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The Federal Reservée System was made possible by an Aot of
Uohgress approved December 23, 1913, and was krown ss the Pedrral

’

Reserve Aete The tille of the ‘2zt desoribes exastily whet ib vas

3

‘ }inﬁenﬁéﬂ‘te db'* an Acﬁ to provide for the ceteblishment of ocur
Faderal 3eserVeAbanks§ e furnish an elustic cwrency, and to af-
fé?éﬁmeans df‘re&isabuntiﬂg commercisl ;aper»'
Prior éb‘ﬁhé‘passage of that Act we hed, as we have now, two
kinde of banks ;‘Naticnal and Stetes ‘he State varks were operated _
“éntirely under state laﬁéc The National Banking System was esteb=
liched at ‘the slose of the Civil War in 1864 and was :E'ound to be
imperfect in meny res;ectse &1thaugh the best that‘eouiﬁ be de-
vised at‘th%t time, it did nat provide for the mobilization of
E reserWGé in'central points in the United Stabes,
xn 190? this country had a‘very>serlaus paniec. A comnission,
knawn 68 t&a ﬂatienal Ecﬂatary Cammis&men, was appeintsd with the I
ﬂQawer to laek 1ntc our hanking ayﬁtem.wath the ides 1n wind of
determinéng whethﬁr or net & law gould be drawn to sorreet the
eviles exisbing thay &1lowed paaics o fcfm and ocnused ﬁisturb&na@
Lo busines%‘amﬁ inﬁuatréﬁl conditions. This Commission consisbed
ﬂf‘&ixﬁeaﬂ'ﬁsmberse &t the cloaé of ?residﬂnt'?éft?s administra=
*alon, in 1912 they rendered their report. This report gave tﬁé

‘fsllcwing a8 reasons why*t & merbers of the Commnission belioved

- - the ﬁaﬁional Eanking Aot inedequate. These points were brought
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to the estitenbion afnﬂangrass and oub of this informstion came the
data for the formation of the Federal Reserve ach, The points
‘ngrered wers s fsllcw&:“
(i} There was ne provision for the érganiz&tian and
. ﬁsé:%f the scattered resgcerves ofvth@ country.
’ Cz;/ ih&ra‘wséa maaq‘state and Pederal laws which
,reatric%ed)tﬁe as; of reserves; thus the monsy
T waB not avaiiéble for uge during periods of
_ ‘stiasse' ‘
{3) .Banks lseked the ability to r@gleﬂisg or ine
oresse réserﬁ@g to mesht unusual demsnds.
{é)“‘?hé country was hampered Ly the faot that ab
B %imea when reserves were most nesded by country
barks they aould be obtained only by.isauing '
vanks %n the central reserve sities,
(6) ~i%ani;:s weée-withuﬁt mesns of é@ap@fatien_in
times of stress.
{6) Llsck of established market ard of commercial
@apar tended to encourage spaculatié&e
» (7) Theve was a m;rkeé lagk of flemibility~in‘
curranéy between diffefent sea%ians of the

naﬁﬁﬁrﬁs

The Federal Rescrve Act was pesged dubing President Wilson's
‘administrabion. I& provided thet there should be three units to

the Federal Reserve System - (1) The Federal Reserve Bosrd; (2) The

3« ’ '_9“
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’Fedvral &dvismry Council; and (3) The Fa&aral Réserée Barks, You “
W1ll see how these three unite tie in with each other, makang the
sspbem elastic and providing for saﬁe‘administrati¢n, from ihe
follewing deseription which I will give you.

The Foderal Reserve Board is the govarning’bm&y of the System
anﬁ at presart conpiste of eight mﬁmb@rms Origirally the membership
was seven but the Farm Bloe ﬁemaﬁﬂeﬁ an moditionsl agrioultural
member. BSix members are sppeinted by tha ﬂresiécnt, with the congent
of the Gengrgss, and the cther two are members ex-affxcia eww the
S@cwstarw of %hﬁ»Treasury and the Jompiroller of the ﬁurreneyg Tha
latter bwe mﬁmbars hold thelr pleaces on the ﬁaarﬁ dnring'their term

af offias@ Gf the six members ap@olnted twe must be experzaﬁa@ﬁ

* in banking or finance and not more ﬁhan one ean be seleoted from any one -

Fedtréa Reserve Uistrict. The period Por which they were aproinbted
was éfigiﬁéély terms of two, four, slx, eight and ten years. The
reason for. éﬁﬁﬁ was that the Act did nol conbemplate any break in
%he~cam§in&ity of the polimi&s of the system, and a8 members of the
"Bbard‘sitégas axpired théy wantec other members to remsin so theb
/‘seﬁaaéa would be familisr with the policies and general procedurg.
| ,Eaah~§@mber of %ﬁe Fedcrel Reserve Board reoeives an annual
3&1&?& of $12,000 - with the exception ef the Seorebavy of the
Treasury ané«éha Conptroller of Currency. 'Th@fé*gs one fhing I
want to tqgéﬁ on %ight hére in regard to their salaries; The Fode
;ral H@a&gvgﬁﬁystem.is entirely aeif»sﬁ;yﬂrﬁinga " In no wey doesd

the Federal Government appropriste any money for its maintensnces.

- ) 3@ o



Of the six members af the Board appoinbted by ﬁhé-Pragidantg
the Aot provides thet ons sholl e da&ign&@%ﬁ a8 governor of the
Board and snother es Vice=Govornors En other thet there may be no
influerioe exercised on the Board, the Act also provides thet no
meuber shall be s director or hold stock in any bank while acting
a8 » member of the Federsl Ressrve Board. You maynreaéll‘thaﬁ Hry
Mellon rétirad from all boards on which he was a éirﬂ@ter bacduse
éé,a membeﬁ:éf the Federal Resorve Board he could not serve in
eagg@@tian.With other activitien,

Iﬁ is %h@ duty of the Board to furniah the galiaaaa of the
Systemn fh&y 8180 have a very important peo er and one sonoerning
which there hes been soms acbive discussion éuring the past six

:éenthsa ?h&yhﬁave the power Lo make one Federal Reserve Bank lend
to ancther Rescrve Benk, as well és to fix ths‘rat@ of in%@ras% at
whiah this meney is to he losned. That ié S veéy impar%aﬁt géwe
@nabling the gmvcrning body ta shift reserves in Lime of stress.

" Tho Faderal Aﬁvisary Couneil consists of one member from the
Board of ﬂifeét@rs of each'Feénral Rescrve bankm"%hey are required
to mest 1n‘washlngt@n et lesst four timea a y@ar or cftener if the
Federal Reserve Board direots them to do 89, They sonfer with the
Board on génersl business sonditions, keeping the Board in touch

. Withtawndiﬁiéﬂa all over the cowntrys It is obvicus that the Board,
avan thaﬁ%ﬁ iﬁ has six members appointed from the varicus seotions

" of thé eaunﬁrﬁ, cannot be thoroughly femiliar wibh conditions in
every éiéﬁ?:?ctﬁ - L A
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The Federsl Reserve banks ape the ‘actual operating units gop
;he Bystem, AThg A¢t4pravided thet thers shouig be twelve ?ééeral
- Reésgve bankéb the souniry to pe divided into bwelve distrists,
"~ Those dia#ris#s were not necessarily boung by gtaﬁa lines. fTake
the Fifth District for @xampia; it comprises the States of New
Qﬁrsey, Wew ésrkp virginia, North Garglina, South S&ralina; 2nd &
’gartiaé of Festh Virginia, 7Tpe headguar%ers of the twelve districts
arg lacaﬁeﬁ~iﬁ the foliéwiag gitiegg,(i) Boston; (2) Bew York City,
(3raﬁglyn is net included theéein};‘{5)~Phiiadﬁlphia; (4}—Gé%va1aﬂd;
{5) Bichmonds {¢) Atéanﬁa; (7) Chicago; (8) $t. Louis; (9) Einn&«
apolis; {i@} Kensas City; (11) Dallas: ang {12) san Fraﬁeiaeop At
the present time there are tweivé Federal Resgrve Banks anqd beéwaen
Jitwentyasevan épﬁ twanty;eight branches, Fuoy Feﬁ~¥al Reserve bank
hasrtha_gewsr to open branches with the approyal cfitha Board, upon
vote of its di?@@%é?ﬁb In our ewn district o branch vank has been ‘
reeenﬁlﬁ leaéte& at Charlotte, FeCa, ané'ana%h@r at Baltinmore, ma,
Egeh Feders) Reservs bﬁnk iawmaﬂﬂged by & board of directory
conslsting op niﬁgimﬁmb&rso 0f these nine‘memﬁerg, 8ix are electag
£or 8 ferm of thrrea years sagh apg three are appointe@vby the Federal
Reserve Boapg, The oéiginal directors were elected fop terms of one,
e and three Jeers - two direstops being elogted ereh year and one
appaﬁnt@d‘%y'thexﬁcarde These boara neubers gre &iviﬁeﬁ inte three

elagsos - A} B ang ¢, Class 4, (3 in number), are the gentlomen




TRRVEE R S R R I R e R TR AT T
S e Y AL .

e g S T R R R T W SN AR R R T T S

than
some business obher/benking, perhaps Pollowing business or commercisl

pursuits. - The Class C &irectcra are appointed by the Federal Reserve
Board. 'Of ﬁh@ Giasa ¢ éirectors» one is designated by the Féderal Res’
serve Board a# Chairmen of the board of &iraatsré of the Federal Re-
ﬁervé banks Qe is net enly the Chairman of the §uard but iz alse
‘&eaignaéeé:aaiF@déral Reserve Agent and is, therefore, the District
‘ﬁepreaentatwa of the Pederal Reserve Board. In addition to his
dutieﬁ ‘a8 Ghamrm&n of the boasrd, it is also his duty to bransact as
" Pederal Raa@rva Agent such business a§ the Board mey entrust to his
| cares |
| The officers of a bank are a Governor; enéigr nore Depuby=
‘gévefhorag 6§shier; one or nore Deputy-sashiers; end an Auditor or
Comptroilers 7These officars are appointed anwﬁally by the direcbors
of the Fed@ralsﬁeservé‘bankse '

The Federal Reserve barks are benkers! banks = they do not
deal %ith iﬁéi#idualsa &% the beginning of the &y#tems in order to
meke it a@ér;tiveg every national bank was reguired to besome a
ﬁamber@ T%&v ﬁeéé‘given g cerbain bime limid} ifaiﬁ nine months
they did not’ becema mﬁwhars they forfeited their nétional charter
and eithwr had to gq cut of exisbence or obtein e stete charber.

In order to furnish the Feder@lﬂﬂessrve banks the naceasary
capital ?Q.a%grﬁ‘with, aé@h menber of the ayatém and such state

, banks as &ési%aé to become members (and could meet the requirements
‘of the Board) were required bo subscribe en amﬁunt equal te six per-

cént of their paid-in capital and sﬁrpius@’ One half of this money

Bo’



" that System.

surbluﬁ was pald in av the time & bank became a member. In this cone

naatisn it id interbsﬁzng to nobe that éven with the stress of the war

‘gtrain the Federal Reserve System stood and carried us kbrou&h 56 3uce

caasfuily that they heve only called for that original unewhalf
subseription. Fech member bank receives &s-e rate on its investment
e dividend of six perosnt on their investment in stook. This dividond

is 8lso free of baxetion. OF course it carmot be paid until efter azl

- of the qgara%iﬁg and running expeuses of the F@dﬁral Reserve banks

have been paid.
‘The gbevé‘has given you gentlemen an outline of th@:crgaaization
of the Federsl Reserve Systemo Ve will next teke up the working of

¢

The principal funetions of the Federsl Reserve Banke aro to =

*éirﬁt, aff@et goneentration in the mobilization of the reserves of

the members; seeonﬁs to pirovide for an elastic gurrencg and for issuing
Porfgral Raserye nctes, and third, afford means of reﬁmscauntimg cmmw
mereial gapera‘

d é@img back.to the Hational Banking Sysﬁam,'the national ban%é‘

or sssoeiations were divided into three classeg = banks in central

‘rescrve ocities (New York, Chicago and St. Louis)y reaerve centers

(sixtwaeur in number, about the size of ?ashxngtcn and Philadelphie);

end all other banks which were ¥nown a8 country banks, FKach bank was

requzreé t0 keep & cerbtain portion of its customers’ noney or éagosita

in réserve., Bauks in the central resvrve cities were required to kaep

in actual cash an amount egual to twenty-five pergent of their deposibs.

\?n




The banks' in the reserve cities were required to keep twenby-five
pernant of their &eposit lisbilities - oa@ half in their own vaulte
and the other half "in the sentral reserve eiﬁleﬁe Tou can see that
in the slxtyufaur resérve aente?aa which were the large cities of
© the aountry& one~half af ths reserves weore kept; the other half
" being sent to tha thres central reserve cities to be held there in
» éﬁdiﬁian te the ressrve those banks were required to mainﬁain;
Gountry benks were remiired to keép 15% of heir deposit 1liabilities
and thiéﬁéas divided ae failows = three-fifths to be kept in central

| reaarve eibies and two=fifths in casha

Th@ above brought about the following’ 31tﬂ&tl°ﬂa Banks in
centrel and reserve cities carried as much as was allowed by lawe
I; faet ﬁhe béﬁk';eservas of the United States were camrried in those
‘J§hra& aitieae Neturally the banks in those citxeg loaned those
funﬁs auﬁ up t@ seVsn%y»five pereent Qf the amount they had on hand,
When there were times of stress and the sountry banks.desirec help
they sould not always get their money. Thus panics were created,
Th@—?&ﬁ@??és‘wérﬁ tied vp in loans. There wae no way in which money
could be srifted from ons section to amother and money. shortages
were orested ; paniés following., 1%t ig pracnieally 1mpossible Foy
& penie Yo osour under the Federal R@serve ﬂyate&a\

Under the Federal Reserve Act these raguir@ments were aﬁanged@
The emount to be carrisd in banks was lowered but at the same tinme

8 scheme was dewized whereby it was possible to make the nongy

ﬁovabiea A1l members were required to kesp their acoounts with the

8e
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. Fééﬁraizﬁasﬂr?evhanks of %héir disérictm These benks got thair
capital from the paid in mnn@y of the member banks, The Riggs
National Eark.k@ags Bh average avceunt with hi@hmend of ahout thres
million ﬁailarsq

‘ Ender<tﬁe'aew sygteﬁg banks in the central reserve cities are
.raquired to keep thir.een percent of their demand deposite {or checke
ing acoounts) and three percent of their timé deposits (or saving
ageounts ) Qiﬁh the Federal Reserve Bankss Ho $111 cash counts, Undoy
the Federal Reserve System the amount of eash carried is simply for
tﬁe‘a§n7@nieﬁea of the customers. Under the old systenm tﬁe banks in
.the central reserve cibies hud to carry twenty-five perceﬁt washe
That maney'wéa tied up and could not be used. Banks in the reserve
cities ére ?égnﬁra& to keep ten percent of their ﬁemaﬂd and thres
"percent af their time. You will reeall that under the slé gys %em
:tha bamks kopt twenty-five pereent (1287 in central reserve ard 12%%
in ossh)e Country banks are required to keep seven poreent demend
and thrae geruénﬁ time, Th&re was ‘quite o reduction in the amount ] e —
of raserve carried, &s you can soe from the foregoing,.

| * ¥ou now have the-pxg%ura of all the national berks of the
- country as members of the FﬁﬁeQal Reserve Systom. @any sbate banks
ere also mﬁmbeys of the System. The regserve &bﬁﬂuﬂ%ﬁ of ell those
barks are now kept with the tanks of the district in which they are
ldceted, &21 ths réserve of the counbtry is lacaﬁe@ in the twelve
banks aﬁd their branches. You can readily see the compsrison of
the reserve. as mainteined under the Nebional Banking System and

: s : Y,
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_ynder the Federal Reperve Systems

Under the formgr} the reserves
wors locsbed ia ﬁhree eities and thosé oities were not restricted
ag Lo the ﬁﬁpa'@f loans they gould put the IEE&?V@ﬁ‘iﬂtﬂa The
banks could moke loans of every desoription. There hes been times
in the country when leans known as brmkﬁrs; loans (considered as
abﬁeluﬁelyvliQuia) have been eampleﬁﬁly»fra2$na Panies came into
being and benks could nob Lot their money. There ¥es no buying
power and tha reserv&s of %he caunﬁry were tied up in the three
exti@s - ﬁew Yark Gh1eaga and 8t Louise

ﬁhﬁ&r the Feﬁeral‘ﬁeserva Sysﬁﬁm.the twelve banks and their
branches care for the rsserves of uha aountryo

?a naw eoms to the power of bhe ?eﬁeral Regerve Boasrd to
require ons bank to @eqn ﬁg snother. The meving of the tsbaceo
and cotton cre@a requxras & let of money. The grain season in the

ﬁarﬁhﬁ&ﬁt raquires 2 lob-of credit to be extended by the bankg.

zynﬁsr the Federal Rebe?ve System if the banks in the Fifth District,

which af@ garing for the méving of tobaoco and eﬁtﬁon, need wmoney
and their Rederal Reserve bank of Richmend éeés no§ have enough
money to do thaﬁ, they can a?g@él bo the Board and the Board can

say -to énother‘bank, perhpps New York or Boston, *He want yeu to
losn the money to Richmond et three and onechalf yércentﬂo This
money wéulﬁ»immeéiaﬁsly go to Richmond and the ressrves of the New
York or Beéﬁcgf%agk would be ussd for moving éha erops in the Fifth

Distriet. That éould not be done under the National Banking Systems

10,
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The 3e§nnﬁ function of éﬁe Fed ral Reserve banks is to provide
&n ela&tic auir%nsy by the isguange of Fedepral Resarvé notes, The
natlnnal banks were required o invest in notee equal to the amount
of their eapit&lg You cen sse that cutside of V.5, currensy, gold
nobes and silver eertifzeqtee, the other currency was llmxtad to the

amount of capitel in the Febional banks of the aauntrye Thebnlso

\ereataﬁ a,maney ahﬁrtagan k

"In the Federdl Reserve Act Congress endeavored te oreate a
mechinery hy which more noney could be put 1ntc eireulation. It ig
true that runs up the till cash but it allows tha banks to anly cariy
a5 much cash ag they want to do business with,  Thut Act provided that
the Fedéeral Reserve barks shou;d issue notes known as the Foderal Ree
S6rve notes. By the wey, thet is one of tha ﬂu&ieagaf the Federal
Reserve Agents, ?hey issue these nobes bto the member banks ageingt
the loams of the member banks securesd by T.8, &cﬁar&m&aﬁ obligationsg
oF againgt gammarcaal peper. In all cases the limitatiogs of the
Feﬁeral.ﬂas@rve barks %o issue these notes ie based upon what ig known

a8 & 40% gold réesrve of notes outstanding. 0Of course they san buy

gold bullion or have on hand the notes issued by the Pedersl Governe

'mﬁnte Thig pravzdes for nearly an unlimited supply of QUIrrency.

In addition to the Fedursl Reserve notes, the banks sre allowed %o

issue Federal»ﬁeaerva bank notes. They give an adéitﬂoaal meaning

.. of ourrency, | Thssa notes can be issued with the approval of the Board.

il,
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‘I want to bring te your attention cne cther peint in rogard

té{thé éIaaﬁicity‘ef the Systém@ Prior te the egiabliahmeﬁt of tha'
Fedgfal Reserve Act checks and drafts received by the national banks
- cuuldh§n1y7bé\hailacteﬁ through means of correspondence. For in-
‘ Et&naa,'if we received chéeks on San Frgﬁcisee, the only way wg
could aéllect them was to meil them oubt to San Francisco = thai took
six deys goingsané 8ix é&ys coming back. Thus the money involved wos
ﬁiﬁﬁ‘up fbr‘ﬁﬁéive deys. Ipe Federal Reserve AcﬁAproviéed for & col~
laétiog'aysteﬁ~an6 starbed colleoting items for the member benks at a
small sost, at mctual éperaﬁing cost b0 be 9xactu an.they cﬁlleaﬁ
#ithgéﬁ Eny cﬁarge. Tﬁat system works as follows: it is used 8s &
'medivm for the collection of all items through the banks, end settle-
ment of ciaiﬁs and trarsactions between the banks. This i¢ based on
" our sohene known as the gold settlement fund, whiah«reguireé‘%hat ouch
#ank must deposit & gertain amount of gold wiﬁh the Federal Reserve
Board, All Federal Re%erve banks ure‘ﬁuekad up with an inter-wire
‘telegraphiaysy%teﬁ 80 that every day their individusl debit and
crsdﬁﬁ balances are settled in this fund. That is rather remarkable
when we thini thet overy day the transectione are sebttled and bel~
anced by wires -In establishing that system Congress had this in
minﬁ; They wgntad to get a%ay from ﬁﬁe time delay that ocoured in
the cellection of transit items, so eanseqpeqtly ﬁhé items were sent
to the Federél heserve banks of the districts and they in turn gave
ench mémber ?ank what 18 krown g5 » deferment schedule. Based on‘

" thet schedule they automatiocally credited to the asccount of the '

12,
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" member bank the amount as représente& Ey the checks,

The spstenm hes been improved by utilizing What is kunown as
the dirset ruut&na system. We can now send direct to the Federal
Reserve bank éf Bew York such items s we Ay heve on member banks
“ of ﬁsw Tork Gity; when those items get to bsw'work we are crodited
with the ameunts in Richmond and we can use uhat &g cash. The seme
holds good with Ban Francisco; five - ‘ays afbep their rceeép* in that
Ceity we aan us® the money in P&ahmonde That ig all handled through
the gold settlam@nt funds The development af the airplene will speed
‘up the setblement quickers When that development takes place, and
avigbion is made safer, we will be vsry much ¢loser togaﬁhar and money
will be turned over vcry mush more rapidly.

" The above briefly gives you an outline mf‘thé Federgl Rescrve
‘Bystem. Like ail';aW@’this ong did not ér@vide for all changing cone
8itions and -some of the member banks found they cbnl& not coﬁpa@e
with the st&ﬁe:banksa ‘The state banks wers given more poweér. The‘
Fodernl cnngrﬁas recognizing thmt s&tuatien, passed an Act ﬁnown a8
the HeFadden Ant which incressed the powers of the Fedcral ﬁesarve
Systems . Atbempting bo aqnalize unﬁer the proper government legisla~
éien'the powers between nebional and state banke, under the prosent
system & member of & national bank can now do prastically everybhing
& state bank-can do and mﬁ the seme time give to the depositors the
protecticn of Fedepzl suprvision under the banking laws approved by

Congress,

18,



