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The Federal Reserve Banks have no7 ben in oreration sbout one year. During

that time, so much discussion has taken place and so much has been
&

written in regard to the important features of the Act and the oper-

ations of thr banks, that one runs the risk of tiresems reiteration
L 3

in any further discussion of thadesubjecté Nor can very mch de

82id in regard to the business actually conducted by the banks in

ti= period, for the volume has been inconsidersble and its char-

actor of sligh* importance, commared to the volume and character

of the work of orgcanization.

Fegw difficulti~s are presented in employing men and organizing the machinery
to enable onc bank to conduct 2 large business. 4 great nmany
dirficulties were presented, howrver, in organizing twelve banks
on very short notice, and so develoring their machinery that they
will work in harmony and unison. I shall not attempt any detailed
review of the methods that have beem employed to bring about the

regults so far accomplished. The policy of the system as & whole,

has been very largely determined by the Federal Reserve Foard as
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expressed in the various regulations which it has issund. The

vhysicel an® mechanical organization of tho banks anl the plans

e for their h=zrmonious operation h~v~ been perfected through fre-
Gt
T quent meetings of the Governors of the banks, as well as of various

T

mrmbors of their staffs, such as&auditors, and in othrer cases,
i o
The transit menagors and’\assistant cashiers.

1t may be asked why so mmch time has be-n devoted to orpanization in a bank
such as ours, which has but ;12,000,000 invested at interest, an’
wh-ore the balanc~ of its as-ets, consist simply of .200,000,900
in cash, In other words, why hasten orgenization 'rork any fastor
than th~ bisiness develops? I think a compleie answer to this
~nostion cam be made by calling your attontion to the r:eronsibvil=-
itics which will rest unon tris country an’ uoon the Foderal leserve
SJmks as a;1 important part o~ its banking machinery, in effecting
necarsary reatjustments which ultimately mst be made as a result
of th: war.

It wonld b2 foolhardy to prophesy what this process of realjustment will be,

but some of the effocts of tho readjustment I thixk c¢an be discerned
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Since the

with bmks, to a great extent mcasure the ability of the benks

to me 't their liabilities by the am-unt of the bdank's gold re-
smrces, "The degree of confidence felt in s bamk by its cu-tomers,
mey also be felt in a 1'11';;0,vmy by an entire nation 2s to its
bankzing system, =2nc¢ this is particularly true in those countries
whose banking systoms are based uron a ¢-ntralizo® control of gold
resarves which are held by central banzs that have the e-aclusiye
right of note issne. During this ypr-sent period, we ar: export-
ing vast quantities of goods tg urope and notwithstanding the Imge
lozns vhich we are exténding to foreign nations and bankcing insti-
tutions and notwithstanding our w:rchases of large amounts of Amer-
ic n securities formerly held abroad, our customers in foreirm
cmtrics £ind it necessary to 2sk their banis to ship us 'large
amounts of those gold raserves in payment for their purchases.

£012 mov-ment started in our favor, we have roceived about
.400,000,070 in this wy. Iuch of this g5olé, if not 2l1 o it,

immediately finds lodgement in banks, and to some extent in Rezerve

Banks.s In other words, our prepestion of roserves to bank
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1iabilities is Yecome unduly large, and the m abroad 1s
being corrospondingly roduced. In order *hat those payments may
be made, the belligerent nations lmtveA induced th~ir citigens to
give un their gold to tho bdanks, thereby enad’in~ the bnks to
enlarge their losms and note iassues at the same time that they are
s’ ipping gold to use The resnlt ie plain enourh to Yo seen:
Liabilities, bott national and benking in bd~11ligerent ¢ mntries,
are out of usual yproportion to gold reserves; our gold reserves,
in a sense, are cut of urmal pronortiom to y‘ bank 1liabilities.

V'ey also, know that there is nothing mite so flui? or vhich readjusts
raite so promptly as crocit. In normal times, when oredit be-
comes ext-nded and money rates arc 2dbnormally high in one nart of
the globo, money is attracted to that point. Balances o trade,
financis® operatims, the expenditure~ of tourists an® investment

aben’t~
transactions o"fset nach othar, just as in the clearings at the
Cloering Youse QAebits offset orec~its and but a very small balance
is eettled in role,

Just now, however, in an internations! sense, the clcarings are mut of bal-
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are being presented against us, the balance~ are constantly in

car favor and gold moves in oaxr direction 11% Yolume.

What will be the reaction from this development and in vhat way

1 4

(0efl) tro Fedcral Reserve Bamks involved in thi/operation? It

A

sexms to me th~t when the war is over, or at any rate, whonever
our export balance of trade disappears, readjustment will begin
to tak: place. This 7ill be the world's cheap moeny market. If
foreign nations and banking institutions emerge from the war with
their credit maintained, normal credit operations will be resumed.
Borrowings in this market or sales of goods in this market or the
re-sale of securities to this co:ntry or other international trans-
actions in such vrlume or sequence as we ~annot now forecast will
bogin very promptly to effees the roturn of some part of this gold
to restore depleted bank reserves. To express it In the simplest
language, those natio-ns and banki!h institutirns which have anduly
& SFronen foundefion =
expanded their 1igbilities, will begin to build up'\ﬂn-b gold re-

serves, if they have credit, or the goois, or securities to sell

whieh will eneble them to acruire the gold. It will be the first

time in our history, with the exception of the developmen®-
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outbreak of the war, when this country will be called upon to
exnhibit its strength and resourcefulness in international fi-
nance. I feel very certain that with the immense resources
in gold now being accumlated by the Federal Reserve Sanks,

Qe will be able to bear our part in this readjustment with
credit to the country and to the system, Just how the opera-
tion will occur cannot be prophesied, From the standpoint

of the member banks, it seems to me that we can feel great
satisfaction and assurance, as well as a security never before
felt, i: having gﬂ? command of the resources of institutions \
which can convert bank assets of a liquid character, such as
commercial paper, into credit or currency at notice, It seems
to me that we should then be able to demonstrate, as I have no
d ubt we will, that proper banking machinery will enable us to
meet the demands upon our banking resources which may then be
made without the shock and confusion and without the humiliation
which we suffered in 1893 and 1%07, “/hile it would, as I yave

stated, be hazardous to attemnt to forecast the various steps

- .
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It may be
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of us, we cén, nevertheless, face with equinimity, the necessity

of a lurge loss of gold if we have gold on hand and in our custody._

ﬁJ. Tete Ohve Mo Fdiral Mozys o@éf&b dntt, dimen shf{ﬁdu

Ho small part of the work of the last year has been directed toward
providing both the machinery and the material means ?f p{otecting
the interests of member banks aralnsf\::ﬁands whlchA-nap be made
upon them as a consequence of the war,

that some of our members have allowed their attention to be direct-
ed too intently upon other considerations than those which are of
national, as well as individual, importance. I am reminded of this
by a letter just received from a banker in this state who calls my
attention to the dissatisfaction of some of the member banks, aris-
ing from the possible loss of interest and poss8ible loss of exchange
profits, as a result of the gradual transfer of reserves and the
enlargement of the collection system, I hope the aihgr banks

will not permit this consideration to influence them too strongly
in their attitude toward the system and I particularly hope that
they do not assume that the difficulties, and all of the difficul-

ties which they have becn discussiig _among themselves are not quite

as fully well-knovn to the management of the sserve 3Banks,
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The worx of the pnst year his developed a belief in the minds of many of us
that we have not yet established as close relations with the member
banks as are inecessary to a complete mutual undsrstanding, this
being due no doubt, to the engrossing character of the work of
organization and the lack of time for more frequent meetings
than has heretofore been pissible, éteps have been taken, how-
ever, to overcome this difficulty, At the last meeting of the
American Bonkers Association, a RNational Bank Section was orgon-
ized and a2n "xecutive Committee representative of the Nationsl
banx members appointed. This is an encouraging devaloprent,
For. the first time, the cntire membership of the Fe.eral Reserve
System is organized and has appointed a representative body with
which we can deal, You will be interested to learn that the of-
ficers of our bank have already held one meeting with the members
of the Executive Committee of the !'ational Bank Section. We
have further arranged for a Conference# the Gove:nors of the
Federal Reserve Banks with this Conmittee to be held in Washington

next week, At the conclusion of the meeting, a joint conference
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will be held with the members of the Federal Reserve Board,
Thus, for the f;iat time, opportunity is presented for an organ-

Yorvaracrfonp

ization.y‘ 211 the member banks to discuss nll of those problems

ol

face to face wadlboth the body which sunervises the system in
ik,
Washington and the officers who are rumning the banks in the dif-
A
ferent sections of the country, I am hopeful that these meetings
will be productive of satisfactory resulta, . We, furthermore,
have under consideration, & plan by which the Federal Legislative
Committee of the imerican Bankers Association may hold a similar
conference sometime during the month of J-nuary, These meetings
will be devot=d to making earnest effort to reconcile conflicting
aeTp
views as to the meaning of the statute and how it shouid be put
A
into practical operation and careful consideration will be given
by the officers of the reserve banks to such recommendations as
are submitted.
—
I M the membershlp in this district will accept my assurances,
which I earneestly make, that every effort will be given to make

the operation of the banks in every way satisfactory to them and
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to their legitimate interests so far as the law permits, You

should not lose sight of the facet that all of our stock is owned

-
3=

by the memﬁér banks, that ~11 of our deposits belong to them, ==
the member banks elect two-thirds of the directors, by whom the
officers are seleoted and our direct responsibility is to our
own membership, ‘e have no objects or interests to serve save
theirs., I hope, therefore, that the various stens which we are
taking to put the law into operation, as required by the terms

Ao o Teo.

of the statute, can be undertaken with the cooperation of our

Wit fean 0o

stockholders and that we ca%ﬁ?oveloP relations of rmtual confi-

dence and cooperation,





