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TH~ ROLE OF THE FEDFAK~L RESERVE SYST~ 
IN FI~A~NCII~G A V~AR 

If we were engage@ mf~ war mt woui~ not br.ng about a 
change ~n the nature of the ~ederal Reserve fra~ctmons so much 
as mn the co_~d~tmons to ,~h~ch those functions apply 

As fmscal agents of ~he Unmted States Treasury, the 
Federal Reserve banks voald, of cours3, have to assm~t vmth 
the very greet b~urdcn of ~ ar f!manc~r~ They recemve sub- 
~cr~ptmons to Gove~z~ent mssues, allocate the ~ssues to the 
suoscr~bers, delzver the mssues and recemve paymen ÷ Tl%£y 
pay mnverest coupons and maturzng obllgatmons and ~ffect ex- 
changes of mssues. In t~me of war, when, presumably, efforts 
would be made to secure as w~de spread a subscr~ptzon to 
Govor~ent mssues as possible, the volume of work mavolved 
weald be enormous. 

In connection vath Government fm~czng but not as an 
actmvmty of 5he faecal agency functmon, the Federal Reserve 
banks wou_Id also have to assmst mn the fmnanc~ng of the 
puo!mc's ptu~chase of Gove~nm6nt obhgo~t~ons. 

The f~ctlon of iSSUlng currencj end cola would pre- 
sumably not be gTe~tly changed by wai " cond±tmons Any In- 
crease In the volume of money in clrculatlon would be readlly 
effected through the utl]izatlon of exlstlng machinery. 
Ho~vever, sl~ce the greater Dart of the mncreased ctomand for 
means of payment mn t~ne of war would be met by the use of 
bank deposlts transferable by check, ~t ~s not to be supposed 
that ~m_y very great mncrease ~n the -volume of money mn cmrc~- 
lateen would occur, 

The servlces of the Federal Reserve bnnks in fac]llt~tlng 
the ciealanco and collectlon of checks ~d the transfer of 
fm~ds in gener~l would presumably be called on to a gro~ter 
degree dumlng war tlme than at present. The ±ncrcasod re!rome 
of buslness zncldental to war would entall an mncreased volume 
and velocmty of payments, but the machlnerv of the Fcder~l 
Reserve System is adequate to meet wlthout stramn any con- 
celvablo increase In the volume of items to oc h-m_dled 

In the fleld of credit control also the Feder.~l Reserve 
banks would presumably exorclse thelr norn~ul central b~-A~ng 
funct±ons, though posslb!y more actlvuly th~ they have soon 
called upon to do in recent year~ W~th oul present enormous 
supply el gold, wlth banks holdlng v~st excess reserves, and 
wlth the ready posslbillty of incfeaslng thro~o~h central 
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banking action the volume of those reserves, there ms no 
prospect of ~ay d~ff~culty mn prowd~ng adequate c~edmt for 
war-t~me ±ndustrmal actmv~ty. ~he System has avamiable, as 
you know, the power to decresse res~r-~e requmrements and 
thereby enlarge very greatly the b~s~s for the extens~.on of 
credit. It has the power through the purchase of securztzes 
• n the open market to ~ncrease theft reserve base st~ll more. 
It a] so has the power through dmscount to enlarge and re- 
plenmsh the ~eserves of ~nd~vmdual ba~ks to the full extent 
of any conce~vab] e den~_d 

~he exact cond~tmons under which the System would be 
cal] ed on to exerc~ se these powers would depend, of course, 
upon. the nature an~ extent of the wet ~n which we wer~ en- 
gaged and upon our relst~ons w~th our all~es I th~nk that 
I co~not do better than describe to you mnformally the present 
structure end functmons of the Federal Reserve System an@ then 
mndmcate very brmefly the use to which they would be put ~n 
~ra f  t lme, 

The Federal Reserve System was or~gln~lly organmzed for 
the purpose of decentrallziD4~ the currency and credLlt supply 
of the country Thls bemng a very large country, we devlated 
somewhat from the central bank mdea in Europe. European 
countrles have in most cases one central bank wlth brcnches, 
but here, because of the area we have to cover and because of 
the variety of economic conditions in the various sectmons of 
our country - 8grlcultumal, industrlal, con~nerclal, flnanclal - 
we have 12 autonomous Pedoral Reselve Banks located in 12 
dlfferent ~istrmct~ ~he dlstrlcts, as you ~,~lll lemember, ere 
Boston, New York, Phlladelpba, Cleveland, Richmond, Atlanta, 
Chlcago, St Louls, Mmnneapolls, Kans~s City, Dal]as, San 
Franclsco. If the area is large there are branches in that 
area For ex~nple, in the San ;rancmsco c[istrlct, whlch 
covers a number of states, there are 5 branches, On th~ other 
hs~d, mn the Phmladelohla dmstrlct, wnmch has a small area, 
there is no branch New York has a oranch ~n Buffalo. Chmcago 
has a branch ~n Detromt. Altogether there are 25 branches. 
The branches enable the banks to serve all parts of themr 
d~strmcts promptly. Then, to meet special currency demands, 
2 s+Tencmes were organmzed, one ~n Ssvannah and the other mn 
Haea~, Cuba Altogether, therefore, vre have 12 Federal Re- 
serve Banks, 25 branches, and ~ agencmes. 

The Federal Reserve Act provld6d thpt there ~hould be a 
board, haov, n st that tlme as the Feo eral ReservG Board, to be 
appolnted by the Prcsldent of the Unlted States, ~ith the 
~dvlce and the consent of the Unlted States Sel~te Thls 
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board v~&s to have supervmsory and coordmnatmng power over the 
actavataes of the 12 Federal Reserve Banks, the 25 braaches, 
and the 2 agencies, In process of t~ne the Federal Reserve 
Board wss gaven sdd~t~onal power mn the fmeld of monetary 
control. 

Wzth the Bankang Act of 1955 greater power to anfluence 
credlt con~itlons was g~ven to the Board an Washlngton, whose 
name was then changed to "Board of Governors of the Federal 
Reserve System." On that board arc ? members, appolnted for 
a perlod of 14 years, to gave them independence of thought 
and actlon, The Federal Re~6rve Banks are not owned by the 
Government They are o~me~ by the 6~00 banks, approxmmately, 
which are members of the Federal Reserve System ~ere are 
altogether about 16,000 banks an the country Less than half, 
therefore, ale members of the System. Yet the 6300 whlch are 
members hold about three-fourths of the tot~l assets of ell 
the banks of the country. In other ~ords, the member banks 
include near]y all the larger banks of thG country. Member- 
shlp in the Federal Reserve System is ohhgatory on all 
natlonal banks Each such bszLk purc_~ses stock in the Federal 
Reserve Bank of its dlstrlct, equal to 3~ of ats o~m capltal 
and surplus There are also about 1,000 state member banks, 
that have ~\ophed for membershlp and been admitted to the 
System. They too have to purchase stock of the Federal Re- 
serve Bank of thell dmstrmct equal to 3~ of thear capital and 
surplus Each member bank subscrlbes for 6%, but only 3~ has 
been called for. ~he other 3~ could be called for mf necessary. 
The member banks recemve d~v~dends of ~ per an_hum cumulative 
on thas stock. 

Now there are, as I told you, aoout 6,300 member banks, 
about 5,300 of whlch are nataonal banks and requared to be 
members State banks whlch become members obtgln thelr 
charters from the state authorltles. In each state we hsve 
a state b~uok supervlsor, so that makes 48 bankzng systems, 
one an each state ~hen we have the Comptroller of the 
Currency, supervzslng the natzonal bankang system, that's 
49 There zs also the ~ederal Deposat Insurance Corporatzon, 
whzch came into exastence not so long ago. It ansures the 
deposz%s of its member ba~ks Membershlp an the Fcder~l 
Deposzt Insurance Corporatlon Is not to be confused wlth 
membershlp mn the Fedcr~l Reserve System. Every bank that 
is a member of the Federal Reserve System apse facto becomes 
a member of the Federal Deposlt Insurance Corporatlon. Bu~ 
there are a great many state banks whlch are not members of 
the Federal Reserve System but are members of the Federal 
Deposat Insurance Corpor~tlon. Then there Is ~Iso the bank 
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supervzsory authormty of the Federal Reserve System, ~@n~ch 
supervises r~t~onsl bar~s ~n addition to the supervision 
they rec~mv6 from the Comptroller of the Currency, and super- 
wses state member banks xn addmt~on to themr superwsmon by 
state authority. The Federal DeposAt Insurance Corporation 
supervises slso those state ba~/<s whose deposits are tonsured, 

In addition, there ~s the Rcconstructmon F~nance Corpo- 
ration It ms not o~mn~urmly supervmsory, but ~s an organ~za- 
bmon theft lends to b~unks. It owns preferlod stock ~n m~uy 
banks and ~t has po ~cr to exsmzne those b~A~s that ~t has 
stock ~n. 

There, briefly sketched, ms your banking pmcture - over 
16,000 bsnks ~cattercd ~ii over the country, some n~nt~onal 
bsa/<s ~.d qome state b~auks, some mut~_%l sav~ngs b~ks, others 
con~ncrezal, others trust companmes. Then we have, ~n addition 
to tl~t, all of thc~e supcrws~ng agencies, the states, the 
Comptroller, the Feacral Deposit Insursnce Corporation, the 
Federal R~3serve System, and the Reconstruction Fmnance Corpo- 
ration You can sec that that ms a dmffmcult smtuatmon. It 
h~os just gfo~a~ up ] ~ke "Topsy " It w~ll t~uke some wh~le to 
reconstruct mt boeause mt msn' t as though you had a clean 
sheet of paper to wr~to on and say "Th]s zs the way ~t ought 
to be." You Dust can't do tnst 

Even though ~e h~ve the Federal RGserve System, banks 
contlnue to h~%ve correspondent relatlons wzth other bar~s ~s 
well. That means, for example, a b~/~ In Milwaukee will keep 
part of its reserves wlth a Dank in Chmc~go A ba~/~ mn 
Chicago w~ll deposmt p~rt of ~ts reserves w~th a bank ~n New 
York. 

Tree rcason for the correspondent relatlonshlp is that 
the ~mallei banks got certaln scrvlces from the larger banks. 
For cm~mplc, they get adv!ce on the!r portfollo of securltles, 
or the Ne~ York b~k may invest some of thclr funds for them. 

Tncr~ is still another factor that came into the pmcture 
recently, the Securltlos ~d Exchange Commlsslon We are dms- 
eusszng ~,ith them the posslbzllty of thelr modlfylng thelr 
rcgul~tzons somewb~%t, ~ud they have already done so to an 
extent. V~o <~e also sugo~estzng to the Comptroller of the 
Currency that he modlfy certaln of hls rogulatmons Of course 
it ms ~lways presumptuous to suggest somethlrg hkc that to 
the other fellow, because he can turn around and say, "You 
bnve enough to do in your o~m baekys~d wltho~t comlng over 
here ~nd tellzng us what to do. t' ~e ~re suggestlng t2~t the 
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Comptroller modlfy hms regulatzons ~n respect to the kmnd of 
securmtmes bhab can be ±m~rchased by member banks ~gqen he 
s~ys only certamn sec~r~tles can be purchased for the port- 
fol~o of the natmonal ban/< that at once becomes our regula- 
tion and applmes also to state member banks. If we can we 
would hhe to modzfy those regulations somewhat so as to 
provmde a larger base upon which the banker can choose the 
klad of sec-ar~t~e~ that he w~shes to purchase for hms port- 
fol~o. It seems to us that th~s would mature capital more 
e~smly ~vamlsble, ~oaay mf you float an mssue you have 
d~ff~cu]ty gebtmng mt on the market. It may be a very sound 
issue, but the bank can't buy mt because mt ~s not market- 
able, ~t hasn ~t the volume, mt ms not regzstered, and ~t ms 
not mn the manual Therefore, the ban~s are obstructed from 
investing as they otnerwmse m~ght and that makes mt d~ff~cult 
for the smaller fellow ~o get hls capmt~l needs. 

?~e are also dlscusslng adoptlon of a unlform examlnatlon 
pollcy. You may ~havo read somethlng of that in the newspapers 
thls mornlng The idea is to get %1] of the ~upervlslng 
agencles to adopt a more un!form polzcy of examlnatzon Each 
of these agencles I have mentloned has power to examine banks, 
though zn practzce only one authorlty goes in to examlne a 
ban/<. The Comptroller oxamlnes the ~atlonal banks and that 
Is all %Ve recelve a copy of hls e.~mlnatmon report and pay 
hlm for It In theory we too can go into the natlonal bank 
to examlne but we don t t do it The state member banks are 
exammned by us and the state banks that arc not members of 
the ~edoral Reserve System but are members of the Federal De- 
posl~ Insursa%ce Corporatlon are examined by the ~ederal 
Deposlt Insurance Corporatmon. ~Vhenever one agency goes in 
to examlne, the other agencles stay out, and they merely get 
a copy of the exammnatlon report. Therefore, there isn It 
the duphcatlon of exmnlnatlon t_hat mlght be supposed, but 
there may be dlfferences in the pollcy of examlnat!on ~nat 
we are trylng to do now ms to get all of these, the Federal 
Deposlt Insurance Corpo~atlon, the Comptroller of the 
Currency, 9~d the Feder~l Reserve System, and eventually 
the bsa/~ supervmsory agencles of the forty-elght states, to 
agree upon a more unlform pohcy of examlnatlon, partlcularly 
on the questlon of securltmes and also on the questlon of a 
classlf!cat!on of some of the assets under the column headed 
"slow." Many loans are made for a longer perlod than 30, 60, 
or 90 days, whlch ms the average commorclal loan. Nany loans 
are made for 2, 3, 4, or 5 years, and the moment you clssslfy 
them tinder the "slow" headlr~ of course ~t looks llke 
crltlcmsm, v,hen, as ~ matter of fact, the loans may be sound. 
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In o~@e~ to h~ve a real expansion mn ~naustry, comerce or 
agriculture onc must obtain money for a longer period of time 
than SO, 60 or 90 days. Those loans ought to stand upon 
their o~n merits of soundness rather than upon the tzno 
element 

With ~l~at in mind, the Bo~king Act of 1935 provided 
that racy so~nd assets, regardless of maturity or classlfic~- 
tlon, might be dlscountcd by a member ban~ at its Federal 
Reserve Bank. 

Thls provided a broader base upon which the Federal 
Reserve Banks can exten8 credit to the member hanks of the 
country, so that today, in place of belng hmlted to what 
was ozzginally deslgn~ted as eligible paper for dlscotuot~ng 
pvrposes, ~ member bank can borrow on any klnd of sound 
oapor ~th 30, 60 or 90 day maturities or I vear or 5 or i0 
year mat~ritles. Such borrowlng~ m~st be for ~ months or 
16as ea~d be~r a rote of ~nterest one-hclf of 1% higher than 
the d~scount rate of theft dlstr~ct. You get a loan, for 
example, from a b~nk and the bank needs cash end so it takes 
your paper over to the Federal Reserve bank, ~f ~t is for 
industrial, commorcls~l or agricultural purlcoscs and it dis- 
counts thn~ ~paper at from i~ to 2~. In other wo~ds, ~f it 
had 4% or o~ interest, ~t pays l~to 2%, ,~t col!ect~ ~he ~% 
or $% but ~t pays pa~t to the Federal Rosorvo b~ak. The 
Federal Re~erv~ bank holds that paper for that osnk and gives 
credit to that b~nk on the account. The Federal Reserve Banks 
are fen(lets of L~st resort. Their lending powers ~a~e 
prsctmca!ly mnexhsust~ole. 

Howc~er, banks as a ust~l thlng don' t llke to borrow from 
the Fedora] Reserve benk or ~uybody else oecause they don I t 
like to show !n their statement that they owe any money to 
~ybody. Therefore, there is very ] rattle occasion for the 
Fcdo~l Peserve bs~s to use their dlscount powers. ~Tnen the 
Fcdcr~l Reserve b~mm c~ne into exlsteuce in 1914 thls was 
conslaored to be not only an important po~rer but one to be 
most froqucnt!y cxerclsed. It was presumed thut the banks 
~roul@ borrow from the Federal Reserve ~md wc could either 
supply them ~ith crcdlt or refuse. As a matter of fact, even 
though thzt w~s one of the principal purposes, to discotunt 
%nd icnd to banks, the banks have rcfro~incd from coming to 
the Fcdoro~l Reserve banks except in tlmes of emergency. It 
~roul~ be desirable if ~rc could get b~nkers to tsd<e the point 
of view that borrowlng ±rom the Federol Reservc Bank is a 
normal ~md proper procedtu'e when it enmbles them to meet the 
icgltmmate requlrements of thelr customers, but I don't know 
ho~ ~rc cm~ They seem to feel that borrowing is ~mlways ob- 
3ect] om~ble. 
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~or reserve purposes, tnere are three dmfferent classmfm- 
cations of banks. Fzrst are the central reserve c~ty banks. 
The bsmks zn New York and Chzcago are cslled central reserve 
c~ty b~nns, snd thezr rste of requirement of reserves zs 
hzghcr than ms the rate for the bsd~ks zn reserve cztmes. 
There arc about smxty reserve c~tzes, oxclud~ New York and 
Chicago Then banks ~n ~iI other places arc called "cova%try" 
banks, even though they may be zn relatzvely large cmtmes. 
The rates of requmred reserves are dmfferent for the bo~k$ 
of those three d~ffercnt classzfzcatzons, the central reserve 
czty banks, the reserve b~nks, and the co~u%try banks. That 
ms, the rate on demand deposzts zs dzfferez~_t. The rate on 
t~mo deposzts ms the same ~n all three classmIzcatmons. 

The requ!rements as stated -n the Federal Reserve Act 
arc IZ~ ±or central reserve cltles on dcma~d deDoslts, I0~ 
for ,~eserve c!tzes, 2~ for country barges, and 3-~ on t~me 
deposmts The Boord was gzven power to double those requzrc- 
ments or razse them to o~y fzguro zn between ~gh~le the 
Board could double the or~n&l requirements, ~t can~ t go 
belo~ the 13, i0 and 7 It could go up to twmce the amount 
sued then come back to th~s s~mount but zt coul~' t go bclo~, 
that. 

The present reserve requ±rements on demand dcposlts are 
for the central reserve city banks 22 3/4~, for reserve clty 
bar~<s, 17~!-~, for country banks, i~, and on all tnne deposlts 
for all classes ~f banks, 5~ I will also glve you the 
flgule for excess reserves They enter znto thzs pzcture 
very deflnltely, they are the reserves that the me~qber banks 
l~ve in the _ ederal Reserve bank zn excess of what they are 
requlred to have by law The requl.~ed reserve zs frozen and 
can't be taken out. The excess reserve ms the bose upon 
~zb_ich ~,o can extend crcdzt in thls country It zs lyll~g in 
the Federal Reserve b~i<s !dly wmthout pay±rig a penr.y of 
interest to the member banks, but when the member barLks 
begln to lend, thcy lend on it. 

Near it war tlmo, as I sald at the outset, the regular 
sorvlces of the ~odoral Reserve ba~ks ,,vzll be employed, but 
I fzz.d zt dlfflcult to say how they ~mll be emp!oye~ ,vlthout 
l<11owl~g ~Th~t the ~rar is. There are certaln to be, however, 
two m%In hnes of crodlt rcqu!red one for the Government 
and one for industry. 

With respect to Government fln~clng, the Federal 
Reserve banks would have a double role to pl~y flrst, as 
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flscs~l agents of the Treasury In han0_llng subscrlptmons to 
securltlos, recelpt of psyment therefor, and dell~ery, and 
second, as a central bankl_~ organlzatxon, asslstln~ the 
b~a-~s of the country in flnsnclng flotatlons. 

With respect to the flnanclng of buslness, the task of 
provldlng ample credlt, If conaltlons were s~nyth~rg hke 
those at present, would not be d!fflcult. The banks of the 
country l~ve abundent excess reserve~. Those reoerves could 
be replonlshed by ptuch~sos of securltlcs !n the open 
market on the part of the Federal Reserve banks. They could 
be further roplenlshed by redlscount of paper by member 
banks. They could bc stml! further replenlshed by a re- 
ductlon of reserve roqulrements. ~e dlfflculty would not 
be to supply suff~clcnt credlt, but to avold supplylng too 
much The least of our worrmes, ~t seems to me, if we were 
engaged ~n war, would be the adequacy of our credlt faclhtles. 
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~. ~ e r e  i8 a ff~ur~ you p r a i s e d  u~ but d i d n ' t  ~ ive ,  the c r e d i t  on 

e~ess r ~ s e ~ e ~  plus the d~ste~illzed ~oi~. 

A. The amount of  excess reserves  on April 15~ 1938, was 

$1,700,000,000 an~ on April 16 when we decreased reserve requirements 

i t  became $@~,500,000,000. ~ a f t e r  the  f u l l  ~e~terili~tien, about 

whlch I spoke a moment age, WOieh will become effeetlve as the bills are 

r e t i r e d ,  %hare will be $3,%00,000,0C0 t o t a l  e ~ s  reserves. 

q. I w a d  ~ t o  ask i f  the  Fede~sl ~ e ~  Board has t h o ~ t  

of any plan as te ~w the Boar~ w~ operate %0 control price inflation 

i~ war t~e. 

A, Well, it Is ver~ &iffleul% for us to comtrol prices. That is 

one of  th~ ~hln~s that we reporte~l to the  Etude ~klr~ ar~ Currency 

Committee w~en the ~ $ t t e e  was c e ~ l d e ~ t ~  the P ~  h i l l .  ~ I read 

t e  ~ a  ~ust what we ~a£d to ~ cc pz~ce~ because t he re  a re  so mauy 

t h ~ s  tha t  e n t e r  i n to  prtces~ The Federal  ~es~rVe System can only 

con t ro l  the  su~pl~ of c r e d i t .  ~ r e  t s  wb~t ~e sat~ to the ~ouse Bankt~g 

and Gurrency C~mlttee c~ the 19~ price level, because that provides 

t h a t  ~e shout~ de @~atever we can %hrot~ our peters ~Iven Us h~ Congress 

t~ brz~ the price level of the country hack ~0 1926. This zel~tes to 

~eur qu~stlen am~ I will tell you ~a% we said: 

"In  an amendment the  Boar~ of  Governors ~s l n s t ruc t e~  ~y the 
P~m~ ActS to  ~aAse all-~%~j In~x until full employa~nt 
of all persons able and ~illlng to work shall have been se~hi~e~ 
an~ %~n%i! the price level s~.~l at least reach the all-commc~lit~ 
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index of 100, as establlsbe~ by the ~tmvnt of I~b~, for the 
1926. The Bo~d is ~irther dire~te~l to maintain this price 

~el with varlatlon~ not to excee~ ~ per cent. To accomplish 
~ t  s the Board I s_~dlrect~l to expand a~l  cc~t~act ~eman~ de~s~ t s  

mesy~ c re l i~  by e~glng in o p ~ t  operations. 

" ~  posit ion of the ~o~xd o f  G ~ o r - s  on the problem of 
monetary objectives was ~ t e ~  in  a state~vnt issue~ on 
~ s t  2, 1937, i n  ~ssponse to ~ Co~#ession~ ino~ry. The 
~ r d  is in fu l l  agreement ~it~ ~ ultimate objective of 

of  a volt, me of business ~ctlvity ang of ~ t l o n ~ l  income 
a ~ t e  to a~m~re ~ f u l l  em~ley~nt of la~or ~ of the pro- 
~ctlve ca!mclty of the co~n~ as cau be contlnuousl~ m~s%alne~. 
The ~d is a~e tl~t cvmmodlt~ prices are am im~ortaRt element 
m the ~ t i ~ ' s  ecencmlc l i f e  ~ i  t l~t violent fluctu~tlon~ of 
prices have ~i~tr~ effects~ I t  ~elieves, he~vv~, that 
.~r!ce stsbi l i ty does not nvcessayil¥ lea~ to econcalc stabil i ty 
~n~ ~r~oPe, ~oul~ not be the pri~Ipml ebJ~tive of Imblic 
policy. In its opinion the object ive of economic stability 
Cszaot be ~eve~ kv monetary mesas alone, but ~ t h e r  should 
be s~ht t ~  coordination of mo~etm~ s~d other major 
pelicies of the Government M~%ch influence ~luess activity, 

a~e  pr~nc¢~l cliff lofty ~Ith a stable price level as the 
o~eCtlTe of  eco~1omlc policy 18 ~t it is  not in itself a 
~ t t s f ~ o r ~  i ~ t i~ to r  of a contir~ensl~ smco~ ~ k l n g  of the 
~ I c  machine. Tl~ere ~ v e  bees periods in the pas~ when 
the price lev~l was stable au~ nevertheless tl~re were ~evelep- 
ing m~mer~s mala~st~ents ~IClt lad to an economic collapse. 
FOr e~mple~ from the latter part of I~ to the latter part of 
1929 the index of ~bc~le~le prices ~ed little c~ge, tat 
O~e~ ~evelc~ment~ were t ~ t e n i ~  ecoz~mlc s~ability. P~ices 
an~ ao~ivlf~y on ~e stock m~rket ~ere rlsi~ rapidly, 
~m' loans ~ at ~ ~mpreceClented ra~e, Co~tructlon c~ 
c~flce a~l apartment ~mi l~ i~s  ~a~ ~ e i ~  p r ~ t e ~  with a vie~ 
t~ quick profits at  a rate tb~t endangere~ the Ic~er-t~e 
~tleok in tl~e building i ~ t z y .  Loans were ~ein~ made for 
enterprises abrc~l ~I tb~t  careful Investigmtlon of credit 
ri~S, and business activity in general ~as iz~reaeing~ partly 

a result of speculative ~evelepments. to ~ level that could 
not be mmtslnsd~ ~e use of the commodity price level as a 
~4e t~ credt t  1 ~ I i ~  in these c i r c u m ~ s  would h~ve bee~ 
e n t i r e l y  uns~t~actor~. T h e e  i s  no a~scraucs that  i t  ~ u t d  
be t a i l o r . to ry  in the fUture. ~ 
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There Ss m~ch more on t~at but the poln% I sm tryln~ to make i~ %~a% 

we ~ %  ~? our monetm7 p m  ~f~ct the prlcB level except in coopera- 

t t o n  ~ t h  o~her ~ - - ~ e s  of ~he ~v~r~ment.  ~ ~ can,  o u t s f ~  our 

~m~ket operattcms amd dtsQouatir~,  a l s o  increase  or  4emrease reserve r e -  

quirements. I f  p r i ces  ~ r e  h ~ h  in  order t o  b r : i ~  them down ~ ~ l d  

follow the policy of ti~ money, ms/~e credit lass ~vsila~le. If prices 

~ere 1 ~  we would increase  t he  9 x c ~  reserve  pos~tim~ of  ~he banks. In  

general that is Wm~t we do ~t by %ha% action ~e ~n't assure any particular 

price co~lltio~ b~ i= coD~u~ctlon with other ~versmeB~ a~encies which 

C~ into bei~ i n  ~ of  ~ r  t t h ink  ~hat perhsps t h a t  cm~la be done. 

(~. ~hen the  B ~ r d  of ~vernors determines that ~c~ ehoul~ go i n t o  

• / ~  ~p~a m e r i t  and ~ sec~mltles how is t ha t  ~ivtdecI amo~ the !~ederat 

Rese~ I~a~s? 

A. When the  Board of G~vernors ~eets  ~t meets no% alone ~ t  with 

%he five presidents ~f the  t~Ive Fecleral Reserve Banks. On the ~ n  

~ r k e t  ~o~mlttee ~e h~ve the Board of seven - t]~ere is one vacancy now 

an~ so i t  i s  s i x  - ~ f i v e  p~'est~!e~ts of the Federal Reserve Bmuks, a 

total of %weive. ~ is ~he Opea ~rke% ~ommi%tee. ~e dec~@~ to pur- 

chase, let's ss~, five h~d~e~ mil!~ons of secur~tles in the opss market. 

~%~el ~e p~reha~e %hem ~ %h~l dls%ri~te them tO the F~lersl ~serve 

B~nks, d~pen~i~ upO~ t~e~r c~pi~l struc~are~ the emmmt of profits 

that %hey ~equire in o~der %~ keep operatic, an~ s l s o  the eEresment of 

the ~maks themselves to ,~ less or more aS be~en themselves. There 

is no particular bass; we cs~ c ~  i% from t~me tO ti~ as %he banks 

re%~ire, 



Q. I t  ~ t e ~  ~ e a  the ~ize~ 

A. I n  ~eneral  it is d i s t r i b u t e d  among the ba~s upon the Bize of 

the  beak, ~he l a r g e r  the  tmak th~ mm~e s e c u r i t i e s  i t  has. Bat of  course 

the securities n~ver ~et to %b~ "~eder~t ~e~erve Bsm~; they stay in the 

New York h~. 

~. ~t is mau~ator~ 

A. Once the  Open ~arket  Committee ~dopts a pot t~y i t  i ~ t r u c t s  the  

New York Bar~ thr~ its executive cc~mlttse to btV or sell. ~e ~ew 

York Bsnk ~ or sells ~ %he~ aistri~ates. ~hvre is no question as 

to ~hether th~ ~rant i t  or  d ~ ' t  wsat I t .  I% i~ t he re ,  

~ t  ~o~ the F~l~r~ ~ v e  ~ar~ use a~ an Indicator to t a l l  

the~ when to e x p a ~  sa~ Wae~ not to  ~ a n ~ l  crecli~? 

A. In the fi~s% pLsce the Fedsr~l ~eserve Bank itself d~es not ~o 

that. I% is ~one ~ our Boa~ in ~ashl~%~m and %he Open ~,~arket Camel%tee, 

There are really two sonvtazT iufluences, one the Open Market Committee 

v~hlch ~onslsts of the Boar~ ~f ~overnsrs end five presidents of the t=elve 

Federal Reserve B~k~s, and the other  i~ the B~ard of ~<y~e~aors. T~s Board 

of Oovernors has power to Increase or decrease discount rates in ,~he 

~e~ez~a~ ~serve B~ks. I~ has po~eP to increase or decrease reserve re- 

quirements.  I t  tins power to  d f r e c t t y  ~ m a  banks on t h e i r  c r ed i t  ~olicies. 

The Open Market Committee has 9ower to ~ or s e l l  ~n the @pen market .  

~hat ~ ~enerall¥ do is ~tch figat~s of  the ~ount of loans ~m~ invest- 

ments. As ~he loans va~ investments ~O up a ~  keep ~i~ u[~ at a hi@h rate 

and there is a big h~se of e~cess rvserves ~Ich can still be ic~id out, 

that is an i~Ication that there i~ a petential extension of credit ~hich 
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nears the  b ~  per io~ a ~  t h ~  ~e Vat on the  brakes. We reverse  c ~  

pol~ f~om an easy 15o a t i g h t  money policy. In ,/~at case in the open 

m~'~et ~e ~ s t a r t  ~ sell s~m~riti~s from ore- p o r t f o l i o  so %bat the 

tauk~ and %h~ p~bllc would have securitie~ in place of credit or cash, 

In tha% ~ we w~ld i~re~se the ~ % s e ~  r ~ e ~  if it were ~ marshal 

would Intrude the ~ r ~ n  of the amount t h a t  can be lo~n~i for the 

purchase of ~pe~a~ive securltie~. The other %hlr~ wa~ the Lucres~e of 

~he reserve req~iremen%s ~ the ~ e n  market ~atlons~ If loans aria 

diSCOtm%S s~ar% g O i ~  down, hanks ~ve~ ' t  los~t~%~ ~hlr~ f / t ~ e  is no 

~and for it, then we can smpply the amoun~ of credit %hat rmul~ be 

lom~ed 1~y the. Banks ~ ~ncreamlng the excess reserve posi%ion. We can 

merely supply i ~  theft doesn ' t  mean th~ trunks wi l l  1 ~  i%. I t  is up to  

them to loan i t .  We can't force ~h~ to loan. But ~ain, ~here is no 

d~ial te procedure %hat ~ ~a~ th~% ~ th~s h~pp~c we do %~a~. As a 

ma%ter o f  fact, i t  i s  one ~ the t h i ~ s  t h a t  you simply hav~ to s ~ :  
/ 

" I t  l ~ s  to ue a~ ~hou~ this is ~ ~ oust to d~:an& begin to pray. 

I t  is n~ I ~ l l t i c ~  i f  it w~re it ~Id ~e very e~sy. 

~ I f  the ~ t~v i l i~a t lon  i~ cavrie~ t~ It~ ultimate concluslon 

a~  ~ get e~ce~s r~erws of ~00.000,000, ~o~s ~b~t plac~ the 

extension of credit beyond the operations of the Open {~arke% Committee? 

~ ~f ~ v~n% %0 ge the o%her ~y we woul~[ h~ve one terrible %ime. 

We only h a w  $2,,~65,000,~ of Government s e ~ i t l e s ,  so ~f w~ ~n% 

$~,8~5.C~0,000 that ~i~n~t t s ~  up the  th res  billion. Selii~g the 

whole p o r t f o l i o  w~id l~we us moth i~  ~o sell l~%er. I f  this t h r ~  

billion @~es auy hi~her ~ have to go ~00ongress and ask for additional 

power. 



q. }~ there been a~7 n~tlceabie c ~  in icanB ~oi~g cut? This 

~neuvar i~ to force money ou% of banks nc~, ~ there been 8r~ noticeable 

accc~p!i~ ~ent.? 

A. ~ot noticeable as ~e~ 

~, X ~ i~tereste~ in jugt ~ the purpose ~ in these ~r~urers 

to increase the a~oun~ of  excess ~erVes. 

A~ ~e p~ose ~as -- of courBe ~ ha~ a time of ~t, You read our 

~rL~al report and see why we In~rea~e~ reserve requ/~ent~ and then read 

~ ~reased reserve requlre~ent~ and of ¢c~r~e it leaves you in 

the position in which we fc~l o~mseives a% the time. (Diec~sslc~ off 

the record,) 

Celenal ~lea= ~ spoke ~ the early p~rt of your talk about the 

necessity for some sort of a ~mi~ica~ion of b~k~ within the CcUnt~. 

t ~ l~ke %O a~k, de yon thiuk the ~ed~rat Reserve ha~ 9y~tem has 

~een a ~te~ in  the ~ r e e t i c ~  of securing an a~mt of unif ica t ion?  

A. Yes, very ~eflnitel~ so. It ~as tak~m in ~i~al and s~te 

~ks. All state h~cs m~r come in ~n% ~ow~ i~ actor&race with the present 

law. ~l~ ~he~ ~c~ talk about %m~f~c~tlen ~ma st~p on s~me~d~'s toes, 

seme~o~ ~ho i~ ~ s~a~e t~inker and doesn' t  ~ n t  a u ~ h ~ g  move~ into 

~cl~nel ~iles: I ~e i t  you r e a l l y  believe ~h~t mo~e ~ringen% 

A~ You see, i t  i s  so easy for  ~ a n ~  an~ ~aua~ as they have few 

banks. Canada i thln~ has 16 ~mks~ ~ r~st are all ~eaches. When they 

want to ~o eny%hi~ they say ,,~ere~s ~ we ~re g~.r~ to do." They can 
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extend ~ d i t  to  the ~mke ~n~ there fore  adopt a po l i cy  very  r e a d i l y ,  But 

wh~u you have. 16,000 u n ~  i t  ~s v ~  d i f f i c u l t ,  e a ~ c i a l t y  wi~h each ~ t a ~  

h a v t ~  t t~  own 18~s on ~m~ng~ ~at  y~a ~ ' t  ~ k  ab~mt a th~ug a f  tha t  

kind publicly because yua ~t~p on all the ~t~tes  the  m~ent you do. You 

have to  have a u n i f l ~ t 1 ~ n  t f  f o r  no o the r  reason than m ~ % a r y  c~n t ro i .  

There are still ~ s  reservee of the banks %hat are not members of the 

System ~a% they are on d~posi% in the vaults of the bauk ~ with cor- 

r e ~ d i n g  l ~ k s .  P a r t  of  i t  w t ~  c ~  to u~ t f  i% t~ d~uosi t~i .  ~nat 

if y~ are not a membe~ of the System ~ you d~po~it your money with 

~omr ~er., with a member of the Fed~l ~es~rve ~ys%sm? Part of %hat 

will h~ve to go Juts t~he re~aire~ reserves of that Bank so we get part of 

It ~ha% ~. 1%hlnk tha~ ~e are mak~r~ move~ in %~% dirsctlon. It 

%~me. ~e are ~v~ in central Imnk~r~ we are young sad k~ve much 

t~ Is~n. 

Q, This m~v n~% he relevan%~ slr~ ~t st stay re%e what ~an~ 

A. The Comptroller of the ~rrency. 

Q. T h ~  you ar~ ~ of ~r. a. B. Ginu ~n~ his theory? 

A, Yes ~ no. I ~m%~la be for branch han~ng of a ki~, different 

bran~e~ of a kind. Th~ u~i~ hm~s are ~ t h t n g  more than actual branches 

s~d s~ are Uai%s ~ha~ have directors. They are pr~%iaally the sam~ but 

this is ~ f~'m ef ~ ~ ~  ~hat will ~%ual!y Cc~e into %his 

country ~n~ is ~ m~j et you can,% dlscu~s. ~h~ momm~t ~u do you have 
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a l l  the f n ~ e p ~ n ~ t  t ~ k e r s  on ~rour ~ c k .  I would ~ a c ~ r t ~  kin~ of 

b r a s h  ~ ~  !~ necessary, ~ n t ~ l l y .  I think i t  w i l l  t ~ e  ~i~e. But 

princIV~l thlr~ b~fere you even ~ ~  that is to unify our o~n 

agenales h~re because how can we tmlk abou~ it ~hen cur own ~encles are 

dlvld~d, ~ Oo~ptroiler, the ~e~eral Reserve ~t~, ~ the Federal 

Deposit Insurance ~ r ~ t i c a ?  

O~lonel ~II~: Do~ fJ~at set-up come about because of our ~esire 

~ot to give permanent status to certain positloa~ ~hlch ~ real ly 

A. ~ ~ecenstructlc~ ~i~mnc~ Oorpor~tlon is ~n emergency o r ~ i z ~ t i e n .  

It i~ to g~ ~ of existence in 1989. ~Taen t~e Y~deral Deposit Inm~rance 

O~r~o=a~io~ came into existence ths bill did prevlde th~.t on the boerd c~ 

directors  shm~la ~ ~ r S  ~f the Feaeral ~eserv~ Board, but Waen %he 

bill fim~lly !~asse~ they took %h~m off, The Secretary of the Treasury 

~a a member ~ the E. F~ O. ~i the Fed~ Re,rye b~ the Bm~kin~ Act 

of i9~ took him off. ~ ~a~ supposed to ~ a sort of ~v~taillng° 

Th~ ~Afficulty with ~ or~uiza%ion of a~hi~ qf t ~ t  ~rlr~ is tha~ once 

y~a hav~ ~st~h!i~ i,~ yOU ~ve ~ uphiLi fight to bri~ i t  into so~e- 

~Ir~ elss te~se every ~geacy n~tura!ly wants ~o have its own inde- 

pen~enc~ i t s  ovr~ exls~emce, ~ ~hir~k t l~t  wa~ dne to ~he fac~ that 

insurance ~ ~ new thlnZ just s%art~r~ out, Our ~perlenc~ in ~he stats~ 

where ~ ~ Inmun~r~s has not ~ so very good in certain states. It 

is ~ n~ ~hlr~ and it ~ set "~ %ha% way with three directors. Of course 

we do work tc~ether, ~e se~et constantly rd%h oth~r ~germies. 

Q, ~t is the re]~%io~ of ~hls bu~i~ ~ ssl!ing of ~ecurities 

to t ~  ~ z ' ~  Imslnsss of gett~ m~ney on ~z~llt to ~an ~he Government on? 
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A. That's another %h~. That is the fi~ eperatica. Whea the 

Government needs money i% sells securities. The Gove~nmea% can only 

O~%ei~ mc~ey in o~e of %~) ~, by %~%1~ or selli~ set.rigid. 

Even when it s~lls securlgles it rams% even%really ~eg enot~h %axes to 

psy off %hose securltles. It is con%~ix reftm#~ these securlties 

so that perhaps the ~ ~uia never ceme wh~ all the securities would 

te re~ire& ~ci y~/~ma,i~ ~ve %o worry ~l~ut %,h~. % part of It. The 

G~V~% sells t~e ~i%ies %~ ob~ fund~ with which to ~ve 

hh~ ~over~men% ~tlon. ~e Federal Eeserve ~tem %hr~ t~he open 

mmrket dees not p~re/~se s~iss frem the Gc~ermmen%; it ~mo% 

unapt the !a~, bm% w~ ~ ~ e  the~e Government se~urltles an% 

other sec~%$es %~% are wi%hln %~ l~w in *~ (~p~= market, that 

from a~yboS~, s d~mler, s ~aake~-, ~ ci%Iz~, a~ ~divi~ual, from s~TbO~ 

that v~n~S %~ sell. %he~ in ~h~ upen market. As w~ h~ 4 %hem ~e s~ppiy 

cr~dlt to %he co~n~r %hrmM~h the ~ .  As we sell them ~e tske credit 

away from the C~,~u'~t~y ~ d  ~ u ~  sec~arltles ~o %&e co~tZ~.  You see, %he 

one t s  a ~'is~sl ~ e r ~ t o n  of th~ Govern% to ~ t a i n  money by ~h~ sale 

of securities tO o~rate the @c~ermme~ the other i~ a monetary %o 

suppl~ creait ~o ~he country as a ~hele, t~ I n ~ t i ~ ,  cc~mer~e ~ I  

~rlm~Itur~. 

C~le~el N~les: I think that we are all ver~ much indebted to ~r. 

$~ymczak for %h~s ~ t o - ~ r h h  %~Lk. We ~c~'t often h~ve spemkers 

ceme here stud ~ive Us %hls type of t~/k where we really fell %h~% the 

speaker is s ~ ~  ~ to us, I sm s~re ~e all ~are v~ 4~ratei~al 

for t int  k~n~ of talk. I ~ve s ~ a t e r  c o r ~ i ~ e  in the Federal 9~- 

serve System for h~vlmg h~m~ ~r. Sz~mezak. 
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