Ouachita Baptist University
Scholarly Commons @ Ouachita

Honors Theses Carl Goodson Honors Program

5-1967

The Federal Reserve System

Dan Gaske
Ouachita Baptist University

Follow this and additional works at: https://scholarlycommons.obu.edu/honors_theses

b Part of the Banking and Finance Law Commons, Economic Policy Commons, and the Economics

Commons

Recommended Citation

Gaske, Dan, "The Federal Reserve System" (1967). Honors Theses. 590.
https://scholarlycommons.obu.edu/honors_theses/590

This Thesis is brought to you for free and open access by the Carl Goodson Honors Program at Scholarly
Commons @ Ouachita. It has been accepted for inclusion in Honors Theses by an authorized administrator of
Scholarly Commons @ Ouachita. For more information, please contact mortensona@obu.edu.


https://scholarlycommons.obu.edu/
https://scholarlycommons.obu.edu/honors_theses
https://scholarlycommons.obu.edu/honors
https://scholarlycommons.obu.edu/honors_theses?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/833?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/1025?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/340?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/340?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarlycommons.obu.edu/honors_theses/590?utm_source=scholarlycommons.obu.edu%2Fhonors_theses%2F590&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:mortensona@obu.edu




THE FEDERAL RESERVE SYSTEM

The Federal Reserve System, a little over fifty years old,
is now the dominant force in the monetary policy of our nation's
economy. Through its use of the reserve requirements, discount
rate and other methods, the Federal Reserve System can greatly con=-
trol the mood ~nd pace of the economy. The 'Fed!', as the system is
called, has over 6,750 member banks, and has over eighty-five per-
cent of the nation's demand deposits in its vaults. However, dess
pite this great size and the fact that almost every time a person
writes a check, he 1s using the Federal Reserve System, the 'Fed!
is a little understood organizafion. It will be the purpose of this
paper to show how the Federal Beserve System came into being, what
the structure is and how it uses its powers to control the volume
of money in circulation, and thus control the movement of the
economy.

Regsons for the organization of the Federal Reserve

The Federal Reserve System was born out of the needs of the
United States for a good central banking system, The nation had

shown its needs for a central bank in many ways since the begin-

nidg of colonial times. The ultimate result wa#the Federal Re-

e ——

serve Act on December 23,1913,
To determine the reasons for the passage of this act, it
would be good to give a brief history of early canking in this

country. "During the colonial period there wsrpe no banks at all
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in the modern sense. A few 'public banks' were established as
early as the seventeenth century, and a number of 'private banks
were formed during the eighteenth. But both the public and the
private institutions were entirely unlike banks as we know>thﬁm
today. They did not receive deposits of the public nor did they
regularly méke loans, They did not even have any capital. A bank
in colonial times wo2s simply an issue of paper money. The func-
tion of a bank, public or private, was supposed to be to furnish
notes to the community. Once the bank was organized, whether by
issuing bills against expected tax receipts, or as loans, such
lending as might be done thereafter was handl#d by private indi~
viduals, entirely apart from the bank."1

It was 1784 that banking took on a new look. At the urging
of Alexander Hamilton, the Congrecss hhartered a national bank. By
this measure, a bank would be created which through its branches
could serve the entire nation., "The Bank of the United States
was highly sucessful. It held most of the deposits of the Treasury
and at its own expenseAtransferred funds from one part on the
country to another. Also the Bank aided the Government with loans,
collected revenues promptly, and maintained a sound note issue,
Furthermore, by safusing to recelve the notes of nonspecie— paying
banks, it discouraged the state banks from overissue. This en-
forcement of conserwative banking practice provided the public
with sound currenct but also aroused the enmity of the state banks
which found there powers of credit creation, and hence their profits,
considerably checked by the nedessity of redeeming their nothks, In

addition these banks were bitterly opposed to the Bank of the United

1Eggene S. Klise, Money and Banking, Southwestern Publishing Co.,
Cincinnatti, Ohko (1955), p. 147.







for a new system designed to correct the enumerated defects of the
old., The substance of this plan was embodied in a bill which was
introdueed into the Senate by Senator Aldrich, Chairman of the
National Monetary Commission. Partly because the political upset
of 1912 deprived the party of Senator Aldrich of power, and partly
because th?ﬁational Monetary plan became unpopular in consequence
of its big bamker support, the Aldrich Bill, providing for the estab-
lishment of a central banking system.......failed to become a law.
But the project of banking was not dropped, and under the Demo-
cratic administration which. came into full power in March, 1913, a
new bill, the Federal Reserve Act, providing for a centrsl banking
system, was sucessfully piloted through Congress by Represenative
Carter Glass, with the powerful sup- ort of President Wilson." 4

The system devised under the Federal Reserve Act was to be ex-
pected to parallel to a large extent the virtues of the-leading
Furopean banking systems in connection with our own nation's needs.
However, the Democratic pérty, becouse of thelr stance as the people's
party, mightybe expecteed to devise a system which would place more
control in the people's hands.

So, it was expectcd that the new banking sgstem would ba devised
to place a considerable degree of restraint on the big banking int-
erests while not excluding them from power altogether. Also, while
placig enough power in the hands of public officials to control
the bankers, it would not‘placevenough power in Washington to do t©
violence_to t1e Democrat's plant of States Rig ts, In short, it
would be a central banking system, in which neither the bankers nor

the government would have absolute power, but rather would be
T TR

4Louis Rufener, Money and Bahking in the United States, Haughton
Milfin Co., Dallas, Texas (1937), p. 478.
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balanced against one another, with some influence accorded to the
provinces of the West and South.

"The powers (of the Federal Reserve System as provided for in
the act) can be divided into three main categories; those whose
main role is to enable the Bbard to control the quantity of money-
we may call these the instruments of monetary policy; those whbdse
main role is to enable the Board to controllthe price and use of
credit- we may call these the instruments of credit volicy; and
those whose main role is to enable the Board to supervise the oper-
ations of banks- we may call these the instruments of bank supervision."

Of course, these headings just loosely describe the powers col-
lected under them; for the powers of the Federal Reserve are many
and varied. An example of a few is it conducts open market oper-
ations and rediscounting as its main monetary powers., While eli-
gibility requirements were the main credit powers, powers added
included control of security credit. Bank examination and reserve
requirements were initial bank supervision powers, while added later
on were powers to control interestrbtates on time deposits, and
pblicing of the prohitition of payment of interest on demand deposits.
The above paragraphs give only a brief look at the powers of the
Federal Reserve System. These powers and the System's structure

will be discussed in detail later,

5Milton Friedman, A Monetary History of the United States, 1867-1960,
Princeton University Press, Princeton, N. J. (1963}, p. 449.




Growth of the Federal Reserve System

Since its concéption, the Fedetal Reserve has changed and
been amended in many ways. It has also grown greatly, as the
following chart will show,

Comparative Position of Member Banks,

Selected years, 1914-54
(Dollar amounts in millions)

Year Deposits of all Deposits of Percentage mem-
commercial banks member banks ber banks are of

total

1914 $14,650 $6, 374 43,5

1917 21,930 10,301 47,0

1920 32,534 21,915 67.4

1923 35,708 24,996 70.0

1926 42,392 30, 474 71.9

1929 46,373 33,865 730

1932 31,621 24,803 784t

1935 29,001 - 32,159 82.5

1938 43,689 ZB6p211 8249

1941 60,259 51,192 84.9

1943 94,911 81,707 86.0Q

1945 136,161 116,030 85.2

1947 121,071 110,125 84,0

1949 132, 465 111,788 Blol

1951 149,754 126,590 8L 5

1953 160,747 134,994 84,0

1954 167,948 141,269 84.1 6

As can be seen from the above table, the share of deposits
that the members of the Federal Reserve have of the total have
increased steadily. From £3¥ty-three percent in 1914, the Fed-
eral Reserve System banks percentage handling of deposits rose to
eighty~four percent in 1954.

During the periqd from 1914 to the present time, the TFed-
eral Reserve System has undergone many changes., Among those was an
amendment in 1917, which lowered the reserve requirements for banks
in the system. The following table shows the difference between

the requirements before and after the amendments.

Neow Yowie
*

6 . 3 3 - < [ e, J% i~ Y " + ) ':r.r' - Fal
Raymondi 1% <En 8 TRuAREnp T RIRERaDE AR UBRpaliGT TAEST CO0o
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Total. Reserve

Requirement
Federal Reserve Act Amendment of June 21, 1917
‘ , Central Reserve :
18 Cities - 13
Reserve
15 Cities 10
Other
12 Cities 7

7
Bemand deposits are classified as those deposits payable
within thirty days.

Another change occurred in 1934, when during the process of
the Devaluation Act of 1934, the gold reserves of the federal
Reserve System ($3,566,290,000) were transferred to the Treasury.

The powers of the federal Reserve System were also broadened
in the Bénking Act of 1935, Among these provisions aré:

"1, Enlargement of the Board's power to alter reserve re-
quirements., This provision rermitted the Board to adjust
reserve requirements between the minimum percentages specified
in the act of June, 1917,* and twice those percentages. A
further change in reserve requir ments prescribed reserves
against government deposits,

2. Broadening of the lending =wowers of the Banks., The section
of the GlassfSteagall Act which had allower emergency advances
was liberalized and made permanent. It authorized a REserve
Bank to make advances to its member bamks od—any satisfactory
security whenever desired, subject only to the mules of the
Board. The theory of eligibility as the basis for Federal
Reserve credit was thus laid to rest.

3, Empowering th Board to set a maximum limit to interest rates

7Roy Garis, Principles of Money,Credit and Banking, MacMillan

co., New York (1935), p.793.
*See page six.




paid by member banks on time deposits, Granted by the Banking
Act on 1933, that power was reaffirmed by the Banking Act of
1935, which gave the same nower to the Federal Deposit In-
surance Corporation with regard to insured non-member bdanks,
Le Granting of power to the Board to regulate credit advances
by bankers and brokers to their customers for purchasing and
cérrying registered securities, With this power, granted by
the Securities Exchange Act of 1934, the Board has since set
margin reguirements of loans granted by member and non-member
banks on stocks and by mempers of national security exchanges
on stock and bonds." 8
With these and other ghanges in its powers, the Fegeral Reserve
became the almost all powerful setter of the nation's monetary
policy that it is today.

How a central banking system operates

The Federal System operates the way centr:sl banking system
operates. It follows the principles wnd that are laid down in
general for these systems., Raymond Kent defines a central bank as
"an institution which is charged with the responsibility of mana-
ging the expansion and contraction of the volume of money in the
interests of the general public welfare." 9 Thus, the Federal
Reserve Banks of the United States have special powers granted
to them which set them apart from the commercial banks of the
banking system.

Most central banks have the following characteristics:

1. They are not primarily profit making institutions.  Since

the operations of a central bank are designed to profoundly

ﬁ - MpA & o Ii&ﬁ@dmanf;lg gggg History-ofctik Buited States; A867+1960,
T*rlp.ceton ﬁnlver51ty Press, Prlnceton N.N,,(1963), p. 447-8.
9 Raymond Kent’  Money” andLB%ikin Rih%hartland Company, Inc.,
New York (10569 p. 365,
' 8




effect the money supply for the general welfare of the public,

then it cannot be primarily profit making.

2. They are under close control of the national government.

This too, is necessary; for the monetary polidcies of the central

bank must be co-~ordinated with the fiscal policy of thergovernr

ment,

2., They do most of their transaction with other banks, and

not the public. The central bank makes available many ser-

vices to the commercial banks that the commercial banks make
av-llable to the public. |
To fulfill its PUrposes, which are to 'control the volume of money',
the central bank must have special powers which can be clas=ified
under three main heads., These heads are:

1« The central banks have almost monopolistic powers over note

issues, It is through exercise of this power that the central

bank can control the volume of hand-to-~hand circulating money.

2. The central banis have control of bank reserves. This is

an indirect way which central banks can control the amount

of money in circulation, for the power of commercial banks

to create money in the demand deposits i1s dependent upon their

reserves, So, if the central bank can control the si%e of the

reserves, they can control the amount of demand deposits.

3., The central bank is the wrincipal financial adviser of the
government, Actually, what this power does is to co-ordinate
the actions of the central bank and the government's fiscal
policy. This action is necessary because if these two
groups are not co-ordinated, then one can off-set the attempts

and actions of the other by contradictory action.

2
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The structure of the Federal Reserve

In the United States, the central bank is the Federal Reserve
System. As has been previously stated, it came about in the Fed-
eral Reserve Act of 1913, '"The functions of the Federal Reserve
System are shared by five agencies. They are:

. The Board of Governors
. The Federal Open Market Committee
. The Federal Advisory Council

. The Federal Reserve Banks and their branches
5. Member banks of the Federal Reserve System."

B A

10

At the apex of power structure of the Federal Resefve System
is the Board of Governors. - They are seven in number and are
appointed by the President of the United States at an annual sal-
ary of $16,000, The length of term is fourteen years with the
terms so arranged that one ends every two years. This assures
that there is always a high percentage of experienced men on the
Board, The President is required by law to pive consideration to
make his appointments fall on men from varied professions and
different parts of the country.

The Board of‘Governors is all powerful in the Federal Reserve
System, Very little of importance can occur without the approval
of the Board, Meanmy of the actions that the Federal Reserve System
take are initiated by the Board of Governors. "It is the function
of the Board of Governors to manage the hanking system in such a
way as to encourage sound banking and sound conditions of credit.
To aid them in carrying out this objective, they have the power to
raise or lower member bank reserve requirements, or to suspend them,
The rediscount rates set by the “anks, determining the cost to the

member banks of borrowing from Reserve Banks, must be approved by

Ibid,

Z
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the Board." B

The Fedefal Open Market Committee is one of the more impbrt-.
ant agencieé in the Federal Reserve System, for it is now recog-
nized the purchases and sales of securities on the ppen market is
one of the means at the disposal of the reserve authorities for
control of the volume of money. The Federal Open Market Committee
is mmde up of twelve men. Seven of them are the Board of Governors,
and the other five are selected by the twelve reserve banks, The
committee makes all purchases or sagles of,securities.through the
Reserve Bénk in New York, with each of the twelve banks being
fésponsible for a part of each transaction in proportion to its
assets.

_ The main operating units of the Federal Reserve System are
the twelve Reserve Ban'ts and their branches. There is one Reserve
Bank in an important city in each of the twelve reserve districts,
In addition there are twenty-four branch banks scattered throughout
the nation to ald the parent banks in their functions.,

Each of the twelve banks is controlled by a board of nine
direptors. These directors are required to be chosen in such a
way as to inclp@e reprensation from a variety of groups Directors
are of three classes. Class A directors are chosen from bankers,
Class Baare chosen from men in non-banking occupations. Class C
are chosen from the general public, and are chosen by the Fedéeral
ResepveéhstiBoard of Governors. Class A and B directors are chosen
by the member banks in the district.

The Federal Reserve Act required that each reserve bank, at

pee 4917 .
o 1§Eugene KLuse, Money and Banking, Sout western Publishing Co.,
_Cincinnatti, Ohio (1955), ». 174=5. '

s e
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the time of its organization to have a minimum of $4 million
in subscribed capital, This capital was to be subscribed by
the member banks. The Federal Treasury was authorized to make
up any difference, but this was not necessary as the commercial
banks provided sufficient capital. As a matter of fact, the
assets today are many times the required level as the following
table shows.

Totol Assets of Federal Reserve Banks

" December. 31, 1954
(In millions of dollars)

Boston $2,813 Chicago $84 848
New ¥ork 12,888 St., Louis 2,077
Philadelphia 3,091 - Minneapolis 1,184
Cleveland Ly 385 Kansas City 2,199
Richmond 3,097 Dallas 2,060
Atlanta 2,630 = San Francisco  %,600 12

The completing group of the System i1s the thousands of mem-
ber banks. All banks granted national charters are required to
be members of the Federal Reserve. Member banks buy stock in
the Federal Reserve. They agree to go By rules of the Federal
Re;erve, to be examined by officials, and to meet the reserve
reguirements of the Federal Reserve. These reserves are held by
members of the Federal Reserve entirely in the form of deposits
with a Federal Reserve bank. In return for their membership,
these banks get the services of the Federal Reserve,

While, as was saild, all national banks are reﬁuired to be
members of the Federal Reserve System, many state banks choose
to join. "Incorporated state banks, including commerciallbanks,
mutual savings banks, trust companies, and industrial banks, may
Z&oluptarily Jjoin the ngeral Rgserve System 1f they are able to

127pid, p. 172,

12



satisfy the reéuirements of membership..... The principal quali-
fications for membership are as follows;

e the passing of an entrance exam

2. sufficient capital

3. subscription to stock in the Federal Reserve Bank in bhe
district ’

L, observance of reserve requirements

5. observance of most of the Federal banking laws wh%%h
govern the o~erations of national banks."

It is the Board of Governors which ultimately decide whether
or not the application of a state bank is to be accepted. They take
many things into consideration in their decision. Among these are:

1. financial history of the applicant

2. qualiTications of directors and officers

3. it must have sufficient capital

4, willingness to abide the rgles of the Systenm.

After admission, the member banks must submit to the rules of
the Federal Reserve System. Failure to do so is grounds for ex-
pulsion from the system. This concludes the structure of the Fed~
eral Reserve System. The next part will deal with the use of the

Federal Reserve System's powers and its effects.

13Raymond Kent, Money and Banking, Rinehart and Co, Inc., piciiaw-
New York (1956), p.392.

13
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Operations of the Federal Reserve System

The Fedéral Reserve's purpose is to rggulate the monetary
supply of the United States in such a way as to insure the best
possible rate for the economy. The Federal Reserve has at its
disposal many poéers to enable it to achieve this goal. Some
of these powers are:

1. Revision of reserve requirements

2. Control of member bank borrowing, the discount rate.
"Federal Rererve loans to members take two main forms.
One is the discoﬁnting (or rediscounting) 6f notes
that the bank has received from its customers. The
second is lending on a bank's own note~supported by
gollateral 16

3, Open Market Operations

4, Margin requirements.
Taking and examining each of these, revision of reserve require-
ments is the power that the Federal Reserve has to change the
amount of a member bank's balance it must keep in 'reserve',

"Commercial banks, like other business organizations, but
unlike the Federal Reserve Banks, are in business for the pur-
pose of making a profit. The bulk of a commercial bants' earn-
ings comes from returns.it receives from loans to customers and
holding of securities. Consequently, it is usually a bank's
policy to put into loans and investment as much as possible of
the money it receives as capital and deposits., Banks in
practically all states, however, are reguired by law to hold

16

. "Lowell Harriss, Money and Banking, Aliyn and Bacon, Inc.,
New York (19613, p. 177.
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However,_thé $800 the member bank loans or invests is used as
.payment for something and returns to another account as a deposit
of some kind. Of this #8300, $#160 must go to the Federal Reserve
Bank, 1eavihg $640 to use in'1oans.and‘inveStments. This process
can continue until $5000 is déposifed in the banking system.

This means that $1000 of 'high-power' money placed in the mem-
ber bank initially has 'created' $4000, This process is known

as the,mulﬁiplier effect, and the amount of money which can be
created from an initial deposgit is equal to the reciprocal of

the reserve reguirement times the iﬁitial amount, That is, if
the reserve requirement had been 25%, then only four times the
initial amount, or $4000 would have resylted.

Therefore, in order to change the amount of money in the
economy, the Federal Reserve can adjust the reserve requirement,
Using the prévious example, let us say the Federal'Reserve wants
more money in the econoﬁy. They would lower the reserve require-
ment to, say 163%. Then the balance sheet of the initial $1000
_would appear as follows. |

Loans and investments $834
Reserve with Federal Reserve 166
Demand Deposits 1000
By the multiplier effect, the end result of this $1000 deposit
would be $6000,
Conversely, if the reserve requirement were 25%, only $4000
in deposits would result. Of course, all of the above examples

are on the assumption that everybody that receives $1000 spend

.N,,-~Vit in the éame economiC‘éystem.




Also, the howering-of reserve requirements creates excess
reserves which the bamks can ﬁse from money already deposited.
For instance, if the requirement were initially 20% and a bank
had $200,000 in demand deposits, it must maintain a reserve of
$40,000, However, if the requirement is lowered to 15%; this
lowers amount required in reserve to $30,000, and frees $10,000,
which could use the multiplier effect to create around #50,000,

If the requirement were rai=ed to 25%, it would raise the
reserve requirement to $50,000. Therefore, the bank must call
in $10,000 iﬁ loans and investments to raise its reserve.

The reserve requirements are not static figures,'but are
figured on the bank's average balance over a week, - The follow-
ing chart shows how the reserve requirements hawve changed in the

last seventeen years,

demand deposits time deposits
reserve city  country reverse city country
banks banks banks banks
Dec. 31,1949 18 12 5 5
! ", 1954 18 12 5 2
"mM,1959 163 11 5 5
" ", 1966 16% 12 4 L

18

The Federal Reserve adjusts these requirements in accordance with

the‘need for tight or easy credit. However, in recent yearssg

the importance or reserve requirements in controlling has been

takken over by open market operations becauce of its easier hand-

ling and the fact that its effect is quicker and more pronounced.
'The second major éont;ol is the control of member bank

borrowing., "The chief instrument in this control is the borrowing
R X} |

Federal Reserve Bulletin, Board of Governors of the Federal
Reserve ‘System, Vol, 52 #12 (December, 1966) p. 1785.

19_









result, often the rates vary in different sectors of t e

country.

Year Range

1955 13-2%

1556 2%-3

1957 After rcaching a high of
+, it fell to 3 at years
end.,

1958 The rate continued to fall
1%. but rose back to 2%

1959~65 The rate rose steadily to an
all time high of 4% in Decem-
ber, 1965. o1

The third and, in the concensus of the authorities,

probably the most important control is the open market operations,

Open markzet operations are essentially what the name. sounds
like they are; it is simply the buying and selling of securities
by the Federal Reserve in the money markzet. #11 open market #
sales and purchases aré made at the New York City branch, and
the cost or rcceipts are shared by all twelve banks in propor-
tion to their assets., The Federal Open Market Committre deter—‘
mines whether or not sales are made., DBriefly, the process goes
like this., When the Open Market Committee believes more money
needs to be placed iq,the economy a purchase is authorized.

The purchase is mad% jﬁst as an individual would purchase secur-
ities. The Federal Rererve represenative goes to a securities
dealer 'and buys a certain amount of securities. The Federal

Reserve gives tne dealer a check for the sale price. He would
SZE
21

Federal Reserve Bulletin, Board of Governors of the Federal
Reserve, System, Vol. 52 #12 (December, 1966), p.1786.

22



deposit it in a member bank, This would increase their reserves
and enable them to loan and invest more, This process would
spread to other banks and the multiplier effect would greatly
increase thé initial amount. For instance, let us assume that
the Federal Reserve purchases $10,000,000 of securities. If the
reserve requiremént is 20%, then this would give the member bank
$8,000,000 of new money to loan and invest, which would eventu=-
ally, by the multiplier effect, create a total of 350,000,000
in demand deposits, In like manner, the Federal Reserve can
greatly reduce the amount of money in circulation by belling
secubities, This act serves to take money out of the eéohomy
and return it to Federal Reserve. The primarynsecurities that
the Federal Reserve deals in are United Stétes Government paper.

"The power that can be exerted by gpen market operations
is greater aﬁ some times than at others. The respoﬁse of banks,
and of their customers, is nét automatic. Banks, for example,
may be changing their demands for (excess) reserves., Mank
variations of conditions are conceivable..;...

"Open market operations are under the c-atrol of the Sys-
tem, It can speed up or slow down éctions. Gradual, unspec-
tacular action is possible., Policy can be reversed without head-
lines that may bring unexpected public response, " Authorities
can 'feel' out the market, Or they can act with,quick and

22

impressive vigor." Tt is this flexibility and swiftness and

2

2 Lowell Harriss, Money and Bankinsz, Allyn and Bacon, Inc.,
New York (1961), p. 181-2.

L
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So, the margin requirement is strictly a c¢credit control of the

Federal Reserve., The following table shows how the Board of

Governors has .varied the margin requirement over the period
from 1955&55.

Margin Requirements
(Per cent of market value)
July 5, 1945 Jan. 21,1946 TFeb, 1, 1947
Regulation T Jan. 20,1946 Jan. 31,1947 Mar, 29,1949
(for extension of
loans by brokers,

dealers, and members 75 100 75
of national security

exchanges)

Regulation U

(for loans by banks 75 100 75
on stock) -

Mar. 30,1949 Jan. 17,1951 Feh. 20,1953
Jan. 16,1951 Feb, 19,1953 Jan. 3,1955

Regulation T ' 50 75 50

Regulation U 50 75 50
" Jem. 4,1955 Effective

April 22,1955 . April 23,1955
Regulation T 60 : 70
Regulation U 60 70

25
The Federal Reserve hgs other miscellanepus powers with
which it can conbrol bank credit, "It can decide in bérderline
cases whether specific paper is elkgible to pledge as collateral
for member bank borrowing. Buring World Wazm II and the fighting‘
in Korea, the System had varying control over lending to finance
installment purchases andﬂpurqhases of houses; Congress also
‘save it power to guarantee loaﬁs to private business to finance

.. Aacilities needed for milifar§ output. From the 1930's to 1959

~25,Whitney Hanks, Money, Banking and National Income, Alfred
G.. Knopf, New York (1956), p. 287.

25




it had the power, which it almest never used, to make direct
loans to business for working capital. It is authorized to lend
up to $5 billion directly to the Treasury." 26

Services of the Federal Reserve System

In addition to these cqntrols, the Federal Reserve also
renders the member banks many services, One of these services
is handling the member bank reserve accounts. The reserve
accounts are handled much as commerclal banks handle indivi-
dual accounts. In the course of a year, a ﬁember bank may have
to borrow to meet reserve requiremeﬁts, will,both draw out and
deposit cash in Federal Reserve Banks, and will transfer funds
among themselves, The Federal Reserve handles all fhese trans-
actions.

The Federal Reserve»System dixtribﬁtes currency. Since
anytime an individual receives currency, he gets it, directly
or indirectly; from a bank; it stands to reason that banks
must get thelr currency from somepiace. The source is the
Federal Reserve., The Federal Reserve supplies and replenishes
member banks withithe kind and amount of cureency they wagt
while charging it to their reserve account. Federal Reserve
Banks keep on hand Federal Reserve notes and Treasury currency,
which consists of silVer certificates, United States and coin,

While currency is indispensible, it is cbecking accounts
“which are invol&ed in the major part of todays transactioﬁs.

The Federal Reserve handles the majority of these checking

I

transactions. ''For example, suppose a manufacturer in
26 ‘

Ibid, p. 185-6.,

26
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