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PREFACE 
BY 

BENJAMIN STRONG, LL.D. 

OOVEBNOB or 'l'BB I'BDEBAL BIl8BBVE BANI[ or NEW YORE 

THE federal reserve banks came into being in the 
month of November, 1914. The passage of the 
legislation by which they were created had been 
preceded by five years of discussion, following the 
financial upheaval of the fall of 1907, such as 
might have been expected t{) prepare the way for 
the considerable changes in banking methods con
templated by the new law. 

Notwithstanding, however, that American 
bankers had gained a better understanding of the 
deplorable defects in the American banking and 
currency system, the managers of the new federal 
reserve banks soon found that the welcome ac
corded to them by the banks of the country was, to 
say the least, cool. Business men generally wel
comed the change for the better, recognizing the 
protection which the reserve system afforded 
them; but nevertheless both bankers and business 
men were regrettably ignorant of what it all 
meant. 

It was the influence of the war which demanded 
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that the federal reserve banks be organized as 
promptly as possibly. The best banking machin
ery and the best banking talent in the country 
seemed to be required to protect the interests of 
both bankers and business men •. Much was ex
pected from the new system, once it was started. 
Very shortly, however, immense imports of gold 
from abroad, general business prosperity stimu
lated by war profit-s, and reasonably comfortable 
conditions in credit and banking, appeared to put 
the federal reserve banks for the first two and 
one-half years of their existence into the class of 
expensive luxuries; in fact, they were regarded as 
examples of governmental interference with busi
ness which were tolerated but, nevertheless, were 
nat appreciated by many bankers. 

During this interval, November 1914 to April T1 

1917, the system, by slow stages of progress, 
found itself. The machinery for conducting actual..t 
operations was designed and developed far be
yond the requirements of the moment. The terms 
of the Act were perfected where need was discov
ered, the men engaged in the work became better 
acquainted with their duties and with each other, 
skilled clerks were engaged and trained, and ac
counting methods were perfected, so that when 
the test came as a result of our entry into the war, 
in April 1917, the federal reserve banks were in 
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large measure prepared for the grave tasks and 
responsibilities at once to be assumed. 

During the first twelve months of our country's 
participation in the war the reserve system be
came established upon a basis of confidence and 
respect, even in fact of admiration, among both 
bankers and business men; and its future there
fore seems assured so long as good management 
deserves the support now enjoyed. 

During the first four years of its operation, 
however, the work of organization. and during the 
following year and a half the work assumed by the 
federal reserve banks as fiscal agents of the Gov
ernment. so occupied the time of aU connected 
with the system that it was difficult to overcome, 
in a comprehensive way, much of the ignorance 
and misunderstanding of the functions of the sys
tem. It has been widely accepted as successful and 
necessary. but, with some exceptions. it is still 
hardly possible to say that it is understood. It has 
come as an enlargement of the scope of a great 
banking machine which had become complicated 
by the dual development of two classes of banks, 
national and state; and, in the case of state banks, 
a development which covered a vast field of busi
ness activity not confined to commercial banking. 
Under the influence of the new system of twelve 
closely allied banks of reserve and of discount, the 
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tendency will be toward unification and simplicity 
which will be brought about by the state institu
tion~, in increasing numbers, becoming stock
holders and depositors in the reserve· banks. 

Until, however, through evolution in methods 
and many changes in both state and national laws. 
we have a truly unified system, banking in this 
country will be a puzzle and a mystery to the cas
ual observer, to the business man, and to bankers 
abroad, unless its V'arious features are presented 
in 'a concise and comprehensive form, stripped of 
the technicalities of economic discussion. It is 
much more difficult to present a complex problem 
in concise form than in extended detail. This task, 
however, Professor Kemmerer has undertaken 
with distinct success. An account of the functions 
assumed by the federal reserve banks as fiscal 
agents of the United States Government, and 
of the handling 01 war bonds, certificates of in
debtedness and government funds would have 
complicated, and, possibly, rendered less clear the 
description of the position the federal reserve 
system occupies in the banking field. It would 
have involved, further, It discussion of the long 
felt necessity for It modification of the independ
ent treasury system. These subjects, therefore, 
have properly not been enlarged upon. 

It is a public service to undertake the difficult 
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task of preparing an account of this great change· 
in our fiscal system so as to combine accuracy 
with a comprehensive survey of the subject and, 
at the same time, to avoid t~hnical details. All 
that is required to give the reader an understand
ing of the furidamentals of the new regime of 
American banking is contained in the following 
pages, which will be read with attention and in
terest by many who have been seeking this infor
mation. 
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CHAPTER I 

- PURPOSE AND PLAN OF BOOK 

THIS book is an attempt to set forth in non-tech
nicallanguage the chief reasons why the federal 
reserve system was called into being, the main 
features of its organization; and how it works. 
Although the federal reserve act of 1913 is one of 
the most important pieces of financial legislation 
enacted in modern times, and although it has been 
in operatIon for more than a decade, compara
tively few people are familiar with its elementary 
principles. It is looked upon by the majority of 

. people as too technical and complicated a matter 
to be· understood by persons other than bankers 
and economists. As a consequence there has been 
a surpfising lack of .public interest in the work
ings of the system an'a in the important legislative 
and administrative modifications which the sys
tem has undergone since its establishment. This 
unfamiliarity is not surprising when one con
siders the complex character of much of the 
federal reserve machinery and the technical lan
guage in which this machinery is u~ually de
scribed. In a democracy, however, widespread 
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ignorance, among the voters, of the country's 
financial system is fraught with danger .. 

America's leading manuf,acturing, transporta
tion and commercial concerns years ago attained 
heights of economic efficiency which made them 
the envy of foreigners. None, however, envied us 
our banking system. None followed it except soon 
regretfully to turn back. This was true, despite 
the fact that our old American banking system 
had many substantial merits. It was reasonably 
safe, it yielded good profits, it was -adaptable to 
the local needs of widely varying communities, 
and it. developed the check and clearing system to 

. a degree of perfection found in few if any other 
comitries. Along with these merrtorious features, 
however, it contained 8. number of serious defects. 
The chief of these may be grouped conveniently 
under four heads: I. Decentralization. II. Inelas
ticity of credit. III. Cumbersome exchange and 
transfer system. IV. Defective organization as 
regards relationship with federal treasury. In the 
four succeeding chapters these four groups of 
defects will be considered, and in the following 
four chapters will be -discussed .the respective 
remedies provided by the federal reserve system . 

. -,. 



CHAPTER II 

DECENTRALIZATION OF AMERICAN BANKING 

PRIOR TO FEDERAL RESERVE SYSTEM 

IN 1912 the United States had many times more 
commercial banks than '8.Ily other country in the 
world, and these banks averaged much smaller 
than those of any other important country. Offi
cial figures at that time plared the number of 
independent banking establishments of all kinds 
in the United .states at approximately 30:000. 
and of this number something like 28,000 were 
banks whose business was wholly or partly of a 
commercial character. These commercial banks 
were owned for the most part by the residents of 
the communities in which they were placed, and 
the business of mos~ of them was chiefly local in 
character. The great majority of national banks 
were national in nothing but name. Except for the 
rather loose association of the banks in the clear
ing houses of our principal cities and 'R growing 
community of interest, most of these banks were 
independent' units, each working for itself. There 
was little team work. In times of threatened panic 
the different parts of the system worked at cross 



THE 1i B C OF THE 

purposes. They were without effective leadership 
at those times when prompt cooperation under 
national leadership was urgently needed. 

Reserves 8 cattered 

The most serious feature of this decentraliza-. . 

tion was the scattering of reserves. Thirty thou-
sand different banks meant 30,000 cash reserves, 
and these reserves for the commercial banks were 
more than the mere "till money" which the "cash 
balances" of most foreign banks represent. They 
were actual re~erves, substantial in amount, upon 
which the banks placed their prime dependence 
for times of emergency. It is true that most banks 
had so called "deposited reserves," namely, funds 
on deposit in other banks, which they were allowed 
to count as part of their "legal reserves"; 'and they 
had so called "secondary reserves," namely, funds 
invested in securities and call loans, which were 
supposed to be quick assets that could be liqui:.. 
dated at once in time of need. ,Strictly speaking, 
however, neither of these "reserves" was a reserve 
at all. The deposited reserve was after all merely 
a deposit in another bank, which' the depository 
bank loaned out-commonly 'at call on the stock 
exehange-and against which it held its own re
serve, a reserve which in turn was often further 
attenuated by being placed on deposit in a third 
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bank, there likewise· to be loaned out on stock 
exchange collateral. In times of emergency, there
fore, the "deposited reserve" could be realized 
upon only to the extent that call loans could 
actually be called, and this meant to the extent 
that stock exchange securities could be sold. 
Invested "secondary reserves" could be realized 
upon, likewise, only to the extent that securities 
could be sold. In times of threatened panic, how
ever, stocks and bonds can not be sold on any ex"" 
tensive scale except at great sacrifices and at the 
risk of financial collapse. Experie.nce has shown 
that securities 'are not sold to any large extent by 
banks at such times. The losses would be too great. 
The result was that in times of serious danger the 
banks of the country were forced to rely chiefly 
upon their own cash reserves, which, as a conse
quence, had to be maintained at 'a high level
higher' than in other adV'anced countries. This 
situation gave the vault reserve in American com
mercialbanks an importance not found in the 
commercial banks of Europe. European joint
stock banks normally carry little cash in vault; 
they place their reliance for emergency funds 
directly or indirectly upon the central banks. Inr i 
America bank reserves were so scattered 'and so 
,jealously guarded that in times of threatened 
panic they were comparatively ineffective in stay-
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ing the storm. The situation was analogous to
what would happen today if after drilling our 
American army to a high point of fighting effi
ciency, 'we should scatter the men in small units 
all over the United·States to protect the couiitry 
from a threatened invasion. Each community 
would be jealous of its own squad of soldiers, but 
the mvader would come and the efficiency of our 
well-drilled soldiers would be practically nil. The 
point of the illustration will be clear to everyone 
recalling the mad scramble for reserve money on 
the part of banks throughout the country at the 
time of the panic of 1907. Our supply of reserve 
money was large. In fact we had at that time in 
"the United States the largest supply of gold in 
the world. It was ineffective,however, because 
widely scattered; hence, suspension of cash pay
ments throughout the country, currency premi
ums, the breakdown of our domestic exchanges, 
the illegal issue of millions of dollars of money 
substitutes, and all the other disgraceful accom
paniments of the old-time American panic. 

Reserves Immobile 

Obviously a country's reserve money must be 
concentrated mainly in one reserve or, at most, in 
a few large reserves, if it is to be effective. It must 
be marshalled in a11nies, not scattered in small 
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. squads. But these armies must be mobile so that 
they can be quickly moved singly' or in combina
tions to places of threatened attack. An army's 
mobility is a big factor, in its efficiency-a truth 
which the great mobility of the armies of the 
Central Powers in the World War emphasized. 
Our American baitk reserves were not only scat
tered, they were also immobile. There was no 
effective way of quickly gathering them together 
and massing them at the points of financial dan
ger. 

These then were the three most> serious phases 
of our baI).king decentralization: (1) Absence of 
a responsibile national conservator of the money 
market, like the Bank of France or the Bank of 
England. (2) Scattered bank reserves. (3 ) Im
mobile bank reserves. 



CHAPTER III 

INELAS'XICITY OF AMERICAN BANK CREDIT PRIOR 

TO FEDERAL RESERVE SYSTEM 

THE second group of defects of the old banking 
system, defects closely related to those of decen-

. tralization, were those~f credit inelasticity. A 
very large part of the country's current business 
is carried on W n;teans of funds. borrowed from 
commercial banks. The~e borrowed funds are left 
on deposit with the banks, and the deposits are 
circulated by means of checks, the debits and 
credits of individual.accounts being offset in such 
a way that the total commercial deposits of the 
Country do not normally vary greatly in short 
periods of time. 

Extent to which Bank Credit is tJ sed as a 
1Jfediwm of Exchange 

A rough idea of the amount of business being 
transacted through the instrumentality of this 
so-called deposit currency may be obtained from 
the following figures. The an'lount of bank de
posits transferable on demand by check now held 
in the commercial banks of the United IStates 
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is probably in the neighborhood of twenty-five 
billion dollars. Exact figures are not available. 
Recent investigations seem to show that these de
posits turn over on the average about thirty times . 
a year1

; in other words on the average, for every 
dollar kept on deposit throughout the year by in
dividuals, corporations and governmentaJ bodies, 
in check accounts of commercial banks, thirty dol
lars of check transactions are made. This would 
give a total check business for the country of 
seven hundred and fifty billion dollars in a year. 

But this is not all the transactions effected by 
media of e~change created by our banks. Investi
gations made for the National Monetary Com
mission in 1909 by David Kinley showed that 
between 80 and 85 per cent of the country's total 
business was transacted by means of checks. If. 
we' accept the latter figure as the more neariy . 
correct one for the present time, we arrive at 132 
billion dollars (namely 15/85 of the :amount of 
business done by checks) as the amount per
formed by means of money (inclusive of bank 
notes). Atthe present time (April 1926) approx
imately 48 per cent of the money in circulation 
consists of federal reserve notes and national bank 
notes-namely baRk money. Adding to the 750 

1 W. Randolph Burges1l, "Velocity of Bank Deposits," Jour". 
Amer. Statu tical A880e., June 1m, pages.1fl7-14.0. 
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billion dollars of business transacted by means of 
deposit currency during the year 48 per cent of 
the 132 billion dollars business estimated to have 
been transacted by money, we have 813 billion 

- dollars as 'a rough estimate of the total amount of 
business transacted per year at the present time 
by means of circulating bank cred,it-deposits and 
IU)tes. . 

The amount of money and of deposit currency 
which a country needs to carry on its business, at 
a price level in equilibrium with the price levels 
of other countries, depends upon the amollilt of 
business or of money work to be done. In years 
of active business a larger supply of circulating 
media is needed than in years of business depres
sion. Furthermore, in a country like the United 
~States, in which agriculture is a particularly im-

o portant industry, there are very pronounced sea
sonal fluctuations in the amount of business to be 
done, and consequently in the demand for cash 
and for deposit currency. One important postu
late of a good banking system is its capacity to 
adjust the supply of deposit currency and of 
bank notes to variations in trade demands, in
creasing it, for example, at the time of the heavy 
crop-moving demands in the fall and reducing it 
at the time of the period of inactive business, 
which normally sets in shortly after the opening 
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of the year. Capacity to.contract the circulating 
media when business demands decline is as im-· 
portant as capacity to expand them when these 
demands increase. 

Under ·the old regime our American bank 
credit, both note and deposit, was peculiarly in
elastic, although the seasonal character of much 
of the country'sbusiness is such as to make credit 
elasticity a desideratum of unusual importance in 
the United States. 

Bank-Note Inelasticity 

Our national bank notes, which should have 
furnished the elastic element in the country's 
hand to hand money, were notoriously inelastic. 
National banks were authorized to issue these 
notes by depositing with the Government United
S~ates bonds equal in par value to the notes.. i~_ 
sued.1! The banks were. supposed to realize.~-a 
"double profit" on the bank notes, namely, in
terest on the bonds, and interest on the notes 
when they were loaned out as money. Since 1900 
the bonds used, however, have been mostly two 
per cent bonds of 1930, and as the issue of bank 
notes involves a number of mcidental expenses, 

2 If the market value were belaw the par value, additional bonds 
wt"re to be deposited 80 as to make the market value at least equal 
to the notes issued. In recent years the market value of these bonds 
has been usually above the par value. 
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including a semiannual tax of one-foW'th of one 
per ·cent upon the amount of notes issued, the 
double profit has usually not been a very substan
tialone. Inasmuch as not more than $100 in notes 
could be issued against $100 par value of bonds 
regardles's of how high a premium the bonds bore 
in the market, and inasmuch as the bonds had been 
in recent years practically always at a substantial 
premium, the banks usually realized considerably 
less than one and one-half per cent net interest on 
the bonds. Obviously the higher the premium paid 
on the 'bonds, other things equal, the lower the net 
interest yield; and th~ lower the premium, the 
higher the yield. The result was a tendency for the 
banks to increase their bank-note circulation when 
the price of bonds declined and to decrease it when 
the price rose. In other words, the expansion and 
contraction of the bank-note circulation was not, 
as it should have been, in response to variations i~ 
t~ade demands, but in response to variations in the 
price of the government debt. This often gave an 
inverse elasticity, since the price of government 
bonds often declined 'at times when business was 
slack and the cW'rency was already redundant, 
and often rose at times when business was active 
and an increase in the bank-note circulation was 
desirable. In other words, the bank-note circula
tion frequently declined at just the time when 
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business needs demanded an increase, and in
creased when the business situation called for a 
decline. The character of these fluctuations will be 
seen from the following charl.8 

From season to season the bank-note circula-, 
tion was very irresponsive to varying trade de
mands. There was considerable delay and redtape 
involved in obtaining the necessary' bonds, de
positing them at Washington and obtaining bank 
notes for circulation; and these obstacles, together 
with the expenses involved, and the restrictions 
upon the subsequent retirement of notes once 
issued: made it ,impracticable for banks to meet 
temporary' needs for additional currency, like 
those of the crop-moving period, by issuing addi
tional notes. About all that can be said favorable 
to the seasonal elasticity of the national bank 
notes is that banks intending to increase perma., 
nently their bank-note circulation tended to mak~ 
the increase in the fall when the demands for cur
rency were normally largest. In the matter of 
seasonal elasticity our national bank-note circula
tion showed up very unfavorably in comparison 
with the bank-note circulation of Canada, which, 

8 Figures plotted on the chart do not include the issues of Ald
rich-Vreeland emergency notes. See note 5, page 15 . 

• Down to May 80, 1908, the law limited the amount of national 
bank notes that could be withdrawn in anyone calendar month to 
$3,000,000. On that date the law raised the limit to $9,000,000. 
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under the system of branc'h banks and an asset 
bank-note currency, was highly responsive to sea
sonal variations in cunency needs. The contrast 
will be made clear by the following chart (Chait 
II) showing the variations in the monthly bank
note circulation of the two countries prior to 
November 1914, the date when the federal reserve 
banks Were opened" 

In times of crisis national bank notes could not 
be depended upon to provide additional currency. 
Government bonds were usually difficult to secure 
on favorable terms at such times, and the ma
chinery for taking out new circulation worked too 
slowly. Some progress was made in the direction 
of improving the old system in this regard during 
the latter years of the old regime; and, under the 
spur of strong appeals to the banks and active 
assistance from the Treasury Department, there. 
was some helpful increase in the national bank-
note circulation at the times of the panic of 1907 
and the crisis of 1914. At best, however, the bond
secured notes were a weak reed to rest upon in 
time of crisis. 

B The figures plotted on the. chart do not include the circulation 
of the so-called Aldrich-Vreeland emergency notes, which were 
first issued in August 19140. reached their maximum in October, and 
were all retired by the following July. Legal authority to issue 
such emergency notes expired by limitation June 30, 1916. Federal 
Reserve Act, section 97. 
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Inelasticity of Deposit Credit 

Our loan and deposit credit was likewise defi
cient in the -quality of elasticity. Rigid legal 
minima for bank reserves set up an obstacle to 
loan and deposit expansion at times of increasing 
business activity. Banks which were "loaned up" 
and could.not make furt~er advances to regular 
customers of good standing were prevented from 
loaning their credit to these customers by accept
ing bills, which the customers might draw upon 
them, as is the common custom in Europe, because 
our courts had ruled that bank acceptances were 
illegal. The rediscount business among our banks 
was almost negligible, and most of that which 
existed was done on the quiet and under cover. 
Rediscounting was frowned upon by bankers and 
business men, and there was no central institution 
like the central banks of Europe, whose business it 
was to rediscount the paper of other banks in 
times of need. Our American commercial paper 
was largely local paper and we had comparatively 
little that could be sold in distant markets, either 
at home or abroad. In other words, rigidity rather 
than elasticity was a characteristic feature of our 
American deposit credit. 
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Evil Results of Credit Inelasticity 

To this defect of credit elasticity coupled with 
·that of decentralization of bank reserves were to 
be attributed largely the frequent and wide fluc
tuations in the interest rates 011 call and short
time loans, for which American money markets 
were notorious, the alternation of periods of ex:, 
cessivespeculation stimulated by redundancy of 
currency and credit with- periods of stringency 
and liquidation brought on by scarcity. For this 
rigidity of our credit system the business men and 
the farmers paid the price of higher interest rates; 
the farmer suffered through the necessity of sell
inghis staple crops largely in the fall when a tight 
money market was depressing prices, and of buy
ing his supplies largely in the early spring when 
easy money conditions tended to make prices ab
normally high; the banker was compelled to keep 
large reserves and to tie up an excessive amount 
of his commercial deposits in capital investments, 
such as the purchase of bonds and the making of 
call loans on stock exchange collateral; while 
upon all classes in the community an uncertain 
and unstable money market, which 'was wont to 
collapse frequently in panics, imposed the burden 
of great financial anxiety. 



CHAPTER IV 

DEFECTIVE EXCHANGE AND TRANSFER SYSTEM 

A THIRD groUp of defects in our old banking 
system consisted in certain cumbersome features 
-unnecessary wheels and bolts as it were-in 
our domestic and foreign exchange mechanism. 
These features greatly interfered with the effi
cient operation of the machine and at the same 
time added to the expense. This subject is a large 
and complicated one and can only be touched up
on here. It may be divided into two parts, that 
relating to domestic exchange, and that relating 
to foreign exchange. 

Domestic E:cchange 

Of the hundreds of billions of dollars in checks 
drawn every year in the United States, a very 
large proportion are for local payments, and, 
being settled promptly through local clearing 
houses or directly between the banks concerned, 
offer no difficulties. Our American clearing house 
machinery is a marvel of perfection for the settle
ment of local checks. In addition to the checks 
drawn for purely local payments, however, checks 
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whose span of life is but one day and which are 
born, live and die withiD. the narrow limits of one 
town or city, there are millions of checks drawn 
daily for out-of-town payments, checks whose 
span of life often covers many days and which in 
the range and speed of their movements excel the 
proverbial American tourist party in· Europe. 
The supply of these checks that was continually in 
transit, running into the hundreds of millions of 
dollars, was what is known among bankers as the 
"float." The problem of efficiently and cheaply 
handling this float and of equitably apportioning 
the expense had been for years a perplexing one. 
Some clearing houses, as for example that of New 
York, imposed certain definite charges for the 
collection of checks on points beyond a certain 
radius fro!ll N ew York City. Other clearing 
houses imposed no charges. The Boston clearing 
house developed a system for the parring of 
checks throughout New England, thereby elim~ 
inating all collection charges on items drawn on 
banks entering the system. Similar devices were 
adopted in a number of other sections of the 
country, notably in the middle west. Some cities, 
like Albany for example, became known as free 
cities and others were notorious for their high 
collection charges. l\Iany banks imposed exchange 
charges-some high and some low-for the col-
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lection of out-of-town checks received over their 
counters, and some made·a charge for the collec
tion of checks drawn upon themselves when pre
sented from out-of-town sources. These practices 
led among other evils to the practice of routing 
checks, which means that checks in the process of 
collection would often be sent by roundabout and 
devious routes in order to avoid or reduce collec
tion charges. In this way the length of time in 
which checks were in transit was increased and the 
economic cost to the community for the collection 
of checks was made heavier. 

One serious phase of the practice of routing 
checks W8iS the manner in which it padded legal 
reserves. Competition among large-city banks 
for the accounts of country banks led the city 
banks to give an immediate credit to the country 
banks· for out-of-town checks. These checks fre
quently took the city bank several days, some
times a week or more, to collect. The country bank 
counted as legal reserve out-of-town checks sent 
to the reserve city bank for collection IllS soon as 
they were mailed. The reserve city bank in turn 
would send some of these same checks to the cen
tral reserve city bank and count them as reserve 
money as soon as they were put in the mail, In this 
way one check in transit frequently counted as 
legal reserve for both a country bank and a re-
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serve city bank. Occasionally such a check, after 
performing a yeoman service in being counted as 
legal reserve money by two banks for several days, 
would be returned as worthless marked "no 
funds." 

Another defect of the domestic exchange sys
tem was the expense and trouble, for which it was 
largely responsible, of requiring heavy shipments 
of currency back and forth over the country. As 
previously noted, American money markets are 
subject to pronounced seasonal swings. At one 
season of the year the relative demand for bank 
funds is heaviest in the cotton belt of the south; 
at another time it is heaviest in the great cereal 
producing sections of the west and middle west; 
and at another season it is heaviest in the financial 
centers of the east. The area of heaviest demand 
often shifts from one section to another within a 
very brief period of time. Under our old banking 
system these shifts carried with them large ship
ments of currency-shipments amounting in the 
course of a year to hundreds of millions of dollars 
-and frequently a shipment would hardly be 
received and unpacked before a shift in the mone
tary demand would require it to be sent to another 
section or perhaps to be returned to the place 
whence it came. All this involved expense, in-
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eluding packing, shipping, abrasion, insurance 
and interest items. 

A second phas~ of the exchange difficulties 
under the old banking system was that relating to 
the foreign exchanges. 

Foreign Exchange Difficulties 

Our foreign trade was financed largely through 
London, and those parts of the trade which were 
with the Orient and with South America were 
financed almost entirely through London. Lon
don is the world's financial center and it was but 
natural that we should utilize to a substantial ex
tent her unrivalled facilities for financing oversea 
trade. The trouble was not that we utilized them. 
but that we utilized them too much and were 
unduly dependent upon them. This involved 
several difficulties, only two of which need be 
mentioned here. In the first place. payments 
through London gave rise to an additional for
eign exchange operation, which normally added 
to both the expense and the risk of financing a 
shipment of goods. In the second place, the fact 
that invoices, bills Of lading and other documents 
passed through the. hands of foreign banks and 
of South American or oriental branches of for
eign banks gave to our foreign competitors "in
side" information concerning our foreign busi-
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ness-':"'information that was often used to their 
advantage in competition with our own citizens. 

We now come to the fourth and last of the de
fects ill our old banking system, which were out
lined at the beginning of this book. That is a 
defect which is concerned with the relations of 
our banking system to the federal treasury. 



CHAPTER V 

DEFECTIVE BANKING l\!.AcmNERY FOR FEDERAL 

GOVERNMENT 

THE general funds of the treasury were kept in 
part in the country's nine sub-treasuries, and in 
part in those national banks. whiC'h qualified as 
depositories of government funds. There were 
1,584 such national bank depositories at the close 
of the fiscal year 1914. The apportionment of the 
funds between the sub-treasUries and the banks 
on the one hand, and among the depository banks 
on the other hand, was entrusted to_ the Secretary 
of the Treasury. The treasury funds to be thus 
apportioned varied widely from year to year and 
from season to season. 

In a number of respects this system worked 
badly. Briefly summarized, the defects were as 
follows: (1) It led to the continual hoarding in 
treasury vaults of large sums of money involving 
substantial administrative expenses and a heavy 
loss of interest. (2) At certain seasons of the year 
the Government's receipts greatly exceed its dis
bursements, as for example at the times when tax 
payments are heaviest; whiie at other seasons, as 
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for example when pension money or interest 
on the public debt is being paid, the disburse
ments exceed the receipts. In the former case the 
moneyma;rket was disturbed by the Govern
ment's suddenly withdrawing large sums from 
circulation and thereby contracting the currency. 
In the latter case it was disturbed by the sudden 
pumping into circulation of large SUIIlB of money. 
These operations, when on any. substantial scale, 
tended to affect the interest rates on call loans 
and the prices of speculative securities. The task 
imposed upon the Secretary of. the Treasury, 
therefore, of apportioning these large govern
ment balances among the banks and the sub-treas
uries was a difficult one and one which placed too 
great power and responsibility over the money 
market in the hands of a government official. It 
also led to criticism and jealousy among deposi
tory banks. (3) The system caused depository 
banks io rely unduly upon the Secretary of the 
Treasury for aid in the form ofincreased govern
ment deposits in times of financial pressure, in
stead of depending upon themselves and keeping 
~'their houses in order" so as to be ready for emer
gencies. "The grandfatherly attitude of the Sec
retary of the Treasury toward the banks" in the 
. matter of government deposits was an expression 
frequently heard. 
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The four chief defects of our American bank .. 
ing system as it existed prior to the enactment of 
the federal reserve law have now been briefly de
scribed. They were decentralization, inelasticity 
of credit, cumbersome transfer system, and de
fective government depositary system. To remedy 
these defects the federal reserve system was creat
ed by the law of December 23,1913; and federal 
reserve banks opened their doors for business 
November 16, 1914. Since that date the system 
has developed rapidly under the management of 
administrative boards and under the influence of 
a number. of important amendments to the or
ganic law. It is not our task here to' trace this 
interesting development, but l"ather to answer 
briefly the question: How is the federal reserve 
system as now developed remedying the defects 
of the old' banking system? Let us consider the 
remedy in its relation to the four general defects 
in the order in which they have been discussed. 



CHAPTER VI 

How THE FEDERAL RESERVE SYSTEM IS REMEDY

ING THE OLD EVIL OF THE DECENTRAL

IZATION OF AMERICAN BANKING 

THE federal reserve act does not destroy our 
American system of small independent banks 
with its prestige of over a half century of growth 
and usefulness, and with its great merit of local 
adaptability to the needs of a country of magnifi
cent distances and of widely varying economic 
. activities. The federal reserve law continues these 
thousands of independent banks with all their es
sential functions, but federates them into a unified 
system which is democratic in its organization and 
nationwide in its field of operatibn-a system 
dedicated to public service. 

Federal Reserve Districts 

There are twelve federal reserve banks, each 
of which operates in one of the federal reserve 
districts into which the country is divided. In de
termining the boundaries of these districts the 
authorities were required to have "regard to the 
convenience and customary course of business," 
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to make each district large enough to provide the 
minimum capital of $4,000,000 required by law, 
and to make none so large as to dominate the 
others thereby endangering the federal principle 
which the law sought to establish. A map showing 
the"boundaries of the twelve federal reserve dis
tricts and the location in each district of the fed
eral reserve city, namely, the city in which the 
main office of the federal reserve bank is located, 
is given on the following page/ 

The fact that the number of banks and the 
amount of banking capital in different sections 
of the country vary so widely explains the great 
differenceS in the geographic sizes of the federal 
reserve districts. 

Plan of Organization 

All national banks are required to be members 
of the system, and state banks and trust com-" 
panies (which conform to certain standards as to 
size and character of business) are encouraged to 
join. Comparatively few state institutions joined 
during the first two years of the system, but the 
liberal policies of the federal reserve authorities, 
together with later amendments to the law and a 
feeling during the war period that it was the 

1 The map Is a reproduction of the one published in the Federal 
Reserve Bulletin for April 1926. 
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patriotic duty of state institutions to join the 
system in such a time of national emergency ~ 
mad~ the state institutions more favorably dis
posed toward the system and 1655 state institu
tions were members by the end of July 1922. Since 
then the number has declined to 1434 (March 31, 
1926). The paid up capital and surplus of state 
institutions belonging to the system has increased, 
however, from· 1,123 million, June 30, 1922, to 
1,354 million, December 31, 1925. 

Member banks are required to <subscribe to the 
capital stock of the federal reserve bank in their 
district to an amount equal to six per cent of the 
member bank's capital and surplus. Only one-half 
of this subscription has so far been called, giving 
the federal reserve banks a paid-in capital of 
$122,129,000 on April 28, 1926, but the other 
half may be called at any time by the f(!deral re
serve authorities. 

Provisions for the establishment of federal re
serve branch banks are contained in the federai 
reserve act (section 3). Up to May 1, 1926, twen
ty-three branch' banks had been established. 

There are two noteworthy features of a federal 
reserve bank's plan of organization. They are 
first, its democracy, and second, its recognition of 

. the quasi-public nature of the banking business 
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through its grant to the public of participation 
in the bank's management. 

The administrative control of a federal reserve 
bank is democratic. "One bank, one vote" is the 
rule. Furthermore, in order to prevent the large 
banks from dominating the small ones by reason 
of their gJ:eater prestige and to assure the small 
banks of representation on the board of directors, 
there is 'a device by which· all the member banks 
are divided according to their capital into three 
groups, which, reminiscent of the three bears in 
the Goldylock story, may be called big banks, lit
tle banks, and middle-sized banks. All the member 
banks in a federal reserve district are classified 
into these three groups. Each of the groups was 
originally required to contain approximately the 
same number of banks, but by the amendment of 
September 26, 1918, this requirement was dis
continued. At present the federal. reserve boar4 
has authority to determine the number of banks 
which shall constitute each group, being merely 
subject to the requirement that "each group shall 
consist as nearly as may be of banks of similar 
capitalization." The largest bank in the group of 
little banks is therefore normally smaller than the 
s1;Ilallest one in the group of middle-sized banks, 
and the largest one in the group of middle-sized 
banks is normally smaller than the smallest one in 
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the group of big banks. A week after the above 
amendment was passed the federal reserve boards 
made a reclassification of member banks for the 
twelve districts, which, when taken by totals for 
all districts, placed 515 banks or 6.4 per cent of 
the total number of member banks at that time 
i.e., 8,099 banks ) in group I, the large-bank 
groups; 2,384 banks or 29.4 per cent of the 
total number in group II, the middle-sized-bank 
group; and 5,200 banks or 64.2 per ceilt of the 
total number in group III, the small-sized-bank 
group. After this reclassification of member 
banks was made the capital and surplus of the 
member banks in each group became as follows: 

Amount 
(000,000 

Group omiltted) 
I ............................• $1,577 

II ..•..•..•..•..••...••.••••••. 625 
III .'................ .•..•..... S7~ 

Total .••.......•........•..•..... . $Iil,li74 

Per cent J)f Total 
6l.3 
U.S 
140.4 

100 

On the basis of the one bank one vote principle, 
each..group~elects".two directors, one of whom, 
called a Class A director, is a banker and repre
sents the stock-holding banks, while the other, 
called a Class B director, is a business man or 
farmer and represents the business community. 
To these six directors so elected there are added 
three others known as Class C directors, who are 
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appointed by the central federal reserve authori
ties at 'Vashington to represent the interests of 
the federal government and of the general public. 
One of these Class C directors, who is required to 
be a person of "tested banking experience," is 
designated by the central authorities as Chairman 
of the Board, and is known as federal reserve 
agent. The board thus consists of nine directors, 
who hold office for three years (the term of office 
of one director of each class terminating each 
year), and who are broadly representative of dif
ferent interests among the American public. 

Crowning the arch, of which the twelve federal 
reserve banks constitute the structurai stones, 
and forming its keystone, is the central board at 
Washington, known as the federal reserve board. 
This board consists of eight members, including 
the Secretary of the Treasury and the Comptrol
ler of the Currency, who are ex-officio membe~, 
and six members appointed by the .President of 
the United States with the advice and consent of 
the Senate, who hold office for a period of ~en 
years. The law requires that the President in the 
selection of these six members "shall have a due 
regard to a fair representation of the financial, 
agricultural, industrial and commercial interests, 
and geographical divisions of the country." The 
Secretary of the Treasury is ex-officio chairman 
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of the federal reserve board. The board is assisted 
by a federal advisory council, consisting of twelve 
members appointed respectively by the boards of 
directors of the twelve federal reserve banks: The 
advisory council meets with the federal reserve 
board at least four times each year and oftener if 
called by the board. • 

The appointment by the federal reserve board 
of three of the nine directors (including the chair
man) of each of the federal reserve banks and 
tlhe appointment by each federal reserve bank of· 
a member of the federal advisory council federate 
together the twelve federal reserve banks under 
the federal reserve board and give a common 

, knowledge and a unity of purpose. Conferences 
from time to time of the governors of the twelve 
federal reserve banks and of the federal reserve 
agents of the banks, and occasional conferences 
of the governors and the federal reserve agents 
with the federal reserve board have added much to 
the smooth and unified working of the system. 
In matters of general policy the federal reserve 
board is given large powers and is the directing 
head of the system.! 

sTile board's control is strengthened by its statutory powers: 
(1) "To examine at its discretion the accounts, books and alfairs 
of each federal reserve bank and of each member bank and to 1'0-

quiI-e such statements and reports as it may deem necessary ••• !' 
(:il) "To suspend or remove any officer or director of any federal re-
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Here then is the centralizing machinery which 
has brought order into our banking system, and 
has made possible the development of broad fi
nancial policies which can be carried out with,. 
promptness and continuity. v 

In considering the manner in which the old evil 
of decentralization is being remedied by the fed
eral reserve system, we may now pass from the 
administrative maChinery of centralization to the 
methods by which the old evils of scattered and 
immobile reserves are being eliminated. 

District Centralization of Bank Reserves 

The federal.reserve act as originally passed 
provided for the gradual withdrawal of legal re
serve money from deposit in the banks of reserve 
and central reserve cities. All such deposited legal 
reserves were to be withdrawn by the end of a 
three-year period beginning with the date of the 
inauguration of the federal reserve system. Ac
cordingly, after November 16, 1917, all legal 
reserve money of member banks, the law required 
to be held "in the vaults of the member banks or 
in the federal reserve bank, or in both, at the 

serve hank .••. " (3) "To suspend, for the violation of any of the 
provisions of this act. the operations of any federal reserve bank, 
to take possession thereof, administer the same during the period 
of suspension, and. when deemed advisable, to liquidate or re
organize such bank." (4.) "To exercise general supervision over 
said federal reserve banks." Federal Reserve Act, section 11. 
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option of 1Jhe member bank." In conformity with 
this requirement the percentage of the legal re
serves of member banks kept on deposit in the 
banks of reserve and central reserve cities declined 
very much by the summer of 1917. On .June 21, 
1917, an amendment was passed to the federal 
reserve act requiring every bank, banking associa
tion or trust company belonging to the federal 
reserve system to maintain its entire legal reserve 
in the form of a deposit at the federal reserve 
bank of its district. Thus by about five months the 
time was anticipated when legal reserve money of 
member banks should cease tq be kept on deposit 
in banks other than federal reserve banks. The 
time therefore arrived in the sucrnmner of ~1917 
when commercial banks belonging to the 'f~eral 
reserve system ceased tying up their legal reserve 
money by depositing it in the banks of our money 
market centers there to be loaned out at call. to 
speculators on the s~ock and produce exchanges. 
This divorcing of the legal reserves of over 9,500 
commercial banks from the speculative and capi
tal loans of the stock market-mainly that of 
Wall Street-is one of the big achievements of 
the federal reserve system. The federal reserve 
law, as amended, recognize!! only one, form of 
legal reserve, and that is a member bank's deposit 
in its federal reserve bank. Member banks may 
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keep as mueh or as little cash on hand for till 
money as they wish to. They may keep balances 
in other banks if it suits their convenience to do 
so-all that is their own affair8 for which their 
responsibility is to their stock holders and their 
customers-but their legal reserve, the reserve 
which the Government looks upon as the mini
mum below whieh the public interest demands 
that banks should not go, that reserve must all be 
kept on deposit in federal reserve banks, the na
tion's reservoirs of reserve money. 

For reasons that will soon be made clear the 
concentration of the country's reserve money in 
a few large reservoirs makes possible a much more 
efficient use of each dollar of reserve money than 

. under the old system of scattered reserves, and, as 
a result, legal reserve requirements have been 
greatly reduced since 1913. The percentage re
serves at present required against demand d~
posits and time deposits are as follows:4 

Banks 
Central reserve city banks, 
Reserve city banks, 
Country banks, 

Demand Deposits, Time Deposits, 
i.e., Deposits Pay- i.e., Deposits Pay-

able Within BIble After 80 
SO Days Days Notice 

18 8 
10 8 
'I S 

8 A member bank is prohibited by law from keeping on deposit: 
with any state bank or trust company which is not a member bank 
a sum in excess of 10 per cent of its own paid-up capital and 
surplus. . 

4 Banks located in the outlying districts of a central reserve 
city or a reserve city, or banks located in territory added to such 



FEDERAL RESERVE SYSTEM 89 

On May 5, 1926, the twelve federal reserve banks 
held deposited reserves of member banks to the 
amount of 2,231 million dollars. Reserve money 
collected in a few large reservoirs is quicklyavail
able in large quantities either for export' or for 
domestic use, and the fact that it is readily avail
able in large quantities inspires public confidence 
and lessens the danger of financial panic. When 
the public knows that gold in abundance is avail
able on demand it does not want much of it, except 
to meet the normal demands ctf international 
trade. The federal reserve banks, of course, do not 
keep on hand all the reserve money deposited by 
member hanks. Like other banks, they invest it. 
The law, however, requires them to keep a reserve 
of thirty-five per cent against deposits/ and it is 
their established policy to maintain reserves much 
larger than this normal legal minimum. 

lJlobilization of Reserves 

A corollary to the district centralization of re
serves is their mobilization. Reserve money must 
not only be piped into a few large reservoirs, but 

a city by the extension of its mrporate charter, may, npon the 
aJlirmative vote of five members of the federal reserve hoard, re
duce their legal reserves to the percentages required of country 
banks. In the case of banks lorated in rentral reserve cities the 
reduction may be authorized to the percentage required of country 
banks or merely to that required of reserve city banks . 

• See pages 14.6-154.. 
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these large reservoirs must be piped together, and 
there must be a pumping engine of sufficient 
power to force the reserves promptly and in large 
quantities to any place desired. The federal re
serve system creates just this machinery. It pro-

/'vides numerous devices by which reserve -money 
) can be quickly moved from places of redundancy 
l to pliwes of scarcity. A few of the more import-

ant of these devices will be briefly described here. 
while others will be discussed later in connection 
With the general topics of currency and credit 
elasticity and the transfer system. Let us consider 
first the inter-district mobility of reserve money, 
namely the movability of reserves from one fed
eral reserve district to another; and second, the 
intra-district mobility of reserves, or the mov
ability of reserves within the boundaries of one 
district. 

I ntfJr-District IJlobility 

Broadly speaking there are three ways in which 
the federal reserve law has increased the inter
district mobility of reserve money. They are: (1) 
Rediscounting by one federal reserve bank for 
another. (2) Open market operations of federal 
reserve banks .. (3) Creation of a broader discount 
market for commercial paper. 
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Rediscounting by one Federal Reserve Bank for 
Another 

Under the old banking system, as we_'have seen, 
in time of emergency, each bank held tight its 
own reserves, or, to change the figure, "sat fiqnly 
on the lid." In the controversy for banking re
form, which culminated in the federal reserve act, 
the advocates of a single central bank contended. 
that a system of eight to twelve banks like that 
proposed in the federal reserve bill would per
petuate the old evil by leading to the same sort 
of scramble for reserves, in time of emergency, 
among the different federal reserve banks, that 
had formerly existed among the individual banks 
of the country. Specifically to meet this danger 
a provision was inserted in the act (section 11 (b) ) 
empowering the federal reserve board "to permit. 
or, on the affirmative vote of at least five members 
of the Reserve Board to require Federal reserve 
banks to rediscount the discounted paper of other 
Federal reserve 'banks at rates of interest to be 
fixed by the Federal Reserve Board." This means 
that in case there is an exceptionally heavy de
mand for reserve money in any section of the 
cOlnltry-a demand heavier than the banks of that 
section can reasonably meet--- the reserve ba,nks 
in other sections where money is more plentiful 
will come to the rescue, either voluntarily or under 
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compulsion of the federal reserve board, and will 
rediscount the paper of the reserve bank in the 
section under financial stress. This process, of 
course, will cause a flow of cash from the reserves 
of the former banks to the reserve of the latter, 
thereby easing the· money market in the threat
ened section. 

After the United States entered the war there 
developed a strong tendency for a compensatory 
movement of reserves among the federal reserve 
banks. Reserves of some of the banks frequently 
fall rapidly while those of others are rapidly ris
ing, often with little or no change iiI the reserve 
position of the twelve federal reserve banks as a 
'£hQle~ This compensatory. movement was due 
largely to operations of the government which 
often resulted in heavy withdrawals of funds from 
banks in one section of the country for the making 
of payments in another. Here was a situation that 
made it desirable from time to tillie that one fe(I
eral reserve bank should make advances to anoth
er. At times the federal reserye board has taken 
the initiative in this matter, but apparently the 
banks, in most cases, have willingly complied with 
the board's request. The twelve federal reserve 
banks have so far worked harmoniously, thanks 
largely to the frequent conferences of the gov
ernors and the federal reserve agents with the 
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federal reserve board, so that it seems improbable 
that compulsion by the board will often be neces
sary to require the more favorably situated banks 
to come to the rescue of those less favorably sit
uated, in time of danger. The reserves of the 
twelve reserve banks are so closely piped to
gether, particularly since the formation of the 
gold settlement fuiId (to be described later, pages 
78-80) , that they may reasonably be considered to 
be closely connected tanks of a single reservoir. 

Open-Jlarket Operation~ 

"\Vhile the federal reserve banks are essentially 
bankers' banks, since their stock is owned -ex
clusively by member banks and since their only 
regular domestic customers are banks and the 
federal government, it is none the less true that 
Congress found it necessary to confer upon these 
banks certain limited rights of dealing with the 
outside public. The possession of such rights by 
the federal reserve banks appeared necessary, 
first, as a part of the machinery for conserving the 
American money market and making their dis
count rates effective' and second, as a method of 

• If, for example, & federal reserve bank raises its discount rate 
in order to prevent dangerous loan expansion on the part of member 
banks OIl. to prevent an undue outflow of gold from the country, it 

. may happen that the member banks may not be olOnvinced of the 
need of such precautionary measures, and, not being in need of 
securing funds from the federal reserve bank by way of rediscount, 
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profitably employing their funds in times of easy 
money, when member banks are making few calls 
upon them for rediscount.T The dealings with the 
outside public so authorized are known as "open
market operations," and are provided for in sec
tion 14 of the Act. into the details of this iInpor
tmt section we need not go. For our purposes it 
is sufficient to note that federal reserve banks may 
buy and sell in the open market either at home or 
abroad commercial bills of exchange, bankers' ac
ceptances, certain specified kinds of government 
obligations, Federal Farm Loan bonds, accept
ances, "debentures and other such obligations is
sued by Federal International Credit Bank" or 
by a National Agriculturai Credit Corporation. 
Under this authority a federal reserve bank in one 

may ignore the efforts of the federal reserve bank to cooserve the 
money market. The banks may accordingly continue the policy of 
loan expansion at low Wscount rates. Under such circumstances the 
federal reserve rate would be said to be "ineffective." To meet this 
situation and force the banks "into line" the federal reserve bank 
may go into the open market and sell bank aueptances, commercial 
bills, municipal warrants and government bonds, and. by withdraw
ing from the market the funds received In payment therefor, may 
tighten the market, and force up the discount rate thereby bringing 
the market rate Into harmony with the federal reserve rate. 

T In the early days of the federal reserve system when the 
member banks were making very little call upon the federal re
serve banks far rediseounts or other advances. the federal reserve 
banks invested substantial sums In municipal warrants and banlr 
aueptances In the open market, and by that means covered a 
large part of their running expenses. 
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section of the country may buy and sell eligible 
paper in any other section of the country. Such 
dealings, of course, tend to cause a flow of reserve 
money from the district of the buyer to that of 
the seller. If the San Francisco federal reserve 
bank, for example, buys $1,000,000 worth of trade 
acceptances, bank acceptances and municipal 
warrants in the open market in N ew York, its 
settlement check to whomever paid is likely to be 
deposited in aNew York bank, and for that bank 
to be collected by the New York federal reserve 
bank from the San Francisco federal reserve 
bank. Unless offset by payments in the other di
rection, the payment by San Francisco will nec
essitate a transfer of reserve money, presumably 
through the "gold settlement fund,"s from San 
Francisco to New York. If the New York bank, 
in which the million dollar check was originally 
deposited, leaves the proceeds on deposit with the 
N ew York federal reserve bank, federal reserve 
bank "reserve money" will be transferred from 
the bank in San Francisco to the bank in New 
York. In this manner open market operationS 
transfer reserve money from places of redund
ancy to places of scarcity, and tend to maintain a 
national equiliBrium in our money rates. 

8 The gold settlement is described on pages 78-80. 



46 THE ABC OF THE 

Creation of a Broader Discount Market for 
Commercial Paper 

The third method by which the federal reserve 
system is rendering more mobile our reserve mon
ey is through the creation of a broader discount 
market for commercial paper. As we have already 
seen, under the old banking system the great bulk 
of American commercial paper was essentially 
local paper with little or no market outside of the 
community in which it was created. The federal 
reserve system has' provided the machinery by 
which high grade commercial paper can be redis
counted throughout the United States, and, in 
this connection, has sought to encourage in the 
United States the use of trade acceptances and 

• bank acceptances-credit devices widely used in 
Europe. 

When the seller of merchandise draws a trade 
bill upon the buyer at, say, 60 days sight for the 
amount of the bill,' and the buyer writes across 
its face "accepted" and signs his name with the 
date of acceptance, a credit inst~ent is created. 
which 'has very pronounced advantages over the 
open-book account, from the standpoint of the 
seller, the buyer and the bank. The seller has a 
definite acceptance of the goods which the buyer 
cannot question in the future without very good 
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reason; he bas a promise from the buyer to pay at 
a definite date; and he has the buyer's obligation 
expressed in the form of a negotiable instrument 
which is highly liquid. The buyer of the me:rcban
dise who accepts the bill places his credit standing 
at a 'higher level than it would be if he bought on 
open-book account. His improved credit should 
enable him to buy on better terms. Having his 
accounts thus given definite maturities be is less 
likely to be tempted to overbuy than he would be 
under the loose open-book account -IIlethod. The 
buyer is also a seller, and if he uses trade accept
ances in connection with his purehases he is in a 
stronger position to demand them in connection 
with his sales. From the banker's point of view' the 
trade acceptance is an ideal form of commercial 
paper. It bears two names, usually carries with it 
evidence that it represents a self-liquidating com
mercial transaction and is not an accoIllIIlOOation 
loan, it is almost certain to be paid at maturity and 
not to seek renewal, is not subject to the provision 
of the national banking law which prohibits a na
tional bank from loaning to one customer an 
amount in excess of ten per cent of the bank's 
capital and surplus (Revised statutes, section 
5200) , and it is very easy to turn into cash before 
maturity either by sale in the open market or by 
rediscount at a federal reserve bank. The trade 
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acceptance is therefore incomparably more liquid 
than the open-book account, and, other things 
equal, is more liquid than one-name paper. 

Even more liquid than the trade acceptance, 
because the acceptor is usually of more widely 
recognized financi31 standing,· is the domestic 
bank acceptance authorized by the federal re
serve law.o The bank acceptance is similar to the 
trade acceptance. It differs from it, however, in 
the fact that the seller of the merchandise draws 
his bill not upon the buyer but upon the buyer's 
bank, which accepts the bill for the buyer whose 
financial standing is known to the bank and who· 
has arranged with the bank in advance to lend 
him its credit in this way. The seller of the mer
chandise having received an acceptance of the bill 
from the buyer's bank may discount the bill at his 
own bank or sell it in the open market if he does 
not wish to hold it until maturity. The type Qf 
domestic bank acceptance made eligible for re~ 
discount at federal reserve banks covers bills hav
ing not more than 90 days, exclusive of days of 
grace, to run which grow out of transactions in
volving the domestic shipment of goods, provided 
that documents conveying or securing title are 
attached at the time of acceptance; and it covers 

° The statutory provisions concerning bank acceptances will be 
found in section 13, paragraph 5 of the federal reserve act. 
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bills not exceeding the above-mentioned maturity 
which are secured at the time of acceptance by a 
warehouse receipt or other such document convey
ing or securing title covering readily marketable 
staples. 

Inasmuch as bank acceptances and high grade 
trade acceptances have a wide market, their in
creasing use is causing more and ~ore paper to 
flow away from the banks in sections of the coun
try where the discount rate is relatively high to be 
discounted in the banks of those sections where. 
the rate is relatively low. Such a flow of com
mercial paper from the dear markets to the cheap 
ones, obviously causes a counter-flow of bank re
serves from the cheap markets to the dear ones 
and thereby tends to reestablish an equilibrium in 
discount rates. Of course, this flow is not an ab
solutely free one and perfect equilibrium is never 
obtained. The point is, however, that the widening 
marketability of our commercial paper under the 
federal reserve system is making this flow of 
reserve money much less sluggish than it was 
formerly. 

At the present writing, May 15, 1926, the dis
count rate at all twelve federal reserve banks is 
uniformly four per cent for all kinds of discount
able paper. This is great progress from the situa
. tion in the early days of the federal reserve system 
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when the rates often differed widely among the 
twelve federal reserve banks and when several 
different rates for different classes of paper often 
prevailed in the same bank. 

Intra-District lIobility of Reserves 

Tlhe forces, whiclI act for the increasing mo
bility 'Of reserve money within the boundaries of 
a federal reserve district, are essentially the same 
as those just explained for that between districts. 
Obviously paper of wide acceptability flows from 
place to place within a district more freely than 
paper whose merits are less widely recognized; 
and, within a district as between districts, the 
widely marketable paper flows from the places 
where discount rates are high and bank funds are 
scarce to the places where the rates are low and 
funds are more plentiful. Furthermore, the bank 
reserves of the district which have been piped to 
the one reservoir, namely, the- federal reserve 
bank, can be readily pumped to the banks of any 
section where funds are in heavy demand. If 
banks throughout the district were rediscounting 
in moderate sums with the federal reserve bank, 
and if a sudden emergency s'hould cause an ex
ceptionally heavy demand .for funds in any sec
tiim, the federal reserve bank could raise its rate 
of discount, thereby reducing the rediscount de-
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mands of the banks less urgently in -need of 
funds, and could then turn larger am'Ounts into 
the section where the demand was heaviest. Ad
ditional funds could be secured by the federal 
reserve bank within the district (as well as out
side) by the sale in the open market of securities 
held in its "secondary reserve." 

In the illustrations so far given we have as
sumed a :fixed amount of banking funds, and have 
shown how these funds can be readily mobilized 
under the federal reserve system and concentrated 
at the points where they are most needed. The 
problem of meeting unusual calls for banking 
funds is, however, an easier one under the federal 
reserve system than the above discussion implies. 
The reason is that under the new system there 
-exist in addition certain elastic elements in our 
supply of bank funds. These will be considered 
in the next chapter. 



CHAPTER VII 

CREDIT ELASTICITY UNDER THE FEDERAL 

REsERVE SYSTEM 

BOTH bank-note currency and deposit or check 
currency are more elastic under the new system 
than Under the old. 

Bond-Secured Bank Notes 

In order to prevent the alleged danger of an 
undue contraction of the currency and to protect 
from loss the banks owning. the two per cent 
bonds, which were largely pledged with the Gov
ernment as security for national bank-note circu
lation and which by reason of the circulation 
privilege had a value far above their investment 
value, the Government decided not to withdraw 
from circulation at once the old bond-secured 
bank notes. The federal reserve law accordingly 
continued the circuIation of these notes, but con
tained provisions looking toward their gradual 
retirement. From the time of the enactment of the 
federal reserve act (December 23, 1913), how
ever, to April 1, 1926, the national bank notes in 
circulation have actually decreased from 726 mil
lion dollars representing about 21 per cent of our 
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total monetary circulation to 646 million dollars, 
representing about 13 per cent. To this sum there 
should be added, to be accurate, 5.7 million dol
lars of so-called federal reserve bank notes which 
are merely bank notes of the old type that were 
issued by the federal reserve banks instead of by 
the national banks. They were originally secured 
by a specific deposit, with the United States 
treasurer, of bonds or of certain short-time obliga
tions of the United States. Up to the early fall of 
1918 these federal reserve bank notes were of 
comparatively little consequence, but with the 
gradual substitution of them, for silver certifi
cates and silver dollars in circulation, after that 
time, under the provisions of the· Pittman act of 
April 23, 1918, they assumed increasing import
ance, reaching a maximum net circulation of 261 
million dollars in December 1919. Their retire
ment from circulation has been in process since 
l\Iay 1920 when the government began to repur
chase silver under the Pittman act and to replace 
federal reserve bank notes in circulation by silver 
certificates. All of the less than 6 million dollars 
of these notes now in circulation are secured by 
"lawful money;' so that they are practically re
tired. 
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Federal Reserve Notes 

The notes upon which the federal reserve sys
templaces its sole reliance for bank-note elasticity 
are the so-called federal reserve notes. These 
notes, which are obligations of tlle United States 
Government and are a "first and paramount lien 
on all the assets" of the issuing federal reserve 
banks, including the double liability of member 
banks on their subscriptions to federal reserve 
bank stock, have back of them, specifically pledged 
with the federal reserve agents, to the amount of 
at least 100 per cent certain forms of high grade 
collateral. This collateral may consist of: (1) 
Paper endorsed by member banks and drawn for 
strictly commercial, industrial or agricultural 
purposes, or for the purpose of carrying or trad
ing in sec.urities of the United States Government, 
in other words, paper of the type hereafter de
scribed1whichiseligible for-rediscount at a federal 
reserve bank. (2) Bills of exchange endorsed by 
a member bank and bankers' acceptances bought 
by the federal reserve bank in the open market. 
(3) Gold and gold certificates. 

Except under special circumstances, to pe con
sidered later/ a gold reserve of not less than 40 
per cent must be kept by each federal reserve bank 

1 Pages 63-6S. 
2 Pages 00-63. 
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against its outstanding federal reserve notes. Gold 
specifically pledged with the federal reserve agent 
as collateral for the notes may be counted in mak
ing up this 40 per cent reserve, as may also gold 
kept in the redemption fund with the treasurer of 
the United States at 'Vashington for the redemp
tion of the noies. 

Elasticity of Federal Reserve Notes 

As regards the matter of elasticity, these note~ 
have in a high degree the quality of expansibilitr, 
namely, of having their circulation easily in
creased in times of need. If member banks in a 
given section of the country need an increased 
supply of currency to meet local demands, they 
may rediscount eligible paper with their federal 
reserve bank and take the proceeds of the redis
counts in federal reserve notes, which pass readily 
as hand-to-hand money a~d are satisfactory till 
money for the banks. The federal reserve bank, 
if its supply of notes is inadequate, secures, on
application to the federal reserve agent, addi
tional notes by depositing with the agent the re
discounted paper or other eligible paper in its 
portfolio. This process may continue as long as 
the fe~eral reserve bank has paper available for 



56 THE_A B C OF THE 

deposit with the federal reserve agent and its gold 
reserve does not fall below the normal legal mini
mum of 40 per cent. In case of great emergency, 
however, the federal reserve board may permit a 
reduction of the note reserve below 40 per cent, 
provided it imposes a graduated tax upon the 
amount of the deficiency-a tax which must be 
added to the rates of interest and discount fixed 
by the federal reserve board. Furthermore, to 
meet extreme emergencies the board is authorized 
"to suspend for a period not exceeding thirty 
days, and from time to time to renew such suspen
sion for periods not exceeding fifteen days any 
reserve requirement" specified by the Act. It is 
thus seen that the federal reserve notes have ample 
power of expansion in time of emergency and that 
there no longer exists a stone-wall limit beyond 
which expansion cannot go and go promptly. 
There is no fixed limit, but after the gold reserve 
ratio has declined below 40 per cent further ex
pansion of note circulation can be secured only at 
an increasing expense to those wishing the notes. 

The notes issued to the twelve federal reserve 
banks amounted to 1,990 million dollars on March 
17,1926. Back ()f these ~tes there was held by the 
twelve federal reserve agents the following col
lateral: 
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Millions 
(1) Gold and gold certificates ...... $311 
(2) G<>ld in redemption fund at 

Washington ................. 102 
(3) Gold settlement fund-federal 

reserve board ................ 1,019 
(4) Eligible paper, (representing 

$147 millions' above the minimum 
required by law) ............. 705 

Total ...............•.. $2,137 . 

The figures show therefore that 67 per cent of the 
federal reserve notes outstanding, or 72 per cent 
of the notes in actual circulation, were backed 
dollar for dollar by gold as collateral. 

For the purpose of contracting the circulation 
of federal reserve notes when the business de
mands for currency decline, the machinery is as 
follows. When the demand for notes in the pock
ets of the people and the tills of merchants taIls 
off, as it does, say, after the harvesting season in 
t1le 'autumn, the surplus notes are deposited by the 
public in the banks. Inasmuch as national banks 
cannot count these notes in their . vaults as legal 
reserve money. they tend to send to their federal 
reserve banks for deposit any notes they receive 
in excess of the amount needed for till money. 
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Transportation charges on such shipments of 
notes are paid by the federal reserve bank. Notes 
which were issued by the federal reserve bank of 
the district may thus be witb;drawn from circula
tion. Notes so received which were issued by other 
federal reserve banks are se!).t ba1k to the issuing. 
banks. On this subject the law says: "Whenever 
federal reserve notes issued through one federn1 
reserve bank shall be rec~ived by anoiher federal 
reserve bank, they shall be promptly returned for 
credit or redemption to the federal reserve bank 
through which they were originally issued or, 
upon direction of such federal reserve bank, they 
shall be forwarded direct to the Treasurer of the 
United States, to be retired. N o federal reserve 
bank shall payout notes issued through another 
wider penalty of a tax of ten per centum upon 
the face value of notes so paid out" (Section 16). 
This requirement that federal reserve banks shall 
send back promptly the notes .of other federal. 
reserve banks will obviously increase in its effec
tiveness as a means of currency contraction with 
the increase in the number of branches of federal 
reserve banks e~tablished throughout the country. 

\ -Another device calculated to encourage the re
tirement from circulation of bank notes whenever 
they become redundant is the provision of the law ,. 
authorizing the federal reserve board to charge 
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such a rate of interest as it may deem desirable on 
federal reserve notes Uncovered by gOld or gold 
certificates issued to federal reserve banks. Up to 
the present time such an interest charge has never 
been imposed. # 

The fact that Tederalreserve notes are not legal 
_tender is believed by some to exercise an influence 
in the direction of causing their retirement when 
they become redundant. In "view of the fact, b~w
ever, that the question of legal tender is rarely 
raised in connection with money which is not de
preciated. it is doubtful if the lack of legal tender 
adds anything to the "homing quality" of the 
notes. 

Elasticity of Deposit CUfTency 
Elasticity of deposit currency, although it has 

not received the attention in our economic litera": 
ture received by elasticity of bank-note currency, 
is of greater importance because the amount of 
business done by means of deposit currency is 
many times . larger than that done by means eyf 

bank notes. Prior to the establishment of the fed
eral reserve system, as we have seen: our deposit 
currency. although not as inelasyc as our bank
note currency, was none the less deficient ill the 
quality of elasticity. How has the federal reserve 
system remedied this defect? • 

I See page il'1. 
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It has been seen how by increasing the mobility 
of bank reserves, the federal reserve . system has 
enabled bank funds in the form of deposit credits 
to flow quickly to any ~ection of the country ~here 
bank funds are mucl~ needed. This mobility of 
funds is often spoken of as deposit-currency elas
ticity. In the present discussion, however, we are 
using the word elasticity in its stricter sense of 
"expansibility and contractility," and do not in
clude in the term mere mobility of funds, namely, 
their capacity to move quickly and with little 

. friction from one place to another. 
The federal reserve system increases the elas

ticity of our deposit currency in a number of ways. 
In the first place, it has removed the rigid legal 
reserve requirements of our former national bank
ing system and h~s put in their place mu~h less 
rigid ones. The only legal reserves now required 
of national banks are the deposited reserves in 
the federal reserve bank. For till money banks are. 
p~;mitted to hold in their own vaults as much or 
as little money as they individually need, and the 
kinds of money they desire. 

Federal reserve banks in turn are required to 
keep against deposits a legal reserve· of lawful 
money equivalent to 35 per ·cent. Unlike member 
banks, however, the federal reserve banks are not 
strongly pressed bY'competition Ifnd by the desire 
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for profits to take up all the slack and reduce_ 
their reserves in ordinary times to this normal 
legal minimum. There,has been no evidence that 
federal' reserve banks will keep their credit ex
tended to the legallimit~ as individual banks have 
so widely done in the past. Despite the urgent 
need of funds ,brought about by after-~ar con
ditions, our federal reserve banks have adopted 
the poli~yof maintaining reserves well above the 
!egal minimum. They have little profiteering mo~ 
tive to reduce their reserves to a dangerously low 
figure, ,because all the profits of federal reserve 

. banks above a six per cent cumulative dividend 
to the' stock owned by member banks go to the 
GoveInIIlent/ Fortunately there has appeared no 
eVidence of competition among the federal reserve 
banks to see which can show the largest profits. 
Under the leadership of the federal reserve board, 
the great emphasis has been o.!!.,compe~i~ioI!.J9r 

6The law (as amended March S, 1919) provides that after the 6 
per cent cumulative dividend claims have been met, the net earnings 
of each bank shall be paid to the United States as a franchise tax; 
except that the whole of such net earnings shall be paid into a sur
plus fund until the surplus shall amount to 100 per cent of the 
subscribed capital stock. After this 100 per cent surplus is accumu
lated, 10 per cent of the net earnings, above 6 per cent dividend 
charges is to be added annually to the surplus. Upon the liquida
tion of a federal reserve bank or the withdrawal of a member bank 
none of this surplus goes to the member banks. Ultimately it all 
goes to the Government. 

Although the federal reserve banks are administered with the 
primary object of pulllic semce rather than profit, they have none 
the less realized good profits on the capital invested. ' 
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public !!emce. The result is "that the federal re
serve banks have been conserving their strength 
for times of emergency. Under such circum
stances the federal reserve banks should have sub-

. stantial powers of credit expaI!Sion to call upon 
. in times of emergency, before their reserve posi
tion is forced down to anything like the 35 per 
cent legal limit. 

This limit itself, however, is not a rigid one. It 
may be passed in times of extreme emergency, 
although only by paying a price. The federal 
reserve law provides, as we have previously noted, 
that the federal reserve board may "suspend for a 
period not exceeding thirty days, and from time 
to time ••• renew such suspension for periods 
not exceeding fifteen days, any reserve require
ment specified in this act: provided, that it shall 
establish a graduated tax upon the amounts by 
which the reserve requirements" against deposits 
are permitted to fall below the level of 35 per cent 
(Section II). Inasmuch as this tax would pre
sumably be added to the rate of discount charged 
by the reserve bank, there would be an increas
ingly heavy charge upon loans made when the 
reserve was below the normal legal· minimum. 
None the less, such loans could be made without 
limit to those who could give the security and 
would pay the price. • 
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The most important device of the federal re
serve system for securing elasticity of deposit CUl'

rency, as well as of bank-note currency,' is found 
in the machinery enabling member banks to bor-' 
row funas of theiJ: federal reserve bank. Funds so 
borrowed, when left on deposit with the federal .. 
reserve bank, serve as legal reserve money for the 
member banks. The making of such loans to mem
ber banks is one of the chief functions of federal 
reserve banks. Broadly speaking the loans are of 
two kinds, rediscounts, and . loans on collateral. 
Let us consider briefly each of these types of 
loans. .' 

Rediscount 

Federal reserve banks always stand ready to 
rediscount in time of need eligible paper for mem
ber banks and for federal intermediate credit 
banks. 

For the purpose of keeping the assets of fed-

• A member bank, say a country bank, whose reserve is in danger 
of running below 'I per cent of demand deposits, and 3 per cent 
of time deposits, required by law, or which is in need of more cash 
for till money, may take, say $10,000 of its eligible commercial 
paper to its federal re!;erve bank and have it rediscounted for, say, 
60 daya at 634 per cent. The proceeds would be $9,HS, which at 
'I per cent would represent a legal reserve sufficient for $161,'116 of 
demand deposits, and would therefore greatly increase the bank's 
lending power. Any part of the proceeds of the rediscount in ex
cess of that needed to maintain the bank's 'I per cent legal reserve 
with the federal reserve bank could be checked against and taken 
in cash, presumably ia federal reserve notes, for the bank's till 
money. 
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eral reserve banks liquid, the law and the p.dmin
istrative regulations of the federal reserve author
ities place rigid limitations upon the kinds of 
p!:tper eligible for rediscount., These limitations 

,have reference both to the length of time the 
paper is to run, and to the purpose for which it is 
issued. As to time, notes rediscounted must have a 
maturity at the time of rediscount of not more 
tha~ ~O days (exclusive of days of grace); except 
that bills and notes drawn for agricultural pur
poses or based on live stock with maturities up to 
six months exclusive of days of grace may be re
discounted and a limited amount of such paper is 
rediscountable with maturities of from six months 
to nine months. As to the purpose for whiC'h the 
bills are issued, the law limits rediscounts to two 
classes of paper. They are: (l)N otes, drafts ,and 
bills of exchange bearing the endorsement of a 
member bank or of a federal intermediate credit 
barikand "arising out of actual commercial trans
actions," that is, issued or drawn "for agricultural, 
industrial, or commercial purposes, or the pro
ceeds of which have been used, or are' to be used 
for such purposes"; and (2) Notes, drafts and 
bills of exchange 1>earing the endorsement" of a 
member bank 'and issued or drawn for the purpose 
of carrying or trading in "bonds and notes of the 
Government of the United States." Except fo~ 
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United States Government securities, the law 
specifically prohibits the rediscounting by federa},: . 
reserve banks of paper issued or drawn "for the 
purpose of carrying or trading in stocks, bonds, or 
other investment securities." . 

CoUateral Loans 

The second type of loan is the discount of col
lateral notes of member banks. These notes must 
be for periods not exceeding fifteen days, and the 
only permissible collateral is "such notes, drafts, 
bills of exchange, or bankers' acceptances as are 
eligible for rediscount or for pur<fuase by federal 
reserve banks," and bonds or notes of the United 
States Government. There was no provision in 
the original act for collateral loans, but experi
ence soon showed that member banks frequently 
wished to secure from federal reserve banks ad
vances for brief periods, so brief that they were 
reluctant to rediscount customers' paper for the 
purpose. To meet the difficulty an amendment 
to the federal reserve act was passed September 
7, 1916, authorizing these short-time collateral 
loans. The authority to make such loans proved 
to be particularly useful in connection with the 
financing by the banks of Liberty bond and certi
ficate of indebtedness purchases either for them
selves or for their customers-purchases which 
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were likely to involve heavy drain upon the banks 
.,dor very brief periods. During the years 1917, 

1918, 1919, and 1920 these collateral loans consti- " 
tuted by far the most important form of advance.' 
made by federal reserve banks to member banks.; 
The great bulk of them were secured by lJ.nited 
States certificates of indebtedness and Liberty 
bonds. Since the summer of 1920, however, there 
has been a great decline in the amounts of short
time loans collateralled by the pU'blic debt which 
are held by federal reserve banks. 

Contraction of Circulating Credit 

So far we have been speaking of the elasticity 
of deposit currency under the new banking sys
tem in the direction of expansion in times of in
creasing currency demand. The contraction of 
deposit currency, as soon as the need for it falls 
off, is brought about by the pressure of high dis
count rates, to which the pressure' of the gradu~ , 
ated tax is added. This double pressure encour
ages borrowers to pay' off their loans. This fact, 
and the increasing restrictions which federal re
serve banks place upon rediscounts as money 
market conditions become easier, tend to contract 
the circulation of deposit currency and restore the 
reserves to a normal condition. In this respect a 
great public responsibility rests upon the fed-
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eral reserve authorities to conserve the banking 
strength of the country in times of easy money,=-
so that it can be called upon in times of emergency. 

There is no question but that the federal re
serve system has added greatly to the elasticity of ' 
both our deposit currency and our bank-note 
currency. 



CHAPTER VIII 

DOMESTIC AND FOREIGN EXCHANGE UNDER THE 

FEDERAL· REsERVE SYSTEM 

WE may now pass to the consideration of how the 
federal reserve system is meeting the difficulties 
of the old banking regime as regards domestic and 
foreign exchange. Domestic exchange will be con
sidered first. 

Domestic Exchange 
Under the old regime the collection and clear

ing of out-of-town checks fOf country banks was 
handled largely by the banks in reserve and cen
tral reserve cities, which were· the depositories 
of the legal reserves of the country banks. The 
service of collecting these out-of-town checks was 
rendered to the country bank as a partial compen
sation for the use of its reserve deposits at a low 
rate of interest, and as a lure to secure other busi
ness from the country bank, competition having 
been keen among large banks in money market 
centers for the accoUnts of out-of-town banks. 
When Congress deci~erl:, t!Ie~~fore~ that the ,sys
te.m of pyrl:!lIli~ng th,e legal reserVes of national 
banks by permitting them to be deposited to a 
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large extent in other national " banks was a bad 
one and should be done away with, it 'was natur
ally foreed to provide a machinery to take the 
place of the reserve and central reserve city cor
respondent banks for the work of collecting out
of-town checks. If the country bank was no longer 
to be permitted to count a deposit with its city 
correspondent as legal reserve money., but was to 
be compelled to maintain its entire legal reserve 
on deposit with its federal reserve bank, it would 
naturally withdraw or at least greatly reduce its 
deposit balance with its correspondent banks. But 
under such circumstances who would collect its 
out-of-town checks and otherwise serve it in con
nection with out-of-town business? The city bank, 
no longer holding the country bank's reserve de
posits, would no longer be disposed to perform 
without charge these services for. the country 
bank; and further, having ceasc::d to be the coun
try bank's reserve agent, the city bank would be 
very likely to compete for some of the country 
bank's most attractive business. Obviously if the 
new federal reserve banks were to displace city 
.correspondent banks as the holders of the country 
banks' deposited reserves ... they should' also per
'form for the courttry banks the service of collect-
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ing or clearing their out-of-town checks.1 To this 
end the federal reserve act provides that the fed
eral reserve ·board "mal: at its discr~tion exerci~e 
the functions of a clearing house for . . • federal 
r~serve banks, or m~y designate a federal reserve 
bank to-exercise sucl;l functions, and may also re
quire each such bank to exercise the functions of a 
clearing house for its member banks" (Section 
16). The same section of the law also requires 
federal reserve banks to "teceive on deposit at par 
~!:~IIl member banks or from federal reserve banks 
~he(!ks and drafts .drawn upon any of its depos
gor~,. and when remitted by a federal reserve 
bank, checks and drafts drawn by any depositor 
in any other federal reserve bank or member bank 
upon funds to the credit of said depositor in said 
reserve bank or member bank." , 

Member banks are permitted to make reason
able collection and exchange charges, to cover the 
expenses involved in the collection and remit
tance of funds. These charges, however, are sub
ject to the regulation of the federal reserve board, 
and may not in any case exceed 10 cents per 

1 Dr. H. Parker Willis, formerly Secretary of the Federal Re
serve Board, states conci'sely the distinction between'collecting and 
clearing checks, as follows: CIA check is said to be collected when 
it Is sent home to the bank on which it is drawn, and arrangment 
is made to remit the proceeds; it is said to be cleared when the bank 
receiving it offsets it against checks in favor of the institution by 
which it is to be paid, and then collects or remits only the balance, 
if any." The Federal ReB6",6 System, page m. 
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two or fraction thereof, based on the total of 
checks and drafts presented at anyone time. The 
law' specifically provides that no such collection 
or exehange charges "shall be made against the 
federal reserve banks." 

The problem of establishing a satisfactory 
clearing and collection system was looked upon 
as perhaps the most difficult and complicated one 
confronting the federal reserve authorities in the 
early days of the new systein., At first they moved 
slowly and allowed 'the different reserve banks a 
wide discretion in the matter of arrangements for 
the clearing and collection of checks. Moreover, 
in most districts the utilizatio~ of the clearing and 

_colle<#o!1 __ System, J~sta:blished by the federal re
serve banks was optional with member banks. 
SOUle joined the system and many did not. It 
early became evident that to be really effective a 
clearing and collection system needed to be ap
proximately uniform in its workings throughout 
the country and to embrace the largest possIble 
number of banks; a system in which a moderate 
num}}e!._of_banks utilized the feci~rai-reserve 
clearing and collection system and a large number 
handled their checks in the old way was unsatis
fictory. It meant a wasteful duplication of rna" 
chinery analogous to that which exists when a 
city has two separate telephone services. After 
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nearly two years of experimentation, therefore, 
the federal reserve board promulgated a clearing 
and collection system, which was p~t into opera
tion .July 5, 1916, in all federal reserve districts...".... 
a system whose privileges, under certain limita
tions, were extended by an ~mendatory act of 
.June 21, 1917, to qualifying banks whic~ are not 

-regular members of the federal reserve system. 

Present Clearing and Collection System 

Briefly summarized the main features of the 
new plan are as follows: 
- Each fede~al reserve bank exercises the func
tions of a clearing house in its district for mem
ber banks and for qualified non-member banks, 
known -as "clearing member banks." From such 
banks in its district the federal reserve bank will 
~~ive at par "checks drawn on all member 
and -clearing :memberbanks and on all other 
non-member banks, which agree to remit at par 
through the federal reserve bank of their dis
trict." Clearing and collection services for mem
ber and clearing member banks and for other 
federal reserve banks .are also renderc;!d by each 
federal reserve bank in the case_pi. checks received 
~rom outside the district, which are drawn upon 
member and clearing member banks of the district 
and upon all non-member banks of the district, 
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whose checks can be collected at par by the federal 
reserve bank. These two provisions make the field 
of the par clearing and collection system coexten
sive with the United States and provide a ma
c4inery for the handling of checks received from 
practically all important points witho1,lt. the dis
trict as well as from within the district. All 
banks belonging to the clearing system are re
quired to pay without deduction checks drawn up
on themselves when presented by a federal reserve 
bank. At the end of 1925, there were on the par 
list of the federal reserve clearing system 9,489 
member banks and 14,643 non-member banks,r to
gether representing 86 per cent of the incorpo
rated banlts of the country in number, exclUSIve 
of mutual savings 'banks, 'but including almost all 
the commercial banking power of the 'country, 
since the commercia! banks remaining outside the 
system are for the most part small ones. About 
two-thirds of the 3,970 incorporated cOIIl1Jlereial 
banks which are still refusing to remit at par to 
the federal reserve bank for checks drawn upon' 
them are situated in the federal reserve districts of 
Atlanta, Minneapolis and Richmond. There are 
no such banks in the Boston, New York or Phila
delphia district. During the year 1925 the twelve 

I Annual Report of the Federal Reserve Board for the year 1~6. 
page 31. 
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federal reserve banks handled in their clearing op
erations a total of 779 million items, and the vol
ume of checks cleared through the reserve system 
aggregated more than 250 billion dollars. Com
menting on these figures the federal reserve board 
in its annual report for 1925 said: 

". . . since the bulk of these checks were depos
itedby member banks this indicates that the mem
bers' balances with the reserve banks, which are 
about $2,200,000,000, in order t~ take care of 
this volume of clearings, would have to be turned 
over on the average about twice a week. In the 
ordinary course of their transaCtions from day 
to day member banks .constantly make deposits 
to ,be credited to their reserve accounts and make 
payments to be cleared against these accounts. 
It is far from t!ue, therefore, that member 
banks' reserve balances with the reserve banks, on 
which no interest is paid, are idle ~ssets availabl~ 
for no purpose other than to meet legal require
ments. On the contrary, in addition to their use 
as reserves, member bank balances are available 
as clearing accounts through which member banks 
can make continuous settlements with other banks 
in the most expeditious and econorillcal man
ner.'" 

8 Annual Report of the Federal ReServe Board for the year 
1005, page fl3. 
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The old evil previously described (pages 19-23) 
of carrying the ":£loat" as a part of a bank's legal 
reserve is eliminated by a provision to the effect 
that. although checks received by the federal re
serve bank will be immediately credited (subject 
to final payment) to the bank sending them, the 
proceeds thereof will not be counted as part of the 
legal reserve, nor become available to meet checks 
drawn against them ~ntil a sufficient time has 
elapsed to allow for their actual collection. If the 
bank sending in checks is not to be permitted to 
draw against the credit which they create until a 
sufficient time has elapsed. for their collection~ 
ob~iously the checks should not be charged by the 
federal reserve bank against the reserve account 
of the bank upon which they are drawn until suffi
cient time has elapsed "for the checks to have 
reached the member bank and for returns in due 
course to have reached the federal reserve ·banks."· 
This is the rule now in force. 

If a bank's deposit at the federal reserve bank 
is insufficient to cover its legal reserve requir~ment 
and in addition to meet an adverse balance, which 
arises against it <Jut of clearing operations, it is 
authorized to ship currency or spe<;ie from its own 
. vaults at the expense of its f~deral reserve bank in 

• See Third Annual Report of Federal Reserve Board, 1916, 
pages 9-1i. . 
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order to cover the deficiency. In case of a deficieI).t 
balance at the federal reserve bank, the member 
~ank, of course~ also has the privilege of'mak;. 
ing good the deficiency by rediscounting eligible 
paper or by <liscountirig with the federal, reserve 
bank its own fifte~n-day notes secured by eligible 
.collateral., If a ~inber bank, despite these facili
ties for mairitaining its legal minimum reserve, 

-permits its reserve at thefederl,l.l reserve bank to 
fall below this minimmn~ the federal reserve board 
imposes as a basic penalty a charge on the amount 
of the deficiency of two 'per cent per annum above 
the 90-day discount· rate of the federal reserve . . 
bank of the district. Progressively heavier penal-
ties may be imposed for subsequent deficiencies 
in the reserve of the same member bank. ' 

In handling items for member and clearing 
member banks, a federal reserve bank acts as 
agent only. 

Under the federal reserve clearing and collec
tion system checks are sent to federal reserve 
banks and to member and clearing member "banks 
by the most direct routes, and the number of par 
collection points in the United States is made al
most equal to the number of places of any consid
erable size where coinmercial banks are located. 
The result is that the new system is rapidly doing 
away with the old evil of routing checks. 
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The cost of ,collecting and clearing Checks for -
member and clearing member banks is borne by 
the federal reserve banks. For 'some time service 
charges of so much per item wer~ imposed. But 
these charges, so far as they relate to cash items, 
were discontinued by an. order of the federal re
serve board effective .June 15, 1918.5 

Banks which formerly chal1ged their customers 
excessive,rates for collection are being forced by 
competition or by the federal reserve board's regn-

o lations to reduce their <:harges, wlriIe an increasing 
number of b~nks appear to be giving up-aJl.c.Qll~
tion charges on- d.emanditemS. They may, as a 
compensation, requIre customers to carry larger 
balances, or they may :find 'l!he expense a produc
tive one as an item of a4~_Jj;jsing. 

The collection service ~ow covers items ot~el 
than checks such as promIssory notes,trade bllls,j 
t~e drafts, coupons, acceptances and the like, ani 
obvious need if the federal reserve banks are to 
serve member banks as adequate substitutes for 
the member banks' former reserve agents. Such 
items, when payable at places where' the federal 
reserve banks haye satisfactory arrangements for 
collecting checks through banks, are collected by 
federal reserve banks for member banks without 
any charge other 'than any exchange charge that 

5 See Federal Reserve Bulletin, May I, 191", pages Sll-37i. 
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may be made by the collecting bank. Upon items 
returned unpaid, however, there is imposed a 
charge of 15 cents, with the object of preventing 
the clogging of the federal reserve collection sys
tem with dunning drafts. 

The Gold Settleme·nt Fund 

One serious difficulty of the old collection sys
tem, as we have seen (pages 22-23), was the need 
of numerous and expensive shipments of currency 
back and forth over the country as the seasonal 
stresses in the trade demands for currency shifted 
from one section to another. The new system 
eliminates the necessity of a large proportion of 
these currency shipments and' both reduces the 
expense of those shipments which do take place 
and lightens its burden by distributing it. 

The mechanism by which the necessity of a large 
proportion. of these currency shipments is avoided 
is that of the Gold Settlement Fund, and the sep
arate but similar Federal Reserve Agents' Fund. 
The gold settlement fund, although planned in its 
essentials early in 1914, was not established until 
;rune 1915. The order of the federal reserve board 
establishing this fund' re<J..uiredeach federal re
serve bank to forward to the treasury or the near
est sub-treasury of the United States for credit to 

• Regulation L. Series of 1915. 
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the account of the w.,>ld settlement fund $1,000,000 
in gold or .. gold certificates, and in addition an 
amount at least equal to its indebtedness due to all 
federal reserve banks. These sums are made pay
able to the order of the federal reserve board. Each 
federal reserve bank is required to maintain a 
b;ttance in the fund of not less than $1.000,000. As 
a matter of fact all the banks carry balances very 
many times as large as this minimum. C!-~<!it on 
the books of the gold settlement fund is counted as 
a P~!t of a federal reserve bank's legal reserve. 
The settlement of balances between federal re
serve banks is effected daily, through the instru
mentality of We.gramsjlent to the federal reserve 
board, by transfers of debits and credits on the 
books of the gold settlement fund. 

A separate fund similarly constituted is the 
Federal Reserve Agents' Fund. Federal reserve 
agents, it will be recalled, .have large sums in their 
custody, representing gold pledged with them as 
security for federal reserve notes. 

Through the machinery of the gold ;ettlement 
fund and the federal reserve agents' fund, trans
fers may be made among all the federal reserve 
banks, between any federal reserve bank and any 
federal reserve agent, and between any federal 
reserve bank or any federal reserve agent and the 
treaslity of the United States. 
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By means of the gold settle:rP.ent fund, and of 
the other transfer facilities of the federal reserve 
banks, these banks are now enabled to make tele~' 
graphic transfers of funds to any part of the 
United States for their members without any 
charge whatever. They have also been able to in
augurate a system of federal reserve exchange 
drafts, according to which a member bank may 
draw special drafts on its federal reserve bank 
for amounts not exceeding $5,000,which are re
ceivable for immediate availability at any other 
federal reserve bank. 

The gold settlement fund system of transfers 
has almost eliminated the necessity of shipping 
money (other than federal reserve notes) -between 
federal reserve banks. On May 5, 1926, that 
fund amounted in round numbers to 700 million 
dollars, while the federal reserve agents' fund 
amounted to 1,414 million dollars, making a total 
of 2,114 million dollars. The clearings and inter
bank transfers effected through the gold settle
ment fund alone average nearly 2 billion dollars 
in a week. These operations involve very small 
changes in the ownership of gold in the fund, 
averaging about 0.3 per cent of this amount. . 

The federal reserve clearing and collection sys- _ 
tern is therefore providing a means of eliminating -

. the evils of the old system. Excessive collection 
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charges are rapidly becoming things of the pasb 
Banks are enabled to di~pe~sewith the nece.ssity 
of .tying up large sums in scattered deposiy with 
correspondent banks at low rates of interest for 
the purpose of securing for themselves adequa~e 
facilities for the collection of checks. These de
posits can now be brought home and the funds 
loaned out at much better interest rates. The 
routing of checks is being eliminated- ~nd the 
'~Hoat" is being greatly reduced, all of which are 
important gains to the public. Heavy currency 
s'hipments are avoided, and the expenses of a 
large part of the currency shipments that do take 
place are assumed by the federal reserve banks 
for the member banks. These economies that are 
being realized by the new system are an important 
factor in the forces that have made possible the 
recent great reduction in the reserve requirements 
of American banks, a reduction which involves a 
saving of many millions of dollars annually'~ _ 

Foreign Exchange 

The federal reserve law has brought about im
portant reforms in the matter of financing our 
for~igatrade..... The rediscount machinery created 
by our twelve federaf reserve banks is doing much 
toward developing an American discount market. 
This development has been expedited by the heavy 
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demands for American funds on the part of for
eign nations, caused by the war and by reconstruc
tion needs and by the disruption of foreign money 
markets. lluch of our foreign trade that was 
. formerly financed through letters of credit, under 
which sterling bills were drawn, is now being 
financed directly by means of dollar exchange. 
namely, h\llsdI-l.!wn on banks and business hOUSes 
in the- United States and payable in dollars. 
Banks are willing to buy such paper drawn in 
connection with our import and export trade, 
because tihere is now a ready market for its sale 
and rediscount-a market created largely by the 
federal reserve system. Furthermore, bank ac
ceptances in connection with foreign trade are now 
legalized in the United States, and importers may 
now arrange with American banks to have their 
foreign exporters draw bills in dollars directly on 
tihe importer's bank in the United States; while 
foreign importers may open credits in American 
banks upon which American exporters may draw, 
the bills being accepted by the American bank and 
sold in the American discount market. 

Federal reserve banks have established agen. 
cies abroad, in England with the Bank of Eng
land; in France with the Bank of France; in the 
Philippines, with the National Bank of the Phil
~:ppines; in I talr with the Bank of Italy;· in ;r a pan 
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with the Bank of J" apan; in S.weden with the 
National Bank of Sweden; and in Norway with 
the Bank of Norway. The foreign exchange divi
sion created by the federal reserve board in Ue
cem:ber 1917, rendered valua:ble service during the 
war in stabilizing exchange 'both with our allies . 
and with neutrals. 

Under the provisions of the federal reserve act, . 
national banks with a capital and surplu~ of a 
million dollars or over may be authorized under 
certain restrictions to establish branches abroad; 
and many such branches have already been estab
liS'he'd~ National banks may furthermore invest to 
an amount ilOt exceeding 10 per cent of th~ir capi
tal and surplus in the stock of banks chartered in 
the United States and principally e~gaged in.in
ternational or foreign banking or banking in 
American dependencies, orengaa~I.lsuch phases 
9tinJ~:ma~io.I!~1()J,:.fp.reign1inancial operations rut' 
may be necessary to facilitate our foreign export 
trade. In this way a number of banks have been 
established which are owned either wholly or in 
part by groups of national banks. 

In order to encourage American trade and 
the investment of American capital in foreign 
enterprises, there was added to the Federal Re
serve Act on December 24, 1919, an important 
amendment popularly known as "the Edge 
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Amendment."7 This amendment authorizes the 
organization of corporations "for the purpose of 
engaging in international' or foreign banking or 
other u..ternational or foreign financial opera
tions." The field of operation extends to insular 
possessions of the United States. Corporations or
ganized under this amendment may conduct their 
business either directly or through the agency, 
ownership, or control of lOcal institutions abroad. 
They may not carry on any part of their business 
in the United States except such as, in the judg
ment of the federal reserve board, shall be inci
dental to their international or foreign business. 
The minimum capital of these corporations is 
$2,000,000. In addition to the ~ght of receiving 
deposits outside of the United States, they are 
specifically granted the right "to issue debentur~s, 
bonds, and promissory notes," but in no event may 
a corporation have liabilities outstanding in the 
form of such obligations exceeding ten times its 
capital stock and surplus. 

There are two important respects in which cor
porations organized under this Edge Amendment 
will be affiliated with the federal reserve system, 
although these corporations cannot become regu-

7 The amendment is given in full sa See. !iii (a) of the Federal 
Reserve Act. Appendix, pages 168-180. 
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lar member banks. In the first place, they operate 
under the supervision of the federal reserve board 
which is given by the law large powers of exam

ination and contro1.8 In the second place, any 
national bank may invest in the stock of these 
corporations, subject to the restriction that its 
total investment in the stock of these corporations 
and of other banks incorporated in the United 
States for foreign business shall not exceed 10 
per cent of the subscribing bank's capital and 
surplus. 

This Edge Amendment has been on the statute 
books only a short time, and it is therefore too 
early to say much concerning its workings. As 
early as February 1921 two international finan
ciaLcorporations had been organized under the 
Edge Amendment, one with a capital stock of 
$2,100,000 and the other with a capital stock of 
$7,500,000. More recently another such corpora
tion has been organized with a capital stock of 
$100,000,000. 

As a result of the war and of recent changes in 
our banking system, we are now financing directly 
a large proportion of our foreign trade, and while 
this proportion may decline in the future,.it will 

8 The federal reserve board on March ~, 1990, issued its Regu
lation K, Series of 1990, governing the organization and operation 
of corporations organized under the Edge Amendment. See also 
Annual Report of Federal Board for 1924., pages 267-212. 
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probably never go back to the old pre-war figures. 
As regards the fuiancing at home of our foreign 
trade, the federal reserve system was established 
at the opportune time. It is proving to be a great 
influence in the internationalizing of American 
trade and American finance. 



CHAPTER IX 

THE FEDERAL RESERVE SYSTEM AND THE 
FEDERAL TREAsURY 

THE fourth and last of the general defects of the 
old banking system, which were discussed in the 
early part of this book, was the defective organi
zation of the old systein from the standpoint of 
the federal treaSury. !tow is the federal reserve 
system remedying this defect 1 

The provisions of the federal reserve act con
cerning the deposit of government funds are in 
section 15. They are: "The moneys held in the 
general fund of the treasury, except the five per 
centum fund for the redemption of outstanding 
national-bank notes, and the funds provided in 
this act for the redemption of federal reserve notes 
may, upon the direction of the Secretary of the 
Treasury, be deposited in federal reserve banks, 
which banks, when required by the Secretary of 
the Treasury, shall act as fiscal.agents of- the 
United States; and the revenues of the Govern .. 
ment or any part thereof may be deposIted in such 
banks, and the disbursements may be made by 
checks drawn against such deposits. 
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"No public funds of the Philippine Islands, or 
of the postal savings,l or any government funds, 
shall be deposited in the continental United 
States in any bank not belonging to the system 
established by this act;'I> provided, however, that 
nothing in this act ~hall be construed to· deny the 
right of the Secretary of the Treasury to use 
member banks as depositories." 

:Many of the advocates of the federal reserve 
system believed that this section did not go far 
enough. They believed that the practice of .de
positing government funds in thousands of banks 
scattered over the country was a vicious and ex
pensive one, and wished the new law to make the 
federal reserve banks the depositories of prac
tically all general funds, dispensing with the use 
of individual banks as depositories and ultimately 
with the independent treasury system. It was felt 
by many, however, that the immediate adoption 
of such a plan would be moving too rapidly and 
that it was undesirable to limit so narrowly the 
Secretary of the Treasury, who is responsible for 
the safety of government funds. The extent to 
which the Secretary of the Treasury should keep 

1 The law was later amended so as to authorize, under certain 
conditions, the deposit of postal savings funds in banks not mem
bers of the federal reserve system. See E. W. Kemmerer, Poltal 
8<UJiflf}lI, pages IlfI-116. 

2 But see pages 91-93. 
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general funds in the federal reserve banks; in 
member banks, and in the sub-treasuries was, 
therefore, left to his discretion. There appears, 
however, to have been a widespread belief that the 
federal reserve banks would become to an increas
ing extent the depositories of federal funds, and 
that national banks and the sub-treasuries would, 
as time went on, receive an ever declining propor
tion of these funds. The Secretary of the Treasury 
is a member of the federal reserve board, and there 
is much to be said in favor of the proposition that 
banks desiring government funds should present 
their claims for advances to their federal reserve 
bank, arid should receive sudhfunds only by the 
ordinary method of rediscount. This wouldsim
plify the problem, remove from the Secretary of 
the Treasury the onerous task of apportioning 
funds. among thousands of individual_banks, and 
discourage the banks from depending upon the 
Secretary of the Treasury as a sort of grandfather 
for aid in time of need. The federal reserve bank, 
which, is baving continual dealings with all .its 
member banks, would presumably be in a better 
position to judge the comparative needs of differ
ent banks than would the Secretary of the Treas
my.l\foreover, how could a federal reserve bank 
place adequate pressure on member banks to 
conserve their strength in time of need, by ad-
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vancing discount rates, contracting loans, etc., if 
the member banks could "go around" the federal 
reserve bank and the federal reserve board and 
get funds directly from the Secretary of the 
Treasury? 

For these and other reasons it was expected that 
the Secretary of the Treasury, in the exercise 
of the discretion granted him by the law, would 
deposit the government funds to a large and in
creasing degree in federal reserve banks. Events 
pointed clearly in this direction prior to our en
trance into the war. Governor Strong of the NeW' 
York Fe4eral Reserve Bank writes me: "The 
first dePosit of government funds made· by the 
treasury with the federal reserve banks was on 
September 4,1915, when certain speci~l deposits 
were made in a number of banks. Later, arrange
ments were made to have the collectors of customs 
and collectors of internal revenues in the twelve 
federal reserve bank cities deposit all of their 
funds in the federal reserve banks and as a matter 
of fact, for a long period prior to the passage of 
the bond act of April 24, 1917, which altered 
the status of public deposits, the federal reserve 
banks had been receiving the principal revenues 
of the government outside of postal funds and 
had been paying a very large proportion of gov
ernment checks and warrants. The limitation of 
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this fiscal agency service in the' collection of rev
enues and payment of checks to the twelve federal 
reserve bank cities was, of course, due to the 
inconvenience of extending these operations to 
places where federal reserve- banks had not yet 
established branches. The plan therefore of ac
tively employing the federal res~rve banks as 
fiscal agents had been put into operation some 
time before the first bond bill was passed and was 
an important and very active part of the work of 
the reserve banks almost immediately after the 
arrangement was established." 

The abnormal conditions, however, cr~atf!d by 
the 'Vorld War set up obstacles in the way of 
the Government's discontinuing the use of indi
vidual banks as depositories of government funds. 
During the early days of the war the heavy de
mands for funds in America to meet obligations 
due abroad and the frenzied condition of the 
money markets throughout the world naturally 
prevented the inauguration of a policy of with
drawing government funds from individual banks 
and depositing them in the federal reserve banks. 
Later the heavy buying in this country by Euro
pean belligerents discouraged such a policy. Such 
was not a time for withdrawing large sums from 
·indIvidual banks. Finally our own entrance into 
the war and the floating of our huge Liberty loans 

~ 



THE ABC OF THE 

rendered a transfer of this kind out of the ques
tion. In the interest of reducing to a minimum the 
disturbance to the money market involved in the 
floating of these loans, the Government wisely 
adopted the policy of keeping the funds widely 
scattered and to as large an extent as practicable 
in the banks of the communities where they were 
received. The result was that during 1917 and 
1918 there were more government funds in in
dividual 'banks than at any previous period in our 
history. The deposits of government funds, more
over, were then not limited to banks that were 
members of the federal reserve system, since the 
law under which. government bonds and certifi
cates of indebtedness were issued after we entered 
the war provided for the deposit of their proceeds 
in qualified national banks and state banks and 
trust companies against certain approved collat
eral. Numerous non-member banks then qualified_ 
as depositories in connection with Liberty loans 
and issues of certificates of indebtedness.8 

An idea of the present situation as regards the 
deposit of federal government funds may be ob
tained from the following table -based upon figures 
as of June 30, 1925, given in the annual report of 
the Secretary of the Treasury for 1925: 

8 This war-time privilege to receive government deposits has not 
yet been recalled (June '1926). and these banks continue to sub
scribe for certificate issues and to pay for them by bank credits. 
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AMOUNT OF 

DEPOSITORIES DEPOSITS 
Kind N'UlTBber (000 tYmitt6tl) , 

Federal land banks 12 
Federal reserve banks 12 $25,434 
Special depositories· 7,645 150,717 
Foreign depositories 10 258 
General national bank 

depositories 299! Limited national bank 27,310 
depositories 873 

Insillar depositories 6 2,398 

Total 8,857 $206,1l7 

A provision in the appropriation act of May 
29, 1920, abolished the sU'bstreasuries from. and 
after ;rilly I, 1921. Several of them were closed 
before that date. The law authorized the Secre
tary of the Treasury to transfer any or all of the 
duties of the subtreasuries to 1!heTreasurer of the 
United States, or the mints or assay offices, or to 
utilize any 'of the federal reserve banks for the 
purpose of performing any or all of such duties 
and functions. Pursuant to regulations made by 
the Secretary of the Treasury under the author
ity of this act, all the functions and duties pre-

• About half of these were national banks and balf state banks 
and trust companies. 
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viously performed by the nine subtreasuries, with 
two exceptions, were transferred to the federal 
reserve banks. The two exceptions were the is
suance of gold order certificates against gold 
deposit~a function that is now performed by 
the Treasurer of the United States-and "the 
leeping in custody of reserve and trust funds 
consisting of gold coin and bullion and standard 
silver dollars securing gold and silver certificates 
respectively and held against United States 
notes."· 

Everyone knows what happened in regard to 
receipts and expenditures of public moneys dur
ing the years 1917-18-19. The figures jumped to 
proportions never dreamed of before. The public 
debt in 1916 was approximately $1,000,000,000, 
and in 1919 it was $24,500,000,000; internal rev
enue receipts increased from $513,000,000 io over 
$3,800,000,000 in 1919, and to approximately 
$5,400,000,000 in 1920; ordinary government dis
bursements from $724,000,000 in 1916 to over 
$15,000,000,000 in 1919. Liberty bond issues 
and certificate of indebtedness issues combined 
amounted to over $65,000,000,000 up to October 
31, 1920. The total amount of money in circula
tion in this country in 1919 was only between 
$5,000,000,000 and $6,000,000,000 and the fed-

• Seventh Annual Report Federal Reserve Board, pages 72-79. 
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eral Government was reeeivipg over its own 
counters in one year five to six times the total 
amount of money in circulation in the country. 
It could not hold this money out of circulation. 
As fast as it received the money, it put it back 
into circulation and did all that it could do to avoid 
withdrawing it from circulation again sooner tha~ 
it needed it. The enormous fiscal operations of the 
Government during this period were very largely 
handled by the federal reserve banks. During the 
year 1919 there passed through the federal reserve 
'banks and their branches in round numbers thirty
three million government checks, amounting to 
$14,500,000,000. ' 

Deposits were kept as nearly as possible in the 
places where the funds were received by the Gov
ernment. The work of handling this fell largely on 
the twelve federal reserve banks. These banks 
were asked to select the banks that were to handle 
the government funds, to allot deposits to the 
banks in proper amounts; to examine the collat
eral that such banks offered; to care for this 
collateral; to withdraw funds from the bank as 
they were needed by the Government and to allot 
new funds. Practically all th8Jt work in connection 
with the depositary 'banks' enormous deposits and 
withdrawals of government funds fell upon the 
federal reserve banks. 
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Then the GoverplllE!nt, in trying to avoid money 
market disturbances, adopted a number of other 
devices. For example, in order to minimize the 
disturb~nces due to the withdrawal of funds rep
resenting payments of income taxes and excess 
profits taxes, arrangements were made in New 
York whereby the seven collectors of internal 
revenue in the district deposited their receipts in 
cash, checks and certificates of indebtedness with 
the federal reserve bank, and then the federal re
serve bank took all the checks which were drawn 
on any of the depositary banks in the district, 
sorted them out and deposited them right back in 
the depositary bank from which they came. "When 
it received from the collector of internal revenue a 
bunch of checks, coming, say, from Rochester, it 
sorted out those checks and sent them back for 
deposit in the proper banks in Rochester. 

• Another device, and a most important one, used. 
to prevent disturbances in the money market was 
the device of issuing certificates of indebtedness. 
These are short-time government lo~ns paying 
low rates of interest. There were something like 
forty-one series of them issued up to the middle of 
1919, and eighty-four series in all issued up to 
June 15, 1921. The amounts issued aggregated 
$44,000,000,000, up to June 1921. These certifi
cates were issued mostly in anticipation of Lib-
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erty loans and in anticipaiion pf receipts from 
income and excess profits taxes. 

Let us take the first. The object of issuing 
certificates in anticipation of Liberty loans was a 
twofold one. In the first place, the Government 
needed the money and needed it promptly. It took 
time to get money in from Liberty bonds, and so 
in anticipation of these funds the Government 
borrowed money by the issuance of these short
time certificates with the expectation of paying 
back the money so borrowed as soon as the Liberty 
bonds were sold. It thus got money montJhs in ad
vance of its receipts from Liberty bonds sales and 
paid off the certificates wheI), the Liberty bond 
money came in. In the second place, by this pro
cedure the Government could prevent Liberty 
bond saleS' from greatly disturbing the money 
market. If it should have thrown on the market 
billions of dollars in Liberty bonds and have re
ceived payment for them in a short period of time, 
it would have tied up the money market. Here was 
a procedure whereby these receipts were spread 
out over a considerwble period of time. 

The Government received its money when it 
issued these certificates and then by the time the 
Liberty bond receipts began to come in the certifi
cates were due. The Government had to pay the 
public on the certificates at the same time the 
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public was to pay the Government for the Liberty 
bonds. Government receipts and disbursements 
were thus synchronized and we avoided disturb
ances that- would otherwise have arisen from the 
periodical withdrawing of funds and the periodi-

. cal PlWlping of other funds into circulation. The 
same principle was applied in connection with the 
tax certificates. People knowing that they would 
have taxes due in .Tune would buy these certifi
cates, receiving on them a low rate of interest, 
months ahead of the time the taxes were due. The 
purchaser of the certificates could pay his· taxes 
when they fell due by means of the certificates; or, 
if he held the certificates solely as an investment, 
the Government would payoff the certificates at 
the time the public was paying its taxes, the one 
cancelling the other. One of the finest pieces of. 
work that this Government did was the synchro~ 
nizing of these disbursements and receipts during 
the war so that one tended to cancel the other. 
These heavy transactions fell on the federal re
serve banks. 

The sale of the certificates of indebtedness was 
another task entrusted to the federal .reserve 
banks, likewise the allotment of them to the dif
ferent banks when they were subscribed for, their 
payment and the depositing of the proceeds. The 
great work of floating the Liberty loans fell to 
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no small degree upon the twelve federal reserve 
banks. They were- the first institutions called in to' 
help organi7.e this work. It was the federal reserve 
banks that were the headquarters of the publicity 
campaigns. It was they that distributed the bonds 
to a very large extent, that converted the bonds, 
that handled the interest payments and that made 
the advances to the banks in the way of loans, 
which made possible the buying of so many of the 
bonds. 

The figures of Liberty loan transactions went to 
heights that most people had no idea of. 'I'he total 
volume of bonds exchanged during 1918 by the 
N ew York federal reserve bank alone was over 
$1,100,000,000, and the number of pieces handled 
was over four million odd received and one million 
six hundred thousand paid out. 

There are a number of other ways in which the 
federal reserve -banks assisted the Government as 
fiscal agents. There was the work of the Capital 
Issues Committee and of the War Finance Corpo
ration. Federal reserve banks played an important 
part in rendering fiscal aid to the government in 
advancing money. l\{ore than once a federal re
serve bank found that t4e Government's account 
was short-in the language of the street there was 
a government overdraft-and the Government 
met that overdraft by a temporary certificate, a 
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loan for a day or two. In the New York federal 
reserve bank alone in one year the total amount of 
those short-time certificates issued was $3,000,-
000,000. The banks helped the Government also 
in the Hoating of the war savings stamps and tJhrift . 
stamps. In the earlier days that work was left to 
other hands; but in later days it was entrusted to 
the federal reserve banks. 

The Secretary .of the Treasury said in his report 
of 1918: "Much of the great:work has been done 
by the federal reserve banks. The federal reserve 
sysiem has been of incalculable value during this 
period of war financing on the most extensive 
scale ever undertaken by any nation in the history 

-of the world. It would have been impossi1ble to 
carry through these unprecedented financial op
erations under our old banking system. Great 
credit is due to the federal reserve banks for their 
broad grasp of the situation and their intelligent, 
comprehensive cooperation."· . 

One shudders when he thinks what might have 
happened if the war had found us with our former 
decentralized and antiquated banking system. 
Think of pouring the crisis of 1914-18 into bottles 
that broke with the crisis of 1907! 
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Combined Balance Skeet of Twelve Federal Reserve Banks, 

Mag 5, 1926, and Brief E.rplanatitms of tke Tlanoul 
Items. 

RESOURCES 

Gold and gold certificates held by banks1 • 

Gold settlement fund-federal reserve 
. b08rda ••••••••••••••••••••••••• 

Gold with foreign agencies8 
•• ; ••••••• ; • 

Total gold held by banks ••• " ..• 
Gold' with federal reserve agents4 

••••••• 

Gold redemption fundG with U. S. Treas .• 

Total gold reserve ••••••••••..• 
. Reserves other than gold, etc.' ........ . 

·Total reserves •.••••••••••..•.. 
Non-reserve cash r ••• , •••••••..•..•.• 
Bills discounted8 

Bills secured by government obliga-
tions .•••••••••••••..•..•.••.• 

Other bills discounted •••....••••. 

Total bills discounted •.••••••.. 
Bills bought in open market' •••••.•.••• 
U. S. Government securities ..•••••.•.• 
Other securities ••••.•..•.•••.•.•.••• 
Foreign loaDs in gold10 ••••••••••••••• 

Total bills aDd securities .•••..•. 

$632,397,000. 

700,lO6,000 

1,332,503,000 
1,414,141,000 

45,892,000 

2,792,536,000 
158,045,.00.0 

2,950.,581,000 
57,198,000 

302,280,000 
244,901,000 

547,181,000 
213,284,000 
395,326,000 

4,685,000 
7,500,000 

1,168,026,000 
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Due from foreign banks ....••..•.•..•• 
Uncollected itemsl1 

•••••••••••••••••• 

Bank premises12 •.•..•.....•..•.••••• 
All other resources18 ••••••••••••••••• 

Total resources ..•..•....•...•. 

LIABILITIES 

Capital paid-inH 
•••••••••••••••••••• 

Surplus1G •••..••••.•.•••...•••••.••. 
Deposits: 

Govemment18 •.••••..•••.•..•••• 
Member banks-reserve account17 .• 
Foreign bank .....••....••••••.. 
All other18 ..•.••.••..••.•...••.• 

Total deposits .............. .. 
Deferred availability items19 ••••••••••• 
Federal reserve notes in actual circulation2o 
All other liabilities21 ••••••.••..•..... 

Total liabilities .••.......•...•. 
Ratio of gold reserves to deposit and fed

eral reserve note liabilities combined . 
Ratio of total reserves to deposit and fed

eral reserve note liabilities com/bined • 
Contingent liability on bills purchased for 

foreign eorrespondents •••..•• ~ ••• 

686,000 
644,478,000 

59,554,000 
16,881,000 

$4,897,849,000 

$122,186,000 
220,810,000 

27,785,000 
2,280,801,000 

5,227,000 
22,225,000 

2,286,088,000 
581,175,000 

1,672,016,000 
15,624,000 

$4,897,849,000 

70.5% 

74.5% 

$65,509,000· 

1 This represents reserve money held in the vaults of federal 
reserve banks against deposits and federal reserve nores. See text. 
pp. 36-39, 75, and Act, sec. 16, par. S. 

a This is a gold fund held in the United States treasury by the 
federal reserve board, in trust for the federal reserve banks, and 
the money it contains is transferred from one federal reserve bank 
to another or to or from the treasurer of the United States by 
means of debits and credits on books kept by the federal reserve 
board in Washington. Gold held in the fund to the credit of any 
federal reserve bank is counted as lawful reserve money against 
federal reserve notes or deposits. See text, pp. 78-81, and Act, sec. 
~, Sd, and 4th pars. from lasL 
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8 Federal reserve banks have established agencies in a number of 
foreign countries, and, as a matter of convenience as well as to 
avoid shipping risks and expenses, some of the federal reserve 
banks have from time to time kept gold in the vaults of these 
foreign agencies. See text, pp. 8~-83, and Act, sec. 14, par. (e) • 

• This is gold deposited with federal reserve agents as collateral 
for the issue of federal reserve notes. See text, pp. 54-05; and Act, 
sec. 16, pars. 'l-'T. 

a The gold redemption fund here mentioned Is a fund held by 
the treasurer of the United States for the redemption of federal 
reserve notes in gold on demand. It Is made up of deposits of gold 
from each federal reserve bank. Each bank's deposit must be suffi
cient in the judgment of the Secretary of the Treasury for the re
demption of such federal reserve notes of the bank as are likely to be 
presented at the treasury for redemption; but in no case can the 
fund be less than five per cent of the total amount of notes issued 
less the amount of gold held by the federal reserve agents as collat .. 
eral security for notes. Gold in the redemption fund is counted as 
part of the legal reserve required again!;t federal reserve notes. 
See teXt, pp. 54.-55, and Act, sec. 16, par. 4. 

8 This item covers all kinds of United States money held by 
federal reserve banks except gold coin, gold certificates, federal 
reserve notes and federal reserve bank notes. 

'The non-reserve cash consists of national bank notes, federal 
reserve bank notes, subsidiary silver, nickels and cents, and cash 
held by the'Havana Agency. On May IS, 1996, these items were: 
National Bank Notes ............................... $39,4.56,000 
Federal Reserve Bank Notes ..•.••.....•••..•.•••.. lIl,OOO 
Subsidiary SUver ...•.•. ............................ 1'T,6~,OOO 
Cash held in Havana Agency.... ............ ........ .8,000 

8 11his represents advances made by federal reserve banks to 
member banks. It consists of short-time bills, notes, and bank 
acceptances, which have been rediscounted for member banks, and 
of one to fifteen day loans made to member panks against their 
notes collateralled by United States government securities and by 
commercial paper. The Federal ReserVe Bulletin of each month 
gives an analysis of the kinds and maturities of the paper held. See 
text, pp. 63-66, Act, sec. 13, pars. s-6; and Regulation A of 
Regulations issued by the federal reserve board. 

8 The kinds of open-market operations which federal reserve 
banks may carryon are described in section 14. of the Act. See also 
text, pp. 48-46, and Regulation. B of regulations issued by the 
federal reserve board. 

10 These are loans to foreign central banks secured by gold. 
Loans have been extended to the Bank of Poland and to the 
Czechoslovakian Banking Office. 

11 These are items in process of collection, chiefly Under the 
federal reserve clearing and collection system. See text, pp. 19-~3, 
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1~18, Act, sec. 16, pars. 14>-18; and Regulation J of Regulations 
issued by federal reserve board. 

12 Many of the federal reserve banks own their own premises and 
most of the others are planning to do so. FIJI' particulars, see 
Seventh Annual Report, Federal Reserve Board, pp. 93-91. 

13 This represents the net debit balance 011 a variety of amounts, 
including profit and loss amount, gross earnings account, expeuse 
acoonnt, depreciation account, suspense account, unearned discount 
amount, and the like. 

U The Jaw requires every. member bank to subscn"be to stock in 
the federal reserve bank of its district to the amount of six per 
cent of the member bank's paid-in capital and surplus. One-half of 
this subscription has already been paid and the other half is subject 
to the call of the federal reserve board. This item in the balance 
sheet accordingly represents three per cent of the combined paid-in 
capital and surplus of all member banks. See text, p. 31, and Act, 
sec. fI, par. 3. 

Ui This snrplus bas been accumulated out of profits. See text, p. 
61, note 4r; and Act, sec. '1, par. 1. 

1& The law authorizes the Secretary of the Treasury to use fed
eral reserve banks as depositories of public funds, except of certain 
specified trust funds. The Secretary began depositing public funds 
in federal reserve banks as early as September 4., 1915, and since 
that tinle has continually and extensively employed federal reserve 
banks as depositories. See text, pp. 87-98; and Act, sec. 15; also 
Act of April u" 1911, sec. '1; and Act of September u" 1917, sec. 8. 

17 ·Member banks are required by Jaw to keep their entire legal 
reserves on deposit in the federal reserve bank of their district. See 
text, pp. S6-39; and Act, sec. 19. . 

18 This covers deposit credits of certain· non-member banks in 
the United States, of certain foreign banks of which the federal 
reserve banks are the American agencies, and of certain foreign 
governments. See text, pp. 11-73, 8l; Act, sec. 14., par. (e); and 
Regulation J of Regulations issued by the federal reserve board. 

18 These are liabilities of federal reserve banks to member banks 
and clearing~mber banks arising out of the federal reserve 
clearing and collection system. They repre&ent items in process of 
collection, the proceeds of which are not yet available to be drawn 
upon by the creditor banks:- See text, pp. 7~78 and reference,s 
cited in DOte 11 above. 

20 This item represents the total amount of federal reserve notes 
issued to the federal reserve banks and now outstanding (exclusive 
of the amount held in tbe vaults of the federal reserVe banks.) See 
text, pp. 54>-59; and Act, sec. 16. 

21 This represents Ute net credit balance on a variety of miscel
laneous aceounts. It includes the excess of earned and unearned 
discount and interest over expenses, and certain unproductive 
assets. Compare note 13 above. 
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Federal Re,ef'fJe Act, apprOfJed December 28,1918 

A, Amended Augud 40, 19140 (88 Stat., 682; CkGp. 
225); Augud 15, 19140 (88 Stat., 691; ChAp. 252); 
MArcia 8, 1915 (88 Stat., 958; Chap. 98); Septem
ber 7, 1916 (89 Stat., 752; CkGp. 4061); June 21, 
1917 (40 Stat., 232, Chap. 82); September 26, 1918 
(40 Stat., 967, ChAp. 177); Marcia 8, 1919 (40 Stat., 
18140, Chap. 101); September 17, l!H9 (401 StAt., 285, 
Chap. 60); Dec. 24, 1919 (401 Stat., 878, Chap. 18); 
April 18, 1920 (401 Stat., 550, Chap. 128); February 
27, 1921 (41 Stat., 11405, Chap. 78); February 27, 
1921 (41 Stat., 1146, Chap. 75); June 14, 1921 (42 
Stat., 28, ChAp. 22) June 8, 1922 ( 42 Stat., 620, 
Chap. 205); July 1, 1922 (42 StAt., 821, Chap. 274); 
February 6,1928; March. 40,1928. 

An Act To provide for the estlllblishment of Federal 
reserve banks, to furnish an elastic currency, to afford 
means of rediscounting commercial paper, to establish 
a more effective supervision of banking in the United 
States, and for other purposes. 

Be it enacted by the SenAte And Hou,e of Reprelen
tAt i'Ve, of the United State, of AmeriCA in Congrn, 
GI,embled, That the short title of this Act shall be the 
"Federal Reserve Act." 

Wherever the word "bank" is used in this Act, the 
word shall be held to include State bank, banking as
sociation, and trust company, except where' national 
banks or Federal reserve banks are specifically re
ferred tQ. 

The terms "national bank" and "national banking 
association" used in this Act shall be held to be synony
mous and interchangeable. The term "member bank" . 

DefinitioD8 of' 
tel'lllL 
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shall be held to mean any national bank, State bank, or 
bank or trust company which has become a member of 
one of the reserve banks created by this Act. The term 
"board" shall 'be held to mean Federal Reserve Board; 
the term "district" shall be held to mean Federal re
serve district; the .term "reserve bank" shall be held to 
mean Federal reserve bank. 

FEDERAL RESERVE DISTRICTS 

SEC. 2. As soon as practicable, the Secretary of the 
Treasury, the Secretary of Agriculture and the Comp
troller of the Currency, acting as "The Reserve Bank 
Organization Committee," shall designate not less than 
eight nor more than twelve cities to be known as Fed
eral reserve cities, and shall divide the continental 
United States, excluding Alaska, into districts, each 
district to contain only one of such Federal reserve 
cities. The determination of said organization com
mittee shall not be subject to review except by the 
Federal Reserve Board when organized: Provided, 
That the districts shall be apportioned with due regard 
to the convenience and customary course of business 
an~ shall not necessarily be coterminous with any State 
or States. The districts thus created may be readjusted 
and new districts may from time to time be created by 
the Federal Reserve Board, not to exceed twelve in all. 
Such districts shall be known as Federal reserve dis
tricts and may 'bedesignated by number. A majority of 
the organization committee shall constitute a quorum 
with authority to act. 

Said organization committee shall be authorized to 
employ counsel and expert aid, to take testimony, to 
send for persons and papers, to administer oaths, and 
to make such investigation as may be deemed necessary 
by the said committee in determining the reserve dis
tricts and in designating the cities within such districts 
where such Federal reserve banks shall be severally 
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located. The said committee shall supervise the organi
zation in each of tM cities designated of a Federal re
serve bank, which shall include in its title the name of 
the city in which it is situated, as "Federal Reserve 
Bank of Chicago." 
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Under regulations to be prescribed by the organiza- National bank. 

tion committee, every national banking association in j:'u1::te:; 
the United States is hereby required, and every eligiJble :'dte~~ko 
bank in the United States and every trust company companIes 

within the District of Columbia, is hereby authorized :r;.~~~d 
to signifiy in writing, within sixty days after the pas-
sage of this Act;, its acceptance of the terms and pro-
visions hereof. When the organization committee shall 
have designated the cities in which Federal reserve 
banks are to be organized, and fixed the geographical 
limits of the Federal reserve districts, every na.tional 
banking as~ation within that district shall be re-
quired within thirty days after notice from the organi-
zation committee, to subscrIbe to the capital stock of 
such Federal reserve 'bank in a sum equal to six per 
centum of the paid-up capital1!'tock oand surplus of such :=r1Ptlons. 
bank, one-sixth of the subscription· to be payable on 
call of the organization committee or of the Federal 
Reserve Board, one-sixth within three months and·one-
sixth within six months thereafter, and the remainder 
of the subscription, or any part thereof, shall be sub-
ject to call when deemed neces9ary by the Federal 
Reserve Board, said payments to !be in gold or gold 
certificates. 

The shareholders of every Federal reserve bank shall Double 

be held individually responsible, equally and ratably, :~~::d~~. 
and not one for another, for all contracts, debts, and 
engagements of such !bank to the extent of the amount 
of their subscriptions to such stock at the par value 
thercof in addition to the amount subscribed, whether 
such subscriptions have been paid up in whole or in 
part, under the provisions of this Act. 

Any national bank failing to signify its acceptance 
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of the tenns of this Act within the sixty· days aforesaid, 
shall cease to act as a reserve agent,.upon thirty days' 
notice, to be given within the discretion of the said 
organization committee or of the Federal Reserve 
Board. 

Should any national banking association in the 
United States now organized fail within one year after 
the passage of this Act to become a member bank or fail 
to comply with any of the provisions of this Act applic
able thereto, all of the rights, privileges, and franchises 
of such association granted to it under the national
bank Act, or under the provisions of this Act. shall be 
thereby forfeited. Any noncompliance with or violation 
of this Act shall, however, be determined and adjudged 
by any court of the United States of competent juris
diction in a suit brought for that purpose in the district 
or territory in which such bank is located, under direc
tion of the Federal Reserve Board. by the Comptroller 
of the Currency in his own name before the association 
shall be declared dissolved. In cases of such noncom
pliance ()r viol!ltion, other than the failure to become a 
member bank under the provisions of this Act, every 
director who participated in or assented to the same 
shall be held liable in his personal or individual 
capacity for all damages which said bank, its share
holders, or any other person shall have sustained in 
consequence of such violation. 

Such dissolution shall not take away or impair any 
remedy against such corporation, its stockholders or 
officers, for any liability or penalty which shall have 
been previously incurred. 

Should the subscriptions by banks to· the stock of 
said Federal reserve banks or anyone or more of them 
be, in the judgment of the organization committee, in
sufficient to provide the amount of capital required 
therefor, then and in that event the said organization 
committee may, under conditions and regulations to be 
prescribed by it, offer to public subscription at par 
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such an amount of stock in said Federal reserve banks, 
or anyone or more of them, as said committee shall de
termine, subject to the same conditions as to payment 
and stock liability as provided for member banks. 

No individual, copartnership, or corporation other 
than a member bank of its district shall be permitted to 
subscribe for or to hold at any time more than $25,000 
par value of stock in any Federal reserve hank. Such 
stock shall be known as public stock and may be trans
ferred on the books of the Federal reserve bapk by the 
chairman of the board of directors of such bank. 
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Should the total subscriptions by banks and the United States 

public to the stock of said Federal reserve banks, or :.~e:"'t!"~be 
anyone or more of them, ,be, in the judgment of the ~:!~:Jt 
organiz'&tion committee, insufficient to provide the pnbUe tall to 

amount of capital required therefor, then and in that ::::"~~Y. 
event the said organization committee shaU aUot to the 
United States such an amount of said stock as said 
committee shall determine. Said United States stock 
shall 'be paid for at par out of any money in the Treas-
ury not otherwise appropriated, and shall be held by 
the S'ecretary of the Treasury &nd disposed of for the 
benefit of the United States in such manner, at such 
times, and at such price, not less than par, as the Sec-
retary of the Treasury shall determine. ' 

Stock not held by member banks shall not be entitled 
tn voting power. 

The Federal Reserve Board is hereby empowered to 
adopt and promulgate rules and regulations governing 
the transfers of said stock. 

No Federal reserve bank shall commence business 
with a subscribed capital less than $4,000,000. The 
organization of reserve districts and Federal reserve 
cities shall nat be construed as changing the present 
status of reserve cities -and cenltral reserve cities, except 
in so far as this Act changes the amount of reserves 
that may !be carried' with approved reserve agents lo
cated therein. The organization commi'lJtee shall have 
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power to appoint such assistants and incur such ex
penses in carrying out the provisions of this Act as it 
shall deem necessary,and such expenses shall be pay
able by the Treasurer of the United States upon 
voucher approved by the Secretary of the Treasury, 
and the sum of $100,000, or so much thereof as may be 
necessary, is hereby appropriated, out of any moneys 
in the Treasury not otherwise appropriated, for the 
payment of such expenses. 

BRANCHOFFICE8 

SEC. 8.1 The Federal Re~erve Board may permit or 
require any Federal reserve bank to establish branch 
banks within the Federal reserve district in which it is 
located or within the dis,tl'ict of any Federal reserve 
bank which may have been suspended. Such branches, 
subject to such rules and regulations as the Federal 
Reserve Board may prescribe, shall be operated under 
the supervision of 'a board of directors to consist of not 
more than seven nor less than three directors, of whom 
a majority of o.ne shall be appointed by the Federal 
reserve bank of the district, and the remaining directors 
~by the Federal Reserve Board. Directors of branch 
banks shall hold office during the pleasure of the Fed
eral Reserve Bo.ard. 

FEDERAL RESERVE BANKS 

SEC. 4.11 When the organization committee shall have 
established Federal reserve districts as provided in 
section two. o.f this Act, a certificate shall be filed with 
the Comptroller o.f the Currency showing the geograph
ica1limits of such districts and the Federal reserve city 
designated in each of such districts. The -Comptroller 
of the Currency shall ,thereupon cause to be forwaroed 
to each national bank located in each district, and tG 

1 As amended by act approved June !in, 1911 (40 Stat. 
chap. SIJ). 

II As amended by acts approved June 21, 1911 (40 Stat. 
232, chap. 82), and September e6, 1918 (40 Stat., 967, chap. 
1'17\ 
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such olilier hanks declared to be eligible by the organiza- t::ncatlon. 

tion committee which'may apply therefor. an applica- membe~lp. 
tion blank in form to be approved by the organization 
committee, ,fWhich blank shall contain a resolution 
to be adopted by the board of directors of each bank 
executing such application, authorizing a sulbscription 
to the capital stock of the Federal reserve bank organ-
izing in that district in accordance with the provisions 
of this Act. 

When the minimum amount of capital stock pre- Certificates of 

scribed by this Act for Iilie organization of any Federal organl.atlon. 

reserve bank shall have been subscribed and allotted, 
the organization committee shall designate any five 
banks of those whose applications have been received, 
to execute 'a certificate of organization, and thereupon 
the banks so designated shall, under their seals, make 
an organization certificate which shall specifically state 
the name of such Federal reserve bank, the territorial 
extent of the district over which the operations of such 
Federal reserve bank are to be carried on, the city and 
Staste in which said bank is to 'be located, the amount of 
capital stock and the number of shares into which the. 
same is divided, the name and place of doing business 
of each bank executing such certificate, and of all banks 
which have subscribed to the capital stock of . such 
Federal reserve hank and the number of shares sub-
scribed by each, and the fact that the certificate is made 
to enable those banks executing same,and all banks 
which have subscribed or may thereafter subscribe to 
the capital stock of such Federal reserve bank, to avail 
themselves of the advantages of this Act. 

The said organization certificate shall be acknowl
edged before a judge of some court of record or notary 
public; and shall be, together with the acknowledgment 
thereof, authenticated !by the seal of such court, or 
notary, transmitted to the Comptroller of the Currency, 
who shall file, record and carefully preserve the same in 
his office. 
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Upon the filing of such certificate with the Comp
troller of the Currency as aforesaid. the said Federal 
reserve bank shall become a body corporate, and as 
such. and in the name designated in such organization 
certificate, shall have power-

First. To adopt and use a corporate seal. 
Second. To have succession for a period of twenty 

years from its organization unless it is sooner dissolved 
by an Act of Congress. or unless its franchise becomes 
forfeited by some violation of law. 

Third. To make contracts. 
Fourth. To sue and be sued, complain and defend, in 

any court of law or equity. 
Fifth. To appoint by its board of directors such 

officers and employees as are not otherwise provided 
for in this Act, to define their duties, require bonds of 
them and fix the penalty thereof, and to dismiss at 
pleasure such officers or employees. 

Sixth. To prescribe by its board of directors, by-laws 
not inconsistent with law, regulating the manner in 
which its general business may be conducted, and the 
privileges granted to it ·by law may be exercised and 
enjoyed. 

Seventh. To exercise by its board of directors, or 
duly authorized officers or agents, all powers specific
ally granted by the provisions of this Act and such 
incidental powers as shall be necessary to carryon the 
business of banking within the limitations prescribed 
by this Act. 

Eighth! Upon deposit with the Treasurer of the 
United States of any bonds of the United States in the 
manner provided by existing law relating to national 
banks. to receive from the Comptroller of the Cur
rency circulating notes in blank, registered and conn-

• See sectiOD 18. Also see. 6 of act approved Apr. ~ 1918 
(The Pittman Act), Appendix E, authorizing issuance of 
Federal reserve bank notes in any denominations (including 
$1 and $!l) against security of United States certificates of 
indebtedness, or of United States ODe-year gold notes. 
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tersigned as provided by law, equal in amount to the 
par value of the bonds 60 deposited, such notes to be 
issued under the same conditions and provisions of law 
as relate to the issue of circulating notes of national 
banks secured by bonds of the United States lbearing 
the circulating privilege, except that the issue of such 
notes shall not be limited to the capital stock of such 
Federal reserve bank. 

But no Federal· reserve bank shall transact any 
business except such as is incidental and necessarily 
preliminary to its organization until it has been au
thorized by the Comptroller of the Currency to com
mence business under the provisions of this Act. 

Every Federal reserve bank shall be conducted 
under the supervision and control of a board of 
directors. 

The ·board of directors shall perform the duties 
usually appertaining to the office of directors of bank
ing associ-ations and all such duties as are prescribed 
bylaw. 

Said board shall administer the affairs of said bank 
fairly and imparti.ally and without discrimination in 
favor of or against any member ;bank or banks and 
shall, subject to the provisions of law and the orders of 
the Federal Reserve Board, extend 1;0 each member 
bank such discounts, advancements and accommoda
tions as may be safely and reasonably made with due 
regard for the claims and demands of other member 
banks. . 

Such board of directors shall be selected as herein
after specified and shall consist of nine members, 
holdin'g office for three years, and divided into three 
classes, designated as Classes A, B, C. 

Class A shall consist of three members, who shall be 
chosen by and 'be representative of the stock-holding 
banks. 

Class B shall consist of three members, who at the 
time of their election shall ·be actively engaged in their 

Duties of 
board of ' 
directors. 

118. 

Constitution 
of board of 
directors. 
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district in commerce, agriculture or some other indus
trial pursuit. 

Class C shall consist of three members who shall be 
designated hy the Federal Reserve Board. When the 
necessary su'bscriptions to the capital stock have been 
obtained for l\ihe. organization of any Federal reserve 
bank, the Federal Reserve Board shall appoint the 
Class C directors and shall designate one of such direc
tors as chairman of the hoard to be selected. Pending 
the designation of such chairman, the organization 
committee s-hall exercise the powers and duties apper
taining to the office of chairman in the organization of 
such Federal reserve bank. 

No Senator or Representative in Congress shall be 
a member of the Federal Reserve Board or an officer or 
a director of a Federal reserve bank. 

No director of Class B shall be an officer, director, or 
employee of any bank. 

No director of Class C shall be an officer, director, 
employee, or stockholder of any bank. 

Directors of Class A and Class B shall be chosen in 
the following manner: 

The fedel'lal reserve hoard shall classify the mem
ber banks of the ilistrict into three general groups or 
divisions, designating each group by number. Each 
group slmll consist as nearly as' may be of hanks of 
similar capitali~ation. Each member bank shall be 
permJitted to nominate to the chairman of the board of 
directors of the Federal reserve bank of the district 
one candidate for director of Class A and one candi
date for director of Class B. The candidates so nomi
nated shall be listed by the chairman~ indicating by 
whom nominated, and a copy of said list shall, within 
fifteen days after. its cm:npletion, be furnished by the 
chairman to each member -bank. Each member. bank by 

. a resolution of the board or 'by an amendment to its 
by-laws shall authorize its president, cashier, or some 
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other officer to cast the vote of the member bank in the 
elections of Class A and Class B directors. 

Within lifteen days after receipt of the list: of can
didates the duly authorized officer of a member bank 
shall certify to the chairman his lirst, second, and other 
choices for. director of Class A and Class B, respec
tively, upon a preferential ballot upon a form fur
nished by the chairman of the board of directors of the 
Federal reserve bank of the district. Each ·such officer 
shall make a cross opposite the name of the lirst, sec
ond, and other choices for a director of Class A and for 
a director of Class Bz but shall not rote more than one 
choice for anyone candidate. No officer. or director of 
a member bank shall be eligible to serve as '8 Class A 
director unless nominated and elected by banks which 
are members of the same group as the member bank of 
which he is an officer or director. 

Any person ·who is an officer or director of more than 
one member bank shall not be eligible for nomination 
as a Class A director except by banks in the same 
group as the bank having the largest aggregate re
sources of any of those of which such person is an 
officer or director. 

Any candidate having a majority of all vote!! cast 
in the column of lirst choice shall be declared elected. 
If no candidate have a majority of all the votes in the 
lirst column, then there shall be added together the 
rotes cast by the eleetoN for such candidates in the 
second column and the votes caet for the several candi
dates in the lirst column. If any candidate then have a 
majority of the electors voting, by adding together 
the lirst and second chQices, he shall be declared 
elected. If no candidate have a majority of elec1nrs 
voting when the lirst and second choices shall have 
becn added, then the votes cast in the third column for 
other choices shall be added together in like manner, 
and the candidate then having the highest number of 

115 
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votes shall be declared elected. An immediate report 
of election shall be declared. 

Class C directors shall be appointed by the Federal 
Reserve Board. They shall have been for at least two 
years residents of the district for which they are ap
pointed, one of whom shall be designated by said board 
as chairman of the board of directors of the Federal re
serve bank and as "Federal reserve agent." He shall be 
a person of tested banking experience, and in additi()n 
to his duties as chairman of the board of direcbors of 
the Federal reserve bank he shall be required to 
maintain, under regulations to be established by the 
Federal Reserve Board, a local office of said board on 
the premises of the Federal reserve bank. He shall 
make regular reports to the Federal Reserve Board 
and shall act as its official representative for the per
formance of the functions conferred upon it by this act. 
He shall receive an annual compensation to be fixed 
by the Federal Reserve Board and paid monthly by 
the Federal reserve bank to which he is designated. 
One of the directors of Class C shall be appointed by 
the Federal Reserve Board as deputy chairman to ex
ercise the powers of the chairman of the board when 
necessary. In case of the absence of the chairman and 
deputy chairman, the third Class C direct()r shall pre
side at meetings of the board. 

Subject to the approval of the Federal Reserve 
Board, the Federal reserve agent shall appoint one or 
more assistants. Such a'llsistants, wh() shall be persons 
of tested banking experience, shall assist the Federal 
reserve agent in the performance of his duties and shall 
also have power to act in his name and stead during his 
absence or disability. The Federal Reserve Board shall 
require such bonds of the assistant Federal reserve 
agents as it may deem necessary for the protection of 
the United Sbates. Assistants to the Federal reserve 
agent shall receive an annual compensation, to be 
fixed and paid in the same manner as that of the Fed
eral reserve agent. 
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Directors of Federal reserve banks shall receive in OompensaUon 

dditi' . th,· "ded' of directors. a on to any compensation 0 el'Wlse pron , a' , 
reasonable allowance for necessary expenses in at
tending meetings of their respective boards, which 
alDOunt shall be paid by the respective Federal reserve 
banks. AnY' compensation that may 'be provided by 
boards of directors of FedeMl reserve banks for di
rectors, officers or employees sball be subject to the 
approval of the Federal Reserve Board. 

The Reserve Bank Organization 'Committee may, in 
organizing Federal reserve banks, call lIuch meetings 
of bank directors in the several districts as may be 
necessary to carry out the purposes of this Act, and 
may exercise the functions herein conferred upon the 
chairman of the board of directors of each Federal 
reserve bank pending the complete organization of 
such bank. 

At the first meeting of the fun board of directors of Terms of 

each Federal reserve ,bank, it oshall 'be the duty of the :":~to"!. 
directors of Classes A, B, and C, respectively, to desig-
nate one of the memlbers of each class whose tenn of 
office shall expire in one year from the first of January 
nearest to date of suchmeebing, one whose term of 
office shall expire .at the end of two years from said 
date, and one whose term of office shall expire, at the 
end of three years from said date. Thereafter every 
director of .a Federal reserve bank chosen as herein-
before provided shall hold office for a term of three 
years. Vacancies that m.ay occur in the several classes 
of directors of Federal reserve 'banks may be filled in 
tbe manner provided for the origin.al selection of such 
directors, such appointees to hold office for the unex-
pired tenns of their predecessors. 

STOCK ISSUES; INCREASE AND DECREASE OF CAPITAL 

SEC. 5. The capital stock of each Federal reserve 
bank shall :be divided into shares of $100 each. The 
outstanding cllipital stock shall be increased froni time 
to time as member bllinks increase their capital stock 
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and surplus or as additional banks become members, 
and may be decreased as member banks reduce their 
capital stock or surplus or cease to be members. Shares 
of the capital stock of Federal reserve banks owned by 
member banks shall not be transferred or hypothe
cated. When a member bank increases its capital stock 
or surplus, it shall thereupon subscribe for an addi
tional amount of capital stock of the Federal reserve 
bank of its district equal to six per centum of the said 
increase, one-half of said subscription to be paid in the 
manner hereinbefore provided for original sU!bscrip
tion, and one-half subject to call of the Federal Re
serve Board. A bank ;applying for stock in a Federal 
reserve bank at any time after the organization thereof 
must subscribe for an amount of the capital stock of 
the Federal reserve bank equal to six per centum of the 
paid-up capital stock and surplus of said applicant 
bank, paying therefor its 'par value plus one-half of 
one per centum a month from the period of the last 
dividend. When the capital stock of any Federal re
serve bank shall have been increased either on ;account 
of the increase of capital stock of member banks' or on 
account of the increase in the number of member 
banks, the board of directors shall cause to be executed 
a certificate to the Comptroller of the Currency show
ing the increase in capital stock, the amount paid hi, 
and 'by whom paid. When a member bank reduces its 
capital stock it shall surrender a proportionate amount 
of its holdings in the capital of said Federal reserve 
bank, and when a member -bank voluntarily liquidates 
it shall surrender all of its holdings of the capital stock 
of said Federal reserve bank and be released from its 
stock subscription not previously called. In either case 
the shares surrendered shall be canceled and the mem
ber bank s-hall receive in payment therefor, under regu
lations to be prescribed by the Federal Reserve Board, 
a sum equal ro its cash-paid subscriptions on the 
shares surrendered and one-half of one per centum a 
month from the period of the last dividend. not to ex-
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ceed the book value thereof, less any liability of such 
member bank to the Federal· reserve bank. 

SEC. 6. If any member bank shall be declared in
solvent end a receiver appointed therefor, -the stnck 
held by it in said Federal reserve bank shall be can
celed, without impairment of its liability, and all cash
paid subscriptions on said stock, with one-half of one 
per centum per month from the period of last dividend, 
not to exceed the book value thereof, shall be first ap
plied to all debts of the insolvent member bank to the 
Federal reserve bank, and the balance, if any, shall be 
paid to the receiver of the insolvent bank. Whenever 
the capital stock of a Federal reserve bank is reduced,. 
either on account of a reduction in capital stock of any 
member bank or of the liquidation or insolvency of such 
bank, the board of directors shall cause to be executed 
a certificate to the Comptroller of the Currency show
ing such rec,Ioction of capital stock and the amount 
repaid to such bank. 

DIVISION 01' EARNINGS 
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reserve bank have been paid or provided for, the stock-
holders shall be entitled to receive an annual dividend 
of six per centum on the paid-in capital stock, which 
dividend shall be cumulative. After the aforesaid 
dividend claims have been fully met, the net earnings 
shall be pa.id to the United States as a franchise tax 
except that the whole of such net earnings, including 
those for the year ending December thirty-first, nine-
teen hundred and eighteen, shall be paid into a surplus 
fund until it shall amount to one hundred per centum 
of the subscribed capital stock of such bank, and that 
thereafter ten per centum of such net earnings shall be 
paid into the surplus. 

The net earnings derived by the United States from :?:~= .ot 
Federal reserve 'hanks shall, in the discretion of the 'accrolng ~ 

United States 
~ As amended by act of March 3, 1919 (400 Stat., 131~ Government. 

chap. 101). 
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Secretary, be used to supplement the gold reserve held 
agai~st'Outstanding UlI!.ited States notes, or shall be 
applied to the reduction 'Of the outstanding bonded 
indebtedness of the'U nited States under regulati'Ons to 
be prescribed hy the Secretary of the Treallury. Should 
a Federal reserve bank ,be dissolved or go into liquida
tion, any' surplus l"emalining, after the payment of all 
debts, dividend requirements as hereinbefore provided, 
and the par v.alue of the stock, shall be paid to and 
become the property of the United States and shall be 
similarly applied. . 

Federal reserve banks, including the capital stock 
and surplus therein, and the income derived therefrom 
shall be exempt from Federal, State, and local taxa
tion, except taxes upon real estate. 

SEC. 8. Section fifty-one hundred and fifty-four, 
United States Revised S·tatutes, is hereby amended to 
,read as foll'Ows: 

Any bank incorporated hy special law of any State 
or of the United States 'Or organized under the general 
laws of any State 'Or 'Of the United States and having 
an unimpaired capital sufficient to entitle it to become 
a national 'banking association under the provisions of 
the existing laws may, by the vote 'Of the shareholders 
owning not less than fifty-one per centum of the capital 
stock of such banl!: 'Or banking association, with the 
approval of the Comptroller of the Currency -be con-. 
verted into a national banking association, with any 
name appr'Oved 'by the ComptI.:oIler of the Currency: 

Provided, however, That said conversion shall not 
be in'contravention of the State law. In such case the 
articles of association and organization certificate may 
be executed by a majority of the directors 'Of the bank 
or banking institution, and the certHicate shall declare 
that the ownen of fiftY-Qne per centum of the capital 
stock have authorized the directors to make such cer
tificate and to change or convert the bank or banking 
institution into a national association. A majority of 
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the directors, after executing the articles of association 
and the organization certificate, shall have power to 
execute all other papers Bnd to do whatever may be 
required to make its organization perfect and complete 
as a national association. The shares of any such bank 
may continue to be for the same amount each as they 
were before the conversion, and the directors may con
tinue to be directors of the association until others are 
elected or appointed in accordance 'W'ith the provisions 
of the statutes of the United States. When the Comp
troller has given to such bank or banking association a 
certificate that the provisions of this Act have been 
complied with, such -bank or ibanking association, and 
all its stockholders, officers, and employees, shall have 
the same powers and privileges, and shan be subject 
to the same duties, liabilities, and regulations, in all 
respects, as shall have been prescribed by the Federal -
Reserve Act and by the national banking Act for as
sociations originally organized as national banking 
associations. 

STATB BANKS A9 MEMBERS 

SEC. 9.1 Any bank incorporated by special law of 
any State, or organized under the general laws of any 
State or of the United States, desiring to become a 
member of the Federal Reserve System. may make ap
plicatron to the Federal Reserve Board, under such 
mIea and regulations as it may prescribe, for the right 
to subscribe to the stock of the Federal reserve bank 
organized within the district in which the applying 
bank is located. Such application shall be for the same 
amount of stock that the applying bank would be 
required to subscribe to as a national bank. The Fed
eral Reserve Board, subject to such conditions as it 
may prescribe, may permit the applying bank to be
come a stockholder of such Federal reserve bank. 

5 As amended by act approved June iI, 1911 (40 Stat., 
23", chap. Si); act approved July I, 1m (H Stat., 8/ll, chap. 
2741); act approved Mar. 4t, 1m. 
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In acting upon such application the Federal Re
serve Board shall consider the financial condition of 
the applying bank, the general character of its man
agement, and whether or not the corporate powers 
exercised are consistent with the purposes of this act. 

,Whenever the Federal Reserve Board shall permit 
the applying bank to become a, stockholder in the 
Federal reserve bank of the district its stock subscrip
tion shall be payable on call of the Federal Reserve 
Board, and stock issued to it shall be held subject to 
the provisions of this act. 

Ail 'banks admitted to membership under authority 
of this section, shall be required to comply with the 
reserve and capital reqwrements of this act and to 
conform to those provisions of law imposed on national 
banks which prohibit such banks from lending on or 
purchasing their own stock, which relate to the with
drawalor impairment of their capital stock, and which 
relate to the payment of unearned dividends. Such 
hanks and the officers, agents, and employees thereof 
shall also be sobject to the provisions of and to the 
penalties prescribed Iby section fifty-two hundred and 
nine of the Revised Statutes, and shall be required to 
make reports of condition and of the payment of divi
dends to the Federal reserve 'bank of which they be
come a. member. Not less than three of such reports 
shall be made annually on call of the Federal re~ 
serve bank on dates to be fixed by the Federal Re
serve Board. Failure to make such reports within ten 
days after the date they are called for shall subject the 
offending bank to a penalty of $100 a day for each day 
that it fails to transmit such report; such penalty to be 
collected ,by the Federal reserve bank 'by,swt or other
wise. 

'As a condition of membershi'p such banks shall like
wise be subject Ix> examinations made 'by direction of 
the Federal Reserve Board or of the Federal reserve 
bank ·by examiners selected or approved by the Federal 
Reserve Board. 
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Whenever the directors of the Federal reserve bank 
shall approve the examinations made by the State au
thorities, such examinations and the reports thereof 
may be accepted in lieu of examinations made by ex
aminers selected or approved bY' the Federal Reserve. 
Board: Provided, h()'WefJer, That when it deems it 
necessary the board may order special examinations by 
examiners of its own selection and shall in all cases 
approve the form of the report. The expenses of all 
examinations, other than those made by State authori
ties, IIhal! be assessed against and paid by the banks 
examined. 

If at any time it shall appear to the Federal Reserve 
Board that a mem1ber bank has failed to eomply with 
the provisions of this section or the regulations of the 
Federal Reserve Board made pursuant thereto, it shall 
be within the power of the ·board after hearing to re
quire such bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privileges of 
mem·bership. The Federal Reserve Board may restore 
membership upon due proof of compliance :with the 
conditions imposed by this section. 

Any State bank or trust company desiring to with
draw from membership in the Federal reserve bank may 
do so, after six months' written notice shall have been ~..!:draWal 
filed with the Federal Reserve Board, upon the sur- membersblp. 

render and cancellation of all of its holdings of capital 
stock in the-Federal reserve ,bank: ProfJided, howefJer. 
That no Federal reserve bank shall, except under ex-
press authority of the Federal Reserve Board, cancel 
within the same calendar year more than twenty-five 
per centum of its capital stock. for the purpose of ef-
fecting voluntary withdrawals during that year. All 
such applications shall be dealt with in the order in 
which' they are filed with the board. Whenever a 
member bank shall surrender its stock holdings in a 
Federal reserve ,bank, or shall be ordered'to do So 
by the Federal Reserve Board, under authority of 
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law, all of its rights and privileges as a member 
bank shall thereupon cease and determine, and after 
due provision has been made for any indebtedness 
due or to become due to the Federal reserve bank 
it shall be entitled to a refund of its cash paid subscrip
tion with interest at the rate of one-half of one per 
centum per month from date of last dividend, if earned, 
the amount refunded in no event to exceed the book 
value of the stock at that time. and shall likewise be 
entitled to repayment of deposits and of any other 
balance due from the Federal reserve bank. 

No applying bank shall be admitted to membership 
in a Federal reserve bank unless (a> it possesses a 
paid-up, unimpaired capital sufficient to entitle it to 
become a national banking association in the place 
where it is situated under the provisions of the N a
tional Bank Act, or (b> it possesses a paid-up, unim
paired capital of at least 60 per centum of the amount 
sufficient to entitle it to become a national banking 
association in the place where it is situated under the 
provisions of the National Bank Act and, under pen
alty of loss of membership complies with rules and 
regulations which the Federal Reserve Board shall 
prescribe fixing the time within which and the method 
by which the unimpaired capital of such bank shall be 
increased out of net income to equal the capital which 
would have been required if such bank had been ad
mitted to membership under the provisions of clause 
(a> of this paragraph: PrO'Vided. That every such rule 
or regulation shall require the applying bank to set 
aside annually not less than 20 per centum of its net 
income of the preceding year as a fund exclusively 
applicable to such capital increase. 

Banks becoming members of the Federal Reserve 
System under authority of this section shall be subject 
to the provisions of this section and to those of this 
act which relate specifically to member banks, but shall 
not be subject to examination under the prOvisions of 
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the first two paragra.phs of section fifty-two hundred 
and forty of the Revised Statutes as amended by sec
tion twenty-one of this act.8 Subject to the provisions 
of this act and to the regulations of the board made 
pursuant thereto, any bank becoming a member of the 
Federal Reserve System shall retain its full charter 
and statutory rights as a State bank or trust company, 
and may continue to exercise all corporate powers 
granted it by the State in which it was created, and, 
shall be ent'Ptled to all privileges of member banks: 
Provided, however, That no Federal reserve bank shall 
be permitted <to discount for any State bank or· trust 
company notes, drafts, or ibills of exchange of anyone 
borrower who is liable for borrowed money to such 
State bank or trust company in an amount greater than 
that which could be borrowed lawfully from such State 
bank or trust company were it a national banking 
association. The Federal reserve bank, as a condition 
of the discount of notes, drafts, and bills of exchange 
for such State bank or trust company. shall require a 
certificate or guaranty to the effect that the borrower 
is not liable to such bank in excess of the amount pro
vided by this section, and will not be permitted to 
become liaible in excess of this amount while such notes, 
drafts, or bills of exchange are under discount with the 
Federal reserve bank. . 

It shall be unlawful for any officer, clerk, or agent 
of any bank admitted to membership under authority 
of this section to certify any check drawn upon such 
bank unless the person or company drawing the check 
has on deposit therewith at the time such check is 
certified an amount of money equal to the amount 
specified in such check. Any check 60 certified by duly 
authorizc:d officers shall bea good and valid obligation 
against such ,bank, 'but the act of any such officer, clerk, 
or agent in violation of this section may subject such 
bank to a forfeiture of its mem'bership in the Federal 

8 Amending section !il of this act. 
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Reserve System upon hearing by the Federal Reserve 
Board. 

FEDERAL RESERVE BOARD 

SEC. 10.' A Federal Reserve Board is hereby created 
which shall consist of eight members, including the 
Secretary of the Treasury and the Comptroller of the 
Currency, who shall be members ex" officio, and six 
members appointed !by the President of the United 
States, by and with the advice and consent of the Sen
ate. In seleCting the six appointive members of the 
Federal Reserve Board, not more than one of whom 
shall be selected from anyone Federal reserve district, 
the President shall have due regard to a fair represen
tation. of the financial, agricultural, industrial and 
commercial interests, and geographical divisions of 
the country. The six members of the Federal Reserve 
Board appointed by the President and confirmed as 
aroresaid shall devote their entire time to the business 
of the Federal Reserve Board and shall each receive 
an annual salary of $Hl,OOO, payable monthly, to
gether with actual necessary traveling expensea," and 
the Comptroller of the Currency,as ex officio member 
of the Federal Reserve Board, shall, in addition to the 
salary now paid him as Comptroller of the Currency. 
receive the sum of $7,000 aunually for his services as 
a member of said /board. 

The Secretary of the Treasury and the Comptroller 
of the Currency shall be ineligible during the time they 
are in office and for two years thereafter to hold any 
office, position, or employment in any member bank. 

The appointive members of the Federal Reserve 
Board shall be ineligible during the time they are in 
office and for two years thereafter to hold any office, 
position, or employment in any member bank, except 
that this restriction shall Dot apply to a member who 

T As amended by acts approved March 8, 1919 (4A1 Stat., 
1314, cbap.. 101); June 8, 1m (411 Stat., 620, chap. OOli); 
February 6, 1923. 
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has served the full term for which he was appointed. 
Of the six members thus appointed by the President 
one shall be designated by the President to serve for 
two, one for four, one for six, one for eight and the 
balance of the members for ten years, and thereafter 
each member so appointed l!hall serve for a term of 
ten years, unless sooner removed for cause by the 
President. Of the Jiix persons thus appointed; one 
shan be designated by the President as governOr and 
~ne as vice governor of. the Federal Reserve Board. 
The governor of the Federal Reserve Board, subject 
to its supervision, shall be the active executive officer. 
The Secretary of the Treasury may assign offices in 
the Department of the Treasury for the use of the 
Federal Reserve Board. Each member of the Federal 
Reserve Board shan wilJhin fifteen days after notice 
of appoinbnent make and sObscribe to the oath of 
office. 
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The Federal Reserve Board shall hl!ve power ~ levy :;,e:,~ banta 
semiannually upon the Federal reserve banks, m pro- to be a_88ed 

portion to their capital stock and surplus, an assess- ~~r bo"::.DBea 

. ment sufficient to pay its estimated expenses and the 
salaries of its memlbers and employees for the half 
year succeeding the levying of. such assessment, to
gether with any deficit carried forw.ard from the pre
ceding half year. 

The first meeting of the Federal Reserve Board shall 
be held in Washington, District of Columbia, as soon 
as may be after the passage of this Act, at a date to 
be fixed by the Reserve Bank Organization Committee. 
The Secretary of the Treasury shall be ex officio chair
man of the Federal Reserve Board. No member of the 
Federal Reserve Board shan be an officer or director of 
any bank, banking institution, trust company, or Fed
eral reserve bank nor hold stock in any bank, banking 
institution, or trust company; and before entering 
upon his dooes as a member of the Federal Reserve 
Board he shall certify under oath to the Secretary of 



128 

Vacandee. 

AlIIlnal 
report. 

Comptroller of 
the OUrreDOJ' 

APPENDIX B .. 
the Treasury that he has complied with this require-
ment. Whenever a vacancy shall occur, other than by 
expiration of tenn, among the six members of the 
Federal Reserve Board appointed by the President, as 
above provided, a successor shall be appointed by the 
President, with the advice and consent of the Senate, 
to fill such vacancy, and when appointed he shall hold 
office for the unexpired term of the member whose 
place he is selected to fill. 

The President shall have power to fill all vacancies 
that may happen on the Federal Reserve Board during 
the recess of the Senate by granting commissions 
which shall expire with the next session of the Senate. 

Nothing in this Act contained shall be constmed as 
taking away any powers heretofore vested Sy law in the 
Secretary of the Treasury which relate to the super
vision, management, and control of the Treasury De
partment and bureaus under such department, and 
wherever any power vested by this Act in the Federal 
Reserve Board or the Federal reserve agent appears to 
conflict with the powers of the Secretary of the Treas
ury, such powers shall be exercised subject to the 
supervision and control of the Secretary. 

The Federal Reserve Board shall annually make a 
full report of its operations to the Speaker of the 
House of Representatives, who shall cause the same to 
be printed for the information of the Congress. 

Section three hundred and twenty-four of the Re
vised statutes of the United States shall be amended 
so as to read as foll~ws: 

"SEC. 824. There shall be in the Department of the 
Treasury a bureau charged with the execution of all 
laws passed by Cnngress relating to tilie issue and 
regulation of national currency secured by United 
States bonds and, under the general supervision of the 
Federal Reserve Board, of all Federal reserve notes, 
the chief officer of which bureau shall be called the 
Comptroller of the CurrencY' and shall perform his 
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duties under 1he general directions of the Secretary of 
the Treasury. 
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"No Federal reserve bank shall have authority here- ~taUOD OD 

.fter to enter into any contract or contracts for the =08.!.: 
erection of any branch bank building of any kind or =l1li b7 

character, or to authorize the erection of any such """""" IJuW.. 

building, if the cost of the building proper, exclusive 
of the cost of the vaults, permanent equipment, fur-
nishings, and fixtures, is in excess of $250,000: Pro-
flidetl. That not1hing herein shall apply to any bnilding 
under construction prior to .June 8,1922." 

SEC. 11" The Federal Reserve Board shall be au
thorized and empowered: 

Ca> To examine at its discretion the accoUDts, books Powen of 

and a1Fairs Of each Federal reserve bank and of each = 
member bank and to reqmre such statements and re- BcIud. 

ports as it may deem necessary. The said board shall 
publish onee each week a statement showing the con-
dition of each Federal reserve bank and a consolidated ~ 
statement for all Federal reserve banks. Such state- _ IJuW.. 

ments shall show in detail the assets and liabilities 
of the Federal reserve banks, single and eom'bined, and 
shall furnish full information regarding the character 
of the money hcld as reserve and the amo1lIlt, nature 
and maturities of the paper and other investments 
owned or held by Federal reserve banks. 

(b> To permit, or, on the affirmative vote of at least ~peJ 0118 

five members of the Reserve Board to require Federal """""" -
reserve banks to rediscount the discounted paper of :. r:::,;t 
other Federal reserve banks at rates of interest to be 
fixed by the Federal Reserve Board. 

C c > To suspend for a period not exceeding thirty To ___ 

days. and from time to time to renew such suspension ::::...e..1R. 
for periods not exceeding fifteen days. any reserve 

• As amended by act approved September '1, 1916 (89 Stat., 
'15i, map. 461); act approved September i6, 1918 (to Stat., 
967, chap. 177); act approVEd March S, 1919 (to Stat., lSI", 
chap. 101); act approved February i'I, 1921 (41 Stat., 1146, 
cbap.75). 
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requiremeIJJts . specified in this Act: P~ded. That it 
shall establish a graduated tax upon the amounts by 
which the reserve requirements of this Act may be 
permitted to fall below the level hereinafter specitied: 
And provided further. That when the gold reserve held 
against Federal reserve notes falls ,below forty per 
centum, the Federa1.Reserve Board shall establish a 
graduated tax of not more. "'han· one per centum per 
annum upon such deficiency until the reserves fall to 
thirty-two and one-half per centum, and when said 
reserve falls below thirty-two and one-half per centum, 
a tax at the rate increasingly of not less than one and 
one-half per centum per annum upon each two and 
one-half per centum or fraction thereof that such re
serve falls below thirty-two and one-half per centum. 
Tbe tax shall be paid by the reserve bank, Dut the re
serve 'bank shall add an amount equal to said tax to 
the rates of interest and discount fixed by the Federal 
Reserve Board. . 

(d) To supervise and regulall;e through the bureau 
under the charge of the Comptroller of the Currency 
the issue and retirement of Federal reserve notes, and 
to prescribe rules and regulations under which such 
notes may be delivered .by the Comptroller to the Fed
eral reserve agents applying therefor. 

(e) To add to the number of cities classified as re
serve and central reserve cities under existing la';'" 
in which national banking associations are subject to 
the reserve requirements set forth in section twenty of 
this Act; or to reclassify existing reserve and central. 
reserve cities or to terminate their designation as such. 

(f) To suspend or remove any officer or director of 
any Federal reserve bank, the cause of such removal 
to be forthwith communicated in writing by the Fed
eral Reserve Board to the removed officer or director 
and to said bank. 

(g) To require the writing off of doubtful or worth-
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less assets uPon the books and balance sheets of Fed
eral reserve banks. 

(h) To s11Bpend, for the violation of any of the pro
visions of this Act, the operations of any Federal 
reserve bank, to take possession thereof, administer 
the same during the period of suspension, and, when 
deemed advisa'ble, to liquidate or reorganize such bank. 

(i) To require bands of Federal reserve agents, to 
make regulations for the safeguarding of all collateral, 
bonds, Federal reserve notes, money or property of 
any kind deposited in the hands of sudh agents. and 
said board shall perform the duties, functions, or serv
ices specified in this Act, and make all rules and regu
lations necessary to ena,ble said board effectively to 
perform the same. 

(j) To exercise general supervision over said Fed
eral reserve banks. 

(k) To grant by special permit to national banks 
applying therefor, w,hen not in contravention of State 
or local law, the right toaot as trustee, execUJtor, ad
ministrator, registrar of stocks and bonds, guardian of 
estates, assignee, receiver, committee of estates of 
lunaltics, or in any other fiduciary capacity in which 
State /banks, trust companies, or other corporations 
which come into co~tition with national 'banks are 
permitted to act under the laws of the State in which 
the national bank is located. 

Wihenever the laws of such State 'authorize or per
mit the exercise of any or all of the foregoing pOwers 
by State banks, trust companies, or other corporations 

• which compete with national banks, the granting to 
and the exercise of such powers 'by national banks shall 
not be deemed to be in contravention of State or local 
law within the meaning of this Act. 

N a.tional !banks exercising any or all of the powers 
enumerated in this sUbsection shall segregate all assets 
held in any fiduciary capacity from the general assets 
of the bank and shall keep a separate set of books and 

un 
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records showing in proper detail all transactions en
gaged in nnder authority of this subsection. Such books 
and records shall be open to inspection by the State 
authorities to the same extent as the books and records 
of corporations organized nnder S'tate law which ex
ercise fiduciary powers, but nothing in this Act shall 
be construed as .authorizing the State authorities to 
examine the books, records, and assets of the national 
bank which are not held in trust under authority of 
this subsection. 

No national bank shall receive in its trust depart
ment deposits of current funds sUbject to check or the 
deposit of checks, drafts, bills of exchange, or other 
items for collection or exchange purposes. Fnnds de
posited or held in trust by the bank awaiting invesbnent 
shall be carried in a separate acconnt and shall not be 
used by the bank in the conduct of its business unless 
it shall first set aside in the trust department United 
States bonds or other securities approved by the Fed· 
eral Reserve Board. 

In the event of the failure of such bank the owners 
of the fnnds held in trust for invesbnent shall have a 
lien on the bonds or other securities so set apart in 
addition to ·their claim against the estate of the bank. 

Whenever the laws ·of a Sll:ate require corporations 
acting in a fiduciary ca.pacity, to deposit securities 
with the State authorities for the protection of private 
or coulft trusts, national banks so acting shall be re
quired to make similar deposits and securities so de
posited shall 'be held for the protection of private or 
court trusts, as provided by the State law. 

National banks in such cases shall not be required 
to execute the bond usually required of individuals if 
State corporations nnder similar circumstances are 
exempt from this requirement. 

National hanks S'hall have power to execute _ such 
bond when so required by the laws of the State. 

In any case in which the laws of a State require that 
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• a corporation acting as trustee, executor, administra~ 
tor, or in any capacity specified in this section, shall 
take an oath or make an affidavit, the president, vice 
president, cashier, or trust officer of such national bank 
may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking asso
cialtion to lend any officer, director, or employee any 
funds held in trust under the powers conferred by 
this section. Any officer, director, or employee making 
such loan, or to whom such loan is made, may be fined 
not more than $5,000, or imprisoned not more than five 
years, or may be ·both fined and imprisoned, in the 
discretion of the court. 

In passing upon applications for permission to ex
ercise the powers enumerated in this subsection, the 
Federal Reserve Board may take into consideration the 
amount of capital and surplus of the applying bank, 
whether or not such capital and surplus is sufficient 
under the circumstances of the case, the needs of the 
colrimunity to be served, and any other facts and cir
cumstances that seem to it proper, and may grant or re
fuse the application accordingly: PrOfJided. That no 
permit shall ·be issued to any national banking associa
tion having a capital and surplus less than the capital 
and surplus required by State law of State banks, trust 
companies, and corporations exercising such powers. 

(1) To employ such attorneys, experts, assistants, 
clerks, or OIther employees as may be deemed necessary 
to conduct the business of the board. All salaries 
and fees shall be fixed in advance by said board 
and shall be paid in the same manner as the salaries of 
the meu1bers of said board. All such attorneys, experts, 
assistants, clerks, and other employees shall be ap
pointed without regard to the provisions of the Act of 
January sixteenth, eighteen hundred and eighty~hree 
(volume twenty~wo, United States Statutes at Large, 
page four hundred and three), and amendments there-

188 
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to, or any rule or regulation made in pursuance there
of: Provided, That nothing herein shall prevent the 
President from placing said employees in the classified 
service. 

(m) Upon the affirmative vote of not less than five 
of its members, the Federal Reserve Board shall have 
power to permit Federal reserve banks to discount for 
any member bank noItes, drafts,.or bills of exchange 
bearing the signature or endorsement of anyone bor
rower in excess of the amount permitted by section 
nine and section thirteen of this Act, but in no case to 
exceed twenty per centum of the member bank's capi
tal and surplus: pr<JfJjded, Iwwe'Der. That all such 
notes, drafts, or bills of exohange discounted for any 
memlber bank in excess of the amount permitted under 
such sections shall be secured by not less than a like 
face amount of bonds or notes of the United States is
sued since April 24, 1917, for which the borrower shall 
in good faith prior to January 1, 1921, have paid or 
agreed to pay not lesll than the full face amount there
of, or certificates of indebtedness of the United States: 
PrOflided further. That the provisions of this sub
section (m) shall not be operative after October 81, 
1921. 

FEDERAL ADVISORY COUNCIL 

S'EC. 12. There is hereby created a Federal Ad
visory Councll, w.wch shall consist of as many members 
as there are Fedel\81 reserve districts. Each Federal 
reserve 'bank by its board of directors shall annually 
select from its own Federal reserve district one mem
ber of said council, who shall receive such compensa
tion and allowances as may be fixed by his board of 
directors subject to the approval of the' FedeMl Re
serve Board. The meetings of said advisory council 
shall ,be held at Washington, District of Columbia, at 
least four times each year, and oftener if called by 
the Federal Reserve Board. The council may in ad
dition to the meetings above provided for hold such 
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other meetings in Washington, District of Columbia, 
or elsewhere, as it may deem necessary, may select its 
own officers and adopt its own methods of procedure, 
and a majority of its memlhers shall constitute a 
quorum for the transaction of business. Vacancies in 
the council shall .00 fUled by the respective reserve 
banks, and members selected to fill vacancies shall 
serve for the unexpired term. 

The Federal Advisory Council shall have power, by Powen. 

itself 01' through its officers, (I) to confer direclily with 
the Federal Reserve Board on general business condi-
tions; (2) to make oral or written representations 
concerning matters within the jurisdiction of said 
board; (8) to call for information and to make recom
mendations in regard to discount rates, rediscount 
business, nate issues, reserve conditions in the various 
districts, the purchase and sale of gold 01' securities by 
reserve banks, open-market operations by said banks, 
and the general affairs of the reserve banking system. 

POWERS 01' I'EDERAL RESERVE BANKS 

SEC. 18" Any Federal reserve bank may receive Depos1ta. 

from any of its member banks, and from the United 
States,t° deposits of current funds in lawful money, na. 
tional-bank notes, Federal reserve notes, 01' checks. 
and draf.ts. payalble upon ·presentatioD, and rullO, for 
collection. maturing notes and bills; or, solely for 
purposes of exchange or of collection, may receive 
from other Federal reserve banks deposits of current 
funds in }.awful money, national-bank notes, or checks 
upon other Federal reserve banks. and checks and 
drafts, payalble upon presentation wilthin its district, 

I As amended by act approved March 8, 19i15 (38 Stat., 
968, eba,p. 93) ; act approved September 7, 1916 (39 Stat., 7ta, 
chap. 461); act approved June iI, 1917 (40 Stat., iSQ, cha.p. 
rul); and act approved March 4, lwa. 

10 Under authority of see. 16, War Finance Act, a.pproved 
AprU 5, 1918, as amended by act of March 8, 1919, may re
ceive deposits from War Finance Corporation. 



136 . 

Rediscount. 

APPENDIX B 

and maturing notes and bills payable within its dis
trict; or, solely for the purposes of exchange or of 
collection, may receive from any nonmember bank or 
trust company deposits of current funds in lawful 
money, national-bank notes, Federal reserve notes, 
checks and drafts payable upon presentation, or ma
turing notes and bills: Pf'O'Uided. Such nonmember 
bank or trust company maintains with the Federal re
serve hank of its district a balance sufficient to offset 
the items in transit held for its account by the Federal 
reserve hank: PrOfJided furtker. That nothing in this 
or any other section of this Act shall be construed as 
prohibiting a memlber or nonmember bank from mak
ing reasonable charges, to be determined and regulated 
by the Federal Reserve Board, but in no case to exceed 
10 cents per $100 or fraction thereof, based ,on the 
total of checks and drafts presented at anyone time, 
for collection or payment of checks and drafts and re
minion therefor by exchange or otherwise; but no 
such charges shaH be made against the Federal reserve 
banks. 

Upon the indorsement of any of its member banks, 
w.hich shall ,be deemed a waiver of demand, notice 
and protest by such bank as to' its own indorsement 
exclusively, any Federal reserve bank may discount 
rwtes, drafts, and ,bills of exchange arising out of ac
tual commercial transactions; that is; notes, drllfts, and 
bills of exchange issued or drawn for agriculturel" 
induS'trial, or commercial purposes, or the proceeds of 
which have'been used, or are to be used for such pur
poses, the Federal Reserve Board to have the right to 
determine or define the character of the paper thus 
eligible for discount, within the meaning of ·this Act. 
Nothing in this Act contained shall be' construed to 
prohibit such notes, drafts, and bills of exchange, 
secured by staple agricultural products, or other goods, 
wares, or merchandise from being eligible for such 
discount, and the nates, drafts, and bills of exchange 
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of factors issued as such making advances exolusively 
to producers of staple agricultural products in their 
raw state shall be eligible for such discount; but such 
definition shall not include notes, drafts, or bills cov
ering merely investments or issued or drawn for 4IDe 
purpose of earrying or trading in stocks, bonds, or 
other investment securities, except !bonds 'and notes of 
the Government of the United States. Notes, drafts, 
and ,bills admitted to discount under the terms of this 
paragl'8ph must have a maturity at the time of discount 
of not more than 90 days, exclusive of grace. 

Upon the indorsement of any of its member banks, 
which shall be deemed a waiver, of demand, notice, and 
protest ,by such bank as to its own indorsement exclu
sively, and subject to regulations and lilPitations to be 
prescribed by the Federal Reserve Board, any Federal 
reserve bank may discount or purchase bills of ex
change payable at siglht or on demand which are drawn 
to finance the' domestic shipment of nonperishable, 
readily marketable staple agricultural products and 
are secured by ,bills of lading or other shipping docu
ments conveying or securing title to such staples: 
Pf'OfJided, That all such bills of exchange shall 'be for
warded promptly for collection, and demand for pay
ment shall be made with reasonable promptness after 
the arrival of such staples at their destination: Pro
vided further, Tlhat no such .bill shall in any event be 
held by or for the account of a Federal reserve bank 
for a period in excess of 90 days. In discounting such 
bills Federal reserve banks may compute the interest 
to be deducted on the basis of the estimated life of each 
bill and adjust the discount after paymentaf such 
bills to conform to the actual life thereof. 

The aggregate of such notes, drafts, and bills 'bear
ing the signature or indorsement of anyone borrower, 
whether a person, company, firm, or corporation, re
discounted for anyone bank shall at no time exceed ten 
per centum of the unimpaired capital and surplus of 
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said bank; but this restriction shall not apply to the 
discount of bills of exchange -drawn in good faith 
. against actually existing values. 

Any Federal reserve bank may discount acceptances 
of the kinds hereinafter described, which have a ma
turity at the time of discount of not more than 90 days' 
sight, exclusive of days of grace, and which are in
dorsed ·by at least one member ·bank: PrOfJidea, That 
such oacceptances if drawn for an agricultural p~rpose 
and secured at the time of acceptance by warehouse 
receipts or other such documents conveying or securing 
title covering readily marketable staples may be dis
counted with a maturity at the time of discount of not 
more than six months' sight exclusive of days of grace. 

Any member bank may accept drafts or bills of ex
change drawn upon it having not more than six months' 
sight to run, exclusive of days of grace, which grow out 
of transactions involving the importation or exporta
tion of goods; or which grow out of transactions in
volving the domestic shipment of goods provided ship
pinl§ documents conveying or securing the title are 
attached at the time of oacceptance; or which are 
secured at the time of acceptance by a warehouse re
ceipt or other such document conveying or secur
ing title covering readily marketable staples. NO 
member bank shall accept, whether in a foreign or 
domestic transaction, for anyone ·person, company, 
firm, or corporation, to an amount equal at any time 
in the aggregate to more than ten per centum of its 
paid-up and unimpaired. capital stock and surplus, 
unless the bank is secured either by attached docu
ments or by some other actual security growing out of 
the same transaction as the acceptance; and no bank 
shall accept such bills to an amount equal at any time 
in .the aggregate to more than one-half of its paid-up 
and unimpaired capital stock and surplus: Pf'O'Oidea, 
however, That the Federal Reserve Board, under such 
general regulations as it may prescribe, which shall 
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apply to all banks alike regardless of the amount of 
capital stock and surplus, may authorize any member 
bank to accept such bills to an amount not exceeding 
at any time in the aggregate one hundred per centum 
of its paid-up and unimpaired capital stock and sur
plus: Provided further, That the aggregate of accept
ances growing out of domestic transactions shall in no 
event exceed fifty per centum of such capital stock and 
surplus. 

Any Federal reserve bank may make advances to its 
mem-ber banks on their promissory notes for • period 
not exceeding fifteen days at rates to be established by 
such Federal reserve hanks, subject to the review and 
determination of the Federal Reserve Board, provided 
such promissory notes are secured by' such notes, drafts, 
bills of exchange, or bankers' acceptances as are eli-
gible for rediscount or for purchase by Federal reserve 
banks under. the provisions of this Act, or by the de-
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posit or pledge of bonds or notes of the United States. 
. d d d f th R . d IJmltatlon8 on Section fifty-two hun re an two' 0 e eVlse Indebtedne .. of 

Statutes of the United States is hereby amended so as notional bank .. 

to read as follows: "No .national banking' association 
shall at any time be indebted, or in any way liable, to 
an amount exceeding the amount of its capital stock 
at such time actually paid in and remaining undimin-
ished by losses or otherwise, except on account of de-
mands of the nature following: 

First. Notes of circulation. 
Second; Moneys de~sited with or collected by the 

association. 
Third. Bills of exchange or drafts drawn against 

money actually on deposit to the credit of the associa
tion, or due therelto. 

Fourth. Liabilities to the stockholders of the asso
ciation for dividends and reserve profits. 

Fifth. Liabilities incurred under the provisions of 
the Federal Reserve Act. 
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Sixth. Liabilities incurred under the provisions of 
the War Finance Corporation Act.l1 

Seventh. Liabilities created by the indorsement of 
accepted bUls of exchange payable abroadll actually 
owned by the indorsing. bank and discounted at home 
or abroad. 

The discount and rediscount and the purchase and 
sale by any Federal reserve bank of any bills receivable 
and of domestic and foreign bills of exchange, and of 
acceptances authorized by this Act, shall be subject to 
such restrictions, limitations, and regulations as may 
be imposed by the Federal Reserve Board. 

T-hat in addition to the 'powers now vested by law 
in national banking associations organized under the 
laws of the United S:tates any such association located 
and doing business in any place the population of 
which does not exceed five thousand inhabitants, as 
shown ·by the last preceding decennial census, may, 
under such rules and regulations as may be prescribed 
by the Comptroller of the Currency, act as the agent 
for any fire, life, or other insurance company au
thorized bY' the authorities of the State in which 
said bank is located to do business in said State, by 
soliciting and selling insurance and collecting- pre
miuIDS on policies issued by such company; and may 
receive for services so rendered such fees or commis
sions as may be agreed upon ,between the said associa
tion and the insurance company for 'which it may act 
as agent; and may also act as the broker or agent for· 
others in making or procuring loans on real estate 
located within one hundred miles of the place in which 
said bank may be located, receiving for such services 
a reasona·ble fee or commission: Provided, hO'Wever,. 
That no such bank shall in any case guarantee either 
the principal or interest of any such loans or assume 
or guarantee the payment of any premium on insurance 

11 These two subparagr8iphs were added to sec. ~, Re
vised Statutes, by the War Finance Co11pOration Act, ap
proved April 6, 1918, and by the act of October 22, 1919, 
respectively. 
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policies issued through its agency ,by its principal: A.tuI 
pNlfJided further. That Nle bank shall not guarantee 
the truth of any statement made by an assured in filing 
his application for insurance. 
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exchange drawn upon it haVIng not more than three antbozUed of 

months' sight to run, exclusive of dAys of gm'ace, drawn ~:. d;:'.':. 
under regulations to be prescribed by the Federal Re- outside of ". 

serve Board by banks or ,bankers in foreign countries eonutry. 

or dependencies or insular possessions of the United 
States for the purpose of furnishing dollar exchange 
as required by the usages of trade in the respective 
countries, dependencies, or insular possessions. Such 
drafts or bills may be acquired ,by Federal reserve 
banks in such amounts and subject to such regulations, 
restrictions, and limitations as may be prescribed by 
the Federal Reserve Board: Pf'OfJided. hO'We'Ver. That 
no member bank shall accept such drafts or bills of ex-
change referred to this paragraph for anyone bank 
to an amount exceeding in the aggregate ten per 
centum of the paid-up and unimpaired capital and 
surplus of the accepting bank unless the draft or bill 
of exchange is accompanied by documenm conveying 
or securing title or by some other adequate security: 
Pf'OfJided further. That no member bank shaH accept 
such drafts or bills in an amount exceeding at any 
time the aggregate of one-half of its paid-up and 
unimpaired capital and surplus. 

SEC. 18a,u Upon the indorsement of any of its mem
ber banks. which shall be deemed a waiver of demand, 
notice, and protest by such bank as to its own indorse
ment exclusively, any Federal reserve bank may, sub
ject to regulations and limitations to be prescribed by 
the Federal Reserve Board, discount notes, drafts, and 
bills of exchange issued or drawn for an agricultural 
purpose, or based upon live stock, and having a ma
turity, at the time of discount, exclusive _ of days 'of 
grace, not exceeding nine months, and such notes, 

11 Added by act approved March .. 1003. 
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drafts, and ,bills of exchange may be offered as col
lateral security for the issuance of Federal reserve 
notes under the provisions of section 16 of this Act: 
PrO'Oided. That notes, drafts, and bills of exchange 
with maturities in excess of six: months shall not be 
eligible as a basis for the issuance of Federal reserve 
notes unless secured by warehouse receipts or other 
such negotiable documents conveying or securing title 
to readily marketable staple agricultural products or 
by chattel mortgage upon live stock which is being fat
tened for market. 

T'hat any Federal reserve bank may, subject to 
regulations and limitations to be prescribed by the 
Federal Reserve Board, rediscount such notes, drafts, 
and bills for any Federal Intermediate Credit Bank, 
except that no Federal reserve bank shall rediscount 
for a Federal Intermediate Credit Bank any such note 
or·dbligation which bears the indorsement of a non
member State bank or trust company which is eligible 
for membership in the Federal reserve system, in ac
cordance with section 9 of this Act. 

Any Federal reserve bank may also buy and sell 
debentures and other such obligations issued by a 
Federal Intermediate Credit Bank or by a National 
Agricultural Credit Corporation, ibut only to the same 
extent as and subject to the same limitations as those 
upon which it may buy and sell bonds issued under 
Title I of the Federal Farm Loan Act. 

Notes, drafts, bills of exchange or acceptances 
issued or drawn by cooperative marketing associations 
composed of producers of agricultural products shall 
be deemed to ,have been issued or drawn for an agricul
tural purpose, within the meaning of this section, if 
the proceeds thereof have been or are to be advanced 
by such association to any members thereof for an 
agricultural purpose, or have been or are to be used by 
such association in making payments to any members 
thereof on account of agricultural products delivered 
by such members to the association, or if such proceeds 
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have been or are to be used by such association to meet 
expenditures incurred or to be incurred by the associa
tion in connection with the grading, processing, pack
ing, preparation for market, or marketing of any 
agricultural product handled by such association for 
any of its members: Provided, That the express enu
meration in this paragraph of certain classes of paper 
of cooperative marketing associations as eligible for 
redisconnt shall not be construed as rendering ineligi
ble any other class of paper of such associations which 
is now eligible for rediscount. 

The Federal Reserve Board may, by regulation, 
limit to a percentage of the assets of a Federal reserve 
bank the amount of notes, drafts, acceptances, or bills 
having a maturity in excess of three months, but not 
exceeding six months, exclusive of days of grace, 
which may ·be discounted by such bank, and the amount 
of notes, drafts, bills, or acceptances having a maturity 
in excess of six months, but not exceeding nine months, 
which may be rediscounted by such bank. 

OPEN-MARKET OPERATIONS 

SEC. 140.18 Any Federal reserve bank may, under 
rules and regulations prescribed by the FedeMl Re
serve Board, purchase and sell in the open market, at 
home or abroad, either from or to domestic or foreign 
banks, firms, corporations, or individuals, cable trans
fers and bankers' acceptances and bills of exchange of 
the kinds and maturities by this Act made eligible for 
rediscount, with or without- the indorsement of a 
member bank. 

Every Federal reserve bank shall have power: 
<a> To deal in gold coin and bullion at home or 

abroad, to make loans thereon, exchange Federal re
serve notes for gold, gold coin, or gold certificates, and 

18 As amended by act approved September '1, 19116 (39 
Stat., 1&l, chap. 4(1); act a.pproved June 91, 1911 (40 Stat., 
939, chap. SSI); act approved April 13, 1m (4.1 Stat., 550, 
chap. 128); and act approved ·Marcb 40, J96lS. . 
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to contract for loans of gold coin or bullion, giving 
therefor, w·hen necessary, acceptable security, includ
ing the hypothecation of United States bonds or other 
securities which Federal reserve banks are authorized 
to hold; 

(b) To buy and -sell, at home or abroad, bonds and 
notes of the United States, and bills, notes, revenue 
bonds, and warrants with a maturity from date of 
purchase of not exceeding six months, issued in antici
pation of the collection ofta:xes or in anticipation of 
the receipt of assured revenues by any State, county, 
district, political subdivision, or municipality in the 
continental United States, including irrigation, drain
age, and reclamation districts, such purchases to be 
made in accordance with rules and regulations pre
scribed by the Federal Reserve Board; 

(c) To purchase from member banks and to sell, :with 
or without its indorsement, bills' of exchange' arising 
out of commercial .transactions, as hereinbefore de
fined; 

(d) To estlilblish from time to time, subject to re
view and determination of the Federal Reserve Board, 
rates of discount to 'be charged by the Federal reserve 
bank for each class of paper, which shall be fixed with 
a view of accommodating commerce and business; 

(e) To establish accounts with other Federall:'eserve 
banks for exchange purposes and, with the consent or 
upon the order and direction of the Federal Reserve 
Board and under regulations to be prescribed by said 
board, to open and maintain accounts in foreign coun
tries, appoint correspondents, and establish agencies 
in such countries wheresoever it may be -deemed best 
for the purposes of purchasing, selling, and collecting 
bills of exchange, and to ,buy and sell, with or with
out its indorsement, through such correspondents or 
agencies, bills of exchange (or acceptances) arising out 
of actual commercial transactions which have not more 
than ninety days to run, exclusive of days of grace, 
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and which bear the signature of two or more responsi
ble parties, and, with the consent of the Federal Re
serve Board, to open .and maintain ·banking accounts 
for such foreign correspondents or agencies. Whenever 
any such account has been opened or agency or corre
spondent has been appointed by a Federal reserve 
bank, with the consent of or under the order and direc
tion of the Federal Reserve Board, any other Federal 
reserve bank may, with the consent and approval of the 
Federal Reserve Board, be permitted to carry on or 
conduct, through the Federal reserve bank opening 
such account or appointing such agency or correspond
ent, any transaction authorized by this section under 
rules and regulations to be prescribed by the board; 

(f) To purchase and sell in the open market, either 
from or to domestic banks, firms, corporations, or in
dividuals, acceptances of Federal Intermediate Credit 
Banks and of National Agricultural Credit Corpora
tions, whenever the Federal Reserve Board shall de
clare that the public interest so requires. 

GOVERNMENT DEPOSITS 

SEC. 15.14 The moneys held in the general fund of 
the Treasury, except the five per centum fund for the 
redemption ·of outstanding national-bank notes and 
the funds provided. in this Act for the redemption of 
Federal reserve notes may, upon the direction of the 
Secretary of the Treasury, be deposited in Federal 
reserve banks, which banks, when required by the 
Secretary of the Treasury, shall act as fiscal agents 
of the United States, and the revenues of the Govem
ment or any part thereof may be deposited in such 
banks, and disbursements may be made !by checks 
drawn against such deposits. 

No public funds of the Philippine Islands, or of the 
postal savings, or any Govemment funds, shall be de
posited in the continental United States in any bank 

14 As amended by act approved March '. 1m. 

us 
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not belonging to the system established by this Act:15 
Provided, however, That nothing in this Act shall be 
construed to deny the right of the Secretary of the 
Treasury to use meinber ·banks as depositories. 

The Federal reserve banks are hereby authorized 
. to act as depositories for and fiscal agents of any 
National Agricultural Credit Corporation or Federal 
Intermediate Credit Bank. 

NOTE ISSUES 

SEC. 16.16 Federal reserve notes, to be issued at the 
discretion of the Federal Reserve Board for the pur
pose of making advances to Federal reserve banks 
through the Federal reserve agents as hereinafter set 
forth and for no other purpose, are hereby authorized. 
The said notes shall be obligations of the United States 
and shall be receivable by all national and member 
banks and Federal reserve banks and for all taxes, cus
toms, and other public dues. They shall be redeemed in 
gold on demand at the Treasury Department of the 
United States, in the city of Washington, District of 
Columbia, or in gold or lawful money at any Federal 
reserve bank. 

Any Federal reserve bank. may make application to 
the local Federal reserve agent for. such amount of the 
Federal reserve notes hereinbefore provided for as it 
may require. Such application shall be accompanied 
with a tender to the local· Federal reserve agent of 
collateral in amount equal to the sum of the Federal 

15 Under sec. 1 of the act a.pproved April 24., 1911, sec. 8 
of the act approved September 24, 1911, and sec. 8 of the 
act approved April 4., 1918, the proceeds of sale of Liberty 
bonds of the first, second, and third Issues lD.6y be deposited 
in nonmember banks. For full text of sec. 1 of the act ap
proved April 24r, 1911, see Appendix D, p. 186. The act 
of May 18, 1916, amending the P06tal Savings Act, author
izes the deposit of p06tal savings funds In nonmember banks. 

16 As amended by act approved September 1, 1916 (89 
Stat., 15~, chap. 461); act approved June 91, 1911 (400 
Stat., S32, chap. ~); and act approved September 26, 100.8 
(400 Stat., 961, chap. 177). 
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reserve notes thus applied for and issued pursuant to 
such application. The collateral security thus o1rered 
shall be notes, drafts, bills of exchange, or acceptances 
acquired under the provisions of section thirteen of this 
Act, or bills of exchange indorsed by a member bank of 
any Federal reserve district and purchased under the 
provisions of section fourteen of this Act, or bankers' 
acceptances purchased under the provisions of said 
section fourteen, or gold or gold certificates; bul' in no 
event shall such collateral security, whether gold, gold 
certificates, or eligible paper, be less than the amount 
of Federal reserve notes applied for. The Federal 
reserve agent shall each day notify the Federal Re
serve Board of all issues and withdrawals of Federal 
reserve notes to and by the Federal reserve bank to 
which he is accredited. The said Federal Reserve 
Board may at any time eall upon a Federal reserve 
bank for additional security to prorect the Federal 
reserve notes issued to it. 

U7 

Every Federal reserve bank shall maintain reserves Beaene 

in gold or lawful money of not less than thirty-five per ~IB 
centum against its deposits and reserves in gold of not ~~':;., 
less than forty per centum against its Federal reserve of .... _ p 

notes in actual circulation: Proflitled, lO'WefJer, That 
when the Federal reserve agent holds gold or gold cer-
tificates as collateral for Federal reserve notes issued 
to the bank such gold or gold certificates shall be 
counted as part of the gold reserve which such bank is 
required to maintain against its Federal reserve notes 
in actual circulation. Notes so paid out shall bear upon 
their faces a distinctive letter and serial number which 
shall be assigned by the Federal Reserve Board to 
each Federal reserve bank. Whenever Federal reserve 
notes issued through one Federal reserve bank shall be 
received by another Federal reserve bank, they shall 
be promptly returned for credit or redemption to the 
Federal reserve bank through which they were origin-
ally issued or, upon direction of such Federal reserve 
bank, they shall be forwarded direct to the Treasurer 
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of the United States to be retired. No Federal reserve 
bank shall payout notes issued through another under 
penalty of a tax of .ten per centum upon the face value 
of notes so paid out. Notes presented for redemption 
at the Treasury of the United States shall be paid out 
of the redemption fund and returned to the Federal 
reserve banks through which they were originally is
sued, and thereupon such Federal reserve ,bank shall, 
upon demand of the Secretary of the Treasury, reim
burse such redemption fund in lawful money or, if 
such Federal reserve notes have been redeemed by the 
Treasurer in gold or gold certificates, then such funds 
"hall be reimbursed to the extent deemed necessary by 
the Secretary of the Treasury in gold or gold certifi
cates, and such Federal reserve bank. shall, so long as 
any of its Federal reserve notes remain outstanding, 
maintain with the Treasurer in gold an amount suffi
cient in the judgment of the Secretary to provide for 
all redemptions to be made by the Treasurer. Federal 
reserve notes received by the Treasurer otherwise than 
for redemption may ·be exchanged for gold out of the 
redemption fund hereinafter provided and returned to 

·the reserve bank through which they were originally 
issued, or they may be returned to such bank for the 
credit of the United S·tates. Federal reserve notes 
unfit for circulation shall be returned by the Federal 
reserve agents to the Comptroller of the Currency for 
cancellation and destruction. 

The Federal Reserve Board shall require each Fed
eral reserve bank to maintain on deposit in the Treas
ury of the United States a sum in gold sufficient in the 
judgment of the Secretary of the Treasury for the 
redemption of the Federal reserve notes issued to such 
bank, but in no event less than five per centum of the 
total amount of notes issued less the amount of gold or 
gold certificates held by the .Federal reserve agent as 
collateral security j but such deposit of gold shall be 
counted and included as part of the forty. per centum 
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reserve hereinbefore required. The board shall have the 
right, acting through the Federal reserve agent, to 
grant in whole or in part or to reject entirely the ap
plication of any Federal reserve bank for Federal re
serve notes j but to the extent that such application 
may be granted the Federal Reserve Board shall, 
through its local Federal reserve agent, supply Fed
eral reserve notes to the bank.sso applying, and such 
bank. shall be charged with the amount of notes issued 
to it and shall pay such rate of interest as may be es
tablished by the Federal Reserve Board on only that 
amount of such notes' which equals the total amount of 
its outstanding Federal reserve notes less the amount 
of gold or gold certificates held bY'the Federal reserve 
agent as collateral security. Federal reserve notes 
issued to any such bank. shall, upon delivery, together 
with suoh notes of such Federal reserve bank. as may 
be issued under section eighteen of this act upon se
curity of United States two per centum Government 
bonds, become a first 'and paramount lien on all the 
assets of such bank.. 

Any Federal reserve bank may at any time reduce 
its liability for outstanding Federal reserve notes by 
depositing with the Federal reserve agent its Fed
eral reserve notes, gold, gold certificates, or lawful 
money of the United States. Federal reserve notes so 
deposited shall not be reissued, except upon compli
ance with the conditions of an original issue •. 

The Federal reserve agent shall hold such gold, gold 
certificates, or lawful money available exclusively for 
exchange for the outstanding Federal reserve notes 
when offered by the reserve bank of which he is a 
director. Upon the request of the Secretary of the 
Treasury the Federal Reserve Board shall require 
the Federal reserve agent to transmit to the Treasurer 
of the United States so much of the gold held by him 
as collateral security for Federal reserve notes as may 
be required for the exclusive purpose of the redemption 
of such Federal reserve notes, but such gold when de-
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posited with the Treasurer shall be counted and con
sidered as if collateral security on deposit with the 
Federal reserve agent. 

Any Federal reserve bank may at its discretion 
withdraw collateral deposited with the local Federal 
reserve agent for the protection of its Federal reserve 
notes issued to it and shall at the same time substitute 
therefor other collateral of equal amount with the ap
proval of the Federal reserve agent under regulations 
to be prescribed by the Federal Reserve Board. Any 
Federal reserve bank may retire any of its Federal 
reserve notes by depositing them with the Federal 
reserve agent or with the Treasurer of the United 
States, and such Federal reserve bank shall thereupon 
be entitled to receive back the collateral deposited 
with the Federal reserve agent for the security of such 
notes. Federal reserve banks shall not be required to 
maintain the reserve or the redemption fund heretofore 
provided for against Federal reserve notes which have 
been retired. Federal reserve notes so deposited shall 
not be reissued except upon compliance with the con
ditions of an original issue. 

All Federal reserve notes and all gold, gold certifi
cates, and lawful money issued to or deposited with 
any Federal reserve agent under the provisions of the 
Federal reserve act shall hereafter be held for such 
agent, under such rules and regulations as the Federal 
Reserve Board may prescribe, in the joint custody of 
himself and the Federal reserve. bank to which he is 
accredited. Such agent and such Federal reserve bank 
shall be jointly liable for the safekeeping of such 
Federal reserve notes, gold, gold certificates, and law
ful money. Nothing herein contained, however, shall 
be construed to prohibit a Federal reserve agent from 
depositing gold or gold certificates with the Federal 
Reserve Board, to ,be held by such board subject to 
his order, or with the Treasurer of the United States 
for the purposes authorized by law. 
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In order to furnish suitable notes for circulation as ~:::':~:r and 
Federal reserve notes, the Comptroller of the Cur- denomlnatlonl 

rency shall, under the direction of the Secretary of the ::.::::r:!te .. 
Treasury, cause plates and dies to be engraved in the 
best manner to guard against counterfeits and fraudu-
lent alterations, and shall have printed therefrom and 
numbered such quantities of such notes of the denom-
inations of $5, $10, $20, $50, $100, $500, $1000. 
$5,000, $10,000, as may be required to supply the 
Federal reserve banks. Such notes shall be in form 
and tenor as directed by the Secretary of the Treasury 
under the provisions of this Act and shall bear the 
distinctive numbers of the several Federal reserve 
banks through which they are issued. 

When such notes have 'been prepared, they ~shall be 
deposited in the Treasury, or in the subtreasury or 
mint of the United States nearest the place of business 
of each Federal reserve bank and shall be held for the 
use of such bank. subject to the order of the Comp
troner of the Currency for' their delivery, as provided 
by this Act. 

The plates and dies to be procured by the Comptrol
ler of the Currency for the printing of such circulating 
notes shall remain under his control and direction, and 
the expenses necessarily incurred in executing the laws 
relating to the procuring of such notes, and all other 
expenses incidental to their issue and retirement, shall 
be paid by the Federal reserve banks, .and the Federal 
Reserve Board shall include in its estimate of expenses 
levied against the Federal reserve banks a sufficient 
amount to cover the expenses herein provided for. 

The examination of plates, dies, bed pieces, and so 
forth, and regulations relatingt to such examination of 
plates, dies, and 80 forth, of national~bank notes pro
vided for in section fifty~ne hundred and seventy
four, Revised Statutes, is hereby extended to include 
notes herein provided for. 

Any appropriation heretofore made out of the gen
eral funds of the Treasury for engraving plates and 
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dies, the purchase of distinctive paper, or to cover any 
other expense in connection with the printing of na
tional-bank notes or notes provided for by the Act of 
May thirtieth, nineteen hundred and eight. and any 
distinctive paper that may be on hand at the time of the 
passage of this Act may be used in the discretion of the 
Secretary for the purposes of this Act, and should the 
!lPpropriations heretofore made be insufficient to meet 
the requirements of this Act in addition to circulating 
notes provided for by existing law, the Secretary is 
hereby authorized to use so much of any funds in the 
Treasury not otherwise appropriated for the purpose 
of furnishing the notes aforesaid: PrOflided. lwwefJer. 
That nothing in this section contained shall be con
strued as exempting national banks or Federal reserve 
banks from their liability to reimburse the United 
States for any expenses incurred in printing and 
issuing circulating notes. 

Every Federal reserve bank shall receive on de
posit at par from member banks or from Federal 
reserve banks checks and drafts drawn upon any of its 
depositors, and when remitted by a Federal reserve 
bank, checks and drafts drawn by any depositor in any 
other Federal reserve bank or member bank upon funds 
to the credit of said depositor in said reserve bank or 
member bank. Nothing herein contained shall be con
strued as prohibiting a member bank from charging 
its actual expense incurred in: collecting and remitting 
funds, or for exchange sold to its patrons. The Federal 
Reserve Board shall, by rule, fix the charges to be col
lected by the member banks from its patrons whose 
checks are cleared through the Federal.reserve bank 
and the charge which may be imposed for the service 
of clearing or collection rendered by the Federal re
serve bank. 

The Federal Reserve Board shall make and promul
gate from time to time regUlations governing the trans
fer of funds and charges therefor among Federal 
reserve banks and their branches, and may .t its 
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discretion exercise the functions of a clearing house 
for II1lCb Federal.. reserve banks, or may designate a 
Federal reserve bank to exercise such functions, and 
may also require each such bank. to exercise the func
tions of a clearing house for its member banks. 

That the Secretary of the Treasury is hereby au- Gold 

thorized and directed to receive deposits of gold coin ~t 
or of gold certificates with the Treasurer or an assist-
ant treasurer of the United States when tendered bv 
any Federal reserve bank. or Federal reserve agent f~r 
credit to its or his account with the Federal Reserve 
Board. The Sceretary shall prescribe by regulation 
the form of receipt to be issued by the Treasurer or 
Assistant Treasurer to the Federal reserve bank. or 
Federal reserve agent making the deposit, and a dupli-
eate of such receipt shall be delivered to the Federal 
Reserve Board by the Treasurer at Washington upon 
proper adrices from any assistant treasurer that such 
deposit has been made. Deposits so made shall be held 
subject to tile orders of the Federal Reserve Board and 
shall be payable in gold coin or gold certifieates on the 
order of the Federal Reserve !loard to any Federal 
reserve bank. or Federal reserve agent at the Treasury 
or at the Sub-treasury of the United States nearest the 
place of business of such Federal reserve bank or IJIlCh 
Federal reserve agent: Pr'Oflitled, 1ID'aJe'Der, That any 
expense incurred in shipping gold to or from the 
Treasury or subtreasuries in order to make such pay-
ments, or as a result of making such payments, shall 
be paid by the Federal Rcscrve Board and assessed 
against the Federal reserve banks. The order used by 
the Federal Rcscrve Board in making such payments 
shall be signed by the governor or nce governer, or 
such other officers or members as the board may by 
regnlation prescribe. The form of such order shall be 
approved by the Secretary of the Treasury. 

The expenses necessarily incurred in earrying out 
these provisions, including the cost of the certificates 
or receipts issued for deposits received, aud all ex-
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penses incident to the handling of. such deposits shall 
be paid by the Federal Reserve Board and included in 
its assessments against the several Federal reserve 
banks. 

Gold deposits standing to the credit of any Federal 
reserve bank with the Federal Reserve Board shall, at 
the option of said bank, be counted as part of the law
ful reserve which it is required to maintain against out
standing Federal reserve notes, or as a part of the 
reserve it is required to. maintain against deposits. 

Nothing in this section shall be construed as amend
ing section six of the Act of March fourteenth, nine
teen hundred, as amended by the Acts of March 
fourth, nineteen hundred and seven, March second, 
nineteen hundred and eleven, and June twelfth, nine
teen hundred and sixteen, nor shall the provisions of 
this section be construed to apply to the deposits made 
or to the receipts or certificates issued under those Acts. 

SEC. 17.u So much of the provisions of section 
fifty-one hrindred and fifty-nine of the Revised Stat
utes of the United States, and ·section four of the Act 
of June twentieth, eighteen hundred and seventy-four, 
and section eight of the Act of July twelfth, eighteen 
hundred and eighty-two, and of any other provisions 
of existing statutes as require that before any national 
banking association shall be authorized to commence 
.banking business it shall transfer and deliver to the 
Treasurer of the United States a stated amount of 
United States reiPstered bonds, and so much of those 
provisions or of any other provisions of existing 
statutes as require any national banking association 
now or hereafter organized to maintain a minimum 
deposit of such bonds with the Treasurer is hereby 
repealed. 

17 As amended by act approved June iI, 1911 (400 Stat., 
232, chap BSI). 
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REFUNDING BONDS 

SEC. 18. After two years from the passage of this 
Act, and at any time during a period of twenty years 
thereafter, any member bank desiring to r.etire the 
whole or any part of its circulating notes, may file :with 
the Treasurer of the United States an application to 
sell for its account, at par and accrued interest, United 
States bonds securing circulation to be retired. 

The Treasurer shall, at the end of each quarterly 
period, furnish the Federal Reserve Board with a list 
of such applications, and the Federal Reserve Board 
may, in its discretion, require the Federal reserve 
banks to purchase such bonds from the ·banks whose 
applications have been filed with the Treasurer at 
least ten days before the end of any quarterly period 
at which the ·Federal Reserve Board may direct the 
purchase to be made: Provided, That Federal reserve 
banks shall not be permitted to purchase an amount 
to exceed $25,000,000 of such bonds in anyone year, 
and which amount shall include bonds acquired under 
section four of this Act by the Federal reserve bank. 

Proflitlerl further, That the Federal Reserve Board 
shall allot to each Federal reserve bank such propor
tion of such bonds as the capital and surplus of such 
bank shall bear to the aggregate capital and surplus of 
all the Federal reserve banks. 

Upon notice from the Treasurer of the amount of 
bonds so sold for its account, each member bank 
shall duly assign and transfer, in writing, such bonds 
to the Federal reserve bank purchasing the same, and 
such Federal reserve bank shall, thereupon, deposit 
lawful money with the Treasurer of the United States 
for the purchase price of such bonds, and the Treas
urer shall pay to the member bank selling such bonds 
any balance due after deducting a sufficient sum to re
deem its outstanding notes secured by such bonds, 
which notes shall be canceled and permanently retired 
when redeemed. 
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The Federal reserve banks purchasing lIuch bonds 
shall be permitted to take out an amount of circulating 
notes equal to the"par value of such bonds. 

Upon the deposit with the Treasurer of the United 
States of bonds so purchased, or any bonds with the 
circulating privilege acquired· under section four of 
this Act, any Federal reserve bank making such de
posit in the manner provided by existing law, shall be 
entitled to receive from the Comptroller of the Cur
rency circulating notes in blank, registered and coun
tersigned as provided by law, equal in amount to the 
par value of the bonds so deposited.18 Such notes shall 
be the obligations of the Federal reserve bank procur
ing the same, and shall be in form prescribed by the 
Secretary of the Treasury, and to the same tenor and 
effect as national-bank notes now provided by law. 
They shall be issued and redeemed under the same 
terms and conditions as national-bank notes except 
that they shall not be limited to ~he amount of the 
capital stock of the Federal reserve bank issuing them. 

Upon application of any" Federal reserve bank, 
approved by the Federal Reserve Board, t!Ie Secretary 
of the TreasurY' may issue, in exchange for United 
States two per centum gold bonds bearing the circula
tion privilege, but against which no circulation is 
outstanding, one-year gold notes of the United States 
without the circulation privilege, to an amount not to 
exceed one-half of the two per centum 'bonds so tend
ered for exchange, and thirty-year three per centum 
gold bonds without the circulation privilege for the 
remainder of the two per centum bonds so tendered: 
PrOflided. That at the time of such exchange the 
Federal reserve bank' obtaining such one-year gold 
notes shall enter into an obligation with the Secretary 

18 Under acJ: April is, 1918, Federal reserve banks may 
issue Federal reserve bank notes in any denomination, in
cluding $1 and $l, against the security of United States eer
tifiOltes of indebtedness to the extent pennitted by that act. 
See Appendix E, pp. 187-191. 
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of the Treasury binding itself to purchase from the 
United States for gold at the maturity of such one-year' 
notes, an amount equal to those delivered in exchange 
for such bonds, if so requested by the Secretary, and 
at each maturity of one-year notes So purchased by 
such Federal reserve bank, to purchase from the 
United States such an amount of one-year notes as the 
Secretary may tender to such bank, not to exceed the 
amount issued to such bank in the first instance, in 
exchange for the two per centum United states gold 
bonds; said obligation to purchase at maturity such 
notes shall continue in force for a period not to exceed 
thirty years. 

For the purpose of making the exchange herein 
provided for, the Secretary of the Treasury is author-
ized to issue at par Treasury notes in coupon or regis
tered form' as he may prescribe in. denominations of 
one hundred dollars, or any multiple thereof, bearing 

.interest at the rate of three per centum per annum, 
payable quarterly, such Treasury notes to be pay.' 
able not more than one year from the date of their 
issue in gold coin of the present standard value, and 
to be exempt as to principal and interest from the 
payment of all taxes and duties of the United States 
except as provided by this Act, as well as from taxes 
in any form by or under State, municipal, or local au
thorities. And for the same purpose, the Secretary is 
authorized and empowered to issue United States gold 
bonds at par, bearing three per centum interest payable 
thirty years from date of issue, such bonds to be of the 
same general tenor and effect and to be issued tqlder 
the same general terms and conditions as the United 
States three per centum bonds without the circulation 
privllege now issued and outstanding. 

Upon application of any Federal reserve bank, ap
proved by the Federal Reserve Board, the Secretary' 
may issue at par such three per centum bonds in ex
change for the one-year gold notes herein provided for. 
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BANK RESERVES 

SEC. 19.10 Demand deposits within the meaning of 
this Act shall comprise all deposits payable within 
thirty days, and time deposits shall comprise all de
posits payable after thirty days, all savings accounts 
and certificates of deposit which- are subject to not 
less than thirty days' notice before payment, and all 
postal savings deposits.DO 

Every bank, banking association, or trust company 
which is or which becomes a member of any Federal 
reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows: 

(a) If not in a reserve or central reserve city, as 
now or hereafter defined, it shall hold and maintain 
with the Federal reserve bank of its district an actual 
net balance equal to not less than seven per centum of 
the aggregate amount of its demand deposits and three 
per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve 
bank of its district an actual net. balance equal to not 
less than ten per centum of the aggregate amount of 
its demand deposits and three per centum of its time 
deposits: Provided. however. That jf located in the 
outlying districts of a reserve city or in a territory 
added to such a city by the extension of its corporate· 
charter, it may, upon the affirmative vote of five mem
bers of the Federal Reserve Board, hold and maintain 
the reserve 'balances specified in paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter 
defined, it shall hold and maintain with the.Federal 
reserve bank of its district an actual net balance equal 

10 As amended by act approved August 15, 1914. (38 Stat., 
691, chap. 96e; act approved June In, 1917 «(.() Stat., 
232, chap. 3rt); and act appl"Oved September 26, 1918 «(.() 
Stat., 961, chap. I1p. 

2/) Government deposits other than postal savings deposits 
are not subject to reserve requirements. See section 1 of act 
approved April fU, 1911, Aippendix D, p. 186. 
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to not less than thirteen per centum of the aggregate 
amount of its demand deposits and three per centum 
of its time deposits: PrOfJidea,1wwefJer, That if located 
in the outlying distriots of a central reserve city or in 
territory added to such city by the extension of its 
corporate charter, it may, upon the affirmative vote of 
five members of the Federal Reserve Board, hold and 
maintain the reserve balances specified in paragraph 
( a) or (b) thereof. 

No member bank shall keep on deposit with any 
State bank or trust company which is not a member 
bank a sum in excess of ten per centum of its own paid
up capi~al and surplus. No member bank shall act as 
the medium or agent of a nonmember bank in applying 
for or receiving discounts from a Federal reserve 
bank under the provisions of this Act, except by per
mission of the Federal Reserve Board. 

The required balance carried bya member bank Other 

with a Federal reserve bank may, under the regulations ~":=: 
and subject to such penalties as may be prescribed by reaert'e .. 

the Federal Reserve Board, be checked against and 
withdrawn by such member 'bank for the purpose of 
meeting existing liabilities: Pro'Oided, however, That 
no bank shall at any time make new loans or shall pay 
any dividends unless and until the total balance re-

, quired by law is fullY' restored. 
In estimating the balances required by this Act, the 

net difference of amounts due to and from other banks 
shan be taken as the basis for ascertaining the deposits 
against which required balances with Federal reserve 
banks shall be determined. 

National banks, or 'banks organized under local laws, 
located in Alaska or in a dependency or insulin pos
session or any part of the United S'tates outside the 
continental United States may remain nonmember 
banks, and shan in that event maintain reserves and 
comply with an the conditions now provided by law 
regulating them; or said banks may, with the consent 
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of the Reserve Board, become member banks of any 
one of the reserve districts, and shall in that event 
take stock, maintain reserves, and be subject to all the 
other provisions of this Act. 

SEC. 20. So much of sections two and three of the 
Act of J une tw~ntieth, eighteen hundred and seventy
four, entitled "An Act fixing the amount of United 
States notes, providing for a redistribuiion of the 
national-bank currency, and for other purposes," as 
provides that the fund deposited by any national bank
ing association with the Treasurer of the United States 
for the redemption of its notes shall be counted as a 
part of its lawful reserve as provided in the Act afore
said, is hereby repealed. And from and after the pas
sage of this Act such fund of five per centum shall in 
no case be counted by any national banking association 
as a part of its lawful reserve .. 

BANK EXAMINATIONs 

SEC. 21. Section fifty-two hundred and forty, United 
States Revised Statutes, is amended to read as follows: 

The Comptroller of the Currency, with the approval 
of the Secretary of the Treasury, shall appoint examin
ers who shall examine every member bankat at least 
twice in each calendar year and oftener if considered 
necessary: P1'OfIiaea, however, That the Federal Re
serve Board may authorize' examination by the State 
authorities to be accepted in the case of State banks 
and trust companies and may at any time direct the 
holding of a special examination of State banks or trust 
companies that are stockholders in any Federal reserve 
bank. The examiner making the examination of any 
national bank, or of any other member bank, shall have 
power to make a thorough examination of all the affairs 
of the bank, and in doing so he shall have power to 
administer oa~hs and to examine any of ·the officers and 

at Except ba~s admitted to membership in the system 
under authority of section 9 of this act. See section 9 of this 
act as amended by act approved June ill, 1911. 
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agents thereof· under oath and shall make a full and 
detailed report of the condition of said bank to the 
Comptroller of the Currency. 

The Federal Reserve Board, upOJ? the recommenda
tion of the Comptroller of the Currency, shall fix the 
salaries of all bank examiners and make report thereof 
to Congress. The expense of the examinations herein 
provided for shall be assessed by, the Comptroller of 
the Currency upon the banks examined in proportion to 
assets or resources held by the banks upon the dates 
of examination of the various banks. 

In addition to the examinations made and conducted 
by the Comptroller of the Cur.l'ency, every Federal 
reserve bank may, with the approval of the Federal 
reserve agent or the Federal Reserve Board, provide 
for special examination of member banks within its dis
trict. The expense of such examinations shall be borne 
by the bank examined. Such examiDations shall be so 
conducted as to inform the Federal reserve bank of the 
condition of its member banks and of the lines of credit 
which are being extended by them. Every Federal re
serve 'bank shall at all times furnish to the Federal 
Reserve Board such information as may be demanded 
concerning the condition of any member bank within 
the district of the said Federal reserve bank. 

No bank shall be subject to any visitorial powers 
other than such as are authorized by law, or vested 
in the courts of justice or such as shall be or shall have 
been exercised or. directed by Congress, or by. either 
House thereof or bY' any committee of Congress or of 
either House duly authorized. 

The Federal Reserve Board shall, at least once each 
year, order an examination of each Federal reserve 
bank, and upon joint application of ten mem'ber banks 
the Federal Reserve Board shall order a special exam
ination and report of the condition of any Federal 
reserve bank. 
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SEC. 22.2a Ca) No member bank and no officer, direc
tor, or employee thereof shall hereafter make any loan 
or grant any gratuity to any bank examiner. Any bank 
officer, director, or employee violating this provision 
shall be deemed guilty of a misdemeanor and shall be 
imprisoned not exceeding one year or fined not more 
than $5,000, or both; and may be fined a further sum 
equal to the money so loaned or gratuity given. 

Any examiner accepting a loan or gratuity from 
any bank examined by him or from an officer. director, 
or employee thereof shall be deemed guilty of a mis
demeanor and shall be imprisoned one year· or fined 
not more than $5,000, or both; and may be fined a 
further sum equal to the money so loaned or gratuity 
given, and shall forever thereafter be disqualified 
from holding office as a national-bank examiner. 

(b) No national-bank examiner shan perform any 
other service for compensation. while holding such 
office for any bank or officer, director, or employee 
thereof. 

No examiner, public or private, shall disclose the 
names of borrowers or the collateral for loans of a 
member bank to other than the proper officers of such 
bank without first having obtained the express permis
sion in writing from the Comptroller of the Currency, 
or from the board of directors of such bank, except 
when ordered to do so by a court of competent juris
diction, or by direction of the Congress of the United 
States, or of either House thereof, or any committee of 
Congress, or of either House duly authorized. Any 
bank examiner violating the provisions of this sub
section shall be imprisoned not more than one year or 
fined not more than $5,000, or both. 

Cc) Except as herein provided, any officer, director, 
employee, or attorney of a member bank who stipulates 
for or receives)\>l' consents or agrees to receive any fee, 

22 As amended by acts approved June iill, 1917 (W Stat., 
!iI3!iI, chap. 8'-2), and September 26, 1918 (40 Stat., 967, chap. 

"177). 
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commissio~, gift, or thing of value from any person, 
firm, or corporation, for procuring or endeavoring to 
procure for such person, firm, or corporation, or for 
any other person, firm, or corporation, any loan from 
or the purchase or discount of any paper, note, draft, 
check, or bill of exchange by such member bank shall 
be deemed guilty of a misdemeanor and shall be im
l>risoned not more than one year or fined not more than 
$5,000, or both. 

(d) Any member bank may contract for, or purchase 
from, any of its directors or from any firm of which 
any of its directors is a member, any securities or other 
property, when (and not otherwise) such purchase is 
made in the regular course of business upon terms not 
less favorable to the bank than those offered to others, 
or when such purchase is authorized by a majority of 
the board of directors not interested iI/. the sale of such 
securities or property, such authority to be evidencecf 
by the affirmative vote or written assent of such .di
rectors; Provided, 1wwe'Oer, That when any director, 
or firm of which any director is a member, acting for 
or on behalf of others, sells securities or other property 
to a member bank, the Federal Reserve Board by regu
lation may, in any or all cases, require a full disclosure 
to be made, on forms to be prescribed by it, of all 
commissions or other considera.tions received, and 
whenever such director or firm, acting in his or its own 
behalf, sells securities or oiher property to the bank 
the Federal Reserve Board, by regulation, may require 
a full disclosure of all profit realized from such sale. 

Any member bank may sell securities or other 
property to any of its directors, or to a firm of which 
any of its directors is a member, in the regular course 
of business on terms not more favorable to such director 
or firm than those offered to others, or when such sale 
is authorized by a majority of the board of directors 
of a member bank to be evidenced by their affirmative 
vote or written assent: Provided, 1wwefJer. That noth
ing in this subsection contained shall be construed as 
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authorizing member banks to purchase or sell securities 
or other property which such banks are not otherwise 
authorized by law to purchase or sell. 

(e) No member bank shall pay to any director, 
officer, attorney, or employee a greater rate of interest 
on the deposits of such director, officer, attorney, or 
employee than that paid to other depositors on similar 
deposits with such member bank. 

(f) If the directors or officers of any member bank 
shall knowingly violate· or permit any of the. agents, 
officers, or directors of any member bank to violate any 
of the provisions of this section or regulations of the 
board made under authority thereof, every director 
and official participating in or assenting to such viola
tion shall be held liable in his personal and individual 
capacity for all damages which the member bank, its 
shareholders, or any other person shall have sustained 
in consequence of such violation. 

SEC. fc!S. The stockholders of every national banking 
association shall be held individually responsible for 
all contracts, debts, and engagements of such associa
tion, each to the amount of his stock therein, at the 
par value thereof in addition to the amount invested in 
such stock. The stockholders in any national banking 
association who shall have. transferred their shares or 
registered the transfer thereof within sixty days next 
before the date-of the failure of such association to 
meet its obligations, or with knowledge of such impend
ing failure, shall be liable to the same extent as if they 
had made no such transfer, to the extent that the sub
sequent transferee fails to meet such liability; but this 
provisdon shall not be construed to affect in any way 
any recourse which such shareholders might otherwise 
have against )~hose in whose names such shares are 
registered at the time of such failure. 
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LOANS ON F~RM LANDS 

SEC. 24. as Any national banking association not 
situated in a central reserve city may make loans se
cured by improved and unencumbered farm land 
situated within its Federal reserve district or within 
a radius of one hundred miles of the place in which 
such bank is located, irrespective of district lines, and 
may· Also make loans secured by improved and unen
cumbered real estate located within one hundred miles 
of the place in which such bank is located, irrespective 
of district lines; but no loan made upon the security 
of such farm land shan be made for a longer time than 
five years, and no loan made upon the security of such 
real estate as distinguished from farm land shall be 
made for a longer. time than one year nor shall the 
amount of any such loan, whether upon such farm land 
or upon such real estate, exceed fifty per centum, of the 
actual value of the property offered as security. Any 
such bank may make such loans, whether secured by 
such farm land or such real estate, in an aggregate sum 
equal to twenty-five per centum of its capital and sur
plus or to one-third of its time deposits and such banks 
may continue hereafter as heretofore to receive time 
deposits and to pay interest .on the same. 

The Federal Reserve Board shall have power from 
time to time to add to the list of cities in which national 
banks shall not be permitted to make loans secured 
upon real estate in the manner described in this section. 

FOREIGN BRANCHES 

SEC. 25.24 Any national banking association possess
ing a .capital and surplus of $1,000,000 or more may 
file application with the Federal Reserve Board for 
permission to exercise, upon such conditions and under 

as As amended by act approved September 7, 1916 (39 
Stat .. 75'l. chap. 4061). 

U As amended by act approved September 7, 1916. (39 
Stat .. 75'l, chap. 40(1), and act approved September 17, 1919 
(4.1 Stat .. !ISS, chap. 60). 
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such regulations as may be prescribed by the said 
board, either or both of the following powers: 

First. To establish branches in foreign countries or 
dependencies or insular possessions of the United 
States for the furtherance of the foreign commerce of 
the United States, and to act if required to do so as 
fiscal agents of the United States. 

Second. To invest an amount not exceeding in the 
aggregate ten per centum of its paid-in capital stock 
and surplus in the stock of one or more banks or cor
porations chartered or incorporated under the laws of 
the United States or of any State thereof, and princip-
ally engaged in international or foreign banking, or 
banking in a dependency or insular possession of the 
United States either directly or through the agency, 
ownership, or control of local institutions in foreign 
countries, or in such dependencies or insUlar posses
sions. 

Until January 1, 1921, any national banking asso· 
ciation, without regard to the amount of its capital and 
surplus, may file application with the Federal Reserve 
Board for permission, upon such conditions and under 
such regulations as may be prescribed by said board, 
to invest an amount not exceeding in the aggregate 5 
per centum of its paid-in capital- and surplus in the 
stock of one or more corporations chartered or incor
porated under the laws of the United States or of any 
State thereof and, regardless of its location, princip
ally engaged in such phases of international or foreign 
financial operations -as may be necessary to facilitate 
the export of goods, wares, or merchandise from the 
United States or any of its dependencies or insular 
possessions to any foreign country: Provided, however, 
That in no event shall the total investments authorized 
by this section by anyone national bank exceed 10 per 
centum of its capital and surplus. 

Such applic~tion shall specify the name and capital 
of the banking association filing it, the powers applied 
for, and the place or places where the banking or finan-
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cial operations proposed are to be carried on. The Fed
eral Reserve Board shall have power to approve or to 
reject such application in whole or in part, if for any 
reason the granting of such application is deemed inex
pedient, and shall also have power from time to time 
to increase or decrease the number of places :where 
such banking operations may be carried OD. 
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eignbranches shall be required to furnish information ~~=::.. .. 
concerning the condition of such branches to the Comp-
troller of the Cunency upon demand, and every mem-. 
ber bank investing in the capital' stock of banks or 
corporations described above shall be required to 
furnish information concerning \he condition of such 
banks or corporations to the Federal Reserve Board 
upon demand, and the Federal Reserve Board may 
order special examinations of the said branches, banks, 
or corporations at such time or times as it may ,deem 
best. 

Before any national" bank shall be permitted to pur- Restrlctloa& 

h k " h t" th"d upon torelga case stoe m any sue corpora Ion e sal corpora- branche ... 

tion shall enter into an agreement or undertaking with 
the Federal Reserve Board to restrict its operations or 
conduct its business in such manner or under such 
limitations and restrictions as the said board may 
prescribe for the place or places wherein such business 
ill to be conducted. If at any time the Federal Reserve 
Board shall ascertain that the regulations prescribed 
by it are not peing complied ~th, said board is hereby 
authorized and empowered to institute an investigation 
of the matter and to send for persons and papers, 
subpoena witnesses,' and administer oaths in order to 
satisfy itself as to the actual nature of the transactions 
referred to" Should such investigation result in estab-
lishing the failure of the corporation in question, or of 
the national bank or banks which may. be stockholders 
therein, to comply with the regulations laid down by 
the said Federal Reserve Board, such national banks 
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may be required to dispose of stock holdings in the 
said corporation upon reasonable notice. 

Every such national banking association shall con
duct the accounts of each foreign branch independently 
of the accounts of other foreign branches established 
by it and of its home office, and shall at the end of each 
fiscal period transfer to its general ledger the profit or 
loss accrued at each branch as a separate item. 

Any director or other. officer, agent, or employee of 
any member bank may, with the approval of th~ Fed
eral Reserve Board, be a director or other officer, agent, 
or employee of any such hank or corporation above 
mentioned in the capital stock of which such member 
bank shall have invested -as hereinbefore provided, 
without being subject to the provisions of section eight 
of the Act approved October fifteenth, nineteen hun
dred and fourteen, entitled "An Act to supplement 
existing laws against unlawful restraints and monopo
lies, and for other purposes." 

SEC. 25. (a)25 Corporations to be organized for the 
purpose of engaging in international or foreign bank
ing or other international or foreign financial opera
tions, or in banking or other financial operations in a 
dependency or insular possession of the United States, 
either directly or through the agency, ownership, 'or 
control of local institutions in foreign countries, or in 
such dependencies or insular possessions as provided 
by this section, and to act when required by the Secre
tary of the Treasury as fiscal agents of the United 
States, may be formed by any number of natural per
sons, not less in any case than five: Provided, That 
nothing in this section shall be construed to deny the 
right of the Secretary of the Treasury to use any 
corporation organized under this section as depositaries 
in Panama and the Panama Canal Zone, or in the 

all This section) <which is known as the Edge Amendment 
was enacted December ~4, 1919 (411 Stat., 878, chap. 18), and 
amended February 27, 1991 (41 Stat., 1145, chap. 78), and 
June 14, 1~1 (4-9 Stat., Sl8, chap. ~). 
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Philippine Islands and other insular possessions and 
dependencies of the United States. 

Such persons shall enter into articles of association =:~o': and 
which shall specify in general terms the objects for organisation 
which the asso~iation is formed and may contain any certilicate. 

other provisions not inconsistent with law which the 
association may see fit to adopt for the regulation of its 
business and the conduct of its affairs. 

Such articles of association shall be signed bY' all of 
the persons intending to participate in the organiza~ 
tion of the corporation and, thereafter, shall be for. 
warded to the Federal Reserve Board and shall be filed 
and preserved in its office. The persons signing the said 
articles of association shall, under their hands,make 
an organization certificate which shall specifically 
state: 

First. The name assumed by such corporation, which 
shall be subject to the approval of the Federal Reserve 
Board. ' 

Second. The place or places where its operations are 
to be carried on. 

Third. The place in the United States where its 
home office is to be located. 

Fourth. The amount of its capital stock and the 
number of shares into which the same shall be divided. 

Fifth. The names and places of business or residence 
of the persons executing the certificate and the number 
of shares to which each has subscribed. 

Sixth. The fact that the certificate is made to enable Corporate 
the persons subscribing the same, and all other persons.. powers. 

firms, companies, and corporations, who or which may 
thereafter subscribe to or purchase shares of the capital 
stock of such corporation, to avail themselves of the 
advantages of this section. 

The persons signing the organization certificate shall 
duly acknowledge the execution thereof before a judge 
of some court of record or notary public, who shall 
certify thereto under the seal of such court or notary, 
and thereafter the certificate shall be forwarded to the 
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Federal Reserve Board to be filed and preserved in its 
office. Upon duly making and filing articles of associa
tion and an organization certificate, and after the Fed
eral Reserve Board has approved the same and issued a 
permit -to begin .business, the association shall become 
and be a body corporate, and as such and in the name 
designated therein shall have power to adopt and use 
a corporate seal, which may be changed at the pleasure 
of its board of directors; to have succession for a period . 
of twenty years unless sooner dissolved by the act of 
the shareholders owning two-thirds of the stock or by 
an Act of Congress or unless its franchises become for
feited by some violation of law j to make contracts; to 
sue and be sued, complain, and defend in any court 
of law or equity; to elect or appoint directors, all of 
whom shall be citizens of the United States j and, by 
its board of directors, to appoint such officers and em
ployees as may be deemed proper, define their authority 
and duties, require bonds of them, and fix the penalty 
thereof, dismiss such officers or employees, or any 
thereof, at pleasure and appoint others to fill their 
places; to prescribe, by its board of directors, by-laws 
not inconsistent with law or with the regulations of the 
Federal Reserve Board regulating the manner in which 
its stock shall be transferred, its directors elected or. 
appointed, its officers and employees appointed, its 
property transferred, and the privileges granted to it 
by law exercised and enjoyed. 

Each corporation so organized shall have power, 
under such rules and regulations as the Federal Re
serve Board may prescribe: 

(a) To purchase, sell, discount, and negotiate, with 
or without its indorsement or guaranty, notes, drafts, 
checks, bills of exchange, acceptances, including bank
ers' acceptances, cable transfers, and other evidences 
of indebtednes,s; to purchase and sell, with or without 
its indorsement' or guaran-ty, secullities, including the 
obligations of the United States or of any S·tate thereof 
but not including shares of stock in any corporation 
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except as herein provided; to accept bills- or drafts 
drawn upon it subject to such· limitations and restric
tions as the Federal Reserve Board may impose; to 
issue letters of credit; to purchase and sell coin,bul
lion, and exchange; to borrow and to lend money; to 
issue debentures, bonds, and promissory notes under 
such general conditions as to security and such lim
itations as the Federal Reserve Board may prescribe, 
but in no event having liabilities outstanding thereon 
at anyone ·time exceeding ten times its capital stock 
and surplus; to receive deposits outside of the United 
States and to receive only such deposits within the 
United States as may be ,incidental to or for the purpose 
of carrying out transactions in foreign countries or 
dependencies or insular possessions ·of the United 
States; and genel"ally to exercise such powers as are 
incidental to the powers conferred by this Act :or as 
may be nsual, in the determination of the Federal Re
serve Board, in connection with the transaction of the 
business of banking or other financial operations in the 
countries, colonies, dependencies, -or possessions in 
which it shall transact business and not inconsistent 
with the powers specifically granted herein. Nothing 
contained in this section shall be construed to prohibit 
jhe Federal Reserve Board, under its power to pre
scribe rules and regulations, from limiting the aggre
gate amount of liabilities of any or all classes incurred 
by the corpol"ation and outstanding at anyone time. 
Whenever a corporation organized under this section 
receives deposits in -the United States authorized by 
this section it shall carry reserves in such amounts as 
the Federal Reserve Board may prescribe, but in no 
event less than 10 per centum of its deposits. 
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(b) To establish and maintain for the ·tl"Ansaction Branche. and 

of its business branches or agencies in foreign coun- :g::~~. 
tries, their dependencies or colonies, and in the depen-
dencies or insular possessions of the United States, at 
such places as may be approved by .the Federal 
Reserve Board and under such rules and regulations 
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as it may prescribe, including countries or dependencies 
. not specified in the original organization certificate. 

!,~:,:rl:oC:;~o ( c) With the consent of the Federal Reserve Board 
otber to purchase· and hold stock or other certificates of 
~~~~:~O::d ownership in any other corporation organized under 
forelgo. the provisions of this section, or under the laws of any 

foreign country or a colony or dependency thereof, 
or under the laws of any S·tate, dependency, or 
insular possession of the United States but not en
gaged in· the general business of buying or selling 
goods, wares, merchandise or commodities in the 
United States, and not transacting any business in 
the United States except such as in the judgment of 
the Federal Reserve Board may be incidental to its 
international or foreign business: Provided, however, 
That, except with the approval of the Federal Reserve 
Board, no corporation organized hereunder shall in
vest in anyone corporation· an amount in excess of 
10 per centum of its own capital and surplus, except 
in a corporation engaged in the business of banking, 
when 15 per centum of its capital and surplus may be 
so invested: Provided further, That no corporation 
organlized hereunder shall purchase, own, or hold stock 
or certificates of ownership in any other corporation 
organized hereunder or under the laws of any State 
which is in substantial competition therewith, or whi!!h 
holds stock or certificates of ownership, in corporations 
which are in substantial competition with the purchas
ing corporation. 

·Nothing contained herein shall prevent corporations 
organized hereunder from purchasing and holding 
stock in any corporation where such purchase shall be 
necessary to prevent a loss upon a debt previously 
contracted in good faith; and stock so purchased or 
acquired in corporations organized under this section 
shall within six months from such purchase be sold or 
disposed of at'limblic or private sale unless the time to 
so dispose of same is extended by the Federal Reserve 
Board. 
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No· corporation organized under this section shall g:i~:o: 
carryon any part otits business in the United States 'foreIgn 

except such as, in the judgment of the Federal Re- baBlo ••• , 

serve Board, shall be incidental to its international or 
foreign business: And prO'Oided further, That except 
such as is incidental and preliminary to its organiza-
tion no such corporation· shall exercise any of the 
powers conferred by this section until it has been duly 
authorized by the Federal Reserve Board to commence 
business as a corporation organized under the provi-
sions of this section. 

No corporation organized under this section shall 
engage in commerce or trade in commodities except as 
specifically provided in this section, nor shall it either 
directly or indirectly control or fix or attempt to con
trol or fix the price of any such commodities. Tlie 
charter of any corporation violating this provision 
shall be subject to forfeiture in the manner hereinafter 
provided in this section. It shall be unlawful for any 
director, officer, agent, or employee of any such cor-
poration to use or to conspire to use the credit, the 
funds, or the power of the corporation to fix or control 
the price of any such commodities, and any such per-
80n riolating this provision shall be liable to ~. fine 
of not less than $1,000 and not exceeding $5,000 or 
imprisonment not less than one year and not exceeding 

Corporation 
may Dot fllt 
or .. onoi tbe 
price of 
commodities. 

five years, or both, in the discretion of the court. 
No corporation shall be organized under ·the provi- !:~~t .~!'k. 

sions of this section with Ii capital stock of less than 
$2,000,000, one-quarter of which must be paid in 
before the corporation may be authorized to begin 
business, and the remainder of the capital stock of such 
corporation shall be paid_ in installments of at least 
10 pel' centum on the whole amount to which the 
corporation shall be limited as frequently as one 
installment at the end of each succeeding two months 
from the time of the commencement of its business 
operations until the whole of the capital stock shall 
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be paid in: Provided, Mwever, That wheneve~ $2?~ 
000000 of the capital stock of any corporatIOn IS 

paid in the remainder of the corpo~ation's capi~al 
stock or any unpaid part of such remalnder may, Wlth 
the consent of the Federal Reserve Board and subject 
to such regulations and conditions as it may prescribe, 
be paid in upon call from the board of.directors: such 
unpaid subscriptions. however, to be lDcluded lD the 
maximum of 10 per centum of the national bank's 
capital and surplus which a national bank is permitted 
under the provisions of this Act to hold in stock of' 
corporations engaged in business of the kind described 
in this section and in section 25 of the Federal Reserve 
Act as amended: PTOfJided further, That no such cor
poration shall have liabilities outstanding at anyone 
time upon its debentures, bonds, and promissory notes 
in excess of ten times its paid~in capital and surplus. 
The capital stock of any such corporation may be in
creased at any time, with the approval of the Federal 
Reserve Board, by a vote of two-thirds of its share
holders or by unanimous' consent in writing of the 
shareholders without a meeting and without a formal 
vote, but any such increase of capital shall be fully 
paid in within ninety days after such approval; and 
may be reduced in like manner, provided that in no 
event shall it be less than $2,000,000. No corporation) 
except as herein provided, shall during the time it 
shall continue its operations. withdraw or permit to be 
withdrawn, either in the form of dividends or other
wise, any portion of its capital. Any national banking 
association may invest in the stock of a,ny corporation 
organized under the provisions of this section, but the 
aggregate amount of stock held in all corporations 
engaged in business of the kind described in this sec
tion and in section 25 of the Federal Reserve Act as 
amended shall, Dot exceed 10 per centum of the sub
scribing bank'sl/!apital and surplus. 

A majority of the.shares of the capital stock of any 
such corporation shall at all times be held and owned' 



AP;PENDIX ]:J 

iI\ 
by citizens of the United States. by corporations the 
controlling interest in which is owned by citizens of 
the United States, chartered under the laws of the 
United States or of a State of the United States. or by 
firms or companies, the controlling interest in which is 
owned by citizens of the United States. The provisions 
of Section 8 of the act approved October 15, 1914. 
entitled "An act to supplement existing laws against 
unlawful restraints and monopolies, and for other 
purposes." as amended by the acts of May 15, 1916, 
and September '1, 1916, shall be construed to apply 
to the directors, other officers, agents, or employees of 
corporations organized under the provisions of this 
section: Pt"OfJided. hhwefJer. That nothing herein con
tained shall (1) prohibit any director or other office~, 
agent or employee of any member bank, who has pro
cured the approval of the Federal Reserve Board from 
serring at the same time as a director or other officer, 
agent or employee of any corporation organized under 
the provisions of this section in whose capital stock 
such member bank shall have invested; or-(2) prohibit 
any director or other officer, agent, or employee of any 
corporation organized under the provisions of this 
section, who has procured the approval of the Federal 
Reserve Board, from serving at the same time as a 
director or other officer, agent or employee of any 
other corporation in whose capital stock such first-

• mentioned corporation shall have invested under the 
provisions of this section. 

No member of the Federal Reserve Board shall be 
an officer or director ot any corporation organized 
under the provisions of this section, or of any corpora
tion engaged in similar business organized under the 
laws of any State. nor hold stock in any such corpora
tion, and before entering upon his duties as a member 
of the Federal Reserve Board he shall certify under 
oath to the Secretary of the Treasury that he has 
complied with this requirement. 

1'15 



176 

LiablHty of 
sharebolders. 

PeDalties. 

Liquidation. 

APPENDIX B 
III 

Shareholders in any corporation organized under the 
provisions of this section shall be liable for the amount 
of their unpaid stock subscriptions. No such corpora
tion shall become a member of any Federal reserve 
bank. . 

Should any corporation organized hereunder violate 
or fail to comply with any of the provisions of this sec
tion, all of its rights, privileges, and franchises derived 
herefrom may thereby be. forfeited. Before any such 
corporation shall be declared dissolved, or its rights, 
privileges, and franchises forfeited, any noncompliance 
with, or violation of such laws shall, however, be 
determined and adjudged by a court of the United 
States of competent jurisdiction, in a suit brought for 
that purpose in the district or territory in which the 
home office of such corporation is located, which suit 
shall be brought by the United States at the instance 
of the Federal Reserve Board or the Attorney General. 
Upon adjudication of such noncompliance or violation, 
each director and officer who participated in, or as
sented to, the illegal act or acts, shall be liable in his 
personal or individual capacity for all damages which 
the said corporation shall have sustained in conse
quence thereof. No dissolution shall take away or 
impair any remedy against the corporation, its stock
holders, or officers for any liability or penalty pre
viously incurred. 

Any such corporation may go into voluntary liquida
tion and be closed by a vote of its shareholders owning 
two-thirds of its stock. 

Whenever the Federal Reserve Board shall become 
satisfied of the insolvency of any such corporation, it 
may appoint a receiver who shall take possession of· 
all of the property and assets of the corporation and 
exercise the same rights. privileges, powers, and au
thority with ~espect thereto as are now exercised by 
receivers of n'~tional banks appointed by the Comp
troller of the Currency of the United States: Provided, 
however, That the assets of the corporations subject 
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to the laws of other countries or jurisdictions shall be 
dealt with in accordance with the terms of such laws. 
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Every corporation organized under the provisions Meeting&, 

of this section shall hold a meeting of its stockholders, :;;:~t!: and 

annually upon a date fixed in its by-laws, such meeting examinations. 

to be held at its home office in the United States. Every 
such corporation shall keep at its home office books 
.containing the names of all stockholders thereof, and 
the names and addresses of the members of its board 
of directors, together with copies of all reports made 
by it to the Federal Reserve Board. Every such cor-
poration shall make reports to the Federal Reserve 
Board at such times and in such form as it may require; 
and shall be subject to examination once a year and 
at such other times as may be deemed necessary by 
the Federal Reserve 1l0ardby examiners appointed 
by the Federal Reserve Board, the cost of such examin-
ations, including the compensation of the examiners, 
to be fixed by the Federal Reserve Board and to be 
paid by the corporation examined. 

The directors of any corporation organized under :~:~D" 
the provisions of this section may, semi-annually, de-
clare a dividend of so much of the net profits of the 
corporation as they shall judge expedient; but each 

• corporation shall, before the declaration of a dividend, 
carry one-tenth of its net profits of the preceding half 
year to its surplus fund until the same shall amount to 
20 per centum of its capital stock. ' 

Any corporation organized under the provisions of 
this section shall be subject to tax by the' State within TuaUon. 

which its home office is located in the same manner and 
to the same extent as other corporations organized 
under the laws of that State which are transacting a 
similar character of business. The shares of stock in 
such corporation shall also be subject to tax as the 
personal property of the owners or holders thereof in 
the same manner and to the same extent as the shares 
of stock in similar State corporations. 
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Any corporation organized under the provisions of 
this section may at any time within the two years next 
previous to the date of the expiration of its corporate 
existence, by a vote of the shareholders owning two
thirds of its stock, apply to the Federal Reserve Board 
for its approval to extend the period of its corporate 
epstence for a term of not more than twenty years, 
and upon certified approval of the Federal Reserve 
Board such corporation .shall have its corporate exist
ence for such extended period unless sooner dissolved 
by the act of the shareholders owning two-thirds of its 
stock, or by an Act of Congress or unless its franchise 
becomes forfeited by some violation of law. 

Any bank or banking institution, principally en
gaged in foreign business, incorporated by special law 
of any State or of the United States or organized under 
the general laws of any State or of the United States 
and having an unimpaired capital sufficient to entitle 
it to become a corporation under the provisions of this 
section may, by the vote of the shareholders owning 
not less than two-thirds of the capital stock of such 
bank or banking association, with the approval of the 
Federal Reserve Board, be converted into a Federal 
corporation of the kind authorized. by this section with 
any name approved by the Federal Reserve Board: 
PrO'Oided. however. That said conversion shall not be 
in contravention of the State law. In such case the ar
ticles of association .and organization certificate may be 
executed by a majority of the directors of the bank or 
banking institution, and the certificate shall declare 
that the owners of at least two-thirds of the capital 
stock have authorized the directors to make such cer
tificate and to change or convert the bank or banking 
institution into a Federal corporation. A majority of 
the directors, after executing the articles of asso
ciation and ~e organization certificate, shall have 
power to execute all other papers and to do whatever 
may be required to ·make its organization perfect and 
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complete as a Federal corporation. The shares of any 
such corporation may continue to be for the same 
amount each as they were before the conversion, and 
the directors may continue to be directors of the cor
poration until others are elected or appointed in ac
cordance with the provisions of this section. When the 
Federal Reserve Board has given to such corporation a 
certificate that the provisions of this section have 
been complied with, such corporation and all its stock
holders, officers, and employees, shall have, the same 
power and privileges, and shall be subject to the same 
duties, liabilities, and regulations, in all respects, as 
shall have been prescribed by this section for corpora
tions originally organized hereunder. 

Every officer, director, clerk, employee, or agent of 
any corporation organized under this section who em
bezzles, abstracts, or willfully misapplies any of the 
moneys, funds, credits, securities, evidences of indebt
edness or assets of any character of such corporation j or 
who, without authority from the directors, issues or PeDaltiea. 

puts forth any certificate of deposit, draws any order 
or bill of exchange, makes any acceptance, assigns any 
note, bond, debenture, draft, bill of exchange, mort-
gage, judgment, or decree; or who makes any false 
entry in any book, report, or statement of such corpor-
ation with intent, in either case, to injure or defraud 

'such corporation or any other company, body politic or 
corporate, or any individual person, or to deceive any 
officer of such corporation, the Federal Reserve Board, 
or any agent or examiner appointed to examine the 
affairs of any such corporation; and every receiver of 
any such corporation and every clerk or employee of 
such receiver who shall embezzle, abstract, or wilfully 
misapply or wrongfully convert to his own use any 
moneys, funds, credits, or assets of any character 
which may come into his possession or under his con-
trol in the execution of his trust or the performance 
of the duties of his employment j and every such re-
ceiver or clerk or employee of such receiver who shall, 
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with intent to injure or defraud any person, body 
politic or corporate, or to deceive or mislead the Fed
eral Reserve Board, or any agent or examiner ap
pointed to examine the affairs of such receiver, shall 
make any false entry in any book, report, or record of 
any matter connected with the duties of such receiver; 
and every person who with like intent aids or abets 
any officer, director, clerk, employee, or agent of any 
corporation organized under this section, or receiver 
or clerk or employee of such receiver as aforesaid in 
any violation of this section, shall upon conviction 
thereof be imprisoned for not less than two years nor 
more than ten years, and may also be fined not more 
than $5,000, in the discretion of the court. 

Whoever being connected in any capacity with any 
corporation organized under this section represents 
in any way that the United States is liable for the pay
ment of any bond or other obligation, or the interest 
thereon, issued or incurred by any corporation organ
ized hereunder, or that the United States incurs any 
liability in respect of any act or omission of the cor
poration, shall 'be punished by a fine of not more than 
$10,000 and by imprisonment for not more than five 
years. 

SEC. 26. AI. provisions of law' inconsistent with or 
superseded by any of the provisions of this Act are to 
that extent and to that extent only hereby repealed: 
PrOfJided. Nothing in this Act contained shall be con
strued to repeal the parity provision or provisions 
contained in an Act approved March fourteenth, nine
teen hundred, entitled "An Act to define and fix the 
standard of value, to maintain the parity of all forms 
of money issued or coined by the United States, to 
refund the public debt, and for other purposes," and 
the Secretary of the Treasury may, for the purpose of 
maintaining such parity and to strengthen the gold 
reserve, borro'W gold on the security of United States 
bonds authorized by section two of the Act last re-
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ferred to or for one-year gold notes bearing interest 
at the rate of not to exceed three per centum per annum, 
or sell the same if necessary to obtain gold: When the 
funds of the Treasury on hand justify, he may pur
chase and retire such oUbtanding bonds and notes. 
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SEC. 27.28 The provisions of the Act of May thir- "AldrIcb· 

tieth, nineteen hundred and eight, authorizing na- !=~n~7 
tional currency associations, the issue of additional act" extended 

. lb nk. • ul' d . N ti I to Ions SO, natlona - a CIrC ation, an creatlDg a a ona 19111. and 

Monetary Commission, which expires by limitation ..,vlsed. 

under the terms of such Act on the thirtieth day of 
June, nineteen hundred and fourteen, are hereby ex-
tended to June thirtieth, nineteen hundred and fifteen, 
and sections fifty-one hundred and fifty-three, fifty-
one hundred and seventy-two, . fifty-one hundred and 
ninety-one, and fifty-two hundred and fourteen of the 
Revised Statutes of the United States, which were 
amended by the Act of May thirtieth, nineteen hundred 
and eight, are hereby reenacted to read as such see. 
tions read prior to May thirtieth, nineteen hundred and 
eight, subject to such amendments or modifications as 
are prescribed in this Act: PrOfJided, hlYWefler, That 
section nine of the Act first referred to in this section 
is hereby amended so as to change the tax rates fixed 
in said Act by making the portion applicable thereto 
read as follows: 

National banking associations having circulating 
notes secured otherwise than by bonds of the United 
States, shall pay for the first three months a tax at the 
rate of three per centum per annum upon the average 
amount of such of their notes in circulation as are 
based upon the deposit of such securities, and afterwards 

. an additional tax rate of one-half of one per centum per 
annum for each month until a tax of six per centum 
per annum is reached, and. thereafter such tax of six 
per centum per annum upon the average amount of 

118 As amended by act approved August " 19U (38 Stat., 
68>!, chap. llllli). ' , 
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such notes: Provided further, That whenever in his 
judgment he may deem it desirable, the Secretary of 
the Treasury shall have power to suspend the limita
tions imposed by section one and section three of the 
Act referred to in this section, which prescribe that 
such additional 'circulation secured otherwise than by 
bonds of the United States shall be issued only to 
National banks having circulating notes outstanding 
secured by the deposit of bonds of the United States 
to an amount not less than forty per centum of the 
capital stock of such banks, and to suspend also the 
conditions and limitations of section five of said Act 
except that no bank shall be permitted to issue circu
lating notes in excess of one hundred and twenty-five 
per centum of its unimpaired capital and surplus. He 
shall require each bank and currency association to 
maintain OD deposit in the Treasury of the United 
States a sum in gold sufficient in his judgment for the 
redemption of such notes, but in no event less than 
five per centum. He may permit National banks, dur
ing the period for which such provisions are suspended, 
to issue additional circulation' under the terms and 
conditions of the Act referred to as herein amended: 
ProtJidetl further, That the Secretary of the Treasury, 
in his discretion, is further authorized to extend the 
benefits of this Act to all qualified State banks and 
trust companies, which have joined the Federal reserve 
system, or which may contract to join within fifteen 
days after the passage of this Act. 

SEC. 28. Section fifty-one hundred and forty-three 
of the Revised Statutes is hereby amended and re
enacted to read as follows: Any association formed 
under this title may, by the vote of shareholders, 
owning two-thirds of its capital stock, reduce its 
capital to any sum not below the amount required 
by this title to lauthorize the formation of associations; 
but no such reduction shall be allowable which will 
reduce the capital of the association below the amount 
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required for its outstanding circulation; nor shall any 
reduction be made until the amount of the proposed 
reduction has been reported to the Comptroller of the 
Currency and such reduction has been approved by 
the said Comptroller of the Currency and by the Fed
eral Reserve Board, (lr 'by the organization committee 
pending the orgaltization (If the Federal .Reserve 
Board. 

SEC. 29. If any clause, sentence, paragraph, or 
part of this Act shall for any reason be adjudged by 
any court of competent jurisdiction to be invalid, such 
judgment shall not affect, impair, or invalidate the 
remainder of this Act, but shall be confined in its 
operation to the clause, sentence, paragraph, or part 
thereof directly involved in the controversy in which 
such judgment shall have been rendered. 

S'EC. 30. The right to amend, alter, or repeal this 
Act is hereby expressly reserved. 
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Provisions of the Farm Loan Act, approvt'd July 17, 
1916, 'Which 'affect Federal Reserve Bank, and 
member bank, of the Federal Reserve System. 

FARM ,LOAN ACT 

An Act To provide capital for agricultural develop
ment, to create standard forms of investment based 
upon farm mortgage, to equalize rates of interest upon 
farm loans, to furnish a market for United States 
bonds, to create Governinent depositories and financial 
agents for the United States, and for other purposes. 

CAPITAL STOCK OF FEDERAL LAND BANKS 

SEC. 5.-

* * * * * 
At least twenty-five per centum of that part of the 

capital of any Federal land bank for which stock is 
outstanding in the name of national farm loan associa
tion. shall be held in quick assets, and may consist of 
cash in the vaults of said land bank, or in deposits in 
member banks of the Federal reserve system, or in 
readily marketable securities which are approved under 
rules and regulations of the Federal Farm Loan Board: 
PrO'Clided, That not less than five per centum of such 
capital shall be invested in United States Govern
ment bonds. 

GOVERNMENT DEPOSITORIES 

SEC. 6. That all Federal land banks and joint stock 
land banks organized under this Act, when designated 
for that purpose by the Secretary of the Treasury, 
shall be depositories of public money, except receipts 
from customs, uhder such regulations as may be pre
scribed by said Secretary; and they may also be em
ployed as financial agents of the Government; and 
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they shall perform all such reasonable duties, as de
positories of public money and financial agents of the 
Government, as may be required of them. And the 
Secretary of the Treasury shall require of the Federal 
land banks and joint stock land banks thus designated 
satisfactory security, by the deposit of United States 
bonds or otherwise, for the safekeeping and prompt 
payment of the public money deposited with them, and 
for the faithful performance of their duties a9 financial 
agents of the Government. No Government funds de
posited under the provisions of this section shall be 
in~ested in mortgage loans or farm loan bonds. 

POWERS OF FEDERAL LAND BANKS 

SEC. 18. That every Federal land bank shall have 
power, subject to the limitations and requirements of 
this Act-

* * * * * 
Fifth. To deposit its securities, and its current funds 

subject to check, with any member bank of the Federal 
Reserve System, and to receive interest on the same 
as may be agreed. 

INVESTMENT IN FARM LOAN BONDS 

SEC. 27. That farm loan 'bonds issued under the 
provisions of this Act by Federal land banks or joint 
stock land banks shall be a lawful investment for all 
fiduciary and trust funds, and may be accepted as 
security for all public deposits. 

Any member bank of the Federal Reserve System 
may buy and sell farm loaD bonds issued under the 
authority of this Act. . 

Any Federal reserve hank may buy and sell farm 
loan bonds issue!I under this Act to the same extent and 
subject to the same limitations placed upon the pur-. 
chase and sale by said banks of State, county, district, 
and municipal bonds under subsection (b) of section 
fourteen of the Federal Reserve Act approved De
cember twenty-third, nineteen hundred and thirteen. 
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Section 7 of "A n act to authorise an issue of bonds to 
med e.t:penditilres for the national security and de
fense, and, for the purpose of assisting in the 
prosecution of the war, to edend credit to foreign 
government" and for other lJurposes, approved 
April 24, 1917, which affects Federal Reseroe Bank, 
and member bank, of the Federal Reserve SYlltem:' 

SEC. 7. That the Secretary of the Treasury, in his 
discretion, is hereby authorized to deposit in such 
banks and trust companies as he may designate the 
proceeds, or any part thereof, arising from the sale of 
the bonds and certificates of indebtedness authorized 
by this Act, or the bonds previously authorized as 
described in section four of this Act, and such deposits 
may bear such rate of interest and be subject to such 
terms and conditions as the Secretary of the Treasury 
may prescribe: pro'f1ided, That the amount so deposited 
shall not in any case exceed the amount withdrawn 
from any such bank or trust company and invested in 
such bonds or certificates of indebtedness plus the 
amount so invested by such bank or trust company. 
and such deposits shall be secured in the manner re
qnired for other deposits by section fifty-one hundred 
and fifty-three, Revised Statutes, and amendments 
thereto: Pro'fJided further, That the provisions of 
section fifty-one hnndred and· ninety-one of the Re
vised Statutes, as amended by the Federal Reserve 
Act and the amendments thereof, with reference to the 
reserves required to be kept by national banking as
sociations and other member banks of the Federal 
Reserve System, shall not apply to deposits of public 
moneys by the, United States in designated deposi
tories. 
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The "Pittman Act" of ApriZ 28, .1918, which pro'fJide, 
for the ,ubstitution of federal re,er"e bank notes 
for ,il"er certificate.. . 

An Act to conserve the gold supply of the United 
States; to permit the settlement in silver of trade bal
ances adverse to the United States; to provide silver 
for subsidiary coinage and for commercial use; to 
assist foreign governments at war with the enemies of 
the United States; and for the above purposes to 
stabilize the price and encourage the production of 
silver. 

Be it enacted by the Senate and Hou8e of Repre8en
tative, of the ·United State, of America in Congre., 
allembled, That the Secretary of the Treasury is. 
hereby authorized from time to time to melt or break 
up and sell as bullion not in excess of three hundred 
and tifty million standard silver dollars now or here- Sliver dollars 

after held in the Treasury of the United States. Any ::.:e1O~:1!:" 
silver certincates which may be outstanding against bulUon and 

such standard silver dollars so melted or broken up !.';~~cate. 
shall be retired at the rate of $1 face amount of such to be retired. 

certincates for each standard silver dollar so meited 
or broken up. Sales of such bullion shall be made at 
such prices not less than $1 per ounce of silver one 
thousand tine· and upon such terms as shall beestab-
lished from time to time by the Secretary of.the Treas-
ury. 

SEC. 2. That upon every such sale of bullion from 
time to time the Secretary of the Treasury shan im
mediately direct the Director of the Mint to purchase 
in the United States, of the product of mines sit
uated in the United States and of reduction works so 
located, an amount of silver. equal to three hundred 
and seventy-one and twenty-nve hundredths grains 
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of pure silver in respect of every standard silver 
dollar so melted or broken up and sold as bullion. 
Such purchases shall be made in accordance with 
the then existing regulations of the Mint and at the 
fixed price of $1 per ounce of silver one thousand fine, 
delivered at the ·option of the Director of the Mint at 
New York, Philadelphia, Denver, or San Francisco. 
Such silver so purchased may be resoid for any of the 
purposes hereinafter specified in section three of this 
Act, under rules and regulations to be established by 
the Secretary of the Treasury, and any excess of such 
silver so purchased over and above the requirements 
for such purposes, shall be coined into standard silver 
dollars or held for the purpose of such coinage, and 
silver certificates shall be issued to the amount of 
such coinage. The net amount of silver so purchased, 
after making allowance for all resales, shall not exceed 
at anyone time the amount needed to coin an aggre
gate number of standard silver dollars equal to the 
aggregate number of standard silver dollars thereto
fore melted or broken up and sold as bullion under the 
provisions of this Act, but· such purchases of silver 
shall continue until the net amount of silver so pur-

. chased, after making allowance for all resales, shall 
be sufficient to coin therefrom an aggregate number of 
standard silver dollars equal to the aggregate number 
of standard silver dollars theretofore 80 melted or 
broken up and sold as bullion. 

SEC. 8. That sales of silver bullion under authority 
of this Act may be made for the purpose of conserving 
the existing stock of gold in the United States, of 
facilitating the settlement in silver of trade balances 
adverse to the United States, of providing silver for 
subsidiary coinage, and for commercial use, and of 
assisting foreign governments at war with the enemie9 
of the United States. The allocation of any silver to 
the Director of, the Mint for subsidiary coinage shall, 
for the purposes of this Act, be regarded as a sale or 
resale. 
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SEC. 4. That the Secretary of the Treasury is au
thorized, from any moneys in the Treasury not other
wise appropriated, to reimburse the Treasurer of the 
United States for the difference between the nominal 
or face value of all standard silver dollars so melted 
or broken up and the value of the silver bullion, at $1 
per ounce of silver one thousand fine, resulting from 
the melting or breaking up of such standard silver 
dollars. 

SEC. IS. That in order to prevent contraction of the 
currency, the Federal reserve· banks may be either 
permitted or required by the Federal Reserve Board, 
at the request of the Secretary of the Treasury, to issue 
Federal .reserve bank notes, in any denominations 
(including denominations of $1 and $2) authorized by 
the Federal Reserve Board, in an aggregate amount 
not exceeding. the amount of standard silver dollars 
melted or broken up and sold as bullion under authority 
of this Act, upon deposit as provided by law with the 
Treasurer of the United States as security therefor, of 
United States certificates of indebtedness, or of United 
States one-year gold notes. The Secretary of the 
Treasury may, at his option, extend the time of pay
ment of any maturing United States certificates of 
indebtedness deposited as security for such Federal 
reserve bank notes for any period not exceeding one 
year at anyone extension and may, at his option, pay 
such certificates of indebtedness prior to maturity, 
whether or not so extended. The deposit of United 
States certificates of indebtedness by Federal reserve 
banks as security for Federal reserve bank notes under 
authority of this Act shall be deemed to constitute an 
agreement on the part of the Federal reserve bank 
making such deposit that the Secretary of the Treas
ury may so extend the time of payment of such certi
ficates of indebtedness beyond the original maturity 
date or beyond any maturity date to which such certi
ficate. of indebtedness may have been extended, and 
that the Secretary of the Treasury may pay such cer-
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tificates in advance of maturity, whether or not so 
extended. 

SEC. 6. That as and when standard silver dollars 
shall be coined out of bullion purchased under author
ity of this Act, the Federal rese"e banks shall be 
required by the Federal Rese"e Board to retire Fed
eral reserve bank notes issued under authority of sec
tion five of this Act, if then outstanding, in an amount 
equal to the amount of standard silver dollars so coined, 
and the Secretary of the Treasury shall payoff and 
cancel any United States certificates of indebtedness 
deposited as security for Federal reserve bank notes so 
retired. 
" SEC. 7. That the tax on any Federal rese"e bank 
notes issued undel' authority of this Act, secured by 
the deposit of United States certificates of indebted
ness or United States one-year gold notes, shall be 
so adjusted that the net return on such certificates of 
indebtedness, or such one-yeal' gold notes, calculated 
on the face value thereof, shall be equal to the net 
return on United States two per cent bonds, used to 
secure Federall'ese"e bank notes, aftel' deducting the 
amount of the tax upon such Federal rese"e bank 
notes so secured. 

SEC. 8. That, except as herein" provided, Federal 
rese"e "bank notes issued under authority of this Act 
shall be subject to all existing provisions of law relat
ing to F ederal I'es~e bank notes. 

SEC. 9. That the provisions of Title VII of an Act 
approved June fifteenth, ninteen hundred and seven
teen, entitled "An Act to punish acts of interference 
with the foreign I'elations, the neutrality, and the 
foreign commerce of the United States, to punish 
espionage, and bettel' to enforce the criminal laws of 
the United States, and for other purposes," and the 
powers conferred upon the President by subsection 
(b) of section five of an Act approved October sixth, 
nineteen hundred and seventeen, known as the "Trad
ing with the Enemy Act," shall, in so fal' as applicable 
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to the exportation from or shipment from or taking 
out of the United States of silver coin or silver 

. -bullion, continue until the net amount of silver re
quired by section two of this Act shall have been pur
chased as therein provided. 
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Fiscal agents........................................ 15 
Forfeiture of membership in......................... 9 
Fore~gn acco~ts.................................... 14 
ForeIgn agencIes............. ....................... 14 
Franchise tax ..................... ;................. '7 
I·nformation to be furnished Federal Reserve Board.... il 
Initial 'Capital...... . • . • .. • • • . • . • . • ... • •• . .. .. . • .. . . • • SI 
Liquidation ........ .. .. . .. .. .. . .. . . ...... . .. .... .. • '7 
Location .................................... ~ .. • .. . j) 
Name •••.••.•...•..•..••••••.. ; ...•••••.•.•••• ;..... j) 
Officers, ineligibility of Senators and Representatives... 4 
One in each reserve city. . . .. •. . • . • . .. • . . . . .. • .. .. • . • • j) 
Open market operations.............................. 14 
Drganization .• • • . .. • • • .. • .. • .. • • . . • .. . . .. • .. . . .. . . • j) 
Powers ., • . • . . . • .. . .. • .. .. . . . .. • • .... • .. .. • • • .. ... • . . . IS 
Rediscounts. (R •• Rediseounts.) 
Shareholders. (.'1 •• Shareholders.) 
Special examlnatiOllB of members...................... III 
Stock. (8 •• Stock.) 
Supervision by Federal Reserve Board. ..• ••. • . . . ••• . . ll-j 
Surplus, additions to from nel earnings............... '7 
SUI'pIIltl left upon liquidation goes to United States... . '7 
Suspension or liquidation by Federal Reserve Board... 11-11 
Suspension or removal of officers and directors........ ll-f 
Title ............................................... j) 
Weekly statement of conditions by Federal Reserv~ 

Board ...... ........ .•.......... ........... .•. .•.• 11-. 
Writing off doubtful assets........................... ll-g 

Federal Reserve Boardl 
'Additional limitations on farm loans................. !l4 
Allotment of refunding bonds........................ 18 
Annual report...................................... 10 
Applications for cancellation of stock. . . • • ••• •• .• . • • . • 9 
Appointment ot class C directors by. .......... ....... 4 
Appointment of Federal Reserve AgeDJt by •••• , • •• • • • • 4 
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BBCl'I01ll' 
Appointment of members...... •••••...••.••••. ••.••• 10 
Approval of directors' compensation................. 41 
Assessments against Federal Reserve Banks to pay ex-

penses ........................................... :to 
Chainnan, Secretary of Treasury ex oJIicio. . . • • • • • • • • • 10 
Clearing house may act as........................ .... 16 
Creation of new distr.icts............................. !I 
Deposits with Secretary ot Treasury subject to order 

of ................................................ 16 
Designation or requirement ot Federal Reserve Bank 

to act as clearing house.......... .... .. .. .. .... •• .. 16 
Ex officio members.................................. 10 
Expenses ........................................... 10 
Expenses of handling deposits with Secretary of Treas-

ury .............................................. 16 
Expenses of money shipments..... ....... ............ 16 
Federal Reserve notes, regulation of Issue............ 16 
First meeting....................................... 10 
Governor-

Appointment ................................... 10 
Duties ......................................... 10 

Members-
Appointment ................................... 10 
Expenses ............ • . . • • . • • • • . . • . . .. . . • • • . . . .• 10 
IneI.igibile for office or employment In member 

banks or with Federal reserve banks...... . • . . . 10 
No two from same district....................... 10 
Qualifications ................................... 10 
Salary ......................................... 10 
Shall devote entire time to business of board..... .. 10 
Tenn of office ........................ ; ......... .• 10 

Number of members..................... ............ 10 
Offices .............................................. 10 
Powers ............................................ 11 
Powers in eonflict with those of Secretary of Treasury 10 
Readjustment of districts ............. ,.............. 5/ 
Regulations-

. Oharges tor collections........................... 16 
Checking against reserve and member banks....... 19 

Clearing-house activities............................. 16 
Dealings in commercial paper.................... 13 
Foreign branches................................ 26 
Rates of discount •.•.••.••••••• " .. • • • . . • • ... • • • . • 141 
Rediscounts ................ , .................... U-b, 13 
Transfers of stock.... ....... •••• ............... fiI 

Removal of Federal Reserve Bank officers or directors U-f 
Reports of.......................................... 10 
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. SBCTlON 
Representation by members of commercial, industrial, 

and geogr~phical divisions of country ..•.•...•...•.. 
Representatives in Congress ineligible ••••..........•. 
Review of organization committee's determinations .... . 
Secretary of TreMury ex officio chainnan ............ .. 
Senators ineligible ..••....•...••....•.••••.••••...... 
Staff, employment .and expenses of ..•.•••••.....••... 
Supervision of banks chartered by U.S. government for 

foreign business ........•.....••...••.•.••.....•••.. 
Supervision of Federal Reserve Banks ..•••••....•.••. 
Supervision of foreign accounts ..•..•••...•...••...•• 
Suspension of reserve requirements ..•...••••......... 
Vacancies, how filled ................................ . 
Vice governor ...................................... . 
Weekly statement of condition of Federal Reserve 

10 
40 
2 

10 
40 

ll-I 

25-11 
ll-j 

U 
ll-c 

10 
10 

Banks. • ••..•.••••...•.. :......................... ll-a 
Federal reserve cities: 

Designation ....................................... . 
Number .•••.•.....•...•••...••..•.•.•••.......••... 
Review of organization committee's determination ....• 
Selection of .................................. ; .... .. 

Federal reserve districts: 
Apportionment .................................... . 
Creation ..••. , ..•..•.•..••..•..••••..•..•...••...•• 
Creation of new districts ............................ . 
Designation ....................................... . 
Original number .................. " .................. . 
Readjustment ................................ " .... . 
Total number ..................................... .. 

Federal reserve notes: 
Additional security may be required .. ; .••........•..• 
Cancellation and destruction ....................... .. 
Collateral security .•••. ~ ........................... . 
Custody, pending issue ........ " ••• " ....•.•..••••..•.... 
Custody, plates and dies ........................... .. 
Deposits against •..••••..•.....•....••..•....•••••... 
Deposits with TreMurer to cover redemptions .•....••• 
Discretion of Board to grant application for issue •....• 
Distinctive letter and number ...................... .. 
Engraving and printing ............................ . 
Expenses of issue and retirement ....••••••.•••••••..• 
Interest on .................... · .. · .. • .. •· .. · .. • .... • 
ISsue .............................................. . 
Lien on assets of bank .............................. . 
Must not be paid out by Feder81 Reserve Bank not is-

suing them ............................ • .... • .. •··• 
Notice to Board of issues and withdrawals ...••••••••• 

16 
16 

"18 
16 
16 
18 
16 
16 
18 
18 
16 
18 
18 
16 

16 
18 
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BBCl'IOll' 
Power of bank to issue ..•.••.. , ....••..•......•..... ; 4. 
Purpose for which issued,............................ 16 
Redemption of...................................... 16 
Reduction of liability; for............................ 16 
Reserve against............. ............•........•••. 16 
Retirement of....................................... 16 
Return or retirement by another Federal Reserve Bank 16 
Status as currency.. . . • • . . . . . . . . . . . • . . . . . . • . . • . • . . . . • 16 
Supervision and control of issue and retirement ... '" . . 11-d 
Tax on deficiency in gold reserve..................... H-c 
Withdrawal of collateral............................. 16 

Fiduciary powers, national banks......................... ll-k 
Foreign accounts, Federal Reserve Banks .•.............. 14. 
Foreign agencies, Federal Reserve Banks ....... " ... , . . .. 14 
Foreign banking, branches may be established abroad by 

National Banks for, is; National Banks may invest in 
stock of American Banks, or·ganized for, is and io-a; 
corporations may be organized under "Edge Amend-
ment" for............................................. is-a 

Foreign branches: 
Accotmts kept separate.............................. io 
Agreement to comply with regulations of Federal Re-

serve Board....................................... io 
Application to establish.............................. flo 
Establishment ..•..•........... '.' . • • . • . • • . . • . . • . . . . . io 
Failure to comply with regulations................... !il5 
Infonnation must be furnished....................... !ilO 
Investigation by Federal Reserve Board of failure to 

comply with regulations........................... !is 
May be Ilppointed fiscal agents of United States....... !io 
National banks may establish......................... !io 
Officers or employees of member banks may serve..... !liS 
Special examinations................................. !is 

Forfeitures. (8e. Penalties and forfeitures.) 
Franchise tax: 

Secretary of Treasury to maintain.................... !i6 
Tax on deficiency •.•... : •••.....••• _. • • • . •• •• • . . • . . • lil-c 

G 
Government deposits: 

Funds to be deposited............................... 15 
In Federal Reserve Banks........................... 10 
In member banks.................................... 15 
In non-member banks. (866 Appendix D.) 

I 
Inconsistent laws repealed........................... !i6 
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IEcrIOlr 
Invalidity of part of act not to invalidate all. . • . • • • . • • !il9 

L 
Loans on fllirm lands. 

Amount ............................................. !il40 
Limitations may be added by Federal Reserve Board. !il40 
National bankll not -in Central Reserve cities may make !il4o 
Time to run ......................... -.... .. • .. .. .. .... . !iI.' 

M 
Member banks: 

Acceptances by...... . .. . . .. .. . . • . • • • . . .. . .. .. ... .. .. 13 
B-anks in Alaska or other dependencies or possessions 

may become members.............. ......... ....... 19 
Cancellation of stock in Federal Reserve Bank upon 

insolvency ..................... ;.................. IS 
Definition .......................................... 1 
Di800unt of paper for directors, officers, or employees !H 
Elmminations of, by Federal Reserve Board.......... 11-a 
Fees or eommissions to officers or directors for loans 

prohibited ................................. ~ • .. • • • !il'iA 
Forfeiture of membership. .. . .. .. .. • .. . .. .. . .. • . .. .. • 9 
Increasing capital stock must increase holdings of Fed-

eral Reserve Banks' stock... ...................... IS 
Insolvency ......................................... IS 
Interest on deposits of officers, directors, or employees 2'iA 
Limitations on amount of deposits with nonmember 

banks ............................. ;.............. 19 
Loans or gratuities to bank examiners prohibited...... ~ 
Officers and employees may serve foreign branches.... !illS 
Reserves of. (866 "Reserves")........................ 19 
Sale of bonds securing notes to be retired............. .18 
Shall make no new loans or dividends while reserve not 

maintained ................ :.................. • • . . 19 
Shall not act as medium of nonmember banks in secur

ing discounts from Federal Reserve Banks without 
consent of Federal Reserve Board.................. 19 

Stock in Federal Reserve Banks not to be transferred & 
Surrender of stock in Federal Reserve Banks upon re-

duction of its own ca;pital or upon liquidation...... & 
Visitatorial powers to which subject.................. !ill 

N 
National banks: 

Acceptance of terms of Federal Reserve Act.......... 9 
Bond deposit requirements repealed................... 11 
Converted firom State banks.......................... 8 
Definition ;........ .. . . • • .. • • . • • • • . .. .. • • • • .. • • . • • • . 1 
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IBCl'lO. 
Directors personally liable for results ot noncompliance 

with act...... •••• •••••. •••••.•..•• ••• •••• •••• •••.• !I 
Dissolution for noncompliance with act. • • . • . . . • . . • • . . . !I 
Foreign branches. (8.6 Foreign branches.) 
Indebtedness limited ....... .:......................... 13 
Loans on farm lands................................ 940 
May act as Insurance agent or broker, when........... 13 
May hold ,tack In bank, organized in U. S. fflr foreign 

business .......................................... S5-O!5a 
Penalty for failing to accept terms of act. •••.• . .•...• i 
Personal liability of stockholders..................... 93 
Reduction of capital &tock........................... !is 
Subscription to capital stock of Federal Reserve Bank. i, 40 
Survival of remedies and penalties against ..•..••••• ~.. 9 
Transfer of shares before failure..................... is 
Trustees, executors, administrators, and registrars of 

stocks and banks.................................. ll-k 
National Banking Association, definition........... ....... 1 
Notes. (81111 Federal Reserve notes.) 
Nmes against bonds purchased: 

May be issued by Federal Reserve Banks............. 18 
Issue and redemption................................ 18 
Limitations on amounts ..................... ~......... 18 

o 
Organization committee. (8ell Reserve bank organization 

cvmmittee.) 
p 

Penalties and forfeitures: 
Certified checks against insufficient funds... •••••.•••. • 9 
Examiners disclosing confidential Information......... fn 
Failure of State bank to make reports................. 9 
Fflrfeiture oflllElDbership............................ 9 
Loans or gratuities to examiners..................... !ill! 
Noncorupliance with act. .. .. • . . . • .. .. • . . . . • • .. • . .. • • . i 
Penalty against Federal Reserve Bank: for paying out 

notes of another.................................. 16 
Survival of penalties against dizsolved banks.......... !I 

Public stock. 
Definition .......................................... i 
Limitation of amount held by single shareholder. . • • . • • 9 
Subscription to. ........................ ....... ...... !iI 
Transfer 01......................................... if 

R 
Rediscounts: 

Acceptances IS 
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SECTION 
Agricultural paper.................................. 13 
Conditions of........................................ 9 
Limitations on amount. ..• . . . • . . . . . . . . . . . . . • . . . .• . . . • • 13 
Limitations on amounts for State banks............... 9 
Paper subject to.................................... 13 
Regulation by Federal Reserve Board ................ Il-b, 13 

Remedies, survival against dissolved bank................. 51 
Repayment of deposits upon withdrawal of State banks.. ••• 9 
Reports: 

By State banks .••••......•...•.....•..•..•....•••..• 
Federal Reserve Board. (S66 Federal Reserve Board.) 

Reserves: 
Banks in Alaska, dependencies or possessions ......... . 
Federal Reserve Bank-

Against deposits .....•..•.....•.........•••..... 
Against Federal reserve notes .•.........•........ 
Gold deposits may be counted as part of .....••.•.. 
How maintained .............................. .. 

Member banks-- . 
Amount required ................................ . 
Computation of balances .••.•..•....•........•...• 
How maintained ........ ' ....................... .. 
May be checked against ......................... . 
Limitation on amount deposited with nonmember 

bank ........................................ . 
Must be maintained ............. '.' ............. .. 

Permission to carry in Federal reserve banks instead 

9 

16 
16 
16 
16 

19 
19 
19 
19 

19 
19 

of in vault........................................ Il-m 
Suspension of Reserve requirements by Federal Re-

serve Board ...................................... . 
Tax upon delinquencies ............................. . 

Reserve bank (8BB alBo Federal Reserve Bank), definition. 
Reserve Bank Organization Committee: 

Allotment of United States stock .............•...... 
Calling meetings of bank directors .................. . 
Certifica~. of designation of reserve districts and re-

serve citIes •.•..••••.....•..•..•.........••••...••• 
Exercise functions of chairman of boord of directors 

of Federal Reserve Banks pending organization ..... . 
Expenses ......................................... .. 
Fixing geographical limits of districts ...•.•..•••..... 
General powers ........•..•......•..•.•••.••..•.••..• · 
Offer of stock to public subscribers ..•..•.••..•....•.. 
Quorum .................................... ; ...... . 
Supervision of organization of Federal Reserve Banks 

Reserve Cities: 

11~ 
ll~ 

1 

Control of classification by Federal Reserve Board.... ll-e 
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IECTIOX 
Previous status -not changed. . • . . . . • . . . • . . . . . . . • . . . • . . S 
Reserves required of banks in outlying districts of. . . . . . 19-b 

S 
Secretary of Treasury: 

Deposits with, by Federal Reserve Bank or agent.. . . . . 16 
Ex officio member of Federal Reserve Boar4 ...... :... 10 
Expenses of handling deposits........................ 16 
Gold reserve to be maintained by.. . .. .. . .. .. .. .. .. .. . 26 
Management of United States stock................. 51 

Shareholders (866 alBo Stock), individua. liability: 
Federal Reserve Banks.............................. iii 
National banks....................................... ~3 

Silver certificates, substitution of Federal reserve bank notes 
for, 866 "Pittman Act;' Appendix E. 

State banks: 
Cancellation of stock in Federal Reserve Bank . . . • . • . . 9 
Certificates as to liabilities of debtors ..•...•..•..... ; . 9 
Certifying checks against insufficient funds............ 9 
Conditions of membership ......................... ~.. 9 
Converted into national banks ..................... ;.. 8 
Depositories of-government funds, 866 Appendix P. 
Eligibility for membership........................... 9 
Examination. (866 "Examinations.") 9 
Examinations, not subject to requirements of section '511 9 
Forfeiture of membership.. .......................... 9 
May become members of Federal Reserve Bank........ 9 
Must be eligible for conversIon into national banks..... 9 
Penalties for failure to make reports.................. 9 
Qualifications required to become members;........... 9 
Regulations .; ............. ;......................... 9 
Retain powers under State chartel'6. . . . . • . . . . . • . . . . • • . 9 
State examinaltions may be accepted ..•.•.••••....•... 9, 511 
Subject to provisions and penalties of Revised Statutes 

1Y.109, upon becoming members. . . . . • . . • . . • • • • . • . • . • . 9 
Subject to section of Federal Reserve Act applied to 

member banks; but not subject to section 511......... 9 
Subscription to stock in Federal Reserve Banks....... 9 
Withdrawal from membership........................ 9 

Stock: 
(SB6 alBa Shareholders.) 
Of Federal Reserve Banks-

Amount to be held by single member or shareholder 51 
Calls on subscriptions............................ 51 
Cancellation of stock held by insolvent member 

banks ........................................ 6 
Increase ............ ....... ...... •••. .......... 6 
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SECTION 
Increase of subscriptions required on increase of 

member banks' capital stock................... Ii 
Limitation on cancellations....................... 9 
National banks must subscribe.................... !i! 
Payments on subscriptions....................... II 
Public subscriptions............................. Ii! 
Reduction .•••..•••...••••.•......•••••.•••••..• (I 
Shares owned by member banks not to be transfer- -

red ••.......•••.•••••••....••.•••••..•••••.•• Ii 
Subscription ................. ~ .. , .. ... .... • • .... • 9 
Subscription by na.tional banks ...... ;........... !il, 4. 
Subscription by State banks ....... :.............. 9 
Subscription required of new members.... • . • . • . . • Ii 
Surrender upon reduction of capital or liquidation 

of member banks....... ..... ....... ....... .... Ii 
Transfer of..................................... !II 
Voting power................................... 9 

Of banks organized in U. S. for foreign business...... !i!1i-a 
May be owned by national banks .•.••••••.•••••.. !i!Ii~Ii-a 

Of member banks-
Increase •. • • .. . .. . .. .. . . . • . • .. • .. . . • .. • .. . .. . .. IS 
Reduction ................................ •.. ... • • Ii 

Of national banks-
Reduction ............... • • .. • • • . • . • • . • • .. • . . • .. !liS 
Transfer of before failure ... -.......... ........... i3 

Surplus. (866 Federal Reserve Banks.) 

T, 
Tax upon delinquencies in reserves ..... ;. ....... .......... H-c 
Time deposits, definition................................. 19 
Trust companies, acceptance of terms of Federal Reserve 

Act ........................... -........ _ ................ !i! 
Trust powers_of national banks................... ........ U-k 

U 
United States stoCk~ 

Allotment by organization COllllmittee................. !i! 
Management by Secretary of the Treasury .•. , . • . . . . • . . !i! 
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Accept&nces, trade acceptances and bank acceptances, may be 

purcbased by federal reserve banks in open. market, 403-45; may 
be rediscounted by federal reserve banks, 46-50. See also bank 
acceptances and trade acceptances. 

Advisory Council. bow constituted, 35-36. 
Agricultural paper, eligible for rediscount at federal reserve banks, 

6 •• 
Bank acceptances, nature of, 48-50; advantages of, '8-60; redis

countable by federal reserve banks, 48; use of. in connection 
with foreign trade, 8!l-83. 

Bank credit, extent to which used as a medium of exchange in 
1913,8-10. 

Bank note, bond-secured, under federal reserve law, &.i-03; federal 
reserve bank note, 1i3. See also federal reserve note and bank 
reserves. 

Bank-note inelastfclty, under old banking system, 11-17; seasonal, 
chart sbowing, 16. 

Branches of national banks, may be established In foreign countries 
83-M. 

Canadian bank notes, elasticity of, compared with that of U. S. 
national bank notes, 14.-16. 

Capital of federal reserve banks, minimum amount of, 29; amount 
paid-in, 31; how subSCribed, 31. 

Capital required of banks organized for foreign trade, M-85. 
Centralization of bank reserves in respective federal reserve dis-

tricts, 36-39. . 
Central reserve city banks, reserve requirements of, 88. , 
Class A directors of federal reserve banks, who and how elected, 

S2-Sa. 
Class B directors of federal reserve banks, who and how elected, 

$-33. 
Class C directors of federal reserve banks, who and how chosen, 

Si-SS. 
Clearing-member banks, defined, 7t. 
Clearing out~f-town eheeks, under old banking system, 19-23; 

under federal reserve system, 7~77; cost of, how met, 76-76; 
sY'ltem extended to cover promissory notes, trade bills, time 
drafts and similar items, 76-77; services rendered by system, 80-
81. 

Collateral loans, character of, which may be made by federal 
reserve banks, 65-66. 

Collection of out-of-town checks. See clearing out-of-town checks. 
Commercial paper, creation of a broader discount market for, 
~; kinds of, eligible for rediscount by federal reserve banks, 
63-66. 
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Comptroller of the currency an ex-officio member of federal re
serve board, 84. 

Contractility of circulating credit under federal reserve system, 
66-67. 

Country banks, reserve requirements of, 38. 
Credit elasticity under federal reserve system, /lil-61. 
Credit inelasticity under old banking system, evil results of, 18. 
Currency shipments, heavy under old banking system, 2/l-j3; may 

be made by member banks, at expense of federal reserve banks, 
to settle adverse balances arising out of clearing and collection 
system, '15. 

Decentralizatlon ot American banking prior to federal reserve 
system, S-'1. 

Defects of old banking system summarized, 2. 
Deposit currency, inelasticity of'-under old system, 1'1; elasticity 

of, under federal reserve system, f>9-6'1. 
Deposit-turnover, rate of, 9-10. 
Depositories, government, apportionment of funds among, under 

old banking system, !i!5~'1; use of federal reserve banks as, 
87-00; use of individual banks as, during war, 90-91. 

Directors of federal reserve banks, classes of, Sl-S3. 
Discount market, a broader one being created by federal reserve 

system, 46-50. 
Discount rates of federal reserve banks, bow made effective, 43-44n; 

tendency of, to equilibrium throughout country, 45-46. 
Domestic exchange under federal reserve system, 68-'10. 
Earnings· of federal reserve banks, their distribution, 61. 
"Edge Amendment" character and powers of banks organized 

thereunder, 83-840. 
Elasticity, credit, under old banking system, 8-18; under federal 

reserve system, 52-67. See also bank-note inelasticity and de
ipOSit-currency inelasticity. 

Exchange and transfer system, defective prior to federal reserve 
system, 19-240; under federal reserve system, 68-83. 

Exchange charges, fonnerly imposed by federal reserve banks on 
member banks to cover expenses of clearing and collection sys
tem, '17; discontinued in 1918, '17; reasonableness of exchange 
charges of member banks and clearing member banks to be de
termined by federal reserve board, '1'1-'18. 

Federal reserve agent, poSition of, 83. 
Federal reserve agents' fund, described, '19. 
Federal reserve bank agencies in foreign countries, 89. 
Federal reserve banks, capital stock of, 81; subscriptions to, re

quired of member banks, 81; plan of organization of, 81-86; the 
sole depositaries of member banks' legal reserve money, 86-88. 

Federal reserve bank notes, deseribed, 5l. 
Federal reserve board, how constituted, 84; powers of, S4-S6; may 

permit reserve held !lgainst federal reserve notes to fall below 400 
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per ~ in times of emergency, 56-1i1; must impose a deficiency 
tax when reserYe faIls below 40 per cent, 56; may suspend for 
brief periods, in times of emergenCy, all reserve requirements of 
act, 66-61; may impose a special rate of interest on issues of fed
eral reserYe notes oncovered by gold, 58-09; supervisory powers 
of over banks organised under "Edge Amendment," 88-M. 

Federal reserve clearing and collection system, '1S-a1. 
Federal reserve districts, bow determined, i8-e9. 
Federal reserve notes, described, M-5S; collateral eligible for, in 

hands of federal reserve agent, M-5S; gold reserve required 
against, 56; elasticity of, SU9; legal minimum reserve for, 
may be reduced in time of emergency, on payment of a gradu
ated deficiency tax, 56; amount of, ootstanding, and charaeter 
of rollateral held against, 51; possibility of further expansion of, 
57~; of one federal reserve bank may not be paid out by 
another, 58; maclllnery for contracting circulation of, question 
of its adequacy, 58-09. 

Fiscal agents of Government, federal reserve banks serve as, 90-
91; render valuable services as, in war financing, 9O-!Ii. 

"Float," boor bandled under old banking system, ~; evils of, 
largely eliminated by federal reserve clearing and rollection 
system, 15-16, 81. 

Foreign agencies established by federal reserve banks, ~ 
Foreign brandies of American national banks establisbed, 83-8t>. 
Foreign exchange, di1Iicu.J.ties with, prior to federal reserve system, 
~; under federal Teserve system, 81-83; services with refer
en« to, rendered by federal reserve system, 81-83. 

Foreign trade; banks organized under f«:deral charters to carry 
00, 83-8l. 

Gold amount of, held against federal reserve note Issues, M. 
Gold reserve required against federal reserve notes, may be re

duced in time of emergeney, 56. 
Gold settlement fund, described, 18-19. 
Government, old banking system ill adapted to fiscal needs of, 

95-e'1; participation of, in profits of federal reserve banks, 61-6i. 
Government depositories, federal reserve banks serve as, 81-88; 

banks which serve as, under war ClOnditioos, 88-90. 
Inelasticity of bank notes under old banking system, 11-11; charts 

showing, H-16. 
Inelastieity of credit under old banking system, 8--18; evil results 

of, 18. 
Inelasticity of deposit credit under old banking system, 11. 
Interest, a special rate of, may be imposed by federal reserve 

board on issues of federal reserve notes uorovered by gold, 58-
69. See also discount rates. 

Kinley, David, cited, 9. 
Leadership, absence of, for country'a banks in times of emergeney 

prior to federal reserve act, 8-4. 
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Legal reserve, see reserves. 
Liberty bond financing by federal reserve banks, 89-92; extensive 

use of collateral loans in, 66-67. 
Live-stock paper eligible for red,iscount at federal reserve banks, 

64.. 
London, the financing of· a declining proportion of our foreign 

trade through, as a result of federal reserve system, S:l-84.. 
Membership in federal reserve system, 29-81; importance of, in 

'time of war, 89-93-
Member banks must purchase stock in federal reserve bank, 81; 

are grouped into three classes for electing federal reserve bank 
directors, 82. 

Mobility of reserves, inter-district, 40-50; intra-district, 50-51. 
Mobilization of reserves under federal reserve system, 39-41. 
National banks, as depositories of government funds, S6-1J7; must 

join federal reserve system, 29; may own stock in banks or-
ganized under "Edge Amendment." . 

National bank notes under federal reserve law, /i2...,';3. 
Open-market operations of federal reserve banks, 403-45. 
Out-of-town checks, see clearing and collection system, "6oat," 

and "routing of checks." 
Par-cIearing and collection system, description of, 'I'i-78; mem-· 

bership in, 72-73. . 
Profits of federal reserve banks, bow ·distributed, 61. 
Promissory notes, collectible under federal reserve clearing and 

collection system, 76~'I'7. 
Rediscounting, negligible under old banking system, 17; by one 

federal reserve bank for another, the law, 40-41; the practice, 
41-43; by federal reserve banks, kinds of paper eligible for, 64-
65; facilities for, at federal reserve banks, not opeD to paper 
drawn for dealing in stocks or bonds (other than U. S. govern
ment bonds), 64-6/i. 

Reserve, gold, required against federal reserve notes, may be 
reduced in time of emergency, 55-57. _ 

Reserve agents, national banks discontinued as, by federal reserve 
law, 86-88. 

Reserve city banks, reserve requirements of, 88. 
Reserves, cash, importance of, in old banking system, 40; scattered 

prior to federal reserve system, and therefore Ineffective, +-7; 
immobile under old banking system, "; deposited in reserve 
and central reserve city banks difficult ·to realize upon, In times 
of emellgency, t.-7; district centralization of, . under ·federal r~ 
serve systems, 35-88; legal percentages required of member 
banks, 88; mobilization of, under federal reserve system, 89-40; 
of member banks, legal, must all be kept on deposit in federal 
reserve banks, 86-89; inter-district, mobility of, 40-50; legal, 
against deposits of ·federal reserve banks, 60-61; intra-district, 
mobility of, ~/il; legal, requirements for, less rigid under fed-
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era! reserve law than formerly, 60; legal, against federal, re
serve deposits, may be reduced in times of emergency, 6i-68; of 
member banks, bow increased by rediscounting with federal 
reserve banks, ~6. 

Routing of checks, under old regime, lIl-!n; how practice padded 
reserves. SlI.e!i1; evils of, largely eliminated by federal reserve 
system, '15-76, 8()..$1. 

Secretary of Treasury, difficult task of, of apportioning government 
funds among depositaries, under old banking system, 26--9'1; lUi 
ex-offieio member of federal reserve hoard and chairman, M. 

Speculation, paper used for, not rediscountable or purchaseable by 
federal reserve banks, ~5. 

State banks and trust comp6llies, may join federal reserve system, 
is. 

Sterling bills, decline in relative importance of, as compared with 
bills drawn in dollars, ~. 

Subtreasuries as depositories of government funds, l5~26. 
Surplus of federal reserve banks, manner of accumulation, and 

size, 61n. . 
Tax, graduated deficiency, on reserve held against federal reserve 

notes, 66; graduated, to be imposed npon deficiency in legal 
reserve against deposits of federal reserve banks, 6:? 

Trade acceptances, 47-48. 
Trade bills collectible under "federal reserve elearing and collec

tion system, 77-78. 
United States Government bonds and notes, paper used for pur

chasing, redisconntable at federal reserve banks, 64. See also 
government. 

Willis. H. Parker, cited, 78. 
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