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PRESS STATEMENT. 

January 13 , 1917. 

A f t e r h a v i n g g iven much a t t e n t i o n t o t h e problem of con-
t r o l l i n g and. r e g u l a t i n g the gold supp ly of t h e Uni ted S t a t e s and 
t o t h e q u e s t i o n of bank r e s e r v e s in g e n e r a l , t h e F e d e r a l Reserve 
Board, has p r e p a r e d and t r a n s m i t t e d t o t h e Chairmen of t h e Committees 
on Banking and Currency of t h e Sena te and House of R e p r e s e n t a t i v e s 
recommendations f o r t h e amendment of t h e F e d e r a l Reserve Ac t . While 
i t i s no t deemed d e s i r a b l e t o g ive out t h e t e x t of t he amendments 
t r a n s m i t t e d j s i n c e they w i l l p r o b a b l y soon be i n t r o d u c e d in Congress 
t h e f o l l o w i n g g e n e r a l s t a t e m e n t concern ing them i s made p u b l i c . 

When t h e F e d e r a l Reserve Act was d r a f t e d i t s p r i n c i p a l 
o b j e c t was t o dea l w i t h n a t i o n a l problems of bank ing and c u r r e n c y . 
S i n c e i t s enac tment f i n a n c i a l and economic c o n d i t i o n s in t h e Uni ted 
S t a t e s have undergone f a r - r e a c h i n g changes which were no t f o r e s e e n 
t h r e e years ago . The United S t a t e s has grown t o be a wor ld power 
in f i n a n c i a l a f f a i r s and i t seems n e c e s s a r y t h a t t h e Act ,which has 
proved of such g r e a t va lue in t h e t r e a t m e n t of our dotiiestic problems 
shou ld now be amended in o r d e r t o e n a b l e us t o d e a l e f f e c t i v e l y w i th 
t h e new i n t e r n a t i o n a l problems which seem d e s t i n e d t o p l a y so import 
a n t a p a r t i n our economic l i f e . The banking sys tem of t h e Uni ted 
S t a t e s should be p r e p a r e d t o meet e f f e c t i v e l y two c o n d i t i o n s of op-
p o s i t e c h a r a c t e r - one, t he e x c e s s i v e and u n c o n t r o l l e d i n f l o w of 
g o l d , t he o t h e r t h e e x c e s s i v e and u n r e g u l a t e d o u t f l o w of g o l d . The 
amendments proposed a r e des igned t o p rov ide means of c o n t r o l l i n g an 
o v e r - e x t e n s i o n of l o a n s based on new a c c r e t i o n s t o our gold s t o c k 
and t o p r o v i d e f o r t h e m o b i l i z a t i o n and c o n c e n t r a t i o n of t h e gold 
h o l d i n g s of t h e Uni ted S t a t e s so t h a t t h e f l o w of gold back i n t o 
Europe, o r t o South America o r t o t h e O r i e n t , may be a r r anged w i t h -
ou t f o r c i n g any v i o l e n t c o n t r a c t i o n of l o a n s o r c a u s i n g undue d i s -
t u r b a n c e t o l e g i t i m a t e b u s i n e s s . 

Of approx ima te ly two and t h r e e - q u a r t e r b i l l i o n s of gold in 
t h i s c o u n t r y t h e r e a r e he ld o r c o n t r o l l e d by F e d e r a l r e s e r v e banks 
abou t $736 ,000 ,000 , of which F e d e r a l r e s e r v e a g e n t s h o l d $ 2 8 3 , 0 0 0 , -
000 as s e c u r i t y f o r F e d e r a l r e s e r v e no t e s o u t s t a n d i n g , and $ 4 5 3 , -
000 ,000 i s r e s e r v e money and must t h e r e f o r e be used c o n s e r v a t i v e l y . 
But even assuming t h a t t he F e d e r a l r e s e r v e banks were w i l l i n g t o r e -
duce t h e i r gold r e s e r v e s t o 40$ of t h e i r d e p o s i t s and no te l i a b i l i t y 
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(which would be rega rded as a minimum and i n normal t imes would 
be i n a d e q u a t e ) t h e amount of f r e e g o l d , i . e . , t h e amount of 
gold t h a t t h e F e d e r a l r e s e r v e banks would l o s e b e f o r e r e a c h i n g 
t h i s 40fo minimum, would be a l i t t l e more t han $375 ,000 ,000 . 
While t h i s i s a ve ry l a r g e sum i t s s u f f i c i e n c y can not s a f e l y be 
assumed when we c o n s i d e r t h e wide scope of our t r a n s a c t i o n s in 
wor ld f i n a n c e and the phenomenal growth of our own c r e d i t s t r u c -
t u r e . 

I t i s e s t i m a t e d t h a t t h e r e a r e now in t he hands of t h e 
p u b l i c , i* e . , o u t s i d e the Treasu ry and t h e banks , over e i g h t hun-
dred m i l l i o n d o l l a r s in gold and gold c e r t i f i c a t e s , and t h a t t h e r e 
a r e a t p r e s e n t h e l d in the v a u l t s of member banks about $ 8 1 5 , 0 0 0 , -
000 of r e s e r v e money of which $540 ,000 ,000 i s gold co in or gold 
c e r t i f i c a t e s . There should be added t o t h i s e s t i m a t e about $ 6 0 0 , -
000 ,000 of l a w f u l money in t h e v a u l t s of nonmember S t a t e banks and 
t r u s t companies . 

NOTE AMENDMENT. 

The F e d e r a l r e s e r v e n o t e , which i s an o b l i g a t i o n of t he 
Uni ted S t a t e s s e c u r e d by an ample r e s e r v e of gold and commercial 
p a p e r , i s a c c e p t e d as w i l l i n g l y by the p u b l i c as a n a t i o n a l bank 
no t e or as any o t h e r form of cu r r ency , and t h e p u b l i c does no t 
d i s c r i m i n a t e between d i f f e r e n t forms of Uni ted S t a t e s c u r r e n c y . 
F e d e r a l r e s e r v e n o t e c i r c u l a t i o n has been s u b s t i t u t e d f o r gold cer~ 
t i f i c a t e s t o t h e e x t e n t of about t h r e e hundred m i l l i o n d o l l a r s . 

' Under t h e p r e s e n t law t h i s gold i s d e p o s i t e d w i t h the 
F e d e r a l r e s e r v e a g e n t s in r edempt ion of the F e d e r a l r e s e r v e no t e s 
i s s u e d a g a i n s t i t . The no te so p rov ided f o r t h e r e b y in e f f e c t 
ceases t o be an o b l i g a t i o n of t h e Fede ra l r e s e r v e bank; b u t as 
t h e gold does no t f i g u r e as an a s s e t of t h e F e d e r a l r e s e r v e banks , 
t h e F e d e r a l r e s e r v e banks a r e unab le t o show t h e g r e a t e r s t r e n g t h 
which might be ev idenced if t h e law p e r m i t t e d , as proposed in the 
amendments, t h e i s s u a n c e of F e d e r a l r e s e r v e n o t e s no t only a g a i n s t 
commercial p a p e r , bu t a l s o a g a i n s t gold o r a g a i n s t e i t h e r , p rov ided 
always t h a t every F e d e r a l r e s e r v e no te must be covered by a t l e a s t lOOfo of commercial paper or g o l d , and t h a t t h e r e must always be 
a go ld r e s e r v e of no t l e s s than 40% a g a i n s t a l l o u t s t a n d i n g F e d e r a l 
r e s e r v e n o t e s . 

RESERVES. 

The c o n t r o l of gold by F e d e r a l r e s e r v e banks in t imes of 
abundance such as a t p r e s e n t , w i l l d e c r e a s e the danger of i n f l a t i o n 
of domest ic c r e d i t s and a t t h e same t ime w i l l e n a b l e the coun t ry 
when t h e t i d e t u r n s t o p a r t w i t h l a r g e sums of gold w i t h l e s s i n -
convenience o r shock , t hus e n a b l i n g us more s a f e l y and e f f e c t i v e l y 
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. t o proceed w i t h t he development of our f o r e i g n t r a d e and t o 
g i v e t h e n e c e s s a r y c r e d i t f a c i l i t i e s f o r i t s e x t e n s i o n . The 
United S t a t e s should be in a p o s i t i o n t o f ace c o n d i t i o n s which 
may c a l l f o r an o u t f l o w of gold w i t h o u t any d i s t u r b a n c e s of 
our own o r t o t h e w o r l d ' s b u s i n e s s , and w i t h o u t making n e c e s -
s a r y d r a s t i c changes in our i n t e r e s t o r d i s c o u n t r a t e s . The 
amendments sugges t ed by t he Board a r e des igned t o enab l e t h e 
F e d e r a l r e s e r v e banks t o wi thdraw gold from a c t u a l c i r c u l a t i o n 
wh i l e e n a b l i n g member banks a t t h e same t ime t o r e l e a s e gold 
which a t p r e s e n t i s t i e d up i n t h e i r cwn v a u l t s . The amendments 
a re based upon the t h e c r y t h a t a l l of t he i n d i v i d u a l banks 
shou ld s t r e n g t h e n the gold h o l d i n g s of t h e F e d e r a l r e s e r v e banks . 
The c o u n t r y ' s h o l d i n g s of gold a re no t used most e f f e c t i v e l y 
when t h e y a r e i n t h e v a u l t s of a l a r g e number of banks s c a t t e r e d 
a l l over the coun t ry , bu t i t s g r e a t e s t use Would come from con-
c e n t r a t i n g i t t o a g r e a t e r d i g r e e in t h e v a u l t s of t h e F e d e r a l 
r e s e r v e banks , where i t can be e f f e c t i v e l y p r o t e c t e d when no t 
r e q u i r e d and effectively ttsdd-when needed. The member bank 
does no t r e q u i r e gold wi th which to supply t h e o r d i n a r y demands 
of i t s d e p o s i t o r s so much as c u r r e n c y . 

I t i s f rom t h i s p o i n t of view t h a t the F e d e r a l Reserve 
Board has proposed t h a t Congress i n c r e a s e t he r e q u i r e d r e s e r v e s 
t o be m a i n t a i n e d by member banks w i t h t h e F e d e r a l r e s e r v e banks . 
On November 17, 1916, t he cash h o l d i n g s of a l l member banks 
were about $815 , 000 ,000 . Umder the proposed amendment of S e c t i o n 
19 ,$250 ,000 ,000 of t h i s amount would be t r a n s f e r r e d t o the F e d e r -
a l r e s e r v e banks . Hence t h e Bo ard b e l i e v e s t h a t u l t i m a t e l y t h e 
law should r e q u i r e of member banks no more than t h a t they shou ld 
m a i n t a i n i s p e c i f i e d ba l ances w i t h the F e d e r a l r e s e r v e banks i n 
amounts adequate t o supply the n e c e s s a r y r e s e r v e b a s i s , and t h a t 
the F e d e r a l r e s e r v e banks must have s u f f i c i e n t r e s e r v e s of gold 
>vith which t o p r o t e c t a l l o b l i g a t i o n s , bu t t h a t t h e r e shou ld , 
however, be no l e g a l r equ i r emen t as t o the amount df cu r rency t h a t 
a member bank should c a r r y in i t s own v a u l t . This i s a m a t t e r of 
b u s i n e s s judgment t h a t might w e l l be l e f t t o t h e d i s c r e t i o n of 
each member bank. I t was t hough t , however, t h a t i f t h i s p r i n c i p l e 
were c a r r i e d i n t o f u l l e f f e c t a t t h i s t ime , t h e s t e p might be 
cons ide red too ex t r eme , p a r t i c u l a r l y under p r e s e n t c o n d i t i o n s , and 
n o t h i n g should be done t h a t might t end t o a f u r t h e r r e l e a s e of 
r e s e r v e money. 

A minimum amount of cu r r ency t h a t t he member banks 
shou ld be r e q u i r e d t o keep in t h e i r v a u l t s i s , t h e r e f o r e , p r e -
scribed. The amount sugges t ed i s 5$ of t he demand d e p o s i t s , so !--• 
t h a t t he t o t a l r equ i remen t s - cash and r e s e r v e - w i l l remain p r a c -
t i c a l l y unchanged. While t he e f f e c t of some of t h e p roposed 
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changes w i l l be to reduce somewhat t he r e s e r v e r e q u i r e m e n t s , t he 
r e s e r v e s w i l l he i n c r e a s e d by t h e a b r o g a t i o n of t h e p r a c t i c e 
h i t h e r t o observed of coun t ing i t ems in t r a n s i t o r " f l o a t " as r e -
s e r v e , The p e r m i s s i o n given member banks t o use t h e i r own d i s c r e -
t i o n as t o the c h a r a c t e r of c u r r e n c y in t h e i r v a u l t s , w i l l enab le 
them t o r e l e a s e t h e gold they now h o l d , w i t h t h e impor t an t r e s u l t 
t h a t the s u b s t i t u t i o n of F e d e r a l r e s e r v e n o t e s f o r gold and gold 
c e r t i f i c a t e s w i l l be f a c i l i t a t e d by t h i s change in t h e law. 
Wi thou t some such change member banks w i l l c o n t i n u e t o ask f o r 
gold c e r t i f i c a t e s i n sma l l denomina t ions , because as long as 
t h e y must have gold or l a w f u l money to count as r e s e r v e i t would 
be imposs ib le f o r t he banks t o exchange them f o r Fede ra l r e s e r v e 
n o t e s . 

OTHER PROPOSED AMENDMEKTS. 

Bes ides t h e proposed changes r e l a t i n g t o no t e i s s u e s 
and to r e s e r v e s the Board has sugges t ed a l s o t h e f o l l o w i n g : 

Amendment of s e c t i o n 11 so as t o p e r m i t t h e F e d e r a l 
Reserve Board t o r a i s e r e s e r v e r equ i r emen t s i n emergenc ies , j u s t 
as i t i s now empowered i n c e r t a i n c o n t i n g e n c i e s of a d i f f e r e n t 
k ind to lower t h o s e r e q u i r e m e n t s . 

This p r o v i s i o n would., i f adopted , e n a b l e the F e d e r a l 
Reserve Board in p ro longed p e r i o d s of ex t reme e a s e in the money 
marke t t o check any tendency toward e x c e s s i v e l o a n s o r o t h e r 
forms of undue e x t e n s i o n s of c r e d i t . 

Amendment of S e c t i o n 16 t o p e r m i t nonmember S t a t e banks 
and t r u s t companies, even though too sma l l t o be e l i g i b l e f o r mem-
b e r s h i p i n t he F e d e r a l r e s e r v e banks , to a v a i l t hemse lves of the 
c l e a r i n g and c o l l e c t i o n f a c i l i t i e s of the F e d e r a l r e s e r v e banks , 
p rov ided t h a t t h e y cover a t p a r checks on themse lves s e n t f o r 
c o l l e c t i o n by the F e d e r a l r e s e r v e bank, and p r o v i d e d f u r t h e r t h a t 
t h e y keep a compensat ing ba lance w i t h t h e F e d e r a l r e s e r v e bank 
in an amount t o be determined under r u l e s p r e s c r i b e d by the F e d e r -
a l Reserve Board, This i s no t i n t ended t o o p e r a t e as an e x t e n s i o n 
of any of t he p r i v i l e g e s of the F e d e r a l r e s e r v e sys tem t o nonmember 
banks a t t h e expense of members, bu t on the c o n t r a r y the amendment 
i s proposed p r i m a r i l y f o r t he convenience of t h e p u b l i c and i n c i -
d e n t a l l y f o r t h e b e n e f i t of t he member banks . I t i s con templa ted 
t h a t the compensat ing ba l ances which nonmember banks p a r t i c i p a t i n g 
in t h e c l e a r i n g p l a n w i l l be r e q u i r e d to keep w i t h F e d e r a l r e s e r v e 
banks , w i l l be s u f f i c i e n t l y l a r g e t o p r o t e c t member banks and j u s -
t i f y F e d e r a l r e s e r v e banks i n under taking, the s e r v i c e . Any c l e a r -
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m g and c o l l e c t i o n p l a n to be e f f e c t i v e must be so comprehen-
s i v e as to i n c l u d e a l l checks . At p r e s e n t t he p a r l i s t s of t h e 
F e d e r a l r e s e r v e banks i nc lude t h e names of banks checks on 
which can bo c o l l e c t e d < i n any c i r cums tances a t a minimum of t ime 
and expense j b u t do not embrace a l a r g e number of towns in eve ry 
S t a t e where t h e r e a re no member banks ; and in o r d e r t o make c o l -
l e c t i o n s on such p o i n t s many banks a r e o b l i g e d t o m a i n t a i n a c -
coun ts i n a d d i t i o n t o t h e i r r e s e r v e accoun t s w i t h the F e d e r a l 
r e s e r v e banks . A n e c e s s a r y f a c t o r in any s u c c e s s f u l c l e a r i n g 
p l a n i s the o f f s e t , whereby b a l a n c e s only r e q u i r e s e t t l e m e n t 
i n s t e a d of t h e t o t a l volume of t r a n s a c t i o n s * As l o n g as t he 
c l e a r i n g sys tem does not embrace a l l of t he banks t h i s o f f s e t 
i s l o s t in a co r r e spond ing degree and t he v a l u e of t h e sys tem 
d imin i shed in p r o p o r t i o n . 

Amendment of S e c t i o n 22 the p e n a l s t a t u t e •* so as to 
d e f i n e more c l e a r l y the r i g h t s and l i m i t a t i o n s of d i r e c t o r s i n 
t he m a t t e r of a c c e p t i n g f e e s o r compensat ion o t h e r than t he 
o r d i n a r y f e e s p a i d d i r e c t o r s f o r l e g i t i m a t e s e r v i c e s r endered 
i n t he r e g u l a r course of b u s i n e s s , t he pe r fo rmance of which 
s e r v i c e i s no t incumbent upon them i n t h e i r c a p a c i t y as d i r e c t -
o r s . 

Amendment of S e c t i o n 13 t o r e s t o r e the p r o v i s i o n 
which was by e r r o r s t r i c k e n from t h e Act i n t he amendments of 
September 7, 1916, thus r e s t o r i n g t o n a t i o n a l b a n k s , w i t h the 
a p p r o v a l of the F e d e r a l Reserve Board , t h e r i g h t to a c c e p t up 
t o 100% of t h e i r c a p i t a l and s u r p l u s i n t r a n s a c t i o n s i n v o l v -
i n g impor t s o r e x p o r t s . 

Amendment of S e c t i o n 17 t o cance l the p r o v i s i o n of 
t h e N a t i o n a l Bank Act which r e q u i r e s n a t i o n a l banks t o ma in -
t a i n -a minimum d e p o s i t of Government bonds w i t h t h e T r e a s u r e r 
of t he Uni ted S t a t e s • N a t i o n a l banks a r e no l o n g e r r e q u i r e d 
t o keep o u t s t a n d i n g a minimum amount of c i r c u l a t i n g n o t e s , and 
a newly o r g a n i z e d bank i s no t o b l i g e d t o pu rchase o r c a r r y any 
bonds of t he Uni ted S t a t e s ; bu t t h e r e a re a number of n a t i o n a l 
banks o r g a n i s e d b e f o r e the p a s s a g e of the F e d e r a l Reserve Act 
which have r e t i r e d t h e i r n a t i o n a l bank c i r c u l a t i o n in f u l l , 
y e t t h e y a r e , u n d e r a c o n s t r u c t i o n of the o l d law, r e q u i r e d t o 
keep on d e p o s i t w i t h t h e T r e a s u r e r of the Uni ted S t a t e s , a c e r -
t a i n minimum of Uni ted S t a t e s bonds . The Board f e e l s t h a t i t 
i s j u s t 1b t h e s e banks t h a t t hey be r e l i e v e d of t h i s o b l i g a t i o n . 

Amendment of s e c t i o n 25 to a u t h o r i z e member banks l o -
c a t e d in c i t i e s of more than 100,000 p o p u l a t i o n and which have 
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% c a p i t a l and s u r p l u s cf more t l i sS $ 1 , 0 0 0 , 0 0 0 t o e s t a b l i s h 
%#*nches i n the same c i t y , p n v U M t h e S t a t e laws do n o t 
p r o h i b i t S t a t e banks and t r u s t companies from e s t a b l i s h i n g 
b r a n c h e s . 

Amendment of S e c t i o n 9 t o a u t h o r i z e mutua l s a v i n g s 
banks no t h a v i n g c a p i t a l s t o c k t o become a s s o c i a t e members of 
t h e F e d e r a l r e s e r v e system under c e r t a i n p r e s c r i b e d c o n d i t i o n s . 
The p r i n c i p a l b e n e f i c i a r i e s of t h i s amendment would be t h e mu-
t u a l s a v i n g s banks of t he e a s t e r n and New England S t a t e s , which 
can no t become members of the F e d e r a l r e s e r v e sys tem under t h e 
p r e s e n t law owing t c t h e l a c k of any p r o v i s i o n e n a b l i n g them 
to s u b s c r i b e f o r c a p i t a l s t ock of a F e d e r a l r e s e r v e bank, as 
t hey have no c a p i t a l i z a t i o n of t h e i r own upon which a p e r c e n t a g e 
could be b a s e d . They would be r e q u i r e d t o c a r r y a r e s e r v e b a l -
ance w i t h t h e F e d e r a l r e s e r v e bank a g a i n s t t h e i r t ime d e p o s i t s 
i n t he same p r o p o s t i o n as member banks; and t h e accommodations 
proposed f o r mutua l sav ings banks a re l i m i t e d s t r i c t l y t o t he 
d i s c o u n t of t h e i r t h i r t y - d a y o b l i g a t i o n s p r o p e r l y s e c u r e d . 

Amendment of S e c t i o n 18 so as to g i v e t o Uni ted 
S t a t e s one -yea r 3% gold n o t e s in the hands of F e d e r a l r e s e r v e 
banks the c i r c u l a t i o n p r i v i l e g e f o r t h e i s s u a n c e of F e d e r a l r e -
s e r v e bank n o t e s , such c i r c u l a t i o n to be t axed a t t h e same r a t e 
a s ' . c i r c u l a t i n g n o t e s , which a r e s e c u r e d by 3$ bonds of t h e 
Uni ted S t a t e s . In the op in ion of the Board i t i s d e s i r a b l e t o 
ex t end t h i s p r i v i l e g e t o the F e d e r a l r e s e r v e banks in o r d e r 
t h a t t h e y may have a d d i t i o n a l means of p r o t e c t i n g themselves 
a t t imes when t h e r e i s an unusua l demand f o r c u r r e n c y . 

Amendment of S e c t i o n 4 t o a b o l i s h t h e t i t l e and o f -
f i c e of deputy F e d e r a l r e s e r v e a g e n t , thus h a v i n g two u n a t t a c h e d 
Class "C" d i r e c t o r s i n s t e a d of one as a t p r e s e n t , aid t o c r e a t e 
the p o s i t i o n of a s s i s t a n t F e d e r a l r e s e r v e a g e n t , who s h a l l no t 
be a d i r e c t o r of t h e bank, b u t who s h a l l be a s a l a r i e d bonded 
o f f i c e r in t he F e d e r a l r e s e r v e agent;1 s depa r tmen t , s e r v i n g a t 
a l l t imes as an a s s i s t a n t to the F e d e r a l r e s e r v e agen t and 
q u a l i f i e d t o a c t f o r the agen t in h i s absence . Exper ience has 
shown t h a t t h e r e i s d i f f i c u l t y in f i l l i n g t h e o f f i c e of deputy 
F e d e r a l r e s e r v e a g e n t . This o f f i c e r i s r e q u i r e d to have t he 
same q u a l i f i c a t i o n s as the F e d e r a l r e s e r v e a g e n t ; he must have 
had bank ing e x p e r i e n c e and he must no t be an o f f i c e r , d i r e c t o r , 
o r s t o c k h o l d e r i n any bank. At t he same xime he i s n o t as a 
r u l e a s a l a r i e d o f f i c e r , and r e c e i v e s only the customary f e e s 
pa id d i r e c t o r s f o r a t t e n d a n c e upon m e e t i n g s , and he i s ob l iged 
t o be p r e p a r e d to assume t h e d u t i e s of t h e F e d e r a l r e s e r v e 
agen t in case of t he absence or d i s a b i l i t y of t h a t o f f i c e r , 
which i nvo lves a t r a n s f e r and a u d i t of s e c u r i t i e s and a c c o u n t s . 
I t i s b e l i e v e d t h a t t he change s u g g e s t e d w i l l o p e r a t e to f i x r e -
s p o n s i b i l i t y more d e f i n i t e l y and w i l l give t h e Board more l a t i -
tude in the s e l e c t i o n of t he Class uClf d i r e c t o r s o t h e r t h a n 
the F e d e r a l r e s e r v e a g e n t . 
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