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MR. ECCLESi When the Federal Reserve Act was originally passed

in 1913 it was expected it would be a regional system pretty largely in

its monetary and credit policies. There was no such thing as an open

market committee or open market operations \jy the System. The idea that

Senator Glass had in setting up the Federal Reserve System was to create

what was known as a flexible currency. That carried out the Parker Willis

idea. Prior to that time you did have great rigidity. Practically the

only currency that existed was national bank notes and they had no ex-

pansive power. The ability of the country banks or nonreserve city and

smaller reserve city banks to get funds was largely dependent on their

ability to get them from the central and large reserve city areas. They

held the gold which was the basis of the reserve.

When there was a panic or a contraction of credit or a loss of
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gold, there was no flexibility to meet the situation, there was no way of

getting credit for the use of carrying en commerce, industry, and agri-

culture. That had been recognized for quite a number of years prior to

the Federal Reserve Act of 19X3 and a committee was appointed by Congress

to go to Europe to study the central banks of Europe. I think that com-

mittee recorffinended a central bank along the lines of the Bank of England

and the Bank of France and some other central banks, but politically it

didn't seem possible. So a system of regional banks was created, and

those banks had the authority to expand their currency and issue notes

based upon a certain security of eligible paper and gold. The Board, of

course, was set up in Washington as the general supervisory body with

certain powers.

MR. AVEEI;: What was that eligible paper?

MR. ECCLES; The Board issued the regulation, as I get it, to

cover the eligibility0

IIR. MORRILL: Primarily defined in the Federal Reserve Act as

basically ninety-day paper with tho exception of agricultural paper.

MR. ECCLES: Tho agricultural paper was nine months. It wasn't

Government paper. It was peper which was used for commercial and agri-

cultural production from ninety days to nine months paper, self-liquidat-

ing out of the transaction itself. That was the basis upon which it was

set up, -40 per cent gold and 60 per csnt of that type of paper, and each

Bank fixed its own discount rate. The matter'did not have to be sub-

mitted to the Board periodically, as has been the case since the Banking

Act of 1935. And, as a net result, you had a great variation of interest
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rates depending upon the views of the bankers pretty largely, because they

were the dominant factor in each Bank.

It was expected, however, that the Board would exercise very

great control over the Banks because the Board had the appointive power

of the chairmen who were to be the full-time chief executives o£ the

Banks. There was no provision for a president, a governor, or a deputy

governor as such in the law. The chairman, and agent, was the full-time

man and he together with his board of directors was expected to select

an adequate organization to run the local Federal Reserve Bank.

Banking opposition to the federal Resorve System, particularly

on the part of central reserve city banks and the reserve city banks was

fonaidablo. They lost and they triad to got on the Board of the Fed-

eral Reserve Syste.a, They tried to get the right to appoint representa-

tion. It was a minority, wasn't it, that they wanted?

MR. ilQEKILLs Yes.

MR. BEAYTON HILBUR (Chairman, Federal Reserve Bank of San

Francisco) i That was in 1913*?

MR. BOGLES-; That was in 1913« They wanted to get the right

to a minority. President Wilson, as Mr. Szyraczak has explained earlier,

didn't give it to them, but they got the Federal Advisor;/ Council, to

give advice to the Board of Governors. The. Council was set up without

any statutory authority whatsoever, except that of advice. They used

their position as quite a springboard. The system was set up, as

I have indicated, six members of the board of each of the Banks being

elected by the bankers. They became pretty largely, I think,
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the dominant force and it wasn't long until they had created a strong

working organization and had designated what was known as a governor,

although the governor was not recognized as such in the statute, They

worked very closely together. The governors had their own conference

and became the dominant force in the System.

Too often, I think, political influences were brought to bear

on the chairmanships. Here was a Board in Washington that was appointed

by the President, a Board of seven, the Secretary of the Treasury acting

as the Chairman of the Board. The Comptroller of the Currency was an

ex officio member of that Board, and they were, of course, political

appointees. One member of the five who were appointed by the President

for ten-year terms was designated by the President as the Governor of

the Board to servo at the pleasure of the President. So you immediately

had the Governor, the Chairman, and the Comptroller forming a part of

an organization that was pretty responsive to the weight of political

forces.

It soon developed that in most instances the Reserve Bank Chair-

men whom the Board designated were not nearly as strong as tha men whom

the directors of the Banks chose as governors; and the governors, even

though not provided for as ouch in the statute, became the dominant force

in the System, led by New York.

MR, PARTEN: You mean the governors of the individual Banks.

MR. ECCLES: The governors of the individual Banks. The Board

in Washington permitted that to happen, they permitted them to be desig-

nated as governors. They permitted them to get larger salaries than the
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Chairmen got in most instances. In raost cases the Chairmen got something

like $20,000 and the governors got 625,000 to $50,000.

When I came on the Board, outside of two Banks, the governors

vere the dominant force. In those two Banks, and I would just as soon

mention them—one was Minneapolis •'.••here John Peyton war. the Board selec-

tion as Chairman, and where John Peyton was there was the head of the

table. The other was in Cleveland where we had Lew Williams who left to

go with the National City Bank of Cleveland, a very able person.

MR. WYSOR: The Chairmen then were selected by the Board of

Governors?

MR. ECCLES: Juct the same as they are now, but they were full-

time, I am saying that was the situation.

So the System was pretty largely being run by the governors of

the twelve Banks,

To follow through on the open market setup, Ben Strong in New

York became the Governor there and he soon completely dominated the System,

I would say he dominated the System just as completely as Governor Norman

did the Bank of England. When it came to dealing with the central banks

of the world and with the Treasury, Ben Strong was the one who would do

it. When the Governor of the Bank of England came over here he wont to

Ben Strong, Ho did nob go to the Board and the Board wouldn't even know

that the Governor of the. Bank of England had been here. That was during

the twenties. Ben Strong was completely running the System, and the New

York Bank was the only Bank that really effectively carried out an open

market policy. They did it pretty largely in bankers' acceptances. That
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was the money market operation. They bought and sold bankers1 acceptances,

E>y that method they drew funds from the market or put reserves into the

market.

Later on some of the other Banks were wondering why they

shouldn't buy end sell Governments - They had reserves; they had funds;

and it would help their earning picture. Each Bank was on its own

earning basis. It wasn't a pool. Each Dank had its own separate earn-

ing basis. I think it was Dallas that bought Governments in the market

because they thought it was a good investment.

iiR. S2MCZAK: Dallas and Kansas City.

MR. SOCLES; Their discounts were being paid off. Their liquida-

tion anrl their earnings wore going down. In order to maintain their

earnings they started to buy independently and, of course, that upset

matters, because some Banks were selling and thus absorbing reserves and

others were buying and thus creating reserves. That resulted in a chaotic

condition.

Glass originally conceived of a decentralized regional system.

It couldn't work. A regional operation was unworkable and impossible on

a monetary basis.

MR. WOODLIEF THOMAS (Director of the Division of Research and

Statistics, Board of Governors)s There was another consideration. As

one Bank would buy Government securities, its earnings subsequently would

go down that much more because the Reserve Bank purchases of securities

gave the member banks money to pay off their loans. So, instead of
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increasing their earnings, they reduced their earnings.

MR. ECCLES: That is right.

Then the Bank governors set up a voluntary committee known as

an open market cojunittee. New York decided they had better have a com-

mittee in order to make a System policy. As long as the other Banks were

getting into the picture, they decided it would be better to have a

national policy. So the committee was set up at the instigation of New

York.

MR. MORRILL: I want to mention that in the inception they

called it an investment committee. The broader idea of its functions

and purposes developed grr. dually.

MR. CLAYTON: There were no representative8 on it other than

the governors. There were no Chairmen.

MR. ECCLES: It was the governors1 committee and it was

dominated by Ben Strong. In 1933 Congress set up a statutory open

market committee composed of the twelve governors. That was the first

time they became recognized in the law. That was when everything was

collapsing.

MR. CARPENTER: That was in the Banking Act of 1933.

MR. ECCLES: Up until that tine it had been a voluntary thing.

MR. SZYMCZAK: It was subject to the approval of the Board in

the Banking Act of 1933.

MR, ECCLES: Yes, but in the Banking Act of 1933 the Board

could take no initiative at all. The initiative was entirely up to the
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comnittee. The Board had the veto power but not the initiative* E&ch

one of the twelve Brnks, the directors of those Banksj could detenaine

whether or not they would participate in the purchase or the pale of

open market paper, Government bones, and so forth.

MR. WILBUR: This was prior to the 1935 act?

MR. ECCLES: That is right. That was in 1933.

They had considerable difficulty with some Banks which were

sometimes a bit more obstreperous than the others. The others followed

N^w York pretty completely. The Open Market Committee would decide

that it would buy or sell and each Bank was then expected to take its

participation. The Committee established the basis of tha participa-

tion and after it made its decision the Bon.rd could either take the

responsibility of vetoing or approving it. That was the wpy the thing

stood. Up to that time wo had been through the boom of 1929 end we had

been through the crisis after 1929 £-nc the Bank Holiday.

Until I came to the Treasury to do some work in connection with

the Federal Farm Mortgage, the Home Owners Loan, and the RFC, as the

representative of the Treasury, I had never met President Roosevelt.

The Treasury had to approve certain operations of these organizations

and I was brought in there as a businessman and banker to act for it,

as well as represent it in connection with the development of a housing

program. I had not been there nany months when I was asked by President

Roosevelt if I would take the governorship of the Federal Reserve Bon.rd.

Eugene Meyer was the Governor during the crisis under Hoover. He had

©
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left shortly after Mr. Roosevelt carae in. They had brought up Governor

Slack of the Atlanta Bank temporarily and he stayed about a year. But

he only had leave of absence and couldn't remain indefinitely. So he

went back and there was a vacancy on the Board during this period of

tine, from June when he left until November when I came in.

When the President wanted me to go on the Board, I told him I

would not be interested in going on the Board under the circumstances.

I felt that a complete change was needed iron the original concept that

prevailed in 1913. Wu had been through a war and two depressions. The

situation had completely changed, and the System needed to be revised.

I told him that I thought the Board had lost its standing, that New York

had been able to take over the control and was looked on everywhere as

the agency that was running the System. The Board had largely developed

into what I told him was a debating society without either force or ef-

fect <?nd under the circumstances I would not be intc-rasted.

He said, "What do you think ought to be done?"

I said, "If you will let me corio back, I will give you a pro-

gran in two weeks."

I had thought a little about it, but I had not gotten it down.

So I wrote the skeleton of Title Two of the Banking Act of 1935 and went

over it with him. I was with him nearly two hours and went over the

various points with him and the reasons for them.

When we finally got through he said, "You know, there will be

a knockdown and drag-out fight t^ get that through Congress. It will
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poATers than we got or ve expected to get, but there was a provision which

was basic and that was the setting up of an Open Market Committee which

was national and which dealt with such operations on a national basis. It

couldn't deal with it on r regional basis. '-loney isn't regional. It finds

its level like water and it isn't local, it is national, especially in an

economy where you hive telegraphic transfers and air mail and all the rest

of it, along with radios, and so forth.

So in the Banking Act of 1935 v-e recognized the national aspect

of the operation. It made the Board the Open Market Committee and included

five B .nk Presidents. Tho Hcuso passed the bill with the Board the sole

Open Market Committee and it was only in the Senate where the compromise

develooed. So the Coiiiniittee w^s set up -3 it is set up now, ric a compro-

mise between the House and the Senate, in which five Bank Presidents and

seven Board members make up the Open Market Committee.

MR, DEAMMT: l7ero the five Bs-nk Presidents created at that

tiine?

Mit. SCCLES: I didn't propose the .^r-clients* I proposed that

the Governors be recognized as the chief executive officers. They wore so

recognized. The Senate designated them as Presidents.

Dr. Millar, who was on tho Bor.rd, made tho proposal in his ap-

pearance before the committee that the aanie of the Board be changed to

Board, of Governors, it was not my proposal to got rid of the Secretary of

the Treasury and tho Comptroller of the Currency. It was the Senate tart

said that tho Federal Reserve Board wes too close to the Government, that

the Secretary of trie Treasury rind the Comptroller of the Currancy were
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be awfully difficult, but we might just as well have that knockdown and

drag-out fight now as -°ny other time. If you will go on the Board and

take the governorship, I will support that program." That is how 1 went

on the Board, vith the distinct understanding that he would support that

program, i wa8 appointed in November and I didn't get confirmed until

April. If there ever was formidable opposition to anyone, that was it.

I told Tom McCabe he couldn't get into this club without being initiated.

The bankers did everything in their power to defeat my confirmation be-

cause they didn't want the bill. I had gotten the bill introduced in

January. I didn't wait for confirmation. I had been advised several

times that, if I withdrew my support of the bill, there would be no trouble

about my confirmation, which, of coarse, I did not do.

When WG talk about Senator Glrss1 idea of a decentralized bank-

ing setup, we think of the Reserve Act-of 1913, tut we must also think of

the Banking Act of 19.33 and the Banking Act of 1935. When he submitted

the Banking Act of 1933, Glass castigated the acts of the New York Sank

and criticized the Federal Reserve Board for failing to exercise the

supervision that the original law intended. That was one of the principal

reasons for the features of that Act with reference to the foreign opera-

tions of New York. He took policy out of the hands of Now York and

specifically put it into the hands of the Board.

When it cane to the Banking Act of 1935 ve asked for a lot more

power than we got. I had been in business long enough to know that you

have to deal that way. That is what is expected. So we asked for more

c
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political appointees and as such they should not be on the Board. That

was Glass in the Senate who took the Secretary of the Treasury and the

Comptroller of the Currency off the Board, He had been Secretary of the

Treasury and Oheir^ipn of the Board so he knew what he was doing. He also

decreased the Board frou eight to seven members. There were seven regular

members and no ex officio mambsrs. They also changed the Governors to

Presidents, and they gave to the ;-x,v-;.rd the power to veto their appoint-

ments for the first time.

Prior to that trie the 3oard foc.d nothing to sr.y about this

situation. It wrs &t th-it tine they al3o gave the Board tne authority

to increase reserves, to double reserve requirements in all cities. The.t

was in the Banking Act of 1935« That was when the 3oard got that autho-

rity.

So there wag the open market, there w?g the reserve requirensnt.

In the House bill the Board was given the right to designate the President

in each Bank. In that bill the Chairnen r:ere node Honorary Chairmen. It

was the Senate that did not change the status of.the Chairmen. Ws could

still designats the Chairmen es full-time members, but it V£.;s the Senate

that recognized the Presidents of these Brinks as full-tine executive of-

ficers to be appointed for e term of fiva years by the directors of the

local Bank with the approval of the Board. Tne sane procedure was set up

for fie First Vice Presidents. Ths reason wr-3 th:vt the chiof executive of-

ficer of a Bank not o-i3.y performed tne function of running that Bank locally,

but he also had to represent the Federal Ha serve Board on s. lot of functions.

Therefore, if he was not approved by the FoderrJL Reserve Board, the'', he
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we were given the veto power for that purpose. It wrsn't meaningless at all.

The legislative history will show that the Presidents of these Banks were

expected to represent the Board in a lot of its activities and operations.

There is one other thing that is very inportont in this central-

ized control, and that is the cuostion of the discount rate. Some of the

Reserve Banks contended that they had the authority to fix the discount

rate at anything they choso and the Board could not ch :.n£e it. Glass dis-

agreed witn that and th^re was a real controversy in the late twenties

because Glass contended the Board had the right and I think Chicago con-

tended that the Board did not have the right*

So Glass, in order to make sura that this was centralized in the

Board, in the Banking Act of 1933 proviaed that the discount rete would

have to be submitted to the Board every two weeks for its approval and, if

they failed to approve it, then the discount rete prevailing would continue

or, if they chose to direct another rate to be established, that would be

tne rate.

MR. CLAYTON: The statute said it is subject to review and deter-

mination .

MR. SCCLEvS: If there wa3 ^ny ouestion about whether it was

centralized or decentralized, he fixed it.

Hxl. VEST: The Attorney General held the Board had the right to

initiate rates, in the controversy with Chicago.

•>1R. ECCLES: I understand that, I wanted to make the point about

Glass g3tting away froŝ i the regional idea into the centralized faature when

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-14-

it came to the Banking Act of 1933 and the Banking Act of 1935. When you

look at the Federal Reserve System, you must look at the bystem from its

development in 1913 and then look at the statutes passed in 1933 and 1935*

The legislative history of those statutes must be taken into account, ~.lso.

Therefore, the cuestioi of the centralization on r national scale of the

monetary and credit authority b-sing in the Board, in so far as the discount

rate is concerned it has the responsibility. They leave the initiation up

to the Banks. But, as fcr as Congress is concerned, that responsibility is

recognized in the Board. So far as the reserve requirement matter is con-

cerned, it is in the Board and it has always been in the Board. The ques-

tion of designating reserve cities, central reserve cities and nonrsserve

cities is in the Board. Trie cuestion of open nrrket operation is in the

Board and five Presidents.

Mr. Steagc.ll pointed out to the comittee when he finally ac-

cepted the emended bill that the majority of this very important Committee

was put in a public body appointed by the President and confirmed by the

Senate.

MR. DEKKIONT: And five men that they approved.

MR. ECCLBS: And five men that they approved, that is right.

ME. EVALJS: Would you like to comment how it would have been im-

possible to finance ?'. war if we hadn't had a central Open Market Committee?

MR. ECCLES; I believe that ought to bo almost obvious. The re-

cord of the financing of the vo.r shows that as much as $8 billion dollars a

month was being spent, the public debt grew from around 4-0 billion to 250

billion in the short space of four or five years. Taa public debt wa3 60
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per cent of all debt. It would be perfectly obvious that in order to do

that at a fixed interest basis, which was maintained throughout the war,

we had to have a centralized open market operation. We said to the Treas-

ury , "We will finance whatever is necessary at the rates of interest now

prevailing." That was just before the war, and we did. That could not

have been done without a coordinated centralised, control of this problem.

The problem today is even more difficult than the problem of

financing the war. It is one thing in a war when there are other controls

besides monetary controls, when there were a lot of direct controls that

supplemented the monetary controls, whon you had the public getting money

that they could not put anywhere else, then you could sell them a lot of

savings bonds. Thore was the patriotic foeling of supporting the Govern-

ment. However, today there is the difficult job of managing this terrific

public debt, especially today without a budgetary surplus.

It wasn't so difficult, when the Government was paying off a

substantial amount. That was a great anti-iriflationary pressure. But

today, without the Government paying off, the job of managing this public

debt becomes just as difficult and Just as important as it was to finance

the war. And without centralized, control, it would bo impossible.

The great difficulty today tlr.t the Open ifcirk̂ t Cooriittefo has is? to

what extent i6 it going to be dominate*! by the Treasury? I think

vre pretty Ir.rgely agree, and, if there it> any dioagreeLiont from the

Board, they can say so, that in so far as the open market operations are

concerned, we are convinced va must support the 2-1/2 rate and in the re~

funding we must support the rate that the Treasury finally decided upon
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and that we can, as we have done, advise the Treasury and bring all the in-

fluence to bear that we can as an Open Market Committee on the Treasury to

accept our counsel and advice. If the Treasury, as it did a couple of

weeks ago, does not accept the advice and take our counsel, we do not feel

that we should enforce our will upon the Treasury. They refunded the

short-term paper at 1-1/8 although we suggested another program. After

all, the Treasury is the agency primarily responsible for Government fi-

nance. It is the fiscal agency of the Government, and they are part of

the political setup in power, I am sure the Federal Reserve would get

into great difficulty if they tried to enforce their will. Bub when it

comes to the question of increasing reserve requirements;, and the question

of discount rates, it is the Board's responsibility so long as it does not

cost the Treasury any more money, because that is the thing that affects

them.

MR. SZYMCZAK: Except at that time it is proper to say that ve

have the same statutory responsibility for our open market operations?

only that they are in the Open Market Committee, seven Board members and

five Presidents, but the law says very specifically that we should operate

in the open market for the purpose of facilitating or aiding commerce and

industry.

MR. ECCLES: I am not questioning the legal authority.

MR. SZYMCZAK: Those responsibilities are in the act as well as

on the reserve requirements.

MR. ECCLES: I am not questioning the legal authority at all of

enforcing our will. So far as the law is concerned we could refuse to
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support the Government security market if we thought it was in the general

interest of business, agriculture, and commerce to have a different rate.

Elliott, what was it that the governor of a central bank said

about his right?

MR. ELLIOTT THURSTON (Assistant to the Board of Governors): A

question came up and I said, "Do you feel your bank has the right to defy

the Government?11

He said, "Oh, yes, we value that right very greatly and wouldn't

think of exercising it." (Laughter)

MR, ECCLES: That is about the story.

MR, SZIMCZAK: It might operate on both counts.

MR. ECCLES: I want to point out one other thing with reference

to the Board's responsibilities under the statute. Tiv.t is the question

of the direct authority to fix wages and salaries* I want to point out

how we have had to work that out. Naturally, you can not fix the wages

and salaries of every single individual when you have 20,000 employees.

So we adopted what we called a wag3-and-salary-classification plan that

leaves a good deal of leeway- and latitude to the Banks in so far as how

they will classify their people. That is entirely up to them. What they

pay people within -iny grade is up to them within the salary ranges. All

we do is sot up what we feel is the least we can do to comply with the

statute, and those are general over-all standards of wages, under the

wage and classification plan. After that the responsibility is up to the

Reserve Banks. Here is a case whore we have decentralized in so far as

we feel we can. But if there is someone we feel is not the best person in
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examination or research, which used to be operated directly under the

Chairmen, we might suggest that this man might not be the best man or

suggest somebody else, but that is as far as we have gone in connection

with the personnel of any of the Banks.

When it comes to the question of expense, we have tried to

establish over the years general policies so as not to have one Bank go

this way and another one the other way. In that way we could always be

in a position to say to the Congress that the Board is exercising general

supervision and we must remember that the entire residual interest in the

Reserve System belongs to the Government, and it is important that the

Board, the agent of Congress, in the absence of being under the super-

vision of the Comptroller General and in the absence of being under the

budget, exercise some general supervision over the question of expendi-

tures in order to be prepared for the possibility of being investigated,,

as it has been periodically in the past. As to the question of other

regulations, as you all know, we have a whole list of regulations. There

are regulations with reference to the basis upon which a bank can expand

credit on other than eligible paper at a penalty rate of 1/2 per cent

higher than the established discount rate. We have to make ths rules and

regulations governing the margins on brokers and bankers on listed secu-

rities on a registered exchange under our power to supervise; margin loans

under the Securities and Exchange A ;t of 1934-.. That is a central func-

I can go on indefinitely because there are nunurous regula-

tions, interpretationss rulings, and X letters that all call for
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centralized action. Under the statutes the Board, has to decide and we

have always done that-

However, before the Board issues a final regulation or any

important interpretation, ruling, or X letter which affects the opera-

tions of the Reserve Banks or member banks, the question involved is sub-

mitted to the Reserve Banks for consideration and for their suggestions.

That is where the regional nature of the bysteri comes in. The Presi-

dents of the Banks consider these questions with their staffs and, no

doubt when they feel it is important, their boards of directors are in-

formed, "lie have always followed this procedure as a practical matter.

To have the opportunity to be hoard is part of the regional nature of the

System. We get the benefit of the views of the Banks. We may not

always ho able to accept them, however, because frequently there is a

conflict of views among the twelve Banks. As an example, we might point

to the question of changing or standardizing the conditions of member-

ship which has been discussed recently. There was a real divergence and

difference of views among the Banks. On the question of reclassification

of member banks as between banks in reserve cities and outside of reserve

cities, there were also differing points of view. These were given full

consideration before conclusions were reached. On the other hand, there

are many matters such as those involving tho extension of credit to banks

and projects in the field of bank and public relations where the initia-

tive and decision is with the R&sarve Bank of the district under general

policies and regulations.

Tho Conference of Reserve Bank Presidents is purely an informal
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committee and, although seven of the Presidents are not members of the

Open Market Committee, they have always been permitted to sit with the

Open Market Committee and the members who are on the Open Market Commit-

tee have been permitted to bring their economists who sit in with the

Open Market Committee.

The Conference of Presidents meets in Washington throe or four

times a year, for a day or two and sometimes throe days, to consider

items that they have placed on their agenda, mostly operating matters that

they are concerned with in their Banks. The Board of Governors also sub-

mits for the agenda of the Conference matters that the Board wishes to

discuss with the Presidents. The Presidents consider all these matters

and then they have an executive session with the Board so that everybody

can let down his hair and tell the others what ho thinks* Thus we have

a procedure tsy which we try to keep any differences that we may have

within the family. They have not always kept differences within the

family but they should.

MR, AV3R£: That is the Conference of Presidents?

MR. ECCLES: Yes. This year Chester Davis is Chairman, last

year Allan Sproul was. In that way the Presidents, coming from the dif-

ferent districts, have a chance to develop their problems ana then come

before the Board, and the Board and the Presidents have an opportunity to

exchange ideas and talk things out.

MR. CLAYTON: That is four times a year.

MR. ECCLES: That is four times a year. Now we also meet with

the Chairmen twice a year. We meet with the Federal Advisory Council four
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times a year, They core in to Washington. In connection with their meet-

ings they have the right to call for all the information they need and

they also call in such members of our etafi as they desire to consult.

MR.. WILBUR: Are the meetings o... the Federal Advisory Council

veil attended?

MR, ECCLESs One hundred per cent, seldom anybody absent. That

is held four tijneG a year,. Then there is also the executive coaciittee of

the Open Market Committee on which there are three Board ••••onbevs and two

Presidents, and the Chairman o'C the Board acts as chairmen of the commit-

tee. New York has always been accorded the vice chairmanship of the Open

Market Committee, because the New York Bank is designated by the Open

Market Committee to manage the System's open market account under the

aircction and the policies of the Committee.

To go further3 we have periodic conferences of our examiners. The

man in your Bank in charge of exanination comes into Washington and meets

with Mr. Leonard,, head of the Board's Division of Examination, and his

staff on all questions of examination. This is a regional operation, but

in order to get uniformity the Board has these 'neetings. It operates'

through tho Reserve Banks in examination and membership matters. While in

the statute the Board specifically has; the responsibility, it delegates it

under the direction of our Examination Division.

In the case of research, Mr. Thorafis, who is the Board's Director

of Research, brings in the directors of research of all the Banks periodic-

ally and they have subcommittees on various studies that ere being under-

taken for the System. Some of those studies have been published.. They

have a continuing group of subcommittees that are constantly working. The

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



c

c

-22-

Research Committee is composed of the head of the research department in

each Bank and our Director of Research. We even have had all the lawyers

in during the past year with the idea of discussing common or mutual

problemsc Mr. Smead who is in charge of the Division of Bank Operations

is constantly meeting with the Banks.

It is unfortunate that the public get the idea from people in

the System that the Federal Reserve is more centralized in its operation

than it must of necessity be under the statute for the Board to carry out

its functions. It has decentralized in the regional areas «3verything that

it could decentralize and many things that it did not need to decentralize.

That is always done.

Maybe I should have talked more about the Open Market Committee,

but I wanted to give you the background and the picture of the Federal

Reserve §ystem as I view it at this time of iry demise. (Applause)

MR. NEELY: 1 would like to suggest that that statement be sent

to all the directors.

MR. PARTEN: On this Open Market Committee there are five Presi-

dents in addition to the Board who constitute the Committee, How are they

selected?

MR. ECCLES: The statute fixed the groups of Reserve Banks. That

•jut New York and Boston together, Philadelphia and Cleveland together, Rich-

mond , Atlanta, and Dallas, the southern grou^, and the westorn group, Minne-

apolis, Kansas City, and San Francisco. That was in the Banking Act of 1935.

The Banks agreed to rotate in the selection of their representa-

tives on the Committee, although it wasn't necessary under the statute.
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Those Banks had the right to select the nembers as they wanted. They

didn't have to select a president, they could select a vice president.

They did at one time try to select a banker of the district not con-

nected with the Reserve Banks. We made a fight on that and told them

we wouldn't seat him. Although the statute did not provide specifically

that the Bank could not do that, the whole legislative history and in-

tent were against it. They backed away from it.

Later Boston did not like the fact that Naw York was always on

the Committee and therefore Boston never had a representative. New York

had always gone up and persuaded Boston that New York was so important

that it ought to continue to have a member on the Coi'iinittee. They suc-

© ceeded in doing that until the Boston board finally rebelled and said it

was not going to happen again. New York was very anxious to stay on the

Committee. We felt that New York w?s useful and desirable to have on

the Committee because it was managing the System's account pjjd was in

the money market. So we sponsored or proposed and got the Adr.iinistra-

tion to agree to legislation to amend the law to provide, as a practical

matter, a new grouping of Banks permitting Now York always to be on the

Co: omit tee as one of the five.

MR. DEABMCWT: Would that make it the President in that in-

stance?

MR. ECCLES: That made it the President or the First Vice Presi-

dent in the revamping of the groups as it now exists. That was a modifi-

cation.

MR. SYMCZAK: The proposed optional reserve plan now before
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Congress provides that that power be granted to the Open Market Committee

MR. JAi-iES K. VARDAMAN, JR. (Member, Board of Governors): I

have been studying the Federal. Reserve Act since it was first passed,

first as a lawyer and then as an investment banker and a coanercial

banker and later as a member of this Board. I believe that Mr, Eccles1

statement of the operation of this System is by far the nost concise,

corrects and accurate policy and technical statement I ever have heard

made with reference to the System. If he left out anything, ho forgot to

say we have a Conference of Auditors. Outside, of that one detail, he

covered this thing from stem to stern and back again in a way bhet I for

one member of the Board want to say is exactly the way I have found this

Board to operate. I should like to suggest, if it isn't presumptuous,

that this statement should be extracted from the siinutes and put in such

form that it would be presentable to all directors of all banks in the

Ejystem.

Upon motion duly made and seconded,
the Chairmen voted unanimously that the fore-
going statement by Governor Eccles be re-
produced and sent to them for such distribu-
tion as they desired,,

Mr. Eccles then said: "I would like to say this. I didn't

have the remotest idea that I was to be asked to comment on this question.

I had not given two minutes or one minute of previous thought or considera-

tion to what I might say on the subject* So what I said was completely off

the cuff, and it was from my heart as I felt and as I sea things."
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