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THZ ROLE OF THE FEDERAL RUSERVE SYSTEM
IN FTNANCING A AR

If we were engaged 1a war 1t would not bring about a
change 1n the nature of the Federal Reserve functions so much
as in the condatioans to rthich those furctions apply

As fiscal ageats of the United States Treasury, the
Federal Reserve banks vould, of course, have to assizt mth
the very great burdcn of var financins They receive sub-
scriptions to Govermrent issues, allccate lhe issues to the
sungcrabers, deliver the issues and receive payment  They
pay interest coupons and maturing obligations and effect ex-
changes of i1ssues. In time of war, when, presumably, efforts
would be made to securc as wide spread a subscription to
Goverameat issues as possible, the volume of work iavolved
woald bec enormous.

In connection mith Government finaanciag but not as an
activily of the fiscal agency function, the Federal Rescrve
banks would also have to assist in the financing of the
puolict!s purchase of Government obligations.

The function of issuing currency and coin would pre-
gumably not be greatly cnanged by wer conditions Any in-
creasc 1n the volume of money in circulation would be recadily
effected through the utilization of existing mach.nery.
However, siice the greater part of the increased acmand for
means of paymeat in time of war would be met by the use of
bank deposits transferable by check, 1t 1s not to be supposed
that any very great increase in the volume of money 1n circu-
lation would occur,

The scrvices of the Federal Rescrve banks in facilitating
the clearance and collection of checks and the transfer of
fuads 1n general would presumably be called on to a grooter
degree during war time than at present. The increascd volume
of busiacss incidental to war would entall an increascd volume
and velocity of payments, but the machinerv of the Federal
Regerve System 1s adequate to meet without strain any con-
ceivable increase in the volume of items to o hrndled

In the field of credit control alsc the Federal Reserve
banks would presumably oxcrcise their mormal central banking
functions, though possibly more activily thaa they have oeca
called upon to do in recent years Weth our proscat enormous
supply of gold, with banks holding vast excess roserves, and
with the ready possibility of increasing through ceatral
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banking action the volume of those reserves, thore is no
prospect of any difficuliy in providing adequate credit for
war-time industrial activity. The System has available, as
you know, the power to decrerse reserve requirements and
thercby enlarge very greatly the basis for the extension of
credit, It has the power through ihe purchase of securities
in the open market to increage that reserve base still more,
It also has the power through discount to enlarge and re-
plenish the 1eserves of individual banks to the full extent
of any conceivable demand

The exact conditions under which the Systom would be
called on to exercise these powers would depend, of course,
upon the nature and exlent of the wer i1n which we vere on~
gaged and upon our relations with our allies ] think that
I caocnot do better than describe to you informally the prescnt
structure and functions of the Federal Reserve System and then
indicate very briefly the use to which they would be put in
war time.

The Federal Reserve System was originally organized for
the purpose of decentraliring the currency and credil supply
of the country This being a very large country, we deviated
somewhat from the central bank idea in Europe. Huropean
countries have in most cases one ceptral banlk with brenches,
but here, because of the area we have to cover and because of
the variety of economic conditions in the various sections of
our country - agricultural, industrial, commercial, financial -
we have 12 autonomous Fedoral Reserve Banks located in 12
different districts The districts, as you will remember, are
Boston, New York, Philadelphia, Cleveland, Richmond, Atlanta,
Chicago, St Louis, Minneapolis, Kansas City, Dallas, San
Francisco. If the area is large therc are branches in that
area  For example, in the San Francisco district, which
covers s number of states, there are 5 branches., On the other
haand, in the Philadelrhia dastrict, wanich has a small area,
there 1g no branch New York has a pranch in Buffalo. Chicago
has a branch in Detroit. Altogether there are 25 branches.
The brarches enable the banks to serve all parts of their
dislricts prorptly. Then, to meet special currency demands,

2 agencies were organized, one in Sevannah and the other in
Havana, Cuba  Altogether, therefore, we have 12 Federal Re-
serve Banks, 25 branches, and 2 agencies.

The Federal Reserve Act provided theat therc should be a
board, known ot that time as the Feocral Rescrve Board, to be
appointed by the President of the United States, with the
advice aad the consent of the Unated States Senate Thisg
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board was to have supervisory aand coordinating power over the
activities of the 12 Federal Reserve Banks, the 25 branches,
and the 2 agenc.es. In process of time the Federal Reserve
Board wes gaven sdditional power in the field of monetary
control,

With the Banking Act of 1935 greater power to influence
credat conditions was given to the Board i1a Washington, whose
name was then changed to "Board of Governors of the Federal
Reserve System." On that board arc 7 members, appointed for
a period of 14 years, to give them independence of thought
and action, The Foderal Reserve Banks are not cwned by the
Government  They are owned by the 6300 banks, approximately,
which are members of the Pederal Reserve System  There are
altogether about 16,000 banks in the country Less than half,
therefore, are members of the System., Yet the 6300 which are
members hold about three-fourths of the total assets of all
the banks of the couatry. In other rrds, the member banks
include nearly all the larger banks of the country. Member-
ship in the FPederal Reserve System is obligatory on all
national banks Each such bank purcnases stock i1n the Federal
Reserve Bank of 1ts dastrict, equal to 3% of 1ts own capital
and surplus There are also about 1,000 state member banks,
that have applied for membership and been admitted to the
System. They too have to purchase stock of the Federzl Re-
serve Baak of their district equal to 3% of their capital and
surplus  Each member bank subscribes for 6%, but only 5% hasgs
been called for. The other 3% could be called for if nccessary.
The member banks receive dividends of 6% per annum cumulative
on this stock.

Now there are, as I told yow, avout 6,300 member banks,
about 5,300 of which are national banks and required to be
members  Statc banks which become members obtain their
charters from the state authorities. In each state we heve
a state bank supervisor, so tnat makes 48 banking systems,
one 1n each state Then we have the Comptroller of the
Currency, supervising the national banking system, that's
49 There 1s also the Tederal Deposit Insurance Corporation,
which came 1nto existence not so long ago. It iasures the
deposits of 1ts member banks  Membership in the Federal
Deposit Insurance Corporation is not to be coafused with
rembership in the Federnal Reserve System., Every bank that
1s o member of the Federal Reserve Systcm i1pso facto becomes
a member of the Federal Deposit Insurance Corporation. But
there arc a great many state banks which are not members of
the Federal Reserve System but are mombers of the Federal
Deposit Insurance Corpor.tion., Then there 1s also the bank



supervisory authoraty of the Federal Reserve System, which
superviscs nationel banks in addaition to the supervision
they receave from the Comptroller of the Currency, and super-
viges state member banks i1a addition to their supervision by
state aunthority. The Federal Deposit Insurance Corporation
supcrvises also those state banks whose deposits are insurcd.

In addition, there ig the Reconstruction Finance Corpo-
ration It 1s not pmrimarily supervisory, but is an organiza-
tion that lends to banks. It owns prefericd stock in many
banks and 1t has poror to examine those barks that 1t has
stock 1n.

There, briefly sketched, 1s your banking picture - over
16,00C banks scattercd all over the country, some national
banks and some state brnks, some mubual savings banks, others
commercial, others trust companies. Then we have, in addition
to that, all of theose supervising ageacies, the states, the
Comptroller, the Fedcral Deposit Insurrnce Corporation, the
Fedecal Reserve System, and the Reconstruction Finance Corpo-
ration You can sec that that i1s a dafficult situstion., It
hos gust groom up like "Topsy " It will toke some while to
reconstruct 1t becamse 1t 1sa't as though you had a clean
sheet of peper to write on and say "This 1s the way 1t ought
to be.® You gust can't do thot

Even though we have the Federal Reserve System, banks
continmue to have correspondent relationsg with other banks as
well. That means, for cxomple, a bank in Milwaukee will keep
part of its rcserves with a pank in Chicago A bank in
Chicago will deposit part of its reserves with o bank in New
York,

The reason for the corrcespondent relationship is that
the smaller banks get certain scrvices from the larger banks.
For cxrmplc, lhey get advice on their portfolio of securitiecs,
or the Nevr York benk may invest somc of their funds for them.

Tonere 1s still another factor that cuame into the picture
recently, the Securitics and Exchange Commizsion We are das~
cussing vath them the possibility of their modaifying their
rogulations somevhat, and they have already done so to an
extent., We are also sugzesting to the Compiroller of the
Curreacy that he modify certain of his regulations Of course
1t 1s always presumptucus to suggest comething like that to
the other fellow, becavse he can turn around and say, "You
have enough to do 1n your own backyard without coming over
here and telling us what to do." Ve are suggesting that the
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Comptroller modify his regulations in respect to the kind of
securitics that can be purchased by member banks  When he
says only certain securities can he purchased for the port-
folio of the national bank that at once becomes our regula-
tion and apolies also to state member banks, If we can we
would lilze to modafy those regulations somevhat so as to
provide a larger base upon which the banker can choose the
kind of securities that he wishes to purchase for his port-
folio., It seems to us that this would make capital more
easily available. Tooay 1f you float an issue you have
gafficulty gettang 1t on the market, It may be a very sound
igsue, but the bank can't buy 1t because 1t 1s not marketb-
able, 1%t hasn't the volume, 1% 18 not registered, and 1t is
not in the manual  Therefore, the banks are obstructed from
1ovesting as they otnerwise might and that makes 1t dafficult
for the smaller fellow to get his capital needs.

We are also discussing adoption of a uniform examinabion
policy. You may have read something of that in the newspapers
this morning The idea 1s to get all of the supervising
agencies to adopt a more uniform policy of examination  Each
of these agencies I have mentioned has powcr to ecxaminc banks,
though i1n practice only one authority goes in to examine a
bank. The Comptroller examines the national banks and that
1g all We receive a copy of his exemination report and pay
ham for 1t  In theory we too can go into the national bank
to exsmine but ve don't do 1t  The state member banks are
examined by us and the state banks that arce not members of
the Fedcral Reserve System but are members of the Federal De-
posit Insurance Corporation are examined by the Federal
Deposit Insurance Corporation. Whenever one agency goes 1n
to examine, the other agencies stay out, and they merely get
a copy of the examination report. Therefore, there isn't
the duplication of examination that might be supposed, but
there may be differences in the policy of examination What
we are trying to do now 1s to get all of these, the Federal
Deposit Insuraace Corporation, the Comptroller of the
Currency, aad the Pederal Reserve System, and eventually
the bank supervigory agencies of the forty-eight states, to
agrec upon a more uniform policy of examination, particularly
on the question of securities and also on the question of a
classification of some of the agsets uader the column headed
Wglow." Many loans are made for a longer period than 30, 60,
or 90 days, which is the average commercial loan. Many loans
are made for 2, 3, 4, or 5 years, and the moment you classsify
them under the "glow" heading of course 1t looks like
criticism, vhen, as o matter of fact, the loans msy be sound.
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Ia orfer to have a rcal expansion in industry, commerce or
agriculture onc must obtain money for a longer period of time
than 30, 60 or 90 days. Thosc loans ought to stand upon
their own merits of soundness rather than upon the taime
eloment

Waith thal in mind, tnc Banking Act of 1935 provided
that rny sound assets, regardless of maturity or classifica-
tion, might be discounted by a mcmber bank at 1ts Federal
Reserve Bank,

This provided a broader base upon which the Foderal
Reserve Banks can extend credit to the member banks of the
country, so that today, in place of being limited to what
was originally designated as cligible paper for discounting
purposes, 2 mamber bank can borrow on any kind of sound
naper wmth 30, 60 or 90 day maturities or 1 vear or 5 or 10
year maturiticg, Such borrowings must be for 4 months or
less and bear a rete of intercst onc-helf of 1% higher than
the discount rate of that district. You get a loan, for
example, fron a bank and the bank neceds cash ond so 1t takes
your papcr over to the Federal Reserve bank, 1f 1t 1s for
industrial, commercial or ageiculiural purroscs and 1t dis—
counts that paper al from 1% to 2%. In other words, 1f 1t
had 49 or o% interest, 1t pays 1% to 25, 11 collects the 4%
or 5% but 1t pays part to the Federal Resurve buk. The
Federsl Rescrve bank holds that paper for that pvenk and gives
credat to that bank on the account. The Federal Reserve Banks
are lenders of last resort. Their lending powers are
nraclically inexhoustiple,

However, banks as a usual thing don't lake to borrov from
the Federal Reserve bank or anybody else pvecause they don't
like to show in their statemcnt that they owe any moncy to
auybody. Therefore, there 1s very Jattle occasion for the
Fedor~l Peserve banks to use their discount powcrs. Whea the
Federal Rescrve bank came into existence in 1914 this was
consiacred to be not only an amportant powver but one to be
most frequently cxercised. It was presumed that the benks
trould borrov from the Federal Reserve and we could either
supply them with credit or refuse. As a matter of fact, even
though thal was one of the principal purposes, to discount
and lend to banks, the banks have rcfraincd from coming to
the Pederal Rescrve banks oxcept in times of emergency. It
vould be desirable 1f e could get bankers to take the point
of viewv that borrowing from the Federoal Reserve Bank is a
normal «nd proper procedure when 1t ensobles them to meet the
legrtamate requairements of their customers, but I don't know
hov wre can  They secm to feel that borrowing is always ob-
Jectionnble,
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For reserve purposcs, tnere arc three dafferent classifi-
cations of banks. First are the central reserve city banks.
The banks in New York and Chicago are celled central reserve
city banks, and their rete of requircment of rescrves is
higher than i1s the rate for the banks in reserve cities.
Therec are about sixty reserve cities, cxcluding New York and
Chicago  Then banks 1n all other places are called Ycountryh
banks, even though they may be in relatively large cities.
The rates of required rsscrves are different for the banks
of thosc three differcnt classifications, the central rescrve
city banks, the reserve banks, and the country banks. That
1g, the rate on demond deposits 1s differeat. The rate on
time deposits 1s the same 1n all three classirications.

The requirements as stated in the Federal Reserve Act
arc 13% tor contral reserve cities on demacd deposits, 10%
for reserve cities, 7% for country banks, and 3% on time
deposats  The Boord was given power to double those require-
ments or raise thom to any figure in betwecen  Whiale the
Board could double the original requircments, it can't go
belor the 13, 10 and 7 It could go up to twice the amount
and then cnme back to this amount but 1t couldn't go below
that.

The present reserve requirenents on demand deposits are
for the central reserve city banks 22 3/4:%, for reserve city
banks, 174%, for couatry banks, 12%, and on all iime deposits
for all classes >f banks, 5% I will also give jou tho
figare for excess reserves  They enter into this micture
very definitely, they are the reserves that the member banks
have in the Federal Reserve bank in excess of what they are
requared to have by law The required reserve is frozen and
can't be token out. The cxcess reserve i1s the bese upon
vhich vo can extend credit in this country It 1s lying in
the Federal Reserve banks 1dly wathout pay.ng a penny of
interest to the momber banks, but when the momber banks
begin to lend, thcy lend on a1t.

Nor 21 war time, as I said at the outset, the regular
services of the I'cderal Reserve banks will be employed, but
I fird 1t dafficult to say how they will be employea without
knowing shat the war is. There zre certain to be, however,
two moan lines of crodit rcquired one for the Government
and one for industry.

With respect to Govermment financing, the Federal
Reserve banks would have a double role to play first, as



fiscal agents of the Treasury 1n handling subscripticns to
securitics, receipt of psyment thercfor, and delivery, and
second, as a central banking organization, assistiag the
banks of the country in financing flotatioas.

With respect to the financing of business, the tasgk of
providing ample credit, 1f conditions werc anything like
those at present, would not be dafficult. The banks of the
country have abundant excess reserves, Those recerves could
be repleanished by purchases of securities in the open
market on the part of the Federal Reservc banks. They could
be further replenished by rediscount of paper by member
banks, They could be still further replenished by a re-
duction of reserve requirerents., The difficulty would not
be to supply sufficient credit, but to avoird supplying too
much  The least of our worries, 1t secms to me, 1f we were
engaged 1n war, would be the adequacy of our credit facilities.
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Q. There iz & figure you propised us but didn't give, the credit on
expess reserves plug the desterilized gold.

&. The amount of excess reserves on April 15, 1938, was
$1,700,000,000 and on April 16 when we decreased reserve requirements
it became $2,500,000,000. Then sfter the full desterilisation, about
which I spoke a moment sgo, which will become effective as the bills are
retired, there will be £3,200,000,000 total excess reserves.

Q. I would 1ikeé %o gek if the Federasl Beserve Board has thought
of any plan as to how the Board wonld operate %o control price inflstion
in war %ime.

&, ¥Well, it is very difficult for us %o control prices. That is
one of the things thal we reported to the House Banking and Currency
Committes when the committee wns considering the Patman bill. Moy I reed
to you just what we said %o them on prices because thers are so meny
things thet enter into prices. The Federal Beserve System can only
control the supply of credit. Here is what we said to the House Banking
and Currency Comitise on the 1925 price levsl, because that providss
that we should do whatever we can through our powers given us hy Congress
to bring the price level of the country back to 1926. This relates o
your question and I will tell you vwhat we snid:

"In an zmendment the Board of Covermors is instructed /Sy the

Patman Act/ to raise all-commodity index umtil full employment

of all persons able and willing to work chsll have been achisved
and until the price level shall at least resch the all-commodity
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index of 100, as ostablished by the Depariment of Labor, for the
yesr 18926, The Board is further directed to maintein this price
lovel with warlations not to exceed 2 per cend. To accomplish
this the Board is direcled to expand snd contraet demand deposits
[That mesns credil/ by engeging in open-market operations.

#%he position of the Bosrd of Governors om ths problem of
monetary objectives wae indicated In » statement issued on
Augast 2, 1937, in response to o Comgressionsl inguiry. The
Boerd is in full sgresment with the witimate objective of
proposals to promote sconomic stability, which means the main-
tenance of a volume of business sctivity and of nationsl income
asdeguate %o assure ms full employment of labor and of the pro-
ductive capacity of the cowntry as cen be continvensly mstained.
The Board is avare thal commodily orices are am important element
in the Sation's economic 1ife and that violent fluctuations of
prices have disastreus effects. It believes, howevédr, that
price stability dees not necessarily lesd to economic stability
snd, therefore, shonld not bs the principal objective of public
poiiey. In its opinion the objective of economic stability
cannot be achieved by monetary means alone, bub rather should
be sought through coordination of monetary and other major
policles of the Goversment which Influence tusiness activity.

“he priccipal difficulty with s stable price level as the
dbjective of ceoncmic policy is that it is not in itself a
sabisfactory indicator of a contimously smooth working of the
egonanlic machine. There have besn pericds in the past when
the price level mas ciable and nevertheless there were develop-
ing nomerons maladjustments vhich led Yo sn economic collapse.
For example, From the Jatter part of 1927 %o the latter part of
1929 the index of wholesale prices showed 1ittle change, tut
other developmenis were threatening sconomic giability. Prices
and activity on the stock morket were rising rapidly, and
brokers® loans grew at an wnprecedented rate. Construction of
office and apartment uildings was being promoted with a view
to guick profits at a rate that endangered the longer-time
mutloak in the building industry, Loans werse being made for
enterprises abroad without careful investigetion of credit
risks, and tusiness activity in general was incressing, partly
a8 a result of speculalive developments, to & level that conld
not be susiained. The use of the commpdity price level as a
guide to credit policy inm these circomstances would have been
entirely uneatisfactory. There iz no sssorance that it would
be satisfaclory in the fulure.®?
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Phere is much more on that bul the point I oo frying $o meke is that
we cannot by our monetary powers affect the price level except in coopera-
tion with other sgencies of the Goveramment. Then we can, oubside owr
market operaticns and disvounting, zlso increase or decrease reserve re-
guirements. I prices were high in ¢rder %o bring them down we wonld
follow the policy of $ight momey, meke credit less available., If prices
were low we would incresse the excess resorve position of the banks. In
general that is what we do but by that actdion we won't aswure any particolar
price condition; bud in conjunction with other Government sgencies which
come into being in time of war I think that perhaps thst could be done.

G« When the Board of fovernors determines thal you should go into
the open merket and buy securitiss how is that divided smong the Federsl
Reserve Banks?

A&, When the Board of Governors meeis it mests not alone but with
the Tive presidents of the twelve Federal Beserve Banks. On the Open
¥arked Qompittes we have the Board of seven - there is ong vacaney now
snd go it is oix - and five presidents of the Federal Reserve Banks, &
total of twelve. That is the Open Market Cummittes. We decade to pur-
chase, iebts say, five hupdred millions of securities in the open market.
Yhen we purchase them we then distriltute them to the Federasl Beserve
Banits; depending upon their capital eiructure, the smount of profits
that they require in order %o keep operating, and also the agreement of
the banks themselves to take less or more as between themselves. There
i’s ne particular bese; we can change it from bime %o time sz the banks
Yeguirs.
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3. 1% depends upon lhe size?

A. In general it is distributed among the banks wpon the size of
ihe bauk, the larger the bank the more securities it hes. Bub of course
the sepurities never get to the Pedersl Reserve Banks; they stay in the
Hew York bank. ,

{» That is mandatoryt

4. Unce the Open Markel Commititee adopts @ policy it instructs the
How York Banx through its ezecubive commitice to buy or sell. The Hew
York Bank buys or sells snd then distribubes. There is no question as
to vhether they want it or don¥t want 1%, It iz there.

Q. Vhat doss the Pederal Heserve Dank use as an indicator to tell
them when %¢ ezpand and when not o oxpand credit?

A&, In the first place the Federsl Beserve Bankt iteelf does not do
that. I% is done by our Board in Yashingbon and the Open ¥arket Committes,
There are really two monetary influences, one the Gpen Markst Jommities
which consists of the Board of Governors and five presidents of the twelve
Tederal Reserve Banks, and the other is the Board of Qovernors. The Board
of Governors has power to incresse or decremse discovnt rates in the
Pedoral Reserve Pasks. I hes powsr to increase or decrsase regserve re-
quirements. It has power to direcily warn benks on their credit policies.
The Open Market Commitlee has power fo tuy or eell in the open market.
fhet we generally do is watch figupes of the smount of loans and invesi-
ments. A8 the losns and Invesimenis go up and kesp going up at 2 kigh rate
apd there is a big base of excess reserves shich can 8till be loaned out,
that is an indication that there is & podential extension of credit vwhich

- -
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nears the boom period end then we pul on the brekes. We reverse our
polacy from en sasy po a tight monsy policy. In that ecase in the open
market we would start to sell securities from owr porifolioc so that the
banics and the public would heve securities in place of credit or cash,
In that case we would inerease the discount rate; if it were a marginal
we would incresse the margin of the emoumt that con be losned for the
purchase of speculastive sepurities. The other thing was the increase of
the reserve requirements snd the open market operations. If loons and
discounts stert going down, banks aren't losning enything, there is no
damand for it, then we con supply the smount of credit that could be
loaned by the banks by increasing the excess reserve position., We can
merely supply i%; thet doesn'i meen the banke will losn it. It s wp to
them to loan it. ¥e can't force them %o losn. Pat agein, there is no
definite procedurs that we eay that shen this happens we do that, As a
makter of fack, it is one of the things that you simply have to say:

" eyt looks to v as though this is what we ought Yo doand begin to pray.

1t is not politice; if 1t were 1% would be very scasy.

Q. If the desteriligation is carried is ife vitimate conclusion
end you get excess reserves of $3,800,000,000, does thet place the
extension of vredit beyond the operations of the Open Market Comitiee?

B If wo want to go the other =ay we would have one 3errible time.
¥e only have $2,565,000,000 of Covernment securilies, so if we want
$2,565,000,000 that wouldn't take up the thres billien. Selling the
whole portfolio would lesye us nothing to sell later. If %this three
billion goes any higher we have to go to Comgress and ask for sdditional

power,
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Q. Has there been sny noticesble change in loans going oud? This
maneuver iz to force money osut of banks now. Has there been sny noticeable
avcomplishnent?

A. Hot noticeable ag yeb.

8. I am interested in Jjust whet the purpose was in thess maneuvers
to inoresse the amount of excess reserves.

A. The purpose was -~ of course we had a $ime of 1. You read our
annual report and gee why we inoressed reserve reguiresents and then read
why we decreaged reserve reguirsments: and of course 1% leaves you in
the position in which we found ourselves at the dime.  (Diseussion off
the record.)

Colonel Hiles: You spoke in the early part of your talk shout the
necessity for some sort of & unification of banking within the eountry.

I would like %o ask, do you think the Tederal Feserve tonking system has
been & step in the direction of escuring an slement of wnification?

A« Yes, very definitely so. It has talken in nationsl and state
banks., All state b
law, Alwsys vhen you talk about unification you step on somebody's toes,
somebody who is & state thinker and doesn't want snything moved into
Vashingbon.

Colonel Miles: I talke i% you really believe that more stringent
wnification would be w

anks may come in bog now, in accordance with the present

&, TYou see, it is s0 easy for England and Cannda as they have few
banks. Cansda I think hes 16 banks; the rest are all btranches. %hen they
want to do anyihing they say “"Here's what we are going to do."  They can
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extend eredit to the banks and thersfore adopt a policy very readily, but
when you have 16,000 unite it 1s very 4ifficuls, sapecially with sach state
baving its own laws on bamking. Bub you can'it talk shout a thing of that
kind publicly because yom step on all the states the moment you do, You
have to have a unification if for mo other resson than nonstary control,
There are still excess reserves of ihe banks that are not members of the
System Yub they are on deposit in the vaults of the bank and with core
responding banke. Part of it will coms %o us if it is deposited. That
if you are not a member of the System bubt you deposit your money with
your banker, with a member of the Federsl Reserve System? Part of that
will have to go into the reguired reserves of thst bank so we got part of
it thet way. I think that we ore making moves in thet direction. It
takes time. We ore youngy in cenbrsl banking we are young snd have much
to lsam:

%; This may not be relevant, sir, tut at any rete what szendy
charters the banks in the District of Columbial

A. The Compiroller of the Currency.

G~ Then you are back of ¥r. 4. B. Odwn and his theory?

A. T don't know e~

Q. The espansion of banidng theory?

A. Tes and no. I would be for branch banking of a kind, differsnt
branches of a kind. The unit hanks are nothing more then actual branches
and so are units thai have directors. They are practically the same but
this is a form of branch banking thet will eventunlly come into this
country and is a subject you cen't discuss, [be moment you do you have
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21l the independent boskers on your neck., I would say & certein kind of
brapch bauking is necessary, eventuzlly. 1 think it will take %@igae* But
the prineipal thing before you even discuss thet is to unify cmr own
agencies here becanse how csn we talk about it when our own sgencies ave
divided, the Compiroller, the Pederal Heserve System, and the Federaml
PDeposit Insurance Corporation?

Colonel ¥iles: Doss that set-up come sbout hecavse of ouwr desire
nol to give permanent statue to certain positions which are really
experimental?

&+ The Zeconstruction Finance Corporation Is an emergency organizstion.
It is %o go out of existence in 1939, When the Federal Deposit Insurance
Corporation cans into existence the bill 4id provide thet on the boerd of
directors should bewmdnbers of the Pederal Reserve Board, but when the
bi11 finally passed they took them off. The Secretsry of the “reasury
wat & mewber of the B. T 0. snd the Federal Ressrve tmb the Banking Act
of 1835 took him off. There was supposed to be o gort of dovetalling,
The difficulty with an orgenization of anythine of that kind is that once
you hsve estzblished it you have an uphill fight to brime it into some-
thing else becsmse every sgency neburally wonbs to hove its own inde-
pendence, its own existence. I think that was dus to ihe fact that
insurence wae 2 new thing just startimg out. Our experience in the states
where we had Insurance has nobt been so very good in certain states. It
is a new thing and it was set up that way with three directors. Of course
ve do work together. We meet constembly witfél Sther agencles,

Qs ¥hat is the relation of this buying and selling of securities
to the general business of getting monsy on credit 4o run the Government on?
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A. Thatts anobher thing., Thmt is the fisesl operation. Vhen the
Bovernment needs money it sells sepurities. ‘The Government can ouly
ohisin money in one of two ways, by taxsdion or selling securities.

Tven vhen it sells securities it most eventually got enouzh %axes to
pay off those securities, It is conBimually refunding those securities
8o that perhaps the doy would never come when all the securities would
be rebired and you won't have to worry about that part of 3k, The
Govermuent sells these securibties to obisin funds with which %o have

the Government fonction., The Federal Beserve System through the open
morket does not purchase securiiles from the Covernment; it canmol
under the law, bob we onn purchase those Govermment securitiss s0d

other secorities that ave within the law in the open market, that means
from anybody, a desler, o banker, a ¢itisen, an individusl, from anybody
that wants to sell thewm in the open market. As we buy them we supply
eredit to the coundry through the banks. As we sell them we tske credil
avay from the countyy and supply securities to the country. You see, the
one is & Tiseal operation of the Government to cblain money by the sale
of seenritiss to operate the Government; the other is a monstery %o
gupply credit to the eoondry as a whole, to indusiry, commerce and
asgricoiture,

Colonel ¥iles: I think that we are all very much infebled to ¥r.
Seymeszak for this down~toeearth talk. %e donti often have speskers
come here and give us thiw type of talk vhere ws really fell that the
specker is spesmiting down to ve. 1 an sore we 2ll are very grateful
for that kXind of talk., I have a greater confidence in the Fedsral BRe-
gerve fystem for having heard ¥r. Ssymezak,
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