settlement Fund Transit Clearing", which has been re-
ceived from the Federal Reserve Bank of San Francisco.
It will be appreciated if you will have the
plan reviewed and advise us whether you would favor its
adoption. Any comments or suggestions with respect to
the plan, or any modification thercof, which you desire
to submit will also be appreciated.

Very truly yours,

Ee Lo Sm&’)&d; Chief;
Division of Bank Operations.

Enclosure

TO THE PRESIDINTS OF ALL FEDERAL TESERVE RANKS
EXCEPT SAN FRANCISCO



R=-696a
. Proposal for a More Economical Method of Effecting thc Inter-
district Settlement Fund Transit Clearing
‘ The method hercin proposed for rcducing the cost of effecting the

daily transit clearing through the Interdistrict Settlement Fund is predi-

cated on a reduction in the number of telegrams, hoth outgoing and rcturn

wires, and the elimination of the detail now incorporated in the Board's
. return telegrams. In licu of individual wires now sent to the Board by each
of the 29 parent banks and direct settling branches, the amounts credited by
participating offices in each district would bc combined and one wire dis-
patched to the Board by the head office; return telegrams would be sent by
the Board to cach parcnt bank only, advising the amounts of crcdits duc it
and cach of its dircet settling branches, if any, from all other districts.
The proposed mothod of settlemont is as follows:

Each dircet settling branch would wirc its own head office the amounts

s erodited to each parent bank and direct scttling branch of othcr dis-
tricts in the same manner as this information is now furnished to the
Board.

Each head office having dircet settling branches would combinc the
branch crcdits with its own credits and wire the Board the amounts
credited by all offices in the districet to cach participating bank
and branch of other districtss This wirc would be in the same form
as the precscnt "EXNAG" but would show amounts credited by the dis-
. trict instead of by an individual office.

Statements of credit would be mailed as at preoscnta

Upon reccipt of the 12 incoming telcegrams the Board would effect the
settlement end dispatch a return teolegram to cach of the 12 parent
bankse (This could be dispatched by mail if it will arrive in time.)
Each such telegram would contain tho aggrogate amount credited the
parcnt bank and tho aggrogete amount crecdited each of its direect set-
tling branches by all other districts combincd, and for proof, (as code
BABE), the closing balancc in the Interdistrict Scttlement Fund, after
completing the transit clearings A specimen wirc is attached. (If it
would not be practicable for the Board to include the closing balance,
. the balance of the provious day would sufficc as at prescnt.) The
Board would also airmail to each parcnt benk a statement showing sep-
aratcly the amounts credited to it and to cach of its dircet settling
branches by cach of the other districtse Such a statement, while not
absolutcly neccessary, would facilitate the localizotion and adjustment
of any discrepancics developing betwecn statcment totals and amounts
wircde If dosircd, in order to furthcr isolate such o diffcronce to
the individual office concerncd, statcments of crecdit mailed by each
parent bank to participating offices of other districts could include a
- memorandum of amounts crcdited by each of that benk's direct settling
branches, but this additional work is not believed justified in wiew of
the infrequency of such discrepancies.
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Upon receipt of the return telegram from the Board, each parent bank
would wire each of its direct settling branches the total credited it;
appropriate entries would be passed by all offices to take up the
amounts credited.

No attempt is made herein to suggest an accounting procedure for the
various Federal Reserve Banks, as each bank would undoubtedly wish to adjust
its procedure to its own accounting system. However, at the Federal Reserve
Bank of San Francisco it is proposed that Head Office and each branch would
clear the individual statements as recceived and, when all statements of a
specified date received by any office are cleared, the grand total of all the
statements of that date would be proved against the amount of credit wired
by the Board for that office in the return settlement telegram of the corre=-
sponding date.

Under the above procedure a bank having no direct settling branches

would send the same outgoing wirc as at prescent, but the Federal Reserve Bank
» of San Francisco, with ﬁ dircet sottling branches, would scnd 1 instead of 5

settlement wircs to the Boarde. This decreasc, based on an average of about

75 words per message and the Junc per word cost of $,018145780, would approxi=-

mate 7500 words, or $136.00 per monthe For all banks, thce rcduction from 29

to 12 outgoing wircs averaging 80 words cach would amount to 3kL,000¢ words, or
* $617.00 per month.

It would appear that the Toard would derive a bencfit from the proposed

procedure by rcason of a more simplified scttlement (12 incoming wires instead
. of 29) and the reduction in thc mumber and content of thc return telegrems.
It is estimatcd that the roturn telograms under this proposal would range from
about 10 words for a bank having no dircet settling branchces to about 27 words
for a wirc to San Francisco with 4 such brenchcs. One wire to San Francisco
with 27 words, compared to 5 messages to thc Twelfth District at present aver=
aging about 83 words cach, would effect a reduction in the return telegrams of
9,700 words per month, or, at the per word cost for June, of $176.00.

While the saving computed on the basis of the current cost per word
. would not be fully realized, since the reduction in leased wire costs would
not follow in direct proportion to a decrease in number of words, it is be=
lieved the ultimate saving would be in substantial amount and that the above
proposal merits consideration as a mcans toward further economy.

SPECIMEN RETURN TELEGRAM

SF

Exnov 8,110,L51.2L

) SF 5,198,532, Ll
LA 729,79546M

Ptld 1,247,263%.98

. SLC L8lL,201.38

~ Seatl L50,657.€0
Babe 507,407,402, 72
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-697

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

August 30, 1940

Dear Sir:

Recently one of the Federal Reserve Banks
submitted certain changes in discount rates applica-
ble to industrial advances under Section 13b. The
changes recommended were approved, but during their
consideration there was suggested the desirability
* of a review of the existing schedules of rates of

all the Federal Reserve Banks under Section 13b for

the purpose of ascertaining, first, whether they

were justified in the light of existing conditions
. and, second, whether the schedules of rates for all
districts should be made uniform.

The Board, therefore, is suggesting that
the Chairman of the Presidents' Conference place
this subject on the program of the forthcoming Con-
ference, which, it is understood, hes been called
for September 27, 1940. It is hoped that the dis-
cussion will bring out fully the reasons for the
. conclusions reached on both of these questions as

to which the Board desires to be advised for its
information in passing upon the rates.

. Very tyuly yours,
O —
‘ L. P. Bethea,
Assistant Secretary.
~ TO THE PRESIDENTS OF ALL FEDERAL RZSERVE BANKSE

Copy to all Chairmen of Federal Reserve Banks

.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM R-698

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 9, 1940

Dear Sir:

The Judiciary Committee of the House
of Representatives on September 6, 1940, made
a favorable report to the House on H.R. 10464,
A bill to assist in the national defense pro-
gram by amending sections 3477 and 3737 of the
Revised Statutes to permit the assignment of
claims under public contracts", which is a sub-
stitute measure for H.R. 10365, a copy of which
was forwarded to you with the Board's letter
dated August 23, 1940 (R-695).

A copy of H.R. 1046/, together with
a copy of the Committee Report, is transmitted
herewith for your further information on this
subject.

Very truly yours,
Chester Morrill,
Secretary.

Enclosures 2
(Enclosures sent only with addressed copies)
TO TEE PRESIDENTS AND CHAIRMEN OF ALL. FEDERAL

RESFRVE BANLS AND THE MEMBERS AND SECRETARY
OF THE FEDERAL ADVISORY COUNCIL.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

R-699

93

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 10, 1940

Dear Sir:

There is tiansmitted herewith, for your
information, a copy of a press release of Jeptember
9, 1940, containing a statement of Chairman Joseph
C. O'Mahoney of the Temporary National Economic Com-
mittee on "The Financial Problem of Small Business",
a report prepared by tﬁe Investment Baonking Section
of the Securities and Exchange Commission under th
direction of Peter R. Nehemkis, Jr.

Very truly yours,

Chester Morrill,
Secretary.
Enclosure.
(Enclcsure sent only with addressed copies)

TO THE CHAIRMEN OF ALL TFEDZRAL RESERVE BANKS AND THE
MEMBERS AND SECRETARY OF THE FEDERAL ADVISORY COUNCIL.

(Copy to the Presidents of sll Federal Reserve Banks)
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

M4

R-700

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 10, 1940

Dear Sir:

There are enclosed herewith
copies of statement rendered ty the
Bureau of Engraving and Printing, cov-
ering the cost of preparing Federal
Reserve notes from August 1 to August
29, 1940.

Very truly yours,

Fnclosure.

T0 TEE PRESIDENTS OF ALL FEDERAL RESFRVE BANKS



R-700-a
Statement of Burecau of Engraving and Printing
for furnishing Federal Reserve Notes,
August 1 to August 29, 1940.

Federel Reserve Notes, Series 1934

_$10 520 Total Sheety Amount
Boston 83,000 13,000 96,000 4 8,899.20
New York 150,000 45,000 195,000 18,076.50
Philadelphia 53,000 18,000 71,000 6,581.70
Cleveland 45,000 18,000 63,000 5,840.10
Richmond 36,000 25,000 61,000 5,654,770
Atlanta 28,000 9,000 37,000 3,429.90
Chicago 135,000 67,000 202,000 18,725.40
St. Louis 23,000 7,000 30,000 2,781.00
Minneapolis 9,000 6,000 15,000 1,390.50
Kansas City 15,000 10,000 25,000 2,317.50
Dallas 13,000 6,000 19,000 1,761.30
San Francisco 25,000 _23,000 _58,000 5,376.60

gégéggg 247,000 872,000 $20,834,.40

872,000 sheets @ $92.70 per H.

e e . . $80,834.40
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-701

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 16, 1940

On Saturday, October 12, Columbus Day,
there will be neither transit nor Federal Re-
serve note clearing and the books of the Board's
Interdistrict Settlement Fund will be closed.
The offices of the Board and the following Fed-
eral Reserve Banks and Branches will be open for
business as usual on that day:

Charlotte St. Louis
Little Rock

Nashville Mamphis

Detroit Minneapolis

Kansas City
Oklahoma City

Please notify branches.

Very truly yours,

F. A, Nelson,
Assistont Secretary.

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

FEDERAL RESERVE SYSTEM R=702

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 17, 19L0

Dear Sir:

There is enclosed for your information a copy
of the Board's Functional Expense Exhibit for the first
half of 19,0, which has been compiled from the semi-
annual functional expense reports (Form E) received
from the Federal Reserve Banks and branches, Additional
copies are being forwarded under separate cover,

Very truly yours,

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

Enclosure.

TO THE CHAIRWEN AND PRESIDENTS OF ALL FEDERAL RESERVE BANKS

Federal Reserve Bank of St. Louis



R-703
BOARD OF GOVERNORS
. OF_THE
FEDFERAL RESERVE SYSTEM
. STATEMENT FOR THE PRESS
For release in morning papers, The following summary of general
Wednesday, September 18, 1940. business and financial conditions

in the United States, based upon
statistics for August and the first
half of September, will appear in
the October issue of the Federal

. Reserve Bulletin and in the monthly
reviews of the Federal Reserve
Banks.

Production and employment in August showed a further rise from
the level maintained in June and July and distribution to consumers also
- increased. Prices of industrial materials were somewhat higher in the
middle of September than a month earlier.

Industrial production

The Federal Reserve index of industrial production is estimated
at 123 in August as compared with 121 in June and July and 111, the low
point for the year, in April. This rise has reflected chiefly the direct
and indirect effects of the defense program on industries producing dura-
ble goods and textiles. Steel production rose further in August as new
orders for steel continued in large volume, and for the month as a whole
mills operated at 90 per cent of capacity. Following a temporary decline
over the Labor Day week, the rate of output advanced to 93 per cent of

- capacity in the third week of September. In most branches of the machin-
ery industries activity showed a continued expansion in August and there

. were further sharp increases in shipbuilding and the manufacture of
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aircraft. With the growth in production of finished durable goods, con-
sumption of nonferrous metals advanced to the highest levels since last
winter.,
Qutput of automobiles was in small volume in August owing to
the seasonal change-over to 1941 model cars. The low point in production
. was reached early in August; there was a gradual rise later in that month
followed by a sharp advance in the first two weeks of September as most
. companies began volume productioﬁ on new models. Lumber procduction,
which had declined in July, rose considerably in August.

Textile mill activity continued to increase in Augus£ and was
at the highest level since last January. Cotton consumption advanced
considerably further and silk deliveries rose from the small volume of
recent months. Activity at wool textile mills increased seascnally, fol-
lowing a sharp rise in July, while at rayon.mills activity showed a less
than seasonal increase but continued at a high level.

Mining of bituminous coal in August was maintained in large

~ volume for the season, while production of anthracite declined. Output
of crude petroleum declined somewhat further.

. Value of new conastruction work undertaken in August was at
about the same level as in July, according to reports of the F. W. Dodge
Corporation and the Federal Reserve Bank of San Francisco. The volume of
contracts for public projects continued unusually large and the amount of
new private work started was larger than in July. Residential building
was at the highest level in recent years, on a seasonally adjusted basis,
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reflecting further increases in both private and public contracts.

Distribution

Distribution of commodities to consumers increased consider-
ably from July to August. Sales at department stores and by mail order
houses showed a sharp rise and there was a less than seasonal decline
in variety store sales. In the early part of September department store
sales continued to increase.

Freight-car loadings advanced from July to August when little
change is usual. Shipments of coal and miscellaneous freight increased
while loadings of grain showed more than a seasonal decline.

- Commodity prices

Prices of several industrial materials, including copper, zinc,
steel scrap, lumber, hides, and print cloth, advanced somewhat from the
middie of August to the middle of September and, owing partly to seasonal
dovelopments, prices of foodstuffs were also higher. Prices of most
other commodities showed little change in this period, although some
paper items were reduced and several new models of automobiles were an-
nounced at advanced prices.

Agriculture

Production prospects for most major crops increased during
August, according to the Department of Agriculture. On the basis of
- September 1 conditions the cotton crop was estimated at 12,772,000 bales,

about 1,340,000 bales mcre than was indicated at the beginning of August.

Preliminary estimates by the Department indicate that cash farm income,
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. including Government payments, will be about $8,900,000,000 for the
calendar year 1940 as comparsd with $8,540,000,000 last year.
Bank credit
Commercial lozns increased somewhat at banks in New York City
and in 100 other leading citiss during the four-+weeks ending Septeumber
11, while their holdings of investments showed little change.

United States Government security prices

United States Government security prices increased in the last
half of August and the first week in September and were steady in the

- second week in September.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON R-704

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 17, 1940

Dear Sir:
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