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Spesking on the subject of "Currency Elssticity" in the course
on Federsl Reserve Policies, before the New York University School
of Cmrmerce, Accounts end Finsnce, Mr. A. C. Miller, Member of the
Federsl Reserve Bosrd, tock occasion to emphasize the importsnce of
the currency functiom of thé Federsgl Reserve Banks.

"There is some miscoﬁo‘eption", ssid Mr. Miller, "of the relative
‘in‘xportanoa of the functions ,pérformed by the Eederal Resgrve‘Bankt.'
The Federsl Reserve Banks are frequently described as bankers/" beniks
of,a.s ‘banksr of rediscount;  end sueh 'fhey are; bdut they sre glso, |
end in » more importsnt sense, banks of issue. They'are the banks
which supply currency to their msu;bsr benks axmd for the use of the |
pubiia when the currency supply nezds to te increassed. To rest
content with simply saying that .thg Reservqg Basnks are benks of re-
discount overlocks whst it is that leads member bsnks to rediscount
with their Federsl Reserve Bsnks. Taking the Federsl Reserve benks
8s 2 whole a review of their history will disclose that rediscounting

 tekes place on a large scsle only vhen edditionsl circulating medium
is required by member banks_ to meet the demands of their ép.stomers
for pocket currency. There is great constancy inv the Preserve demsitéﬁ
item in the Federsl Reserve Bank statement over fairly 1oixg periods
of fime, but there is much fluctuation in the "note issues® end the
i'eaxning assets® items. It will be found to be pretiy inverisbly true

thpt when the earning essets, that is the losns snd investments, of the
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!‘edé:al»iieserve Bonks rise it is becaﬁse of incressed currency issues.
There is a very close parallelism 6baervahle between varistions in the
totel volume of the earning assets of the Federsl Rgserve Banks snd the
total volume of their Fadersl Reserve ziotes in circulstion. This means
that while the Reserve Barks are benks of rediscount, rediscounting
by member bonks, lookmg at the matter in the éggcega.te, is for the
- purpose of ¢btaining currency. . Essentiaily, gharefore. the Reserve
Benks sre currency benks, bsnks to which the other banks turn when
they need more ca‘sh, and more cash apecificallﬁ in ﬁhe form of currency’
of hand. | |
"The Reserve Bénks, df éourse, perform several pther functions
for their member banks ard the public, but these sre either not bank-
ing functions stricé¢tly spesking, such for exsmple as scting as custo-
disn of sedurities, mgking collections end trensfers, performing fiécal
functions, and acting 88 a clearing house, etc., or they are functions
‘that are slso performed in ome degree or snother by ,tﬁe ordinary banks
of the country, such as acting as reserve agent, Jepositery, etc. In
addition to doing sll these things the Reserve Banks also issue currency.
They afe‘ the only institutions pérmitted under law to craéte fiduciery
' currency (thet is currency not covered by @old) azainst other ooli‘ateral
then United States bonds with the circulation privilege. In their -
essential nature, therefore, Federal‘Reservé Benks are best conceived

and described as banks of issue. Cu.rrency issue is their distinctive
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?mtiou. 'I'he;;' were set up and 1nvested With broad powers in
the creation of flduQ:‘::ai;“currency in order to provide a much needed
elastic element in our national circulation. The reserve moneys
previcualy carried Sy member benks esre concentrsted in the Federal
Reserve Barlkks in order to give them an smple and secure bssis for
the ezereiée of their currency functions.” In trief, the Fedefsl
Reserve Ms are reserve barks becsuse they are currency banks.
The supplying of ¢urrency is their primsry.fﬁnction. ~The reserves
taken over by them from their member bsnks c§nstitute' reserve pri-
morily for the protection of their currendy issues.
"An exsmire.tion of the mrrency‘history of the United Stdtes
n the last five yesrs cleerly demonstrates the mszmer in whidh the
Reserve Banks supply the elastio element in the nation's currency,
There has been considersble véri.qtion ‘in ihe total volﬁme of money
in‘cizf/oulation in this period of time. That voristjon is closely
| ‘ parslleled by the voiume of Federal Reserve notes in circulation. ’
Duéing the great expension of 1919 and 1920 it was the expsnsion of
Federsl Resarve notes that supplied the great incresse in the vol-
ume of money in circulstion. The decline in the total volume of
c#rculation‘ in the &ee.r 1321 f;.s fully reflected in the decline in

the volume of Federal Reserve notes. A cheracteristic of en eles-

.tic currency is that it shsll expand or contract sccord :ing. to the
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vplum_e of currency required b} the country to take }care of the vol- |
une of trade at o given price level. A larg,e‘ upward or o owwiard
swing in the trade curve of the United States is ususlly pretty well
mirrored in the upwsrd or downwerd swing of the Federsl Réserve’ note
curve. The one exception to this statement in recent yeers is found
in the yeasr 1923. That wes 8 yesr -61‘ expanded trade calling for an
incressed quantity of circulating medjum. No incresse, however '
took place in the volume of Federsl Reserve notes. This was for the
resson that the continwed hesvy influx of gold igto the United States
mede it expedient for the Federsl Reserve Benks to supply 'the in—-
oressed currency demends o8 the ¢omnmsy by paying out gold cert-
ificates instead of by issuing Federsl Reserve notes. In brief,
our unprecadentedly strong old posii:lon csused gold to be used to
‘supply the elsstic slement in our national circulation in this in-
stence. Bat it still contimued to be trus, nevertheless, that the
Fedaral Reserve Banks were providing the incresse needed in the
country's totsl circulation.

“This shows that there are two mothods by which the Federsl
Reserve Bexnks pgoiidd curtency ela‘lticify. The one method is to
pay gold or lewful méneéy out of their holdings of reserve money
when these sre sbundsnt snd this course seems adviseble on other
grounds. The other method is téjd'ute new currency by the issue
of additionsl Pedersl Reserve notes sgainst the kinds of ocollatersl
prescribed by the Federal Reserve Act."® |
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