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Jamary 21, 1918

| War's effect upon national financs and banking is reflected

;ﬁ the fourth Anmual Report of the Federal Reserve Board, trans-

rittad to the.Spaakér of the House of Representaiives op Tuesday'

Janwary 22. The Board rebieﬁs the conditions brought about by thé

great gvowth of foreign'tradé and the various measures intended to ’

remedy esulting difficﬁlijeelor iérestall dangers thai have been

put irto effect in conseguencs. Chief axong ths latter are the.pro-
- vision of a iarge éqpply of Federél Reserve notes, whicn were pro-
vided and conveniently stored early iﬁ ths year 1917, ihe developzent
of nuIe rous sxpedients for the comservation of the gold supply, and
the application of the amandménts of June 21, 1917, 1o the Federzal
Reserve Act) for the purpose of enlarging reserves and strengthening
the lending power ofithe severai hanks.

- T@e Board cells atteation te the effect of the war upon the bank-
ing an¢.credit situation, toth publis aud private, pointing ouf the
rise in prices, i emphasizing thé fact thai while during the year
1917, there has bteen a lessoning §i the fluidity and availability of
the country's banking resources the change is not surprising in view
of the heavy requirements. It also points out that these chenges in
prices are not necessarily due to alterations in-the banking position,.
but that abnornai denands and the withdrawal of labor and capital have

had an important and tar-réaching effect. "Banking expansior", <the

-
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Board says, "is an unavoidatle incident of war finance, but everybeffort
should nevertheless be rade to counteract it so far as possibls by elim~-
. inating banking credit not clearly needed for the purpose of purghasing
~ or carrying goods nacessary for the life of a nation at war", F;om
the standpoint of the private individual it is noted that the sffect
of the Government's=hmpigs on T largs scale has been to withdraw from
~ the market a large proportioa of the funds nérxrally available for other

loans. This tendency has resulted inm an effort to make paper ordinarily

regardéd as ineligible available for rediscount at Federal Reserve Barks..

The policy of ths Board, hoﬁever, nas invariably been to refuse such
' aﬁincafions and to paintain the liquid character of bank assets,
“Uﬁder no circurstances", saye the Report, " can the Board admit the
elizibility oi paper - = - = = which in its essential character fails
to conform to sound ﬁanking principles™. The Report, however, sugge;ts
early considerétion.by Congréss of the probleﬁ of corporate financiﬁg,
in the belief that mo. satisfactory solution of the general corporate
problem
and ¢redit/will be found that does not involve soue degree of governwent
N . intervention. The Board'ié of the opinion that some plan for such inter-
vention or aid can be worked out that will weet the Situétiqn satisfactorily.
One effect of the war has been to enlarge the earning power of the Reserve

N banks in a very material degree. The gross earnings are given as $15,800-

000, and the net earnings as $11,200,000. The dividends declared during
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the year are about $6,800,000, Six (6) of the banks have paid their
dividénds completely up to the end of the year 1917, while four (4)
others have paid up to June 30, 1917, and the iaméining two (2) have
paid %0 the énd o the year 1916. ‘Alt'hough thé bYanks are ‘not operated
prinarily {6¢ p‘f‘btﬁ, the Beard calle attentuﬂ %o the fact that during
the coming year their earnings will un&w.b‘tem be large, and that a
substantial franchise tax will be paid to the G@Vet’nment out of excess
earnings. The amount paid this year to the Govermmnt i¢ #1,134,234,
In capnection with the nanagement of the banks the Bcardv explaine tiat
: the eyents of the ragt year f:ave done much to bring into their proper
rolationship the several elements of the Federal Reserve System, and
that tt;e position of the Beard as the geverning bdody of all the banks is
now well defined, the line of distinction between the local mapagements
of each institution and the generé,l policies oi. the S}atem growing more
82114 wore warked, Among the activities of the year that are incidentally
ciescribed are the further extension and development of the c\learin'g and ’
collection system and the continuation of work under thé Clayton Act,
permits for service és directors heing granted in 182 cases. Applications
for fiduciary powers have been granted in 112 cases.
The expense of conducting the work‘ of t;xe anrd during the year has
 been a 1ittle less than’$350 000, including all salaries, while the cost
of the Gold Setﬂament Fund for the year has been about $3,500, or $0. 013
per $1,000
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' While no faf;reaching acenduents to the Federal Reserve Act are
reconmended, a m.\mbef of rinor cheriges are sugg’eéted for 'thq gonsidera-
tion of Congress: Among théde is. a change in the present medhod of
of electing directors Galled for by the fact that ﬁhder present conditions
.only a minority of all banks entitled to vd}té are 'taking' an active part
in the selection; a change in the denominations ’of Fédéral Reserve notes
intended to permit the issue of llarge bills; a changs in the fem of
Section @2, which re;lates, tec tra@ctiona between directas and their

respe}otive banks; the amendment of Section 35 designed to provide for

-

i the incorporation under Federal Reserve charter of banks for foreign
trads and the amendment of Section 25 to permit the establishmsnt of
branches of National banks in thse cities where such bankle.' are located.

In closing, the Board calls attention to the fact that due to the
concentration of reserves the Federal Reserve sjétem is t‘oda,y the ultimate
regource of the business and fipancial community and that its position
as such is unquestionable. The responsihility thus la.ici upon it

emphasizes the necessity of making sure that every policy adopted must

<

be developed with the view of maintaining and strengthening the financial
position of the country, and of providing for the read justments to follow

the war,
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