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FEDERAL RESERVE SYSTEM
The Federal Reserve System was established pursuant to authority
contained in the Act of December 23, 1913, kmown as the Federal Reserve Act,
the purposes of which, as stated in the promable, are "To provide Yor the
establishment of Federal reserve banks, to furanish an elastic curreancy, to |
afford means of rediscounting commercial paser, to establish a more effec-
tive supervision of banking in the United States, and for other purposes."
The system cemprises the Federal Reserve Board, which exercises supervisory
functions, the Federal Advisory Council, vwhich acts in an advisory capacity
to the Federal Reserve BDoard, the twelve Federal reserve banks situated in
different sections of the United States, the Federal Open Market Committee,
and the member banks, which include all national banks and such State banks
and trust companies as have voluntarily applied to the Federal Reserve Board
for membership and have been admitted to the System.
he Federal roserve banks are located in Boston, New York, Phil-
adelphia, Cleveland, Riclmond, Atlanta, Chicago, St. Louis, Minneapolis,
Kansas City, Dallas and San Francisco. There are also in operation
twenty-five branches and two agencies of the Federal reserve baunks, all of
which are located in other cities of the United States, except one agency
in Havana, Cuba.

. The capital stock of the Federal reserve banks is entirely owned
by the member banks and may not be transferred or hypothecated. Every
national bank in existence at the time of the establishment of the Federal
Reserve System was required to subscribe to the capital stock of the
Federal reserve bank of its district in an amount cqual to six per cont of

the subscribing bank's capital and surplus. A like amount of Federal re-
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scrve bank stock must be subscribed for by every national bank organized
since that time and by every State bank or trust company (except mutual sav-
ings banks) upon becoming a member of the Federal Reserve System; and, when a
member bank increases its capital or surplus, it is required to subscribe for
additional stock in the same proportion. A mutual savings bank which is ad-
mitted to membership in the Federal Reserve System must subscribe for Federal
reserve bank stock in an amount equal to six-tenths of one per centum of its
total deposit liabilities; and thereafter such subscription must be adjusted
semi-annually on the same percentage basis. One half of the subscription of
each member bank must be fully paid and the remainder is subject to call by
the Federal Reserve Board; but call for payment of the remainder has not been
made.

After all necessary expenses of a Federal reserve banl: have been
paid or provided for, its stockholding member banlzs are entitled to receive
an annual dividend of six per cent on the paid-in capital stoclz, which divi-
dend is cumulative. After these dividend claims have been fully met, the
net earnings are paid into the surplus fund of the Féderal rcservc bank.
Federal reserve banlzs, including the capital stocic and surplus therein and
the income derived thercfrom, arc cxempt from Federal, Statec and local tax-
ation, except taxes upon real cstate.

he board of directors of each Federal reserve banlt is composed of

nine members, equally divided into three classes, designated Class A, Class B
and Class C. Directors of Class A are representative of the stocltholding mem-
ber banizs. Directors of Class B must be actively engaged in their district in
commerce, agriculture or some other industrial pursuit, and may not be offi-
cers, directors or employees of any bankz. Class C directors may not be offi-
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and B directors are elected by the stoclkkholding member banlts, whilo the
Federal Reserve Board appoints the three Class C directors. The term of
office of each director is three years, so arranged that the term of one dir-
ector of each class expires each year.

One of the Class C directors appointed by the Board is designated as
chairman of the board of directors of the Federal reserve bank and as Federal
reserve agent, and in the latter capacity he is required to maintain a local
office of the Federal Reserve Board on the premises of the Federal reserve banlz,
Another Class C direcﬁor is appointed by the Federal Reserve Board as deputy
chairman.

Federal reserve banlzs are authorized, among other things, to discount
for their member banlzs notes, drafts, bills of exchange and bankers'! accept-
ances of short maturities arising out of commercial, industrial and agricul-
tural transactions, and short term paper secured by obligations of the United
States; to malze advances to their ma;ber banlzs upon their promissory notes for
periods not exceeding ninety days upon the security of paper eligible for dis-
count or purchase and for periods not exceeding fifteen days upon the security
of obligations of the United States and certain other securities; in certain
exceptional circumstances and under certain prescribed conditions, to malze ad-
vances upon other inds of security to groups of member banks and, until March
3, 1935, to individual member banzs; under certain prescribed conditions, to
grant credit accormodations to furnish worlzing capital for established indus-
trial or commercial businesses for periods not exceeding five years, cither
through the medium of financing institutions or, in exceptional circumstances,
directly to such businesses, and to malze cormitments with respect to the
granting of such accormodations; in unusual and exigent circumstances when

ﬂ%@ﬁﬁgﬁg a%g;xghas been granted by at least five members of the Federal Reserve
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Board, to discount for individuals, partuerships or corporations, under
certain prescribed conditions, notes, drafts and bills of exchange of the ltinds
and maturities nade eligible for discount for meaaber banlts; to male advances to
individuals, partnerships or corporations upon their promissory notes secured
by direct obligations of the United States for periods not exceeding ninety
days; to purchase and sell in the open market banzers! acceptances and bills

of exchange of the kinds and raturities cligible for discount, obligations of
the Uaited States and certain other securities; to receive and hold on deposit
the reserve balances of menber banks; to issue Federal reserve notes and
Federal reserve bailt notes; to act as clearing houses and as collecting agents
for their menber banks, and under certain conditions for nommember banks, in
the collection of checks and other instruments; to act as depositaries and fis-
cal agents of the United States; and to excrcisc other banlkking functions speci-
ficd in the Federal Rescrve Act.

Federal reserve notes are a first and paranount lien on all the as-
sets of the Federal reserve banks through which they are issued and are also
obligations of the United States. They are issued against the security of
gold certificates and of coriiercial and agricultural paper discounted or pur-
chased by Federal reserve banks, and, until March 3, 1935, or until the expira-
tion of such additional period not exceeding two years as the President may
prescribe, when authorized by the Fedceral Reserve Board, may also be secured
by direct obligations of the United States. ZEvery Federal reserve bank is
required to maintain reserves in gold certificates of not less than forty per
cent against its Federal reserve notes in actual circulation and is also re-
quired to maintain reserves in gold certificates or lawful money of not less
than thirty-five per cent against its doposits.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



X-8010.
132
-5 -

Federal reserve bank notes are the obligations of the Federal reserve
bank procuring them and are redecmable in lawful money of the United States on
presentation at the United Statcs Trecasury or at the bank of issuc. They afe
issued against the security of direct obligations of the United States in an
amount equal to the face value of such obligations and against the security of
notes, drafts, bills of exchange and bankers! acceptances in an amount equal
to not more than ninety per cent of the estimated value thereof. ZFach Federal
reserve bank maintains on deposit in the Treasury of the United States in law-
ful money a redemption fund equal to five per cent of its liability on Federal
reserve bank notes in actual circulation, or such other amount as may be re-
quired by the Treasurer of the United States with the approval of the Secretary
of the Treasury, and is required to pay a tax of one-fourth of one per cent
eacil half year upon the average amount of its Federal reserve bank notes in
circulation. No such Federal reserve bank notes may be issued after the Presi-
dent shall have declarcd by proclamation that the cmergeacy recognized by him
in his proclamation of March 6, 1933, has terminated, unless such notes are se-
cured by the deposit of bonds of the United States of certain classes which are
eligible as security for national bank notes.

Broad supervisory powers are vested in the'Federal Reserve Board,
which has its offices in Washington. The law designates the Secretary of
the Treasury and the Comptroller of the Currency as ex-officio members, and
provides for the appointment of six members by the President with the advice
and consent of the Senate. In selecting these six members, the President is
required to have a due regard to a fair rcepresentation of the financial, agri-
cultural, industrial and commecrcial intcrosts,and gecographical divisions of

D@ma£ 8¢%£%E§ry. No two appointive maibers may be from the samc Federal resorve
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district.

Among the more important duties of the Federal Reserve Board are
the review and deternination of discount rates charged by the Fedcral reserve
banks on their discounts and advances and supcrvision over the open market
operations of thc Federal reserve banks. Such opcn markot opcrations arc
conducted under regulations adopted by the Federal Reserve Board with a view
to accommodating comiierce and business and with regard to their bearing upon
the general credit situation of the country. The Federal Open Market Com~
mittee, which makes recommendations with regard to open market opcrations,
was created by thce law and consists of twelve mombers, onc member being sco-
lected annually by the board of dircctors of cach Federal reserve bank. The
meetings of the Committee are held in Washington at least four times each
year upon the call of the Governor of the Federal Reserve Board or at the
request of any three members of the Committee.

In connection with its supervision of Federal reserve banks the
Federal Rescrve Board is also authorized to make exaninations of such banlks;
to require statements and reports from such bgn;s; to require the establish-
ment or discontinuance of branches of such banlis; to supervise the issue and
retirement of Federal reserve notes; and to excrcise special supervision over
all reclationsinips and transactions of the Federal reserve baaks —ith foreign
banks or banlzers.

Tor tho purposc of nreventing the cxcessive usc of credit for the
purcihasc or carrying of securities, thc Federal Reserve Board is authorized
to regulate the auount of credit that may be initially extended and subse-
quently maintained on any security (witl certain exceptions) registered on

a national securities exchange. Certain other powers have been conferred
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upon the Board wahich are likewise designed to enable it to prevent ax undue
diversion of funds into speculative operations.

The Federal Reserve Board also passes on the adnission of State
banlks and trust companies to membership in the Federal Reserve System and on
the termination of membership of such banks; it has the power to examine
nember banks and affiliates of nember banks; it receives condition reports
from State member banks and their affiliates; it linmits by regulation the
rate of interest which may be paid by menber banké on tinme and savings de-
posits; it is authorized, in its discretion, to issue voting permits to hold-
ing.company affiliates of member banks entitling then to vote the stock of
such banks at elections of directors and in deciding questions at neetings of
shareholders and to issue permits covering certain relations between meriber
banics and organizations dealing in securities; it has the power to remove
officers and directors of a meriber bank for coatinued violations of law or
unsafe or unsound practices in conducting the business of such bank; it may,
in its discretion, suspend member banks from the use of the credit facilities
of the Federal Reserve Systeri, for naking undue use of bauk credit for specu-
lative purposes or for any other purpose inconsistent with the maintenance of
sound credit conditions; it passes on applications of national banks for
authority to exercise trust powers or to act in fiduciary capacities; it may
grant authority to national banks to establish branches in foreign countries
or dependencies or insular possessions of the United States, or to invest in
the stock of banks or corporations engaged in international or foreign banlz-
ing; it supervises the organization and activities of corporations organized

under Federal law to engage in international or foreign banizing; and it issues
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wernits under the authority granted by the provisions of the Clayton Anti-
trust .ct relating to interlocking directorates. Another function of the
Board is the operation of a settlement fund, by which balances due to and
from the various Federal reserve banks arising out of their own transactions
or transactions of their member banlis or of the United States Government are
settled in Washington through telegraphic transfer of funds without physical
shipments of currency.

In exercising its supervisory functions over the Federal reserve
banks and member banks, the Federal Reserve Board promulgates regulations,
pursvant to authority granted by the Federal Reserve Act, governing certain
of the above-mentioned activities of Federal reserve banks and member banks.
To meet its expensés and to pay the salaries of its members and its employees,
the Board maies semi-annual assessments upon the Federal reserve banks in
proportion to their capital stock and surplus. Annual reports of the opera-
tions of the Board are made to the Speaker of the House of Representatives for
the information of Congress as required by law.

The Federal idvisory Council acts in an advisory capacity, confer-
ring with the Federal Reserve Board on general business conditions and making
recommendations concerning matters within the Board's jurisdiction and the
general affairs of the Federal Reserve System. The Council is composed of
twelve members, one from each Federal reserve district being selected annually
by the board of directors of the Federal reserve bank of the district. The
Council is required to meet in Washington at least four times each year and

oftener if called by the Federal Reserve Board.

Sepntember 1, 1934.
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