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FEDERAL RESERVE RESPONSIBILITIES 

As you know, there has long been a tendency to over-emphasize 

the e f fec t of monetary and cred i t fac tors on business. The more one 

surveys monetary h is to ry the clearer i t becomes that what can be ac-

complished through monetary and c red i t measures by themselves i s 

s t r i c t l y l im i t ed . 

I n stressing t h i s po in t f however, I do not mean to minimize the 

inf luence of such measures. I n t he i r way they are h ighly important 

and by the same token the Federal Reserve System i s a h igh ly impor-

tant ins t rumenta l i ty . 

What i s the Federal Reserve System? 

The questicninfiy be answered from the lega l point of view by say-

ing that i t i s a system comprising about 6,400 member banks i n a l l 

parts of the country, twelve Federal Reserve banks so s i tuoted as to 

serve the twelve regions in to which the country i s div ided, the 

Board of Governors, which is the coordinating -body s i tuated i n Wash-

ington, the Federal Advisory Council, which represents the bankers 

of the twelve Federal Reserve d i s t r i c t s , and-the Federal Open Market 

Committee, which comprises members of the Board in Washington and 

representatives of the twelve Federal Reserve Banks. 

The same question - 'what i s the Federal Reserve System? - may be 

answered from the func t iona l point of view by saying that i t possesses 

cer ta in supervisory powers and exercises regulatory inf luence over the 

supply and cost of c red i t i n the United States. I t i s an i n s t i t u t i o n 
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created fo r publ ic service, not f o r pr ivate p r o f i t . 

I n i t s regional form of organization the Federal Reserve System 

i s pecu l ia r ly an American i n s t i t u t i o n , having centra l banking func-

t ions which i t performs substant ia l l y as do the centra l banks of 

other countr ies. The term cent ra l banking, as I use i t here, should 

not be confused or misunderstood. I am speaking of the funct ions of 

centra l banking rather than the form of the organizat ion which per-

forms those funct ions, however owned or cont ro l led. P rac t i ca l l y 

every c i v i l i z e d country has a cent ra l banking i n s t i t u t i o n . I n 

Canada, i t i s the Bank of Canada; i n England, the Bank of England; 

i n France, the Bank of France; i n Germany, the Reichsbank. The en-

t i r e l i s t would cover the American, European, A f r i can , and As ia t i c 

continents. I n every case the centra l bank by i t s very nature stands 

i n a unique re la t ionsh ip both to the Government of i t s country and 

to the other banks and f i nanc ia l i n s t i t u t i o n s of i t s country. I t s 

funct ion i n every case i s that of in f luencing c red i t condit ions i n 

the public in te res t by the exercise of i t s f i n a n c i a l ana administra-

t i v e powers. The most prominent of these powers are: To make loans 

to banks and other f i nanc i a l i n s t i t u t i o n s , to f i x the rediscount 

ra te , and to buy and s e l l securit ies in the open market. The exer-

cise of any one or a l l three of these powers has cer ta in d i rec t and 

to a large extent predictable e f fec ts upon the supply and cost of 

c red i t . I n addi t ion the cent ra l bank i s usual ly a bank o f ' i ssue . 

I t s notes c i r cu la te as money. Formerly t h i s was one of the most im-

portant powers of a cent ra l bonk but now that deposit c red i t t rans-

ferable by check h&s become the p r i nc ipa l means of payment used i n 
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c i v i l i z e d countr ies, the power of issuing notes has come to be i n c i -

dental rather than essent ia l to cent ra l banking, A more important 

funct ion at present i s that of holding the basic reserves of the bank-

ing system - a pract ice which nearly a l l cent ra l banks perform e i ther 

as a matter of lav/ or of established custom. I t i s through the func-

t ions of holding reserves and issuing notes that cent ra l banks are 

enabled to exercise cont ro l over the c red i t supply, because the need 

f o r currency or f o r add i t iona l reserve balances i s what impels com-

mercial banks to borrow from the cent ra l bank, 

A fu r the r inc identa l charac ter is t i c i s that the cent ra l bank 

usual ly acts as f i s c a l agent of the Government, I n t h i s capacity i t 

serves as a bridge between the f i n a n c i a l a c t i v i t i e s of the Govern-

mont and the f i n a n c i a l a c t i v i t i e s of pr ivate business. Ord inar i l y 

the Government's bank account i s the largest s ingle bank account i n 

the country. The Government1s rece ip ts , i t s expenditures, and i t s 

balances are so large that they require special adjustment to the 

c red i t a c t i v i t i e s of pr ivate in te res ts . Otherwise the accumulation, 

t ransfer and disbursement of Government funds would ser iously d is turb 

the money market, and hence business at large. 

Since the cent ra l banking organizat ion o rd i na r i l y carr ies the 

reserves of commercial banking i n s t i t u t i o n s as we l l as the checking 

accounts of the Government, i t i s natura l that i t should play an im-

portant part i n the co l l ec t i on and clearance of checks and i n the 

t ransfer of bank funds. I n this respect, as i n furn ish ing currency 

f o r c i r cu l a t i on , the monetary nature of cent ra l bank funct ions 
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becomes most apparent. 

From country to country the nature of cent ra l bank operations 

and the character of cent ra l banking powers w i l l vary i n accordance 

w i th nat iona l i n s t i t u t i o n s and business customs. Fundamentally, how-

ever, the processes of cent ra l banking are much the same i n a l l 

countries• 

Perhaps the most s t r i k i n g feature of the cent ra l .banking organi-

zat ion of t h i s country i s that i t comprises not a single i n s t i t u t i o n 

but several regional i n s t i t u t i o n s coordinated by a publ ic body i n 

Washington. The Bank of England, f o r instance, i s a single i n s t i t u -

t i on w i th about nine branches which are merely detached o f f i ces of 

one corporate e n t i t y . The cent ra l banks of most other countr ies l i k e -

wise are s ingle i n s t i t u t i o n s . There are several reasons why the 

cent ra l banking system of the United States comprises a number of 

federated i n s t i t u t i o n s instead- of one. Perhaps the most obvious i s 

that the country i s extremely large and the number of independent 

l oca l banks which cover i t i s also large. Mos>t other countries have 

a r e l a t i v e l y smaller area to serve and a f a r smaller number of sep-

arate banks and f i n a n c i a l i n s t i t u t i o n s . The Federal Reserve System, 

through the twelve regional Federal Reserve Banks, e f fec ts a decen-

t r a l i z a t i o n of banking reserves and gives to each region a large 

degree of c red i t autonomy. As i t s name ind icates, i t i s a federa l 

system, based upon the federa l pat tern which, i s d i s t i n c t i v e of our 

American i n s t i t u t i o n s . 

The term "cen t ra l banking" i s not as f a m i l i a r i n the United States 
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as i t might be. The conception of what central banking is and of 

what are the essential functions of the Federal Reserve Banks is 

not widely understood. This is par t ly because the word "banking" 

suggests to most people the dealings they have with the i r own local 

banks. Consequently when the Federal Reserve Banks are thought o f , 

the tendency is to consider the i r operations as merely d i f fe r ing in 

magnitude or degree from those of commercial banks. Yet th is view 

is apt to generate serious misconceptions. The point of view of 

central banking d i f fe rs profoundly from the point of view of com-

mercial banking. I t i s the purpose of a (Jovernment to serve the 

public interest and the purpose of a central bank as a quasi-govern-

mental ins t i tu t ion is the same. Although the central banking 

mechaniftm9 as, for example, in the case of our Federal Reserve Banks, 

has much the same form of corporate organization as a business cor-

poration operated for p ro f i t and has a balance sheet showing assets 

and l i a b i l i t i e s , including the item of paid-up capi ta l and the item 

of gain or loss from operations, the purposes and objectives of i t s 

operations d i f f e r essential ly from those of pr ivate business corpora-

t ions. At the present time, for example, the twelve Federal Reserve 

Banks have cash and reserves of nearly nine and a hal f b i l l i o n and 

earning assets of only two and a hal f b i l l i o n . Such a posit ion, 

which is quite d i f ferent from what an enterprise operated for p ro f i t 

would choose to maintain, is ent i re ly normal for a central banking 

organization. 

When a Federal Reserve Bank makes a loan or purchases securit ies 
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i t i s not doing so f o r the sake of p r o f i t as a commercial bank would 

be doing. The purpose of the loan o r of the purchase of secur i t ies 

i s to supply the money market w i th the add i t iona l funds which i t ap-

pears to requi re. I f the t ransact ion i s an ind iv idua l loan, the 

add i t iona l funds are supplied by the t ransact ion to some one i n d i -

v idua l bank which may or may not be experiencing the same demand 

that other banks are experiencing. I f the t ransact ion i s an open 

market purchase of secur i t ies by the Federal Reserve Banks, the re -

su l t i s that the market as a whole i s supplied w i th funds and no 

pa r t i cu la r i n s t i t u t i o n i s singled out as experiencing the e f fec t of 

the t ransact ion any more than another. 

I n the same way, when, f o r example, the rediscount rate i s ad-

vanced, the Federal Reserve Bank i s not seeking an increase i n i t s 

income as a commercial bank might under s im i la r circumstances. I t s 

purpose i n raising the rediscount ra te i s to ra ise the cost of bank 

c red i t i n general and thereby discourage tendencies to excessive use 

of c red i t . 

I t i s s i gn i f i can t of the importance of cent ra l banking func-

t ions that the Bank of England evolved in to i t s pos i t ion as a cent ra l 

bank i n response to the requirements of the London money market w i th -

out spec i f ic l e g i s l a t i v e act ion to that end. A few generations ago 

the Bank of England was p r imar i l y a pr ivate i n s t i t u t i o n enjoying cer-

ta in pr iv i leges but operated by i t s management as any other business 

enterprise might be i n tho pursui t of p r o f i t f o r i t s stockholders. 

The process by which i t gradual ly changed i t s purpose, and subordi-

nated the ro le of p r o f i t s i n i t s operations to that of serving the 
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broad publ ic purpose of s t a b i l i z i n g the money market was a long and grad-

ua l one. The assumption of i t s r espons ib i l i t i es was not so much the re -

su l t of spec i f i c l e g i s l a t i o n as of voluntary act ion. The example I have 

j u s t mentioned demonstrates how centra l banking funct ions came to be r e -

quired by a business community and accordingly came to be performed even 

without prov is ion by the l eg i s l a tu re . S im i l a r l y , the need arose fo r our 

own Federal Reserve System and i t s funct ions have undergone evolut ion i n 

gradual adaptation to the changing requirements imposed upon them by the 

economic world. 

I n addi t ion to the essent ia l cent ra l banking funct ions that I have 

been descr ib ing, the Federal Reserve System has a number of regulatory 

powers entrusted to i t by Congress which are of more or less special na-

ture. These include powers to f i x reserve requirements w i t h i n cer ta in 

s tatutory l i m i t s , to f i x margin requirements, and to examine banks and 

require of t h e i r management an abandonment of unsound banking pract ices 

on pain of dismissal. These administ rat ive and regulatory powers of the 

Federal Reserve Sjystem are f o r the most par t lodged i n the Board of Gov-

ernors i n Washington. I n performing them the Board i s ca l led upon to 

issue regulat ions, adminis t rat ive ru les , and orders. However, the Board 

does not func t ion as a remote and detached body. I n the case of open 

market operations, which are. among the most important of Reserve Bank 

a c t i v i t i e s , the law provides that such operations must be Conducted ac-

cording to a uniform po l i cy by a l l twelve Federal Reserve Banks i n ac-

cordance w i th the d i rec t ions of the Federal Open Market Committee. The 

Federal Open Market Committee comprises twelve members, seven of whom 
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are the members of the Board of Governors, and f i v e of whom are elected 

by the twelve Federal Reserve Banks, Thus the Federal Reserve Banks par t i o -

ipate d i r e c t l y and responsibly i n measures which are among the most im-

portant tha t can be taken t y the Federal Reserve System. There i s also 

the example of discount ra tes , which, as you know, are establ ished by the 

Federal Reserve Banks subject to approval by the Board. I n connection 

w i th various other matters also the Federal Reserve Banks are consulted. 

The Presidents of the Reserve Banks meet f requen t l y i n Washington and con-

f e r w i th the Board on questions having to do w i t h the operat ion of the 

Federal Reserve System, When the Board i s amending i t s regu la t ions or 

issu ing new ones, the d r a f t s i t prepares are submitted to the Federal 

Reserve Banks f o r t h e i r considerat ion, and t h e i r suggestions cont r ibute 

subs tan t ia l l y to the f i n a l form which the regu la t ions take. I n a d d i t i o n , 

d ra f t s of regu la t ions are usua l l y submitted to responsible groups through 

the agency of banking or business associat ions. For example, the d ra f t s 

o f Regulations "T" and f tU", which govern margin requirements, were sub-

mi t ted to exchanges f o r t h e i r considerat ion, and the Board f ee l s tha t the 

many very p r a c t i c a l comments received from the exchanges have been most 

he lp fu l . The same holds t rue of other regu la t ions , i n the preparat ion 

of which bankers1 groups and organizat ions are consulted. Furthermore, 

the Board i s always accessible to those who wish to o f f e r t h e i r sugges-

t i ons , to c r i t i c i z e c r e d i t measures, or to ask f o r in format ion. 

The Board i t s e l f i s an organizat ion whose decisions are formulated 

by the vote of i t s members. I n the i n t e r e s t of good admin is t ra t ion , and 

as contemplated by the law, the Board i s a u n i t . 
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I n order to ass is t i n the determination of i t s po l i c i es , the Board 

maintains what i s probably the most comprehensive organizat ion for the 

compilation and analysis of economic and f i nanc ia l informat ion maintained 

by any cent ra l banking organizat ion i n the world. The Board has th i s i n -

formation and the expert opinion of a s t a f f of analysts constantly a t i t s 

disposal. The resu l t i s tha t any decision of the Board or of the Federal 

Open Market Committee has behind i t not only the judgment of Board mem-

bers and Federal Reserve Bank o f f i c e r s , but of an experienced s t a f f of 

spec ia l is ts i n economic and monetary f i e l d s who br ing a t ra ined c r i t i c a l 

a b i l i t y to the consideration of proposed measures. 

I n t h i s connection I wish also to remind you that the Federal Reserve 

System publishes more deta i led and important information about i t s condi-

t ions and i t s act ion than any other cen t ra l banking organizat ion i n the 

world. Much of t h i s in format ion appears i n occasional and per iodic press 

releases, and i s contained i n the Federal Reserve B u l l e t i n and the annual 

report of the Board of Governors. 

Having reviewed w i t h you the general purposes and character is t ics 

of centra l banking, or as some prefer to c a l l i t , reserve banking, and 

having also pointed out how i n t h i s country the centra l banking system 

i s organized on d i s t i n c t l y American pr inc ip les and formulates i t s pol icy 

i n accordance w i th those p r i nc ip les , I wish now to review, as I d id i n 

Boston the other day before the Bankers1 Committee of the New England 

Council i n t he i r Executive Session, the course of po l icy fol lowed by re -

serve au thor i t i es during the past year or so. 
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As you know that po l i cy has f o r several years been one of monetary 

ease. Statements to tha t e f f e c t have been f requent ly made by the Board, 

and I need not go i n to the considerations upon which the po l icy i s basod. 

I wish instead to point out b r i e f l y how the various measures which have 

been taken f i t together as appl icat ions of centra l banking po l icy i n given 

circumstances. The various steps which have been taken should be viewed 

not as i so la ted events, but as elements i n a connected s to ry . 

To begin wi th , there was the increase i n reserve requirements a year 

ago l a s t August. I wish to emphasize the f a c t that the power to f i x r e -

serve requirements i s not a customary means by which the cent ra l banking 

system e f fec ts current adjustments of the supply of c red i t to demand. I t 

i s i n the f i r s t place a l i m i t e d power - the Board cannot ra i se or lower 

requirements at w i l l , but only w i th in cer ta in l i m i t s . Moreover i t has not 

the f l e x i b l e appl icat ion tha t open market operations or discount powers 

have. I t was exercised by the Board f o r the f i r s t time l a s t August, and 

again l a s t spr ing. The occasion of the exercise of t h i s power was, as 

you know, the f low of gold i n t o t h i s country from abroad, and the r esu l t -

ing expansion of bank reserves to proport ions qui te beyond the p o s s i b i l i -

t i es of use as a basis f o r the leg i t imate expansion of c red i t . The c i r -

cumstances were such tha t i f the Federal Reserve System had desired to 

have easy money condit ions regardless of the consequences that might 

ensue i n case unsound and i n f l a t i ona ry condit ions developed, i t could 

have adopted a pol icy of doing nothing a t a l l . But i t sought instead 

to reestab l ish the pos i t i on i t was intended by law to occupy - a pos i t ion 

i n which i t could act promptly and e f f e c t i v e l y e i ther i n the d i rec t ion -of 
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easing the credit s i tuat ion fur ther , or i n the direct ion of rest ra int -

whichever appeared to be i n the public interest . Accordingly, when the 

Board raised reserve requirements, i t s purpose was not to abandon i t s 

policy of monetary ease but to continue that policy under conditions 

amenable to control• 

Theoretically and h is to r ica l l y , the technique of credit regulation 

has been considered most e f f i c i e n t when member banks have had a minimum 

of excess reserves and could expand the amount of credi t outstanding 

when and as steps are taken to increase their reserves. This can be 

most readi ly effected by open market puchases, which have the e f fect 

of making funds avai lable to the money market and of making i t unnecessary 

for member banks i n general to apply to the Federal Reserve Banks for ad-

vances. However, should individual banks s t i l l require funds, they may 

borrow from the Federal Reserve Bank and whentbey do so i t s discount 

rates can be reduced i n conformity wi th a policy of ease, or conversely 

can be raised i f an opposite policy i s adopted. But, of course, when 

the banks are superabundantly supplied with :ceserve funds from an outside 

source and therefore have l i t t l e , i f any, occasion to seek addit ional 

funds from the Federal Reserve Banks, the discount rate and open market 

operations, as means of credit regulation, cease to be e f fect ive . The 

purpose of the increase i n reserve requirements was, therefore, to o f f -

set the ef fect of gold imports and restore the base upon which normal 

measures of credi t regulation would be eff#et£ve. 

S te r i l i za t ion of incoming gold was a logical accompaniment of the 

increase in reserve requirements. As announced by the Secretary of the 
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Treasury, accord ing ly , i t became the Treasury16 p o l i c y , "whenever i t i s 

deemed advisable and i n the pub l ic i n t e r e s t to do so, to take appropriate 

ac t ion w i t h respect to net add i t i ona l acqu is i t ions or releases of gold by 

the Treasury Department. This w i l l be accomplished by the sale of add i -

t i o n a l pub l ic -debt ob l i ga t ions , the proceeds of which w i l l be used f o r 

the purchase of go ld , and by the purchase or redemption of outstanding 

ob l iga t ions i n the case of movements i n the reverse d i r e c t i o n . " 

The Treasury's purchases of go ld pursuant to t h i s po l i cy had the 

e f f e c t of keeping the gold from ge t t i ng i n t o bank reserves and swel l ing 

them to greater volume. 

These measures, I repeat - the increase i n reserve requirements by 

the Federal Reserve System and the s t e r i l i z a t i o n of gold by the Treasury 

-4 were unusual measures taken to o f f s e t an unusual cond i t ion , namely, the 

enormous in f low of c a p i t a l and gold from abroad. They were outside the 

category of normal measures of c r e d i t regu la t ion . They were re la ted to 

normal measures o f c r e d i t regu la t i on i n somewhat the same way tha t r e -

ba l l as t i ng a ship i s re la ted to i t s regular operat ion. They were measures 

intended to neu t ra l i ze the e f f e c t of major f i n a n c i a l disturbances o r i g i n -

a t i n g abroad, and to keep the domestic c red i t s i t u a t i o n amenable to the 

establ ished technique of regu la t i on . 

As the Board explained, when i t announced the f i n a l increases i n 

reserve requirements, the System would be restored by t h i s ac t ion to "a 

pos i t i on where such reduct ion or expansion of member bank reserves as 

may be deemed i n the pub l ic i n t e r e s t may be e f fec ted through open-market 

operat ions, a more f l e x i b l e inst rument , bet ter adapted f o r keeping the 

reserve pos i t i on of member banks cu r ren t l y i n close adjustment to c r e d i t 

needs.* 
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At t h i s point perhaps I should b r i e f l y restate the process ty which 

open-market operations achieve the i r purpose. I n the f i r s t place, as you 

know, when a bank enlarges the amount of c red i t i t has outstanding, e i ther 

ty add i t iona l loans to i t s customers or by addi t iona l purchases of inves t -

ment secu r i t i es , i t s reserves tend to be reduced. Consequently i t cannot 

enlarge the amount o f c red i t i t - has outstanding unless i t has reserves i n 

excess of what i t i s required to have. On t h e i r own i n i t i a t i v e banks may 

procure add i t iona l reserve funds e i ther by borrowing or by s e l l i n g secur i -

t i e s . Or the Federal Reserve System on i t s i n i t i a t i v e may supply banks i n 

general w i th addit ional reserve funds by open-market purchases of inves t -

ment secur i t i es ; f o r as the Federal Reserve Banks pay fo r the secur i t ies 

they buy, e i ther by check or by c red i t , the reserves of member banks are 

increased. Contrariwise, i f the Federal Reserve System se l l s secur i t ies , 

the process of paying f o r them, whether they are purchased by member banks 

or by the customers of member banks, w i l l reduce the reserves of member 

banks. Purchases fcy the System tend, to ease tne money market, sales by 

the Systeia tend to t i gh ten i t . 

I n August and September of t h i s year a fu r ther step -in pursuance of 

the System's established po l icy was taken wb.en the Federal Reserve Bank 

rediscount rates were lowered. I n approving the f i r s t of these changes 

the Board stated that i t s "approval was based upon the view tha t the r e -

duction of discount rates a t t h i s time would ass is t i n carry ing out the 

System's po l icy of monetary ease and make Federal Reserve Bank c red i t 

read i l y avai lable to member banks fo r the accommodation of commerce, 

business and agr i cu l tu re , without encouraging member banks to borrow 
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outside of t he i r d i s t r i c t s or to l i qu ida te t he i r p o r t f o l i o s i n order to 

be i n a pos i t ion to meet the needs of present or prospective borrowers." 

The Board went on to say "The reduct ion i n discount rates, which 

have had l i t t l e or no p rac t i ca l e f f ec t charing the period when excess r e -

serves were abnormally large and widely d i s t r i bu ted throughout the Sys-

tem, brings the rates i n t o closer r e l a t i o n w i t h the i n te res t rate s t ruc-

ture general ly p reva i l i ng , and af fords to member banks the benef i t of 

ra tes , on advances made by the Federal Reserve Bank, which are i n l i n e 

w i th those avai lable i n the money market. During the extended poriod 

when excess reserves of the banking system w$re between two and three 

b i l l i o n s of do l la rs , the occasion d id not ar ise except i n rare instances 

f o r member banks to borrow from the Federal Reserve Banks, and the d i s -

count rates were accordingly inoperat ive as a p rac t i ca l matter. 

"As a resu l t of the continued progress of the recovery movement, 

demands of agr i cu l tu re , industry and commerce fo r bank accommodation 

have s tead i l y increased and a t the present time are augmented by sea-

sonal requirements, p a r t i c u l a r l y w i th r e l a t i o n to crop movements. 

" I t i s the Board's view, therefore, t ha t a t t h i s time the Federal 

Reserve System can best discharge i t s publ ic respons ib i l i t y and promote 

tho continuance of recovery by making i t possible fo r membor banks to 

obtain accommodation from Federal Reserve Banks a t rates which w i l l en-

courage them to employ t h e i r funds to meet the needs of ag r i cu l tu re , 

industry and commerce." 

I^ater i n September, the Federal Open Market Committee announced 

that i t had authorized purchase i n the open market from time to time 
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of "suff ic ient amounts of short-term United States Government obliga-

tions to provide funds to meet seasonal withdrawals of currency from 

the banks and other seasonal requirements." I t said further: 

"Reduction of the additional holdings in the open market portfol io 

is contemplated when the seasonal influences are reversed or other c i r -

cumstances make the i r retention unnecessary* 

"The purpose of th is action is to maintain at member banks an 

aggregate volume of excess reserves adequate for the continuation of 

the System's policy of monetary ease for the furtherance of economic 

recovery." 

At the same time, the Committee announced that at the request of 

the Board of Governors the Secretary of the Treasury had egreed to 

release - that i s , to dester i l i ze - approximately $300,000,000 of gold 

from the Treasury's inactive account. Accordingly, the Treasury was 

credited with that amount on the books of the Federal Reserve Banks 

which in the course of regular Treasury disbursements found i t s way 

into the reserve accounts of member banks and increased their available 

funds correspondingly. This was an ef fect ive means of u t i l i z i n g our 

monetary measures to maintain the policy of ease. The Committee's 

statement made at the time pointed out that: 

"This action is in conformity with the usual policy of the Sys-

tem to f a c i l i t a t e the financing of orderly marketing of crops and of 

autumn trade. Together with the recent reductions of discount rates 

at the several Federal Reserve Banks, i t w i l l enable the banks to meet 

readi ly any increased seasonal demands for credit and currency and 
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contribute to the continuation of easy credit conditions 

As stated in the October Federal Reserve Bul le t in , this action 

toward augmentation of member bank reserves was taken in order tp 

anticipate the usual seasonal needs of member banks for currency and 

credi t . The action of the System in bringing about an increase of 

available funds put banks in a s t i l l easier position to meet seasonal 

needs as wel l as increasing demands for bank credi t . I t was an exer-

cise of credit technique under normal and typical conditions. 

Before passing on to the la test measure of credit technique 

taken by the System, I want to mention a recent change in the regula-

tions governing discounts by the Federal Reserve Banks. This change 

was effected by the issuance of Regulation A in revised form effec-

t ive October 1. I t s significance l i es in the fact that in determin-

ing the e l i g i b i l i t y of paper for discount, the form of the obliga-

tions to be discounted is considered of less importance than i t used 

to be. Or iginal ly the pr ivi lege of rediscount at the Federal Re-

serve Barks had been restr icted to r e l a t i v e l y short-term paper ar is -

ing from certain commercial and agr icul tura l a c t i v i t i e s . As you know, 

the amount of such paper has tended in recent years to constitute a 

smaller and smaller proportion of the t o t a l amount of paper available 

to banks. To the extent that banks were dependent on such paper for 

discounts, the decrease in i t s amount meant in ef fect a curtailment 

of the power of the Federal Reserve Banks to extend credi t . The 

Banking Act of 1933 and the Banking Act of 1935 both enlarged the 

c lassi f icat ion of paper upon which individual member banks might pro-

cure funds from the Federal Reserve Banks for the replenishment of 
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t h e i r reserves, and Regulation A as recent ly issued by the Board car-

r i es out the purpose of these changes i n the law. 

The new Regulation had been i n preparation f o r a long period and 

the time of i t s issuance had no special bearing w i th respect to the 

current s i t ua t i on . I t was rather a longer renge measure. Moreover, 

i t s issuance was not of course a measure of c red i t regulat ion, l i k e 

open market operations or changes i n the discount ra te , but a l i b e r a l -

i za t ion of the condit ions under which the regular means of c red i t 

regulat ion are exercised. 

The l a tes t measure of c red i t regulat ion taken by the System was 

the change i n margin requirements e f fec t i ve the f i r s t of t h i s month. 

The power to f i x margin requirements i s , as you know, a new and 

special r espons ib i l i t y imposed upon the Board by the Secur i t ies Ex-

change Act which Congress adopted i n 1934. I t s e f fec t i s not general 

upon the whole f i e l d of c red i t . I n t h i s respect, i t d i f f e r s from 

other cent ra l banking powers. I t i s d i rected exclusively at the use 

of c red i t advanced by brokers, dealers and by banks f o r the purpose 

of purchasing or carry ing registered secur i t ies . Theoret ica l ly , 

margin requirements can be raised when i t appears advisable to re-

s t ra i n speculative use of c red i t and they can be lowered when i t ap-

pears advisable to re lax the res t ra i n t s . 

Because of the special nature of t h i s pa r t i cu la r power of c red i t 

regulat ion, i t can be exercised independently of other measures by 

which the c red i t s i t ua t i on i s inf luenced. Thus i t i s possible to pur-

sue a res t ra in ing po l i cy w i th respect to the use of c red i t f o r secur-

i t i e s * speculation at the same time that an easy money po l icy i s being 
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pursued w i th respect to the use of c red i t f o r commerce, industry and 

agr icu l tu re . By i t s most recent act ion the Board eased cred i t condi-

t ions so f a r as secur i t ies* t rading i s concerned. I t happens that 

t h i s po l icy of ease in the special f i e l d of stock market t rading 

coincided w i th the po l icy of ease which the Board has a l l along pur-

sued i n the general f i e l d of c r e d i t , but condit ions do not always 

c a l l f o r a p a r a l l e l po l i cy by any means. The pecul iar character of 

the power to f i x margin requirements i s that i t makes i t possible to 

inf luence c red i t condit ions i n a pa r t i cu la r f i e l d independently, i f 

necessary, of what i s done i n other f i e l d s . 

I t i s evident that the exercise of Federal Reserve funct ions, 

l i k e those of any other organizat ion, involves sometimes merely the 

use of cer ta in too ls according to accepted procedure, and sometimes 

a change i n the too ls themselves or i n the condit ions under which 

they are to be used. Open market operations and changes i n discount 

rates are the customary too ls regu lar ly employed i n performance of 

Federal Reserve System funct ions. They are*pract icable, f l e x i b l e 

and tested too ls , which can be used to ease money condit ions at one 

time and to t igh ten them at another. They can be made to accomplish 

t he i r purposes without 3hock - without v io len t and pa in fu l adjust-

ments. They can be applied gradual ly so that t h e i r e f fec t i s barely 

percept ib le. I f necessary, they can be applied vigorously and 

sweepingly. 

I t almost goes without saying that the powers which I have been 

describing can only be exercised w i th the highest sense of publ ic 

respons ib i l i t y . The cent ra l banking au thor i t i es must formulate and 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 1 9 - Z-75Q 

execute t h e i r po l i c ies w i th a wel l- informed sense of the e f fec t upon 

the country as a whole. Con f l i c t i ng in teres ts are present on every 

hand. Every act ion taken i s cer ta in to be approved by some and d i s -

approved by others. Every step taken i s sure to be subjected to the 

scrut iny of acute and wel l - informed c r i t i c s . That i s a3 i t should be. 

I t i s the normal condi t ion under which governmental i n s t i t u t i o n s 

funct ion i n a democracy, and most of us believe i t i s on the whole 

the best condi t ion. 

Natura l ly enough the bet ter you as spec ia l i s ts i n the f i e l d of 

c red i t understand the respons ib i l i t i es of the Federal Reserve System 

and the manner i n which we t r y to meet them - and on the other hand, 

the bet ter we of the federa l Reserve System understand your problems 

and the condit ions under which you t r y to meet them - the more e f fec-

t i v e l y w i l l our c red i t machinery funct ion f o r the common welfare of 

the country. 
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