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THE FEDLPJ~L P~SERVE SYSTEI~[ 

I have met ~,~th th~_s group for several ycars~ but tne~ 
tell me tha~ ~t ~s a new ~roup of mnd~vmduals each t~mc~ so t~at 
I do not nood to be aframa of repeatmng m~s~if. Iao not 
prepare these lectures pert±calazl~ ann therefore ~ ~r~ ms 
not good enough to repeat mysc!f mf I trz~d, bt~t Iao cv~ 
year have the problem of gsu~ng ~y remarks ab the rm~ht !~vc] 
because I do not ~cnov how muc~ ~ ou know about fmusnce~ r~sybe you 
know a great deal and much of ~hst I sat rosy sound elo ~eota~ to 
you. On the other hand~ thzngs taken for granted by me n~y seem 
to you obscure. For those reasons I o~a gozng to do my best mn 
meetzng your needs and then g~ve you an opportunzty to ask such 
questmons as you may ~vmsh. 

The Federal Reserve System's headquarters arc across 
the street fro_~ herc~ an~ ~ I suppo~ some of ~ou have been ~n 
there. ~o h~vc be~n th~r~ for abou~ two ann one-half yca~s~ 
before that we ~cr~ scat~od t~ough the c~ty~ mn the Treasury 
and varmous bumlamnos ~n to ~n~ The fsct that ~e have a nmce 
bumldmng where the Fodc~ ~! Pc~orvc Board or the Bos~d of 
Governors of ~he Fedcrcl ~ r v c  Systcm~ csn be ~th ~ts entmre 
staff mS a great advant~&c ~nd has thms ~portsnt charac~er~_stzc 
over and above purely ph, smc~] con~ort - n~vmng a _~ne bu~ldmng 
that represents the headquarters of the System h~s made ~ easmer 
to mndmcate to the country and to constmtu~n~ bar~s that the 
Federal Reserve System ms an ~nst~tutmon pr~marmly under Government 
supervmszon and control~ t~hen the Board ~as scattered mn a lot 
of rented quarters mt was more dmffmcult to carr~ out the mmpr~sszon 
that ~t ~s pr~marmly a governmental mnst±tutmon. 

The Feo~zal R~serve S~stcm ~rs or&entice l just aoout ~vnty- 
fmvc ye~r~ ago. T~cnt2-±mv~ ~rs see on ~n~ ~a of ~ec~o~r~ 
1913, the ~ct was sm~nca~ und a ~car ago~ l~s~ ~cc~o~z~ ~ 
celebrated the t~enty.li£th ~n~Lvers~ of tbc slonmn ~ o~ the Act. 
Thms ~eck ~any ba~'-s er celebrating the t~enty-, ~_th lu m~ rs~r~ 
stance the baraWs actueT!y opened their doors~ s round Novcrbor 16~ 
1914. They have a quarter of a century of smstory bch±nd them. 
That ms not a long pcrmod ~hon compered w~th the central benks 
of most Eu~opesn countrmcs. I told last ycer ~nd m~oht tel~ 
agazn an ~nc~deut ~ ~^mch occurred ~hon I ~as mn England mn i~38. 
I was havzng lunch ~ t the Bank el ~ugland ~nd Governor Norman 
pmcked up ~ pzece of s±iver snd shorted me that zt ~as dated 1694~ 
and hc s-~d that t~ ms ~c~ t~c ~ccr ~hcn tnc bcz~k ~s cstabimshcd~ 
they msdc mt a custom th~ t whcucver they bought eny smlv~ they 
shopped around ~o f~nd smlvcr made mn that year. That ms a 
typmcally Brmtmsh scntmmcnt: They do not hurry~ they t~ke ~he±r 



tmme to find silver made mn a certamn year. ]That mmpressed 
me more~ however~ wes the Sect that they had been operating 
t~o hundred and fmfty years as compared v~th us ~o think 
ourselves ~dult with an cxmstcnco of only ~¢enty-fmve years. 

Since we have been mn exmstonce we have boon 
constently under the mnflucnce of cxtroordmnary tlmes. ~e 
started st the t~mo when the borld liar started. Aiters ~h!le~ 
the Unmted States ~omncd e~d the Federal Reserve System had 
to help fmn~nce the war. The expansion whmch occurred was 
followed by rc~ction rnd the Fedcrel Reserve hsd to se!~e the 
double purpose of curbmng the resctlon end trkmng the blame. 
One of its functmons ms to take the blame~ because nearly 
always mt hss to r ct contrsry to the trend. If the trend ms 
up~vsrd ~ nd the Federel Reserve System finds it h~s to do 
somcthmng to restrrmn mt because it ms gomng upward too fast~ 
it ms bl~ed. If thmngs ere going badly end the System tries 
to turn them up~ mt ms crmtmclzed for encouraging inflstmon. 
It ms a]wsys the butt of crmtmc~ sm. 

The nc~ for the Fcdcrol t[es¢rvc System ~as felt 
very defmnltel~ in tams country. ~,~o h~d ~t the bmme o£ rots 
establmshment a very scctte~cd bsrJ(mn b smtuatlen. ,le na~ 
several thousond nrtlonel brnks ~tnd thousends morc of stere 
banks thrt vTer¢ ~ot ch~rtcred by the Nat~onel Govcrnment~ but 
chortered by State governments. Ther~ wos no unifying 
principle. ~hen the dcm~md for currency end credmt beccz~e 
acute mn bhe autulma~ for instance~ st the time ~fhen crops 
ere be~n@ moved ~d autttmu trade ms llvely~ mf thor happened 
to come at a year whom there ~vss an unusual amount of rctlvlty~ 
the result ~ould be s shortage of currency and credit, B~nk 
reserves ~rerc scsttored ell over the country ~th an s~rangcment 
by wnlch country brnks ~er¢ poem±trod to hold pert of their 
reserves in banks mn reserve cmtmes~ of ¢~hmch there were about 
fifty~ end the banks mn those cities mn turn wore permmtted 
to hold he!f of thcmr reserves at a central reserve c Tty bs~k 
and benks mn New York Cmty~ together wroth banks mn Chmcago rnd 
St. Loums~ h~d to hold th¢mr reserves mn cash. }~hen the demend 
for money would become scute~ the country banks would draw the 
mone~ from their cmty correspondents~ rnd the correspondents 
in turn ~oulc ~ draw it from thcmr ccntrsl reserve cmty 
corresponcents~ end the thole a,~mend would converge on No~¢ York. 
Ns~ ~ork~ mn @urn~ ~ould find itself strapped ±or funds and 
pcrlodmcal3y it ~¢ould hove to close the doors of the banks 
tcmporsrm!y~ ct~roncy would go to s prermzum s~d there would be 
s penmc. The amount of currency was very rigld because nrtmon¢~l 
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bank notes could be mssuec~ only to cover certamn kznd ~ of Gov- 
ernment securltes of which there ~ms a fmxed amount mn exmstencc. 
There ~a~ no wa2 of incress±ng the amount of currency~ when the 
~eman@ was here than usual there was no ~ay of meeting it. That, 
mn a very brmef way~ refurs to the past~ pre-Fedoral R~serve 
cond~tlons~ mndmcatmng why th~ System had to be organized. 

The need for some central b~nkmng mnstmtutmon ez~svs mn 
over3~ country~ mt ma}es mt possible to manage the country's 
fmnances on a unrefined bssls, %,~hen there ~ss no Fodersl R~servo 
S%jstom~ the brag banks ~n New York hsd to try to do the job~ but~ 
not bemng unlf~ed and not ha~-±ng elastlclty~ they w6re handlcapsd, 
They ~ere not of~mcmal public mnstmtutions~ they were prmmar~ly 
money makmng Instmtutmons functmonmng for themr o~m proflt~ 
therefore~ they ~ere not mn the ssme posztmon to come to the 
as~mstanco of cotmtry banks as ms the Federal Reserve, 

Out of ~he pan±c of 1507 c~me thc Nabmonol l~mnctary 
Conm~sslon h~a~oc b~ S~ 0or a±drlch. The Col~m~ssmon s~uc~cd 
the SltLl&~!on ~0~ ~ ~ LOq o Ollle ~1%C~ ~aC ~ r~port ~coh~nazn~ 
the establms'%ment of a central bank. The Co~ mssmon ~s l~ro~ly 
Republmcan on8 roeo~ ~doo e cc~brcl bsnk con5ro]lcd by b~nkors. 
Just about thst tuue~ ~n ~912~ t~c Democrats came into po~ or 
wroth Preszdent %gilson~ ~n~ ~ one of the items on thcmr ol~torm '~as 
that they dma not ~snt a central b%nk msnsLed by ban-ere - no 
money monopoly - no control by big li~ancmsl mnstmtutlons - so 
that when Senator Glass~ at that t~mo s Roprosentatmve~ started 
to formulate the Federal Reserve ~,ct~ ~hmle he accepted a good 
many of the l[onetary Cozm~mss~on~s sugLcstmons mn the way of 
tochnmcel details and orgsnzz~ion~ hc changed the management 
and the gencrsl plan el the System in that he r~ oucod the 
importance of the b~nks in the m~,nag~mcnt and increased 5he 
po~or of the Gover~m~ent. Hc org~n~ zcd the System on the basms 
of twelve Fedora3 Reserve benks ~n %~elve l~adlng clt~es w~th 
dmstrmcts ~urround!ng those cmtmos that ~ ould uso each local 
bank; and wztn a govcrnlng Board in Washington theft ms ~upposod 
to supervmse mr, 

All the netmonel b~nks mn bhe country ~vnzch get themr 
charters from the Fe~er ul Oovcrlw~lent~ must belong oo the Systemj 
~ad must subscribe 6 p~r cent of thcmr own ccpl~sl end surplts 
to the ceplte] of the reserve 8ystcm~ 3 p~r cent has boon pared 
In end 3 per cent is sub~ccb to cr}l~ but mt has not boon and 
probably never w!l] be cal~cd. Banks ~mth Stage charters ~cr~ 
allowed to bclong mi thcy chose to ~md if they v~rc elmgmblo 
under the capmoa! Ioquir~J1ents ~nd ml the naourc o£ thclz' bus~n~ss 
was such an~ thc~ ~ conamt~on ~.nd management such on~ ghoy n~d~ 
the Fcdcrcl ~{cscrv~ bank ~na the Be ~rd ~imii~n b to ~cccpt b~cm 
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mnto membershzp, The Federal Reserve started with some eight 
or nmne thousand banks ownmng its stock. These banks technmcally 
own the 9ederal Reserve banks. The expenses of the Federal 
Reserve banks are ~et out of tbemr o~n earnmngs and they ±n turn 
support the Board ~hmch gets no approprmatmons from Congress, 
The smtuatmon therefore ms that bhe stock ms owned by prmvate 
bankers, That has been a source of a great deal of crlticmsm. 
In Canada the same smtustmon arose on bhat i~sue and the 
government took over the central bank. In mesh Et~ropean 
countrmes~ stock mn central banks is s~mll c~vned by prmvate 
persons~ bub ±n Europe there has been an evo3utmon - existing 
banks cevelopee ±n~o central banks~ ~hmle the stock continued 
to be held mn a b~admtmonal m~nne~. 

I ~Tanb to ~phssm~e the fact that o~nershmp by p~mvate 
banks ~oes nob ~laPe the Federal ~cserve b<)r~s ~r±vate mnstJtutions 
The stock represents an mn~-e~Iment by banks that ms mnvoluntary. 
They have to subscribe~ ~f zhey beiong~ a given proportion of 
themr o~n capital ~nd surplus. No more~ no less. They cannot 
sell the stock except by get bmng out of the System and~ if they 
are national banks~ ~thout forfeiting their n~tmonal charters, 
They can do nothmng ~tll mr. They ~et no more than a certamn 
amount~ they have no interest mn anythmng the System makes 
above the s~ount. The surplus remains in the Fedora! ~eserve 
System to be use@ for public service and mf the Feder~l Reserve 
ban/~s arc ever imqumdaLod it has to be turned over to Congress, 
Congress consmdors that it has the right to dmspose of the 
surplus~ ~s it dmd ~hen mt approprmaLed ~140~000~000 of tl~s 
surplus as capital for the Federal Duposm% Insurance Corporation. 
The o~aershmp of the stock mS a very emfforent kind of ownership - 
more mn the nature of a compulsory contrmbutmon to eapmtal of 
the Federal Reserve rs bhcr than stockholdmng in thc more ~sual 
sense. 

The Pedcral Rose ve banks ar~ managed by nine dirccbors 
of whom slx arc ¢3 coted by member banks and three by the Board, 
Thms chart shows bhc Fe@ersl ~cseive System organmzat±on ~m%h 
reference to the principal instruments of credmt policy. Hero 
arc membcrs~ 6~250 member banks. There are thr~e groL~ps mn 
each ~istrmct - Islgc banhs~ small on~sj ~nd ~e~mtu~ smze~ on~s. 
Eac1~ group cloct9 on~ Cl~s ~ ~na one Class B tj~ector. O~ss 
A directors ale ban ~ tr~ Class B - nol~-bank~rs~ ~lc~ss ~.~un~ 
etc.~ and truest six c~llcctors arc elected by t~cso groups of 
the member oan~s. One Class A end one CI~ o~ B~ csch~ representing 
the large~ sma!7 on4 mo@!~un banks. The other 4!recLors~ so-cal~ed 
pub!mc ~mroctors~ s~e appoTntod by the Board. 
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T~ro-thmrds of the nine dmrcctors are sclectcd by member 
banks - throe member b~kers and three business i~n not bankers~ 
but thms two-thlrds control b2 ~cpicsentstmvcs of mci~er banks 
is modmfmedby a n~unbor o£ consmdcratmons, 

The prcsmdcnt and f~rst vzce-prcsma~nt arc scicctcd by 
the Board mn ~shmnoton and thomr sals~zcs ms5 bc approved by 
the Board, The oo~rd ~iss the izght be r~,ovc ~n3 <imrccLor or 
offmccr for cause. Tha5 snows sup~rvlsmon ~nd control v~r5 
much grcatcr than ~oulo be present mli prlv~tc corporat~urs~ 
• ndmc~tmng again tb~t the [ove~nment bss a g~o~t aes! ~o s~y 
about 5he management of the Federal Reserve S~stcm. 

Thms chert is orLanmzod to showy the fmvc oi~ncm2al 
mnstruments of crcdmt polmcy. It indmcatcs h~r ~ond ~ho do- 
tcrmmncs those polmcmcs, 

The £mve mnstrumcnts that ~c have ]±sLed nero cons±st 
o£ two ±±nor ones and bhr~c ma3or ones. The Board has the 
rmght to detcrmmne bhe ~mz<mmum mntcrgst rst~s on tmmo deposmts. 
hargmn reqamremonts ere pzuscrmbed by the Board ~:hmch tcl]s 
brokers and banl~crs and othcr lenders ho~: much money they 
can lend on a g±vcn sccurmty~ how much you can borrow and ho~r 
much you have to have ±n cash mn order to buy thms securmty. 
Durmng the pcrmod ~h~n ~vock prmccs wcrc gomng up~ thc marg±n 
was ~55, You could i~ot buy $1OO sccurmtmcs unless you had 
$55 zn cash. ~cn business got to ~e ~orsc and there sccracd 
to bc no speculative sctmvmty~ thorc ~s a reduce±on ~n margin 
to ~40. I£ you hevc ~40 you c~n borrow the add] L±onal D60. 
This ms entzrcly mn the h~nds of the Boerdo 

It s l s o  detcrmm~cs reserve r~qumrcmonts, Fc~orvo 
rcqzlmremonts a~ a un]que mnstmtubmon mn thms country by ~hlch 
every bank ms obl±Lea be l~cp as reserves s set p~rcentage of 
the money it has on c%pos±t. In all counbr!~s b~nks must koop 
resorvos~ but no other counbr 3, nss pr~scrzb~d bii~ ~J~re~n~b~. 
In this country~ the purcc~t~ocs as gzvcn b} I~, a.c~. .~ p~r cent 
agamnst tll,iC (~epo~zts~ '?~ IO~ n£ 13 per ce~t o~inst n~t 
demand deposmts~ d~p nd~n C on ]oc~t[on - 7 p~ ecut m~ coantry 
bsnks~ IO p<r cent mn about ~xt3~ cmtmcs t~o5 ~rc no~ kno~ 
as reserve cmvmes and 13 per cent mn the %~ro cenbrcl reserve 
cmtmesj New York and Oh±cage. The Bo~rd w s given the po~rer 
to change these perc~ntagesj to mncreoso them up to aoublmng 
them~ but not to reduce them bclo~ the emount that ms mndmcated 
by law, Instcad of 13~ for cxample~ thc~ might have to kccp 
26 per cent - no moze than double~ however. 
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l lcen foremgn capmtsA ~s moved rants thms counLry~ the 
gold move@ to tI~s co~xut~7 mn large smoumts and the Federsl 
Reserve System~ s control o£ e~ansmon and contra¢tmon of 
¢redmt bees!re mne_¢ectlve -becsuse banks could greatly e~-- 
panel credmt v~thout resortmng [o ~he Federal Reserve ba~s 
for sssmstanceo The ~'ederal Reserve Bossed doubled the 
reserve req~¢re~enbs so that they becm~e 6 per cent, 14 
per cent, 20 pe~ cent, and 26 per cent. T1~en, mn the spr~ng 
of !9~8~ when busmness cond~tmons b~cs ne ver~/ bad, the re- 
qumre~e~s ~vere reducec~ to about !75 per cent of the s~stu- 
to~g ~equmrements~ leavmng a msrgln of 1/7 by ~£~_¢cn the 
Board can rsmse them mn the £uvure. 

These powers sre entmrely mn t le hsnds of bhe Board. 
%to other mnstruments of crecL~t policy sre shared by t1~e 
Board ~th other agencmes. The &¢scount rates at whzch 

. q member bs~cs con borro~ from the ledera_ Reserve bsnks are 
one oI these !nstr~nents. T1]ey ere establmsheo by the d~- 
rectors of the Federol Reserve Ds~ks. They establmsh them 
but they 1~ve to be "revmewed and #e%ez~tmned", as the law 
says~ by the Board. The Board has the power to determmne 
them as ~re]l as revmew them under tie rules of bhe ttorney 
Gener&l~ that meals the Boar8 csu estab]msh the rates m£ 
mt so 7&shes~ but nom~s]_!y they are estsblmshed by ti~e 
banks and approved by the Board. Tl~s ms one of the jomnt 
powers~ one o£ the powers that ms not absolutely clearly 
defmned~ At uhe present t~me the r~te ms I set cent at most 
o£ the Federal Reserve banks. 

Another po~rer ms open-~rket operatmons. Ifnat that means 
Is thms the Fe£era7 Reserve bsnks can buy or sell secur!tmes 
~n the open r~rke~, iost oP ~he sec~rmtmes sre of bae Unm~ed 
States Government~ though munmcmpsl sec~rmtmes snd some 
others are elmg~b!e. ~9~en a Federal Reserve bsnk buys Gov~ 
ernment securmbmes mt pays by check to %~e mndmvmdusl, a 
casl~erl s check on the Federal Reserve bank. The mndmvmdual 
deposmts mt at hms o~ ~ember bsll~ and the melaber bank de- 
posmts ~t at t~e Federsl Reserve Dank, The proceeds of that 
sale become a part of the member bali~T s reserve. The only 
thmng thst counts as reserve under present laws ms deposmts 
• ~th the Federal Reserve bank. l~en a Federsl Reserve bank 
buys a securmty mt ms mncro~ stung the reserve of the member 
bank. ~Jf~en mt sells mt reduces the reserve. Open-market 
~peratmons are means for mncressmng o- ~ dm~nmshmng the re- 
se~Tes ol nenber bsn~s~ and stance reserves determine the 
amount og !endmng a member bsnk can do~ thst ms a great power. 
Open-rm~r]~et operatlons are under the control of the Federal 
Open ~arket Co~tzttee. Th!s Co~m~ttee consmsts of the seven 
me~ubers of the Board and fmve representatmves of r~mber banks 
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who are elected regmona!ly. The banks, therefore, have a 
certain ssy ~bout the open-n~rket operatmons bu5 the ma- 
jormty ms mn the h~nds of the Boarc ond the ~m~normty Is 
~n the ~mnds of the bsrJ~s whose rcpresentet~ves ~re ores~- 
dents of the bsnks, appomnted by the Doerd. ~hen the 
Board ms unana~aous mt can have mrs ~ry~ but mf t ~e Board 
• s not una~ous, wh~le the ba~/~ representatmves are~ a 
m~Dormty of the Bosrd can be ~utvoted mn the co~mnmttee. 

Th~_s g~ves you a b~rd~ s eye v~e~ as to who determines 
orea~t poU~c~es, Three powers are completely ~n the hands 
of the Do~rd~ one po~ver is m~xed, t1%e flftn, t~le open ~mrket 
po~r~ ~s ~n t~e hands of a con~ ~ttee in which the Board 
constmtutes a majormty. Tl~s chart ms supposed pr~n~r~!y 
te show tne organmzation and ~ho ~m~-es the decmszons. 

~e lave ]~d for s long t!me a low level of interest 
rates because there hss been such a large amount of g~ld 
commng into tl~s country from Europe, as I nentloned a ~h~le 
ago. The Federsl Reserve Syste~ ~ was accused by bankers ,f 
inauguratlng an "easy money" policy. They thlnk they should 
have h~gh rstes for themr l~oney, they seT_l money and llke 
to get a gooc pr!ce for ~t. There !s a good deal to be 
sald about thst. As a z~tter of fact~ b~ru~s ~ften ~Fe up 
in volun~ of operatlons for what they l~se in interest 
rates. In the seconcl p] ace they have not res4-ly a good 
excuse for klc]~ng about get~ing lo~r rates for t~e money 
they use, s!nce they do no% use all the mon~J they l~ve. 
There are f~ve b!lllen dollars of e~cess resezves. Greater 
ingenulty on the part of the banks ~mght result in dolng 
better, but they are not dolng so badly at that. T~s chart 
ms of member bank reserve balances - represented ~j t]~ 
lame -~t shows %~t the reserves ~re not built u p by ~pen 
z~rket operstmons. Smnce 1934 open nsrket holdmngs of the 
Feder~ Reserve ba~/-s have been constsnt~ snd m2 ~e '~ve 
a ve~ easy money smtuat~on end lo~ mnterest rctes mt ~s 
due to world condmtmons whmch restate@ mn an z~fl~w ~£ 
gola. Our go3d stock of four bmllmon dollars in 1934 was 
revalued to seven b~lllon dollars st that t~e. S~-nee 
then mt has mncre~sed from seven to seventeen o~llmon 
dollars as a result of world condmt~ons~ ~er ~l~ch the 
Federal System ]~s no control. So long as t~t ~uch gold 
• s coming ~n~ the Federal Reserve System ms not ~_n a posm- 
t~on to taghten money if ~t should choose to do s~. As a 
mstter of fact, busmness ms stall a~ a relatmvely low 
level and there ms s large vol~ of unemploy~ent and 
unused capmtal, so tkat the System has no occasmon t~ 
t~ghten money. If busmness v~re z%~nctmo~ng to capacmty, 
then there would be the questmon of ~het t ~e ~edersA Re- 
serve could de to control mnflat~on; so long as this gold 

<% 
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ms coning mn~ sAqd so -7 ong as banks have enol~nOUS ancients 
of reserves ~,~mch enable them to functmon v~thout refer- 
ence to bhe Feders! Reserve bsnk: tI%e pc!may of the 
Federal Reserve banks ms not so m~ch a@dresse@ to con- 
tro!Imng spec~!stmon or to mnfluencmng the smount of re- 
serves. There are excess reserves of over fmve bm!Imon 
dollars w-ruth only a im~ted amo~u~t of po~er to reduce 
them. Two bm~ Imon or two and one-hell bm!!mons of e_~cess 
reserves are el! that the Federal Reserve System can ab- 
sorb. Tha5 ms gomng to be s orob!em mf the t~e eve~ 
co~m~s ~en busmness shows an mnflstmonary trend. 

I nsve brought a chert that sho~vs the ymel@ of Govern- 
ment securmtmes. ~fnen the v~r broke out thms autz~m~ 
Goverrmlemt securl6mes went do~n~ ve~r precmpmtous!y bec~se 
people beg n to ~hmr~ the Goverr~lent woulc] hsve ~o borrow 
a lot more money. They end no5 ~no~v ~ hst the ~ ar Depart- 
ment wss gomns go ale° i'our hun@re¢] n~l!mon dollars worth 
of Unmte~ States sccurmbmes ~ere b u'o g,~v by the Federsl 
Reserve bsni smn order to ~revent Gocerm~ent securmtmes 

~ 

from bemmg s~ept do~m by spect~Istmve developments. That 
t ' ~y have stance recovered shout half stopped the declmue~ 

of the declmne. The vre~] ~ss bean the sa~e mn corporate 
bonds~ by mnf!uencmng the course o~ iong~term Goverr,~nent 
bonds~ the Eedersl Reserve System ms mnf]uencmng b~e en~mre 
capita! msrket~ 1~m!e wo ¢~o not have a good control of 
the money smtuatmon~ ~,~e ~se o~u o cower to some e ~e~% %o 
mamn~smn orderly condmt±ons mn the Govermnent seou~ braes 
market. Thms ms mmportan~ not only becsuse mt ms the 
market for Goverrm~ent credmt but also because mt ass a 
brag ~nfluence on corporate bonds sn£~ mnc~recb!y~ on all 
fmnencmn~ for purposes of capmtsfL fo~stmon w~c~ ms essen- 
tmsl for cerrymng on of busmness. So we !~ve a tether new 
fmeld o7 sctmvmvy~ a more c½rect responsmbm!mty Sor the 
behsvmor of ~erta~n types of securmtmes rsther tnsn the 
gener~3 behsvmor oz ben ~ s mn !en~]znS money° ~ e hsve !rattle 
mnfluence on credmt through reserve reqaire~nts but we 
can have an mnf!uence on bhe level o2 securmby prmces~ 
Goverr~nent securmtmes sn@ other bond prmces. 

Thms does not mesn tha~ v~ can f~ pr±ces st whmch 
Goverr~aent securmtmes should be sold. At a t~e ~en re- 
serves become less plentmf~l sn@ the rste of mnteresv goes 
ups Government securm~7_es m~st go ~o~m. It ms not the 
duty nor does it Ime vmthmn the power of the Pec]eral Re- 
serve System to peg the rste but uhe Syste1,~ feels that mt 
should pre~ent vmolent z~uctuatmons mn Goverr~qenb securmty 
prmces arms±ng out of sotm~mtmes of speculators. 



%;mth gold emountmn ~ to s eventeen bm!Imon dollars the 
quesSmon armses ~rhether the Federal ieserve System }~I! ever 
be mn a posmtmon to control credmt condmtmons ss mt was 
supposed to centre3 tne~~ under the la~¢~ and i t'mr~ t~st 
~mth t ~ese COl~m~mons and ~tn t~e foot that the Treasury 
has great pov~ers over credmt, the sedersi Reserve ms not mn 
a posmtmou to clmscherge rots no~al responsmbm!mtmes urD.ess 
the law ms modm£me@° I ¢~o not kno~ ~ust no~ ,re v~l! come 
out on tha~ but, mf busmness ever gets m~@er way 5o bhe 
e~eut of em~] oymn~ ou± ° resources to full capecmty~ the 
problem v~li be one o£ emther gmv~n~ the Board the power 
to conbrol these reserzes, or e3se t ~ey ~mll have to have 
the power ~o control the assets and actmvmvmes of the bsr~s. 
The latter would neon muterference v~5h ~rmvste operation 
of the bsnl~s~ or else the Gover~ent wotO_@ hove to have 
control of wases ~ prmces~ en@ everz~hmng else~ vf~mch would 
~,~an to depart from o~r syste~ of ~rmvate ente~prmse. 
%nothe~ s!ternstmve wo~O.d oe to ] et nabure ta'-e mrs course 
and oe orepareJ to take the consequences~ vfnmch mmgh$ ran- 
re!re a socmai revo!utmon oelore we yore %nrou~° 

~a~ I ~ t~mns to set st ms that t ~e focus sho~Id be 
thorougg-? known %0 Con%ress ~,%@ tey shoul~ ~d e them? 
chomce -vrhether to m~re~se the po~mr of t~e !~ederal Re- 
serve Syste,~ or oo c re-~e some new atltho.mt~.o T e Board 
called %~ms ,sLyer oo t~ ~ ~toentmon o£ t~e Co~sess~ Sena- 
tor Wagner m~troduce@ " resolutmon whmcb p's-, ~ + ~ormz~ng 
the comn~tee to ms~'( - sur-vey o£ ~I these e ~s to be 
taken tim mn s keormng mn t~ e Senoteo Prob2o3~ " ~ter the 
new sess~oa so~ e methods o£ ~an~Imng the s~tdst±en ~_!! be 
developed. 

7o .lave su tn_~s ti] e s bL1~s!noss S!tUStlon ~llC iS 
ressonsb!y grstlfymns. Buslness s%srte@ gem ~S ap last 
sprln S end b~r '~ugus5 _~ad Tone ul3 op s substan%m'~l a~ount. 
The mnJe ~ of ~he physlcsl voluJle o proc]uctlon vrent from 
92 to I02~ s pretty good rise. Taeu ceze t~e ~r end in 
sntmclpaSmon of ~rsr orders sn¢] o_~ectat!ons~ be% I @omest!c 
and _~oreIsn~ %~ere ~as a greet de~nd for _~nermcan gooes. 
With on underlDrlnS bellel 5hat t~e e,~bargo ~ould be repealed 3 
Anermc_~n ousiness men began to sc~oa~Ib!e for ra~ matermeD_s 
mn order Lo be prepare0 for the ae,%s~q4 uoon L~ em end the 
business lnde ~ went up to l!O mn Se~tembeij 120 in October~ 
~%e still ]imgler laser. The quesSmon ms - ms the rise per- 
manent~ or ms mb likely to be _~ol~_o~e@ by recessmon~ ~e 
do not kno~ b~t ~e are inclined %o 5]-~i~ the% since many 
of these orae~s are mn e_[cess of cu_rent de~%nds there ~-m!l 
be some recessmono Business [~en bs-,e bt,~!t up ~n inventory 
that 5hey ~!l vent to dispose of. So long as frmces have 
not shot up fast and labor has not increased mrs demands~ 
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however~ ~th new orders com_~ng mn nov bo 3ustmfy e~ecta- 
tmons~ the recessmon may be moderate. 

To employ all emp!oyables our mndex of industrmal 
procluctmon o~% to be !50. The average for 1923 to 1925 
ms iO0. Sznce that time we h~ve had a great advance mn 
populatmon~ and a greet deal of techno\o~zcal mmprovement~ 
so that f~!l emplos~aenL would necessitate outout consmder- 
ably higher then anythmng you have seen. ~ e are not lmkely 
to have an inflatmon on a very !srge scale untml after 
busmness ms gomng at f~lJ capacmty~ bu~ ve c~n have what 
zs sometm~es known as a "spotty mnf!a bmon ~' - a great many 
unemployed and unused capaczby mn some mndustries and great 
dez~%nd mn ot~er mndustrmes. Tl~s ms not ~sermous as a 
ft~\-.Tedged mnflat~on. Our a~ shotld be to make busmness 
go on ftrtner end use up all the slack mn human and r~termal 
resources~ keepmng am eye on the possmble necossmty of 
contro3 m± throngs get up to a pomnt ~here cspacmby can no 
longer be mncreased. Further de~md st that stage results 
mn an mncrease mn prmces w~ch results mn d~nzshmng buy- 
rang power o S every person ~zho has a bar~ account or insur- 
ance polmcy or f~:e@ mncome of any sort. That ms a sltua- 
tmon we do not Imke go contemplate and v~ich vze hope to 
avomdo 

The ~r hcs graven a st~uu!us to our busm,css~ !t nmy 
turn out to nave been~ from a har¢~bomled poJn o vmew~ 
a desmrable stmmtulus~ but mt ms not Imkely to c ~,e the 
fundamental prob!e~s mn our econol~y. It ram~it 2esult mn 
a greet ~isdjustmenb cs the o0her ~sr dmd. 

The obpectmve of ~onetsry polmcy ms the sale ss that 
of the Govelnmeut as a whole - to ~mntamn econo1~c sta- 
bmlmty~ to m~orove condmtmons for all the people mn the 
count~To In the lasv sentence of his de4~catory speech~ 
the President c]edmcateC the ~edere] Reserve BumlCmng to 
progress to~rd sn lhuermca mn vrhmch every worLer can st~oply 
hms rcn~ly v~bh an ever-mncreasmng standard of comfort. 
It seems to me tl~t ms the Geners_l polmcy of the Board~ 
and mf that can be successfully scco~p!mshed then we have 
met the fundamental test of serving the people mn the way 
t~ Systen and the Doar4 shouJd serve them. 
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