THE FEDERAL RESERVE SYSTEM

In the thirty yeers preceding the creatiomn of the Federal Reserve
System in 1914 the country experienced six panics (panics of 1884, 1890,

1893, 1903, 1907 and 1913). As a result of the panie of 1907, which occurred
during the administration of President Roosevelt, a commission known as the
Nationel Monetary Commission was appointed and oharged with the responsibility
of making an exhaustive study of the banking systems abroad, with a view to
determining what changes were necessary or desirable in the %E‘qu-
of the United States and in the laws rohti‘n; to banking in this country.
This commission was also instructed to determine what the defeocts in our .
“b‘nki.ng mtu then in effect were, A report was rendered by the Commission
in 1912, GSeventeen defects in our banking system were pointed out, among
which were:
1, Inelasticity of national bank note circulation,
2. Inadequate and unreliable credit facilities.
8. Reserves of banks throughout the country instead of
being mobilized with any central reserve institutions
and in readiness for emergencies were found scattered
; and unavailable.. :
Meny of the important recommendations contained in the report of
this conmission were later embodied in the Federal Reserve Act which became

& law on December 23, 1913,
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The purpose of the Federal Reserve System is set out in the
preamble to the Federal Reserve Act as follows:

“4maot o provide for the establishment of Federal
reserve banks to furnish an elastic currency, to
afford means of rediscounting commercial peper,
to establish a more effective supervision of banking
in the United States, and other purposes.”

Organization of System as & whole, Under the terms of the Act, the

Continental United States was divided into twelve districts,
so arranged that no ome distriet had 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 citles which were selected as
head off'ices for Federal reserve banks are as follows:

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
8t. Louls
Minneapolis
Kansas City
Dallas

o San Frencisco

o ; Some of the districts cover vast areas, and so as to provide
_expedient service for banks located at points distant from the head office
the Act provides that branches may be established., Such branches are
operated under the supervision of a local board of directors, and at the
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present time branches of Federal reserve banks are being operated in the

following cities;

Buffalo
Cincimnati
Pittsburg
Baltimore
Charlotte
New Orleans
Jacksonville
Birmingham
Nashville
Detroit
Louisville
Memphis
Little Rock
Helena
Denver
Oklahoma City
Omahe

El Paso
Houston

San Antonio
Los Angeles
Portland
Salt Lake City
Seattle
Spokane

E
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Federal Reserve Bank of
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New York
Cleveland
”

San Francisco

The entire System operates under the supervisiom of the Federal

Reserve Board at Washington, a body comprised of eight members,including the

Secretary of the Treasury end the Comptroller of the Currency who are ex-

officio members.

S8ix members are appointed by the President,

In selecting

the six appointed members due regard must be given to a falr representation
of the financial egricultwral, industrial and commercial interests and

geographical divisions of the country.
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Organization 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), Three of these directors must be bankers
and three must consist of men actively engaged in commerce, agriculture
or some other industrial pursuit, The remaining three directors 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 en
office in the Federal Reserve Bank, supervises the note issues, and acts as
the official representative of the Federal Reserve Board. The executive
officers such as Governor, Deputy Governors, and junior officers, are elected
by the Board of Directors in a menner similar to that in which the officers
of commerciel banks are elected.

Contrary to an impression which seems to prevall, the United States
itself is not a stockholder in the Federal Reserve System, although it is a
depositor therein. The stockholders of the Federal reserve banks consist of
their member banks, The law provides that all national banks shall be members
of the Federal Reserve System and shall subscribe to the capital of the
Federal reserve bank located within its distriet in an amount equal to six
per cent of the subseribing bank's capital end surplus, one-~hglf of this amount
being paid in cash, and the remainder subject to ocall, State banks may also
become members of the System provided they meet with certain requirements and
subseribe to the capital on the same basis that national banks do.

Taking the three principal defects of the 0ld banking system as
pointed out by the National Monetary Commission and referred to above, it is
interesting to note how they were taken into consideration in the framing of
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the Aot and the means which have been provided to correct the difficulties
previously experienced, To overcome the inelastic quality of the natiomal
bank note eirculation provision was made for the issuance of Federal Reserve
notes, These notes are issued to the Federal rinrn banks by the Govermnment
against security consisting of liquid paper rediscounted for member banks

and at least forty per cent in gold. The Federal reserve banks can issue
this cuwrrency to member banks against paper which the member bmh have
scquired in the regular course of their business; Thus it will be seen that
as business expands and there is a demand for greater discount accommodation
the paper that is eligible for rediscount may go to the Federal reserve bank
as seourity for ewrrency, and in turn when such paper matures its payment
automatioally withdraws the Federal Reserve notes against which it stood as
partial securitys; whereas previous to the organization of the Federal Reserve
System the principal forms of eirculation were gold, gold certificates,
silver, silver certificates, and United States notes, all of which were
practically fixed in amowunt, and the national bank notes afforded very little
elastiocity because the maximum emount that could be issued was limited to the
total amount of United States Govermment bonds outstanding bearing the eire
culating privilege. (All national bank notes must be secured by an amount

of Govermment bonds equel in face value to the amount of notes issued.)

To overcome the inadequate credit facilities which were experienced
during many of the paniecs in the past, the new Act provided that member banks
of the Federal Reserve gy‘ct- have the privilege of offering for rediscount
the paper from their M made by responsible individuals, firms and
corporations, the proceeds of which have been used for commercial, industrial
or agriculturel purposes. This rediscount privilege is useful, during the
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erop moving season for instance, when the legitimet® credit demands of a
community exceed the amount of funds which its banks have unemployed,

\

R Y B B

likewise the seasonal credit demands of commereial and industrial pursuits
may be met in this manner,

It will be remembered that another important defect pointed out
by the Monetary Commission was the unavailability of reserves when most needed.
Banks throughout the country are required to maintain a certain percentage of
reserves against their deposits, In order to illustrate this we might take
the case of any small national bank located in a small town, Previous to the
enactment of the Federal Reserve Aot these banks were required to maintain
a reserve equivalent to fifteen per cent of their total deposits. 8ix per cent
of this amount they were obliged to carry in cash in their own vaults and
nine per cent to be maintained on deposit with some larger hu\k_lmm in
& reserve or cemtral reserve oity, During the perieds of t:&m ‘1t was found
that all of the country banks would start calling in the reserves which they
had on deposit in reserve and central reserve cities, and as the reserve and
central reserve city banks in order to pay interest on the balance maintained
with them by the country banks were obliged to keep the funds employed,
difficulty was sometimes experienced in -nting the demands of the country

A e !,p/‘-vg

banks for the return of their reserves, Accordingly, to overcome the diffie
culties attending this form of maintaining reserves the Federal Reserve Act
provided that all member banks maintein their reserves against deposits

with the Federal Reserve bank of the district in which it is located, So as

to meke the reserves readily available for use in emergencies it was provided
that no interest be paid on balances so maintained at the Federal reserve banks,
thus permitting the funds to be held unemployed and held immediately available

when needed.
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It may be interesting to note that the dealings of Federal Reserve
banks are confined almost entirely with its member institutions. No deposits
are received from individuals; in other words it may be referred to as a
bankers' bank., In addition to the funections which have been referred to,
the Federal reserve banks maintain a check collection service for members,
as well as for non-member banks which meet certain requirements, provide safe-
keeping fecilities for members, and operate a very extensive leased wire system,
having direct contact by wire with all Federal reserve banks and branch offices
throughout the United States, '

The Federal Reserve Act also provides that the Secretary of the
Treasury shall have the right to designate the Federal reserve bank as the
Fiscal Agent of the Treasury Department, and under this authority a Fiscal
Agency Department is maintained in the various Federal reserve banks, During
the World War, when it will be recalled the various Liberty Loans and Vietory
Loans were floated, the Fiscal Agency Departments were the mediums through
which the Treasury floated its securities, end these departments are still
active in assisting the Treaswry Department in refunding its maturing obliga-
tions and in the colleetion of interest coupons as they mature from time to time,
and the flotation of new issues of Government securities such as Certificates
of Indebtedness end Treasury Bonds,.
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QUTLINE FOR TALK
BEFORE 10th ANNUAL BANQUET OF THE FIRST NATIONAL BANK,
¥ORT WAYNE, INDIANA, SATURDAY EVENING, FEBRUARY 9, 1929.

Banquet planned by employes of the bank - officers and
directors and a few stockholders invited.

Comment on duties of stockholders to bank.

THE FEDEZRAL RESERVE SYSTENM AND HOW IT OPERATES,

REPORT OF MONETARY COIMISSION
In 1808 Congress appointed a commission designated as

the National lonetary Commission, charged with the re~
sponsibility of determining what changes were necessary
or desirable 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
Congress, proceeded deliberately, etc., etc.,

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

Inelasticity of national bank note eirculation.

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 RESERVE ACT.
The 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
of rediscounting commercial paper, to establish

more effective supervision of banking, ete.
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PLAN OF ORGANIZATION
Law provides for not less than eight nor more than

twelve banks.

SYSTEM 12 banks - 12 districts
National and state bank members.

CAPITAL STOCK SUBSCRIBED ENTIRELY BY MEMBER BANKS
GOVERNMENT NOT A STOCKHOLDER.

Gapital & Surplus ~Fed.Res.System _340,000,000.00

-Bank of England 85,965,087.00

- . "  -Bank of France 54,766 ,452.00

. - "  -Reichsbank 96 ,945,733.00

Reserve deposits of System 2,390,000,000

Gold on hand 2,867,000,000

Notes outstanding at present 1,845,000,000

Notes outstanding at high coint 3,404,000,000
FEDERAL RESERVE BOARD

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

MEMBERSHIP IN S DISTRICT
289 State banks Paid-in capital $8,532,200
966 Nat'l * " ®* ® 10,601,850
1,255 315,134,050

MOBILIZATION OF RESERVES

FUNCTIONS
DISCOUNTIKG FOR MFMBER BANKS
CURRENCY ISSUING
PAR COLLECTION SYSTEM
LEASED WIRE SYSTEM - Average messages per day 3,082.
GOLD SETTLEMENT FUND

FISCAL AGENCY OPERATIONS - FINANCING DURING THE WAR
EXPIRATION OF CHARTER -~ INDETERMINATE
Digitized for FRAS®R reference to fact that small and large institutions
https://fraser. stlowség.dé)rg ted on a D&I’if-y
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FIRST NATIONAL BANK, FORT WAYNE, IND.
Capital $1,000,000; Surplus $500,000; Undivided Profits $445,0003 Deposits $15,912,000

Cs He Worden, Chairman of the Board.
c. M. Niezer, Presj-dent.
Harry C., Fair, Vice President.

The bank was organized in 1863.

LINCOLN NATIONAL BANK & TRUST COMPANY.

Capital $1,000,000; Surplus $850,000; Undivided Profits $207,000; Deposits $12,615,000,
S. N, Foster, Chairman of the Board.

Chas. H, Buesching, President.

Geo. Waldschmidt, Vice President.

Organized in 1905.
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LD NATIONAL B FORT W. IND,
Capital $500,000; Surplus $500,000; Undivided Profits $166,000; Deposits $9,102,000.

Henry C. Paul, President.
Frank H. Cutshall, Vice President.
Stephen Morris, Cashier.

Organized in 1835.
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- / TANNERS' COUNCIL OF AMERICA

(0. % October 26, 1928.
L (/ u‘/; ./L/:,,v,

"—/
THE FEDERAL RESERVE SYSTEM AKETIOW IT OP 2% /

" MONETARY COMMISSION
In 1908 Congress appointed a commission designated
as the National Monetary Commission, charged with
the responsibility of determining what changes were
necessary or desirable 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 Congress, proceeded deliberately,
etc., ete.

REPORT RENDERED IN 1912 \
17 defects pointed out - among which were

Inelasticity of national bank note cir-

culation.

Inadequate and unreliable credit facilities.

Reserves instead of being mobilized and in
readiness w:re found scattered and unavail-
able. -

Cite Panic - 1807 - Clearing House script
. —  authorized October 29, 1907.

THE FEDERAL RESERVE ACT

The 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 oi 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
Natlonal and state bank members..

FE N Rt =S T S
CAPITAL STOCK SUBSCRIBED ENTIRELY BY MEMBER BANKS \
GOVERNMENT NOT A STOCKHOLDER.

\

=
Capltal & Surplus - Fed Res.Systen 378,000,000.00
" " _ Bank of England 88,954,788.,00
. . " - Bank of France 87,815,000,00
B " . -~ Reichsbank 96,945,733.00
Reserve deposits of System 2,358,000,000 |
Gold on hand 2,636,000,000 |
Notes outstanding at present 1,717,000,000 |
Notes outstanding at hlgh point 5,404,000,000 |

s p————— P o cors sttt AT 20

FEDHRAL “RESERVE BOARD ‘ﬁ&

—<ORGMIISASTON=OF FEDFRAL RESTRVE BANKE :/ iy,
Board of Directors, Classes A.B & Vong Simpson,
Reynolds, etc.

Executive Officers.

MEMBERSHIP IN SEVENTH DISTRICT
297 State banks Peid-in capital $8,056,600,
969 National banks bl g # 10,392,650

MOBILIZATION OF RESERVES |\ L1 $a s
33
FUNCTIONS

DISCOUNTING FOR MEMBER BANKS
CURRENCY ISSUING
PAR COLLECTION SYSTEM
LEASED WIRE SYSTEM - Average messages per day 1,750
GOLD SETTLEMENT FUND
FISCAL AGENCY OPERATIONS - FINANCING DURING THE VA

Seasonal demand
Crop-moving demand
Agricultural situation.
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‘»Reserve Bank Is Cleared
~ in Lindy .Escape by Will

Special to The Chicago Daily News.

Beverly Hills, Cal, June 6.—Eng-
land elects alabor government. Three
hundred out of 600 are here, but nobody
has ever accused one of doing a tap of
work. When a man goes in for poli-
‘tics over here he has no time for
labor and any man that labors has
no time to fool away with politics
QOver 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

, been laid on to the federal reserve.

o 66-3f

5,
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FEDERAL RESERVE SYSTEM -
What it is.
What it is not.

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

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

Can loan for specific purposes 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."

jay, | !
// U 2 C - L"/l u\_,./l'ér//zy_}—v

/ /
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OUTLINE FOR TALK AT AURORA

)

m;; mmmnssmszsrmmaonn /
OPERATES. e

In 1908 Oongreas Appainted a comunission designated
as the National Monet:ury Commssion,; charged with
the res-ongibility of determining what changes were
necessary or desirable in the monetary system of th
United States and in the laws relating to banking.
This commission, the personnel of which was chosen
from both houses of Congres:, proceeded delibergtel
etc., etc, /
v

912
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. V

Cite Panic - 1907 - Clearing House seript autho

October 29, 1007. /

he inporbant recommemdations contained in the
= oo-report were later embodied in the Federal
Reserve Act - 1913 - This being an act
To furnish an elastic currency, to afford
me:ng of rediscounting commercial paper,
to establish more effective supervision of
| banking, etec.

QF O TIO
Law provides for not less than eight nor more
' than twelve banks.
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SYSTEN 12 banks - 12 districts
| National and state bank members.

| CAPITAL STOCK SUBSCRIBED m":n BY MEMBER BANKS
GOVERNMENT NOT » STOCKHOLDER.
37'05ur66.

| Capital & Surplus - Fod.Res.System  5673500;000700
- Bank of England 86,370,643.00 \A
" " o - Bank of France 53,652,520.00

) » » . -~ Reichsbank 71 874,380.00
Reserve deposits of System z,sg ,000
' Gold on hand 2 130 o v
Notes outstanding at preseat /71777 7 }75“;999,090 -
Notes outstanding at high point 3,404,000,000 )/
FEDERAL RECERVE BOARD v
ZATION B .
Board of DI ectors, Classos A.B & C - /V op /l—then
Executive Officers. W‘*" A
MEMBERSHIP IN SEVENTH DISTRICT
308 State banks Paid—in capitd 7,944,850
986 Mational bank e 10,150,850
MOBILIZATION OF RESERVES 7 Feq

/

DISCOUNTING FOR MEMBER BANKS

CURRENCY ISSUING

PAR COLLECTION SYSTEM

LEASED WIRE SYSTEM - Average messages per day 1,750
GOLD SET/LEMENT FUND

FLSOML AGTIOY OPRUTIONS = FINANCING DURING TH5 AR

\_“‘*“*——-—'—————’_‘—" P e e A

ON O - INDETERMINATE

= S ———— 1 e ————

S ——————— ——————
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Make reference to the fact that small and largo \
institutions are treated on a parity.
' Emphasize the fact that Aurora has secured and |

can depend upon securing the bemefits of the
Federal Reserve System.
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» OUTLINE FOR TALK

JUNIOR BANK OFFICERS CLUB
May 16, 1928

SUBJECT; THE FEDERAL RESERVE SYSTEM AND HOW IT
OPERATES.

1808 Gongross appointed a comais sion designated
ag the National Monstary Commission, charged with
the responsibility of determining what changes were
necesgary or desirsble in the monetary system of the
United States and in the lawse relating to banking.
This commission, the persomnel of which was chosen
from both houses of Congress, rrocesded deliberately,
“co’ atc.

17 deects po ted out - among which were

ﬁelastioity of national bank note ecirculation.

Inadequate and unreliazble credit facilities.

Reserves instend of being mobilized amd in
readiness vere found scattered and
unavailable.

Cite Panic - 1807 - Clearing House gcript authorized
October 28 3 1907,

!hs i rtant recomuendations contained in the
report were later embodied in the Pederal
Reserve Act - 1813 - This being an act
To furnish an elastic currency, to afford
means of rediscounting commercial paper,
to establish more effective supervisicn of
b&nkm, ete.

Law provides for nmot less than aight 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
GOVERNIENT NOT A STOCKHOLDER.
]7,/' 9J o. aoo,oa&
'Capital & Snrplus Fed.Res. System N
: - Bank of England 85,965,027,00"
" . " - Bank of France 54,766,452.00
n L « Reichsbank 96,945,733,00

Reserve deposits of System 2, 4»7 §vy oo 2,498,996—600‘
Gold on hend 2608948000, 2,709,000,000
Notes outstanding at present /vif7y0.000 1,591,000,000
Notes outstanding at high point 54404,000,000

' Board of D1m,claasea AB &0
Executive Officers.

" 502 State bamks. pas;d-u capital $3,004,700
975 Mational banks.
! 18,128,050
MOBILIZATION OF RESERVES

DISOO%M‘IﬂG FOR MEMBER BANKS

CURRENCY ISSUING i

PAR COLLECTION SYSTEM ;

LEASED WIRE SYSTEM - Average messsges per dajf 1,750 7 /|
: < |

GOLD SETTLEMENT FUND
NS « FINANCING DURING THE WAR

EXPIRATION OF CHARTRR ~ INDETERMINATE

y M S ﬂ—)ﬁ? 29 Y
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Make reference to the fact that small and large
institutions are treated on a parity.
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y QUTLINE FOR TALE
JUNIOR BANK OFFICERS CLUB
oy 18, 1988
SUBJEC®; THE FEDEAAL RESERVS SYSTR AND HOW IT
OPERATES,

08 Cox ‘r: anmintod a com:i slon designated

as tho Nationsl Monstary Comn'.galon, chargod with
the rosponsibility of detorcnining what changes wore
nocessary or desirasble in the monetary syston of the
United Statos and in the lawss rolating to banking.
This commission, the .erionnel of which was chozen
from both houses of Congress, rroceaded deliberately,
m.. m. 1

Inelasticity of national bank pote cireulation.

Inadeuate and unreliable credit facilities.

Reserves instecd of being mobilized amd im
readiness wore found scattored apd
unavailable.

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

portant recomnendations comtained in the
report were lator embodied in the Fedoral
Renerve Act - 1017 - This being an act

To furmnish an elastic eurrency, to afford .
means of rediscounting commercial paper,

to establish more effective supervision of

banking, etc.

Law mdu for not less than eight nor more

than twolve bania,.
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SYSTHE 12 banks = 12 districte
National and state bonk membors,

GAPITAL STOCK SUBSCRISED ENTIRELY BY MEMBTR BANKS
GOVERNMENT HOT A STOCKHOLDER.

Capual & w Fod.Res. Oysten %@m
' . n . ﬁ :; hfh‘lf 54 mom-m

* ® ® . Reichsbank 96,945,735,00
Raserve deposiis of Syotem %9403,000,000

~ Gold on hend 2,709,000,0°0
Hotos outstunding at resent 1,501,000,000
Hotes outstaniing at high joint 3,404,000,000

PAR. COLLECT!ON SYsStmu
LEASED WIRE SYSTHME - Average mesasges per day 1,750
GOLD SETTLEMTNT VUND

ZLSCAL AGTCY QPTAARIQNS ~ PINANCING DURING THE WAR

« IRDEITRIINATE
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Make reforence to the fact that smell and large
institutions are treated on a parity.
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OUTLINE FOR TALK .W)ZAJ

o W T

/QL’VITATION EXTENDED BY MR. GEORGE
¢ UBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT

@ OPERATES.
REPORT OF MONETARY COMMISSION

~  In 1908 Congress appointed a commission designated
as the National Monetary Commssion, charged with
the resnonsibility of determining what changes were
necessary or desirable in the monetary system of the
United States and in the laws relating to banking.
This commission, the personnel of which was chosen 4
from both houses of Congrssz, proceeded deliberately,
etc., etc.

REPORT 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.

1//, éE“ Cite Panic - 1907 - Clearing House script authorized
. G October 29, 1207.

THE FEDERAL RESERVE ACT
The important recommendations contained in the
repo report were later embodied in the Federal
Reserve Act - 1913 - 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
GOVERNMENT NOT A STOCKHOLDER.

Capital & Surplus
n n . Bank of England 86,370,643.00

” ’ » - Bank of France 53%,652,520.00
- Y " - Reichsbank 71,674,380.00
T3, 53,60, A
Reserve deposits of System 2,354,000,000 ~
Gold on hand <,819,000,000
Notes outstanding at present ([ 1,584,000,000
Notes outstanding at high point { 5,404,000,000
‘2,709 43P

FEDERAL RESERVE BOARD : )
1,590, 02 1

ORGANIZATION OF FEDERAL RESERVE BANKS Cytﬁéﬁ::kfi—-—-—"‘
Board of Directors, Classes A.B & C ‘

Executive Officers. :

MEMBERSHIP IN SEVENTH DISTRICT
308 State hanks Paid-in capital $ 7,944,850
986 National banks " : 10,150,850

18,095,700
MOBILIZATION OF RESERVES 33
24
FUNCTIONS il

DISCOUNTING FOR MEMBER BANKS

CURRENCY ISSUING

PAR COLLECTION SYSTEM

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

FISCAL AGENCY OPERATIONS - FINANCING DURING THE WAR

——SOEPECEEDIT- TGN,

EXPIRATION OF CHARTER -~ INDETERMINATE

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



l Make reference to the fact that smiall and large
institutions are treated on a parity.

: Emphasize—the fact—that—-Aurera—has—secured and
| can depend upen securing the benefits of the
eral ReserveSystem.

Feder em.

Digitized for FRASER
https://fraser.stlouisfed.org
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PR 0
QUILINE FOR TALK
MAMAGZRS MEETING ~ INTERNATIONAL HARVESTER CO.
June 12,1928,

SUBJECT; THE FEDERAL RESERVE SYSTEM AND HOW IT
1 OPERATES,

CITE PANIC - 1907 - Clearing House script authorized
October 29, 1907.

In 1908 congrese appointad a commission designated
as the Nutional Monetary Commission, charged with
the responsibility of determining what changes were
necessary or desirable in the monetary system of the
United States and in the laws relating to banking.
This cemmission, the personnel of whieh was chosen
from both houses of Congress, proceeded deliberately,
‘“o,ﬁtcc,

dcfccta pointodout - among which were

Inelasticity of national bank note circulstion.

Inadequate and unreliable credit facilities.

Reserves instead of being mobilized and im
readiness were found scattered and
unavailable.

‘!ho ,_ ., roeomeadationa containad in the
report were later embodied in the Federal
Reserve Act = 1913 - 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.

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



SYSTEM 12 banks - 12 districts
National and state bank members.

CAPITAL STOCK SUBSCRIBED ENTIRELY BY MEMBER BANKS
GOVERNMENT NOT A STOCKHOLDER.

4
Capital & S\l:rgm - Fed. Res. System 372,950,000,00
p% - Bank of England ’85:965,027.00
" ” " - Bank of France 54,766,452.00
. . -~ Relchsbank ‘ 96 ,945,733,00
Reserve deposits of System 2,432,822,000
Gold on hand 2,608,948,000
Notes outstanding at present 1,508,370,000
Notes outstanding at high point 8,404,000,000

148,

EtS00merry yon ymmen sanss

CURRENCY ISSUING

PAR COLLECTION SYSTEM

LEASED WIRE SYSTEM - Average meassages per day 2,899
GOLD SETTLEMENT FUND.

FISCAL AGENCY OPERATIONS - FINANCING DURING THE #AR
EXPIRATION OF CHARTER - INDETERIVINATE

Make reference to the fact that small and large
institutions are treated on a parity.

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



01d banking system - reserves inadequate and
unavailable in times of need.

New system = reserves mobilized in readiness at all
timbs to serve as a bagis for the extension of
eredit to legitimate enterprises or as a basis of
note issues,

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



S8z . OUTLINE FOR TALK BEFORE JUNIOR %,,.;
y CIERS - CHICAGO STOCK EXCHANGE
Dccember 5' 19240 4:00 Po Mo

INTRODUCTORY REMARKS

SUBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT
OPERATES

e T 4
Stock Exchange dependent upon condition of
money and investment markets. Federal Reserve
System has stabilized these markets.

REPORT OF MONETARY COMMISSION

In 1908 Congress appointed & commission designated
as the National Monetary Commission, charged with
the responsibility of determining what changes were
necessary or desirable 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 Congress, proceeded deliberately,
etc., etc.

REPORT RENDERED IN 1912

17 defects 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 scat tered and
unavailable.

THE FEDERAL RESFRVE ACT

The 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 of rediscounting commercial paper,
to establish more effective supervision
of banking, etce.

L
¥ \ORGANIZATT ON COMMI TTER

& Law provides for not less than eight nor more
N / then twelwe banks.

SYSTEM 12 banks - 12 districts
Digitized for FRASER National and state banks members.

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



CAPITAL STOCK = SUBSCRIBED ENTIRELY BY MEMBER BANKS
GOVERNMENT NOT A STOCKHOLDER

Capital & Surplus

" " "

Fed.Res.System §$333,000,000
Bank of England 88,325,184
Bank of Frangce 51,580,022
Reichsbank 73,128,832

"n L "

FEDERAL RESERVE BOARD

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

MEMBERSHIP IN 7TH DISTRICT
358 State banks -~ capital subsoribod $6,082,500

1055 Nat'l banks = " 9,098,200
15,180,700

MOBILIZATION OF RESERVES.

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

FISCAL AGENCY OPERATIONS - FINANCING DURING THE WAR

What I ond have you bear in mind with respect to the

Federal Reserve System is that it is composed of twelve
separate and independently organized bamks, banks of
deposit and discount, etc. Under the immediate controld
of the Board of Directors, the majority of whom are
selected, etc. 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 contrary for the interest
of the general business of the country.

CHICAGO STOCK EXCHANGE
Extend invitation to visit bank.

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



‘GOV. STRONGON - _
FEDERAL RESERVE

Says\ﬁ Produced Ease _of Mind and
Business Tranquillity Never f
Before Existing [/

’ !
1 ;

The great confidence instilled -among business men
and the tranquillity of the public mind are perhaps the
‘outstanding benefits the Federal Reserve system has
|brought about, in the opinion of Benjamin Strong, gov-
lernor of the New York Federal Reserve Bank. “It is the
American habit to measure 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, including 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
of widely scattered banks—such as check and other col-
lections, handling the currency, the transaction of finan-
lcial operations with the public for the Treasury. Many
(others could be named. “The total in dollars would be im-
| pressive.

“Important as this is, the greater value of the system
"has been the tranquility of mind, and the stability of bu51-
iress, 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 anythinig 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, amounting since 1920 to $1,500,000,000.

“Since the establishment of the Federal Reserve sys-
tem we have avoided that seasonal money stringency 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 funds be-
tween the east and the west that thare is never a premmum
on New York or Chicago or San Fraacisco funds anywhere
in the country

“We have been largely freed from the exrense, delay,
and risk with which exchange charges on checks burdened
the settlement for business transactions.

“In the Federal Reserve system we have. secured in-
surance against the swift disaster which followed 4any |
usual financial disturbance under the old rigid bankmg‘
(system. In the Federal Reserve system we have provided
for us a smoothly working mechanism which relieves ur
from the constant irritations which were the regular ac-
companiment of the old chaotxc disorgamzed banl;ins reh-r
I:my ips.

By the stability it aﬂards to business ﬁm'
system haq removed a great cause of

ht;tps (aser owse Wywmmm"”wﬁw

Federal Reserve Bank of St. Louis
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OUTLINE FOR TALK BEFORE JUNICR
' B 4300 Pv—ite—

ANTRODUCTORY REMARKS

SUBJECT: THE FEDERAL R¥ERVE SYSTEM AND HOW IT
OPTRATES

Stock Exchange dependent upon condition of
money and investment markets. Federal Reserve
System has stabilized these markets.

) MONETARY COMMISSION
In 1908 Congress appointed a commission designated
as the Nztional Monetary Commission, charged with
the responsibility of determining what changes were
A necessary or desirable in the monetary system of the
e United States and in the laws relating to banking.
'{ This commission, the personnel of which was chosen
\ from both houses of Congress, proceeded deliﬁerately,
A, etc., etc.

B ERE 12
17 defects pointed out - among which were

Inelasticity of n.tional benk note circulation.

Imdeqmte and unreliable credit facilities.

| Reserves instead of being mobilized and in
readiness were found aoa.t tered and
unavailable.

THE FEDERAL RESTRVE ACT [

The 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 of rediscocunting commercial paper,
to establish more effective supervision
of banking, etc.

ORGANIZATI ON COMMI TTEE
Law provides for not less than eight nor more
then twelw banks.
SYSTEM 12 banks - 12 districts
Digitized for FRASER National and state banks members.

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



CAPITAL STOCK - SUBSCEIBED ENTIFELY BY MEMBEFR BANKS
R GOVERNMENT NOT A STOCKHOLDER

capltal & Surpln- Ped .Res.System $333,000,000 \
" - Bank of England 88,325,184

" " - - Bank of France 51.580,022

» » " « Reichsbank 73,126,832/

ORGANIZATICN OF FEDEFAL RESVRVE BANKS
L Board of Directors, Classes, A, B & C
Executive Officers.

o

358 State banks - aqun.l_mhscribod ’s,osz,aoo
1055 Nat'l bamks - B

15.1ao.voo

CR © E37 .

DISCOUNTING FOR MEMBER BANKS
CURRENCY ISSUING PRIVILEGE
PAR COLTECTICR SYSTEM
LEASED WIRE SYSTEM

GOLD STTTLEMENTFURD

What I would have you be:r in mind with respect to
Federal Reserve System is that it is composed of twel
separate and independently organized bamks, banks of
deposit and discount, etc. Under the irmediate control
of the Board of Directors, the majority of whom are
selected, etc. While it 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 contrary for the interest
of the general business of the country

Extend invitztion to visit bank.

Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis
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The Chicago Board of Trade is to the public
the most import-nt and economical agency 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 cormission men for the exchange of
commodities, and in my opinion what this great
institution does in behalf of the agricultural
interests of the ccuntry and those who are
engaged in the manufacture of products therefrom
is characteristic of the duties of the great Stock
Exchanges of this country in Hew York and Chicago -
perform in behalf of the great railroads and other
great corporations in the matter of determining
the markest value and faciliteting the distribution
of capital issues. Consequently, when invited
to speak before the junior employes' organization
of the Stock Exchange of Chicago with a view to
outlining the mamner in which the Federal Reserve
System operates, I feel it to be my duty to respond
in the hope that my efforts may be productive of
giving you 2 better understand ing with respect to
what these Federal Recerve Banks are and how they
operate.

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



OUTLIEE FCR TALK BEFORE JURICR
CLERKES - CHICAGC STOCK EXCHANGE
December 5’ 1924. 4:00 Pe Me

oDl Y RK

SUBJECT: THE FEDERAL R¥ EEVE SYSTEM AND HOW IT
OPTRATES

Stock Exchange dependent upon condition of
money and investment markets. Federsl Reserve
System has stabilized these markets.

0 ARY COMMISSIO

In 1908 Congress appointed a commission designated
as the liztional lonetary Commsission, charged with:
the responsibility of determining what changes were
necessary or desirable 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 Congress, proceeded delibarately,

Qto A ] ’to.

17 defects pointed out - among which were

Inelasticity of n tional bank note circulation.

Imadequate and unreliable crediit facilities.

Reserves instead of being mobilized and in
readiness were found scat tered and
unavailable.

The important recormendations contained in the
report were later embodied in the Federzal
Reserve Act - 1913 - This being an act
To furnish an elaptic currensy, to afford
means of redisccunting commercisl paper,
to establish more effective supervision

of banking, etc.

ORGANIZATI O COMUI TTEE
Law provides for not less than eight nor more
then twelw banks,

SYSTEM 12 banks - 12 distriocts

Digitized for FRASER National and state banks members,

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



The Chicago Board of Trade is to the publiec
the most important and economical agency 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 commission 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
engaged in the manufacture of products therefrom
is characteristic of the duties of the great Stock
Bxchanges of this country in New York and Chicago -
perform in behalf of the great railroads and other
great corporations in the matter of determining
the market value and facilitating the' distiribution
of capital issues. Consequently, when invited
to speak before the junior employes' organization
of the Stock Exchange of Chicago with a view to
outlining the mamner in which the Federal Reserve
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 understand ing with respect to
what these PFederal Recerve Banks are and how they
operate.

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



TAPITAL STOCK - SUBSCRIBED ENTIRELY BY MEMEFR BANKS
GOVERNMENT NOT A STOCKHOLDER

Capital & Surplus - Fed.Res.System $333,000,000
. Bank o f England 88,325,184

S i " = Bank of France 51,580,022
- - - =« Reichsbank 73,128,832
RES C.

ORGANIZATICN OF FEDTEAL RESFRVE BANKS
Board of Directors, Classes, A, B & C
Executive Officers.

MEMBERSHIP IN 7TH DISTRICT
358 State banks - capital aubsoribed $6,082,8500 -
1055 Nat'l banks - " 9.Q98.2(D
15,180,700
ZATION O FRVES .
C
DISCOUNTING FOR MFMBER BANKS
CURRENCY ISSUING PRIVILEGE
PAR COLTECTICN SYSTEM
LEASED WIRE SYSTEM
! GOLD STTTLEM NTFURD
ISCAL A CY OPERATIONS — FINANCIN ING THE W,

What I would have you besr in mind with respect to th
Federal Reserve System is that it is composed of twel
separate and independently organized bamks, banks of
deposit and discount, ete. Under the immediate control
of the Board of Directors, the majority of whom are
selected, etec. While it 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 contrary for the interest
of the general business of the country

CHIC S i
Extend invitation to visit bank.
Digitized for FRASER

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



The Chicago Board of Trade is to the pudTic
the most important and economical agency 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 commission 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
engaged in the manufacture of products therefrom
is characteristic of the duties of the great Stock
Bxchanges of this country in New York and Chicago
perform in behalf of the gmeet railroads and other
great corporations in the matter of determining
the market value and fascilitating the distribution
of capital issues. Consequently, when invited
to speak before the junior employes' organization
of the Stock Exchange of Chicago with a view to
outlining the manner in which the Federal Reserve
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 understanding with respect to
what these Federal Reserve Banks are and how they
operatee.

Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis
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7/ ¥4 Qu'«/ld\
OUTLINE FOR TALK BEFORE-ROTARY
GLUB -~ FORP—WAYNE,—INDIANA

M o 12 15POM.
N% 19y §
ROTARY CLUB - INVITATION EXTENDED BY MR. -W%ﬁBSGKMIDﬂH4,/
e i ol
SUBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT
OPERATES.

REPORT OF MONETARY COMMISSION
In 1908 Congress appointed a commission designated

as the Notional Monetary Commission, charged with
the responsibility of determining what changes were
necessary or desirable 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 Congress, proceeded deliberately,
ete., etc.

REPORT RENDERED IN 1912
17 defects 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.

Gite Panic - 1907 -nClearing House seript authorized
October 29, 1907. L

THE FEDERAL RESERVE ACT w
The 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 of rediscounting commercial paper,
to establish more effective supervision of

banking, etc.

PLAN OF ORGANIZAT ION
Law provides for not less than eight nor more

than twelve banks.

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

—¥ebal—£¥anchise_tax_paid-to-Goverament»

by System . - $ 139,114,643+00

Capital & Surplus - Fed.Rese.System 3555;3625,000-00
i e Bank of England 86,370,643.00
. il s Bank ‘of Frs 53,652,520.00
¢ " " fnk 4 o 71,674,380.00

.7. 3VY, 000,
Ll ’

!
o
@
e
Q
n
w0

Reserve deposits of System’
Gold on heand 7.8) g 2;838,0005,000
Notes outstanding at present /.J§.» ¢ 1 670,000,000
Notes outstanding at high point 3,404,000,000

FEDERAL RESERVE BOARD (i/

ORGANIZATION OF FEDERAL RESERVE BANKS &,‘7' Gt
Board of Directors, Classes A,B & C lenbiopaifrBwid
Executive Officers.

MEMBERSHIP IN SEVENTE DISTRICT

5C;gp355 St ate banks - capital paid in 6,655,250
qagbgeea Net'l.banks - capital paid in 8,821,8?0
15'5 :,E E

MOBILIZATION OF RESERVES

FUNCTIONS
DISCOUNTING FOR MEMBER BANKS
CURRENCY ISSUING
PAR COLLECTION SYSTEM
LEASED WIRE SYSTEM - Average messages per day 1,750
GOLD SETTLEMENT FUND

FISCAL AGENCY OPERATIONS - FINANCING DURING THE WAR

"4 j ) Ty :
D@nzedk,];zr;R Al?r A

https://fraser. stl‘owsfed org
Federal Reserve Bank of St. Louis
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GOLD CREDIT TO ENGLAND § 2L s s

EXPIRATION OF CHARTER

Make reference to the fact that small and large
institutions are treated on a parity.

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

Digitized for FRASER
https://fraser.stlouisfed.org
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VOL. XXIV
REPORT OF

NATIONAL MONETARY CQMMISSION

or affiliation in broeder fields mekes it impossible
to use these or similer locel agencies to prevent
panics or avert calamitous disturbances affecting the
country et 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 cases of emergency. - g ° L&f(/
[ o s T econd

6. We have no effective agency covering the entire
country whioch affords necessary facilities for making
domestic exchanges between different localities and
sections, or which can prevent disastrous disruption

of all such exchangeS/ln times of serious tfshhle. b
o j,‘,v&t _\.~/‘:" \ \v
7. Wile have no inatr ntelity that can deal effec-

tively with the broad questions which, from an inter-
national standpoint/ affect the credit ,and status of
the United States gs one of the great\Ainancial powers
of the world. imes of threatened/\trouble or of
actual panic the questions, which Anyolve the course
of foreign exch
| gold, are even

from an inter txon 1 standp01nt.
P r— —_— ’_‘,M“‘m‘ e

|
]

\

erclal paper of a eetabllshed
standard, issue r agricultural, indugtrial, and
commercial purpoges, available for inve ents by banks,
leads to an unhgklthy congestion of logneble funds in
great centers gnd hinders the development of the produc-

| tive forces COURBE o e TN

k”?;"?. The narrowfoharaoter of our discount market, with
“fits limited range of safe and profitable investments

' for banks, results, in sending the surplus/money of all
gections, in excegs of reserves and loc demands, to
New York, wherg it is usually loaned out)on call on
Stock Exchange ‘ecurities, tending to p te dangerous

speculation an 1nevitably leading to injurious distur-
bances in reserves. This concentration of surplus money
Digitized for FRASER ep—
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NATIONAL MONETARY COMMISSION

‘and available funds in New York impo&es upon the
| managers of the\Yanks of that city th¥ vast responsi-
x bilities which Are inherent in the ¢ ol of a large
' proportion of /tHe banking resources’ of the countrys
‘10. The absence of a broad discount merket in our
system, taken together with the restrictive treatment
of reserves, creates at times when serious financial
disturbences are anticipated a condition of dependence
on the part of individual banks throughout the country,
end at the same time places the farmers and others
engaged in productive industries at & great disadvantage
in seouring the oredit they require for the growth,
retention, and distributio?gig;gheir productse.

11. There is a marked l&o equality in oredit e
facilities betWgen different seocti of the country,
reflected in g favored communitieg, in retarded
development,

¥

12. Our system lacks an agency whese 1nf1uenoe can be
mede effective in securing greater uniformity, steady-
ness, and reasonablaness of rates of discount in all

rts of the country.
\7<ia13. Wle have no effective agency that cen surely

1‘"

ovide adequate banking facilities for different regions
¥ promptly and on reasonable terms to meet the ordinary

or unusual demands for credit or currency necessary for
movxng crops or for other legitimate Purposesa.

_~T4. We have\no
uniform standa
eaminations, a
of all banks

wer to enforge jhe adoption of

with regard to\¢apital, reserves, ex-
the character andg\publicity of reports
¥n Yhe different sebilons of the oountry. P 4

5 We have Ameriocan banklng atitutlons in .
forelgn countriyes. The organizetidn of such banks i;\\\>

Digitized for FRASER ~f— R =4
https://fraser.stlouisfed.org il B —mmo ———
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VOL. XXIV

REPORT OF

NATIONAL MONETARY COMMISSION

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

, 1. We have no provision for the concentration of
the cash reserves of the banks and for their mobilizae-
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
use of bank reserves and prohibit the lending power of
banks at times when, in the presence of unusual demands
reserves should be freely used and oredit liberally
extended to all deserving customers.

3. Our banks also lack adequate means available for
se at any time to replenish their reserves or increase
their loaning powers when necessary to meet normal or
unusual demends.

4. Of our various forms of currency the bank-note
issue is the only one which we might expect to respond
to the changing needs of business by autometic expan-
sion and contraction, but this issue is deprived of all

" such qualities ﬂffthe fact that its volume is largely
dependent upon the amount and price of United States
bonds. : L
5. We lack means to insure such effective coopera-

tion on the part of banks 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

\V/

'V

.
€ v

banks outside the clearing-house cities. Thile olearingJ.J

house organizations of banks have been able to render
valuable services within & limited sphere for local
communities, the lack of means to secure their cooperat

Digitized for FRASER
ttps://fraser.stlouisfed.org
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Mr. Synder writes from Fort Wayne, making reference
to the recent suspension of the Blackford County Bank,
Hartford City, Indiane.

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. Niezer, President of the
First National Bank, the largest enk in Fort Wayne.

Digitized for FRASER
https://fraser.stlouisfed.org '
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NATIONAL MONETARY COMMISSION

ngoessary for the development of our foreign trade;\\
18. The provision that national banks shall not meke
oans upon real estate restricts their power to serve
farmers and other borrowers 1n ryral oo mmupities.
At -

17. The provision of law under whloh the Goverfment
acts as custodien of its own funds results in irreguler
withdrawals of money from oirculation)\and bank reserves
in periods of exgéssive Government revgnues, and in the '
return of these flunds into circulatioy only in periods
of deficient reyepues. Recent efforkd to modify the
Independent Trgasury system by & pertial 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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THE FEDFRAL RESERVE SYSTEM AND HOW IT OPERATES. -

REPORT OF MONETARY COMMISSION
In 1908 Congress appointed a commission designated
as the National Monetary Commission, charged with
the repponsibility of determining what changes were
necessary or desirable in the moentary system of the
United States dnd in the laws relating to banking,
This commission, the personnel of which was chosen
from both houses of Congress, proceeded deliverately,
ete., ete.

REPORT RENDERED in 1912
efects po out, including

Inelasticity of national bank note circulation.
Inadequate and unreliable credit facilities.
Reserve instead of being mobilized and in
readiness were found scattered and unavailable.

PANIC OF 1907
Clearing House seript authoriszed October 29, 1907

THE FEDERAL RESERVE ACT
The important recommendations contained in the
report were later embodied in the Federal Reserve
Act - 1913 - This being an act
To furnish an elactie currency, to afford
menns of rediscounting commercial paper,
to establish more effective supervision of
b‘m, ete.

LAW PROVIDES FOR NOT LESS THAN EIGHT NOR MORE THAN
THELVE BANKS

CAPITAL STOCK - SUBSCRIBED ENTIRELY BY MEMBER BANKS
GOVERNMENT NOT A STOCKHOLDER.
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Combined capital & surplus now $355, 000, 000

Is larger than the combined capital

and surplus of the Bank of England,

The Bank of Prance and the Reichsbank.

Reserve deposits at present 2,300, 000, 000

Gold on hand 3,021,000, 000

FEDFRAL RESERVE BOARD

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

MOBILIZATION OF RESERVES'

FUNCTIONS
Toens to member banks.
Currency issuing, ete.

FISCAL AGENCY OPERATIONS
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THE FED'RAL RESKERVE SYSTEM AND HOW IT OPERATES.

REPORT (F MONETARY CONMISSION

s appointed a commission dnimtod
as the National Monmetary Commission, charged with
fhe repponsidility of determining what changes were
necessary or desirable in the moentary system of the
United States dnd in the laws relating to banking,.
This commission, the personnel of which was chosen
from both houses of Congress, proceeded deliverately,
ete., ete.

REPORT RENDERID in 1912
s po out, including

Inelasticity of mational bank mote circulation.
Inadequate and unreliable credit facilities.
Reserve instead of being mobilized and in
readiness were found scattered and unavailable.

PANIC oF 1907
House script authorized Octoder 29, 1907

THE FEDTRAL RESTRVE ACT
recommendations contained in the
report were later embodied in the Federal Reserve
Act « 1913 « This being an act
To furnish an elactie currency, to afford
means of rediscounting commerecial paper,
to establish more effective supervision of

banking, ete.
LAW PROVIDES FOR NOT LESS THAN EIGHT NOR MORE THAN
TFELVE BANKE

CAPITAL STOCK « SUBSCRIBED ENTIRELY BY MEMPER BANKS
GOVERNMENT NOT A STOCFHOLDER.
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Combined capital & surplus now $3855, 000, 000
Is larger than the combined ecapital

and surplus of the Bank of England,

the Bank of France and the Reichsbank.

Reserve deposits at present 2,300,000, 000

Gold on hand 8,021, 000, 000

FEDFRAL RESERVE BOARD

ORGANIZATION OF FEDERAL RESERVE BANKES
r rs, ses A.B. & C.

MOBILIZATION OF RESERVES

FUNCTIONS
to member banks.
Currency issuing, ete.

FISCAL AGENCY OPERATIONS
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/:;/; Mr. Kuss (Koos), Mr. Simpson, Mr. Traylor

07L/LA4A .
MONETARY COMMISSION - 1908 ; /y/
A o A /é¢ =5 LQM/Q/Q»,\
|~ FEDERAL RESERVE SYsTEf™f ’/g, e -
Membership in 7th District & g
262 State Banks =~ Capital subscribed $6,084,450.
1057 Nat'l Banks - Capital b 9,098,650,
1419 $ 15,183,000,

SERVICES RENDERED
Discounting
Cash
Transit
Safekeeping
Collection

- §%££ Transfer
//// Settlement Fund
|, EARNINGS OF THE FEDERAL RESERVE BANKS - Distribution
Dividends. m———

" INTRODUCTORY REMARKS

PAYMENT OF INTEREST ON DEPOSITS

LOANS
- Oct. 4, 1920 Sept.3, 1923 Sept.3,1924
Chicago (High) $499,000,000 $77,338,418 $30,489,207
loans.

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

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

Chicago (High) $560,966,000 $414,799,425 $225,725,090

System $3,404,931,000 $2,257,278,000 {1,760 ,757,000

PRESENT CROP SITUATION

£\ presmm opmorn srrvaTION

I/ s
Diaiti /Mﬁﬁ;%_‘”_\‘ ? '}»/
igitized for FRASER g >
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= In November the Federsl Reserve Bank of
Chicago will be ten years old. - When you contrast
the brief experience people have had with the
Federal Reserve Bank, with the centuries Europeans
have had with which to become acquainted with their
benking systems, it is not strange that 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 bankers ready to snswer 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?

Who gets the profits from the Federsl Reserve
Benks?

How do the people benefit from the Federal
Reserve Banks?

In snswering these questions bankers have a
much needed opportunity to bring 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 owe to yourselves as well as to
your customers. This is the educational work in
which you have been engeged as members of your
various bankers' associations, particularly as this
educational work applies to explaining to your

customers/g&*facts about the operation of the

Federal Reserve System.

S
U 2ot Vot

‘712;1&1L. ¢<ﬁz;ﬁ«44/¢‘-‘ ;;%2?1“/qy\4
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Mr. Kuss (Koos), Mr. Simpson, Mr. Traylor

MONETARY COMMISSION - 1908/
-SQ/M\, ‘/evf(/ '{, °
&

RESERVE SYS
Membership in 7th District

N
362 State Banks - Capitel subsoribed 56,084,450.
1057 Nat'l Banks - Capital - 9,098,550,
. 1419 $ 15,183,000.
SEEVICES RENDERED
Discounting
Cash
Transit
Safekeeping
Collection
Wire Transfer

??"L R

EARNINGS CF THE FEDERAL RECERVE BANKS - Distribution
’ Dividends.

PAYMENT OF INTTREST ON DEPOSITS

LOANS
! Octe 4. lgm Seg§.3. 1923 Sept.3.19?4
| Chicago (High) $499,000,000 77,338,418 $20,489,207
loans.

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

CIRCULATION
Dece. 24, 1920 Septs3,1923 Sept.3 924
Chicago (High) $560,966,000 $414,799,425 $225,725,090

| System $3,404,931,000 $2,257,278,000 {1, 760,757,000
ZPRESENT CROP SITUATION
| PRESENT CREDIT SITUATION

/ 3
- “L [ R P e o ’lq 0.
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ot In Novemver the Federsl Reservs Benk of

Chiczzo will be ten yezrs old. %hen you contrast

the brief experience people have head with the

Federsl Reserve Benk, wi th the centuries Europeens

heve hed with which to Cecome acquainted with their

benking systems, it is not strenge ilzt our recple
should be unfamilisr with the benefits that are
received from the Fsderzl Ressrve Be=nks. There has
been so much comment asbout the Fedsrel Res=rve

System in the press hat the curiosity of the people

has been aroused.

Arse you benkers ready to snswer such queestions
as these which the people &re soking?

ho owne the Federsl Reserve Benks?

Who runs the Federsl Kecerve Banks?

How is the Federzl Reserve Banks' currency
different from the cld currency?

bo gete the profite from the Federsl Reserve
Benks?

How do the pcople beonefit from the Federal

| Reserve Banks?

In snewering these questions bankers heve =
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
reople of these communitics.
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f - As Bankers, there is s duty which I think
| you will sgree you owe to ourselves as well as to
your customers. This isc the educational work in *
which you have been engeged as members of your
various bDenkers' eassccistions, particularly es this
educetionel work spplies to explaining to your
customers & few facte sbout the operstion of Lhe

Federal Reserve System.
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x.,\uqk; with their stome wallc end steel viulte may
seem to house en uninteresting technic:1 business, but
if you teke the connzetions this benking business L-a
with our delly lives you can find excitezent in slenty,
For the banking businese {2 tied up with some of the most
thrilling times in imeriesn b etory - ocur wars, our
recovery from w:rs, snd our protecticn sguinet ware.

1734 - Benk of K. A, ~ to finsnce Tashington's

Army

1731 - 1811 ~ let Bamk of U, &,

¥er of 1812

1816 - 1538 ~ 2d Bank of U, &, o

Civil ®ar
1364 - NWationsl Baak dct v
1518 - Federel Reserve ict. v
Forld ¥ar
1212 -~ 20 - Internstiomal Price necauioa-
folloving wser.
I1. 8o there are good ressome for the publie curiosity

ebout the Federsl Reserve Systea.
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You have seen (a) Federsl Reserve Syetem esblem in

nexber bunke

(b} Su- ort for government fimancing during
var snd stztement that »ec couldn't
have won the zar without it
(e} Publicity given during the receat

colitiesl campeign.
ITI. You mey hsve thought - "Lhat Federsl Reserve det
ie & bank luw; why should it interest ze!™ It hsg &
vital interest fur every clt :en becsuse like many of
the bank lewe it plcces s restriction on banks for the
benefit of the pecple., Just s¢ the Netionasl Bank st
visced s rostriction upon currency issue of benks after
the Civil ¥er, so the jeople mlght heve = better bunking
and currency systes - just o the Federsl Regerve ifct
had axong its provisions & tastr{ctioa sbout the way
natl onsl bunks end state mexbers 21ight carry thelir
reserve funds that the reople alght be benefitted
by having better prokction from scoe of tLhe wesknecses
developed in cur banking sachinery by ch:nging con-

ditione gince the Civil ¥ar,
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8
I~ 1908 Comgress spyointed s joint comaittee of

senstors and congrescmen known =g the Natlonel ¥Wonetary

C auivsion which syent four yesrs studylng banking here
“snd in Buropems countries. Ia 1212 the report of this
Comzi eelon 11 sted some seventeen improvements which cur
bunking eystes n-eded. b

Todasy it 18 recognt sed thet &ll except perhaps
—

one of thess improvenente huve been orovided by the

Federsl Resa:‘vé Systen, ' "/
IV. Think of the Federal Resurve System ss, in effect,

& co-operati ve orgeni sstion of banks to provide better )
banking service for the jpeople. /
Federel Reeserve System snd the Pederzl Reserve Bank of
Cticego - & fow thinge you »ill wsnt to knos sbout their
orgent zation - (in comnection sith U, 3. Diestrict mep

end chert showing System movement of currency and credit)
¥ho owmns? -

¥ho runs? -

Scurce of working cupitel” « (How much furnished directly
| by nef ghborboed bunkse?)

Ppacticel benefits to the recple resulting from

(2) Exchenge facilities for the moveaemt,

¢olicetion snd trensfer of funds
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(b} fiscel ngency ssrvice for U, 2, Government

w
(e} ¥obility snd expension of credit o
(4] Eiasticity of currmsacy Y

V. In considering ail of these benefits, rsvesber that
oﬁo of the rezscne they s=re possible ie becauae banks like
your osn neighborbcod benks, ¥eep thelr reserves on
dejosit st their Padersl Reserve Banks without interest,
SBince these reserve de;oeits are the ;rinclpel foundstion
for the benefits you derive from the Pedersl Resorve
System, the public service these mender benke are rep-
dering by their support of the Federel Reserve System

ie entitled %o your recognition.

It is knowledge of thie kind that givee people
confidence in the benking service of the couniry - &
feeling of confidence and trangquility which to the
sverage citizen is likely to be as velusble sm zscet
22 the knowl=dge thst in the Federsl Rescrve System
»e now have in this ecountry the acst zodern banking
systea in the world,
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He that has a great way to go, just exyect a slip, to
stumble and to be tired. It is important to reco: nize that <
the organization which is!iepreaented here tonight 15 going to
be made permanent and enduiip;,b I sheuld hate to see it slip-
ping or falterinéﬂWevéﬂvtcmporarily- You are aware, I think,
how the publiec universally thinks the officers and directors
of a hank,'or any large institution, should think and work vigor=-
ous;y and continuously. it,is natural and proper that the pub-
lie should think in this wb.y; but I often suspect that the publig
or let us say, speaking of éurselvea, the general working force
out of which future officers are often made, may not in all
cases be doing its part. This bank bears heavy burdens
and cares and has difficult and varied duties to perform
almoi% every minute of the day. Now, in this clubﬁof'yours,
you have Qpnnrgun;gtga fwr-pminlpre, education and’ 1nstruction'
you aleo have obligations to consider and perform toward your
offic;;s and superiors. These are real opportunities and
can be made the most of if you will carry in your minds a
sense of responsibility toward the bank and the ban's problems
so far as your understanding ﬁermits. Just as we mist truly
serve ihose whom we appear tbkiead, 80 you who correspind to
the soldiers in the ranks of an army must think and plan how to
help the bank if you would most fully help yourselves. There

is no surer way to advance. : =

I congratulate the oificers and merbers of this
club with all my heart on the appearance of strength and
harmony: which appears to prevail everywhere, and I earnestly
trust you will continue to groiv , &n vigor and in useful'ne'ss and
in happiness as the years roll‘vi.round.
~ 8

”



It is a real and great privilege to
participate in this demonstration in honor
of Mr. He has distinguished
himself for the excellence of his achieve=-
ments, not only in business, but in good
works and good citizenship. We belong to
| a great Netion, but to love and serve our
‘ country we must be true men in the immed-
iate community in which we live, and lir.
first conspicuous attainments were those of
the fireside and home and the smaller inner
circles of the beginner who lays a firm and
permanent foundation in thrift, integrity and
honorable dealing. Following early initial
successes, it has been perfectly natural that
Mr. should have won the hearts,
the respect and the gratitude of his fellow
men in this beautiful city of
And it is also natural and inevitable that he
should in the same way have cormanded the re-
spect of his fellow directors and the officers
Eg the Federal Reserve Bank of Chicago, with all
of whom he is firmly entrenched on account of
the simple dignity of his character, his une
flagging devotion to duty, his superior and
brilliant abilities as a man of business and
affairs. He is and has been a valued and valu-
able accession to our Board of Directors.
%“——*——m I neartily congratulate this city and this com-

rmunity in the possession of so distinguished

| and useful a citizen as lr
| has proved himself to be - both in peace and war.

i
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It isn ~n real and grent privilege to
participate in thte demonstration in honor
of Mr. He hans distinguisghod
himself for the excellence of his achieve~
ments, not only in business, but in goed
works and od eitizenship. We belong to
a great Nation, but to love and serve our
country we mns£ be true men in the immede
iate community in which we live, and M.
first conspicuous attainments were those of
‘ the fireside and home and the sraller inner
P gircles of the beginner who lays a firm and
permanent foundation in thrift, integrity and
honorable dealing. Following early initinsl
successes, it has been perfectly natural that
Ny, should have won the hearts,
the respect and the gratitudo of his fellow
men in this beautiful city o
And it is slso natural and 1novitablo that he
should in the same way have corranded the ree
spect of his fellow directors and the officers
in the Federal Reserve Dank of Chicago, with all
of whom he is firmly entrenched on account of
the simple dignity of his character, his une
flagging devotion to duty, his cuperior and
brilliant abilities as a man of business and
| affairs. He is and has been a valued and value
able accession to our Board of Directors.
I heartily congratulate this eity and this come
munity in the poscession of s¢ dietinguished
and useful a eitizen as Iir
has proved nimsclf to be « both in wence and war.
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/{ It is a real and great privilege to

participate in this demonstration in honor
of lr. He has distinguished
himself for the excellence of his achieve-
ments, not only in business, but in good
works and good citizenship. We belong to
a great Nation, but to love and serve our

J country we must be true men in the immed-

' iate community in which we live, and Nr.
first conspicuous attainments were those of
the fireside and home and the smaller inner
cirecles of the beginner who lays a firm and
sermanent foundation in thrift, integrity and
honorable dealing. Following early initial
successes, it has been perfectly natural that
Nr. should have won the hearts,
the respect and the gratitude of his fellow
men in this beautiful city of
And it is also natural and inevitable that he
should in the same way have commanded the re-
spect of his fellow directors and the officers
in the Federal Reserve Bank of Chicago, with all
of whom he is firmly entrenched on account of
the simple dignity of his character, his une
flagging devotion to duty, his superior and
brilliant abilities as a man of business and
affairs. Heé is and has been a valued and valu=-
able actession to oulr Board of Directors.
I heartily congratulate this eity and this come-
runity in the possession of so distinguished
and useful a e¢itizen as Mr
has proved himself to be - both in peace and wale
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MEMORANDUM FOR
Mr, McDougal.

FEDERAL RESERVE BANK OF CHICAGO

June 14, 1922,

FROM
Ae Lo Qo

192

were:

ineffective.
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The chief defects of the old American banking system

1.

24

The most serious feature of the decentralization was the
scattering of reserves.
reserves, and these reservesfor the commercial banks were more than mere
"£i1l money,' They were actual reserves, substantial in amount, upon which
the banks placed their prime dependence for times of emergency.
of serious danger the banks of the country were forced to rely to a very large
extent upon their own cash reserves, and being that reserves were so scattered
and jealously guerded, in times of threatened panic they were comparatively

Decentralizetion of reserves.

Inelasticity of Credit

Thirty thousand different banks meant 30,000 cash

In times

You will all recall the demend for reserve money on the part

because widely scattered,
country. With the adoption of the Federal Reserve Act the serious effects
of decentralizetion 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.

of banks throughout the country at the time of the panic of 1907,
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,

Hence, suspension of cash payments throughout the

Another great advantage derived by member banks as a result

under the old banking system,

of mainteining reserves with the Federal Reserve Bank is the fact that the
amount required to be maintained is considerably less than what was required
Section 19 of the Federal Reserve Act provided
for a re-adjustment of member bank reserve upon & new and lower basis, cutting
the percentage of required reserves as follows:

In central reserve cities from 25% to 13% on demend deposits
n

In reserve cities " 25% to 106 " .
In country banks " 15% to TH " "

From the beginning of the war in Eurovpe there had been an abnormal reserve
situstion in most of the financial centers.
being most of the time considerably below their reserve requirements because
of the heavy drafts made upon them by interior banks and by the public.

New York banks particularly
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V FORM 46-18 s50M 10-24-21 B-18150

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 192

FROM tie -

The change in reserve requirements, however, brought a
material change in this condition and released, not only in New York but
throughout the country, a very considerable amount of funds which hefi=—
previously had to be held idle by the banks in order to bring or kesp
themselves within the requirements of the law., Take for an example the
case of the Continental & Commercial Netional 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 inelesticity 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 offering for discount the paper from
their portfolios, made by responsible individuals, firms and corporations,
the proceeds of which have been used for commercizl, industrial or agricultural
purposes, Immediate credit is given for such paper when offered and in this
manner the banks are enabled to provide for the credit requirements of
legitimate buminess to an extent far beyond that which they would be able to
supply if dependent upon their own 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 p ledge 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,

Orgenization 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
orgenized, 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 s0M 2.21.22 B-18878

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 192

FROM

The law provides thet 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 cashe State banks are invited to become
members of the System, subject however to the capital and reserve require=-
ments and have very largely availed themselves of this privilege as is
evidenced by the fact that approximately 40% of the capital stock of the Chiecago
bank is owned 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 membems:are required to carry
a reserve deposit with the Federal reserve bank equal in smount to the legal
reserve requirement under the national bank lawse

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, fiwe
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 lew also provides for a Federal Advisory Council cone
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,

Organization 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 mainteins 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 dected by the boards
of directors in a manner similar to that in which the officers of the
commercial banks are electedse
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The law also provides for a Federal Advisory Council consisting 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.

#4° Organization of Federal Reserve Banks 7//

{ d

g 0 Each Federal reserve bank operates under the supervision of a board
,( v fof nine directors, six of whom are elected by the stock holders (member banks)

i 'and three are appointed by the Federal Reserve Board f one of the latter being
N\“‘-\\\\ 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 )

<LKM*“‘“*‘ and acts as the official representative of the Federal Reserve Board. The Ex- {
3 .ecutive Officers are elected by the boards of directors in a manner similar fg//é;}/%

v

‘\\\that in which the officers of the commercial banks are elegted.

o’ ey e A

‘J/‘\ 2 4
: “:/;a ;i ’/in consideration of the investment in the capital and the transfer of
)2 ) the reserves to the Federal reserve banks, all member banks are permitted to
M 7 J 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
S~ have been used for commercial, industrial or sgricultural purposes. Immediate
feb) credit is given for such paper when offered and in this manner the banks are
{\;f ~ enabled to provide for the credit requirements of legitimate business to an 4
~. extent far beyond that which they would be able to supply if dependent upon
v /(their own loaning power, as was the case under the old banking regime. v v/
0 z;ﬁ/
The credit extended by the Federal Reserve Bank of Chicsgo to its

S | «7membef\Emnka_1n_ihﬁ_QLLx_Qf_Qzﬁnd_ﬁapmdsacaaahed_xhamhigh,palnxnaahDecember 4,

o
=

NY T 1920, at which_ time-the borrowings agzregated-$6,600,000 as compared with loan® F
1 —~'A 34 to the Graad’ﬁ&plds banks at the present time of apfzgx}mately $1,300,000. :
,‘ . — Pt 4

/ : P e g
k) ' ggggglaiing——ihnn‘,
A T s
A <"The loaning power of the Federal Reserve System is greatly increased
4 fg:) through the currency issuing privilege. The Federal Reserve notes such as !
R 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 =& reserve in gold must be maintained equal to 5
at least 40% of the outstanding notes. oo

|
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FORM 46-18 BOM 2.27-22 B-18878

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR April 19, 1922. iae

FROM

. Gold Settlement Fund

. A fund known as the Gold Settlement Fund is maintained at Washington,
. for the purpose of expediting settlementebetwéen the various Federal Reserve
Qf‘ Banks. At the present time there’i approx1mately $509,000,000 in the fund,of

which amount approximately $76,00 OOQ’ls credited to the account of the Federal
Reserve Bank of Chicago. This fwhﬁ /enableg each Federal Reserve Bank and direct
settling Branch to telegraph thé* ard the gross amount collected for the account
of each other Federal Reserve and direct settling Branch before the final
closing of the books for the d4f. This plan has resulted in the elimination
of inter-Federal Reserve Bank Mfloat".

T—————

e ———————————
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. |
MEMORANDUM FOR April 19, 1922, 192 ‘

FROM

4
# 3 Federal Reserve Act é
Preamble. ;
. The Federal Reserve Act is an act to provide for the establishment

Digitized for FRAS

h
R

of Federal reserve banks, to furnish an elastic currency, to afford means of
rediscounting commercial paper, to establish more effective supervision of
banking throughout the United States, and for other purposes.

* 4 Organization of System as = whole

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

share of the total bank resources. Twelve Federal reserve banks have been
organized, one located in each of the districts referred to. The cities in
which these banks are located being - Boston, New York, Philadelphia, Cleveland,

Richmond, Atlanta, Chicago, St. Louis, Minneapolis, Kansas City, Dallas and

San Francisco. ’b//{,

The law provides that all national banks subscribe to the capital 1
of the Federal reserve bank located within its district, in an amount equal
to 8% of the subscribing bank's capjtal and surplus, one-half of this amount
being paid in cash. State banks are invited to become members of the System,
subject however to the capital and reserve requirements and have very largely
avdiled themselves of this privilege as is evidenced by the fact that approxi-
mately 40% of the capital stock of the Chicago bank is owned by state bank }V/
members. '

(vinto twelve districts, so arranged that no one district has a dominating

- s 2

In addition to the capital subscribed for, National banks are ﬂaw i
required to deposit with their Federal reserve banks the amount of their
entire legal reserve requirements. State bank members are required to carry A
a reserve deposit with the Federal reserve bank equal in amount to the legal
reserve requirement under the national bank laws. h//

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

The entire System operates under the supervigion of the Federal
Reserve Board at Washington, z body comprised of seven members, five of whom
are appointed by the President with the advice and consent of the Senate, the
ther two, ex-officio members, being the Secretary of the Treasury and the

ttps://fraser.stlouis g_gxgtroller of the Currency. : : !
Reserve Bank of St. Louis s et e o SERAAIEEIN oW 51 31 Ay SSA RSV PRS- ATRR B it ;
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MEMORANDUM FOR 192

FROM

O 4«
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F

/ privilege which-is-accorded {em under the law, of borrowing from <~

< ek

Rlan—unden.uhich member banks avail thamae;ves of the

Federal-reserve banks ; h a
Federal reserve bank 1n\‘binas/'f unusual demand,when its oen loaning
power has been availed of fregly amd to @ point of reducing its

reserve to a-pedWt-approximat i the l¢Bal requirements;
reserve-banks-in other died or,a’.ss%e in almost identically
the same way that th,é rembér banks Afurn to their Federal reserve bank.
For instance, in the Dallds district, sometime ago, the demands upon

the Federal Reservp Bank /of Dallas were so great as to make it
necessary for tha 1n¢tiytut10n either to stop loaning or to borrow

from other Federal péserve bapmks. Consequently, the latter alternative
was resorted to a the ¥ills held by the Pallas bank were offered

for rediscount to the Pederal Reserve Bank of Chicage and through

the availability of the proceeds the Dallas bank was enabled to

extend credit to its member banks and indirectly to business in general,
in excess of its own individual loaning power.

deral Reserve Bank of St. Louis
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MISC. 55 50M 7-17-20 AT1135

MEMORANDUM FOR 19

FROM

Federal Reserve Acte.

The Federal Reserve Act is an act to provide for the
establishment of Federal reserve banks, to furnish an elastic
currency, to afford means of rediscounting comercial paper, to
establish more effective supervision of banking throughout the
United States, and for other purposes. {

Organizati £ 8y i wh 4

Under the terms of the law the continental United States
is divided into twelve districts, so arranged that no one district
Pl .. i has a.dominating share of the total bank resources. Twelve Federal
% reserve banks havd been brgantadd, ohe Lockted in ehow of the Alstrigts ¥
referred to. . The cities in which these banks are located being -
' ] " Boston, New York, Philadelphia, Cleveland, Richmond, Atlanta, Chicago,
St. Louis, Minneapolis, Kansas Jity, Dallas and Sam Francisco.

The law provides thit 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 bauk's capital and surplus,
me-nalf of this amount being paid 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 approximately 40% of the
capital stock of the Chicago bank is owmed by state bank members.

In addition to the capital subscribed for, National banks are
now required to deposit with their Federal reserve banks the amount of
their entire legal reserve requirsments. State bank members are required
B to carry a reserve deposit with the Federal reserve bank equal in amount
- tosthalagal pegerve reguirfiuant gﬂer the national bank laws.

A . - 3 ! . e

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

~ The entire System operates under the supervision of the
Federal “‘eserve Board at Washington, a body comprised of seven members,

O

N
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MISC. 55 50M 7-17-20 A1135

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 19

FROM

#2.

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 Controller of the Currency.

The law also provides for a Federal Advisory Council
consisting of twelve members, elected by ‘the boards of directors of the
several bauks, one from each district. The duties of this council are
purely of an advisory nature. 2 '

Organizatiog of Federal Reserve
Banks.

Each Federal reserve bank operates under the supervision
of a board of nine directors, six of vhom are elected by the stock holders
(member banks) and three are appointed by the PFederal 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 elected by the boards of directors in a manner similar to that in
which the officers of the commercial banks are elected.

¥ s Punctiong - Redigcounting,

In consideration of the imvestment 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 emergencye. They. have the privilege of offering for discount
thie paper from their portfolios, made by responsible individuvals, firms
and corporations, the proceeds of which have been used for commercial,
industrial or agricultural purposes. Imnediate 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 beyomd that which they would be able to supply if dependent upon
their own loaning power, as was the case wder the old banking regime.

P At

funecti

The loaning power of the Federal Reserve System is greatly

increased through the currency issuing privilege. The Federal Reserve (£

https://fraser.stlouisfed.org
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MISC. 55 50M 7-17-20 A1135

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 19

FROM

#30

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 understarding that at
all times a reserve in gold must be maintained equal to at least 40%
of the outstanding notess

tps://fraser.stlouisfed.org
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MISC. 55 50M 7-17-20 A1135
FEDERAL RESERVE BANK OF CHICAGO
|
MEMORANDUM FOR Pebruery 1, 19 —2,:1,-—§

FROM

Mr. McDougal

L Aoy

S T

Under the old banking system, the national barnks were
divided into' three groups; those located in central reserve cities,
in reserve cities &nd the so~-called country banks. The reserves were
scattered among something like 30,000 individual banks.

o,

The country banks were permitted to carry & portion

of their legsl reserves with banks located in the so-called reserve or
central reserve cities. Banks located in reserve cities were permitted
to carry a portion of their reserves in the central reserve cities and
it was customary in the commercisl centers for banks to pay interest on
these reserve deposits. Consequently, in times of business stress, when
the reserves were needed, they were found unavailable because of a large
portion thereof having been necessarily invested in order that interest
could be paid thereon.

PR s, = T

THE FEDERAL RESERVE SYSTEI.

Under the terms of the Federal Reserve Act, the conti=-
nental United States is divided into twelve districts, in each of which
there is located & Federsl Reserve Bank. All nationsl benks are reguired
to be members of the System, while banks organized under stete laws are
permitted to become members if they  so desire.

-

Member banks ere reguired to subscribe to the ceapital
stock of the Federsl Reserve Baunks in en smount equal to 6 per cent of the
member bank's capital and surplus, one-half of which subscription has been
paid. The balence remains subject to call.

b7
;
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D5 As bankers who benefit from the operation
///of the Federal Reserve Banks,either directly or

C
indirectly, there is oné duty which I think you will
Nm——————

agree you owe to yourselves as well as to your cus-
r______-'
tomers. This is the educational 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 few faets
about the operation of the Federal Reserve System. .
%’ In Nevember the Federal Remerve Bask of r
Chicago will be ten years old. When you contrast
the brief experience people have had with the
Federal Reserve Bank ,with the centuries Europeans

J
have had with which to become acquainted with their

|
|
| i
| banking systems, it is not strange that our people
should be unfamiliar with the benefits that are
| recei ved from the Federal Reserve Banks.There hes

been so'much comment about the Federal Reserve

|
Syetem in the press that the curiosity of the people //

!
“

has been aroused. b4

Are you bankers ready to answer such questions

es these which the people are asking?

Digitized for FRASER .
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Who owns 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
Banks? e

How do the people benefit from the Federal
Reserve Banks? _

Inaswering these questions bankers have a
much needed opportunity to bring 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.

A —
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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 Banks
in times of such easy money.

These conditions are illustrated by a com-
parison between Federal Reserve System loans and
currency circulation for the year 1920 and the
present time.

Loans:
Oct. 4, 1920 Sept. 3, 1923 Sept.3,1924

Chicago (High)$499,000,000. $77,338,418. $30,439,207
loans

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

Circulation: -
E Dec. 24,1920 Sept. 3, 1923 Sept. 3,1924
Chi cago (High)$560,966,000 $414,799,425 $225,725,090

X System $3,404,931,000 £,257,278,000 $1,760,757,000
These figures illustrate the changes which
have taken place 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
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time of low earning power. These are the furni shing

of currency and coin; the exchange facilities for the
movement, collection and transfer of funds, the safe-
keeping of & member bank's securities and the fiscal

agency service fof the United States government. ‘The
volume of this work performed last year by t;;wgﬁelve
Federal Reserve Banks was:

VOLUME OF OPERATION IN PRINCIPAL DE-

PARTMENTS OF THE TWELVE FEDERAL
RESERVE BANKS FOR THE YEAR 1923,

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 Lake County you are so convenient
to Chicago 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 durlng
WPy et

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

L AP T
' ™

Crmpprseeriseeevers

exhibit demonstrﬁtlng the operation of the Federal
Reserve System,in our building)and we should be glad to
arrange a special showing for your chapter of the A. 5.,
and groups of your employes, as well as to have you

come in to see it while you are in Chiecago.
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’y AAdvertising men ére interested in the
stability of business because the business of their
clients is then likely to be more prosperous.

For just as good & reason the advertising
men, as business men, are 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 also direct
their efforts with an understanding of the other
forces of the business world.

This principle is illustrated by the
pilot of an aeroplane who is going from Chicago to
New York in & heavy wind. The pilot will find out
from what direction the wind blows and will then
gsteer his plane for New York making allowance for
the force of the wind so that he can take 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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System, will be able to direct their efforts to
greater advantage because they will have knowledge
of the improved 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 funq§{“§?29qd! facilitiqs_for the
elasticity of currencyvand 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 banking system of the
United States. These weszknesses were a serious handi-
cap to the business men of this country. Now that
we have had ten years of experience with the operation
of the Federal Reserve System, it is apparent that
subgtantially all of these weaknesses have béen

corrected thus giving greater stability to the business

of the. country.
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v, TALK ABOUT FEDERAL RESERVE SYSTEM
’b//, FOR JUNIOR STOCK EXCHANGE PEQOPLE
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 marketa and one of the

benefits the people have secured from the Federal

Reserve System has been a greater stability for these

ﬁoney and investment markets. So you mem (ant=wEmen )
of the stock exchange are justified in feeling that
you have a personal interest in the operztion of the
Federal Reserve System. ray

Illustrate by chart "Fluctuations of Interest
Rates Minimized."

The operation of these nation-wide Federal
Reserve System facilities can be explained by taking
one of the twelve Fedefal Reserve Banks and seeing
how it operetes.

The Federal Reserve Bank of Chicago is &

1A
corporation with a ggpital stock of $15,180,700 ,

/

one half paid in and the other half subject to call.
ne halt .
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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 without
interest and have the privilege of using the facilities
of the Federal Reserve System for borrowing, currency
and coin, the movement, collection and transfer of
funds, etc.

The Federal Reserve Bank of Chicago is run by
a board of directors, two-thirds of which is elected
by the stockholding member banks, and one-third of
which is appointed by the Federal Reserve Board.
The Federal Reserve Board is the government body at
Washington which supervises the operations of all
twelve Federal Reserve Banks. The United States is
divided into twelve Federesl Reserve Districts in
each of which there is & Federal Reserve Bank, owned
by and serving the member banks in the territory
substantially the way the Federal Reserve Bank of

Chicago serves this 7th Federal Reserve District.
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The people of the éountryvﬁée the facilities
of the Federal Reserve System in doing business
with their banks. The deily business which you
stock exchange people handle through your banks
mekes use of many of the Federal Reserve System
facilities.

You use credit - The Federal Reserve Banks

heve an essential place in the credit machinery
of the country (give a daily and an emergency

illustration). You have checks and drafts to

collect and funds to transfer. (Illustrate by

en example of each).

You hendle government securi ti es.

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 handl ed

through the Federal Reserve Banks last year was
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tremendous - in round figures‘they were
Bills discounted — % of & million pieces

Currency and coin received and
hendled - 3% billion pleces

Checks handled - 2/3 of a billion pieces

Collection items handled - 173 million
plecesj

Transfers of funds'- 1,400,000 pieces.

~o you can see that the mobiligation of
bank reserves in the Federal Reserve Banks und the
Federal Reserve Bank stock ownership by the
member banks has provided about 22 billion
idollars to use as a foundation for Federal Reserve
credit and currency. The Federel Reserve currency
is known &8 the Federzl Reserve note. The
Federal Reserve Bank heas the poier 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% billion dollears of this currency is
now in circulation.

An example of the "cushioning" action of
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s
the Federal Reserve currency and credit cen be
found by going back ten yearsito August, 1914.
e didn't have the Federal Reserve System then
to teke the shock,and the selling pressure on
listed securities was so great that their
liquidity was lost and thepexchange closed.

in November of that year the Federal
Reserve Banks started to operate and it became
possible for the banks to borrow on their loans
and discounts. Thus the securify markets were
relieved from the burden of providing so great
e volume of emergency or seasonel credit and the
:exchanges have been in a better position to
perform their normsl 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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@ Meeting at DeKalb, Illinois. M‘

September 23, 1924. ¥ o -~

QTEO'DUCTORY REMARKS

” thm -&‘»—M /é/,,- Cor

FEDERAL RESER SYSTEM
12 Districts - W C‘lf e
National and State bank members M v&.,.,.

Seventh District embraces parts of Illinois, Michigan,
Indiana, Wisconsin and all of Iowa. 3

PURPOSE OF FEDERAL RESERVE SYSTEM

To furnish an elastic currency, to afford means
of rediscounting commercial and agricultural
paper, to establish more effective supervismn

of banking.
ACCOMMODATIONS EXTENDED FARMER BY SYSTEM 2

Rediscounting of agricultural and live stock

paper—keving e turities not in excess of nine months
Agricultural paper under rediscount in
Seventh Distirct April 30, 1921 $58,102,557
Agricultural paper under rediscount at —
present in Seventh District 10,266,212

OTHER FUNCTIONS
Currency tha 1 .

Transit
Collections
Gold Settlement f’ r

Capital and Surplus - Fed.Res. Syst $332,9¢7,000.
" » - Bank of England €8,3285,184.
L " e Bank of France 51,580,000.
» . * Reichsbank 73,128,832,
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LOANS
Oct. 4, 1920 Sept.l7, 1923

Sept 17,1924

CIRCULATION

Chicago (High)$499,000,000. $78,661,854. $28,411,677
2,709,601,000. 774,000,000, 257,967,000
DEC. 24,1920  Sept.17,1923  Sept.17,1924
Chicago (High)$560,966,000. $415,601,620. $219,459,860
1,734,666 ,000

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

OTHER AGENCIES EXTENDING CREDIT TO FARMERS
Federal Land Banks
Joint Stock Land Banks
Federal Intermediate Credit Banks.

PRESENT CROP SITUATION
FUTURE OUTLOCK

Lakilg

e 12
. —
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@
(o Meeting at DeKalb, Illinois.
; ; September 23, 1924.

ESERVE SYS
12 Districts - 12 Banks 4
Notional and State bank members

Seventh District embraces parts of Illinois, Michigm‘
Indiana, Wisconsin and all of Iowae.

S Ofs) . _SYS

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

ACCO AT IONS 1M O FABRME Y S
Rediscounting of agricultural and live stock
peper having mturities not in excess of nine months
Agricultural paper under rediscount in
Seventh Distirect April 20, 1921 $58,102,557
Agricultural paper under rediscount at
present in Seventh District 10,266,212

OTHER FUNCTIONS

Currency
Transit
Collections
Gold Settlement

Capital and Surplus - Fed.Res. System $332,547,000.

" " " Bank of England 38,525,1“.

- il Bank of France 51,58040224

" " . Reichsbank 73,128,832,
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LOANS
Oct. 4, 1920 Sept.17, 1923 Sept 17,1924
Chicago (High)$499,000,000. $78,661,854. $28,411,677

2,709,601,000. 774,000,000. 257,967,000

_CIRCULATION
DEC. 24,1920  Sept.17,1923  Sept.17.1924
Chicago (High)$660,966,000. $415,601,620. $219,459,860
System 3,404,931,000. 2,254,764,000. 1,734,666,000
ES DING T0_FARMFRS

Federal lLand Banks
Joint Stock Land Banks
Federal Intermediate Credit Banks,

PRESENT CROP SITUATION

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



Advertising Men's Post of the American
Legion, luncheon Sept. 22, 1924.
Tiger Room, Hotel Sherman.
12 o'clock.

INTRODUCTCRY REMARKS.

SUBJECT: THE FEDERAL RESERVE SYSTEM AND HOW IT
OPERATES.

REPORT OF MONETARY COMMISSION
In 1908 Congress appointed a commission designated
&s the National Monetary Commission, charged with the
responsibility of determining what changes were
necessary or desirable 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 congress, proceeded deliberately,
etc. etc.

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

Inelgsticity of national bank note circuylation
Inadequate and unreliable credit facilities.
Reserves instead of being mobilized and in
readiness were found sc,tt‘?ﬁa“énd unavailable
R B P —
THE FEDHERAL RESERVE ACT
The important reconmendstions contained in the
report were later embodied in the Federal Reserve
Act - 1923 ~ This being an act
To furnish an elastic eurrency, to afford means
of rediscounting comrerciasl paper, to establish
more effective supervision of banking ___ ___ __
t AtPre ﬁﬂft»?r\. 5ﬂy,,;, _—
SYTEM 12 banks = 12 districts
National and state banks menbers.

MEMBERSHIP IN 7th DISTRICT:

362 State banks = capital subscribed 36,084,450
1057 Nat'l banks - " B s 9,098,550
15,185,000
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Capital stock - subsoribed entirely by member
banks. Government not a stockholder.

Capitel & Surplus = Fed.Res. System $332,947,000

" " " Bank of Emgland 88,325,184

" " " Bank of France 51,580,022

" " " Reichsbank 73,128,832
T4 >

ORGANIZATICN.
Board of Directors — A B & C
Bxecutive Officers
Pederal Reserve Board

NEW BANKING SYSTEM = MOBILIZATION OF RESERVE

FUNCTIONS
DISOOUNTING FOR MEMNBER BANKS
CURRELCY ISSUING PRIVILEGE greatly increases
loaning power of the banks.

INCIDENTAL FUNCTIONS
PAR CCLLECTION SYSTEM
LEASED WIRE SYSTEM Y
3

LD _SETTLEVENT FUND $611,304,000. 3 4
B o i £ T =
fscal Agency Operations. f 3 &

LOANS

-~ Qote 4, 1920 / Septe 17, 1923 Sept.17-24
Chicago (High)$499,000,000. $78,661,854. ~ $28,411,677,

System - 2,709,601,000. #§4,96@,coo. 257,967,000
CIRCULATI ON ”
Dece 24, 1920. Septd? 1923 7 .24
Chicago (High) $560,966, ooo $415,601,620. $219 459, 860,
¢ System V'$5,404,931,000.$2,254,764,000$1,734,666,000
" PRESENT CREDIT SITUATION

PRESENT OUTLOCK - crops, etce

WAR ACCOMPLISHMENTS
Credit supplied
Currency supplied
Fiscal Agency Operations.
Digitized for FRASER
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o Bond Men's Club of Chicago
December 19, 1923
JFEDERAL RESERVE SYSTEM

JINTRODUCTION Benefits derived from System by
Investment Bankers and Investors.

12 banks - 12 districts
National and state banks - members.

Capital Stock - subseribed entirely by member
banks. Govermment not a stockholder.
capital &s surplus -Federal Reserve System § 328,000 ,000

» -Bank of England 85, 820 727
. . ® -Bank of France 51 ,580 .000
» " " ~Reichsbanik 59,511,000

(smBson
Board of Directors - A B& C (F. C. Ball
Executive Officers

Federal Reserve Board.

bbilization of reervea. ;

EUNCTIONS
Credit facilities -~ discounting for member banks
Currency issuing privilege greatly inocreases
loaning power of the banks. Large surplus -
available supply of notes.on hand formerly
una.vaila.blo.

MANY OTHER INCIDENTAL FUNCTIONS peRFORMED INCLUD ING
Par collection system. ' Generally recognized as
the most scientific in existence. Describe
plane In connection therewith describe
Gold Settlement Fund ($600,000,000)
Leased Wire System
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EISCAL AGENCY OPTRATIONS

Services rendered by bond men during Liberty
Loanse.
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’|/ Advertising Men's Post of the American

Legicn, luncheon Sept. 22, 1924.
Tiger Room, Hotel Sherman.
12 o'clock.

RCDUCTORY RFMARKS.

SUBJECT: THE FEDERAL RESERVE SYSTEM AND HCW IT
OPERATES.

EPORT OF MONETARY COMMISSIO
In 1908 Congress appointed a commission designated
as the National lonestry Commission, charged with the
- responsibility of determining what changes were
necessary or desirable 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 congress, proceeded deliberately,
etc. etce. '

] REPORT RENDERED IN 1912
17 defects pointed out - among which were

Inelasticity of national bank note circulation
! Inadequate 2nd unreliable credit facilities.
Reserves instead of being mobilized and in
readiness were found scattered and unavailab#

ERAL RESEEVE ACT
The important recormmendations contained in the
report were later embodied in the Federal Reserve
Act - 1923 - This being an act
To furnish an elastic currency, to afford means
of rediscounting commercial paper, to establish
more effective supervision of banking  »* .

- SY'TEM 12 banks - 12 districts
= National and state banks members.

MEMBERSHIP IN 7th DISTRICT:
362 State banks - capital subscribed $6,084,450
J 1057 Nat'l banks - " . 9,098,550
- 15,183,000
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Capital stock - subscribed eatirely by member
banks. Government not a stockholder. 7. °¢
Capital & Surplus - Fed.Res. System

- . Bank of BEmgland 88,325,184

" " " Bank of France 51,580,022

" " P Reichsbank 73 ’128 ? 832
ORGANIZATION.

Board of Directors — A B & C
Executive Officers
© Federal Reserve Board

NEW_BANKING SYSTEM - MOBILIZATION OF RESERVES
CTI
DISCOUNTING FOR MEMBER BANKS

CURRENCY ISSUING PRIVILEGE greatly increases
loaning power of the banks.

ANCIDENTAL FUNCTIONS
PAR COLLECTION SYSTEM
LEASED WIRE SYSTEM
GOLD SETTLEMENT FUND $611,304,000.

Fiscal Agency Operationss
LOANS v
Qcte 4, 1920 Septe 17, 1923 Septel7-24
Chicago (High)$499,000,000. $78,661,854. $28,411,677.
system 2,709,60%,000. 774,000,000, 257,967,000,
" CIRCULATIQN
Dece 24, 1920. Septdi, 1923
Chicago (High) $560,966,000 $415,601,620. $219,459,860.
System $3,404,931,000. 52,254, 764,00051, 734,666,000
PRESENT CREDIT SITUATION
PRESENT OUTLOK - crops, etce
WAR ACCOMPLISHMENTS
Credit supplied

Currency supplied
Fiscal Agency Operations.
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Outline for remarks to the officials of
the Northern Trust Company, June
20th, 192%7\,

( ae Decentralization of reserves.
l. Chief defects of )
old banking system(
) be Inelasticity of credit. .

2. Decentralization of reserves.

30,000 different bankse :

Pania 1907. . A

F.R.Act adjusted reserve requirements as follows:
Cent. Res.cities from 25% to 13% - demand depe
Reserve cities " 25% to 10 " "
Country banks " 15% to 7 e

Conte & Coml. reserve (at present time)

on25% basis would be - $71,231,000s -

on 13% " is = 37,043,000s .

3¢ Inelasticity of credit.
Overcome by rediscounting feature of F.Re.Banks.
Loaning power also inereased by currency issuing
privilege.

4., Organization of system as a whole.
Division of the country - 12 districts.

5a Capital & Surplus PaR.System - $320,257,000. \
" " Bank of England 86,271,132, {

m w  n Bang of France  $49,237,774.
" n " Reighgbank $ 1.796,577,

6. National & State Banks - memberP@/1 '
7. Federal Reserve Board.)
| 8+ Organization of Faderal Reserve Bank@

9. Functions = Radiscountin@
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s Functions continued - Note issuinge
Open market operations.
Fiscal Agenqgye.
Check clearing.
Gold Settlement.
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SERVICES RENDERED TO THE TREASURY DEPARTMENT
BY THE
FEDERAL RESERVE BANK OF CHICAGO

AS DEPOSITARY AND FISCAL AGENT

* k %k X
Federal Reserve Bank of Chicago
October 26, 1923
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SERVICES RENDERED TO TR "REASURY DEPARTMENT BY THE

FEDERAL RESERVE BANK OF CHICAGO AS DEFOSITARY ARD FISCAL AGENT.

On January 1, 1916, Seoretary lMoidoo appointed the Federal Reserve banks
depositaries and fiscal agents of the United States in aoccordance with Section 15
of the Federal Reserve Act. During the succeeding seven years, especislly during
the years of the war, the Federal Reserve banks have conducted fisoal sgency
operations on a very large scale. TPollowing is a desoription of \tho services
performed for the Treasury by the Federal Reserve Bank of Chicage (1) as depositary
and (2) as fiscal agent, together with a statement of the costs for the fiscal
year ended June 30, 1923:

1. DEPOSITARY OPERATIONS
Nature of Operations
The Treasurer of the United States has designated each reserve bank a

depositary of the general funds of the Treasury. Ais such depositaries the Reserve
banks are recguired to

le Pay Government checks and warrants, rendering voluminous
records of all transactions.

2. Pay coupons from Covernment securities.

Sa Transfer funds by telegraph.

4., Withdraw Government deposits from banks of the district.

6. Collect checks and non-cash items.

6. Carry on former Subtreasury operations.

?ransactions in these 8ix  divisions ryun into large figures and cost

$66,836.17 for the year ended June 30, 1923. "his figure does not include items

3 and 5 covering which no separate record is kept, but which are consideradble in
amount. These operations performed for the "reasury include several expensive

services which are not performed for menber banks, as for example numbers 2, 4 and




virg

-2-

6; whereas the immense detall reguired by Treasury regulations under number 1

is far in excess of what any member bank requires.

The average daily balance of the Treasury during the vear ended June 30,
1923, was £3,419,419, Of our member bank balances, 14 run larger than this

| amount, the largest being sbout $35,000.000

‘ COost of Operations
1. Government Checks Division
(I No. of checks and warrants handled 4,709,459
|k Face amount £623,547,000.00
I ~ Cost $12,308 .06
| 2. Coupen Payine Division
. ¥o. coupons handled 11,274 ,422
‘; Face amount £78,506,608.96
‘ Cost £20,798.62
3. . o
I Tolegraphic transfers to and from
‘ this benk amounted to (firures are not available)

The Treasury pays & proportion of the

3 cost of the private wires. Our records
do not show separately from other
transactions the clericsl and other
costs of hendling these transfers for
the Treasury.

4. v .

This bank keeps a detailed record of

: amounts on deposit with depositary

|5 banks, fipures and collects the interest

| on same snd during the year withdrew

: $282,171,123.44.

il ‘ Cost £6,500.64

The smount of out-of-town and non-cash

items received for collection and

credit to the Treasurer's asccount was
approximately $229,996,000.00
Number of 1tems 901,921.

3
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6. Sub-Treasury Operations

¥hile the act of Congress transferring

the Sub-~Treasuries to the Reserve banks

provided that the cost of operations

should be assumed by the bhanks, still the

operation of recelving and paying out

363,920,123 pleces of coin and bullion

amounting to $60,462,283.00

Cost this bank $30,228.95

Total ascertained expenses $68,836.17.

L of Opera

A Reserve bank in aoting as a depositary for the Treasury is in an
entirely different position from the ordinary commercial bank. A commercial bank
makes it a practice to invest its entire funds in excess of its required reserve.

A Reserve bank which is not operated for profit is on a vholly different basis.

It must keep in a liguid condition and carry large reserves and does not, therefore,
ordinarily invest more than a small percemtage of its funds. On the average, only
33.5% of our funds derived from devosits mmd outstanding Pedersl Reserve Notes,
after deducting minimum legal reserves, was loaned or invested during the fiscal
year ended June 30, 1923. It is, of course, impossible to say that the funds
invested were derived from any partioular deponits and not from other deposits.

The funds are pooled and if on the everage only 32,57 of them were invested it must
be gssumed that this percentage applied to the funds derived from svery depositor
and every holder of Pederal Reserve lotes. On this basis, the Treasurer's dalsnce,
figures at the average rate of return received by this bank on its loans and in-
vestments, produced an income of £30,080.97 as shown by the following figures.

On the other hand the ascertained expense of handling the account was $68,836.17.
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Daily average balence seecoce o;-o-ono;ooooot-.o &3.‘19.419.00
85% Reserve “quimt senssscssscssesrsnenses 1 79

Het BalinGo ceecscsscscosssscasesssssossocnssscs + 222 ,622.,35
Amount invested - 5305}% “es0nce00ecReves0BbOREe ’ 744 ,576 .49

Tet income at 0404 ccvcvosvococsoscncosssssse ’ 30,080.97
(averape rate)

Toml "o.rt‘med 'm‘e (AR R ERE B EEERE RS ENEE B EN] ’ 68'8“.1? .

N.t h.‘ fm hmdlmg ﬂcoomt s0scdseceoneone D ’ 38.755'30

11. FISCAL AGENCY OPHRAT IOKS
The Various Services Remdered

In addition to the services which this bank renders the Treasury as

depositary, it ocarries on numerous other operations in its capacity as fiscal

agent of the United States, as follows:

igitized for FRASER
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(1) Exchange of different denominations of coupon bonds

(2) Exchange of temporary for permanent bonds

(3) ©Exchange of interim receipts for permanent bonds

(4) Conversion of 4% coupon bonds into 4-1/4% coupon bonds
(6) Melegrarhic transfer of securities

(6) Iﬁtorohnnge of coupon and registered bonds

(7) Regis tered bonds forwarded to the Treasury for transfer
(8) Conversions of 47 registered bonds into 4-1/4% registered bemds
(9) Shipmtmu of canceled securities to the ™reasury

(10) Redemptions of called or maturing securities.

(11) ©Yew issues of securities

(12) Government deposit accounts with depositary banks

(13) Custody of securities

(14) Sale of Treasury Savings certificates

ederal Reserve Bank of St. Louis
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2.

e

igitized for FRASER
ttps://fraser.stlouisfed.org

(16) Redemption of War Savings Oertificates
(16) Purchase and sale of (lovernment securities

(17) Accounting of the above transactions

(18) Auditing

We exchange
bonds of one denomination for bonds of smother in accordance with

the appliocant’s desire for smaller or larger pieces. On June 30, 1923,
we had in stock for this purpose bonds of a par value of £337,382,000
furnished by the Treasury, consisting of 23 different issues of

bonds, notes and certificates, comprising from 4 to 6 different

denominations each, totaling 130 separate clesssifications.

Ye conduot the exchen ge

of seven issues now outstending in temporary form, as follows:

First 4's, Pirst 4~1/4's, First Second 4-1/4's, Second 4's, Second 4~1/4's,
Third 4-1/4's and Fourth 4-1/4's. On June 30, 1923, our temporary-
permanent exchange account with the Treasury showed a stock of

sas '262 ’6500

Exchange of Interim Receipts for Permsment BSonda.issued in comnection
with the Pirst Liberty Loan. On June 30, 1923, we held £28,950 of

3-1/2%4 vonds for this purpose.

ederal Reserve Bank of St. Louis
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B.

6.
7.
8.

As of June 30, 1923
we carried a stock of #1,104,000 bonds for comnversion purposes.
In camection with the sbove four operations, we

received and delivered securities during the fiscal
year ended Jume 30, 1923, as follows:

Dicges Par Value
Received 1,441,037 $284,807,200
Issued 186,455 .ggﬁi.!.o'_'..ﬂg
1,627,492 569,614,600 .

in average pf 1 employse handled this work.
Telegra T ésu | +» Yo receive and deliver large smounts
of Treasury Notes and Certificates of Indebtedness for acoount of other
Federal Reservs Banks upon instructions from the cm“iomr of the
Tablic Debt. For the year ended June 30, 1923, we received securities
amownting to $246,574,100 for delivery through other Pederal Reserve
RBenks and made deliveries amounting to #248,407,60C, a total of

$494,981,700.

The gervites : Of two employees were used in this

These oye rations involve e very careful examination of all assignments,
powers of attomey, resolutions showing authority and other legal doocuments,
in order to ascertain whether the assigmments have been made strictly in
accordance with the regulations of the Treasury Department and freoquently
necessitate extensive corresr-ondence. This work cam be handled only

by trained empliyees and it saves the Treasury Department much work and
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correspondence.

In connection with these three operations, we received
and delivered securities dmring the fiscal year ended

Pieces Par Vajue
Received 239,809 £99,668,800
Delivered 117,582 104,718,700

357,391 $204,387,500
An organization of 12 persons handled this worlé.
9. Shi ts Cancel urities to the Treasury. All coupon securities
received for exchange or redemption are canceled, sorted numerically,

schedukd by denominations and numbered and shipped to Washington in

locked pouches. Formerly the numerical sorting was done in Washington
but to save insurance against loss in trsnsit, we have relieved the
Treasury of this work by assuming it ourselves, with a consequent large
additional expense to us. As the serial numbers of the bonds run as
high as eight figures, discrepancies msy easily occur, and it is
necessary, therefore, to recheck these listings. In addition to this,
each number must be compared with the confidential list of lost bonds
furnished by the Treasury and at the same time constant watch must be
kept for altered numbers. The Treasury Bepartment requires us also to
keep a record of the source from which each bond is received. This :
necessitates our stamping the bonds with an identifying number and listing - \
these numbers on the shipping schedule in order that we may st any time
furnish the Department with the source from which any bond is received,

even after the bond has been casnceled and destroyed. During the year

3,106,383 pieces of a par value of $887.218,850 were sorted, listed and

lhippod.
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An average of 24 clerks performed these operations.

The cost of handling items 1 to 9 during the year ended

JﬂnQ 30. 1923. '.. $11°.13°.36'

10.

As Chicago is the
principal market in the West for the purchase and sale of securities,
a large percentage of maturing Covernment issues is presented at
this bank for redemption. During the year we redeemed 1,084,087
pieces amounting to $486,842,900 par value.

This work was done by 12 clerks, at a total cost
of $54,5698.80.

11. New Issues of Securities. When an offering of new uohritios is made
by the Treasury Bepartment, this bank must be prepared to furnish
application, receive subscriptions, make allotments, receive payment
by check, charge to the member banks, or by book credit arrangement and
deliver the new securities. During the year ended June 30, 1923,
eleven new issues were offered, subsoriptions and sllotments for the
soeventh district being as follows:

Subscriptions received , . « « . « o 707,719,400
Allotmontl-............467.0‘9.300

An average of 12 clerks handled this work.
00.‘-0.--..-00-0.0..”’.928.770

12.

A large proportion

of the subscriptions to new issues are paid for by the process known as
. "book oredit."” This is an arrangement by which member banks deposit
approved collateral with us against which, as security, they are permitted

to pay for their subsoriptions to new issues by giving oredit on their
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books to the Treasurer of the United States. "he collateral is held
by us for sccount of the Treasurer of the United States. It is
necessary for us to maintain detailed records showing the value under
"l'rouury regulations (based on market values) as well as the par
value of the securities held. "n June 30, 1923, the par value of
the securities held to secure Government deposit was #55,897,736.50.
The amount held by us during thes ysar varied from the minimam of
$26,999,465.50 to the maximum of $85,947,761.50.
5 cleriswre employed in this work, and the
total cost of the operation for the year
. ended June 30, 1923, was . . . . .+ - .« o $5,080.56
13. Oustody of Securities. The surplus stocks of umissued securities are
held in our monritlog Custody Department from which withdrawals are
made from day to day, as needed. 1At the close of business Jwme 30, 1923,
we had on hamnd #583,274,525 securities. In addition to this we
have handled through our Custody Department during the year $65,735,460
for acocowmt of the Secretary of the Treasury and the different departments

of the Government, as shown by the following list:

2itle of Account Gross imount Mandled for the
Fiscal Year ending June 30, 1923

Chief, Bureau of Insular Affairs, .
War Department, $2,000,000

Secretary of the Trsasury,
Alien Property Custodian, Account #8, 57,254,500

Secretary of the Treasury,
Account Tramsporsation Act of 1920, 1,100,000

Federal Prohibition Agent,
State of Illinois, : 50,000

Secretary of the Treasury,
Department of Interior, 20,060
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Becretary of the Treasury,
Account of Temporary Increase in

’ Postmaster's Deposit Account, $417,900
| Federal lcan Bank,
Wichita, Kensas, $9,750,000
8t. Iouis, Mo« 7,728,000
Omaha, Neb. 4,208,000
| nedwood Falls, Minn. 1,815,000
; Dallas, Texas, . 1,195,000
louisville, Xy. 200,000 §24,893,000
Total of securities held « « « o . . £65,736,460

M average of 4 owloyo'os were used in
comnection with this work. The cost
for the past year was c..ces 56 ,268.69.

14.

fales of Treasury Savings Certificates
direct to the public and thmugh banking institutions during the fiscal
year ended Jume 30, 1923, amounted to 20,938 pleces representing $6,122,611.00.
An average of 4 employeas were used in
connection with this work, at a total
cost of $19,088.43.

18. Heaemr 04 '.', v

In comnection with the redemption of

War Savings Certificates, a temporary organization of approximately 200

clerks handled the work during the rush period arowmd Jemuary 1, 1928, to

date of maturity of the Stamps. During the fiscal yeer ended June 30, 1928,
there were 16,457,244 S¢amps redeemed, amounting to $79,186,338.81, par value.
The personnel fluctuated so widely that it is impossible to give an accurate

estimate of them. “he cost of this operation was $167,587.43.

16. Segurities Purchaged end Sold.

Uhder special imstructions from the Secretary

of the Treasury, we purchaseds3,268,500 and sold $94,370,950. securities

for the acocount of the Treasury, totaling $157,639,450.

The services of 2 employees were reguired for this work.
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17.

ctions. Inasmuch as there are so many

kinds of issues and transactions, it is necessary for this bank
v to keep an elaborate system of accoumte in order to render the :
detailed reports required by the Treasury Department.

This depurtment employs € clerks. Te cost
for the year ended Jume 30, 1922, was $13,242.83.

18.  Auditing.

The Auditing program of this bank provides for
an audit and examination of the risoal
Agency Functlion 12 times per year, with the
exception of the Custodisn Sestion, which
is audited snd examined twics a year. ;
Total cost 11 28

Total cost of ell Fiscal Agency expenses $422,628.88.

™.ese costs include salaries of clerks, .
printing snd stationery, office supplies

and other incidentl operating expenses.

"hey Ao not include officers' saslaries,
protection and other necessary services,
office equi t or rent. The average

salary was $1,645.00. "he minimum $840.c0;
and the mxim, except the salary of the
Direstor of Savings, was $4 ,500.00.(one ohief).

It required the services of }70 clerks and |
about 10,000 sugare feet of space to handle
the Fiscal Agency operations.

IR LR T L L
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The following table shows the amounts for which, during the -

year ended June 30, 1923, the bank was reimbursed and was not reimbursed:

Operation Cost Reimbursed Not Reimbursed
Bond Exchanges (1 to 9) $107,120.36 £46,023.94 $61,096.42
| Tedemptions (30) B4,598.80  25,723.92 28,874,868
P New lasues (11) 37,928.77  37,928.77 0
, Gov't. Dept. Accounts (12) 5,089.56 4,040.00 1,049 .56
\ Custody of Securities (13) 6,268.69 B,460.04 808.65
5 Sale of Treasury Savings Certs. (14) 19,088.43 13,951.60 5,136.93
,’ Redemption War Savings (15) 167,587.48  167,587.43 0
\ Accounting 117) 13,242.83 0 13,242.83
Awditing (18) 1,698.98 4,680, 7,018.98

$422,623.65 $£308,395.60  $117,228.25

Our estimate of the corresponding expenses for the current
* fiscal year ending June 30, 1924, which under present regulations

would not be reimbursable, is approximately £140,000,00
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TALK TO yE OFFICERS OF THE NORTHERN TRUST COMPANY

'l'he/lorthem Trust Compeany has subscribed for
$300,000 stock in the Federal Reserve Bank of Chicego,
one-half of which is paid in, the other half subject

The benk gets 8% cumulative dividend on $150,000,
tax exempt. It carries an average reserve of $3,470,000
at the Federal Reserve Bank of Chicago, being 3% of its
time deposits and 7% of its demand deposite.

You help to elect two directors on our board, who
represent the benks with a capital of over $999,000.
One of these directors must be a banker and the other
must be engeged in commerce, industry;er agriculture.

You report earnings and dividenda*July firet and
January first, and give at least three reports of con-
dition during the year. You are also subjeoct to examine~
tion by Federal Reserve Bank examiners.

These are your privileges in the use of our
facilities:

1 - Collection of checks;

2 - Handling of collection items;

S = Furnishing of currency;

4 - Transferring funds by wire;

5 - Straight drafts; Federal Reserve exchange drafts
Transfer drafte;

6 = Redisccunt privilege;

7 - Right to use "Member Federal Reserve System"
dismond emblem and advertise membership.

@,
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Direotors of the Federsl Reserve Bank of Chicago

Who are they? How often do they meet?

Class A - elected by the member banks:
Charles H. McNider, Mascn City, Iowa
Elbert L. Jobnson, Waterloo, Iowa
George M. Reynolds, Chicago, Illinois

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

Class C - elected by the Federal Reserve Board
Frank C. Bell, Muncie, Indiana
James Simpson, Deputy Chairman
#illiamA. Heath, Eyafiston, 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, but is really a regional reserve bank
maintained and administered by the member banks through
the board of directors, subject to the supervision of
the Federal Reserve Board.

Contrast official orgenization of the Northerm Trust Co.
with that of the Federal Reserve Bank.
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" Services and Law framed around the needs of our system
of independent banks that are supplied by the Federal
Reserve Bank:

1 - Custodian of reserves of member banks;

2 - Provision for elastic currency and mobile credit;
8 - Depositary and United States fiscal agenoy;

4 - Economical collection and transfer of funds;

Three out of these four provisions are used by the
member banks.

Gold Settlement Fund - What it can do for the Northern
Truet Company.

Purpose: To save time and expemse in settling balances
between Federal Reserve Banks.

How handled: All Federal Reserve Banks and sixteen branches
settle through fund; balances wired to Federal
Reserve Board.

Amount: Combined clearinge and transfers through fund for
1921 were about 68-1/4 billion dollars and the
total expense of operation, including the remtal
of leased wires and oclerical services, was
spproximately $485,000.

Since 1915 the average weekly volume of clearings
and transfers has increased from about 31-3/4
million dollars to 1-1/3 billion dollars.

s and Discounts - The discount policies of the F.R.BEd.
are directed with a view to accommodating the commerecial,
agricultural, industrisl and live stoock interests of the
country in the manner and to the extent permitted by the
Federal Reserve Act, and not fr the purpose of inoreasing
the profits of the Federal Reserve Banks or the amount of
franchise taxes payable to the Government.

About 1-1/4 million pieces of paper were handled by the
discount departments of the Federal Reserve Banke during

1921.
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Features of 1921 Operation
Federal Reserve Bank of Chicage

Losns and discounts, 245,885 items, aggregating
$4,168,476,875. '

Acceptances purchased, 10,819 items, aggregating
$138,275,503.

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

Shipments of curremcy and coin to banks outside of
Chicago and Detroit, 27,558 shipments, aggregating
$184,517,577.

Checks (drawn on banke) collected, totaled 63,944,345
items and $15,265,744,000.

Notes and drafts, bonde and coupons, received for ;
collection, 411,897 items, aggregating $480,382,982

Telegraphic transfers of funds, 99,324 transfers, aggre-
gating $7,601,969,000. .

Balances settled through gold settlement fund,
$17,529,844,000.

United States Government checks and warrsnte handled,
4,881,837 items, aggregating $729,881,000.

Government bond department transactions, 27,055,785
pieces, sggregating $3,271,795,036.

Securities received as custodian, $515,691,896.
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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 necessity, 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

3
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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, T 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

5
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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 banks 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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fering both here and abroad. It would seem,
therefore, that the time is at hand when the
Council should take up with the Federal 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 Federal Reserve Banks in determining the
eligibility of such bankers acceptances; and, sec-
ond, to 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

7
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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
414% at the several Federal Reserve Banks,
and an open market rate for bankers accept-
ances of about 4 to 414 %, 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 logic, the present
rate for bankers acceptances of about 4 to
41%4% would seem too high as compared with
the open market rate for commercial paper of
about 424 to 434 % ; 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 214%, 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-
d 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

turn, 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 convincing 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 of the banks in the intelligent use of 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-
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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-
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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 revenues, 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
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$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-

23
Digitized for FRASER

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



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 maturltles) 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 facilities 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
y any other group. Only when thi§ 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 fellow 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
n 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 target 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
nations), and as it unfavorably affects the re-
serves of the country losing the yellow metal,

26
Digitized for FRASER

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



it calls 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, inevitable 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
28
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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

i 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 agricul-
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 organized for the
benefit of business - industry, commerce,

agriculture (factory, store, farm) - they
are hurt the worst when a panic comes, &nd

thru them the people.
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3. Bueiness uses currency and credit in
moving its goods from producer to con-

sumer.
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&. The credit that business uses is of two
kinds: 1st, investment or long-time credit;
2d,short-time self-liquida-ting credit.
First class furnished by investment
market - not‘by Federal Reserve System.
Second class - the kind of credit 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 movee

so fast that it is very liquid.
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5. Business useé vast amounts of this short—‘
time credit in moving its goods. There
wag freauentlv a shortaece of this kind of
credit just when needed and the currency
and creéit functions of the F.R.System
were therefore created to furnish more
adequate facilities for the seasonal and

emergency currency and 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 bank usually in-
dependently owned and operated. The credit
and currenc? fgcilities of the F.R. System
have improved the service the banks can’
give to business; i.e., the service they

can give to the people of their communities,
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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, themselves! 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. FEach national bank in
the respective districts is required by law
to teke an amount of capital stock in its
F.R. Bank equal to 6% .of its capital and
surplus (1/2 of which is psid 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 Regerve Banks are given
the power to issue currency based upon gold
end the notes of business men, manufecturers
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.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 bankers and
three business men, The Board of Directors
sets the policy and appoints the officers
of the F.R. Bank, who manage.the bank under

direction of the Board.
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9. The operationsg 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 "Chairman 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 the F., R. Board. The business between
member banks can then be cleared through their
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.

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



10. Then for all practical purposes, the F.R.
Banks can be considered as much like a pri*
vate corporation under governmental super-
vision, mainteined by the member banks for
the benefit of the business(i.e.,the Peqle
of the country. About 1/3 of the banks of

& the U,S. (in number) are maintaining this
System, but tgeir resources comprise about
70% of the b@nking resources of the U.S.

/
The currency issued by the F,R. Banks makee

up about 1/2 of the curreney in the hands
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11. How does businese get this currency and
credit from the F,R.System through its banks?
Give exemple - tracing the corn to the cow on
the ferm to the shoes the audience-wears, lem-
phasizing the self-liquidation of the paper
every time the hidechanges hands, and explain-
ing that emall notes, ae well ae large ngtes,

may be used.
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12. So you might take every article oonur

daily necessities and show how, somewhere
~in its journey to us, it used the kind of
self-liguidating credit available through
the F. R. System.

- 13. Then the businese man can think of the

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

orgenized 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

K\ agriculture of the country.
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Capital & Surplus.
Federal Reserve SystéM.eeses...$319,929,000,
Bank of Englandesscscsccscscses 86,041,000,
Bank Of Franc@esscscccssscccese 41,070,000,

Reictha.nk, Germany........}... 60,566,000.

LOANS TO MEMBER BANKS IN 7th DISTRICT.
Octe 4, 1920 (High point)eeee..$499,168,000.

May 8’ 1922..........-........ 72’551,000.

CIRCULATION, - 7th Diste
Dec. 24, 1290 (High point).....$560,900,000.
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CIRCULATION IN SYSTEM.
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STATE BANK MFMBERSHIP.
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Opening remarks.

Organization of System as a whole.

Federal Reserve Board and its Functions.

Organization of rfederal Reserve Banks.

Rediscounting Function.and credit extensioms
to member banks in Grand Rapids.

Note Issue Function.
Gold Settlement Fund.

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

Comment on Mr. Bloigett's service as a
Class B director of the Federal Reserve
Bank of Chicago since January 1, 1917.

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



‘Tl" 46-18 50M 10-24-21 B-18150
FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 192

FROM

In the invitation extended me by your Secretary,
Mre Bierce, to address the members of the Grand Rapids Associa-
tion of Commerce, he expressed the opinion that the business men
of 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. :

o

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 independently of the others. The law requires
that all national banks subscribe to the capital of the Federal Re-
serve Bank located within their district in an amount equal to six
per cent of the subscribing bank's capital and surplus, one-half of
which amount is to be paid in cash. The law also provides, and wisely
so, for membership of such 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 of the combined capital of all the
Federal Reserve Banks has been subscribed voluntarily by state banks
located throughout the country.

The state banks of 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 uniones
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FORM 46-18 50M 10-24-21 B-18150

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 192

FROM

L 2..

Contrary to an impression which 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 par with those
carried by the national bank members., In this manner, the reserves
of the banks throughout the country are mobilized and are held available
for the requirements of legitimate business, whether they be ordinary
or extraordinary.

FEDERAL RESERVE BOARD.

The Federal Reserve Board consists of seven members, five
appointed by the President and the Senate; two, the Secretary of the
Treasury and Comptroller of the Currency serving ex-officio. This
board supervises and contrels the operations of the reserve banks,
which elect, one from each district, a body known as the Federal Reserve
Advisory Council.

The Federal Reserve Board has power to regulate the establish-
ment of branches of Federal Reserve Banks; remove officers of Federal
Reserve Banks with due notice; examine at its discretion the accounts,
books and affairs of 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 rediscount the paper of any other
{ Federal Reserve Bank; suspend for a period not exceeding thirty days, and
| to renew such suspension for periods not to exceed fifteen days, the
{ reserve requirements specified in the Act; add to the number of cities
h \ classified as reserve and central reserve cities and to reclassify the
existing reserve or central reserve cities.
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FORM 46-18 s50M  10-24-21 B-18150

FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR ‘ 192

FROM

-3w

The Federal Reserve Board is also clothed with authority
to supervise and regulate the issue and retirement of Federal Reserve
notes; suspend the operations of 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, etc.,
review and determine the rate of discount established by Federal Reserve

Bankse

ORGANIZATION OF FEDERAL RESERVE BANKS.

Federal Reserve Bonks 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 banks) and three appointed by the
Federal Reserve Board: The Federal Reserve Act 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 time of
their election, shall be actively engaged in their distriet in
commerce, agriculture, or some other industrial pursuit.

Class "C" shall consist of three members who shzll 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 rederal
Reserve Bank, supervises the note issues and acts as the official
representative of the Federal Reserve Boarde

N

The Executive Officers are elected by the boards of
directors in a manner similar to that in which the officers of the commer-

éial 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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FEDERAL RESERVE BANK OF CHICAGO

MEMORANDUM FOR 192

FROM
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My bisf% here today brings forcibly to mind the two or
more visits which I have previously made to Grand Rapids since the
ihauguration of the new banking orders. Conditions, however, have
greatly changed. On the previous occasions referred to my particular
business was to explain the needs of the government 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 for the successive govermment loans which were
offered but to place these loans as they were offerede.

During the entire war period Grand Rapids stood ready and
responded cheerfully and liberally to &1l demands. We found that once
organized the only thing necessary was to acquaint your local organization
with what was expected and I am very happy to find opportunity at this
late date to say to those of you who divided your time and your energies
to the cause, that your city responded cheerfully and liberally and, I
believe, in every instance, oversubscribed her quotae. This is the
first opportunity I have had of making acknowledgment and it is indeed a
great pleasure to0 do so even at this late date.

Strange as it may seem, notwithstanding all that has been
said and 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 operates. In the invitation extended me by your
Secretary Mr. Bierce, to address the members of the Grand Rapids Associa-
tion of Commerce, he expressed the opinion that the business men of Grand
Rapids would be interested in a brief statement relating to the Federal
Reserve System and the manner in vwhich the banks funetion, and, therefore,
in the short time 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
vhich national and state banks are organizeds 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 of 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 institutions. Consequently, in accordance with the
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Act, the continental United States was divided geographically into
twelve districts, and in each of these districts, a Federal Reserve
Bankg was located, the cities designated being

Boston Chicago

New York St. Louis
Philadelphia Minneapolis
Cleveland Kansas City
Riehmond Dallas
Atlanta San Francisco.

All national banks were required to subscribe to the
capital of the reserve banks and state banks were accorded the
privilege of subscribing to ,the capital and becoming members of
the Federal Reserve System. ach member bank was called upon to
subscribe for an amount of capital equal to 6% of the subseribing
bank's capital and surplus, 35 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
banks.

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 surplus of approximately $319,000,000, as
compared with the combined capital and surplus of $188,000,000
possessed by the Bank of England, the Bark of France and the
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 the Currency are ex-officio members, the other mem-
bers being appointed by the President, with the approval of the
Senate.

Federal Reserve Bank of St. Louis
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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, B and C.

The three Class A directors are elected by the stockholders
and are chosen and are representative of the bankse.

The Class B directors, tkree in number, are elected by
the barks, a requirement being that at the time of their election,
they must be engaged in commercial, agricultural or other indus-
trial pursuits.

Of the Class C directors, thrse in number, appointed by
the Federal Reserve Board, one is designated as Cha irman 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 execut ive
officers of the banks and exercises gensral supervision over the
conduct of their affairs in quite the same manner as the board of
directors of other banks.

REDISCOUNT 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 customers. The pro-
cedure is a very simple one.

When 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 ei ther in the form of currency
or a book credit as may be desired. In this mamer, the member banks'
loaning power is replenished and they are enabled to go on loaning
in response to the demands of their customers,

Federal Reserve Bank of St. Louis
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NOTE ISSUE FUNCTION

The losning power of the Federal Reserve System is greatly
increased through 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 paper endorsed
by memnber banks, government securities, or gold, but the amount of
gold must in any event be not less than 40% of the outstanding note
issue. 5

As regards the matter of elasticity, experience has clearly
demonstrated that this currency does expand and contract in accord-
ance with the requirements of business.

Lord Cunliffe
Mr. Blodgett

In view of the fact that the public has not direct relations
with the Federal Reserve Banks, the question frequently arises as to
how the benefits are passed along.
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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

of fered 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 own
loaning power, as was the case under the 0ld banking regime.

The credit extended by the Federal Reserve Bank of Chicago

to its member banks in the city of Grand Rapids reached the high point -

on December
as compared
approximatel

4, 1920, at which time the borrowings aggregated $6,600,000
with loans to the Grand Rapids banks at the present time of
y $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 a

s those which now constitute the larger part of our

circulating medium, are the direct obligation of the United States.

Furthermore,
either comme
times a rese
cent of the

they are secured by a pledge of collateral consisting of
rcial paper or gold, with the understanding that at all
rve in gold must be maintained equal to at least forty per
outstanding notes.

et GOLD SETTLEMENT FUND.

"

_Washington f

" Federal Rese

e $509,000,000
credited to

fund enables

A fund known as the Gold Settlement Fund is maintained at
or the purpose of expediting settlements between the various
rve Banks., At the present time, there is approximztely
in the fund, of which amount approximately $76,000,000 is
the account of the Federal Reserve Bank of Chicago. This
each federal Reserve Bank and direct settling branch to

telegraph the Board the gross amount collected for the account of each
other Federal Reserve Bank and direct settling branch before the final

closing of t
of inter-Fed
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CHIEF FUNCTIONS OF F. R, SYSTEM
1. Custodien of Reserves & Member Banks.
2. Provision for elastic currency and mobile credit.
3. Depositary & U. S. Fiscal Agent.
4. Economical cocllection and transfers of funds.
HOW F. R. BANKES FUNCTION
12 Regionsl Banks - not a central bank - under supervision
of F. R. Boeard.
A11 national banks must belong - state banks may.
Operating capitsl furnished by reserve deposits of member
bankes and their subscription to capitel stock in F. R. B.
Fach bank under supervision end control of a board of
directors 2/3 of which is elected by stockholding member
banks, and 1/3 appointed by F. R. Board.
Sec. 4 F. R. Act says:

"Every Federal Reserve Beank shall be conducted under
the supervision and control of a board of directors.

"The board of directors shall perform the duties
usually appertaining to the office of directors of
banking essocistions and &ll such duties as are prescribed
by law."
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HOW PAPER IS DISCOUNTED AND REDISCOUNTED £
No advances direct to public. All loans or advances &re
mede either to the U. S. or member beanks,and deposits are
received only from member banks or the U{ S.yor from banks
solely for exchange or collection.

The lzw limits the character of advances sagainst paper
offered by the member banks.

The notes that are rediscounted must be endorsed by a
member bank. (N.B. the member bank thus sssumes risk of
payment.)

The law does not limit amount of credit a member bank

mey secure by rediscounting at F. R, B. but it does say,
Sec. 4 F. R. Act:

"Said board of directors shall administer the affeairs
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 law and the orders
of the Federal Reserve Board, extend to each member bank
such discounts, advencements and accommodations &s may be
safely and reasonably made with due regard for the claims
and demands of other member banks."
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One of the reasons Congress threw limits and safegua?ds
around the loan tramsactions of the F. R. Bks. was be-
cause the entire legal reserves of the member banks are
held by the F. R. Bks. and they must therefore be kept
in a liquid position.

The paper against which the F. R. Bks. lend must be
of short maturity; notes,drafts, and bills of exchange
issued or drawn for egricultural, commercial, or indus-
trial purposes, or the proceeds of which have been used
or are to be used for such purposes. ‘
Congress gave the F. R. Board power to define paper eligible
for rediscount.
The F. R. B. is forbidden to discount notes covering
merely investments.
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The F. R. B. lends to member banke ageinst paper the
member bank hes alresdy &cquired in the course of its
business. It lends for purpose of enabling member bank to
restore its reserve to the legal reguirement after the
reserve has been impaj because of increased loans and
deposits. o)

Based in part upon the security of this rediscounted paper
end in part upon gold,the F. R. B. can put into circulation
F. R. notes in sufficient volume to meet the requirements
of ordinary business transactions or of an acute emergency.
This currency is eleastic - it is expanded or contracted by
the needs of business.

As business expands and there is a demand for greater dis-
count mccommodation, the paper that is eligible for redis-
count may go to the F. R. Bamk &s security for currency, and
in turn when such psper matures,its pesyment automatically
withdrawe the F. R. notes against which it stood as partial
security. So the F. R. notes are "called in" by business
itself by the act of paying off its obligations.
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DON'T EXPECT THE IMPOSSIBLE OF THE F. R. SYSTEM

It cennot protect business men sgainst bad judgment
nor cen it prevent periods of business depression, no matter
how skillful its administration. Both England and Frence
have shown that, in their long experience with their banking
systems upon which ours is patterned.

But the F. R. System can prevent money panics - it can
ease the strzin of depression - and it cen reduce the over-
hesd cost to business of collecting and clearing its
financial transactions.
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l. Charles E. Parker, President Kiwanis Club.
also Cashier, American National Bank.

2, Federal Reserve System.
3. Act - December 23, 1913. - Captiom.
4. Twelve banks.
5. Federal Reserve Board.
6. Organization of banks - Boards of Directors.
7. Capital and Deposits.
(Redi scounting.
:Onrrency or Note issuing,.
8. Functions )
(Chedk collectiome

)
(nm1 Agency .

9. Gold Settlement Fumi.
Balance for System - $465,236,000.
Our balance - 91,847,41%.

10, Clearings for Chicago, Milwaukee and Detroit.

1l. Relation of the Federal Reserve Banks to
the business of the country.
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Capital & Surplus.

Pederal Reserve System - $316,928,000.
Bank of England - 86,041,000,
Bank of France - 41,070,000,
Reichsbank, Germany -  60,566,000.

Directors Federal Reserve Bamk of Chicago.

Geo. M. Reynolds - Chicago. )
Chas. H, McNider - Mason City, Ia. ( Class A.
E. L. Johnson - Vaterloo, Ia. )
J. W. Blodgett - Gram Rapids, Mich}
A. R, Erskine - South Bend, Inde ( ™ Be
A. H. Vogel - Milvaukee, Wise )
F. C. Ball - Muncie, Ind. (
James Simpson - Chicago, Ill. ] * B
V. A. Heath - Bvanston, Ill. (
LOANS

Cete. 4, 1920 (ngh point). oo 90“99 158 000,

Nov, 30 1921. ocooooo-o.oooooo__lmm
Daoroaae in loanSececcecee 319,633,000,

CIRCULATION
Dec. 24, 1920 (Hi@ pOi-nt )....3"9;900,000.

Nove 30’ 1921c0cescsscoscscese mn‘m
Decreaseesssscess 159,400,000,

Reaerva position of system-——-==72.8
» " Chicag0=~===T3.6
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Barly in 1915, immediately following the passage of the
Federal Reserve Act, one asuthority was bold enough to declare with
confidence that the future would prove the Federsl Reserve Lct to be
the greatest piece of constructive legislation enacted since the
adoption of the Constitutione This opinion was expressed at a time
when many bankers were protesting vigorously against the feature of
compulsory membership and other features of the law.

Later on, about the time this country entered the Great
War, the statement was made that the Federal Reserve Act and the
Federal Reserve Bamks would supply the foundation for all fiscal
preparedness of the nation in its time of peril.

Now that the war is over, it is most gratifying to kmow
that in the opinion of fairminded, intelligent authorities, the suc~
cess achieved in the operation of the new banking system during the
war had passed highest expectation.

Whatever success has been achieved is due, in a large
degree, to efficient administration on the part of the Federal Re-—
serve Board at Washington. And it is to this Board that one of your
Wisconsin citizens has been recently sppointed as a members

Under the law, the Federal Reserve Board is given very
broad powerse It is under thelr direct supervision that the banks
operate, and, beyond this, the Board is possessed of broad regulatory
powerse It was a matter of good fortune that the personnel of the
Board,aos constituted, was made up of strong men representing the
best element engaged in banking, commerce and industry. Whatever the
problems have been in the past, it is quite obvious that the re-
sponsibilities ahead will be quite as greaty therefore, it is impera~-
tive that the high standard be maintained.

1 can conceive of no stronger testimonial to the fitness
of your homored citizen, Mr, Moehlempah, for the great respomsibilities
than is evidenced by the reception accorded him this evening by the
business men of Wisconsine I am very glad to be here as a representative
of the Federal Reserve Banky and to Join with you citizens of Wisconsin
in wishing Mr. Moehlenpah Godspeed, =nd in expressing the hope that his
career may be characterized by success in fullest degree.
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Hg, We P, Go HARDING, of the Federal Heserve

Board, has accepted our invitation to dine.

The honor which he thus pays us and the obliga-
tions which his coming here impose upon us are
both significant, The labors in which he is
engaged 1 know from knowledge and observation
to be a great drain on his time, his abilities
and his strength. HNo one knows better than the
speaker with what signal ability and unselfish-
ness he has risen to every call and to every
emergency.

When Lord Cunliffe, of the Bank of England,
was here last week I made some comments to the
effect that the Federal Reserve Act was the
foundation of all physical preparedness of the
Fation in the present hour of peril; and as
many of tonight's guests were present at last
week's meeting 1 shall not cover that ground

a second time, except to say that great as the
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new banking machinery is, it would be of
little avail without brains in its adminis~
tration,

There are men in this room who know
more of Governor Harding personally than the
speaker, but 1 feel safe in claiming to be
inferior to no man in appreciation of the

% work he has done and is now performing for

the Government and the people of the United
States as the head of the Federal Reserve

Board. Without further words, I hasten to
present KR, HARDING,
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WILLIAM 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 the funding bill of
Hamilton. The Government was loaded
down with a foreign and domestic debt of
seventy millions of dollars. lioreover,
it was staggering under the load with no
lamp to light its path., France, Holland
and Spain were our foreign creditors but
the bulk of the sum, an;rding to history
recorded by Washington Irving, was owed
to officers and soldiers of the Revolution
who had risked their lives in the cause,
farmers who had furnished supplies for

the service, and to private capitalists,
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i You will remember how our forefathers,

Q having no money, issued certificates to
these various interests, and you will re-
call how these interests despairing of
payment exchanged them for trade or sold
their certificates to speculators who

| ultimately, when the Federal Government

i assumed all debts, cashed in at face value
| of the obligation, Every patriot will also
remember that it was the then Secretary of
the Treasury who successfully diro;tod the
campaign in favor of supporting and uphold-
ing public coredit and National honor., This

man was the real maker of the Government of

the United States, MlMore than my> 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 financed

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

of 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 is engaged in an effort to
fund 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, No Secretary
since Alexander Hamilton has had so great
a task to perform., Nevertheless, with his
talent for 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, coimcide in difficulty
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and because a tremendous crisis confronted
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 con-
vinced that this section of the country upon
receipt of full and more definite detall 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 hconored to present
our friend and lsader, the Honorable WILLIAM
Gs MoADOO, 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 appeal of tonight for financial
support will be generous, unselfish and
complete, We cordially thank our guests and
we highly appreciate the privilege and the
distinction which their presence has afforded
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HON, W, P, G, HARDING, of the Federal Reserve
Board, has accepted our invitation to dine.
The honor which he thus pays us and the obliga-
tions which his coming here impose upon us are '
both significant., The labors in which he is
engaged I know from knowledge and observation
to be a great drain on his time, his abilities
and his strength. No one knows better than the
sl;o_aker with what signal ability and unselfish-
ness he has risen to every call and to every
smeraency.

¢+ When Lord Cunliffe, of the Bank of England,
was hére last week I made some comments to the
effect that the Federal Reserve Act was the
foundation of all physical preparedness of the
Nation in the present hour of peril; and as
many of tonight's guests were present at last

week's meeting I shall not cover that ground
a second time, ©xcept to say that great as the
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new banking machinery is, it would be of
little avail without brains in its adminis-
tration,

There are men in this room who know
more of Governor Harding personally than the
speaker, but I feel safe in claiming to be
inferior to no man in appreciation of the
work he has done and is now performing for
the Government and the people of the United
States as the head of the Federal Reserve
Board., Without further words, I hasten to

present MR, HARDING,
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WILLIAM 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 the funding bill of
Hamilton., The Government was loaded
down with a foreign and domestic debt of
seventy millions of dollars. loreover,
it was staggering under the load with no
lamp to light its 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 their lives in the cause,
farmers who had furnished supplies for

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

having no money, issued certificates to

these various interests, and you will re-

call how these interests despairing of

payment exchanged them for 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 allé
remember that it was the then Sggritarx of

the Treasury who successfully directed the
campaign in favor of 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 financed

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

of 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 is engaged in an effort to
fund 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., No Secretary
since Alexander Hamilton has had so great

a task to perform, Nevertheless, with his
talent for management the enterprise is
started and on the way. I have assoclated
the names of the immortal Hamilton and the
present brilliant Secretary of the Treasury
because their problems, while differing in

kind, nevertheless, coimcide in difficulty
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and because a tremendous crisis confronted
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 con-
vinced that this section of the country upon
receipt of full 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
Gs 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 appeal of tonight for financial
support will be generous, unselfish and
complete, We cordially thank our guests and
we highly appreciate the privilege and the
distinetion which their presence has afforded

us.

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



Rev. Charles Sumer Pier
Welcome. On behalf of Federal
Reserve 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 |
the necessity and importance of
securing widest possible dis-
tribution and you can render
great assistance = = - =

The generous response to the call
for this meeting is stimulating -

With such assurance - - - -

Ben F. McCutcheon = = = = -
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Director of National War Loan Organization

Outline of Government's Finance Program

Victory Liberty Loan.

Immediately upon assuming his duties as Secretary of the
Treasury, lr. 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.

lMr., Lewis Be. PFranklin, Director of National Wer Loan Organization
is here today for the express purpose of conferring with the
Liberty Loan Organization of the Seventh Federal Reserve Districte.
He is one of those who responded promptly Fo the call of the Govern-
ment for assistance and left his position as Vice~President of the
Guaranty Trust Company of New York to assume the great responsibi-
lities of the office he now holds. Beyond this I am very glad to
say he is one of those who has expressed determination to stand

by the Treasury Department until the great job is finished. At
this point I wish to make acknowledgment to lr. Franklin of the

splendid and liberal treatment which he has accorded to our

Loan Orgsnization 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
the district, and I am confident that the generous response to
', ur invitation must be satisfactory and stimulating to lir.
lin, and may be accepted as an indication that our organi-
zatign stands ready to perform.
It is ny understanding that we are to have a frank
statement of the Governmment's financial program insofar as
possible, and I have great pleasure in introducing

MR. LEWIS B. FRANKLIN
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[;;ree of the most overworked expressions in

~=000=—

the English lenguage are "camouflage', "co-ordination"
and "co-operative contact". = They are unusually use-
ful words and instantly arrest the attention, Y%t
the war placed heavy burdens on them and they are not
now always 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 one of the best words we have.
It is at the bottom of business success and personal
happiness. Men and women must truly serve those whom
they appezr to lead.

Two of the greatest sentences ever written

are these: "I come not to be minist;féd unto, but to

i
/

minister", and "He that would be £hief among you, let

him first be thy servant." What is the meaning, but

\. A
A

service for others?

10 vl A
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The thought embodies the fullest understand-
ing of the principle of ﬁnselfish public service and
the value of its practice. What 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 respect, -
not in fact, but figuratively and in my heart, I do.
Now I do the same thing to the young men and women who
rendered service to their country equally patriotic
and equally indispensable_lg‘ standing by their jobs
in this Bank in commection with the activities of the

Ware. o

Z, s Ly
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Politeness has been likened to an air-cushion.
There may be nothihg in it, but it surely reduces the
jars~and jolts.
Courtesy is the right bower, or handmaiden
of service. I have 1ivéd to know that no one is really
useful, or successful, or happy in material affairs,
unless he is courteous at heart, and at bottom a serv-
ant wherever and whenever serviée is possible. One
must also be hard-muscled, to borrow a phrase, and
g&§o acquire enthusiasm - that enthusiasm of spirit
which moves stones, charms brutes, and inspires men.
The greatest business in the world is .the
United States Government. And there is probably no
business where scientific methods are more difficult
to interject and meintain than in the various phases
of governmental activities, and yet in these, as well
as in all other matters, we find the most highly per-
fected results only where high-grade service is ren-
dered as sn indi spensable duty.
Service affords opportunity for advancement,

end is in my opinion the gpst, if not the only, in-
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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 army of
men, women and glrl workers living down there in an
earnest effort to help their country's cause. In one
of the many war activities conducted by civillan vol-
seventy-five or one hundred

unteers, iﬁxnxxiﬁﬁAstenovrapners were employed. They
came from Illinois, Kansas, Massachusetts_and other
parts of the country, and in the hearts,oféall these
girls was the desire to serve their country. A cer-
tain war worker, in conversation with one of these
young women, received from her an inspiration out of
which, with the assistance of ex-President Taft,
initial steps were taken to reform living condi tions
throughout the city for all classes of war workers,
including officers of the Army and Navy as well as e
civiliens. The patient sacrifices of these sten-
ographers thus precipitated a movement for the ref-

ormation of living conditions which would have been

far-reaching, thorough /ana helpful, affecting even
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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 thé air and very soon under

way e Doing something for somébody else, and doing it
well and cheerfully, was at the bottom of this impor-
tant step.

The orgemization, in this Bank, of the
Federal Reserve Club a few weeks ago, was auspicious,
not only for the well-being of our workers but for the
Bank itself.

The objeects of the Club are: to acquire and
disseminate the principles of banking as laid down in
the Federal Reserve ict; to promote physical health;
end to secure to its members the benefits of general
study and co-operation in the furtherance of their
legitimate purmuits and activities. These aims are
bound to bear fruit of the best sort.

One word as to the Federsasl Reserve Act it-

self: the English statesman,leadstone, declared the
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wonderful instrument ever struck off by the braim of
men in a given time. The Federal Reserve Act is the bul-
wark and safeguard of our banklng resourcea, just as
NtV
our Federsl onstitutio€7 tectd the rlghts, liber-
ties and opportunities of the people of the Nation
as a whole. ;
I have so many loyal supporters in this
Benk as to despair of ever returning the multitudinous
courtesies and klndnesses shown me on every side by the
L-é‘u s &
employes of the Bank, agﬁ'its officers. Unfortunately
my nature is one of repressione. It is not easy, in
®ther words, to exhibit appreciation for favors of
this kind. It is my stroung desire, however, that every-
one should know, so far as possible, what these things

mean to me - how much they are valued, ang to what ex-

g ciree
tent they are & practical help in . our daily

proéiamag. . C{J”’ &
\ //M /
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James B. licDougal,
Governor, Federal Reserve Bank of Chicago.
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Three of the most overworked expressions in
the English language are "cemouflage", "co-ordination”
and "co-operative contact". They are unusually use-
ful words and instantly arrest the attentionf ?at
the war placed heavy burdens on them snd they are not
now always used with precision snd propriety.

Another striking word is SERVICE. I some-
times get tired of hearing it; nevertheless it is one
of my hobbiess. It is one of the best words we have.
It is at the bottom of business success and personal
happiness. llen and women must truly serve those whom
they appear to lead.

Two 0f the grestest semtences ever written
are these: "I come not to be ministered unto, but to
minister”, and "He that would be chief among you, let

him first be thy servant.” “hat is the meaning, but

service for others?
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The thought embodies the fullest understand-
ing of the principle of unselfish public service and
the value of its practices What zn everlasting glory
to have been in the serviece of the Army or the Navy
during the past few years!

Every time I meet & soldler or a ssllor on
the street I feel like lifting my hat in respect, -
not in fact, but figuratively and in ny heart, I do.
Tow I do the same thing to the young men and women who
rendered service to their c’tmntry equaslly patriotic
and equally indJ.Spensable/ zbstanding by their jobs
in this Bank in comnection with the sctivities of the

Ware
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Politeness has been likened to an air-cushion.
There may be nothing in it, but it surely reduces the
Jars snd jolts.

Courtesy is the right bower, or handmaiden
of service. I have lived to know that no one is really
useful, or suecessful, or happy in material affairs,
unless he is courteous at heart, and at bottom a2 serv-
ent wherever and whenever service is possible. One
must also be hard-muscled, to borrow & phrase, and
also acquire enthusissm - that enthusiasm of spirit
which moves stones, chaims brutes, and 1n.sp1res mene

The greatest business in the world is the
United States Government. And there is probably no
business where scientific methods are more difficult
to interject and maintain than in the various phases
of govermmental sctivities, and yet in these, as well
es in all other matters, we find the most highly per-
fected result only where high-grade service is ren-
dered as sm indi spsnsable duty.

Service affords opportunity for advancement,
and is in my opinion the most, if not the only, in-
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solid achievement.

Last year, in Washington, before Athe signing
of the armistice, livins conditions had become so in-
tolerable in that city as to work injury to the army of
men, women and girl workers living down there in an
earnest effort to help their country's causes. In one
of the many wer activities conduected by civilian vol-

seventy-five or one hundred
unteers, ﬁ;axxﬁg stenographers were employed. They
came from Illinois, Kansas, lisssachusetts and other
parts of the country, and in the nearts of all these
girls was the desire to sorve their coumtry. A cer-
tain war worker, in conversation with one of these
young women, received from her an inspiration out of
vhich, with the asgistance of ex-"resident Tarft,
initial steps were taken to reform living conditions
throughout the eity for all classes of war workers,
including officers of the Army and Navy as well as
civilianse The patient sacrifices of these sten-
ographers thus precipitated a movement for the ref-

ormation of living conditions which would have been

far-reaching, thorough, and helpful, affecting even
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but the armistice ﬁas just them signed, and the matter
was dropped a2s less pressing and less necessary, be-
cause the demobilization of Tashington's working forces
- was almost instantly in the air and very soon under
waye Doing something for somebody else, and doing it
well and cheerfully, wes at the bottom of this impor-
tant step. v

The orcanization, in this Bank, of the
Federal Reserve Club s few weeks ago, wes auspicious,
not only for the well-being of our workers but for the
Bank itself.

The objects of the Club are: to secuire and
disseminate the principles of banking as laid dowm in
the Federal Zeserve ict; to promote phvsical healths
and to secure to its members the benefits of general
study and co-operation in the furtherance of their
logitimate purmuits and activities. These aims are
bound to bear fruit of the best sort.

One word as to the Federsal Reserve ict it-
self: the English statesman, Gladstone, declared the
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wonderful instrument ever stmuck off by the brain of

man in a given time. The Federal Reserve Act is the bul-

wark end safeguard of our banking resources, just as

our Federsl Conmstitution protects the rights, liber-

ties and opportunities of the pecple of the Hation

a3 a whole. b~
I have so many loyal supporters in this

Bank as to despair of ever returning the mmltitudinous

courtesies and kindnesses shown me on every side by the

employes of the Bsnk%fﬁeers. Unfortunstely

my nature is one of repression.s It is not easy, in

otherwords , to exhibit appreciation for favors of

this kind. It is my strong desire, however,ithat every-

one ghould kmow, 30 far as possibla, what these things

mean to me - how much they sre valued, and to what ex-

tent they are a practical help in e cur daily

problems.
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“EXCHANGE OF CHECKS
AT PAR”

ADDRESS BEFORE THE
CHAMBER OF COMMERCE
OF THE

UNITED STATES

Seventh Annual Meeting in St. Louis

April 30th, 1919

By WALLACE D. SIMMONS

President, Simmons Hardware Company
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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 coltecting 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
o‘fb;he 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 upen 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 some
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.

Within 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 community from which the
money came—back it went, and other goods
were returned in éxchange.

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 anything is what you 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 dmount 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-
ver 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
his grain was bought and where he expected
to get other things in exchange for it.

The result was 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 which, 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 are 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 service 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. The service was to the
party making the payment, not to the one re-
ceiving 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. i

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 value of the debt in money
or its equivalent. Any tender which involyes
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 ofe hundred cents on the
dollar.

Barter or trade practically begins with the
- producer of new wealth whose surplus pro-
ducts, beyond the 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 community, and thercfore the
money given in exchange for these products
must originate in the markets to whlch they
are shipped.

. This means that the first movement of money
is toward those districts which produce the
new wealth, and if the menev is due and pay-
able in the district where this new wealth is
produced, then the cost incident to Pplacing 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 should 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- o
dence of their haying 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 couyrse 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 some 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 bllls w1th 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 was 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.”

When 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
whatever 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 so small an amount.

This abuse went so far that in some cases
banks were purposely 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
this delay a remittance had to be made, it
was in the form of a check drawn upon some
other bank, generally a bank owned by the
same coterie. This was an excuse for a second
delay and a second so-called collection charge
or exchange charge, and then this second bank
would probably send a check or draft upon its
correspondents in some metropolitan city.

When 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, oh)ected strenuously to the Government’s
plan They tried, and are still trying in every
way they can, with the most plausible 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.

When all other arguments fail and they have
to acknowledge that they are endeavoring to
continue something that is not right, they fall
back 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 practieally 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 chief objection to hav-
ing those people pay in this way, for the cost
of operating their own banks, 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 b::mks,l and sobonh b:;lck
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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 and the
labor of the many people who are engaged 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
throughout 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 day: “Our banks col-
lect a large percentage of the checks sent by my
customers, without any collection charge or ex-
change, but they make charges on some, and
tell me that they charge me only what the Tocal
banks charge them. Why 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 explained 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
valuable, is dlsposed to follow the line of least
resistance, in its attitude toward this scheme
of the local banks to levy 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
thinks 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 me to shift my account to some
bank that will show its appreciation of my ac-
count of protecting my interests whenever 1
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 remittances 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-
hausted 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
Digitized for FRASER 13
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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 seck 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
checks for the full amount 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
vou 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, are 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 mcans 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 mean the elimination of a lot of
unnecessary steps and 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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Outline of Govermment's Finance rrogranm
Victory Liberty Loan.

Immediately 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. §

Mire. Lewis Bs Franklin, Director of National War Loan Orsanilauon-,,
is here todsy for the express purpose of conferring with the
Liberty loan Organization of the Seventh Federal Reserve District.
He is one of those who responded promptly to the call of the (Govern~
- meat for assistance and left his position as Vice~President of the
Guaranty Trust Company of New York to assum® the great responsibi-
: lities of the office he now holds. 3eyond this I am very glad to
say he is one of those who has expressed determination to stand
by the Treasury lepartment until the great job is finished. it
this point I wish to make acknowledgment to Mr, Frauklin of the
splendid and liberal treatment which he has accorded to our

Loan Organization in commection 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
the district, and I am confident that the gemerous response to

our invitation must be satisfectory and stimulating to Mre
Franklin, end may be accepted as an indication that our organi-
zation stands ready to performs
It is wy understanding that we are to have a frank
statement of the Government's finsncial program insofar as
possible, and I have great pleasure in introducing
MBe LEWIS Be FRANKLIN
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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
Saviietton 1 9004 M3 1 0l 10 Meatghind %o Ssp ml Glonuns
informally any 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, Wi therefore I do not intemd to go into this
particular vhase 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. Wr. Johnson,
lr, leredith and Mr., Hutchison, all from your state, are highly
representative of the beat there is in banking, agricultural
and commercial pursuits, just such men as the framers of the
Pederal Reserve Act intended should officlate. These mem have
given liderally of their time and their emergy, and the Chicago
Bank considers itself most fortunate in having the benmefit
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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 menber 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 opportume moment to say something
concerning some of the points that appear to be uppermost in
the minds of the banking public.

One of the cbjections to the Federal Reserve System
which from the begimning has frequently been cited by member
banks, alsg State banks and Trust Companies contemplating
membership, lies in the fact that no interest is paid by the
Pederal 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 substamtiation
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of this, we have but to revert to the financial disturbance of
1907. At that time banis throughout the country maintaining
so=called reserve balances with their correspondents in reserve
and central reserve cities, were receiving interest thareon at
rates varying from 2 to 3% in accordance with the city in which
their deposits rested. Iliost of you during this period 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 resexrve 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, to the fact that their
good bills receivable and other assets could not be realised
upon short of London or other foreign cemters, suspension of
money payments followed.
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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 if the PFederal
Reserve Banks were permitted and undertook to pay interest on
the balances?

As indicating the situation which would confroat the
Federal Reserve Bank of Chicago under a progran of allowing
2 per cent interest on deposits, I have made some calculations,
based on the statement of condition as of April 27th, 1917:

On that date the bank's capital was in round figures
7,000,000, on which the cumlative dividend is §420,000., per
ammum, The operating expenses for the year 1916 were in exocess
of §230,000. The member banks' reserves were $97,000,000, and
government deposits §8,000,000., the total deposits deing
$105,000,000, on which interest at 20 per awnum amounts to
$2,100,000. The minimm requirement for earnings therefore,
including the peyment of 25 interest on deposits 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 o maximum of §$75,250,000.
without making provision for mainteining balances fur ezchange
purposes in New York or elsewhere. In oxder that the assets
of the Federal Reserve Bauk may be kept liguid, the law wisely
restricts its investments, and the investment yield is necessar-
ily low. Suppose, for the sake of argument, we assume that the
$75,250,000. could be inwested at 3%, The yield would be
$2,257,500. or approximstely $500,000. less than the require-
ment for earnings previcusly stated. It is therefore apparent
that in oxdor to pgy interest on deposits the law would have
to be amended to permit the Federal Reserve Banks greater
latitude in the sclection of investments, at the expense of
safoty and maintenance of the aseets in a liguid condition.
Furthermore, a forced increase in the volume of investments
would result in competition with member banks, & thing vhich
has been studiously svoided from the outset.

Great presswre has been brought to bear on the Bank
of England time and again to pay interest on deposits, but the
Governors of the bank successfully resisted such pressure,
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though' much comrage and breadth of viewpoint was at times
required., They have consistently adhered to the prineiple
that so long as the Bﬂt.of&gm held the reserves of
the joint stock bamks it could not afford to invest so large
a proportion of its assets nor at swh rates of interest as
would ensble it to pay interest on deposits. The Mansgement
of the Bank of England has not allowed the temptation to
make large profits for its stock holders to influence its
Judigment as to the policy which would best preserve the
liquid condition of its assets., Without adherence to the
policy of "mo interest on deposits” by the Bank of England,

it is inoconceivable that London could throughout so many
genorations have retained its commanding position as the
financial center of the world.

- am e s ewm wm e e

Considerable interest has 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 Doard 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 $573,203,000. The re=-
quired reserves for 35§ against deposits and 407 against Fed-
eral Reserve Notes aggregated $252,5632,000. Gold held by the
banks in excess of their reserve requirvemsnts oggregated
$520,669,000. In addition to the reserve held by the bamks,
the Pederal Reserve ‘gents on the same date held $349,519,000.
2014 against outstanding Pederal Reserve Notes.

Omitting the detalls of the calculation with which we
need not concerm ourselves at this time, it was shown that gold
aggregating $540,566,000, was available os & basis for the
issuance of additional Federal Reserve Notes. The system as
a whole therefore had the gold basis to issue additional Federal
Reserve Notes to the extent ef $1,350,000,000, while maintaining
reserves of 35j% against net deposits and 407 against Federal
Reserve Notes.

The Federal Resorve Bank of Chicago on the same date
had the gold basis for issuing $136,000,000. of Federal Reserve
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Hotes in addition to those outstanding, maintaining

the reserve percentages just memtioned. Since that time,
by the process of exchanging Federal Reserve Notes for
gold, owr basis of note issues has been increased. On
April 20 the note issuing capacity of the Chicago Bank had
been increased some $30,000,000, over the figures of March
236

As a measure of preparedness to most extraw-
ordinary demands, arrangements are being perfected to keep
available for immediate 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 wore increased by $1,350,000,000. every dollar's worth
of notes would be secured by at least one hundred cents in
commercial paper bearing the endorsement of member banks or
prime banmkers! acceptances, in addition to which a 407 re-
serve in gold would be held by the banks; moreover the notes
are a first lien on all of the assets of the Federal Reserve
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Banks, and finally, are direct obligations of the United
States Government., Surely no one can question the safety
of our Federal Reserve lotes.

imount of Gold in United States 5/1/17 = §5,121,887,443

Amt. in Fed, Res. Bks.
5/18/17 - §541,000,000.
imt. with Fed. Ros.igt®.448,000,000, 969,000,000

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



Digitized for FRASER
https://fraser.stlouisfed.org

«10-

In legislating to compel the transfer of reserve
funds from commercial banks to the Federal Reserve Bank, the
framers of the Federal Reserve Act had in mind the important
funotions performed by reserve city and cemtral 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 mein-
tained in the Federal Reserve Bank and cash in vanlt. There
is pending in Congress an amendment to the Aot which, if
enacted into law, would readjust the reserve provisions so
mtmmmwmmmimmm
glven bank, viz: that certain fixed percentages of the de-
mand deposits and the time deposits be maintained in the
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Pederal Reserve Bemk. The amondment, if passed in the near
future, would considerably advance tho date after which
balances with reserve agents wuld no longer count as legal
reserve,

Many member banks desire to contimme relations of
m-munngm'&:r city correspondents, while others
desire to loan thelr funds as closely as maintenance of
reserve requirements will permit, relying on the privilege
of rediscounting with the Federal Reserve Banik to take care
of extraordinary demands. The latter olass particularly
needs a comprehensive system of check collection through the
HPederal Roserve Banks.

In the effort to meet this need in accordance with
the provisions of the Federal Reserve Act and undor the authority
of the Federal Reserve Board, the Federal Reserve Banks inaugurated
a system of check collection last stmmer, under which checks on
2ll of the more than 7,600 member banks, and a still larger number
of state institutions, are now collectible through the system,
practically at par. liore than 16,000 banks out of a total of some
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28,000 in the United States are mow included in the Federal
Reserve Bank par list. In the New England States, the State
of Few York and in the Pacific Coast States, all banks are
included in the par list. In the Seventh Federal Reserve
District, the m Reserve Bank of Chicago collects checks
on its 1,044 member baniks and nearly 1,900 non-member banks.
You will note the statement that these collections
are made practically at par. There is a service charge made
sgainst the depositing bank on all items payable outside of
Chicago of li¢ per item. No service charge is made on Chicago
items, mmoﬁusnormpru-uuﬁnmw
cover the actual cost of handling in the Federal Reserve Bank
of Chicago. It includes postage, clerk hire, depreciation of
machines, a portion of the rent, and other miscellanoous ex-
penses properly chargeable to the operation of the Transit
Department. It does not include a 1@ to collecting benis,
end feeling that it is essential to treat all alike in the
operation of the collection system, this bank has consistently
declined to even furnish postage for retwrn remittances in
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the few cases where requests for such postage have been
made.

The non-member banks which have undertaken to
remit at par for checks drawn on them have done so as a
service rendered to their customers, the drawers of the
checks, in order thet the checks might be more acceptable
in the hands of holders., Inowing that we make this charge
of li¢ per item against the depositing banks, many bamks
have offered to remit for checks on themselves at the same
rate. They apparently do mot take into consideration that
our charge is made against the depositing bamk for collecting
out of town items, apnd that we make no charge for checks on
the Federal Reserve Bank, or for that matter for checks on
any benk in Chicazo.

The rule requiring that member banks provide funds
to cover at par checks received from or for account of their
Federal Reserve Bank, does not prevent the member banis from
charging its depositors for the service of collecting out of
town items. The Pederal Reserve Board has publicly stated
that there is nothing in the law nor in its rulings to prevent

bigitized for FRASER a2 member bank makins reasomshie charges sgainst its depositors
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for the service of collecting checks, and such charges

may even include interest on the credit advanced where

the depositor draws sgainst the proceeds of checks before
they can be collected. I mow a great many country banks
believe it is impossible for them to charge their depositors
for collecting checks, and that to do so involves a con=

s iderable reversal ot_' 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 bazk to compemsation for
services rendered. Ilany 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 banik which remits
for its own checks at par, m' to its city correspondents
checiss on a bank which charges for remitting, it mst lmep
with its city correspondents a balance of sufficient size to
Justify the city correspondents in absorbing the expense
invelved. It therefore pays for the service in one form or
another and should recover the expense from its own deyositor.
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As previously stated, more tham half the banks
in the United States are now included in the Federal Heserve
Bank par list. Is it exactly failr that the minority should
maie charges for remitting for checks on themselves at the
expense of the majority?

It is & recognized fact that a check on a bank is
payable in cash at the bank's own counter. Thile the holder
of a check cannot compel the drawee bank to pay the check in
exchange on another city, he can compel payment in full in
money at the bank's cowmter. It is usual for cowntry banks
to remit in payment of their checks, exchange 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 which 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
onacmmbmkcauintommumh;hu'dm
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.

Federal Reserve Bank of St. Louis
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How long do you suppose this process would be continued
before the country bank would regard it as & privilege
to remit in Chicago Exchange without deduction, for all
checks on itself?

Now the Federal Reserve Bank of Chicago does not
say to the country banker - "You may have the choice of
remitting without deduction for all of yowr checks in Chicago
Exchange or of paying for 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 development of 2 universal
:anmmmwmmmmmmnmu
deduction for checis on yowr bank, amdl if you £ind it desirabdle
to pay for part of such cheoks in money, you msy ship the money
to us at our expense.”

The privilege of sending his persomal check to a
distant point to pay for a purchase is a great convenience to
the farmer, the professional man amd the merchant. It eliminates
the necessity of a trip to the bank to buy exchange and in
addition furnishes him automatically a receipt for the psyment
made., If no one ever issued & check before the funds to meet
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the cheok were actually at his credit in the bank, the value
of depositors® accounts would be greatly increased. The
profit in the bancing usiness has been curtailed by the
practice of issuing a check to make a psyment in anticipation
of the receipt of funds which are expected to be availadle
before the check is presented to the drawee banit, The accounts
of depositors who practice such methods are usually wnprofitable
and I strongly wrge yowr consideration of the custom prevailing
in many cities of meking charges of 50¢ or §l. per month against
the sccounts of depositors whose balances average less than a
£ixed miniman,
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It is highly gratifying to those upon vhose shoulders
the management of the Federal Reserve System rests, to notice
inoreasing interest ani satisfaction with the workings of the
new banking system. liomber benks should not forget that these
banks are orgenized on lines substantially the same as their
own banks -~ that is with a Board of Directors, the majority
of which are elected by the stockholders, the officors of which
in twrn are elected by the Board of Directors. In other words,
the management is dominated by its stookholders, who are the
member banks.

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 owr shockholders as to their
having an sbundance of eligible paper, moreover we have succeeded
in convincing member banks that the rediscounting procedure is a
very simple one and that the resources of the Federal Reserve
System are available %o member banks at all times,
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LIBERTY LOAN

As a matter of immediate and pressing importance the flotation
of the Liberty lLoan 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 bdlanks 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 from
one of the cities of this district having a population of more than
one hundred thousand, 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 subsceriptions. This seems particularly unfortunate. The initial
offering is not over-subscribed, and furthermore the sarmest 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 Fhis 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 take the entire sum.

Comnent has been received from your own state to the effect
that we could not expect to sell a Government Bond bearing three-and
one-half percent interest in commmities where four percent is paid by
some of the banks. FMrankly such comment has been received with sur-
prise. Aside from all guestion of ones patriotic duty to support the
Government in this undertaking. surely the obligation of the United
States ylelding three and one~-half percent is a better investment than
a credit at a bank yielding four percent. I cannot believe that
comments of this nature represent the feeling of any large porcentage
of the olitizems of Iowa.

Lot me expross the sincere hope that every one present will go
home aftor this meeting impressed with his personal responsibility that
each individual whom he meets from now untll June Fifteenth becomes a

purchaser of one or more Liberty Bonds.

In the words of our Iresident - -

"The World must be made safe for Democracy.”

"The right is more precious than peace, and wo shall fight for the
things which we have always carried nearest our hearts - for demooracy.

for the right of those who submit to authority to have & voice in their

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



e

own govermments, for the rights and liberties of small nations, for a
universal dominion of right by such a concert of free peoples as shall

bring peace and safety to all nations and make the world itself at last

free."
"To such a task we can dedicate our lives and our fortumes,

everything that we are and everything that we have."
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ZEE LIBERZTY LOAF OF 191%

On 4pril sixth Fresident Wilson signed the measure
declaring the existence of a state of war hetween the
United States of America and the Imperial Govermment of
Germany. Five days later a war loan Bill was introduced
in Congress and on the twenty-fourth of the same month this
bill, having passed both houses of Congress, was sigmd by
the President and became & law. As the bill now stands
the Administration at Vashington is authorized to increase
the Natiomal debt of the United States by issuing bonds
up to the mge sum of seven billioms of dollars. This
amount is more than nine times the entire Hational debt
of the United States as at the begimning of the curremt year.
It is 14 times as large as the first war credit arranged by Great
Britaine. Of the proceeds of this great bond issue it is expressly
provided that 3 billions is for use in extending credit to our
foreign allies engaged with us in this was against Gerrany. The
balance is intended to fimance the requirements of the United
States in providing food and clothing for our soldiers, rmnitions
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for the army, funds for building ships, and in gemeral for all ex-
penses incurred in earrying on the war. This great loan has properly
been designated "The Liberty lLoan of 1917." This loan, and more
to follow, must be absorbed by the American people.
The Secretary of the Treasury lhas designated the 12
Federal Reserve Banks of the United States as Fisecal Agents of
the Govermment for the purpose of handling the loam. It may be
of some imterest at this point to imow how the Federal Reserve

Bank of Chicago is proceeding.
(See cards]

LIMOMINARIONS

In order that small investors may partiecipate in this
loan, as well as the larger ones, the bonds will be issued in
denominations as low as $50. Other denominations are §100., $500.,
$1000., $5000., $10,000., $50,000., and {100,000.

The bonds will bear date of June 15, 1917; they are tex
exempt, excepting inheritance and estate taxes. This bond is the
only direct obligation of the United States Govermment now svailable
to net 38%. The importance of the tax exempt feature is worthy of
particular consideration. The holder of all other foms of persomal
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property or investment securities is lisble for taxation. It is
said that the coubined taxes raised throughout the sountry average
in excess of 2%, when taking into comsideration sll forms of taxzationm,
under Federal, State aml lLocal authorities. Consequently, this yield
may be conmsidered as equal to 537 on taxable securities.

We are involved in a war which threatens the very foundation
of our country, and there is no more effective way in which every mam,
woman and child ean do his part than by purchasing a boni. As some
one has aptly said, "Each dollar invested in this great loam is a
blow for liberty."

Subseriptions will be received by any Nationol Bank, State
Bank, Investment Bauker or Private Banker throughout the country.
lloreover, arrangements are being perfected whereby the Post Offices,
Express Compamies, Department Stores and other agencies will landle the
bonds. With a view to assisting those who are not in & position to pay
cash even for a $50. bond, the banks throughout the country have arranged,
and are ready to offer, casy terms under which the subscriber may pay a
dellar a week or more, and receive his bond when payment las been
completed. Purthermore, the Federal Reserve Bank of Chicago has given
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an order for the engraving of 2 large amount of {10, partieipation
Miﬂlﬂm These eertificates will be available th those who
mave $10s for iuvestment, with the understanding that vhen they
have paid for § of the certificates they may be exchanged for a
£60s Govermsent bond. OSubseribers in larger smounts will be expected

to payy

Strange 28 1t may cseem Lo the average citizem, this tre-
mendons finsncing oporation will entall the wse of very little astusl cash
or currenty. The Tramosotion is primarily one of credits and by way of
$llustretion we will assume that & resideut of Riversids subseribes for

a $100, dond. He goos to his bank and transfers this smount from his
eredif-halance to the Govermmert. m: gﬂiﬁ ir turn i3 passed zlong

by the Govermment in pmyment for ite punhm fron various industries.
These industries use the eredits to pay their employeos and others,
thus the cireulation goes on through various shamnels, The effect of
the entire operation will be to stimmlate 2ll forms of legitimate
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business astivities. With this fast sum released for the Govermment's
use, every dollar of which inoluding that advanced to the Allies, is
to be spent in Ameriea, it is generally beldeved that legitimate
business will be more sctive in this country then ever before kmown,
The Liberty lLoam of fers an opportunity t¢ purchase an in-
vestment vstlnit an oqual. No form of security obtainable today is
as safe as a United States bond,and 28 Seeretary Moidoo Ims stated,
the greatest immediate serviee the A-erican people con render in this
war for universal liberty throughout the world is to furnish the means

for its vigorous prosecution.
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I considerit 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 Ishould be delighted to come and discuss
informally any 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 intermal
organization, amd therefore I do not intend to go into this
particular phase excepting to,]s;y ; ;vord 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 bamking, agricultural

and commercial pursuits, just such men as the framers of the

Federal Reserve Act intended should officiate. These men have

i
[ given liberally of their time and their emergy, and the Chicago
|

, Bank considers itself most fortunate in having the benefit

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




Digitized for FRASER

https://fraser.stlouisfed.org

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 opportumne 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 begimning has frequently 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
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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. Iiost of you during this period 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, to the fact that their
good bills receivable and o ther assets could not be realized
upon short of London or other foreign centers, suspension of

money payments followed.
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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 if 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 condition 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
ammum., The operating expenses for the year 1916 were in excess
of $230,000. The member banks' reserves were $97,000,000, and
government deposits $8,000,000, the total deposits being
$105,000,000. on which interest at 2% per annum amounts to
$2,100,000. The minimum requirement for earnings therefore,
including the payment of 2% interest on deposits 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 making 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 assume that the
$75,250,000. could be invested at 3%. The yield would be
$2,257,500. or approximately $500,000 less than the require-
ments fer—earniass proviously. siated. It is therefore apparent
that in order to pay interest on deposits the law would have
to be émended to permit the Federal Reserve Banks greater
latitude in the selection of investments, at the expense of
safety and,,‘ihi{ntenanca of the assets in a liquid condition.
Furthermore, a forced increase in the volume of investments
would result in competition with member banks, a thing which
has been studiously mvoided from the outset.

Great pressure has been brought to bear on the Bank
of England time and ai.z:ﬂ%o pay interest on deposits, but the

Governors of the bank successfully resisted such pressure,
A
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though much courage and-brsadth-of-viewpoint was at times
required. They have consistently adhered to the principle
that so long as the Bank of England held the reserves of
the joint stock banks it could not afford to invest so large
a proportion of its assets wmer—at-sweh pases~ef-imterest as
would enable it to pay interest on deposits., The Management
of the Bank of England has not allowed the temptation to
make large profits for its stock holders). {5_ influence its
Judgment as to the pokicy 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 commamding position as the

financial center of the world,

- e . e e s wm .

CURRERCY ISSUING POWER OF THE FEDERAL RESERVE SYSTEM

Com interest has been manifested in the
extent to which the Federal Reservé 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 $573,20},000, The re-
quired reserves %35% against deposits and 40% against Fed-
eral Reserve Notes aggregated $252,532,000. Gold held by the
banks in excess of their reserve reguirements aggregated
$520,669;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 of 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 additional Federal Reserve Notes. The system as
a whole therefore had the gold basis to issue additional Federal
Reserve Notes to the extent 6f $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 outstanding, maintaining

the reserve percentages just mentioned, Since that time,
by the process of exchanging Federal Reserve Notes for
gold, our basis of note issues has been increased. On
April 20 the note issuing capacity of the Chicago Bank had
been increased some $30,000,000. over the figures of March

23
As a measure of preparedness %

Qriinery-geremdie., arrangements are being perfected to keep

available for immediate 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 were increased by $1,350,000,000, every dollar's worth
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 40% re-
serve in gold would be held by the banks; moreover the notes

are a first liem on all of the assets of the Federal Reserve
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Banks, and finally, are direct obligations of the United
States Government., Surely 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.Agts.448,000,000. 989,000,000
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THE COLLECTION SYSTEM

In legislating to compel the transfer of reserve
funds from commercial banks to the Federal Reserve Bank, the
framers of the Federal Reserve Act had in mind the important
functions 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 l6th, 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 which, if
enacted into law, would readjust the reserve provisions so
that there would 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 reserve agents would no longer count as legal
reserve,

Many member banks desire to continue relations of
long standing with their city correspondents, while others
desire to loam their funds as closely as maintenance of
reserve requirements 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 amthority
of the Federal Reserve Board, the Federal Reserve Banks inaugurated
a system of check collection last summer, under which checks on
a2ll of the more than 7,600 member bamks, and a still larger number
of state institutions, are noW collectible through the system,

Y By 2
if Aripad
practically at par. More than 16,000 banks out of a total of some ¢
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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 1,900 non-member banks,
You will note the statement that these collections
are made practically at par. There is a service charge made
against the depositing bank on all items payable outside of
Chicago of li¢ per item, HNo service charge is made on Chicago
items, This service charge of 1li¢ 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
machines, 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,

Federal Reserve Bank of St. Louis
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The non-member banks which have undertaken to

remit at par 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 more acceptable
in the hands of holders. Xnowing that we make this charge
of 1}¢ per item against the depositing banks, many banks
have offered to remit for checks on themselves at the same
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, Muhwﬁtf’o:/ checks on
eny bank in Chicago.

The rule requiring that member banks provide funds
to cover at par checks received from or for account of their
Federal Reserve Bank, does not prevent e member banks from

cha.rgi.rgw,gepositors for the service of collecting out of

town items., The Pederal Reserve Board has publicly stated

that there is nothing in the law nor 1n«&> rulings to prevent

a mermber bank making reasonable charges against its depositors
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for the service of collecting checks, and such charges
may even include interest on the credit advanced where
the depositor draws ggainst the proceeds of checks before
they can be collected. I know a great many coumtry banks
believe it is impossible for them to charge their depositors
for collecting checks, and that to do so involves 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. lMany 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 which remits
for its own checks at par, sends to its city correspondents
checks on a bank which charges for remitting, it must keep
vi th its city correspondents a balance of sufficient size to
ek,
Justify /Fha—cny correspondents in absorbing the expense

involved. It therefore pays for the service in one form or

another and should recover the expense from its own depositor,
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more than)half the banks

J¥ included in fhe Federal Reserve
P-IHET th¢ minority should
BCcks on emsel# at the

It is a recogmized fact that a check on a bank is
payable 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 cam compel payment in full in
money at the bank's counter. It is usual for country banks
to remit in payment of their checks, exchange on Chicago or
some other financial center. Illany 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 Federal 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.

Federal Reserve Bank of St. Louis
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How long do you suppose this process would be continued
before the country bank would regard it as a privilege
to remit in Chicago Exchange without deduction, for all
checks on itself?

@ghe Federal Reserve Bank of Chicago does not
say to the country banker - "You may have the choice of
remitting without deduction for all of your checks in Chieago
Exchange or of paying for 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 development of a universal |
gheck collection system by remitting in Chicago Exchange without "

deduction for checks on your bank, amd if you find it desirable

to pay for part of such checks in money, you may ship the money
&z ,‘i,ajmwl? AA AR Brac s éa"
to us at our expense.,"

’ The priviilege of sending his perfonal check to [ ™ g,-.{_g,
/ distant point to for a purchase is a great convenie to ‘} M

/7 | o T APS
/ the farmer, the pgofessional man and the ferchant, It e¥iminates

the necessity of g trip to the bank to exchange and in
‘ | addition furnishesf him automatically a regeipt for the nt

made, If no one e¥er issued a check befo the funds meet
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the chegk were actual at his credit

itors!

in the banking
practiﬁue of issuing ajcheck to make a

of de accounts would be grea

profit siness has be

of the jreceipt of

before ithe check is

of depgsitors who pradtice such metho

n the bank, t}:e value
increased. ; The
curtailed the
pgyment in ejicipation
cted to be ava@ilable
awee bank. accounts
s are usually unprofitable

\
and I $trongly urge your consideration of the custom’ prevailing

in m

cities of making charges of 50¢ or $l. per month against

the ad’counts of depositors whose balances average less than a

fixed minimum,

MEMEERSHIP OF STATE BANKS

See special memorandug,
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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
l in the minds of the majority of our stockholders as to their
having an abundance of eligible paper, moreover we have succeeded
in convincing member banks that the rediscount ing procedure is a
very simple one and that 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 banks should not forget that these
banks are organized on lines substantially the same as their
own banks - 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.,

*igitized for FRASER
ttps://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis




! f
\/ Lowvacer

L &
o -19- s
LIBERTY LOAN o A

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 pro