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I am pleased - recl pleased - to be here. Of course I sm nore than
pleased to have the opportunity of discussing with you a subject so
ctose to rny heart - the Federsl reserve Systen.

For awhile tonight we shell concentrate our minds upon central
banking structure in the United “tates. ks citizens we are naturally
very ruch interested in anythin~ that has to do with our country - the
United States.

We have another link which joins us u¢nd that is our ancestry: I em
yours - you are mine. Together we strive to help - to help others - for
in that is found our greatest happiness. It is @s importsnt for us to
do so &t one time as it is to do so at snother. It is not best to de-
pend entirely upon instinct end band together only in time of defense,
ag ig illustrated in the case of the boy wvho wes cbout to be puniched by
his mother for misbehavior, ren away from her and hid under the bed. He
stayed there until the evenine. In the meantime his father cane hone
from work snd the mother explained to him how unruly.the boy had bLeen
during the day end asked the father to punish the boy, advising him that
the boy was under the bed. The father proceeded toward the bed and es
the boy heard his footsteps, which were quite firm &nd hurried, the boy
shouted - "Come on under Dad - is she after you too?"

A real happiness in your heart and mine comes to us when we feel
that we are doing something constructive for someone else to naxe them
happy and bringing to them a measure of happiness. Another source of
real happiness is the realizetion that you and I have that sorieone else
is interested in what we do. That is why it is such & pleasure for me
to be here tonight - such a pleasure for me to know that you are inter-
ested in my work as & menber of the DBoerd of Governors of the Fedcral
Feserve System, and that your interest is not the usual casuasl interest
that & citizen tekes in the work of one who is trying to neet his nublie
resnonsibility, but it is more than thet - it is the interest of one
hurian being who shares in the joys and sorrows - the happiness and the
Tailures of enother human being.

Sometimes we take ourselves too seriously, and it is a good thing
for us to come amongst those who know us, and know us perheps better
than others - beinm closely rslated to us - end ask the &ll important
question: What do you think of my work? Ilost people will not answer
frenkly to that cuestion - only those that are very close to us will
answer directly. Sometimes, of course, a frank answer is not very
pleasant - it is nevertheless very importent becanse it gives us what
we need, particulcrly in a democracy such as ours. It keeps us con-
stantly human - particularly as regerds the people from whom we come.

Thig brings to my mind the story of & Lr. Miller who was Attorney
General in President Herrison's Cabinet. After serving & number of years



he vent back to his old home in Indiane, filled with a sense of his pro-
minence and importance. As e walked up the street the first person he
met end recoenized vas the old postmen. After greeting him, he said,
"Well, Bill, do you knov vhere I live row?" "Yes, sir, you live in
Washinston."

"Do you know the positicn I hold there?"
"Yes, you are ~ttorney-General of the United States."

"Do the people here krow thet I am Attorney-General of the United
States snd & meiber of President Harrison's Cavinet?"

"Yes, sir, they know it."
"Well, Bill; vhat do they say sbout me?"
"0, they just leush.”

I do not intend to spezk to you at very greet lergth, for I don't
wish to have you feel unkindly towerd re. &sbove ail, no mattcr what else
I do here tonight, i should like to keep your feeling of pood-will - if
I have it, and if I have not, I should like - by all neans - to eein it.

I should not like to be in the position of the old professor vho
spoke at lensth on the orimin of men. after several hours of & tiresome
discussion of a tiresome subject he. asked this gusstion - "If men reslly
originates- frou the monksy, where is. our tail?"  One of the audience sit-
ting up close ‘to' the speaker reeponded very quickly and very loudly -

"re have worn-it off by this time sitting here listening to you."

My speech is not very technical; it will be lerely & general outline
of the rore or less physical structure of tlie Federul teserve Systen to.
serve as e basis for & further discuscion of the subject at some future
time, for, as you realizo this is a mixed group - sone nore sdvanced then
others on the subject of banking and finance, &nd therefore I rust strike:
an average and sneck to the rajority, in wnich cuse, of course, I shull
say thincs that will be entirely elementary to some. &sgsin, I shall say
things that will be difficult, if not impossible for others to understand.

So bear with ne through this discussion of the Federal kegarve
System - so thet we nirht be as pleasant &t the conclusion of the tslk as
we are at the opening - so that it will not be said -

The play is done - the curtain drops,
Slow felling to the prompter's bell;
i moment yet the actor stops, :
#nd looks around, to say farewecll.
It is an irksome word end task;:
snd, when he's laurhed -ond said his say,
He shows, as he removes the rnausik,
A tace thet's snything but gay.

The Federal Reserve Act:

The Federsl Reserve System began with the passege oi' the Federal



Reserve ict in 1213 - which was one of the 1.0st important pieces of
finarcial legislation ever passad in this country. It was the result of
years of dissatisfaction with our bsunking and currency racilities, and
the thorough study of banking in this country and abroad by a National
tlonetery Commisgion established by Congress in 1908.

Changine conditions bring chenges in lews, consecuently the Federal
Feserve Act hes been chenged by numerous amendments in response to new
developments, the mcst recent and nerhaps the most important is the act
epproved +ugust 23, 19385.

Tederal leserve Banks:

The location of the Federal Reserve banks wes left to the Heserve

Bank Yrganization Committee. The Comnittee consisted of the Secretary
of the Treasury, the Secretary of #priculture and the Conptroller of the
Currency, with suthority to designate not less than eight nor uwove than
tvelve reserve cities, and to divide the continental United Etates into
a corresponding number of recerve districts. These districts were to be
apportioned with due regard to the convenience end customary course of
business. There are twelve reserve banks, twenty-five orunches and two
agencies. Tne TFederal Reserve Benk of New lork has a branch at Buffalo.

Federel EReserve Banks do not deal directly with the public - their
custoners ere nember banks. Federal Keserve sanks' capital structure is
owned by the member banks, which are required to subscribe to cepital
stock equal to six percent of the lember banks' capitel end surpius, one
half of which is paid in cash and the other half is subject to call.

The management of each of the Federal Meserve Banks is under the
control of nine directors. Class C directors, of which there are three,
are selected by the Board of Governcrs of the Federal keserve System. Six
directors are selected by the member banks; three knovn s Class A
directors reprecent the stock holding member banks; and three knovn as
Class B directors, represent commerce, agriculture or industry in the
district.

The chief executive officer of euch Reserve Bank is the President,
appointed by the board of directors subject to the approval o1 the Board
of Governors of the Federal Reserve System.

liember Banks:

#ll national banks were recuired to become riembers of the System,
subseribing to the capital stock of the Reserve banks, and denositing
their reserves there. State benks were permitted to becoane riermbers on
similar terms.

About 40 percent of the banks in the country ers now members of the
vystenm, accounting for about 70 percent of the country's bankineg busi-
ness. sember benks include about 5400 national banks and about 1000
State banks and trust companies.

State non-member banks, with certein excestions, with eaverage
deposits of $'1,000,000 or over, must becone membe s of the System after



Julv .1, 1942, or lose the right of heving their deposits insured.

10lding liember Bank Reserves:

One of the purnoses of the Federal Reserve Act vas to provide insti-
tutions vhich would hold the reserves of the natien's banking System.
Prior to the establishment of the Federal Reserve System, national banks
were recuired to keep mart of their reserves in their vaults and part on
deposit vith other banks. All member banks are now recuired to keep
their reserves on denosit in the Federal Reserve Bank of their district.

Reserves:
Tequired recerves very vith type of denosit and class of bank.

Banks in central reserve cities, which are .lew York sond Chicago,
must maintzin reserves eocusl to 13 percent of demond deposits; benits in
reserve cities - sbout sixty in number - must maintein reserves of 10
nercent; and all other bani:s are recunired to maintein reserves of 7 per-
cent. Reserves of 3 mercent arainst time demosits are required to Te
painteined by 211 tanks. Reserve balances on derosit with the 12 Federal
Reserve banlks today atonnt to about five and one half villion dollers.

Loens to Member Banks:

Reserve banlts may sunily funds to nember banlzs by rediscowiting
vaner, makins advances, or purchasing bills end gecurities, Tor many
yeers the tyoe of maner oi vhich loanus could be uede ves confined to
short-term, self-liouidating coumercial paper, such as notes, drcfts,
bills of erchanre £ud benkers'! sccentances arising out of comnercial,
industrial, and agricultural transactions; also edvences to member banlks
on their promissory notes beacked by mpaper eligible for discount or pur-
chese, or oy United States Governnent obligations.

Under the new banking act, a Reserve Bank may melke advances to men-
ber banks for oeriods not exceeding four nonths on any security satis-
factory to the Reserve Bank.

Currency Issued by Reserve Banks:

Tederal Reserve notes are the nrincinal form of currency. These are
United States oblirsations secured by specific collateral pledged by the
Reserve banks. Reserve Banks are recuired to keep reserves in gold cer-
tificates at leest equal to 40 percent of the notes in actual circulation.

Other Activities of Reserve Banks:

The Federal Reserve System maintains an inter-district Gold Settle-
ment Tund in Yashington, through which transfers of funds from one nert
of the country to enother are mace ~ithout actual movenent of currency.

The Tederzl Reserve Banks act as fiscal agents in connection with
issue and retirement of Government debt; also as depositaries of Govern-
ment funds in administering demosit eccounts of the Government in Recerve

Panks.,



Central Control of Credit Policy:

lhen the Federal Reserve System was established, it vas felt that
local conditions could best be met with regional organizatioas, especiasl-~
ly with economic conditions varyins so much from one section to another.
However credit policy of the different Feleral Reserve barnlis must be
coordinated so that policies adonted in one district would not he harm-
ful to another, and that there should be a credit molicy for the country
as a wvhole which would cover general business and credit conditions. It
is the duty of the Board of Governors of the Tederal Reserve System to
direct this policy.

Board of Governors of the I'ederal Reserve System:

The old designation of the Board as the Tederal Reserve Board is

changed to Board of Governors of the Tederal Reserve System. The
Secretary of the Treasury and the Comptroller are no longer members.
The number is changed from eight to seven with the regular term of a mem~
ber at fourteen yeers. i'o member having served a complete term of four-
teen years can be reappointed. The chief executive officer of the Board
is now "Chairman",

Board's Influence on Volume of Credit:

The Board's ability to influence the volume of crrdit rests oa three
immortent nowers:

1) Dover to determine discount rates

2) Power to change reserve requirements

3) Through its majority of members on Federal Open Market Committee,
to deternine open-market onolicies.

Digcount Rates:

Discount rates ore those which the Federal Reserve Barks charse on
loans to member banks. Changes in discount rates are made by the var~
ious Federal Reserve Banls, but subject to review and determinction by
the Board of Governors. This gives the Board final resnonsibility over
discount rotes, enavling it to keep the cost of borrowing in different
gections of the country consistent vith general credit conditions for the
country s a whole. These rates must be submitted to the Zoard of Gover-
nors every fourteen cays, insuring a frequent review of the rates.

Reserve Reoulrements:

The Board of Governors has pover to clicnge the reserve reouire-
nents., The amount of reserves which are recuired to be maintained
against devosit liabilities governs the amount of credit extended by a
member bank. An increase in the reserve requirements reduces, and a
decrease increases the potentizl volume of member bank credit. The
pover to change reserve requirements gives the Board a decided means of
controlling the general volume of credit. This pover could formerly
only be exercised in the event of an emergancy arising out of credit ex-
pansion and then only with the approval of the President of the United
States.
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Onen-liarket Onerations:

A third means of conirol over the supply of credit is the so-called
open-marlet omerations, a resvonsibility vested in the new Tedersl Onen-
Market Committee. The Cpen-liarket Comuittee cousists of the .oard cf
Governors ond five revresentatives of the Eeserve banlcs, selected by the
Reserve banks in different reglons,

Onen-market overations are the nurchase end sale by Reserve Banks of
certain classes of securities, chiefly Government obligestions, and lave
the effect of increasing or decreasing the sun-ly of credit availab.e
the marizet. Sellinz securities withdravs funds from the market, decreusing
the sumply of credit, while the wurchase of securities puts funds into the
zmarket, thus easing credit conditionse

Purchases and sales of securities by the Reserve banks were unimoor-
tant in the early days of the System. By 1922 steps nad to be toien to
coordinnte murchases and sales so thot credit conditions for the country as
a whole vould not be adversely affected. These nurchases and sale are nov
one of the importent meens whereby the System cantaie the initiataive 1n 1n-
flvencing credit conditionc.

Prior to the massage of the new banking act, the Open-ilarket Committee
consisted of rerresentatives of the twelve Recerve banks, with suthority
to promose nwurchases end sales. Such mroposals wvere submztted to the
Pederal Reserve Board for approval or disapproval. The Board could not
initizte 2 volicy.

The new act definitely m»loces responsibility for determining oven-
morket transactions on the new Onen l'arlzet Cormittee. This Committee
directs the Reserve Danks to carry out the transactions determined by 1t.
Prior to the new banking act, the resnonsidility for determining wmat se-
curity tronsactions should be undersaken and the outhority for enforcing
a nrosram were not clearly defined by law.

Other Vorlt of the Board:

Other duties incident to general resvonsipility for sumervision of
the Svstem include evamination of Reserve banks, massing on apnlications
of State banks and trust companies for membershin in the System. obtoin-
ing condition reports from State member banks, administration of those
provisions of the Clayton Anti-trust Act which relate to interlocking bank
directorates, regulation of the maximum rate of interest to be vaid by
member banks on time and savings denosits, regulations under the Securities
and Erchange Act governing the morgin requirements for loans on gecurities
1isted on the stock exchanges, and maintenance and operation of the inter-

district Gold Settlement Fund.

In order to acguaint the public with information-bearing on banking
conditions throughout the country and on production, employment, trade and
prices, vhich is regularly collected, the Tederal Reserve System 1ssues a
Federal Reserve Bulletin. In addition, its Annual Report gives a compre-
hensive view of current banking and financial developments at home and
abroad, and furnishes detailed information on conditions of banlis through-
out the country and on the business situation.
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It is my sincere hopne that I have given you some information that
will serve you and me in our daily work - enabling us to nroceed a little
farther along the road of life, for after all, vhether we be doctors,
lawyers, businessmen or women, or public men or women, we all live on one
street, and in our lives there is a sun rise and a sun set, which is the
sun rise a% the beginning of comnion street, and sets at the end of common
street, but during our everyday life ~ bobween the beginning and the end
there is much drudgery, much imnatience -~ perhaps because we do not seem
to be getting anywhere, and vhen we are in that frame of mind, the poet
advises us to think of the sun set, vhich is sure to come. The noet
vrote:

The cormon street climbed up against the sgky,

Gray meeting gray; and wearily to and fro
I saw the nztient common peonle go,

Bach, with his sordid vurden, trudging by.
And the Rain dropped; there was not any sigh

Or stir of a live wind; dull, dull and slow
All motion; as a tale told long ago

The faded world; and creeping night drew nigh.
Then burst the sunset, flooding far and fleet,

Leavening the whole of life with magic leaven.
Suddenly down the long wet glistening hill

Pure splendor poured - and lo! The common street,
A golden highway into golden Heaven,

With the dark shapes of men ascending still.

No matter what the work of the people as a shole might be - no
natter how effectively you might work, and no matter how effectively I
might work, real effective results can come only from the cooperation of
all our efforts joining together — each doing his bit and playing his
part. To quote Kipling ~ "It is not the individual, nor the army as a
whole, but the everlasting teamwork of every blooming soul."



