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Mr.  G. E d w a r d  C o o p e r ,  S e n i o r  Vice  P r e s i d e n t ,  The  P h i l a d e l p h i a  
Na t iona l  Bank was b o r n  in the P h i l a d e l p h i a  a r e a .  He is a g r a d u a t e  of the  
P h i l a d e l p h i a  C h a p t e r ,  A . I . B .  ; g r a d u a t e  of the G r a d u a t e  School  of Banking ,  
R u t g e r s  U n i v e r s i t y  and has  s tud i ed  both with the U n i v e r s i t y  of P e n n s y l -  
vania  and T e m p l e  U n i v e r s i t y .  He e n t e r e d  the e m p l o y  of The P h i l a d e l p h i a  
Na t iona l  Bank in 1926 and advanced  s u c c e s s i v e l y  to h i s  p r e s e n t  pos i t i on .  
He has  s e r v e d  as a l e c t u r e r  at the U n i v e r s i t y  of W i s c o n s i n  and R u t g e r s  
U n i v e r s i t y .  He is  C h a i r m a n  of the Bank ing  C o m m i t t e e  on E m e r g e n c y  
O p e r a t i o n  w o r k i n g  with the  A d v i s o r y  C o m m i t t e e  on C o m m e r c i a l  Bank ing  
P r e p a r e d n e s s  which  was appo in ted  by the F e d e r a l  R e s e r v e  B o a r d  in  
c o o p e r a t i o n  with o t h e r  bank s u p e r v i s o r y  a u t h o r i t y  at the d i r e c t i o n  of the  
Off ice  of D e f e n s e  Mob i l i za t ion .  He is  a m e m b e r  of the Bank M a n a g e m e n t  
C o m m i s s i o n  of the A m e r i c a n  B a n k e r s  A s s o c i a t i o n  and the P e n n s y l v a n i a  
B a n k e r s  A s s o c i a t i o n .  This  is h is  f i r s t  l e c t u r e  at the C o l l e g e .  

i i  
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C O L O N E L  BILBO:  G e n e r a l  Mundy  and G e n t l e m e n :  You m a y  r e c a l l  
tha t  in m y  i n t r o d u c t i o n  to e c o n o m i c  s t a b i l i z a t i o n  I had a p a r a g r a p h  ,bat  
went  s o m e t h i n g  l ike  th i s :  "Suppose  tha t  50 of the l a r g e s t  c i t i e s  w e r e  
to be  wiped  out  by a n u c l e a r  a t t a c k  ton ight .  Would the s u r v i v o r s  in  un-  
d a m a g e d  c i t i e s  be  w i l l i n g  to a c c e p t  c u r r e n c y  in e x c h a n g e  f o r  food,  
c l o t h i n g ,  and s h e l t e r ,  o r  would t hey  r e s o r t  to b a r t e r  t r a d e ?  Would 
c h e c k s  be a c c e p t a b l e  a s  a m e d i u m  of e x c h a n g e  ? If so ,  who would ac t  
as  the  c l e a r i n g h o u s e  ? "  

This morning we have with us a man who can answer some of those 
questions. It gives me great pleasure to introduce to you Mr. G. Edward 
Cooper, Senior Vice President of The Philadelphia National Bank. 

MR. C O O P E R :  Thank  you,  C o l o n e l  Bi lbo.  

G e n e r a l  Mundy ,  L a d i e s ,  and G e n t l e m e n :  I was  g lad ,  when  I looked  
at  the  s c o p e  of th i s  l e c t u r e ,  to n o t i c e  that  the s u b j e c t  had to do wi th  the  
p r o b l e m s  of the  bank ing  s y s t e m  in c a s e  of a n u c l e a r  a t t a c k .  I w i l l  be 
v e r y  f r a n k  wi th  you th i s  m o r n i n g  and s a y  that  t h e r e  a r e  m o r e  p r o b l e m s  
than  t h e r e  a r e  a n s w e r s .  But we a r e  w o r k i n g  v e r y  h a r d  to get  the  a n s w e r s .  

T o d a y  we s e e m  to be l i v ing  in  a new w o r l d .  S o m e t h i n g  new h a s  b e e n  
added .  S t r a n g e  o b j e c t s  a r e  f ly ing  about  in  o u t e r  s p a c e  at t r e m e n d o u s  
s p e e d s .  What  was  s c i e n c e  f i c t i o n  y e s t e r d a y  has  b e c o m e  fac t  t oday .  
What  about  the  f u t u r e ?  Wil l  the h o r r i b l e  d e s t r u c t i v e  v i s i o n s  of t o d a y  
b e c o m e  the  r e a l i t i e s  of t o m o r r o w  ? As a kind of b a c k d r o p  fo r  o u r  
d i s c u s s i o n  today ,  I ' m  going  to a s k  you  to p e n e t r a t e  in to  the r e a l m  of 
the unknown  and t r a n s p l a n t  y o u r  t hough t s  f o r  a few m o m e n t s  in to  the 
i m a g i n a r y  t o m o r r o w .  

It was  a qu i e t  and. p e a c e f u l  d a y  in May  19? ? - - q u i e t  and p e a c e f u l ,  
that  is ,  un t i l  the  e l e c t r i f y i n g  n e w s  was  r e c e i v e d .  R e p o r t s  f r o m  t h e  
f r i n g e  a r e a s  told abou t  a l l  h e l l  b r e a k i n g  l o o s e .  T h e n  t h e r e  was  dead  
s i l e n c e .  I n f o r m a t i o n  r e c e i v e d  s i n c e  h a s  b e e n  f r a g m e n t a r y  and in -  
c o n s i s t e n t .  S e v e r a l  h o u r s  have  now gone  by. C e r t a i n  s e c t i o n s  of the 
c o u n t r y  a r e  out of c o m m u n i c a t i o n  and l i t t l e  is  known about  t h e i r  s t a t e  
of a f f a i r s .  O t h e r  c i t i e s  and towns  a r e  u n t o u c h e d ,  but t hey  a r e  n e i t h e r  
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qu ie t  n o r  p e a c e f u l .  In t h e s e  c o m m u n i t i e s ,  r u m o r s  a r e  r a m p a n t  and 
the  p e o p l e  a r e  p a n i c k y .  

H u n d r e d s  of q u e s t i o n s  a r e  in  the  m i n d s  of the e x c i t e d  p o p u l a c e - -  
a m o n g  t h e m ,  q u e s t i o n s  p e r t a i n i n g  to t h e i r  m o n e y  and p e r s o n a l  wea l t h .  
"Wi l l  the banks  r e m a i n  o p e n ?  How f a r  wi l l  t h e i r  c u r r e n c y  s t r e t c h ?  
Can  I w i t h d r a w  m y  m o n e y ?  Wil l  m y  c h e c k s  be c o l l e c t e d ?  Can  I ge t  
c r e d i t 7 "  S i m i l a r  q u e s t i o n s  a r e  in  the m i n d s  of the b a n k e r s  in  t h e s e  
c o m m u n i t i e s .  In a d d i t i o n ,  the b a n k e r s  a r e  c o n c e r n e d  wi th  m a t t e r s  of 
a b r o a d e r  n a t u r e .  T h e y  a r e  a s k i n g  t h e m s e l v e s  about  t h e i r  r e s p o n s i -  
b i l i t i e s  to t h e i r  p a n i c - s t r i c k e n  c o m m u n i t i e s  and what  t h e y  shou ld  do to 
r i s e  to t h e s e  r e s p o n s i b i l i t i e s .  

J u s t  about  a m o n t h  ago the  C i v i l  D e f e n s e  C o u n c i l  of P h i l a d e l p h i a  
was  h a v i n g  one of i t s  r e g u l a r  m o n t h l y  m e e t i n g s  with  c i v i l  d e f e n s e  
p e r s o n n e l  of P h i l a d e l p h i a  and s u r r o u n d i n g  c o u n t i e s  in a t t e n d a n c e  and 
I o f f e r e d  to e x p o s e  m y s e l f  as  a b a n k e r  to q u e s t i o n s  f r o m  the g r o u p .  
One g e n t l e m a n  f r o m  a town o u t s i d e  P h i l a d e l p h i a  s tood  up and sa id :  

"I h a v e  m y  bank a c c o u n t  wi th  a c e n t r a l  c i t y  bank.  I have  
m y  sa f e  d e p o s i t  box t h e r e  too.  Suppose  the s i r e n s  blow and 
m y  wife and I d e c i d e  tha t  the on ly  th ing  f o r  us to do is  get  in o u r  
c a r  and get  as  f a r  a w a y  f r o m  P h i l a d e l p h i a  as  p o s s i b l e .  What  
a m  I go ing  to u s e  to pay  f o r  g a s o l i n e ,  food,  lodg ing ,  e t c .  ? 
What  wi l l  h a p p e n  to the t h ings  I have  in the  s a f e  d e p o s i t  b o x ? "  

Wel l ,  I to ld  h i m  I d i d n ' t  want  to a p p e a r  f a c e t i o u s ,  but I was  not  
s u r e  he  would be ab le  to buy  any  gas ,  e v e n  though  he  had m o n e y  in  h i s  
p o c k e t .  The  big  p r o b l e m  in  h i s  m i n d  was  what  he cou ld  u s e  as  a 
m e d i u m  of e x c h a n g e  to get  the t h ings  tha t  m i g h t  be a v a i l a b l e  to p r o v i d e  
s o m e  of the  c o m f o r t s  of l i fe  and s o m e  t r a n s p o r t a t i o n  fo r  h i s  f a m i l y .  

T h e s e  a r e  m e r e l y  a few of the q u e s t i o n s  tha t  would  be in p e o p l e ' s  
m i n d s  on th i s  a f t e r n o o n ,  when  t h e r e  m i g h t  be qu i t e  a bi t  of h y s t e r i a .  
T h e r e  a r e  q u e s t i o n s  to which  we s h a l l  t r y  to find s o m e  of the  a n s w e r s  
in o u r  d i s c u s s i o n  today ,  as  we p o n d e r  th i s  h o r r i b l e  t o m o r r o w  wh ich  we 
hope  wi l l  n e v e r  c o m e .  

In s p e a k i n g  to o t h e r  g r o u p s  on th i s  s u b j e c t ,  I h a v e  p r e f a c e d  m y  
r e m a r k s  with  an a p p r a i s a l  of the  p o s s i b l e  c o n s e q u e n c e s  f a c i n g  o u r  
c o u n t r y  in  r e c o g n i t i o n  of the fac t  tha t  we l ive  u n d e r  the  c o n s t a n t  t h r e a t  
of m a s s i v e  a t t a c k .  As you a l l  know,  m a n y  i n d i v i d u a l s  t oday  a r e  in -  
c l i n e d  to be i n d i f f e r e n t  t o w a r d  the  e x p o s u r e  and the  p r e s e n t  u r g e n c y  



of p r e p a r e d n e s s  m e a s u r e s .  In th i s  a u d i e n c e  t h e r e  is no need  to d w e l l  
on t h e s e  p r e m i s e s .  You a r e  we l l  a w a r e  that  a na t ion  p r e p a r e d  n o n -  
m i l i t a r i l y  as we l l  as  m i l i t a r i l y  p r e s e n t s  a m u c h  l e s s  i nv i t i ng  t a r g e t  
than  one which  has  g iven  l i t t l e  thought  to p r e p a r e d n e s s  o u t s i d e  of the 
m i l i t a r y  s p h e r e .  

J u s t  as t h e r e  a r e  m a n y  p r o b l e m s  to be faced  by the  m i l i t a r y  in 
d e v i s i n g  d e f e n s e s  a g a i n s t  m o d e r n  weapon  c a p a b i l i t i e s ,  t h e r e  a r e  l i k e -  
wise  m a n y  p r o b l e m s  on the e c o n o m i c  f ron t .  Today  I shou ld  l ike  to 
point  out s o m e  of the c o m p l e x i t i e s  c o n f r o n t i n g  the bank ing  a u t h o r i t i e s  
and then  d e s c r i b e  the  n a t u r e  of the p lann ing  in th is  a r e a  to p r o v i d e  fo r  
the r e s u m p t i o n  of bank ing  f a c i l i t i e s  and o p e r a t i o n s  fo l lowing  an a s s a u l t .  

I a m  s u r e  a l l  of you r e c o g n i z e  the  i m p o r t a n c e  of e c o n o m i c  m e c h -  
a n i s m s  in the d e f e n s e  of our  c o u n t r y .  It is  a c a d e m i c  that  m i l i t a r y  
s u p e r i o r i t y  is  m e a n i n g l e s s  wi thout  e c o n o m i c  s u p p o r t .  F o r  any na t i on  
invo lved  in war ,  i n d u s t r i a l  p r o d u c t i o n  is  e s s e n t i a l  to n a t i o n a l  s u r v i v a l .  
B e c a u s e  of the  n a t u r e  of our  e c o n o m i c  s y s t e m ,  with i t s  p r o c e s s e s  i n t e r -  
r e l a t e d  and one d e p e n d e n t  upon the o t h e r ,  the  c o n t i n u a n c e  of ou r  m o n e y  
and c r e d i t  s y s t e m  is  a m u s t .  P r o d u c t i o n  is  d e p e n d e n t  upon a v a i l a b l e  
c r e d i t ;  and c r e d i t ,  in tu rn ,  is  d e p e n d e n t  upon the m a i n t e n a n c e  of ou r  
p r o d u c t i o n  p r o c e s s e s .  

A s t r o n g  m o n e y  and c r e d i t  s y s t e m  in t i m e  of d i s a s t e r  has  a n o t h e r  
i m p o r t a n t  a d v a n t a g e .  Our  ab i l i t y  to r e c o v e r  and s t r i k e  back  d e p e n d s  
upon the s a f e t y  and w e l f a r e  of our  peop le  "Above  al l ,  p r o t e c t  y o u r  
p e o p l e "  was  the a d v i c e  of the b o m b e d - o u t  E u r o p e a n s  d u r i n g  the  l a s t  
w a r - - f r o m  e x p e r i e n c e  ga ined  the h a r d  way. E v e r y t h i n g  m u s t  be done  
that  can  be done  to p r o t e c t  the w e l f a r e  of the  peop l e .  A m o n e y  and 
c r e d i t  s y s t e m  that  is  ab le  to func t i on  d e s p i t e  the s e v e r i t y  of the  s i t u a -  
t ion  wi l l  aid i m m e a s u r a b l y  to b l o s t e r  the m o r a l e  and w e l l - b e i n g  of the  
c i v i l i a n  popu la t ion .  

B e f o r e  c o n s i d e r i n g  the m o d u s  o p e r a n d i  of the  r e a d i n e s s  p r o g r a m ,  
let  m e  ou t l ine  b r i e f l y  the  s t r u c t u r e  of our  bank ing  s y s t e m .  Al l  banks  
in the  c o u n t r y  o t h e r  than  the  F e d e r a l  R e s e r v e  banks  can  be c l a s s i f i e d  
b r o a d l y  as e i t h e r  c o m m e r c i a l  banks  o r  s a v i n g s  banks .  As you know,  
we o p e r a t e  u n d e r  a dual  bank ing  s y s t e m  and t h e s e  c o m m e r c i a l  and 
s a v i n g s  i n s t i t u t i o n s  can  be f u r t h e r  c l a s s i f i e d  in to  n a t i o n a l  and Sta te  
banks .  The  n a t i o n a l b a n k s  hold a F e d e r a l  c h a r t e r  and a r e  u n d e r  the  
s u p e r v i s i o n  of the C o m p t r o l l e r  of the  C u r r e n c y ,  whi le  the  Sta te  banks  
r e c e i v e  t h e i r  c h a r t e r s  and d e r i v e  t h e i r  p o w e r s  f r o m  the  bank ing  a u t h o r i -  
t i e s  in t h e i r  r e s p e c t i v e  j u r i s d i c t i o n s .  Al l  n a t i o n a l  banks  and m a n y  



Sta te  banks  a r e  m e m b e r s  of the F e d e r a l  R e s e r v e  S y s t e m  and a c c o r d i n g l y  
b e c o m e  s u b j e c t  to r e g u l a t i o n s  of the  B o a r d  of G o v e r n o r s  of the  F e d e r a l  
R e s e r v e  S y s t e m .  In o t h e r  w o r d s ,  a n a t i o n a l  bank  by v i r t u r e  of be ing  
a n a t i o n a l  bank  is a m e m b e r  of the  F e d e r a l  R e s e r v e  S y s t e m  and m u s t  
keep  i t s  r e s e r v e s  with  the F e d e r a l  R e s e r v e  bank  of the  d i s t r i c t .  A 
Sta te  bank  is  c h a r t e r e d  by the Sta te  and has  the  op t ion  of m e m b e r s h i p  
o r  n o n m e m b e r s h i p .  

The  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  is  a n o t h e r  r e g u l a t o r y  
body wh ich  e x e r c i s e s  c o n t r o l  o v e r  " i n s u r e d "  b a n k s  both  n a t i o n a l  and 
S ta te .  U n d e r  th is  s y s t e m ,  a l l  of the N a t i o n ' s  c o m m e r c i a l  and s a v i n g s  
b a n k s  a r e  r e s p o n s i b l e  to one o r  m o r e  of the s u p e r v i s o r y  g r o u p s ,  tha t  
i s ,  the C o m p t r o l l e r  of the C u r r e n c y ,  the F e d e r a l  R e s e r v e  B o a r d ,  the 
FDIC,  and S ta te  bank ing  a u t h o r i t i e s .  T h r o u g h  a c o o p e r a t i v e  e f fo r t ,  
t h e r e f o r e ,  the s u p e r v i s o r y  a g e n c i e s  c a n  p r o v i d e  f o r  u n i f o r m  r e g u l a t i o n s  
in  the e v e n t  of an e m e r g e n c y .  

With t h e s e  few e x a m p l e s  I th ink  you  can  s e e ,  with banks  r e p o r t i n g  
to d i f f e r e n t  a u t h o r i t i e s ,  how i m p o r t a n t  it i s  tha t  t h e r e  be c o o r d i n a t i o n  
and c o o p e r a t i o n ,  at the h i g h e s t  l e v e l .  

You m a y  r e m e m b e r  a l s o  that  the c o u n t r y  is  d iv ided  into  12 F e d e r a l  
R e s e r v e  d i s t r i c t s ,  wi th  a F e d e r a l  R e s e r v e  bank  l o c a t e d  in e a c h  d i s t r i c t .  
T h e s e  F e d e r a l  R e s e r v e  banks  ac t  as  c e n t r a l  o r  b a n k e r s '  banks ,  s e r v i n g  
the G o v e r n m e n t  and the c o m m e r c i a l  banks  wi th  r e s p e c t  to the  i s s u a n c e  
of c u r r e n c y ,  the c o l l e c t i o n  of c h e c k s ,  and o t h e r  a c t i v i t i e s  of a q u a s i -  
pub l i c  n a t u r e .  The  n e c e s s i t y  of a c o o r d i n a t e d  e f fo r t  a m o n g  the  F e d e r a l  
R e s e r v e  banks  and the c o m m e r c i a l  and s a v i n g s  b a n k s  wi l l  be a p p r e c i a t e d  
m o r e  as  we p u r s u e  ou r  d i s c u s s i o n  of a r e a d i n e s s  p r o g r a m .  

At one O p e r a t i o n  A l e r t - - I  th ink  it was  the y e a r  b e f o r e  l a s t - - t h e  
i n s t r u c t i o n s  and the o r d e r s  i s s u e d  u n d e r  the r e g u l a t i o n s  p r e s c r i b e d  by 
the F e d e r a l  bank ing  a u t h o r i t i e s  p r o v i d e d  fo r  the bank ing  s y s t e m  to keep  
o p e r a t i n g ;  tha t  i s ,  t h o s e  b a n k s  that  had a b u i l d i n g  left  and t r a n s p o r t a t i o n  
f a c i l i t i e s  a v a i l a b l e  w e r e  to r e m a i n  open.  A p p a r e n t l y  the G o v e r n o r  of 
P e n n s y l v a n i a  d i d n ' t  know about  th i s ,  b e c a u s e  in h i s  p a r t  of the O p e r a t i o n  
A l e r t  he c l o s e d  a l l  the  banks  in the S ta te .  So we s o m e t i m e s  have  
d i f f i cu l t y  knowing  wh ich  s i d e  we m u s t  l i s t e n  to.  

At the o u t s e t ,  I shou ld  l ike  to t ouch  upon the  o v e r a l l  p lan  fo r  the 
c o n t i n u a n c e  of b a n k i n g  f u n c t i o n s  at the n a t i o n a l  l e v e l ,  the  r e g i o n a l  
l eve l ,  and the l o c a l  l e v e l .  T h e r e  a r e  m a n y  p r o b l e m s  in t h e s e  a r e a s ,  
s o m e  of t r e m e n d o u s  i m p o r t .  I w i sh  it w e r e  p o s s i b l e  f o r  m e  to t e l l  you 
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that  a l l  of t h e s e  p r o b l e m s  have  b e e n  so lved .  
c o m m o n  to o t h e r  i n d u s t r i e s  and, in addi t ion ,  
t i c u l a r l y  a l l i ed  to banking .  

We in  banks  have  p r o b l e m s  
we have  p r o b l e m s  p a r -  

In the  f o r m e r  c a t e g o r y  a r e  q u e s t i o n s  r e l a t i n g  to p r o t e c t i o n  of 
p e r s o n n e l ;  m a n a g e m e n t  cont inu i ty ;  e s t a b l i s h m e n t  of a l t e r n a t e  h e a d -  
q u a r t e r s ,  i n c l u d i n g  p e r h a p s  a r r a n g e m e n t s  fo r  r e n d e z v o u s  po in t s  as 
wel l ;  p r o t e c t i o n  of p h y s i c a l  p r o p e r t i e s ;  and r e c o r d s  p r o t e c t i o n  and 
s t o r a g e .  P r o b l e m s  iden t i f i ed  s p e c i f i c a l l y  with the  bank ing  s y s t e m  a r i s e  
in  c o n n e c t i o n  with s u c h  m a t t e r s  as the c o n t i n u a n c e  of c h e c k  c o l l e c t i o n ,  
a v a i l a b i l i t y  of c u r r e n c y  when n e e d e d ,  the n a t u r e  and ex ten t  of p a r -  
t i c i p a t i o n  by bank c u s t o m e r s ,  and a r r a n g e m e n t s  to m a k e  c r e d i t  a v a i l a b l e  
fo l l owing  an e m e r g e n c y .  

At the  n a t i o n a l  l eve l ,  the G o v e r n m e n t  as pa r t  of i t s  d e f e n s e  m o b i -  
l i z a t i o n  p r o g r a m  has  d o c u m e n t s  on f i le  fo r  the r e s t o r a t i o n  of e s s e n t i a l  
f unc t i ons  fo l lowing  an a t tack .  T h e s e  d o c u m e n t s  i n c l u d e  d r a f t s  of 
l e g i s l a t i o n ,  E x e c u t i v e  o r d e r s ,  and r e g u l a t i o n s  to be i s s u e d  by the  
T r e a s u r y ,  the B o a r d  of G o v e r n o r s  of the  F e d e r a l  R e s e r v e  S y s t e m ,  and 
o t h e r  a g e n c i e s  d e s i g n e d  to i n s u l a t e  the f i n a n c i a l  s y s t e m  f r o m  the  s u d d e n  
s h o c k  of w i d e s p r e a d  d e s t r u c t i o n .  T h e y  p r o v i d e  fo r  a c t i ons  to be t a k e n  
which  of n e c e s s i t y  m a y  d i s r e g a r d  or  be in c o n t r a v e n t i o n  to n o r m a l  p e a c e -  
t i m e  r e q u i r e m e n t s  and r e s t r i c t i o n s .  

F o r  e x a m p l e ,  we have  r e s t r i c t i o n s  about  w h e r e  we can  o p e r a t e  as  
a bank.  In ou r  p a r t i c u l a r  State  we can  o p e r a t e ,  f i r s t ,  w h e r e  we l oca t e  
ou r  m a i n  off ice ,  and a l so  in an a d j o i n i n g  county.  In s e t t i n g  up the  
p r o g r a m  in  our  own bank fo r  a l t e r n a t e  h e a d q u a r t e r s ,  we want  that  
l o c a t i o n  to be f a r t h e r  r e m o v e d  than  the next  county .  P r o p e r  r e g u l a t i o n s  
and i n s t r u c t i o n s  would m a k e  p o s s i b l e  our  s e t t i n g  up a l t e r n a t e  h e a d -  
q u a r t e r s  f r o m  which  m a n a g e m e n t  can  o p e r a t e  at a point  which  in n o r m a l  
p e a c e t i m e  o p e r a t i o n s  would be p r o h i b i t e d .  

B e c a u s e  of the  need  to p r o v i d e  fo r  l i qu id i ty  and s o l v e n c y  f o l l o w i n g  
an a t t ack ,  t h ink ing  at the n a t i o n a l  l e v e l  a l so  is  c o n c e r n e d  with i n d e m n i -  
f i c a t i on ,  a s s e t  va l i da t i on ,  c u r r e n c y  s t o c k p i l i n g ,  and s i m i l a r  e m e r g e n c y  
m e a s u r e s .  T h e s e  m a t t e r s ,  I u n d e r s t a n d ,  a r e  the s u b j e c t  of a n o t h e r  
l e c t u r e  h e r e  at the  C o l l e g e .  

At the r e g i o n a l  l eve l ,  the  v a r i o u s  F e d e r a l  R e s e r v e  b a n k s  h a v e  b e e n  
w o r k i n g  on p l ans  fo r  c u r r e n c y  s t o c k p i l i n g  and c h e c k  c o l l e c t i o n  and 
a l r e a d y  have  t a k e n  the  i n i t i a l  s t e p s  in  c o n n e c t i o n  with p r o t e c t i v e  p r o g r a m s  
fo r  t h e i r  own r e s p e c t i v e  i n s t i t u t i o n s .  C e r t a i n  of t h e s e  p l ans  a r e  b a s e d  



on d e c e n t r a l i z a t i o n  of both c a s h  and c h e c k  o p e r a t i o n s ,  wi th  g e o g r a p h i c a l  
s u b d i v i s i o n s  wi th in  e a c h  F e d e r a l  R e s e r v e  d i s t r i c t ,  u t i l i z i n g  d e s i g n a t e d  
c o m m e r c i a l  b a n k s  to ac t  as  a g e n t s  f o r  the R e s e r v e  b a n k s .  Al l  of the 
F e d e r a l  R e s e r v e  b a n k s  a l s o  h a v e  s e l e c t e d  r e l o c a t i o n  s i t e s  wi th  s p e c i a l  
c o m m u n i c a t i o n s  and o t h e r  f a c i l i t i e s .  I nd iv idua l  b a n k s  w o r k i n g  t h r o u g h  
c l e a r i n g h o u s e  a s s o c i a t i o n s  o r  g roup  o r g a n i z a t i o n s  m u s t  t ie  in wi th  t h e s e  
r e g i o n a l  p l a n s  in o r d e r  to e x p e d i t e  and e f f e c t u a t e  the e f f o r t s .  I s h a l l  s a y  
a l i t t l e  m o r e  about  p l a n n i n g  at  the  r e g i o n a l  l e v e l  in c o n n e c t i o n  wi th  c h e c k  
c o l l e c t i o n  p r o c e d u r e s .  

Now, at  the  l o c a l  l e v e l  t h e r e  m u s t  be v o l u n t a r y  p r o g r a m s  by e a c h  
i n d i v i d u a l  bank .  You m a y  be a w a r e  that  the s u p e r v i s o r y  a g e n c i e s ,  tha t  
i s ,  the  Off ice  of the  C o m p t r o l l e r  of the C u r r e n c y ,  the  F e d e r a l  R e s e r v e  
B o a r d ,  and the F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  h a v e  i n i t i a t e d  
i n q u i r i e s  c o n c e r n i n g  the ex t en t  of p r o t e c t i v e  m e a s u r e s  b e i n g  t a k e n  by the 
c o m m e r c i a l  b a n k s  in  the c o u n t r y .  T h i s  is  in  the f o r m  of a q u e s t i o n n a i r e  
c o m p l e t e d  at the t i m e  of p e r i o d i c  bank e x a m i n a t i o n s .  The  a r e a s  c o v e r e d  
by the  q u e s t i o n n a i r e  a r e  f o u r  in n u m b e r :  

1. What h a s  the  bank  done  to p r o v i d e  s o m e  p r o t e c t i o n  f o r  i t s  
e m p l o y e e s  and f a c i l i t i e s  ? 

2. What  h a v e  t h e y  done  wi th  r e g a r d  to p r o v i d i n g  f o r  c o n t i n u i t y  of 
m a n a g e m e n t  ? 

3. What  h a s  b e e n  done  in the way  of r e c o r d  p r o t e c t i o n ?  

4. Have  any  p l a n s  b e e n  m a d e  fo r  r e l o c a t i o n  of the m a i n  o f f ice  o r  
a m a n a g e m e n t  h e a d q u a r t e r s  ? 

At the m o m e n t ,  the i n t e n t i o n  is  m e r e l y  to s e e k  i n f o r m a t i o n .  L a t e r ,  
s o m e  s o r t  of fo l lowup p o l i c y  m a y  be i n a u g u r a t e d .  

You know,  e v e r y b o d y  ge t s  in to  e m b a r r a s s i n g  s i t u a t i o n s  once in a 
whi l e .  In o u r  own bank  we had a p lan  which  was  in o p e r a t i o n  d u r i n g  the 
l a s t  w a r  p e r i o d ;  but ,  as  in the c a s e  of m o s t  o t h e r  banks  in the c o u n t r y ,  
the p l an  f e l l  by the w a y s i d e .  We s t i l l  have  the m a t e r i a l  and the m a n u a l ,  
but no th ing  p r e s e n t l y  h a s  b e e n  done  about  it .  We d e c i d e d  to awa i t  the 
p r o d u c t  of the a c t i v i t i e s  of t h i s  b a n k i n g  c o m m i t t e e  b e f o r e  we r e s h a p e d  
o u r  p r o g r a m  and put one into  o p e r a t i o n .  

So when  the  e x a m i n e r s  c a m e  in to s e e  us l a s t  y e a r  and p r e s e n t e d  us 
with  th is  q u e s t i o n n a i r e ,  the a n s w e r s  to a l l  f ou r  q u e s t i o n s  w e r e  "No.  " 
It did s e e m  r a t h e r  a cold  a n s w e r - - j u s t  a p l a i n  "No.  " I found l a t e r  tha t ,  



s o m e w h e r e  a long  the  l ine ,  t h e r e  was a note  added at the b o t t o m  ca l l i ng  
a t t e n t i o n  to the  fact  that  I was the  c h a i r m a n  of the c o m m i t t e e  t r y i n g  to 
s e l l  banks  on the i dea  of do ing  s o m e t h i n g .  So I would l ike  to exp l a in  
that  away  by jus t  s a y i n g  that  it was  jus t  a l i t t l e  bit e a r l y .  

So m u c h  fo r  the  o v e r a l l  d e f e n s e  r e a d i n e s s  p r o g r a m .  Now, what  
is  the p lan  fo r  the i nd iv idua l  bank ? 

F i r s t  of a l l ,  jus t  le t  m e  s k e t c h  the p r e p a r a t o r y  m o v e s  in the  d e v e l o p -  
m e n t  of the  p lann ing .  E a r l y  in 1956, the Office of D e f e n s e  M o b i l i z a t i o n  
i s s u e d  an o r d e r  known as  D M O - I - 2 0 ,  which  a s s i g n e d  to the B o a r d  of 
G o v e r n o r s  of the  F e d e r a l  R e s e r v e  S y s t e m ,  in  c o o p e r a t i o n  with the  
T r e a s u r y ,  the FDIC, and o t h e r s ,  r e s p o n s i b i l i t y  f o r  the d e v e l o p m e n t  of 
n a t i o n a l  s e c u r i t y  m e a s u r e s  r e l a t i n g  to the o p e r a t i o n  of the  bank ing  
s y s t e m .  A m o n g  the m e a s u r e s  fo r  which  the F e d e r a l  R e s e r v e  B o a r d  was 
m a d e  r e s p o n s i b l e  a r e  the fo l lowing:  

1. D e v e l o p m e n t  of p l ans  and r e g u l a t i o n s  for  a p p r o p r i a t e  g e n e r a l  
and s e l e c t i v e  c r e d i t  c o n t r o l s  to cu rb  i n f l a t i o n a r y  p r e s s u r e s  d u r i n g  
v a r i o u s  types  of m o b i l i z a t i o n  e m e r g e n c i e s .  

2. P r e p a r a t i o n ,  in c o o p e r a t i o n  with the  D e p a r t m e n t  of the T r e a s u r y ,  
i n c l u d i n g  the C o m p t r o l l e r  of the  C u r r e n c y ,  and the F e d e r a l  D e p o s i t  
I n s u r a n c e  C o r p o r a t i o n ,  of p l ans  for  m a i n t e n a n c e  of the  m o n e t a r y  s y s t e m ,  
i n c l u d i n g  the a v a i l a b i l i t y  of d e p o s i t  m o n e y ,  the i s s u a n c e  of c u r r e n c y ,  and 
the p r o v i s i o n  of e s s e n t i a l  bank c r e d i t ,  u n d e r  c o n d i t i o n s  of a t t ack .  

3. D e v e l o p m e n t  of m e a s u r e s  in the m o n e t a r y  and bank c r e d i t  f i e l d s  
to d e a l  with the p o t e n t i a l  e c o n o m i c  c o n s e q u e n c e s  of a t tack .  

4. D e v e l o p m e n t  of p lans ,  in c o o p e r a t i o n  with the  D e p a r t m e n t  of 
the T r e a s u r y ,  i n c l u d i n g  the  C o m p t r o l l e r  of the C u r r e n c y ,  and the 
F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  to e n c o u r a g e  p r e p a r e d n e s s  
m e a s u r e s  by the c o m m e r c i a l  bank ing  s y s t e m  d e s i g n e d  to a s s u r e  c o n -  
t inu i ty  of  o p e r a t i o n s  of the  bank ing  s y s t e m  in the  even t  of e n e m y  a t t ack ,  
i n c l u d i n g  the  p r e s e r v a t i o n  of e s s e n t i a l  r e c o r d s .  

5. D e v e l o p m e n t  and m a i n t e n a n c e  of s p e c i f i c  p lans  to a s s u r e  the  
con t inu i ty  of the e s s e n t i a l  func t ions  of the F e d e r a l  R e s e r v e  S y s t e m  in 
the even t  of a t t ack  on the  Uni ted  S ta tes .  

6. D e v e l o p m e n t  and p r e s e n t a t i o n  of such  o t h e r  p r o p o s a l s  and p lans  
as would be e s s e n t i a l ,  in the j u d g m e n t  of the F e d e r a l  R e s e r v e  Boa rd ,  to the 
m a i n t e n a n c e  and s t a b i l i z a t i o n  of the e c o n o m y  u n d e r  v a r i o u s  types  of 
m o b i l i z a t i o n  e m e r g e n c i e s .  
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One of the  f i r s t  m o v e s  u n d e r  D M O - I - 2 0  was  the  a p p o i n t m e n t  of an  
A d v i s o r y  C o m m i t t e e  on C o m m e r c i a l  Bank  P r e p a r e d n e s s  c o m p r i s e d  of 
s e v e n  of the c o u n t r y ' s  o u t s t a n d i n g  b a n k e r s ,  u n d e r  the l e a d e r s h i p  of 
John  J .  M c C loy ,  C h a i r m a n  of C h a s e  M a n h a t t a n  Bank.  The  A d v i s o r y  
C o m m i t t e e ,  in t u r n ,  appo in t ed  the  Bank ing  C o m m i t t e e  on E m e r g e n c y  
O p e r a t i o n s ,  of w h i c h  I was  a s k e d  to be C h a l r m a n .  S e r v i n g  wi th  m e  
on th is  c o m m i t t e e  a r e  s e v e n  o t h e r  b a n k e r s  f r o m  v a r i o u s  s e c t i o n s  of 
the  c o u n t r y ,  s e l e c t e d  b e c a u s e  of t h e i r  wide e x p e r i e n c e  and k n o w l e d g e  
of o p e r a t i n g  p r o c e d u r e s .  

Both of t h e s e  c o m m i t t e e s  have  b e e n  a c t i v e l y  at w o r k  on the  p r o j e c t ,  
d i r e c t i n g  t h e i r  e f f o r t s  to the e n c o u r a g e m e n t  on a n a t i o n w i d e  b a s i s  of 
the d e v e l o p m e n t  of p r e p a r e d n e s s  m e a s u r e s  as  s e t  f o r t h  in the D e f e n s e  
M o b i l i z a t i o n  O r d e r .  It is  r e c o g n i z e d  tha t  the a c t u a l  f o r m u l a t i o n  of 
p r e p a r e d n e s s  p l ans  is  a job f o r  the m a n a g e m e n t  of e a c h  bank.  The  
p l ann ing ,  t h e r e f o r e ,  m u s t  be c a r r i e d  t h r o u g h  by b a n k e r s  t h e m s e l v e s .  
A c c o r d i n g l y ,  the  two c o m m i t t e e s  a r e  d e v e l o p i n g  a p l a n n i n g  m a n u a l  w h i c h  
c a n  s e r v e  as  a gu ide  f o r  a l l  b a n k s .  Th i s  m a n u a l ,  e n t i t l e d  " P r e p a r e d n e s s  
P r o g r a m  f o r  E m e r g e n c y  O p e r a t i o n s  in Bank ing ,  " is  in the f o r m  of 
s e p a r a t e  b o o k l e t s ,  one d e v o t e d  to e a c h  i m p o r t a n t  p h a s e  of a c o m p l e t e  
e m e r g e n c y  p r o g r a m .  The  f i r s t  f o u r  b o o k l e t s  a r e  v i r t u a l l y  c o m p l e t e d  and 
it is  e x p e c t e d  tha t  t h e y  wi l l  be r e a d y  f o r  d i s t r i b u t i o n  in the n e a r  f u t u r e .  
As soon  as  t h e s e  p u b l i c a t i o n s  a r e  r e l e a s e d ,  it i s  hoped  tha t  e v e r y  b a n k e r  
wi l l  r e c o g n i z e  the i m p o r t a n c e  of p r e p a r i n g  p r o t e c t i v e  m e a s u r e s  f o r  h i s  
own i n s t i t u t i o n  and t h e r e b y  put h i s  s h o u l d e r  to the  w h e e l  in c o o p e r a t i o n  
with  the o t h e r  banks  and l o c a l  c i v i l  d e f e n s e  a u t h o r i t i e s .  

M o r e  s p e c i f i c a l l y ,  what  is  e a c h  bank  e x p e c t e d  to d o ?  A l e t t e r  a l -  
r e a d y  has  b e e n  sen t  to e v e r y  bank ing  i n s t i t u t i o n  in the c o u n t r y ,  a d d r e s s e d  
to i t s  c h i e f  e x e c u t i v e  o f f i c e r .  Th i s  c o m m u n i c a t i o n  has  u r g e d  that  one  
i n d i v i d u a l  in the  bank  be d e s i g n a t e d  and m a d e  r e s p o n s i b l e  f o r  i t s  r e -  
s p e c t i v e  e m e r g e n c y  p r o g r a m .  When  the f i r s t  i n s t a l l m e n t  of the  p l a n n i n g  
m a n u a l  i s  r e c e i v e d ,  it  shou ld  be used  as  a gu ide  in d e v e l o p i n g  p r e p a r e d n e s s  
m e a s u r e s .  B o o k l e t s  No. 1-5 a r e  devo t ed  to what  m i g h t  be t e r m e d  p r e -  
a t t a c k  p r o c e d u r e s ,  in o t h e r  w o r d s ,  m e a s u r e s  which  can  and shou ld  be 
c o n s i d e r e d  now.  A c t u a l l y ,  the f i r s t  f ive  b o o k l e t s  c o v e r  the fo l l owing  
a r e a s :  

1. O r g a n i z a t i o n  and a d m i n i s t r a t i o n .  

2. P e r s o n n e l  p r o t e c t i o n .  

3. C o n t i n u i t y  of m a n a g e m e n t  and a l t e r n a t e  h e a d q u a r t e r s .  
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4. P h y s i c a l  p r o p e r t i e s .  

5. D u p l i c a t e  o r  a l t e r n a t e  r e c o r d s .  

S ince  the p l a n n i n g  in t h e s e  a r e a s  is  not un l ike  tha t  f o r  o t h e r  in -  
d u s t r i e s ,  I s h a l l  m e r e l y  c o v e r  th i s  p h a s e  of the r e a d i n e s s  p r o g r a m  with  
a b r i e f  r e s u m ~  of the  c o n t e n t s  of the  s e v e r a l  b o o k l e t s .  

B o o k l e t  No. 1 d i s c u s s e s  the i m p o r t a n c e  of an o r g a n i z e d  e f f o r t  
w i th in  the i n d i v i d u a l  bank,  wi th  p r o p e r  d e l e g a t i o n  of r e s p o n s i b i l i t y  to 
c a r r y  out  the  p r o j e c t .  T r e a t m e n t  is  a l so  g i v e n  o t h e r  a d m i n i s t r a t i v e  
m a t t e r s ,  s u c h  as  p o s s i b l e  a r r a n g e m e n t s  fo r  funds  f o l l o w i n g  a d i s a s t e r ,  
m u t u a l  aid a m o n g  bank ing  and i n d u s t r y  g r o u p s ,  the  p r e p a r a t i o n  of a 
m a n u a l  of i n s t r u c t i o n s  fo r  e m e r g e n c y  o p e r a t i o n s  f o r  tha t  p a r t i c u l a r  
bank,  and p r a c t i c e  d r i l l s  to t e s t  the a d e q u a c y  and e f f e c t i v e n e s s  of the 
p r o g r a m .  

B o o k l e t  No. 2, on p e r s o n n e l  p r o t e c t i o n ,  s t r e s s e s  the need  to p r o -  
vide e v e r y  p o s s i b l e  m e a n s  to s a f e g u a r d  the l i v e s  and h e a l t h  of a b a n k ' s  
m o s t  i m p o r t a n t  h s s e t - - i t s  e m p l o y e e s .  S e p a r a t e  s e c t i o n s  a r e  d e v o t e d  
to p r o t e c t i v e  m e a s u r e s  d u r i n g  an a t t ack ,  w e l f a r e  s e r v i c e s  f o l l o w i n g  an 
a t t a ck ,  f a c i l i t i e s  f o r  m e d i c a l  aid f o r  the i n j u r e d ,  and a t r a i n i n g  p r o g r a m  
d e s i g n e d  to a s s u r e  b e t t e r  p r e p a r e d n e s s  in d e a l i n g  wi th  an e m e r g e n c y .  

The  t h i r d  book l e t  in the s e r i e s  i s  c o n c e r n e d  wi th  the p r o b l e m s  
wh ich  would c o n f r o n t  a s u r v i v i n g  m a n a g e m e n t  in  a t t e m p t i n g  to m a i n t a i n  
c o n t i n u i t y  of o p e r a t i o n s .  In th i s  c a t e g o r y  a r e  p l a n s  f o r  f i l l i ng  d i r e c t o r  
v a c a n c i e s ,  e x e c u t i v e  s u c c e s s i o n ,  and the p r o v i s i o n  f o r  a l t e r n a t e  
h e a d q u a r t e r s .  S a m p l e s  of b y l a w s  and r e s o l u t i o n s  a r e  i n c l u d e d  as  a 
gu ide  f o r  the  m a n a g e m e n t  of e a c h  bank  in s e t t i n g  up i t s  own a r r a n g e -  
m e n t s .  

Many  o r  m o s t  of  o u r  c o r p o r a t e  a c t i o n s  a r e  d e t e r m i n e d  on ly  by 
a c t i o n  of the b o a r d  of d i r e c t o r s  of the bank .  You c a n  v i s u a l i z e  tha t  if 
t h e r e  is an  e m e r g e n c y ,  m o s t  of the d i r e c t o r s  p r o b a b l y  wi l l  be e~ther  
c o n c e r n e d  wi th  t h e i r  own w e l f a r e  o r  t h e i r  own b u s i n e s s  and qu i t e  l i k e l y  
would be s c a t t e r e d .  So p r o v i s i o n  h a s  to be m a d e  to c o v e r  th i s  and 
m a k e  p o s s i b l e  c e r t a i n  a c t i o n s  to c o n t i n u e  the o p e r a t i o n  of the bank .  
L i k e w i s e ,  if  c e r t a i n  of the s e n i o r  o f f i c e r s  of the  bank  a r e  i n c a p a c i t a t e d  
o r  j u s t  not  t h e r e  a f t e r  an  a t t a c k ,  who t a k e s  o v e r ?  And in wha t  o r d e r ?  
It i s  not  n e c e s s a r i l y  the  f i r s t  one who ge t s  to the a l t e r n a t e  h e a d q u a r t e r s  
who b e c o m e s  the b o s s  m a n .  
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Book le t  No. 4 e n t i t l e d  " P h y s i c a l  P r o p e r t i e s ,  " p r o v i d e s  i n f o r m a t i o n  
fo r  the  p r e s e r v a t i o n  of a b a n k ' s  p h y s i c a l  a s s e t s ,  s u c h  as  c a s h ,  s e c u r i t i e s ,  
w o r k  in p r o c e s s ,  and r e c o r d s  on the p r e m i s e s .  A s e c t i o n  a l s o  c o n s i d e r s  
the p r o t e c t i o n  a f f o r d e d  by the bu i l d ings  and vau l t s .  

Work  on the p r e m i s e s  is r e a l l y  v e r y  v i ta l  when  you  c o n s i d e r  tha t  in 
qu i t e  a few banks  in the l a r g e r  c i t i e s  at any  g iven  m o m e n t  a h u n d r e d  
t housand  o r  m o r e  p i e c e s  of p a p e r ,  s u c h  as  c h e c k s ,  a r e  be ing  h a n d l e d .  
If s o m e t h i n g  shou ld  h a p p e n  to d e s t r o y  t h o s e  c h e c k s ,  th ink  of the c h a o t i c  
c o n d i t i o n  that  would r e s u l t .  So e v e r y  e f fo r t  has  to be m a d e  i m m e d i a t e l y  
upon any  a l e r t  o r  s i g n a l  to get  that  m a t e r i a l  into what  m i g h t  be c o n -  
s i d e r e d  as  s a f e  a p l a c e  as  p o s s i b l e .  

The  s a f e g u a r d i n g  of v i t a l  r e c o r d s  fo r  p u r p o s e s  of p o s s i b l e  r e c o n -  
s t r u c t i o n  is the s u b j e c t  of the f i f th book l e t  in the p r e a t t a c k  c l a s s i f i c a t i o n .  
T h i s  i s  w h e r e  we beg in  to r u n  into  s o m e  r e a l  p r o b l e m s .  H e r e  the d i s -  
c u s s i o n  c o v e r s  what  to p r o t e c t  and how to p r o t e c t .  As an  aid in  the 
p l a n n i n g  in th i s  a r e a ,  a c h e c k l i s t  of the p r i n c i p a l  r e c o r d s  to be c o n -  
s i d e r e d  is  s e t  f o r t h ,  h a v i n g  fo r  i ts  p u r p o s e  the p r o v i d i n g  of a b a s i c  
gu ide .  A s u g g e s t e d  ou t l i ne  of p r o c e d u r e s  wh ich  m a y  be f o l l o w e d  fo r  
r e c o n s t r u c t i o n  p u r p o s e s  is i n c l u d e d ,  and we hope  wi l l  p r o v e  he lp fu l  in 
th i s  p h a s e  of the p l ann ing .  

T h e r e  the p r o b l e m  bo i l s  down to th i s :  T h e r e  a r e  a c e r t a i n  n u m b e r  
of a c c o u n t s  be in~  h a n d l e d  by the b o o k k e e p i n g  d e p a r t m e n t - - t h o u s a n d s  
and t h o u s a n d s  of t h e m .  N o r m a l l y  e a c h  c u s t o m e r  r e c e i v e s  a s t a t e m e n t  
once  a m o n t h ,  and wi th  it a r e  h i s  c a n c e l e d  c h e c k s .  Suppose  tha t  on 
the 25th of the m o n t h  a l l  the r e c o r d s  a r e  c o m p l e t e l y  los t .  How do we 
r e c o n s t r u c t  to d e t e r m i n e  ju s t  how m u c h  that  c u s t o m e r  had on d e p o s i t  
at  the t i m e  that  s o m e t h i n g  h a p p e n e d  ? 

T h e r e  a r e  b a s i c a l l y  two ways  of p r o v i d i n g  tha t  i n f o r m a t i o n ,  and 
ge t t i ng  it off the  p r e m i s e s .  One is  by f i l m i n g  e v e r y t h i n g  that  i s  h a n d l e d .  
T h e  o t h e r  i s  by c a r r y i n g  t h r o u g h  a c a r b o n  r e c o r d i n g  of e v e r y  t r a n s -  
a c t i on .  

Now, if we f i l m  e v e r y t h i n g ,  it s o u n d s  r a t h e r  s i m p l e ;  but it  i s n ' t  
qu i t e  as  s i m p l e  as  you  m i g h t  s e e m  to think.  A l so  h e r e  is where  we 
b e g i n  to r u n  in to  e x p e n s e ,  and e x p e n s e  is a m a t t e r  of c o n c e r n  to a l l  
b a n k e r s .  If o u r  bank  w e r e  to f i l m  a l l  i ts  r e c o r d s  and a l l  it c h e c k s ,  
it is  e s t i m a t e d  that  the cos t  would be a p p r o x i m a t e l y  $8 p e r  10 ,000  
, checks .  Tha t  would m e a n  that  fo r  one of the b o o k k e e p i n g  d e p a r t m e n t s  
l o c a t e d  in  the  P h i l a d e l p h i a  a r e a ,  w h e r e  the b o o k k e e p i n g  is  c e n t r a l i z e d ,  
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and w h e r e  a c u r r e n t  d a y ' s  a v e r a g e  of 90, 000 c h e c k s  a r e  c h a r g e d  
a g a i n s t  the a c c o u n t s  of c u s t o m e r s ,  the  c o s t  would be $72 a d a y  f o r  jus t  
the c h e c k s ,  and you would have  to h a v e  a l l  of the o t h e r  r e c o r d s .  And 
then  you  a l w a y s  w o n d e r  w h e t h e r  the f i lm  wi l l  h a v e  an i m a g e  on it that  
you can  r e a d  ff you have  to look at  it.  

On the o t h e r  hand ,  u n d e r  the c a r b o n  m e t h o d ,  the e x p e n s e  is  r e d u c e d  
c o n s i d e r a b l y .  It m e r e l y  m e a n s  the t r a n s m i s s i o n  of c a r b o n s  e a c h  d a y  o r  
p e r h a p s  once  a week .  E a c h  c a r b o n  p e r i o d i c a l l y  has  i n c l u d e d  on it a 
n u m b e r  tha t  would a l w a y s  i den t i fy  a b a l a n c e  with a p a r t i c u l a r  a c c o u n t .  
T h e n  the th ing  to do is  to get  the c a r b o n s  as  f a r  away  as  p o s s i b l e ;  and,  if 
s o m e t h i n g  h a p p e n s ,  to r e c o n s t r u c t  by b a c k i n g  up. 

T h e r e  is a n o t h e r  a r e a  of p l a n n i n g  which  can  be c o n s i d e r e d  in the 
p r e a t t a c k  c l a s s i f i c a t i o n .  What  about  c u s t o m e r s '  p a r t i c i p a t i o n  in a p r o -  
g r a m  to r e a d y  banks  fo r  p o s s i b l e  n u c l e a r  a t t a c k ?  I s n ' t  it r e a s o n a b l e ,  if 
not  n e c e s s a r y ,  to r e q u e s t  s o m e  o v e r t  a c t s  on the p a r t  of d e p o s i t o r s  to 
s u p p l e m e n t  the a c t i v i t i e s  of the  b a n k s  ? T h e r e  is  the f e e l i n g  in s o m e  
q u a r t e r s  that  the e m p h a s i s  in banks  should  be d i r e c t e d  t o w a r d  p r o t e c t i n g  
t h e i r  a s s e t s ;  the l i a b i l i t y  s i d e  Of the  l e d g e r  shou ld  be a m a t t e r  fo r  s u b -  
s t a n t i a t i o n  by  o t h e r s .  Such a p lan  m i g h t  be m o s t  b e n e f i c i a l  if it cou ld  be 
adop ted  on an i n d u s t r y w i d e  b a s i s .  F o r  e x a m p l e ,  th ink  of the  s i m p l i f i -  
c a t i o n  f o r  banks  with r e s p e c t  to the b o o k k e e p i n g  o p e r a t i o n  if d e p o s i t o r s  
cou ld  take  o v e r  the r e s p o n s i b i l i t y  f o r  r e c o n s t r u c t i o n  and the  d e t e r m i n a t i o n  
of b a l a n c e s  in t h e i r  a c c o u n t s .  T h e r e  a r e  m a n y  who c o n s i d e r  s u c h  a 
p o s s i b i l i t y  to be wi sh fu l  th ink ing ,  h o w e v e r .  In o t h e r  w o r d s ,  le t  the  b a n k s  
m a k e  s o m e  p r o v i s i o n  to p r o t e c t  and be ab le  to s u b s t a n t i a t e  r e c o r d s  of 
that  wh ich  is t h e i r  own, e i t h e r  p h y s i c a l  p r o p e r t y  o r  that  wh ich  is owed to 
t h e m  by o t h e r s ,  but on the  o t h e r  s i d e  i g n o r e  the r e c o r d s  of what  the  bank  
o w e s  to i t s  d e p o s i t o r s  and r e q u i r e  d e p o s i t o r s  to c o m e  f o r t h  with  s o m e -  
th ing  tha t  would s u b s t a n t i a t e  t h e i r  c l a i m s .  

D e s p i t e  the  n u m b e r  of a p p a r e n t  d i f f i c u l t i e s ,  it s e e m s  d e s i r a b l e  to 
p r o m o t e  p r e p a r e d n e s s  p l a n n i n g  on the p a r t  of : c u s t o m e r s .  F i r s t  of a l l ,  
the  c o n s c i e n t i o u s  v i ewpo in t  s u g g e s t s  a s h a r i n g  of the b u r d e n  of p r o t e c t i v e  
m e a s u r e s .  S e c o n d l y ,  it  s e e m s  l i k e l y  that  t h e r e  wi l l  be m a n y  q u e s t i o n s  of 
p r i o r i t y  f o l l o w i n g  a d e v a s t a t i n g  a t t ack ,  and the c o n c e r n  wh ich  c a n  va l i2a te  
i ts  c l a i m s  with  s u p p o r t i n g  r e c o r d s  is  in a m u c h  b e t t e r  p o s i t i o n  than  one 
not ab l e  to do so.  In add i t i on ,  the a d v a n t a g e s  to be ga ined  t h r o u g h  
d i s p e r s i o n  of r e c o r d s  a r e  on the s i d e  of t h o s e  with  t h e i r  own p r o g r a m s .  

B e c a u s e  of the wide  d i f f e r e n c e s  in a c c o u n t i n g  m e t h o d s ,  it is  
d i f f i cu l t  to p r o p o s e  s p e c i f i c  r e c o m m e n d a t i o n s  to be fo l lowed  by bank  
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c u s t o m e r s .  The  g e n e r a l  a r e a  to be c o v e r e d  f r o m  the s t a n d p o i n t  of 
bank ing  r e l a t i o n s  is r e a d i l y  a p p a r e n t ,  h o w e v e r .  Al l  c o n t r a c t u a l  r e -  
l a t i o n s h i p s ,  and e n t r i e s  a f f e c t i n g  t h e m ,  w h e t h e r  p e r t a i n i n g  to d e p o s i t  
a c c o u n t s ,  b o r r o w i n g s ,  s a fe  d e p o s i t  boxes ,  f i d u c i a r y  a r r a n g e m e n t s ,  o r  
o t h e r  a c t i v i t i e s ,  shou ld  be i n c l u d e d .  

The  o t h e r  b o o k l e t s  to be p r e p a r e d  wil l  c o v e r  what  c a n  be t e r m e d  the 
p o s t a t t a c k  p r o c e d u r e s .  In th i s  c a t e g o r y  a r e  t h o s e  f u n c t i o n s  wh ich  w e r e  
p r e v i o u s l y  m e n t i o n e d  in c o n n e c t i o n  with  p r o b l e m s  p a r t i c u l a r l y  i d e n t i f i e d  
with  bank ing ,  n a m e l y :  

F i r s t ,  and v e r y  i m p o r t a n t ,  is  the c o l l e c t i o n , o f  c a s h  i t e m s  and n o n c a s h  
i t e m s .  F o r  t h o s e  of you who do not  u n d e r s t a n d  a l l  the bank ing  t e r m i n o l o g y ,  
a c h e c k  is  a c a s h  i t e m .  In o t h e r  w o r d s ,  when  a banks  ge t s  a c h e c k ,  it has  
a u t h o r i t y  to i m m e d i a t e l y  c h a r g e  it to the p r o p e r  a c c o u n t .  A n o n c a s h  
i t e m  is  s o m e  s o r t  of a d ra f t ,  wh ich  canno t  be c h a r g e d  a g a i n s t  an a c c o u n t  
un t i l  t h e r e  is  the  p r o p e r  c l e a r a n c e  o r  p r o p e r  a u t h o r i z a t i o n  f r o m  the bank  
on wh ich  the  d r a f t  i s  d r a w n .  A n o t h e r  p h a s e  of p o s t a t t a c k  h a s  to do wi th  
c a s h  o r  c u r r e n c y  o p e r a t i o n s ,  and the t h i rd  has  to do wi th  c r e d i t .  

S o m e  of the c o m p l e x i t i e s  in t h e s e  a r e a s  wi l l  be r e a d i l y  a p p a r e n t .  
Th ink  of the d i f f i c u l t i e s  in t r y i n g  to o p e r a t e  in t o d a y ' s  e c o n o m y  if a 
l a r g e  p o r t i o n  of the s t o c k  of c u r r e n c y  in F e d e r a l  R e s e r v e  vau l t s  and in 
l a r g e  m e t r o p o l i t a n  banks  w e r e  d e s t r o y e d  o r  b u r i e d  u n d e r  huge  p i l e s  of 
r u b b l e .  What  of the f i r m s  and i n d i v i d u a l s  with m o n e y  on d e p o s i t ,  ye t  
unab le  to m a k e  w i t h d r a w a l s  f r o m  t h e i r  b a n k s ?  O v e r  10 b i l l i on  c h e c k s  
now p a s s  t h r o u g h  o u r  bank ing  s y s t e m  annua l l y .  P r o j e c t i o n s  i n d i c a t e  
that  th i s  f i g u r e  wi l l  r e a c h  14 b i l l i on  by 1960. V i s u a l i z e ,  if you wi l l ,  
the  t r e m e n d o u s  c o n f u s i o n  and e n t a n g l e m e n t s  c r e a t e d  if m a n y  key  banks  
in the c o l l e c t i o n  c h a i n  w e r e  s u d d e n l y  m a d e  i n o p e r a t i v e .  What about  the  
c r e d i t  a s p e c t ?  C o n s i d e r  the c a s e  of a f i r m  in San F r a n c i s c o  with a 
c h e c k ,  say ,  fo r  $ 1 0 , 0 0 0 ,  d r a w n  on a New York  bank  which  has  b e e n  
bombed  out of e x i s t e n c e  and a l l  i ts  r e c o r d s  los t .  How d o e s  the wes t  
c o a s t  f i r m  c o l l e c t  i t s  m o n e y ?  J u s t  to c o m p l i c a t e  th i s  t h e o r e t i c a l  
s i t u a t i o n ,  s u p p o s e  in add i t ion ,  the f i r m  which  i s s u e d  the c h e c k  and owes  
the m o n e y  is  out of b u s i n e s s  and a l l  i t s  a s s e t s  d e s t r o y e d ?  T h e s e  a r e  
m e r e l y  a few of the r a m i f i c a t i o n s  wh ich  m u s t  be c o n s i d e r e d  in a t t e m p t i n g  
to d e v e l o p  a w o r k a b l e  p lan  fo r  e m e r g e n c y  o p e r a t i o n s .  S ince  t h e s e  a c t i v i -  
t i e s  a r e  d e p e n d e n t  to s o m e  ex ten t  upon G o v e r n m e n t  e c o n o m i c  m e a s u r e s ,  
a l l  of wh ich  h a v e  not  been  r e s o l v e d ,  th is  p h a s e  of the r e a d i n e s s  p r o g r a m  
canno t  be s p e l l e d  out with any  d e g r e e  of f i na l i t y .  H o w e v e r ,  I s h a l l  d i s c u s s  
a p r o p o s e d  p lan  fo r  c h e c k  c o l l e c t i o n s  w h e r e  the t h ink ing  has  m o r e  o r  l e s s  
j e l l ed  and then  point  out s o m e  of the p o s s i b i l i t i e s  in the o t h e r  a r e a s .  
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The c o l l e c t i o n  of c h e c k s  u n d e r  e m e r g e n c y  c o n d i t i o n s  p r e s e n t s  a 
m o s t  d i f f i cu l t  task .  A s u r v e y  jus t  a y e a r  ago by the  F e d e r a l  R e s e r v e  
S y s t e m  i n d i c a t e d  o v e r  52 m i l l i o n  d e m a n d  d e p o s i t  a c c o u n t s  in the N a t i o n ' s  
banks ,  78 p e r c e n t  of which ,  o r  b e t t e r  than 40 m i l l i o n ,  w e r e  p e r s o n a l  
a c c o u n t s  of i n d i v i d u a l s .  In o r d e r  to get  a b e t t e r  u n d e r s t a n d i n g  of the  
p r o c e d u r e s  p r o p o s e d  to e f fec t  c o l l e c t i o n  and s e t t l e m e n t  d u r i n g  an e m e r -  
gency ,  p e r h a p s  we shou ld  f i r s t  r e v i e w  the n o r m a l  c o l l e c t i o n  p r o c e s s e s  
wh ich  e f f e c t i v e l y  h a n d l e  the  annua l  10 b i l l ion  c h e c k  v o l u m e  for  a l l  of 
t h e s e  d e p o s i t o r s .  

The banks  of the c o u n t r y  have  d e v e l o p e d  a h igh ly  e f f i c i en t  c h e c k  
c l e a r i n g  s y s t e m  which p r o v i d e s  for  the r e c e i p t  of c r e d i t  fo r  any  g iven  
c h e c k  wi th in  a few days .  The key  banks  in the  c o l l e c t i o n  p r o c e s s  a r e  
the F e d e r a l  R e s e r v e  banks  and l a r g e  c i ty  c o r r e s p o n d e n t  banks .  In 
p r a c t i c e ,  a c o l l e c t i n g  bank o r d i n a r i l y  s e n d s  c h e c k s  e i t h e r  d i r e c t l y  to the  
bank on which  the  i t e m s m a y b e  d rawn;  or  t h rough  c o l l e c t i n g  a g e n t s  such  
as  a c i ty  c o r r e s p o n d e n t  bank, the d i s t r i c t  F e d e r a l  R e s e r v e  bank,  o r  
F e d e r a l  R e s e r v e  banks  in o t h e r  d i s t r i c t s .  In the l a t t e r  i n s t a n c e s ,  the 
c o l l e c t i n g  a g e n t s  in tu rn  wil l  d i s p a t c h  the i t e m s  to ~he d r a w e e  banks  o r  
p e r h a p s  to a n o t h e r  c o l l e c t i n g  agent ,  w h e r e  such  rou t i ng  wi l l  e x p e d i t e  
c o l l e c t i o n  and c r e d i t .  

The  pIan fo r  c o l l e c t i n g  c h e c k s  d u r i n g  an e m e r g e n c y ,  as  p r e s e n t l y  
c o n s t i t u t e d ,  is  b a s e d  on the p r i n c i p l e  of d e c e n t r a l i z a t i o n ,  u t i l i z i n g  
r e l o c a t i o n  s i t e s  and banks  in u n d a m a g e d  a r e a s  to p e r f o r m  o p e r a t i o n s  
n o r m a l l y  c o m p l e t e d  in f i n a n c i a l  c e n t e r s  which  m a y  have  b e c o m e  d a m a g e d .  
E a c h  F e d e r a l  R e s e r v e  bank has  p r o v i d e d  fo r  a r e l o c a t i o n  of f ice  to 
func t ion  in a l i m i t e d  capac i t y  d u r i n g  an e m e r g e n c y  a f f ec t ing  i t s  r e g u l a r  
of f ice .  In add i t ion ,  c o m m e r c i a l  banks  wi th in  F e d e r a l  R e s e r v e  d i s t r i c t s  
m a y b e  se t  up into " e m e r g e n c y  c l e a r i n g  g roups ,  " with c e r t a i n  banks  
d e s i g n a t e d  as a g e n t s  of the r e s p e c t i v e  R e s e r v e  banks .  

C o r r e s p o n d e n t  banks  l i k e w i s e  wil l  be a sked  to d e s i g n a t e  a l t e r n a t e  
h e a d q u a r t e r s  o r  a r e l o c a t i o n  s i t e  w h e r e  e s s e n t i a l  func t ions  m a y  be 
con t inued  d u r i n g  an e m e r g e n c y .  By m e a n s  of t h e s e  a r r a n g e m e n t s  on 
the  pa r t  of R e s e r v e  banks  and c o r r e s p o n d e n t  banks ,  it is  c o n t e m p l a t e d  
that  the c l e a r i n g  p r o c e s s e s  m a y  con t inue  to func t i on  d u r i n g  a p e r i o d  of 
e m e r g e n c y ,  e v e n  though of n e c e s s i t y  the  rou t i ng  of c h e c k s  m a y  be 
l i t t l e  m o r e  c i r c u i t o u s  than u n d e r  p r e s e n t  p r o c e d u r e .  

P e r h a p s  a coup le  of i l l u s t r a t i o n s  wil l  s e r v e  to exp l a in  how th i s  
o v e r a l l  p l an  wi l l  work .  Let  us a s s u m e  that  a m a n u f a c t u r i n g  c o n c e r n  
in Sp r ing f i e ld ,  I l l i no i s ,  has  sh ipped  goods  to a d i s t r i b u t o r  in New York  

13 



Ci ty  and has  r e c e i v e d  in p a y m e n t  a c h e c k  fo r  $10, 000 d r a w n  on the  
d i s t r i b u t o r ' s  accoun t  in the C h a s e  Manha t t an  Bank.  A s s u m e  f u r t h e r  
that  the c h e c k  n o r m a l l y  is  c o l l e c t e d  t h rough  the f a c i l i t i e s  of the F e d e r a l  
R e s e r v e  banks .  U n d e r  t h e s e  a s s u m p t i o n s ,  the i t e m  in  q u e s t i o n ,  
t h e r e f o r e ,  i s  rou ted  as  fo l lows :  The f i r m  in Sp r ing f i e ld  d e p o s i t s  the  
c h e c k  in i t s  accoun t  in a Sp r ing f i e ld  bank, which  s e n d s  it to the F e d e r a l  
R e s e r v e  Bank of Ch icago ,  f r o m  w h e r e  it is  d i s p a t c h e d  to the F e d e r a l  
R e s e r v e  Bank of New York  and t h e n c e  to the d r a w e e ,  the C h a s e  Manha t t an  
Bank,  fo r  p a y m e n t .  

Suppose ,  now, that  the F e d e r a l  R e s e r v e  Bank  of Ch i cago  has  s u d d e n l y  
b e e n  r e n d e r e d  i n o p e r a t i v e ,  e i t h e r  b e c a u s e  of s e v e r e  d a m a g e  o r  b e c a u s e  
of i n a c c e s s i b i l i t y  as the r e s u l t  of a b r e a k d o w n  in c o m m u n i c a t i o n  p r o c e s s e s .  
In th is  s i t ua t i on ,  the  bank  of d e p o s i t  in Sp r ing f i e ld  m i g h t  send  the $10, 000 
c h e c k  to a p r e v i o u s l y  d e s i g n a t e d  agent  of the C h i c a g o  R e s e r v e  bank,  fo r  
t r a n s m i t t a l  to the  New Y o r k  F e d e r a l  R e s e r v e  Bank and then  to the  d r a w e e .  
It can  be s e e n  in th i s  t h e o r e t i c a l  c a s e  that  the agen t  bank r e p l a c e s  the 
i n o p e r a t i v e  i n s t i t u t i o n  in the  c o l l e c t i o n  cha in .  

Le t  us c o n s i d e r  a n o t h e r  e x a m p l e .  Us ing  the  s a m e  b a s i c  t r a n s a c t i o n ,  
a s s u m e  that  th i s  $ 1 0 , 0 0 0  c h e c k  n o r m a l l y  is r ou t ed  t h rough  c o r r e s p o n d e n t  
banks .  In o t h e r  w o r d s ,  the  bank of d e p o s i t  in Sp r ing f i e ld  o r d i n a r i l y  would 
s e n d  the  i t e m  to, say ,  the  F i r s t  Na t iona l  Bank in Chicago ,  which  in t u r n  
m i g h t  send  it d i r e c t l y  to the  C h a s e  Manha t t an  Bank.  If the F i r s t  Na t iona l  
Bank of C h i c a g o  shou ld  be unab le  to o p e r a t e ,  the Sp r ing f i e ld  Bank  could  
d i s p a t c h  the c h e c k  in  a c c o r d a n c e  with the  f o r m e r ' s  i n s t r u c t i o n s ,  p e r h a p s  
e i t h e r  to a p r e v i o u s l y  d e s i g n a t e d  a l t e r n a t e  h e a d q u a r t e r s ,  o r  to a n o t h e r  
c o l l e c t i n g  bank,  f r o m  w h e n c e  the r o u t i n g  would be con t inued .  

T h e s e  e x a m p l e s  i n d i c a t e  r e l a t i v e l y  s i m p l e  a d j u s t m e n t s  in the o v e r -  
a l l  c l e a r i n g  p r o c e s s .  It wi l l  be a p p a r e n t ,  h o w e v e r ,  that  fo l lowing  a 
s e v e r e  a t t ack  with p o s s i b l y  a l l  of t h e R e s e r v e  b a n k s '  r e g u l a r  o f f i ces  
and m o s t  of the l a r g e r  c o m m e r c i a l  banks  out of o p e r a t i o n ,  the t r e m e n d o u s  
v o l u m e  of da i ly  t r a n s a c t i o n s  would p r o d u c e  m a n y  d i s r u p t i o n s .  Not only  
would the  f a c i l i t i e s  of banks  in u n d a m a g e d  a r e a s  be h e a v i l y  taxed u n d e r  
a g r e a t l y  expanded  v o l u m e ,  but t h e s e  i n s t i t u t i o n s  in  a l l  p r o b a b i l i t y  would 
be ca l l ed  upon to p e r f o r m  o p e r a t i o n s  beyond those  u n d e r t a k e n  in a n o r m a l  
e c o n o m y .  G r a n t e d  that  t h e r e  wi l l  be d e l a y s  and c o m p l i c a t i o n s ,  n e v e r -  
t h e l e s s ,  the p l a n n i n g  p r o g r a m  is d e s i g n e d  to p r e s e r v e  the ba s i c  f e a t u r e s  
of ou r  c o l l e c t i o n  p r o c e s s e s .  

A m o n g  the  d a m a g e d  i n s t i t u t i o n s  fo l lowing  an a s s a u l t  would be m a n y  
d r a w e e  banks  and, c o n s e q u e n t l y ,  the r o u t i n g  p r o c e d u r e  could not be 
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c o m p l e t e d .  T h i s  b r i n g s  up the q u e s t i o n  of f ina l  p a y m e n t  and c r e d i t .  In 
ou r  t h e o r e t i c a l  i l l u s t r a t i o n ,  f o r  e x a m p l e ,  w h e r e  would the  c o l l e c t i o n  
j o u r n e y  of the $10, 000 c h e c k  end,  and how could  the m a n u f a c t u r i n g  f i r m  
in S p r i n g f i e l d  r e c e i v e  p a y m e n t  ? 

The  p l a n n i n g  in th is  a r e a  has  not  b e e n  f i n a l i z e d ,  but one  m e t h o d  is 
to p e r m i t  c o l l e c t i n g  banks ,  upon p r o p e r  a u t h o r i z a t i o n s ,  to hold c h e c k s ,  
wi th  p r o v i s i o n a l  c r e d i t  e x t e n d e d .  U n d e r  th i s  p lan ,  the  r o u t i n g  of c h e c k s  
would p r o c e e d  to the l a s t  f e a s i b l e  poin t  in the c o l l e c t i o n  c h a i n ,  w h e r e  
t hey  would be he ld  un t i l  s u c h  t i m e  as  f u r t h e r  p r o c e s s i n g  would be p o s s i b l e .  
S e t t l e m e n t  fo r  the  i t e m s  so  he ld  would be on a t e n t a t i v e  o r  p r o v i s i o n a l  
b a s i s ;  tha t  i s ,  c r e d i t  would be p a s s e d  jus t  as  though  the c h e c k s  had b e e n  
paid  t h r u u g h  p r e s e n t a t i o n  to the banks  on which  t hey  w e r e  d r a w n .  By 
m e a n s  of th i s  p r o v i s i o n a l  c r e d i t ,  it is  c o n t e m p l a t e d  tha t  the f i n a n c i a l  
m e c h a n i s m  of the  c o u n t r y  c a n  c o n t i n u e  to func t ion ,  d e s p i t e  the s e v e r i t y  
of the s i t u a t i o n .  

At th i s  point  I w i l l  g ive  you a v i s u a l  aid by s h o w i n g  you  a c h a r t .  

C h a r t  1, page  1 6 . - - J u s t  to m a k e  s u r e  that  o u r  t e r m i n o l o g y  is  u n d e r -  
s tood ,  o r  to a t t e m p t  to do so,  l e t  m e  e x p l a i n  th i s  c h a r t .  Down a c r o s s  
the  b o t t o m ,  w h e r e  you  s e e  " d r a w e e  banks ,  " a d r a w e e  bank  is the  bank  
on which  the c h e c k  is  d r a w n  and the bank  tha t  wi l l  pay  the c h e c k  p r o v i d e d  
the c h e c k  is  in o r d e r  and the  m o n e y  is t h e r e .  T h e  bank  on top of the  
c h a r t ,  the  " s e n d i n g  bank,  " is  the bank  ho ld ing  the c h e c k ,  h a v i n g  r e c e i v e d  
it  f o r  d e p o s i t  f r o m  one of i t s  c u s t o m e r s ,  and b e i n g  p a y a b l e  by th i s  d r a w e e  
bank.  

Le t  us s ay ,  j u s t  fo r  i l l u s t r a t i o n ,  that  the d r a w e e  bank  is  in  New York  
Ci ty ,  and th i s  i s  a S p r i n g f i e l d ,  I l l i no i s ,  bank up at the top,  the  s e n d i n g  
bank.  U n d e r  n o r m a l  c i r c u m s t a n c e s ,  n o r m a l  o p e r a t i o n s ,  the S p r i n g f i e l d  
bank  has  s e v e r a l  a l t e r n a t i v e s  fo r  ge t t i ng  i t s  m o n e y  fo r  i t s  c h e c k s ,  to get  
the  u s e  of t h e  m o n e y  so  t h e y  c a n  p a s s  it on to t h e i r  d e p o s i t o r s .  T h e y  
could  c o m e  r i g h t  down  h e r e  and send  i t  d i r e c t l y  to the  New Y o r k  C i ty  
bank,  p r o v i d i n g  t h e y  had s o m e  a c c o u n t  r e l a t i o n s h i p  wi th  the  New York  
bank .  Tha t  i s  No. 1. Tha t  i s  the m o s t  d i r e c t  c o u r s e - - d i r e c t  f r o m  the 
S p r i n g f i e l d  bank ,  as  the r e c e i v i n g  o r  s e n d i n g  bank ,  to the New Y o r k  bank.  
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But  not  e v e r y  bank  has  a c c o u n t i n g  r e l a t i o n s h i p s  wi th  e v e r y  o t h e r  
bank;  so  tha t  w o r k s  on ly  in  a few c a s e s .  The  s e c o n d  a l t e r n a t i v e  is  f o r  
the s e n d i n g  bank ,  the  S p r i n g f i e l d  bank,  to send  the  c h e c k  to one  of i t s  
c o r r e s p o n d e n t  b a n k s .  Tha t  m i g h t  be a bank  in one  of the  F e d e r a l  R e s e r v e  
c i t i e s  o r  one of the  l a r g e r  c i t i e s  that  a c t s  as  a c l e a r i n g  bank  f o r  s o -  
c a l l e d  c o u n t r y  b a n k s .  So in th i s  i l l u s t r a t i o n  we wi l l  a s s u m e  tha t  t h i s  
c o r r e s p o n d e n t  bank is  in C h i c a g o .  So the S p r i n g f i e l d  b a n k ' s  s e c o n d  
c h o i c e  then  would be to send  the  c h e c k  to the C h i c a g o  bank ,  w h i c h  e i t h e r  
m i g h t  r o u t e  it  t h r o u g h  a n o t h e r  c o r r e s p o n d e n t  o r  r o u t e  it  d i r e c t  to the bank  
in New Y o r k  Ci ty ,  d e p e n d i n g  on i t s  r e l a t i o n s h i p s .  

T h e  do t ted  l i n e s  we wi l l  s a v e  f o r  a l i t t l e  bit  l a t e r .  

The  t h i r d  a l t e r n a t i v e  would be fo r  the S p r i n g f i e l d  bank to c l e a r  the  
i t e m  t h r o u g h  the  F e d e r a l  R e s e r v e  S y s t e m .  N o r m a l l y  th i s  bank  would 
s e n d  the c h e c k  to the F e d e r a l  R e s e r v e  bank  in i t s  own d i s t r i c t .  So we 
wi l l  a s s u m e  h e r e  tha t  it is  the F e d e r a l  R e s e r v e  bank in C h i c a g o .  

B e c a u s e  the i t e m  is  p a y a b l e  o u t s i d e  that  d i s t r i c t ,  it would h a v e  to 
go t h r o u g h  the  F e d . e r a l  R e s e r v e  bank  in New Y o r k .  If the i t e m  is  p a y a b l e  
wi th in  the  d i s t r i c t ,  the  F e d e r a l  R e s e r v e  bank  would c l e a r  it  d i r e c t .  But 
o u t s i d e  the  d i s t r i c t  it  goes  to one of the o t h e r  F e d e r a l  R e s e r v e  b a n k s .  

Tha t  i s  the  p r e a t t a c k  n o r m a l  o p e r a t i n g  p r o c e d u r e ,  and tha t  i s  the 
p r o c e s s  today .  Maybe  it would  be b e t t e r ,  m a y b e  the c o n f u s i o n  would be 
b e t t e r  o r g a n i z e d ,  if you  have  any  q u e s t i o n s  about  the n o r m a l  p e a c e -  
t i m e  p r o c e s s ,  tha t  you a s k  t h e m  now.  You can  do it l a t e r  too,  but if  
you have  s o m e ,  it  m i g h t  be b e t t e r  to a s k  t h e m  now and c l a r i f y  the 
s i t u a t i o n .  

QUESTION:  I would l i ke  to know th is :  If you send  a c h e c k  t h r o u g h  
th i s  r o u t e  f o r  c l e a r a n c e ,  does  word  c o m e  back  t h r o u g h  the  s a m e  r o u t e  
w h e t h e r  it  i s  good o r  not  ? 

MR. C O O P E R :  I w i l l  have  to a n s w e r  that  in th i s  way:  In n o r m a l  
o p e r a t i n g  p r o c e d u r e  word  d o e s  not  c o m e  back  u n l e s s  the c h e c k  is  not  
good.  

The  S p r i n g f i e l d  bank ,  h a v i n g  d e p o s i t e d  funds  with  i t s  c o r r e s p o n d e n t  
in C h i c a g o ,  has  r e c e i v e d  book c r e d i t .  In New Y o r k  the  C h i c a g o  bank  
ge t s  c r e d i t .  We know that  on the  a v e r a g e  t h e s e  funds  a r e  a v a i l a b l e  
w i th in  a c e r t a i n  n u m b e r  of days ;  and u n l e s s  we have  h e a r d  tha t  the  i t e m  
has  b e e n  d i s h o n o r e d  and the  c h e c k  is  b e i n g  r e t u r n e d ,  we a s s u m e  tha t  
the  i t e m  has  b e e n  pa id .  
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In our  own o p e r a t i o n s ,  as  of now we hand l e  a p p r o x i m a t e l y  500, 000 
c h e c k s  a day t h r o u g h  our  c l e a r i n g  d e p a r t m e n t s  and about  a l i t t l e  l e s s  
than  1 p e r c e n t  of t h o s e  c h e c k s  bounce  fo r  s o m e  r e a s o n .  Maybe  ha l f  the 
bounc ing  is  b e c a u s e  the  c h e c k  is  not  in o r d e r - - h a s  not b e e n  i n d o r s e d  
or  the s i g n a t u r e  is  not  r i gh t .  The  o t h e r  ha l f  would be b e c a u s e  the  m o n e y  
is  not  in the bank.  

Now, if th i s  c o r r e s p o n d e n t  bank in Ch icago  is  out of o p e r a t i o n ,  
t hen  h a v e  to fo l low a d i f f e r e n t  c o u r s e ,  and that  is  shown  on the  nex t  
c h a r t .  

t h e y  

C h a r t  2, page  1 9 . - - T h e  l i n e s  on th is  c a r d  a r e  the do t t ed  l i n e s  on 
the f i r s t  c h a r t .  

You wi l l  r e m e m b e r ,  if the  Ch i cago  bank is  in  o p e r a t i o n ,  the  c h e c k  
c a m e  r i g h t  down to it f r o m  the  Sp r ing f i e ld  bank.  If the  Ch i cago  bank  is  
out of o p e r a t i o n ,  e i t h e r  b e c a u s e  of d a m a g e  o r  b e c a u s e  t r a n s p o r t a t i o n  
f a c i l i t i e s  a r e  not a v a i l a b l e ,  th i s  bank  would be b y p a s s e d  u n d e r  
i n s t r u c t i o n s  p r e v i o u s l y  g iven  by  the Ch icago  bank.  T h o s e  i n s t r u c t i o n s  
m i g h t  s a y  to r o u t e  the  i t e m  t h r o u g h  the Ch icago  b a n k ' s  a l t e r n a t e  of f ice ,  
which  m i g h t  be  a 100 o r  200 m i l e s  away; o r  it m i g h t  be c l e a r e d  t h r o u g h  
a n o t h e r  c o r r e s p o n d e n t  bank by p r e a r r a n g e m e n t .  It m i g h t  be  r e t u r n e d ,  o r  
it m i g h t  be then  s w i t c h e d  o v e r  and h a n d l e d  t h r o u g h  the  F e d e r a l  R e s e r v e  
S y s t e m .  

Th i s  po in t  h e r e ,  the r e t u r n i n g  of the check ,  is  a c o n t r o v e r s i a l  poin t .  
When  t h e s e  p l ans  a r e  r e l e a s e d ,  that  m a y  not be i n c l u d e d ,  b e c a u s e  we 
hope  that  if the  p r o p e r  m e a s u r e s  a r e  p r o v i d e d ,  i t  wi l l  not  be  n e c e s s a r y  
to r e t u r n  any c h e c k s .  The  c h e c k s  m a y  be he ld  at s o m e  p o i n t - - w h i c h  I 
wi l l  c o m e  to in a m o m e n t - - s o  that  the  funds  a r e  a v a i l a b l e  to the  S p r i n g -  
f ie ld  bank,  the s e n d i n g  bank,  fo r  the u se  of i t s  d e p o s i t o r s .  

If any  bank  i s  r e n d e r e d  i n o p e r a t i v e  and if  p r o v i s i o n  has  not b e e n  m a d e  
fo r  c r e d i t ,  m a k i n g  it n e c e s s a r y  to r e t u r n  the  check ,  say ,  to the  S p r i n g -  
f ie ld  bank,  i t s  c u s t o m e r s  would not  have  the u se  of the  funds .  You can  
s e e  i m m e d i a t e l y  what  a d i s r u p t i o n  of the e c o n o m y  of the c o u n t r y  that  
would b r i n g  about ,  b e c a u s e  a p r i v a t e  f i r m  m u s t  have  the u se  of i t s  funds  
if  it  i s  to s t a y  in b u s i n e s s .  

C h a r t  3, page  2 0 . - - N o w ,  if  the  bank c l e a r s  c h e c k s  t h r o u g h  the  
F e d e r a l  R e s e r v e  S y s t e m  or  if  i t s  c o r r e s p o n d e n t  bank has  b e e n  r e n d e r e d  
i n o p e r a t i v e ,  t h e s e  a r e  the p o s s i b i l i t i e s :  
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If the F e d e r a l  R e s e r v e  bank  of a d i s t r i c t  is  in o p e r a t i o n ,  then ,  of 
c o u r s e ,  the c h e c k  c o m e s  r i g h t  on down to the d r a w e e  bank,  e i t h e r  d i r e c t  
o r  t h r o u g h  a n o t h e r  d i s t r i c t  to the d r a w e e  bank.  But if  the  F e d e r a l  
R e s e r v e  bank  of the d i s t r i c t ,  we wi l l  s ay ,  the F e d e r a l  R e s e r v e  Bank  of 
C h i c a g o ,  is  out of o p e r a t i o n ,  then  we h a v e  th i s  d e t o u r .  

H e r e  is  w h e r e  we r u n  in to  th i s  idea  of the F e d e r a l  R e s e r v e  d i s t r i c t s  
b e i n g  s u b d i v i d e d  in to  what  a r e  c a l l e d  e m e r g e n c y  c l e a r i n g  g r o u p s ,  w h e r e  
the a c t i v i t y  wi th in  the  d i s t r i c t  is  h a n d l e d  on a d e c e n t r a l i z e d  b a s i s .  
I n s t ead  of a l l  go ing  to one poin t ,  t h e y  m a y  be b r o k e n  up into 12, 15, m a y b e  
20 d i f f e r e n t  p a r t s ,  d e p e n d i n g  on the n a t u r e  of the  d i s t r i c t  and the  b u s i n e s s .  

T h e n  in e a c h  of t h e s e  e m e r g e n c y  c l e a r i n g  g r o u p s  a c o m m e r c i a l  bank  
m i g h t  be d e s i g n a t e d  as  agen t  fo r  the F e d e r a l  R e s e r v e  bank  to p e r f o r m  the 
f u n c t i o n s  of a F e d e r a l  R e s e r v e  bank wi th in  i t s  r e s p e c t i v e  s e g m e n t  of the 
d i s t r i c t .  

So if the  S p r i n g f i e l d  bank  is  ho ld ing  t h e s e  c h e c k s ,  and the  F e d e r a l  
R e s e r v e  bank is  out of o p e r a t i o n ,  t h e r e  is then  a f o u r - w a y  o r  f i v e - w a y  
sp l i t .  F i r s t ,  the S p r i n g f i e l d  bank  would be a s k e d  to c o l l e c t  the  i t e m s  
wi th in  i t s  own a r e a  d i r e c t l y  by s o m e  m e a n s ,  and a l s o  wi th in  i t s  own 
e m e r g e n c y  c l e a r i n g  g roup .  The  d i f f e r e n c e  b e t w e e n  t h e s e  two m e r e l y  is  
tha t  th i s  bank  m a y  be in S p r i n g f i e l d  o r  a s u b u r b ,  and th i s  o t h e r  bank  m a y  be 
50 m i l e s  a w a y - - a n y w h e r e  wi th in  a 5 0 - m i l e  r a d i u s .  

T h e n  i t e m s  tha t  would be p a y a b l e  n o r m a l l y  by banks  l o c a t e d  in  the  
s a m e  c i t y  a s  the F e d e r a l  R e s e r v e  bank,  o r  G o v e r n m e n t  i t e m s  o r  m o n e y  
o r d e r s  w h i c h  the  F e d e r a l  R e s e r v e  bank would h a n d l e  a r e  s e n t  to the  
r e l o c a t i o n  of f ice  of the F e d e r a l  R e s e r v e  bank.  E v e r y t h i n g  e l s e  would 
go to the agen t  bank  w h i c h  has  b e e n  p r e s e l e c t e d  and s e t  up. The  agen t  
bank then  in i t s  s e g m e n t  would c o l l e c t  the i t e m s  tha t  a r e  e i t h e r  in i t s  
own town o r  wi th in  i t s  own g r o u p .  The  agen t  bank  would t ake  a l l  the  
o t h e r  c h e c k s  that  a r e  p a y a b l e  wi th in  the  C h i c a g o  F e d e r a l  R e s e r v e  d i s t r i c t  
and s o r t  t h e m  out  a c c o r d i n g  to the  agen t  b a n k s  of the o t h e r  12 o r  15 
s e g m e n t s  of the d i s t r i c t ;  and a n y t h i n g  p a y a b l e  o u t s i d e  the F e d e r a l  R e s e r v e  
d i s t r i c t  t hen  would be s en t  to a F e d e r a l  R e s e r v e  bank in s o m e  o t h e r  
d i s t r i c t ,  w h e r e v e r  it  m i g h t  be .  

T h o s e  a r e  j u s t  b r i e f l y  the c h e c k  c o l l e c t i o n  p o s s i b i l i t i e s .  M a y b e  we 
shou ld  have  a s h o r t  b r e a k  h e r e .  

D u r i n g  the b r e a k  I was  a s k e d  what  m i g h t  be c a l l e d  the  $64,000 
q u e s t i o n ,  o r  e v e n  the  $ 1 2 8 , 0 0 0  q u e s t i o n .  It was  th i s :  What  h a p p e n s  if 
th i s  bank  in New Y o r k  Ci ty  is  ou t?  ( C h a r t  1, page  16~ 
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Say that  the  S p r i n g f i e l d  bank has  a $10, 000 c h e c k  on New Y o r k  City,  
and New Y o r k  Ci ty  is  out of o p e r a t i o n ,  e i t h e r  b e c a u s e  of d a m a g e  o r  
b e c a u s e  t r a n s p o r t a t i o n  is  not  a v a i l a b l e .  The  Sp r ing f i e ld  bank would 
send  the  c h e c k  to i t s  c o r r e s p o n d e n t  or  F e d e r a l  R e s e r v e  bank.  But what  
if  n e i t h e r  of t h e m  is  in o p e r a t i o n ?  

Wel l ,  if we e x p e c t  to m a i n t a i n  the s o l v e n c y  of ou r  e c o n o m y  and have  
any th ing  c l o s e  to n o r m a l  o p e r a t i o n  in the s e g m e n t s  of the c o u n t r y  that  a r e  
u n d a m a g e d  o r  w h e r e  t r a n s p o r t a t i o n  f a c i l i t i e s  a r e  a v a i l a b l e ,  s o m e b o d y  has  
got to g ive  th i s  S p r i n g f i e l d  bank the use  of i t s  $10, 000 fo r  i t s  c u s t o m e r s '  
u se .  The  only  way that  ou r  c o m m i t t e e  f e e l s  th is  can  be a c c o m p l i s h e d  is  
by s o m e  f o r m  of g u a r a n t e e  of d e p o s i t s  o r  i n d e m n i f i c a t i o n  of a s s e t s .  Tha t  
is  a p r o b l e m  that  has  ye t  to be r e s o l v e d .  H o w e v e r ,  the m e c h a n i c s  of i t  
would be t h e s e :  

A s s u m i n g  that  t h e r e  is  a g u a r a n t e e  of d e p o s i t s  o r  an i n d e m n i f i c a t i o n  
of a s s e t s ,  the p lan  is  that  at the l a s t  point  of o p e r a t i o n  we wi l l  have  th i s  
bank,  e i t h e r  Ch i cago  o r  th is  one h e r e ,  s a y  it i s  the  F e d e r a l  R e s e r v e  
Bank  of Ch icago ,  o r  as c l o s e  as  it can  be go t ten ,  hold the  check .  It i s  
he ld  u n d e r  what  we have  c h o s e n  to t e r m  a p r o v i s i o n a l  c r e d i t  s e tup .  

It is  he ld  at that  point  un t i l  word  is  r e c e i v e d  that  the pay ing  bank i s  
back  in o p e r a t i o n ,  e i t h e r  at  i t s  r e g u l a r  loca t ion ,  at an a l t e r n a t e  l oca t i on ,  
o r  that  s o m e b o d y  is  l i q u i d a t i n g  the  a f f a i r s  of the  bank.  At that  t i m e  the 
c h e c k s  be ing  s t a c k e d  up s o m e w h e r e  a long  the l ine  m o v e  on th rough ;  and 
if t hey  w e r e  d r a w n  in good fa i th ,  d r a w n  a g a i n s t  m o n e y  that  was t h e r e ,  
in 99 p e r c e n t  of the c a s e s  and m a y b e  m o r e ,  the  c h e c k s  would be h o n o r e d ,  
and that  is  the  end of the l ine .  

The l i q u i d a t i n g  agent ,  s h a l l  we say,  of th i s  bank,  if  it is  not  go ing  
to r e s u m e  o p e r a t i o n ,  o r  the m a n a g e m e n t ,  if it i s  go ing  to r e s u m e  o p e r a -  
t ion,  would,  in  o r d e r  to m a k e  t h e s e  funds  a v a i l a b l e  to pay  t hose  c h e c k s ,  
have  used  the  p r o v i s i o n s  fo r  i n d e m n i f i c a t i o n  of a s s e t s ,  so  that  it can  
c o l l e c t  the  m o n e y  due  to it on loans  to c u s t o m e r s  who m a y  have  b e e n  
knocked  out of b u s i n e s s  o r  who a r e  not t h e r e  to pay  the  loans .  

Now, who pays  the b i l l  fo r  the g u a r a n t e e  of d e p o s i t s  and the in -  
d e m n i f i c a t i o n  of a s s e t s  ? S o m e b o d y  has  to pay the b i l l  a f t e r ,  of c o u r s e ,  
the  funds  in  the bank that  be long  to s o m e b o d y  who is  not  t h e r e  to c l a i m  
t h e m  have  b e e n  o f f se t  aga in s t  it .  

I would ju s t  l i ke  to take  a few m o m e n t s  to ta lk  about  c u r r e n c y  
o p e r a t i o n s  d u r i n g  an e m e r g e n c y ,  and then  I wi l l  be glad to t r y  to a n s w e r  
any q u e s t i o n s  that  you m i g h t  have .  

22 



8=! 

S o m e o n e  h a s  s a i d  tha t  i f  an a r e a  i s  be ing  e v a c u a t e d ,  the peop l e  wi l l  
want  to go out of the a r e a  wi th  s o m e  m o n e y  in t h e i r  p o c k e t s .  How do 
t h e y  get  the m o n e y ?  Who is  go ing  to m a k e  it a v a i l a b l e ?  W h e r e  is  it  
c o m i n g  f r o m ?  W h e r e  wi l l  it h a v e  b e e n  s t o r e d  ahead  of t i m e ?  

C u r r e n c y  o p e r a t i o n s  d u r i n g  an e r m e r g e n c y  a r e  a n o t h e r  m a t t e r  of 
f a r - r e a c h i n g  i m p o r t a n c e .  P l a n s  f o r  the  p o s s i b l e  s t o r a g e  and d i s t r i -  
bu t ion  of r e s e r v e  s u p p l i e s  of c u r r e n c y  t h e r e f o r e  m u s t  be m a d e  a p a r t  
of the r e a d i n e s s  p r o g r a m .  B a c k  in the days  of the  N a t i o n a l  Bank  Act ,  
bank ing  i n s t i t u t i o n s  w e r e  p e r m i t t e d  to i s s u e  t h e i r  own n o t e s ,  u n d e r  
c e r t a i n  c o n d i t i o n s ,  so  tha t  the d i s t r i b u t i o n  of o u r  m o n e y  s u p p l y  was  in 
the  h a n d s  of the  b a n k e r s  a s  we l l  as  the T r e a s u r y .  O c c a s i o n a l l y ,  one s t i l l  
m a y  c o m e  a c r o s s  one  of t h e s e  b a n k n o t e s ,  a l t hough  t hey  a r e  r a p i d l y  
d i s a p p e a r i n g  f r o m  c i r c u l a t i o n .  T o d a y ,  the c o n t r o l  and d i s t r i b u t i o n  of 
c u r r e n c y  is  c e n t r a l i z e d  in the F e d e r a l  G o v e r n m e n t ,  wi th  p o w e r s  d e l e g a t e d  
to the  F e d e r a l  R e s e r v e  banks  as  G o v e r n m e n t  f i s c a l  a g e n t s .  S o m e  i d e a  of 
the s c o p e  of t h e s e  a c t i v i t i e s  c a n  be  had f r o m  the f i g u r e  on m o n e y  in 
c i r c u l a t i o n ,  wh ich  p r e s e n t l y  s t a n d s  at a p p r o x i m a t e l y  $ 3 0 . 6  b i l l i on .  

Of th is  $ 3 0 . 6  b i l l ion ,  a p p r o x i m a t e l y  $ 3 . 5  b i l l i on  a r e  now he ld  in the 
vau l t s  of the b a n k s ,  so  that  $27 b i l l i on  a r e  out in the h a n d s  of the pub l i c .  
Tha t  c o m e s  to about  $180 p e r  c a p i t a  of the popu la t ion ,  f o r  e v e r y  m a n ,  
w o m a n ,  and ch i ld  in the c o u n t r y .  

When I s aw  tha t  f i g u r e ,  I found I was  be low the a v e r a g e .  But what  
h e l p s  to b r i n g  tha t  a v e r a g e  up is  s u c h  th ings  as  h a p p e n e d  jus t  r e c e n t l y  
i n  P h i l a d e l p h i a .  A l ady  was  found to be i n c o m p e t e n t  to h a n d l e  h e r  
a f f a i r s  and the c o u r t  appo in t ed  s o m e o n e  to t ake  o v e r .  He found in a 
s a f e  d e p o s i t  box in a n o t h e r  bank  $1 m i l l i o n .  To o u r  a d v a n t a g e ,  the 
m o n e y  m o v e d  to an a c c o u n t  in o u r  bank.  

Now, we a r e  c e r t a i n l y  a w a r e  of the  fac t  tha t  t h e r e  is  a t r e m e n d o u s  
a m o u n t  of, s h a l l  we s a y ,  p s y c h o l o g y  invo lved  h e r e .  U n l e s s  the  bank ing  
s y s t e m  c a n  d e v e l o p  a p lan ,  and u n l e s s  t h e r e  is  a s s u r a n c e  f r o m  the  
G o v e r n m e n t  a u t h o r i t i e s  tha t  t h e r e  wi l l  be s o l v e n c y  to o u r  f i n a n c i a l  
s y s t e m ,  it  would c e r t a i n l y  be h u m a n  n a t u r e ,  u n l e s s  o t h e r w i s e  p r e -  
ven ted ,  to g r a b  a s  m u c h  of y o u r  c a s h  and v a l u a b l e s  as  p o s s i b l e  and t ake  
t h e m  wi th  you .  We a r e  hop ing  tha t  we c a n  a c h i e v e  th i s  o b j e c t i v e  and 
tha t  p e o p l e  wi l l  h a v e  c o n f i d e n c e  in the f i n a n c i a l  s y s t e m ;  tha t  t h e y  wi l l  
r e c o g n i z e  tha t  t h e i r  c h e c k s  cou ld  be as  good as  m o n e y .  If s u c h  is  the 
c a s e ,  we th ink  a job c a n  be done .  O t h e r w i s e ,  i f  t h e r e  is  any  l o s s  of 
c o n f i d e n c e ,  we c a n  s e e  no th ing  but c h a o s .  
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P r e p a r e d n e s s  m e a s u r e s  in the a r e a  of c u r r e n c y  o p e r a t i o n s  m u s t  
c o n s i d e r  the n e e d  fo r  the s t o r a g e  of r e s e r v e  s u p p l i e s  of c u r r e n c y  and 
the " w h e r e "  and "how"  of the d i s t r i b u t i o n .  Should t h e s e  r e s e r v e s  be 
c e n t r a l i z e d  o r  is  g e o g r a p h i c a l  d i s t r i b u t i o n  on a w i d e - s c a l e  b a s i s  
d e s i r a b l e ?  Should t h e r e  be a p r i n t i n g  of c u r r e n c y  in a s p e c i a l  f o r m  
for  e m e r g e n c y  u s e ?  Should d i s t r i b u t i o n  d u r i n g  an e m e r g e n c y  be a c c o m -  
p l i s h e d  t h r o u g h  c o m m e r c i a l  banks  and, if so,  who shou ld  appoin t  t h e s e  
a g e n t s  ? The m a t t e r  of d i s t r i b u t i o n  agen t s  opens  up a h o s t  of o t h e r  con -  
s i d e r a t i o n s ,  s u c h  as the s e l e c t i o n  of g e o g r a p h i c a l  l o c a t i o n s ,  m i n d f u l  of 
n o r m a l  t r a d e  c h a n n e l s  and t r a n s p o r t a t i o n  f a c i l i t i e s ;  a d e q u a c y  of vaul t  
a c c o m m o d a t i o n s ,  c o n s i d e r i n g  s p a c e ,  a l a r m s , ,  and p r o t e c t i o n  s y s t e m s ;  
a v a i l a b i l i t y  of p e r s o n n e l ;  i n t e r n a l  audi t  c o n t r o l s ;  and the  m a n n e r  of m a k i n g  
d e l i v e r i e s  of s u p p l i e s  a m o n g  p a r t i c i p a t i n g  banks .  The  n o r m a l  c u r r e n c y  
flow in a p a r t i c u l a r  a r e a ,  that  is ,  w h e t h e r  u n d e r  o r d i n a r y  c o n d i t i o n s  
banks  a c c u m u l a t e  o r  m u s t  r e q u i s i t i o n  cash ,  would have  a b e a r i n g  on the 
p lann ing .  C l o s e l y  ak in  to c a s h  t r a n s f e r s  a r e  the  t r a n s f e r s  of funds  
t h roughou t  the c o u n t r y  by w i r e ,  which  m u s t  be i nc luded  in the p r e p a r a t o r y  
m o v e s .  

In c o n s i d e r i n g  the m a t t e r  of c r e d i t  in the p o s t a t t a c k  p e r i o d ,  we a r e  
f a c e d  with s o m e  p e r p l e x i n g  p r o b l e m s .  To beg in  with,  t h e r e  a r e  two 
d i s t i n c t  v i e w p o i n t s  as  to w h e t h e r  banks  shou ld  r e m a i n  open  o r  shou ld  
i m m e d i a t e l y  be c l o s e d  fo l lowing  a s e r i o u s  a s s a u l t ,  ba sed  l a r g e l y  on o n e ' s  
j u d g m e n t  of the p r o b a b l e  r e a c t i o n s  of the peop le .  T h e r e  a r e  t h o s e  who 
f avo r  a g e n e r a l  bank ing  ho l iday  o r  m o r a t o r i u m  in o r d e r  to g ive  b a n k e r s  
and s u p e r v i s o r y  a u t h o r i t i e s  an o p p o r t u n i t y  to a p p r a i s e  the  t e m p e r  of the  
publ ic  d u r i n g  a " c o o l i n g  off" p e r i o d .  Th i s  a l s o  would  s e r v e  to p r e v e n t  
h o a r d e r s  f r o m  hav ing  a c c e s s  to funds  unt i l  r e g u l a r  c o n t r o l  r e g u l a t i o n s  
could be m a d e  e f f ec t i ve .  

The  oppos i t e  v iewpoin t  s e e s  the a d v a n t a g e s  of u n i n t e r r u p t e d  bank ing  
s e r v i c e s ,  e s p e c i a l l y  in u n d a m a g e d  a r e a s  w h e r e  the  n e e d  fo r  s e r v i c e  would 
be con t inuous .  Banks  in f r i n g e  a r e a s  migh t  be g iven  d i s c r e t i o n a r y  
a u t h o r i t y  to r e o p e n  e i t h e r  on a fu l ly  or  on a l i m i t e d  b a s i s ,  with the  
o b j e c t i v e  a lways  the n a t i o n a l  i n t e r e s t .  An a r g u m e n t  in f a v o r  of i nd iv idua l  
d i s c r e t i o n  is  the  p o s s i b i l i t y  ~hat bank s u p e r v i s o r y  a u t h o r i t i e s  in  the f r i n g e  
a r e a s  m a y  s u f f e r  s e v e r e  l o s s e s  o r  m a y b e  s w a m p e d  with o t h e r  problems~ 
at such  a t i m e .  As  a p r a c t i c a l  m a t t e r ,  d e c i s i o n s  with r e s p e c t  to c l o s i n g s  
m i g h t  be m a d e  at the  c l e a r i n g h o u s e  or  r e g i o n a l  l e v e l  if d i s c r e t i o n a r y  
p o w e r s  w e r e  g r a n t e d .  

I r r e s p e c t i v e  of the f o r m  t h e s e  e m e r g e n c y  r e g u l a t i o n s  should  take ,  it 
is i m p o r t a n t  that  m o n e y  on depos i t ,  p a r t i c u l a r l y  d e m a n d  d e p o s i t s  should  
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be made available as soon as possible. The impairment of the use of 
money for any extended period would contribute to economic collapse. 
This will be evident when it is realized that demand deposits represent 
roughly 80 percent of the money supply of the country. In order to 
maintain economic activity in the postattack period, therefore,-the 
early access to money, whether in the form of currency or bank deposits, 

is essential. 

The a v a i l a b i l i t y  of c r e d i t  a l s o  ts  an  e s s e n t i a l  in the  e a r l y  p o s t a t t a c k  
p e r i o d .  The  o b j e c t i v e s  in th i s  a r e a  would i n c l u d e  p r e p a r a t i o n s  to m a k e  
it p o s s i b l e  f o r  both u n d a m a g e d  and p a r t l y  d a m a g e d  b u s i n e s s e s  to c o n t i n u e  
to o p e r a t e  and p r o d u c e .  U n d a m a g e d  e n t e r p r i s e s  m i g h t  need  new c o m -  
m i t m e n t s  if  e x i s t i n g  l i n e s  of c r e d i t  could  not be a c c o m m o d a t e d .  C o n c e r n s  
with  p a r t i a l l y  d e s t r o y e d  f a c i l i t i e s  would need  funds  to p r o d u c e ,  wi th  w h a t -  
e v e r  p h y s i c a l  r e s o u r c e s  r e m a i n ,  as  we l l  as  to f i n a n c e  e s s e n t i a l  r e c o n -  
s t r u c t i o n  a s  r a p i d l y  as  c o n d i t i o n s  p e r m i t .  The  m e c h a n i c s  of the a r r a n g e -  
m e n t s  fo r  c r e d i t  a c c o m m o d a t i o n s  c a n n o t  be c o m p l e t e d  p e n d i n g  the 
e s t a b l i s h m e n t  of the  g e n e r a l  r e h a b i l i t a t i o n  p a t t e r n  at the n a t i o n a l  l e v e l .  

T h e s e  p l a n s  constitute the  r e a d i n e s s  p r o g r a m  fo r  e m e r g e n c y  o p e r a -  
t i ons  in bank ing .  A l l  of the  p r o p o s e d  m e a s u r e s  and a r r a n g e m e n t s  a r e  
d e s i g n e d  to a s s u r e  c o n t i n u i t y  of o p e r a t i o n s  in the e v e n t  of a t t a c k ,  and 
fo l l owing  a d i s r u p t i o n  in a c t i v i t i e s ,  the r e s t o r a t i o n  of e s s e n t i a l  f u n c t i o n s  
with a m i n i m u m  of d e l a y .  C e r t a i n  p h a s e s  of the p r o g r a m  h a v e  not  b e e n  
c o m p l e t e d ;  o t h e r s  m a y  need  r e v i s i o n  in the l ight  of f u t u r e  d e v e l o p m e n t s .  
If the  p l a n n i n g  would be e f f e c t i v e ,  it  m u s t  be kept  f lu id .  

In s u m m a r y ,  m a y  I r e i t e r a t e  a few s i g n i f i c a n t  po in t s .  As you  know,  
t h e r e  has  b e e n  and s t i l l  is  a w i d e s p r e a d  apa thy  o r  i n d i f f e r e n c e  t o w a r d  
the e x p o s u r e  and c o n s e q u e n c e s  w h i c h  a r e  e v e r  p r e s e n t  in o u r  m o d e r n  
w o r l d .  In one r e s p e c  t , we a r e  r e a l i s t i c  as  we p o n d e r  the  nex t  s t e p  in 
m a n ' s  e f fo r t  to p e n e t r a t e  the  unknown;  on the o t h e r  hand ,  we a r e  I n c l i n e d  
to c l o s e  o u r  e y e s  in the  s m u g n e s s . o f  a f a l s e  s e c u r i t y  o r  d i s b e l i e f  in 
p r e s e n t - d a y  r e a l i t i e s .  At the o t h e r  e x t r e m e  a r e  the  p e o p l e  who s a y ,  
" W h a t ' s  the  u s e ? "  T h e r e  a r e  a l w a y s  s o m e  peop le  l ike  the  f e l l ow  who 
sa id :  " W h a t ' s  the u s e  of do ing  a n y t h i n g ?  ff it h a p p e n s ,  we a r e  a l l  go ing  
to be k i l l e d .  Why shou ld  I l e a r n  a n y t h i n g  about  f i r s t  a i d ? "  Wel l ,  we c a n  
s t i l l  s a v e  a lot  of l i v e s  if  we l e a r n  about  f i r s t  a id .  The  bank ing  f r a t e r n i t y  
is not  r e m o v e d  f r o m  th i s  s p h e r e  of th ink ing .  One of the big t a s k s  c o n -  
f r o n t i n g  the  p l a n n e r s  f o r  e m e r g e n c y  o p e r a t i o n s  in bank ing  is  how to 
develol~ an  a p p r e c i a t i o n  of the u r g e n c y  of e n l i s t i n g  the w h o l e h e a r t e d  
s u p p o r t  of a l l  the c o m m e r c i a l  and s a v i n g s  b a n k e r s  t h r o u g h o u t  the c o u n t r y .  
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S e c o n d l y ,  I th ink  you  r e c o g n i z e  tha t  the p r o b l e m s  a t t e n d a n t  wi th  
e m e r g e n c y  p l ann ing  f o r  banks  a r e  m a n y .  No one c a n  r e a l l y  know what  
a l a r g e - s c a l e  n u c l e a r  a t t a c k  upon the Uni ted  S t a t e s  would be l ike .  The  
d e v a s t a t i n g  p o w e r  of the H - b o m b  and the d e l a y e d  a c t i o n  h o r r o r s  of 
r a d i o a c t i v e  f a l lou t  a r e  a l m o s t  beyond  c o m p r e h e n s i o n .  E v e n  if  t h e s e  
u n k n o w n s  could  be a n t i c i p a t e d  with s o m e  d e g r e e  of a c c u r a c y ,  the job 
a s s u m e s  e n o r m o u s  p r o p o r t i o n s .  A l though  the p r o b l e m s  to be r e c k o n e d  
with a r e  m a n y ,  t h e s e  m i g h t  s e e m  s m a l l  when  c o m p a r e d  wi th  the  d i f f i -  
c u l t i e s  c o n f r o n t i n g  the  s u r v i v i n g  m e m b e r s  of the s t a f f s  of d e s t r o y e d  
banks  which  have  g i v e n  no thought  to p r e p a r e d n e s s  p l ann ing .  

T h i r d l y ,  the need  fo r  c o n s i d e r a b l e  f l e x i b i l i t y  in the m a t t e r  of 
d e f e n s e  p l a n s  a m o n g  b a n k s  is  a x i o m a t i c .  L a r g e  b a n k s  wi th  b r a n c h  
s y s t e m s  m a y  c o n s i d e r  it a d v i s a b l e  to se t  up d e f e n s e  o r g a n i z a t i o n s  with  
r e l a t i v e l y  e l a b o r a t e  p r o g r a m s ;  s m a l l  i n s t i t u t i o n s  m a y  f ee l  that  s i m p l e  
p r o t e c t i v e  m e a s u r e s  f o r m u l a t e d  at the r e g i o n a l  l e v e l  wi l l  s u f f i c e .  The  
p l ans  of the m e t r o p o l i t a n b a n k m a y b e  g r e a t l y  d i f f e r e n t  f r o m  t h o s e  of 
i t s  r u r a l  c o r r e s p o n d e n t .  The  p r o c e d u r e s  fo r  the s a v i n g  fund s o c i e t y  
m a y  v a r y  f r o m  t h o s e  p r o p o s e d  fo r  the c o m m e r c i a l  bank o r  t r u s t  c o m -  
pany .  V a r i a t i o n s  in p r o g r a m s  wi l l  ex i s t ,  but the i m p o r t a n t  c o n s i d e r a t i o n  
is  that  e v e r y  bank  shou ld  have  a p lan ,  m a k i n g  i t s  own d e c i s i o n  as  to i ts  
n a t u r e  and s c o p e .  

F o u r t h l y ,  the r e a d i n e s s  p r o g r a m  for  banks  is p r e d i c t e d  on a 
c o o r d i n a t e d  e f fo r t .  The  p l a n n i n g  p r o g r a m  of i n d i v i d u a l  banks  m u s t  be 
c o o r d i n a t e d  with  the p l ann ing  fo r  the F e d e r a l  R e s e r v e  banks ,  and 
Reserve bank planning must be coordinated with Government planning. 
So far we have been extremely pleased with the cooperation existing 
among the various agencies and those involved in banking--the Federal 
Reserve and others. The machinery will be put in motion at the national 
level through the issuance of Executive orders. TheReserve banks at 
the regional level will provide for the continuance of currency distri- 
bution, check collection, and other central bank functions. The commer- 
cial and savings banks will set up programs for their own institutions, 
providing for protection of personnel, continuity of management, alternate 
headquarters, protection of physical properties, and protection of 
essential records. The program for banks will tie in with activities at 
other levels in providing for collection of checks, currency operations, 
customer participation, and credit. 

L a s t l y ,  a l l  that  I h a v e  sa id  t o d a y  adds  up to a job f o r  bank m a n a g e -  
m e n t .  The  Off ice  of D e f e n s e  M o b i l i z a t i o n ,  the F e d e r a l  R e s e r v e  B o a r d ,  
the T r e a s u r y  D e p a r t m e n t ,  v a r i o u s  s u p e r v i s o r y  a g e n c i e s ,  and c o m m i t t e e s  
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of b a n k e r s  have  a l l  c o o p e r a t e d  in l ay ing  the g r o u n d w o r k .  The r e s u l t s  
of t h e i r  e f f o r t s  wi l l  be m e a s u r e d  in the e f f e c t i v e  a c c e p t a n c e  of the p r o -  
g r a m  by the b a n k e r s  t h r o u g h o u t  the c o u n t r y .  A m e r i c a n  b a n k e r s  as  a 
g roup  have  a l w a y s  b e e n  l e a d e r s  in the  c o m m u n i t y - - t h e y  h a v e  long 
c a r r i e d  out t h e i r  r e s p o n s i b i l i t i e s  in the  c i t i e s  and towns  in which  they  
l ive .  The  p r o g r a m  to r e a d y  b a n k s  a g a i n s t  the  d a n g e r s  of n u c l e a r  a t t a c k  
is  a r e s p o n s i b i l i t y  t hey  have  b e e n  a s k e d  to a c c e p t .  I a m  c o n f i d e n t  that  
t hey  wi l l .  

I wi l l  be glad to t r y  to a n s w e r  any q u e s t i o n s  that  you h a v e .  

QUESTION:  I c a n  s e e  how y o u r  e m e r g e n c y  p l an  would be e f f e c t i v e  
in the long t e r m  o r  w h e r e  r e c o n s t r u c t i o n  o r  o u t s t a n d i n g  d e b t s  a r e  in-  
vo lved .  But in c a s e  of an e m e r g e n c y  s h o u l d n ' t  the c h e c k s  be he ld  as  
b a r t e r  i t e m s  at the l o c a l  l eve l ;  and le t  the l o c a l  bank,  if t h e r e  is one ,  
o r  w h o e v e r  is  t h e r e ,  hold t h e m  p r o v i s i o n a l l y ,  r a t h e r  t han  t r y i n g  to 
c l e a r  t h e m  t h r o u g h  a n o t h e r  b a n k ?  In o t h e r  w o r d s ,  t hey  a r e  on ly  t a k e n  
at f a c e  va lue ;  and if the p lan  would p e r m i t  a m a x i m u m  o r  a c e r t a i n  
a m o u n t  and no m o r e  to be u sed  f o r  l o c a l  p u r p o s e s ,  then  those  c h e c k s  
would f loa t  r i g h t  a r o u n d  in the l o c a l i t y  wi thout  going t h r o u g h  the  c l e a r -  
ing p r o c e s s .  

MR.  C O O P E R :  The c h e c k s  tha t  a r e  good wi l l  be r e a d i l y  c l e a r e d  and 
the funds  m a d e  a v a i l a b l e .  

QUESTION:  I a m  only  w o r r i e d  about  the f i r s t  few d a y s  of the 
e m e r g e n c y .  It s e e m s  to m e  that  as  a m a t t e r  of s u r v i v a l  you have  to 
t ake  t h e s e  c h e c k s  at  t h e i r  f ace  va lue  and le t  t h e m  c i r c u l a t e  a r o u n d  as  
c a s h .  

MR.  C O O P E R :  You a r e  p e r f e c t l y  r i gh t .  H o w e v e r ,  if g u a r a n t e e  of 
d e p o s i t s  o r  i n d e m n i f i c a t i o n  of a s s e t s  is  a v a i l a b l e ,  we have  t hen  the  f a c i l -  
i t i e s  fo r  the p r o v i s i o n a l  c r e d i t .  T h e n  it is  m u c h  e a s i e r  and m o r e  s i m p l e  
fo r  the i n d i v i d u a l  o r  b u s i n e s s m a n  o r  the  peop l e  in that  town to u s e  t h e i r  
own c h e c k i n g  a c c o u n t s ,  b e c a u s e  the funds  wi l l  be a v a i l a b l e  to t h e m .  If 
tha t  i s n ' t  a v a i l a b l e ,  t hen  s o m e b o d y - - i n  th is  i l l u s t r a t i o n  the  S p r i n g f i e l d  
bank,  which  was  h o l d i n g  the  c h e c k  f o r  $10, O00- -would  n e v e r  get  t h e i r  
m o n e y .  

QUESTION:  I a m  th ink ing  of p r o v i s i o n  b e i n g  m a d e  in the l o c a l  a r e a  
r a t h e r  than  be ing  c e n t r a l i z e d .  

MR, C O O P E R :  T h e r e  is one  o t h e r  p r a t i c a l  p r o b l e m ,  and that  is 
tha t  we would want  the  c h e c k s  held  and the c h e c k s  c o n s o l i d a t e d  at a few 
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po in t s  r a t h e r  than  at  m a n y  po in t s .  In o t h e r  w o r d s ,  if  y o u r  d r a w e e  
bank is  the  New Y o r k  bank,  r a t h e r  than  h a v i n g  p o s s i b l y  14 ,000  b a n k s  
t h r o u g h o u t  the c o u n t r y  a l l  ho ld ing  c h e c k s  on that  New Y o r k  bank,  t hey  
would c o m e  on t h r o u g h  and at s o m e  point  a long  the  l ine  t h e y  would be 
he ld  and c o n s o l i d a t e d .  

QUESTION:  The  i l l u s t r a t i o n s  tha t  you  gave  a r e  of c h e c k s  tha t  had 
b e e n  d r a w n  p r i o r  to th is  d e v a s t a t i o n .  Suppose ,  now, tha t  I have  m y  
m o n e y  in a l o c a l  bank  h e r e  and I don ' t  have  m u c h  c a s h  in m y  p o c k e t  and 
th i s  bank  s u d d e n l y  d i s a p p e a r s .  What  is  go ing  to h a p p e n  to m y  m o n e y  
w h i c h  is  in tha t  b a n k ?  I want  to get  it out now, but the bank  is  no l o n g e r  
t h e r e .  Can  I w r i t e  a c h e c k  on tha t  bank and t ake  it down to a n o t h e r  bank  
that  i s  t h e r e  and h a v e  t h e m  h o n o r  it ? 

MR.  C O O P E R :  You cou ld ,  y e s ,  if th i s  p l an  is  put in to  e f f ec t .  

QUESTION:  Wil l  the  o t h e r  bank h o n o r  i t ?  

MR.  C O O P E R :  Yes ,  p r o v i d i n g  that  th i s  bank ing  c o m m i t t e e ' s  p l an  
fo r  i n d e m n i f i c a t i o n  is  in e f f ec t .  Yes ,  s i r .  

QUESTION:  You did not d i s c u s s  the  p o s s i b i l i t y  of a r u n  by the 
d e p o s i t o r s  on t h e i r  a c c o u n t s  and a bank  not  p o s s e s s i n g  the  n e c e s s a r y  
funds  to m e e t  al{ t h e i r  d e m a n d s .  Would y o u r  p lan  p r o v i d e  f o r  p o s s i b l y  
a o n e - d a y  o r  t w o - d a y  m o r a t o r i u m  to e n a b l e  tha t  bank to get  p r e p a r e d ?  

MR.  C O O P E R :  Yes .  But we a r e  hop ing  that  p e o p l e  wi l l  have  c o n -  
f i d e n c e  in  the f i n a n c i a l  s y s t e m  and not m a k e  a r u n  on t h e i r  banks .  T h e r e  
wi l l  have  to be d i s c r e t i o n a r y  p o w e r  s o m e w h e r e  a long  the l ine  to t e m p o -  
r a r i l y  c l o s e  down if tha t  shou ld  o c c u r .  If peop le  s t a r t  a r u n  on a bank,  
it wi l l  h a v e  to c l o s e  down long enough  so  that  the c h e c k s  can  be h a n d l e d  
and p r o c e s s e d .  I th ink  about  80 p e r c e n t  of the t r a n s a c t i o n s  of the c o u n t r y  
t oday  a r e  by c h e c k .  So that  shou ld  c o n t i n u e .  

You a r e  a b s o l u t e l y  r i g h t .  T h e r e  wi l l  not  be enough  m o n e y  to go 
a r o u n d .  It would have  to be r a t i o n e d  out s o m e h o w .  

QUESTION:  Suppose  tha t  th i s  r u n  on the bank took p l a c e  o v e r  a 
l o n g e r  p e r i o d  of t i m e  in a n t i c i p a t i o n  of an a t t a ck ,  and peop le  took m o r e  
and m o r e  m o n e y  out of the bank and put it u n d e r  the m a t t r e s s  o r  in a 
s a f e  d e p o s i t  box.  To  what  ex t en t  would th i s  have  to h a p p e n  b e f o r e  the  
bank ing  s y s t e m  would r e a l l y  be u p s e t  ? 
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MR. C O O P E R :  Not too long.  In fac t ,  s o m e  y e a r s  ago  we had qu i t e  
a bit  of t r o u b l e  in the bank ing  s y s t e m  in that  r e g a r d .  A f t e r  a bank has  
u sed  up i t s  a v a i l a b l e  c a s h ,  i t s  a v a i l a b l e  funds  that  it m i g h t  h a v e  above  
i t s  r e q u i r e m e n t s  fo r  r e s e r v e  and o t h e r  th ings ,  the on ly  way  they  c a n  
get  m o n e y  fo r  t h e i r  d e p o s i t o r s  is to get  it back  f r o m  c u s t o m e r s  who 
have  b o r r o w e d  it o r  f r o m  s e l l i n g  i n v e s t m e n t  s e c u r i t i e s .  

Now, t h e y  m a y  have  m i l l i o n s  of d o l l a r s  i n v e s t e d  in m o r t g a g e s .  
T h e y  a r e  go ing  to get  that  back  o v e r  a p e r i o d  of t i m e  e x c e p t  in  a few 
c a s e s .  G e n e r a l l y  s p e a k i n g ,  you ge t  it back  o v e r  a p e r i o d  of 10, 20, 
30 y e a r s .  But c e r t a i n l y  if  you t r i e d  to c a l l  that  a l l  in, you  w o u l d n ' t  
have  a c h a n c e .  

o r  

Also  a bank  has  the p r i v i l e g e  of b o r r o w i n g  f r o m  the  F e d e r a l  R e s e r v e  
on r e d i s c o u n t .  B e s i d e s  that ,  we h a v e  today  what  was  not  a v a i l a b l e  in 
the e a r l y  d a y s - - t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  wh ich  can  t ake  
o v e r  if a bank  is  in c r i t i c a l  s h a p e .  

The  who le  th ing  is r e a l l y  the c o n f i d e n c e  of the  peop l e  in the  f i n a n c i a l  
s y s t e m .  Tha t  is t r e m e n d o u s l y  i m p o r t a n t .  

QUESTION:  What  a r e  you d o i n g  about  pu t t ing  y o u r  r e c o r d s  u n d e r  
the  g r o u n d  ? That  s e e m s  to be the b e s t  way  of m a i n t a i n i n g  r e c o r d s .  

MR.  C O O P E R :  I th ink  t h e r e  is a lot of c o n f u s i o n  at  the  m o m e n t  
on tha t .  In o u r  l o c a l  Sunday  p a p e r  a few w e e k s  ago  t h e r e  was  s o r t  of a 
d e b a t e  b e t w e e n  the  c i v i l  d e f e n s e  d i r e c t o r s  of the c i t y  and the S ta te .  
One was  s u g g e s t i n g  that  t hey  would h a v e  to bui ld  a lot  of s h e l t e r s  in the  
c i t y ,  and the o t h e r  was  s u g g e s t i n g  tha t  the  on ly  way out was  e v a c u a t i o n .  

Now, I d o n ' t  know what  the d e c i s i o n  wi l l  be.  The  t e n d e n c y  and the  
m o v e m e n t s  up to th i s  point  have  b e e n  f o r  the banks  to p r o v i d e  f o r  s t o r i n g  
t h e i r  r e c o r d s  at  s o m e  p l a c e - - i t  u sed  to be 20 m i l e s  out,  but now it is  
a coup le  of h u n d r e d  m i l e s  o u t - - a w a y  f r o m  the c i t y  and h a v e  the  s i t e  
m a i n t a i n e d .  T h e r e  a r e  c o m m e r c i a l  ou t f i t s  a l s o  o f f e r i n g  s p a c e  to banks  
f o r  tha t  p u r p o s e  today .  But g e n e r a l l y  s p e a k i n g ,  m o s t  of t h e m  wi l l  p r o -  
v ide  f o r  s t o r a g e  at  s o m e  r e m o t e  spot .  

QUESTION: I ge t  the  i m p r e s s i o n  tha t  th i s  p lan  of y o u r s  i s  a v o l u n t a r y  
p lan  and tha t  b a n k s  c a n  e i t h e r  p a r t i c i p a t e  o r  not  as  t hey  want .  D o n ' t  you  
th ink  t h e y  shou ld  be  f o r c e d  to do s o m e t h i n g  l ike  tha t  and not  j u s t  have  you  
t r y i n g  to f o r c e  s o m e  s u c h  p lan  down t h e i r  t h r o a t s  ? 
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M R .  C O O P E R :  Y e s .  We a r e  t r y i n g  to  s e l l  i t .  

Q U E S T I O N :  I t h i n k  i t  i s  a l l  r i g h t  to  g e t  a b a s i c  p l a n  d r a w n  up ,  
e v e n t u a l l y  I t h i n k  we  a r e  g o i n g  to h a v e  to  d e p e n d  on  t h e  G o v e r n m e n t  
f o r c i n g  t h e  b a n k s  to  d o  i t .  

b u t  

M R .  C O O P E R :  Y e s .  A t  t h e  m o m e n t  i t  i s  v o l u n t a r y .  We a r e  d o i n g  
s o m e  m i s s i o n a r y  w o r k .  

P o s s i b l y  in  t h e  n e x t  y e a r  o r  s o ,  a f t e r  t h i s  m a t e r i a l  i s  a v a i l a b l e  f o r  
t h e i r  g u i d a n c e ,  w h e n  t h e  e x a m i n i n g  a u t h o r i t i e s  c o m e  in  p e r i o d i c a l l y  o n c e  
o r  t w i c e  a y e a r ,  i f  t h e y  a r e  nb~ s a t i s f i e d  w i t h  w h a t  t h e  b a n k  i s  d o i n g ,  t h e y  
c a n  i n c o r p o r a t e  t h a t  i n  t h e i r  r e p o r t  to  t h e  b o a r d  o f  d i r e c t o r s .  A f t e r  e a c h  
e x a m i n a t i o n  t h e  b o a r d  o f  d i r e c t o r s  g e t s  a r e p o r t ,  i n  w h i c h  t h e  e x a m i n e r s  
c a n  t a k e  m a n a g e m e n t  a p a r t ,  c a n  c r i t i c i z e  m a n a g e m e n t  i f  t h e y  w a n t  to .  
T h e y  c a n  c a l l  t h i s  to  t h e  a t t e n t i o n  of  t h e  b o a r d .  T h e n  b e y o n d  t h a t ,  i f  t h e r e  
i s  a n y  r e a l  e n f o r c e m e n t ,  i t  w o u l d  h a v e  to  be a l o n g  t h e  l i n e s  t h a t  we  h a v e  
t o d a y .  I c a n  be  r e m o v e d  f r o m  o f f i c e .  T h e  b o a r d  c a n  t a k e  t h e  m a n a g e -  
m e n t  o u t .  

Q U E S T I O N :  W h a t  i f  t h e  b a n k  i s  no t  p a r t  o f  t h e  F e d e r a l  R e s e r v e  
S y s t e m  ? 

M R .  C O O P E R :  T h e r e  a r e  m o r e  t h a t  a r e  n o t  t h a n  a r e  in  t h e  c o u n t r y .  
In  r o u n d  n u m b e r s  t h e r e  a r e l 4 ,  000 b a n k s ,  and  m o s t  a l l  o f  t h e m  a r e  
m e m b e r s  of  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  s y s t e m .  A l l  o f  t h e m  h a v e  t h e i r  
c h a r t e r s  e i t h e r  f r o m  t h e  S t a t e  o r  f r o m  t h e  n a t i o n a l  a u t h o r i t y .  R i g h t  a t  
t h e  m o m e n t  we  a r e  g e t t i n g  s p l e n d i d  c o o p e r a t i o n  f r o m  t h e  N a t i o n a l  A s s o -  
c i a t i o n  of  S t a t e  B a n k  S u p e r v i s o r s .  So we g e t  a l l  o f  t h e m  s o m e w h e r e  
a l o n g  t h e  l i n e .  

A l s o  t h e r e  i s  o n e  m o r e  i t e m  t h a t  c o u l d  be  r e a l l y  t h e  c l i m a x .  If a 
b a n k  w a n t s  to  g e t  a n y  b e n e f i t  f r o m  t h e  i n d e m n i f i c a t i o n  of  a s s e t s  o r  t h e  
g u a r a n t e e  o f  d e p o s i t s ,  i t  i s  q u i t e  l i k e l y  to  be  a c o n d i t i o n  t h a t  t h e y  m u s t  
h a v e  a p r o g r a m  of  t h e i r  o w n .  In o t h e r  w o r d s ,  t h e y  c a n n o t  c o l l e c t  o n  
t h e i r  a s s e t s  u n l e s s  t h e y  h a v e  s e t  up  a p r o g r a m ,  a n d  i t  h a s  to  be  d o n e  
i n  a w a y  t h a t  i s  s a t i s f a c t o r y  to  t h e  s u p e r v i s o r y  a u t h o r i t i e s .  

Q U E S T I O N :  Y o u  t o u c h e d  on  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a -  
t i o n .  U n d e r  y o u r  p l a n  w h e r e  and  w h e n  and  to  w h a t  e x t e n t  d o e s  i t  b e c o m e  
i n v o l v e d  ? 
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MR. COOPER:  T h e y  b e c o m e  invo lved  only  in a bank f a i l u r e ;  o r  in 
r e c e n t  y e a r s ,  when  a bank is  on the b r i n k  of f i n a n c i a l  t r o u b l e ,  t hey  wi l l  
s t ep  in  to p r e s e r v e  what  is  t h e r e  and r e h a b i l i t a t e  the  s i t u a t i o n  by e f f e c t -  
ing a m e r g e r  with a good,  s o l v e n t  bank.  But they  would pay off d e -  
p o s i t o r s  only  in the c a s e  of a f a i l u r e .  

T h e y  have  a s u b s t a n t i a l  r e s e r v e  fund, w h i c h m a n y  p e o p l e  don ' t  
r e a l i z e ,  which  has  b e e n  bui l t  up by the banks  t h e m s e l v e s .  A l s o  they  
have  b o r r o w i n g  a u t h o r i t y  of $3 b i l l i o n  f r o m  the T r e a s u r y .  That ,  p lus  the 
c a p i t a l  p o s i t i o n  of the  banks  today,  puts  us in m u c h  b e t t e r  p o s i t i o n  than  
the bank ing  s y s t e m  has  e v e r  b e e n  in h i s t o r y .  

QUESTION: Did the  B r i t i s h  and G e r m a n s  u se  a s i m i l a r  s y s t e m  
d u r i n g  the  l a s t  w a r ?  

MR. COOPER:  They  have  qu i t e  a d i f f e r e n t  bank ing  s y s t e m  than  we 
do. T h e y  did not,  and s t i l l  do not,  have  the c h e c k  h a n d l i n g  that  we h a v e  
h e r e ,  wh ich  c r e a t e s  so m a n y  of t h e s e  p r o b l e m s .  They  b a s i c a l l y  w o r k e d  
off l oca t ion .  

T h e r e  was  a v e r y  i n t e r e s t i n g  book w r i t t e n  by one B r i t i s h  b a n k e r  
w h i c h  e x p l a i n s  how they  o p e r a t e d  d u r i n g  the wa r  y e a r s  o v e r  t h e r e  by 
hav ing  t h e i r  b o o k k e e p i n g  and o t h e r  work  hand led  at s o m e  e s t a t e  m i l e s  
away  f r o m  London.  They  p r o v i d e d  fo r  the p r o t e c t i o n  of t h e i r  r e c o r d s  
t h e r e .  But I th ink  you wi l l  a g r e e  with m e  that  the p o s s i b i l i t i e s  t oday  so  
f a r  as  d a m a g e  is  c o n c e r n e d  a r e  qu i te  d i f f e r e n t  than  they  w e r e  in t h o s e  
days .  I b e l i e v e  they  r e l i e d  a g r e a t  dea l  on the h o n e s t y  and i n t e g r i t y  of 
t h e i r  d e p o s i t o r s  in m a k i n g  c l a i m s  d u r i n g  the r e c o n s t r u c t i o n  o r  r e s t o -  
r a t i o n  p e r i o d .  Our  big p r o b l e m  in the A m e r i c a n  bank ing  s y s t e m  is  t h e s e  
10 b i l l i on  p i e c e s  of p a p e r  that  have  to be hand led  e v e r y  y e a r ,  and it i s  
e v e r  i n c r e a s i n g .  

C O L O N E L  BILBO: Mr.  C o o p e r ,  it i s  v e r y  e n c o u r a g i n g  to know 
that  s o m e o n e  is  p l a n n i n g  fo r  the  fu tu re  s a f e t y  of o u r  m o n e y  fo r  t h o s e  
of us who have  it.  We a r e  p a r t i c u l a r l y  glad that  you a r e  do ing  it.  On 
b e h a l f  of the C o m m a n d a n t  and the  s t uden t  body,  I wish  to thank you fo r  
a s t i m u l a t i n g ,  i n t e r e s t i n g ,  and i n f o r m a t i v e  l e c t u r e .  Thank  you,  s i r .  

(6 June  1 9 5 8 - - 4 , 2 6 0 ) B / b n : m g a  
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