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Chap t er I. 

Purl2o'"'e_Of · he __ ederal Re_erve_Sx_tem 

n Decemb r l::.3, 191- r e s· den ) oodro w rv'ilscn sign e 

the Federal eserve Act establishing the Federal Reserve 

ystem. The Act was the cl max of a quarter century of 

edu L.ticnal effort for the refcrmat i cn of the banki ng sys-
(1) 

t ern which began during he depressi on i n 93. he 

ounders c the Act studi ed no t only Ameri can princi~ es 

and practices , but c1.lso ho e c European coun ries · n 

an fcrt to remove the de ec so the nation 1 banki ng 

sy -em . 

The urpose c the f ounders o f the ederal Reserve 

b t were everal . Acccrd'ng c he itl e of the Ac ,t heir 

pu r pc es were to rovide f er the es t abli hmen t c f Fe era 

Re erve bank , t o urni s n elastic curr en cy, t o a f C' r 

means c f rediscount i n com erci al pape , and o e blish 

a mere effective su ervis i cn c f ban: ·n i n the Unit ed 
( 2) 

Sthtes . he Act was designed c reduc e t he de ects of t he 

1) Clar ~ , awrence E.,ggn1rgb_~1ant1n. _Qnggr_Th§_f~gerg_ 
E~~~!Y§_§y§t~~, he fua cmil i an Company , ew York,19 3 . 
p . 3 . 
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national ban· i ng system from our econcmic life, and as 

a constructive mea ure t w& designed to establish an 

in stitut en to ca.rr on t he uncticn c cen ra b nking. 

The i nst·tu t en whic :1 it set up wa no a cen r 1 b nk 

but i t wa a cen r al banking sys tem. Ove the years t he 

syste~ has develop ed a bra er obj ec i ve n amely hep 

rev nt · n l &t · en and de lat · on and t o give a i in 

ccnditicns cf em l oym en t and a ri s i n l evel c f i ncome . 
( ) 

The broader ob j ec · ve was well st a t e by Pr esi dent Rose

velt when he dedi cat e the ederal Rese ve uildin in 

\ 'ashington , D.C ., i n 1937: 11 I dedic a e thi s bui2.ding t c 

r o re ·s oward the i deal f an Amer · ca in wh ch every 

c r ~er will be abl e t rovi de his f amily at al times 
( 4) 

with an ever- rL s in g standar of cc m rt. It is to 

t his i de 1 that the Federal Reserve System i s dedica ted. 

The princi al duties cf t he ede 1 eserve include 

regulation of the money sup ly and also the maintenance of 

(3) Bo ard of Governors o the Federal Reserve System, _he 
E~1$!~1-BL~!Y§ *Y§t§ill=li§_~H!Q~~fE_@g_ngngt1on~ ,T he 
Nc:.ticnal Publish1ngCompany, 1,ash1n ten , . 1.., . , 1947. p • • 
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~egul a r se v ices f o r the mem er bank s o t he e e ~a 

Reserve Sy s t em. These s ervic es incl u e t he allowi ng : 

"h l di ng me!llber bank re e V ' b& an c e s ; urnishi ng 

currency or ci rcu l ~t icn ; ef fectin t el egra h c t r ans e r s 

of f un .s ; f aci l i atin t he clearan ce an coll ec i on of 
I 

check s ; exomi nin an d sup er vi sin st a t e mem er bank s 

and ob a i nin epo rt s o con di t i ons f -rcm t hem; col ec ng 

an i n t erp r eting eccnomi c in f ormati cn be, r i n en e re t 

pr ob ems ; and a ct i n a f iscal agen t s , cu s c di ans , an 

depo si ori es for t he Treasury and t her govern men tal 
(5) 

a enci e • " 

' he regul a tion of he m n ey suppl y , bei ng t he chief 

unc t i on o the ederal Reser ve should be discu ssed in 

a manner s hewi ng what con stitut es he mon ey uppl y , an d 

also by ha means the Federal Reser ve y s tem may r egula t e 

thi s SU p he mon ey suppl y con i ts of a 1 k in .. o f 

mcne i n i rcul a t · cn , bo t h aper and co n , an so dep-

os i ts held by t he banks f or t heir d epc i t or • Bank e o s it s 

and cu r rency s erve the s me gene r al urpo se , and can be 



( ) 
converted in o ec.~ch ether a t any ime . Most peopl e 

ind ·.t mu ch more convenien t o keep mo st of t eir m ney 

in b n s , and here ore , ba.nk depo · ts greatly exceed the 

amo un t currency . "Because deposits nd cu rren cy are 

closely ela ed 

ter m vo l ume o 

loans d inve men ts f b ks , the 

b nk credi t and money su y general y 

m &n he arne thin2' , name y , t~e m~) ns cf p ymen t 

by the peo le of the country . " 

ed 

he ederal Rese·ve Sy tem ha s a ea i n fl uence 

on the money up ly o our economy . Pr ct i call al o 

th money t ha · s availabl e fr our use comes , di rect l y 

o i nd ect ly , thr ugh the bank . ' There ore, t he upn y 

o mon ey i n the c un r y depen c al ost en i ~ely n t e 

bi.li t y of bank c me e them ne t a r re ui remen t s of 

i ndu try,t r de , agri cu ltur e, nd c t h r ect rs of ec nomi c 

ife . he ab · 1 · t y c bank t o me et the oney n eeds o f the 

( 6) I~i1, p . 5 . 

( 7) l _i_d, p . 6. 
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peo le depends in urn on the amoun t of reser ves they 

ho d . This amcunt is affected by Federal Reserve opera i ons. n 

cJ1k are allowed to len d and ·nve t money cnly in proport i on 

o t he reserves a t their disposal. "'r hus , t he Feder a 

Reserve , t hrough the determi nation cf the co t an other 

condi ticns on whic . bank can obt ai n ad tional reserves , 

can in luence the amount cf money that they may ass on 

to the public t hrough lo an and i nvestments .I t is in t his 

manner thQt the Fede ra Rese r v y tern has ower t c infl-
( 9) 

uence the coun t ry's mon ey sup 1 ly . n 

In an econcmy like our , w ere ract ically all t ra.n s

acticn s are setted i n money, regulaticn of the money supply 

give the edera Reserve great powers and p aces en is 

anagement a grave responsibility . The Federal eserve alone 

canno t assure t he main tenance of sat i s f &ct ory economic cond

l ticns . These depend , in additicn t o the supply of money, on 

the demand fer it , over whi ch he Federal Rese ve can exert 

only an indirect and limited i n f luence . There r e a great 

(8) lbig, p •• 

( I]:)ig, p . 9 . 

( ) 
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Vari ety of other t hi n s on rhich t hey al so depend, 

"· nc udi ng governmental polici es in regard t c expend

iture , t axe , and debt ; the di s tributicn of i ncome amon g 

different groups o t he opulation ; the bargain i ng 

strength and policies of management and labor and of 

agri cultural and ot her sectors cf the economy; t he po~er 

of monopol i es ; the ccurse cf f orei n rade an f o eign 
(10) 

investment ; and the ros ect s or e ce ." 

The Feder~ 1 Reserve ct does net de tro y our Amer

i can system of mal. i ndependen t banks . T e l aw includes 

the e thou sand s c f i n epen en t bank th all t hei r 

essent al f uncticns , and j oin s t hem in t o a unifi ed 

syst em which is demo crc.. ti c i n it s organi zaticn and 

nationwi de i n its fi eld of o erati n- a system dedicat ed 
(1) 

to publ c servi ce . 

"To mee t t he heavy re ponsibili t i es l cced upon 

the Federal Reserve System, t wo t hins are absolut ely 

( o) l Pisi, p . 9 . 

(11) Kemmerer , E. W., Ih~-~~-~g~_g _ _! he __ ~Q~ral __ ~-~!~ 
S~- e~.,_Princeton Universi y , ress , Princeton, New 
r ersey , 1919, p . ~8 
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e sent al- 0 00d m~ gemen , an ampl e po , e s · d r es

c rces . ood mana emen t cannot be se ured wi th ce in ty 

by means f 1 

design ed wit. 

i slative orovi s · cns , ho ever caref ully 
. (12) 

th&.t en d i n v · e • n n er the Fe eral 

Rese~ve Ac t , an ingen ious ~om · nation o gover nment 

and bankin in fl uence i s pr ovi ed in select ing t he man

agement . Purely banking oper· ticns are largely to be 

hand ed by bear s c f directo " S of directors of -rhich 

a ma j c rity of the member ship i s tc be chosen y ban s . 

General supervisicn , an d f r s me pu rposes c ntrc l , is 

laced wi t h the eder&l Reserve c a r d hich i t c be 

a · i n ted by the Pres i en t f the On t ed t at es , and i th 
(1 '.2;) 

t he advi s e an c n en t c f the en t e . The Federal 

Re erve Banks have public interest as t he pur o se o f 

oper i on and are not influenced by privat e ai n . ~lthough 

the Reser ve Banks p y legally prescribe dividends on 

t eir capit 1 s t o ck , the ma.King of profits i s net the 

purpose of t hei r ex · stence ncr t -he c.s · s 
(14) 

the c aracter f t hei r ope r t icns . 

r de ermi n ing 

(1 2) Phillips , Chester A.,fi~~-ing,§_Ill_M~ll£l __ gg_~_n~i ~g 
The acmillan Co ., e York ,19 O,p.723 . 

(13) ~~1g, p.724 . 

(14) Bankin g Stud · e_, em er of th e Staff Beard cf Governors 
c the Feder 1 Reserve System, averly Press , In c. 1941 
,. 2. l. 
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• Chapter ,II 

Structure_of_Feder -l_Rese rve System 

By the end of 1946 t he Federal Reserve System had 

a tot al of 6900 membe r banks . Memb ershi p in the Federal 

Res erve System cons i s ts c f all n t i on al banks, hich are 

required to belong , or give up their national charters, 

and all state banks t ha t are eli ibl e and who vcluntarily 

ch se to belong . At the end of 1946 les s than 50% of all 

banks i n the count ry were members o f the Federal Reserve 

Syst em, ho ever, t hey held over s(r)nty-five per cent cf 

t he tot al deposits of all banks. 

Member and non member bmks in individual states 

vary to a great ext ent . In the Eastern st at es , particul a rly 

i n the Nort heast ern St ates , member shi p in the Feder al 

Re erve Sy stem is high, con si sting of a bou t three fourths 

of the banks. Ho v•ever , in most of the Middle estern an d 

Southern States , the number of non-member banks usually 

greatly exceeds the number of member bank s. The depo sits 

(1) Bo r rd of Governors of the Federal Reserve Syst em , 
I h§_~gg§~±- ~g§§!Y~_Sy§t§fil=_lt§_~~rQQ§ea_§!lg_f~ngt1Qn~~ 
The Naticnal Publi shing Company, s hingtcn , D. C. , 1947 
p.48 . 
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of member banks i n all stat es , except · i s)s i si pi , greatly 
( 2 

exceed the deposit s cf nonmember b nks . 

For pu rpc s e c dmi n i s t ering the Fe e~al Reserve 

Sys t em, the country i s di vided i n t o t welve di st r i c t s wi t h 

a Federal Reserve Bank loco ted in a ch di strict . "In 

determi ni ng t he boundaries c f these districts , t e author-

it ... e ere required to h ve regar tc the convenience 

and cu s tcmary course cf bu ine s , to make each dis t rict 

large enc gh tc rovi de the mini mum ca i 1 of $4, 000 , 000 

reQu i red by law, and to mQke none so large as to dominate 

· the other s thereby endi:illge in the Federal princi ple which 
3) 

the l aw ought to establish." he boundaries of the 

var i cu districts do net necessari ly follo w stat e lines 

and i n many cases states are di vi ded i n t o more than one 

district. Althou h the coun t ry has been divi ded in t o t welve 

distri ct , the Federal Reserve Act gives leeway in that 

-~-------------

( 2) Beard o Governor s of the Federal eserve ystem, 
~§9.ti ng_§1£_i &_, averly Press , Inc ., Baltimo~e, 1 9 41 . p . 92. 

( 3) Kemmerer , E. W., The_A. B. C._of the_Fed§ral_Re ·erve __ s t em, 
Princetcn On · versi t y r ess , Pri ncetcn , .J. ,1919 , p . G - 29. 
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•it calls or the ccunt r y to be divi ded i n c no t l ess 
( 4) 

than ei ht , nor more than t wel ve distri ct s . he 

law l so re u · res t at the r e be a Feder eserve ank 

i n each di stri ct , and scme al sc gives authority for 

Reserve BanKs t o h ve bran ch ban s . The f c l lowin i s a 

l i s t con i s t in · of the vc..r i cu s di s t r i ct s and branc es 

t hrcu h ut the coun t r y: 

Di strict Number 1. --- ---- Federal Res erve anlc of Bost on 

Di s trict Numbe r .------- Feder 1 Reserv e Banko ~ew Yo r k. 
Branch a.t uff alo , ew Yor k . 

Di s t r ict umber 3.------- Feder 1 Re erve B&nk of 
Philadel phi a 

Di strict umber 4. - ------ Feder al Reserve Bank of Cl eve
l and . Branches at Cincinnati , 
0hi c and .!? i t sbu r gh, Penna. 

Di tri ct ~umber 5. -- - - - - - Fe eral Reserve &nk c f Ri chmond. 
Bran ches ~t B&ltimcre , Marylan d 
ru1d Chc..rl c t t e , ~o rth Caroli na . ( 5) 

( 4) Phillips , Readi n __ l n __ on ey_and __ ankin , The ' cmi llan 
Company , 1920 , p . 724. · 

( 5) oard c Gcvernor c f Federal Reserve Sy s t em,It s 
PUrQoses_an_ Functions , Go.Cit. p.51. 
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District Number 6 . --------Feder 1 Reserve Bank a t Atlan ta . 
Branche s t Dirmingham, Alabama; 
J &ckscnville, l crida; Nashville, 
T·enne see ; New Or l ean s , L uisiana 

Di strict r umber 7 . - -------Fede.ral Reserve Ban 
Bro.nch at Detroi t , 

of Chi ca o 
ichi gan. 

Di s t r i ct Number 8. - - ----Federal Reser ve Bank of St . Lou i s . 
Br~ches at Lit tle Rock, Arkansas ; 
Lou i vi lle , Kentucky , i emphi s ,T enn
essee . 

Di s t rict ~umber 9.--- - - - Federal Reserve Bank of Mi nneap
oli s. Branch at Hel ena, ont ana . 

Distri ct ~umber 10- - - ----Federal eserve Bank o Kan as 
City . r &nches at Denver,Colorado ; 
Oklahoma Ci t y , Oklahoma;Omaha, 
Nebraska . 

Di strict ~umber 11-- - ----Federal Reserve Bank of Dal las , 
Bran ches ~t El Paso ,T exas ; 
Hcus t on ,T e~ s ; and San An t onio, 
Texa s . ( 6) 

Di str · ct Number 12------ --Fede r al Res erve Bank of San 
Francisco . Branches at Los 

( ) 1£1.9-, p . 53 . 

( 7) !.£1_, p . 53 . 

An ele s , Ca i fcrni a; or t l and, 
0 re en ; S 1 t L &k e City U t h; 
Seattle, !ashin gton . (75 



ach eder 1 eserve n is a ccrpcr&t i n rganized 

to ener·t · ubl c ervi ce . Them n di ff eren ce bet ween t he 

ederal e erve ank &n te y m a e " k is tha 

rcr · t .- e net t e m n 0 jec ve +' t e . r operati ns , .i 

and tock cl er , he re the me er banks C each d . tri 

0 not h Ve the &me r i vile e C imilar pri vc.i. t e y 

managed corpcr ti ns . 

Like most corp rn icns , each ederal eserv ank 

i overned by a bo rd c d*rectcr - in h s se a be d 

of nine i rec er · i d · vi e evenl intc thre cl asses , 

nown Class A ct · r ectcr , Cl ss irect crs ' .. Cl s 

C irect r . la d · 1·ector 
(8) 

re u u y ch sen m 

th an ' .nker . 1 ·- ss irec ors are u u ly 

. C 

r 

em 

nc 

· ve eng,.. e in t e 

i n u ry , and mus no 

0 ee C an ... nlr . 

1 cte byte me be 

d stric 

be 0 

he t 

bank 

n 

icer 

bu 
, ( 9) 

a 

&r by the c d c G ernor • 

m.merce , u · u 

, di rector r 

d " ectcr re 

0 

ince ti; ro third of 

e 

he 

(8 o ter an Ro ~er , 
P en ice-Ha , I nc ., 

·rd dit · cn , 

( 9) · ct _____ , 

t , 



the b nk ' s d · rec ors are chosen by member banks , he 

bank · n intere s ts are l eft in cen tral cf e ch Federal 

Reserve ank . 

Because ederal Reserve m k s &r e not i ntende to 

be ro .it makin g in titution , the stockhcl aers re eive 

dividen en a ter all nec e ssarr ex ens e have een 

a i d . he, are a.llowed a cumulutive dividend cf 6 per cen 

per annum . Any remainin pro fit s are credited to surp us 

of the Federa eserve Ban unde r t e prcvisicn o the 
(10) 

ankin Act o f 1933. 

The banks n the Federa eserve • ystem that he.Ve ir-

ect relaticn · th t he u l i e ar e the member &nks . As 

t ated be ore , these f all into t wo clc:.sses: t he naticnal 

banks which are ccmpell ed to j oin und er he av, and st te 

@.lk!:: :h ch may beccme members y chc i ce . I an y nati cn ~ 

bank f a i l ed tc su scribe er i ts sh re cf the ca ital stock 

cf the eder 1 e erve ank c · ts istrict it V\:& f orced 
( 1) 

o i ve up it ch&rter as a nation&l bank . St ate anks 

(10)11?.:.1, . 33 • 

(11) Fromc..n , L 
Edit' cn , 
p . 6 20-6'" 

~ . , Pr'gci les_o __ Eccncmic_£ evi se 
4 , Rich&r D.I r11Tin , l.nc .,C .ico. c , l linois. 



to or mem ershi , nee ed C ccm T wi ... cer ain 

con · ticns im 0 ed upon no. i on a.nks , . C u(_ing minim m 

c& it a l req i reruen t er citi C a g . ven size , le 

re erv s mus t e mo. i n c.1 · ned i n th rm o f a. e Si vd 

the edera e erv Bcn k cf · t s dis ri ct , i m" t a icn s 

l" eed on l oan , an acce t ex i n l on me.. e ed-

r,. se rve Banks . sc , membe shi or s e ctD s c; ... ~ 

re u r e hh t a a k u "eri e C the C& itG toe C _e 

e e bl R erve Ban C · t s ct · s r iet C the xtent 0 6 
(12) 

er een cf . s C c ... ital . 

he pr i nci al function c the edero l ese ve ans 

r e e cLru ted i n f o r group s : ) e di s c · n t .. n g ; ( f;) pen 

ma l -et c p e at i C:Q s ; ( 3) n c e i s ~ u e ; and ( 4) e earing s c;.Il 
1 7) 

cc1-.Le.ct · ens . 

ediscovnting o commerci &l aper y he e e _ a 

es r ve wk · · one c t e mean th-- em er an s Cc 

o o.in and keep i s ere _i • ' 'hen a mem er ban m l es a oan 

n the f c c f a rom · s? r y 
( ) 

t o en e c its cu s t omer , usu al 

ote, t ~r s erve as he a se s cf e commerci .-1 ban • 

-- -------------~----------------------- -

(1 2J I ~f!, • 6 c-. • 

(13) l big, p . 6~ 4 . 

( ) I .ri_, p • 6 f • 
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e mem r an ma t n t2ke the promi c:or no e t 

t serve nk o its d · s rict and hc..ve 

re iscc nted. The Feder 1 Re e ve B ... nks provi e n 

orgc.:.n · zed mar1~e or redi sc un ~.:, w mem r ank , 
dur · n emer ency condi ticn m Y avcdl t emse ves . ··.hen 

member anks se rks this rediscoun ·ng un in the 

eder it no ssure hL..t he can 

vr· 1 e made . he ederal eserv Bank i s un er no 

0 i a ticn tc grant the credit , u 1 s ec . en i s weighed ... 

en ts j udgmen t ccncern n he mem r ank ' s n ee s n the 

u e to e met o_ he a i . n-- un s . 

An member an{. in good s andin and h SU i cien 

co a r al c--n usually rece · ve t hese bene ·t s rem t he 

eder 1 Reserv o.nk . he rinci a de erminat e o f whether 

l oans · 11 be · s set n n the grantin re using 
) 

0 ... l oan , ut n he r eva ng ra e o_ re iscoun • As 

a ener&l rule , i b ine sis f airy ncr 1 1 , an incre se 

) cc:~rd f Gov rncr..: , Feder Re erve ys em , I.t.§ 
E.~!: Q e and _un cticns.,_ 0 •. Ci t •• 25 . 

( 6 I.gi g, . ,6 . 



in the r edi sccunt r &t e , ich mus t e ' assed en c nk 

cu s t omer s , tend 

... u to · reven 

c di c:: ccu r -:ge d · ticn ~ borrcv, · n and 

a e ex ansi cn o oan s . imi r y, 

under norma bu ·ne s ndi icns , a decrea e n the rat e 

c... edi count may encou r &.ge n ew err wing d imu .e 

an ex ans · cn o loans . It i s ·ch_ef ly in this ay t a the 

eder ~l .e ere y t ern exp res ~e i o i cy with respe c 
1 ) 

to ... e mone su c the co un r • 

... e ec nd lliain un t · cn o he e e r a Re erve Bank 

i s en a •in in open mark et o er&t · cns . he e pen m r ket 

0 er · ticns differ rom re i sccunt · ... 0 er i cn s n t a 

e 
. ni i a i Ve i t aken 

(18) 
e Feder a. e erve , nd nc 

by he m. m er b 1~ s . 1m open ma.r l•e s fr ee t an on 

whc wi shes to 0 • sell a.nd t hu~ t here a. --e no re ·ct · ens 

0 me be . 'h n e er 1 e er e k C' u ., C li a i ons 

and securiti e in t he open mar.Ket hey are un 1 in he 
( 

mark et Vii th un and t us hel p ·ng tc ea e the money mar e . 

(1 l b . ___ , .... 26-~.7 

187 I b . ., ____ , . 
(1$) 0 ter and Ro d er s , Q .Cj__ • . 36 . 
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On the ot h r h nd, vrhen t · ey se overn en c i gaticns 

end s cur· tie s in h o e IDE. et they are r i g 

un d · re 1e rr:a k e mc.ik · r~ he mcne m rke merer •id. 

V1hether c.. mem e ank · 11 se se urit ·· e The e er 

Reserve ... nk or c rrcw will e,1end Jn the di fe ence e t een 

the rte th&t Re erve bank will buy cm the e iseoun 
( 20) 

r te . Alco the need e in divi uc1l bank . selling 

h y have und an he Fe e ra Re erve nK h&ve e 

tbe·r · ovm ·nve t rr: ent i n eeu it·e. hus , supp n the 

m rket with un has ... endenc - tc lower interes an 

i s count rate and to nccurDge o rc Hing . hus lo -ering 

Le rediseoun t rut es and buyin in he o en n r e are the 

0 

, rineipal devices which the e erve anks c~n use or making 

ere it ea ier , &.n r ai s · n the · scoun r te nd se ing 
( 

the 0 en mc.rket are the me ho _s re ric ng ere i e 

he t _ird rna·n 0 erat · en 0 h Fe eral Re erve anks 

i s t _e uncticn c no e ssue . As ha· een revious y s a ed , 

cne cf the chief re&scn c r t e .eve opmen t o the ederal 

e~erve S s em w&s ec&u e c the i ne st · ci yin our eurrenc . 

!.l.L . .9. , p . 337 

( '" ,. ) D1.£, p . 337. 
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Cu:-renc i said to be inelastic when t c nno t r eadil y 

be ex anded er ccntr~cted i n r esponse t o changing n eeds . 

The Feder al Reserve byster;u h s rovided elasti city o f 

cur ' en c in the f crm o we t e s o f note issue- Federal 
( ) 

e erve nc tes an: Feder &l Reserve bank notes . The 

ower to i ssue the l &tter has been deprived of t he Federa 

Reserve Banks in 1945 . 

Thee Feder al Reserve not es const i tute t he largest 

s i ngl e e ement in our currency, account i n f or & cut 80% 

of cur tot al mcney i n circul ·tion . The security ehind t he 

ederal Re er ve ncte · s that i t i s backed 100% . Of this 

backi ng 25% mu t be in gol d and the r em in i ng 75 % may be 

i n the form of redi ~coun t s , accep t ance , and Onited tat es 

Securi t i e • 

The elasti city of the ederal Res erve not es i s in 

t he f a ct t na.t they can be i ncreased or decr eased in propor

t ion tc the various levels and demands cf busi nes s . hen 

Freman , ewi s.A., 0 . Ci t . p . 631. 
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1a mem er ank re ,uj r e s a.dd · ticna currency, t C&n C ain 

a U1.: 1 rm t e Fede=al e e r ve ank , eit her by orro 

i r. ro. the Fede c;.. e e ve ank er y dr& i n en i ts 
( 2 ) 

sur lJ alo11ce a..1.nt c1i n ed by the Feder 1 Reserve ank. 

The four mai n f unct i cncf U e Fede al Re erve Banks 

i s t he cl ea. in and ol ectin f c hecks . he cks rhi ch re 

dra. m in re re ulo.r course c bu sines ~ a r e ban ed and 

col ected thr cug h t he eserve &nlrs . Thu s , i a manu acturer 

in Connect i u e s ,1rl , OOO wort c e uipment tc a e l er 

in Califc ni i and receives a check on 

i t Col1 be hwidled t hrc gh the channels o 

an - in Cali c rn fa , 

he Feder 1 

Re serve S stem . The Federal Re erve Act r cvides er 
( 25) 

clear · nce sys em t hr ough the use c f Gol Settl emen t Fund . 

hi s und, w i ch i hel d in s h · n on , D. C., requ ·res each 

edera e erv Bank to kee ' depo it gc d certi f icr t es 

in the fund . At the end f each day , · ch eserve ank i es 

he ad.mi n i tr~tor cf the Gold Se l ement und , t he amoun 

of cl i r st a i h ~s g&inst the other eserve B~illk .These 

cla i s re hen o fset y b okkeeping tr sacti cn rem 

( .- ) F R C o ter and o dg r -, Q ~-1- · p . 333 

( f..5) Freman , ewi s A., Q_ g..:_1. p . 634. 
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the ace un t of on eserve Ban 

the Geld ettlemen t Fund serve 

c another" n -i s ~ a , 

n )tiona c earin 
( f~ 

house for the e eral ese ve Bank . In the i l us r t ion 

c · ted above , t he Conn ect i cu manu ctctu er e c ~it the 

check o~ the C'" li rnic~ bank in h · s \'ID b&n • Th.:. s 

Conn cti cut bank in urn ends i t to the Fee~ e serve 

D·s rict bank in Be s t on . he B ston Reserve ank i n t urn 

ends it to he Feder al Reser ve an i n San Franc i co and 

the eserve Ban n an Franci s ec .rill pre ent it t o he 

b&nk upon whi ch it i dra1hn . As seen as the Cu i crnia 

bank ~pa s the Federa Reserve Banko San F anci sco , he 

Feder '""l Reserve Ba.nk o S n Francisco in turn p" s he 

Feder al Re erve nk cf Bo ~tcn hrou h he med um of th 
(27 

Gold Settlem nt Fund . 

Check ~ich a e co ec ed nd cle re 

eder 1 Reserv Bank mu e p i d i n u 

on wh ch they re ram, i hut e uc icn 

ch&r e . Th . s i kno vn as the r co lecticn 

hr ugb the 

the b s 

of a ee or 

system n no 

b&nk char in remitt ce f ee again t eder eserve 
( 2 ) 

an can en j y t he r i vilege o thi C earin sys tem . 

( ~6) I b . ci ----.1. • 4 • 

( G7) I bi £, • 6t.)4 . 

(28 I.!IbQ, p .6 5 . 



Cho. ter III 

I n ore t appreciate e !o.y s in h · ch he e era 

Re erve ys em se ves t_e b&nkin needs 

it · neces r y t o &ve a 

n o the s ru ure or 

e&s c1n e emen b --y un erstan 

en o ·ys em he 

ve i m 2.n &genci es er nar s c t e sy tem are e 

car c_ overncrs , he e er'' Open ark Commit ee, 

eser e _e e er Adv · sc oun , and 1e e era 

~ k rn t he mem er banks , hi scu sse ~ n a 

rev · ou ..... ch& er 

e Bccrd o G verncrs c the e e &l Re erve S s m 

is th oorct·na in an gcvern n cd C he en i ~e em . 

I t i overnmenta nst i u en &nd has i s C fie s 
r 
~ 

occted in 'c:1S hi n ton , c. he Be nr , Gov rnc s is m-

cse o seven memb r , o oin ed he Pre . en t c 

h Unite Sa t es , wi advice and consent c .e en e . 

) cverncrs o i 'ede al Reserve , stem,_-=.§ 
s _em , _ ts _ur c ses_ and __ unc 
Com ---n , ~·&sh ·n on , D.C ., p ... 



he term o c ice s u een ear , and t e termq re 

s rrc:m e O{ll 
2) 

ne v cancy wi no m ... l y C cur 

ever two ears . Members erving a u cure year 

erm are no le or reappoin ment ~ em S i 0 

m er o f he oard is dee en ra .:. ed i th.-- t no wo 

e Bc&rd my ccme rm he same ede Re erve · s let 

One o t 1e seven appoin ees o he residen- is de i nae 

s chai r man and one a vi e he). · rm<:) c serve 

y ~r . he s~1 ry ar r ive 

o ernc s ,oo 
t c mem ers c t e 

3 

r ur 

ard o 

The r nc i Q u yo the c&r o verncr · i 

SU v ~e the rcrk · ng · o he e era Reserve ystem. 

I n o r to carr u their ob, t e car has pee 

pc rers 1h · ch are enumer&.te bel ow: 

C 

( ) · he a_ rova o f redis cun ra e o e c 

·e ·erve ank . 

e _ea 

2 o ccntro o en me.r ke o erat i cns .. " nde · th 

2) i , .. 5 .. 

() ad or , F. A., _Qng _£~- ~gn~irrg , n gman s , ,reen n _ Co .. 
our i · en , 9 7, • • 

4) Fo-ster c:nd Re gers , one -_ &nd_B· 1 i n , i 
Pren i ce- a , In . , ew York , 47, p H • 

E i n 



23. 

, ankin Ac o 35., a Fe er" 0 en &r ket Co it ee 

Wo.. i shed whic 

o · t e oar o Governo 

cn~ i ed c f he seven mem er 

and ive re resen a i ve o 

he Fe er eserve Banks . 

o ch· ge e erve e u · r e ients . c r m 

c an e the e uirement s a.s tc e eserve ta me er 

an s mus ma· ntc....in wit the eserve anks . 

( ) o a rcve the poi t men o _e presi en 

' d · rt vice re · den o_ each e er e e r ve ~.n • 

5 eterm · r_ i n g an 

a e hich · e · i 

e i ing the characte c 

r r _iscoun . 

e 

( 6) o m ke exami a en cf he es erv anks , &nd 
( 5) 

r e uire ep ..,,,ts of t heir con i icn " • 

i 0 u vi se e issu&nce 0 Feder Reserve 

no es . ff 

In addit en tc e br &. pov1er s 1 · s t ed a. eve , he 

Cb.rd o overn h&s s - e_ v c o,, ers hi e inc u 

( 5) 11?.:._, 3 

) bi d ____ , 

t o 



en er admis sion c ne ~ em 

barks , and erm · s to hcl i ng ecru an a li ate t c vc e 

t 1e s to c f' mem er '"'nks . ,lso t e Be rd i ssues 

re u c ticn lim · ting th rate c +> nte r es hich may e 
( 7) 

J; 
d b mem er bankQ on epo sit~ . 

A des er· e i n e ve n a y sis , the Bea. rd 

carr e on y kinds of wo i er ver wid 

emes s f om one & o her . he r ge be ween uc e 

etermi nin the d . coun r ~te an re ui · ng 

re arts on the con · t· cns ft e Reeve B~n echu s e 

C t 18 v rs t c the v rk c th cve rn rs 

many un ex ected rob ems c o .. an i ,, , t · on an 1an gemen 

.. ise . In a ro o.c .i.i t he se pro 1 m , he Oard c 11 
• 

u on t he a s · st ce ... it s ~ e mane t ..., t - and t e 
7) 

Ve;. i cu e e e v a.n s . 

Another cf the · mportan - agencies o the ederal 

Res e rve y s tem · s e Fe eral O en Market Commi ttee . h 

(7 · o -.-. s o_ the Feder a. Re 
, Wiaver y ress , nc . ----



ev n emb r s 0 tbe 08 d o vernc s toge her h 

iv e e ec e ep e en a iv of the e er e erve 

·-nks cone i e he e er pen &.rk Commit ee . 

h re resent' tiv ·S 0 thP Fede ---1 eser e nk are 

e ected b t eir b · rd o d ectcr · ·n t € cl cwi g 
8 

manner : On the Be "" ten and e :'i' York 1k . cne y , 

he h 1 del h a and ve an bhllks ; one t e ice.go 

and t . OU banks; one t 1e Ric rlncnd , Atlant ·-n 

Dallas --nks ; and one t e Kan .... as Ci , nnea 0 . s 
9 

San F &nc · ·co banks . 1 

It i s he ut o t e eder 

in t e o en to eci e when and ho - mu ch to bu or e 

marke and un e wh t ccnd "t i cn~ . I up o the e eral 

serve an s &s pre cri )e by l o..~T c o ..L O w cut he e 

deci sicns in any ea · ng in the o en m ket. he Committee 

i i ded i n its ,erk y a ta_ ich i s made u 

o the rd c Gcvernc r s &n t he Feder ~ 

) r d c , F. , Q ~-1 _ . . 41 -4 1 

( ). !_~, • 41 • 

on1 e 

eserve 



,anks . he Comm · ee he .s s meetin s n \ashin en 

~t east four times a ye&r an mo re c en i i s 

nee ssa an etrr ·ves a t s O- i cy thr.cu h revie in 

he busines and ere · t ccndi · ens c ccun ry as 

s nte r eg · cn ~ mem er ·h 

he t ird a ency in he rganiz.a i cn t .,UC"'ture 

0 t 

e er' 

Fe er .e erv stem an 

Reserv Ac t i s the F e er r 

rovi ced 

A vi c 

t e t i me o f h e t ab i hm nt o t he ederc 

r in the 

ounc 

eserve 

S stem, the bankers wanted the e ea eserve Be _ rd t 

on · st o mem r · e ted y the bc:.nks e 'hen h . s o ~-e 

was to he res · rent , he a pre ' de or 

an advi so o y o e &. po n ed y the F e er Reserve 

&nks hem elv es , one member rem each c t e ank · ng 

di r · c s n ' · ch t e cc un tr e membe 

a Le see te annual y , by the orr c~ direc t crs c 

.e erve &nk . he ccunci hc..s n e ... ec t · ve oi,er , an acts 

0 car o eve ncrs o~ the e er~ e eve ys em, 
! t ~--~r Q~e _dnd_Func_icns~- - .c1i . p . ~B 



27. 

·in c... ur advi cry Capacity. h " s ounc meets n 

·a hington , . c., 

0 r of Gcv ernc 

0 th F er 1 

he Fe e 

a t eas cur t · rr..e 

s con erri n 

eserv Sy tern . 

1 Advisor Council , 

ea · vith the 

ener 1 ccn i ticns 

re i ded in t e 

Fe r al es e ve Ac ,. s tc have the C O~ ! n p0vrnr . 
' 

. 
T (1) confer V . tht - oar C ov ernor en gene a 

u ines cond r u out t e cun ~ • (· ) 0 

filEJ{: e resentc:..t ons cone r nin mat ers wit hin t he 

j ur sd · cticn 0 c&rd C c· erno s . ,._) 'o C i n n o-

rm&t · cn c..nd "'Ke recormnen a i cn e r b··n i n &n C ·e i 

polic n · hei r cv,n di tric ~ c.nd er th system aS r-

·) 
C 

he s cture C e e era e erve yst m hen 

a c d in the actua fin ,..n cial set u C the ccun r , 
mok 0. very comp i cc.t e organ ... z i n . I s n uences 

are i elt e end the ccn · nes o mm er ·hi i n e e er 

1 I' C 

. .. 8 
cverno1·s o derEL R e--ve Sys em,Q. ,!._.:__. 

ado d , F . _., _ _ Q!.1• 



2 • 

Reserve uy stem . 

1 he ' money marke n • s the oi nt where banki ng &nd 
( 't) 

business ·nt rest re brcugh o get 1 e • · he mo _ e rn 

mean of c mmun · c~t on have j c ·ned the untry ·nto 

cne la ge mone m rket . · hen un s are nee .e in cne 

c · t 01 sect i cn o the ccuntr , the mcn e m r-e st· s 

ready tc serve he needs o f u ne s , y be ·ng re en : she 

om other c ens where i t is mo:-e a undant . anks a.re 

he mo ·t i m or t&n cu h not ex u ci ve , a enc u i ng 
(14) 

h funds . I · s t hrough the f l oF of he e un s hat 

tbe ban -s a l l over the cun try ee · n contact r th the 

money mark . t , an thus any ·· ct · cn en their p&rt &s an 

i n luence en the m r _ t . 

I i s the utr o the e er~ eserve uthorities 

to &tc ove the mark and t set the v&ricu r tes of 

· n tere t o.n sccun rates . ' hese in u en a re e 

th b&nks , ~ho in turn a · ton o the mcne market . 

13) 

( 

) 

curd C 
I t § __ ~.r 
L __ , 

Ib ' d ____ , 

cverncrs c the de a Reserve Sr tern , 
Q~§§ and __ uncti rnsi _ ~Ct_ . p 9 



2 

e eral eser e o e a. so a ec e &nks tc·ar 

OS ect · ve bcrrc !" er· w en unc. re a un c...nt , --nk 

len more r e 1 t .. an v- hen the &re re ricte C he 

deral e erve 0 C ., ese n· uenc on the mcne 

m& ket C). felt cth mem er an non-mem r cnks , 

ue tc t of mcne et u the edera 

.e erve 01·cy 

1 ) Ibi d , • • 



Con lu · en 

n al :i·o ·~t c le e re de en , the mer c 

ationJ out o ste recl.u · red ov ?rnmen ~ 

ed he eder e ere y em . n cons -

ru t · n t · s n ev. Se , i t Wo m css· le tc use existing 

banki n 

n _ essa.r 

u s ul i n 

i ..., C a...., e as or is aticn , bu it w s 

to t&k the ·e bank · n · rc.ct · ce hat had een 

o t her coun t r e s an .... dop them t o i t t he 

a re&d exi st · ng ccnd t i on cur coun • n doing hi s 

C 0 0 e n , i t "& n e e S&r C t _e cons rue ti ve 

c 1an e · · hou t s l ew u i n e every ay ank i n g o e icn s . 

The Federal Re e rve Act rill and has proved t o e 

one o f t he 
) 

OS con s tru t i ve 

C n e ·s . t i s n i 

prob e an s i t ati ns ar i 

ve t c b e ma e i n Or· er t 

( ) a r u r , u 
an Gro\ h o ·----- ____ , 

he 
T e 

ccn r · bu i on s eve m e y 

s i nQ s te, u t s n e 

e , an i &.l chc:n es wi 

keep reas w 
. h n e· em s . 



I t v·i be unk r of the On i ~ ~tu e up 

w ill e tu e C Am.er . ank . 1g wi a 1 e 

mu p W1 &n er-an ze , n \'T h n eye 0 tcmo r Vi 

~ ) 
bu or ct lar er f u ure nd er he bene · t C E:.. • 

r i cr tv 'J e e er&l ese e Ac he e i,rs n 

en ,,. , 
4a gr i ,ct i cn t pr tee J e an '3 any met eds 

0 C nve i n 0. set i - c ~ sh. h eve m ...... 

e e er .. _ Rese r ve ystem, e C un r 1ra 

n 0 t -iel ve en ct s r · cts ,·- h a ese e c:n { in 
) 

e& . s r ic • ·J..he w ill i un ct · en p ov · ded o r 

by t e e en t rc:.i.l bcnK as ... s , t .i: c vi 1e a mean -

m ~et i nQ' the coun r, Gold e u r 1en t , &n sec n , C 

· rov · de he mac hi n r - 1.0 ., urn · ng member bank ' se ...:, 

red · t er c&sh .. 

I n r ecen t ears t em i mper ciD pr e e 1 c n r r:n -

i nb e . .ti' ...... dera Ra se ve ys t em as een n connec i cn it 

t he w r A g "e·.. c. cunt r f l &:nn i ng was n cessary i n c r e r 

( 3) 

( ) bi ____ , 
42- 4u 

7 



5) 
to n8n c the ~· r ef crt . I v u.S n cessG.ry t o r.u 

t&in &. s l e m ". r .;{ t in \ h C e Gcve rnm n 

11 u r ld rece ve ere i t &n a l ov' C . 
h . - Wo.S r CCO p i h ..., d y h edero_l Res a ve ys m y 

ur i.::; i n Gcvernru n t ob i ens a i)ar , y \: mcney 

&te , y arr~n ing re · t er "-ar pre uc i cn an y 

p 0 cu ~ i cn in secur-

· ... ies i le t e ccun ry in ossess · cn mcn ey ar 

gre er t [a1 i :l e 
( ) 

e n e&ce i me anC alm t ·n s a. e 

0 in l c..t · en . 

he Fe er a em, he e b i s e as in 

&..n er& C C rc i t· •nd imi a i cn en e an icn . A · s in u 

c t he o. r un en ce c.n 
7) 

e~ c..ns · en . 

ca f cve_no f Fedcra e s_rve em , 
-~ _ 2_~m~----- Q2_ g __ ~nc 
vu i Ol'.:lp 1p· en • r, ., - • 

6) -1?15.....1. • • l . 
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