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THE FEDERAL RESERVE SYSTEM

It has been a practice for several years for me
to come here in the antumn and speal to this class on the
Felderal Reserve Systems I have not et found exactly what
I vrent to say becanse the subject is large and it is always

o, question of chonsing what one can say in one hour or less
tnnt wil) be of the most significance to yous I assume that
what you want to lmow is the place that the Federal Reserve
System is supMsed to fill in our economic life and some of
the major activities and nolicies that it is supmosed to
carry on and for what rurvose, If I can cover that much

ground in very rongh outline, I should think it would be
all that I could accomplish in a morning's tallk,

The Feder~l Reserve System was organized in 1913,
That is, the law was passed in 1913 - it got actually into
oneration toward the end of 1914, The reason for organizing
the Federal Reserve System was that we had an. awitwvard banlking
system that had grovm un uncer rapidly changing conditions
and. that no longer fitted the conditions as they had developed.
We hnd ¢ system under which the seasonal strains that come
on the banlzs for credit nnd currency could not be comfortably
net, o srystem which built un a very larze amount of reserves
in the money centers, varticularly in New York, and when those
reserves viere needed by the public, say in the autumn, the
strain would becomne very great on New York and if it hapoened
to be a year when the strain was greater than usual because
of an over extension or because of an unusually large amount
of demand the consequences were sometimecs vanice. The last
nanic was in 1907, when specie payments had to be suspended
for a while and cash was at a premium, That was o pretty
severe natiohal contortion,

It was as o result of thnt that a committee was
an-ointed to study the banlting and currency system and to
reconmend o nev one. T11s cormitiee made a report (that was
undér o Remblican regine) signed by Scnator Aldrich,
crm”tlna whot would be a central bank controlled largely by
bankers, Then in 1912 the party chnnged and the original
renort was modified to moke the management, of the Federal
Reserve System considerably more democratic; it took control
nore fully out of the hnnds of the banlzerse So vhat we have
is 2 development thet ceme out of the needs of the country



on the basis of a study =1l over the world and of local condi-
tions wihich, through its various political trials, finally
resulted in a system waich seoms to us to be very well adapted
to the character of Americrn institutionse It preserves a
certnin amount of autonomy in locnl matters and to an increasing
extent it concentrntes national powvers, powers that affect

the nation as a vhole. :

I might g0 1 to a little more detall on the organi-
zation of the Systems The Federnl Reserve banks are twelve
in number and they have about twenty-five branchese. The
country, for the purposes of the Federal Reserve administration,
1s divided into twelve districts. Thesc districts were
determined by o comnitiee nprointed by the President ~nd are
sunvosed to be, as nearly ns feasible trade units, more or less
uniform districts with convenient mnil facilities. And, the
banls themselves are so located as to mnke it possible for
the banlzs in every mart of the territory to clear their checks
in one day - all thnt sort of things They tonk into consid-
erntion a variety of things, some of them purely nerit, some
of them connected with political considerntions, vhich
usunlly enter into such things. On the vhole, the twelve
Tederal Reserve districts, I think, are »retty well organized
and the locntions of the Reserve cities nre pretty good in
relatinon to the facilities.

. I do not know that I neced to stop ton enumerate
the districtsy however, on the eastcrn border they are
Boston, vhich includes almost all of New Enzland; New
Yorlz, vhich comprises largely the stote of New York and
some parts of New Jersey and Connecticut; Philadelphia,
which has part of Penngylvania and part, of New Jersey and
all of Delaware; and Richmond, vhich includes a good deal
of the southcastern part of the country. We here in,
Washington belong in the Richmond districte. The Washington
bonks denl tirough the Richmond Fecdernl Rescrve Bank,
Washington i¢ the Netional Capital and it is the capital
nf the Federal Reserve Systen in the sense that the Bonrd
viilch hnas supervisnry powvers is in Washington, but the
Tashington territory is served by the Richmond Federal
Reserve Bank,

Now within ench district the organization of the

Federal Reserve System is that all banlks that hove charters
from the Nntinnal Government mist belongs they must contribute
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to the capitel of the Federal Rescrve banksj they must subseribe
six per cent of their owm ccpital end surplus. Of this six per
cent three per cent has actually been celled, the balance has

not bcen calleds They must belong; t hey must supply that cepitalyg
they must abide by the rules and regulations of the Board, and ’
observe requirements in other matters, Stote banks are not obliged
to belong, they mey belong or they mey not, as they see fite If
they choose to belong they must have certain minimum capitel require—
nents determined by the lew, and they must be declared by the Board
to have the character of business that would make them appropriate
for Federeal Reserve member-ship.

There are about six thousand member banks and perheps nine
thousend non-member banks, so you see that the banks that belong
ere in the minority. The member banks do, however, hold about
eighty per cent of the deposits and of the earning assets of the
commnercial banks, so while we have a minority of the banks in
number we heve in the System a considereble majority of the banking
resources of the country.

That the Federel Reserve bonks, owned by the member banks,
do locally is perhezps what I went to tell you firste The member
benks, in addition to having to subscribe to the capitel of the
Reserve benks, ore obliged to hold rescrves with the Federzl Reserve
benke There is o law by which the member banks must have a certein
amount of rescrves ageinst cach kind of deposit. They have to have
a three per cent reserve (there have becen chonges in that) on time
deposits — that mezns deposits that arc payesble in more then
thirty deys — end they must hove reserves of seven, ten, or
thirteen per cent on demend deposits, depending on whether or not
they are centrel reserve city banks (which nre New York and Chicago),
or a reserve city bunk, cond there are cbout sixty reserve oities, or
the others which are technically known as M"country" banks (some
are in cities) that can et by with seven per ccrit reservcs,

New it is the reserves thot the member banks hold with
the Fuderal Reserve banks thot are the big item in the licbilities
of the Federzl Reserve beanks aond the big item in the credit system.
The whole cepitel thet the Federel Reserve benks hove, whieh the
member benke have contributed, is only & maetter of one hundred
thirty million dollars. That is a substantizl figure but it is
not lerge in o set of banks whose total resources are thirteen
billionss The deposits that the member benks hold with the
Federel Reserve benks cre the big thing — those deposits zmount
to ebout seven billion dollars.

I seid that the requirements cre three, seven, ten, end
thirteen per cent of depositse. Those sre the requirements in the
lew ns it stands, but under recent legislation the Federal Reserve
Board hes cuthority to raise those, not to exceed twiec that amount,
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and in the course of last year it did Jjust tiat, it doubled
the reserve requirements. So now instead of what they were
they are six, fourteen, twenty, and twenty-six per cent.

The reason they doubled the reserve requirements was because
in the previous three years we got from abroad more than
four billion dollars of gold, which increazsed the reserve
position of the member banks and if the banks continued to
have that much reserve the Federzl Reserve would not be in a
position to exercise any influence on the credit conditions
of the country and would not be eable to discharge the
responsibility placed upon it by Congress; therefore, it

had to absorb that gold and make it inactive, We did at
that time figure out that on the basis of the reserves as
they were and on the basis of the percentages as they then
prevailed we could have hed e credit expansion of about
sixty billion dollars; that would have doubled the existing
amount of bank money and would unquestionably have led to a
considerable amount of inflation, which was dangerous to

the welfare of the country. To evoid that danger, the
Faderal Reserve raised the rescrve requirements and absorbed
three billions of that gold in additionel required reserves,
- so0 the required reserves instead of being about three billion
ot to be zbout six billion, end that presumably puts us in
a better position to handle a credit situatione

Of course there remeins the question =s to how
much more gold is going to come in from zbroad. It has kept
on coming in — two billion of gold has come in since a year
2go this lest July, eand recently that gold (to divert a
little but on a subject that is releted) has not been allowed
to influence the situntion because the Treasury has sterilized
ite  The Treasury has teken that gold, instead of allowing it
to go to the Reserve member banks, and issued securities
zgeinst it, end by doing that they have kept the gold from
swelling our reserves so that there would be further danger
of inflatione That gold is essentially out of the picture as
2 menace so long as those measures thet are adopted by the
Treosury end the messures which heve been edopted by the
Board continue in operction. However, it does raise 2 lot
of questions because the Trezsury has to pay interest on the
securities thet it issues against the golde This costs the
country some money, a very small smount because the securities
are an & very low interest rate, but it does cost something
to et the gold from abroad and bury it in the mountains of
Kentucky. However, it is very cheap insurence against
infletion, It docs not metter if it costs the country what
. on & national scele is the small zmount of ten or fiftecn
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millions a year, it is much cheaper than to have the country
flooded with undesireble credit and currency thet might meke
all prices go up very repidly. It is & good deal cheaper to
pey a few cents in taxes apiece to prevent that rather then
have one's income lose & great deesl of its buying power,

but one of the difficulties of the Federazl Reserve System,

the one it has to encounter all the time, is that much of

the judgment about it is based on popular ideas without real
understanding of how it works; consequently, the Boerd finds
it 2 resl effort, requiring a great deal of courage, to take
action becsuse practicelly every action it tekes is misunderstood.
The reczson it is misunderstood is not because of the special
viciousness or ignorance of its critics but because it is a
subject on which few people heve done much straight thinking. I
think one of the tasks that we have got to undertake now (we
should have underteken it long ago but have not done much with
it) is to get the public educated to an understanding of the
fundementals so that if the Federal Reserve banks ore criti-
cised they will be criticised on grounds on which there is
reason for difference of opinion. The judgment alweys will be
o metter of individuals and if one decides one way somebody
clsc might decide the other way. Criticism is welcome =nd is
& necessary corrective for public action, but the trouble with
the criticism ageinst the Federal Reserve is'thet most of it
is based.on complete misunderstending of its functions; there-
fore, it is not a criticism that one cen meet, it is & criti-
cism that misses the point; however, it does have a great deal
of popular support at times. We get it on the radio -~ the
accusation thet the Federcl Reserve is controlled by Wall
Strect end run for the profit of inside benkers, end all that
sort of thing.

I should like, before I proceed to the discussion of
some of the credit policies, to sgpend a few minutes on this .
question of the profits of the Federzl Reserve System: who they
are for znd who boncfits from them in a financial way. I told
you thet the Federol Reserve banks h:zve about one hundred thirty
million dollers of cepitel and thet the capital is owned by the
gix thous:nd member banks in proportion to their own capital
end surpluse The System has earned since its organization
enough to pay the six per cent dividend that is required by
law to be paid on thet capitel - some eight million deollars per
yeor are peld in dividends to the stockholders. I should say
that in view of the prescnt level of money rates that that is
too highe It would be perfectly setisfactory to me (I am
elweys very frenk) if that rate of dividend were reduced to
four or three per cente It would be riore in accord with the
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present status of money rates. However, of course we have
no choice in that matter, thet is something that has been
determined by the law, If the law should ever be amended
to reduce it I would welcome ite The point is, however,
that after the member benks once get the six per cent on
their stock that is sbsolutely all they cen ever get out
of the Federzl Reserve benkse They do not participate

in eny of the profit above that amount end they are not,
therefore, intercsted in increasing the earnings of the
Federal Reserve banks because the increase does not go to
them. For many years cverything, cbove a reasonable amount
that went into surplus, went to the Government. In 1933
thet was abolished and it now goes into the surplus of the
Reserve banks to do a grecter service to the public, and

in cese of liquidation it reverts to the Government. There
is no privete interest in the ezrnings of the Federzl Reserve
banks &bove six per cent on the capitzl, end that is a minor
amounts In very rough figures all of the Reserve banks

in the Federsl System have e:rned about 2 billion dollars

in twenty-two or twenty-thrce years (since the organizetion
of the Federal Rescrve System). Thet is quite 2 lot of
noncys Thet wes earned by getting intercst on the holdings
of securitics and interest on the loans they made to the
member banks.low ofthet billion dollnrs cbout hzlf went to
cover the expenscs of the Federzl Reserve System. Ve have
twelve big benks, twenty—five brenches, ond a Beard here

in Weshington to support rnd naoturslly it costs money, it
costs cround thirty million dollars & yecr. A large part

of those expenses are public service cxpensess the printing
end supplying of currency which hes to be done for the
country as & whole, =nd you can see that that is a fairly
cxpensive process; the printing of notes, taking them in
when they erc worn out mnd issuing ncw ones; and seeing

that 211 the banks alweys have a supply of currency in the
denominations in which they went it. It is a pretty big and
& pretty expensive underteking, end 2 good part of the
income of the Federcl Reserve banks goes for that purpose,

I do nct remember which is the bigger of the two but the

two big items of expense arc currcncy and check clearinge

I meen the fact thot you can put your check in your own

benk rnd & check ageainst that cen be sent to any pert of

the United Stztes end be cashed =t par, in most cases, due
to the fact that the check can be clecred through the
Feder:l Reserve banks, There is a2 good mechanism here by
which banks first clear their checks through the Reserve
banks end then the Reserve banks clear them with cach other.
A gold scttlement fund here in the Bosrd eliminetes the
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neccescity of shipping currency to clear those bazlances — they
merely entail a book entrys This hes speeded up end reduced
the cost of business settlements very materially. It has also
done ewey with premiums end discounts on checks on different
cities, which prevailed very widely before the Federal Reserve
System was organizede Those are the two blg expenses of the
Federel Reserve benks and they are both public service expenses -
in oddition, of course, to the expenses of performing all the
other functicns: paying the personncl, peying the cost of
equipment, e¢tces Helf of the money the Federal Reserve banks have
ecrned since thelr esteblishment hos gone into meeting those
expensese Of the other holf zbout one—~fourth is now in the
surplus that has becen added to the rescurces of the Reserve
banks to be availeble for future use, end onc—fourth hes been
contributed by Act of Congress to the cepital of the Federol
Deposit Insurcnce Corporatione Of the billion dellers earned
by the Federal Reserve System scven-cighths hove been spent in
onc way or anothcr for direct public service and one—eighth
hes gone to the proprictors. Thet I think puts the subject
of the Federal Rescrve baonks being ¢perated for profit in a
much more ccrrect perspective. The owmers get one—eighth of
the earnings, and I want to stress the point that what they
gct 1s fixeds I mention this agein because it is awfully
inportant — it meens that they heve no intercst, even if

thiey had the power, in influencing policies for the purpose
of increasing the cearnings of the System because their own
returns would not increases I think there is a pretty good
safeguard therees I think it is absurd to state thaet the
Federal Recerve System is conducted for profit because its
pelicies and principles, botii stetecd in the law and used
constently as guides in formulating national policies, are
elweys on the grounds of doing the things that would best
serve the national interest rather than for purposes of
carnings, which are definitely = minor ccnsiderastione. They
cre o consideration only to the extent that if there were no
ecrnings at all, and that has never come up, the Federeal
Reserve System would have to live on its surpluse. That is
one reason it is a good thing thet it has 2 surplus - there
Lay be tines when it would have no carnings or very small
cerningse However, after the surplus was gone of course

they would have to go to Congress for appropriations and

in tk=t case it would be very much more difficult to do

the things thet the Board ought to do because the things

it has to do erc almost inevitably end by nature unpopulsr,
cnd to do unpopular things end get epproprictions is a tesk
vhich you can conceive 2s being very difficulte. For that
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resson 1t is very importent that the Federcl Reserve System
be independent in the sense of having control of its own
resources.

I em not critieising eny one, although I do not
hesitate to criticise when I have criticisms to offer, but
I think it is quite neturzl that these money matters are
understocd by & relatively small number of pecple, It is
very easy to get up enthusiesm in attacking the money power
because that is naturally the butt. Therefore, to pursue
such policies as we have to pursue, for example such as
this policy of absorbing three billions of reserves which
a great many inflationists think would otherwise have been
A chicken in the pot, requires being able to do it and
not having to =sk for popular approvel 2t the moment it is
dones We might get populer approvel in the ccurse of years
when they find what it has accomplished, but it is almost
inpossible to get it currently; therefore, it is very important
for the System to have independent funds.

I should like now to say Something about the more
definite central banking functions, aside from the functions
I menticned in connection with the expenses,. namely supplying
of currency ~nd clezring of checks. These functions zre more
nearly centered in national bodies and not left so much to
the discretion of the directors of the banks. The directors
of the banks themselves are elected by the stockholders to
the extent of six. In each Federal Reserve bank there ore
nine directors, six of whom 2re elected by the member banks;
three must be benkers znd three must nct be bankers. So
there are the so~czlled Class “AM™ directors, or bankers;
Class "B" directors, who ~re locel business men; snd Class
"C" directors, who ore zppointed by the Boarde There are
three directors in each benk thet definitely represent
the publics Of the six that are elected by the banks, two
erc elected by small banks; two by medium-sized banks, and
two by large banks. The idez was to give it bread repre-
sentotion end not allow it to be run by ~ny one smell clique
cf banks. These directors have the generzl management of the
twelve Federal Reserve banks in the scnsc of deciding on
personnel matters, cn relationships with individual member
banks, cnd all thet sort of things. They ere, however, subject
to supervision by the Boazrd, which nust approve 21l the
saleries, which has the power to remove = director, snd which
as many other powers, some of which I shall mention shortlye.
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While the general management is in the hands of the directors,
they zre subgect to very decided supervision by the Board,

the Board in the end haoving practically all the powers thut
~are necessary to enforce any decisions that it wishes to meke.,

The leocal benks, aside from the mechanical functions
of currency and check clearing, are in a position to lend
individuel member banks additionz]l mency when those banks
find, for seasonal or cmergency reascns, that they haven!t
¢nough tc meet the requircments of the neighborhoode If =
benk finds that it hasn't enough in the cutumn to meet the
demends of all its customers and it hes a legitimate demand,
it cen teke the notes of its customers znd go over to the
Federal Reuserve bank, use those, or other things, as
colleteral, meke a note of its cwn, and borrow from the
Federal Reserve bank. The fundromentel function of the
Federel Reserve banks is to supply the local banks with
sufficient money to be able to accommodste commerce and
business at all times, as the lew seys, at reascnable
rete °S, end if cne be nk gets short it can get help by
dipping into trnis rescrvoir of community fundse. The bank
cen be helped out of a fund oelcnging to thé entire community.
Even if one Federel Reserve bank is at the end of its own
rescurces in meeting the needs of the community, it cen get
help from enother Reserve bank; so in the end 211 the rescurces
in the whole country can be brought to becr on any situation
that 1s particularly tight. We have not had occasion to do
that now for meny years beceause there has been an over—
sbundence ¢f funds, but in the wricd =fter the war when things
were quite tight the Reserve banks did help cach other to the
kxtwnt I think, &t one time of three hundred fifty million

ollcrs - sth1ng that it is in the end a naticnal system even
for thosp necds.

3
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In lending to member banks the Federal Reserve benks
cen decide as te whether or not the bank is a geood credit risk;
whether or not the benk hos been so menaged as to meke it
cesirable to give it cccommods tion; whether or not it would
be in the public interest to kcep th t benk gsoing or to permit
it to expand; and they con decide other metters in ccrmection
with their rgl tions to the individual benkse They can not,
however, decide by themselves what rate of interest they can
chirge the member banks because the law provides that thet
‘rate has to be approved by the Board. The Board here in
Vashington cen not only cpprove or disapprove a rate but it
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can establish a rote in case the rete the lcocel directors want |
to estoblish is net o sctisfactory cnes The discount rste is ‘
originally suggssted or esteblished, the law says, by the

locbl b(nx, by the lccal director, but it is qabJect again,

to use the language of the law, to review and determinstion

(not only to review but 2lso to determination) by the Federal
Reserve Boarde That is the first big nationel thing ond the
control cver it is with the Federal Reserve Board,

The second thing thet the Federal Reserve benks
can do in the way of putting more or less funds at the
disposal of the member bonks is to engege in what we czll
epen market" operationse That means when the Federal
Reserve Board finds that the banks haven't enough reserve
rmoney (retes mey be getting tight =nd this riey be pinching
business end the result is thct'buuin@ss goes dovm) it
Gecides the thing te de is to put o little more money into
the markets Now thc way to put munbv’th:t the Federal
keserve benks have intc the merket is te buy securities
that the law permits, ususlly Government securities. Why
coes that put money in the market? The reason it puts
noncy into the market is that the Federal Reserve bank
gives to the men from whom it buys the sccurity, usually
¢ discount house, brokcr, or benk, a check on itsclf.

When thet check is depousited a2t the member benk and

leter is deposited &t the Federal Reserve bank it becomes

& crecit to some membor bank, cnd that means that the

member bank will have thot much more moncy to spend - it

is rescrve money wulch it cen expand in o multiple way.

S0 by buying Government securities the Fecdersl Reserve

bcnks increase the supply of funds at the disposal of

rember benkse On the other hand, the reverse process is that
if they s<ll Government securities sn? get a check from the
purchaser and cherge it to his eccount in the Rescrve beonk,
thot diminishes the fundse They heve thet nethod of increasing
or decreasing the amount of reserves aveileble to the member
benks by what we coll "open merket® operations,

The other method that we have of affecting the
rcserves cf the meuber benks is raising or reducing the
requirement, 2s I mentioned & while ago., That is a recent
povicrs e cen increase the amount thst they must hold with
us cna thercfore decrease the esmount thet they can use, or
we can decreese the amount that they must hold with us cnd
thercfore incresse the amount that they cen use. It is
enother pewer for controlling the flcw of moneye
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Also, we have the power now to fix the maximum rate
on time det CSLtS"Wthh hos an effect on the whole money
structure, ‘tie have the p wer, under the Securities and
Exchenge Lew, to fix the mergins that brokers and banks must
require when they meke locns on securiticese The Feceral
heserve System hos a very considerable volume of what might
be called "monetary controls", clthough I always insist on
seying that contrel is too strong a worde It is 2 metter of
influence reather than of control - sometimes a sizeable
influence and sometimes a minor onee, If it is an influence
thet is used promptly end vigorously at the right time and
if nonmonetary elements are not so powerful as to mcke it
impossible, it can be ot times & very importent influence
on the situations I do not know whether or not I have
rede thet at all clear to those of you who have not hed
occasion to study the matter befcre, but I am going to
stop in'a little while and give you a chonce to ask
questions,

I woent now to sey o foew words about whet it is
that the Federal Reserve System aims tc achieve., What does
it use those poviers for? Whaet are its objectives? There
cre a great meny people (end it comes up in Congress from
time to time) thet think that the object of the Federal
keserve shculd be the maintenance of 2 steady level of
prices, wholesale =nd retail, scmetimes specified and
sometimes not specificds. We have given & great deal of
thought tc that and we heve reached the conclusion thet
prices alone ere not an adequate objective, In the flrst
place, there ere limits tc the exteht to which we can
influcnce pricess Price average is only cn average of
cocumodities, end commodities, meny of them, are influenced
by o many cjrcu;stances, such as weather in the case of
crops, broad demend in the case of munitions = things that
ere beyond our control — therefore, we con not reeslly be
sure thet we can influence prices very effectively,

Besldes thet, it is the view of the Board, end my view too,
thot prices are not really the objective that we are

&liing at because o certein emount of fluctuation in prices,
not vieolent fluctuction but mild {luctucticn, may at times

be & desirable thing in the interest of the econonys. A

rise in prices does attract business in certain fields

end a decline in prices does drive pecople out of those ficlds.
It tends te regulete somewhet the course of business. In
cther words, a certain flexibility in prices in 1ndustry is,
in my opinion, & stabilizing 1nfluence in business and e
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complete elimination of it would be undesirable, I think some
of the advocates of the price objective would egree to that

and says:s Wie ought to have certain fluctuations within certain
lin‘.its oM

But there is & more fundemental thing about prices.
Prices represent things thot have already happened; the
production hes clready tecken plecey the buying power in the
honds of the public hes clreedy been crcetedes Prices indicate
& resultant of thosec two things, znd it is too lete frequently
to influence a situation after it is reflected in prices,
The time to contract is before those things have developed
aend priccs have gone up, ~nd the tisme to expand is frequently
before prices heve really fellene, In other words, prices arc
a2 reflection of past developments and we should basc our actions,
es nerrly as we cen, on the forecast of the future. Thet is one
rceson, ¢nd the more we have thought zbout it the more we have
rceched in general the conclusion, that the objective of the
Federel Reserve policies shiould be to keep the resources of the
country 2s fully employed 2s can be continuously sustained and
to minimizc fluctuations in business, in the volume of output
and the volume of employment, '

Thot 1s the broad objective which the Federal Reserve
considers it hes to cope with., It does understond very
thoroughly thaot it hasn't powers enough to bring about thet
objective, thot it can only contribute to it, ond that it is
nccessary that it should be the objective of the Government
ond business s & whole, to which esch department of the
Government should contribute to the best of its ability and to
which the Federal Reserve cen contribute in the monetary field.
It is not quite clone in thet either because there zre o grect
meny povers thet the Trecsury has cnd o great mony things thet
the Trecsury does that hove an influence on conditionsg
thercfore, we have to hove cocperction. In so far aos we
define our monetery objectives, end the Boerd recently hos
nede ¢ public stitement of them in reply to en inquiry by
osenctor Thomes, they are to meintein cconomic stebility, and
we feel thet in that field we ought to have the cooparztion of
other 2gencies of the Government so we can 211 work in the
seme directione Of course this coopereticon is alweys very good
clthough it mey not clweys be complete, I think we do somewhat
lack complete coordinetion and complete reclization of the
influence. of verious kinds of things thzt do not have anything
to do with monetrry matters but do, as & matter of fact, have
& close connection with it.,
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I talk without notes and without preparation, which
mey cccount for the somewhat rambling nature of my remerks,
At the same tine, not only do I not hrve tine to prepare e
speech but I feel thet it is more zlive ~nd more spontaneous
if it is not too well prepared. So perheps if I cen speck
with more interest and make the subject more alive that may
meke up for the fect thet it is not well organized.

I cdid skip over invelunterily the agencies thet

meke the decisions in the metter., I told you thet the relctions
with individuszl member barks cre handled largely by the boards

of directors in the officus of the individual Reserve banks,.

tlthough the Boord hes the right and the duty to interprct the

lew 5 to whot kind of loans in genersl cen be made and what

kind con not be made, the actual decision es to whether or not

te meke a specific loen is made by the leccal directorse The
discount retes are decided by the benks, with review and
determination by the Board, c¢nd the Board has full say over

ite The Board hes complﬂtb authority over reising or lowering
"eSCIVe Ic qulrem.nts, with the benks not perticipating in the

decisicne That is en importent nationszl power. The Board

hes complete authority over determining the meximum rete that

cen ke peid on tine deposits, and it hes couplute authority
over mergin requirements ¢nd open merket operaticns, which

I described to you. There hes been an evolution ~ originally

they were handled by the Reserve benks with the Board having
no particular concoern over thems It gradually developed
that tiiosc open mosket operetions rre & very powerful
inflvenees  That is something we learned by experience.
Howevor, we had lesrned it as ewrly es 1922, when we begen
tc orgrnize ond to act n“tiﬁrﬂlly. e fuund thet 1f cne
benle tricd to erse and another tried to tighten it did nct
werk ond that the MONLY iz wriiets were too fluld cnd too
lftplr l“ued to make it feasiblce TWc elco found thet the
benks cculd net buy Gevernment cecurities for the purpose
of increosing thelir ecrnings without dininiching the amount
thet the namber Lenks were borrowing frowm them, with the
result thet the cernings did not incresse and the situation
beceme less setisfretery rather than ctherwise.s So it wes
corly recognized thet the Federcl Rescrve banks con not

individually engege in open market operation; thot thet should

be under the control of some nationcl body. Eirot, however,
we cstoblished a local voluntary committee thot handled it,
subjsct to appreval by the Boords Leter, in 1923, thet wes
inccrperated in the law, The decisiocns were made by an open
rarket coumittee consisting of the twelve Federel Recerve
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bank presidents or "Governors" as they were known at thot
time, =nd the Board hod only negotive power - it did not
have any power of initictive, could only epprove or disapprove -
and the individual Reserve banks had the privilege of parti-
cipating or not, even though the decision of the committee
wes one way or the other. But thatway was unsatisfactory.
The open market operations having become the most important
single instrument of credit control, to leave the situation
where the twelve Reserve benk presidents could start it,
the Board could espprove of it or disapprove of it, &and each
individual Reserve bank could refuse or not refuse to go
2long, made the possibilities of deadlock and disegreement
ond no azction entirely too numerous, It was neeessary to
concentrate the power, so under the Banking fct of 1935,
~fter o very vigorous battle in which one part wanted the
power -to be vested entirely in the Borrd znd one part
wented to retain it entirely in the banks, & compromise

wes struck by which the open market committee, which hes
full say in this matter, now consists of the seven

members of the Board in Weshingten end five Federal Keserve
bank presidents el:zcted regionally by the other banks.,

The Federzl Reserve banks, twelve in number, hove & repre-
sentrtion cof five and the Boord has & representetion of
sevene The Board hos o mojority in thet committec but the
others cre fully represented. Of coursc that does not
necessorily meen thet it is 2lwwys & vote of Bocrd against
senks beccuse each individuel acts as en individuals Some
Boord member may agrec with the banks; the banks mey egree
with the Board; they mey heve unanimous opinion. At any
rete, the power rests with the committee consisting of
seven representatives of the Goverrnment and five representa-
tives of the banks., The representatives of the banks are
presidents who are appointed by their boards of directors
for five years and ore epproved by this Board, so they must
in the end pass muster by the Government before they get into
their positions s presidents and before they get into the
open merket committee, The Federal Open Market Committee
is ¢ committee thot has in recent yeors been the most
importcnt single cgency in easing or tightening credit
conditions, «nd that cgency is controlled by Government
representatives cnd is a2 national body with direct national
respensibility.

I thought thot the combination of the instruments
which we have, the contrel, and the objectives, would be the
mein things in the outline that I ought to give you in this
brief telk, and now if it is agreeable, I shell bc very
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glad to enswer such questicns es you mey aske I did not
refer to any of the charts because it happens thet they did
not fit in particulerly with anything thet I was sayinge

The charts eare largely historical, & question of events, and
since I talked about organization =nd principles end policies
I have not had occasion to reter to theme However, it is
possible that some of the questions may bring out metters of
feet in which I may want to refer tc the charts.
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