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THE FEDERAL RESERVE SYSTEN 

As your chamrman has samd, I have come and gmven you 
thls lecture now for several years (flve years). I looked over 
the outlmne thms ~ornlng that I nrepared in 1951, and I found 
that, whmle the substance of the Federal Reserve set-up ms 
stmll the same, there have been so many ohanges mn the general 
emphasms and the mmportance of dmfferent events that a lecture 
followmng the imnes that I followed mn 193! would very largely 
mmss the thmngs that are most promlnent mn our mmnds. 

We have~ as you kn~, gone through a most extra- 
ordmnary permod mn thms country mn every respect~ and the 
fmnancmal machlnery of the goverm~ent and of the country has 
had to adjust mtself vo an entmrely new set of cmrcumstances 

I a~ays fmnd it a Imttie dlffmcult to delmver thms 
lecture because I do not know e~actly how famlllar you are wlth 
the set-up and wl~h the system and wmth the general problems of 
bankmng, and so I, perhaps~ may say some thmngs that are too 
elementary and that you are fammlmar wzth, but I hope that you 
wmll bear wmth me and i shall try, mn a brmef way, to mndlcate 
the place that the Federal Reserve System occupmes mn our 
econommc imfe 

The Federal Reserve System mn general, as you no 
doubt know, was started as a cooperatmve undertakmng by banks, 
under the ausplces of the Federal government, under Federal 
charter, for the purpose of maklng it possmble for banks to 
have mnstmtutmons to whlch they contrmbute ca~mtal and mn ~hmch 
themr requmred reserves mmght be held. By that method they had 
a reservomr upon whmch they could draw ~hen themr (the indlvm- 
dual banks) own resources were not adequate to meet the smtua- 
tmon, emther because of seasonal dlff~cultmes, because of ex- 
cessmve demands of credmtors, or because of specmal cmrcumstances 
that affected the regmon or the mndustry whmch they served, or 
that affected the country as a whole In other words, mt was 
a method by~ich the reserves whmch the banks have always had 
to hold mdle, under our laW, could be pooled together and made 
avamlable for meetmng exceptional smtuations mn dmfferent 
places That was the orlgmnal purpose of the Federal Reserve 
System~ that~ together ~ith supplymng an elastlc currency 
and mmprovmng the supervmsmon of bankmng mn thls country 



The ormglnal purpose of the Federal Reserve System 
to serve as an emergency agency ~vallablc to banks, whlch may 
have uoed up themr own resources for meeb ng lesmt~mate demands 
of trade and mndustry, ms ~tll! an mmnortcnt functmon of the 
Federal Reserve Pan~s but ms no longer the nr~ncmpal functmon, 
eertsmnly not at the present tmme because ovmng to cmrcumstances, 
much broader than I can outlmne mn thms brmcf talk, the banks 
all have such a super~buqdance of funds al thms tmme that there 
has not been for s~ver~] vears~ any occesnon for banks to come 
to the Fed~r~l Reserve EanPs for borr~ mng~ so that as a place 
of last resort to ~h~ch the banks can turn to meet the addmtmonal 
demands for credmt ~,vhen themr o~m reserve resources do not suf- 
fmce, the ~edcral Reserve System at th~ present ms not needed 

However, the other ~inct!ons of the Federal Reserve 
System, whlc i were only vaguely realmzed at Lhr t~e mt ~,as 
eotabl±shed, have become mncrcasmngiy ~nnortant as expermence 
has accumulated and as our un~e~standmng of the matter has mn- 
creased The prmncmpal functmon o! the Federal Reserve System 
at the present tmme ms to exert an mnfluence on the supply ~nd 
cost of credlt that becomes avamlab!e to trade end mndustry~ mt 
ms no lonffar ~ questlon prmm~rmly of helDmng out mndlvmdual 
banks that are short of resources, nor even helpmng out the 
whole bankmng sltuatlon in case of runs or fmnancmal dmffmcul- 
tles Those thlngs are st111 funotmons of the Federal Reserve 
and may some day become mmportant agamn, but for the mmmedmate 
future and for the present the Federal Reserve has, prlmarmly, 
under mrs ~urmsd~ctmon and as mts mamn purpose to mnfluence 
the cost and the supply of credmt that flows through the 
channels of busmness. That, of course, as you can see, ms a 
very vmtal m~tter because credmt, leflected on the Imabxlmty 
slde of banks mn deposmts and on th~ asset smde In loans and 
mnvestments, is the medldm through whmch nmn~-t~nths, or more, 
of our busmness ms done~ and mf the Fedcrzl Reserve has some 
mnfluence on the cost of that cr~dmt ~nd on the amount of that 
credmt that becomes avaml~ble to hhe publmc mt ms a very mm- 
nort~nt factor mn the econommc set-up, end mt lS~ of course, 
corresDondmng!y a responsmbzlmty for the Board of Governors 
~nd the Federal Reserve Banks to hold ~nd to dmscharge. 

I suppose y~1Kno~ thmt the general set-up of the 
Feder~l Reserve System ms tweivc Feaeral Reserve Banks scattered 
throughout the country, each servmng a d±fferent Federal Reserve 
dmstrmct. The counLry ~s dzwded mnto %~elve dlstrmcts All 
the natmonal banks mn each dmstrmct must be members of the 
System, and state bsr~s may become members mf they choose and 
if they have the requmsmte capmtal and requlsmte character of 
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business There are smx thousand, four hundred members of 
the system. The capltal of the System ms supplmed oy the 
member banks, whlch must subscrmbe six per cent of thelr 
capmtal and surplus to the capmtal of the Federal Reserve 
Bank. Three per cent of that has been called and the rest 
ms subscrlbed but has not been called That ms the capital 
structure of the System, which ms not very mmnortant because 
the one hundred and forty mmlllon dollars of canmtal that ms 
supplmed to the Federal Peserve Banks by the member banks ms a 
very much smaller part of themr funds than the amount that 
the member bsnks must hold on deposmt ~mth the Federal Reserve 
banks mn order to comply wmth the law in regard to reserves 
agamnst themr deposmt llabm!mt~es The banks are sunoosed to 
hold a certamn amount of reserves agsmnst themr @eposmt Imabmlm- 
t!es on deposmt wmth the Federal Reserve Banks ~ose requmred 
reserves at the present tmme are somewhere ~n e~s of four 
bmllmon dollars I ~I! come back to that a L,++ e later 
You can see that the reserves of the mcmber ~al]'r make up a 
very much more importan5 and s~gnmfmcant amo ~n the pzcture 
than the one hundred and forty mm!izons of cepztal whzch they 
subscrmbe 

For the manageme1~ o~ each of these Federal Reserve 
Banks we have nmne dmrectors~ slx of whom sre elected by thelr 
local banks and three of whom are appolnted by the Board here 
mn Washmngton The Federal Reserve Board, whmch last year was 
renamed by Izw "The Board of Governors of the Federal Reserve 
System,,, consmsts of seven men appomnted by the Presldent, and 
they have very vmtal powers over the Federal keserve System. 
They have under thelr jurmsdlctmon approval of +he appomntment 
of the presmdents and vmce-presmdents of the o~nks~ they have 
the approv~l of all of the s~larles pa!d ~v cbe banks~ they 
have qu~te complete control over dlscount ra~es~ ~hmrh sre 
the rates that are charged by the Reserve Bsnk~ to ~e borrow- 
mng member banks, they have complete control ore marglnal 
requlrements In the securltmes market, and they ha~e complete 
control over member bank reserve requmrements They have 
practmcally complete control over nearly all the mnstruments 
of credmt except the so-c~lled "open m~rket oper&t±ons~, for 
the coutrol over whmch there ms set up by l~v an open market 
commmttee consmst~ng of the seven members of the Board of 
Governors and fmve presldents of the Federal Reserve Banks 
elected by groups of Federal Reserve Bsnks, ~ew York and 
Boston havmng one representatmve, Phmladelphla and Cleveland 
havmng one, etc When the open market commlttee meets mt 
consmsts of seven members of the board and fmve presmdents of 
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+he Federal Rcserve Banks, so you see thst even mn that 
setup the Board has the majorzty. 

Perhaps I mlght mndmcate the two Drmncmpal 
classes of operatmons mn ~mch the Federal Reserve Banks 
engage The dlstmnctlon between the two classes is prm- 
marm!y that one class of operatmons ms engaged on the 
mnltlatlve of the member benks, and therefore represents 
a response by the Federal Reserve System to the demands 
of the smtuatmon, and the obher ms a class of actmvltmes 
engaged mn by the Federal Reserve Banks on themr own 
inltmat]ve for the purpose of mnfluencmng the volume of 
credlt The fmrst class consmsts of dmscounts - the second 
largely of the purchases of securmtmes, cbmefly government 
securmtles 

Perhaps if i can turn to the chart (Chart I) I 
may be sble to pomnt out some thmngs that are pertmnent. 
Thls shows the three dlfferent ~inds of operatmons I 
have spoken of %~o Purchase of acceptances ms another 
ones but for smmplzcmty let us dmsregard them mn thms dls- 
cussmon The imne "Bmlls Discounted" represents the smount 
of money thst the member banks borrow from the Federal 
Reserve Banks That ms~ when a member bank, after havmng 
met the local demand for credzt, fmnds that mt does not 
have enough money mt can tak~ some of mts notes and bmlls 
that it hos recemved from the publmc and redmscount them 
wmth the Federal Reserve Bank and thereby mncrease mts 
abllmty to serve the communmty As you can see, thms dms- 
count Imne has gone up and down, gettmng very hmgh durlng 
the actmve permod mn 1928 and 1929, gomng way down by 1952, 
then showlng a tremendous rmse durmng the crmsls mn 1953 
snd a declmne after that, and smnce then there has prnc- 
tmcally been no borro~mng~ whlch mndmcates what I samd a 
whlle ago that the purpose of lendmng to member banks ms 
practmcelly non-exmstent for the present because for a 
matter of three gears they hove practmca~y borrowed noth- 
mng They have not borrowed snythmng for a number of reasons, 
among v~mch ms the large mnflow of gold whlch has gmven them 
funds, another reason is that the Federal Reserve Banks, as 
a part of themr polmcy durlng the depr(ssmon, have purchased 
a very large volume of government securmtmes They have not 
purchased any smnce 1935 and this imne (mndmcatmng U S 
Government Securities) has remalned still, but there has 
been plenty of ¢redmt wmthou~ mt and ~e have had lerge 
excess reserves, as I wmll tell you mn a !mttle whmle 
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The second class of operations, the purchase and 
sale of government securltles, ms represented by another 
!ine on the chart During the depression the Federal Re- 
serve bought securltmes, and when e Federal Reserve Bank 
buys s security it pays for it by check, the check comes 
to a member bank, the member bank deposmts it with a 
Feder~! Reserve Bank and gets a credit and it can then use 
that money to pay off what it owes the Federal Reserve Bank 
So you see that whenever the Federal Reserve Banks buy 
government securities, as they did right here (indicating 
19~Z) in very large amount, a good par~ of that money was 
used to pay off the Federal Reserve Bank, and one reason 
why there ms no borrovring ms that the Federal Reserve Banks 
delaberatelywent out to buy securlt~es in order to put 
funds st the dlsposal of the banks so they wou!~ ~ot have 
to borrow, and the reeson that was necessaryw~o ~hat with 
deflatlon going on, with business mn bad condition, wmth 
banks reluctant to make any loans to the publlc, the Federal 
Reserve Banks have used their influence to put the banks out 
of debt, to put a large smount of funds at thelr disposal 
and make zt possible for them to extend credit to the public 
without going into debt That ms the more actlve function of 
the Federal Reserve Banks, the function of actually supplylng 
credlt, and it ms the one thet has been very much more proml- 
nent in the past five yesrs than it was before, and is likely 
to continue to be prominent because of the fact that, with the 
reserves as high as they are and wlth gold still coming into 
thls country, we are not liPely to reach a condition where 
the member banks are gomng to be heavily mn debt 

The functions of the Federal Reserve ~fstem as a 
p~er to influence the volume end cost of money are very much 
better understood now than they were when the system ~as 
created It ms no longer considered an incidental emergency 
agency, It ms consldered e~part of the regular machinery for 
influencing mn the public interest the flow of credlt through 
the banking system of the country 

I read somewhere about a colored man who ~¢as apply- 
ing for a job They asked him whether or not he had any 
children He sald he hsd ~ son that was born in 1917 They 
asked him what his nsme was and he answered, "Weatherstrmn " 
"Weatherstrlp~" Thab ms a funny name Why do you call him 
"Weatherstrmp~" "Because he kept me out of the draft " The 
Federal Reserve System has ceased to be a weatherstrlp to 
keep the banks out of the draft. It has become an ~gency 
that has a much more permanent and a more valid part in our 



econo~±c l~fe thsn just to prevent mnS~v~du~l banks from 
havmng to be exoose~ to the rmgors of z ¢~epressmon The 
hewers of the Feeeral Reserve System, ho~evcr~ arc not zs 
complete -s ms somc bLmes belmev~d, although they are better 
understood and bare been dcfmnmtel~T mncr(ased. For a 
proper underst~ndmng of the Fed~r~l R<serve System m? ms 
desmrable to P~ep mn mmnd tnst mt ~ ewr can~ under a free 
econo~mc system, aeeonplmsh ~,s muc] as sometmmes ms attrm- 
but(d to ~t b~ f~merds ana fo~s a]m]~e~ nor as much as ~s 
sometmmes cl~mmcd for mt at a tmme when throngs are gomng 
mn ~ satzsf~ctory v~ay 

The p~{ers of a system of t~ms sort ~re llmmt~d by 
a considerable number of consmdcratmons, wh±ch I cannot 
enumerate completely, bu~ it ~s pe~fectlj clear thst v~hen, 
for mnstance~ a depressmon ms unde~ ~ay; ~ deflatmon ms on~ 
when people are reluctant to borrow~ when busmness men are 
not sure of an oppor~n~%y ~o m~ke nrofmts s~J therefore do 
not } msh to borro~ ron(y st ~nv prmce lot the purpose of doing 
busmness, then numbing money mnto the market and makzng mt 
cheaply available znd p!entmfu! mzy vtry easmly not result 
mn ~ctmvmty bec use at certa±n tmnes peonle v ml! not borr~ 
at shy prmce IT ±~ not only a questmon of the prmce of the 
money, ~t ms s questmon of bh~ opportunmty for usmng mt and 
o~ the courog< znd confmdence requ±red ~ order to use mt 

So there are l~imts as to what can be done by 
monetary reans ~lone mn a denressmon There are also Immmts 
to ~h~t can be done mn an mnfl~tlon or speculatmve yesr In 
1928 ~nd 1929 the Federal Reserve System dmd a great deal 
towards trymng to nske money scarce and more expensmve mn 
order to restrain the speculatmve ectmvmt~es whmch had at 
thst t~e developed ~evertheless, the speculatmve fever had 
gotten such a momentum that the restralnmng mnfluence of the 
Federal Reserve System was not sufflcment to prevent the great 
orgD ~ that we vent through After ~iI~ when a person g~mbles 
mn the stock market and expects to meke ten or flfteen or 
twenty pomnts proflt ~ day it is not gomng to be much of a 
@etcrrent mf he has to p~y even ss much as tnmrty per oent a 
year for hls lloney because thlrty ner cent a yeer ms less 
than one-tenth of one her cent ~ dsy and mf he exnects hms 
money to double over nmght, ~imost~ he ms not gomng to be con- 
cerned ~bout the rate of mntcrest So there are Immmtetmons 
mn tle po~ver of the Federal Re~rve ~jstem to influence the 
~conommc ~achmne~ both durmng ~ deoressmon ana durzng a 
speculatmve boom }~at mt can do ~nd what ±t should concen- 
trate mts eflort on domrg ms to sct so promptly and so early 
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in the develon~ents that the forces, whmch when once loose@ 
become uncontrol!abl% will ~ot get suf~ic±ent!yu~der way 
to m~ke its znterference Ineffective Thst requ±res more 
3udgment~ kn~edge, wlsdom~ courage, and cooperation th~n 
so fsr it hss been g~ven to m~n ~o have, hecsuse it has been 
almost ~posslble to know early enough in the g~e what ms 
going on mn order to prevent that ~art of events that is un- 
desmrsble 

Your chairman h~s said that it has been my function 
to give the Board economic counsel I thmnk that that ms 
probably ~n overstattment of my functmon, but it ms true that 
the dlvmslon that I have charge of ±s supposed to give the 
Board all the basic mnformstlon ]Ve hsve a considerable num- 
ber of people thele now who have been working on it for 
fifteen - twenty years. ~ have timed to coordinate ~nd pre- 
sent and have available as much ~nfornatmon as ms possible 
to throw light on situations, but the troub!c ~mth st~tlstmcs 
is that they el¢~ays refer to the past and the actions of the 
Board deal with the future The curves tnat we present on 
charts have stopped yesterday or l~st week or last month, 
dcpendlng on the frequency of the returns, and the Board has 
to act on the basis of past facts while the effects of mrs 
ectmons sre in the future~ and it means, therefore~ thst we 
hove to forecsst and guess as to the future ~ can improve 
the charscter of our guesses by close study of the facts and 
of the elements 7nvolvcd in the facts~ we can improve them 
by studying past expermences~ ~re do try to the best of our 
ability to do just bbat, but nevertheless we can never be 
in ~ posmtmou to sa~ ~mth positiveness that ~his ms the 
action you must take because this is going to hspnen if you 
do not take it and this is going to happen if you do. If we 
were ~n a posmtlon to do that we would be perfect~ but that 
degree of perfection ms one ~hat I think ~rc will never 
~tt~mn Certainly I have no antmclpstion of living long 
enough to be eble to have our organization bc able to do 
that Ho~ever~ that unabtamnable mdeal has the great 
advantage of keeping us in a constant feeling of znadequacy 
and divine dmsconteI~, but it also docs place upon us a 
responsibility that ms veryj very dlff~cult to dmsch~rge I 
must, at any rate, ssy th±s that the Federal Reserve System, 
~rhlch no Qoubt hss made many mmstakcs~ has bcen the fmrst in 
the field of central banking to recognize the tremendous 
~portance of studylng all the facts~ havingt~cm avsmlsble, 
having them presented adequately, and making their decmslons 
7n the light of that informatmon Ordlnarmly thc polmcy-maklng 
bodmes of both the ~ederai Reserve System and all the other 
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central ba~ks of the world consist of men who h~ve dzs- 
tznguzshed themselves mn some f~cld or other, usually a 
fleld thut ms ~ntm~ely d±ffe~cnt and ~equ~res an undcr- 
standlng dlflerent ±rom the understsndmng necessary for the 
problems ~v~th wnmch they ar~ confrorted They are usually 
people who have been successful and~ Lhercfore, have a good 
deal of self confmd~nce, and it ha~ been ihc habmt of men of 
most central bankmng ~)olmcy-mak±ng bod!es to act very l{rgely 
on hunches ana confldonce ~n the±r own DuS~<nt Now that ms 
a m~thod ~vh~ch ~s ~ot, much as zt ppcals to the successful 
msn, a method that yea mn the %rmy would want to pursue mn 
p] zrmzng a campzmgn or preparmng for one, or mn conductmng a 
battle, and mt ~s a methoa whmc} ~ ~t zs necessary for the 
polmcy-makmng autho~mtmes to ab ~ndon before they have a 
chance, one chance ~n fzve~ of ta~g action at the rmght 
tmme and ±n the rmg~,t dzrectmon I thmnk perhaps we can put 
do~n as an acbmevmmnt of th~ F<derai Reserve System that mt 
new recognizes ~hat careful, p~mnstakmng s~udy by competent 
people, w±th constzrt ref~ rence to the f~ctual background of 
e~cry event, ms an absolute essontmal for the best results 
mn the dmrect±on of the rmght kmnd of forecastmng and the 
rz~ht i mnd of dmagnosls of an ~ couommc smtua9mon upon whmch 
~ctmon ms predmcate~ If that ~s done, then at least the 
Feder~l Reserve System can feel thzt mt has done as much 
as ~t ms possmbl< for mt to do 

The po~ers o~ the Feder~l Reserve System mn recent 
years have been very conszderably enlarged as a result of eY- 
per±enc~ We have new powers now over the loans on sccurm- 
tmcs zn the stock market. We found, by very psmnful experlence 
mr 192@, as I zntmmated a izttle ~vhzle ago, that just ramszng 
the rates of dzscount and adoptzng other way~ of makmng money 
scarce at e tmme of speculatmve orgy ms not suffmc~ent to 
control the situatzon We have now the power of nrescrmbmng 
rul~s concernTng the amount of money that can be borrowed for 
t~e purchase of secur~tmes, co that the mmount of speculatzon 
wzth thc use of cre(~]t ~s l~mt~c ~. For mnstancc, at thzs 
tmm~ zt requmres ~5S 00 mn cash in order io buy a hundred 
dollar securmty You cannot borrow more than $45.00 on your 
securzty mn order to corry ±t. ThaL makes mt more dmffmcult 
for a boom to develop mn the stock ~mrket I thmnk thzs 
margmn requzrement ruthor]tF, whmch was graven to the Board 
zn 1954, zs probably a very importart power because mt goes 
rmght to the transactlo~ and m~kes zt pooszblc for us~ for 
znstanee, to put up m~rgmn requzrements to o~e hundred per 
cent, whmch means that no securztmes would bc bought or sold 
except ±or cash If ~e do that there ms not imkely to 
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develop the kmnd of s~eculatlon that developed mn 1929~ 
snd it may be that that power will increase the opportunm- 
tmes for the Federsl Reserve System to prevent excessmve 
sctmvlty. 

The Federal Reserve System has also been gmven 
p~r to change the reserve requmrements of member banks 
I thlnk I will take a few mmnute~ of your tmme to explaln 
what that means because that was reflected in the recent 
actmon and ms a famrly mmportant matter. Under the law as 
mt was establlshed mn 1917~ after some amendments, every 
membe~ b~nk is supposed to hold a three per cent reserve 
agamnst all the deposits that ~t has on tmme. I mean that 
tlme deposlts, ~hlch cannot be wmthdrawn wlthout notmce~ 
requlre a three per cent reserve. Demand deposmtsj those 
deposlts that can be withdrawn upon demand, requmre a 
reserve of seven or ten or thmrteen per cent, dependmng 
on whether the bank is mn the country or in a reserve cmty 
or mn one of the two central reserve cmtles - Chmcago end 
New York. Those are the legal reserve requmrements. In 
the aggregate they mean that at the end of 19SS there were 
about t~o and three-quarter bzllmons of dollars that the 
member banks had to hold wmth the Federal Reserve Banks 
That ms the regular law. 

In emergency leglslatmon, and later mn the Bankmng 
Act of 19S5, the Bosrd of Governors was gmven authorlty to 
change member bank reserve requ!rements~ wmth certzmn l~ml- 
tatmons These llmltatmons are that mt must not lower re- 
qumrements below the level prevamlmngwhen the law was 
passed nor ramse them more than i00 per cent If the Board 
fmnds that the member banks have a very large amount of 
reserves resultmng~ say, from gold ~aports~ the Board can 
say that requlred reserves need to be hmgh6r and they can 
mncrease the reserves that the member bamks have to hold, 
wzthzn the immltatmons provmdedby law. As a matter of 
lacy, last July the Board dmd mncrease reserve requmrements 
by fmfty per cent, so that aga!nst tmme depos!ts the member 
banks now have to hold four and one-half per cent reserves, 
and agalrst de, and deposmts ten and one-half, flfteen, and 
nmnGteen and one-half per cent dependlng upon the czty. That 
ms the method by whlch the Federal Reserve Banks at thls 
time put themselves mn a better posmtlon to control mnfla- 
tlonary development mf mt should happen. 
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I ~ould Imke %o refer agamn to a chart (Chart 2) 
Thms Imne here (mndmcat~ng th~ top ]mne mn the chart) shows 
the total amount of reserves thet the member banks have. 
As you s~e~ it w~s t~o bll!mons ~n 1957 and smnce that tlme 
has gone up to more th~n smx bmlllons. That increase has 
been largely due to gold mmports, mt has not been due very 
much to s r~thmng that has hapnened mn thls country~ to any 
credmt pollcy of the Federal R~servc B~nks - and the banks 
have smx bmlllons and over of reserves ~hmle the reserves 
requlred prmor to ±he ~lly sct~on were less than three 
b111mons That ms, th~s much (mndmcatmng the lower sectmon) 
they were oblmged under th~ law to hold ~nd thms much (mn- 
dzcotmng the dotted sectmon) they ~ere holdmng mn excess 
of what they ~re requmred to hold. That me~ns that the 
banks had some three bmllmons of dollars on ~vh~ch they could 
base a credmt exponsmon of fmftecn to one, or forty-five 
bmllmons of dollars, ~mthout havmng to borrow anythmng 
from the Federal Reserve Banks That put the Federal Reserve 
Banks mn a po~tmon where mt would be wry dzffmcult for them 
to control the s~tuat~on mf an ~nIl~t~onary dev~lopment 
should occur Whmle the Board l~st July samd that there ~as 
stmll no mnflatmona~j movement and there ~as no evmdence of 
abuse of credmt~ there m~ thms tremendous powder magazmne 
that mmght blow up at any tmme and the thmng for the Bosrd 
to do ms to try to mmmobmlmze or stermlmze a part of mt 
so as to be mn a better posmtzon to control thmngs 

We do not ~ant at thms t~me to make money more 
scarce b~cause we ere stml± mn the process of recovery 
and there m~ no ewde~ce of an undesirable boom In fact, 
there ms stmli ~vmdence that we hsve yet a consmder~ble way 
to go before we h~ve prosperlty r~stored However~ Th~ tmme 
to act, as I indmcat~d ~ whmle ~go~ ms early mn order that 
control measures can be effectmve when the necess±ty armses 

The law says that we have the rmght to change 
reserve requmrements to prevent mn3urmous credmt exp~nsmon, 
to tape preventlvc sctlon before thP %h±ng really gets 
gomng The Boerd ramsed rcqumrements by fmfty per ccnt, 
and you see (mndmcatmng th~ lower sectmon) thet requlred 
reserves Increased from somethmng under three bm!imons to 
somethmng imke four snd one-half bmllmon doll~rs, and the 
amount mn excess of requmrements dmmmnmshed from three 
bmllmons to a bmllmon and ~ half or two bmllmon dollars 
That made mt more possmble for the Federal Reserve bsnks to 
control an mnflstmonlry smtuatmon mf on~ should develop than 
it was before As co~p~red wlth thls amount of excess 
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reserves whmch ms something less thsr %~o bmlllons, there are 
nearly two ~nd one-lplf billions of government securltlcs ~hmch 
the Federal Reserve Banks have, so if an undesirable crcdlt ex- 
pansion should now occur the Federal Reserve Banks have two 
~nd one-half bmlllons of government securmtles which they can 
sell, and if they sell a ~overnment security that takes the 
money out of the market and hzs the same general eflect as a 
ramse mn reserve r~qumramcnts. 

Thms recent change in reserve r~qumrements ms en 
exercmse of a new power and, of course, it has not yet be(n 
tesbed. ~e do not knot how mt ms going to work out, but ±t 
w~s ~ very courageous and ne~ thmng to do~ speakzng frankly. 
~hile wc have h~d no reasor to expect that it would tmghten 
money or retard recovery, yet mt h~d never been done sn~¢re 
in the world and you never can be absolutely sure ~t ms go- 
ing ~o happen so long ss you haven't any cxo~rlence to go by 
Since the retardstmon el recovery st th~ s time especi~lly~ 
~hen ~e still have ~, good m~ny unenployed and also mn a 
political year when it secms very i~portant to the po~ers 
that be that nothmng should happen to retard recovery even 
for a brlel pcr~od, aould have b~en serious I thmnk It ~s a 
very courageous ~nd mndependent thing for the Boord to do 
As a matter of feet, so f~r zt has not resulted (it should 
not have resulted end for once it dld wh%t it should) in any 
tightening of money or reterdatlon of recovery In fact it 
had, to the ext~nt that it had any effect, the opposlte ~ffect 
of restorzng confidence somewhat and making the bankers feel 
that there m~ a Board here that ms as fully awar~ of the 
dsngers of infbtion as it ms of the dangers of defl~tlon, 
and that it ms ~n independent Board that wil! act on its own 
cudgment I thznk that tnet has had some infiuence in mekmng 
the banks leel more free mn maklng plans, and has possibly 
even m~de busmness men more free mn makmng future commmtments 

But, while wc l~ve these new ~owers, and I thlpk we 
hsv~ an extr~ordlnarily good Board st thms tmmc, i think de- 
pression developments h~ve complmcated the problem vary con- 
smderably because of the very large amount of eredlt made ~vall- 
able by the mnflow of gold and because the ~epressmon h~s also 
resultc@ mn the Treasury of the Unite~ States having poters 
that mf utillzed not mn %ccordancc ~ith the Board's dv!ce 
and in cooperatlon wmth t~ ~ Board, could neutralmze ~nythmng 
that the Board could do For eTampl~ %s o result of the 
devslustlon of the gold dollar th~ Treasury got ~t its com- 
mand some two billlons in gold for a stabillzatlon fund~ the 
spendmng of ~mch by the Treasury ~ould mncrease reserves 
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of member banks the same waF as open marPet operations or gold 
imports ~ould, so that no~ the Treasury has the power to nullify 
anything that we mmght want to do. That is also emphasmzed by 
%he po~er of the Treasury to issue silver certmficstes~ which 
have the same effect. All those thln~s m~/<e the situation 
somewhat more difficult 

There is a Rood d~ol of talk about the central banks 
being Independent flom thu ~overnment A central bank is never 
in ~ posltlon to act mndependently of sny government, in a way~ 
because the govermment, narllament, or morarch, whmchever mt 
happens to bc~ h~s soveremgn power and a sovcrelgn p~er will 
not permit any of its agencies to prevent thc accomplls~nent 
of its purposes; so that mn all cases cooperatior is inevmtable 
The Bank of Engl~nd is mentioned ao an c ntlr~ly prmvat~ insti- 
tution wlth no govermmtnt control over its activity, and yet 
we kno~{, as a matter of fact, that the government and the Bank 
of England always ~ork ha~e ~n hand, and the only reason that 
the Ba~ of Englard can sometimes assert its mndcpendence is 
because it has such strong standing and orestmge and is in the 
peonle's confldcnce so that the gowroment does not dare defy 
it~ and that perhaps there are occasions when the government 
does ~vhat th~ bank wlshes lather than the bank doing ~hat the 
governm<nt wmsh~s That ms z matter of the speclfmc weight 
of the lniluence of authority As a matter of actual fact, co- 
operation of one kind or another ms an absolutely essential 
feature, and as fsr as I kn~{ it has ab{ays been v~ry good 
between the Federal Reserve System snd tht Treasury, but it 
does make the problem more dmfflcult because th< Treasury 
might be influenced by consmderations of its own that are vital 
to it from the fiscal point of view, and yet its actions might 
bc interfering with the monetary policy of the Federal Reserve 
System That is something for whmch wc should have a working 
agreement and a mutual understanding because the ultimate 
objectlves are the same So far there has~ to my knowledge, 
never been any occasmon when the authormtles were in conflmct, 
but there is that theor<tlcal possibility and it does further 
complicate our action. 

i do not kn~{ whether or nob I have time to explain 
this very crucial chart (Chart 3) which shows all the various 
elemenSs that enter into the Federal Ruse~ve picture You can 
see here (Ind~catlng the gold stock line) that the outstanding 
factor of the last few years has been this tremendous inflow of 
gold This much incre~se in thc gold (indicating February 1954) 
does not represent an inflow but just s rev%luatlon of the exist- 
ing gold when the value of the gold dollal was changed from 
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$20.00 to $55.0Q - a 3ump that took mt from four to seven 
bmllmons. T#e jump from seven to nearly eleven b111tons, 
ho~over, ms caused by Importsj and that has been a very mm- 
portant factor m~ the smtuatmon. However, thms fsctor has 
been somewhat almlnmshed mn its Influence on the bankmng 
smtuatmon, by the fact that thls much of mt (mnd!catmng the 
Treasury- cash~ etc. llne), whmch ms the Treasury holdmngs, 
has gone up from almost nothmng to over three bmllmons As 
long as the Treasury holds thls milch (mnomcatmng) - that part 
of the gold ,.rhmch resulted from devaluatmon, has not gone mnto 
the credzt pmcture, ana therefore has not been reflected mn 
rmslng reserves. As long as the Treasury has these holdlngs~ 
however~ mt has a potentlal Influence on the market Smnce 
the credmt supplmed by the Federal Reserve Banks ms standlng 
statmonary, the money mn cmrcu]atlon has not changed very 
much. I wmll speak of that money in a imttle while 

Thms Imne, the reserves o9 the member banks, has 
been golrg up very rapmdiy; but~ as i told you a whmle ago, 
part of these reserves hzve recently been changed from excess 
to re~mred reserves and, therefore, have ceased to be a 
basms for credmt expansion The s±taatmon would depend on 
whether there ~s st111 more gold comlng mn, whether it would 
be necessary for the Treasu~r %o use any of mts funds mn a way 
that would interfere ~mth control~ and whether the Federal 
Reserve, In case of a run away smtuatlon, would be mn a 
posmt~on to ramse the leserve or to sell some of the securm- 
tles whlch mt has mn its portfolmo 

I thlnk perhaps there ~s one thlng that I could do 
to best advantage durmng the remamnlng mlnutes, that ms, dms- 
cuss the currency-supplymmg functlons of the system. Naturally 
I have to cover so much grodnd that my comments are not neces- 
sarmly connected, i do not Know how much study you glve thms 
sub3ect Posslbly if you get mnterested enough you can fmll 
the gaps by readmng There ms a book by W. Randolph Burgess, 
who Is the vmce-presldent of the New York bank, that has just 
cone out mn new edmtlon on "The Federal Reserve Banks and the 
Noney Market" that I thmnk ms an excellent presentatmon, mn 
considerable detaml, of the iunctmons of the 9ederal Reserve 
System 

The currency-supplylng functlons of th~ Federal 
Reserve Banks are the functmons that have been of the greatest 
publmc ~nterest Somehow or other the pub]mc has not learned 
yet that money these days Is not smmply cash mu one's pocket 
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and thor deposmts in the bank ~re tust ~s ~mport~nt as an 
element oi buying po~vcr ~nd as an el~cnt in ~be general econo- 
mmc p~ctu~e as ms cs~ in v~ul~ on~ ?h~reiore~ so much criti- 
cism ond misrepres~rt~tion~ as ~e±l as pressare for cha~ges 
in legislation, comes from p~oplc ~ho o~y that the Federal 
R~scrve Banks, own(d irmvatcly and run for profit, have 
arrogated to thcmsclv( s .~.nd ba~e .cqumr~d from the government 
its sovereign right to issue money s ~nd thzt the banks ~cqulre 
money for the m(rc cost of printing it and then use that money 
to buy go~rmm< nt s~curmties for whlch the government hcs to 
pay th<m Interest at the expense of the taxpayers The con- 
stant pou~dlng along %ho~e ]runes ms somethlng that it ms very 
difficult to dlscuss and explzmn bec ~us p~ ople mn general 
know so ] ±tgle about the functions of money 

I thought that per9aps it woulc ~ be worth w~ilc to 
point our tlmee fundam(n9al things about the Federal Reserve 
System in re]ztmon to the supply of currency In the flrst 
place, ~s I have zlready mndicated~ the 9ederal Reserve 
System is not a privately operated organlzation in ~he usual 
sense of the word It ms true that the member banks own the 
stock but the o~nersnlp of the stocl ms very d~ffcrent from 
th~ o~1~ne~ shlp of stock in a private corporation In th~ flrst 
pl~ce; they hay< no cbo~ce ~bout ho~ much stock they will buy 
or wh(th(r b~ey will buy stock If they are member banks they 
now hove to buy stock up to three per cent of capltzl and 
surplus, they have to buy that much and they can buy no mor~ 
except at the request of the 3card It could be doubled at 
the request of the Bocrd and that ~ould be the Immmt Six 
per c~nt the Bocrd has the right to call for ~nd three per 
cent has been celled for~ and they have no choice in th~ 
matter That is a relatively minor featur~ but we might as 
well mention it becaast i9 indicates that no b~nk can go out 
and buy Federal Reserve stock for profit, because it bas to 
snbscrmbc a certamn ~u~ount ~nd it cannot subscrmbe any more 

Secondly, ~s I have already pomnted out, its capital 

stock ms ~ very minor p~rt of vhe resources of the Foderal 
Reserve System, but more ~portsnt than that ms the fact that 
the Federal Reserve B~nks are not run for nrofit~ nor run by 
the banks The banks~ bo be sure, elect six ol the nine dlrec- 
tors Three oi th~ dlrectors com~ from tho m~.mber banks~ three 
of them come from bus~qe~s, and thre~ a~e appolnted by the Board 
of Governors, vh]ch is appolnted by the government The govern- 
ment, therefore, selects one-thlrd ol the dlrectors In each 
reserTe bank, it has s!so the power to remove any dlrector from 
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offmce No presmdent or vlce~presmdent of a bank can be 
appomnted wmthout approval by the Board and the Board has 
au±hormty to approve themr sa!armes, so you can see that 
themrs Is not the usual p~er of stockholders and dmrectors 
over a corporatmon, a governmental body havmng full power 
over the ~portant personnel and over its compensatmon That 
ms rather ~oortant, because mf the general publmc would only 
understand that no one can be a dmrector or an offmcer of a 
Reserve Bank wmthout the approval of the Board of Governors 
they would see that the prmvate o~mers of the Federal Reserve 
System do not have The usual say over the management of the 
system that a prmvate owmer has over a corporatmon Not only 
is that the case but mt ms also the case, as I polnted out a 
whmle ago, that all the powers of the Federal Reserve Banks 
that deal wmth natlonal problems the supply of currency, the 
cost and volume of credmt, the thmngs that are natmonal mn 
themr ~mportance, are %11 practmcally in the hands of the 
Board of Governors, as ms also the open market commlttee of 
whlch the Board is a majormty. 

~ have regmonal Federal Reserve Banks, and on 
powers of the System relatmng to natmonal problems, thclr 
dmrectors sre consultatmve bodles, they gmvc the Board mnfor- 
matlon about loc~l condmtmons, they have somethlng to say 
about lendmng to thms or to that bank, and about the rate at 
whlch they wlll lend~ but thls rate Is subject to "revlew 
and determmnatmon" by the Board mn Washmngton In other 
words, they have p~r over local condmtmons they can super- 
vlse the servmces, they can see that the banks are properly 
admmnmstered~ but they can nelther mncrease nor decrease the 
assets of the banks and they cannot determlne any of the 
problems as to the volume and cost of money and the amount of 
currency, whmch are the natlonal problems It ms perfectly 
proper to say that mn so far as the Federal Reserve System hss 
an influence on natmonal affalrs Its mnfluences are in the 
hands of a natmonal body a~d not under pr±vate ownershmp If 
that were u~derstood it would deprmve s good de~l of crmtm- 
cmsm of Its vmgor because mt ms not a prmvate organmzatmon 
run for prmvate profmt. 

The second pomnt I should imke to mentmon ms the 
orofmt part, whmch I have intlmated but about whmch I have 
not gone mnto detall The Federal Reserve Banks, under the 
law, If they earn enough, p%y smx per cent dmvldends on the 
eapmtal stock The stock ms ~round one hundred and forty 
mmlllons of dollsrs so somethmng imke a~ght and one-half 
mmllmons of dollars s year are pamd mn dmvldends to member 
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bsnks when zt ms earned - mt need not be nsmd when mt zs not 
earned - z~d that ms a very small amount when you dmstrzbute 
mt ~z~ong seven thous~na banks and when you r~almze that the 
banks, ~n addztzon ~o %he one hundred snd forty mzllzons, 
hav~ some szx bz]izons mn money on deposmt~ and so the mncome 
that tney yet on thezr stock of the F~deral Reserve Banks ms 
m~fmnztesmmzl It may be that a szx per cent d~vzdend zs not 
enough I thmnk myself that mt ms ~ot necessary, but the mamn 
oomnt ms that mt ms~ mn ~ny case~ an mnsmgnmfmcant matter ~nd 
that at no tmme ms the Fed{ral Reserve Bznk run for the pur- 
pose of e~rnmng that szx her cent; and mf the Federal Reserve 
Benks should make isrge profmts those profmts do not go to 
the member banks becsuse they can never get more than the smx 
p e r  cent 

The Federal Reserve Banks made s whole lot of money 
zn 1919 and 1920, not becsuse they went out to make money but 
because there was a g~eat demand for currency at the t~me~ large 
member bank Indebtedness, and hzgh money r~tes They pzmd 
smxty mmllmons of dollcrs to the government as franchmse tax 
two yeors rumnzng S~nce that tmme the frznchzse tax has been 
sbo!zsbed, but I wm]l dzscuss that later 

The gross earnmngs of the Federal Reserve System 
slnce zts begmnnzng have beer very subst~ntzal, say ~omethmng 
over a blllmon dollars In twenty-two years. Half of that money 
has be~n spent on expenses These expenses are very largely 
for servzces They are expenses of sunplyzng the country wroth 
currency - I mean the prmntmng of money ~nd seemng that mt ms 
alstrlbuted and that zt reaches the b~s - and ts~mng zn the 
old money ana supplymng n~w pa~r money That ms one of the 
expenses~ and the other bmg expense Is the clearmng of checksj 
whzch ~s ~ brag subject that I cannot go mnto now but whzch has 
resulted in the fact ~hat money ms the same cveI~vhere ~nd that 
you do not h~ve to pay exchange mf you are mn San Fr~ncmsco 
and w~nt to make a pa~vaent zr New York and ~Ii that sort of 
thzng The System has speeded up the clearance of cnecks and 
reduced the cost of domng busmness mn thms country tremendously. 
The expen~e~ of the bu~ness hzve been mn these publzc servzces 
mn supplymng the country wroth currency and ~n supnlymng it wlth 
exchange wlth checks~ in seemng that the checks a~e cleared 
and colleetea at a mmnmmum cost and at a maxmm~ of speed Of 
the money that has not been spent for expenses~ ~ me smx hundred 
mlilzon doll~r~ in the t~venty-two ye~rs~ one quarter was pared 
to the government dmrectly for fr-nchmse tax, another quarter 
#ent znto surplus and was t~-ken over by the Congress of the 
Unlted Ststes to contrzbute capmtal to the Federal Deposlt 
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Insurance Corporatlon - mn other words, thst was taken from 
the Reserve Banks and put mnto the Federal Deposmt Insurance 
Corporatmon, where it serves a public purpose, another fourth 
was put Into surplus, v~hmch mncreases the abmlmty of the Federal 
Reserve Banks to serve the System by m~klng themr resources 
larger~ and whmch mn case of llqumd~lon g s back to the govern- 
ment~ so that ms also government money S¢ ~here ~ three- 
fourths of the net carnmPgs of the System that hsve gone, mn one 
form or another, mn~o p~imc servmce Another fourth wss pamd 
out mn dmvmdends, and those dmv Sends, I r~peat, were always 
fmxed by la~" at smx per cent of s smsll capmtal snd they have 
not fluctuated up and do~n mn sccordance wmth th~ oro£mts of 
busmness, so that sll thms talk about the Federal RGserve 
System bemng run by prmvate mndustry for prmvate profmt is not 
mn accordance wmth the facts. 

The franchmse tax, whmch is the amount that the 
System was supposed to contrlbute to the government (the System 
had to gmve the government practmcally everythmng mt earned 
above the smx per cent) was mn effect untll about two years 
ago when mt was abollshed. Thls was not done at the request 
of the System but because Congress thought mt was best to 
permmt the Federal Reserve System to rebumld mrs surplus. 
Congress took one hundred and forty mmllmons of surplus away 
from the Federal Reserve System to gmve mt to the Federal 
Deposit Insurance Corporatlon and mt was decmded to let the 
System rebumld that surplus and, therefore, not have mt Day 
the government anythmng. Everythlng the System now earns above 
expenses and dmvmdends goes mnto a surplus fund That fund 
slmply strengthens the System whmle it lasts and belongs to 
the governm6nt mn case of imqumdatmon Congress, if mt chooses, 
can ~pproprmate it for other purposes The ~bolmtmon of the 
franchmse tax was the loss of a good talkmng pomnt - it was 
easler for us to talk when we could say that everythmng the 
System earned sbove slx per cent went to the government anyway 
so you do not need to worry about that That ms no longer 
true, but everythlng thst we earn above smx per cent goes 
into a surplus fund whmch mncreases our effzcmency and in 
case of Imqumdation does go to the government, so thls talk 
about bemng run for proflt ms desd wrong Just one more 
partmcuisr point on that ms the fact that because of the 
management by the government and because of the fact that the 
proflt motmve is not ~n the System, mt means that we do not 
invest all we have mn order to mske money, nor do we wmthdraw 
mnvestments when they become too isrge. In other words, the 
reserves mn gold mn excess of the legal requlrement~ several 

- 17 - 



billions mn excess, show that the Federal Reserve System does 
not try to make money but regulates the money ~hat ~s out- 
st~ndlng by its conception of the public interest 

About currency more specifically The Federal 
Rc.crve Bsnks do have authority to issuc money Theoretmcslly 
you c~n say that the Fedcral Reserve B~nks for the cost of 
prCnt~ng the money get assets on Chlch somebody pays interest, 
but I have ~Ircady explolned thst the m%n gement is not a 
prlvzte men~gement, therefore it is not done for any private 
profit ] hey( aire%dy expl%ined thst there Cs no profit to 
sneak of t~at any one m~kes~ tbat any profmt thet ~s ~zde goes 
into the pot for future service 

But there is ~iso in connection with currency znother 
import~nt immmtmng f~ctor- th%t the Federal R~serve System is 
not in ~ position to ke~p out more money than the publlc wants 
The money in this country ms elastic ~,Jhen the payrolls %nd 
rctall trade ore high there ms z large de~ nd for money, znd 
then the money fl~s out from the Federal Reserve When th~ 
retell trade an~ omDloyment are low the money flows bacP mnto 
th~ Federal Reserve B~n}s, and the Federsl Reserve Banks hsve 
no w~y of keeoing ~t out bccause the publmc does not keep more 
money in its pockets just b{cause the F~deral Reserve prints 
more - we keep ~s much mone~ mn our pockets as we have need 
for, ~s our habits requm~e. That is, if we are in the habit 
of paymng for our lunch wmtb cash we t~ke out of our pay check 
as much money in c~sh as we will likely need until the next 
pz~ check The fact that the Federal Reserve has nrlnted more 
or loss is not gomng to make any of us carry more or less in 
our pockets The ssme ms true of th~ depsrtment stores They 
are not going to keep money in their tills in any larger smounts 
th-n they need to make change And the snme is true of banks 
The b nks ~re not going to keep any more money than they need 
because the money in their valuts is r deed asset They wml] 
keep the amount for reasonable demand m-de unon them but they 
ore not going to keep ~ny more, because ~t ~s only ~ risk 
for robbery, an@ it results in absolutely no return to them~ 
so they deposit it with the Feder~l Reserve BAN{, and when it 
is needed zgaln th~ Fedcr~l Reserve sends ~t out rg%in As 

result there is ~ ~ery dcfmmte fluctuation in th~ smount 
of money in cmreulztlon 

This ch~rt (Ch~r# 4) shows the currcncy in clrcu- 
l~tion fo~ ~ number of years Let us t ke the yesr 19Z9 
During the spring there ms not very much ch~n~e in money. 
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Chart 4 

~TOIqEx~ IN CIRCUI~TION 
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However, there ms s bmg mncrease mn currency mn cmrcul~- 
tmon mn July Why do you suppose that ms~ On the fourth 
of Ouly people have to have it for fmrecr~ckers and other 
holld~y actzvmtles. It is a pretty responsmve system that 
results in clrculatmng several hundred mml]~ons 3ust because 
people go away over the hol~days ~nd buy f~reworks We have the same 
th~ng here (~ndmcatmng) - thms ms Labor Day - another mn- 
crease In Nay ~e h~ve a Imttle one for Decoratmon Day, 
but the bmg mncrease of the year happens mn December when 
people get ~oney for Chrzstmas shoppmng It always goes up 
at that t~me and then mt goes down after Chrmstm~s and the 
fmrst part of Jsnuary That ms the seasonal fluctustmon 
Then, of course~ ~t fluctuates ~iso over a longer permod 
of tmme mn accordance wmth the volume of busmness mn the 
country 

In 19~9 the coungry wes prosperous, yet you see 
that mt requlred less thsn ~5~000,000~000 of currency In 
19~0 currency declmned wmth the reductmon mn payrolls and 
trsde. T~vsrd the end of that year currency went up ~bruptly 
V~at was the reason~ Wcs mt prospermty~ No The Bank of 
the Unltad States and the Bank of Kentucky failed, snd people 
began dr~Ing money from the banks because they were aframd 
of them, snd that resulted mn thms rmse And thcn It re- 
sulted in thls enormous growth mn 1951 ~hen the banks were 
famllng and people gere takmng money out It resulted in 
thms phenomenal grov~h mn the crmsms of 1933 Just before 
the new admlnlstratmon came mn there was a tlme when mn a 
short few weeks people took out two bllllons of money, snd 
the Federal Reserve wss mn s posmtmon to pay mt out Accord- 
Ing to one school of thought we should have been at the peak 
of prospermty rmght here (mndmcatmng Nsrch 195~) but~ as 
everybody knows, that wss not the case Then the money began 
to come down 

I mlght mentlon now, Incldentally~ that we still 
have a lot more money out than we had in prosperous tmmes, 
the reason bemng that the money that went mnto hoardmng has 
not yet found mts way back People who have put themr money 
In socks or safety deposlt boxes have not yet taken mt out 
to spend it Secondly, there are communmtmes thot re not 
adequately served by banks Thmrdly, the b~nks ~rc increas- 
rang thelr charg¢s for servlces sn6 that mncreas~ the amount 
of thlngs that we pay for In cash rather thsn b) ~eck And 
then, of course~ on top of mt has been buslness r~cevery~ 
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~it judgmng from thms comparmson there ms probably still a 
bmllmon doll~rs or more thst ms mn cosh that reflects the 
hoards still held 

The maT n pomnt I wanted to mske Is thst currency ms 
so~ethmng wmth whmch the Federal Reserve meets the demsnds of 
the poop!e It %bsorbs the money that ms surplus and pays out 
the money ~hen It ms dcmqnded It has no wzy dmrectly to mn- 
fluence the volume of ~ctual cash in c~rcul~tmon~ that ms, mn 
use ~t the mnltmatlve of the publmc Therefore, the Federal 
Reserve Banks zre smmply more or less a passmve mechznmsm 
thst regulstes money by ~bsorblng the surplus or psymng mt out 
In a deflc~ency I thmnk that mn the imght of thms record, 
and the f oct that the Federzl Reserve B~nks have hsd to meet 
the demsnd for as much ss two bin!linens of dollars in the course 
of ~ few dsys and have been sble to do mr, thins partmcul-r 
plece of mechsnmsm is very well sat up. I would be very 
hanpy, indeed, myself !f all the other functions of the System 
could be performcd ss effectively and as efflclently and ~ere 
s s smmp!e 

Aic Sl ( l o / 2 2 / 5 6 )  2o 
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