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HOW THE SYSTEM
DOES FOR BANKS
WHAT THE BANKS
DO FOR CUSTOMERS

HE passing by the United States
senate the other day of a joint
resolution (8. J. Res, 238) author-
fzing the Federal Reserve bank of
St. Louis to erect a building to
cost $400,000 for its branch bank
at Little Rock, Ark,, brought out
in debate the fact that the Arkan-
gas bank had loaned $388,000.-
000 in the years 1010-21 and had
made net profits of §1,011,000.
These federal reserve banks are
going up all over the country—a

' fact which shows the magnitude and importance

of the system. In response to a public demand for
foformation about the Federal Reserve Banking
system and its operations the fo'lowing official
statement Is presented :

A federal reserve bank does for banks almost
exactly what banks do for thelr customers. It
recelves money on deposit from such banks as
have become members of the Federal Reserve
system. and lends to them. All national banks
are members of the Federal Reserve system, and
many state banks and trust companies have
become members also, Every member bank Is
obliged by law to keep with Its federal reserve
bank an amount of money which bears a certain
proportion to the deposits it has received from
fta customers. This Is called a “reserve,” and as
the federal reserve banks keep the reserves of
their members they are called “reserve" banks.
At times, member banks borrow from their federal
reserve bank jJust as Individuals borrow from thelr
own bank. Indlviduals cannot deposit money
with a federal reserve bank, or borrow from It;
thelr relation with it is through the member
banks,

Before the Federal Reserve system was In oper-
ation, each Individual bank stood virtually alone,
This was safe enough as long as things went well
in the business world, but even then the machinery
of banking was so cumbersome that It often
worked badly.

In order to meet the requirements of law and
to pay depositors, all banks used to keep large
amounts of gold and currency on hand and most
of them also kept money on deposit with other
banks in the larger citles. When all went well,
the money on deposit with the city banks could
be withdrawn in currency whenever It was
wanted, But when, as sometimes happened, busi-
hess or banking conditions were disturbed and
suspicion was in the air, the banks were anxious
to increase the amount of cash on'hand lest an
mnusual number of depositors might want to with-
draw their money. And it was at those times that
#the clty banks were least able to furnish cash.
For the avallable supply of currency was limited,
mnd there was no quick way of increasing it.

The hmited supply of currency led to the panie
of 1907. For, moved by apprehension, almost every
one of the twenty-four thousand banks sought, for
its own protection, to withdraw such currency as
dt counld from other banks and pay out as little as
possible to its depositors. Though emergency
measures wére finally taken, they were too late

. ito prevent the coming of trouble, and the existing

banking machinery fell apart into thousands of
separete units,

Each bank had to trust largely to its own cash
mesources, because, however willing, the other
banks felt they could not give up much of their
jeash, for by doing so they might impair their abil-
Aty to meet the possible needs of thelr own cus-
{tomers, Each bank, in seeking {o protect itself,
mecessarily weakened the entire banking struc-
fture. The defenses were weakest when the
‘danger was greatest.

! The result was that every few years a money
jpanic occurred, bringing disaster and depression.
{These money panics from which the United States
jsuffered, and which the organization of the Fed-
ieral Reserve system now prevents, were, of course,
iquite different from the commercla! crises from
'which every country occaslonally suffers.
. Under the Federal Reserve system there is a
ck, certain, automatic way by which the banks
t are members of the system help one another,
good times and bad. This is important to every
man, every farmer, every worklng man,
levery citizen. It is the result of organization—the
kind of organization that makes a system of
‘reservoirs in a community better than many sep-
“arate wells,

It is appropriate to think of the Federal Reserve
mystem as exactly that—a syStem of reservolrs,
‘There are twelve of these reservoirs, the federal
reserve banks of Boston, New York, Philadelphia,
ICleveland, Richmond, Atlanta, Chicago, St, Louis,
Minneapolis, Kansas City, Dallas and San Fran-
clsco—each serving the needs of the member
'banks in its own federal reserve distriet. In each
of these reservoirs credit is stored up, and from it,
ma the need arises, credit is suppiied to the mem-
ber banks and through them to their customers,
fncluding not only business men and but
'other banks as well, The process s much llke the
storing up of water in a city reservoir, flom which
it is supplled to houses and thelr occupants,

It may be thought strange that such a thing as
weredit, which In this sense Is the power to make
Boans, can be stored up. But the fact Is, a great
rdeal of it 1s stored up In the federal reserve reser
wvolrs. For, as we have seen, the member banks
deposit In the Federal Reserve banks most of the
gold t::tvmﬁmﬂ'lr kept In thelr own vaults and

. money they used to keep on deposit
banks. And it Is the gold which fed-
eral reserve banks require in this and other ways
that gives them the abllity to make loans and
currency.

The provisions of the law are such that ‘the
banks can make loans to an
two and three times as much as
ve. So, having a supply of gold

in storage, they have a lending power in storage
algo, As this lending power is used, the level in
the reservolrs fails. In 1920 the reservoirs ran
very low, because the farmers and business men
made vnusually heavy demamds upon them at a
time when they had already been drawn down by
the war needs of the govermment.

The supply of water In a reservolr becomes
useful when it Is distributed through the water-
nuiins. The supply of credit in a fedoral reserve
reservoir becomes useful when It Is distributed
through the member banks. But just as It is the
Individual and not the reservoir that draws the

water, so it is the business man or the farmer
who takes the first step which may result In
drawing upon the reservolr of credit.

For example:

A grocer in Austin, Texas, wishes to buy fifty
barrels of flour. He has not enough money in the
bank with which to pay for it so he asks his local
Austin bank for a loan. This I8 the first step just
referred to,

The Austin bank, satisfied with the grocer's
credit, makes him a ninety-day loam on his note.
The grocer buys the flour, and proceeds to sell
it barrel by barrel to his customers, As his cus
tomers* pay thelr bllls, the grocer accumulates
money with which he pays off his note.

In ordinary times and In slack seasong, a bank's
own resources are sufficlent for its customers’
needs. But perhaps the Austin bank, which Is &
member of the Federal Reserve system. ls asked
to make the loan to the grocer at a time when
many people are asking for loans to carry on thelr
business. Or perhaps its depositors for one reason
or another are having to draw down thelr
deposits. If the Austin bank 1s to continue to lend
money and pay its depositors, It in turn will have
to borrow.

Before the Federal Reserve system was In oper-
atlon, the Austin bank would have had to ask for
a loan from some larger bank with which It had
an account. Ordinarily the loan could be obtained.
But if money happened to be scarce the larger
bank might be compelled to refuse to lend, be-
cause 1ts own resources were running below what
it might need to meet all the demands of its cus-
tomers,

Now, however, 88 a member of the Federal
Reserve system, the Austin bank is In g quite
different position. It has a bank of its own, the
Federal Reserve bank of Dallas, to which it goes
as a matter of right given It by law. It sends to
the Fetderal Reserve bank of Dallas the grocer's
note and other notes upon which it has already
made loans. With these as security, the Austin
bank asks the federal reserve bank for a loan,

This is the second step in drawing upon the
reservolr of credit, and follows the first step which
the Individual took when he borrowed from his
bank. Both steps must be taken before the federal
reserve bank lends a dollar,

The Dallas Federal Reserve bank examines the
notes to see whether they are sound and accept-
able, and of the kind the law permits It to lend
upon. Being satisfied, it makes the loan to the
Austin member bank. This Is called “rediscount-
ing”; and the rate of interest the federal reserve
bank charges I8 called the “discount rate.” This
is a published rate, applying uniformly to all mem-
ber banks In its district, and is often quite differ-
ent from the rate the member bank charges its
own customers. The rate a member bank charges
Its customers is determined, subject to state law,
largely by local business conditions and local
banking custom,

Later, when the grocer's note falls due, the
federal reserve bank sends It back to the Austin
member bank and recelves payment for it. The
Austin bank in turn receives payment from the
grocer and gives him back his note. Thus the
circle Is completed. Meanwhile, the grocer has
been able to carry on his business,

The simple transaction of the Austin grocer is
typical of the vast mass of lo#ns which enter Into
the operations of the Federal Reserve system.
Suppose, for Instance, that instead of the grocer,
the borrower is a dry goods merchant in Butte, a
hardware dealer In Chicago, a steel maker in
Birmingham, a lumberman in Seattle, or an
exporter In New York—each a responsible busi-
ness man in good financial standing loeally.

Suppose, again, that the borrower is anyone
who owns a United States government bond or
note, and puts it up at his bank as securlty for a
loan. Such borrowings from member banks,
whether large or small, can be borrowed upon by
the member banks at theilr federal reserve banks
if they are within ninety days of falling due. It
was loans of this sort, rediscounted at the federal
reserve banks, that enabled millions of people
throughout the United States to subscribe to the
Liberty and Victory loans.

Just such reasons as prompted the Austin
member bank to borrow from its federal reserve
bank, sometimes cause a federal reserve bank
to borrow. Borrowings by many member banks,
representing loans that they have already made
to their customers, sometimes draw down the
reservoir to such a point that It must be replen-
izhed If the federal reserve bank is to contlnue
to lend.

This country is so vast that one section of it
is apt to have credit to spare when another Ber-
tion needs credit. All that is necessary iIs a quick
and easy means for bringing them together, The
Federal Reserve system furnishes the means and
has often used It. A federal reserve bank renews
its power to lend by borrowing from another fed-
eral reserve bank In a district where the demand
for credit is smaller. It puts up as security the
notes upen which It has lent to its member banks.
In other words, one of the twelve reservoirs In
the country-wide system pipes in some of the sur-
plus credit from one or more of the other reser
volrs and so renews Iits power to lend.

This Is the kind of beneficial co-operation be-
tween agricultural and Industrial districts that
actually took place in the difficult years of 1920
and 1021, At fimes, when agricultural districts
such as Richmond, Atlanta, St. Lonis, Minne-
apolis, Kansas City or Dallas, having received
large amounts of money in payment for thelr
crops, had surplus eredit, they lent it to indus-
trial districts which were in need of it. At other
times, when the situation changed and industrial
districts such as Cleveland, Boston, New York or
Philadelphia, having received payment for goods,

had surplus credit, they lent It to agricultura ||
districts, i
Very elosely econnected with the power of l‘hai

federal reserve banks to lend is their power to |
Issue currency—federal reserve notes. The power
to lend, taken by ftself, would be of far less value |
If the power to issue currency did not go with |
it. Just as the customer who makes a loan at his |
bank may need to draw out part or all of it ol
currency, so a member hank in making a loan at a

federal reserve bank may need to draw out part |
or all of it In currency. The power to issue cur-

rency Insures to everyone who has a deposit in a
solvent bank the abllity to draw It out in cur-
rency. That explains why this country never

again need have a money panic such as that of
1907; explains, indeed, why there was no sug-
gestion of a money panic in the difficult months
of 1920,

Look nt a five«dollar bill bearing the portralt
of Lineoln. On its fuce it says that it is an
obligation of the United States: on Its back that
it is redeemable In gold at the treasury in Wash-
Ington. Federal reserve notes are also redeemed
In gold at any federal reserve bank.

Each federal reserve bank Is required by law
to set aslde security, dollar for dollar, agalnst
the notes it issues. The security may be elther
gold, or borrowers' paper very shortly to be pald,
representing elther loans for the production or dis-
tribution of goods and farm products, or loans to
holders of the United States government securi-
ties. The gold which the law requires a federal
reserve bank to maintain as a reserve agalnst Itg
notes must always be at least forty per cent of
the amount of its notes in clreulation,

These noteg get Into clrculation and pass out
of circulation in much the same way as money 18
drawn out of a bank and returned to It.

When a man peeds currency he draws a check
on his bank and cashes it. If he has not enongh
money In the bank to meet the check, he may
have to make a loan. In just the same way, when
a member bank needs currency, it draws and
cashes a check on its federal reserve bank. Per-
haps the member bank had to borrow at the fed-
eral reserve bank for this very purpose. That Is
how the total amount of carrency In circulation
Increases,

01 the other hand, when a man has more cur-
rency than he needs he deposits It at his bank
and perhaps pays off a loan with It. Just so does
a member bank at the federal reserve bank. That
Is how the total amount of currency in circula-
tlon decreases, As federal reserve notes for which
there is no demand accumulate in a federal reserve
bank, they are either destroyed or put away in
its vaults until some need calls them out again.

Whether the volume of federal reserve motes in
circulation incregses or decreases depends not
upon the Initiative of the federal reserve banks
but upon the ‘needs of the member banks. Thelr
needs, in turn, are decided by the needs of thelir
customers. As in drawing water from a reservoir,
it is the individual who takes the first step.

The plan of organization which the law lays
down for the Federal Reserve system does two
things. It provides a natlon-wide system so knit
together that nation-wide resources may work as
a unit in a national emergency, or be mobilized to
meet a lecal emergency too severe for local re-
sources to cope with. It also preserves the right
of local gelf-government In banking. These are
principles with which Americans are famillar in
the working of the federal and state governments
under the Constitution.

The country Is divided into twelve districts,
each with a federal reserve bank. In many dis-
tricte the federal reserve banks have one or more
branches for the better service of the member
panks. -Each federal reserve bank has its own
ftockholders, directors, officers and clerks like
other banking institutions. The stockholders are
the member banks. Its nlne directors are resi-
dents of the district, some from the citles and
some from the country. Three are appointed by
the federal reserve board In Washington, and the
other six are elected by the member banks, each
baving one vote. In voting, the banks are divided
into three groups, each of which eiects two db
rectors. These groupa are composed, respectively,
of the smallest banks, the middle-sized banks, and
the largest banks. Only three of the directors can
be officers or directors of other banks. At least
three, and usually s majority, are representative
of industry, commerce and agriculture. For these
are the interests which, through the member
banks, the system Is intended particularly to
serve and protect.

These men are responsible for the management
and control of the federal reserve bank. They
elect Its officers, determine the policles under
which it operates, and establish, subject to ap-
proval by the federal reserve board, the rate of
discount it charges. All profits, after setting
aside the surplus provided in the law and after
paying the member banks six per cent dividends
on their stock, go to the United States treasury
and are used to reduce the national debt.

The co-ordinating body Is the federal reserve
board in Washington, which is made up of seven
members—five who are appointed by the Presi-
dent and devote thelr entire time to the work,
together with the secretary of the treasury and
the comptroller of the currency.

The federal reserve board, however, is not an
operating body. Except for its power to require
one federal reserve bank to lend to another
federal reserve bank, Its powers are almost
entirely supervisory. But the board does not pass
upon the individual lonns which a federal reserve
bank makes to a member bank, The board itself,
of course, cannot lend money because It has none
to lend.

In thelr right to borrow at a federal reserve
bank all member banks, large or small, are equal.
The law says that a federal reserve bank shail-
make each member bank such loans as may be
safely and reasonably made,

The Federal Reserve system provides the
eéntire country with a currency responsive to its
varying needs, and thus removes the danger of a
money panic, Moreover, it provides the entire
country with a great reservoir of credit from
which farm and range, forest and mine, factory
and store, may receive assistance in produecing
and marketing all the innumerable goods and
wares which go to make
Industry and agriculture.
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Something to Think About

By F. A. DALKER

FIRE UNDER ASHES |

GREAT many uncharitable, eritl-
cal people run down the unfor-
tunate man or woman, standing on
the brink of discouragement and fail-
ure, without looking for the real cause.
It may be 111 health, It may be shock
from the loss of a loved one, It may
be misfortune, whici in spite of ut-
most vigilance comes to all of us; or
it may be inaptitude or inability, but
whatever the cause, let us be patient
and considerate before we launch
austere criticism and throw up our
hands In econdemnation.

If our hearts are right, and it is
assumed they are, let us In a humane
8pirit seek to remove the ashes from
the live coals heneath, and fan them
Into a hopeful blaze,

Whatever may be the prevalling
opinion for or agalnst such a proced-
ure, this Is the noble way, almost cer-
tain to give encouragement to he dis-
heartened and lift them up In a new
world where Hope lives eternally and
Truth and Merey smile kindly, even
when the storms beat hardest and the
days are darkest,

Uncommon
Sense %

GLOOM IS CATCHING

VEN though we are reasonably
sure that the sun is still in the
sky, a cloudy day depresses us, Most
of us suffer from a feeling of forebod-
Ing even on a clear day, when a cloud
comes hetween us and the distant fire
that lights and warms the world,
We are similarly sensitive to all the
little troubles of our lives—to anything
that disturbs our regularly ordered ex-

A temporary Illness—a suspicion that
there are some kind of business break-
ers ahead—these things plunge us In-
to gloom.

And we, in our turn, pass the gloom
along. For our friends seeing the
black and foreboding faces that we
wear, grow gloomy, too.

One sullen-faced man in an office
will sometimes spoil the day for the
entire working force.

One croaker on board a ship In a
storm may send the whole passenger
list into something very like a panie,

Nobody loves a gloomy man, but ev-
erybody listens to him, and looks at
him,
The prophet of evil is never without
an audience.

Poe, in his remarkable poem shows
how the raven, by croaking the werd
“Nevermore” was able to drive a luck-
less poet almost to the verge of insan-
ity.
Continual gloom is not good for the
soul, any more than continual shadow
would be good for the green and blos-
soming things upon the surface of the
earth.

We all need sunshine, and a great
deal of it.

It is not necessary to go about con-
tinually telling people how happy we
are, llke Pollyanna, but we can at
least keep our troubles to ourself, and
not look as If we were limping along
toward the grave or the gallows.

The gloomy man or woman in a
home destroys the happlness of an en-
tire family, and usually drives the chil-

will louk
hearts we will
der the ashes of sorrow are
always coals of living fire, which
kindness, sympathy and unseltish help-
fulness can fan Inte a glorious flame,

If we
spairing

deeply into  de-

there

Even in the souls of the most dis-
reputable and hardened sinners there
Is ever burning an lmmortal spark of

the heavenly fire hidden somewhere

beneath the slumbering gray ashes,
walting to be rescued,

And In spite of the frowns of the
world, in spite of courts and prisons,
In spite of bereavement, of poverty, of
riches, or pomp, pride or envy, this

spark survives all through our earthly
existence, down to the final moment

when life itself despalringly flares up

and goes out, done with its temporal
house of clay.

The question may then come to us
as to whether we have played our

part as becomes true men and women,
and likewise whether the spark in our
own soulg has not been hidden by
the ashes which we, through neglect
of others, have permitted to cover and
darken it

It is so easy for sympathles and love

to go blind from disuse that unless
we keep them ever burning In our
own hearts they will never blaze suff-
clently to warm and cheer the hearts
of others, lost on the way and too
proud or weak to call for help.

(@, 1823, by McClure Newspaper Syndicate.)
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not what the future
- me glone, lnm,

in summer heats gy

sum 4 wing
I'll do the best as on Iw

I'll fuce the future with a '
Content to meet Whate!

And say to all T meet z:mh
Toduy is good enough for me

I may not win g golden
Nor e'er achieve undying fype.
But I, at least, ean Strive the gy
To squarely play lite's little
I may not build a future m‘
Nor win FENOWD upon lhuq-
But I, at least, can scoff nm"
For I am master of today,

Not time, nor fate, nop

Can ecrush the hopes thyt I

Tty
The storms that rage, the lightaipsy
glance,

But clear the atmosphers
I fear no future, for I h':‘ﬁ-

Whate'er betlde along lfey y,
For me the flowers bloom and oy,
And I am master of today,

Come good, come 1L, I will nat ygy
To sullen frown nor adverse gy,
With utmost strength 1 stand gy
wleld
The weapons that my hands may g,
I'll waste no time In fdle thougyy
Of what the future hides away;
As given me, so have [
And 1 am master of today,
(Copyright by Wil M. Magpiy)
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dren out on the streets, where at least

there ls alr and sunshine, and maybe
now and then a burdy gurdy.

The reason the jazz Is popular, that

the comic supplement sells by the mil-
lion coples, and that the comedian gets
a thousand dollars a week, is because
we will do anything to get rid of gloom.

It is a burden on life, a menace to

human happiness. If you are a gloom
addict, change your mode of thought.
You are as much of a menace to the
community in which you move as was
“Typhoid Mary” to hers.

(Copyright, by the Bell Syndicats, Inc.)

Here's a world that suffers sorrow,
Hers are bitterness and pain,
And the joy we plan tomorrow
May be ruined by the rain.
—Edward Guest

FOODS A CHILD MAY HAVE
Tmmmmmum;unm

those a child may have, though
they should not all be served Iln one
meal, and the mother selects the foods
most appropriate,

Solid foods are introduced gradually
after one year of age In the dlet of
& normal baby,

The first meal should have as a be-
gloning a dish of cereal, gruel, proper-

mother‘s Cool( Boo

valuable mineral salts, vitamines and
acids. One ounce of the julce or fruit
pulp given omne-half hour before or
one-half hour after their milk.

Broths.—Mutton, chicken, veal or

beef broth, with rice or stale bread
crumbs, five ounces; beef julce, three
ounces.

Cereals—Gruel, or cereal jellles

ONCE ISENOUGH

made of oatmeal, barley, ﬁ*

heat, four ounces. )

* Breads—Zwieback, dry tok 9

bread and butter, grabam *“'

Eggs.—Soft cooked in shell, ol
soft ched. £

blespoonful.
Milk.—One to one and ﬂ
quarts o 24 hours, ﬂ:‘
cludes all milk used In the o
ration of the foods. .
pr:-’;dlm for child from tee¥
months to eighteen, are five 3w
Cerenls are given once A (&% 5
well cooked. Vegetables are PR
for a healthy baby past & yeir S Cgg
half, Potato well baked nd S™-

Guided by Electriclth

A French i 1
with the radiogoolometst L g
. gt ¥
vessel, salling aloog

Bellini and Tosl

apparatus the direction of E.. 4

emitting wireless signalh TC . g
uu““
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nished with &
determine Its place
observing the
coming from two wireless
the shore, and can thus
in a fog when the coast ’

visible. A '




