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Chapter I.
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On December £3,1913 President Woodrow Wilscon signed
the Federal Reserve Act establishing the Federal Reserve
System. The Act was the climax of a quarter century of
educaticnal effeort fer the refcrmation ¢f the banking sys-
tem which began during the depression in 1893. ' The
founders of the Act studied not only American principles
and practices, but also those of European countries in
an effert to remove the defects of the naticnal banking
system.

The purpcses of the founders of the Federal Reserve
act were several. According to the title of the Act,their
purpcses were to provide for the establishment of Federal
Reserve banks, to furnish an elastic currency, to afford
means of rediscounting commercial paper, and to establish
a mere effective supervisicn of bsnking in the United

(2)
States. The Act was designed tc reduce the defects of the

Reserve System,The &acmillian Company,New York,l935.
PeBZe

(2) Lbid,p.34.
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naticnal banking system from our econcmic life, and as

a constructive measure it was designed tc establish an
instituticn to carry on the functicn cof central banking.
The institution which it set up was not a central bank
but it was a central banking system. Over the years the
system has develcped a broader objective namely to help
prevent inflation and deflaticn and to give aid in
cenditions of employment and & rising level cof incomg.(g)
The brcader ocbjective was well stated by President Roose-
velt when he dedicated the Federal Reserve Building in
Washington,D.C., in 1937: " I dedicate this building te
progress toward the 1deal of an America in which every
werker will be able te provide his family at all times
with an ever-rising standard cof ccmfort."(4)It is to
this ideal that the Federal Reserve System is dedicated.

The principal duties cf the Federal Reserve include

regulation c¢f the money supply and alsc the maintenance of

— s . 1t A  —— o > T ] — . T —— o D

(3) Beard of Governcrs of the Federal Reserve System,The
Federal Reserve System-Its Purpcses_and Funﬂtions The
Naticnal publishingCompany,¥ashington,D.C.,1947.p. 1

(4) Lbid,p.l.



regular serviées for the member benks of the Federal
Reserve System. These services include the folleowing:
"nolding member bank reserve belancesj;furnishing
currency for circulaticn;effecting telegraphic transfers
of funds; faciliating the clearance and collecticn of
checks; examining and supervising state member banks
and cbtaining reports of conditions frcm themjcollecting
and interpreting econcmic infeormaticn bearing cn credit
problems; and acting as fiscal agents,custecdians,and
depositories for the Treasury and other governmental
agencies." (5)

The regulation of the money supply, belng the chief
functicn of the Federal Reserve should be discussed in
a manner showing what constitutes the money supply,and
also by what means the Federal Reserve System may regulate
this supply. The money supply consists of all kinds of
money in circulation, both paper and coin, and also dep-
osits held by the banks for their depositors. Bank deposits

and currency serve the same general purpose,and can be

o o — s —— - " " >  —— ————— -
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(8)

converted intc each cther at anytime. Most pecple
find it much more convenient to keep most ¢f their money
in banks, and therefore, bank deposits greatly exceed the
amcunt of currency. "Because deposits and currency are
cloesely related to loans and investments of banks,the
term volume of bank credit and monéy supply generally
mezn the same thing,namely,the means ¢f payment owned
by the pecple of the country." !

The Federal Reserve System has a great influence
on the money supply of our econcmy. Practically all of
the mecney that 1s avsilable for cur use comes, directly
or indirectly, thrcugh the banks. "Therefore,the supply
of money in the country depends almost entirely on the
ability of banks tc meet the monetary requirements of
industry,trade,agriculture, and other sectcrs of economic

life. The ability c¢f banks to meet the money needs of the
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people depends in turn on the amount cof reserves they
held. This amocunt is affected by Federal Reserve operations."(a)
Banks are allowed to lend and invest money cnly in proportion
to the reserves at their disposal. "Thus, the Federal

Reserve, through the determination of the cost and cther
conditions on which banks can obtain additicnal reserves,

can influence the amcunt of money that they may pass on

to the public throcugh lecans and investments.It is in this
manner that the Federal Reserve System has power tc infl-

uence the country's mcney supply." :

In an econcmy like ours, where practically all trans-
acticns are settled in money,regulaticn of the money supply
gives the Federal Reserve great powers and places cn its
management & grave responsibility. The Federal Reserve alcne
cannot assure the maintenance of satisfactory economic ccnd-
iticns. Theée depend, in additicn tc the supply of money,on
the demand fer it, over which the Federal Reserve can exert
only an indirect and limited influence. There are a great
(8) Lbid, p.3.

(9) Ibid, p.9.
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Variety of other things on which they also depend,
"including governmental policies in regard tc expend-
itures, taxes,and debt; the distributicn of income among
different groups of the populaticn; the bargaining
strength and policies of management and laber and of
agricultural and cther sectors of the eccnomyj;the power
of monopelies; the ccurse of foreign trade and foreign
investment; and the prospects for peace." S

The Federal Reserve Act does nct destrecy our Amer-
lcan system of small independent banks. The law includes
these thousands of independent banks with all their
essential functicns, and joins them intc a unified
system which is demceratic in its organizaticn and
naticnwide in its field of operation- a system dedicated
to public service.(ll) ’

"Tc meet the heavy responsibilities placed upon
the Federal Reserve System,twc things are absolutely
(10) 1pid,p.9.

(11) Kemmerer,E.W., The A.B.C. of The Federal Reserve

System,Princeton University,Press, Princeton, New
Jersey, 1919, p.<8




essential--gocd management,and ample powers and res-
curces. Good managemeht cannot be secured with certainty
by means cf legislative provisicns,qhowever carefully
designed with that end in view." (l&)Under the Federal
Reserve Act, an ingenious combination cf government

and banking influence is provided in selecting the man-
agement. Purely banking operaticns are largely tc be
handled by becards c¢f directors of directors of which

a majority of the membership is tc be chosen by banks,
General supervision, and for scme purposes contrcl, is
placed with the Federzl Reserve Becard which is tc be
appointed by the President of the Uniteg)States, and with
the advise and consent of the senate.(lu The Federal
Reserve Banks have public interest as the purpose of
operation and are not influenced by private gain.althcugh
the Reserve Banks pay legally prescribed dividends on
their capital stock, the making of profits is nct the
purpese of their existence nor the(?zfis for determining

the character of their operaticns. :

D D o R D e e o T D - _— D D D D D o T D e T i e D O U G D D D T R Dl e e S

(1) Phillips,Chester A.,Readings_In Money and Banking
The Macmillan Co.,New York,1920,p.723.

(13). Ibid, p.724.
(14) Banking Studies, Member of the Staff Bocard cf Gevernors

of the Federal Reserve System,Waverly Press,Inc.1941
Pe 631.




. Chapter II
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By the end cf 1246 the Federsl Reserve System had
a total of 6900 member banks. Membership in the Federal
Reserve System consists of all national banks, which are
required to belong, or give up their national charters,
end all state banks that are eligible and whe vecluntarily
chose to belong. At the end of 1946 less than 50% of all
banks in the country were members cf the Federal Reserve
System, hoever, they held over seventy-five per cent of
the total depecsits ef all banks.(l)

Member and non member benks in individual states
vary tc a great extent. In the Eastern states,particularly
in the Northeastern States, membership in the Federal
Reserve System is high, consisting of abcut three feourths
of the banks. However, in most ¢f the Middle Western and
Southern States, the number of non-member banks usually
greatly exceeds the number of member banks. The depcsits

D i e - —— T — o — " — o — o —— o —— o —— - T — o i s

(1) Bcard of Governors of the Federal Reserve System,
The Federal Reserve System- Its Purpcses_snd Fung
The Naticnal Publishing Cempany,Washingten,D.C.,1
p.48.
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of member banks in all states, except Mis)sissippi, greatly
exceed the deposits ¢f nonmember banks.(2

For purpcse cof administering the Federal Reserve
System, the cocuntry is divided intc twelve distriets with
a Federal Reserve Bank located in each district. "In
determining the bcundaries cf these districts, the author-
ities were required tc have regard tc the convenience
and custcmary course cf business, to make each district
large enocugh to provide the minimum capital of $4,000,000
required by law,and to make none so large as tc dominate

‘the cthers thereby endaungerin fhe Federal principle which
3

the law sought tc establish." The boundaries of the
varicus districts do not necessarily follcw state lines

end in many cases states are divided intec more than one
district. Although the cocuntry has been divided into twelve
districts, the Federal Reserve Act gives leeway in that

————————————————————————————————————————— D

(2) Becard of Governcrs of the Federal Reserve System,
Banking Studies, Waverly Press,lnc.,Baltimore, 1941.p.9%.

Princetcen Univercsity press,Princetcn,N.J.,1919,p.28-29.
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it calls for the country tc be divided intc(zft less
than eight, nor more than twelve districts.  The
law also requires that there be a Federal Reserve Bank
in each district, and scme alsc gives autheority for
Reserve Banks to have branch banks. The fecllowing 1s a

list consisting of the varicus districts and branches

throughout the country:

District Number l.-=———=-- Federal Reserve Bank of Boston

District Number 2¢-———-—-- Federal Reserve Bank of New York.
Branch at Buffalo,New York.,

District Number 3¢—-—-———-— Federal Reserve Bank of
Philadelphia

District Number 4.--—————- Federal Reserve Bank cof Cleve-

land. Branches at Cincinnati,
Ohic and Pittsburgh,Penna.

District Number 5¢e--—-——-- Federal Reserve Bank of Richmoend.

Branches &t Basltimecre, Maryland
end Cherlctte,North Carclina. (5)

(4) Phillips, Readings Ip Money and Banking,The dacmillan
Company,1920,p.7c4.

(5) Board ¢f Gevernors cf Federal Reserve System,lts
Purposes_and Functions, 0p.Cit. p.51.
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District

District

District

District

District

Distriect

District

Number

Number

Number

Number

Number

Number

Number

Wil

———————— Federal Reserve Bank at Atlanta.
Branches at Pirmingham,Alabamaj
Jacksonville,FloridazNashville,
Tennessee; New Crleans,lbouisiana

———————— Federal Reserve Bank of Chicago
Branch at Detroit, Michigan.

———————— Federal Reserve Bank of St.lLouis.
Branches at Little Reck,Arkansas;
Louisville,Kentucky,Memphis,Tenn-
essee.

———————— Federal Reserve Bank of Minneap-
clis.Branch at Helena,Montana.

———————— Federal Reserve Bank of Kansas
City.Branches at Denver,Colorado;
Oklzahoma City,Oklahcmaj;Omaha,
Nebraska.

-------- Federal Reserve Bank of Dallas,
Branches at El1 Paso,Texas;
Hecuston,Texas; and San Antenio,
Texas. (6

———————— Federal Reserve Bank of San
Francisco. Branches at Los
Angeles, CaliforniajPortland,
Oregon; Salt bake City,Utah;
Seattle,Washington. (75

ks s ot D . . A —— — . i " . T~ " 2 oo o



Each Federal Reserve Bank is & corperation organized
to benefit public service. The main difference between the
Federal HReserve Banks and privately managed banks is that
prcfits are nct the main objective of their coperations,
end stockhclders, whe are the member banks cf each district,
do not have the same priviledge cof similar privately
menaged corpcrations.

Like mest corporaticns, each Federal Reserve Bank
is governed by & board of directcrs- in this case & beoard
of nine directors is divided evenly intc three classes,
known as Class A directcrs,Class B directers and Class
C directors. Class A directors are usually checsen from
the ranks of banker-s.(8 Class B directors are usually
actively engaged in the district in ccumerce,agriculture
or industry, and must not be cofficers, directors or
employees of any bank. The three Class ¢ directeors are
not elected by the member banks, but are appecinted to the

(2)
bcard by the Board cf Gevernors. Since two thirds of

——— i o o — o ——— - — L ————— — i ——

(8) Foster znd Rodgers, Mcney.
Prentice-Hall,Inc., New Lo

(9) Lbid, p.332.



the bank's directors are chosen by member banks,the
panking interests are left in ccontrol cof each Federal
Reserve Bank.

Because Federal Reserve Renks are not intended to
be profit meking institutions, the stockhelders receive
dividends cnly after all necessary expenses have been
peid. They are sllcwed a cumulative dividend cf 6 per cent
per annum. Any remaining profits are credited te surplus
cf the Federal Reserve Bank under the prcvision of the
Benking Act of 1938.(10)

The banks in the Federal Reserve System that have dir-
ect relaticns with the public are the member banks.As
stated before, these fall inte twc classes: the naticnal
banks which are compelled to join under the law, and state
benks which may beccome members by chcice. If any national
benk falled tc subscribe for its share cf the capital steck
cf the Federal Reserve Bank cf its district it was forced
to give up its charter as a national bank.(ll)State Banks

(10)Ibid,p.333.

(11) Froman,Lewis 4., Principles of Eccnemics, Revised

Editicn,1946, Richard D.Irwin,tnc.,Chiczge,l1lineis.
p.620-6£1
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te qualify for membership, needed te comply with certain
conditicns impecsed upeon national banks,including minimum
capltel requirements fer cities of & given size, legal
reserves must be maintained in the form of a deposit with
the Federal Reserve Benk of its district, limitaticns
placed on loans, and accept examination made by the Fed-
eral Reserve Banks. £lsc, membership for state banks
requires that & bank subscribe tc the capitsl steck of the
Federal Reserve Bank cof it;)district tc the extent of 6
per cent cof its capital.(l

The principal functicns of the Federal Reserve Banks
are separated into four groups: (1) rediscounting;(z)open
market cperatig?s; (3 note issue; and (4) cleacrings and
ccllecticns. e

Rediscounting of cecmmercial paper by the Federal
Reserve Bank is one ¢f the means that member banks can
cbtain and keep its credit. When a member bank makes & loan
tc cne ef its customers, ususlly in the form cf a prg?%zfory

note,they serve &s the assets c¢f the commercial bank.

(14) Ibpid, p.6%5.
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The member bank may then teke the promissory note to

the Federal Reserve Bank of its district and have it
rediscounted. The Federal Reserve Banks provide an
crgenized market for rediscocunts of which member banks,
during emergency ccnditicns may aveil themselves. When

a member banks secks this rediscounting function c¢f the
Federal Reserve Bank, it is not assured that the leoan

will be made.(l5)The Federal Reserve Bank is under no
obligatien to grant the credit, but its decisicn is weighed
cen its judgment cocncerning the member bank's needs and the
use to be made of the additional funds.

Any member bank in geceod standing and with sufficient
collateral can usually receive these benefits from the
Federal Reserve Benk. The principal determinate of whether
loans will be made is set not in the granting and r?{uiing
of lcans, but in the prevailing rate of redisccunt. ! As
& general rule, if business is fairly normal, an increase

(15) Bcard of Governors, Federal Reserve System, Its
Burpose end Functions, Op.Cit.p.Z5.
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in the rediscount rate, which must be passed cn tc bank
custemers, tends tc disccurage additional borrcwing and
thus te prevent large expansicn of loans., Similarly,
under normeél business ccnditicns,a decrease in the rate
cf rediscount may encourage new berrowing and stimulate
an expansiocn of lecans. It is chiefly in this way that the
Federal Reserve System expresses its policy with respect
to the money supply c¢f the ccuntry.(l7)

The second main functicn of the Federal Reserve Bank
is engeging in open market operaticns. These open market
cperaticns differ from redisccunting operations in that
the initiative is taken by the Federal Reserve, and nct
by the member banks.(ls)An open market 1s free tec anycne
whe wishes te buy or sell and thus there sre no restricticns
tc members. When Federsl Reserve Banks buy cobligations
and securities in the open merket they are supplying the

(19)

market with funds and thus helping tc ezse the meney market.

(19) Foster and Rodgers, Op.Cit. p.33%6.
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On the other hand, when they sell government obligaticns

and securities in the open market they are withdrawing

funds frcm the market meking the mcney market mere rigid.

Whether & member bank will sell securities to The Federal

Reserve Bank cor berrcw will depend on the difference between

the rate that Reserve banks will buy and the Eediscount

rate. Also the needs of the individusal bank.(CO)By selling

they have funds and the Federal Reserve Banks have added to

their own investment in securities. Thus, supplying the

market with funds has a tendency to lower interest and

discount rates and tc encourcge borrcwing. Thus lowering

the redisccunt rates and buying in the open market are the

principal devices which the Reserve Banks cen use for making

credit easier, and raising the discount rate and selling 3

in the open mearket are the methcods of restricting credit.(dl)
The third main operaticn of the Federal Reserve Banks

is the functicn cof note issue. As has been previcusly stated,

cne cf the chief reascns for the develepment of the Federal

Reserve System was beczuse c¢f the inelasticity in cur currency.

s o . o — - ———— i —————— o~ —— i — —— ———— - —— - —— — . " —— o — .
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Currency is sald tc be inelastic when it cannct readily
be expanded cr contracted in response to changing needs.
The Federal Reserve ©ystem has provided elasticity of
currency in the feorm of two types of note issug: Federal
Reserve nctes and Federal Reserve bank nctes. £ The
power to 1ssue the latter has been deprived of the Federal
Reserve Banks in 1945.

These Federal Reserve notes constitute the largest
single element in cur currency, &accounting fer about 80%
of our total meney in circulation. The security behind the
Federal Reserve note is thatbit is backed 100%. Of this
backing 25 must be in gcla end the remaining 75 % may be
in the form of rediscounts,acceptances, and United States
Securities.

The elasticity of the Federal Reserve notes is in
the fact that they can be increased or decreased in propor-
ticn tec the varicus levels and demands ¢f business. When
£2) Freoman, Lewis,A., Op.Cit. p.63l.
£2) lbid, p.63l.
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;& member bank requires additicnal currency,it cean cbtain
& supply from the Federal Reserve Bank, either by borrow-
ing from the Federal Reserve Bank or by drawing on its i)
surplus balances maintained by the Federal Reserve Bank.(64
The fourth main functicnof the Federal Reserve Banks
is the clearing and collecting of checks. Checks which are
drawn in the regular course cf business are handled and
collected thrcugh the Reserve Beanks. Thus, if a manufacturer
in Connecticut sells $1,000 worth cf equipment tc & dealer
in Califcornia and receives a check on a bank in Califernia,
it cen be hendled through the channels of the Federal
Reserve System. The Federal Reserve Act prcvides fer a ¢ 2
clearance system through the use of Gold Settlement Fund. Y
This fund, which is held in Washington,D.C., requires each
Federal Reserve Bank to keep a deposit of gold certificates
in the fund. At the end of each day,each Reserve Bank wires
the administrater cf the Geld Settlement Fund, the amount
of cliems that it has against the other Reserve Banks.These
cleims are then offset by & bocokkeeping transacticn from

(24) Foster and Rodgers, 0p.Cit. p.323

(=5) Freman, Lewis 4., On Cit. p.634.
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the account of cne Reserve Bank te another; In this way,
the Gcld Settlement Fund serves as a Ea}ional clearing
house for the Federal Reserve Banks.(Q6 In the illustration
cited abeve, the Connecticut manufacturer depcsits the
check on the Californie bank in his cwn bank. This
Connecticut bank in turn sends it to the Federal Reserve
District Pank in Beston, The Boston Reserve Bank in turn
sends it to the Federal Reserve Bank in San Francisco and
the Reserve Bank in San Franciscc will present it to the
bank upen which it is drawn.As scon as the Califernie
bank. pays the Federal Reserve Bank cf San Francisco,the
Federal Reserve Benk of San Franciscc in turn pays the
Federal Reserve Bank cg Bosten through the medium of the
Gold Settlement Fund.(67)

Checks which eare cecllected and cleared thrcugh the
Federal Reserve Banks must be paid in full by the banks
on which they are drawn,without & deducticn of & fee or
charge. This is kncwn as the par collecticn system and no
bank charging a remittance fee against & Federal Reserye)
Bank can enjoy the privilegé cf this clearing system.(d8
(20) THAA, p.8Ba.. © o A
(27) 1bid, p.634.

(28) Ibid, p.635.

—_—— e



Chapter III

In order to appreciate the ways in which the Federal
Reserve System serves the banking needs of the cocuntry,
it is necesseary tc have at least an elementary understand-
ing of the structure orgenizaticn of that system. The
five impertent agencieé cr parts of the system are the
Bcard of Governcrs, the Federal Open Market Committee,
the Federel Adviscry council, and the Federal Reserve
Rank &nd the member banks, which were discussed in a
previcus chapter.(l)

The Beard of Governcrs cf the Federal Reserve System
is the coordinating and governing bedy cof the entire system.
It is a governmental institgticn end has its cffices
located in Washingten,D.C. “ The Board of Governors is com-

pcsed of seven members,appointed by the President of

the United States, with the advice and consent c¢f the Senate.

S — — T St ot 2T W ! i Tl St et k. W W S S o W e e e, W o e, e et et i et e . . S e et St . W ot e i, et i o St T i e . . e o
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National Printing Company,Washington,ﬁ.E.,p.56—58




The term of cffice 1s fourteen years, and the terms are
so arranged that(%?ly cne vacancy will ncermeally cccur
every two years. Members serving a full fourteen year
term are not eligible for reappecintment. dembership of
the board is decentralized in that no twe members of
the Beard may come from the same Federal Reserve district.
One of the seven appointees of the President 1s designated
as chairmen and one as vice chairmen tc serve for four
yeers.The salary arrived at for members cf the Beoard of
Governcrs is $15,000 a year.(a)

The principal duty of the Becard of Governcrs is te
supervise the workings of the Federal Reserve Systen.
"In order te carry cut their job,the Board has specific
powers which are enumerated below:

(1) The approval of rediscount rate of each Federal
Reserve Bank.

(4)

(2) To contrel open market operaticns.” Under the

o —— o o o o S - — - —— — " — ——— —— — —— — — — — - —— — - —— -~ — — —— — — — . — " v -
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Fourth Edition,1237,p.410.

(4) Foster and Rodgers,Mcney snd Banking,Third Editicn
Prentice-Hall, Inc., New York, 1947, p.328.
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Banking Act of 1935, & Federal Open Market Committee
was established which ccnsisted ¢f the seven members
of the Board of Governcrs znd five representatives of
the Federal Reserve Banks.

"(3) To change Reserve Requirements. Bcard may
chenge the requirements as tc the reserves that member
banks must maintain with the Reserve Banks.

(4) To apprcve the appointment of the president
end first vice president ¢of each Federal Reserve Benk,

(5) Determining and defining the character cof the
paper which is eligible for rediscount.

(8) To meke examinaticns of the Reserve Banks, and to
require reports of their conditicns." (5)

(7) To supervise the issuance of Federal Reserve
notes.," P

In additicn to the broad powers listed zbeve, the

Beerd of Geverncrs has supervisory powers which include



passing con applicaticns fer admission ¢f new member
banks, and permits to helding ccmpany affiliates to vote
the stock cf member banks. plse the Bcard issues
regulaticns limiting the rate of interest which may be
pald by member banks on deposits.(7)

As described in the above enalysis, the Board
carries on many kinds of work whichdiffer very widely
from cne another. They range between such extremes as
determining the discount rate and requiring pericdical
reports on the conditicns of the Reserve Banks. Because
cf the diversity of the work c¢f the Bcard c¢f Governors
many unexpected problems of organization and management
arise. In approaching these problems, the Board calls
upon the.assistance of its permanent staff and the
vericus Federal Reserve Banks.(v)

Another c¢f the important zgencies of the Federal
Reserve System is the Federal Open Market Committee. The

(7) Beard of Governcrs of the Federal Reserve System,
Banking Studies, Waverly Press, Inc. 1941. p.370.




seven members of the Beoard of Governcrs tcgether with
five elected representatives of the Federal Reserve
Banks censtitute the Federal Open Market Committee.

The representatives of the Federal Reserve Banks are
selected by their bcards cf directcrs in the fellewing
manner:(a)One by the Beston and New York banks; one by
the Philadelphiz and Cleveland banksjone by the Chicege
and St. Louis banks; one by the Richmend,Atlanta and
Dallas banks; and one by the Kansas City,Minneapolis
and San Francisco banks."(g)

It is the duty of the Federal Open Market Committee
to decide when and how much to buy or sell in the open
merket and under what conditicns. It is up to the Federal
Reserve Banks as prescribed by law tc follow cut these
decisicns in any dealing in the cpen market. The Committee

is aided in 1ts work by a staff which is made up from the

staffs of the Board cf Governcrs znd the Federzl Reserve

(8) Ibid, p.41l.



6.

Banks. The Committee holds its meetings in Washingten
et least four times a year and mere cften if it is
necessary and arrives at its policy thrcugh reviewing
the business and credit cconditicns c¢f the country as
presented by its regicnal membership.(lO)

The third agency in the crganiéaticn structure
of the Federal Reserve System and provided for in the
Federal Reserve &Act is the Federal Adviscry Council.At
the time of the establishment of the Federal Reserve
System, the bankers wanted the Federal Reserve Bcard to
consist of members selected by the banks.When this power
was designated to the President, the law provided for
an advisory body to be zppointed by the Federal Reserve
Benks themselves, one member from each ¢f the banking
districts into which the country is divided. The members

are selected annually, by the board of directecrs cf

Reserve Bank. The cocuncil has nc executive power,and acts
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in a purely advisory capacity. This council meets in
Washington,D.C., at least feour times & year with the
Beard of Geverncrs conferring on the general ccnditicns
of the Federsl Reserve System.(ll)

The Federal Advisory Council, as provided in the
Federzl Reserve Act, was tc heve the fcllowing powerss
(1) Tc confer vwiththe Beard of Governors ¢n general
business conditicns throughout the country. (&) To
meke representations concerning matters within the
jurisdicticn of Beard c¢f Governors. (3/ To cbtain info-
rmcticn and make recommendaticns for banking and credit
policy inrtheir own districts and for the system as a
whcle."(la) |

The structure cf the Federzl Reserve System when
placed in the actual financial set up c¢f the ccuntry,
mekes & very complicated organizaticn. Its influences
are felt beycnd the confines ¢f membership in the Federal

(11) Beard cf Gevernors of Federal Reserve System,0p.Cit.
p.58

— s



Reserve Systém.

The "money market" is the peint wherS)banking and
business interests are brought together.(lb The medern
means of communicaticn have jeined the country into
cne large money market. When funds are needed in cne
city or secticn of the country, the meney market stands
ready to serve the needs of business, by being replenished
frem other secticns where it is more abundant. Banks are
the most i%ngtant though not exclusive, agéncy supplying
the funds. It is through the flow of these funds that
the banks all over the ccuntry keep in contact with the
meney meérket, and thus any ecticn on their part has an
inflvuence on the market.

It is the duty cf the Federal Reserve authorities
to watch over the market and to sét the varicus rates cf
interest and discount rates. These influences are fel%lg

the banks,whe in turn pass it on tec the mcney market.

s o et e

(15) Ibid, p.6l



Federal Reserve policies also affect the banks toward
prospective borrowers. When funds are abundent, banks
lend more freely than when they are restricted to the
Federal Reserve policy. These influences cn the ﬁcney
merket are felt by beth member and non-member benks,

due tc the abundence of money as.set up by the Federal

(18)
Heserve policy.

(16) Ibid, p.61.



Conclusicn

Unlike the British Credit System which grew up
in almcst complete freedem from legislaticn, the American
banking system required government regulation, out of
which develcped the Federal Reserve System.(l In const-
ructing this new system, it was impcssible tc use existing
~banking habits as the basis for legislaticn,but it was
necessary to take thcse banking practices that had been
useful in other countries and adopt them to fit the
already existing conditions of cur country. In deoing this
job of remcdeling, it wes necessary tc make the constructive
changes without a slew up in the every day banking coperaticns.
The Federzl Reserve Act will and has precved to be
cne of th?r?ost constructive contributions ever made by
Congress. q It is not in its final state, but as new
problems and situaticns arise, substantial changes will
have t¢ be made in order to keep abreast with new demands.
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(1) warburg, Paul M. The Federal Reserve System,Its Origin

~and Growth,Vol,.2, The dzcmillan Company, N.Y.p.441.



It will be the bankers of the United States upon
wﬁom the future of American banking will fall. They
must plan &and organize, not with an eye on tomorrow 7
but for a larger future and for the benefit cf 2ll, ;
Prior tc the Federzl Reserve Act there was no
central organizaticn to prectect the banks or any methods
of converting assets inte cesh. VWith the development
of the Federal Reserve System, the country was divided
into twelve central districts with & Reserve Bank in
each district. (4)The two main functicns provided fer
by these central benks was first, to prcvide a means of
meeting the country's Gold requirements, and second, to
provide the machinery for turning member bank's assets into
credit or cash.
In recent years the mest important prcblem coenfront-
ing the Federal Reserve System has been in connecticn with
the war. A great amcunt of planning was necessary in order

(3) 1bid,p.442-443

—— T

(4) Ibid, p.447



(&
te finance the war effort. It was necessary tc main-

tain & stable merket in which bcth the Gevernment and
industry cculd receive credit promptly and at low costs.
This was accomplished by the Federal Reserve System by
purcheasing Gevernment cbligaticns at par, by low mcney
rates, by arranging credits for war prcducticn and by
restraining the use cof credit for speculaticn in secur-
ities. This left the country in possession of mcney far
greater than %g)needed in peacetime and almost in a state
of inflaticn.

The Federal Reserve System when established was in
en era cf scarcity and limitaticn cn expansion. Arising out
cf the war, it is now operating in an era cf abundance and

(7)

expansicn.
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Publishing Company,Washington,D.Ce, -p.1ll4.
(6) Ipid, p.1l5.
(7) Lbid, p.115.
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