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THE BAIIKER'S RESPONSIBILITY 

I f t h e economic l i f e of t h e coun t ry "be compared to the a u t o m o b i l e , 

t he n a t u r a l r e s o u r c e s r e p r e s e n t t h e machinery and human endeavor the f u e l . The 

f u n c t i o n of t h e "banking sys tem i n t h i s machine would he to p r o v i d e p r o p e r l u b r i c a -

c a t i o n . Banks can no t c r e a t e n a t u r a l r e s o u r c e s nor can t h e y he a s u b s t i t u t e f o r 

human l a b o r , b u t t h e y can work toward a more e f f i c i e n t u s e of r e s o u r c e s and a more 

e f f e c t i v e a p p l i c a t i o n of l a b o r and t h e r e b y c o n t r i b u t e to a smoother and more even-

working of t h e mechanism to p r e v e n t o v e r h e a t e d p a r t s and p o s s i b l e e x p l o s i o n s . 

There i s n o t h i n g i n the c o u n t r y ' s b u s i n e s s l i f e t h a t approaches the 

banks i n the w i d e - s p r e a d i n f l u e n c e of t h e i r a c t i v i t i e s which a r e no t c o n f i n e d to any 

p a r t i c u l a r l i n e of commerce o r i n d u s t r y b u t r e a c h and i n f l u e n c e a l l l i n e s of endea-

v o r . I t i s f o r t h i s r e a s o n t h a t bank ing can not be c o n s i d e r e d a s a p u r e l y p r i v a t e 

b u s i n e s s and so banks a r e s u p e r v i s e d by Government a g e n c i e s and r e g u l a t e d by s t a t u -

t o r y l i m i t a t i o n s . 

E s s e n t i a l l y , t h e f u n c t i o n of a bank i s t o c o n v e r t a p e r s o n ' s a b i -

f l i t y to pay i n t h e f u t u r e i n t o a b i l i t y t o pay a t once . A s t o r e k e e p e r who wishes to 

l a y i n a s t o c k of goods may no t be i n a p o s i t i o n to pay f o r a l l of them a t the t ime, 

bu t w i l l be a b l e to p a y f o r them a f t e r some of t h e goods have been s o l d to t h e pub -

l i c . I t i s t h e b a n k ' s f u n c t i o n , by l e n d i n g him money, t o e n a b l e him t o c o n v e r t h i s 

f u t u r e p a y i n g c a p a c i t y i n t o p r e s e n t pay ing c a p a c i t y . This i s a s imple and fundamen-

t a l f u n c t i o n . I t i n v o l v e s no g r e a t o r c o m p l i c a t e d mechanism and c o n t a i n s no mys t e r -

i e s i n i t s w o r k i n g s . The g r e a t Dunbar s a i d many y e a r s ago : "These f u n c t i o n s imply 

no v e r y complex o p e r a t i o n s . They r e q u i r e p r u d e n c e , i n t e g r i t y , and p a t i e n c e , b u t 

t h e y have 110 m y s t e r y " . 

With t h i s d e f i n i t i o n of t he p r i m a r y f u n c t i o n s of banks i n mind, l e t 

me a n a l y z e the n a t u r e and o r d e r of impor tance of t h e i r r e s p o n s i b i l i t i e s . F i r s t and 
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fo remos t , t h e i r r e s p o n s i b i l i t y i s to t h e i r d e p o s i t o r s who have e n t r u s t e d them w i t h 

f u n d s and a r e e n t i t l e d to r e c e i v e them e i t h e r on demand or on d a t e s s t a t e d i n t h e i r 

d e p o s i t c o n t r a c t . I n o r d e r to p r o v i d e a d d i t i o n a l s a f e g u a r d f o r the i n t e r e s t s of 

the d e p o s i t o r s , t he owners of t h e hanks c o n t r i b u t e c a p i t a l , and to t h i s t h e y g r adu -

a l l y add u n d i s t r i b u t e d p r o f i t s i n t he form of s u r p l u s . These f u n d s p l a c e d by the 

owners of t h e b u s i n e s s i n a bank, vouch f o r t h e good f a i t h of t he p r o p r i e t o r s . 

They a r e a l s o a b u f f e r between t h e b a n k ' s l i a b i l i t i e s to t h e i r d e p o s i t o r s and t h e i r 

c la ims on t h e i r b o r r o w e r s . An adequa te p r o p o r t i o n of c a p i t a l f u n d s i s , t h e r e f o r e , 

e s s e n t i a l t o t he d i s c h a r g e of a b a n k e r ' s r e s p o n s i b i l i t i e s . 

More i m p o r t a n t , however, t h a n the c a p i t a l c o n t r i b u t i o n i s the e x e r -

c i s e of ca r e i n making l o a n s and buying i n v e s t m e n t s . A bad l o a n i s r a r e l y a k i n d -

n e s s t o the b o r r o w e r . Too many bad l o a n s a r e a b e t r a y a l of t h e t r u s t p l a c e d i n 

the banks by t h e d e p o s i t o r s . T h e r e f o r e , the banker must d i s c h a r g e h i s r e s p o n s i -

b i l i t y to d e p o s i t o r s by a c a r e f u l s c r u t i n y of h i s l o a n s . I f i t were p o s s i b l e 

f o r a banker to c o n f i n e a l l h i s advances i n h i s own community t o c o n s e r v a t i v e and 

s a f e l o a n s b a s e d upon p r o d u c t i o n and d i s t r i b u t i o n , w i t h the a s s u r a n c e of a s s i s t a n c e 

f rom the F e d e r a l r e s e r v e bank f o r s ea sona l and emergency r e q u i r e m e n t s , t h e r e could 

be no s e r i o u s o b j e c t i o n to h i s conduc t i ng h i s i n s t i t u t i o n i n such a manner . How-

e v e r , I know f rom my own e x p e r i e n c e t h a t l o a n s of t h i s c h a r a c t e r a r e no t a lways 

a v a i l a b l e and even i f t h e y were a v a i l a b l e , such a p o l i c y would r e s u l t i n t h e 

banker h a v i n g h i s d e p o s i t s employed only a p a r t of the t i m e . 

Loans of a c a p i t a l or s p e c u l a t i v e n a t u r e made l o c a l l y , even though 

they a r e good, do no t a lways r e p r e s e n t good bank ing . A bank shou ld no t be e n t i r e l y 

dependent f o r so lvency on developments i n i t s own community, b u t shou ld , i n t he 

g r e a t m a j o r i t y of c a s e s , c a r r y secondary r e s e r v e s i n t he form of l i q u i d i n v e s t -

ments - f u n d s p l a c e d on d e p o s i t w i t h o u t - o f - t o w n banks , commercial p a p e r , b a n k e r s ' 

a c c e p t a n c e s or s e c u r i t y l o a n s the l i q u i d i t y of which depends upon the m a r k e t a b i l i t y 
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of the s e c u r i t i e s "back of the l o a n . A c e r t a i n p r o p o r t i o n of f u n d s not d i r e c t l y 

dependent upon t h e developments i n a community h a s come to "be c o n s i d e r e d a s a 

fundamenta l c o n d i t i o n of sound hank ing . 

Second to the b a n k e r ' s r e s p o n s i b i l i t y t o h i s d e p o s i t o r s i s h i s r e -

s p o n s i b i l i t y t o t he b a n k ' s s t o c k h o l d e r s . They have c o n t r i b u t e d c a p i t a l to the 

e n t e r p r i s e and a r e e n t i t l e d to a s l a r g e a r e t u r n on t h i s c a p i t a l a s can be o b t a i n e d 

by s a f e and l e g i t i m a t e u s e of t h e f u n d s . I t i s t h e u n i v e r s a l a c c e p t a n c e of t he 

p r i o r i t y of the d e p o s i t o r s ' c l a ims over t h o s e of t he s t o c k h o l d e r s t h a t i n d i c a t e s 

t he e x t e n t to which a bank i s a p u b l i c u t i l i t y . F o r t u n a t e l y , however, t h e concern 

of s t o c k h o l d e r s about bad l o a n s i s g r e a t e r t han t h a t of t he d e p o s i t o r s ; i n f a c t , 

d e p o s i t o r s b e g i n to be concerned a b o u t , b a d l o a n s on ly when t h e i r magni tude i s such 

a s to endanger t h e b a n k ' s a b i l i t y to meet i t s l i a b i l i t i e s . S t o c k h o l d e r s , on the 

o t h e r hand, a r e c o n s t a n t l y i n t e r e s t e d i n t h e s u c c e s s of t h e b a n k ' s o p e r a t i o n s , b e -

cause every p r o f i t made by t h e bank i n c r e a s e s the va lue of t h e s t o c k h o l d e r s ' e q u i t y 

i n t h e b u s i n e s s . 

R e s p o n s i b i l i t y of banks does no t end w i t h t h e i r d e p o s i t o r s and s t o c k -

h o l d e r s . Banks a l s o have a r e s p o n s i b i l i t y to the community i n which t h e y a r e 

l o c a t e d and from which t h e y d s r i v c t h e i r d e p o s i t s . I f a bank i n v e s t s a l l of i t s 

d e p o s i t s i n o u t s i d e l o a n s and s e c u r i t i e s , i t i s no t f a i r t o i t s community. I f i t s 

o u t s i d e l o a n s and i n v e s t m e n t s a r e s a f e and p r o f i t a b l e , i t i s d e a l i n g f a i r l y w i t h 

i t s d e p o s i t o r s and s t o c k h o l d e r s , bu t i t f a i l s i n i t s r e s p o n s i b i l i t y to i t s own 

community. I n so f a r a s t h e u s e of a b a n k ' s f u n d s i n i t s own community i s con-

s i s t e n t w i t h s a f e t y , l o c a l i n d u s t r i e s and e n t e r p r i s e s a r e e n t i t l e d to t h e f i r s t 

c l a im on t h e s e f u n d s . Th is does n o t mean t h a t banker s must be p h i l a n t h r o p i s t s . 

I t s imply means t h a t t h e i r s e l f - i z t e r e s t must be i n t e l l i g e n t and f a r - s i g h t e d . 

For i f a community s h o u l d be c o n s t a n t l y d e p r i v e d of i t s f u n d s by inves tment o u t -

s i d e , sooner or l a t e r t h i s i s bound to a r r e s t i t s growth and p r o s p e r i t y . U l t i m a t e -

l y i t would l e a d t o a d r y i n g up of t h e f low of d e p o s i t s which s u p p l i e d the bank 
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w i t h f u n d s f o r i t s o p e r a t i o n s . The r e s p o n s i b i l i t y of the banke r to h i s community 

i s an a p p l i c a t i o n of en l igh t ened , s e l f - i n t e r e s t . In p o p u l a r p a r l a n c e , the "barker 

must p l a y t h e game and do h i s b i t i n t he community* s work. 

At t h i s p o i n t I want to c o n s i d e r i n what way the F e d e r a l r e s e r v e 

banks e n t e r i n t o the p i c t u r e . The i r c a p i t a l , a s you know, i s s u p p l i e d by t h e i r 

members. They a r e i n s u b s t a n c e a c o o p e r a t i v e e n t e r p r i s e among banks f o r t he p u r -

pose of t a k i n g c a r e of s e a s o n a l and emergency needs f o r c r e d i t and c u r r e n c y . They 

p r e v e n t e x c e s s i v e s t r a i n s by l e n d i n g the suppor t of t h e f i n a n c i a l s t r e n g t h of the 

e n t i r e System to the needs of any community t h a t r e q u i r e s and i s e n t i t l e d to i t . 

Even more t h a n the commercial banks , t he Fede ra l r e s e r v e banks a r e p u b l i c i n s t i t u -

t i o n s and t h e p u b l i c i n t e r e s t i s paramount i n t h e i r r e s p o n s i b i l i t i e s # 

I t i s the b u s i n e s s of t h e r e s e r v e banks to see to i t t h a t t h e r e i s 

no shadow of doubt c a s t upon the v a l i d i t y of t h e i r no te i s s u e . The r e s e r v e banks 

must a l s o s a f e g u a r d t h e i r own d e p o s i t s , which a r e the r e s e r v e s of t he o t h e r banks . 

These d e p o s i t s must be u s e d i n such a way as not to p e r m i t t he s l i g h t e s t doubt of 

t h e i r immediate a v a i l a b i l i t y upon demand. I t i s f o r t h i s r e a s o n t h a t t h e F e d e r a l 

Reserve Act p r e s c r i b e s r i g i d l i m i t a t i o n s about the u s e of r e s e r v e bank f u n d s • 

While the d i r e c t r e s p o n s i b i l i t y of t h e r e s e r v e banks on d e p o s i t s i s to t h e i r member 

banks , i t goes beyond t h a t . I t ex t ends to t he d e p o s i t o r s of t he member banks , b e -

cause the s a f e t y of t h e i r f u n d s depends to a c e r t a i n e x t e n t upon the s a f e t y of t h e i # 

r e s e r v e s c a r r i e d w i t h the r e s e r v e banks . Back of t h e s e r e s e r v e b a l a n c e s of t h e 

member banks a r e the r e s e r v e s of the r e s e r v e banks t h e m s e l v e s . These a r e t h e u l t i -

mate r e s e r v e b a s i s of our e n t i r e bank ing s t r u c t u r e . An a l l - i m p o r t a n t r e s p o n s i b i l i t y 

of the F e d e r a l Rese rve System i s the c o n s e r v a t i o n of t h e s e r e s e r v e s upon a p r o p e r 

g o l d b a s i s • 

At t h e r i s k of t i r i n g you 'by s t a t i n g what you a l r e a d y know, I r e -

mind you t h a t f o r $100 of d e p o s i t s c a r r i e d by a member bank, the r e s e r v e bank r e -

c e i v e s on the ave rage abou t $7*56 a s a r e s e r v e b a l a n c e . Aga ins t t h i s r e s e r v e 
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"balance of $7 .50 t h e r e s e r v e banlc must h o l d about $2 .50 i n g o l d o r l a w f u l money# 

Thus the $ 2 . 5 0 h e l d by a r e s e r v e "bank i s the b a s i s of $100 of member "bank c r e d i t * 

This i n t u r n may "be the "basis of a s t i l l l a r g e r amount of non-member badk c r e d i t * 

because a l a r g e p a r t of t he r e s e r v e s of non-member banl:s i s h e l d w i t h member b a n k s . 

This a p p a r e n t l y narrow base of our c r e d i t s t r u c t u r e i s s u f f i c i e n t f o r s a f e t y only 

because of the c o o p e r a t i o n of t he banks through t he F e d e r a l Rese rve System. I t 

emphasizes t h e e x t e n t of t he r e s p o n s i b i l i t y of the r e s e r v e banks i n p r o t e c t i n g 

t he se r e s e r v e s . The r e s e r v e banks must t ake a f a r - s i g h t e d view of t h e needs of 

the community and must m a i n t a i n a s t ock of g o l d s u f f i c i e n t t o p r o v i d e f o r t he 

c o u n t r y ' s growing n e e d s . 

I t i s , t h e r e f o r e , a r e s p o n s i b i l i t y of t he F e d e r a l Reserve System 

to shape i t s p o l i c y i n such a manner a s t o p r o t e c t our g o l d r e s e r v e s a g a i n s t too 

r a p i d d e p l e t i o n . During the p a s t y e a r , we l o s t $500,000 ,000 i n g o l d , and no one 

knows whether t h e r e d i s t r i b u t i o n of go ld h a s been completed o r whether the Un i t ed 

S t a t e s w i l l l o s e a d d i t i o n a l g o l d to the r e s t of the w o r l d . Our g o l d r e s e r v e s a t 

t h e p r e s e n t t ime a r e $ 1 , 0 0 0 , 0 0 0 , 0 0 0 i n exces s of t he l e g a l r e q u i r e m e n t s and i t 

i s f o r t u n a t e t h a t they a r e , because i t p u t s the banke r s i n a p o s i t i o n to hand le 

f u r t h e r expor t movements of g o l d i f they shou ld develop and to meet the growing 

c r e d i t needs of t he c o u n t r y . The l o s s of g o l d f o r the p a s t y e a r h a s been a de~ , 

s i r a b l e t h i n g , n o t on ly f rom t h e p o i n t of view of t h o s e who r e c e i v e d i t and u s e d 

i t a s the b a s i s of monetary r e c o n s t r u c t i o n , b u t a l s o from t h e p o i n t of view of 
... , . a 

t he U n i t e d S t a t e s . I t h a s removed from t h e f o r e i g n t r a d e of the U n i t e d S t a t e s 

t h e r i s k s a r i s i n g f rom u n s t a b l e exchanges and d i s o r g a n i z e d c o n d i t i o n s among i t s 

f o r e i g n cus tomer s . The Rese rve Sys t em ! s r e s p o n s i b i l i t y i s to make such u s e of 

i t s r e s e r v e s a s a r e i n t he i n t e r e s t s of t he coun t ry i n the b r o a d e s t sense of the 

word. This i n v o l v e s c l o s e a t t e n t i o n to developments bo th h e r e and ab road and 

makes the f r a m i n g of F e d e r a l r e s e r v e p o l i c i e s no t on ly a m a t t e r of n a t i o n a l b u t 

of i n t e r n a t i o n a l impor tance of the f i r s t magn i tude . 
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, The F e d e r a l Beserve System h a s a l s o a measure o f r e s p o n s i b i l i t y f o r 

t h e r a p i d i t y of t h e growth of "bank c r e d i t i n t h i s coun t ry , a l t h o u g h the e x p e r i e n c e 

of the l a s t 14 y e a r s h a s demons t r a t ed c o n c l u s i v e l y t h a t t h i s movement f r e q u e n t l y 

a t t a i n s such momentum t h a t i t i s some t ime b e f o r e F e d e r a l r e s e r v e p o l i c i e s b e -

come e f f e c t i v e . You a r e f a m i l i a r w i t h the methods a t the d i s p o s a l of t he Reserve 

System to accompl i sh t h e s e e n d s . They a r e p r i m a r i l y changes i n d i s c o u n t and open-

market r a t e s and open-marke t p o l i c i e s i n the p u r c h a s e and s a l e of Government s e -

c u r i t i e s . Through t h e s e means the System can be an i n f l u e n c e toward e a s i e r or 

t i g h t e r c o n d i t i o n s i n t he money marke t , even though the i n f l u e n c e may be slow i n 

o p e r a t i n g . I t can, t h e r e f o r e , t o a c e r t a i n e x t e n t , encourage o r d i s c o u r a g e the 

growth of hank c r e d i t . A l l l o a n s and i n v e s t m e n t s of t h e member banks r e s u l t i n 

t h e c r e a t i o n of d e p o s i t s . The growth of d e p o s i t s i n t u r n i n c r e a s e s r e s e r v e r e -

qu i rements of member banks and when t h e s e a r e met by r e d i s c o u n t i n g , r e s e r v e p o l i c i e s 

and r a t e s "begin t o be e f f e c t i v e . I t i s a m i s t a k e , t h e r e f o r e , t o assume t h a t on ly 

one or a n o t h e r c l a s s of l o a n s or i n v e s t m e n t s may be s u p p o r t e d by the r e s e r v e banks , 

w h i l e o t h e r c l a s s e s of l o a n s and i nves tmen t s may n o t . 

S ince t h e F e d e r a l r e s e r v e banks f u r n i s h t h e b a s i s of c r e d i t growth 

i n any f i e l d , whether i t be commerce, i n d u s t r y , a g r i c u l t u r e o r t he t r a d i n g i n 

s e c u r i t i e s , ' t h e Rese rve System f e e l s concern about e x c e s s i v e growth i n any l i n e 

of c r e d i t . I t i s i m p o s s i b l e f o r a r e s e r v e bank to earmark the c r e d i t i t r e l e a s e s , 

b u t when too r a p i d growth i n any l i n e of c r e d i t t h r e a t e n s to u p s e t the f i n a n c i a l 

s t r u c t u r e of t h e c o u n t r y and make undue demands on t h e r e s e r v e f u n d s , which shou ld 

be conse rved f o r t h e l e g i t i m a t e growth of the c o u n t r y ' s b u s i n e s s , t he Rese rve Sys-

tem can p r o p e r l y u s e i t s i n f l u e n c e a g a i n s t t h e s e u n d e s i r a b l e deve lopment s . 

W i t h i n t h e l i m i t s of i t s powers , the r e s p o n s i b i l i t y of t h e Fede ra l 

Rese rve System i s f o r t h e c r e d i t s t r u c t u r e a s a whole . A h e a l t h y bank ing s i t u a -

t i o n must be f o r e v e r t h e p r i m a r y concern of t he managers of t he F e d e r a l r e s e r v e 

banks and of the F e d e r a l Reserve Board . These r e s p o n s i b i l i t i e s a r e s u f f i c i e n t to 
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r e q u i r e our b e s t e f f o r t s i n the d e t e r m i n a t i o n of the wise cour se of a c t i o n . This 

i s one of t h e r e a s o n s why i t would "be u n f o r t u n a t e i f t h e F e d e r a l Reserve System 

were to "be c h a r g e d w i t h s t i l l f u r t h e r r e s p o n s i b i l i t i e s which a r e not d i r e c t l y r e -

l a t e d to "banking, such a s r e s p o n s i b i l i t y f o r the s t a b i l i t y of t he g e n e r a l p r i c e 

l e v e l or f o r t h e mode ra t i on of ups and downs i n b u s i n e s s c o n d i t i o n s . I t i s my 

c o n v i c t i o n , and I want to l e a v e t h i s thought i7ith you i n c o n c l u s i o n , t h a t a 

h e a l t h y bank ing s i t u a t i o n i s the b e s t gua ran t ee of a h e a l t h y economic development 

i n so f a r a s i t depends on the u s e of bank c r e d i t , I t i s towards sound banking 

c o n d i t i o n s t h a t the F e d e r a l r e s e r v e banks must work i n c o o p e r a t i o n w i t h t h e i r 

member banks and w i t h o t h e r banks which a r e a p a r t of our bank ing s t r u c t u r e * 

In my o p i n i o n , t h e c o u n t r y ' s e n t i r e banking system, f rom the s m a l l e s t c o u n t r y 

bank to the g r e a t e s t f i n a n c i a l i n s t i t u t i o n , and t h i s i n c l u d e s t he F e d e r a l Reserve 

System, can b e s t d i s c h a r g e i t s p u b l i c r e s p o n s i b i l i t y by c o n c e n t r a t i n g i t s e f f o r t s 

on the main tenance of sound bank ing c o n d i t i o n s . 
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