
I the 80 in the ti th• er 1 • erve 

yet 1 the • d ix ani (p ics 0 1 8, 1890, 

18 , 1903,. l 1 d t 1~) • ult 1, 

th e 1 own • 
tio io - t 1b1 1ty 

t tudy f • th a vi to 

d•t or ir b -
d in th 1 r lati 0 try. 

1 to ot our 

tn r port by t C a on 

1n 1912. • te d f ot ay poin d out, 

hie et 

1. I el t1o1ty r iona.l b t• o1r ula 0 • 

2. I 1 t f' oil tie. 

• t 
t 
0 

oont n th r port of 

1 C odi the der e rv• t ich 80 • 
l 0 23. 191 • 
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The purpo • or the Federal Re erv Syate 1• 

the Federal esene Act· aa to11owa, 

pro ide tor thee tablis ·nt of Federal 
re erv k I to urni h an elastio curre1107, to 
afford mea of r discounting oomerci l paper. 
to establlah a. aore etteotive supervision or bankltlg 
1n th United Stat••• d other purpoaes.u 

aa a whole. Under the terms ot the Aot, the ______________ ,_ 

Continental Unit d State wae divided into twelve di triot , ( .c.. 

dominati ah r ot the total ank 

r ourcea. -wel e ederal resane bank have been organi1ed,, one loo t d. 

in each ot th di tr1cts re~.-x-•4 to. The o1tle whioh• r sel•oted aa 

~ tfi e to ederal re ene banka ar a follo•sa 

B9aton 
N• York 
Philadelphia 
Ole land 
liohmond 
Atlante.-
Chicago 
st. Lotti• 
Jlinneapolia 
Kansas Ci 
allaa 

o S a.ncisoo 

/ 

s istr ct oo er ~ and o s to provide 

..._~~v•"'d."""""' sorvio for ank ooe.ted a.t points 1 tent r th• head office 

the Aot provides t hat branch 1rU\V' be sta lished. 8 ch branohea are 

op rat d er the upenision of loc l oe.r of dir ctors, an at the 
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pre branches of eder resene bank ar operat•d in th• 

following oitiea, 

B talo branch ot Fe er l Bank or Y rk 
C1ncilmat1 • ft ' " " 01 v•lan 
Pittabur ff .. ft ti " • 
Balttm.or .. " .. 1t .. Richmon4 
Charlott• ft ft " • " 

f/lllOrl " " tt tt tt tlanta 
Jaoaonvi11 1t ft It lt fl • 
Bindnghaa ft ff. ft " • 
ashv111• ff lJ tt ff tt 

Det~o1t n tt " tt tt ft Chio-.go 
Louisville fl ft " tt " ft t. Loui 
u h1a ft tt " It 

Little ck " ft .. ff 

Helena " " II ., tt • 1nnea.pol1a 
D•nT•r ff ft ., Kansas C1ty 
Oklahoma 01-ty tt q ff " ft 

a ff " ft tt t1 n 

l P•eo n tf II " D llas 
ousto " ff " ti 

s Antonio " " " ff t1 tt 

Los~ lea fl if n ti San anoi o 
Portl-.nd ft ft tt ft ff ft " 
Salt Lake City tt tt " 
See.ttle tt " " ft n 

Spokane fl ft 

The entire Sy tao e~ate under the up rvi 1 ot he der l 

R erve Boar at a hington. a body com.prised of ei ht er .tnoludi th 

Secretary ot the Tte a,iry and <the Comptroller of the Otl'l"re:noy who ate •x• 

by th e ident. In el• tin tticio uaber • 

th six appointe ers due regard JIU t be iv to fair representatio 

t the tinancial e.griculttral,. indusvial and comeroial intere ta 'end 

geogre.p ical divi 1 s of th 

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



. -
Organisation or •d•r-1 R• • e 

I 
anka. oh eral r erv b op r te 

uncle th upervi ion ot a Bo rd of nine dir otor , ix ot l eoted 

by the tookholdera ( ember banks). Three or th • directors u b banker& 

n thr e con 1st ot men oti velr eng d c roe. -.griculture 

r ome ot er 1ndu trial pu.r ult. he r three dir otor a.r appointed 

by th Fed ral Reserve Bo rd, one ot the l tter b$illg de ignated as Chairman 

ot the oard an er 1 eaerve Agent. In t i ca ac1ty h int 1n an 

o 1'1oe in the Fed al. es rv Bank, upervi th . not ue , and a t 

the oftioie.1 repr entative ot th• Peder l Re erve Board. Th •xeoutiv• 

or 1o r uoh a Gov rnor. Deputy G ernor • and junior ottioera, 1 te 

by the Boar or Director in a JDAnn r imilar to th t in which th oft o ra 

roial banks r el oted. 

Contr r to an prea ion• 1oh • ems to p~evail, the United State 

it elt 1 not a tooltholdtr b th• Foderal Re rve System, ltho h it l a 

The tockholder or the Federal reaerv banka co it ot 

th ir em.b r b • The l . :w pro'rl that all national b a h l b 

ot the F deral Reserv Syste and shall subscribe to the capital or th 

eder l r looat d ithin it district in an amount u l to ix 

p r o t or the aub or bin bank:1 c pit l d plue, one- lf thia 01.m.t 

b paid 1n oah, and the remailldtr subj ot to oe.11. State banks y al o 

ec m r ot th Sy t provi eel they m et 1th cei-tain ·• uir nt an 

ubs rib to the apit 1 on th ba t t national ant d • 

fa.king th& three pr1no1pa1 detect ot the old bank ayat &. 

pointe ut by th a io l onetary Co~ ... oion an r rr d to ve, it 1 

intere ting to te how they wer ta.ken into cons id ration in th tram!. 
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the At and the uana which hi.Te bNll prorld~ to oorreot the d1f'tt.oultie 

previoualy experienced. t oTorOOM th• inel io quality of' the national 

be.nk note c1roulat1on provia1on na Md♦ tor the ieauance of lr"'ede:ral Ro en• 

notes. These note are ieaued to the Federal reserve bank by the GoTt nt 

again t aecurity con 1stixtg ot liquid paper red1soounted ror -..ber ba:nlta 

and t l e.st torty per oent 1n gold. The der 1 reeerv• banke can ieaue 

thi urrency t mie er banka againtt pa.pe·:r whioh the member banks have 
I 

acquired 1n the regular cours• o~ their budneaa Thus 1t will be ••en that 

a businea expand and there 1 a d.-and tor greater d1aoount a ooimr.odation 
' , • 

the pap•~ that 1 eligible tor redbccnan'b may go to the :Federal res•rv• bank 

as eourity tor currency" end 1n turn 'lrhe:n uch pa~er •turea ita paya nt 

aut t1oally withdraws the Federal leaerve m,tea against whioh it stood 

part1al aeourityt whereas prertoue to the rgan1aat1on ot the Fecleral R• e 

Syatea the principal toms of ,0iroulatS.on were g ld. gold. o•rtitioates, 

aUver, silver oertitlcatea, llnd United. States notes, all of 1'hioh were 

practioelly fixed in uaomit. and th• national bank notes attord•d ve 11t le 

elasticity b•oause the maximum am.owt th&t oo~d be leaued was 1Wte4 to th• 

total amount ot United. States Governm.ent bond outltand1ng bearing th• ix-• 

oulating pri vileg • (All national bank notes muat b• seourri by an em.ount 

of Gonrmnent bonds equal in face value to the owt or xiote1 iasued.) 

too roome the inadequate oredit tac litS.ea whioh were experienced 

during maD7 or the panioe in the paat, the nff Aot provided that...,,,. banks 

of th& Feder 1 Reserv• Syat• have the pr1v1le e or of:f'er!ng for redi count 
• -.I' t 

corporation.a, the proceeds of which have beon uaed for ooaero1a1, industrial 

or agr1oultural purpoaea. Thia ~ed.1aoount privilege ls useful, durtng the 
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oo unity uoeed the amount ot tunda which lta banks have unemplo1•4• 
,I 

likewbe the seasonal retll~ d~da ot oom.eroial end 1nduatr1al ~ 

b met 1n th1a armer. 

It will b remembered tha another pol"tant de eot pointed out 

etary Commi ion•• the unava1l bi11ty ot r aervea when t needed. 

Bank: thro bout th country a.r required to 1nta1n a oerte.in p♦ro nta e ot 

reserves ag~inet their deposits. In ord r to illustrate this we ght take 

the case of 8JJJ small ut1onal bank looated 1n & •11 town. Prev1oua to th• 

ene.etm.e t t th F•d•ral Reae e Aot theae b ka wer r uired to in: in 

a re ne equivalent titteen per cent or their total depo ita. ix p r oe 

ot this a.mo the~ r obl e to carry in o h in th ir own vault, an4 

nine p•r o nt to be 1nta1ne on deposit With ome lar ei- bank locate 1n 
fu,-.AA,...-"-_J<-lf 

a res rve or central re erve ol't7 • Dul"ittg tht perl da of .8,l;I~ tound 

that all or the ooim.try baDka uld tart calllng 1n the reaen a •hiah they 

had on depo 1t in re r• d oent.ral r•aerv citie • d as t e res ne and 

oentral re erve city bank 1n or er o pq 1ntoreat on the balano 

with th by th country b&l'lka were obliged to k•ep the funde 

int n d 

loyed, 

di.ffioulty waa sometimes experlanoed in ~•ting t~ demand ot the country 

banks to~ the r turn ot their reaervet. ~d y, to overoo the ditti-

oultie attend! thi f rm ot 1nt 1n1ng reserv s the ederal e erv Aot 

pro•ided that all m.e r banks aintain th 1r r ne ins depo 1ta 

with the Federal serve bank or the dbtrtot 1n which it 1 locat d. So a 

to alee th reserves readily ava.ile.'ble £or u e in orgtnoie it was p:roYid•d 

that no intereat be paid on be.lano,s so uinta.1ned at the Fed•ral re erve banka, 

thu permitting the r da to be held unemployed and held 1mmediately available 

when needed.. 
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lt b interesting to note ·that the d aling ot. ederal • en 

b ks are confined a t entirely 1th its her inatit ttone. o depo ita 

ar rec 1ved fr 1ndiv1dua.ls1 in other wo dQ it y be referred to as a 

bank r • bank. In ddition to the £unction which een r rerred to. 

the Federal rea•rv• banks m&intain a check collection ervioe or member,, 

a.a ell a.a :for non• amber- banka whiab meet oei-t 1n roquir nt,. pro ide a£• 

ke pi c111t1es tor m llers. operate a v ey exten ive lea ed ir ay t•, 

having direct contact by Wire th ell Federal reserve bank and branch ottioes 

thro hout the United States. 

The Federal Reserve Act al o provid that the s oretary ·or the 

Treasury she.11 haw th right to designate the Federal reser,re bank ae the 

Fiscal Agent of th• 1'rea ury Depar ent, and under th authority a iaoal 

ency Department is maintained 1n the variou11 edera.1 re erve banks. Dur 

th • orld far• when it will be recalled the various L1b.,-ty Loans and Viotory 

Loan r• floated• th• Fiscal Agency Department were the mediums throu h 

hich the Tr asury floated it securities, end the• depar nt r till 

active in as 1st1ng the Treasury Department in refunding its maturing obl1ga• 

tion and in the ooll tion ot 1ntere t ooupona a.a th y ttn6e froa time to time. 

and the flotation ot new iasuea t Govorxu:aent aeour1tiee uoh aa Certit1oate 

of I dabtedneaa end Treasury Bonda. 

I 
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OUTLL E FOR TALK 

BEFORE 10th .tumUAL BANQUET OF THE FIRST Ni TIONAL BANK, 

fORT • AYN~, INDIANA, SATURDAY EVENI1JG 1 FEB _UARY 91 1929 .. 

Banquet _ lonned by em9loyes of the bank - officers and 
directors and a f e, stocld1olders invited. 

ComLent on duties ·or stockholders to bank. 

THE FElLRAL RES"IBVE SYSTEf." ArD HO I IT OP::RATES. 

REPORT OF ·,ONETARY COL11ilSSION 
In 1908 Congress appointed a corud.ssion designated as 
th Na tion,=\1 fanetSJ.•y no. • ssio11~ charged , • th the re-
s_ nsibility of det~rminlng • ri..at changes ere necessary 
or desirable in the monetary system or the United States 
and in the la1s relating to banking. This commission, 
the personnel of nich . as chosen fro:a both houses of 
Con· ress 1 roceed d deliberately, etc., etc., 

REPORT R IN 1912 
17 de ointed out - among which \Vere 

Inelastictty of national ban1: note circulation. 
Inadequate and unrelir.1ble credit facilities. 
Reserves instead of b • ng mobilized and in readiness 

.ere found scattered and unavailable. 

Cite Panic - 1907 - Clearing House scri~ t r uthorized 
October 29, 1907. 

THE FEDE.i:l.AL RESERVE ACT. 
Th important recommendations contained in 'th report 
nere lat.er embodied in the Federal Rsserve Act - 191 -
this being an act 

To furnish an elastic currency, to afford neans 
of rediscounting commercial ~a er, to est blish 
more effective supervision of banking, etc. 
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PLAN OF OflGANIZATION 
La ~ rovides £or not less than eight nor mora than 
twelve banks. 

SYSTELl 12 banks - 12 districts 
...-Jational and state bank members . 

CAPIT. T STOCK SuBSCfi.IBED ENTIRELY BY MEi:.IB.wR BANKS 
GOVERHiENT NOT A STOCKHOLDER. 

Capital & Surplus -Fed.Ros.System 
n n n -Bank of England 
n 11 tt -Bank of France 
ff n n -Reichsbank 

Reserve deposits of System 
Gold on hand 
Notes outstanding at present . 
Notes outstanding at high : -0int 

FED.:., RES3RVE BOARD 

ORGAYIZATION OF EDER!~ RESERVE Billi S 
Bo: rd or Directors, Classes A.R"C. 
Executive Officers. 

?ilE:IBZH.SHI:? L.! SEVENTH DISTRICT 

J40, ;00,000.00 
85,965,027 .oo 
54,766,452.00 
96,945,753.00 

2,590,000,000 
2,667,000,000 
1,a4s,ooo,ooo 
5,-404,000,000 

- 289 State banks Paid-in capital $8 , 552, 200 
10,601,850 
19,-134.050 

966 Nat11 n • tt • 

1,255 
. 

OBILIZATIO. OF RESERVES 

FUNCTIONS 
DISCOUNTING FOR ITEMBER. BANKS 
CURR~ CY ISSUIWG 
PAR COLLECT! OI SYSTE,l 
LEASED JIRi? SYST ·" - Average messages _:;er day 3,082. 
GOLD SETTLE\V!ENT FOND 

FIOOAL AGF1 CY OPERATI ONS - FINANCLm DURING THE 'JAR 
EX?IRATIOii OF CHARTER - nrn!.J 'sRL:Il1AT 

£ake reference to fact that small and 1 rge institutions 
are treated on a parity. • 
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.r!RST NATIONAL BANK, FORT AYNE, IITD. 

Capital ,000,000; Surplus . 500,000; Undivided Profits 445,000; Deposits $15,912,000 

c. H. lorden, Ch irman of the Board. 
C •. !. Niezer, President. 
Harry C. Fair, Vice President. 

The bank a ... organized in 1865. 

LINCOLN NATIO AL BANK & TRUST COMPANY .. 

Capi rol .?1 ,000.,000; Surplus ~;850 ,000; Undivided Profits w207 ,ooo; Deposits .,1,12,615,000. 
S. N. Foster, Chairr.:um of the Board . 
etas. H. Buesching, President. 
Geo. · aldschmidt, Vice President. 

Organized in 1905. 
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OLD 1ATIONAL BANK, FORT rlAYNE, IND. 

Capital 5001000; &"u.rplus $5001000; Un ·vided Profits $166 ,000; Deposits $9,102,000. 

Henry c. Paul, President. 
Frank H. Cutshall, v:ce President. 
Stephen ·.orris, Cashier. 

Organized in 1855 . 
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~TANNERS' COUNCIL OF MlERICA 

October 26, 1928. 

c; A.,;, ~ 
THE FEDERAL RESERVE SYSTEM Ai.~ IT OPEP~ 

:.:ONETARY COMMISSION 
In 1908 Congress apcointed a commission designated 
as the National Monetary Commission, charged with 
the res ~;onsibili ty of determining what changes were 
necessaI'lJ or desirable in the monetary system of the 
United St&tes and in the laws rel&ting to banking . 
This commission, the _persors el of which was chosen 
from both houses of Congress, proceeded deliberately, 
etc., etc. 

REPORT RENDbRED IN 1912 
17 defects pointed out runong , which were 

Inelasticity of national bank note cir­
culation . 
Inadequate and unreliable credit facilities. 
Reserves ins tead of being mobilized and in 

readiness -.v re found sc& ttered e.nd unavail­
able. 

Cite Panic - 1907 - Clearing House script 
--- authorized O~tober 29 , 1907. 

TII~ FEDERAL RES!rnVE .ACT 
Tne important recommendations- contained in the 
report were later embodied in the Federal Reserve 
Act - 1913 - This being an act 

To furnish an elastic currency, to afford 
means o;_- red.is counting commercial pa~)er, to 
establish ~ore Gffective supervision of 
banking , etc . 

FLA:~ OE O?..GANI '.:'.'.ATION 
Lav, provides for not less than eight nor more 
than twelve banks . 
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SYSTEM 12 banks - 12 districts 
National and state bank members . . 

-
,,,,.. ~ /4APIT AL STOCK SUBSCRIBED ENTIRELY BY IvfEMBER B.AJ:KS 

GOVERlfi\/IENT NOT A STOCKHOLDER. 

Capital & Surplus - Fed Res .System 
It n tf - Bank of Er,gland 
ti f1 tf - Bank of France 
It tt n - Reichsbank 

Reserve deposits of System 
Gold on hand 
Notes outstanding at present 
Notes outstanding at high -:Joint 

FEDERAL RESERVE BOARD 

578 , ooo , oqo . oo 
88 , 954 , 788 . 00 
87 , 815, 000 . 00 
96 , 945 , 755 . 00 

2 , 558 , 000 , 000 
2 , 656 , 000 , 000 
1 , 717 , 000 , 000 
5, 404 , 000, 000 

= ~ T -~ FEDERAL RESERVE BANK$ t , ~ i.., ,, Cl. 

Eoard of Directors , Classes A.B & Vogel , ulmpson , 
Reynolds , etc . 

Executive Officers . 

MEMBERSHIP IN SEVENTH DISTRICT 
297 State banks Paid- in 
969 National banks n n 

MOBILI'3ATION OF RESERVES 

FUNCTIONS 
DISCOUNTING FOR MEMBER BAl.JKS 
CURRENCY ISSUING 
PAR COLLECTION SYSTEM 

capital $8 , 056 ,600 ,1f) 
n 10, 592 ,650 ~ 

_---;-·--- ·-

/ fro ~ 
3 1 

LEASED 1:fIRE SYSTEM - Average messages per day 1 , 750 
GOLD SETTLEJ.IBNT FUND 

FI-SCAL AG ENCY OPERATIONS - FHIAl!CING DURING THE iJAR 

Seasonal demand 
Crop-moving demand 
Agricultural situation . 
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f Reserve Bank Is Cleared 
• in Lindy Escape by Will 

Soeclal to The Chicago DaU:, News. 
Beverly Hills, Cal., June 6.-Eng-

land elects a labor government. Three 
hundred out of 600 are here, but nobody 
has ever accused one of doing a tap ot 
work. When a man goes !n for poll­
tic.s over here he has no . time for 
labor and any man that labors has 
no time t,o fool away with politic.s 
Over there politics is an obligation 
Over here it's a business. 

WILL ROGERS. 
P. s.-There is one thing about 

Lindbergh's escape-it's the only thing 
that happened this spring that hasn't l been laid on to the federal reserve. 

- -
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FEDERAL RESERVE SYSTEM -
What it is. 
wihat it is not. 

Public still uninformed. 
The press creates erroneous impressions, leading 
the public to believe that the Federal Reserve 
System is resnonsible for most of the ills which 
befall the business situation. 

DISCOUNT RATE -
New York, July 27, 1927. 
Conditions - March, 1929 - Speculative loans. 

Can loan for specific ourposes mentioned in the 
Act , which do not include the extension or use 
of Federal Reserve credit for what, during the 
last year , has become generally to be understood 
"Speculative credit." 

1 2. 
I 
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OUTLI ra FOR T K AT AURO .. 

:I 
) 

F bru , 1928. 
--

~ .ND HO 

t d ted 
a ~Co n, cha ith 
th ~ onsibili ty of d termining • :rha t- n e.,J ere 
ne ary oz- d sirab , in the ry t m of th 
U St ts and in the la:1s n ba • 
This commission, e rsonnel ich s 

ro Joth hous s of Cong s , n 0ee ed 1.i .. 
etc., ete. 

REPORT IN 1912 
17 s pointed out - amon 1hieh er 

Inelasticity of n tion.:,.l bank note circulz...tion. 
Ind te and unr liable credit faciliti s. 
Rese es instead of being mobiliz d and in 

re dines~ - re ound scatc red 
unavailabl. 

Cit P mic - 1907 - Cl ri. Houoe cri ·t c. 

October 291 1907. 

THE FEDE:lAL 
- The im endation contain d in the 

PL 

re rt bodied in th Fed al 
Re 0rv - - Thi being nn act 

To furnish stic cur ncy, to a.1. ord 
mi.::i, .. . ns of re . ting commerc • per, 
to ,st bli h more ffective su ion 0£ 
bankin· , etc. 

Law provides for not 1 ss than eight nor more 
than t" lv banks. 

V 
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SYST 12 b n· - 12 districts 
tion~l d st. ab memb r. 

C ~ITAL STOCK BY 
CKi'"OL E.t1. 

C i al 
n • 
ll I 55,652,520.00 
It n tf 0 

erv d sits of Syat m 
Gold on h n ~ l ~ '• o 
Not"' out ... • t re ent I, 1 ,-, .. 

nc t hi h oint • 

0 S 
c ... ru o 

'·i, 0£ 'ic . 

H DIST n:cr ·J SI'I n· S., 
308 State banks 
986 ational bank 

Paid-in capita 7,944,850 
u 11 10,150,850 

FUN 
ERB S 

v ~ra mess es e d y 1,750 

CI G DUF .. nm THE . R 

- INDETERMINATE 

V 
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..... J \,o,j 

Make r erance to the fact th •t small an"' ln: \ 
inst tut n r tr cited on rity. 

Emph si.oe the f'nct that Aurora has seclU' d d ) 
nd n secur1ng the enefi t s ot the 
Reserv Sy tem. 
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J IRE OFFIC...,RS C~UB 

j y 16, 1q2 

• DE t~ RE~ :VF, SY A.D HO IT 
ES. 

RE N 

C ~ 

th· f 
esir e 

t 
ion, t n s 
u ·s of Co ~- , 

etc., ate~ 

R 2 
_ d out - muon> ... ich 

Inel • it 
In~d e bl 
ac. e in 

i; ss 
able. 

Ci't,e • nn.i.c - 1907 - Clea ing Hous .A 

Oc ,ober 2, 

ar ... 

circ t/ on. 
ci.uti s. 

end in 

u, orized 

io • ••• ea in the 
er 

b1 t 
C' O 

.. ; 
b • ct _ e1-v 

r no·t les th ei, .. t nor m r 
~rs. 
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~ SC B s 
GOVERNr .· OC 

,-0 t:) 

R s rv a sl:ts of ~. t/~}. e ~ y' Q oo, 

Gold on l'uind ':l , 6 "!. 91/ f. o o c, 
ding at preSi::Jnt l. ✓ 1 r, 1 70. "0 " 115~ •. 
'..' • n at h.it>h p i t 5, ,10,1 ,ooo 

ea it l 0417 0 
25 , 55Q 
28,050 

R 

.... IIIDET~ru IN TE 
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a.ke refer13nc 
instituti ns 

to the fact that small 
r trec.ved on a pa ·ty. 

d lrge 
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OUTLINE FOR TP~ ~1-1~, 
9, J 9w.3. 

?tf✓ ~ 1. 1 b, , rvt 
I NVITA'rICJN EXTENDED BY MR. GEORGE 

uUBJ~CT: THE FEDERAL RESERVE SYSTEt1JI AND H0-.7 IT 
OPERliTES . 

REFOtlT OF 1JiONET L:iRY COMiiUSSION 
In 1908 Congress appointed a commission designated 
as the National Monetary Commssion, charged with 

f 

the res .Jonsibili ty of determining 7That changes were 
necessary or desirable in the monetary system of the 
United States and in the la ·NS relating to banking. 
This commission, the personnel of which was chosen 
from both houses of Congress , proceeded deliberately, 
etc., etc. 

RE~ORT RENDERED IN 1912 
17 defedts pointed out - among which were 

Inelasticity of national bank note circulation. 
Inadequate and unreliable credit facilities. 
Reserves instead of being mobilized and in 

readiness were found scattered and 
unavailable. 

Cite Panic - 1907 - Clearing House script authorized 
October 29, 1907. 

THE FEDERAL RESEiiVE ACT 
The important recommendations contained in the 

repo report w3re later embodied in the Federal 
Reserve Act - 1915 - This being an act 

To furnish an elastic currency, to afford 
means of rediscounting commercial paper , 
to establish more effective supervision of 
banking, etc. 

PLAN OF ORGANIZATION 
Law provides for not less than eight nor more 
than twelve banks. 
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SYSTEM 12 banks - 12 districts 
National and state bank members . 

CAPITAL STOCK SUBSCRIBED ENTIRELY BY MEMBER BANKS 
GOVE&'r\fMENT NO'f A STOCKHOLDER. 

Capital & Surplus - Fed.Res.System 
n n 11 - Bank of England 
n u 1111 

- Bank of France 
11 u " - Reichsbank 

Reserve deposits of System 
Gold on hand 
Notes outstanding at pr esent_ 
Notes outstanding at high point 

FEDERAL RESERVE BOARD 

367,500,000.00 I 

86,370,643.00 
55,652,520.00 
71,674, 380 .00 

.2J L.J9 31&-ru I iT"M 
2,554,000,000 " 
2,a19,ooo, ooo 

f 
1,584,000,000 

..:§,404,000,000 
,..,,.,DC( !) 

l' /Of(/ "''3 °I 
':n J 

ORGANIZATION OF FEDERAL RESERVE BANKS 
Board of DL·ectors, Classes A .B & C 
Executive Officers. 

MEivIBERSHIP IN SEVENTH DISTRICT 
508 State ~anks Paid~in 
986 National banks 11 

capital $ 7,944,850 
u 10,150,850 

18 , 095 ,700 
MOBILIZATION OF RESERVES 3 ~ 

~ 

FTTNCTIONS SI 

DISGOUlITING FOR UiEiv!BER BANKS 
CURRENCY ISSUING 
PAR COLLECTION SYSTEi\ti 
::U.8.ASED :iIHE SYSTEM - Average messages per day 1,750 
GOLD SET~LEMENT FUND 

FISCAL AGENCY OPERATIONS - FINANCING DURING THE -,IAR. 

EXPIRATION OF CHARTER - INDETERMINATE 
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Make reference to the fact that ~ll and large 
institutions are treated on a parity. 

Emphasize-the fact -that Aurora: ha:s::.s.e;~ed- and 
can depend-uf)On- securing the benefits _.f-the 
Feder Res-en-e- System. 
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v OUTL!NE FOR TALK BEFORE JUNIOR 
- C1HCAGO STOCK EXCHANGE 

December 5. 192-4. 4:00 P. M. 

INTRODUCTORY REMARKS 

SUBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT 
OPERATES 

Stook Ex:oha.nge dependent upon oondition of 
money and investment na:.rkets. Federal Reserve 
System has stabilised these markets. 

REPORT OF MONETARY COMMISSION 
In 1908 Congress appointed a commission designated 
as the National Uoneta.ry Commission, oha.rged with 
the responsibility of determining what changes were 
neoessary or desi:ra.ble in the monetary system of the 
United States and in the laws relating to banking. 
This commission, the personnel of which was chosen 
from both houses of Con.grass, proceeded deliberately, 
etc., etc. 

REPORT RENDERED IN 1912 

17 defects pointed out - among which were 

Inelastici ty of: na tional bank note circulation. 
Inadequate and unreliable a,redit fa.oili ties. 
Reserves instead of being mobilized and in 

re&dines s were found scattered and 
unavailable, 

THE FEDERAL RESERVE ACT 
The important reoommendations oontained in the 
report were later embodied in the Federal 
Reserve Aot - 1913 - This being an aot 

To furnish an elastio ourrenoy, to afford 
means of rediscounting commercial paper, 
to establish more effective supervision 
of banking, etc • 

• \pRGANIZATI ON COMMITTEE 

/ 
Law provides for not less 
then twelve banks. 

than eight nor more 

SYS'FEM 12 banks - 12 districts 
Nati ona.l and state banks members. Digitized for FRASER 

https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



" 
CAPITAL STOCK - SUBSCRIBED ENTIRELY BY MEMBER BANKS 

GOVERNMENT NOT A STOCKHOLDER 

Oapital & Surplus - Fed.Res.System $333,000,000 
" •• " - Bank of England 88,325,184 
11 11 

" - Bank of Franoe 51,580,022 
u tt " - Reiohsbank 73,128,832 

FEDERAL RESERVE BOARD 

ORGANIZATION OF FEDERAL RESERVE BANKS 
Board of Directors, Classes, A., B & C 
Exeoutive Officers. 

MEMBERSHIP IN 7TH DISTRICT 
358 State banks - oapital subscribed $6,082,500 

1055 Nat'l banks - " " 9,098,200 

MOBILIZATION OF RESERVES. 

FUNCTIONS 
DISCOUMTING FOR MEMBER BANKS 
CURRENCY ISSUING PRIVILEGE 
PAR COLLECTION SYSTEM 
LEASED WIRE SYSTEM 
GOLD SETTLEMENTFUND 

15,180,700 

FISCAL AGENCY OPERATIONS - FINANCING DURnm THE WAR 

p~ 
What I wou<fd have you bear in mind with respeot to the 
Federal Reserve System is that it is composed of twelve 
separate and independently organized banks, banks of 
deposit and discount, eta. Under the immediate control 
of the Board of Direotors, the majority of whom are 
selected, eto. While tt is true that the public does 
not come directly in contact with these banks, the 
System in reality operates not for the benefit of the 

• member banks alone, but on the oontrary for the interest 
of the general business of the country. 
CHICAGO STOCK EXCHANGE 

Extend invitation to visit bank. 
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GOV.S O~~~~-

FEDERAL RESERVE 
1

1

Says It Produced Ease of Mind and 
Business Tranquillity Never 

Before Existing 
The great confidence instilled ·among business men 

and the tranquillity of the public mind are perhaps the 
outstanding benefi,ts the Federal Reserve system has 

I 

brought about, in the opinion of Benjamin Strong, · gov­
ernor of the New York Federal Reserve Bank. "It is the 
American habit to mea;mre the value of matters commer­
cial in dollars," he said. "Such a valuation of the Fed-

! eral Reserve system would enlighten critics and please 
friends of the system. It would show vast 'economy' in 
the interest · account of the nation, includi'ng the national, 
state and municipal governments. It would show the great 
saving afforded by the various mechanical and technical 
operations of the system, which replaced scattered and un­
economical operations through the unorganized procedure 
~f widely scattered banks-such as check and other col­
lections, handling the currency, the transaction of finan­
cial operations with the public for the Treasury. Many 
others could be named. -The total in dollars would be im­
pressive. 
I "Important as this is, the greater value of the system 
has been the tranquility of mind, and the stability of busi-

l ir.ess, which it has made possible. • 
"In this respect its accomplishments are those to be 

listed under the caption 'What has not happened.' 
"We fought a war ten times as expensive as the Civil 

War :without issuing any irredeemable paper currency. 
We were the only major country in the world to continue 
on a gold basis. 

"In a post-war period of economic dislocation we 
have avoided anything in the nature of a panic, and have 
had less price fluctuation and less financial disturbance 
than any other country in the world. We have absorbed 
without price inflation a tremendous flood of gold into 
this country, amou~ting since 1920 t9 $1,500,000,000. 

"Since the establishment of the Federal Reserve sys­
tem we have avoided that seasonal mone~1 '5tringency which 
in the old days forced interest rates to their highest 
points in the months when the farmer borrowed to move 
his crops. We have achieved such fluidity of fonds be­
tween the east and the west that th~re 'is never a prem1um 
on New York or Chicago or San Frailcisco funds anywhere 
in the ~ountry. 

"We have been largely freed from the exrense, delay, 
and risk with whi~h exchange charges on checks burdened 
the settlement for business transactions. 

"In the Federal Reserve system we have secured in­
suxance against the swift disaster which followed & .y ,·n­
'J 'ual financial disturbance under the old rigid banking 
system. In the Federal Reserve system we have provided 
for us a smoothly working mechanism which relieves u 
from the constant irritations which were the regular ac .. 
companiment of the old chaotic disorganized banking rela 
tior hips. 

"By the stability i affords to business the Reserve 
system has removed a great cause of anxiety from all 
lasses of bu iness a d worker . It has produc an eas 

of mind and tranquility which never before exi ted." 
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OUTLHYE FOR TALK B FORE J-YNlGR 
OnERHS--e-HICAti0-S·TOOK EXCII:A:NG·E 
~ 1-924. 4..t-00- ~ '~l't"il""""' 

II~TRODUCTORY REMARKS 

SUBJECT: THE FEDERaL R-,., ·ERVE SYSTEM AUD HOY) IT 
OPT-"RATES 

Stock Exchange dependent upon condl tion of 
money and investment m rkets. Federa l Reserve 
System has stabilized these markets. 

REPORT OF llO!IBTt RY C0MMIS .. ION 

( 

In 1908 Congress appointed a oommi ssion designated 
as the U::~ tionaJ. Monetary Commission, charged v1ith 
the responsibility of determining wh.!tt changes were 

, ) necessary or desirable in the -monetary system of the 
-.;,_\ United States and in the laws rela ting to banking. 

This commis sion, the personnel of whioh was chosen 
from both houses of Congress, proceeded deliberately, 

. '" etc • , etc. 

REPOt T RENDERFD IN 1912 

17 defects pointed out - among which were 

Inelasticity of n tional bunk note oircuh .. tion. 
Inadequate and unreliable credit facilities. 

1 Reserves instead of being mobilized and in 
readiness were f'ound scat t ered and 
unavailable. 

THE FIDERL L RE" RV • ACT 
The important recommenda tions contained in the 
report were la.tor embodied in -the Federal 
Reserve Act - 1913. - This being an aot 

To furni sh an elastic currency • to afford 
means of redisccuntiEg commercia l paper 1 

to establish more effective supervision 
of banking, eta • 

ORGAlU Z.ATI ON C 01.:1.ll TTEE 

SYSTBM 

Law provides for not less than eight nor more 
then twe 1 '\le banks. 

12 banks - 12 dis trio ts 
National and state banks members. Digitized for FRASER 

https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



FUNC 

plt1l Surplus - Fed.Res.Syste 353,000 9 000 \ 
" " " - Bank of 1a.nd 88,325,,184 J 

" " " - Dank of France 51.580.022/ 
0 

'' - R 1ohsb k 73,128~832 

ES_ .. B.! ..... 
Classes. • B . C 

ut 

e banks - UM.1.2.J..:lit.W--...lt,~ . 

105 1 nks - " 
,oa2.ooo r 

9 098 200 I 

1s.1so., 100 

r in ind -1th respect to the 
rv that it is cornpos ot 1 

se i y o n1zed b ban.Ks ot 
d di , • Un er th te eontro 
o otors. the majori o are 

o. :tt is true that th lie does 
not ctly in oontaot ith these banks, the 
Sy tem in reality opar tos not for the benefit or the. 
memb s lone. but on the contr cy for t e inter s1 
of • ral bus1n°ss of the o ountry 

STOOJ{ EXQit" GE 

in it tlon to vi it bank. 
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The Chio Bo rd cf Trade fo to the pub l ia 
the most import nt nd eoonomioal genoy for the 
nark:eting of food stuffs in the m rld. It is a 
market plooe where bayera and sellors from a.11 
markets of the orld eltr.ASr et in person or 
through their cot:nission men for tho excL:;..nge or 
oomt""..odi ties. and in my opinion what this eat 
1nst1tuti n does in bemlf of tho agricultu 1 
interests of the o untry and those .,.ho are 
en a ge in the manuta.oture of produots thar .i.ro 
is aha.reoterlst1c of the duties of ~'le great Stook 
.w oha.n s of this ocnntry in en York and Chi go 
perform 1n behalf of the great ra.i lrouds and other 
great corpo tions 1n the matt r nf dete inin~ 
the marla3t valu ""nd f'aoil1tat1ng the d tribution 
ot' ea.pits.l issu s. Consequently, hen 1nv1tod 
to spoak before the junior employes• or~niza.tion 
of the Stock Exchange of Chica.go ith a vie to 
outlining the r..anner 1.n ich the Fea.eral Reserv 
System operates, I feel it to be my duty to respond 
in the hope that my efforts may be productive of 
giving you a. better tmdersta.nd in i th :res ct to 
what these Federal Rer erve nlts are and ho they 
ope.rate. 
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OUTLI'-IB FOR '-6.ALK B J? .. u JU IOR 
CLEF.HS - C.t ICA • 3· <'CK EXCHA "GE 
December 5• 1924.. 4:00 .P.. • 

SU13Jw>Qf: THE FEDER.AL R:P. Et-.VE SY:-'TE .:JID H , IT 
OP'-"lla.TES 

Stook Exchange dependent upon condition of 
money nd investment rkets. FederE.. l Reserve 
System bas stabilized these markets. 

REP OF 10 .. T' T~Y (Y'l, I :J IC { 
In 1908 Congress appointed a acnn:.i ss!on des1gnn.ted 
a.s tho r tion.!ll lfonetary Co -1ssion. oha.rged 1th 
the responsibility of determining what oha.n ,es were 
necessary or de lrable 1n the mono ry system of the 
Uni tad St taf! and 1n the la1.s relating to banking. 
This o.ormni ~ion, the perscno.el of hioh was ehos n 
fr both houses of Congress. proceeded delib ,rately, 
etc •• eto. 

II 1912 

17 defects pointe out - runongwhieh re 

Inelastic:1ty or n t1ona.l b•nk note oircul,.:. tion. 
ImdeqU"l.te and unreliable er i 1t :faaillties. 
Res ·rves in t •ead of b 1ng mob1li•ed and in 

readiness VJore round seat t ered and 
umva.ilabl a. 

The important recan-.... ende. tions contained in the 
report wero le.tor embodied in the Federal 
Reserve Aot - 1913 - This being an a.ot 

To furnish an elaptio currency. to nrt>ord 
means of rediso~unting oomneroial paper. 
to establish more ef:fGcti ve suparvisi on 
of banking• etc • 

ORqA!QZAU + CO!! .JI TTfiE 
Law provides for not less than eight nor JnOre 
then twel ~ bl.nks. 

SYSfT."l.f 12 banks - 12 d1striots 
national and state banks embers. Digitized for FRASER 

https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



The Chicago Board of Trade is to the public 
the most import nt and eoonomioal agency for the 
marketing of food stuffs in the v.o rld. It is a 
market place where buyers and sellers from all 
markets of the world either meet in person or 
through their oommission men for the exchange of 
commodities. and in my opinion what this great 
institution does in behalf of the agricultural 
interests of the country and those who are 
enga ged in the manufacture of products therefrom 
1s characteristic of the duties of the great Stock 

changes of this country in New York and Chicago 
perform in behalf of the great ra.i.lroads and other 
great corporations in the matter of detern.inin,z 
the market value and facilitating the distribution 
of c,apital issues. Consequently, when invited 
to speak before the junior employes' org3.niza tion 
of the Stock Exchange of Chicago with a view to 
outlining the manner 1n which the Federal Reserve 
System operat,es, I feel it to be my duty to respond 
in the hope that my efforts may be produotive of 
giving you a better understanding with :!9espect to 
what these Federal Res erve Banks are and how they 
operate. 

Digitized for FRASER 
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t:APITAL STOCK - SUBSCRIBED E1'fll:1R LY BY ~ MBER BAN.KS 
GOVERNMENT NOT A STOCKHOLDER 

Capital & Surplus - Fed.Res.system 333,000,000 
-

0 
" " - Bank of England 88,325,184 

" n " - Bank of France 51,580,022 
" " '' - Reiohsbank 73,128,832 

FE E..'RAL Rl:'SERVE BCAP..D 

Boa.rd of Directors, Classes, A, B & C 
Executive Officers. 

~ foER:~HIP IN 7TH DISTRICT 
358 State banks - capital subscribed $6,082,500 , 

1055 ltat 'l banks - 0 
" 9 1098 ,200 

OBILIZATI 

FUNCTI NS 
DISC UNTiliG· FOR .:U ~ER BANKS 
CURR liJCY IS UING PRIVILEGE 
PAR COLT CTION SYST'!?JJ 
LEASED WIRE SYSTEM 
GOLD S i T LE m'FUND 

1s,1so. 100 

FISCAL AGENCY OPBFJJ TIONS - FINAUCING DURLiIG THE v~AR 

What I would have you be~r in mind with respect to the 
Federal Reserve System is that it is composed of twelve 
separate and independently orgdnized banks, banks of 
deposit and discount, eto. Under th mmediate control 
or the Board of Directors, the majority of ihom are 
selected, eto. 'hile tt is true that the public does 
not come directly in contact ith these banks, the 
System in reality operates not for the benefit of the 
member banks alone, but on the contrary for the inter st 
of the general business of the country 

CHICAGO STOCK EXCII:.NGE 

Extend invitation to visit bank. 
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~~ 
The Chicago Board of Trade is to the-pu""fflo 

the most important and eoonomioal agenoy for the 
marketing of food stuffs in the world. It is a 
market place where buyers and sellers from all 
markets of the world either meet in person or 
through their oommission men for the exoha.nge of 
oommodities, and in my opinion what this great 
institution does in behalf of the agricultural 
interests of the oountry and those who are 
engaged in the ma.nuf'~ioture of produots therefrom 
is oharaoteristio of the duties of the great Stook 
Exchanges of this oou.ntry in New York and Chioago 
perform in behalf of the 8IJN'!ft railroads and other 
great corporations in the matter of determining 
the market value and :facilitating· the.:.. distribution 
of capital issues. Consequently, when inv·ited 
to speak before the junior employes' orsa,nization 
of the Stook Exchange of Ohioago with a view to 
outlining the mamier in which the Federal Reserve 
System operates, I feel it to be my duty to respond 
in the hope that my efforts may be produoti ve of 
giving you a better und..erstanding with respect to 
what these Federal Reserve Ballks are and how they 
operate. 

Digitized for FRASER 
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OUTLINE FOR TALK BEFORE Il09?:ARY 
rn F-ORID WAY*-0, UID!kNA 
J=UNE- , -±92-5 - 12 :15P.M. ~ / 
Lt t./, ) '1., II • 

ROTARY CLUB - °INVITATION EXTENDED BY MR. WAliBSCliM:ID/l!-.✓ 
. ~ ~ 

SUBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT 
OPERATES. 

REPORT OF MONETARY COMMISSION 
_In 1908 0-ongress: appointed a commission designated 
as the National Monetary Commission, oharged with 
the responsibility of determining what ohanges were 
necessary or desirable in the monetary system of the 
United States and in the laws relating to bi.nking. 
This commission, the P;.ersonnel of which was chosen 
from both houses of Congress, prooeeded deliberately, 
etc., etc. 

REPORT RENDERED IN 1912 
17 defects pointed out - among whicll were 

Inelasticity of national bank note circulation. 
Inadequate and unreliable credit facilities. 
Reserves instead of being mobilized and in 

readiness were found scattered and 
unavailable. 

Cite Pa.nio - 1907 - rr.Clearing House soript authorized 
October 29, 190,7. 
\ ..., 

THE FEDERAL RESERVE ACT 
The important recommendations contained in the 
report were later embodied in the Federal 
Reserve Aot - 1913 - This being an aot 

To furnish an elastic currency, to afford 
means of rediscounting commercial paper, 
to establish more effective supervision of 
banking, eto. 

PLAN OF ORGANIZATION 
Law provides for not less than eight nor more 
than twelve banks. 
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SYSTEM 12 banks - 12 districts 
National and state bank members. 

CAPITAL STOCK - SUBSCRIBED ENTIRELY BY MEMBER BANKS 
GOVERNMENT NOT A STOCKHOLDER • 

.!l!ota.1 fN.nChis.e-ta.x paw to Governmen 
by S~stem $ 139.114.643.00 

~l ~~~~~; · eo Capital & Surplus - Fed.Res.System -5-3; , • 
" • 

11 n - Bank of England 186.370.643.00 
n II n -Bank.ofF ce

1 
53,652,520.00 

u tt " - Reichs nk ~ / 1 674,380.00 
\_...,.? • ;_ J lt./, O'D ~, 

Reserve deposits of System~Y- 2:13O.000,eeo 
Gold on hand -Y. ~ J 1,cn-'-~ -2,8aQ 1 0001 088 
Notes outstanding at present /, l~f t 6 •· 1,670,0001 000 
Notes outstanding at high point 3.404,000,000 

FEDERAL RESERVE BOARD 

ORGANIZATION OF FEDERAL RESERVE BANKS 
Board of Directors. Classes A,B & C 
Executive Officers. 

MEMBERSHIP IN SEVENTH DISTRICT 
3 o 350 State banks - oapi ta.l paid in 
'fi .J.062 Nat 11. banks - capital paid in 

~ 
MOBILIZATION OF RESERVES 

FUNCTIONS 
DISCOUNTING FOR MEMBER BANKS 
CURRENCY ISSUING 
PAR COLLECTION SYSTEM 

6,655.,250 
8,891,800 

15,547,050 

LEASED WIRE SYSTEM - Average messages per day 1,750 
GOLD SETTLEMENT FUND 

FISCAL AGENCY OPERATIONS - FINANCING DURING THE WAR 

F INQUIRY ON 
EM 
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GOLD CREDIT TO ENGLAND ) 

EXPIRATION OF CHARTER 

Make reference to the fact that small and large 
institutions are treat~d on a parity. 

Emphasize the fact that Fort Wayne has secured and 
can depend upon securing the benefits of the 
Federal Reserve System. 
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VOL. XXIV 

REPORT OF 

NATI0l'iAL MONET.ARY CO11MISSI0N 

or affiliation in broader fields makes it impossible 
to use these or similar local agencies to prevent 
panics or avert calamitous disturbances affecting the 
country at large. These organizations have, in fact, 
never been able to prevent the suspension of cash 
payments by financial institutions in their own local-
ities in oases of eme;,~./ / '/ 

07 

I: 6. We have no effective agency covering the entire 
ountry which affords necessary facilities for making 
omestic exchanges between different localities and 

sections, or which can prevent disastrous disruption 
of all such exchanges in times of serious trouble. V 

7. We have no instrumentality- that ca11 deal effec­
tively with the broad questions which, from an inter­
national standpoint affect the cred·t and status of 
the United Sta es s one of the great • nancial powers 
of the world. n imes of threatene trouble or of 
actual panic the questions, which 
of foreign exoh e and the intern 
gold, are even important to u 
from an inter 1 standpoint. 

l movements of 
a national than 

a. The lack of ~mrneroial paper of ap established 
standard, issu~q or agricultural, industrial, and 
oonnnercial purpd es, available for inveJ ents by banks, 
le·ads to an unh lthy o ongestion of lo,Cna ,s funds in 
great centers n hinders the development of the produc-
tive forces ql th country. ___ _ 

g. The narrow character of our discount market, with 
its limited range of safe and profitable~· vestments 
for banks, results in sending the surplus money of all 
sections, in e~e s of reserves and lock demands, to 
New York, wher ·tis usually loaned out on call on 
Stock Exchange ecurities, tending to pro ote dangerous 
speculation and inevitably leading to injurious distur­
bances in reserves. This concentration of surplus money 
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and available*ds in New York impo~s upon the 
managers of the anks of that cit~r th vast responsi-
bilities which re inherent in the o ol of a large 
proportion oft e banking resource of the country. 

10. The absence of a broad discount market in our 
system, taken together with the restriotive treatment 
of reserves, creates at times when serious financial 
disturbances are anticipated a condition of dependence 
on the part of individual banks throughout the country, 
and at the same time places the farmers and others 
engaged in productive industries at a great disadvantage 
in securing the credit they require for the growth, 
retention, and distribution their products. 

11. There is a marked lac of equal ty in credit 
facilities b~t en different section of the country, } 
reflected in s favored connnunitie , in retarded 
development, nd ·reat disparity in es of discount. 

12. Our system lacks an agency wh se influence can be 
made effective in securing greater uniformity, steady­
nesa, and reasonablaness of rates of discount in all 

rts of the country. 

13. Ve have no effective agency that can surely 
ovide adequat e banking facilities for different regions 

-f promptly and on reasonable terms to meet the ordinary 
or unusual demands for credit or currency necessar for 
moving crops or for other legitimate purposes. 

14. We have no er to enfor he adoption of 
uniform standa "th regard t apital, reserves, ex-

character publicity of reports 
different t ns of the country. 

ave~.American banking ' iistitutions in 
untr es. The organizati.X~ of such banks 

I 
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The principal defects in our banking system we 
believe may be sunnnarized as follows: 

1. e have no provision for the concentration of 
/)(the cash reserves of the banks and for their mobiliza­
v \ tion and use wherever needed in times of trouble. 

Experience has shown that the scattered cash reserves 
of our banks are inadequate for purposes of assistance 
or defense at such times. 

2. Antiquated Federal and State laws restrict the 
, j / use of bank reserves and prohibit the lending po·wer of 

V 

V\ banks at times when, in the presence of unusual demands, j 
reserves should be freely used and credit liberally 
extended to all deserving customers. 

3. Our banks also lack adequate means available for J 
seat any time to replenish their reserves or increase 

their loaning powers when necessary to meet normal or 
unusual demands. 

((VJ( 
4. Of our various forms of currency the bank-note 'l i· 

issue is the only one which we might expect to respond 
to the changing needs of business by automatic expan­
sion and contraction, but this issue is deprived of all 
such qualities ~ the fact thati g volume is largely_ 
dependent upon the amount and price of United Stat es 
bonds. 

5. We lack means to insure such effective coopera­
tion on the part of bank~ as it is necessary to protect 
their own and the public interests in times of stress 
or crisis. There is no cooperation of any kind among 
banks outside the clearing-house cities. While clearing­
house organizations of banks have been able to render 
valuable services within a limited sphere for local 
communities, the lack of means to secure their cooperation 
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Mr. Synder writes. from Fort Wayne, ma.ldng reference 
to the recent suspension of the Blackfo:ro. County Bank, 
Hartford City, Indiana. 

He speaks of having heard of my plans to be in Fort 
Wayne next Monday and suggests that I make an 
effort to see Mr. c. M. lUezer, President of the 
First National Bank, the largest le.nk in Fort Wayne. 

/ 
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n,oessary for the development of our foreign tr'aae. 
f 

16. The provision that national banks shall not make 
oans upon real estate restricts their power to serve 

farmer~ other bor,rowers in rµ~ )orrrmo/J.ities, . 

17. The provision of law under which tt~ Gove ent 
acts as custodian of' its own funds results in irregular 
withdrawals of o y from oiroulation ad bank reserves 
in periods of e ssive Government re nues, and in the 
return of these unds into circulatio only in periods 
of deficient re e ues. .Recent effor to modify the 
Independent Tr as ry system by a p tial distribution 
of the public oneys among national banks have resulted, 
it is charged, in discrimination and favoritism in the 
treatment of different banks. 
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INTRODUCTORY REMARKS 

¼ Mr. Kuss (Koos), Mr. Simpson, Mr, 

MONET.ARY COMMISSION -- JlJ;SA. t.. 
1 

; 

Iv· .EDERAL RESERVE SYSTElt1 7 · ~r 
Membership in 7th District 

t 

362 State Banks - Capital subscribed $6,084,450. 
1057 Nat'l Banks - Capital 1t 9,098,550. 
1419 $ 15,~83,000. 

SERVICES RENDERED 
Discounting 
Ca.sh 
Transit 
Safekeeping 
Collection 

/ Wire Transfer 
/ Gold Settlement Fund 

EARNINGS OF THE FEDER.4.L RESERVE BANKS - Distribution 
Dividends. 

PAYMENT OF INTEREST ON DEPOSITS 

LOANS 
Oct. 4, 1920 

Chicago {High) $499,000,000 
loans. 

Sept.3, 1923 
$77,338,418 

Sept.3,1924 
$30,489,207 

System 
loans 

2,709,601,000 850,094,000 301,949,000 

CIRCULATION 
Dec. 24, 1920 Sept.3,1923 Sept.3, 1924 

Ohica.go (High] $560,966,000 $414,799,425 $225,725,090 

System $3,404,931,000 $2,257,278,000$l,760,757,000 

PRESENT CROP SITUATION 

PRESENT CREDIT SITUATION 

[f ~-
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In November the Federal Reserve Bank of 

Chicago will be ten yea.rs old. When you contrast 

the brief experience people have had with the 

Federal Reserve Bank, Ji. th the centuries Europeans 

have had with which to become acquainted with their 

banking systems, it is not strange Ua,t our people 

should be unfamiliar with the benefits that are 

received from the Federal Reserve Banks. There has 

been so much comment about the Federal Reserve 

System in the press that the curiosity of the people 

has been aroused. 

Are you bBnkers ready to answer such questions 

as these which the people are asking? 

Who owns the Federal Reserve Banks? 
Who runs the Federal Reserve Banks? 
How is the Federal Reserve Banks' currency 

different from the old currency? 
~vho gets the profits from the Federtd Reserve 

Banks? 
Hov do the people benefit from the FecieraJ. 

Reserve Banks? 

In answering these questions bankers have a 

much needed opportunity to brin§! home to the people 

of their community the useful services which the 

banks perform which affect the daily lives of the 

people of these communities. 
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As Bankers, there is a, duty which I think 

you will agree you or:Je to J ourselves a.s well as to 

your customers. This is the educa.tional mrk in 

which you have been engtiged as members of your 

vnrious bankers' associations, particularly as this 

educational work applies to explaining to your 

customers ~facts about the operation of the 

Federal Reserve System. 
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Kr. Kuss (Koos)., {r. Simpson, u-. Traylor 

MO IBTAR Y COMMISSION' - 1908 ' 

FEDERAL RESERVE SY~Tk'M 
Membership in 7th District 

362 State Banks - Capital 
1057 Na.t'l Banks - Capita l 
1419 

u=~VICES RENDERED 
Discounting 
Cash 
Transit 
Safekeeping 
Collection 
lire Transfer 

" 
6,084,450. 
9,098,550. 

$ 15,183,000. 

EAR.Ulm: ERAL RESERVE B il{5 - Distribution 
Dividends. 

PAYL IT OF Ll~R.uuT ON DEPOSITS 

LOANS 
Oct.4.1920 Sept.3, 1923 Sept.3.1924 

Chicago (High) 04,99,000,000 t i?,338,418 ·30,489,207 
loans. 

System 
loons 

CIRCULATION 

2,709,601,000 850,094,000 301,949,000 

Dec. 24, 1920 Sept.3,1923 Seot.3, 1924 
Chica.go (High) $560,966,000 $414,799,425 $225,725,090 

System $3,404,931,000 $2,257,278,000 ,760,757,000 

PR E .T CROP SITUATION 

P~~SEMT CREDIT SITUATION 

j-
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It is e real ard ereat -rivilege to 
articip~te in this d~ onstratio~ in ho~o~ 

of :r . He b~s distineui~hed 
hinself for the excellence of his achieve­
ments , not 0nly in business, but in good 
,:orks and good ci tizenshi· -;_ e belo1,,c; to 
a e;reut re.tion, but to love and serve our 
country v-re r:1.ust be true J"1en in the inu.led­
ic.ta comr. .. unity in which v:e live, a1Y -... r. 
first cons.icuous attainments were tho0e of 
the fireside r .. nd home ;:-nd. the s:.a.ller inner 
circles of the begim1er who lays a fir . e.nd 

Brmanent foundation in thrift, inteerity ~nd 
honorable dealing . Folloring early initial 
successes, · t has been erfectly natural that 
Er. should have won the hearts, 
the res. ect o.nd the er' ti tude of his :'ellow 
men in this beautiful city of 
And it is also natural ':.nd inevitable that he 
should in the s~~t e way have corr.u.2,nded the re­
sect of his fellow directors ~nd the officers 
i the Federal Reserve Bank of Chicaio , with ell 
o whom he is fir.1-ly e11t::::enched on 2.ccount of 
the siB le dignity of his char~cter , his un­
flagging dsvotion to duty , his su e~ior ~~d 
brillie,nt ab ili ti es 2.s a na,n of bus in es s ~,,nd 
affairs . Ile is nnd hc"l..s been a valued and valu­
able accession to our Board of Directors . 
I heartily coneratulate this city Gnd this com­
:~nity in the ossessior of so distineuished 
and useful e. citizen e.s rr 
has ~ roved hir.1Self to be - both in • e? .. c e u1d war . 

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



• 

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



r. 

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



FORM '6-18 50M 10-24--21 B-18150 

MEMORANDUM FOR 

Mr. McDougalo 

FROM 

A. Lo Oo 

were: 

FEDERAL RESERVE BANK OF CHICAGO 

__ _____,J:....,une='--"'1=4c..w,-=l-"-9=22=•-------'9L._ 

The chief defects of \ha old American banking system 

1. Decentralization of reserves. 

2. Inelasticity of Credit 

The most serious feature of the decentralization was the 
scattering of reserves. Thirty thousand different banks meant 30,000 cash 
reserves, and these reservesfor the commercial banks were more than mere 
';'till n:oney~' They were actual reserves, substantie.l in amount, upon which 
the banks placed their prime dependence for times of emergency. In times 
of serious danger the banks of the country were forced to rely to a very large 
extent upon their mm cash reserves, and being that reserves were so scattered 
and jealously gunrded, in times of threatened panic they were comparatively 
ineffective. You will all recall the demand for reserve money on the part 
of banks throughout the country at the time of the panic of 1907. The 
supply of reserve money was large, in fact , we had at that time in the United 
States the largest supply of gold in the world. It was ineffective., however , 
because widely scattered. Hence, suspension of cash payments throughout the 
country. With the adoption of the Federal Reserve Act the serious effects 
of decentralization were overcome, it being one of the provision of the Act 
that the member banks maintain .their reserve balances with the Federal Reserve 
Bank., thus mobilizing the reserves to be held in readiness for emergency. 

An.other great advantage derived by member banks as a result 
of maintaining reserves with the Federal Rese~·ve ·Bank is the fact that the 
amount required to be maintained is considerably less than what was required 
under the old banking system. Section 19 of the Federal Reserve Act provided 
for a re-adjustment o~ member bank reserve upon a nevr and lower basis , cutting 
the percentage of required reserves as follows: 

In central reserve cities from 25% to 13% on denand deposits 
In reserve cities 11 25% to 10% 11 11 11 

In country banks " 15% to 7% 11 11 11 

From the beginning of the vro.r in Europe there had been an abnormal reserve 
situation in most of the financj al centers. New York banks particule.rly 
being most of the time considerably below their reserve recuirements because 
of the heavy drafts made upon them by interior banks and by the public . 
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FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ________________ 19a.__ 

FROM 
- 2 -

The change in reserve requirements, however, brought a 
material change in this condition and released., not only in Ne,v York but 
throughout the country, a very considerable amount of funds which 
previously had to be held idle by the banks in order to bring or keep 
themselves wi.thin the requirements of the law. Take for an example the 
case of the Continental & Connnercial National Bank. Under the old banking 
system they would be required to maintain a reserve of $71,231,000 whereas 
under the present law their reserve requirement is but $37,043,000, the 
difference being left available for investment purposes. 

The serious effects ensuing as a result of inel~sticity of 
credit have to a great extent been overcome by the ability of Federal 
Reserve Banks to rediscount paper for member banks. 

In consideration of the investment in the capital and the 
transfer of the reserves to the Federal reserve banks, all member banks are 
permitted to call for assistance, either for seasonal purposes or in case of 
emergency. They have the privilege of offerins for discount the pap~r from 
their portfolios, made by responsible individuals, firms and corporations, 
the proqeeds of which have been used for commercial, industrial or agricultural 
purposes. Immed~ate credit is given for such paper when offered and in this 
manner the banks are enabled to provide for the credit requirements of 
legitimate business to an extent far beyond that which they would be able to 
supply if dependent upon their ovm loaning power, as was the case under the old 
banking regime. 

The loaning power of the Federal Reserve System is greatly 
increased through the currency issuing privilege. The Federal Reserve notes 
such as those which now constitute the larger part of our circulating medium 
are the direct obligation of the United States. Furthermore, they are secured 
by a pledge of collateral consisting of either commercial paper or gold, with 
the understanding that at all times a reserve in gold must be maintained equal 
to at least 4o% of the outstanding notes. 

Organization of System as a whole 

Under· the terms of the law the continental United States is 
divided into twelve districts, so arranged that no one district has a dominating 
share of the total bank resources. Twelve Federal reserve banks have been 
organized, one located in each of the districts referred to. The citites in 
which these banks are located being - Boston, New York, Philadelphis, Clevelend, 
Richmond, Atlanta, Chicago, st. Louis , Minneapolis , Kansas City, Dallas and 
San Francisco. 
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FORM 46-18 SOM 2•21·22 B-18978 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR - ----~~-------- ---192 _ ____. 

FROM 
- 3 -

The law provides that all national banks subscribe to the 
capital of the Federal reserve bank located within its district, in an 
amount equal to 6% of the subscribing bank ' s capital and surplus, one-half 
of this amount being paid in cash. State banks are invited to become 
members of the System, subject how~ver to the capital and reserve require­
ments and have very largely availed themselves of this privilege as is 
evidenced by the fact that approximately 4o% of the capital stock of the Chicago 
bank is owned by state bank members . 

In addition to the capital subscribed for, National Banks are 
required to deposit ,vith their Federal reserve banks the amount of their 
entire legal reserve requirements. State bank membeJS ~re required to carry 
a reserve deposit with the Federal reserve bank equal in amount to the legal 
reserve requirement under the national bank laws. 

Contrary to an impression which seems to prevail, the 
United States itself is not a stockholder in the Federal Reserve System 
although it is a depositor therein. 

The entire System operates under the supervision of the 
Federal Reserve Board at Washington, a body comprised of seven members, five 
of whom are appointed by the President with the advice and consent of the 
Senate, the other two, ex-officio members, being the Secretary of the Treasury 
and the Comptroller of the Currency. 

The law also provides for a Federal Advisory Council con­
sisting of twelve members, elected by the boards of directors of the several 
banks, one from each district. The duties of this council are purely of an 
advisory nature. 

Organizati~ of Federal_Reserve Banks 

Each Federal reserve bank operates under the supervision 
of a board of nine directors, six of whom are elected by the stockholders 
(member banks) and three are appointed by the Federal Reserve Board, one of 
the latter being designated as Chairman of the board and Federal Reserve 
Agent. In this capacity he maintains an office in the Federal Reserve Bank, 
supervises the note issues and acts as the official representative of the 
Federal Reserve Board. The Executive Officers are e.eeted by the boards 
of directors in a manner similar to that in which the officers of the 
commercial banks are electedc 
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2 •23 22 1B 18578 

FEDERAL RESERVE BANK OF CHICAGO 

ME ___ __.._A~p~r~i~l..._..J~9y,,_____.1~9~2=2~ . ._ _____ 192~ 

FROM 

The law also provides for a Federal Advisory Council consisting of 
twelve members, elected by the boards of di rectors of the several banks, one 
from each district. The duties of this council are purely of an advisory 
nature. 

ifo 5 Organization of Federal R~sery~_Ban)cs 

~ Each Feder~l reserve bank operates under the supe:ryision of a board } 
--....___ r-> f of nine directors, six of whom are elected by the stock holders (member banks) 

f 

and three are appointed by the Federal R6serve Board/ one of the latter being 
designated ae Chairman of the· board and Federal heserve Agent. In this capacity 
he maintains an office in the Federal Reserve Bank, supervises the note issues 
and acts as the official representative of the Federal Reserve Board. The Ex­
ecutive Officers are elected by the boards of directors in a manner similar to /,(~/ 
that in which the officers of the commercial banks are elected. ,0-

J ~ Y( ~, 

'/\ 
//In consideration of the investment in the capital and the transfer of 

--the reserves to the Federal reserve banks, all member banks are permi t+ed to 
call for assistance, either for seasonal purposes or in case of emergency. 
They have the privilege of offering for discount the paper from their portfolios, 
made by responsible individuals, firms and corporations, the proceeds of which 
have been used for commercial, industrial or agricultural purposes. Immediate 
credit is given for such paper when offered and in this maLner the banks are 
enabled to provide for the credit requirements of legitimate business to an 
extent far beyond that which they ould be able to supply if dependent upon 

, (their own loaning power, as was the case under the old banking regime. 
~ J 

The credit extended by the Federal Reserve Bank of Chicago to its 
member '-'""'"-= _..._,.,.._.,,.,..,.._ Ci • ds ed P high po· on ecember 4, 
1920 , at which ti me th O regated $6,600 ,OOO as compared with loans 
to the Grand Rapids banks at the resent time of appro im~ ely $1,300,000. 

7 
~ The loaning po er of the Federal Reserve System is greatly increased 

through the currency issuing privilege. The Federal Reserve notes such as 
-those which now constitute the larger part of our circulating medium are the 
direct obligation of the United States. Furthermore, they ~re secured by a 
pledge of collateral consisting of either commercial paper or gold, with the 
understanding that at all times a reserve in gold must be maintained equal to 
at least 40% of the outstanding notes. -
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FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR April 19, 1922. -----=----~ --<-- - - ------192_. _ __, 

FRpM 

Gold Settlement Fund --- -

A fund known as the Gold Settlement Fund is maintained at Washington , 
for the purpose of expediting settlementd between the various Federal Reserve 
Banks . At the present time there ia' approximately $509 ,000 ,000 in the fund , of 
which amount approximately $76 ,0001,0QCY is credited to the account of the Federal 
Reserve Bank of Chicago . This fund/ enables each Federal Reserve Bank and direct 
settling Branch to telegraph the ard the gross amount collected for the account 
of each other Federal Reserve )3}W'k and direct settling Branch before the final 
closing of the books for the~ - This plan has resulted in the elimi~ation 
of inter- Federal Reserve Bank 'float" . ------------
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FORM 46- 18 SOM 2·23 22 B 18!178 

~ ) 1/ FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ___ ______ A""""ip,.....r ..... 1~· J....__1 .... 9 ........... , _ 1~ 9 ...... ?""'"2....___. ____ 19 2 __ 

FROM 

Federal ~~s-~rv~_ {;_ct 
Preamble . 

o The Federal Reserve Act is an act to provide for the establishment 
of Federal reserve banks, to furnish an elastic currency , to afford ~eans of 
rediscounting commercial paper, to establish more effective supervision of 
banking throughout the United St tes, and for other purposes. 

'-/ Organization_ of Sys tern as_ a _ whole 

Under the terms of the law the continental United States is divided 

linto twelve districts , so arranged that no one district has a dominating 
sh~re of the total bank resources. Twelve Federal reserve banks have been 
organized , one located in each of the districts referred to. The cities in 
hich these banks are located being - Bo~ton, New York , Philadelphia, Cleveland , 

Richmond , Atlanta, Chicafo , St. Louis , Minneapolis , Kansas City , Dallas and 
San Francisco . 

The law provides that all national banks subscribe to the capital 
of the Federal reserve bank located within its district , in an amount equal 
to 6% of the subscribing bank's cap · tal and surplus , one- half of this amount 
being ~~id in cash . State banks are invited to become members of the System, 
subject however to the capital and reserve requirements and have very largely 
availed themselves of this privilege as is evidenced by the fact that approxi­
mately 40% of the capital stock of the Chicago bank is ovmed by state bank 
members . 

In addition to the capital subscribed for , National banks are~ 
required to deposit with their Federal reserve banks the amount of their 
entire legal reserve requirements . State bank members are required to carry 
a reserve deposit with the Federal reserve bank equ!:!-1 in amount to the legal 
reserve requirement under the national bank laws . ✓ 

Contrary to an impression which seems to prevail , the United States 
\ itself is not a stockholder in the F6deral Reserve System although it is a 

depositor therein . 
r( 

The entire System ope r ates under the superv· aion of the Federal 
Reserve Board at Washington , a body compri sed of seve membe r s , f i ve of whom 
are appointed by the Pr es i dent ith the advi ce and consent of the Senate , the 
other two , ex-officio member s , bei ng t he Secretary of the Treasur y and the 
Comptroller of the Currency . Digitized for FRASER 

https://fraser.stlouisfed.org 
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FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ______________ 192.___ 

FROM 

er) nrivile~ , 
..-:,,ederal eserve ~:iQ:-..-n!'e!~~tt""". -iit8zftfte!l'➔ft-11i'JH~· a 
Federal reserve 1 demand, 1hen its O'f'n loaning 
power has been availed o and to point of reducing its 
reserve to a--,;~"%'-:d~ o the legal requirement , s o 
r r ban d"'-•IW-"""' e in almost iient ically 
the same way that t rrembrr their Federal reserve bank. 
For instance, in the Dallas district,sometina ago, the demands upon 
the Federal Reserve Bank of Dallas were so great as to make it 
necessary for tha insti ution either to stop loaning or to borrow 
fran other Federa reserv<1 banks. Consequently, the latter alternative 
was resorted to am' the lS'ills held by t:00 Dallas bank were offered 
for rediscount to the Federal Reserve Banko~ Chicago and through 
the availability of the pr,oceeds the Dallas bank was enabled to 
extend credit to its member banks and indirectly to business in general, 
in excess of its cx:n individual loaning power. 
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MISC. 55 SOM 7-17-20 A1135 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _______________ 19 __ 

FROM 

Federal Reserve Act • 

• 
The :?ederal Re serve Act is an act to provide for the 

establiffinnent of ?ederal reserve banks, to furnlru1 an elastic 
currency, to afford means of rediscountin6 corn;.aercial paper, to 
establish more effective supervision of bankin6 throughout the 
United States, and for other purposes. 

Organization of System as a whole~ 

Under the terms of the law the continental United States 
is divided i:nto twelve districts, so arranged that no one distrlct 
has a d minatin1 shar c" +-"i e tot l b ~ resou1•ceso Twelve Ft:tl.oral 
re e_, ';. ba.nks hav been _ ba ... -· ., .o -.,c;. n e· ti .1.'l::i _ ... c 1,d 

efer:r:ed to • . ~h.e cities in -; .:.ch the.3e ba.nlrn are located being -
Boston, Hew York, Philadelphia, Cleveland., Ricbmond9 Atlanta, Chicago, 
nt. Louis, .i.Unnea olis, Kans a. Dallas and 33.ll. .t!'ranc i sco. 

The law provides ti1 t all national ba.nks subscribe to ti1e 
capital of the Federal reserve bank located within it~ district, in 
an a.-rnount equal to 6'; of the s·1bscribing bauk' s cupi t· 11d surplus, 
:.1ne-11:...l:: 0.i.: tl .. is ci!nount being pa.id in cash. State ba1iks are invited 
to uecome members of the Systen, subject however to the capital and 
reserve require?£1ents a.:::id have very largely av· iled themselves o· this 
p:civilege as is evidenced by the fact that approximately 40% of the 
capital stock of the Chicago bank is mvned by state ban}~ r.1embers. 

In addition to t:10 capi to.l subscribed for, liati onal banks are 
nov: requi:"'ed to de11os it ·1i th their ?ecleral re serve banks the an1ou...11t of 
their entire legal reserve ··equirern nts. State bank r:1eL1be11 s are required 
to carry a reserve dej_:OSi t -~ .. h the Jederal rese. ve bank equal in amount 
t r!al .,.. • s-..1·ve ... ea~-l ·"' na. ti anal bauk 1 ws. 

Contrary to an impre~sion Vlhici:1 deems to pi .•P·l, • ..,., U ·t (L 
States itself' is not a stoclmold.er in the Federal Reserve System althou§;h 
it is a de1Josi tor there in. 

The entire Systei op;rates under the su:perv1 .1.0n of th 
federal • e serve B card at rv·asnington, a uou.y compI•i sed of seven members 
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MISC. 55 SOM 7-17-20 A1135 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _______________ 19 __ 

FROM 

five of whom are appointed by the President with the advica and consent 
of the Senate, the other two, ex officio members, being the Secretary 
of the Treasury and the Controller of the Currency . 

The law also provides for a ?ederal Advisory Council 
consisting of' twelve members, elected by the boards of' directors of the 
several banks, one from each district. The duties of this co1u1cil are 
purely of an advisory nature. 

Organizati en1 of Federal Reserve 
Banks. 

Each ?ederal reserve bank o:i;:erates um.er the supervision 
of a board of nine directors , six of whan are elected by t:i1e stodc hold.ers 
(member banks) and three are appointed by the ?ederal Reserve Board, one 
of the latter being designated as Chairman of the board a11d ?ed.eral 
Reserve Agent . In this capaci "tiJ he maintains an office in the .lederal 
Reserve Bank, supervises the note issues a11d acts as the official 
representative of the ?ederal Reserve Board. The Executive Officers 
are elected by the boards of directors in a manner similar to that in 
which the officers of the commercial banks are elected . 

---- Functions - Redi scounting. 

In consideration of the imrnstment in the capital and the 
transfer of the reserves to the Federal reserve banks, all member banks 
are pennitted to call for assistance, either for seasonal purposes or 
in case of emergency . They have the 11ri vilege of offering for discount 
t11e paper from their portfolios, made by responsible .:ndividuals, firms 
and corporations, the proceeds of which have been used for coLirnercial, 
industrial or agricultural purposes . Irrnnediate credit is given for 
such paper when offered and in this manner the banks are enabled to 
pr~ovide for the credit requirements of legitimate business to an extent 
far beyor.d that which they would be able to supply if dependent upon 
their own loaning power, as was the qase under the old banking regime . 

--0iP9771a+ifili function . 

Tbe loaning power of the Federal Reserve System is greatly 
increased throu~ t he currency issuing privilege . T11e ?oderal Reserve 
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MISC. 55 SOM 7-17-20 A1135 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ______________ 19 __ 

FROM 

notes sum as those which nov1 constitute the larger part of our 
circulating medium are the direct obli5'8,tion of the United States. 
Furthermore, they are secured by a pledge of collateral consisting 
of either commercial pa.per or gold, with the mJd.erstar.ding that at 
all times a re serve in gold must be main_tained equal to at least 40% 
of tbe out standing notes. 
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MISC. 55 50M 7-17-20 A1135 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR -~Flil-'e .... b.....,ri~, ~-r .... r-::rc,---=-1-.,.-------19~ 

FROM 

.. Jr . :lCDouP-al 

Under tr ... e old ba."11.king system , the national banks were 
divided into· three groups; those loc&ted in central reserve cities, 
in reserve cities and the so-called country banl(s. ~he reserves were 
scattered among something like 30 , 000 individual banks. 

The countr~ banks were permitted to carry a portion 
of their legal reserves Hith banks located in the so-called reserve or 
central reserve cities. l3ar:ks lo~&ted in reserve cities were permitted 
to carry a portion of their reserves in the central reserve cities and 
it Y1as customary in the comrnerci&l centers for banks to pay interest on 
these reserve delX)sits. Conseg~ently, in times of business stress , when 
the reserves were needeu, the;y were found un& vailable because of a large 
portion thereof having been necessarily invested in order that interest 
could be paid the reon . 

"Gnaer the terms of the Federal Reserve .A0t, the conti ­
nental United St&tes is uivided intc twelve uistricts, in each of whi~h 
there is located c Feder&l Reserve 3c.2:lk. .All n&tio_nE..l bE tlks are re~ui.red 
:.o oe ne□bers of the Sy .... tem, 1;hile b&11~ s organi:eu under su-te laws are 
perr:i.i tted to be0ome members if the:. so desire. 

Member ban}: s e.re requ i 1·ed to subscribe to the cr_pi t&l 
stcck of the Fea.eral Recerve Ba-J} s in £11 fmour..t equ&l to 6 per cent of the 
member ba!lk 's 0&pi ta 1 and surplus, one-half of which su bsc ... ' pti on h&s been 
yiaid. The baJ E nee remains subject to call. 
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As bankers - --- the operation 

of the Federal Re erve B , ei. the directly or 

indirectl , there is one duty hich I think you will 

agree you owe to yourselves as well as to your cus­

tomers. This is the educ tional work in which you 

have been engaged as members of your various bankers' 

associations, particularly as this educational work 

applies to explaining to your customers a fe facts 

about the operation of the Federal Reserve System . . 

In November the Federal Reaerve Bank of 

Chi ca.go will be ten years old. hen you contra.st 

the brief experience people have had with the 

Federal Reserve Bank with the centuries Europeans 

have had with_ which to become acquainted with their 

banking systems, it is not strange that our people 

should be unfami li a.r with the benefits that are 

received from the Federal Reserve Banks.There has 

been so much comment about the Federal Reserve 

System in the press that the curiosity of the people 

has been aroused. 

Are you bankers ready to answer such questions 

as these which the people are asking? 

I 
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Who ovms the Federal Reserve Banks? 
Who runs the Federal Reserve Banks? 
How is the Federal Reserve Banks' currency 

different from the old currency? 
Who gets the profits from the Federal Reserve 

Banlcs? 
How do the people benefit fran the Federal 

Reserve Banlcs? 

Inmswering these questions bankers have a 

much needed opportunity to bring home to the people 

of their coJili~unity the useful services which the banks 

perform which affect the daily lives of the people 

of these communities. 

3 
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The question which many bankers have been 

discussing is the present credit and business sit­

uation and some of them are wondering what benefits 

they are receiving from the Federal Reserve Banke 

in times of such easy money. 

These conditions are illustrated by a com­

parison between Federal Reserve System loans and 

currency ci rcula.tion for the year 1920 and the 

present time. 
Loa.n:a: 

Oct. 41 1920 
Chicago (High)$499,000,000. 
loans 

Sept. 5, 1925 Sept.5,1924 
$77,338,418. $50,489,207 

System 
loans 

$2,709,601,000 $850,094,000 $501,949,000 

Circulation: 
. Dec. 241 1920 

Chicago (High)$560,966,000 
Sept. 5, 192~ Sept. 51 1924 

$414,799,425 $225,725,090 

~ System $5,404,931,000 ~,257,278,000 $1,760,757,000 

These figures illustrate the changes which 

have taken pl ace in the earning power of the Federal 

Reserve Banks. 

Entirely apart from the credit functions, 

there are, however, other services of the Federal Re­

serve Banks which banks use in their daily business 

and which are likely to be at a peak load during the 

'-I 
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time of low earning power. These are the furnishing 

of currency and coin; the exchange facilities for the 

movement, collection and transfer of funds, the safe­

keeping of a member bank's securities and the fiscal 

agency service for the United States government. The 

volume of this work performed la.st year by the twelve 

Federal ~eserve Banks was: 

VOLUME OF OPERATION IN PRINCIPAL DE­
PARTMENTS OF THE TWELVE FEDERAL 

RESERVE BANKS FOR THE YEAR J923. 
Number of 

Pieces Handled 

_ Bills discounted ···············································-··· 782,000 
Bills purchased in open market........................ 179,000 
Currency received and counted ........................ 1,722,877,000 
Coin received and counted ................................ 2,076,075,000 
Checks handled .................................................... 697,464,000 
Collection items handled: 

United States Government coupons paid.. 64,662,000 
All other ····••·••••································ ◄•••••••••••••••••• 5,732,000 
United States securities-issues, redemp~ 

tions, and exchanges ( including war 
savings securities) by fiscal agency 
department .................................................... 109,115,000 

Transfers of funds ... •···············:··--························ 1,413,000 
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Here in La.lee County you are so convenient 

to Chi. cago that I have often wondered why more of 

you do not come in to visit us oftener. I should like 

to give you a personal invitation to visit us during 

the week of Sept. 29 to Oct. 3. We shall have an 

exhibit demonstrating the operation of the Federal 

Reserve Systemtin our building and we should be glad to 

arrange a special showing for your chapter of the A. I. B. 

and groups of your employee, as well as to have you 

come in to see it while you are in Chicago. 
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Advertising men are interested in the 

stability of business because the business of their 

clients is then likely to be more pro.sperous. 

For just as good a reason. the advertising 

men, as business men, a.re interested in the Federal 

Reserve System because the operation of the Federal 

Reserve System has close relations to the stability 

of business. 

Advertising is a powerful force. The 

advertising men who want to get the best results 

with this powerful force are those who al so direct 

their efforts with an understanding of the other 

forces of the business world. 

Thi a principle is illustrated by the 

pilot of an aeroplane ho is going from Chi ca.go to 

New York in a heavy wind. The pilot will find out 

from what direction the wind blows and l\d.ll then 

steer his plane for New York making allowance for 

the force of the wind so that he can ta.lee advantage 

of it in reaching his objective . 

In much the same way the advertising men 

who are studying the operations of the Federal Reserve 
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S,3tem, will be able to direct their efforts to 

greater advantage because they will have knowledge 

of the i~proved banking facilities of the System and 

their effect upon the stability of business. 

These Federal Reserve System banking 

facilities can be divided into three classes; first, 

the exchange facilities for the movement, collection 

and transfer of funds; second, facilities for the 

elasticity of currency and the elasticity and mobility 

of credit; third, fiscal agency services for the 

United States government. 

Twelve years ago~ Congressional investigating 

committee known as the National Monetary Commission, 

after four years of international investigation, listed 

seventeen weaknesses of the banki~g system of the 

United States. These wetiknesaes were a serious handi­

cap to the business men of this country. Now that 

e have bad ten years of experience with the operation 

of the Federal Reserve System, it i s apparent that 

substantially a.Tl of these weaknesses have been 

corrected thus giving greater stability to the business 

of the -country. 

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



TALK ABOUT FEDERAL R.ESE:B.VS SYSTEl'W 
FOR JUNIOR STOCK EXCHANGE PEOPLE 

The stock exchange people have a good ground 

for a close interest in the benefits the country is 

getting from the Federal Reserve System. The business 

of the stock exchange is dependent upon the condition 

of the money and investment markets and one of the 

benefits the people have secured from the Federal 

Reserve System has been a greater st~bility for these 

money and investment markets. So you m~ n) 

of the stock exchange are justified in feeling that 

you have a personal interest in the oper~tion of the 

Federal Reserve System. 

Illustr te by chart "Fluctuations of Interest 

Rates ~;Ii nimi zed. n 

The operation of these nation-m.de Federal 

Reserve System facilities can bee lained by ta.king 

one of the t elve Federal Reserve Banks and seeing 

ho it operates. 

The Federal Reserve Bank of Obi cago is a 

corporation with a api tal stock of $15 ,180, 700 , 

one half aid in.~ the other f subject to cell. 
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The stock pays 6% cumulative dividends and is owned 

by member banks in this (7th) Federal Reserve District. 

(Give boundaries , . These member bank stockholders, 

about 1,500, must keep a fixed amount of their reserve 

funds on deposit at the Federal Reserve Bank rl. thout 

interest and have the privilege of using the f ~cilities 

of the Federal Reserve System for bo _rowing, currency 

and coin, the movement, collection and transfer of 

funds, etc. 

The Federal Reserve Bank of Chicago is run by 

a board of directors, t o-thirds of hich is elected 

by the stockholding member banks, and one-tbi rd of 

hi.ch is appointed by the Federal Reserve Bo rd. 

The Federal Reserve Board is the government body at 

Washington which supervises the operations of all 

twelve Federtl Reserve Banks. The United States is 

divided into t elve Federal Reserve Districts in 

each of bi ch there is a Federal Reserve Bank, owned 

by and serving the member banks in the te::: ri tory 

substantially the ay the Federal Reserve Bank of 

Cbicago serves tbis 7th Federal Reserve District. 
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The people of the country use the fa.cili ties 

of tne Federal Reserve System in doing business 

with their banks. The daily _business hich you 

stock exchange eople handle through your banks 

makes use of many of the Federal Reserve System 

f acili ti es. 

You use credit - The Federal Reserve Banks 

have an essential place in the credit m~cl..inery 

of the country (give a daily and an emergency 

illustr&tion) . You have checks and drafts to 

collect and funds to tr~nsfe. (Illustrate by 

an example of each . 

You andl e government securities. 

These may originate and be retired through the 

fiscal agency service the Federal Reserve Banks 

perform for the U. S. Treasury. 

The volume of the transactions handled 

through the Federal Reserve Banks last year was 
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tre1endous - in round figures they were 

Bills discounted - ~ of million pi e<?es 

Currency and coin received and 
handled - 3~ billion pieces 

Checks handled - 2/3 of a billion pieces 

Collection items handled - 173 million 
pieces 

Transfers of funds - 1,400,000 rieces . 

you cc1n see tha.t the mobili ation of 

bank reserves in the Federal Reserve Banks ~nd the 

Federal Reserve Bank stock o ershi p by the 

member banks has provided about 24 billion 

dollars to use as a foundati n for Federal Reserve 

credit and currency. The Federal Reserve currency 

is knovm as the Feder~l Reserve note. The 

Federc..l Reserve Bank ht..s the :_)o~-er to issue this 

currency upon the security of gold and self­

liquidating short time paper representing the 

movement of goods from production to consumption. 

About 1~ bil1ion dollars of this currency is 

now in ci rculatiori. 

An example of the "cushioning" action of 
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the Federal Reserve currancy and credit ce.n be 

found by going back ten years to August, 1914. 

'?!e didn't have the Federal Reserve System then 

to take the shock, and the selling pressure on 

listed securities w~s so great that their 

liquidity was lost and the~ange closed. 

ln November of that year the Federal 

Reserve Banks started to operate md it became 

possible for the banks to borrow on their loans 

and discounts. Thus the security markets were 

relieved from the burden of providing so great_ 

a volume of emergency or seasonal credit and the 

exchanges have been in a better osition to 

perform their normal functions. So you can see 

that you stock exchange people are among the people 

who benefit indirectly from the operations of the 

Federal Reserve System even though you may never 

have a transaction direct with a Federal Reserve 

Bank. 
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(0 Meeting at DeKalb, Illinois. 
September 23, 1924. 

JTRODUCTORY REMARKS 
(' 

FEDERAL RESEJ."11E 
12 Districts 
National and State bank members 

Seventh District embraces parts of Illinois, Michigan, 
Indiana., Wisconsin and all of Iowa. 

PURPOSE OF FEDERAL RESERVE SYSTEM 

To furnish a.n elastic currency, to afford means 
of redi sc oun ting commercial and agricul tm:al 
paper, to establish more effective supervision 
of banking. 

ACCOMMODATIONS EXTENIJ~ FARMER BY SYSTEM . 
Rediscounting of agricultural and live stock 
p~turities not in excess of nine months 
Agricultural paper under rediscount in 

Seventh Distirct April 30, 1921 
Agricultural pa.per under rediscount at 

present in Seventh District 

OTHER FUNCTIONS 
Currency t 
Transit 
Collections 

$68,102,557 --10,266,212 

Gold Settlement }1_ 
Capital and Surplus .... Fe:.Res. Syst~ $332,9~7,000. 

It 

tt 

tt 

n 

tt 

" 

" 
" 
tt 

Bank of England aa ,,325' Ia4/. 
Bank of France 51 9 580,000. 
Reiohsbank 73,128,8~2. 

.J 
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LOANS 
Oct. 4 1 1920 Se2t.17 1 1923 

Chioago (High}$499,000,000. $78,661,854. 

2,709,601,000. 774,00Q,OOO. 

CIRCULATION 
DEC. 24,1920 Se2t.17 1 1923 

Chicago (High)$560,966,000. $415,601,620. 

System 3,404,931,000. 2,254,764,000. 

OT11SR AGENCIES EXTENDING CREDIT TO FARMERS 
Federal Land Barnes 
Joint Stock Land Banks 
Federal Intermediate Credit BankS. 

PRESENT CROP SITUATION 

FUTURE OUTLOOK 

......_____ 

Se2t 17 1 1924 
$28,411,677 

257,967,000 

Se:Qt.17 1 1924 
$219,459,860 

1,734,666,000 
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Meeting at DeKalb. Illinois. 
Septer..ber 23, 1924. 

INTRODUCTORY REMARKS 

FEDERAL R 'J ~ Er.VE SY ffli 
12 Districts - 12 Banks 
N tional and State bank members 

Seventh District embr"'.ces pa --ts of Illinois, Michigan, 
Indiana, Wisconsin and all of o • 

PURPOSE OF FEDFJ?.AL R~.f.EP.VE SYSTEM 

To furnish an elastic c~rr ncy, to afford moons 
of rediscounting commercial and agricultural 
paper. to establish more effective supervision 
of banking. 

Rediscounting of agricultural and live stock 
paper ha.vino· m turi ti es not in cezs of nine months 
Agricultural paper under rediscount in 

Seventh Distirct pril Z-0, 1921 58,102,557 
Agricultural paper under rediscount at 

present in Seventh Dis t1·ict 10,266.212 

OTHrR FUNCTIONS 
Currency 
Transit 
Collections 
Gold Settlement 

Capital and Surplus - Fe .Res System 
n " " Bank of England 
" " " Bru1k o :f' France 
" " " Reichsba.nk 

• 332, S47 .ooo. 
88,325,184. 
51,580,022. 
73,128,832. 
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LOANS 
Oct. 4, 1920 Sept.l'l, 1923 Sept 17.1924 

Chicag-o (High)$499,000,000. $78,661,854. $28 .411,677 

CIRCUI,_ TIOll 
DEC. 24,1920 

Chicago (!Iigh}$560 9 966,C00. 

System 

Sept.l 7 .1923 
~15,601,620. 

OTHER AGENCr S EXTE :DING CREDIT T FARL~S 
Federal Land Banks 
Joint Stock Land Banks 
Federal Intermediate Credit Banks . 

PRESErT CROP SITUATION 

FUTURE OUTLOOK 

Seot.17.1924 
219.459.860 
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Advertising Men's Post of the American 
Legion, luncheon Sept .. 22, 1924. 

Ti gBr Room, Hot el Sherman. 
12 o'clock. 

INTRODUCTORY REMARKS. 

SUBJECT: THE FEDE.."RAL RESERVE SYSTE11 AND HOW IT 
OPERATES. 

10HETARY C01ThUSSION 
In 8 Congress appointed a commission designated 
as the National Monetary Commission, charged with t he 
responsibility of determining what changes were 
necessary or desirable in the monetary system of the 
United States and in the l a ws relating to banking. 
This commission, the personnel of which was chosen 
fr om both houses of congress, proceeded deliberately , 
etc . etc. 

REPORT RENDERK.; IN 1912 
17 defects pointed out - l:Jr1ong which were 

Ine ~stici t o f national bank note circ a tion 
Ina dequate and unreliable nredit faci li ties. 
Reserves instead of bei:r:g mobilized and in 

found scattc rea and unavailable 

TFT.' F:SI}':~P..AL RESERVE ACT 
The important reco1unend..J. t i ons contained in the 
repo r t were l ater embodied in the Federal Reserve 
Act - 1923 - This being a n a c t 

To furnish an elastic currenc y , t o .:,f ford mm.ns 
of redi scounting c on:J rrc.i.a.l paper, to establish 
more effect i ve sup ervision of banking _ 

SY- I'J I / 12 banks - 12 d i stricts 
lat ional and state banks membe r s . 

I.IE:.:JE:tS:;rp IN 7th DISTRI CT : 
362 Jtate banks - capital subscr i~ed 

1057 Na t' l banks - " tt 

"·c , os4 , 450 
9 098 550 

13 , lb~) ,000 
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Capital stock - subscribed entirei~~ by me1:~ber 
b~nks. Q-ocernment not a stockholder. 

Capital & Surplus - Fed.Res . System 
" u " Bank of Emeland 
" " " Bank of :?ram e 
" ,. u Reichsbank 

$332 , 947 , 000 
88 , 325 ,184 
51 , 580 , 022 
73 , 128 , 832 

ORGAlHZ.;.1:::1 c:;:-r. 
Bo::rd of Directors - A B & C 
Executive Officers 
?oder 1 Reserve Board 

~L-\ >-

NEW BANKI NG SYSTEM - 1 OEILIZ.ATlG.1.i CF RE3E ... VES 

FUNCTIONS 
DISOOUUTIUG FOR 1IElulBER BANKS 
CURRElWY ISSUING PRI\'ILEGE gTea tly increases 

l oaning power of the lan1r..s. 

I:iiCIDENT.AL FUNCTI0!-1-S 
.PAR cc11::::;cTION SYSTEM 
LEASED WIRE SYSTEM I 'l-
<¥)1D SE::11:1:JI.Sl{T 1'1JND $611 , 304 ,000 • 

-- f iscal Agency Operations . 3 

LOANS 

-
Chicago 

System 

Oot, 4, 1920 ,1 Sept, 17. 1923 Sept.17-24 
(High} $499,000,000o $78,661,854. v 28,411,677. 

/ 
2,709,601,000. 77-4 60O, coo . 257,967,000o 

OIRCULATI ON • 

Ohioago 

System 

c, 24. 1920. ~ 1. 1923 Sept.17 .24 
(High) $660,966,000 $415,601,620. $219,459,8600 

/ v 
$3,404,931,000.$2,254,764,000$1,734,666,000 

PRESENT CREDIT SITUATION 

PRESENT OUTLOCK - orops, etc. 

\l.i.~B. CC01vIPLISH1IENTS 
Cr edit sup lied 
Currency supplied 
Fisca l Agency Operations . 

PRE3~:i.H STATUS OF THE SYSTEM 
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Bond .. en's Club of Chicago 
December 19• 1923 

FEDERAL RES ,VE SYSTat 

INTRopu TION Benefits derived from System by 
Investment Bankers and Investors. 

ORGANIZATION 
12 banks - 12 d1striots 
N:ltio.nal and state banks - members. 

Ca.pit 1 Stock - subscribed entirely by member 
b nice. Government not a stookhol r. 

• nits. - ... e e l Re erve System 
" " " -Bank ot Engl nd 
" " " -Bank of France 
" " " •Re1ohsbank 

Board of Director - A B & O 
Ex outive Officers 
Federal Reserve Boa~d. 

R NKING SYSTEM 
Soattered and 'UJ'.l8.vailable. 

RBSERVES UND ING SYSTEM 
tlobilization of reserves. 

FUNCTIONS 

(s1m2son 
(F. c. Ball 

328,000,000 
85,820,727 
51,580,000 
59,611,000 

Credit facilities - discounting for member banks 
Currency i rrnuing privilege greatly inorea es 

loaning power of the banks. Large surplus -
avai~a.ble supply of notes,.on hand formerly 
unavailable. . 

[ANY OTHER INCIDEUTAL FUNCTIONS i ORMf!Q INCLUDING 
Par oolleotion system. Generally recognize , as 

the most soientifio in existence. Describe 
plan. In oonnec ti on therew1 th desori be 

Gold Settlement Fund ( 600,000,000) 
Leased ire System 

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



FISCAL AGENCI OP;raJATIOH§ 

Servioes rendered by bond men during Liberty 
Loans. • 

AGA Ili REFER TO BE?;EfITS TO INVEST1JE?j!r BANKERS AND 
INVESTING PUBLIC 

COMl@WT ON PRESENT OUT7d29X 
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Advertising Men ' s Post of the American 
Legion, luncheon Sept. 22, 1924. 

Tiger Room, Hotel Sherman. 
12 o ' clock. 

INTRrDUCT RY REMARKS. 

SUBJECT: TLE FED_ ~L R:-'SERVE SYST '1\1 A ID HC l IT 
OPEP.AT S. 

REPORT OF "ONEm' RY C0.., .:ISSIO 
In 1908 Congre s appointed a commission designrtod 
as the National ton ry Commission, charged with the 
responsibility of doter~ining what changes ~ere 
necess y or desirable ill the monetary system of t he v 
United States and in the las relating to banking. 
This commission, the pe sonnel of ·ruch, as chosen 
from both houses of ccngiess, proceeded deliberately. 
etc. etc. 

EPORT RE?IDERE: nr 1912 
17 defects pointed out - among v-hich ere 

Inelasticity of national bank note circula tion 
Ina equate and unreliable credit facilities. ✓ 
Reserves instred. of being mobilized and in 

readiness ore fund scatt red and unavailabiE 

TH~ FEDERAL RESEEV~ACT 
The important reco .~nd.at·ons conta ined in the 
report were later embodied in the Federal Reserve 
Act - 1923 - This being an act 

SY T 

To furnish an elas tic currency, to afford mrons 
of rediscounting comr orcial paper, to establish 
more effective supervision of bani 

12 banks - 12 districts 
National and state banks members. 

MEMBERS~HP L.~ 7th D !STRICT: 
362 State banks - capital subscribed 

1057 N t 'l banks - 0 n 

96, 084 ,450 
9 ,098 . 550 
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capital stock - subsc ibed entirely by member 
banks. Government not a stockholder. .J 3 . 

Capital & Surplu - Fed.Res. System $~32 ,94!1,000 
n " n Ba.nlt of Dngland. 88,325,184 
" " " Bank of France 51,580,022 
" " " Reichsbank 73,128,832 

ORGANIZATION. 
Bo rd of Directors - A B & C 
Executive Officers 
Federal Reserve Board 

NE'\1
1 BA .. IU{ING 0-YSTEM - OBILIZATIO[ OF RESERVES 

FU?ICTIONS 
D ISOO u~!TI G FOR • ER BA 
CURF..E.I: CY ISSUING .PRIVILEGE greatly increases 

loaning po .er of the lnnks. 

INCIDE.J'TAL FU CTIO IB 
PAR COLLECTION SYSTEM 
LEASED WI E SYSTEM 
GOLD SETTLD.rr:-NT FUND 611,304,000. 

Fiscal Agency Opera tio • 

Chica. 

Sy tem 2,709,6 ooo. 774,000,000 

"" CI 

Chica. 

System 

(Hi l 

PRESENT ORE IT SI TUA mr ON 

PRESID '.!: OUTLOCK - or • etc. 

WAR AGCOl:?LL . .,IDJE TS 
Credit supplied 
Currency supplied 
Fiscal Agency Operations. 

PRESEIJT STATUS OF THE SYST:E:M. 
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Ou.tline for remarks to the 1 officials of 
the Nor them. Trust Company, June 

20th, 192 • 1 

(a.Decentralization of reserves. 
1. Chief defects of ) 

old banking system( 
) b. Inelastioity of credit •. 

2. Decentralization of reserves. 
30,000 different banks. 
Panie 1907. 
F.R.Act adjusted reserve re~uirements as follows: 

Cent. Res.cities from 25% to 13% - demand dep. 
Reserve cities " 25% to 10% 11 " 

Country banks " 15% to 7% " tt 
Cont. & Ca.al. reserve (at present time) 

on25% basis would be - $71,231,000. 
on 13% tt is - 37,043,000. 

3. Inelastioity of credit. 
Overcome by rediscou.nting feature of F.R.Ba.nks. 
Loaning power also increased by currency issui~g 
privilege. 

4. Organization of syste~ as a whole. 
Division of the country - 12 districts. 

5. Capital & Sm.'plt .. s F R,. Syst'9M - 1~1257 ,ooo. 
tt " tt Bank of England '!P86 ,2 'I .L, 132. 
ft n tt Bank of France $49,237,774. 
" It " Reiohsba.Dk i 1, 79 6 , 5_77 ~ 

6. National & State Banks - member 

f/. Federal Reserve Boar • 

a. Organization o.f F· derB.1 RA~erve Bank • 

9. Functions - Redi scoun t:L .. 
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9. Functions continued - Note issuing. 
Open market operations. 
Fis oal. Agen (!Q'. 

Cheak olearing. 
Gold Settlement. 
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SERVICES RENDERED TO THE TREASURY DEPARTMENT 

BY THE 

t 

FEDERAL RESERVE BANK OF CHICAGO 

AS DEPOSITARY AND FISCAL AGENT 

* * * * 

Federal Reserve Bank of Chicago 

October 26 , 1923 
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TALK TO THE OFFICERS OF THE NORTHERN TRUST COMP.ARY 
'(/ . 
e lorthern Trust Company has subscribed for 

$300,000 atock in the Federal Reserve Benk of Chicago, 
one-halt of -which is paid in, the other halt subjeot 
to call. 

The bank gets 8% cumulative diTidend on $150,000, 
tax exempt. It carries an averase reeene of $3,470,000 
at the Federal Reserve Be.nk: of Chicago, being 3% ot its 
time deposits and 7% of its demand deposits. 

You help to eleot two director• on our board, who 
repre ent the benks with a capital ot over $999,000. 
One of' these directors must be a banker and the other 
m]let be engaged in oommeroe, induetryior agriculture. 

,, •! 

You report ea.rniDge and diyiden4~•July first and 
January .tiret, and giTe at least tbr~e report• ot con­
dition during the year. You are also subjeot to examina-
tion by Federal Reserve &n1c examiners. -

These are your privileges in the. use of our 
facilitiea: 

1 - Collection ot checks; 
2 - Handling ot collection items; 
S - Furnishing of currency; 
4 - Transferring funds by wire; 
5 - Straight drafts; Federal Reserve exchange dra:ft8' 

Transfer drafte; 
6 - Red! count priTilege; 
7 - Right to uee "Member Federal Reserve Syetem" 

diaaond emblem and advertise membership. 
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Direotora of the Federal Reserve Bank of Chicago 

Who are they? How often do they meet? 

Class A - elected by the member banks: 
Charles H. lclfider, Mason City, Iowa 
Elbert L. Johnson, Waterloo, Iowa 
George M. Reynolde, Chicago, Illinois 

Class B - elected by the member banks: 
(lew member now being elected to suooeed J.W.Blodgett) 
Albert R. Erskine, South Bend, Indiana 
August H. Vogel, Milwaukee, Wisconain 

Clase C - elected by the Federal Resene Boa.rd 
Frank_O. Bell, Muncie~ Indiana 
Jamee Simp&0n, Deputy Chairman 
Jilliaml. Heatn, -.,Eyaiiston~~ Illinois 

These directors meet once every month, on the fourth 
Friday of the month. 

So you can see that the Federal Reserve Bank is not 
a Government bank, wt is really a regional resene bank 
maintained and administered by the member banks through 
the board of directors, subject to the supervision ot 
the Federal Reserye Board. 

Contra.at official organization of the .liorthera Trust Co. 
with that ot the Federal Resene Bank. 
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. . 
Senlcee and La.w framed around the needs of our ,rye 
of independent. banks tha.t are aupplied by the Federal 
Reserve Bank: 

1 - Custodian ot reserves of member banks; 
2 - Provision tor elutic currency and mobile credit; 
S - Depoeitary and United States fiscal agency; 
4 - F.oonomical collection and tranater of funds; 

Three out ot these tour provisions are ueed by the 
member banks. 

Gold Settlement Fund - What it can do tor the lorthem 
Trust Company. 

Purpo e: To eave time and expense in settling balanoee 
between Federal Reserve Banks. 

How handl d: All Federal Reaene Banks and sixteen 1:randleS 
settle through fund; balanoee wired to Federal 
Reserve Board. 

Amount: Combined clearings and transfers through fund for 
1921 were about 68-1/4 billion dollars and the 
total e~enae of operation, including the rental 
o~ leased wires and clerical serrtoes, was 
approximately $485,000. 

Since 1915 the a.Terage weekly TOlUlle of clearings 
and transfers has increased from a.bout 31-3/4 
illion dollars to 1-1/3 billion dollars. 

Loans and Diaoounta - The discount policies of the P.R.Bd. 
are directed with a vi w to accommodating the oommercial, 
9&ricultural, industrial and li•e stock interests of the 
country in the manner and to the extent perJBitted by the 
Federal Resene Act, and not :fbr the purpose of increasing 
the profits .of the Federal Reserve Banke or the amount of 
tranchiae taxes payable to the Government, • 

. About 1-1/4 million pieces of paper were handled by the 
dieoount departments of the Federal Reserve Pe.nks during 
1921. 
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Features ot 1921 Operation 
Federal Reserve Bank of Ohioaao 

Loans and discounts, 2451 885 items, aggregating 
$4,188,476,875. • 

Acceptances purohaeed, 10,819 items, 888Jlegatillg 
$138,275,503. 

Federal Reserve Notes and other paper money handled and 
·counted, 191,196,019 pieces, aggregating 
$1,240,226,409. 

Shipments of currency and coin to banks outside of 
Ob.icago and Detroit, 27,558 shipments, aggregating 
$184,517,577. 

Checks (drawn on banks) oolleoted, totaled 631944,345 
items and $13,285,744,000. 

Notes and drafts, bonde and coupons, receiTed tor • 
oolleotion, 411,897 items, aggregatimg $480,382,9i2 

Telegraphic transfers of :tunde, 99,324 transfers, 8881"► 
gating $7,801,989,000. 

Balances settled through gold settlement fund, 
$17,329,844,000. 

United Statee Governmen't ohecks and warrants handled, 
4 1861,8S7 it.ems, aggregating $?29,881,000. 

Government bond department transaotiona, 27,055,785 
pieces, aggregating $3,271,795,038. 

Securities received a.a custodian, $515 1691,896. 
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120 Broadway New York 
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A S we grow older, anniversary celebrations 
are apt to become pretty perfunctory and 
empty events, unless we use them as mile­

stones whence to survey whether or not the 
road we have covered led us in the right direc­
tion, and whether the year's march has regis­
tered fruitful results or wasted opportunities. 
A conscientious review of that sort helps us to 
find our bearings and to adjust our course for 
the stretch ahead. It is with such thoughts in 
mind that I believe we should approach the an­
nual meetings of the Acceptance Council. 

As stated in the beginning of my last annual 
address, the volume of American acceptance 
business must, of necessitv, rise and fall with 
the increase and decrease ·of America's foreign 
trade. It is true that since the point of deepest 
stagnation America's foreign commerce has evi­
denced some recovery, and America's accept­
ance banking has shown a proportionate mod­
erate growth. From April, 1922, to November, 
1922, it is estimated that the aggregate of our 
acceptances outstanding increased from $480,-
000,000 to about $600,000,000, and it is to be as­
sumed that since the latter date a further substan­
tial increase has taken place. But this is still far 
below the highest point reached in earlier years, 
and it is apparent to us all that as long as the 
Old World does not emerge from its present 
disturbed condition international credit and 
trade will remain crippled, and our acceptance 
facilities will not be able to unfold to their fullest 
possible degree of usefulness. There is, un­
happily, very little that we might add to our 
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last year's statement concerning Europe's finan­
cial and economic problems. Our analysis of 
that situation and our forecast of the inevitable 
consequences of a continuation of the policies 
then pursued have, unfortunately, proved en­
tirely too true. Many of us had hoped that 
the point of culmination was at last close at 
hand and that the new year would soon lead us 
out of the darkness. Unfortunately, it seems 
that the longed-for turn of the road is still far 
out of sight. The only encouraging feature is 
that whereas in the past the problem was so be­
fogged that it was impossible for the people to 
understand it, the issue now is clear-cut. Eu­
rope, and we with her, stand at the cross-roads, 
and must choose whether we wish to live under 
the sign of Mars or Mercury; whether our 
path shall lead towards a restoration of peace 
based upon fairness and sound economic prin­
ciples, or whether, in disregard of them, po­
litical and misguided national thought shall lead 
us into a condition of continued unrest and 
decline. The ultimate ruler of the world is the 
will of the masses. From this point of view it may 
possibly mean progress that the problem has now 
assumed so clearly circumscribed a form that the 
people can readily grasp it and in due course 
may impose their will upon their floundering 
leaders. 

You may remember that at our last meeting, 
on May 5th, 1922, I suggested that at the 
proper time our Council might go before Con­
gress and ask for an amendment to the Federal 
Reserve Act, which would give the Federal Re-
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serve Board power to extend permission for a 
certain number of years to member banks to 
accept finance drafts drawn by foreign banks, 
with a view to stabilizing the exchanges of such 
European countries as were completing, or en­
gaging to complete, their fiscal and financial 
rehabilitation. These drafts were to be drawn 
under the auspices or guaranty of the respective 
Central Banks or Treasuries of the countries 
involved upon conditions adapted to each par­
ticular case. I had in mind then that the first 
to avail themselves of a facility of this sort 
might be such countries as England, Sweden, 
and Holland, whose fiscal and trade conditions 
would seem to warrant an early return to a 
frank and unadulterated gold standard. You may 
have observed, however, that the same thought 
occurred to a committee of international finan­
cial experts called in by the German Govern­
ment in November last. The Dutch and Swiss 
experts, Messrs. Vissering and Dubois, writing 
a minority report, recommended as an essential 
feature of their plans the formation of a syn­
dicate of American, English, Dutch, Swedish, 
and Swiss banks and bankers, which would 
grant, in the currencies of their countries, ac­
ceptance credits aggregating a total of five hun­
dred million marks .gold. R. H. Brand, who 
headed the majority report (signed by him, J. 
Maynard Keynes, Gustav Cassel, and the Amer­
ican, Jeremiah W. Jenks), stated in a special 
memorandum that, provided a moratorium be 
granted upon conditions inspiring confidence as 
to Germany's future, and provided the Bank of 
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England would approve, it might • be possible 
to prevail upon British bankers to participate 
in such an acceptance credit to the extent of 
possibly five million Pounds Sterling. 

The proposition, like many others, did not 
lead to any tangible result ; but the incident 
clearly showed that, sooner or later, acceptance 
credits will be called upon to play an important 
part in the solution of Europe's exchange prob­
lems. I am glad, therefore, that eight months 
ago we were the first ( ahead even of our Euro­
pean fellow-bankers) to point to these possi­
bilities, and to pave the way for an early dis­
cussion of our own opportunities and duties in 
the premises. The present unfortunate turn in 
European affairs must not discourage us or 
cause us to abandon constructive thoughts; for 
no matter how protracted the process of con­
valescence may be, the day is bound to come 
when our help will be required for the purpose 
of putting the patient back on his feet. If such 
acceptance credits were proposed to-day Ameri­
can banb and bankers could not participate, 
because such acceptances would be ineligible 
for purchase by the Federal Reserve Banks, and 
because National Banks could not lawfully cre­
ate such acceptances. Unless we set out to 
secure the necessary powers from Congress, 
it is to be feared that European bankers, in 
dealing with cases of this sort, may find them­
selves forced to proceed without us; or else­
if Europe should be unable to "carry on" alone­
the healing process of the world might need­
lessly be delayed at the price of prolonged suf-
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f ering both here and abroad. It would seem, 
therefore, that the time is at hand when the 
Council should take up with the Federai Re­
serve Board this question of finance bills, so 
that a suitable amendment may be prepared and 
enacted in the near future. In transactions of 
this sort our country would have a very deep 
interest, particularly the agricultural sections. 

In the year under review the Federal Reserve 
Board took two very important steps-of which 
the Acceptance Council had been a strong ad­
vocate-indeed, we might well say, the moving 
spirit. I am referring, first, to the Board's re­
vision of its acceptance regulations conferring 
larger discretionary power on member banks in 
accepting for overseas transactions, and upon 
the FederaJ Reserve Banks in determining the 
eligibility of such bankers acceptances; and, sec­
ond, t6 the Board's ruling relative to purchase 
by Federal Reserve Banks of trade acceptances 
in the open market, and the establishment of 
open market rates therefor ( as distinguished 
from re-discount rates). As years go by both 
these measures will prove of the highest signifi­
cance. We may assert without fear of contra­
diction that the first of the two measures has 
already proved its worth. It has been quite 
generally acclaimed in foreign countries as a 
vast step towards simplifying our methods and 
towards freeing us from the shackles of dis­
couraging red tape. We may add that while, as 
the consequence of the new policy, there has 
been less waste of time and energy in bickering 
about the form, there has been no relaxation in 
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watching the substance of the transactions. In 
the long run experience will prove that not 
only is there greater facility, but also greater 
safety in this new policy of looking to the 
essence of the underlying transaction rather 
than to the outward observance of rules and 
regulations. 

The ready purchase by Federal Reserve 
Banks of trade acceptances in the open market 
is the most important event in the history of 
this type of paper in the United States. The 
true significance of this will make itself felt 
only as our so-called open market begins more 
fully to exercise the important function of act­
ing as the balance wheel between banks and 
Federal Reserve Banks. In the months gone 
by, with our discount rates temporarily out of 
gear, with re-discount rates ranging from 4 to 
4.½ % at the several Federal Reserve Banks, 
and an open market rate for bankers accept­
ances of about 4 to 4¼ % , there has been little 
room for an attractive open market rate for 
trade acceptances. Until the supply of short-term 
U. S. Treasury Notes and Certificates, with their 
tax-exempt features, is substantially reduced, 
the development of the open market for both 
bankers and trade acceptances will have an up­
hill fight. As a matter of plain lo.gic, the present 
rate for bankers acceptances of about 4 to 
4 Ys % would seem too high as compared with 
the open market rate for commercial paper of 
about 4¼ to 4¾ % ; for the charge of even the 
most modest acceptance commission would 
bring the cost of an acceptance credit to our 
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strongest houses above that of borrowing on 
their single-name notes. Our acceptance rate 
looks high also when compared with the British 
rate of about 2¼%, with which we have to 
compete in world markets, even though the fluc­
tuations of Sterling exchange and the premium 
to be paid on forward Sterling for cover at ma­
turity add substantially to the cost of the use 

r of Sterling credits. Assuming that the demand 
for commercial credit is not intensive enough at 
this time to warrant the expectation of a sub­
stantial hardening of the market rates for sin­
gle-name paper, the alternative, in order to cure 
these anomalous conditions, would be a lower­
ing of the open market rate for bankers' accept­
ances. It would be an easy and perfectly prac­
ticable matter for Federal Reserve Banks to 
reduce the rate at which they purchase bankers 
acceptances to well below 4%. But if they 
went too far in that direction they would have 
to fear the effect on the open market; for im­
portant banks might then be tempted to neglect 
the purchase of acceptances even more than 
they do today. In other words, the so-called 
open market would become still further nar­
rowed, and the Federal Reserve Banks might 
become almost the only buyers. In such a case 
the result might be an increase in their holdings 
of acceptances, and a reduction in their hold­
ings of Government securities, while, conversely, 
the banks might reduce their acceptance hold­
ings and increase their holdings in Government 
securities. This dilemma will continue to exist 
as long as the Treasury must raise billions on 
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short-term borrowings, and as long as tax-ex­
empt Treasury Certificates must, therefore, com­
pete with bankers acceptances as the classic 
investment for liquid banking funds. Add to 
this the problem, often discussed by us, of the 
daily settlement dealings on the New York 
Stock Exchange, and their unhappy effect on the 
development of a free discount market, and the 
conclusion seems inevitable that for the next 
years to come the progress of acceptance bank­
ing in the United States is likely to labor under 
a very severe handicap. In spite of these con­
ditions-the seriousness of which it would be 
foolish to deny-it should not be impossible to 
secure progress if we can succeed in enlisting 
the interest of our large banks, and if we can 
make them understand the deep significance of 
this problem with regard to the proper and ef­
fective functioning of the entire Federal Re­
serve System. That would seem to be one of 
the outstanding tasks of the Acceptance Council 
for the coming year. 

In order to tackle this problem successfully 
it will have to be approached from the broad 
point of view of "the discount and open market 
policy of the Federal Reserve System," and I 
trust you will bear with me if tonight I venture 
to enter upon a more intimate discussion of that 
topic. 

Is the Federal Reserve System an active or a 
passive organ? Is it the hammer that hits or 
the anvil that stands waiting to receive the 
blow? I wonder how many of all the members 
of Congress that have discussed or denounced 
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the Federal Reserve System in recent months 
would be able to give a quick and fairly matured 
and intelligent reply to that question. Indeed, 
I am not over-confident that an excessively large 
number of business men or bankers would be 
prepared, offhand, to give a satisfactory re­
sponse. Some would probably assert that the 
System should always be hammer; others, that 
it should generally be anvil; and the most 
thoughtful would say that it is hammer or anvil, 
according to the strategic position of its discount 
rates in their relation to the interest rates ruling 
in the open markets of the country. The latter 
thesis would sound fairly convincing; but what 
would they answer if asked to define more 
clearly what this "strategic position" should be? 
It may be assumed that they would reply that 
the discount rates should be high enough to 
make re-discounting for profit unattractive, and 
low enough not to make it prohibitive. That, 
too, would sound well ; but can anybody say 
that-with an open market rate for single-name 
commercial paper of, let us say, 5 %-a Federal 
Reserve re-discount rate of 5 % would be pro­
hibitive for a $25,000 country bank charging 
from 7 to 10%? Indeed, for some of them 
a re-discount rate of 5 % might in that case 
still offer a very real inducement for re-dis­
counting for the sake of making a profitable 
tum, while, on the other hand, conceivably, such 
a bank rate might prove to be "strategically" 
well chosen with regard to dealings with strong 
banks in large centers. Conversely, if the Fed­
eral Reserve rate were raised to a point where 
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it would have a safe and proper relation to the 
rates charged by some small country banks, it 
would become entirely prohibitive for the large 
financial institutions. 

Uniform Federal Reserve re-discount rates 
are, therefore, always likely to act as hammer 
at one end and as anvil at the other, and the 
more heterogeneous the elements comprised in 
a Federal Reserve district, the more acute that 
difficulty will be. 

The "strategic position" alone does not, 
therefore, appear to furnish a convmcmg an­
swer. Some students may suggest, however, 
that the Federal Reserve System is hammer or 
anvil according to whether its discount rates 
are effective or ineffective, active or inactive. 
That sounds plausible enough; but what does it 
mean? I assume we are to understand that re­
discount rates are to be considered as active­
and, therefore, evidences of a hammer policy­
when the Federal Reserve Banks show a sub­
stantial volume of individual re-discount trans­
actions, or when the combined operations of the 
Federal Reserve Banks show a marked increase 
or decrease in the total of bills discounted. But 
such an assumption would be wholly fallacious. 

We might have perfectly stationary Federal 
Reserve rates with substantial liquidation of 
Federal Reserve assets in one district offsetting 
substantial expansion in another. Thus, we 
might witness a large volume of individual re­
discounting transactions during a period of "an­
vil policy." Indeed, in times when, generally, 
money rates would harden, the Federal Reserve 
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System might show a very large increase in its 
holdings just because it might have pursued an 
"anvil policy," leaving its own rates unchanged 
when market rates might have advanced. Con­
versely, by moving up its rates energetically, 
the Federal Reserve System might keep its in­
vestments stationary, and prevent expansion. In 
other words, we might witness a "hammer pol­
icy" with the aggregate of re-discounts un­
changed, and an "anvil policy" with investments 
rising or falling. Active or inactive rates, 
judged by the single test of volume of business, 
may, therefore, not be considered as true evi­
dences of a "hammer" or "anvil policy" of the 
Federal Reserve System. 

It would be amusing to continue this question 
and answer game; but we have pursued it far 
enough to attack our problem from another an­
gle. The Federal Reserve System, if properly 
exercising the function for which it was de­
signed, should act as a guide and stabilizer of 
the interest rate policy of the country. It is 
true that when things take a natural and healthy 
course the pilots of the Federal Reserve System, 
like good physicians, would doubtless hold that 
little or no active interference would be the 
wisest method. That, however, would not 
modify the view that to act as guide and regu­
lator should be essentially a hammer and not an 
anvil function. 

But a country doctor, forced to leave one 
single prescription to serve for months to come 
as the sole remedy for an entire family, from 
the old grandfather down to the baby, would 
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not be faced with a more difficult task than 
confronts the administrators of the Federal Re­
serve System when they are to determine one 
single re-discount rate to be applied at the same 
time to one hundred million dollar concerns in 
large cities and twenty-five thousand dollar 
banks in small country towns. Our country 
doctor, in the case above described, could do 
no better than to leave the medicine on the table 
and rely on the common sense of his patients 
as to when to take it, and in what doses, no mat­
ter whether one would have to use it against 
pneumonia, another against measles or indiges­
tion, and a third against the sufferings of old 
age. The medicine could not be improved for 
the benefit of one for fear of doing greater 
harm to the other. This analogy, extreme and 
ridiculous as it may appear, fits our case en­
tirely, and it leads us to the following conclu­
sions : In a country with districts as hetero­
geneous as ours the automatic re-discount rate 
is a very unsatisfactory instrument-inadequate 
for the doctor, who gets out of touch with his 
patients, and dangerous in the hands of the pa­
tient to whose initiative and discretion its use 
is surrendered. The best result cannot be ex­
pected where the decision lies so overwhelm­
ingly in the hands of those to be treated. It is 
true that the Federal Reserve Board might at­
tempt to combat this weakness by seeking to 
guide the banks in the proper exercise of this 
initiative and discretion. With this end in 
view, it is urged that the Federal Reserve Board 
establish some simple principles for the guid-
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ance 0£ the banks in the intelligent use 0£ the 
re-discount facilities of the Federal Reserve 
Banks, bearing in mind, however, that for the 
large banks a different code of banking ethics 
must be laid down in this regard from that to 
be observed by the small ones. We shall revert 
to this phase of the problem a little later. 

But even if the Federal Reserve Board should 
succeed in establishing such principles and in 
seeing them broadly accepted, the re-discount 
rate would remain a totally inadequate instru­
ment to lean upon as the sole means of main­
taining a reasonably close contact with the 
money market, or of exerting a fairly effective 
control of the .general banking situation. If 
such contact and influence are to be assured, 
the Federal Reserve Banks must be able to rely 
on an additional and better medium, in the free 
use of which initiative and discretion rests 
entirely with them. This instrument lies in a 
carefully planned and free exercise of their 
power to carry on open market operations. 

Central banking is essentially a European art, 
which we have studied and adapted to our own 
particular needs. While we must beware of 
copying our teachers too slavishly, and without 
adequate consideration of the differences that 
exist between conditions here and abroad, it 
remains useful for us from time to time to re­
examine the Old World's best banking stand­
ards and traditions, and to weigh how far it has 
become possible and desirable for us to make 
them our own. 

Aside from the greater homogeneousness pre-
IS 
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vailing in leading European countries, we know 
that they are served by a comparatively small 
number of huge branch-banking systems, and 
that bankers acceptances and trade bills (to 
the exclusion of single-name paper) form the 
bulk of their portfolios. This makes for a more 
uniform and a more closely knit rate fabric, 
one that a Central bank rate can fit more tightly 
and influence more easily than ours. The prob­
lems of single-name paper, of thousands of local 
miniature banklets, and of daily settlements on 
the Stock Exchange are foreign to these coun­
tries of the Old World, while with us they are 
the main roots of our difficulties. 

As guiding stars for our small banks Euro­
pean banking traditions can, therefore, serve us 
little; they may give us important suggestions, 
however, when studying the problems of our 
larger financial institutions. For them it may 
be interesting to observe that the proudest 
British and French banks do not re-discount 
with their Central banks in normal times. The 
daily balancing between such banks and their 
Central banks is accomplished by the use of 
their available cash balances and through open 
market operations, which include loans to bill 
and money brokers, purchases or sales of ac­
ceptance or Treasury bills, etc. 

The underlying idea of modern banking is 
that-barring extraordinary national or inter­
national demands-cash or deposit money with­
drawn from one bank will turn up in another. 
In other words, if one bank loses, the other 
gains; and if funds are withdrawn from one 
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city they turn up in another. Fluid funds seek 
liquid investments ; one bank calls loans, the 
other seeks them; one bank collects its maturing 
bills, the other increases its holdings of accept­
ances; one liquidates Treasury bills, the other 
purchases them; and when this equalizing 
process is interrupted-because locally or na­
tionally all banks are losing deposits at the same 
time-the Central bank will periodically increase 
its share in these liquid loans and investments 
while the banks of the country in the aggregate 
will have decreased their holdings. 

A strong, proud bank in England or France 
would feel humiliated if in normal times it were 
forced to borrow directly from its Central bank, 
because, forsooth, it had not maintained a sup­
ply of liquid loans and investments large enough 
to meet by means of its balances and open mar­
ket operations any demands made upon it. In 
other words, normally the strongest banks in 
such countries would draw funds from the 
open market, either through calling loans or 
selling liquid assets from their portfolios. If, 
as a result of the operations of all the banks, the 
open market should become overloaded, the 
market would then resort to the Central bank, 
i. e., the bill brokers would sell acceptances to, 
or borrow from, note-issuing Central institu­
tions. However, it would not have been the 
individual bank in that case that had taken re­
course to the Central bank, but the market as a 
whole. 

This is the highest standard of banking in 
normal times. Banks of smaller size, private 
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firms, and the larger banks, in case of extraor­
dinary strains, will send to the Central bank 
their short maturities, thus, when necessary, an­
ticipating their collections by a few days. (In 
France and Germany this collection of matur­
ing bills through the Central banks is carried 
on quite regularly even by the largest banks.) 

I have gone into a hasty description of this 
phase of European banking because I believe 
an important lesson may be gathered from it 
for our own problems. 

During the War our banks were coaxed into 
subscribing liberally to our Government bond 
issues, and to re-discounting freely with the 
Federal Reserve Banks. It was heralded as a 
bank's patriotic duty to overcome its hesitation 
to borrow from the Federal Reserve Bank. It 
must be admitted that it is a far cry from that 
viewpoint to the one I am now advocating: that 
the stronger a bank, the greater should be its 
reluctance to re-discount with a Federal Re­
serve Bank, unless it were justified by excep­
tional reasons. 

The Federal Reserve System is not only a 
balance wheel for normal times; it is also an 
emergency organization for abnormal demands. 
Where it is a question of dealing with the lat­
ter it may be a public service and a duty to be 
rendered by the strongest banks to step in and 
lend their credit so as to ease, or even save, the 
situation by re-discounting with the Federal 
Reserve Bank. But what we are discussing is 
the policy to be pursued by our strong banks 
in normal times. If for their day by day trans-

18 

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



actions they could be persuaded to follow more 
closely the British procedure, they would be 
doing a wise and useful thing for themselves, 
and a helpful thing for the entire country. For 
it is only through a country-wide free use of 
standardized paper, namely, prime bankers ac­
ceptances, that genuine fluidity of money and 
credit of the highest type can be obtained. Only 
when we shall have a country-wide open dis­
count market, absorbing the idle funds from 
one bank or section, in order to make them 
available for covering the shortage of another, 
shall we have a perfect banking system, one 
closely in touch with its Central organization, 
and easily responding to its touch. For by in­
creasing or decreasing its open market invest­
ments the Federal Reserve System can of its own 
initiative exercise a strong regulatory effect; 
it can exercise its hammer functions without 
violently jerking up and down ineffective re­
discount rates, and it can accomplish this by 
comparatively small transactions. It must not 
be overlooked that when the Federal Reserve 
System increases or decreases its aggregate of 
investments it thereby expands, contracts, or re­
establishes the reserves of the member banks. 
It exercises, therefore, a very far-reaching ef­
fect, because by its operations it may lengthen 
or shorten the reserve base which supports and 
controls the size of the inverted pyramid of 
bank loans that rests upon it. 

The very description of the far-reaching in­
fluence of these operations leads to two in­
evitable conclusions: First, that in exercising 
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their open market powers Federal Reserve 
Banks must not be moved by a desire to secure 
larger rev_enues, but that they must be actuated 
solely by the aim of having the Federal Reserve 
System act as a stabilizing balance wheel in the 
best possible manner; second, that these opera­
tions cannot be left to the discretion of each in­
dividual bank, but must be carried on under one 
joint and definite plan of action embracing all 
the Federal Reserve Banks. It is tempting fur­
ther to explore this phase of the problem, but 
more than in the activities of the Federal Re­
serve System we are interested tonight in the 
part to be played by the member banks. Re­
turning to them, let me ask the question: Would 
it be imposing an undue burden upon our strong 
banks if they were to co-operate in developing 
the open market for bankers acceptances in the 
manner we have discussed? I do not think so. 
The Federal Reserve Act reduced reserve re­
quirements very substantially. If, from the re­
ports to the Comptroller of the Currency of 
March 10, 1922, we take ten large national 
banks with aggregate net demand deposits of 
$1,946.478,555 and total time deposits of 
$102,040,388, we find that the required lawful 
reserve on that date, figured under the present 
law, amounted to $256,103,422. Under the law 
that existed prior to the enactment of the Fed­
eral Reserve law, as amended, the same institu­
tions with the same aggregate deposits would 
have shown net deposits requiring reserves of 
$2,001,276,907, and the legal reserve required to 
be maintained actually in vault would have been 

20 
Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



$500,319,227. Thus we see a release of reserve 
aggregating approximately $250,000,000 for ten 
large banks selected at random. It would not 
seem, under these conditions, that it would be a 
very severe hardship if large, first-class insti­
tutions should adopt the policy of investing a 
fair proportion of their released reserves in 
bankers and trade acceptances, and in loans 
on such paper to bill brokers-investments 
which, in world banking centers, are generally 
regarded as the equivalent of reserve,--even 
though the return might be a little lower than 
might be obtained from single-name paper pur­
chased, Stock Exchange loans, or other less 
liquid investments. The sacrifice involved would 
be very small, whilst by widening the open mar­
ket, these banks would render an important 
service in perfecting the efficiency of the Fed-

• eral Reserve System, which, in the final analysis, 
is the backbone of their own strength. 

If the strongest of the first-class banks were 
to adopt as their ultimate code of banking 
ethics the ideal that the proudest amongst them 
normally would not re-discount with the Federal 
Reserve Banks except for special reasons; if 
the less powerful banks of that class were to 
aspire to re-discount normally with Federal Re­
serve Banks only their short maturities, this 
would result in leaving the re-discounting of the 
longer maturities almost exclusively the field 
for the small banks, and it would be primarily 
to meet their requirements and conditions that 
the ninety-day re-discount policy, and that for 
the longer maturities would have to be deter-
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mined. We would thus simplify our problem, 
and bring it into a form where it could be prop­
erly understood, and where the adoption of an 
effective rate policy would offer much less com­
plexity for the Federal Reserve System. 

For the small banks we would lay down a 
very different code of ethics than for the large 
banks. Where to the latter we ventured to sug­
gest that they use their re-discount facilities as 
sparingly as possible ( and if so, by re-discount­
ing primarily the very short maturities), we 
would say to the small country banks : "Use 
your re-discount facilities unhesitatingly and 
freely in certain seasonal periods with these re­
strictions only: don't exceed a reasonable limit 
indicated by a safe proportion to your own re­
sources ; don't borrow all the year around; 
liquidate your re-discounts with the Federal Re­
serve System entirely, at least once every year, 
when the seasonal demand is over; for the Fed­
eral Reserve System is not designed to furnish 
you permanently with additional working capi­
tal, or-to put it another way-to permit you 
chronically to encroach upon your reserves by 
being a perpetual borrower from the System." 

There are, then, two entirely different codes 
of ethics governing the relations of member 
banks to the Federal Reserve Banks ; it would 
follow, as a matter of simple logic, that there 
should also be different rate policies. The pres­
ent policy of trying to have one shoe fit them 
all: bankers acceptances, trade acceptances, fif­
teen-day and six-months paper practically all in 
one pot, seems to be the expression of an "anvil 
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policy"-and of a very soft anvil, at that. The 
wish to see uniform re-discount rates established 
for all types of paper, for all maturities, and for 
all districts in this heterogeneous country of 
ours, is, to my mind, a much mistaken aspira­
tion. Re-discount rates may differ particularly 
with regard to maturities, and in given circum­
stances, also according to types and local con­
ditions; on the other hand, it is the open mar­
ket rate for standardized prime acceptances that 
should be fairly uniform all over the country. 

To sum it up once more: If, in our mind's 
eye, we should eliminate the open market func­
tions of the Federal Reserve Banks, we would 
then have a system where at some thirty Fed­
eral Reserve Banks and branches the local 
member banks would delve haphazard into the 
general reserve pot-arbitrarily, at poorly fitting 
re-discount rates, according to their individual 
whim and requirements,-while, as supplement­
ary and principal stabilizer, they would rely 
upon the call money market of the New York 
Stock Exchange, an instrument without any di­
rect connection with the Federal Reserve Sys­
tem. As against that, visualize a call money 
market based on bankers acceptances and gov­
ernment certificates, directly connected with the 
Federal Reserve System, and reaching through 
a network of bill brokers and discount corpora­
tions, as we foresee it, every bank worth the 
name in the country. The first would give us a 
jerky and wholly unsatisfactory system. The 
Federal Reserve Banks have made large strides 
in the direction of the second; indeed, without 
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the intelligent and consistent work done by 
them in this regard, since the very early begin­
ning of their operations, the System could not 
have functioned as excellently as it did, and as 
it does today. We are, however, still far re­
mote from our ultimate goal, and it is all-impor­
tant that we should keep our ideal clear before 
our eyes even though we know that it will take 
time, patience and consistent planning to get 
there. 

Bankers acceptances, properly developed to 
their fullest degree of usefulness, would serve 
as equalizers of money rates, and the agricul­
tural sections could profit from them in a much 
larger measure than heretofore. When the 
country bank, with the aid of the Federal Re­
serve Bank's re-discount facilities, has carried 
the making and harvesting of the crop. the 
financing of the crop's distribution ought to be­
come to a growing degree the function of bank­
ers acceptances, thus liquidating the local coun­
try bank's re-discount operations. But the crop 
cannot be financed by such acceptances until, 
with a clear title, it is properly warehoused and 
graded. A country-wide net of modern ware­
house faciliti~s are of vastly greater importance 
in this regard than new sources of credit. There 
is credit enough available for the marketing of 
the crops if a clear title and proper grading can 
be furnished, and if there is a responsible bor­
rower. Great headway has been made in this 
regard, but more remains to be done. About 
these phases we shall have the privilege of hear­
ing more fully, I trust, from both Mr. Kent and 
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Mr. Howard. It is all important that the farm­
ing sections, and their representatives in Con­
gress, be made to comprehend that a properly 
developed open discount market will operate to 
their benefit to a larger degree than that of 
any other group. Only when this fact is thor­
oughly understood will the stupid prejudice be 
broken down that an open market rate for bank­
ers acceptances (guaranteed paper) lower than 
that for single-name ( unguaranteed) paper em­
bodies a special advantage for the big fell ow at 
the expense of the small one. The reverse is 
true; nothing will have a stronger influence 
towards stabilizing and lowering interest rates 
for the entire country than a fully developed 
discount market. 

The time has come, I believe, when the entire 
problem just discussed, of re-discount ethics and 
their effect on the rate policy, should be studied 
very closely, and when the American Acceptance 
Council might well undertake a campaign of 
education bearing upon that problem. Such a 
campaign might stimulate the interest of our 
banks and enlist their support, and at the same 
time promote a better understanding on the part 
of the public at large and of our friends and 
enemies in the Congress. 

At present agitators-some ignorant, some 
perverse, some spiteful ( for personal or political 
reasons )-have managed to make mountains of 
charges out of molehills of small errors, and in 
certain sections of the country they have suc­
ceeded in making the System the tar.get of dis­
trust and attack, whereas it deserved only the 
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unreserved gratitude of all of the people for 
unequalled services rendered. 

As long as the world-wide economic malad­
justment continues we are likely to witness such 
attacks; they are the age-worn, primitive form 
of venting resentment against inevitable suffer­
ing by making somebody the "goat." Finance, 
in such circumstances, has ever been the pet 
target of the demagogues. The Federal Reserve 
System will, therefore, always remain an easy 
mark for the politicians, but never as easy as 
today, when the world at large is off the gold 
standard, when gold has lost its restraining and 
regulatory power, and when the policy of the 
Federal Reserve System, to the superficial ob­
server, is likely to appear arbitrary and dicta­
torial rather than dictated by the pressure of 
economic forces. To this phase Governor Strong 
has pointed in his recent admirable address de­
livered before the American Farm Bureau Fed­
eration at Chicago. 

In normal times, when countries consider 
themselves bound by their sacred pledges to pay 
their obligations in gold, Central banking sys­
tems are hammers; but the hands that wield 
them are guided, almost automatically, by the 
supreme forces of world production and con­
sumption; by the flow between countries of 
goods, of people, and of credit. It is when the 
interplay of these forces becomes unbalanced 
that, in normal times, the flow of gold sets in as 
a regulator ( settling the debit balance between 
l!ations), and as it unfavorably affects the re­
serves of the country losing the yellow metal, 
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it Galls for prompt counter measures, viz., 
changes in discount rates. At present the free 
flow of credit, goods, and people is still heavily 
obstructed, and until these elementary forces 
are permitted once more to function normally, 
King Gold, the ultimate master regulator, cannot 
be put back on his throne, and economic chaos 
must continue. 

That we emerged from this bedlam as soon as 
we did, and with no greater suffering, is largely 
due to the fact that, owing to force of fortunate 
circumstances, we had been able to subject our­
selves to the straitjacket of the gold standard at 
an early moment. It was not an arbitrary whim 
of the Federal Reserve Board that imposed 
higher interest rates in order to break inflation, 
but it was the shrinkage of our gold reserves, 
down to the safety limits imposed by the law, 
which forced the hands of the Board. Had it 
not been for the prudence forced upon us by 
our consciousness of the obligation to redeem 
our pledges in gold, we would have continued 
to inflate just the same as did the many other 
countries which since have paid, and are paying 
today, the terrible penalties we have escaped. 
Financially, we are strong today because we did 
not succumb to siren songs urging the artificial 
bolstering up of exchanges, or government 
bonds, or commodities. Things were left to 
find their own bottom, and in due course prices 
adjusted themselves to their natural economic 
levels. And, as with goods, so it was with 
money. As liquidation proceeded, reserves rose, 
and the price for money came down. That 
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under such circumstances the advent of easier 
money, lower discount rates, and the return to 
par of our government securities, inevitabie con­
sequences of a completed process of liquidation, 
should have been hailed as an achievement of a 
party administration was a grave and highly re­
grettable error, which we hope will never again 
be repeated. Claims of that sort threaten to 
make political events out of every change in the 
discount rate. The members of the Council, I 
know, regretted deeply the intrusion of class 
interests into the System last spring because it 
involved the violation of an elementary prin­
ciple. They have more recently had a second 
bitter disappointment in the sacrificing of Gov­
ernor Harding, especially as his failure of re­
appointment came in the face of a year of un­
warranted political attacks upon him. No mat­
ter how good the new appointees, another fun­
damental principle of a sound system of banks 
of issue, that it should be free from political 
interference, has been abandoned. It is to be 
feared that service on the Federal Reserve Board 
in the future may be considered a hazard rather 
than a high honor, and that this will exercise a 
disastrous influence in years to come on those 
who might otherwise be willing to accept the 
financial sacrifice which membership on the 
Board entails. In this connection ,it may be 
interesting to note that although in the recent 
attacks on the System, both in and out of 
Congress, it was often asserted that the bankers 
were intent on controlling the System, no bank­
ers of importance, as far as I know, sought 
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appointment since August 9, when Governor 
Harding's term expired, nor was any particular 
banker urged for appointment by bankers or­
ganizations. Such action as they took was 
directed to further, not personalities, but a prin­
ciple-that the System should be kept free from 
political interference. 

The Farm Bloc has had its "march into the 
Ruhr." Now that it has won, what will be the 
result? 

My own conviction is that, faced with the al­
ternative of debauching the country or preserv­
ing for the Federal Reserve System the high 
principles on which alone it can remain secure; 
faced with the immense responsibility of admin­
istering at this time the gold and credit reserve 
of the entire world, members of the Board­
farmer or banker-will end by forgetting what 
party or class they were elected to represent and 
pull together in the only direction that, in the 
long run, can bring individual satisfaction to 
them, and peace, progress, and prosperity to the 
country as a whole. It is in this spirit that, I 
am sure, the Acceptance Council will continue 
to place its services gladly and unreservedly at 
the disposal of the Federal Reserve System as 
it did in the past. 

For the Federal Reserve System there is only 
one course to pursue, and that is to keep its 
standard high, to place its case before the 
people, and to do its duty unafraid. While it 
should go to the utmost limit in aiding the 
agricultural classes-as far as it can be done 
without compromising sound principles, and 
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without harming the farmer by encouraging him 
to indulge in speculation ( and some of the 
amendments now before Congress are to be wel­
comed in that spirit)-it must openly meet the 
vagaries of the soft money prophets and of those 

.. who profess to believe that excess production 
can be made to find its market by easy domestic 
credit. The farmer is beginning to understand 
that there are deeper causes for his ills than can 
be explained by slanders on the Federal Reserve 
System and Wall Street finance. He is begin­
ning to see that it is the exportable surplus that, 
in the final analysis, fixes the price for the 
staples he has to sell; that for his sales he must 
compete with producing countries with lower 
standards of living, some affected with acute 
unemployment; while in whatever he buys, in­
cluding transportation, he pays for goods and 
services produced upon a scale of prices gov­
erned by the highest standard of living of the 
world, protected by laws that impede the normal 
inflow of goods and men, resulting in the pres­
ent actual shortage of manual labor. He is be­
ginning to realize that, in these circumstances, 
he must not seek a cure in soft money and 
credit inflation, which would boost the things he 
buys-protected .goods and protected labor­
much higher than the things he sells, for which 
the price is determined by free world markets. 
He is awakening to the realization that relief 
must be sought in building up the standard of 
living, and with that, the purchasing power of 
broken-down countries, rather than in undermin­
ing and bringing down our own. Sooner or 
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.. 

later the farmer will perceive that it is labor 
much rather than credit that is at the root of 
the maladjustment of prices afflicting him at this 
time, and that it is the "Capitol" much rather 
than "capital" that stands in the way of a solu­
tion. Unless by a less self-centered and more 
generous attitude towards Europe we help in 
lifting the Old World out of its desperate straits, 
it seems inevitable that the present maladjust­
ment will lead to a tug-of-war between agr,icul­
ture and labor. 

The country at large will stand by the Federal 
Reserve, and if need be, protect it at the polls, 
if it is efficiently managed, and if the man in 
the street is made to understand its aims its 
struggles, and dangers. In order to be strong 
and efficient, the Federal Reserve System needs 
the whole-hearted co-operation of the banks; in 
order to survive in safety and independence it 
must have the sympathetic understanding and 
eager support of the people. In both directions 
lies the path of useful service for the American 
Acceptance Council in the coming year . 
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2 . F .R. System really orgrnized for the 
benefit of business - industry, commercE, 

agr·culture (factory, store, farm) - trey 

are hut't t he worst when a panic comes, rnd 

thru them the people . 
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3. Business uses currency and credit in 

moving its goods from producer to con­

sumer. 
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I. The credit that business uses is of two 

kinds: 1st, investment or long-ti~e credit; 

2d,short-time self-liquida-ting credit. 

First class furnished by investment 

market - not by Federal Reserve System. 

Second class - the kind o-f c.redit used ---·-----
to finance food, clothing, raw and manu­

factured products, from the time they come 

out of the ground until they reach the con­

sumer; i.e., from the man that raises it to 

the man that uses it. This credit move£ 

so fast that it is very liquid. 
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5. Business uses vast amounts of this short­

time credit in moving its goods. There 

1ATAP f'rA<HJAnt.lv A Rh(n-·t.~,crp, of' thi8 kinn of' 

credit just when needed and the currency 

and credit functions of the F.R.System 

were therefore created to furnish more 

adequate facilities for the seasonal and 

emergency currency a.~d credit upon which 

business depends for its existence. 
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6. These currency and credit facilities do 

not come direct to business, but business 

uses them thru the banks of the country -

30, 000 of them - each ba.nk usually in­

dependently owned and operated. The credit 

and currency facilities of the F.R. srstem 

have improved the ·service the banks can 

give to business; i.e., the service they 

can give to the people ·of their comm uni ti es. 
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7. Who furnishes the working capital that 
the F. R. System uses as a basis for these 
currency and credit facilities? The banks 
of the country, themselvesl The U.S. is 
divided into 12 districts, each having a 
large city toward which the business of the 
territory naturally moves. In each of 
these 12 cities a Federal Reserve Bank has 
been organized to serve the district in 
which it is located. Each national bank in 
the respective districts is required by law 
to take an amount of capital stock in its 
F.R. Bank equal to 6% of its capital and 
surplus {1/2 of which is paid in) and it is 
required to place its legal reserve in the ·F. 
F. R. Bank without interest. State bAnks 
are allowed to join upon .the same terms. 

The Federal P.eserve Banks are given 
the power to issue currency based upon gold 
and the notes of business men, manufacturers 
and farmers that they may acquire in the 
course of business. Upon paper of this 
kind member banks may secure currency and 
credit from the F'.R. Banks. The F.R.Benks 
are allowed to transact business only with 
the member banks. 
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• 
8. The member ·banks elect 2/3 of the board 

of directors of their Federal Reserve 

Bank, three of whom must be banksrs and 

three business men . The Board of Directors 

sets the policy and appoints the officers 

of the F.R. Bank, who miL~age.the bank under 

direction of the Board. 
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9. The operations of the 12 F.R.Bks are super­
vised by the F.R. Board at Washington, whose 
members are appointed by the President. The 
F,. R. Board appoints 1/3 of the Board of 
Directors of each F.R. Bank and names one of 
these men nchairman of the Board and Federal 
Reserve Agent." This director maintains an 
office of the F. R. Board on the premises of 
the F. R. Bank and reports upon the operations 
of the F. R. Bank, the member banks, and 
business conditions in his district~ direct 
to tlre F. P. Board. The business between 
member banks can then be cleared through tb.eil 
F . . R. Bank, and just so the business between 
F. R. Banks is cleared through the gold 
settlement fund which is maintained by the 
F. ·R . Board at Washington . 
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10 . Then for all practical purposes, the F .R. 

Banks caJ1 be considered as much like a pri "-' 

vate corporation under governmental super­

vision , maintained by the member banks for 

the benefit of the business(i . e.,the Pecple) 

of the country . About 1/3 of the banks of 

the U. S. (in number) are maintaining this 

System, but their resources compriee about 

7~ of the banking resources of the U.S. 
, 

The currency issued by th6 F .R . Banks makeE 

up about 1/2 of the currency in the hands 

of' th€ public tode.y. 
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11. How does business get this currency and 

credit from the F.R.Systern through its banks? 

Give example - trac.ing the corn to the cow on 

the f&.rm to the shoes the audie.nce wee.rs, em­

phasjzing the self- liquidation of the pa.per 

Ever·y time the hide changes hands, aild explain­

ing that smal 1 notes, as vrnll as large notes, 

may be used. 
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12. So you might take every article of our 

daily necessities and show how, somev1here 

in its journey to us, it used the kind of 

self-liquid·ating credit available through 

the F'. R. System. 

- 13. Then the business man can think of the 

I 

F. R. System not as a big government bank, 

organized for the benefit of the banks, but 

rather as a system of Regional Banks, 

maintained by the member banks for the 

benefit of the industry, commerce, and 

agriculture of the country. 
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1 . 

2 . 

Outline for remarks to the members of the 
Grand Rapids Association of Commerce . 

Ma.v 10 , 1922 . 

Opening remarks. 
Mr . Bierce , Secretary. 

~ ~ ) ~ 
Organization of System as 

3 . National and State Banks - members . 
32.5% of combined capi ta.1 of Federal 
Reserve System sub scribed by state brulks . 

162 State banks in Michigan are members . 

4 . Federal Reserve Board. 

5 . Organization of Federal Reserve Banks. 

6 o Redi sooun ting.. 

7. Note issue f'unoti an. 

8. Open market op,rations . 

9 . Fiscal Agency Functions. 

10 . Gold Settlement Fund. 

11 . Relation of the Federal Reserve Banks 
to the business of the country . 

12. Lord Qunliff . 

13 . Comment- on Mr. Blodgett' s service as a 
Class B director of the Federal Reserve 
Bank of Chicago sinoe January 1, 1917b 

I 

'-• 
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Capital & Surplu. 

Federal Reserve System .•...•.•. $319,929,000. 

Bank of England•••••••••••••••• 86,041,000. 

Bank of France •.•..••.•...•.••• 41,070,000. 

Reichsba.nk, Germany •••••••• ••••• 60,566,000. 

LOANS TO MEMBER BANKS IN 7th DISTRICT. 
Oct. 4, 1920 (High point) •••••• $499,168,000. 
May 8, 1922••••••••••••••••••• 72,551,000. 

CIRCULATION, - 7th Dist. 
Dec. 24, 1290 (Higt.i. point) •.•.• $560,900,000. 
May 8, 1922•••••••••••••••••• 367,003.245 

LOANS TO 1vmMBER BANKS IN SYSTEM. 
Nov. 26, 1920 (High point) ••••• $2,735,430,000. 
May 3, 19220•••••••••0••••••• 509,376,000. 

CIRCULATION IN SYSTEM. 
Dec. 23, 1920 (High point) •...• ~3,404,931,000. 
May 3, 1922•••••••••••••••••• 2,173,436,000. 

Reserve position of system ..•••.•• 76.7% 
tt n " Chicago ••...•• 75.7% 

STATE B.AIIl{ MEMBERSHIP. 

Illinois .••.•..•.• 
Indiana •.••..•.••• 
Iowao••••••••••••• 
Michigan •••••..••• 
ii scon sin ••••••••• 

Total ••••••• 

72 
20 

107 
152 

26 , 
377 ~ 
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Outline for remarks to the members of 
the Grand Rapids Association of Corrnneroe, 

May 10, 1922. 

1 o Opening remarks. 

2. Organization of System as a whole. 

3. Federal Reserve Board and its Functions. 

4. Organization of Federal Reserve Banks. 

5. ~edisoounting Function . and credit extensions 
to member banks in Grand Rapids. 

6. Note I ssua Funotion. 

7. Gold Settlement Fund. 

8. Relation of the Federal Reserve Banks to 
the business of the country. 

9. Cormnent .on Mr. Bloo.gett's service as a 
Class B director of the Federal Reserve 
Bank of Chicago since January 1, 1917. 
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RM 46-18 SOM 10-24-21 B-18150 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ______________ 192.__ 

FROM 

In the invitation extended me by your Secretary, 
Mr. Bierce, io address the members ot the Grand Rapids Associa­
tion ot Conmerce, he expressed the opinion that the business men 
ot Grand Rapids would be interested in a brief statement relat­
ing to the Federal Reserve System and the manner in which the 
banks function. 

Strange as it may seem, notwithstanding all that has 
been said and written during the last few years with respect to 
the new banking order, the public is not well informed either with 
regard to the manner in which these banks are organized, or to the 
functions they perform. 

The Federal Reserve Act provided for the establish-
ment of not less than eight, nor more than twelve Federal Reserve 
Banks and the Organization Committee, under the law, was given the 
authority to act and after a deliberate and comprehensive investi­
gation, declared in favor of the maximum number. · subsequently, the 
continental United States was divided into twelve districts and a 
Federal Reserve Bank was located in the chief commercial city in each 
district. 

It is well to remember that each of these institutions 
operates practically independentl·y of the · others. The law requires 
that all ~tional banks subscribe to the oapital of the Federal Re­
serve Ban~ located within their district in an amount equal to six 
per cent of the subscribing bank's capital and surplus, one-halt of 
which amount is to be paid in cash. The law also provides, and wisely 
so, tor membership of suah state banks as may desire to avail them­
selves of membership and it is interesting and gratifying to note 
that approximately 32.5 per cent ot the oombined capital of all the 
Federal Reserve Banks has been subscribed voluntarily by state bank& 
located throughout the country. 

The state banks ot Michigan recognized the desirability 
of membership and your state today has the distinction of having 
more state bank members than any other state in the union. 
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FORM 46-18 SOM 10-24-21 B-18150 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _______ ________ 19,2____ 

FROM 

Contrary to an impression whioh seems to prevail, the 
government itself is not a stockholder in the Federal Reserve Banks, 
the entire capital being supplied through member banks in the manner 
referred to. 

In addition to supplying the entire capital, national 
banks are required to deposit with their Federal Reserve Bank an 
amount equal to their entire legal reserve requirements and state 
bank members are required to maintain deposits on a p:,.r with those 
carried by the national bank members. In this manner, the resenes 
of the bankS throughout the country are mobilized and are held available 
for the requil•ements of legitimate business, whether they be ordinary 
or extraordinary. 

FEDERAL RESERVE BOARD. 

The Federal Reserve Board consists ot seven members, five 
appointed by the President and the Senate; two, the Secretary of the 
Treasury and Comptroller of the Currency serving ex-officio. ~his 
board supervises and controls the operatior.s of th reserve banks, 
whioh elect, one from each district, a body known as the Federal Reserve 
Advisory Counoil. 

The Fede:t·al Reserve Board has power to regulate the establish­
ment of branches of Federal Reserve Banks; remove officers ot Federal 
Reserve Banks with due notice; examine at its discretion the accounts, 
books and affairs ot each Federal Reserve Bank and each member bank and 
require statements and reports as it may deem necessary. It is empowered 
to require or permit a reserve bank to rediscoi.mt the paper of any other 
Federal Reserve Banlt; suspend for a period not exoeeding thirty days, and 
to renew such suspension for periods not to exceed fifteen days, the 
reserve requireroonts speoified in the Act; add to the nurnber of cities 
classified as reserve and central reserve cities and to reclassify the 
existing reserve or central reserve cities. 
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FORIW 46-18 SOM 10-24-21 B-18150 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _______________ 192-._ 

FROM 

The Federal Reserve Board is also clothed with authority 
to supervise and regulate the issue and retirement of Federal Reserve 
notes; suspend the operations ot any Federal Reserve Bank and appoint 
a receiver therefor; determine or define the character of paper eligible 
for discount by Federal Reserve Banks; prescribe regulations for the 
purchase and sale by Federal Reserve Banks of bankers' bills, eto., 
review and determine the rate ot discount established by Federal Reserve 
Banks. 

ORGANIZATION OF F.BDERAL RESERVE BANKS. 

Federal Reserve Bnnks are organized under a plan quite 
similar to that under which the national and state banks are organized. 
They are possessed of a board of directors, six of its members being 
elected by the stockholders (member ban.kB) and three appointed by the 
Federal Reserve Board: The Federal Reserve Aot provides thats 

Class "A" shall consist of three members who shall be 
chosen by and be representative of stockholding banks. 

Class "B'' shall consist of three members and at the ti~ ot 
their election, shall be actively engag! d in their dist·riot in 
oonmerce, agriculture, or sone other industrial purs•it. 

Class nett shall consist of three members who shall be 
designated by the Federal Reserve Board, and none of whom during 
their term of office shall be in any way connected with a bank, 
one being designated as Chairman of the board and Federal Reserve 
Agent. In this capacity, he maintains an office in the Federal 
Reserve Banlt, supervises the note issues and acts as the official 
representative ot the Federal Reserve Board. 

The Executive Officers are elected by the bosrds of 
directors in a manner similar to that in which the officers of the oonnner­
cial banks are elected. 

REDISCOUNTING FUNCTION 

In consideration of the investment in the capital and the 
transfer of the reserves to the Federal Reserve Banks, all member banks 
are permitted to call for assistance, either for seasonal purposes or 
in case of emergency. 
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FORM 46-18 SOM 2-27·2 2 8 -1 8 !178 

FEDERAL RESERVE BANK OF CHICAGO 

M EMORANDUM FOR _________________ 192 __ 

FROM 

11y isit here today brings forcibly to mind the two or 
more visits which I have previously rm.de to Grand Rapids since the 
inauguration of the new banking order. Conditions, however, have 
greatly changed. On the previous occasions referred to my particular 
business was to explain the needs of the goverrurent in the matter of 
financing the great war • . As Fiscal Agents for the government the great 
responsibility fell upon the Federal Reserve Banks, not only of organizing 
the country in preparation far the successive government loans mioh were 
offered but to place these loans as they were offered. 

During the entire war :pericxi Grand Rapids stood ready and 
responded cheerfully and liberally to all demands . We found that once 
organized the only thing necessary was to acquaint your local organization 
with what was expected and I am. vecy happy to find opportunity at this 
late date to say to those of you vm.o divided your time and your energies 
to the cause, that your city responded cheerfully and liberally and, I 
believe, in every instance, oversubscribed her quota. This is the 
first opportunity I have had of making acknowledgment and it is indeed a 
great pleasure to do_ so even at this late date. 

Strange as it may seem, notwithstanding all that has been 
said ani written on the subject, the public generally, and even the banks 
to a considerable extent, do not fully understand. the manner in which the 
Federal Reserve System o:p3rates. In the invitation extended me by your 
Secretary, r. Bierce, to address the rrBmbers of the Grand Rapids Associa­
tion OI Commerce, he expressed the opinion that tbe business men of Grand 
Rapids would be interested in a brief statement relating to the Federal 
Reserve System and the manner in vhicn tbe banks function, and, therefore, 
in the short tme at my disposal, I shall be guided accordingly. 

I take it that while those present here today are fairly 
representative of all lines of commercial and industrial activities, most 
of you are more or less familiar with the plan and the procedure under 
whioh national and state banks are organized. They are possessed of a 
board of directors, their officers are elected by their board of directors, 
and they receive deposits and loan money. All OI this is equally true 
with respect to the Federal Reserve Banks as organized. 

The Federal Reserve Act passed late in 1913, provided for 
the organization of Federal Reserve Banks, leaving to the discretion 
of the Organization Committee the determination of the number of banks to 
be organized. The conclusion reached was that there should be 
twelve in titut ions. Cons,equently, in accordance with the 
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FORM 46-18 SOM 2•27·22 &·18878 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _________________ 192 __ 

FROM 

- 2 -

Act, the continental United States was divided geographically into 
twelve districts, and in each of these districts, a Federal Reserve 
Ban1 Vvas located, tr~ cities designated being 

Boston 
New York 
Philadelphia 
Cleveland 
Richmond 
Atlanta. 

Chi ca.go 
St. Louis 
Minneapolis 
Kansas City 
Dallas 
San Francisco. 

11 national banks were required to subscribe to the 
caoital of the reserve banks and state banks were accorded the 
privilege of subscribing to Jhe capital and becoming members of 
tl:e Federal Reserve System.-4\"Each member bank was called upon to 
subscribe for an amount of capital equal to 6% of the subscribing 
bank's capital and surplus,~ of which was paid in cash, and the 
balance to remain subject to call. Furthermore, the plan called 
for the mobilization of the legal reserves within these twelve 
oanks . 

As a result, the Federal Reserve System is possessed 
of a paid-in capital of $104,000,000. It has accumulated a sur­
plus which, in the aggregate, is $215,000,000, giving the System 
a combined capital and sur9lus of approximately $319,000 ,000, as 
compared with the combined capital and surplus of $188,000 ,000 
possessed by the Bank of England, the Bank of France and th3 
Reichsbank of Germany. Moreover, in accordance with the law, the 
legal reserves of all member banks are now in the possession of 
the Federal Reserve Banks, where they are available and ready to 
respond to any unsual demands for legitimate business purposes, or 
as protection against emergencies. 

FEDERAL RESERVE BOARD 

The entire system operates under the general super­
vision of the Federal Reserve Board at Washington, a body composed 
of seven members, of which the Secretary of the Treasury and the 
Comptroller of tr.e Currency are ex-officio members, tr .. e other mem­
bers be .ing a-ppointed by the President, with the a9proval of the 
Senate. 
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FORM 46-18 150M 2•27·22 8·18978 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR 

FROM 

- 3 -

FEDERAL RESERVE BANKS 

Each bank is operated under the direct supervision of a 
board of directors, nine in number, and divided into three classes: 
A, Band C. 

The three Class directors are elected by the stockholders 
and are cbosen and are representative of the banks. 

The Class B directors, tr..ree in number, are elected by 
the ba:rics, a requirement being that at the time of their election, 
they must be en~ged in commercial, agricultural or otber indus­
trial pursuits. 

Of the Class C directors, tr.iree in number, appointed by 
the Federal Reserve Board, one is designated as Chai~an of the 
Board and Federal Reserve Agent. 

It will thus be seen that the majority of the directors 
are chosen by the stockholders. This board elects the executive 
officers of the banks and exercises general supervision over th~ 
conduct of their affairs in quite the same manner as the board of 
directors of other banks . 

. RED I SCOUNT ING 

In consideration of the investment in the capital and the 
transfer of their legal reserves, all member banks are accorded cer­
tain privileges, among them that of rediscounting or borrowing in 
accordance with the legitimate demands of their custaners. The pro­
cedure is a very simple one. 

Vihen the demands of business are such as to have exhausted 
the independent loaning power of member banks, they then have the 
privilege of tendering their bills receivable made by responsible 
individuals, firms and corporations. The same are promptly discounted 
and the proceeds are made available either in the form of currency 
or a book credit as may be desired. In this manner, the member banks' 
loaning po.....-er is replenished and they are enabled to go on loaning 
in response to the denands of their customers . 
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FORM 4E5-18 !SOM 2 •27•22 8· 18578 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR _________________ 192_ ...... 

FROM 

- 4 -

NOTE ISSUE FUNCTION 

The loaning po~er of the Federal Reserve System is greatly 
increased t}-i..rough the currency issuing privilege. These notes 
which are the direct obligations of the United States and are a first 
lien on all of the assets of the issuing Federal Reserve Banks, have 
back of them, specifically pledged with the Federal Reserve Agent, 
100% in collateral represented either by commercial pa-per endorsed 
by menber banks~ government securities, or gold, but the amount of 
gold must in any event be not less than 40% of the outstanding note 
issue. 

As regards the matter of elasticity, experience has clearly 
demonstrated that tr-is currency does expand and contract in accord­
ance with t r.e requirements Gf business. 

Lord Cunliffe 
Mr. Blodgett 

In vi w of the fact that the public has not direct relations 
with the Federal .Reserve Banks, the question frequently a.rises as to 
how the benefits are passed along. 
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FORM 46-18 50M 10-24-21 B-18150 

FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR ______________ 192...__ 

FROM 

-4-

They have the privilege of offering for discount the pa~r from their 
portfolios, ma.de by responsible individuals, fims and corporations, 
the proceeds of which have been used for commercial, ind us trial or 
agricultural purposes. Imnediate credit is given for suoh paper when 
offered and in this manner the bankS are enabled to provide for the 
credit requirements of legitimate business to an extent far beyond 
tba t which they would be able to supply if dependent upon their own 
loaning power, as was the oase under the old banking regime. 

The credit extended by the Federal Reserve Bank of Chicago 
to its member banks in the oity of Grand Rapids reached the high point -
on December 4, 1920, at which time the borrowings aggregated $6,600,000 
as compared With loans to the Grand Rapids banks at the present time of 
approximately $1,300,000. 

NOTE ISSUE FUNCTION. 

The loaning power of the Federal Reserve System is greatly 
increased through the currency issuing privilege. The Federal Reserve 
notes such as those which now constitute the larger part of our 
circulating medium, are the direct obligation of the United States. 

\

Furthermore, they are secured by a pledge of collateral co.nsisting of 
either commeroial paper or gold, with the understanding that at all 
times a reserve in gold must be maintained equal to at least forty per 
cent ot the outstanding notes. 

GOLD SET'j:LE!~T FUND 

/ A fund known as the Gold Settlenent Fund is maintained at 
ashington for the purpose ot expediting settlerl8nts between the varioua 

Federal Reserve Banks. At the present time, there is approxirm:tely 
$509,000,000 in the fund, of whioh amount approximately $76,000,000 is 
credited to the aooount of the Federal Reserve Bank of Chicago. This 
fund enables eaoh Federal Reserve Bank am direct settling branah to 
telegraph the Board the gross amount oollected for the account of eaoh 
other Federal Reserve Bank and direct settling branch before the final 
closing of the books for the day. This plan has resulted in the elimination 
of inter-Federal Reserve Bank t•float". 
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C IEF 
1. 

S OF F . R . :,YS'T'F'.;!_ 
f Reserves ct' ... ember =anks. 

2 . Provision for eltstic currency bnd mobite credit . 
Depoci U. S . isca7 Agent . 

4 . ~con o:lection and tranefers of funds . 
-im F ·-----~ F'lJN_ 
"r Region 1 Ban s - not 
of F . R. r.ou.rd. 

centrt..l bank - unc r supervision· 

p,.~ J n- tion' 1 bcinks must belong - state· b nks m· y . 
OpEr ting capital furnished by reserve d~Josits of memb 0 r 
banks ond their subscri tion to cc:.pi tel stock in F' . R. 8 . 
F~ch bank under supervision and control of a board of 
,.:: i rectors 2/3 of ,hich is elected by stochholding I ember 
b I& , ~nd 1/3 • ppoint d b F. R. So&.rd . 
Sec . 4 F . R. lets ys : 

"Every Federal Reserve B nk sho..ll be conducted under 
the supervision and control of~ board of directors . 

"The board of directors shal] p rform the duties 
usually pperttir:ing to the office of directors of 
banking e sociitions and all such dutiPS ~s 'r€ prescribed 
oy 1 a -. 11 
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&OW PAPER IS DISCOUNTED AND RE:DISCOUNTED 
:No advances direct to public . All loans or edvances a.re 
mB,de either to the U. S . or memb,~r bBnks, and deposits c,re 
received only from member banks or the U. S . •or from banks 
so~ely for exchfnge or collection . 
The h.w limits the character of advfil?.ces against paper 
offered by the member banks . 
The notes that are rediscounted must be endorsed by a 
member bank . (N . B. the member bank thus assumes risk of 
payment . ) 
The fo_q does not limit amount of credit a member bank 
may secure by rediscounting at F. R . B. but it do es say, 
2ec . 4 F. R. Act : 

"Said board of directors shall administer the affe.irs 
of said bank fairly and impartially and without discrimin­
ation in favor of or against any member bank or banks and 
shall , subject to the provisions of the lc:l,w and the orders 
of the Federal Reserve Board, extend to e&ch member bank 
such discounts , advrrncements and accommod&.tions as may be 
saf' ely &nd reasonably m&.de vd th due rega,rd for the cJ &,ims 
and demands of other member banks . " 
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One of t he r easons Congress t h r ew J imits and safeguards 
;_tround the loan transact" ons of the F. R. Bks . was be-
cause the entire legal reserves of the member bc.!.I1ks ~re 
held by the F . R. Bks . and they must therefore be kept 
in a li~uid ~osition . 

The pa,_per a.qa.inst which the F . R. Bks . lend must be 
of shor t maturity ; notes , drcifts , and bills of exchange 
issued or draVi.n fo r agricultural , commercial , or indus­
trial purposes , or the proceeds of which have been used 
or ure to be used for such purposes. 
Conbress gave the F . R. Board power to define p&:per eligible 
for rediscount. 
The F . R. B. is forbidden to discount notes covering 
merely investments . 
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HOW F. ~-. hDNF:Y IS ISSUED - :mw & WHEN IT Ifl_ CALL FD IN 
Tte F. R. B. lends ~o mer.aber b&-nks .... gainst _poper the 

member b&nk ht-s alreLdy hcquired in the course of its 
business. It lends for purpose of enabling member bank to 
restore its res3rve to the legal re-1uirement Lfter the 
resf:rve has been im_pa~ because of increased lo&ns and 
de_2osi ts. ~ C ~ 
Based in pc...,rt upon the security of this rediscounted paper 
c:..nd in part upon gold) the F. R. B. can put into circulation 
F . R. notes in sufficie1~ volume to meet the requirements 
of ordinary business transactions or of &n acute emergency . 
This currency is elrntic - it is exp&_nded or contracted by 
the needs of businesc. 
As business expands and there is a demand for gre,iter dis­
coW1t accommodation , the paper that is eligible for redis­
count may go to the F . R. Bank ts security for currency , and 
in turn 1hen such paper matures its payment automaticr.lly 
withdraws the F. R. notes against which it stood as parti&l 
security. So the F. R. notes are "called in" by business 
it ~f by the act of paying off its obligations . 
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5 
DON'T E) .. P ~CT THE HIPOSSIBLE OF THEi F . R. SYSTEM 

It cnnnot protect businees men against bc..d judgment 
nor can it prevent periods of business depression , no matter 
how s~illful its administration . Both ~glnnd and Frtnce 
hove shown th&t , in their long eAperience ith their banking 
systen.s u2on 1hich ours is patterned . 

But the F . R. System can prevent money panics - it can 
ease the strcin of depresoion - a.nd it can reduce the over­
hec;.d cost to business of collecting and clearing its 
financial transactions . 
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3. Act - camber 23• 1913. - Caption. 

4. Twelve s. 
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( Redi oun ti • 
) 
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ld Settlement Fluri. 
Ba.laJJC tor t 
Our balance 

5,236,0 • 
91,84,, .1. 

10. Clearing for Chicago, ilwauk 

11. Relation of the Federal Reserve 
the business of th oountry. 
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L 

d ral Res rve Syst 

B8in1t of Engl 

ot Fran 

Reich bank. rman 

Capital 

86 ,,041, 000 • 

4L,0 O,OOO. 

60,566,000. 

surplus. 

Directors Federal Reserve Bank of Chica • 

o. • Reynolds - Chica • , 
Chas. H. cNider - son City~ Ia. 
E. L. Johnson ~ :aterloo, Ia. 

( Olas A. 
l 

J. • BlOd tt - . Gram Rapid • 1ch1 
A. R. Er im South B nd, Ind. ( " B. 
A. H. Vogel 11 ;aUke • ,is. ") 

F. C. Ball - Kunoi , Ind. ( 
James Simpson - Chic.ago, Ill. ) " a. 

• A. Heath - Bvanston, 111 • ( 

LOANS 
ct. , l 20 (High point) ••••• 99,168,000. 

No• 30,1921. •••••••••••••••• 179-535-QOO. 
Decrea e in loo.ns. • • • • • • • 319,633,000. 

OIRCULATIO 
Dec. 2 , 1920 (High point l. . . . • . 
Nov. 30, 1921 ................. 4Ql,50Q.QOQ. 

Decrease ••••••••• 169,400,000. 

Reserve position of system------72.8 
" " Chioago----'13.6 
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FEDERAL RESERVE BANK OF CHICAGO 

MEMORANDUM FOR 

FROM 
r: 

arly in 1916, i 1 tel1 to 
F deral R e:rve Act, on authority wa bo 

that th future would prove t~ 
the t piece of co truotlve 1 
adoption of th Constitution• Thi 
when maicy- ba rot ting v 
compulsory m doth r fea 

to 
th 

ta tun 
atur o 

Later on, nt at 
1ar, the ate ade th t th F der l A 

R ld .supply th foundation for sc l 
pr dn on in its time ot peril. 

o that th w i ov r, it 1 o t ti y 
that in the opinion of fa1rm1nd d, int lligent authoriti , the uc-
oe chieved in the oper tion of then w b nkin syst m durin the 
ar had p s ed hi he t pct tion. 

~ihatever succ s ha been achieved i due, in a lar 
d gr , to ffioient 1n1 tration on the pert of the F deral R 

erve Bo rd t hin ton. d it 1 tot Board that one of our 
1soons1n citizen ha _b en recently appointed a a memb r• 

Under t 1 , th deral Re dis iv very 
bro· d po,ers• It i und r th 1r d rect s that t banks 
operate, and, beyond this, the Board 1 po bro gul tor:, 

It matter of od fortune r onnel of th 
d oon , a mad up e the 

t ent in banking, oo and industry. var th 
probl hav p t, it te obv t ~t e-
sponsib1l1t1 b uite at& t ore, it i imp r -
t1ve that t t rd be mn1 • 

I c co oe1v of no tron er e fitn s 
of our honored o1t1z n, • ~ hlenp , for the r 1bil1t1e 
than 1 videnoed by the reo ption accord d him thi by the 
bu iness men of isoon in• I very 1 to r pr tativ 
of the F deral Re rv Bank, and to join with f ·1 oonsin 
in 1 h1ng r. oehl npeh Godap ed, ~nd 1n pa th.at h 
oar er rnay oharac t rb d by uco in full 
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Bo rd, h ocapt dour i vit tion to n. 

Th honor hich h thu y u h obli -

tion oh his coming hr impo U>On 

both i 1f1c t. in ioh h 1 

fr do erv to 

to b on hi t e, hi biliti 

d hi tr n h. o on 1m b tt rt nth 

1th ht 1 l 11ity un elf h-

r1 to v ry c 11 d to v ry 

en Ord Otml1ft f ot th .B nk Of En l d, 

s h r l t k I m om oo ant to the 

effect that th eder 1 rv t the 

foun tion o 1 prep dn s of th 

ation in the pr nt hour of peril; nd 

y of ton! ht' t nt t 1 t 

oet1n I h 11 not cov r th t ound 

second ti , e capt to that at th 
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1 tt l 1 0 t 1n in it 
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pr nt 
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In th hi tor ot th 

nit , 1 t t t 

vot s 

holdin 0 o rtit o ot ind bt dn 

d V 1 bl by th undi bill of 

1lton. h ove nt w load 

o n with for do e tic d bt ot 

• or o er, 

it rin th lo d ith no 

1 11 t 1t r o, Holl d 

an in or ditor t 

th bulk o th um, cordin to hi tory 

r cord d by hin,ton d 

too nd oldi of th 

oh their liv in th 0 us , 

f turni h 11 or 

h rvi , to iv t 0 it 11 t . 
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You i 1 ho OU tort th _r, 

:vin"" no on Y, 0 tifio t to 

t 1o OU 111 r -

C 1 t e inte t iring o 

p~ the 0 t de or old 

th ir o rtiti to l tor W 0 

lt , l n 

l at f o v lu 

of th ob i tion. triot ill 1 0 

r tit oret ot 

u y 11 dir o th 

0 n f :vor o an phold-

in public or d t tiona honor. Thi 

th r 1 m 0 mm nt ot 

the Unit .o n oth r on 

h it Conatitut on nd hi in-

r t 

it adoption. In 

ot1er inf'lu no · our d 

rt nd n ro b r glish, 

he bull it throu h. H UCO fully fina d 

bundl of tats hich 1a n tion only in 
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n • i lo d oon only tot t 

of ashi ton. Through him the ov rnm nt 

aa1ram1ed th d bt oft for ric 

ind nd no nd d 

r pud1 tion. Y t, th hol debt, prlncip 

d all rr ar of 1ntere t only e nty 

illion of d·ollar • Th pr nt cret 

of th Tr ury ls A'ni~l!Jl'Ad 1n ff'ort to 

------------- natio r quir nt of 

the next year or o or t.hr in um mor 

than one hundr d tim the hol war debt 

of the erio evolution. o ecret y 

inc Al x der H milto h h o r t 

t k top form. ev rt le , 1th h1 

tal nt for ms:naf~en:ient the nterpri i 

st rted don th ay. I have oc1 t d 

th n e of th i ort l ilton nd t 

pr sent br1111 nt Seer try ot the Tr ury 

th ir probl , h1l dift rin 1n 

, ooi oid 1n difficulty 
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CONCLUSI 

on on o t th t tha r pone 

by th rio peopl o th po er d 

eloquont a~p al or toni t for financi l 

support ill , un lfi h d 

complete. oordi lly t k our st ~d 

we hi rivile d th 

dioti otion ~hich their p s nc h £forded 

• 
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\Jr/"~ 1 
HON. W. P. G. HARDING, ot the Federal Reserve 

Board, ha accepted our invitation to dine. 

The honor which he thus pays us and the obliga­

tions which hi coming here impose upon us are 

both significant. The labors in which he is 

engaged I know from kno¥ledge and observation 

to be a great drain on his time, his abilitie 

and his strength. No one lmows better than th 

speaker with what signal ability and unselfish­

ness he has risen to every call and to very 

emerQ!ency,. 
--- (..,, -

When Lord Cunliffe, of the Bank of England, 

was re last week I made some comments to the 

effect that the Federal Reserve Act wa the 

foundation of all phy ic 1 prepar dness of the 

ation in the present hour of per~l; and 

many of tonight' gu ts ere present at last 

week's meeting I shall not cover that ground 

a econd ti , except to ay that gr at a the 

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



new banking machinery is, 1 t would be ot 

little avail without brains in its adminis-

tration. 

There are men in this room who know 

more ot Governor Harding personally than the 

speaker, but I feel sate in clailling to be 

interior to no man in appreciation of the 

work he has done and is now performing for 

the Government and the people ot the United 

States as the head of the Federal Reserve 

Board. Without further words, I hasten to 

present MR. HARDING. 

I 

I 
I 
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WILLI.AM G. :McADOO 

In the early history of the 

United States, it was openly charged that 

votes were influenced in Congress by the 

holding of certificates of indebtedness 

made valuable by ~he funding bill of 

Hamilton. The Government was loaded 

down with a foreign and domestic debt ot 

seventy millions of dollars. Moreover, 

it was staggering under · the load with no 

lamp to light 1 ta path. France, Holland 

and Spain were our foreign creditors but 

the bulk of the sum, according to history 

recorded by Washington Irving, was owed 

to officers and soldiers of the Revolution 

who had risked thefr lives in the oause, 

farmers who had f\lrnished supplies for 

the servioe, and to private capitalists. 
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You will remember how our forefathers, 

having no money, issued certitioates to 

these various interests, and you will re-

call how these interests despairing of 

pa~ent exchanged them tor trade or sold 

their certificates to speculators who 

ultimately, when the Federal Government 

assumed all debts, cashed in at face value 

of the obligation. Every patriot will also 

remember that it was the then Secretary of 

the Trea·sury who successfully directed the 

campaign in tavor ot supporting and uphold-

ing public credit and National honor. This 

man was the real maker of the Government of 

the United States. More than any other one 

man he wrote its Constitution and his in­

fluence more than any other influence secured 

its adoption. In short and in rougher English, 

he bulled it through. He successfully fina:nced 

a bundle of states which was a nation only in 
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name. His load was second only to that 

ot Washington. Through him the Government 

assumed the debt of the war for American 

independence and defeated the principle of 

repudiation. Yet, the whole debt, principal 

and all arrears of interest was only seventy 

millions of dollars. The present Secretary 

of the Treasury ia engaged in an effort to 

tund prospective national requirements of 

the next year or two or three in a sum more 

than one hundred times the whole war debt 

of the American Revolution. Bo Secretary 

since Alexander Hamilton has had so great 

a task to perform. Nevertheless, with his 

talent tor management the enterprise is 

started and on the way. I have associated 

the names of' the immortal Hamilton and the 

present brilliant Secretary of the Treasury 

because their problems, while differing in 

kind, nevertheless, ooimcide in difficulty 

_J 
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and because a treme~us crisis contronted 

both men. 

The appearance of Mr. McAdoo in 

Chicago at a public function is always a 

notable event. At the present hour it is 

more than this, it is necessary, and vital 

in the interests of the nation. I am oon­

vinoed that this section of the country upon 

receipt of tu.11 and more definite detail from 

the Secretary as to his plans and wishes will 

adequately rise to the emergency and will fully 

meet the Administration's exigencies. 

I am happy and honored to present 

our friend and leader, the Honorable WILLIAM 

G. McADOO, Secretary of the Treasury of the 

United States. 
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CONCLUSION 

No one can doubt that the response 

by the American people to the powerful and 

eloquent a~ eal oft night for financial 

support will be generous, unselfish and 

complete. W cordially thank our guests and 

we highly appreciate the privilege and the 

. distinction which their presence has afforded 

• 
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Rev. Charh:s Sunmer Pier 

Welcome. On behalf of Federal 
ReseYve Bank of Chicago - - - -

Seventh Federal Reserve District 
comprises - - - -

In each successive Liberty Loan 
drive the District has achieved 
a degree - - - -

As we approach the 5th and final 
public offering there are dif­
ficulties - - - -

It is impossible to overestimate 
t he necessity and importance of 
securing widest possible dis­
tribution and you ca.n reruier 
great assistance - - - -

The generous response to the call 
for this meeting is stimulating -

With such assurance 

1 Ben F. McCutcheon -

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



( 

~,V!S B. FRANKLIN 

Director of National War Loan Organization 

Outline of Government 1 s· Finance Program 

Victory Liberty Loan. 

Irmrediately upon assuming his duties as Secretary of the 

Treasury, Mr. Glass, realizing the necessity and importance 

of keeping intact the efficient machine which has to date 

successfully performed in the matter of floating the various 

Government war loans, proceeded with a determination not 

only to hold the present organization intact but to strengthen 

it, if possible. 

Mr. Lewis B. Franklin, Director of National War Loan Organization 

is here toda.y for the express purpose of conferring with the 

Liberty Loan Organization of the Seventh Federal Reserve District. 

He is one of those who responded promptq to the call of the Govern­

ment for assistance and left his position as Vice-President of the 

Guaranty Trust CompaJ:W of New Yolk to assume the great responsibi­

lities of the office he now holds. Beyond this I am vecy glad to 

sey he is one of those who has expressed aetermination to stand 

by the Treasury Department until the great job is finished. At 

tlh.is point I wish to make acknowledgment to Mr. Franklin of the 

splendid and liberal treatment which he has accorded to our 

Loan Organization in connection with the many questions which 
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naturally arise from time to time. Those present today are 

representatives of our organization from all sections throughout 

district, and I a.m confident that the generous response to 

invitation must be satisfactory and stimulating to Mr. 

lin, and may be accepted as an indication that our organi­

n stands read¥ to perform. 

It is nu understanding that we are to have a frank 

statement of the Governrrant's financial program insofar as 

possible, and I have great pleasure in introducing 

Ivffi. LE',VIS B. FRANKLIN 
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"C,l U1 

1
• '1- I.. ,._o r; 

by is, 1 -r:f-o ~ c{.1~ 
Ja.ines B. :IcDougal, k' ... /"" \ 

Governor, :Federal Reserve Bank of Chicago.,~ ,. J i: 
• \~ 

--000--

~~ 
~ 
l_:jiree of the most overworked expressions in 

the English language are 11 camouflage 11
, "c o-ordina ti on" 

and 11co-operati ve contact" • . They are unusually use-

ful words and instantly arrest the attention, Yet 

the war placed heavy burdens on them and they are not 

now alwa;fs used with precision and propriety • 

.Another striking word is SERVICE. I some-

times get tired of hearing it; nevertheless it is one 

Of my hobbies. It is ono of the best words we have. 

It is at the bottom of business success and persona.I 

happiness. :.1e:n and ·women must truly serve those whom 

they appear to lead. 

Two of the greatest sentences ever written 

are these: •11 come not to be ministeTed unto, but to 

minis tern, and ''He that would be )hief among you, let 
I 

~:~ first be thy servant," fat 

service for others? V 
is the meaning, but 

f 
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The thought embodies the fullest unders ta.nd-

ing of the principle of unselfish public service and 

the value of its practice. Vv'hat · an everlasting glory 

to have been in the service of the Army or the Navy 

during the past few years! 

Every time I meet a soldier or a sailor on 

the street I feel like lifting my hat in respectt -

not in fact, but figuratively and in rqy heart, I do. 

How I do the same thing to the young men and women who 

rendered service to their c quntrJl equally patriotic 
;(/1/4 

and equally indispensable
1 
~ standing -oy their jobs 

in this Bank in connection with the activities 
/ 

war. t/ 
of tho 
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Politeness has been likened to an air-cushion. 

There may be nothi:r,e in it, but it surely reduces the 

jars and jolts. 

Courtesy is the right bower, or hand.rnaid.en ..,. 

of service. I have lived to know that no one is really 

useful, or successfu.l, or happ;y in material affairs, 

unless he is courteous at heart, and at bottom a serv-

ant wherever and whenever service is possible. One 

must also be hard-muscled, to borro,:; a phrase, and 

also acquire enthusiasm - that enthusiasm of spirit 

which moves stones, charms brutes, and inspires men. 

The greatest business in t"he world is .the 

United States Government. And there is probably no 

business v1here scientific methods are more difficult 

to interject and 111.aintain than in the various phases 

of governmental activities, _andyet in these, as well 

as in all other matters, we find the most highly per-

fected results onl~y where high-grade service is ren-

dered as an indispensable duty. 

Service affords opportunity for advancement, 

and is in my opinion the mo st, if not the only, in­

di sp ~nsable vehicle of lJsting human ·happiness and 

V 
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solid achievement. ~ 

Last year, in Washington, before the signing 

of the armistice, living conditions had become so in­

tolerable in that city as to work injury to the arrey of 

men, women and girl workers living do,.v:n there in an 

earnett effort to help their country's cause. In one 

of the many Vlar activities c.onducted by civilian vol­
seventy-five or one hundred 

unteers, Ko.n.J:ii/\ stenographers were employed . They 

came from Illinois, Kansas, I1assachusetts and other 

parts of the country, and in the hearts of all these 

girls wa.s the desire to serve their country. Acer-

tain war worker, in conversation with one of these 

you...11.g vmmen, received from her an i nspi ration out of 

v.rhich , Yll. th the assistance of ex-?resi dent S:aft , 

initial steps were taken to reform living conditions 

throughout the city for all classes of war workers, 

including officers of the Arrey and Navy as well as -/ 

civi liens. The patient sacrifices of these sten-

ographers thus precipitated a movement for the ref-

or:mation of living c ond.i tions which would have been 

far-reaching, thorough,/ f.l.n i helpful, affecting even 

our fighting forc~sJ the western front in France• Digitized for FRASER 
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but the armistice was just then signed, and the matter 

was dropped as less pressing and less necessary, be-

cause the demobilization of Washington's working forces 

was almost instantly in the air and very soon under 

"'vVay. Doing something for somebod,y else, and doing it 

well and cheerfully, was at the bottom of this impor­

tant step. 

The organization, in this Bank, of the 

Federal Reserve Club a few v,eeks ago, was auspicious, 

not only for the well-being of our workers but for the 

Bank itself. 

The objects of the Club are: to acquire and 

disseminate the principles of' banking as laid down in 

the }?ederal :leserve Act; to promote physical heal th; 

and to secure to its mmnbers the benefits o.f general 

study and ea-operation in the furthera..nce of their 

legitimate puraui ts and acti vi ti es . : 1hes o aims a.re 

bound to bear fruit of the best sort . 

One vmrd as to the :F'ederal Reserve Act it-

self: the English statesman, Gladstone, 
/ 

/ 
Constitution of the 1mr7states to be 

dee le.red the 

the most 
Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



f 

7 

-6-

vmnderful instrument ever st ruck (i);,ff' "by- the brai.n o::r 

1~1an in a given time. The :E'ederal R'ese:rvre· .. A.ct is the bul­

wark and safeguard of our b;_=,..nki 11[4' reso7ces, ~: us t as 
//0?!,,d j ,~a,_...,.--;,tL•""' ✓ ~ • 

our Federal Cons tituti o~ p:r!otect/ the rights, liber-

ties and opportunities of the :people of' the Nation 

as a whole. 

I have so many loyal supporters in this 

Bank as to despair of ever returning the multitudinous 

courtesies and kindnesses shown me on every side by the 
~,d-,P1~~1r· 

employes of the Ba.nkj ~ 1 ts officers. Unfortunately 
·"" 

my nature is one of repression. It is not easy, in 

other words, to exhibit appreciation for favors of 

this kind. It is m,.y strong desire , however , that every-

one should lmov:, so far as possible, what these things 

mean to me - bow much they 2.re valued , an~ to v,;hat ex:-

!?_ ~He 
tent they are a practical help in ~i~htiI~ our daily 
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by 
Ja.mes B. "'teDo al., 

Governor. :ti edera.l Reserve Bank of C icago. 

--000--

Three or the st ov rworked expressions in 

tbe Enc;rlisb languo.ge are "ce.moufla~", "eo-ordina.ti on" 

and 0 co- perc.ti ve contact•• . Tl'1ey are unusuallv use-

ful ord .and instantly arrest the attention! ff t 

the war placed heavy buJ.,.dens on them and they a.r not 

now a.lt~a•"'s used .-:·ith precision a.:nd propriety. 

J. .other- triking iHord is SERVICE. I some-

tLne get tired of hearin 1 t; nevert eless i • i one 

of . hobbies . It i~ one of the bes word~ 

It i at the botto~ o.i> business success and per onal 

hanpine a. ·ien ancl t":'omon .1st truly serve tho a • ho~ 

the· a p r r to 1 ad. 

TWO of the .eatetit entences e er written 

are th so: 'fT co:11e not to e -1li1.L,tered unto, but to 

minister" . and. ·,·re that would be ~hief w O?l[; you, let 

n· _ first be thy serv nt. '' ·•·nat is th eanin, but 

service or others? 
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7he thought embodies the fullest understand­

ing 0£ the principle of U.."Iselfish public ervice and 

the value Of its practice. Ylha. t an everlastin~ "',•J..ory 

to have been in the service of the A 

during the past few years! 

}.."V~~ ~r ti me I moo+ a sold! er or a sailor on 

the str ~t If al like liftinJ , hat in re¥J}eet. 

not in f:-ct, but fic;·urat3.v ly nnd in rrw heart, I do. 

Now I do the same thing to the young ,nen and women who 

randere s rv ee to their conntrr. equally patriotic 
I 

LM-
a.nd equally i ndispenoabl~r • standing by their jobs 

in thiv Bank in conne.ctio ·with the activities of tho 

. r . 

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



Politeness has oeen likened to an air-cushion. 

There may be n thin~ in it. but it surely reduces th 

jars and jolt • 

Courtesy is the right bo er. or hand? d n 

of service. I i1 ve 1·· v d to kno that no one 1 really 

useful. or su.ccessfnl, or hap:py 5.n terial ffa.ir, 

unles he is eourteou.a at heart, and at bottom a serv­

• nt whereve a.nd \vhenevor service is :possible. One 

lltlst al o b ha:rd-musclad,. to borro~v r: phrase, and 

also acquire enthusiasm - tha-t entbu.sie.n of spirit 

which moves sto'li"es, cha1.= 'l brutes, and ina.piros en. 

The greate t business in ~he oorld i~ the 

United State Goverr..ment. And thore is probably no 

business \-:here scientific methods are more difficult 

to interject and .. into.in than in the 11a.riou ph es 

of governmental ac ivities, and yet in thes • as well 

as in a.11 other oatterG• ,,e find the __ st highly per­

fected reaul t€ only ,.uhert2 high-grade service is ren-

d r d a. an indi pen ahl <tuty. 

Service affords opportunit., for advance t, 

and i in my opinion the most, if not the only. in­

dispensable vc~hic le of las tin~ human happiness and 
Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



solid achievement. 

ta.st yea.r 1 in ~Va ·.hin ~ton. before the s! ing 

of the armistice, liv'n:-~ eondi tions had become so in­

tolerable in th!tt e • t: ns to work injury to th~ arrm of 

rker living dot. there in an 

earne t effort to help thei co ntr~•s cause. In o e 

of' the :nany wer acti vi tics conducted by civilian vol­
seventy-five or one hundred 

unteers, ~Y~~-d;.00 ctonor;raphers .:.rare miployed. They 

ca."lle from Ill nois. Kansas. :1a.ssaehusetts am.1. other 

p rts of t countr;.1., am ... ln the hearts of all these 

girls wtlS t . f¾ de3iro to serve their count~J. A eer-

tain v:ar wor. er., i11 conversation with one of these 

youn l0m8?1 9 received f1•0~ her an in .. pirat1on out of 

vnich, With the assiatance or e .... - ? r s:i.dent Taft, 

initial steps were taken to reform living conditions 

throughout the city i'o r all classes of war workers• 

including of·'icers of the Arrrt;/ cmd _ .. a; as well. s 

civilians. T: e p~tient sacrifiees of these sten-

o aph rs thus precipitated a movement for the ref­

ormation of livinsr eondi.tions vf'qieh would have been 

far-reaching. thorou0 h, and helnful, a£fectin _ even 

our fighting forces on the 1estern fr01.1t in Fr nc.e> Digitized for FRASER 
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but the armistice was just th.en signed, and the matter 

as drop ed as less pres""'in0 and le s nee ssary, be-

e u a the de biliz tion of ... :a:Shington ' trorki.n~ for-ee 

was aL~ost instantly in the air an very soon under 

vmy. Doing somethin6 tor someboct, else. and doing it 

well and che rtully,, .s t the bottom of this impor-

ta:nt step. ✓ 

'j;he orgoa..~ization. in thi .bank• of the 

Federal Reserv Club a fe;.v y:ee1rs a.SQ-. ms auspicious. 

not only for tr e w-ell-b int~ of our workers but for the 

Bonk itsslf. 

The oo,jects of the Club a.l'e: to s.cqnire and 

- i sseminste tli principles o-r ~oan1d!)€: &l laid do' rn in 

tha Fado!"al :::te erve P..c t; -~o promote ph~;-f,i cal heal th; 

and to secure to 1 ts rae::n.ber the onefi t: of' e1Jer l 

study and co-o eratil.)n in ti1a ~urthern11ce of tl1vir 

le i timate _ux uits a ,d ,-ctivities. '::hese ""d are 

bound to be r fruit of the best sort. 

On .ord as to the Feder 1 Reserve Act it­

self: th Engli states. ~n, ·lad tone. decl~r d the 

Constitution of the Uni tel' :,tates to be the most 
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'1,onder:ruJ. instr.1t:1e t ever struck of£ ho brain o'f 

an in a given ti1 e. ...he :'etl :ral ~e~erve Act is tho bul-

rro.rk end safeguard of our barJti re!!.:ources,. just as 

our '7eder3l r:ona titttti0l1 :.,rotoots the rights. Uber­

ties and oppo~tunitiea of the people of tbe Nation 

a v,bole. 

! have so any loyal supnorter~ in this 

k ., to despair o:f ever returning the nml ti tudinous . 

courte ies and kindnesses aho7J7?1 "0 on 

e .. lo e,. ot th; B~of ... ic ·rs. 

very side by th 

Unfortun te 1y 

my n ..... ture is on -f repression. lt is not eas_.,, 1n 

otherwords , to e;ch_bit appreciation for ft3vors of 

this kind. It is rtq stro rt- ciesira, howov ... r, that every­

one should kr.1ow·1 50 for aa poasible, wb.at these things 

mean to me - how much t:1ey r:.re v laed . ., and .to '": at m:­

tent they are practie,.l help ln ~ daily 

problems. 
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EXCHANGE OF CHECKS AT PAR. 

During the last few days the officers of the 
Chamber have asked me to present at this 
meeting the subject of collecting checks at par. 
It would of course be much easier to cover it 
if I had two or three hours at my disposal in­
stead of a few minutes, but I will endeavor to 
give you what seem to me to be the essentials 
of the question in as condensed a shape as pos­
sible. 

I find, in the study of most of these banking 
and currency problems, that if we get away 
from the use of the technical terms and ex­
pressions which mean more to the professors 
or to the experts than they do to the average 
business man, and if we get right down to the 
A, B, Cs of any of these propositions, we do 
not find them complicated or difficult to under­
stand. I ask you, therefore, to permit me to 
endeavor to make the real problem before us 
a simple one, by going back to first principles 
and refreshing our memories with reference to 
the primitive transactions out of which we 
have developed our present methods of busi­
ness, including those of commercial banking. 

We must remember that our commerce of 
today is simply a refinement or development 
of the barter of yesterday, that our modern 
devices of money and credit and banks, are 
what the textbooks define as, "instrumental­
ities to facilitate exchange," which in more 
simple language means that they are tools 
to make it easy to trade. 

Therefore, whatever a bank does in the per­
formance of this function, it must do to benefit 
and facilitate the bringing about of exchanges 
between individuals or communities. Its use­
fulness is in proportion as it does so, and 
correspondingly, it is worse than useless in 
proportion as it places handicaps or unneces­
sary burdens up0n the operations of com­
merce. 
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Let us see, therefore, wherein the bank may. 
render real service and justify itself, and 
wherein it may do otherwise. 

In primitive times, in barter between two 
communities, the articles which were traded 
for each other had to be carried to one place 
where the swap was made. "Fair days," that 
is, assemblies of people who wished to make 
exchanges, were arranged to eliminate 5omc 
of the difficulties. Later on money was in­
vented and taken in exchange for anything, 
and then that money was exchanged for some­
thing else of equal value. 

\,\Tithin the memories of many men still ac­
tive in business, the goods from one section of -
this country were paid for with gold and sil­
ver money carried to some other section for 
that purpose; then, if that community wanted 
goods from the comm_unity from which the 
money came-back it went, and other goods 
were returned in exchange. 

Of course, under the system of barter be­
tween two communities the total value of the 
goods given equalled the total value of those 
received in exchange. That is what value 
means. The value of a.nything is what yon can 
get for it. That is what it is worth, and the 
introduction of money as a measure of that 
value does not change a thing's value. 

So the amount of money which measures 
the value of what goes out of a community 
is equal to the value of that which comes back 
in exchange. 

Our present use -of the term, "exchange on 
New York," of course harks back to the time 
when all settlements were made that way. 
The cost of exchange was really the cost of 
transferring the money from one place to an­
other; not only the cost of transportation, but 
also of insurance, which was large in propor­
tion as the hazards on the journey were great. 
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Let us take a simple case. Until compara­
tively recent times, the farmer out in Mis­
souri who quoted to the grain dealer in ·St. 
Louis, one hundred bushels of wheat at a dol­
lar a bushel f. o. b. his home town, shipped his 
grain and received in return one hundred sil­
Hr dollars. If it cost the St. Louis grain deal­
er, say, one per cent to get the money there in 
safety, the ·wheat cost the dealer one dollar 
and one cent a bushel at the point of ship­
ment. And when that farmer wanted to buy 
anything of like value in St. Louis, he had 
to spend one of his dollars to send the other 
ninety-nine back where they came from. He 
could get only ninety-nine dollars worth of 
goods in St. Louis for his wheat, instead of 
one hundred and one dollars worth which he 
could have gotten by accepting payment where 
bis grain was bought and where he expected 
to get other things in exchange for it. 

The i·esult w as that he had paid two dollars 
to give this money a round trip, and while it 
may have been only a fair charge for the actual 
service involved, the needless expense of that 
sort of performance became apparent. So they 
devised paper money ,vhich, of course, cost 
less to transport, but . the risk of loss from 
fire, storm, theft, etc., was still there. 

Then men said, "Why should we send out 
and back again, money of any kind?" "Why 
not let the money stay in some safe place and 
send checks which are good only to the per­
sons for whom they arc intended?" "This 
would avoid the expense of having to insure 
these checks in transit, and the people who 
receive them in payment for their grain or 
other products, can endorse. them. to others 
from whom they wish to obtain something in 
trade for those products, the cost of such a 

• plan being only a postage stamp each way." 

This plan was still further simplified by 
passing these checks through banks, which 
would in turn mail many of them in one en-
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velope, thus reducing the cost of sending them 
back and forth. 

The bank's senice was still practically that 
of transferring the money to the point where 
it was due and payable. The service was 
rendered by the paying bank and rendered to 
its customer whose obligation it was to place 
that exact amount in the hands of his creditor 
at a distant point. Th~ service was to the 
party making the payment, not to the one re­
cei-.;ing it, and therefore any charge for such 
service should be paid by him to whom the 
service was rendered, viz., the buyer who 
orders his banker to make the payment for 
him. 

To express it another way, it is the obliga­
tion of the debtor to place in the hands of 
his creditor, and at the place where his debt 
is payable, the full , alue of the debt in money 
or its equi-.;alent. Any tender which involves 
the creditor in an expense in actually getting 
the money or its equivalent, is not payment in 
full, it is rather an attempt to force creditors 
to take less than one hundred cents on the 
dollar. 

Barter or trade practically begins with the 
producer of new wealth ,-.;hose surplus pro­
ducts, beyond J.:he needs for his own consump­
tion, he wishes to exchange for the products. of 
other sections or for manufactured goods. 

Business starts by either offering for sale 
at the point of their production, or by ship­
ping to some central market, the new wealth 
of a producing con1munity, and therefore the 
money given in exchange for these products 
must originate in the markets to which they 
are shipped. 

Thi means that the first movement of money 
is toward those districts which produce the 
new wealth, and if the mone v is due and pay­
able in the district where this new wealth is 
produced, then the cost incident to placing it 
there must be paid by the party buying those 
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products-that is, the party in the central 
market-and the services of the bank in the 
central market are 'rendered to its customer 
and ~hould be paid by him. 

The first trip which the money takes is from 
the central market to that which produces 
the new wealth, and whatever it costs to send 
the money from the central market to the 
outlying district is paid by the party in the 
central district who is the buyer. This send­
ing of the money at the expense of the buyer, 
half completes the exchange of the new wealth 
for other things which are desired by the peo­
ple of the community where that new wealth 
has been produced. The money is their evi- • 

• dence of their having delivered something of 
that value and of their being entitled to re­
ceive in return whatever they desire of equal 
value. 

When this half of the exchange is completed 
and the money is delivered at the point where 
the new wealth originated, and when that com­
munity wishes to obtain the products of some 
other community and give this money in ex­
change for them, it is then the province of 
the local banks to render to their customers 
the service of transferring the money back 
again to that community. The services thus 
rendered by the local banker are rendered to 
his customer, and whatever is charged for 
them must be charged to his customer and not 
to anybody else. 

This appears to be so simple and self-evident 
that it would hardly be worthy of mention, 
but for the disregard of the principle and the 
intentional undermining of it which has ob­
tained in some parts of this country, develop­
ing a situation which has merited and received 
the attention of our Government officials and 
definite regulation by our Federal Reserve 
Board. 

The cotJrse of events which we have hastily 
reviewed, naturally led a good many mer­
chants in the smaller places to open bank ac-
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counts in the larger cities which were their na­
tural markets and to which they were con­
stantly having to send remittances which were 
due and payable in those markets. These coun­
try merchants frequently took from their farm­
er customers produce to be marketed and ap­
plied the proceeds to accounts owing to them 
by the farmers. These products were sold in 
an adjoining city and the merchant usually 
received in payment for them a check drawn 
on sorri.e bank in that city. 

He then forwarded that check to his own 
banker in that city, and had the amount of it 

• credited to his account. This being promptly 
done, he was in a position to draw his own 
checks upon that account and use them in 
payment for his debts which were due and 
payable at that point. The only cost of this 
to him was for the stationery and postage and 
the little time involved in sending these checks 
to the city in question. 

A few years ago the local banker began to 
approach these country merchants with this 
kind of a proposition: "Keep your account 
here at your home bank, deposit your checks, 
drawn on the metropolis, with me. I will place 
the amount of them to your credit without 
charging you for collecting them. Then you 
can draw your checks on my bank and send 
them to your creditors in payment of your 
bills instead of paying those bills with checks 
on the bank in the metropolis." 

This, of course, was all right so far as out­
lined, but when one of these checks was re­
ceived by the city creditor of the country mer­
chant, and when the country banker on whom 
it was drawn· received it from the metropolitan 
banker, he proceeded to deduct a charge for 
what he called "collecting the check," and re­
mitted that amount less than the check called 
for. 

The charge was, of course, not a collection 
charge, it was a payment charge, because the 
check was on order by his depositor to pay the 
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amount named, out of that depositor's funds 
which were in the keeping of his local banker. 
The check was therefore a demand obligation 
on that banker, and he ,vas in duty bound to 
pay it on demand and in full. 

If a man should owe you $10.00 due May 1, 
and if on that day you should send a messenger 
to his office with the request that he pay that 
messenger the $10.00 which he owed you, you 
would probably not take kindly to the sugges­
tion that he should retain a certain part of that 
$10.00 as a charge against you for collecting 
from himself what he owed you. But that is 
practically the position which the country 
banker took when he proposed practically the 
same thing camouflaged by the word "collec­
tion," or "exchange." 

\tVhen he attempted to make a charge for do­
ing what he was obliged to do he was not only 
attempting to make a charge for a service 
which he was not rendering, he was not only 
attempting to liquidate his demand obligation· 
at less than one hundred cents on the dollar, 
but he was endeavoring to make the people of 
another community pay for the service he was 
rendering to the people of his own community. 
He was endeavoring to levy toll upon business 
done with his depositors. 

These bankers coached their depositors to 
reply to objections to such highhanded pro­
ceedings, by making the acceptance of and 
compliance with them a condition of contin­
ued patronage. They said to their depositors, 
"You tell the people you buy goods from, that 
if they won't accept your check on this bank 
and pay the current rate of exchange, you 
will buy goods from someone else who will." 

Of course the current rate of exchange was 
,vhatever the banker proposed to levy as tri­
bute for the service he was rendering to his 
depositors, not to their creditors. It was 
pure brigandage, but he depended upon the 
fact that it was only a few cents in any one 
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instance and that nobody would drive away a 
good customer for o small an amount. 

This abu e went so far that in some case 
banks were purpo cly established in out of 
the way places and checks drawn upon them in 
order that there might be considerable delay in 
getting returns on them during which delay 
of course the creditors were deprived of the 
use of the money which was due and rightfully 
belonged to them. Then, when at the end of 
thi delay a remittance had to be made, it 
was in the form of a check drawn upon some 
other bank, g-enerally a bank owned by the 
same coterie. This was an excuse for a second 
delay and a second so-called collection charge 
or e.·chang-e charge, and then this second bank 
would probably send a check or draft upon its 
correspondents in some metropolitan city. 

\Vhen the Federal Reserve System provided 
for handling this function along equitable lines, 
the schemers who had been holding up the com­
merce of their sections and making it pay toll 
to them, very much as did the road agents of 
old, objected strenuously to the Government's 
plan. They tried, and arc still trying in every 
way they can, with the most plau ible sound­
ing arguments and representations, to block 
the progress of the modern and equitable meth­
od which the Federal Reserve Board is putting 
into effect. 

\Vhcn all other arguments fail and they have 
to acknowledge that they are endeavoring to 
continue something that is not right, they fall 
hack upon the statement that those charges 
have constituted a large percentage of the net 
revenue of their banks and that without them 
they could not live. because the people of their 
communities will not pay what it is right and 
proper that they should pay for the services 
rendered to them by the local bank. 

The trouble is that these local bankers have 
educated their own people to believe that they 
should be privileged characters, that they should 
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get something for nothing, or something at the 
expense of somebody else, that they should 
enjoy the services of a local bank and some­
body away from that community should pay 
the bill. And the now practically say that as the 
result of that education the only way for them 
to continue in business is by continuing to levy 
this tribute on others at a distance and they 
propose to go on and do that just so long as 
they can make other people stand for it. 

They object to the plan of the Federal Re­
serve Board of having checks handled through­
out the Federal Reserve System, at par, because 
it will put a stop to their custom of having 
their depositors evade paying their share of the 
general cost of our great and economic banking 
and currency system, the benefits of which they 
expect to share at the expense of the rest of 
the people of the country. 

Of course, the idea that these bankers give 
their depositors, which is that by this scheme 
these charges are shifted on to others and not 
paid for by the people of their own community, 
is a fallacy similar to the old idea in connection 
with the tariff, that the "foreigner pays the 
tax." You can readily see that the firms who 
have to pay these charges must in turn charge 
them on their books into the cost of doing 
business, and their cost of doing business must 
be covered in their selling prices; which means 
that this expense must go back in the shape of 
a charge for their goods and must be paid for 
in that shape by the depositors of the local 
banks in question and ultimately by the people 
of their community. The chi"ef ·objection to hav­
ing those people pay in this way, for the cost 
of operating their own b3:nks, is that by reason 
of the many hands through which these 
charges must be passed to get back to the 
people, by reason of their being passed through 
the local bank, and the postoffice organization, 
and the railroads, and the Federal Reserve 
banks, and the city banks, and so on back 
again, the cost to the people must be higher 
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than it would be if they paid a reasonable 
charge for that service in the usual way and 
paid it direct. That would save the expense 
of all this unnecessary detail work a'ld the 
labor of the many people who are enF"'lged in 
it all along the line. 

However, the Federal Reserve Banks are 
making steady progress toward the universal 
adoption of the Par Collection plan which goes 
back to the old principle of barter by which 
the products of one community are exchanged 
for the products of another. The money or 
banks or other instrumentalities used to facili­
tate that exchange, are only incidents to it and 
do not in any way affect the fundamental prin­
ciple that the value of what goes out equals 
the value of what comes back. If, therefore, 
there is any service on the part of the banks 
of one community rendered to the banks of 
another community for which it might be con­
sidered proper that they should make a charge, 
there will always be a corresponding return 
service for which a like charge should be made, 
and one will cancel the other. By the par 
collection plan all of the work of keeping tab 
on these individual items and making all the 
different charges back and forth with the en­
tries and bookkeeping and stationery and post­
age involved, is all done away with, and prop­
erly so, because in the end it all balances. 

Therefore, in principle the par collection plan 
is not only equitable but absolutely sound, in 
that it follows the modern practice of eliminat­
ing unnecessary labor. Ultimately whatever 
may be the cost to the country as a whole, of 
maintaining a system of banks to facilitate ex­
change, the cost is and should be paid by those 
who enjoy the benefits of the service through 
their own banks and in proportion as they 
use it. 

The objections to par collection come from 
those who try to so manipulate and juggle the 
situation as to get more than their share of the 
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advantages and throw the cost of them upon 
somebody else. 

The Par Collection System has already been 
so thoroughly established by the Federal Re­
serve Board that the great bulk of settlements 
throughout the country are handled through it. 
The system will be universally established just 
as rapidly as it can be made clear to all bankers 
throu ghout the country, first, that the plan is 
equitable, and second, that the time has passed 
when the people of this country will allow any­
body, to so abuse his position, in connection 
with a public service of this kind, as to take a 
toll disproportionate to the service rendered 
and take it from others than those to whom the 
service is rendered. He must give good service 
and be compensated fairly for that service by 
those to whom it is rendered. 

I had a gentleman who lives in a large city 
and keeps accounts with two very large banks 
there, say to me the other clay: "Our banks col­
lect a large percentage of the checks sent by my 
customers, ,vithont any collection charge or ex­
change, but they make charges on some, and 
tell me that they charge me only what the local 
banks charge them. \Yhy is it that some of 
these local banks impose these charges through 
my banker and others do not? Is there any­
thing in the situation that makes it right for 
some of them to do that and not right for 
others to do it?" 

I e.· plained to him that I thought he would 
find that it was one of the cases where a large 
city bank, with a lot of desirable connections 
with country banks whose accounts are quite 
yaluable, is disposed to follow the line of least 
resistance, in it~ attitude toward this scheme 
of the local banks to leyy tribute upon the 
city banker's depositors. 

"Well," said he, "if that is my banker's atti­
tude toward the value of my account; if he 
think so much of the accounts of the small 
country bankers that he makes no objection to 
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• their working this graft on me; if he makes no 
effort to stop it, which he ought to do if he 

• values my account as he pretends to; if his 
acceptance of that sort of thing at my expense, 
is one of the ways he uses of getting and hold­
ing country bank accounts; then I think it is 

• about time for n1e to shift my account to some 
bank that will show its ap_preciation of my ac­
count of protecting my interests whenever I 
have occasion to have him act as my agent." 

"But," he said, "let me ask you one more 
question. Suppose this city bank, which is 
acting as my agent, should decline to stand for 
the local banker's charge for paying his own 
check, and suppose the local banker then should 
say that under those circumstances he would 
make remittantes in money, could he not 
charge for the cost of transporting the money 
and insuring its safe delivery, etc.? In other 
words, could he not charge for exchange, under 
those circumstances?" 

I answered by explaining to him that the 
Federal Reserve Banks had that kind of bluff 
made on them by the country bankers and had 
called the bluff by agreeing at all times to pay 
express charges on any money which these 
bankers sent in payment of checks drawn upon 
them. 

Local banks cannot afford to send money out 
of their communities in that way because in a 
very short time their supplies of money, neces­
sary for their own local uses, would be ex­
baus ted and they would have to send for more 
and pay the express charges themselves. When­
ever they have only the alternative of sending 
away the money without expense to them, or of 
paying drafts or checks upon them, by giving 
in return, checks on the balances which they 
carry in par points, they elect to do that as the 
more desirable, because all they are doing then 
is drawing upon exchange which has been 
placed to their credit without cost to them. 

Then again, when they remit with a check 
on a par point, it takes at least a day or so 
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to get around and be charged to them. Mean­
while they are getting interest on those 
amounts as balances still standing to their 
credit. 

Since money and credit and commercial banks 
are all established to serve and facilitate com­
merce, they must justify themselves by con­
formity to whatever will help the public to com­
plete its commercial transactions with the 
greatest promptness and the least expense. Any 
group of men who seek the patronage of the 
public but who abuse it by setting up their own 
personal interests as coming first and as being 
opposed to the general good, should be required 
to promptly change their tactics or find their 
patronage shifting to others. Our manufactur­
ers, merchants, and farmers, should require 
conformity to those methods which leave the 
largest net results by reducing, as far as pos­
sible, the operating cost incident to making 
exchanges between the different sections of 
the country. 

Anyone who has shipped any product and is 
entitled to a certain amount in payment, at a 
certain point, should say to the debtor: "You 
may send money, or you may send a check, or 
any other instrument which is worth the same 
as the money, but since anything is worth only 
what we can get for it, you must send some in­
strument from which we can get the amount 
due-not a less amount. When you send us a 
check we will credit your account with only 
what it is worth. Certainly you cannot fairly 
ask us to credit you with more than it is 
worth. 

"Any banker can now arrange to make your 
checks worth one hundred cents on the dollar 
anywhere. 

"You cannot afford to put your name on any 
check that is worth less than its face value. 

"If your checks; drawn on your account at 
your bank, are not worth what your signature 
indicates, you should transfer your account to 
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a bank which will make your checks worth 
one hundred cents on the dollar and strength­
en your credit and the value of your signature 
accordingly. 

"If you prefer to continue to keep your ac­
count with a bank which will not honor your 
checl:g for the full :'tmount of your deposits­
a bank which will not pay out on your order 
the full amount you have paid in-if you think 
you can afford to keep your account with such 
a bank, then the least you can do is to write 
your checks in such amounts that what your 
creditors will get for them will be the amounts 
you owe-and no less." 

To whatever extent these principles are be­
ing disregarded, the farmers, merchants, and 
manufacturers of the country, and in the end, 
the people, arc being made to pay to these 
bankers a tribute for which no corresponding 
service is given. • 

Par collection will be universal, and the Fed­
eral Reserve Banks will no longer be hampered 
by those who now oppose it, when the business 
men and the public generally, understand what 
it really means to them. 

It will mean that any good check you receive 
will be worth one hundred cents on the dollar 
and that whatever it costs to make them so will 
be a matter to be settled between the persons 
signing them and the bankers on whom they 
are drawn. 

It will O mean the elimination of a lot of 
unnecessary steps at.J.d the expense of them, 
with the corresponding reduction of the cost 
of everything upon which the unnecessary 
tribute has been paid. 

The business men of the United States have 
been overly good-natured, patient, and long­
suffering in this connection, and it is time that 
one and all should insist upon universal con­
formity to the methods established by the 
Federal Reserve Board. 
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I consider lt a pr1v1lege end honor to have been 

invited to spend this dO¥ With tho hers ot roup Four o-r 

tlle Iowa Banmn aociation. ln aoce t~ ur Cl"etary•s 
~ 

1nv1 ta.t1on I told him I wuld be d.elig:bted to come and discuss 

int-0rmallu rmy points perta.ining to the operation of the Fed­

eral serve .Bank. 

operation for tl'JO years and a halt. You a.re all intormed; 

at least in a general weq, o.s to the character ot the internal. 

organization, ¥ therefore I do not lntelMl to into tb!a 

particular phase exceptizlg to S8'f a l"d in reeog.n!tion of the 

spleodid services relldered. to tbe F&deral Reserve Bank by tbe 

three lo\78. members o~ its Boari ot Direotora. • Johnson, 

• eJ"edi th and • Hutchison, all trom your state, are highly 

i-epresentativo or the be&t there is in bank!~. agricultural 

and comn&rcial pursuits, just such am as the framers of the 

ederal servo .t\ot 1nteme4 sl:l>uld officiate. Th . o have 

given liberally o'f their time am. their energs, aitd the Chicago 

Bnnlt considers it.self most fortunate in hav1~ the benefit 
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ot their counsel an4 loy-al co-opel'ation in 1 ts et-~rts to 

seoure eveey possible benefit 1ntellded um.er the ti.ct on be­

halt ot our meni>er banlm • am through this mEtdlll?l on behalt 

Of the public at large. 
The time has passed whml a:n:,- ono can queation the 

success. of the Federal nesel"V9 BatlJl'"..lng System. W.h.1le I shall 

be pleased to Bl'l!lwer q-ues t1ona in so ta:r a.s I am able to do so • 

I have thot2ght it wonld be an opportune IlX)ment to say something 

ooneer:n1xig some of the potnts that appear to be uppermost 1n 

the minds ot the banking public. 

J.LLQITD!G _ n~~T ON BESE.Rffl BALANCES 

One- ot the objections to the Federal Reserve Sys te 

Which from tho beginning has flrequently been cited by 1Yl8lllber 

haz:t.lm, also State bazi!m and Trust Companies contein:platin8 

mambership, l1e,s 1n the tact that no interes-t ls pa.id by the 

Federal Reserve. .Banks on the reserve bal2?Jees. It has been 

most gratif'Yine, hov.iever, to obs&rv& that such banks when 

presented With tho underly!~ faets have, as a ru.le_, admitt-ed 

that pa.:lfllent of int.erest b_y the R.eaeno BankS on .re erv-e bal­

ances would be uus-eientit"ic alld unsound. ln substantiation 
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o-t this, • have but to revert to the f'inmlcial disturbanco ot 

1907. At that time banks tbroUS}10ut the country mainta.h:d 

so-called reserve balances With their 00:r'l'eSpomeuts 1n reserve 

am. central reserve oi ties, •re 1"8CEtiving- interest thereon o.t 

rates vary1Der &om 2 to~. in aoco?'dance With the e1~ in Whteh 

their depos1 to rested. Most ot you during this :r&riod weN 

bro"QS'bt f'ace to f'ace With the £act that what you belieYed to 

be dependable resenes are not available when needed - this 

tor the simple reooon that tlle contract under which the ltU"ge 

bt.tliks '\tere paying interest made 1 t a.bsoluteq necessary that 

these banks in turn 1nvost their flmds; therefore, 'When in 

1907 ::md l!t,~in 1n 1914 the demond.s upon tho reserve cl ty 

banks boet1te goneral, 1n other words banks :from all parts 

of the cotmtl"y wen Call1D8 for holp, the rea-e?"Ves at the 

centers wre Gl"aduall;y depleted to a point approachlrc ex­

hoo.ation; '\\hereupon, owing to the tact that the surplus re­

senes were invested, and moreover, to the ~t that their 

good bUls reoeivable D:D.d o tl:ter msets could not be realized 

upon abort ot Lom.on or other tonign canton, suspension ot 

money p~ts tollowd. 
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Ia mt this in :ltselt 00l'LV1no1ng that th& reserves 

deJ.)Os1tod in the· Fedeal sene ?30.llkS should be maintaib.ed 

as aetua.1 resenes, \'i.tich ould be impossible 1f' the Foo:eral 

e:rve .Bo.nks •re permitted and UJldertook to prq 1nte st on 

tho b~s 61 

tm1co.t1na tho s1 t1.1atton ~1ch Would coDtront tho 

~erol servo .Bank ot Chicago under a progr o~ allo't'llng 

2 per cent lntol"9&t on deposits. I have made aome calcula.t1ons, 

based on tbe ota..toment ot condition o'l J.p:rll 27th,. 19'17: 

OU th t date the bank's cap1 tal ms 1n r u:nd . f i._.~es 

1.000,000. on wh1ah the 01lt:mlat1vo divldo'Dd 1::r. ,ooo. per 

an:tllD. The o:poratitJg expemes :tor the year 1916 n!'Q in oxoos 

of 230,000. 1'!he member banks' reserres re 97,000,000. end 

govemmeut deposits ,,000,000. the total e:posito bob::tg 

05 ,ooo ,ooo. on hich interest e.t -Z,, r- mmum amo,mts to 

$2,100,000. T.be m1n1mum requirement for oa.rnh:lgs ther<,:toro, 

ll2oludln$ the ~ent ot ~ interest on 4epos 1 w wtlld be 

2,.100.000. per mm.um. 

If we sssune that the capital. and deposits ~at!Dg 

2,000,000. are all in tlle shape o~ onsht and tbeD sot astda 
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the 1egal resel"V'S ot 35i on deposits DD.Di:mti~ to tao.'150,000 

there wuld remain -tor 1nvestmarnt a mazfmm, ot 75.250,000. 

w1 t, out maki?>g provision for maintaining be.lames t(>l" 8:1:Chimge 

parposes in now York or elsewhero-. 1n oxde-r that th& assets 

of tbo Federal neserve Ba:Dk may be kept llquld, the law w1oe~ 

nstnots its investments, Slid. the 1Jl'Vestment yield 1s :necess.ar-

1~ low. Suppose, tor the Sake of' 8l"gUDm>.t, assme that tbe 

75,250,000. could be 1n'f0sted o.t 3'$. The y1eld \l;>iud 

,25'1,500. ol' approxtmately ,ooo. less than the require-

wmt tor e8l!'ll11lc,.-s pNviously eta.too. It is tbere,tore apparent 

that 1u ordor top• 1n1lerest on deposits the lav would ban 

to be n4ed to permJ. t tha ied.eral Reserve Banka greater 

lat1 twle in tllB election of investmente, at tho ~so ot 

sat ~ and ma.intenance ot the aseeta in a l1qu1d oond.1 tion. 

Furthfl'tll>re, a t'Orce4 inoreatte in the volume ot 1nvostmao.ts 

wuld result. 111 com.r,et1tion wlth membm- banks, a thing which 

has been studiously uoide4 tram the outset. 

Great press-ure has boon brougbt to bear on the Bank 

ot EnaJ.an4 ~!me and aca1ll to PS"3' interest on depost ts, bllt the 

Gowrmrs ot the bank succeostally res 1sted smh pnssure, 
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tbough maoh COlll'"age and breadth o~ vie'OpOint was at t!me.s 

requirod. by have constatently edb.woel to the pr1nc1ple 

that so l.QlJ8 as tho Bank or England held the JIOSGJ!'VGS Of 

the Joint stoak banlm it could not af'ford to invest so largo 

a proportion or 1ta assets. J10l" at sum rates of interest as 

ot tho Ba.1llt ot lOZli bas not allov.-ed the temptation to 

make large profit tor its stock hold:ero to intluenoe it;1 

Judgment 38 to the poiLlcy lob. ,ould best preserve the 

liquid com1t1on of its assets. lthout ~rence to the 

policy ot "DO interest on detoslts" by tbe Bank ot 'E»e'la:nd, 

tt is inconcoivabl& tha.t London c.ould throughout so 1ll8Dif 

geoorat!ons hnvo retained its oommandiJlB :position aa tbe 

:tinancial center o~ the world. 

OURREROI ISSlJDfG rotER Of THE F§I§JW, RESERVE SI§ft 

Considerable intei-.e t has been manifested in the 

extent to Which the iederal Benona Banks could supply derosn411 

tor currenei 1n an~• The D1v1s1on ot poria and 

Statistics ot the Federal .Reserve Board prepll"&d figures -tor 
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the Pede:ral Reoerve Banlts based on the 001141 ti.on ot the banks 

at at the close of busiiless March 23., 1917. on that date the 

tota.1 resene held by t 12 bonkS was -73,201.,000. 'l'h& re­

quired resorvoa for 35% against deposits and ~ OG&lnat Hect-

erve notes ~ ted 2,532,000. Gold he-ld l>1 the 

btmks. in excess ot tbe1r :reoe1"9'0 requi!!eltlOQt.s oggr&gatod 

;320,669,000. In 8441t1on to the reserve held lrr the banlm, 

the Pederal serve .-4l;ento on the same date hel 3'9,519,000. 

gold 088it1Dt ontstaDtl~ ledorol RAsorvo Botes. 

CD1tttng tho detail o~ tbe caloulat1ou with vtbioh • 

need 1.10 t oonoorn ourselves at this tJ.me,,. 1 t was ehowrL that 14 

aesregatb)g 0,556,000. \V-8$ available a.a a bas1a tor the 

issuance ot additional ~eral Be .ene otes. system as 

a wb:>le theretoro he4 the gold boS1s to 1esue add1t1ona.l Fedora.l 

Reserve Notes to the extent ff -1,350,000,-000. wb1le ma1nta1n1~ 

res8l"V8s of ssi agaimt net depoai ta and ~ against Federal 

Resel"V'e Dotes. 

fho federal Deserve Bault o~ CMoago on tho scm,e dote 

had the gold basis fol' 1ssu:1ng 136,000.,000. of .Pedero:L Baservo 
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Bot.es in sdd1t1on to thoae outstanding, ma.1nta1ning 

the res rvo percentages Jua t tiomd. S1nce that tllm , 

by the process of exoh hle Federal sene tea f'or 

gold, our basts ot DOte issues. has been incNase .. On 

April 20 the no t.e 1asu.l!JC capacity o t tho Ohicago Bank had 

been 1DCl'Gased so 

23. 

30,000,000. ove:r the figares o~ I.torch 

ao'lll"G ot prepere.dnese to most extrn-

ordinaey 4emonds, 8Z"1"8Z.18'8ments bei pertoctGd to map 

available tor Smodioto use s. reserve stock ot Federal 

Reserve Notes sutt1oient to 

or oxtraorcUJ1m7. 

t demmlds mietber ordinaey 

tr the Federal servo Bot.es issued 'bU tho entire 

systom ro 1ncreo.sed by ,350,000,000. ever:, dollmo's rth 

of' no tK -,uld be aeoured by at least one htmai.red centa 1n 

comnerctal paper beal"ing the el'ldorsement ot membeJ/" barilm or 

prime banlmra • acceptances• in add.1 tlon to ieh a 40% re­

sene in Cold ould be held b:, tbe baDkB; Q>l"BOYer tbe note 

are f'lrst llen on all of' the assets ot the Fe erol F.ese"9 
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Dmilm, f'hmlly, are 41roct obligations ot the United 

State Gowrn:men.t. Surel.1' no om arm qaea t1on the satet7 

of our Bederal serve Dotes. 

/llx>12nt ~ Gold in Unitod State~ 6/l/l? -

• 1n • • Blas • 
5/18/1? - ~1.000,000. 

Amt. with Fed. Bes.Agw.MQ,999,9@• 989,000 .ooo 

• 
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In legislating to compel the transfer o t reseff& 

tunds mm co1Dil9rcinl banlm to the Federal li&aerve Banlt, the 

tranera ot the Federal Reeo Ne .Act had in tn1m. tbs imJ;>ortm:it 

tunot1ona performed bj' l:'eserve cltq azd central reserve c1ty 

banlm 1n the collootlon o~ cheolm ancl i'elt 1t neoo 881"3 to 

provide tor a. similar service 1n osto2>118h1ng tbe Fedel-al 

sel'"Ve B::mlm, so that oey •r bank 1cb 4es11'ecl to CB1'17 

~ oDJ.y 1D 1 ts o vau1 ts 8D1l in 1 ts deral serve Bank 

uld have available, adequate a:a4 eoollOlDical taallttie• ~or 

the oolleation of olleoks deposited ~ tt customers. The law 

as it now sta.D4s pl"OV!des that etter ovember 16th, 1917, 

legal reaerwa ill be restricted to balames aotaal.11' ma1n­

ta1Ded in the Federal BD-sOl'"fe. Bank mJd cash 1n vault. There 

ta pendb.tg in 0o'llgl"'8aa leh, u· 
enacted into 1 - • muld roa4Just tha reseno provisions so 

that there il>uld be onl.1 one reserve requirement tor each 

given bank, v1%1 that o&rta1n itmd percentage o~ the de­

mand depos1 ts and the thne deposits be ma.tntatned 1n tbe 
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Federal Besene Bm:lk. Tho amo:od.ment, if' passed 1n the near 

tuture, would constdai-abiz, od.vanoe tho date ntter whtoh 

balances 'W1 th nsol"ft agents 'Q)til.d no lonaer count as legal 

reaervo. 

~ member bank8 doa.lre to oontimle relations o't 

long Gtmtdtng 1th their oi ty correspcmdents • m.!le others 

desil"e t.o loan tholr tmlds aa 010oa4' as matnte:n:mce or 

reserve quirements will pel"mit, relyms- on th& prtvilego 

o't 1"8d1soount1Dg With t.hO Fectoral Beaerve Bank to take oare 

ot extraordina:ey llemaDCta, • 'Zbo latter olaos pa.rticulm-ly 

needs compt'Ohenslve s19tem of Ck oollect1on tbro1Jgb the 

eral Jes rve Banlm. 

In the ottort to meet this ueed .1n accordance with 

tho px-ov1::i1ol)l3 o.f the FedeJ:-al :aasel'V8 Jct and. undor tbe attthor1 ti' 

ot the Federal. Reserve .Boat"d, tbe rede.l"ELl BesorYe B8nkD lnaUgarated 

a system ot obeok: oollect1on last. stunmer, under wh1 ch oheeka on 

all o'f the mom thmJ. 7,600 member ban1fs • and a a till larger m:m:lber 

o't state 1nsti tut1ona. aro now collectible through the ayatem,. 

practical~ at par. More tb.tm 16,000 bankl!J out ot a total 0£ s<JDB 
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33-000 1n the United States are m,1 ineluded 1n t Federal 

servo l3anlt par list. In tbe Hew Englsud States, the State 

ot » York am in the Pacitto Ooaat States" all banks .a.re 

tnoluded in the par 11st. In tbo Seventh 1'8derol erve 

Di strict, the Federal sel"'I& Bank ot Ohioago oollects checlts 

on its 1,044 mecbeP banlm aa4 neal"ly 1,900 mn-member banlcs. 

You will note the statement that these collections 

made pt-SCt1call.l' at .P8l"• There 1s a service chm'ge made 

acatns t tbe dopos1 th>.g bank on oJ.l item piwable outside ot 

Chicago ot 11'¢ per 1 tem~ Uo servic charge is o on Ohiasgo 

items. Th!s service ch of 1i¢ por item 1s estimated to 

cover the actual cost of h dllll8 ta the er.al sor"l8 Bank 

ot Oh!aago. It include postoge, clerk hire, dopreoiatlon ot 

maobinas, portion of the 1'8nt, mJd other- mlsoellmooua ex­

pense proper~ chm'gea.ble t.o tbs operation of' ti» 1.l"rans1t 

Depm-tment. It does not include a e to, collectiDg banlm, 

atld. f'0&11tlg that 1t is essential to treat all alike 1n the 

o:peration of the collection s;;stem, this bat:Lk baa cona1atent]3 

• decllmd to won f'andah ix>stage f'or return reml ttancos 1n 

I 
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the cm s ero roq oto ~or uch po t have b 

mad • 

r n to 

tatyarfo ohoc 

ervic rem to their c 

, 1n ord ;t oe 

in th 1tn,,dq ~ hol rs. 

ot 

UUl~Uli~ m1 lit 

~1:".!4't'l0t t t 

po it 

th1 Q.u..u;i:-ua 

bmika, ~ bmlkS 

have ott r to remit tor Oh Clc8 on a 

ra • y app ntly <lo not tam into con 1derat1on ths.t 

ou:r ww~ le ainst the depo itlng rar oollecthlg 

out ot to 1 

the eral 

~ ln Chi • 

that no Chl~:e to-r 

, or tor t m tt r tor chec 

fhe J"l2l.e quir!JU that cam:bOr 

on 

on 

to cov r at cbec reco1 wd or tor eccount ot 1r 

F o al servo , doe not nt r b f'l'o 

CWLrg:Lz,g, its depositor tor the ervice of' collecttnc out ot 

t i • The erv Board pul>lioly statod 

that there io l'lOtbiDe 1n the l nor in 1ta ruliilga to vent 

a DIOI!lbe &.M.O,iLI..LI-" 8lllilDDlla c:1~"811 1M't l t1! d! -pMi ~ 
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tor tho s mce ot oollecttns choc , 

ton 

ehB.rgos 

re 

1nat the pl"OC&e ot oho be1ore 

ooll otod. I Qll) a. oountry .,..__ 

11eve it is 1mpos 1blo tor them to """"u.1.--.. .... t 1r posito 

tor collect!Dg Cheeks, that to do so 1nvo 

1cl rablo raveraal ot exist cust • On the o r hand, 

such C,.nnr1n:ru e in the 1 d a 

no qu t1on to the ri t ot to ComJ90%lLBat1on to 

service ren erod. ot the oountey ha; toUo 

11 of l aruilri? tor tti for 

c kB on e. In so do1 , they have 01 thor d1 cti, 

or indirectly Ohm- ~ ea.oh o r 1n ad ot e re 

benetioi017 ot the servic • 

for 1 ts own ch at , ends to 1 t city corre 

check& en ab CM~noes tor remitting, it t p 

th 1 ts o1 ~ co opo nt •c....a.,:.,u,.;,u ot fioi t st to 

Justify tm ci corr spondent in absorb~ the 8%Ji)Gmso 

invol • It tber tore tor the se l'V'ice 1n one tom or 

anot r am. tshould co r th xpens& fl"om 1t o itor. 
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.As pnv1ously stated., Jlr)l"e than half tht banlts 

in the Uni te4 Sto.tos a.re no\7 included 1n the Federal Deserve 

Bank pmo llot. Is lt emct].y :t'alr that the m1Dor1ti' shoul4 

make cb.azoges for remt tt1ng tor checks on themselves at tbe 

e:q;,euse of the maJority? 

It ls a. recognized tact that a Cheek on a bonk ls 

~ble 1n cash o.t the, bank's om counter. le tbe holder 

ot 11 chook cm.mot compel the drawee benk to pa_,v the check 1n 

e~ on aDOthar e-lty, be cm. compel PB,;91D8Jlt in f'llll 1n 

money at the b3nk'e comter. It 1s usual tor comtry btmka 

to remit 1n ~llt ot their checks, exchange on Ch1oago or 

some othor f'lnoncial cent&P. ~ banks hold tbe vi that 

1n m-'9-klug such remittances 1n ucha.Dge, they vzre remeriJJg 

a serv1ce tor 'dl. iab. the:, tlhould be paid. 

I om go 1ng to aok you to look at tlut transaction 

from another angle. Lot us suppose that some or tbe cheeka 
. 

on a co'tm.try bank came into th& hands ot the Federal Reserve 

B8itlk ot Chicago f'Or collootion and that 1 t appointed a local. 

collecti:Dg 3B"9nt to Whom it f'orward.ed all c'b.oolcs on the 

country bank, ,'1. th instructicma to oolleot actual cash. Digitized for FRASER 
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How lone d.o you supl)Ose th!S, pl"Oeeen uonld be cont.inned 

botore thO amntey banlt oul-4 regard it as prtvlles& 

to 1"8Dlit in Chicago Escbaz>ge 1th0ut deduction, for all 

checks on ttselt? 

Bow the Fecleral Reserve Bonk or Chiaaet> does not 

oeq to th& comtr;v ~ - 0 You ~ have the Ch01ce ot 

r«mi'tthg wif.hout rJ.ed'tlCt1on toi- aU of your oboClQlJ tn Ch1ca&0 

lb:ob8tJ8& or ot ~hla tor al.1 o~ than to ow autho!'fzed agent 

1n momy at your om counter" - but instead 1 t aa,s - "Ul> shall 

appn.,clate yoUP co-operation 1n tbe developnent ot a universal 
'P 
obeok colleotion system tv Nmitt:1ng 1n Ohicwgo ~ mthOut 

d.eduoiion to%' cbaeka on your bank• ant 1-t you f'lnd l t desirable 

to pa;q to.r part ot suoh eheolm- 1n tJOD&y,. z,ou ms..v- ship the m:>neJ 

to U$ at OUI' expense ... 

1111s privll~ of send!Jl8 h1a ;pe-rscmal ol»olt to a 

distant point to ~ tor a purchase is a g.reat oomea1enoo to 

tbe ta:rme!', tl» pro.tesntonar man md the me.rohmlt. It eliminates 

tm necessU,y ot e trlp to the b::mtt to ~ exchange and 1n 

addition turnishEIB him automat1onl~ o. receipt f'or the ~nt 

made. It no one evor tss,'Ql!)d a oheok be:torre the ftmds to meet 
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the c.'leok . re actuat.l.y at his credit in tbe bsnk, the vnl.ue 

of' de si ton• ao.001.mts uld be g:reatl.3 incl'eessd. The 

pro:f'it 1n the 'banldne btwinoss bas boeu ourt iled by tho 

practice of issuing e. check to m81a3 a :pt;\Vfll8Dt 1n rmt1c1pat1on 

or tm l"eCeipt 0£ f'tmd3 -. h1cb are 8%,P&cted to be ava.U~le 

bei'O? e the o· Ok la present3d to the Cll'.l~e bmll~ Tho aooounts 

ot depos1to who practice sue methods o:ro u,:iuDlly unprof'lt ble 

I s tro r.:1'3 ur, 

1:u s:rq oitl 

th account of 

ti m1.n!JTnlm • 

yoUl' consideration or tl'.11.t ow.to pr&V3Ui?Jg 

-...,~ uu.::: ... -.... ....,,a Of ~ Ol' l. per lltb alnst 

poaitors hose bal.anc-s avorago less thm1 a 

.MBERSijlf Qf ST, TE WK§ 

See spegial mp3:,m(hlllt 

.) 
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It 1s h1ghl.y 8,1."atlt;ving to those upon \'Jb.os &houlcJers 

the management ot the Moral .Reserve System :rests, to notice 

lncreasbJa 1ntel'eet au\ aatlatact1on dtb. the W01".ldngs Of the 

new l>mki!'.18 system. Uember b6lllal should not. torget that thes 

bSDlaJ. are orgenizad on linu ENbstantially the s as their 

012n baulm - that is wt th a Board or Directors~ the ma,Jort ty 

ot whiah a.re elocted bJ' the stocldlolders, the ottlcen, ot h1oh 

1?l turn -a:re elected by the Board of Virecwn. In other TIOl'ds, 

the ~t 1s 4am1nat.ed bV 1ts stooldlol4.er1t. Who are tbe 

mam.ber bonlm • 

In so tar as tbe red:1800'Wlt1ng operation is concerned 

have now progressed to a point w.b.ere there is no qastton 

1n the mlnda of the majol"lt7 ot olD' aiiooldml.dell-a as to their 

have oucoeoded 

in conv1no1Dg membel" bank8 that the redtscount11'!8 proeoduro is a 

veey simple 01,Jb and that ·t.m resources ot the Fedor-el noserve 

mo:mber bs:nks at o.ll timoo • 
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As a matter of 1Jll00dia.te and pressing 1mportanoe the flotation 

or the Liberty Loan must be considered as occupying first place among 

the subjects touched upon in these remarks. No doubt you have all 

received copi-es of' the official prospectus Of the Loan issued by th& 

Secretary of the Treasury, and the offleial application bl~ There 

is 11 ttle tor me to add by wa;y of information as to the Loan i tselt, 

and rather than trespass upon your patience by repeating tao ts with 

which you a.re :1'am1l1ar I would prefer to answer a.t the proper time such 

questio.ns as ma-y occur to you. 

Before leaving Chicago last evening I received two telegrams tram 

one ot the cities ot this district having a population of more than 

one hun.d.red thousand, calling a.tt&ntion to the :ract that Associated 

Press dispatches indicating that the initial two billion dollar ottering 

would be over-subscribed. a.re acting- as a. damper on the ef:rorts to 

obtain subscriptions. This seems pa.?"ticula.rly unfortunate. The initial 

of'tering is not over-subscribed~ a.nd :ttu-thel'1ll0re the ea.rn&st eftorts of 

each one ot us will be neoessary to accomplish the de.sired r~sult. 

~ billion dollars is an enormous sum to raise at as ~le operation 

even in j{hie. day of large f'igures in the realm o"t £inanoep and none ot 

us should gain the impression that it can be raised 1t we stand idly by 
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and expect tho ordillary investors to toke the entire sum. 

Colm8nt has been received from ycur own state to the ettoat 

that m could not exl)eot to sell a Govenament llo!ld. bearing three :.&:Pd 

one-hal:t . oent interest in comwu ties Whero f'ou:r percent 1s paid by 

some of the bants. Frankly such comnent he.s been receive with su.r­

priae. .Aside from all question ot ones patriotic duty to support the 

Government in th1B undertoking , surely tho obligation 01.' the United 

States yieldil'.18 tbree and on -halt rcent ts a better investment than 

a credit at 0. bank y1eld111g tour percent. l cannot believe that 

com:oonts or this no.tu....-o represent the :teel~e ot aey larc& porcentace 

of t..lie oitiz8Il:J of lowa 

T <-lt e xpro o the ainCOl"e hope thn.t every one pres nt 111 go 

home a.ft<>r th a . . ot1ng imprase th his ?'oonal respons1b111ty that 

each ind1vidua.l nom h r.::iooto ttom no unt1l Juno Fifteenth becomes o. 

purohnser ot ono or more I,t bert1 Bouds. 

In the wo:rds ot our J?Posidont - -

"The World must bo made sate tor Dotooaracy." 

"Tho riG'h t lo more proolous than pea.co, and • shal f'i,zht for the 

things \V"'.nicb tJe bo.vo al~s carried nearest OUl'° hoar·ts - for demoorncy. 

~or th& right of those ffllO subrnit to authority to lulv a. voice in t. eir 
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om governments, for the richts and libe:rt.tes ot muall nations, for a 

universal dominion ot right by such a oonoert. or 1".ree peoples as shall 

bring peace and so.foty to 3.11 nations and malro the world itself at last 

tree." 
"To such o. ta.s e can dedicato our lives and o~ f'ortunea, 

everythi11g that we are a.nd everything that ll8 hav&. 11 
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S / r t} 7 
LOAN __ ,........_ .9. .!. l!l' 

on pril sixth .:roaident ·-11oon signed. the measure 

deelarl:ng the e:x::i.otenoe or a etato or war between the 

United States of erica. a.n1 tbo Imperial Govermnent of 

Cen:a.ny. Fivo da.ys later a \,ar 10011 111ll "'t1n.S introduced 

in Con,ereas a.?Xl on the t enty-:f'ourt-h Of the same conth this 

bill, havinB' passed both • unos ot Congreso, wa.o ai"1)d by 

the Pl'eoident a.ml booame a. 1m1. A the b1l 1 new stams 

the Wminist:ra.tion at ashington in authori~ed to increase 

the a.tional debt of tho TJnited States by iasuing bond.c 

up to the 'J:l!ee O'U11l of seven billions of dollars. This 

anou:nt lo :mo than nine timos the tiro ntiora.l debt 

of the t.rnited State:, as at the bogin."l.ill8 ~ the ourrcnt yea.r. 

lt is 14 t . ao large as the f'1rst \"ffl.r credit a.rranged by Great 

.Britain. 01' the proceeds or this great bond issue it is expressly 

provided that Z billions is -for us-0 in e:toniing ored::.t to our 

foreign alliea en,g~ with us in this vm.s egainst l'!!Bny. The 

ba18lloo :.o intonded to fim.nco tbo reqtdr01::ents of the United 

States in providil'€ food a.m clothing tor our so1 iers, nnmitions 
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for the a:L"ZIJ3 • fUndS for building ships, and in eeneraJ. for all ex­

penses incurred in carr:,riDg on the war. This 8reat loan mo proporly 

been designated "The Liberty Loan of 1917." This loan,. and more 

to tollotV. mnst be absorbed by the Ar:lerican people. 

The Soorotary of the Troo.sury m.s deoignated tho 12 

Federal eoerve Banks of the Unitod tn.tes ae Fiscal ts of 

the Government for the purpose of handli?JG tho loan. It ma be 

ot sor.:io interest a1, this point to k:0.0\V how the Federal eserve 

.Br.mk ot Ohioago is proceedi:ag. 

{See cards) 

DELiOMm.A!l'IONS 

In o:rdcr tmt small investors may rtioirato in this 

loD.n, as ell a..o the ln.rge.r ones, tho bonds 'Will be :i.ssued i n 

d&nomina.t ions as lor, as ._ 50. Other denomination ar , .. 100., ~500., 

1000 •• v500o.. 10.000 •• ..,so,ooo., and 1·100,000. 

The bonds ill beez date of Jun 15, 1917; they are tax 

exempt, exceptil)8' inheritance and estate taxes. Thi bond is the 

only di I9Ct obl1gat1.on of' the United Stat-es Government -oow aVl:U.lavle 

to net stt- The i portance of tl',e tax ex0t1pt feature is wo?'t ot 

particular considoratiou. The bold.or o:f all other :f'omie ot personal 
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property or in eatmant securities is lie.blc for ta:m.tion. It is 

aai that tho co: bined taxes raised throughout the country avcro.ge 

in excess of 2%. \Thon tel.""1: 1:nto consideration all 'f , of tn.xstion, 

under Federnl,. Stato am. .,ocal authorities. Ccnsequently, this field 

may be considered as equal to 5'2 ' on taxable seClll"itie • 

Vear involved in a war which threatens tho very fOUidation 

of our country, and there is no more cftecrtive in which eYery man, 

woman am child can do his part than by puroh&ling bom. • so.me 

one bas aptly said, "Each dollar invested in this grea.t loan 1s a 

blow f'or liberty.r. 

SU.boerlptiono will be roceiTod by fm3' atio 1 Bruik, state 

llank, Investment .Bat!lter or Private Banker th:rougho t the coant:ey. 

Moroover, arrangements are being :perfected Whereby the t otf'ices, 

E,:preoo OO!nps:nies, De rt~Cl'lt Ztoros a.iu other agcmies Will ~nilo the 

bonds. ith ..,, vie to asaisting those who al'e not in a. -r,ositio:n to pay 

cash even tor o. $50. bond, the bmil.. throughout the cou.'tlt 'Y h~e arra~. 

arc ready to offer, oosy tel'mtl under bich the subseriber l'llqJ' Pat a 

dollar a. eek Ol" more, and r(.'Ceive hie bond when ~nt s been 

Co.t.."J)leted. Furthermo;;. , tlio Fed.oral nese:zv-e Dank of Chicago bas given 
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mi orior for tho 01 ''"l'O.ViDG ot a large amount ot 10. rlieipa.t :ton 

cert if'icntcs. 'l'hese conitieatoo will bo a.vailo.l>lo th thos 0 

V'C lJ.O. £or 1uvo::1tt:10nt • with tbo undemta inc' t 4t irbcD t 

id. f~ 5 Of tho C rtU'iontos th :cm.: bo ed tor a 

,,. so. Gove ~nt bonq.,. ocrib ra in l to 11 be ox ot 

to I 

le tlo 
28 

,on J'Al.J 30 
0 ;. 
0 • 30 

~-1 
, Ji t 

ou.s 1".i l oll 

i it 

1l l'Ol" 

a. lQ:O. bon s 

C 

by t 

Thas, in tr1 oth 

hroueb var1 :3 ... 1:wmelo et of 

tho entiro o X? t o ill b t sti l fo ot l(C1.t1 
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tl i • es. it tllia t releas f . 't n Gov' 

uae* Ollar of wl 1ch 1nolu i!l{S t iat ca.va.ncod. to thtl !ll1o.o, 1 

o in rlctt, it is ~ U1 b llneA t t l t 

1,,31 a '.al be . ere u.c:Uve in thi count:ey then ff r before .k21011h. 

~ 1berty oan att n pportuni t y to pu:rclln.G n in-

tb.Out azi qual. ....o to ot s ouri toaa;, i 

us e a 'Unit atta bond,and 

t w 8'J,"00test 1 ate orv c t th1o 

wo.r r or univo:raal liberty thz'OU(;hout t wo ld to t u-n.1. a t 

aecutiou. 

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



L 

I consider it a privilege and an honor to have been 

invited to spend this day with the members of Group Four of 

the Iowa Bankers Association. In accepting your Secretary's 

invitation I told him !should be delighted to come and discuss 

informally a:ny points pertaining to the operation of the Fed­

eral Reserve Bank. 

The Federal Reserve Banking System has now been in 

operation for two years and a half. You are all informed, 

at least in a general way, as to the character of the internal 

organization, smi therefore I do not intend to go into this 
... ,.. 

• particular phase excepting to ,) say a word in recognition of the 

splendid services rendered to the Federal Reserve Bank by the 

three Iowa members of its Board of Directors. Mr. Johnson, 

Mr. Meredith and Mr. Hutchison, all from your state, are highly 

representative of the best there is in ban.king, agricultural 

and commercial pursuits, just such men as the framers of the 

Federal Reserve Act intended should officiate. These men have 

given liberally of their time and their energy, and the Chicago 

Bank considers itself most fortunate in having the benefit 

-~ 7 
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of their counsel and loyal co-operation in its efforts to 

secure every possible benefit intended under the Act on be­

half of our member banks, and through this medium on behalf 

of the public at large. 

The time has passed when any one can question the 

success of the Federal Reserve Banking System. While I shall 

be pleased to answer questions in so far as I am able to do so, 

I have thought it would be an opporttme moment to say something 

concerning some of the points that appear to be uppermost in 

the minds of the banking public . 

.ALLOWING INTEREST ON RESERVE BALANCES 

One of the objections to the Federal Reserve System 

which from the beginning has h-equently been cited by member 

banks, also State banks and Trust Companies contemplating 

membership, lies in the fact that no interest is paid by the 

Federal Reserve Banks on the reserve balances. It has been 

most gratifying, however, to observe that such banks when 

presented with the underlying facts have, as a rule, admitted 

that payment of interest by the Reserve Banks on reserve bal­

ances would be unscientific and unsound. In substantiation 

_J 
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of this, we have but to revert to the financial disturbance of 

1907. At that time banks throughout the country maintaining 

so-called reserve balances with their correspondents in reserve 

and central reserve cities, were receiving interest thereon at 

rates varying :from 2 to 3% in accordance with the city in which 

their deposits rested. Most of you during thi$ ~riod were 

brought face to face with the fact that what you believed to 

be dependable reserves were not available when needed - this 

for the simple reason that the contract under which the large 

banks were paying interest made it absolutely necessary that 

these banks in turn invest their funds; therefore, when in 

1907 and again in 1914 the demands upon the reserve city 

banks became general, in other words banks :from all parts 

of the country were calling for help, the reserves at the 

centers were gradually depleted to a point approaching ex­

haustion; whereupon, oWing to the fact that the surplus re­

serves were invested, and moreover, t o the fact that their 

good bills receivable and other assets could not be realized 

upon short of London or other foreign centers, suspension of 

money p~ents folloV10d. 
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Is not this in itself convincing that the reserves 

deposited in the Federal Reserve Banks should be maintained 

as actual reserves, which would be impossible i:f the Federal 

Reserve Banks were permitted and undertook to :pay interest on 

the balances? 

.As indicating the situation which would confront the 

Federal Reserve Bank of Chicago under a program of allowing 

2 per cent interest on deposits, I have made some calculations, 

based on the statement of con.di tion as of April 27th, 1917: 

on that date the bank's capital was in round figures 

$7,000,000. on which the cumulative dividend is $420,000. :per 

annum. The operating expenses for the year 1916 were in excess 

of $230,000. The member banks' reserves were $97,000,000. and 

government deposits $s,ooo,ooo. the total deposits being 

$105,000,000. on which interest at zfo per annum amounts to 

$2,100,000. The minimum requirement for earnings therefore, 

including the pa;yment of z/o interest on depos;i ts would be 

$2,750,000. per annum. 

If we assume that the capital and deposits aggregating 

$112,000,000. were all in the shape of cash, and then set aside 
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the legal reserve of 35% on deposits amounting to $36,750,000 

there would remain for investment a maximum of $75,250,000) 

without ma.king provision for maintaining balances for exchange 

purposes in New York or elsewhere. In order that the assets 

of the Federal Reserve Bank may be kept liquid, the law wisely 

restricts its investments, and the investment yield is necessar­

ily low. Suppose, for the sake of argument, we asstllll& that the 

$75,250,000. could be invested at 3%. The yield v.\'.)uld be 

$2,257,500. or approximately $500.,000 less than the require­

ment~)'~ flN¥a.ously ..& ta.tea. It is therefore apparent 

that in order to pey interest on deposits the law would have 

to be amended to permit the Federal Reserve Banks greater 

latitude in the selection of investments, at the expense of 

safety and.maintenance of the assets in a liquid condition. 

Furthermore, a forced increaae in the volume of investments 

would result in competition with member banks, a thing which 

has been studiously avoided from the outset. 

Great pressure has been brought to bear on the Bank 

of England time and v pay interest on deposits, but 

Governors of the bank succ.essfUlly resisted such pressure, 
A 

the 
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though mu.ch courage and b;t?Qacith 0£- -vilmpolrrt was at times 

required. They have consistently adhered to the principle 

that so long as the Bank of England held the reserves o-.r 

the joint stock banks it could not afford to invest so large 

a proportion of its assets ~at .s~h .11atas ef :l:nte1 est as 

would enable it to ~ interest on deposits. The Management 

of the Bank of England has not a.llov.ed the temptation to 

make large pro-.ri ts for its stock holders. 
) 

inf'luence its 

judgment as to the policy which would best preserve the 

liquid condition of its assets. Without adherence to the 

policy of' "no interest on deposits" by the Bank of' England, 

it is inconceivable that London could throughout so many 

generations have retained its co:rmnm1ding position as the 

financial center of the world. 

CURRENCY ISSUING PO'WER OF THE FEDERAL RESERVE SYSTFJf 

COB~ interest ha.s been manifested in the 

extent to which the Federal Reserve Banks could supply demands 

for currency in an emergency. The Division of Reports and 

Statistics of the Federal Reserve Board prepared figures for 
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the Federal Reserve Banks based on the condition of the banks 

as at the close of business March 23, 1917. On that date the 

total reserve held by the 12 banks was $573,201,000. The re­

quired reserves 7 35% against deposits and 4<>% against Fed­

eral Reserve Notes aggregated $252,532,000. Gold held by the 

banks in excess of their reserve requirements aggregated 

$320,669,000. In addition to the reserve held by the banks,, 

the Federal Reserve .Agents on the same date held $349,519,000. 

gold against outstanding Federal Reserve Notes. 

Omitting the details or the calculation with which we 

need not concern ourselves at this time, it was shown that gold 

aggregating $540,556,000. was available as a basis for the 

issuance of ad.ditional Federal Reserve Notes. The system as 

a whole therefore had ttte gold basis to issue additional Federal 

Reserve Notes to the extent af $1,350,000,000. while maintaining 

reserves of 35% against net deposits and 40% against Federal. 

Reserve Notes. 

The Federal Reserve Bank of Chicago on the same date 

had the gold basis for issuing $136,000,000. of Federal Reserve 
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Notes in addition to those outstamling, maintaining 

the reserve percentages just mentioned. Since that time, 

by the process of exchanging Federal Reserve lfotes for 

gold, our basis of note issues has been increased. On 

April 20 the note issuing capacity o:t the Chicago Bank had 

been increased some $30,000,000. over the figures of March 

23. 

As a measure of preparedness ... rataCi.artta 
~ik&J5 ttem lt; arrangements are being perfected to keep 

available for izmnediate use a reserve stock of Federal 

Reserve Notes sufficient to meet demands whether ordinary 

or extraordinary. 

If the Federal Reserve Notes issued by the entire 

system ~re increased by $11350,000,000. every dollar's ~rth 

of notes would be secured by at least one hundred cents in 

commercial paper bearing the endorsement of member banks or 

prime bankers• acceptances, in addition to which a 4<>% re­

serve in gold would be held by the banks; moreover the notes 

are a first lien on all of the assets o:f the Federal Reserve 
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Banks, and finally, are direct obligations of the United 

States Government. SureJ.y no one can question the safety 

of our Federal .Reserve Notes • 

.Amount of' Gold in United States 5/1/17 - $3,121,887,443 

.Amt. in Fed. Res. Bks. 
5/18/17 - $541,000,000. 

Amt. with Fed. Res • .Agta.448 1000 1000. 989,000,000 
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~ COLLECTION SYSTEM 

In legislating to compel the transfer of reserve 

funds from comnercial banks to the Federal Reserve Bank, the 

framers of too Federal Rese :rve Act had in mind the important 

f"Unctions performed by reserve city and central reserve city 

banks in the collection of checks and felt it necessary to 

provide for a similar service in establishing the Federal 

Reserve Banks, so that any member bank 'Which desired to carry 

funds only in its own vaults and in its Federal Reserve Bank 

would have available, adequate and economical facilities for 

the collection of checks deposited by its customers. The law 

as it now stands provides that after November 16th, 1917, 

legal reserves will be restricted to balances actually main­

tained in the Federal Reserve Bank and cash in vault. There 

is pending in Congress an amendment to the Act V'lli.ioh, i:f 

enacted into law, would readjust the reserve provisions so 

that there muld be only one reserve requirement for each 

given bank, viz: that certain fixed percentages of the de­

mand deposits and the time deposits be maintained in the 
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Federal Reserve Bank. The amendment, if passed in the near 

fUture, would considerably advance the date after which 

balances with resel"'Ve agents \'A:>uld no longer count as legal 

reserve. 

Maizy member banks desire to continue relations of 

long standing with their city correspondents, while others 

desiz-e to loan their :t"tmds as closely as maintenance of 

reserve requil!"ements will permit, relying on the privilege 

of rediscounting with the Federal Reserve Bank to take care 

of extraordinary demands. The latter class particularly 

needs a comprehensive system of check collection through the 

Federal Reserve Banks. 

In the effort to meet this need in accordance with 

the provisions of the Federal Reserve Act and under the authority 

of the Federal Reserve Board, the Federal Reserve Banks inaUoorurated 

a system of check collection last summer, under which checks on 

all of the more than 7,600 member banlm, and a still larger number 

of state institutions, are now collectible through the system, 

practically at par. .( ~"' More than 16 ,ooo banks out of a total. of ~ :, 
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27,000 in the United States are now included. in the Federal 

Reserve Bank par list. In the New England States, the State 

of New York and in the Pacific Coast States, all banks are 

included in the par list. In the Seventh Federal Reserve 

District, the Federal Reserve Bank of Chicago collects checks 

on its 1,044 member banks and nearly 1 1 900 non-member banks. 

You will note the statement that these collections 

a.re made piractically at par. There is a service charge made 

against the depositing bank on all i terns p~ble outside of 

Chicago of 1½¢ per i tern. Ho service charge is made on Chicagu 

items. This service charge of J.i¢ per item is estimated to 

cover the actual cost of handling in the Federal Reserve Bank 

of Chicago. It includes postage, clerk hire, depreciation of 

ma.chines, a portion of the rent, and other miscellaneous ex­

penses properly chargeable to the operation of the Transit 

Department. It does not include a fee to collecting banks• 

ang tee? i~ rtnmt, • it !!:' 66sen1Jlrat 'lte ,Mot ell a•iJc&noi:a...the 
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The non-member banks which have 1mdertaken to 

remit at pmr for checks drawn on them have done so as a 

service rendered to their customers, the drawers of the 

checks, in order that the checks might be m:>re acceptable 

in the hands of holders. KnoWing that we make this charge 

of 1½¢ per item against the depositing banks, many banks 

have offered to remit for checks on themselves at the sane 

rate. They apparently do not take into consideration that 

our charge is made against the depositing bank for collecting 

out of town items, and that we make no charge for checks on 

~ 
the Federal Reserve Bank, ,.gr fQr that m 11e~ for checks on 

any bank in Chicago. 

The rule requiring that member banks provide :f'tmds 

to cover at par checks received from or for account of their 

Federal Reserve Bank, does not prevent '91'!8 member banks from 

charg~posi tors for the service of· collecting out of 

town items. The federal Reserve Board has publicly stated 
~~ 

that there is nothing in the law nor in ~ rulings to prevent 

" a member bank making rea.S'.> nable charges against its depositors 
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for the service of collecting checks, and such charges 

mcy even include interest on the credit advanced where 

the depositor draws against the proceeds of checlm before 

they can be collected. I know a great many country banlm 

believe it is impossible for them to charge their depositors 

for collecting checks, a:n.d that to do so involYes a con­

siderable reversal of existing customs. On the other hand, 

such charges are made in the larger cities, and there can 

be no question as to the right of a bank to compensation for 

services rendered. Maey of the country banks have followed 

the line of least resistance by charging for remitting for 

checks on themselves. In so doing, they have either directly 

or indirectly been charging each other instead of the real. 

beneficiary of the service. If a country bank whieh remits 

for its own checlm at par, sends to its city corres!X)ndents 

checks on a bank which charges for remitting, it must kaep 

v2i th its city coITespondents a balance of sufficient size to 
~~ 

justify /ft'te c1:t-,v correspondents in absorbing the expense 

involved. It therefore p~s for the service in one form or 

another and should recover the expense fl-om its own de!X)sitor. 
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in 

re than)hal.f the banks 

:uded in { he Federal Reserve 

thJ minorry should 

on /ii,,mselr• at the 

It is a recognized fact that a check on a bank is 

p~ble in cash at the bank's own counter. While the holder 

of a check cannot compel the drawee bank to pay the check in 

exchange on another city, he Caill compel payment in :full in 

money at the bank's counter. It is usual for country banks 

to remit in p~ent of their checks, excha.?loo-e on Chicago or 

some other financial. center. Many banks hold the view that 

in making such remittances in exchange, they are rendering 

a service for vhich they should be paid. 

I am going to ask you to look at the transaction 

from another angle. Let us suppose that some of' the checks 

on a country bank came into the hands of the FederaJ. Reserve 

Bank of Chicago for collection and that it appointed a local 

collecting agent to whom it forwarded all checks on the 

country bank, with instructions to collect actual cash. 
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How long do you suppose thi~ process would be continued 

before the country bank: would regard it as a privilege 

to remit in Chicago Exchange without deduction, f'or all 

checks on itself? 

§:,~e Federal Reserve Bank of' Chicago does not 

sey to the country benker - "You may have the choice of' 

remitting with.out deduction f'or all of your checks in Chicago 

Exchange or of' paying f'or all of them to our authorized agent 

in money at your own counter" - but instead it says - "We shall 

appreciate your co-operation in the develop:aent of a universal 
'O 

check collection system by remitting in Chicago Exchange without 

deduction for chacks on your bank, ani if you find it desirable 

to pay :for part of such checks in money, you mey ship 

j t£, ~ ·~ 4A--.\~ 
to us at our expense." I 4 l~ ~ ~ 

-----c .... 

distant point to 

the farmer, the p 

for a purchase is a. 

the necessity of trip to the bank to 

addition furnish 

made. If no one e er issued a check befo the funds 

the money 

nt 
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actuall at his credit n the bank, tfie value 
l 

i to rs' accoun would be grea increased. • The 

profit in the banki:og 

practi e of issuing a check to make 

of the receipt of :fml s which are e 

before the check is esented 

curtailed the 

in an icipation 

be av ilabil e 

awee bank. accounts 

sitars who pr tice such metho s are usually profitable 
~ \ 
I 

trongly urge your consideration, of the custom1,prevailing 
I 

cities of making charges of 50¢ or $1. per month against 

the accounts of depositors whose balances average less than a 

fixed minimllm. 

MEMBERSHIP OF STATE BANKS 

See special memorandurp.. 
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In so far as the rediscounting operation is concerned 

we have now progressed to a point where there is no question 

in the minds of the majority of our stockh._olders as to their 

having an abundance of eligible paper, moreover we have succeeded 

in convincing member banks that the rediscounting procedure is a 

very simple one and t hat the resources of the Federal Reserve 

System are available to member banks at all times. 

It is highly gratifying to those upon whose shoulders 

the management of the Federal Reserve System rests, to notice 

increasing interest and satisfaction with the workings of the 

new banking system. Member baMs should not forget that these 

banks are organized on lines substantially the same as their 

own banE...s - that is with a Board of Directors, the majority 

of which are elected by the stockholders, the officers of which 

in turn are elected by the Board of Directors. In other words, 

the management is dominated by its stockholders, who are the 

member banks. 
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LIBERTY LOAN 

As a matter of immediate and pressing importance the flotation 

of the Liberty Loan must be considered as occupying first place among 

the subjects touched upon in these remarks. No doubt you have all 

received copies of the official prospectus of the Loan issued by the 

Secretary of the Treasury, and the official application blank. There 

is little for me to add by way of information as to the Loan itself, 

and rather than trespass upon your patience by repeating facts with 

which you are familiar I would prefer to answer at the proper time such 

questions as may occur to you. 

Before leaving Chicago last evening I received two telegrams ~ 

-- ~-:,1~roti ~"HMW., calling attention to the fact that Associated 

Press dispatches indicating that the initial two billion dollar offering 

would be over-subscribed, are acting as a damper on the efforts to 

obtain subscriptions. This seems particularly unfortunate. The initial 

offering is not over-subscribed, and furthermore the earnest efforts of 

each one of us will be necessary to accomplish the desired result. 

Two billion dollars is an enormous sum to raise at a single operation 

even in j;his day of large figures in the realm of finance, and none of 

us should gain the impression that it can be raised if we stand idly by 
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and expect the ordinary investors to ta.lee the entire sum. 

Comment ha been received from yqur own state to the effect 
p 

that we could not xpect to sell a Gove nment Bond bearing three and 

one-half percent nterest in communitie where fo,ur percent is paid by 
(. 

some of the banks Frankly,such commeJt has been received with sur-

prise. Aside all question of one patriotic duty to support the 

Government in th s underta.lcing , surel'J the obligati<;;:_ ~~ the _U~i ted 

States yielding li,ree and one-haH p+•~• ~:;,r.,:-i_;;;.1:.,,~-;;;.. 
a credit at a b+ yielding four perce.nt. I cannot believe that 

comments of this }nature represent the feeling o~ any large percentage 

of the citizens of Iowa. 

Let me express the sincere hope that every one present will go 

home after this meeting impressed nth his personal responsibility to see that 

each individual whom he meets from now until June fi~eenth becomes a 

purchaser of one Of more Liberty Bonds. 

In the words of our Pres dent - -

' 1 ••The World must be made s -re for -Democracy." 
! \ 

"The 1 right i~ more precio than peace, and we shall fight for tbe 

i ' \ 
things whiph we have always carried nearest our hearts - for democracy, 

' ' I 

for the right of those who submit to authority to have a voice in their 

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



• 
''\ 

) 

own governmentj for the rights and Qiberties of small nations, for a 

universal dominp-on of right by such a concert of free peoples as shall 

bring peace anJ safety to all nations and make the world itself at last 
l 

free." 1 
"To such a task we can dedicate our lives and our fortunes, 

everything that we are and everything that we have." 
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THE FEDERAL RESERVE BANK DURING THE WAR 

INTRODUCTORY 

It would, of course, be gross presull!)tion 
to class J'I\Y'Self with those who have placed their 
services at the disposal of the Government for the 
period of the war, n:an.y of them at great personal 
sacrifice. You will, however, not misunderstand me 
when I say that it has been a privilege through my 
connection with the Federal Reserve Bank of Chicago 
to be at least a snall factor in the development of 
the financial machinery which has n:ad.e victory 
possible'. 

There is no doubt in J'I\V mind that without 
the facilities of the Federal Reserve System it 
would have been ill'[lossible to build the credit 
structure Which enabled us, first, to supply the 
Allies with funds, food and munitions and, finally, 
to throw into the breach that wonderful army which 
at the critical moment stemmed the tide of invasion 
and was a vital factor in the drive tbat resulted 
in the collapse of the military ma.chine of the 
Central Empires . 
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FEDERAL RESERVE B.Al-.1KS 
ORGANIZATION AND GENERAL FUNCTIONS 

While a certain amount of publicity bas been 
accorded the organization and development of the 
Federal Reserve Banks since the enactment by Congress 
of the Federal Reserve Act approved December 23, 1913, 
it bas been apparent in my talks with business men 
that many of them have a va.ge,,.,1:'rnpression that the 
Federal Reserve System is a new department of the 
Governroont and they have little accurate information 
as to the real character of a Federal Reserve Bank 
and its functions. 

It may not be amiss, therefore, to say that 
in ma.ny respects the Federal Reserve Bank is a bank ) 
pure and simple. It is governed by a Board of 
Directors composed of nine members , six: of i1hom are 
elected by the stockholders. These stockholders are 
not individuals, but are banks, members of the Federal 
Reserve System. All of the national banks are members 
mid , therefore, stockholders and such state banks and 
trust companies eligible for membership as have 
elected to co-operate in the development of a unified "'\.--
banking system for the entire United States. ~ 

The Federal Reserve Bank is a bank of deposit 
and discount, as much so as a corrmercial banlc. It is 
true that the relations of depositor and borrower can ) 
be entered into only by member banks, but the general 
public benefits through the facilities which are 
placed at the di sposal of member banlra. The member 
bank has the privilege of re-discounting paper which 
has been :rmde the basis of the extension of credit 
to individuals, partnerships, and corporations, pr~­
vided th~e.r . .is el-igible for re-discount under 
regulations pr onru.lga ted....by the"'Federal Reserve Board 
at ',vashington. 

The Federal Reserve Board under the pro-
visions of the Federal Reserve Act is composed of vf 
seven members, the Secretary of tho Treasury and the 
Comptroller of the currency being ex-officio members 
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Federal Reserve Banks 
Organization and General Functions {Cont'd) 

and the other five being appointees of the President. 
The Board has large powers in connection with the 
shaping of the general policy of the Federal Reserve 
System. 

The framers of the Federal Reserve Act in 
providing for the organization of thes-erbanks gave 
them a broad scope of activity, but it is doubtful 

v 

if anyone at that time foresaw the variety of functions 
tbat have been developed within the brief space of four 
years since the banks opened for business. In addition ) 
to the functions of deposit and discount ~r~ady men­
~ioned; the Federal Reserve Banks now issue the great 3 
bulk of currency which passes from hand to hand; they 
hold over $2,100,000,000 of gold, a sum larger than 
the total amount in the United States before the war; 
they are now an important factor in the collection of 
checks payable in all parts of the United States; they 
exercise a certain amount of control of the domestic 
and foreign exchanges of the country; they direct the 
Liberty Loan selling campaigns, receive subscriptions 
and make deliveries of bonds when payment has been 
corrrpleted; they have been intimately connected with 
the control of capital issues and have recently been 
charged with the responsibility of the administration 
of the war Savings movement. 

Several of the functions enumerated have been 
developed under the authority of Section 15 of the 
Federal Reserve Act, which provides that the monies 
held in the general fund of the Treasury, except the 
,five percent-um fund for the redemption of outstanding 
national bank notes and the funds provided in the Act 
for the redemption of Federal Reserve notes, rrny upon 
the direction of the Secretary of the Treasury be de­
posited in Federal Reserve Banks, which banks when re­
quired by the Secretary of the Treasury shall act as 
Fiscal Agents of the United States, and the revenues 
of the Government or any part thereof may be deposited 
in such banks and disbursements may be made by checks 
drawn against such deposits. 

L 
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RESERVES AND NOTE ISSUING FUNCTION~ 

Vben we consider the magnitude of the changes 
frequently shown in the weekly statement of the New York 
Clearing House Banks in these days of war financing, and 
think that fluctuations of, say, 50 millions in the re­
serves are allowed to pass with hardly a comment from 
nevvspaper financial writers, it is interesting to recall 
that under our banking system in the years before the 
v.ar a change of 25 millions in the reserves of the New + 

I 

York banks would often mean the difference betvreen ease 
and discomfort. 

The disappearance of the surplus reserve in 
the years before the passage of the Aldrich-Vreeland 
Act in 1908 has been attended by very high call money 
rates in New York and something of a shiver throughout 
the country. On the other hand, an increase of 25 
millions in the surplus reserves of the New York banks 
has been followed by a drop in the call money rate to 
less than two per cent and a mterial lowering of the 
rates for corrnneroial loans. 

Thus whenever the expansion or contraction 
of credit exceeded very narrow limitations the inevitable 
result was a cer tain amount of disarra.ng"ement of the 
financial structure and interference with commercial -J.­
and industrial deve lopment. 

It goes without saying that under the 
banking system of a decade ago the United States could 
not have sold seventeen billions of securities in a two 
year period. \Vbat has made possible the great expan­
sion of credit which we have witnessed in the last three __J 
years? The answer may be summed up in two phrases: , 
Mobilization of Reserves and the Note Issuing Power of 
the Federal Reserve Banks. 

The scheme of banking indicated by these 
i two phrases, though in its infancy in this country, 

·1 had been thoroughly tested in the financial systems 
of Europe. Its adaptation to our system of nearly 

J 
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Reserves and Note Issuing Function {Cont'd) 

30,000 individual banks bas presented many interesting 
) problems, the solutionsof which are being gradually 

accoll!Plished. 

In the natter of reserves the original pro­
visions of the Federal Reserve Act have been modified 
more than once, the chang-es being rra.de as the result 
of experience gained in the actual operation of the 
system. It was at the outset evident that if the 
reserves of the banl{S were pooled in a common reser-
voir they would be more effective than separate re­
serves held by each bank. The changes in the law have 
tended towards greater concentration of reserves in the 
Federal Reserve Banks and a smaller percentage of re­
serve for the entire country, as experience demonstrated 
that, relying upon the privilege of re-discounting at 
the Federal Reserve Banks, the member banlIB could be 
safely operated with a lower ratio of reserves to 
deposit liabilities. 

The value to irember banks of the rediscount­
ing privilege is intimately related to the note issuing 
po,yer of the Federal Reserve Banks. By way of brief 
explanation of this power let me say that the Federal 
Reserve Banks may obtain from the Federal Reserve Agent 
as the Govermoont's representative Federal Reserve notes 
upon the deposit of collateral security consisting of 
the various kinds of obligations u.pon which the Federal 
Reserve Bank is authorized to make advances to member 
banks, or certain bills of exchange or bankers' ac­
ceptances purchased in the open rm.rket, or gold or gold 
certificates. 

In order to assure the ability of the Federal 
Reserve Banlc to redeem Federal Reserve notes as pre­
sented, the law requires the maintenance of a forty per 
cent reserve in gold against outstanding Federal Reserve 
notes. This reserve under the law may be either part 
of the collateral securing the Federal Reserve notes or 
may be free gold under the bank's control. 
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Ileserve and Note Issuing Function (Cont 'd) 

As a means of providing a solid foundation 
for the country's credit structure, the Federal Re­
serve Banks have for some time pursued the policy 
of exchanging Federal Reserve notes for gold wherever ' 
possible. As a result of this policy while to-day / 
all of the Federal Reserve Banks bave outstanding 
more than $2,600 ,000,000 of Federal Reserve notes, 
there bas been concentrated in the Federal Reserve 
Banks more than ~~2,100 ,000,000 of gold or gold certi-1 

ficates. The resulting net expansion in the country's 
stock of money through the issuance of Federal Rese:r;ve 
notes is, therefore, only about $500,000 ,000. This ( 
it will be noted is only about half the increase in 
the country's stock of !IDney due to the net excess 
of gold imports over gold exports in the past four 
years. 

The reserve position of the Federal Reserve 
System to-day is very strong as compared with the 
great European central banlcs. It could handle a 
much greater expansion of credit than we have yet 
seen. In view of the fact that in all hunnn pro­
bability the peak of the present wave of credit ex­
pansion in this country will be passed within the en­
suing twelve months (if, in fact, we have not already 
entered a period of credit contraction), we have no 
occasion to fear that the Federal Reserve System may 
not meet every legitimate demand upon its resources. 
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LIBERTY LOAN ACTIVITIES 

Shortly after the passage of the Act approved 
April 24, 1917, now designated as the "First Liberty 
Bond.Act," the Secretary of the Treasury, about Ma;y 
4, 1917, ad.vised the Federal Reserve Banks that in 
accordance with the provisions of the Federal Reserve 
Act and of the Act of April 24, 1917, he had decided 
to authorize and direct them to act as Fiscal Agents 
of the United States in receiving subscriptions and 
paym3nts for and rraking deliveries of the bonds of 
the First Liberty Loan of 1917. 

The Federal Reserve Bank of Chicago im­
mediately proceeded to develop an organization for 
the purpose of discharging the new duties and re­
sponsibilities thus placed upon it. On iay 14, 1917, 
the Secretary of the Treasury offered for public sub­
scription, through the Federal Reserve BankS, 
$2,000,000,000, 15-30 Year 3-1/2% bonds to be dated 
June 15, 1917. Of this total there was allotted to 
the Federal Reserve Bank of Chicago $272 ,702,000. 

On October 1, 1917, the Secretary offered 
for subscription $3 ,000,000,000, 4% 10-25 Year bonds 
of the Second Liberty Loan, to be dated November 15, 
1917, reserving the right to allot additional bonds 
up to one-half the amount of any oversubscription. 
The total amount allotted for the United States was 
$3 ,808,766,000, of which there was allotted to those 
subscribing through the Federal Reserve Bank of 
Chicago $525,956,000. 

On April 6, 1918, the Secretary offered for 
subscription $3 ,000,000,000, 4-1/4% bonds to be dated 
May 9, 1918, and to mature September 15, 1928, re­
serving the right to allot additional bonds up to the 
full amount of any oversubscription. The total al­
lotment to the United States under this offering 
was $4,176,516,850, of which there was allotted to 
those subscribing through the Federal Reserve Bank 
of Chicago a total of $608 ,878,600. 
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Liberty Loan Activities (Cont'd) 

The campaign for subscriptions to the 
$6 ,000,000,000 or more 4-1/4% bonds of the Fourth 
Liberty Loan to be dated October 24, 1918, maturing 
October 15, 1938, was opened on September 28, 1918, 
the Secretary reserving the right to allot additional 
bonds up to the full amount of any oversubscription. 
The total allotment of this offering vva.s $6 ,989,047,000, 
of which those subscribing through the Federal Reserve 
Bank of Chicago took $969 ,209,000. This to date re­
presents the greatest financial transaction in the 
world's history. 

To sum up, the Government has floated since 
our entrance into the war fE issues of long term 
bonds, aggregating nearly l billions of dollars . 
Of this a.mount those subscribing through the Federal 
Reserve Bank of Chicago have taken $2 ,376,745,600. 
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FISCAL AGENCY DEPARTT'!ENT OF THE 
FEDERI\.L RESERVE BANK 

There has been developed a Fiscal Agency 
Department commonly known as the "Government Bond 
Department, 11 which now numbers more than 250 employes 
and occupies almost an entire floor in the Roolrery 
Building, which handles the enonnous volume of ac­
counting detail incident to the flotation of these 
Government loans of a rragnitude unprecedented in the 
history of the world. 

This Department handles correspondence, 
receives subscriptions and payments, ma.kes deliveries 
of bonds, Certificates of Indebtedness, War Savings 
Stamps and Thrift Stamps, nnkes exchanges of denomina­
tions of coupon bonds of the several Liberty Loans, 
as well as exchanges of denominations of Certificates 
of Indebtedness, pays coupons clipped from United 
States bonds of a:n.y issue; also pays maturing issues 
of bonds, handles the conversions of l~ver rate bonds 
into higher rate bonds when such conversion privileges 
arise, a:n.d many- other operations incidental to the 
principal functions outlined. 
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CER.TIFIC 1.T~S OF INDZBTEDNESS 

Prior to the offering of each Liberty Loan, the 
Secretary of the Treasury has sold through the Federal 
Reserve Banks short time CertificLtes of Indebtedness of 
the United States. He has also sold Certificates of In­
clebtedness in anticipation of taJCes. The Federal Re­
serve Bank of Chicago has w9.cle sales of such Certific.'ltes 
as i'ollm·,s: 

I t • • t • o·J.." '"1 .., • t L • b t I c'h n aJ.1 1.CJ-iJa • ion , 18 ... 1.rs • 1 er y ,oan •.• .,? 

In anticipation of the Second Liberty Loan • -~~ 
In anticipation of the Thi 1-d Liberty Loan • •. f? 
In anticipation of the Fourth Liberty Loan • • ~~ 
In anticipation of tho Fifth Liberty Loan, 

up to ancl including issue of January 
7, 1919 .................................. $ 

Tax Certificates sold up to and including 

77 , 693 ,000 
138 , 597 , 000 
325 , 355 ,000 
663 , 204 , 000 

289 , 072 , 000 

Tax Issue of November 7, 1918 • .......... ..... :~_2;;.;;..88=- , 765 ,ooo 

The ag,sTegate of the Certificates of Indebtedness 
and Liberty Loan Bonds sold through the Federal Reserve 
Bank of Chicago up to the closing of the subscription 
books on the Certificate Issue of January 7, 1919, is 
$4 ,159 , 431,600, an amount more than twice as large as the 
total issue for t:h.e entire United States of bonds of tile • 
First Liberty Loan. 
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WAR SA. VINGS CERTIFICATES AND THRIFT STAMPS 

V/hile a considerable part of the War Savings 
StarI!Ps and Thrift Stamps taken by the public have 
been purchased through the postoffices, nevertheless 
the Federal Reserve Banks have supplied these stamps 
to banks and other agents for their sale. 

In September of this year the Secretary of 
the Treasury transferred the Administration of Vlar 
Savings from the National War Savings Committee to 
the Federal Reserve Banks, pursuant to the policy 
of co-ordinating the activities of War Savings and 
Liberty Loan Organizations. 

These two organizations have now been 
brought under a central con trol in this Federal Re­
serve District and the problem of co-ordinating their 
activities is receiving constant consideration with a 
view to securing the best possible results. 

L-----------------~~-~---------
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Tonics for address on Federal Reserve Act . 

Organization : 
Capital stock; Deposits ; Borrowers 

Directors : 6 elected by s tockholders 
3 appointed by Federal Reserve Board 

Federal Reserve Board, Secretary of the Treasury , 
Comptroller , etc . 

Functions: 
Deposits . Rediscounts . Note issuing function. 

l<'iscal Agency : 
Liberty Loan activities 
Government bonds 
Certificates of Indebtedness 
~:ar savings 

I 
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I V ry glad t 10ur Pree !dent , • Woodrutt, ha paved 

the ~ tor me by expla.inillg in :vane that I am ot here tor the pur-

pose ot ....... ~i& a • apeeehf Several eks aeo 1 t a m:, pleasure to et 

promin nt Iowa r, to o I was pre anted as an otticer ot the 

deral :Beaorve !a.Dk of Chic reupon h soberly re rked 

but uld not dare to tell 

t he 

erve 

had heard. It is a tter ot reg t that I ould not be here l at 

eveniDg and thu miaeed t aplen id a that most of you liate d 

v1llo'a diat1J3gu1ahed 

had 1n mind. 

to. It 1• possible that I mlaaed heari 

oitisen, • C on, the vi ws that the I 

tem, of 

cis it. 

Chicago, 

I not here to diecus the merit of the de l serve Sys-

re maey, nor I here to re ly o thoso who cr1ti-

ch interest ab en itest d oo»ceming the 

0 

al a to t ha. een aoooJl:!Pli d 1n the direction of 

earnings, it occurs to th t thoa of our t okhold o are present, 

and oth r re a 11, 1 te d 1n a brief et te nt bearing 

on these points. 

During lmoat the entire period ainoe the openiDg ot the hder­

s 
l Reaene Bank at ot the mber banks have had a aurplue of idle tun a 

and conditions ha.Te, therefore• not been auch aa to afford the deral Re­

opportunity to exercise their chief money makh7« tanotion, that 

is, rediscounti?Jg tor ber btmka. NevertheleH, ince the date ot open-

1ng, the Chic bank has received 2,165 applications tor the pr1vile 
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of red1aoount1ng • eTery one ot which b en act d u n promptly on 

the day ot receipt. The proceeds have be n sent out in the to ot cur-

rency • or credi tod in the le r account , or t terred to York, or 

d , eited with eo 1cego correapondont, in ccordanc w1 th tbo sh ot 

t 4t■count!l'lg b . The bills discounted or :rediecounted .bav nmged 

1n alll)UDt b!0 16.00 , the an:alleet o , to 250,000. Our rediaoounte 

at the pre ent time about two BDd one-halt million dollars, very 

11 ount - lee, as a matter ot tact, o or 

ba.ulm could loan to on individual ithout exceecUng the l 

ot our Chicago 

l l11d.t. 

You y b interest d to k:no thnt the last ntioned amount coq,ris a 

loane to about 130 ot our mecber banks. 

In addition to th ee loans, our investments t the pre ent 

ti inolude about tlve million dollars ot the so called dollar accept­

ea, bills drawn against e ort and imports and accept d at different 

points, prillCipallJ in Yo~, though so have been ce~t din Chi-

C and a ls re. 

B yo th1 , • hav a.bout :rour million dolla 1nveated 1n 

municipal warrant• 1■aued by man1c1pal1 t1ea, pr1nc1pallJ in n England 1n 

aut1c1pat1on ot th coll ct ion ot t s hioh are, 1n each o ■e , dne under 
~ er .l.t I .(I./ 

• naltt'fiiaiiiii;.;~ the ms.turity of the warrante. 

e lso bav Goverzment bonds aggregatiDg ? ,600,000. wt 

the l rger part of ioh we have ta.ken out bond oour d circulation. The 

circulation, h ver, 1 not to b us d unl as aomo future emergency hould 

it nee as Y• 
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3. 

J.s the reault ot the 1nv atment ot so a 11 an amount of 

our re ourcea 1n the mw:wer cleaor1bed. it nay b of 1n rat tot 

ber b to know t the Chic deral erve B 1a taldng 

good oar of 11 1 t e:q>e?U,os and during be last tbree nths ita 

nd reqii1r nt~ tev r your opinion y 

e Res rve Aot, or with spect to the Chic 

ould bear in mind at all t1 a 

in gard to t 

and it 

thilie - the 

yo • You supply the nt1 ca:-1 tal • ook and all of th posit. 

You a respo ible tor the l ct1on ot six of it nil"..e directors o.nd 

haTe every re on tor coUAC, ....... ,.ulat1on upon the a lect1on that JOU bav 

• Pl e rat d that I nl')t o of t clireotora. 

The Board ot Directors a etrivi fr o tat to 

develop a policJ und r n1c e r, be tit po aible under the 4e 

Re rvo Act will bo ohe ~ly ani romptly :va1l :ble to tbe member 

b tover the detects in the 1 Reserve Act y , all 

b should undertake to .: rto:rm th ir du t1 1n oontorm1 ty th tbe 

provlsiou ot the t: it is not pose1ble, a so s er stat d at 

the .n.a.~tt~ City oo'lff nt1on, tor the Federal Re rve Bauk9 or the der. 

Re erve oard to undertake to op rate th ttaire ot the s111tem in 

oo m s of tho ven or e t thouaen individual 

• e k 

1ll1ng d r ~ to co-uru, .~ .. te w th them 1n co 1der1Dg oessary 

s, end It thi opportilni ty of telling JOU all, 

prssentat1ve of xaatloml r S t b J that 

th.er you 

ahs.11 be Tery 
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glad to hear fro JOU 

esene law or the 

re rd to 8.ll3' points concel'lli 

ral Re ene BankB , hall 

Federal 

J&rticularl7 

har,p1 to Te a raonal call fr JOU at any ti that JOU may be in 

Chic • 

I thank ..,o , ntle n. 
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.... 

[r. McNeil stopped at the bank a few days ago and 

presented a sort m first 

to meet with you all here this evening at dinner and second, 

requesting that I take this opportunity of talking to you on 

the subject of the Federal Reserve Act. The first part of his 

invitation I immediately accepted as it always affords me 

plea.sure and profit to meet with such good company. In accept­

ing the invitation, however, I expressly stipulated I would not 

undertake to deliver aey address or make any speech, ¥ there 

are very good reasons for my declining to do so. I did tell 

Mr. McNeil, however, that I should be ve y glad to undertake as 

best I could to answer any questions which any of those present 

might care to ask concerning either the Federal Reserve Act or 

the f'unctions of the Federal Reserve Banks. 

It is fair to presume that most of you are informed, 

at least in a general way, with respect to these matters, but 

for the benefit of those who~ not be familiar with the subjects, 

I might sa:y that the Federal Reserve Banks are now 

operating u?Jier the provisions of the new banking la,rs 

passed by Act of Congress in December 1913. ---
The Federal 

for the establishment 

N1 ~,t.o,-(.... 

Reserve Banking LMJ ie mi 1'bt w...provide S 

of Federal Reserve Banks to furnish~stic 

currency, to afford means of rediscounting comnercial paper, to 

establish effective and more efficient supervision of banking 

throughout the United States, anf for other purposes. Under the 
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Act an organization committee was provided for, consisting of 

The Secretary of the Treasury, Secretary of Agriculture, and 

The Comptroller of the Currency. This committee was empOVTered to 

designate not less than eight nor more than twelve cities through­

out the United States to be known as Federal Reserve Cities, and 

also to divide the Continental United States into districts,ea.ch 

district to contain one of such rederal. Reserve Cities. This 

committee, after deliberate am. caref'a.l investigation, concluded 

divided the United States into twelve districts and proceeded llllder 

authority of the Act to organize a Federal Reserve Bank to be located 

in each of these Federal Reserve Cities. 

~ t ~ 
(The cities chosen~are probably femlllttr to all. At any rate 
lthere are 12 in number and each -is design.a d by number fl-om 
(1 to twelve. - Boston, New York, Phila., Cleveland, Richmond, 
(Atlanta, Chicago, St. Louis, Minneapolis, Kansas City, Dallas 
( and San Francisco. ) 

Each of these Federal Reserve Banks is conducted under 

the supervision of am. controlled by a Board of Directors nine in 
~ 

number. Three of these directors are chosen by re,resentative 

of the stock holding banks, three other members chosen by the 

member bank stock holders representing the commercial, agricultural 
~ 

and industrial interests of the district. The rema.inin~ three 

directors are appointed by the Federal Reserve Board, one a person 

of banking experience is designated as Federal Reserve Agent, 

another of ba.nl'.ing experience as Deputy ~ederal Reserve Agent and 

( 
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- if3-

the third is representative of the commercial interests . 

Reserve Act every National Bank 

in an amount 

riot in which 

it is located , to an anxnmt equal to six per cent 
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about 70 million of these notes, which is more than four 

times the largest am:>unt of clearing house certificates issued 

by the Chicago Clearing House Assn. in 1907 and outstanding at 

time. 

The F. R. Banks up to the present time have not 

exercised their principal money ma.king function, that is re­

discounting for member banks. This is easily accounted for by 

the tremenduous surplus reserves which have been accumulated 

at the centers, thereby ~Ying available an abundance of loa~ 

funds for legitimate purposes w1 thout calling upon the Federal 

Resene Banks. It is not to be expected that the F. R. Banks 

in nornnl times will have much demand f'rom their member bankB 

for the rediscounting privilege, and this no doubt explains the 

action of the framers of the bill in providing other means ff 

investing funds. For instance, we are permitted to purchase 

U. s. bonds also short time municipal warrants and bonds. le 

are also permitted to purchase in the open market bankers' 

acceptances, provided they involve the exportation or importation 

of merchandise. Furthermore , the F. R. Banks are authorized to 

engage in foreign banking to some extent. They may open bank 

accounts and establish agencies in foreign eountries for ·the 

purpose of buying ani selling two name bills of exchange having 

not more than 90 days to ru::i. 
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Chicago, llay 8, 1917. (1) - LL --

6}) 
We have with us distinguished guests, 

one from the greatest city of the British 

Empire, the other from the Capital City of 

our own nation. Lord Crmliffe, Governor of -

the Bank of England and the Hon. Charles S. 

Hamlin of the Federal Reserve Board, and for-

merly its Governor. We trust that the pleasure 

which they in this way give us may be at least 

to some extent requited by pleasure they may 

receive at our hands. Ue give them a cordial 

welcome and we highly appreciate the honor which 

their presence does us. 
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(2) 

WILLIAM A. HEATH, after serving With fine 

ability and signal success in the affairs 

of our commercial bankers has recently been 

appointed Federal Reserve .Agent of the Fed-

eral Reserve Bank of Chicago and Chairman 

of its Board of Directors. I am happy to 

introduce Mr . Heath. 
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( 3) 

GEORGE M. IIBYNOLDS, President of the 

Continental & Commercial National Bank of 

Chicago, requires no introduction to any 

one present in this room, whether he be f:rom 

this city, from ?nother city or f:rom other 

countries. I am pleased and honored to 

present Mr. Reynolds. 
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(4} 

CH.ARLES G. DAWES. I had intended to use as 

few words in introducing Mr . Dawes as Mr . 

Reynolds, but pleasant memories enforce the 

recollection that when~ William McKinley, 

25th President of the United States, appointed 

Mr. Droves Comptroller of the Currency, Mr . 

Dawes in turn appointed me, an obscure bank 

teller, to the post of :National Bank Examiner. 

I have always had a tender spot in my heart for 

the former Comptroller as well as gratitude and 

admiration. Let me present Mr. Dawes, President 

of the Chicago Clearing House Association, banker, 

philanthropist and good citizen. 
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(5) 

In the Congress Hotel last week was 

gathered what was probably the most significant 

meeting held in Chicago since the days of the 

.American Civil War. Fourteen hundred men and 

had 
women/quietly assembled, to hear a message :from 

Ex-Ambassador Girard. There was enthusiasm 

but there was no excitement. Instead a sober 

earnestness prevailed, such as I had never 

:felt in any public meeting . The great address 

of our former .Ambassador reached an audience 

awake, heart and soul, to national peril, eager 

for information, guidance, and ready for service. 

It was a representative and intelligent assem-

blage. The mixed nature of our citizenship was 
Digitized for FRASER 
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(6} 

never better exhibited. Despite racial or 

national differences, all were Americans. None 

other were present. In listening to Mr. Girard, 

I could not help recalling history of over two 

thousand years ago when Demosthenes, recogniz-

ing the designs of Philip of Macedon aeainst 

the integrity of Greece, thundered his unheeded 

warnings in the oars of the Athenian people. 

He could not awake his fellows, and although 

Greek thought still dominates the world, Athens 

as a political power fell. But .America is at 

last aroused. The United States Government has 

been called the greatest business in the world. 

Perhaps, with apologies to our English cousins, 

this is true. At any rate her machinery has Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



( 7) 

started and preparedness in this Country is 

under way on a mighty scale. This preparedness 

in its present thoroughness would have been an 

impossible thing without the existence of the 

Federal Reserve Aot, which has been called the 

most important legislative enactment in half a 

century of National Life. It is interesting to 

note the existence todey of an unformulated but 

generally held conviction that this Act represents 

the beginning and the foundation of all physical 

preparedness in the Nation's affairs. I do not 

-----
think this statement can be challenged. But the 

new banking machinery would be useless wi tbout 

able administrators, one of whom is here and has 

I 

\ 
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(8) 

agreed to speak. I feel happy and privileged 

to present, and once more to greet, our brilliant 

and very distinguished friend and fellow citizen, 

MR. HAMLIN, of the Federal Reserve Board. 
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LORD CUNLIFFE 

The history of the English fiscal 

system from the time of William, the Con­

queror, down to the present day, is a long 

record of patient adjustment of practice to 

conditions. i"his can be illustrated in no 

(9) 

better way than by events of the last three 

years. Since the outbreak of the great wa:r, 

the conservation and mobilization of English 

financial resources has astonished the world. 

Nothing could be more scientific. Its success 

surpasses imag~ation. ,le have with us one of 
~ ,i__µ.;~,..,:;. .. :..J..J..J,ltn o, AA/ 

Britain's ~t~-and an administrator 

of la:rge affairs. ~ithout further words and in 

full realization of the distinction and honor 

~hich his presence affords us, I present Lord 

Cunliffe, Governor o~ the Bank of England. 

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



(10) 

IN CLOSIUG we give our thanks and ex.press our 

appreciation to Lord Cunliffe, to Mr. Hamlin, 

and to all wbo have participated in tonight's 

program. We earnestly trust the reciprocal 

relations recently established between the 

Reserve Banking machinery and the English bank-

ing system will energize a.nd develop the material 

resources of both nations, and aid in uniting 

the English speaking peoples of the world in 

connnon defense and pursuit of the principles of 

freedom and democracy. 

This meeting is now adjourned. 
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.MILW A.UKE.E , WIS. May 28 , 1915 • 

Ad.dress ,1?x. James ].. McDougal, 

Governor, Federal Reserve Bank .Qf Chicago. 

Mr . President, Members, and Guests 

of the Bankers' Club of Milwaukee: 

It was in 1791 that Alexander Hamilton pro­

posed his scheme for a National Bank. About 

this time he produced two reports on public 

·credit, upholding an ideal of national honor 

unequaled then and unsurpassed since. It was 

not a national banking system that was planned, 

but a bank which should be the financial a.gent 

for the Government. Finally cha'rtered to do 

business through the States, having branches 

and handling deposits of national f'und.s, it 

became known, as you are a.ware, as the bank of 

the United States. You a.re familiar with its 

history. Hamilton, its found.er, the first 

Secretary of the •Treasury, Washington 's favorite 
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and nearest friend rests in Trinity Church 

Yard, at the head of Wall Street. There he 

has slept quietly for over a hundred years, 

through panic and turmoil, through the growth 

and development of the country he loved and 

served so well. It facinates a.nd holds the 

imagination in strolling up Broadway, to stop 

at the historic spot marking his resting place 

and to ask what .would be the thoughts of this 

man, if living today, this man who, more 

than any other one man, created by his genius 

(2) 

the initial foundation -of national credit, 

honestly acknowledging and skillfully discharg,­

ing all just obligations of the Government. If 

the spirit of .Hamilton could tonight clasp hands 

with the present distinguished Secretary of the 

Treasury, it would be in congratulation upon 

the splendid banking facilities now afforded 

for national progress at home and abroad, and 

the permanent displacement of the antiquated, 
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inadequate, and dangerous machinery with 

which our bankers and merchants have struggled 

since civil war days. This, however, is in­

cidental. 

The invitation which you have so kindly 

extended us indicated that we were to come 

here for an informal dinner and conference. 

(3) 

It is a great pleasure to be here in this way, 

presenting as it does a particularly attractive 

and favorable opening for a free and general 

discussion of matters interesting and comma.ming. 

Five of the functions imposed by the 

Federal Reserve Act on Reserve Banks are: 

1. The holding of the reserves of 
member banks. 

2. Rediscounting. 
3. The note issuing power. 
4. The development of trade relations 

with foreign countries. 
5. Clearing of checks for member banks. 

It is not my purpose to attempt a general 

discussion of the Act or its provisions, I 
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(4) 

prefer handling only a few details which 

are of immediate and pressing application 

to you and to us in our mutual task of in­

suring the successful operation of the Federal 

Reserve Bank of Chicago. 

You all know to what extent we are hand.­

ling the reserves of member banks, and you are 

aware that the handling of these reserves by 

us judiciously is not easy, but this subject 

I mu.st for the present pass without extended 

notice. 

In the ma.tter of rediscounting, con.­

siderable misapprehension has been in evidence 

on the part of many member banks. They have 

assumed very little of their pa.per to be 

available for rediscount, and have also mis­

led themselves into believing the process of 

rediscounting to be so bound about by red 

tape as to constitute the Federal Reserve 

Bank an aid unavailable except as a last re­

sort. ~1t'hen opportunity has been afforded to 

talk with such bailkers it has usually required 
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only a few moments to disclose their error, 

and that, on the other hand, a surprisingly 

large amount of their paper is immediately 

available for rediscount, and that the mu.ch 

feared red tape is largely a mental hazard. 

As a matter of fact, all applications are 

acted upon the day of receipt under require­

ments designed only to insure safety and the 

maintenance of the assets of the parent in­

stitution in liquid condition. Perhaps you 

(5) 

will regard it strange my referring to this 

matter in Milwaukee. I do so because a full 

understanding of the significance thereof now, 

and in the future, is hardly to be overestimated, 

and on account of the prevalence of mu.ch apparent 

misunderstanding thereon, at the present time, 

throughout the district. The banks of your city 

have co-operated with us to date in all impor­

tant particulars, and we hope by these few words 

to correct any erroneous ideas which may be in 

your minds, and through you to reach and instruct 
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the minds of your friends and correspondents. 

In my opinion, the assurance of adequate 

emergency reserves now quickly available to 

member banks is, in itself, a· safeguard, the 

value and importaooe of which ca.mot be over­

estimated. Here is an apt illustration: 

( 6) 

At a luncheon recently given in Chicago, 

the president of one of our largest institu­

tions made a signi~ioant statement. Upon re­

ceipt of the news that the Lusitania had been 

sunk one of the bank's largest customers, a 

manufacturer who had suffered. in the panic of . 

1907, came to the bank fearing that there 

might be a repetition of his former experience 

and indicated anxiety and distress lest his 

credit might be curtailed. He asked for ad­

vice as to what he should do. Thereupon the 

president reminded him that he and all other 

responsible borrowers need have no anxiety-­

that there was now a bank around the corner 
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which was not here in 1907 and through 

,-ihi~h there was quickly available, currency 

and credit limited only to the amount of 

good assets the commercial banka were able 

to offer for rediscount. 

We shudder to consider what would have 

happened to the United States if the European 

war had come in 1907 • .Bad as that panic was 

for us, its capacity for ha.rm was infinitely 

less than if it had fallen upon us in the 

present world crisis, ,if we were at this time 

restricted to our old facilities. In that 

(7) 

yea:r our banks were working at cross purposes, 

each more or less selfishly trying to save 

itself. Today our 7,500 national banks have 

been brought into permanent and comparatively 

harmonious cohesion, all slowly, but I hope 

certainly lea:rning that to succeed and grow 

they must, as President ,1nson has said of 

the relations of the nations of the earth 

to one another, "Not merely make use of each 
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other, but be of use to one another." The 

Federal Reserve Board bas in its control, 

in a compact mass, the reserves of 7,500 

national banks for use, to quote :from a 

recent editorial in the New York Times, 

'"i7hen i:md where wanted, each for all and 

all for each." Evidence abounds on all 

( 8) 

sides to demonstrate how greatly the prosper­

ity of the United States is dependent upon 

world's markets. Our domestic commercial and 

industrial activities, it is true at the pre­

sent time, are not up to normal, but consider­

ing the European situation, it seems marvelous 

that the depression has not been greater. 

With respect to foreign trade, there 

is now in convention in Washineton the Pan 

American Conference. Nineteen or more 

countries are represented. This affords a 

great avenue for the exploitation of trade 

relations. President Wilson, i n opening the 

meeting, delcared we must have commerce of 
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minds with one another before we can have 

commerce in goods. }Jr. Vanderlip of the 

National City Bank also spoke at that con­

ference the following signiticant words: 

!'If we fi nd ourselves in a state of unpre­

paredness for war, we find ourselves at 

least in a state of preparedness for extend­

ing our banking facilities abroad. This is 

(_9) 

a thing to be considered seriously in build­

ing up our relations with the Central and 

South American countries. The conditions in 

those countries are just what · conditions were 

with us a generation ago. They ·need capital 

for t heir enterprises just as, until recently, 

we used up all our capital in domestic enter­

prises where now we have an enormous rund for 

use in the foreign field. So, I say, I look 

for great things from this conference i n 

closer relations and more fruitful communi­

cations." These words which I have quoted 

from Mr . Vanderlip were predicated on the 
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enormous reserves now held by our national 

banks and their facilities for rediscounting, 

and for the expansion of loans. Having myself 

enjoyed no practical experience in foreign bank­

ing, I therefore, recently asked one of the best 

foreign exchange men in the country to f'U:rnish 

for this meeting his idea of the present foreign 

opportunities. His reply I herewith quote in 

totum, 

"Our banks are now able to accept bills 

under conditions favorable to themselves, which 

(10) 

is quite as important to the drawer of the bills. 

Every time a bill is drawn in a foreign country 

on America in settlement for imports by this 

country, or to pay a debt due by this country, 

and we eliminate the middleman, we reduce the 

cost to ourselves as well as to the drawers of 

the bill, for the fewer hands throu~ which 

these bills pass, the fewer commissions have to 

be paid. The dollar acceptance, particularly 

that class of bill which represents payment of 
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commodities imported by this country, is now 

frequently met with~ ani in these days of easy 

money finds a very ready sale. The development 

of the acceptance business depends on our 

(11) 

ability to maintain a relatively low money market 

for the discount of such paper here. Publicity 

of the widest kind ma.st be given to our rates so 

that people in South America, China, Australia, 

to say nothing of Europe, will be able to keep 

informed as to the going rates of money in this 

country for the discount of the bills on America 

which they may be expected to have for sale. It 

is important that they should know that there a.re 

nmv in •America~ as there have been in other coun.­

tries for years, different rates of interest for 

different classes of bills, and that the rate which 

the American-money market applies to the acceptance 

of its own banks is an attractive one." 

"The Act provides for the establishment of 

the bank in foreign. countries. Great capital is 

not necessary for such undertakings, but credit 
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is, and that would be available in abundance. 

The establishment of foreign branches, which 

at first need not be much more than mere agen­

cies operating at small expense, should do much 

to facilitate our foreign trade by f'urnishing 

credit facilities to our own people for the 

financing of their imports. l1Iearly a.11 of 

this business has gone to London in the pa.st, 

and while much of it must go there for many 

years to come by re~son of England's commanding 

position as a creditor nation, the end of the 

wedge is in, and in time, with the aid of our 

Federal Reserve Banks, the dollar, or direct 

exchange, will be met with more frequently." 

I mentioned in the beginning of this 

address the scope and limitations of my 

efforts here this evening. I have tried not 

to wa.~der from the track. Let me now emphasize 

what you already know, namely, that the central 

institution of this district must be built into 

a smooth running machine for general use and 

(12) 
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• 

general protection in emergencies. It is our 

aim and fundamental purpose to make the Federal 

Reserve Banl{ of Chicago of the grea.test possible 

benefit and service to all member banks and in 

that way to reach and serve the public. The 

management will always be llappy in the oppor­

tunity for private conferences. It will glad-

ly receive suggestions and honest criticism to­

ward improvement and better work, and herewith 

cordially invites not only representatives of 

member banks but others interested in the pro­

gress of the Federal Reserve System, to visit 

us. The day will come in rrry judgment when all 

of the best corporate financial institutions 

in this country, whether national or state, 

large and small alike, will be component parts 

of the whole, vitally interested in its success 

and development. 

A word in conclusion. One of your prominent 

citizens is one of our directors. His signal 

{13) 
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abilities have been oheer:f'ully and g-enerously 

expended toward surmounting the preliminary 

difficulties of organization and getting the 

bank fairly on its way. I should be most un.­

grate:fUl not to recognize and acknowledge the 

services of Mr . A.H. Vogel. This I now .do 

unreservediy and thankfully. 

Mr . President , I trust and beg to offer 

the sugeestion, that before the evening is 

over, that a:n.y one in this room will be heard 

from who has an;,v inquiries to make, or any 

suggestions to offer. You know, in advanoe, 

that Mr . BOS\'TOrth, Mr . McKay and I will be 

happy to participate . 

(14) 
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/ 
• Toastmaster, , embe 

Des Moine Guestsi-

V - 0- 0- 0-o-o-o- o-o-

When I as asked to come to Des Moine • it was 1th 

the distinct understanding that no speech wa to be expected 

ot me. Talking usually helps me not at all, 

ancient Greeks ould say: ''Silence is a th 

man repenteth". But, notwithstanding th 

• Meredith in rtr3' request for imrmmi 

, as the 

of which no 

Qne 

thought which has been running thr gh my mind ror 

oat constantl - impel d me to call apher 

ought in 

To begin with, and incidental tom::, point, the 

banking order was a year old November 16th last.Q 

this you have already been reminded . In other words, the 

twelve Fed ral Reserve Banks then completed the fir t year 

of their activities. Expressions of opinion have been 

freely indulged in by tho press throu hout the country on 

the erits of the system to date, and it is gratifying to 

note that the weight of opinion thus expressed by fair-minded 

nn papers, journals, etc., indicate public approval . It 

is ad.mi tted with candor , and so tar a I am concerned with 

satisfaction, that . the reserve banks to date have not earned 
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their actual expenses, including organization expense, except­

ing four of the institutions, namely those at Richmond, Atlanta, 

Dallas and Chicago. The reasons therefor are simple. No one 

knows better than you that the comnercial banks throughout the 

United States have been operating with enormous reserves far 

in excess of legitimate and wholesome requirements. Therefore, 

the rediscounting privilege afforded by our banks has been but 

little availed of in the North. With such conditions as those 

prevailing over the country the past year, the Federal reserve 

banks have been ~fforded time and oppartunity to arrange 

machinery and to formulate policies to meet future exi nciee 

bound to arise. Notwithstanding the almost negligible demands 

upon the institutions ot the North for either credit or cur-

• rency, they have performed ~ortant functions in the creation 

of confidence and in stabilizing the financial structure of the 

country. It is impossible to overestimate the importance of 

~ is one thing. They are now prepared and stand ready to 
~ 

perform other important tunctions. 1 The past year, marked as 

it has been by the most supreme material events of the 

Christian era, threatened at one time the molesale destruc­

tion of confidence here and elsewhere. A panic was in the 

making. But the Federal Reserve Act saved the day. There 

is plenty of evidence to this effect on all sides. You know 
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perfectly well since the outbreak of the war of 1914 several incidents 

have occurred, each in itself sufficient to have created disaster and panic 

under the old banking law. Yet each, thanks to the new system, broke 

harmlessly with hardly a commercial ripple. How could this have happen-

d without the Federal Reserve Act? 

By rare good fortune the Reserve Bank of Chicago was favored 

and honored in the selection of a Board of Directors including some 

of the ablest men of the nation. This statement I make with the great-

st c nfiden e. You are are .t t. e out or the nine d rector 

are residents of the Conmonwealth of Iowa. Some one has said that the 

greatest business in the world is the United States Government. The 

Federal Reserve Act is a vital part of that business and I am now will­

ing after a year•s experience to endorse the stat~nent by a distinguish­

ed financial writer of the East to the effect that the Aot is the most 

important legislation handed out to the people of this country since 

the adoption of the Constitution in 1787. 

Now here is the point I have been lea.ding up to: 

The ederal Reserve Act contemplates a unified banking system, 

comprising not alone the national banks, whose membership is 

mruidato , but the sound, ef iciently msnaged t te institutions 

as well, whose membership is voluntary. A large portion ot this 

audience is representative of State banks. None of you are member 

banks. If your business has been poor or unsatisfactory the past 

year, nevertheless you should be thankful tor fair weather. 'JP)ere 

nertaia-: n no 
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4o 

BUt you are certain 

in the future to run into difficulties and stormy conditions. 

Who knows this better than you? You have withheld trom member­

ship because you have probably otteet in your minds the safety 

ottered by the Reserve Act with what bas seemed more liberal 

te enjoyed in your State charters. BUt it is no longer 

wise or prudent tor tate bank to continue this policy. 

The terms on which you may nO\v come into the fold have been 

made 11 ral and attractive. It is only a question of time f 

when your interests and the interests of your stockholder 

toroe you to come in. Why not therefor do it now? Is it 

wise to consider the comfort and convenience of the present 

calm waters ahead ot the satety and ecurity ottered you by 

membership in the Chicago Institution? 

You gontle~en are successt1l men who need no advice 

in your current activities. But banks like individuals must 

have care ot their reserves. I do not here use this ord 

tt•eserves 11 in its bankiug sunse, but in a broador and deeper 

sense which you will readily catch. 
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Topics 

AD.MINISTRATION AT WASHINGTON 

WAR LOAN Bil,L, Passed April 24. 
5 billions bonds, 
2 billions cer,tificates 
3 billions for Allies 

/ 
Estimates expense first year 

C}) 10 billions, half of which will 
go to Allies 

FEDERAL RESERVE BANKS FISCAL AGENTS 
Each of the 12 districts given 
its pro rata quota 

ORGANIZATION FOR HANDLING THE LOAN 

LARGELY A CREDIT TRANSACTION 
Will stimulate business in most 
lines, and moreover will encourage 
thrift and the habit of saving, 
which ultimately must revert to 
the benefit of the entire country. 

FOOD SITUATION THROUGHOUT THE WORLD 
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