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830 CongRress, SENATE. Rrrr. 133
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BANKING AND CURRENCY.

NoveMees 22, 1013.—Ordered t6 be printed with the indlvidual views of the
members of the committes,

Mr. Owen, from the Committee on Banking and Currency, submitted
the following

REPORT.

[To accompany H. R. 7837.}

The Committee on Banking and Currency, to which was referred
the bill (M. R. 7837) to provide for the establishment of Federal
reserve banks, for furnishing an elastic currency, affording means of
rediscounting commercial paper, and to establish a more effective su-
Eervision of banking in the United States, and for other purposes,

aving considered the measure, report the same to the Senate with-
out recommendation.
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BANKING AND CURRENCY.

Novempea 22, 1912, —Ordered to be printed, with the individoal views of mem-
bers of the committee.

Mr. Owen (for himself, Messrs. O'GoryMaN, Reep, POMERENE, SHAF
rorir, and Howwnis), from the Committee on Banking and Currency,
submitted the following

VIEWS.

[To accompany H. R. T837.)

The chairman (Mr. Owen),on behalf of himself and his colleagues,
Mescrs. O’Gorman, Reed, Pomerene, Shafroth, and Hollis, submit
the following memorandum:

The Committee on Banking and Currency, to which was referred
the bill {(H. R. 7837) to provide for the establishment of Federal re-
serve banks, ete., received the bill on September 18, 1913, and the
members thereof, having been unable after two months to agree upon
a report, the committee having divided into two sections, were com-
pelled, finally, to agree to report the bill buck to the Senate without
recommendation from the committee acting as a committee. but
submitting separately the respective views of the two sections of the
commitiee.

The views of the Democratic section of the committee are embraced
in the House bill, with certain interlined amendments submitted
herewith ( Exhibit A), and the following observations are made to
explain the origin and principles of the measure, give a general ornit-
line of the changes which have been proposed in the House bill, the
reasons therefor, ete.

AN OUTLINE OF THE INVESTIGATION MADE AFFECTING THE PRINCIPLER
AND CONSTRUCTIOX OF THE PENDING MEASURE.

So many persons have been under the impression that Congress
was inclined to act without sufficient consideration of the pending
measure and the principles involved in it. that attention is called to
the work which has been done preliminary to the drafting of the pres-
ent bill,
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4 BANKING AND CURRENCY.

It has._; been long 'E‘u.lde.rstuml thut the American banking system
was seriously defective in baving no adequate safeguard against
ﬁ_ﬂﬁHCI&I.pamc, agninst mmnm;ll stringencies, and violent fluctua-
tions of interest rates, so that Immediately after the panic of 1907
& temporary messure providing against panic was passed by Con-
g}‘ess i the Vreeland-Aldrich Act, approved May 30. 1908. This

il established the Nationa! Monetary Commission. The act gave
atthority and instruction to the commission as follows:

It shall be the duty of this conunission to ingquire into and report te Con-
gress, &t the enrliest dnte practicable. whit changes are neeessary or desirabie
in the mouetnry syster of the United States or in the lnws reliting to banking
and currency, zud for this purpose they are authorized to sit during the ses-
gion or recess of Copgress ot soch thmes and plaees ns they may deem desirable;
to send for persons snd papers: to administer oaths, to summon and compel
the sttendance of witnesses. * % * The copinission sball have the power,
through subcommiftees or otherwise, to exmpine witnesses, nnd to mnke such
tnvestigntions and examinations, in this or other conntries, of the subjects com-
mifted to thelr charge s they shall deemn necessary.

Under this instruction the National Monetary Commission con-
ducted the most extensive and far-reaching investigation of the
banking systems of the entire world, and published a series of re-
ports including over 30 volumes and a vast compilation of Jiterature

wmvolving over 2,500 volumes, and finally resulting in the recom-
mendation of a central bank, privately controiled, which was sub-
mitted to the Senate of the United States under the title of “A Lill
to incorporate the National Reserve Association of the 1lnited
States, and for other puirposes.” (Vol 1, p. 43.) This bill was intro-
duced during the preceding Congress and was not considered. It
was, however, reintroduced in the present Congress (63d Cong., 1st
sess, 8. 7) on April 13, 1913, and has been commonly referred to as
“the Aldrich lll.”

This bill provided substantially that the national reserve associa-
tion should be establishied for 50 years with an authoerized capital
equal to 20 per cent of the capttal of all banks eligible for member-
ship with one-half paid . It was provided that the Secretary of
the Treasury, the Secretary of Agriculture, the Secretary of Com-
merce and Labor, and the Comptroller of the Currency, should be a
committee to organize the national reserve association. It was to
have a capifal of $200,000,000 and 15 branches in 15 districts of the
United States. Each branch was to be controlled by a board of di-
rectors chosen by the member banks, with power to make by-laws,
ete., and the central national reserve association was to have 39 direc-
tors elected by the directors of the 15 branches, and 7 additional ex
officioc members of the board of directors, to wit, a governor of the
national reserve association, 2 deputy directors, the Secretary of the
Treasury, the Secretary of Agriculture, the Secretary of Commerce
and Labor, and the Comptroller of the Currency, so that the Gov-
ernment had 4 representatives out of 46 members of the bosrd of
directors of the national reserve association. An executive com-
mittee of 9 members was provided with 1 representative of the
Government, the Comptroller of the Currency, ex officio a member.
Each branch bank was to have a manager and a deputy manager,
appointed by the goverror of the association.



BANKING AND CURRENCY, 5

The earnings of the association were to be 4 per cent annual divi-
dend, cumulative, a 20 per cent surplus provided, and a division of
the remainder between the United States and the shareholders,

The veserve ussociation was made the principal fiscal agent of the
United States. Provision was made for rediscounting notes and
bills of exchange drawn for agricultural. industrial, and commercial
purposes, having a maturity of not more than 23 days. The reserve
association was given various powers to deal in gold coin eor bullion,
to purchase from subscribing banks bills of exchange, open foreign
banking accounts, tran~fer deposit balances from one bank to
another, etc.

It was required to keep 30 per cent reserve against demand liabili-
ties, including deposit and circulating notes, with a tax upon any
reserve defietency.

1t was authorized to purchase for a himited time the 2 per cent
bonds of national banks. assume the vedemption of the notes of such
banks, and Issue its own notes in lien of such national-bank notes.
It was anthorized to have a cover for such note issues, either of 50 per
cent of gold or other money of the United States, or bills of exchange
arising out of commercial transactions, as defined by the act. These
notes could be issued up to nine hundred millions without a gold
cover under a special tax of 1} per cent. and any notes in excess of
$1.200.000.000 not covered by gold or lawful money could be taxed
at 5 per eent, provided that the outstanding national-bank notes
shionld be computed as o part of such issue. Tts circulating notes
were to be redeemied in lawful money and maintained at a parity.

The cirenlating notes of this association were to be received at
par in payment of all taxes, excises, and other dues to the United
States, and of allsalaries and other debts and demands due by the
United States, except abligations specifieally payable in gold, and for
all debts due from or by one bank or trust company to another, and
for all obligations due to any bank or trust company. '

The @ per cent bonds purchased were to be exchanged for 3 per
cent bomds pavable in 50 vears, and the association was te hold
«ueh bonds during its corporate existenee, with the right, at the option
nf the Secretary of the Treasury, to =ell fifty millions of such bonds
annnally after fve vears. Tt provided for the establishment of
hranches of banks to do o foreign hanking business.

The Government of the ['ntted States was required absolutely to
deposit all of its general funds with the national reserve association
and 1ts hranehes, after the ormanization of the associntion, and there-
after all reecipts of the Government exeept its trust funds,

This bill was made a matter of general debate throughont the
Tnited States, was vigorously pressed by the friends of the meas-
wre. awl disenssed in all of the large cities of the Nation. 1t was
indorseid by the Nmeriean Banking Assoeintion, but, after abundant
diseussion, was condemued by the Democratic national convention at
Baltimore on July 3. 1912, in the following language:

We oppese the se-called Aldrich bill or the establishment of o central bunk:
and woe pelieve the people of the conntry will b Largely freed from panle and
subsequent unemployment and business depression by such n systematie re-
vislon of our banking lnws as will render temporary rellef In localities where

sueh retief is necded with protectien from couivol or domiuation by what 1s
known as the Money Truar,

SOEASH - AR— - 12
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The obvious reason for publie disapproval of this bill was that the
comparative independence of the vavious districts of the country was
tgnored, the concentration of banking power was very extreme, and
finally it placed the national credit system in the control of private
per<ons, without any adequate supervision or control by the Gov.-
ernment of the United States, and proposed to allow these banks to
1ssue the currency of the country as private corporations.

THE PUJOQ INVESTIGATION,

Under House resolutions 439 and 504, Rixty-Second Congress, second
session, the so-called * Money Trust investization ” was conducted by
the House of Representatives, beginning May 16, 1912, These hear-
ings were published in 29 parts, consisting of thousands of pages,
and with a most illnminating report showing the existence, sub-
stantially. of a vast concentration of power in the hands of a few
men over the eredit system of the United States.

THE GLASS INVESTIGATION,

These investigations were further continued by a subcommittee of
the Committee on Banking and Curreney of the House of Represen-
tatives, beginning on Tuesday. January 7. 1913, and directed by Hon,
Carter Glass. chairman, according to the leading bankers and
finencial experts of the country extended hearings. comprising a
volume of 745 pages of printed testimony. i

In addition to these exteusive examinations by the National Mone-
tary Conuuission, the Pujo investigation. and the Glass investiga-
tion various representatives of the American Banking Association
were in frequent consultation with Chaivman Glass of the Tlouse
Commitiee on Banking and Currency. with the chairman of the
Senate Committee on Banking and Currency, with the Secretary of
the Treastirv, and others who were coneerned in the primary framing
of the pending measure, so that the plea of some of the interests
opposing the bill that the matter had not been properly investigated
had no just foundation of fact. But in addition to these investiga-
tions and di~cusstons the bill, when finally introduced in the IHouse
of Representatives, was discussed for many weeks in the Committee
on Bunking and Currency of the House. in the Democratic con-
ference. and for many davs in the House of Representatives, finally
passing September 17, 1913,

THE SENATE INVESTIGATION.

Anticipating the action of the Iouse of Representatives upon this
bill, the Committee on Banking and Curreney of the United States
Senate began hearings on the bill September 2. 1913, holding their
sessions from 10 o'elock in the morning until 5 and 6 in the even-
ing and listening to various representatives of the American Bank-
ing Associaion, of credit associations, of busibess men, and of
financial experts. These hearings when conclided and presented to
the Senate in Senate Doctument No. 232, Sixty-third Congress, fiest
session, on November 6. 1913, in three volumes, with index, niake
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3,259 pages. It is therefore obvious that great pains have been taken
by the authorities of the United States and by the committees in
Congress to proceed with the greatest caution and upon the fullest
information in the adjustment of this very important measure.

When the hearings before the Senate Committee on Banking and
Currency were concluded, the members of the committee discussed
the bill for over two weeks, finally agreeing to submit their separate
views in the form of the House bill, H. R. 7837, with certain amend-
ments thereto, representing the respective views of the two sections
of the committee.

Both sections of the committee, however, agreed on the great
fundamentals of the bill—that is:

First. On the necessity for greater concentration of the banking re-
serves of the country,

Second. The volume of such reserves.

Third. The volume of the capital of the proposed banks.

Fourth. The mobilization of such reserves.

Fifth. The promotion of an open discount market.
i+ Sixth. The provision for elastic currency; the issuance of Federal
reserve notes.

Seventh, That the Federal reserve notes should be the obligations
of the United States,

Fighth. That the system should be the regional Federal reserve
bank system instead of a central bank; and

Ninth. The control of the system itself by the Governtuent.

The two sections of the committee disagree upon the nwmber
of the Federal reserve banks, the method of subscribing for the stock
of such banks, the method of electing the directors of such banks, the
method of administering the regional reserve banks, and these dif-
ferences arise, in the main, because of two schools of thought, one part
of the committee believing in a central bunk administered by a central
board and the other part of the committee proposing to establish a
nutber of comparatively independent district banks administered
by boards of directors chosen from and representing the several
distriets, but under the strict-supervisory control of the Government.
The interests of the public are thus protected by Government super.
vision, and the vast and intrieate technical detail of bank adminis-
tration being placed in the hands of the bankers whose funds and
wheose business is involved.

TIHE PURPOSES OF THE BANKING AND CURRENCY BILL,

The chief purposes of the banking and curvency bill is to give
stability to the commerce and industry of the United States, prevent
financial panics or financial stringencies; make available effective
commercial credit for individuals engaged in manufacturing, in comn-
merce, in finance, and in business to the extent of their just deserts;
put an end to the pyvramiding of the bank reserves of the country
and the use of sueh reserves for gnmbling purposes on - the stock ex-
change, '
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In order to accomplish these results there are certain great funda-
mentals recognized by all experts as essential and necessary, to wit:

- First. The proper concentration of the bank reserves of the country
under the control of the banks themselves, safeguarded by govern-
mental supervision.

Second. A suitable banking capital as a margin of safety.

Third. Placing the larger part of the Government funds with such
banks, where they may %e used in the service of the national com-
mercee.

Fourth. Authorizing the issunnce of elastic currency against liguid
commercial bills under proper safeguards.

Fifth, Fstablishing an open market for liguid commercigl bills, by
providing through the reserve banks a constant and unfziling market
for such Lills at a steady rate of interest.

Sixth. Finally. protecting the gold reserve of the United States
by the same methods adopted in Europe, to wit, raising the rate of
interest throngh the Federal reserve banks and authorizing such
banks to nequure foreign bills when gold shipments are anticipated
and taking other precautiomry measures,

THE MECHANISM OF TIE FEDERAL RESERVE BANK SYETEM.

These important national ends are proposed to be obtained by
the mechamism of eight ¥ederal reserve &)anks organized with a
capital equal fo 6 per cent of the capital and surplus of the National
and State banks m the several distriets.

The etght districts ave proposed to be lnid oft by an organization
committee, who shall organize a Federal reserve bank with head-
quarters in a central city of each district, each bank to establish ns
many branches in its district as may be found. expedient.

It is proposed that each Federal reserve bank shall have nine
directors, six elected by the banks and three chosen by the Federal
reserve board.

The centive syvstem is preposed to be under the supervisory con-
trol of the Federal reserve {mm‘d, consisting of the Secretary of the
Treasury and six other mrembers of snchgboard appointed by the
President and confirmed by the Senate,

The Federal reserve board is given very broad powers of super-
vision and s assisted by a Federal advisory council, consisting of
obe representative from each of the Federal reserve hanks.

The detatls of the organization and the principles of the bill wil)
be hereinafter more fully et forth.

FEDERAL RESERVE DIRTRICTS,

The Federal reserve districts are proposed to be organized by the
Secretary of the Treasury and not less than two members of the
Federal reserve board (sec. 2}, who shall summon expert aid and
take testimony and Iay out such Federal reserve districts, eight in
number, according to the convenience and customary course of busi-
ness, designating the city in which the distriet Federal reserve bank
shall be located (p. 2).

When the districts shall have been laid out and the city deter-
mined in which such Federal reserve banks shall be located, five
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of the subscribing banks in such district are authorized to take out
a charter in the same manner and with similar powers as a national
bank (pp. 11 to 14), except that the business of the Federal reserve
bank is confined to member banks and other Federal reserve banks
and to the United States, except its open market operations, which
may be with any responsii)le concern.

hese banks are given, as a part of the charter rights the right
to issue Federal reserve bank notes against United States bonds in
the same manner as a national bank, the purpose being t¢ permit
sald banks to absorb as much of the 2 per cent bonds as the nationa}
banks may care to dispose of,

STOCK BUBSCRIPTION.

The amount of possible stock is placed at a sum equal to 6 per
cent of the capital and surplus of national banks and State banks
and trust companies, exclusive of savings banks, a possible total of
about $150,000,000, one-half of which will be required to be paid
in during a period of six months after the organizaiion of said
banks and one-half subject to call, with a double liability resting
upon the subscribers against the amount subscribed.

The reasons for requiring the banks to subseribe to this stock with
a double lability are—

First. To protect the large deposits of general funds which the
United States will probably place with such banks.

Second. To protect the United States against the extension of
credit through the FFederal reserve notes, the obligations of the United
States, loaned to the Federal reserve banks against commercial bills.

Third. To safeguard the system itself. to protect the large volume
of reserves placed with such banks, and give to such banks the confi-
dence of the world. _

Fourth. To justify the Government in putting on the banks the
prime responsibility of administering these banks and safeguarding
their own reserves and their own capital stock, and making them
responsible to the country for safeguarding the welfare of the na-
tional banking system, protecting the national gold supply under the
«afeguard of governmental supervision.

Every national bank located in a given district is required within
60 days after the passage of the act to signify its acceptance of the
terms of the act, and every State bank eligible for membership 1s
permitted to signify its assent in like manner,

Any national bank within such district failing to signify its nssent
may be discontinued as a reserve agent upon 30 days’ notice by the
organization committee or the Federal reserve board. And should
any national bank within one year after the passage of the act fail
to become a member bank of the system, it is required to cease to act
as a national bank. _

In the contingency that the capital stock is not fully subscribed
by the banks oga given district, provision is made (p. 7) to offer
such stock to public subscription. and on the contingency that such
stock is not subscribed by the public the balance of the necessary
capital may be allotted to the United States and sold by the Govern-
ment at proper times and places.
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All stock held by the public or by the Government will be voted by
the directors of the Federal reserve bank of class C, representing the
Government.

CONTROL OF THE FEDERAL RESERVE BANKS.

Each Federal reserve bank will be controlled by a board of nine
directors—three of class A, elected by the banks; three of class B—
business men—elected by the banks; and three of class C, appointed
by the Federal reserve board to represent the United States.

One director of class C will be a Federal reserve agent and chair-
man of the board, and one a deputy Federal reserve agent and dep-
uty chairman, representing expressly the interests of the United
States st such bank and issuing Federal reserve notes to the reserve
bank, holding the security therefor, and receiving such notes for
safe-keeping when returned by the bank.

FROBABLE RESOURCES OF FEDERAL RESERVE*BANKS,

The capital stock of 25,195 banks in the United States, including
savings banks, amounts to $2.010,000,000 ; surplus, $1,585,000,000. Six
per cent of this sum would be something over $200,000,000, and the
total liability would make over $400,000,000. Assuming that one-half
of these concerns enter the system, it would give a capital of
$100,000,000, with over $£30,000,000 paid in.

The total reserves which would be paid into the Federal reserve
banks by 7.120 national banks, outside of reserve or central reserve
cities, would be $166,000,000 (Exhibit B, p. 1}; from 315 reserve
city banks, $110.000.000; and from 52 central reserve city banks,,
$96,000,000, which, including an estimated deposit of $150,000,000
from the Government, would make an amount equal to $672,00,000.

If the State banks and trust companies come-in, omitting the sav-
mgs bunks, it would add $279,000,000 of reserves and $21,000,000 of
capital stock (Exhibit B, p. 6), making a total of $972,000,000.

These funds would not include any optional deposits that might be
voluntarily placed with the Federal reserve bank by member banks.

DIVISION OF EARNINGS,

It is proposed in the pending bill to give the stockholders 8 per
cent dividends, lay up a surplus of 20 per cent, and give the United
States the additional earnings. The policy of limiting the dividends
10 6 per cent is based upon the theory that these great public utility
banks are not intended to be merely money-making banks, but that
they are guardians of the public welfare, primarily safeguarding the
member banks, protecting their reserves, safeguarding their credit,
protecting them from panic or financial stringency, and being always
prepared to furnish them with aecommodation at a reasonable rate of
mnterest. But these Federal reserve banks will also be charged with
the duty of protecting the national gold reserve, protecting the
national commerce, and in this wey give stability to the manufactur-
,ing, industrial, commercial, and transportation enterprises of the
"United States. For this reason these banks ought to have no other
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motive than the public welfare, and the moving policy of the banks
should not be t6 earn as mnueh dividends as the commerce of the coun-
try could endure, but to protect our national commerce and our
national-banking system at a fair profit,

STATE BANKS AND TRUST COMPANIES,

The bill (pp. 5 and 27) invites the State banks to become members
where the capital stock. sound condition, subscription. and com-
pliance with the rules of the svstem justifies. The State banks and
trust companies, however. will be subjected to the same rules govern-
ing the national banks in regard to the limitation of liability which
ma{_be incurred by any one person to such banks, the prohibition of
making purchase of or loans upon the stock of such banks. or with-
drawal or impairment of capital, the payment of unearned dividends,
the making of reports to the comptroller, and the right of examina-
tion of such banks. as if they were national banks, with the right,
however, to accept the State examinations in lieu of the comptroller’s
examination where such examinations are satisfactorily made, '

BANK EXAMINATIONS,

Under the proposed system the bank examinations are made mnuch
more carefully, the bank examiners put on salaries (p. 66). Loans,
gratuities, or commissions are forbidden to either bank examiners
or to officers or directors of member banks.

BANK RFESERVES,

Very important changes are made in the matter of bank reserves
(p. 59) by requiring the withdrawal of the legal reserves from other
national banks after a period of three vears, making the change that
the country banks are required to keep 12 per cent of their demand
liabilities and 5 per cent of their time deposits as reserves—two-
twelfths in the Federal reserve hank for 14 months, and thereafter
five-twelfths—leaving seven-twelfths after three vears to be optionally
kept either in the bank’s own vanlts or in the Federal reserve hank
(p. 62). The reserve city banks arve required to keep 15 per cent of
their demand liabilities and 5 per cent of time deposits: three-
eighteenths of such reserve for the first 14 months being kept in the
Federal reserve bank, and thereafter six-eighteenths of said reserve,
leaving twelve-eighteenths of such reserve to be kept after three
years either in the bank's own vaults or in the Federal reserve bank,
at its option (p. 63).

The central reserve city banks are required to maintain a reserve
equal to 18 per cent of their demand liabilities and 5 per cent of their
time deposits; for 14 months three-eighteenths of such reserves and
thereafter six-eighteenths of such reserves with the ¥Federal reserve
bank, leaving twelve-eighteenths optional to be kept in the bank’s
own vaults or with the Federal reserve bank.

The State banks are permitted to keep their surplus legal reserves
for three vears with other State banks if the State Iaw requires.
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It is proposed that the reserves of the Federal reserve banks shall
be not less than 35 per cent of gold or lawful money against their de-
mand liabilities or Federal reserve notes in circulation (pp. 48 and
65.

gome of the banks have objected that they would lose 2 per cent
interest on so much of the deposits as they keep with the Federal re
serve bank, and they seem to think they would not be sufliciently com-
pensated by the obvious benefits of the Federal reserve banking
system.

The answer to such objections is that the compensations in a
financial way will far more than outweigh the loss of the 2 per cent
interest, while the stability of the business of the bank, and the peace
of mind it will give to the bhankers in having freedom from constant
anxiety, would more than conipensate them, even if the financial ad-
vantages did not do so. The finaneial advantages are obvious—

First. The capital stock put into the system will be merely a trans-
fer of funds obtained by taking a certain portion of the present de
pusits (however invested) into the form of this capital stock, earning
G per cent net, free from tax. making the carning on such stock be-
tween 7 and 8 per eent, which is a higher return than any bank can
possibly average upon its deposits,

Second. The reserves placed with the Federal reserve banks would
not bear interest under the present bill (although this may possibly
be found expedient at some futitre time when the svstem is estab-
lished), but an average bank with a hundred thousand dollars
($100,000) capital and $550,000 average individual deposits, if it car-
ried 5 per cent of its deposits as reserves with the Federal reserve
bank, would carry only $27.500 with the Federal reserve bank, which
it might use, if it saw fit, as a checking necount for exchange purposes
if it kept the account up to the required standard.

The earning power on $27.500 at 2 per cent would only be §350,
and since the bavk could borrow back an equal sum., at probably 4
per cent and lend it at 6 or 8 per cent, 1t could earn as much or more
out of such rediscousnt as the interest at 2 per cent amounts to.

But it has a far larger earning power. because, under the old sys-
temn, where every bauk had to protect itself by keeping a high in-
dividual rveserve. the country banks have carried on an average of
over 21 per cent, and under this system they would have available the
difference between 12 per cent legal reserves und 21 per cent actual re-
serves, which, cn the deposits of an average bank of $550,000, would
amount to $49.000, and which they could lend at 6 per cent instead of
2 per cent. as at present. giving such bank an additional earning
power of $1,080 above its present earning power, if it saw fit to use
these surplus reserves which they now carry, because of the fear of
panic and financial stringency, _

A very important consideration, however, would result from this
improved svstem in giving an inereased public confidence in the banks
and which would attract a considerable amount of money which is
not now deposited in banks at all and would thus enlarge the deposits
of the bank and enlarge substantially their money-earning power,

Another important financial advantage to the bank would be that
the larger use of their reserves would also result in an enlargement
of deposits, entirely justificd and on a safe basis, which would give
them increased earning power. Tt is extremely short-sighted for »
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bank to imagine that its financial earnings would be in any wise
hared by the proposals of this measure. A very great psycholog-
weal advantage is in giving peace of mind to the entire banking world,
e leng as business is eonducted upon an honest, sensible basis.

PROBABLE READS USTMENT OF CASH UNDER REQUIREMENT GF THE FEDERAL
RESERVE ACT.

{f all national banks enter the system and subscribe at the rate of
¢ per cent of their capital ($1.056,345,786) and surplus (§725,333,629),
Sp 8106,900,764.90, paving one-sixth in eash, one-sixth in three
months, and one-sii;ii in =ix months, the Federal reserve banks will
have in six months a pald-up eapital of $53,450,382, to which should
o ndded about 850,000,000 of Government funds, which will he
deposited with the Federal reserve, banks, making a total of $203,450,-
s eashn of which two-thirds could be used for discounting.

The relative proportion of subseription to the Federal reserve bank
woas follows: Country bapks, 55 per cent; reserve city banks, 26
vev cent; and central reserve eities, 19 per eent.

Assuming that the banks will inunediately avail themselves of the
iweounting prividoge to the extent of one-third of this fund in the
Federal reserve banks, the country hanks will be entitled to 55 per
cent of (one-third of $203.450,352) 867,816,794 = $37.299,236, the
roserve city banks 26 per cent, or $17,632,366; and the central reserve
“ities 19 per eent, or $12,585,1640.

should the banks svail themselves of this privilege to the extent
of ane-half of this fund, the country banks wih be entitled to 55 per
cent of (one-half of $203,450.382) $101,725,191 =8$55,048,855; the
reserve ety banks 26 per cont, or $26,148 549, and the central reserve
city banks 19 per cent, or $19,327 787,

in the event the banks shoubd avail themselves of the discount
orivilege to the extent of two-thirds of the fund in the Federal rescrve
banks, the country banks would be entitled . to 55 per cent of (two-
thirds of $203,450,352) $135.633.588 = §74,508,472; the reserve aty
Banks 26 per cent, or $35,26:4.73%, nned the central resetve eity banks
T4 per cent, or $25.770,350.

The reserve requiremient and the prohable readjustment of cash
i the several elasses, respectively, under the Federal resevve set ate
a Todlows:

ot

7,120 banks not in a reserve or cendral reserve city.

HEARRVES,
7oper cent of demand Hebilifles (85 D32 780020 L [ . l{i?ﬁ! fi."v!{, ﬁh: ET.'E
noper oottt of tinne deposits (FEREETTIRT I oo e 2.‘3,96&,_“1"\_2\_-?55
Totad........o..o.. e . oo BUG ZE &HG.4Y

1

. Urptional, fn own
I vanlt, in Federal
| reserve bank, re-

% !

Cegeh i the beoks' | Cash f the Federal ‘

Optional, own vault

! owr vault U raserve bunk. 0% Fed}t*faikrc-serve | =erve oity bank, of
i i ) ! frart .k central reserve
| ! | city bank.
| i i
| L i
Fipet 1 months . El $f 10 S133, 1OR, 4R5 i Ll 866, b, T42 1@ e 6/53~= 4100, 004, 228
Hoppwecn 14 wid 38 . : i
meonths . oo l 412 133, 100 485 | 9717 166,386, 855 l R ! 3/12= 99 B3I 114
s Cter 36 Mkt ‘ o DR E2e 168 BRG M5E TR ETILMLME L.
' ; b o i
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PROBABLE READJUSTMENT OF CASH. COUNTRY BANKS.

{First 14 montsn

Cash on hatd (Aag. 90 1903 specie and legal tender . ... .. . o .. Cee. . B0, 702,080

Cash available by diseount of commerciad paper conethird e~ 00000 oL A7, 236
Cash reguired for stock subseription to Federal reserve bank- ., e e $29, 297,710
Cash reserve regaticed in own vaalt (fonr-twelltha - o000 0 L e e L3, 109, 485
¢'ash reserve rerqiired in Federad reserve bunks ctwo-twelfte o0 00 0 00 L, e 6, 204, 742
Cash surplus., ., .. e e e e e AP, 158, 040, 279

NN, 002,206 WK, 002,214

One-third basis.—DBetween 14 and 36 months, amount reserve re-
quired in the Federal reserve banks is increased three-twelfths, or
$99,832,114, making a deficit of $40,801,825, and after 36 months,
three-twelfths additional, or $99,%32,114. must be kept either in
Federal reserve banks or in banks’ own vaults, making the total
deficit after 36 months $140,723,049.

One-halt basis.—Should the banks discount to the extent of one-
half of the avatlable fund in the Federal reserve banks (1. ¢., capital
stock and United States funds) this deficit will be reduced by the
differcnce between $37,299,236 (one-third basis) and $55,948,853 (one-
half basis), or $18,649,619, leaving a deficit of $122,074,330.

Trwo-thirds basis—If the banks discount to the extent of two-
thirds of the fund in the Federal reserve banks, the deficit will be
reduced by the difference between $37.209,236 (one-third basis) and
$74,598 472 (two-thirds basis) or £37.299.236, leaving a deficit of
$103,424.713.

815 reserve city banrs,

RESERVES

18 per cent of demand ijabilities ($1,821413,786.14). ... ... ... . R £327, 854, 480, 43
5 pereent of time deposits ($028,52052) ... ..o L e 3,081, 676, 03
Y Pt 330, 866, 156. 46

i Optional, in own
Optional, own vault ;;git\ eu;}'rt:’l(cie::}

Cash in the banks' Cashinthe Fodoral of Federal reserve .

own vpults. reserve boiiin. i serve city bank, or
bank. i in reniral reserve
| city bank.
First L months. ... ... 6/18=$110,288, 7i9 I/ I8=3$33. 14,050 ... ... ... e | 0/18=$165,433, 078
Between 14 anmd 36 ;
months, .. ....... . co G 110,288,710 BeIn=110,9R8T10 o 6/18= 110,288, 719
Aftersemonths. ... . . L. IR0 2R TIG 12 1R $220, 577, 438 L . [
PROBADLE READJUSTMENT OrF (AN
(First 14 monrts)
Cushon Band { Ao, 1963) specie and legad tender. ... 0L T240, 947, 005
Cush available by discount of commercisl paper (oe-thurd bases, oo 00 00 17,632,366
Cush required for stoek subseription to Federal reserve banks, .0 Lo .o L 313, 507,009
(ishoreserve reqaired in own vanlt (six-eighteenths. oo Lol 1103, 288, 719
Cshoreserve required in Federul reserve bapks (threeeightesnths:, .0 oo o o0 L A%, 144, 350
Lo L T T T 0,249,104

255,570,971 20K, 576,371

One-third bazis.—DBetween 14 and 36 months, amount of reserve
required in Federal reserve banks is inereased three-cighteenths, or
$55.144.359, leaving stidl a surplus of $24.164,835, and after 36 months

I The above talie does uot inciude cash from pussible redisernnts of reserve put in Federal reserve banks,
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an additional six-eighteenths, or $110,288,719, must be kept either
in banks' own vaults or in Federal reserve hamks causing a defieit of
$56,183,884.

Om« lm{f basis.—Shoukl tho banks discount to the extent of one-
balf of the available fund in the Federal reserve banks, this defieit
will be reduced by the difference between 21‘511,634.,.3()(; {one~third
basis) and $26,448,549, or $8,816,183, leaving a deficit of $77,367,701.,

Tuo-thirds basis.—If the banks discount to the extent of two-thinds
of the funds in the Federal reserve banks, the deficit will be reduced
by the difference between $17,632,366 (nm‘—thlrd basis) and $35.264,-
732 , or $17,632,366, leaving a deficit of $59,735,355.

52 central reserve city banks.

RESERVES,

18 per cent of demand linbilities ($1,805.579,97T0.26) .. ... .. ...l $n9, 004, 304, 85
5 per cant of Lime depusits ($13,755, 310, 5b) .............. e e e 8487, 785, 33
7 )h“;-l‘l;‘-’, 16505, l!;

| Optional, in own

Optional, own vauly Y2ult. in Federsl

s reserva bank, re-
c ;
© k?dﬁ;?llkreserw serve citv hank, or

central roserve
city bank.

i Lo
i Cash in the banks' ; Cash in the Federal
own vanlts. reserve bank,

|
S . SO
|

First 14 months... ..., : 6/18=$96, 564, 053 3/18=3$43, 282 027 | O/1B=3144, 548,080 . .,.... ... .. R,
Between 14 and 3
months. .. ... COB/18== 98,504,003 | 6/1%= yb, 564, 1153 - 6/18= 6, B4 053 .. ... .. .. ... ...

Alfter 36 months.. .. ... P B/1E= 96, 564, 053 I8 19312107

PROBABLE READIUSTMENT OF CASIL

{First 14 months.)

Cash on hand (Aug. 8, 1910 specie and legaltender, . ..., .. oo .. L 3107, 549, 38

'ach gvailable by discount of commercal paper (one-third basis).. . .. e 12 %83, 1ut)
Cash reqguired for stoek subseription in Federsl resetve banks. . ... .. ... 810, 154, 571
Cash reserve reguired in own vaulls (six-eichteenth=) .o o o oo L. G, M4, 053
Cash reserve required in Federul reserve banks (three-eigh zwnihs) ........ N, 2N, (R4
Cash reserve required in ownh vauli or Federal reserve banks (nine-eight-

eenths). . oo oL R S L4, R, GED

Cash surplus, ... e e i PN e 120,536, 848

£20,408,579 420, 404,579

Although the pereentages of cash reserve required in the banks’ own
vaults and in the Federal reserve banks change after 14 months and
after 36 months, inasmuch as at all times the Full reserve requirement
must be either in the banks’ own vaults or in the Federal reserve
banks, the surplus cash remains the same,

One-}w!j basis.—-Should the banks discount to the extent of one-half
of the available fund in the Federal reserve banks, this surplus would
be increased by the difference between $12,883,190 (one- tFu.rd basis)
and $19,327 787 (one-half basis), or $86,442,597, making a surplus of
$126 000 445,

Two-thirds basis.—1If the banks discount to the extent of two-
thirds of the funds in the Federal reserve banks, the surplus will be
increased by the dilference between $12,885,160 (one-third basis)
and $25,770,380 (two-thirds basis), or $12,885,190, making a surplus
of $133,442 038,
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In addition to the paid-up capital of tie Federal reserve banks
($53,450,382) and the deposit of Government funds ($150,000,000)
the Federal reserve banks will have avaiable fur discount purposes
the funds held by them as reserves of the member banks to within
333 per cent, viz:

Reserves deposited—Availabdle for loans to member banks.

FIRET 14 MONTHS,

Amount of reserve deposited with Federal reserve banks first {4 monthas:

Country banks {(two-twelfths of reserve requirement), ... .. ... e [ I, 354, T
eserve rity banks {1hres-eighieenths of reserve requivement). ... ... ... .. ... .. ...... 33, V44,80
{"entraf reserve city banks (three-cighteenths of required reserve). .. .. . ... ... .. ... .. 48,282 027

Total, ... ... e e e e e e e IV 169 981, 124

If one-third of this fund 18 used for rediscounting %u.r ke, the
additional cash would amount to $56,660,376; il one-hall is used,
$34,040,564; and if two-thirds, $113,326,752.

BETWEEN 14 AND 36 MGNTHS.

Amornt of reserves deposited with Federal reservo banks 14 to 36 months:
Country banks (flve-twellths of reserve requirement . ... oo i $186 3ag %45
Reserve city banks (six-<cighteenths of reserve requirement) ..o ... ... .. weo. 19, 3RE,
Central reserve city banks (six-eighteenths of reserve requirement). ... ... ... ... ... B 564,

Totad. ..o s e P 313,239,627

Additional available cash as follows: One-third basis, $124,413,200;
one-half basis, $186,619,814; and two-thirds basls, $24382¢ 418,

AFTER 36 MONTIIS,

Country banks {hve-twellths of reserve requirement). ... N § 106, 360, 858
Resarve city banks (six-eighteenths of reserve raquirement), . ... ... . ..o . it vrnon. e 110,288,714
LContral roserve cily banks (six-eighteenths of resorve requissment). ... ... ... ........... L. B, B, 05

I3, W, 507

Additional availlable cash as follows: One-third basis, $124 413,200,
one-hnlf basis, 3186,619,814; and two-thirds basis, $24% 826418,

SUMMARY,

Condition of all national banks with respect o cash after probable redisiribution unger
Federal reserve act,

FIRST 14 MONTHS.

{'Tals table does not include cash obiained from redisecuniing reserve money m Federal reserye banks.

When one-third of Fad- When one-hail of Fodr - When twoethirds of Fads
eral reserve bank fumds eral reserve bank funds oral reser ve bank funds
. are discountad. are diseountad, are Jdiscounied.
Mational bank system. ]
‘ T o R
Surplus. | Defleit. Surplus.  Defleit. . Surplus. . Defivis.
LOUTIEY DARE .- o. e - 358,900,279 | L TSRS L Damea0.51s L
Raeserve city banks....... 79,949,194 |, R BS,065, 377 ...l B RRLSE0 L
Ceniral reservaciiy banka) 120, 556, 48 oeermsnee 126,999, 445 ... ... ... BRI TH Ryt R
| : ) ; -
21 H g JET. T PER,T46,320 0L L SN R84, TR0 ., .. R N 0 B
Additional cash available ! . ‘ ! '
if reserves ($160,581,128) ' | |
of member banks are : . | :
used for redioount.. ! 56.660,378 4. ............ 54.040. 584 ... .. A DA13,320,78% ...
"ot suiplus, ...l 316,406,697 { ............ LWL B { 439,883,908 .......... .
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Conliion of sll national banks wilk respect lo covh probable radistribution undar
4 Paiaral veotrt act oy e " ¥

BETWEEN 14 AND 4 MONTHS,

|
When ons-third of Fed- When one-balf of Fed- | When two-thirds of Feds
eral ‘;-wurvetl:;tk funda’  sral émﬂn r:ink funds mldwaem banik fands
% are disoguntad. i ted. ie 3
National s 0. ! are discoun are discounted
g Burplus. Deficit. iT Burplus. Deficit. SBurpius. Defcit,
;
Country banks. ___.._.. ! ............. 00,891,888 ... sm2emd | ] ., e e
Heverve city banks....... VR, 104,835 L, e, ..., 4,737,900 L. ...
Ceniral reserve city banks, 120,550,548 |....... cevnan | 128,999, 445 ERRLRRETPRRLS 133,842,038 § ... . ........
Surpius, including all | '
DANKE. v oeseennnnnnes TV 103,770,048 ... ... 1 137,678,247 |l 171, 556, 640
j 144, 561,683 | 144, 661,383 f 150, 020, 463 1 159, B30, 483 | 175,179,239 | 175,170,209
Surphis....... e T X N 17,678,247 L. 151,556,640 ... ...
All banks:  Additional | |
cash available il re- 5
serves ($372,239,627) of }
member ban ks are used .
for cediscount. ... ..... | 124,413,200 | 186,819,314 |............. 248,896,418 |........_..
Total surplus. ... ;228,183,357 J .......... } 424, 208, 061 } ............. 490,413,068 1. ... ...
A¥TER 26 MONTHS.
Country banks. .......... P $140, 723, 49 ? ............. 58122,074.&'10 enrramrenans !5103, 24,711
Reserve aity banks. ... Fecvanssnncnes B6, 183,884 |............. 5,367,700 ..., ... 58,735,345
Central reserve city banks $120, 556,848 ............., $136, 000,445 ..., $133,442,008 |............
Deflcit of all barks, to | .
balanoe................ © 106,350,985 ... ......... E T2,442,588 (... ...l CW,MNB0B L.
206,907,833 126,907,833 | 199, 442,81 ; 199,443,001 153,160,056 | 143, 180, 086
Deficit, to balance, ex- ! ‘ i i
cluding cash from - .
serve discounts......... vearaenaanns 108,350,985 - ... ......... 72,442,586 ...l 29, 118,018
Additional eash availabie ; [ ;
ifreserves (5373, 239,627 | ] :
of member banks are ! { ]
used for rediscount ! .. 124,413,200 ... ... ...... | 186,519,814 (... ... 248,836,418 1 _..........
Total Surplss. . ........... »... e 18,062,204 1. HO 128 L 1319, 108, 400

Total deflcit or surplus J [
for system where tash
is obtained from re- !
dizcounting reserves ! i . .
as well as ¢apital and : 1 ‘ .
United States deposits .. 118,062,224 ..._.... e FUL1TT, 228 s 1219, 108, 400 ERI

124,413,200 124,413,200 © 186,619,814 | 186,519,814 248,526, 418 : 248,826,413

i

! The totai reserve deposits are $373,239,627; one-third equals $124,413,200; one-half equaly $136,619,814;
two-thirds equal $248,826,418.

1 318,062,224 surplius is on theory of distounting one-third of capitst, Unitled Stales funds, and reserves.
2 $114,177,228 surphiss [s on theory of discounting one-half of capital, United States innds, and reserves.
+ $213,108,400 surplus is on theory of discounting two-thirds of capital, United States funds, and reserves.

All the capital could be loaned out, but only two-thirds of United
States funds and of reserves. ‘

These figures above relate only to the national banks. The State
banks and trust companies must be provided with reserve money in
sufficient quantity to enable them to enter the systern without con-
tracting loans.
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Memorandum prepared by Robert L. Owen, showing amount of reserve money available
by statement of Aug. 9, 1913.

! ‘ o | L
| Number. | Demand Habill- | o goposits, | Cash on hand, | D8te of re-

port.
N e - 8
|
Nationsl banka............ 7,488 ‘Lm,sas,aas,m.m $533,304, 588, 29 |1 3809,168,374.00 | Aug. 9,1013
Btate benks.. .. ........... 14,01 | 2,444, 100, 836.73 | 1 636,010, 746,06 | 1 246, 247,125.00 | June 4,1913
Trust companies.... ....... 1,615 | 2,600,505, 085, 19 | 070,855, 018,71 | «285,384,815.00 | Do,
| | |

! National banks have, als, not included in these Ogures, 42,637,771 national-bank notes and $3,650,042,38
minor oolne; total, Mﬁﬁk‘l

B813.38, which can not be counted as reserves under present laws,
* Represent savings depoaits, tfme daposils not given.

t Includes £35,621 522 national-bank potes snd minor coins,

¢« Includes $28,732,82€ national-bapk notes and minor coins.

Total reserve money, 246+ 285= 531 62= 459 milljons

Stete banks........ $2,444, at 127, = $207
€36, at 59~ 21 10000 7 1 L T $216
. ——  Total, $323<In Fedaral reserve banks ................. 107
Trust companijes... 2,600, at 18C= 468 — $383
970,84t 59,= 48 Ownvatll® ... i iieenenane 344
—— Total, 516{[11 Federalreservebanks . ..............-. 172 6
Total requirements. .. .. ..., _............ 83g T
Aotualreservecash..... ... .. ... ... .......... 459
Gressdeficlt ... ... ... ... 378
Credit onsh from rediscounts one-half §27%, ou de-
posit Federsl reserve banke ($172+1307)........ 139
Totalnetdefick........................... 239

The capital stock of State banks and trust companies excluding
savings banks equals $459,000,000 with a surplus fund of $271,000,000,
meking a total of $730,000,000, which upon a 6 per cent basis would
give an addition to the capital stock of the Federal reserve banks, if
the State banks and trust companies entered it, of $43,000,000, which,
if one-half were paid in cash, would add to the initial capital stock
in cash $21,000,000 above the capital stock heretofore considered, and
would therefore add a further deficit of $21,000,000 to the total net
deficit of $239,000,000, making a total deficit of $260,000,000, as far
&s the State banks and trust companies are concerned.

Tt is insisted, however, that this contingency is not likely to arise,
as many of the small State banks will not enter the system, and if
it did arise, it could be taken care of—

First, by discounting of the funds of the Federal reserve banks.

Second, by an additional deposit of United States funds above the
$150,000,000 heretofore estimated. _

Third, or finally, by the issuance of Federal reserve notes, which
should be counted as reserves for member banks if the Federal re-
gerve board find it necessary.

Moreover, it might further be provided for by making the national-
bank notes avnilagl’e for reserve money, since they are based on Gov-
ernment bonds and are already used by State banks under the present
State laws as reserves. This contingency has been provided for by a
proposed amendment giving the Federal reserve board (p. 38, line
15) the right to authorize the use as reserves of member banks Fed-
eral reserve notes or bank notes based on United States bonds.
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FEDERAL RISERYE BOARD—ITS POWERS.

The Federal reserve board, consisting of the Secrelary of the
Treasury and six members appointed by the President of the United
States and confirmed by the Senate for terms of six years {p. 31),
are given the following powers:

POWERS OF THE FEDERAL RESERVE BOARD,

To readjust districts created by the organization committee nnd create new
ones.

To regulate the establishment of branches of Federal reserve banks within
Faderal reserve district in which bank is located.

To desliguate three (elass C) of the nine members of the board of directors of
ench Federal reserve bank. oue of these to Lbe chairman of the board with the
title of “ Federal reserve agent,” and oue " deputy Federal reserve agent.”

The Federal reserve agent to maintain a locul otfice of the Federal reserve
board on the premises of the Federal reserve baok. He shall make regulag
reports to Federnl reserve board and be its officla] representative,

To remove any dirvector or officer of n Federnl reserve bank for cause stated.

To remove chalrman of Federal reserve baunk without notlce,

To establish by-laws governing applieations from State banks and trust
companies,

“Of the six persons * * * appointed (by the President}, ope ahall be
designated governor and one vice governor of the Federal reserve board.”
The governor, subject to supervision of the Secretary of the Treasury and
board, shall be the acting managing otlicer of the Federal reserve board.

To levy a semiannual assessment upon the Federnl reserve banka for estl-
mated expenses for succeeding six months, together with deficit carried forward.

To examine at its discretion the wccounts, books, and affairs of each Federal
reserve bank or member bink and to require such statements and reports as
it muy deen) necessary.

Ta require, or on application to permit, n Federal reserve bank to rediscount
the paper pf nny other Federal reserve bank.

To suspend for n period neot exceeding 30 days (and to renew such suspean-
slon for periods not to exceed 15 days), any and every reserve requirement
specifled in this act.

To supervise and regulate the issue and retirement of Treasury notes to
Federal reserve bianks.

To add to the number of cities classified as reserve and central reserve citles
under existing law in which natlonal banking associations are subject to the
reserve requirements set forth in section 21 of this act, or to reclassify existing
reserve or central reserve citles and to degignate the banks therein sitvated as
coantry banks. at its discretion.

To requive the removal of officlals of Federal reserve banks.

To require the writing off of doubtful or worthless assets upon the books
and balance sheets of Federul reserve banks,

To suspend the further operations of any Federal reserve bank and appoint &
receiver therefor,

Te perform the duties, functions, or services specifled or implied in this act.

To determine or define {subject to stipulations) the character of paper eligible
for discount for member banks.

To prescribe regulations for purchase and sale by Federal reserve banks of
bankers' bills, ete.

To review nnd determine the minimum rute of discount for member banka
established by Federal reserve banks and fix weekly the discount rate reserve
banks may discount for each other. '

To authorize establishment of correspondents and agencies of Federal re-
gserve banks {n forelgn ccuntries.

To authorize the Issue of Federal reserve Treasury potes.
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To receive, through the loce! Federal reserve agent, appiications from Fadera!
reserve banks for motes, such applications to be accompanied by rediscounted
notes for deposit as coliateral security.

To require Federn] reserve banks to maintain deposits in Treasnry of United
States in gold of 5 per cent of notes issued.

To grant in whole or in part or to reject entirsly the appiication from Federal
reserve banks for notes.

To estadiish raie of interest on notes issued.

To prescribe regulations for substitution of collateral.

To make and promulgate regulationa governing the tranafer of funds among

Federal reserve bankas.
To act, if desired, ns ciearing house for Fodera] reserve banks, o
To reguire, in its dzcretion, Federal reserve banks to act a3 clearing honses

for sharebolding banks,
To require extra examinatinng of natinnal banks when deemed necesaary,

To deterinine and report anuually to fongress fixed salaries of all bank ex-

&miners,
To assess upon banks in proportion to assfets or resources the sxpenses of ex-

aminations.
Te fix a date for such assessment.
To arraunge for special or perimdical exmminations of member Bunks for ac-

ronat ¢f Federal reseryve banks.
To recelve from Federal reserve banks information conrerning the condition

of any national bank in lts distriet.
To order examinations of national bhanks in reserve citfex ay often A% neces-

‘BRTY.
'E‘,u add to the list of citles ia which national banks shall not be permitted to

Joan om real estate as described.
To receive applications from natloual banks having $1,000,000 or mere enpital

for the eatnblishment of brauches in foreign countries, to reject or accept &nclh
applicationg, and to prescribe conditions under which such branches may bhe

openedd. )
To require exanduations of foreign branches a8 It wary deem best,

(1'p. 31-38, 40, 45)
FEDERAL ADYISORY COUNCIL,

In order to keep the Federal reserve board in intimate touch with
the banking business of the country, the Federal advisory council 15
established, consisting of one representative from each Federal re-
serve bank with power to confer directlv with the Tederal reserve
‘bozrd, make proper representations and recommendations, call for
information, ete. (p. 39). Many of the big banks quite urgently in-
ststed that the bankers shonld have vepresentation upon the Federal
reserve board.  This was denied for the obvious reason that the fune-
fien of the Federal reserve board in supervising the banking system
is a governmental function in which private persons or private in-
terests have no right to representation except through the Govern-
ment itself. The precedents of all civilized governments is against
sach a contention. It was believed that the Federal reserve board
itself, consisting entirely of officers of the Government, might be
made move efficient if it had the advice freely available of the Fed-
eral advisory council. Moreover, the operations of the Federal re-
‘serve board would in this way be subject to greater publicity and
enable the banks of the country to have a greater measure of confi-
dence in all of the operations of the Federn] reserve board.

It was further believed that the banks of the countrv. which are in-
vited or required to contribute a very large sum to the Federal reserve
banks, would be more content by having an easy and convenient
means provided by law of frequent conferences with the Federal

S et ot e
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reserve board and ‘the opportunity to advise the board with regard
to the finuncial, commereial, and industrial needs of the country.

CONCENTRATION OF RESERVES.

The reserves of the banks of the United States are now scattered
without any system among over 25000 individual banks. The
present law permits the national banks in the country to keep nine-
fifteenths of their reserves in the banks of reserve cities and permits
banks of the reserve cities to keep one-half of their reserves in the
central reserve cities. and permits the banks in the central reserve
cities to keep only one-fourth of these reserves of the reserves of the
reserves incash.  Theeffect of this system—the necessary effect of this
system—is to concentrate in the hands of a few banks in the central
reserve cities (who have diligently songht the reserves of other banks)
to such an extent that the Nation’s bauk reserves are pyvramided in g
dangerous fashion i the hands of a few hanks in the three central re-

serve cities and chiefly in certain banks in New York City. These

central reserve city banks have been accustomed to pay 2 per cent on
the deposit of these bank reserves placed with them, and having no
place to which they themselves might go for rediscount they have
fallen into the habit of placing very large sums out of these reserves,
amounting to hundreds of millions, upon eall on the New York Stock
Exchange, for the simple reason that under the law of the stock ex-
change they can sell the stock collateral immediately on any day when
money is actually needed. It may be ruinous to the borrower——it
may wipeout his margin—it may cause him a disastrous loss; it may
upset the interest rates of the country, excite alarm, and result in
final, panic; but it does furnish the money when needed.

We are advised by representative bankers in New York that the
great banks there would be glad to improve the svstem by the estab-
lishment of Federal reserve banks strong enough to furnish money
quickly on demand against good commercial bills, and thus enable
the New York banks to withdraw their funds from the stock ex-
change (which has become the most gigantic gambling establishiment
in the world) and place such funds in the service of legitimate
industry and commerce. This will be one of the great benefits of the
pending measure—that is. that it will withdraw from gambling
enterprices on the stock exchange the bank reserves of the country
and enable such reserves to be used for the commerce of the Nation.

Attention is respectfully called to the fact that while in 1896 the
shares sold on the New York Stock Exchange amounted to only a
little over $3.000.000,000, in 1903 it was $21,000,000,000, in 1906 it
was $23,000,000.000, in 1907-—the vear of the panic—the amount fell
to §14,000.000,000, increasing in 1908 to $1%3,000,000,000, and in 1909
éo $19,000,000,000. (National Monetary Commission Reports, vol,

L, p. 9)

MAKING BTABLE THE INTEREST RATES.

The extremely injurious character of this gambling on the stock
market with the reserves of the country is shown by Table 29, Na.
tiopal Monetary Commission Reperts (vol. 21, p. 136), where during

ZORGG - Ox 0 -
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the year 1907 the range of interest for money was from 2 to 45 per
cent in January, from 3 to 25 per cent for March, from 5 to 125 per
cent in October, from 3 to 75 per cent in November, and from 2 to 25
per cent in December, with currency bringing 2 premium from 1 to
4 per cent during November and December. The blighting effect of
these violent fluctuations of the interest rates is demonstrated by
the rate charged for 90-day time loans, which during November and
December, 1907, were running as high as 12 to 16 per cent, with no
business done in time loans of a longer period during the entire
month of November and no business being done at times on prime
commercial bills during the same months. (Tbid.)

These violent fluctuations are the more astounding when compared
with the extremely stable rates of interest which have Jong prevailed
in Europe, as shown by the rates of discount for 50 vears in England,
France, Germany, Holland, and Belgium, where the rate has heen
steadily around 3 to 4 per cent. (See Senate hearings before Banking
and Currency Committee, pp. 538-542, an abstract of which is sub-
mitted.)

Moreover, in Europe manufacturers, merchants, and business men
could aLways get money, while in the United States they have been
absolutely ruined by thousands because of the denial of merited

credit. This act will put an end to this deadly peril to Ameriean
business.

Tasre LIL.—Rat: "of discoun!, 1844--1909—The number of days al cach rate arranged
Jrom the lowest rate to the highest,

Bank o Bank o’ Imperial Bank Bank of the Nationa! Bank

England.! Franco.! ot Germany. Netherlands. ' of Belgium,.*

Num. © Num- ° Num- | . Num- Num-

itate ber of bor of ber of ber of ber of

Num- | day: | Num- day: ' Num- | days Num- , days | Num- | days
ber of |per ceni| bar of ipcr cent ber o/ |per cent ber o per cent| ber of [per cent

days. jo! total| days, lo.tota | day: |oltotal days. of totat | days. |of total
{lotal = total=, (tolal= (total= (total =

1,000). ' 1,000). ' 1,000). | 1,000), 1,000).

|
2percent.......... 3, 400 Wi lonTas as L 19K SLE- S (NS I
2y percent......... 4 L I [ T [T P S .
24 percent. .. .. (| 2,679 0 MR ... ... 5,058 © 124 1,160 147
3pereent...... ... 5, K5t 246 | 7R L 339 3,073 1200 &,013 © 336 ] 8,412 a7
djpereent.........0 1,921 s 2,060 88 644 n 3,77 157 1 2,965 138
4percent........... 3,772 15 4,579 192, 12,192 51 2,167 9 | 3,416 150
4ipbreont.. ... ... I 608 2 453 | 151 1,626 it 81t | 341 6u8 32
Spereent.......... P 92 | 2,061 86| 4,004 172 1,823 61 044 44
by percent_........ P23 11 120 5 707 30 375 6 378 i8
Gpercent.......... a7h 41 1,170 44 u7y 41 260 11 : 50 25
6y percent......... ! a1 ] R ..., 72 3 150 L PP P
Tperceit,.. ....... 33 20 266 12 il 11 135 il £ SO
Wperent .. ... 21 | 1 110 (-3 P I P S
Spercent.......... PN | 11 41 | 2 a7 [ S J R A SR
Upercent......... ol 95 4 16 ..., LiS] I I [EEE T T P,
W0percent......... booa [T T [ NS DO
Total......... ; 23,867 | 1,000 | 23,457 i 5,000 | 23,857 | 1,000 [ 23,857 | 1,000 ; 21,540 | 1,000
1 !

t Lowost rate 2 per cent; nighest rate 10 per cent.
f Lowest rate 2 per cent; highest rate & per cont.
+J.owest rate 3 per cent: highest rate % per cent.
¢ Lowest rute 2 per cenl; highest rate 7 per cent.
¥ Lowest rate 24 per cent; highest rate § per cent.
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TasLe IV.— Raie of discount. 1843-1909~~The wumber of duys at cach ratr, arranged from
the highest number of dayx to the lowess,

Bank of England. | Bank of France. 1‘ Imperint Bani of Bank ol the Rt | j1unk of Relgium.
23 e | I 73 S
. 532 |83z, . F3z 353 LR
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w v EbS # ELS ot BEE kg ENB @ v | ExB
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3408 | 20 143 257 | 2| 10811, m 68 [ 20671 ¢ . 912985 3 138
2185, 5 92 2.06t| & # | 970! ¢ A8 5 . 78] oM S “
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83| 7 2 ' 383 4 15 26, @ nposmiosh Wy o3 5 18
B08: 4 2B 28) 7 12 10 73 5. 20| 6 W b7l O
%8| 8 11| 1| 54 5 72 8 3. 1500 64 6i......) .
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1t will thus be seen that these great banks holding the national reserves have been
able to furnish commerce with a very low rate of discount jor nearly all the time and
only occasionally have been compelled to raise the rate to a high point.

These low rates illustrate the enormots vaiue of these great banks to European com-
merce and the urgent necessity for action by the United States along similar lines,

The stabilizing of the rate of interest in the United States will be
one of the very important functions of the proposed Federal reserve
system. The right of the Federal reserve board to fix the rate of
interest which may be charged member banks by the Federal reserve
banks and which the Federal reserve banks may charge each other
would have a steadying effect upon the Interest rate throughout the
United States, and will enable the banks of the country to extend
wccommodationr at a comparatively stable rate of interest upon a
lower basis than heretofore, because the element of hazard of panic
and of financial stringency will be removed by the proposed system.

MOBILIZATION OF RESERVES,

In addition to concentrating in the Federal reserve banks a sub-
stantial part of the reserves of the National and State banks and
trust companies. of the country and placing in such banks a re-
spectable capital by stock subscriptions and a considerable volume
of Government funds—approximately a total of about $700,000,000--
it is proposed to make them perfectly mobile. In order to have
these funds meet the purpose for which they were intended they
must be kept in a liquid condition and made instantly mobile by
keeping the investments of such banks either in actual gold and law-
ful money or in short-time commercial bills drawn against actual
commercial transactions which are readily converted intoc money on
short notice. (Sec. 14, p. 40, and sec, 15, p. 44.)
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In pursuing this Eolicy we have followed the experience of the
great public utility banks of Europe. The European systems con-
fine in large measure the holdings of the public utility banks to cash
and liquid bills of very short maturities, the average length of time
of the bills of the Bark of France not exceeding 28 days and the
Reichsbank of Germany having no paper of longer maturity than
90 days, and a large part of its paper very short time paper. The
Bank of England handles quite a large volume of paper, running
7 to 14 days. These public utility banks carefully avoid putting the
funds in their custody in the form of investments which are not
mstantly convertible into money. This considerstion is of the high-
est importance, because the Federal reserve banks holding the re-
serves of the reserves must be in a position to extend instant accom-
modation to any member bank requiring cash.

With a view to enlarging the volume of liquid paper based on
actual shipments of goods, the reserve bank is authorized to discount
acceptances and the member banks are authorized to accept bills of
exchange against actual shipments of goods.

ELASTIC CURRENCY—FEDERAL RESERVE NOTES.

In order to render still more mobile and liquid the reserves held by
the Federal reserve banks, elastic currency has been provided (sec. 17,
p. 47) in the form of Federal reserve notes issued as obligations of
the United States, redeemable in gold at the Treasury, or in gold or
lawful money at the reserve banks, and receivable for all taxes and
public dues, except customs. The exception of customs was intended
to enable the Federal Government to command a supply of gold
through the customhouses, if it should prove to be necessary, by com-
pelling the customs to be paid in gold by foreign shippers.

These Federal reserve notes. while t{e obligations of the United
States, and made redeemable in gold or lawful money at the Federal
reserve banks and in gold only at the Treasury of the United States,
are garefully surrounded by very numerous safeguards to make
assurance doubly sure that tﬁey shall not at any time in reality tax
the credit of the United States itself. The securities behind these
notes are:

First. Commercial bills drawn against actnal commercial trans-
actions which have goods and merchandise behind the notes.

Second. Such notes have the credit of the maker of the commercial
bill deemed good by the member banks.

l'{‘hi'rd. The indorsement by the member bank of such commercial
bills.

Fourth. The double liability of the stockholders of the member
bank so indorsing.

Fifth. Thirty-three and a third per cent of gold reserve in the Fed-
eral reserve bank.

Sixth. A first lien on all the assets of the Federal reserve bank.

Seventh, The stock of the indorsing member bank in the Federal
reserve bank.

Eighth. The reserve balance of the indorsing member bank in the
Federal reserve bank.

Ninth. A double lisbility of the member banks of the Federal
reserve bank.
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Tenth. The double liability of the stockhold £ il be
banks of the Federal reserve gank. © stockhoiders of the member

Eleventh. The surplus of the Federal reserve bank,

Twelfth. The earning power of such reserve bank, and finally
the United States. There has never been issued a note with such
safeguards surrounding it by any banking system of the world.

. The commercial bills alone would never fail, because of their
liquid character and short maturity, No apprehension whatever need
be felt with regard to these notes ever taxing the Federal Treasury.

Since each bank is required to keep a gold reserve with the Treas-
ury of the United States against such note issues, it is necessary to
keep a record of the outstanding circulation emitted through each
Federal reserve bank, and for this reason a descriptive number is
placed upon the notes emitted through any Federal reserve bank
so as to keep the record of notes outstanding issued through such
banks, The effect of issuing Federal reserve notes against com-
mercial bills is to make intensely mobile the assets of the Federal
reserve bank and enable such bank at all times to respond instantlv
to the needs of national commerce. The emission of these notes is
controlled by the Federal reserve board, which is authorized to
control the volume of these notes and the terms upon which thev
shall be advanced to the Federal reserve bank and the conditions of
retirement.

The Federal reserve board is authorized to tax the issue of the
notes and also to fix the rate of iuterest on the discounts of the
Federal reserve banks, and in this way keep a double check on the
issuance of the Federal reserve notes.

While the Federal reserve notes are extremely well secured, it is
made easy for member banks needing currency for seasonal demands
or for any extraordinary emergency to obtain Federal reserve notes
from the Federal reserve banks. The Federal reserve bank has only
to deposit liquid commercial bills of a qualiified class with the Federal
reserve agent and obtain from him sach Federal reserve notes, keep-
ing, however, a minimum deposit of 33 per cent of gold against such
Federal reserve notes as may be put in actual circulation. Tt is be-
lieved that in actual practice the gold reserves against such notes in
circulation will be very large, much larger than the minimum re-
quirement, especially if our proposed amendment is placed in the
House bill, permitting the reserves against deposits.and against the
notes to be kept as a common fund. It is obvious that if a minimum
requirement of 33 per cent against deposits and 33 per cent against
notes in circulation is held as a common fund, anyone observing the
statement merely from the standpoint of a depositor, if the deposits
and the notes in circulation happened to be equal, would perceive
that the reserves against deposits would appear as 66 per cent, and
anyone looking at the reserves against the notes from that point of
view would observe a reserve equal to 66 per cent of the notes in
circulation.

It also is obvious that when there is a surplus reserve against the
deposits far above 33 per cent there is no reason why the bank should
not have the credit of this surplus appearing also in its favor ag a
reserve against notes in circulation, and it was upon the best advice
obtainable that an amendment was proposed to section 17 permitting



26 BANKING AND CURRENCY.

these reserves to be carried as a common fund, but in no contingency
less than & 33 per cent gold reserve against the notes, as required
in the House bill.

The retirement of these Federal reserve notes would, of course,
be accomplished whenever the commercial bills were withdrawn by
the member bank or by the Federal reserve bank from the hands of
the Federal reserve agent, the Federal reserve agent in such con-
tingency either receiving the notes back or a like volume of lawful
money.

OPEN-MARKET OPERATIONS.

One of the most important features of this bill is the establishment
of what is called an open market for bills of exchange and bankers’
acceptances such as has long prevailed in Europe, but which has not
existed to any great extent in the United States. In Europe the
various banks and private bankers carry on a very large scale com-
mercial bills of exchange and acceptances based on actual commer-
cisl transactions of short maturities and which are regarded as self-
li%uidating. Such bills have behind them actual merchandise for
which a purchaser has been found, and these bills are held in their
portfolios as almost the exact equivalent of cash, for the reason that
the security of such bills is regarded as substantially perfect, their
uniform and certain payment constant, and therefore there is an
“ open market ” for such bills maintained by the great public banks,
such as the Bank of France, the Reichsbani, the Bank of Belgium,
the Bank of Netherlands, the Bank of England, etc., at 8 very low
rate of interest.

It is now proposed that a constant market at a fairly uniform rate
of interest be established in this country by establishing the Federal
reserve bank with a large capital and large reserves and with the
express power to discount for member banks commercial bills and
acceptances of the qualified liquid class, and also to buy and sell in
the open market such bills and bankers’ acceptances as have been
found merchantable and liquid by the experience of European bank-
ing systems. It is anticipated that the effect of this method will
be to enco banking houses to buy commereial bills of the quali-
fied class, and in this way that we may greatly enlarge the market
for the bills of manufacturers, merchants, and business men who
are handling the actua]l commerce of the country. (Secs. 14 and 15,
pp. 40-44.)

GOVERNMENT DEPOSITS WITH FEDERAL RESERVE BANKS,

It has been deemed of the highest importance to maintain the in-
dependent Treasury of the United States and not compel the Secre-
tary of the Treasury to de[i)osit every dollar of the public funds in
the Federsl reserve banks, but to provide that he may do so. The
argument in favor of maintaining the independence of the Federal
Treaﬂ is overwhelmingly in favor of an independent Treasury
and need not be recounted here.

The Government of the United States can advantageously to the
banks and to itself place with the Federsl reserve banks $150,000,000,
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or even a larger sum, but the process of coIlectinﬁ the revenue through
revenue collectors scattered throughout the Nation, making local
deposits, and the right of the Treasury Department to make dis-
bursements in every part of the country through its numerous dis-
bursing officers, makes it highly necessary to maintain the independ-
ence of the Treasury. We have, therefore, thought it proper to change
the provision of section 16 in such a way as to accomplish this
object (p. 46).

REFUNDING BONDS,

The House measure (sec., 19, p. 56L provided for retiring 5 per
cent of the outstanding 2 per cent bonds held for national-bank
circulation by the exchange of 3 per cent bonds without circulation
privilege for such 2 per cent bonds, justly assumes that the Govern-
ment will be compensated by the interest earned upon a like amount
of Federsl reserve notes.

We have preferred to absorb such of these bonds as would be
offered on the market by permitting the Federal reserve banks to
buy such 2 per cent bonds and issue Federal reserve bank notes
against them just as the national banks do (p. 14), and have further
permitted such Federal reserve banks, in section 19, to assume the
redemption of not exceeding $36,000,000 of national-bank notes issued
against such bonds and to take over such bonds and issue Federal
reserve notes against such bonds, leaving the bonds with the Treas-
urer of the United States in trust in the form of 3 per cent bonds or
3 per cent annual notes, in this way assuring to the Government the
earning power upon the circulation taking the place of the retired
national-bank circulation (p. 58).

CLEARING CHECKS AND DRAFTS.

The House bill proposed to clear checks and drafts at par, but we

ropose an amendment providing that checks and drafts sent to the
g‘ederal reserve banks by member banks may be cleared, allowing the
Federal reserve board to fix the charge which may be imposed for the
service of clearing or collection rendered either by the Federal re-
serve bank or'by the member banks, and with a provision that the act
should not be construed (o prohibit member banks from making
reasonable charges for checks and drafts debited to their account,
or for collecting and remitting drafts, or for exchange sold to its
patrons. In this way the reserve banks are not put in competition
with the country banks, but can serve them and their customers at a
fair price. This amendment should remove the very serious objection
of many of the country banks to the House provision, which they
thought would interfere with their right to charge for exchange in
making remittances (p. 55).

BAVINGS-BANK SECTION,
Your committee has struck out entirely the savings-bank section

No. 27, for the reason that the national banks now, through the system
of time deposits, carry on a savings-bank business very economically
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and at the same time use the funds in promoting the local enterprises.
It was the practical judgment of all the small banks of the country
that this section should not remain in the bill.

CHANGEE IN THE NATIOCNAL-BANK ACT.

Several changes of importance in the national-bank act have been
made, to which attention should be called: '

First. Section 21 (p. 65) provides that the 5 per cent fund placed
with the Secretary of the Treasury for the redemption of national-
bank notes shall no longer be construed to be a part of the bank’s
reserves. This is justified because the reserves of the national banks
have been made decidedly lower than they have been in the past.

Second. The law requiring bonds of national banks to be deposited
before any national bank association shall be authorized to commence
the banking business. as provided in section 5159 of the Revised Stat-
utes, etc., is repenled by section 18 (p. 56). The obvious purpose of
this section is to ultimately do away with the bond-secured circula-
tion, which is inelastic and un~cientific. The way to establish an im-
- proved system is thus made open.

Third. The bank examinations are more thoroughly provided for in
section 23 (p. 66).

Fourth. The loans, gratuities, and commissions to bank officers or
bank examiners are penalized by section 24 (p. 69).

Fifth. The stockholders’ liabilities of national banks and of mem-
ber banks is modified to establish the double liability and to prevent
its evaston. (Sec. 25, p. 71.)

Sixth. Loans on farm lands are permitted to the extent of 25 per
cent of the capital and surplus of a national bank and for a period of
five years. This would make available possibly $400,000,000, but in
actual practice it would not be likely to excced a hundred million dol-
lars under the terms of the bill, for the reason that the city banks do
not make such loans, and where the banks have the authority they will
probably not exercise it with any uniformity. P!

Seventh. The change of the reserves in the mffional banking law
is a very important change, heretofore described, and which will be
found set forth in section 20 (p. 59).

The House provision was changed so as to make the language more
compact and to simplify it. . .

Eighth. Foreign branches were also provided for national banks
having a capital and surplus of a million dollars or more, with the
approval of the Federal reserve board. (Sec, 28, p. 77.) o

This is a very important amendment and one of far-reaching im-
portance to the foreign commerce of the United States, the purpose
of which is so obvious as to need ne explanation. ‘

Many other amendments are needed in the national-bank act which
this bill does not undertake to deal with, for the reason that it was
of great importance that this bill should not be embarrassed by the
consideration of questions which were not necessarily germane to
the bill itself in establishing the Federal reserve system.

The National Monetary Commission did 2 very large amount of
work looking toward the codification of the national-bank sct, and
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this work has so far progressed that it may be easily submitted to the
Senate during the next regular session, in such a form as to enable
the matter to be disposed of and to make any other amendments
which are necessary to the national-bank act, without embarrassing
the present measure by considerations which are not necessarily a
part of the Federal reserve system.

The proposed changes recommended by the undersigued are best
set forth by submitting a print of the House bill with the parts struck
out being placed in brackets and the amendments proposed being in-
serted in italics. (See Fxhibit A.) The other exhibits are necessary
to justify the amendments recommended.

Very respectfuily submitted.

Romerr L. Owen, Clhairman.
e
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Jamrs A. Rrep.
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IHenny . Horuis.



