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THE FEDERAL RESERVE SYSTEM AFTER 50 YEARS 

THURSDAY, APRIL 9, 1964 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE, 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Representatives Patman, Reuss, Pepper, Hanna, Bolton, 
and Brock. 

The CHAIRMAN. The committee will please come to order. 
This morning we continue our look at the Federal Reserve System 

as it passes the half-century mark, to examine it in terms of its in
stitutional organization—an administrative body set up to carry out 
the will of Congress as expressed in laws duly enacted. 

Today our witnesses on the Federal Reserve bills are Dean Jerrold 
Walden, University of North Dakota Law School, and Prof. Michael 
Reagan of the University of Syracuse, who will join us later. 

Before we hear from our witnesses, I would like to comment briefly: 
Mr. Justice Jackson asserted in a formal opinion in 1952: The rise 

of administrative bodies probably has been the most significant legal 
trend of the last century, and perhaps more values today are affected 
by their decisions than by those of all the courts. 

The average person is much more directly and more frequently 
affected by the administrative process than by the judicial process. 
The administrative process affects nearly everyone in many ways 
nearly every day. 

As far back as 1916, Elihu Root, in an address as president of the 
American Bar Association, with rare foresight, stated in referring 
to the growth of law by administration, that before these agencies the 
old doctrine prohibiting the delegation of legislative power has vir
tually retired from the field and given up the fight. If we are to 
continue a government of limited powers, these agencies must them
selves be regulated. 

All in all, the political outlook is for a long-term continued growth 
of the administrative process. The law made by legislatures and by 
courts is readily accessible and relatively certain. But the essence 
of administrative power lies in determination of policy. We must 
have a rule of law in America, not one of men. We would be remiss 
in our study of the Federal Reserve not to look carefully to insure 
that sufficient rules and guidelines are provided Federal Reserve de
cisionmakers to aid them in effectively and efficiently administering 
the Federal Reserve Act and contributing toward reaching the goals 
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1534 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

of the Employment Act of 1946. That discretionary power is prefer
able to fixed laws for the performance of some functions seems un
questionable, but definite norms must be present to guide progress 
toward clearly defined objectives. 

Congress set up the Federal Eeserve to regulate the country's 
money. I am suggesting that the guidelines for policy and respon
sibility furnished the Fed by Congress in the original 1913 act have 
for many years been inadequate for the severe demands of a more 
modern society. 

If Congress fails to implement its own will, not only will national 
goals be frustrated but there will continue the persistent erosion of 
the legislative power now taking place in this country. All right, 
Dean, we are glad to have you, sir. You have a prepared statement, 
I believe. You may proceed in your own way. 

STATEMENT OF JERROLD L. WALBEN, BEAN, SCHOOL OF LAW, 
UNIVERSITY OF NORTH DAKOTA 

Mr. WALDEN. Thank you, Mr. Chairman. 
Mr. Chairman, and members of the subcommittee, I believe your 

subcommittee is quite justly concerned with present relationships 
between the Federal Eeserve System and the political institutions of 
our economy. Certainly as long as the executive and the Congress 
have concurred in a national policy to obliterate the enclaves of pov
erty in our midst, to promote full employment, to increase our annual 
rate of economic growth, and to provide greater distribution of goods 
and services, divergency of policy between the central bank and the 
Central Government should not be permitted, no matter how appeal
ing the connotation of "an independent Reserve System" may be. 

Subjecting the Federal Eeserve System, long one of the private 
pockets of financial power, to greater public accountability is therefore 
to my mind highly desirable. 

I thought before continuing with my prepared statement, Mr. 
Chairman, that the committee might like to hear my specific com
ments on the proposed legislation now under consideration. I would 
therefore like to inject at this point, before continuing with the studies 
that I have conducted and that appear in the prepared materials, a 
few pertinent observations regarding the specific bills that you have 
before you. 

Under H.R. 9631, the old Board of Governors of the Federal Reserve 
System, composed of seven members appointed by the President for 
terms of 14 years, is to be replaced by a Federal Reserve Board com
prised of 12 members, 11 of which are appointed by the President with 
the advice and consent of the Senate, and the 12th consisting of the 
Secretary of the Treasury. The most controversial feature of this 
aspect of the bill, of course, is the designation of the Secretary of the 
Treasury as the Chairman of the new Board, and there are several 
comments regarding this feature of the bill I should like to present. 

First, unclear in the act is precisely the role to be played by the 
Secretary of the Treasury in this new organization. He is, under 
the law, made the Chairman. At the present time, the bill also pro
vides for the appointment by the President of a vice chairman who, 
according to the language of the bill, "shall be its active executive 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1535 

officer." This is the exact language used to describe the functions of 
the old Chairman of the Board of Governors. I assume, therefore, 
that it is intended that the vice chairman accede to all the duties and 
responsibilities of the chairmanship, and that the Secretary of the 
Treasury will have, despite his title as Chairman, no more than titular 
authority. 

Of course there is no gain saying the fact that by virtue of his 
Cabinet position and his designation as Chairman, even if formal, 
the Secretary of the Treasury wrill be in a position to exert a great 
deal of influence over the decisions of the new agency. One may ask, 
therefore, if not in the zeal to subject the Federal Reserve System to 
Federal control, the bill may not have gone too far in making a Cabinet 
officer a member of what one would hope would be another "in
dependent regulatory agency." Clearly the railroads are under the 
supervision and control of Congress, but no one has suggested that the 
Secretary of Commerce be appointed as a member of the ICC. I think 
the goal of regulatory policy should be clarified so as to determine 
under whose regulation and control national monetary policy should 
be—the Congress or the executive. There might arise a considerable 
number of problems if the authority—as would appear here—is 
divided between both. 

Congress might consider, perhaps, segregating the monetary policies 
of the new agency from the regulatory authority and conferring these 
powers, respectively, upon two separate agencies—because, under the 
proposed legislation, your new Board is going to really perform two 
functions. 

One, it is a regulatory agency, just as the CAB, the ICC, FCC, et 
cetera. I t regulates the banks. 

Secondly, it is concerned wTith formulating monetary policy. 
These are two distinct and separate functions. 
Now, what you have under the bill is the Secretary of the Treasury 

joining the agency as a full-fledged member. Do you really want 
the President's emissary in your regulatory agency, which should be 
subject to the control of Congress ? 

These are just some questions that I am raising with respect to the 
theory of this bill, insofar as sound administrative process is con
cerned. 

To continue, members of the new Board are to be appointed for a 
term of 4 years. And one wonders seriously if this period is long 
enough for sound administration—particularly as it is provided that 
they are not allowed to succeed themselves. 

The CHAIRMAN. Will you yield there ? 
I believe the testimony is overwhelming that we should have Board 

members who may be reappointed for another 4 years. In other 
words, not restricted to one 4-year term. The testimony seemed to be 
rather solid along that line. 

So I imagine that the committee will provide, in any bill that we 
present, for 4 years or some other definite term, and not prohibit re
appointment. 

Mr. WALDEN. I think that would be a sound policy from the point 
of view of the administrative process, particularly as one of the prime 
objections to modern administrative law is the fact that agency heads 
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1 5 3 6 THE FEDERAL REfeEBVE SYSTEM AFTER FIFTY YEARS 

come in for a few years, and then they immediately depart. An.ol this 
proposed legislation would, in effect, force them to go out very quickly. 

One other thing you might consider, along the same lines, is that 
the number of members on the new Board, that is, 12, may be too un
wieldy simply for purposes of sound administrative law. This is 
something I think the committee might consider seriously. 

One other technical objection I would like to point out. 
Members are appointed under the bill for a term of 4 years, and 

they must also serve beyond that period of time until their successors 
have been duly appointed and qualified. That is, after the 4-year 
term expires the bill requires that until a new member is appointed 
and qualified, the old member, whose term has expired, shall continue 
in office. 

The CHAIRMAN. That is the present law, I think. 
Mr. WALDEN. Well, I wonder—this would seem, Mr. Chairman, to 

preclude so-called interim appointments to the Board. And if it is in
tended to do this, I think that 12 United States Code 245 should be 
repealed, because that seems to give the President the power to make 
interim appointments to fill vacancies on the present Board of Gov
ernors. 

The CHAIRMAN. Well, I am positive that that is the present law. 
And that is the reason it was continued in here, 1 am sure. 

Mr. WALDEN. In any event, this is a point that maybe the staff could 
check out—if that statute is on the books, then you would have a con
flict between the interim appointing authority and the mandate of 
this bill that the old members stay on. 

The CHAIRMAN. We will make sure that it is clarified. 
Mr. WALDEN. I note, too, Mr. Chairman, that this provision of the 

bill allowing for the carryover of old members after their term of 
service has expired may result in a number of "lame duck" members 
serving during a particular year. 

The reason I mention this is that the restrictions on employment 
wTith a member bank contained in the same section of the bill do not 
apply "to a member who has served the full term for which he was 
appointed." Thus, a "lame duck" member, that is, a member who has 
served the full term for which he was appointed, namely the 4 years, 
and now continues over in office until his successor is qualified, could 
accept employment with a member bank during this period with im
punity under the law as written. 

Now, with respect to the restriction on outside employment during 
their term of service just referred to, you will notice that it applies 
only to "member banks." A member of the Board could thus be em
ployed or be an officer or director of a nonmember bank whose profits 
and income might be drastically affected by the decisions of the Board. 
I t would seem that to be completely effective to prevent "conflicts of 
interest" arising during their tenure, the statute should also preclude 
employment or association by a Board member with any bank, whether 
a member of the Federal Reserve System or not. 

One of the salutary objectives of this bill is to put monetary policy 
under Federal supervision and safeguard the public against the pos
sible control of Federal Reserve policies by banking interests. By 
providing for a federally appointed agency subject to Federal audit 
and transferring the duties of the old Federal Open Market Commit-
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1537 

tee composed of an admixture of public and private interests to the 
duly constituted Board, much will be done to assure that this objective 
will be attained: namely, that monetary policy and the regulatory 
aspects of the Federal Eeserve will not be subject to any banking 
influence. 

But these salutary features of the legislation may well go for nought 
if the "Federal Advisory Committee," provided for in section 2 of the 
bill, should come into existence. 

The Federal Advisory Committee is composed of two public of
ficials, the Comptroller of the Currency and the Chairman of the 
FDIC, and as many as 50 other members appointed by the President. 
Note that none of the qualifications for the rest of the membership 
in this body are prescribed by law. And while the body is subject to 
the call of the Federal Reserve Board, it is also given the authority 
to meet any place in the United States on its own motion. Moreover, 
it may select its own officers, which need not be Federal officials, and 
devise its own methods of procedure. While this committee does not 
conduct open market operations as such, it is given statutory access 
to the Federal Reserve Board; it is given the right of representation 
before the Board over all matters within the Board's jurisdiction; and 
has the right to obtain information regarding all phases of monetary 
policy, perhaps including the minutes which the chairman—at least 
when I was reading the transcript—had not been able to gain access 
to himself. 

I respectfully suggest that great caution should be exercised in 
creating an ad hoc advisory body with statutory sanction which will 
possess a quasi-independent status. Our past experience with these 
private advisory committees has not been too happy in many respects. 
The Secretary of Commerce had a Business Advisory Council for 
many years which was markedly similar, I would warrant, to the 
Advisory Committee being established under this bill. This Council 
was composed largely of officers and directors from leading industrial 
firms. A congressional investigating committee found— 

(1) That this allowed the interests represented by the nature of the 
members have undue influence in many sectors of government. 

(2) The Council, as a Government sponsored group, enjoyed privi
leges that others could not obtain. 

(3) There was no supervision over the procedures and the projects 
undertaken by the Council, nor at that time would it abide by the rules 
established by the Attorney General for the general conduct of ad
visory committees. 

(4) I t s activities were not subject to Government audit, so that 
financed by private contributions as they were, were conducted at 
lavish social and business meetings. And its expense account was 
proliferated with items such as prizes for golf contests; silver trays 
to Government officials; Christmas gifts on behalf of the Council; a 
diamond broach, and so forth. 

If, instead of the Old Open Market Committee, which at least had 
a majority of public officials, Congress now creates a free wheeling 
Advisory Committee with power to convene all over the United States 
and unaccountable to anyone and with access to the inner sanctums of 
government, the problems of the healthy operation of the administra-
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1 5 3 8 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

tive process free from outside influence, now so much in the forefront, 
may become magnified. 

That concludes my comments with respect to H.R. 9631, Mr. Chair
man. 

If there are any questions, I would be pleased to answer them. If 
not I shall proceed. 

I would like to make comments on H.R. 9687, and H.R. 3783. 
The CHAIRMAN. YOU may proceed, sir. 
Mr. WALDEN. H.E. 9687 would repeal section 19 of the Federal Re

serve Act, thereby allowing payment of interest on demand deposits. 
Now, I have some serious reserve about this—despite the fact that 

I know the impelling motive behind this move is the desire to increase 
competition in the banking system, and also to reimburse people whose 
money is being used by these banks. 

At the same time, banks are really not completely competitive as 
they fall within a severely regulated sector of the economy. Ent ry is 
regulated; expansion into markets is regulated; the financial structure 
of the bank is regulated; the rate of interest on time deposits is regu
lated—and I assume would continue to be regulated, even though 
this bill were passed—and the types of loans that banks may extend 
are regulated. So that the banking business, though strongly com
petitive in many respects, is nonetheless closely regulated by adminis
trative authorities. 

The CHAIRMAN. D O you consider banks public service corporations? 
Mr. WALDEN. Yes, particularly with respect to the checking ac

count aspects which this phase of the bill deals with—namely, they 
are dealing with performing the check service function for the Nation. 

Now, I question whether, under these circumstances, you wish to 
remove all limitations on the payment of interest—because that will 
mean that the strongly competitive banks will be able to quarantine 
even more of these demand deposits. 

Now, your studies on page 390 of your hearings, Mr. Chairman, 
indicate right now that the checking service function of the bank 
is not paying its way—namely, the money that the bank gets for the 
actual checks from depositors doesn't pay for the cost of servicing 
the checking accounts. 

Now, how are the banks then able to perform this service and at 
the same time operate this department at a loss? The answer is that 
these deposits in the checking accounts are used by the banks to loan 
out at rates of interest netting a profit which more than compensates 
for the costs so incurred. 

The CHAIRMAN. Not exactly related, but I want to ask you about 
the interbank deposits. Under our present system, don't they do 
double duty in a way? 

Mr. WALDEN. Would the chairman care to elaborate on the question ? 
The CHAIRMAN. Well, you take a bank in a little town, bank A, 

that sends its money to its correspondent bank. Now, the correspond
ent bank gets some benefit from that—that fact that the deposits have 
increased that much. And then bank A still keeps it on its books, and 
gets some reserve credit for it. 

My reference is, isn't the same money doing double duty? 
Mr. WALDEN. I t looks to me that way. 
The CHAIRMAN. D O you have any personal knowledge as to whether 

or not interest is generally paid on these interbank deposits? 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1539 

Mr. WALDEN. NO, sir, I am not aware—the interbank problem I 
have not studied. I am not aware of that problem, and really could 
not adequately answer. I would be glad to study it and give you my 
opinion. 

The CHAIRMAN. XO, that is all right. 
Mr. WALDEN. What I am suggesting with respect to the removal 

of interest on time deposits is simply that the banks who are able to 
invest the money in loans and cover their costs, which are the big 
banks, which have high loan-to-deposit ratios, can compete very 
vigorously and pay high interest for the demand deposits. 

Those smaller banks which perhaps don't have high loan-deposit 
ratios and which would have their money in Government bonds or 
out at low interest rates, cannot afford to pay the high interest to 
compete with the larger banks for the demand deposits. 

And I think if you remove the interest rate ceiling, you will in 
effect encourage the flow of deposits into the bigger bants who can 
pay higher rates, because they can have a higher loan-deposit ratio 
and therefore make up any deficit. It is like a loss leader. 

Mr. Chairman, you would certainly be familiar with the loss lead
er—you could run your checking account like a loss leader proposi
tion, paying very high interest rates, which may not compensate for 
the cost of the checking account, but you may more than make up 
for losses by loaning the money out at substantial rates of interest. 

The smaller bank might not be able to provide that loss leader— 
speaking in Robinson-Patman fair trade terms. 

The CHAIRMAN. And another Robinson-Patman feature would be 
not to permit banks to discriminate against their customers. In other 
wrords, if they give a certain customer certain benefits, certain interest 
rates, certain service charges under certain conditions, that service 
should be offered to all customers under similar and like terms. 
Don't you think that would be the right thing to do ? 

Mr. WALDEN. I agree that a bank should be fair in dealing with 
its loans. I think the only objection that could be raised would be 
these loans are made on the basis of a credit estimate, and the credit 
estimate is a personal evaluation. So a fellow goes into the bank 

The CHAIRMAN. Well, you are talking about the interest rates now 
on loans. I didn't intend to get that far. 

Mr. WALDEN. I see. 
The CHAIRMAN. I was talking about service charges, and things like 

that. Banks charge a certain amount under certain conditions. It 
occurs to me that you have something there that is all the same. If you 
give a certain depositor the privilege of having so many checks drawn 
if he keeps a certain amount on deposit, that should apply to all cus
tomers alike. 

Mr. WALDEN. Yes, sir. 
The CHAIRMAN. That part could be nailed down as being abso

lutely fair and just, could it not ? 
Mr. WALDEN. Yes, I agree with that—provided you give a similar 

defense, as you do in the Robinson-Patman Act, to cost differentials 
and justifications for larger or smaller balances. As long as you made 
that defense available, I think that would be sound. 

The CHAIRMAN. Yes, sir. Now you go right ahead, sir. 
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Mr. WALDEN. Now, with respect to H.R. 3783, which provides, Mr. 
Chairman, that banks shall become members in the Federal Reserve, 
not through investments et cetera, but by merely joining—it elimi
nates any investment and formal type of ownership and merely makes 
the System a type of voluntary association without requiring any 
substantial investment of any sort. 

I would suggest that if this is done, and the Federal Reserve Sys
tem becomes an association of banks under Federal regulation, why 
not make all banks in the United States members of the Federal 
Reserve ? 

Now, this proposal initially sounds much more radical than it is— 
because in the first place all member banks are members already. 
National banks must be member banks. 

The CHAIRMAN. Don't you think that these 6,000 banks are being 
given unusual privileges and benefits, and the nonmember banks are 
really discriminated against, when the member banks don't pay any
thing for the privileges and special treatment they receive ? 

I refer to the fact that the only thing that they do now for which 
they can claim that they are entitled to special consideration is the 
fact that they have subscribed to the capital stock of the Federal 
Reserve bank in the region where the particular member bank is 
located. But this "stock" is not stock, that is a misnomer. I t cannot 
be sold, it cannot be hypothecated, it cannot be voted. I t is not stock 
at all. I t is really just an involutary investment—upon which the 
banks gets a return of 6 percent. And we have had lots of objections, 
many objections, to retiring that stock on the ground that by so doing 
the banks will be denied something that is of benefit to them. 

Now, I 'm not sure it is and whether or not it is a benefit to them, 
the member banks certainly don't contribute anything to the Federal 
Reserve System that would justify the clear benefit they have of the 
exclusive use, you might say, of the Government credit. 

So why should we exclude the other banks? Why should we not 
only permit the other banks that are not now members to participate 
but make it also available even to other financial institutions under 
certain conditions and limitations ? 

Mr. WALDEN. Mr. Chairman, as I understand your bill, though, 
no bflnks, then, would have this opportunity to invest. Membership in 
the Federal Reserve 

The CHAIRMAN. No, none. 
Mr. WALDEN. YOU would just be a member with no particular bene

fits or anything else. 
The CHAIRMAN. That is right. In other words, we would grant 

them the privileges, just like we are granting to the 6,000 now. 
Mr. WALDEN. My suggestion is not only should you grant them the 

privileges, but it might be a good idea to require all banks to become 
members of the Federal Reserve System under this new setup. And 
the suggestion is that this is not quite as radical a proposal as it might 
seem, because you have the member banks now who are members, you 
have the national banks who are members, and you have the insured 
nonmember banks who also are subject to Federal regulation. 

So that the only new banks that you would make subject to Federal 
regulation at all would be nonmember, noninsured banks, which is a 
minority of the banks in the country. 
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Now, since you already have such a broad segment of Federal regula
tion of the banking segment of the economy, it seems to me that since 
there would no longer be any requirement of investment, that it would 
not be illogical for Congress to require all banks to be subject to 
Federal regulatory policies. 

The CHAIRMAN. NOW, let me invite your attention to the fact that 
these 6,000 banks have not only these special privileges, but they have 
a way of making the other banks do business with them. 

Now, a bank that is not a member of the system, necessarily must 
have a correspondent that is a member. Isn't that right ? 

Mr. WALDEN. Yes, sir. 
The CHAIRMAN. I n other words, membership in the system attracts 

accounts from other banks, because these other banks want their checks 
cleared, and they have got to get them cleared through a member of 
the Federal Reserve System. So that gives them a great advantage. 
And the question is whether or not they rate that advantage. They 
are not doing anything that they are not paid for. 

In fact, they are getting other benefits besides this 6-percent return 
on the stock. They get their checks cleared free, which runs much 
over a hundred million dollars a year, and other services like that. 

So I cannot see where these 6,000 banks really are entitled to or 
can justify the special privileges that they receive. 

Mr. WALDEN. The only thing that might be said in that respect is 
that if you do become a member of the Federal Reserve System, you 
are subject to Federal administrative regulation while a nonmember 
bank is not. 

The CHAIRMAN. That is exactly right. Therefore, if we contem
plate bringing all the banks in, we must get up some kind of a pro
posal that will equalize the reserve requirements of the national banks 
and the banks of the Federal Reserve System, and of the respective 
States, because many States have much more liberal reserve require
ments—and that is really the test, isn't it, as to whether or not a bank 
will come into the system, as to its effect on its reserves? 

Mr. WALDEN. I suppose so, Mr. Chairman, though I have not had 
enough association with the banking industry—the nonmember 
banks—to know why they don't become members. 

The CHAIRMAN. Well, of course, that would be one of the factors. 
Mr. WALDEN. Along the same lines—and this is just a matter of 

reflection at this point—you will note that the new Federal Reserve 
Board—the Board of Governors now—will really have two functions. 

One is the regulatory function, which is the one we have just been 
discussing, of regulating the banks. And the other is the formulation 
of monetary policy. 

The CHAIRMAN. The Open Market Committee does that right now. 
Mr. WALDEN, NOW, the question I would like to raise is this. I f you 

were to subject all banks to Federal regulation, might not it be advis
able to separate the regulatory function and the open market function 
into two distinct boards or agencies, or 

The CHAIRMAN. I t is worthy of consideration. I believe it is. 
Mr. WALDEN. Because the Secretary of the Treasury certainly 

would be vitally interested in the monetary control aspect, but I am 
not so sure that Congress would want him to interfere with the sound 
regulation of the banks. 
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The CHAIRMAN. What do you think about the Reserve officials want
ing to be independent—in other words, separate from the Govern
ment? 

Mr. WALDEN. Well, as I have stated in my prepared statement, I 
do not think this is sound. The idea of national policy formulation 
by private groups is a delegation by the Congress of its powers under 
the Constitution to a privately organized organization. 

Now, Congress can delegate to the administrative tribunals, within 
boundaries described by the Supreme Court, under the limitations of 
delegation of legislative power. 

But there is nothing in the Constitution that expressly permits dele
gation to private groups, although it has been done by Congress on 
occasion. 

Aside, however, from the strictly legal objection, I don't think it is 
a wise policy to permit governmental authority to be exercised by pri
vate groups. 

The CHAIRMAN. I t seems to me that it is clearly wrong to have an 
Open Market Committee of 19 members when the law says 12. They 
have 12 members—the 12 Federal Reserve bank presidents who are 
selected by the private banks. They come into this secret room, with 
the seven members of the Federal Reserve Board, and they determine 
monetary policy. And that is carried on so secretively, that they 
even object to allowing a committee of Congress know what they did 
2 years ago, or 3 years ago, even 5 years ago. They want it to remain 
secret. 

Does that seem to you that it could be in the public interest—secret 
administration of the monetary policies of our Government? 

Mr. WALDEN. NO, sir; and that is contrary even to the executive 
branches, which are required at least to disclose a substantial amount 
of their activities to the Congress, although some of them plead privi
lege with respect to certain internal correspondence. 

The CHAIRMAN. Yes, sir. Mr. Bolton ? 
Mr. BOLTON. Mr. Chairman, I would like to apologize to the dean 

and to the chairman for being tardy in my attendance. 
Dean, just one question, following the discussion with the chairman. 
Do you consider the Open Market Committee to be a private com

mittee ? 
Mr. WALDEN. Well, actually it is a mixed—in structure it is a mixed 

committee. And the question really then depends upon to what ex
tent the private bankers would dominate the determinations of this 
committee. 

Now, until you get the records and can show how these decisions are 
made, it is very difficult to say. But if a majority are private bankers, 
and the majority then does make those decisions, then it would be 
privately dominated, even though a minority would be Federal 
employees. 

But until you see how the committee functions, it is very difficult 
to determine whether it is public. 

Mr. BOLTON. Despite the oath they take as members of the com
mittee, you would still feel that they were members of a private seg
ment, would you ? 

The CHAIRMAN. May I interrupt there, Mr. Bolton, just for this 
suggestion. 
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There are seven of them in this secret room participating in the 
monetary policies of our government, who are not under oath. Only 
five presidents are actually members of the Open Market Committee 
at the time, the five presidents, along with the seven members of the 
Board. 

But those other seven presidents participating in these important 
proceedings are not members officially of the Open Market Commit
tee, and therefore they are not under oath. Yet they are given the 
power to discuss and to engage in controversy, and to help determine 
the consensus of monetary policy. 

Mr. BOLTON. Well, Mr. Chairman, I was asking the witness. But 
in view of your comment, I think for the record it should merely 
indicate that these jobs are rotated, and furthermore that the men 
sitting there are fully in the employ of the Federal Reserve System, 
are they not? 

The CHAIRMAN. They are not officially members of the Open Market 
Committee. 

Mr. BOLTON. But they are fully employed in the Federal Reserve 
System, are they not ? 

The CHAIRMAN. There is only one president who is always a mem
ber, and this is the President of the Federal Reserve Bank of New 
York. 

Now, the four others alternate with the other seven. 
Mr. BOLTON. I understand this, Mr. Chairman. But the point I am 

making is the point that the dean was making—or I am trying to get 
him to answer—because he took the point that they were not public 
employees. 

They are paid fully by and have a full-time job as presidents of 
Reserve banks, do they not ? 

The CHAIRMAN. They do have; but they are not under oath as 
public officials. They are representing private bankers. 

Mr. BOLTON. This I understand. And therefore sitting there with
out oath, and without a vote, until such time as they rotate into a posi
tion where they become active members of the Open Market Com
mittee—they are nonetheless public employees in the sense that they 
receive their emolument and spend full time working for the Federal 
Reserve System. 

The CHAIRMAN. I don't think you can say they are public em
ployees. Public employees must take an oath to support the Con
stitution of the United States—a statutory oath. They have not taken 
the statutory oath—those seven who are in this meeting. They are 
not officially members of the Open Market Committee and they have 
not taken an oath. 

Therefore, they are not public members. 
Mr. BOLTON. Mr. Chairman, are members of the staff of this com

mittee public employees ? 
The CHAIRMAN. Yes; and I believe they have taken an oath to 

support the Constitution. 
Mr. BOLTON. Are they required to, Mr. Chairman? 
The CHAIRMAN. Yes; I am sure they are. 
Mr. BOLTON. Under the laws of the House? 
The CHAIRMAN. I haven't looked into that particular feature. But 

I know you take an oath and I take an oath. 
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Mr. BOLTON. Yes, sir; but the men who sit around and advise you 
and counsel with you and give you advice as to what the activity of this 
committee should be, who do not have a vote 

The CHAIRMAN. Well, that is not comparable, I state to the gen
tlemen. They are not decision makers. We are not a group deter
mining the monetary policy of the Government, as to how much inter
est rates shall be and what the volume of money will be. That is 
entirely different. 

Mr. BOLTON. If the chairman—if I may respectfully disagree with 
the chairman, I think we are in a policymaking position as to the laws 
of this country. 

The CHAIRMAN. But not in a decisionmaking position. We might 
be policy suggesting. 

Mr. BOLTON. I think the chairman and I are seeing how many 
angels can dance on the head of a needle over what is a policymaking 
decision, and I don't mean to hold up the committee with further dis
cussion of it. I hope that the record will carry the point I have been 
trying to bring out. 

Mr. WALDEN. Mr. Bolton, may I say something? 
I think, as a matter of information, that employees of the Congress 

are required to sign an oath adhering to the Constitution. As a former 
employee, I believe I was required to sign such a document. 

But the point I would like to raise with respect to your question— 
the real question is, Is the Federal Reserve an independent body 
or not? 

Now, the Federal Eeserve is an independent body, even if these 
people do take an oath to support the Constitution, because they are not 
audited by the accounting office, you don't get their minutes, you 
don't know the reasons behind their decision. They don't have to. 
explain to the Congress why they raise the interest rate or don't— 
as distinct from the SEC, or the FCC. 

The CHAIRMAN. May I interject here that Mr. Hayes, the President 
of the Federal Eeserve Bank of New York, whom I assume is the. 
biggest man in the Federal Eeserve System, since he receives $70,000 a 
yenr in jynv, and nobodv else receives that much, made a very startling-
and to me shocking statement when he was before our committee. H e 
first indicated that he was in agreement with Mr. Allan Sproul who 
used to be President of the Federal Eeserve Bank of New York, and 
then quotes him as saying, and now I'll quote from his testimony on 
page 536: 

I believe that it has been the continuing intent of each succeeding Congress 
that the Federal Reserve banks should be allied to government but not part of 
government. 

To me that is a very shocking statement. I t would be no more 
shocking to me if somebody suggested we should farm out the privilege 
of collecting taxes on commission—and so make tax collecting separate 
from the Government, or that we should farm out to the railroads 
the privilege of fixing freight rates and passenger rates, and let them 
run the ICC, or let the broadcasting companies, T V and radio, run 
the FCC, and be separate from Government, to run their own business. 
I t is surely shocking to say the Eeserve banks should be allied t a 
Government, but not a par t of government. 
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Now, the Constitution says that Congress shall have the power to 
coin money and regulate its value. Of course, the Supreme Court has~ 
held that to "coin" means to "print." 

Now, the reason the f ramers of the Constitution put that in there 
is that they wanted the people to have some protection in the use of 
the monetary system—that whoever was determining the volume of 
money and the interest cost of money should be accountable to them,, 
the people, so if they made a mistake, they could take that into con
sideration when they were running for reelection. That is the right 
thing. The money managers should have something to lose. 

Members of Congress who vote on these questions have something 
to lose if they do not vote right. But setting the Fed aside, as not 
part of government, and letting people run it who have not been 
selected by their votes, I think is a very dangerous philosophy. 

Wouldn't you agree with that, Dean ? 
Mr. WALDEN. I would agree in principle, Mr. Chairman, with a 

little bit of modification. 
You are not going to elect, of course, all the members of your ad

ministrative agencies. But the real question is one of accountability. 
I t would be virtually impossible to elect either the members of the-
new Board, or all the members of the ICC, and so forth. 

The real question is are the regulations and the rules, and so f orth^ 
to be drawn up by persons who are accountable, at least to those who 
are elected. 

The CHAIRMAN. Accountable to elected Members of Congress, or 
the President, men who can be voted out if they do not do the r ight 
thing. Yes. 

Mr. BOLTON. Mr. Chairman, you have stated the issue very well, but 
you have gotten away from the point which I was inquiring of the 
witness—namely, as to the private or public nature of the members 
of the Open Market Committee. 

And I think that it is fair to assume, from our colloquy, that the 
dean would agree with me that in most respects, with the exception 
of the taking of the oath by the nonvoting participants in the meet
ing, that the members of the Open Market Committee would be clas
sified as public employees. 

Is that a fair statement, Dean ? 
Mr. WALDEN. Mr. Bolton, I don't mean to be evasive, because you 

say "public employees," and, of course, that is a legal phrase—what 
is a "public employee"—are they under the Civil Service Act? 

Mr. BOLTON. Oh, no. The question of whether they are under civil 
service or not has nothing to do with whether they are public em
ployees. 

The CHAIRMAN. May I quote a president of a Federal Reserve bank 
on whether the Reserve bank presidents are public officials ? 

Mr. Hickman of the Cleveland Bank, testifying at page 188, volume* 
1 of the hearings, says, "And I , as an officer of the bank, feel that I am 
responsible first to the directors." 

Of those nine directors, six of them were elected by the private 
banks. And he continues: 

"But I hold my job, of course, with the consent of the" governing 
body in Washington." I suppose he means the Government is the. 
senior ally. 

28-680— -64—.vol. 3 2 
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Now, here is a president of a Federal Eeserve bank saying his ob
ligation, while he is in this Open Market Committee, or any other 
place—making monetary policy, determining how much interest rates 
will be, and the volume of money—is first to his directors. 

That is from the President of the Federal Reserve Bank of Cleve
land. 

Mr. BOLTON. With due respect, Mr. Chairman, who do you think 
the Assistant Secretary of the Army considers himself first respon
sible to? 

The CHAIRMAN. Well, of course, he is first responsible to the Secre
tary of Defense. 

Mr. BOLTON. I think that is fair. 
The CHAIRMAN. And, of course, to the President of the United 

States. So his No. 1 obligation is to the public interest, not private 
interest. 

Mr. BOLTON. Mr. Chairman, that, of course, goes to the nulbbin of 
your argument, and also the nubbin of the question. 

I think it only fair to say that I think the members of the Federal 
Eeserve Board, as their testimony would indicate, would resent, deeply 
resent, any question that their first devotion on the basis of their deci
sions is not to the public interest. 

The CHAIRMAN. You mean they would resent anybody saying that 
their first devotion was public interest ? 

Mr. BOLTON. Was not the public interest. 
The CHAIRMAN. I am not saving that about the Board of Governors. 

Of course, they are not selected by directors. 
Now, the Federal Reserve Banks are entirely different. Each of the 

12 Federal Reserve banks has nine directors, and each group of di
rectors selects a president, and those presidents are responsible to these 
directors. 

Mr. BOLTON. And it is your position, Mr. Chairman, that the mem
bers of the Board of the Federal Reserve banks do not consider that 
the public interest is their first responsibility ? 

The CHAIRMAN. Well, the bank presidents don't take an oath as 
public officials. They only take an oath that they will not discrimi
nate against banks. 

In this volume 1, somewhere here, there is a copy of the oath that 
each one takes. And that oath is not the regular oath of public in
terest—it is merely an oath that they will not permit Reserve banks to 
discriminate among member banks. 

You read that oath. I t is rather revealing. 
Mr. BOLTON. I have read it, sir. But I think that begs the question. 
Mr. WALDEN. Mr. Bolton, may I say something in an endeavor to 

throw some light on the problem? 
The question is really—there are two questions. One is what is the 

structure of the Federal Reserve System in the scheme of govern
ment. The other is, once we have answered that nuestion, how has 
or does this Federal Reserve System conduct itself? 

Now, insofar as the structure of the Federal Reserve Board in the 
political system, they say—and I don't think there is any question 
about it—"We have an independent Reserve. We don't have to ac
count to the people, we don't have to account to the President." 
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The Federal Reserve could raise interest rates tomorrow, and offset 
the tax cut that Congress has proposed without having to answer to 
anybody. 

Mr. BOLTON. With due respect, Dean, the tax cut that was passed 
has already been offset by the interest the taxpayer must pay on the 
national debt. 

Mr. WALDEN. Well, I would not quarrel with that statement, be
cause I am not knowledgeable as to that particular point. All I am 
suggesting is that the landmark of Federal Reserve policy has been 
"the independent Reserve." So one of the prime questions before the 
committee is, Should it any longer be independent ? 

Mr. BOLTON. I would agree absolutely that that is one of the ques
tions. 

The point I was trying to bring out with you, in your colloquy and 
discussion we have had is that the question was raised as to whether 
the members of the Open Market Committee were serving as private 
individuals or as members of a public body. 

The CHAIRMAN. YOU are referring to presidents only now. Of 
course, the Federal Reserve Board obviously is. 

Mr. BOLTON. I am referring to the Open Majrket Committee. 
The CHAIRMAN. That is, the bank presidents on the committee. 
Mr. BOLTON. Certainly. 
The CHAIRMAN. NOW, let me call your attention to what Mr. Rob

ertson says. You know, Mr. Robertson has just been reappointed on 
the Board of Governors—he has just been confirmed. Mr. Weltner, 
of Georgia, referring to the presidents being on the committee, asked 
him this question: 

"'Well, now, wouldn't you say that that is a pretty fair indication as 
to the situation that the Federal Reserve is banker dominated?" 

"'Mr. ROBERTSON. On the face of it, you would certainly take it 
for granted the System is subject to banker influence. Whenever you 
have a majority of the directors of the Federal Reserve banks elected 
by the commercial banks that are members of the System, and you have 
the presidents selected as you indicated by them, you would think 
certainly he is going to speak for them". 

But he adds here—"But I must say that on the basis of my obser
vation of open market operations over the past 12 years, I do not be
lieve that any Federal Reserve bank president could have been more 
objective if he had been an employee of the United States rather them 
the Federal lie-serve" [Emphasis supplied.] 

In other words, Governor Robertson is actually admitting here that 
they are not public employees. 

Mr. BOLTON. With due respect, Mr. Chairman, there are many pub
lic employees who are not employees of the Federal Government. And 
I might just as well state at this point that I think one of the ques
tions which the chairman has raised in this discussion—and quite 
correctly, perhaps—is whether or not a man can serve as a public offi
cial, and have his devotion to the public interest, and still have other 
interests of his own, or whether or not he must be completely and 
absolutely and singly tied to that one job. 

I think this is a question which deserves considerations at all lev
els. And as the chairman knows, I have been trying to suggest that 
this is a question which needs consideration in other aspects of gov-
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eminent, including membership in the Congress and in the executive 
branch. 

And I frankly know of many, many individuals who have given 
up par t or all of their service to the Government, although not strictly 
members of the Federal employee system, whose integrity and devotion 
to the public weal and public interest is such that they would resent 
deeply and rightfully that their advice, their consultation, and their 
work for the Government was not first devoted to the public interest. 

The CHAIRMAN. NOW, you stated that you had taken this up with 
the chairman, which you have, and if I evaluate your question cor
rectly, you are referring to conflicts of interest. That is correct; is it 
not? 

Mr. BOLTON. Well, that is what you are referring to, Mr. Chairman. 
The CHAIRMAN. Certainly—you are referring to conflicts of in

terest. 
Now, I agree with you that conflicts of interest should not be per

mitted at any level, from the lowest level of government to the highest 
level of government. 

I would like to see some statute enacted that would apply to everyone 
connected with the Federal Government, or anyone who participates in 
getting funds from the Federal Government, that would give us a con
flict-of-interest law built like a farmer builds a p$n—"pig tight and 
bull strong"—something they could not get through—and make the 
punishment heavy. 

I am convinced that if this Government ever falls, conflicts of inter
est will be one of the principal causes. Therefore, I am very much in 
accord with anything being done in that direction. 

I had an idea that the gentleman had not been insisting upon his 
statement, because few of the Members have indicated they approved i t 

If there is strong support for it we will take it up in the committee. 
But just one member, unsupported by other members, I feel, is not 
an indication of strong support from the membership. I hope you 
understand what I mean. 

Mr. BOLTON. I know what you are referring to. And I frankly 
had not intended to raise that question here. I would be glad to 
discuss it, but inasmuch as the chairman has brought up the question 
of conflict of interest, I would like to make the record clear in that 
my position—and the chairman and I have discussed this at some 
length and find ourselves very much in agreement—I would merely 
state that rather than there being no conflict of interest, as the chairman 
expressed himself, I would say that there is no human that cannot 
have conflict of interest, regardless of his position of responsibility. 

And what we must see to is that when there is a conflict of interest, 
as I have seen many times, and the chairman many more times than 
I , on the floor of the House, that the judgment of the individual for 
the public weal comes before the private interest that he may have. 

The CHAIRMAN. Generally, that is true. 
Mr. BOLTON. And the only thing we are discussing is when the pri

vate interest is put before the public. 
The CHAIRMAN. NOW, to show you further that the Federal Re

serve looks upon itself as somewhat aside from the Government, prob
ably allied with the Government but as Mr. Hayes said not connected 
with the Government—^which is a terrible statement, I think, I have 
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here the oath of the directors of the Federal Reserve banks, of the 12 
Federal Reserve banks—class A, B, and C—I believe they are all alike. 

And it starts off by saying, "The undersigned resident of the State 
of having been duly elected as a class A director of the 
Federal Reserve bank of do solemnly swear or affirm 
that I will, so far as the duties devolve upon me, diligently and hon
estly administer the affairs of said bank fairly and impartially and 
without discrimination in favor of or against any member bank or 
banks, and that I will not knowingly violate or willingly permit to 
be violated any provision of the statutes of the United States ap
plicable to this bank." 

In other words, they don't take an oath to serve the public, they 
don't take an oath to uphold the Constitution and laws of the United 
States. But they only take an oath that they will not discriminate 
against any member bank of the Federal Reserve System. 

They don't say—they don't even obligate themselves not to discrim
inate against the 7,000 nonmember State banks. They want to obli
gate themselves not to discriminate against any of the 6,000 member 
banks of the Federal Reserve System. 

So that is a little bit far-fetched to say that they are public servants. 
Mr. BOLTON. Mr. Chairman, just so the record may be clear, could 

we have a copy of the charter under which a Federal Reserve bank 
operates inserted in the record ? 

The CHAIRMAN. Well, the law is the only charter. And the law 
was that the Federal Reserve banks were chartered for 20 years, just 
like the predecessors. 

Mr. BOLTON. And was the purpose for which the bank wras created 
spelled out in the law ? 

The CHAIRMAN. Not clearly, not clearly enough. 
Mr. BOLTON. But the general welfare of the country and the pur

pose for which the bank was established is included in the law, is it 
not? 

The CHAIRMAN. I t is to be implied, certainly. 
Mr. BOLTON. And the oath specifically makes reference to the law 

which created the bank. 
The CHAIRMAN. Well, there is no real charter, except the statutes. 
Mr. BOLTON. But in the statutes, the public benefit and the public 

weal and the public welfare is spelled out, is it not? 
The CHAIRMAN. Well, to the extent that it is spelled out, which 

is limited. 
Mr. BOLTON. And therefore 
The CHAIRMAN. I t is very limited. I t says nothing about the pub

lic welfare but only talks about accommodating commerce and fur
nishing an elastic currency and things like that. 

Mr. BOLTON. Yes, sir. That was included in the law, is it not? 
The CHAIRMAN. Yes, sir; it was. 
Mr. BOLTON. Therefore, a decision of the Congress. 
The CHAIRMAN. That is right. 
Mr. BOLTON. And the law is incorporated into the oath of the of

ficers of the banks. 

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



1550 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

The CHAIRMAN. Well, no—it is limited—the oath is limited to not 
discriminating against any of the banks in the system. They don't 
even take an oath that they will not discriminate against the 7,000 
nonmember State banks. 

Mr. BOLTON. And what are the provisions of the law—of the oatk 
with regard to the laws of the Nation ? 

The CHAIRMAN. None—only as it applies to the banks. Let me 
read this again. This is very significant. 

Now, remember, these are the people who determine the amount of 
money that we have in circulation—they determine good times or bad 
times. 

Mr. BOLTON. The presidents of the Board of Directors of the banks ? 
The CHAIRMAN. They help do it, yes. They are on the Open 

Market Committee. 
Mr. BOLTON. The members of the boards of the Federal Eeserve 

banks? 
The CHAIRMAN. Yes. The members of the boards of the Federal 

Reserve banks are not on the Open Market Committee, but they select 
their representatives, the bank presidents, to represent them, and these 
presidents are right there and help determine the volume of money 
and the interest cost and everything. 

Now, listen again to this oath. I think this is really interesting. 
I, the undersigned, a resident of the State of , having been selected as 

a director— 
Class A director—of course, the same thing applies to Class B and 
O— 
of the Federal Reserve bank of do solemnly swear or affirm that 
I will, so far as the duties devolve upon me, diligently and honestly administer 
the affairs of said bank fairly and impartially, and without discrimination 
in favor of or against any member bank or banks, and that I will not knowingly 
violate or willingly permit to be violated any of the provisions of the statutes 
of the United States applicable to this bank. 

And then the signature. And that is all. 
Mr. BOLTON. And therefore he cannot violate the statutes as i t 

applies to the bank. 
The CHAIRMAN. That is right. 
Mr. BOLTON. And the statute spells out the purpose for which the 

bank was created. 
The CHAIRMAN. The Federal Reserve bank; yes, sir. 
Mr. BOLTON. Right. And the bank referred to in the oath is the 

Federal Reserve bank. 
The CHAIRMAN. That is right—that particular Federal Reserve 

bank. 
Mr. BOLTON. Thank you, sir. 
The CHAIRMAN. Yes, sir. 
Now, Dean Walden, if you don't mind—since we have taken about 

half of the time with you, if you will insert your statement in the 
record at this point, and then we will get back to you after we hear 
from Professor Reag&n. 

(The statement referred to follows:) 
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STATEMENT OF JERROLD L. WALDEN, DEAN, SCHOOL OF LAW, UNIVERSITY 
OF NORTH DAKOTA 

Mr. Chairman and members of the subcommittee, I believe your 
subcommittee is quite justly concerned with present relationships be
tween the Federal Eeserve System and the political institutions of 
our economy. Certainly as long as the Executive and the Congress 
have concurred in a national policy to obliterate the enclaves of pov
erty in our midst, to promote full employment, to increase our annual 
rate of economic growth, and to provide greater distribution of goods 
and services, divergency of policy between the Central Bank and the 
Central Government should not be permitted, no matter how appeal
ing the connotation of "an independent Reserve System" may be. 

Subjecting the Federal Reserve System, long one of the private 
pockets of financial power, to greater public accountability is there
fore to my mind highly desirable. I should like to raise this morning, 
however, the question of whether, if we are really concerned with 
the control by private bankers over the future economic development 
of our Nation, we can afford to concentrate our attention primarily 
on the structure and operations of the Federal Reserve System. How
ever important the money supply, interest rates, and reserve require
ments may be, it seems to me that they are of limited significance in
sofar as determining many of the really important investment deci
sions which today govern the course of the Nation's development. 
This conclusion, I admit, sounds like some professor's theoretical 
concatenation, but I believe statistics will amply bear it out. In 1939, 
for example, when this country was still trying to recover from the 
holocaust of the depression, there were on hand free reserves of over 
$5 billion to the credit of member banks throughout the country.1 

But it was World War I I , not our monetary policy, which ultimately 
provided the impetus for the resumption of the economic growth of 
the Nation. Similarly, during the economic slowdown between 1960 
and 1963, when our rate of economic development came in for re
peated criticism, excess reserves to support further expansion of the 
economy were almost continuously available.2 Accordingly, it is not 
at all surprising that for the immediate future, reliance has been pri
marily placed upon relaxation of fiscal controls3 rather than upon 
extensive use of instruments of monetary policy to accelerate our rate 
of economic expansion, and indeed, the latter have been more or less 
relegated to standby capacity, at least for the time being.4 The 
inference one draws from these facts is that while monetary controls 
may still serve a useful purpose in applying a brake upon runaway 

1 See table, "Bank Reserves and Related Items," 50 Fed. Res. Bull. 180 (1964). 
2 "Bank Credit and Money, in 1963," id., at p. 141. 8 Thus, the President has declared that : "Speedy passage of the tax cut, at the 14 per

cent withholding rate, will cut individual income tax collections by $8.8 billion in 1964 
* * * will cut corporate tax liabilities by $1% billion in 1964 * * * will, in fact, provide 
a greater net stimulus to the economy; in 1964—to jobs, production, income, and profits— 
than in any other peacetime year in history." 1964 Economic Report of the President, p. 9. 

* The President has virtually warned persons responsible for monetary policy to keep 
hands off the money} supply while the results of the new tax program go into effect. "It 
would be self-defeating/' he has declared, "to cancel the stimulus of tax reduction by 
tightening money." Under the new program, monetary controls are simply a weapon to be 
held in reserve, to come "to the defense" should serious inflation threaten. Id. at p. 11. 
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inflation (and parenthetically, they constitute but one of several alter
native methods for attaining this end), their general effectiveness in 
accelerating long-term growth is now highly problematic. 

The decline in the influence of monetary policy over major invest
ment decisions affecting the economy may be attributable to the dra
matic growth of retained earnings as the predominant source of fi
nancing for large corporations and the development of privately 
administered prices as a substitute for federally administrated price 
controls on the one hand or the vagaries of the free market on the 
other. Both of these phenomena have together virtually freed a sig
nificant portion of the economy from the restraints formerly exerted 
by such mainstays of monetary policy as interest rates, reserve re
quirements, and money supply. 

The significance of retained earnings as a source of corporate fi
nance in our economy appears in table A below. These figures re
flect the fact that in most sectors of the industrial economy, reliance 
has been placed more and more upon internal sources of capital (in
cluding depreciation chargeoffs) than upon commercial bank loans,5 

or even upon the public securities markets.6 Expansion of industry has 
almost become a self-regenerative process, wTith costs now borne by 
consumers in the form of price charges rather than by lenders such as 
commercial banks, or by private investors.7 This means that the tem
porary adjustments of monetary policy, affecting the availability of 
credit and the accessibility of equity capital in the capital markets 
have had little bearing upon such decisive investment determinations 
as the decision by General Motors Corp. to expend $2 billion in capital 
investments over the next 2 years,8 or the investment policies of the 
steel industry "which spent about $1.2 billion for new plant and 
equipment in 1963 and plans to spend another $1.9 billion in 1964." 9 

What is more, the self-reliance of the corporate sector of the economy 
in meeting its own capital needs has left a surplus of investment funds 
available for other economic activity so that we now find, for example, 
that in the field of home construction, "the basic issues have shifted 
dramatically, from underadequacy to over adequacy of mortgage 
funds." 10 

5 Cf. 1963 Annual Report, Federal Reserve Bank of New York, pp. 26-27: "Commercial 
and Industrial loans had already in 1962 fallen substantially behind the upward pace set 
In the 2 previous cyclical expansions. Even with the pickup in such loans toward the end 
of 1963, their overall rate of expansion since the business-cycle trough in 1961 fell still 
further behind the 1954-57 performance. Since internal sources of funds were in ample 
supply at nonflnancial corporations—Jn part as a result of the 1962 measures revising 
depreciation guidelines and granting tax credit on investment expenditures—businessmen 
simply had no reason to look for substantial additional amounts of bank financing." 

6 "Business, in fact, also curtailed its recourse to equity financing. Flotations of new 
stock in nonflnancial corporations in 1963 actually fell short of company repurchases of 
outstanding stock, and the net volume of nonflnancial corporate bond issues was slightly 
smaller than in 1961 and 1962." Ibid. 7 1 have touched briefly upon some of the economic and political ramifications of this 
phenomenon in the second part of an article entitled "Antitrust in the Positive State," 
scheduled to appear shortly in the University of Texas Law Review. 8 New York Times, Mar. 19, 1964, p. 46, cols. 2-3. 8 1963 Annual Report, Federal Reserve Bank of New York, p. 19. 10 New York Times, Jan. 26, 1964, pp. 3# 5, col. 6. 
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TABLE A.—Sources of corporate funds, 1946-

1946 
1947 
1948 
1949 
1950 
1951 
1952 _ 
1953 
1954 
1955 -_ 
1956 
1957 
1958 
1959 - . 
1960 
1961 
1962 

Total 

Internal sources 

Retained 
earnings 

7.2 
11.4 
12.6 
7.8 

13.0 
10.0 
7.4 
7.9 
6.3 

10.9 
10.5 
8.9 
5.7 
9.5 
7.3 
7.3 
9.2 

152.9 

Depre
ciation 

4.2 
5.2 
6.2 
7. 1 
7.8 
9.0 

10.4 
11.8 
13.5 
15.7 
17.3 
19. 1 
20.3 
21. 6 
23. 1 
24.8 
26.2 

243.3 

Total 

11.4 
16.6 
18.8 
14. 9 
20.8 
19.0 
17.8 
19. 7 
19.8 
26.6 
27. 8 
28.0 
26.0 
21. 1 
30.4 
32.0 
35.4 

396. 1 

External sources 

Stocks 

1.3 
1.4 
1.2 
1.6 
1.7 
2.7 
3.0 
2.3 
2. 1 
2.7 
3.2 
3.5 
3.6 
3.7 
3.0 
4.5 
2. 1 

43.6 

Bonds 

1. 1 
3.0 
4.7 
3.3 
2.0 
3.6 
4.9 
4.8 
3.8 
4.2 
4.7 
7.0 
5.9 
4. 1 
5.0 
5.1 
5.0 

72.2 

Others 

1.8 
1.9 
1.3 

- . 6 
. 5 

1.5 
1.5 
. 5 
. 5 

1.7 
3.2 
1.4 
1.4 
1.8 
1.7 
1.4 
2.5 

24.0 

Total 

4.2 
6.3 
7.2 
4.3 
4.2 
7.8 
9.4 
7.6 
6.4 
8.6 

11. 1 
11.9 
10.9 
9.5 
9.8 

11. 1 
9.6 

139.8 

Short-
term 
debt 

6.3 
9.5 
3. 1 

- 3 . 7 
19.2 
12.8 
3.6 
3. 1 

- 4 . 0 
15.1 
9.0 
2.6 
2.6 

16.5 
3.9 
8.7 

12.6 

120.9 

Total, 
all 

sources 

21. 9 
32.4 
29. 1 
15. 5 
44. 2 
39. 6 
30. 8 
30.4 
22.2 
50. 3 
47. 9 
42. 5 
39. 4 
57. 1 
44. 1 
51.8 
57. 6 

656.8 

1 Source: Survey of Current Business, May 1963, p. 10: id., July 1962, p. 24, table 34; U.S. Department of Commerce, U.S. Income 
and Output, table V-10 (1958). This table was prepared for pt. II of an article entitled "Antitrust in the Positive State" soon scheduled 
to appear in the University of Texas Law Review. 
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With the advent of "administered" prices, the prices charged for 
many articles and commodity have also been successfully insulated 
from the cyclical gyrations ot the market, one of the prime targets of 
monetary controls.11 Eecent behavior in the metals markets serves to 
bring this phenomenon sharply into focus. I n copper, until last 
month, an unvarying domestic price of 31 cents a pound had prevailed 
since May of 1961, a period of almost 3 full years.12 One must agree 
wholeheartedly with the chairman of the board of directors of one 
large copper producer who declared, "This is a remarkable achieve
ment, particularly when it is remembered that during this period 
there have been industrial recessions in various parts of the 
world * * *." 13 Not that stability is a necessary characteristic of ad
ministered prices, for in the steel industry, one finds that "no matter 
what the change in cost or demand, steel prices since 1947 have moved 
steadily and regularly in only one direction, upward." u We are not 
at the moment concerned, however, with whether administered prices 
are too high, too low, or too inflexible, but rather with the fact that 
they are based upon factors which are often entirely extraneous to the 
money supply.15 

If, as has been charged, our monetary policy has been dominated 
by the large Wall Street banks, the emancipation of the corporate 
sector of the economy from the undue influence of bankers and finan
ciers might well be something to applaud. Preliminary studies, how
ever, indicate that the grip of the New York bankers upon the national 
economy may now be stronger than ever. If this assumption be cor
rect, then this is certainly a matter of serious concern to all persons 
interested in the democratic control of the policy. 

In a very valuable report issued by the chairman of this committee 
last year to the House Small Business Committee,16 considerable de
tailed information concerning the structure of the banking system in 
the United States was made public. The picture that the figures 
therein portray is certainly an astonishing one with respect to the 
influence which may still be wielded by the large New York City banks 
over the Nation's banking system. Tables 1-6 in the appendix to this 
statement, derived from information in the aforesaid report, indicate 
for each of six largest banks in the city of New York their position as 
leading stockholders, through various nominees, in the 100 largest 
member banks throughout the United States. These tables reveal 
that of the 25 largest member banks in the country, there was only one 

11 For a more detailed explanation, see "Means, Pricing Power, and the Public Interest," 
pp. 47-64 (1962). 

u* See New York Times, Mar. 14, 1964, p. 28, col. 8. 13 Quoted in advertisement in New York Times, Nov. 18, 1963, p. 50, col. 6. "This 
stability has been effected by a restriction in production to match consumption, a practice 
long followed in the steel industry." Id., Mar. 8, 1964, sec. 3, p. 22, col. 2. 

i* S. Rept. 1387, 85th Cong., 1st sess., p. 129 (1958). 15 Cf. New York Times, Jan. 26, 1964, sec. 3, p. 9, col. 5, commenting on the latest report 
of the President's Council of Economic Advisers admonishing industry, members to adhere 
to general guideposts in making price alterations in the coming months: "But in an indus
try such as steel or aluminum, the Government economists are convinced that 'market 
power' does exist—that prices are fixed by individual managers, not by the Impersonal* 
forces of the market " 16 See "Report of the Chairman to the Select Committee on Small Business on Chain 
Banking," 87th Cong. (1963). 
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bank in which one or more of these New York City banks was not 
& leading shareholder.17 Of the 50 largest member banks throughout 
the United States, only 10 were not linked through large shareholding 
interests to these selected New York City banks. Of this number, 
however, three banks were members of registered bank holding com
panies in which the six New York City banks also maintained sub
stantial stockholding interests.18 Of the 100 largest banks in the coun
try, the major New York City banks were leading shareholders in 
62 of them and in bank holding companies that controlled another 6, 
«r68'aH.tofcl. 

It might be contended that inasmuch as these banks aggregate six 
in number, there is assurance of sufficient dispersion of economic power 
to mitigate whatever undue control over the banking system may be 
indicated by these figures. Table 8 in the appendix, however, dispels 
this notion by disclosing the interrelationship, through shareholdings 
by nominees, of these banks, one with the other. These figures demon
strate that the six largest New York City banks, in the aggregate, are 
the dominant shareholders in every instance in each other. In the 
light of the foregoing evidence, one' is forced to the reluctant con
clusion at this point that the relationships between the large city banks 
in New York border somewhat on the incestuous. 

There also appears to be a similarly close affiliation between the 
large New York banking interests and important segments of Amer
ican industry. As far back as 1913, the Pujo committee, a predecessor 
of this subcommittee, reported that Morgan & Co., First National 
Bank, National City Bank, and Bankers Trust Co. together had on 
their respective boards of directors men who held 341 directorships 
in 112 corporations having aggregate resources of $22,245 million.19 

The picture does not appear to have altered in the interim. In 1948, 
J . P . Morgan directors alone served as directors on other companies 
having combined assets of $25,656,319,065.20 And a report of the 
House Small Business Committee in 1957 disclosed that the leading 
financial concerns in the United States had interlocking relationships 
with a very large segment of American finance, commerce, transporta
tion, and industry.21 We have, for purposes of preliminary study, 
taken 3 of the leading New York City banks—Morgan Guaranty 
Trust Co., Chase Manhattan Bank, and First National City Bank— 
and several of the major insurance companies on the boards of which 
these 3 banks are strongly represented and indicated to what extent 
directors of these few large financial concerns were also on the boards 
of the 100 largest manufacturing companies in the United States. 

17 The one unrelated bank was Mellon National Bank & Trust Co., Pittsburgh, itself the 
hub of a financial interest group interlacing a large segment of the economy. 18 See table 7, appendix. iq Report of a subcommittee of the House Committee on Banking and! Currency, appointed 
pursuant to H. Res. 429 and 504, 62d Cong., 3d sess., p. 89 (1913). 20 Hearings before the Subcommittee on Study of Monopoly! Power of the House Com
mittee on the Judiciary, 82d Cong., 1st sess., serial 1, pt. 2, at p. 84 (1951). 

*• H. Rept. 1278, 85th Cong., 1st sess. (1957). 
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The results of this preliminary study appear in the appendix in table 
9, and reflect in part how pervasive the influence of these financial 
interests is today. 

I t will be suggested, I am sure, that these bank directors have been 
selected as board members of these prominent industrial concerns be
cause of their outstanding capabilities, and there is certainly no 
quarrel with their qualifications as such. But an alternative possi
bility is that these men are on the boards of American industry solely 
as a consequence of their affiliation with financial interests, and that 
their selection has had little to do with their intrinsic qualifications, 
apart from the fact that, as one would expect, the large New York 
City banks generally have quite competent personnel. Table 10, for 
instance, indicates the interlocking relationships between J . P . 
Morgan & Co., its predecessors and successors, in time over a period of 
half a century. From it will be observed the fact that continuing 
interlocking has persisted between the firm and certain other large 
industrial companies ranging anywhere from 30 years or more (Con
tinental Oil Co., General Motors Corp., Kennecott Copper Corp.) to 
50 years or more (Northern Pacific Ey. Co., U.S. Steel Corp., General 
Electric Co., Atchison, Topeka & Santa Fe Ey. Co.). I t is from just 
this type intimate association of long endurance that a number of 
these companies have been rather casually referred to from time to 
time as "Morgan companies." 

To what extent these financial interest groups of long prescription 
are generally prevalent in the economy cannot be ascertained at the 
moment without further inquiry. In 1935, the National Eesources 
Committee conducted a study of the interlocking relationships between 
the 50 largest financial corporations and the 200 largest nonfinancial 
companies in the United States and prepared an interesting table of 
interlocking arrangements according to interest groups including such 
categorizations as Morgan-First National; Kuhn Loeb; Eockefeller; 
Du Pont ; Mellon; Boston; Chicago; and Cleveland.22 The prelimi
nary studies submitted herein suggest that similar interest groupings 
may persist today and that, therefore, before it is really possible to 
understand the decisionmaking processes which vitally affect the entire 
future course of this country's economy, another detailed study such 
as that prepared in 1935 is essential. 

28 National Resources Commission, "Structure of the American Economy," pp. 158-163. 
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CONCLUSION-

If these preliminary conclusions I have attempted to draw this 
morning are subsequently substantiated, I believe they will contain 
some rather significant implications from the standpoint of our demo
cratic institutions. The first is that financial interest groups may 
be exerting widespread control over the American economic system, 
not only with regard to the matter of monetary controls, with which 
this subcommittee is primarily concerned, but with respect to many 
phases of contemporary business behavior as well. More important 
is the fact-that public controls over the decisionmaking power which 
these groups may exercise is virtually nonexistent. Business deter
minations need no longer be responsive to- the wishes of monetary 
authorities or the desires of investors because retained earnings and 
depreciation accounts have insulated large- corporate entities from 
the impact of the money markets. Equally true is the fact that 
administered prices have permitted the substitution of private price 
-controls for; government price regulation, and at the same time, have 
enabled businessmen to achieve a substantial degree of freedom from 
the arbitrary cycles of the perennially unreconstructed market. The 
antitrust laws have proven entirely impotent in dealing with either 
the size of contemporary business units, their relationships with 
financial institutions, or their pricing policies, and consequently, ex
cept for the threat of coercion by the Chief Executive (as in the case 
of steel price increases in 1962) or moral suasion (as in the case of 
the President's Economic Report in 1964), there is no appeal from the 
economic determinations of those in possession of this tremendous 
power. What is more, the decisions of the courts seem to suggest that 
there are even limitations upon what may be done by the people to 
curb the exercise of this private power when brought to bear to 
influence political decisions. 

I believe all of these conditions should be matters of great concern 
to the Congress in considering the relationship between private 
bankers and Federal authorities in the future. 
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TABLE 1.—Leading member banks in which Chase Manhattan Bank is a principal shareholder ! 

Name of bank 

Bank of America National Trust & Savings 
Association. 

Chasfi Manhattan Bank _ _ 

First National City Bank 

Manufacturers Hanover Trust Co 
Chemical Bank New York Trust Co 
Morgan Guaranty Trust Co_ __ __ _ . - . 
Security First National Bank, Los Angeles 

Bankers Trust Co 

First National Bank, Chicago „ 
Irving Trust Co 
Crocker Anglo National Bank --__ 
First National Bank, Boston . . _ 
Detroit Bank & Trust Co . .» 

Pittsburgh National Bank „__ 
National City Bank, Cleveland 

Rank 
among 

100 
largest 

1 

2 

3 

4 
5 
6 
7 

9 

10 
13 
16 
17 
23 
24 
25 
32 

Assets 

$12,189, 433, 700 

9, 379, 327, 800 

8, 278, 062, 300 

5, 912, 387, 700 
4, 839, 919, 700 
4, 778, 040, 900 
4, 052, 923, 100 

J 3, 543, 905, 900 

3, 412, 261, 100 
2, 413, 469, 200 
2, 229, 836, 000 
1, 833, 941, 100 
1,072, 786, 100 
1, 047, 204, 900 
1, 047, 103, 000 

900, 375, 400 

Number 
of shares 

held 

61, 075 
53, 965 

115, 040 
284, 419 

176, 475 
64,857 

241, 332 
74, 357 

116, 362 
71, 327 
48, 437 

83, 827 
! 74, 975 

158, 802 
50,880 
16, 404 
53, 233 
19, 429 

! 21,630 
22, 136 
12, 269 
13, 634 

Percentage 
of shares 

held 

0.214 
.189 

.403 
2.036 

1.386 
.509 

1.895 
.635 

1.373 
.946 
.676 

.934 

.835 

1.769 
.678 
.297 
.958 
.486 

1. 121 
1.622 
.405 
.512 

Nominee 

Cudd & Co ... 
Egger & Co. 

Cudd & Co 

Cudd & Co 
Kane & Co. 

Cudd & Co 
Cudd & Co _. 
Cudd & Co 
Cudd & Co 

Kane & Co 
Cudd & Co. 

Kane & Co 
Cudd & Co 
Cudd &Co 
Cudd & Co 
Cudd <fc Co _-
Kane & Co 
Egger & Co , 
Kane & Co 

Rank of 
Chase 

Manhattan 
among lead

ing share* 
holders 

7 

2 

3 

9 
3 
7 
8 

6 

11 
I 1* 

7 
18 
6 
9 

17 
26 

1 
o 

E 
GO 
W 

I 
a 
I 

El 
QQ 
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Northern Trust Co., Chicago. 

Wachovia Bank & Trust Co-

Mercantile Trust Co 
Bank of New York 
Meadow Brook National Bank_ 

Citizens & Southern National Bank. 

County Trust Co., White Plains-

First National Bank, Atlanta 

Commerce Trust Co., Kansas City 
Whitney National Bank, New Orleans 
National State Bank, Newark 
American Security & Trust Co., Washington, 

D.C. 
First National Bank of Arizona 
Union Planters National Bank, Memphis 

33 

41 

44 
45 
46 

49 

52 

64 

67 
68 
76 
81 

82 
86 

898, 056, 600 

749, 679, 700 

701,211,500 
689, 017, 000 
683, 422, 600 

621, 726, 600 

606, 688, 400 

526, 441, 200 

504, 689, 800 
502, 229, 800 
482, 189, 200 
443, 083, 400 

426, 712, 000 
409, 650, 400 

1 11,045 
8,540 

1 19,585 

1 29,900 
34, 000 

63, 900 
8, 912 
2, 533 

1 54,798 

9,781 
35, 306 

45, 087 
1 78, 185 

13, 000 
6, 000 

19, 000 
19, 384 
2, 425 

34, 736 
7, 792 

10, 951 
12, 648 

1, 473 I 
1. 139 

2. 612 

,711 1 
. 808 

1, 519 
.491 
.938 
1.863 

.652 
2. 354 

3. 006 
4.384 

1. 040 
.480 

1. 520 
2. 154 
2. 165 
2. 412 
1. 181 

.979 
1. 150 

Gooss & Co_ 
Kane & Co. 

Cud£i& Co. 
Kane & Co. 

Kane & Co. 
Cudd & Co-
CuHd&Co-

G<§>ss & Co. 
Kane & Co. 

Owned outright. 

CtjoM & Co. 
Kane & Co. 

K£ne & Co. 
QapMA Co. 
Cudd & Co. 
Cudd & Co. 

Kane & Co. 
Kane <fe Co_ 

6 
12 
3 

5 
6 
5 
9 

6 
4 

a 

B 
GO 

OS 

i 

GQ 

1 Shares in name of nominees. 
Source: Report of the chairman to the Select Committee on Small Business on "Chain Banking," 87th Cong., table 9; appendix, 

tables 1 and 3 (1963). 
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TABLE 2.—Leading member banks in which First National City Bank an 

Name of bank 

Chase Manhattan Bank 

First National City Bank 2 

Manufacturers Hanover Trust Co., New York__ 
Chemical Bank New York Trust Co 
Morgan Guaranty Trust Co__ 
Security First National Bank 

Bankers Trust Co 

First National Bank, Chicago 
Wells Fargo Bank 
Irving Trust Co 

National Bank of Detroit 

Crocker Anglo National Bank 
Cleveland Trust Co 

Rank 
among 

100 
largest 
banks 

2 

3 

4 
5 
6 
7 

9 

10 
11 
13 

15 

16 
18 

Assets 
(June 1962) 

$9, 379, 327, 800 

8, 278, 062, 300 

5, 912, 387, 700 
4, 839, 919, 700 
4, 778, 040, 900 
4, 052, 923, 100 

3, 543, 905, 900 

3, 412, 261, 100 
3, 020, 510, 200 
2, 413, 46§, 200 

2, 308, 345, 300 

2, 229, 836, 000 
1, 562, 586, 900 

d/or First National City Trust Co. is a principal shareholder l 

Number 
of shares 

held 

53, 590 
102, 704 

156, 294 

105, 217 
286, 027 
118, 929 

510, 173 
118, 877 
81, 175 
74, 384 

120, 637 

98, 942 
61, 502 

160, 444 
90, 850 
67, 899 
39, 114 
34, 828 

73, 942 

59, 024 
16, 897 

75, 921 
133, 801 

2,215 

Percentage 
of shares 

held 

0.384 
.735 

1. 119 

.826 
2.246 
.934 

4.006 
1.014 
.958 
.986 

1.683 

1. 102 
.685 

1.787 
1.211 
1.365 
.709 
.631 

1.340 

1.640 
.469 

2, 109 
2.027 
.443 

Name of nominee 

Thomas & Co 
King & Co. 

Thomas & Co 
King & Co. 
Weber & Co. 

King & Co 
King & Co 
King & Co_ 
Thomas & Co 

King & Co 
Thomas & Co. 

Thomas & Co 
Thomas & Co 
Thomas & Co 
King & Co 

Thomas & Co_ 
King & Co. 

Thomas & Co __-
King & Co 

Rank of 
First 

National 
among 
leading 

shareholders 

4 

1 

4 
8 
5 
3 

5 

6 
4 
2 

3 

2 
18 

H3 

W 
F 

W 

« 

t 
3 
S 

a 

> 
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First Pennsylvania Banking & Trust Co. 

to 
QO 

^ Seattle-First National Bank 
Q° Republic National Bank, Dallas 
J Philadelphia National Bank 
<p First National Bank, Dallas 
< U.S. National Bank, Portland. 

f 
eo Manufacturers National Bank, Detroit.. 

National City Bank, Cleveland 
Girard Trust Corn Exchange Bank 
Wachovia Bank & Trust Co 
Bank of New York 
Cit. & So. Nat. Bank 
County Trust Co., White Plains 
Maryland National Bank 
Fidelity-Philadelphia Trust Co 
Fidelity Union Trust Co., Newark 
Indiana National Bank 
First National Bank, Atlanta 

Hartford National Bank & Trust Co 
Commerce Trust Co 
Whitney National Bank 
National Bank of Commerce, Houston 
Bank of the Southwest, National Association, 

Houston. 
First National Bank, Birmingham 
First National Bank, Memphis 

19 

20 
21 
22 
27 

29 

30 
32 
37 
41 
45 
49 
52 
53 
59 
61 
62 
64 

65 
67 
68 
70 
77 

85 
93 

1, 275, 515, 900 

1, 178, 261, 000 
1, 160, 270, 500 
1, 142, 895, 100 
1, 012, 939, 600 

975, 187, 200 

954, 313, 700 
900, 375, 400 
814, 36'), 900 
749, 679, 700 
689, 017, 000 
621, 726, 600 
606, 688, 400 
604, 675, 100 
570, 402, 600 
560, 425, 900 
557, 275, 300 
526, 441, 200 

513, 935, 500 
504, 689, 800 
502, 229, 800 
494, 201, 700 
476, 285, 400 

414, 580, 100 
368, 702, 500 

99, 955 
39, 526 

139, 481 
75, 425 
80, 587 
24, 900 
66, 732 

32, 076 
4,851 

36, 927 
45, 725 
88, 682 
35, 025 
131, 676 
4,627 
59, 188 
9,789 
17, 600 
33, 400 
52, 922 
20, 130 
37, 750 

11, 295 

49, 045 
54, 469 
28, 600 
4,527 

29, 177 
8,361 

53, 696 
37, 350 

1.947 
.770 

2.717 
2.753 
1.964 
.940 
2.085 

2.376 
.359 

2.735 
3.244 
3.331 
2.070 
3. 129 
1.714 
3.946 
.549 
1.807 
3.484 
4.234 
2.868 
3.020 

.904 

3.924 
4.005 
3.178 
4.042 
2.429 
.836 

4. 130 
4. 150 

Thomas & Co. 
King & Co. 

Thomas & Co. 
Thomas & Co. 
Thomas & Co. 
Thomas & Co. 

Thomas & Co. 
King & Co. 

Thomas & Co. 
Thomas & Co. 
Thomas & Co. 
Thomas & Co 
King & Co 
Thomas & Co 
King & Co 
Thomas & Co 
Thomas & Co 
Thomas & Co 
Thomas & Co 
Thomas & Co 

King & Co. 

Thomas & Co 
Thomas & Co 
Thomas & Co 
Thomas & Co 
King & Co 

Thomas & Co 
Thomas & Co 

1 
3 
6 
5 

2 

2 
3 
5 
1 
5 
2 

16 
7 
2 
4 
3 
2 

H 

W 
*1 
w o w w 
15 
GO 

8 
< M 
fl°. 

H 
w 
£ 

3 
2 
4 
6 

17 

2 
1 

N 

*3 M 

t-3 

g 
% 
GO 

H * 
Ol 
G> 

1 Shares in name of nominees. 
2 Includes affiliate, First National City Trust Co. 
Source: Report of the chairman to the Select Committee on Small Business on Chain Banking, 87th Cong., table 9; appendix, tables 

1 and 3 (1963). 
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TABLE 3.—Leading member banks in which Manufacturers Hanover Trust Co. is a principal shareholder ] to 

a 

3 

3 

09 

Name of bank 

Rank 
among 

100 
larg
est 

Assets 
Number 
of shares 

held 

Percentage! 
of shares 

held 
Nominee 

Rank of 
Manufacturers 

Hanover 
Trust Co. 

among 
leading 

shareholders 

Chase Manhattan Bank 

First National City Bank 

Manufacturers Hanover Trust Co__ 

Chemical Bank New York Trust Co 
Morgan Guaranty Trust Co 
Bankers Trust Co 
First National Bank, Chicago 
First National Bank, Boston 
Bank of New York 
Meadow Brook National Bank 

5 
6 
9 

10 
17 
45 
46 

$9, 379, 327, 800 

8, 278, 062, 300 

5, 912, 387, 700 

4, 839, 919, 700 
4, 778, 040, 900 
3, 543, 905, 900 
3, 412, 261, 100 
1, 833, 941, 100 

689, 017, 000 
683, 422, 600 

51, 793 
176, 397 

0.371 
1.263 

228, 190 
200, 751 

1.634 
1.576 

424, 781 
524, 634 

3.625 
4.477 

949, 415 
98, 896 

127, 113 
165, 707 
39, 620 
84, 282 
3,827 

33, 760 

8. 102 
1. 167 
1.686 
1.846 
. 528 

2. 107 
1.417 
1. 148 

Lake & Co_. 
Siegler & Co. 

Siegler & Co. 

Siegler & Co. 
Lake & Co. 

Siegler & Co. 
Siegler & Co. 
Siegler & Co. 
Siegler & Co. 
Siegler & Co. 
Siegler & Co. 
Siegler & Co. 

6 
3 
4 

17 
2 
8 
4 

1 Shares in name of nominees. 
Source: Report of the chairman to the select Committee on Small Business on Chain Banking, 87th Cong., table 9; appendix, tables 1 

and 3 (1963). 
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TABLE 4.—Leading member banks in which Chemical Bank of New York Trust Co. is a principal shareholder 

Name of bank 

First National City Bank 

Chemical Bank New York Trust Co 

Bankers Trust Co 

Franklin National Bank 
Marine Midland Trust Co 
Valley National Bank of Arizona 
First National Bank, St. Louis 
Manufacturers & Traders Trust Co 
Whitney National Bank 
First National Bank, Baltimore 

Rank 
among 

100 
largest 

5 

9 

28 
36 
38 
48 
57 
68 
19 

Assets 

$8, 278, 062, 300 

4, 839, 919, 700 

3, 543, 905, 900 

977, 908, 300 
820, 130, 300 
776, 970, 300 
637, 607, 200 
574, 728, 800 
502, 229, 800 
371, 795, 700 

Number 
of shares 

held 

106, 388 

130, 452 
57, 192 
76, 922 
73, 510 

338, 076 

83, 447 
62, 425 

145, 872 
17, 083 

161 
27, 452 
5,838 
7,940 

932 
2,750 

Percentage 
of shares 

held 

.835 

1.539 
.675 
.907 
.867 

3.988 

.930 

.696 

1.626 
.485 
.013 

1. 155 
.345 
.327 
.832 
.336 

Nominee 

Merrick & Co 

C. A. England & Co.__ 
Cummings & Co. 
H. A. Whitten & Co. 
J. C. Orr & Co. 

Cummings & Co 
H. A. Whitten & Co. 

J. C. Orr & Co 
C. A. England & Co.— 
J. C. Orr& Co. 
England & Co 
England & Co 
C. A. England & Co._J 
England & Co 

Rank of 
Chemical 

Bank New 
! York Trust 
! Co. among 

leading 
shareholders 

8 

1 

7 

10 
2 
6 

15 
16 
17 
13 

1 Shares in name of nominees. 
Source: Report of the chairman to the Select Committee on Small Business on Chain Banking, 87th Cong., table 9; appendix, tables 1 

and 3 (1963), Oi 
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TABLE 5.—Leading member banks in 

Name of bank 

Bank of America National Trust & Savings 
Association. 

Chase Manhattan Bank ,. 

First National City Bank 

Manufacturers Hanover Trust Co 
Chemical Bank New York Trust Co 

Morgan Guaranty Trust Co 

Rank 
among 

100 
larg
est 

mem
ber ' 

banks 

1 

2 

3 

4 
5 

6 

which Morgan Guaranty Trust Co. is a principal shareholder l 

Assets 
(June 1962) 

$12, 189, 443, 700 

9, 379, 327, 800 

8, 278, 062, 300 

5, 912, 387, 700 
4, 839, 919, 700 

4, 778, 040, 900 

Number 
of shares 

held 

111,250 
45, 159 

156, 409 

51, 081 
187, 762 
62, 200 
52, 788 
69, 450 

423, 281 

111,668 
106, 121 
58, 683 
70, 007 

346, 479 
155, 000 
110,000 

164, 795 
80, 000 

126, 489 
44, 728 
82, 482 

Percent
age of 
shares 
held 

0.391 
. 159 

.550 

.366 
1. 344 
.445 
.378 
.497 

3. 030 

.877 

.833 

.461 

.550 

2. 721 
1 1. 323 

1. 298 

2. 186 
1.061 
1.678 
.593 

1.094 

Name of nominee 

Douglass & Co_ 
Tepe & Co. 

Carson & Co 
Douglass & Co. 
Lynn & Co. 
Shaw & Co. 
Tepe & Co. 

Carson & Co 
Douglass & Co. 
Shaw & Co. 
Tepe & Co. 

Douglas & Co 
Douglass & Co 

Carson & Co 
Douglass & Co. 
Shaw & Co. 
Tegge & Co. 
Tepe & Co. 

Rank of 
Morgan 
among 
leading 
share
holders 

4 

1 

2 

3 
4 

1 

Ox 

a 
w 
$ 
w a 
GO 
a 
w 

9 
3 
a 
K 

a 

a > w 
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Continental Illinois National Bank & Trust Co. 

Bankers Trust Co. 

Wells Fargo Bank 
United California Bank 

Irving Trust Co 

National Bank of Detroit 

Crocker Anglo National Bank 

First National Bank, Boston 
Cleveland Trust Co 
Harris Trust & Savings Bank 
Pittsburgh National Bank 
Franklin National Bank 
National City Bank, Cleveland 
Bank of California National Association 

1 Shares in name of nominees. 

11 
12 

13 

15 

16 

17 
18 
24 
25 
28 
32 
39 

3, 603, 546, 400 

3, 543, 905, 900 

3, 020, 510, 200 
2, 427, 008, 800 

2, 413, 469, 200 

2, 308, 345, 300 

2, 229, 836, 000 

1, 833, 941, 100 
1, 562, 586, 900 
1, 047, 204, 900 
1, 047, 103, 000 

977, 908, 300 
900, 375, 400 
762,511,000 

498, 494 

48, 694 
20, 167 
20, 065 

88, 926 

84, 186 
144, 445 
70, 745 
59, 827 
48, 774 
70, 868 

478, 845 
38, 144 
13, 000 

110,491 
26, 189 
20, 447 

157, 127 
28, 944 

35, 231 
37, 349 

! 72,580 
31, 999 
2,500 

22, 556 
27, 550 
10, 583 
14, 510 
12, 600 

6.612 

1.402 
.581 
.578 

2.561 

.938 
1.609 
.788 
.667 
.543 
.790 

5.335 
.767 
.253 

2.002 
.474 
.370 J 

2. 846 
.804 

.534 | 

.566 i 

1. 100 
.800 
.500 
1. 652 
.910 
.301 
.545 
.817 1 

Carson & Co. 
Genay & Co. 
Shaw & Co. 

Carson & Co 
Douglass & Co. 
Lynn & Co. 
Shaw & Co. 
Tegge & Co. 
Tepe & Co. 

Carson & Co_. 
Tepe & C o . . . 

Douglas & Co 
Tegge & Co. 
Tepe & Co. 

Carson & Co 

Carson & Co 
Tepe & Co. 

Shaw & Co.-
Lynn & Co . . 
Carson & Co. 
Tepe & Co__ 
Tepe & C o . . 
Tepe & C o . . 
Tepe& Co., 
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TABLE 5.—Leading member banks in which Morgan Guaranty Trust Co. is a principal shareholder 1—Continued 

Name of bank 

Bank of New York 

Citizens & Southern National Bank 

County Trust Co., White Plains 

Maryland National Bank „ 

Manufacturers & Traders Trust Co 
Fidelity Philadelphia Trust Co 

National State Bank, Newark 

Bank of the Southwest, National Association, 
Houston. 

Lincoln Rochester Trust Co.. 

Rank 
among 

100 
larg
est 

mem
ber 

banks 

45 

49 

52 

53 

57 
59 

76 

77 

78 

Assets 
(June 1962) 

$689, 017, 000 

621, 726, 600 

606, 688, 400 

604, 675, 100 

574, 728, 800 
570, 402, 600 

482, 189, 200 

476, 285, 400 

456, 447, 900 

Number 
of shares 

held 

2,158 

12, 572 
12, 550 

25, 122 
16, 775 
14, 121 
12, 789 

43, 685 
4,400 
5,693 

10, 093 
25, 500 
4,200 

59, 322 
22, 500 

81, 822 
9,601 

6,554 

Percent
age of 
shares 
held 

.799 

i 1. 171 
.837 

2.008 
.941 
.792 
.717 

2.450 
.452 
.584 

1.036 
1.049 
.438 

4. 120 
1.563 

5.683 
.960 

1. 196 

Name of nominee 

Powers & Co 

Tegge & Co 
Tepe & Co. 

Carson & Co 
Genay & Co. 
Kelly & Co. 

Schmidt & Co 
Tegge & Co. 

Sims & Co 
Schmidt & Co _ .. 

Schmidt & Co 
Tegge & Co. 

Carson & Co _ 

Sims & Co 

Rank of 
Morgan 
among 
leading 
share
holders 

14 

4 

3 

9 

4 
15 

2 

14 

4 

Ox 

3 

GO 

W 
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American Security & Trust Co. 

National Newark & Essex Banking Co_ 
First National Bank, Birmingham 

81 

84 
85 

443, 083, 400 

417, 620, 700 
414, 580, 100 

Shaw& Co., 
Tegge & Co. 

Ince & Co 
Schmidt & Co_ 

20 
16 

1 Shares in name of nominees. 
Source: Report of the chairman to the Select Committee on Small Business on Chain Banking, 87th Cong., table 9; appendix, tables 1 

and 3 (1963). 

a 

S3 

3 
1 

OQ 
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TABLE 6.—Leading member banks in which Bankers Trust Co. is a principal shareholder,1 

I 
O 
H 

CD 

S3 

Name of bank 
Rank 

among] 
100 

largest! 

Assets 
Number 
of shares 

held 

Percentage! 
of shares 

held 
Nominee 

Rank of 
Bankers 

Trust Co. 
among 
leading 

shareholders 

Chase Manhattan Bank 
First National City Bank 
Manufacturers Hanover Trust Co 
Chemical Bank New York Trust Co 
Morgan Guaranty Trust Co 

Bankers Trust Co 

Irving Trust Co 
National Bank of Detroit 
First National Bank of Boston 
Cleveland Trust Co 
Philadelphia National Bank 
Harris Trust & Savings Bank 
Pittsburgh National Bank 
National City Bank, Cleveland 
Bank of New York 
First National Bank, St. Louis 
Industrial National Bank of Rhode Island 

13 
15 
17 
18 
22 
24 
25 
32 
45 
48 
63 

$9, 379, 327, 800 
8, 278, 062, 300 
5, 912, 387, 700 
4, 839, 919, 700 
4, 778, 040, 900 

3, 543, 905, 900 

99, 109 
92, 828 
116, 465 
72, 108 
50, 357 

0.710 
.729 
.994 
.851 
.668 

282, 188 
175, 904 

3. 144 
1.960 

2, 413, 
2, 308, 
1, 833, 
1, 562, 
1, 142, 
1, 047, 
1, 047, 
900, 
689, 
637, 
557, 

469, 200 
345, 300 
941, 100 
586, 900 
895, 100 
204, 900 
103, 000 
375, 400 
017, 000 
607, 200 
121, 400 

458, 092 
41, 446 
17, 955 
30, 286 
2,767 
8,000 

10, 982 
17, 400 
16, 648 
2,290 

10, 752 
14, 100 

. 104 
751 

.499 
,757 
553 

,302 
,805 
575 
625 
848 
635 
175 

Salkeld & Co 
Salkeld& Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 

Pitt & Co 
Salkeld & Co. 

Salkeld & Co 
Rothmayer & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 
Salkeld & Co 

9 
9 
5 

10 
11 

5 
15 
8 

12 
13 
16 
11 
15 
13 
8 
9 

03 1 Shares in name of nominees. 
Source: Report of the chairman to the Select Committee on Small Business on Chain Banking, 87th Cong., table 9; appendix, tables 

1 and 3 (1963). 
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TABLE 7.—Interests of New York City banks in leading bank holding companies 3 

Name of baEk 

Chase Manhattan Bank 
First National City Bank 
Morgan Guaranty Trust Co 
Bankers Trust Co 
Bank of Montreal Trust Co.5 

Percent interest in— 

Western 
Bancorpo-

ration2 

0.493 

.870 

.705 

.386 

Marine 
Midland 

Corp. 

1.990 
1.662 

North
west 

Bancorpo-
ration 3 

1.922 
6.271 

. 541 

First 
Bank 
Stock 
Corp.* 

2.842 

First 
Wisconsin 

Bank-
shares 

2.252 

Baystate 
Corp. 

0.867 

. 558 

1 By way of stockholdings through nominees. 
2 Controls banks in 11 States. 
3 Controls banks in 7 States. 
4 Controls banks in 5 States. 
6 Related to Morgan Guaranty Trust Co. through Bank of Montreal, Canada. 
Source: Committee on Banking and Currency report on bank holding companies, 88th Cong., 1st sess. (subcommittee print 1963), 

table 16. 

W 

M 
W 

w 
M 
W 
M 
W < 
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TABLE 8.—Stockholder links among 6 largest New York banks 

Name of Bank 

Percent interest in l— 

Chase 
Manhattan! 

Bank 

First 
National 

City Bank 

Manu
facturers 
Hanover 
Trust Co. 

Chemical 
Bank 

New York 
Trust Co. 

Morgan-
Guaranty 
Trust Co. 

Bankers 
Trust Co 

S 

1 

> 
GO 

Chase-Manhattan Bank ^ 
First National City Bank 
Manufacturer's Hanover Trust Co___ 
Chemical Bank New York Trust Co. 
Morgan-Guaranty Trust Co 
Bankers Trust Co 

2.036 
1.119 
1.634 

3.030 
.710 

1.895 
4.006 
1.576 
.835 
2.721 
.729 

0.635 
1.014 
8. 102 

1.323 
.994 

1.373 
.958 
1. 167 
3.988 
1.298 
.851 

0.946 
.986 
1.686 

6.612 
.668 

1.769 
1.787 
1.846 
1.626 
5.335 
5. 104 

Total, 6 largest New York banks. 8.529 11. 762 12. 068 9.635 10. 898 17. 467 

1 By way of stockholdings through nominees. 
Source: Report of the chairman to the House Select Committee on Small Business on Chain Banking, 87th Cong., table 13, pp. 60-62 

(committee print, 1963). 
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TABLE 9.—Interlocking directorates between the 100 largest U.S. industrial corporations and select financial institutions 

Rank, 1962, and name of corporation (according to sales) 

1. General Motors 
2. Standard Oil (N.J.) 
3. Ford Motor 
4. General Electric 
5. Socony Mobil Oil 
6. U. S. Steel 
7. Texaco 
8. Gulf Oil 
9. Western Electric -_ 

10. Swift - - - - . 
11. Du Pont (E. I.) de Nemours 
12. Chrysler _ 
13. Standard Oil of California 
14. Standard Oil (Ind.) _ 
15. Bethlehem Steel 
16. Shell Oil 
17. Westinghouse Electric 
18. International Business Machines 
19. General Dynamics 
20. Armour 
21. International Harvester 
22. National Dairy Products 
23. Boeing 
24. Lockheed Aircraft 
25. Radio Corp. of America 
26. North American Aviation 
27. Union Carbide 
28. Procter & Gamble _ 
29. Goodyear Tire & Rubber _ 
30. General Telephone & Electronics 

Morgan 
Guaranty 
Trust Co. 

XX 
X 
XX 
XX 

X 

X 
X 

X 

X 

Chase 
Manhat-

Bank 

X 

X 

X 
X 

X 

First 
National 

City 
Bank 

X 
X 

X 

X 

X 

X 

X 

Prudential 
Life In
surance 

Co. 

X 

X 

X 

Equitable 
Life As
surance 
Society 

XX 
X 

X 

New York 
Life In
surance 

Co. 

X 

X 

X 

XX 

X 
XX 

CO 

S3 
CO 
H 
H 

15) 

CO 
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TABLE 9.—Interlocking directorates between the 100 largest U.S 

Rank, 1962, and name of corporation (according to sales) 

31. Firestone Tire & Rubber 
32. Phillips Petroleum 
33. Martin Marietta 
34. General Foods 
35. Sinclair Oil 
36. Continental Can 
37. Sperry Rand 
38. American Can 
39. United Aircraft _ 
40. International Paper 
41. International Telephone & Telegraph 
42. Cities Service 
43. Monsanto Chemical 
44. American Motors 
45. Eastman Kodak 
46. Republic Steel 
47. Borden 
48. Burlington Industries 
49. U.S. Rubber 
50. General Tire & Rubber 
51. Aluminum Co. of America 
52. Dow Chemical 
53. Armco Steel 
54. Reynolds (R. J.) Tobacco 
55. Continental Oil 
56. Allied Chemical 
57. Caterpillar Tractor 
58. Goodrich (B. F.) 
59. Corn Products 
60. Bendix 

. industrial corporations and select financial institutions—Continued 

Morgan 
Guaranty 
Trust Co. 

X 

XX 

X 

X 

X 

XX 

Chase 
Manhat-

Bank 

X 

X 
X 
X 

X 

X 
X 
X 

First 
National 

City 
Bank 

X 

X 
X 

X 

X 

Prudential 
Life In
surance 

Co. 

Equitable 
Life As
surance 
Society 

X 

X 
X 

New York 
Life In
surance 

Co. 

X 

X 

X 
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61. 
62. 
63. 
64. 
65. 
66. 
67. 
68. 
69. 
70. 
71. 
72. 
73. 
74. 
75. 
76. 
77. 
78. 
79. 
80. 
81. 
82. 
83. 
84. 
85. 
86. 
87. 
88. 
89. 
90. 
91. 
92. 
93. 
94. 
95. 
96. 
97. 
98. 
99. 

100. 

Sun OiL_ _. 
Jones & Laughlin Steel 
Inland Steel 
Douglas Aircraft 
National Steel 
01 in Mathieson Chemical 
Wilson 
Anaconda 
Minnesota Mining & Manufaetuiing. 
Ralston Pui ina 
Coltage-Palmoli ve 
Borg- Warner 
Pittsburgh Plate Glass 
Tidewater Oil 
American Tobacco 
Amei ican Cyanamid 
Ameiican Metal Climax 
Si nger 
0\\ens-Illinois Glass 
Minneapolis-Honeywell Regulator 
Campbell Soup 
Youngstown Sheet & Tube 
Crown Zellerbach 
Stevens... 
Raytheon 
Atlantic Refining 
St. Regis Paper 
Grace (W. R.) 
Morrell (John) 
National Lead 
Pure Oil_ 

X 
X 

X X X 

X 
X 
X 

X X 

X 

X 
X 

X 
X 
X 

X 

X X X 

X 

Coca-Cola 
National Cash Register. 
Textron 
General Mills 
Weyerhaeuser 
Deere 
Beatrice Foods 
Reynolds Metals 
National Biscuit 

X 
XX 
X 

X X X 

"1 

O 
pj 

$ 
W 
PI 
02 
PI 

< 
pj 

Ui 
"4 
02 
PJ 

> 
H 
PJ 

*4 

PJ 

> 
C/2 

CO 
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TABLE 10,—Major long term relationships between directors of J. P. Morgan & Co. and large American corporations. 

2 

fel 

fel 

QQ 

w 

fel 

*i 

fel 

Name of corporation J. P. Morgan 
directors, 1912 1 

J. P. Morgan 
directors, 1933 : 

J. P. Morgan 
directors, 1939 3 

J. P. Morgan 
directors, 1950 4 

J. P. Morgan 
directors, 1958 5 

J. P. Morgan 
directors, 1962 6 

New York Central R.R_ 

Atchison, Topeka & 
Santa Fe Ry. Co 

American Brake Shoe 
Co. 

Continental Oil Co 

Northern Pacific Ry 

General Electric Co 

General Motors Corp 

Johns-Manville Corp 

Kennecott Copper Corp. 

Phelps Dodge Corp 
Pullman Co 

Merck & Co.? 

Standard Brands, Inc_ 

J. P. Morgan 

Charles Steele Charles Steele 

T. W. Lamont 
J. P. Morgan, 

Jr. 
Charles Steele 
J. P. Morgan 
Charles Steele 

J. P. Morgan 

George Whitney 
T. S. Lamont 
T. W. Lamont 
R. C. Leffing-

well 
Perry E. Hall 
F. D. Bartow 
Thomas Cocrane 
Junius S. 

Morgan 
George Whitney 
George Whitney 
F. D. Bartow 

H. S. Morgan 
George Whitney 

T. S. Lamont 
J. P. Morgan 
George Whitney 
J. P. Morgan 
Thomas New-

ball 
Wm. Eving 

George Whitney 

T. W. Lamont 

H. P. Davison 

George Whitney 
T. S. Lamont 
A. M. Anderson 
R. C. Leffing-

well 

F. D. Bartow 

Junius S. 
Morgan 

George Whitney 
F. D. Bartow 
H. C. Alexander 
George Whitney 
George Whitney 

T. S. Lamont 
J. P. Morejan 
George Whitney 
C. D. Dickey 

Gustav Metzman 
George Whitney 
T. S. Lamont 

H. P. Davison 

George Whitney 

A. M. Anderson 

C. D. Dickey 

H. C. Alexander 
Alfred P. Sloan 
George Whitney 
H. C. Alexander 

C. D. Dickey 
Alfred P. Sloan 
George Whitney 
T. S. Lamont 
Alfred P. Sloan 

C. D. Dickey 
John S. Zinsser 

H. P. Davison I H. C. Alexander 

T. S. Lamont 

H. P. Davison 
Devereux C. 

Josephs 
George Whitney 
L. F. McCollum 
A. M. Anderson 

C. D. Dickey 

H. C. Alexander 
Alfred P. Sloan 
George Whitney 
H. C. Alexander 
I. C. R. Atkin 

Alfred P. Sloan 
George Whitney 
C. D. Dickey 
T. S. Lamont 

C. D. Dickey 
John N. Zinssen 

H. C. Alexander 

T. S. Lamont 

Devereux C. 
Josephs 

L. F. McCollum 

John M. Meyer, 
Jr. 

C. D. Dickey 

H. C. Alexander 
H. J. Morgens 

H. C. Alexander 

C. D Dickey 

T. S. Lamont 

C. D. Dickey 

H. C. Alexander 

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



Consolidated Edison Co. 

Texas Gulf Sulphur Co. . 

U.S. Steel Corp. J. P. Morgan 
J. P. Morgan, 

Jr. 
Charles Steele 

T. S. Lamont 
George Whitney 
T. W. Lamont 
Junius S. 

Morgan 
J. P. Morgan 

George Whitney 

T. S. Lamont 
George Whitney 
J. P. Morgan 
T. W. Lamont 

Junius S. 
Morgan 

Devereux C. 
Josephs 

George Whitney 
T. S. Lamont 

A. M. Anderson 

George Whitney 
Devereux C. 

Josephs 
T. S. Lamont 

A. M. Anderson 
H. P. Davison 

D. C Josephs 
T. S. Gates 

T. S. Lamont 

H. S. Wingate 

I 

i From H. Rept. 1593, 62d Cong., 3d sess., 57-65 (1913). 
2 From hearings before the Senate Committee on Banking and Currency on stock exchange practices, 73d Cong., 1st sess., 1937. 
3 From hearings before the Temporary National Economic Committee, 76th Cong., 2d sess., pt. 23, at 12301-12303 (1939). 
4 From hearings before the Subcommittee on Study of Monopoly Power of the House Committee on the Judiciary, 82d Cong., 1st 

sess., series 1, pt. 2, at 89 (1951). 
« From H. Rept. 1278, 85th Cong., 1st sess., 42-45 (1957). 
fi From "Poor's Register of Corporations, Directors and Executives" (1963). 
7 Formerly Sharpe & Dohme. 

*1 

& 
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1576 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

The CHAIRMAN. We want Dr. Reagan to make his statement now, 
and we will then interrogate you together. 

Professor Reagan, we have already introduced you; if you will 
proceed in your own way, sir; we will appreciate it. 

STATEMENT OF MICHAEL D. REAGAN, ASSOCIATE PROFESSOR OF 
POLITICAL SCIENCE AND DIRECTOR OF PUBLIC ADMINISTRATION 
PROGRAMS, MAXWELL GRADUATE SCHOOL, SYRACUSE UNIVER
SITY, SYRACUSE, N.Y. 

Mr. REAGAN. Thank you very much, Mr. Chairman. 
Monetary policy, it seems to me, is too important to be left to a half 

private and three-quarters autonomous body, such as the presently 
constituted Board of Governors and Open Market Committee. 

The essentia] weaknesses of the Federal Reserve System—and these 
I state from a particular viewpoint, that of a political scientist con
cerned with responsible and effective government, and committed to 
the great goals of the Employment Act of 1946—the weaknesses of 
the Reserve System from this viewpoint are these: 

1. The private ownership of the Reserve banks. 
2. The Federal Reserve's independence from the accountability of 

the appropriations process in the Congress; and I think this is most 
fundamental. 

3. The Federal Reserve Chairman's privileged position of a fixed 
term of office. 

4. The making of major monetary decisions in the OMC, a body 
susceptible of domination by men neither appointed by the President 
nor consented to by the Senate. 

5. The narrowness of advisory representation through the Fed
eral Advisory Council. 

And, finally, the anachronistic character of the system's legislative 
mandate and its separation from the coordinative responsibilities of 
the President under the Employment Act. 

These points should make it clear that I am in strong general ac
cord with the direction of the proposals put forth by the distinguished 
chairman. 

My thinking differs in some details, however, as I shall explain. 
As I study the Federal Reserve System—and I did research on its 

organization for the Commission on Money and Credit—what stands 
out most significantly to me is that the system's structure has remained 
constant while its functions have changed dramatically. In 1913, 
which was before we understood the general processes of economic sta
bilization as we do now, before maximum employment had become an 
explicit statutory goal and responsibility of the President and the 
Congress, and before economic growth and Government's role in 
stimulating it had become a national economic goal, it made sense 
to establish the system as an accommodation to commerce and business. 
Today, that narrow a focus makes no sense whatsoever. 

In 1913, the System's soal was to preserve banks and bankers from 
the panics of an inflexible money supply. In 1964, the primary goals 
are—or should be—to contribute to the promotion of maximum em
ployment, production, and purchasing power. The Employment Act 
of 1946 did not say that all agencies except the Federal Reserve should 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1577 

adhere to these goals. Chairman Martin has explicitly recognized, 
verbally, that the Employment Act applies to the Fed; yet the System 
continues to be organized as though its responsibilities were solely to 
bankers and to the business community. 

In fact, its responsibilities are to the Nation, its policies affect the 
whole Nation, and its structure should therefore provide for account
ability to the whole Nation. I t is not enough that the Chairman of the 
Fed should make verbal obeisance to the Employment Act: the Presi
dent and Congress should be in a position to insist that the Fed not 
undercut economic policies determined by themselves as politically 
responsible officers of Government. 

The President is required by the Employment Act to submit an 
economic program; such a program must include recommendations 
on monetary policy to be meaningful. Thus the President must be, as 
H. Christian Sonne has said, "the coordinating agent for the whole 
national economic program." If the Congress wishes to hold the 
President responsible for economic policy, and if the electorate thinks 
of him as responsible—as is clearly the case—then he must be given 
authority commensurate with his responsibilities. Is it not ridiculous 
to insist on Presidential responsibility for national security, for defense 
policy, for diplomacy, and for the national budget and the debt man
agement operations of the Treasury, and yet maintain, as the Fed does, 
that the Chief Executive cannot be trusted with authority over mone
tary policy? 

One final point of a general nature should be made before moving 
on to specific suggestions. I would deny the validity of the argument, 
frequently made by spokesmen of the Fed, that the System is now 
sufficiently accountable to the Nation because it is accountable to the 
Congress. First it is less accountable than regular departments be
cause appropriations are not its lif eblood. 

I have read enough appropriations hearings and other substantive 
hearings of the Congress to feel rather firmly that the power of the 
purse string does remain a very important power of the Congress. 
The Federal Reserve is not subjected to this accountability. 

Second, the argument usually takes the form of a statement that 
when Congress doesn't like what the Fed is doing it can always abolish 
the Board or change policy by law. This is ridiculous. 

Now, you do not wish to abolish the Board every time it goes half 
a percent above wiiat you think is the appropriate interest rate. That 
may not be a specially good example, because you may not wish to do 
anything—you want to leave it some discretion. But the major point 
is that you cannot abolish the whole mechanism in order to make some 
changes in it. We went through this argument in regard to the FCC 
at the time of some of the troubles that body was having 5 or 6 years 
ago. 

One of the points that came out was that it could not control station 
behavior very well, because the only measure it had for dealing with 
station behavior was to either issue a license for 3 years or not issue it 
at all. 

But it was not thought that it could suspend a license for 3 months, 
or require small changes. 

And the Commission itself said that given only a death sentence 
power they dare not do anything, because they think the punishment 
would not fit the crime, so to speak. 

28-6S0—64—TOI. 3 4 
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1578 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

I think the same situation applies here. That so long as the only 
thing the Congress can do vis-a-vis the Federal Reserve is to abolish 
it, then it really has no control at all, because it is not going to take 
that drastic a step. 

To move on to some specific suggestions, certain structural reforms 
seem to me to follow from this viewpoint. 

1. Bring the System fully into the Government by requiring it to 
obtain its operating funds through the normal and wise system of leg
islative appropriations. Proposed bill H.E. 9685 would accomplish 
this. 

Let me add there a personal note. A few years ago, when I first 
visited the offices of the Federal Reserve, and was ushered into the 
office of a particular member of the Board of Governors, and having 
visited several other officers of departments, executive offices near the 
White House, I was amazed at the contrast, physical contrast, between 
normal Government offices and those of the Federal Reserve. I would 
have thought I was in the office of the president of General Motors 
rather than a Government department, by comparison with the less 
plush surroundings of agencies that depend upon appropriations. 

This is not a matter of great substantive importance, obviously. 
But I think it has some symbolic significance. 

Secondly, make the policymaking authority fully public by abolish
ing the Open Market Committee, moving its functions to the Board of 
Governors (or its successor form), and thus eliminating formal voting 
power currently held by five Reserve bank presidents at a time. (H.R. 
9631.) 

Chairman Martin contends that the OMC is needed to— 
provide a means whereby the viewpoints of the presidents * * * with their tech
nical experience in banking and their broad contacts * * * may be brought to 
bear upon the complex credit problems of the System. 

But it is clearly unnecessary to give the Reserve bank presidents a 
policy-determining vote in order to receive their knowledge and ad
vice. Consultation, not a vote, is all that is called for here. 

3. Have the Chairman of the F R B serve at the pleasure of the 
President. His position is in many ways analagous to that of a de
partment head in the Cabinet. Cabinet members serve at the will of 
the Chief Executive; so should he. The reasons in both cases are 
that it is the President's policies that the country can accept or reject 
at the polls, so he must be given a chance to try what he thinks appro
priate, and that effective economic policy requires unified programing 
of all major tools: an F R B Chairman not accountable to the President 
may not feel the same need for unity of approach with the rest of the 
executive branch as would a man serving at the President's pleasure. 

H.R. 9631, by making the Secretary of the Treasury the Chairman 
of the Federal Reserve Board, is one way, but not the only way, to 
accomplish this recommendation. 

I see no reason why the situation of the man most responsible for 
monetary policy's share of general economic policy should be any 
further removed from accountability than that of department heads. 

While it would hardly be appropriate for me to lecture this body 
on political strategy, it does seem to me that the strongest opposition 
to bring the Fed into the Government has always been the fear of 
subordination to the Treasury. 
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I t does seem to me that it may therefore be a little bit easier to move 
in this direction and still accomplish the essential ends if the monetary 
authority remains separate from the Treasury, although coordinate, 
but brought under the same degree of control by the President and 
the Congress, as is the Secretary of the Treasury. 

On the question of the size of the Board, if the Board's structure 
should be reorganized, let me add that on this I fear I differ with the 
Chairman. And let me put it in terms of commenting on what Gov
ernor Mitchell said in his testimony on March 4. He raised the ques
tion of the size of the Board, the length of term, and quality of mem
bership. 

I t seems to me that the larger the Board, the harder it will be to find 
the highest quality of men to fill all of the positions, and the more 
time and effort lost in trying to arrive at a lowest common denomina
tor consensus. 

I do not see the logic by which we can determine the defense policy 
of the United States under a single Secretary of Defense, not on the 
basis that he alone is an allwise man, but because we know he has all 
kinds of staff manner of obtaining judgments, advice, consultation, of 
obtaining a wide variety of viewpoints, without himself being a multi-
head to the agency. 

I t seems to me the same argument applies to the Federal Reserve 
as to other departments. 

My real preference would therefore be for a single Secretary of a 
Federal Reserve Department, or a single Governor of the Federal 
Reserve System. 

In this way, I think one could obtain a very high quality man, one 
can pinpoint responsibility. 

After all, if we know the name of any member of the Federal Re
serve Board today, it is Chairman Martin. I don't think there are 
two dozen people m the country outside of the Congress and the Treas
ury who could name the other members of the Board of Governors. 

In negotiation, it seems to be the Chairman who really counts. Why 
not make this responsibility which exists in fact on the Chairman exist 
in law as well. 

Next, revise the Federal Advisory Committee to achieve broader 
representation. 

I go back to my opening point here. The functions of monetary 
policy affect the whole country today, not just bankers. Therefore, 
if there is to be an Advisory Committee to let the monetary authority 
know where the shoe pinches, more than bankers should be represented. 

Finally, amend the Federal Reserve Act to incorporate an explicit 
statement that the Board of Governors are bound by the goals of the 
Employment Act. 

I n conclusion, then, our principles and our institutions of govern
ment call for every legitimate interest and viewpoint to be heard. 

The monetary authority traditionally espouses, in this country and 
others, most strongly the viewpoint that price stability should be the 
paramount goal of economic policy. 

And I don't think that has ever come out more clearly than in 
Chairman Martin's response to Representative Reuss' questioning in 
January that he can envisage a restrictive monetary policy even at 
a time unemployment remains over 5 percent. 
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1580 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

Now, this is a legitimate viewpoint, though one I hardly share, and 
has a right to be heard. But what it does not have a right to do is to 
supplant or obstruct the general economic policies of the elected Chief 
Executive and the elected Congress. 

Just as the Reserve Bank President should be heard but should not 
take the place of the Board, so also the Board should be heard, but 
should not take the place of the President. 

Presidential leadership and continuing congressional scrutiny are 
the hallmarks of effective democratic government. I believe that the 
Federal Reserve needs to be brought more closely into that frame
work. Thank you. 

The CHAIRMAN. Thank you, Dr. Reagan. 
Now, we will alternate questioning you gentlemen. First I will ask 

Mr. Hanna if he wouM like to interrogate the witnesses. 
Mr. HANNA. Thank you, Mr. Chairman. 
Professor Reagan, political scientists who have written on the sub

ject assert that the administrative process is necessarily ineffectual, 
except when an agency is part of the executive arm of the govern
ment, because inevitably such an agency, if not connected in this wav, 
becomes captured by the very group over which they are presumably 
in control. 

I t is I think the viewpoint of those who write critically on this sub
ject that the influence of pol'tics is a very good thing here—for the 
politicians have to go back and refer to a constituency which aeks them 
then to be responsive to certain demands and needs, and they can then 
plow that feeling into the core of such agencies that do have a con
nection with government, so that they in turn become more responsive 
to what we call public policy rather than the more restrictive private 
interests—to the degree that those might be in conflict. What would 
be vour comment on that ? 

Mr. REAGAN. I think I am in general agreement with this position. 
The history of many of the regulatory commissions, as examined 

by Robert Cushman in the early 1940's, and by Bernstein in the early 
1950's, and by other writers in this area, do suggest certainly a greater 
tendency than seems to be evident generally in the departments to 
be—for the agency or commission to become subject to the private 
interests it exists to regulate in the name of the public. 

We poHtical scientists have perhaps carried this too far and over
emphasized it. T would make this qualification. There have been 
times when the Federal Drug Administration, which is within a reg
ular executive department, has not seemed to be much farther re
moved from capture than, say, the Federal Communications 
Commission. 

T think one of the most important things in this regard is the other 
side of the coin, one which I think Chairman Martin might well look 
into from his own viewpoint; namely, that an agency which is not 
part of the Presidential orbit may become isolated from the main
stream of policy making and its voice may not be heard as strongly 
as if it were part of that orbit. 

Now, informally we have, I take it, been moving in the last 10 years 
toward bringing the Federal Reserve a bit more into the Presidential 
orbit by these Monday meetings between the Chairman of the Fed 
and the Secretary of the Treasury, the Wednesday lunches with the 
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Under Secretary for Monetary Affairs, and at least for a time monthly, 
or at any rate sporadically, luncheon meetings at which the President 
sits down with CEA, Federal Reserve, Treasury, and the Budget 
Director. 

I would gather from the testimony of recent years, some of it in the 
Senate Finance hearings of about 1959, that these meetings with the 
President have been very helpful to the Fed in getting its viewpoint. 
So that from the Fed's own viewpoint, independence may not be the 
best thing for it. 

I think we have two questions here. One is getting as unified a 
national economic policy as possible, in substantive economic terms, 
so that we do not have the right hand and the left hand writing off 
in opposite directions. And I think the colloquy between Representa
tive Reuss and Chairman Martin in March before this bodv sug
gests that this is what we may have before the year is out. That is 
one part of it. 

The other is ' that government, like Caesar's wife, should be beyond 
reproach. And this is when I think the public nature of the employ
ment of those who make policy is important. 

I was interested in listening, as I came in, to the discussion over 
whether the Reserve bank presidents were private or public. Frankly, 
I would like to interject on that one. My feeling is that they are some 
of each. I do not think we can any longer very eas^y make hard and 
fast distinctions between what is public and what is private. 

To take a different area to illustrate the point, when you have 
an aircraft missile manufacturing concern wrhose business is 99 per
cent with the Government, and all its payrolls come from the U.S. 
Treasury, is that a private enterprise business in the normal meaning 
of the word ? There is some question as to whether it is or not. There 
are contractual relationships and obligations that make it partly 
public in some sense. 

Certainly the so-called think-tanks, the not-for-r>rofits, that are 
doing part of the Government research work and making policv sug
gestions, cannot be labeled either "completely private" or "completely 
public." 

I t seems to me the Reserve bank presidents are in an analogous 
situation. Their employment institutionally seems to me to be es
sentially private. I t is clear thev are performing public functions, 
however. And the OMC is a publicly established body. So in that 
respect I suppose I am with Mr. Bolton that they are public to some 
extent, and in certain respects. 

I simply feel that on the thesis of Caesar's wife, there should 
be no ouestion at all where we can avoid question about these matters, 
that those who make monetary policy should be completely and ex
plicitly public. And I think that they should be appointed by the 
President and confirmed by the Senate, the same as the Secretary 
of the Treasury, the same as the Chairman of the Federal Reserve 
Board, to remove any question of an anomaly here. I am sorry, that 
was a rather more extensive answer than you were perhaps looking 
for. 

Mr. HAKNA. I wonder if either one or both of vou, starting with 
Dean Walden, would care to comment—I was particularly interested, 
Dean Walden, in your discussions in your prepared statement about 
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the sort of independent operation of the financial structure, really, 
within the country, which I do not think is unique to the United 
States, and its influence on where we are going, along with public 
policy. 

I notice this morning in the Wall Street Journal, that one of the 
economic advisers to the Federal Reserve Bank of New York is greatly 
upset about the possibility of inflation, the encouragement we see out 
of the tax cut. 

Now, it would be apparent from that article that he feels that im
mediately we ought to start more stringent credit controls. 

I was interested in what you said, because it indicated to me that 
you did not think that our monetary policy always has the positive 
effect that we think it has. 

To get stability out of our growth, is the reduction of credit the 
only source to which we can turn for possible stability and growth ? 

Mr. WALDEN. Well, let me see if I can answer that. 
Actually, as I indicated in my statement, monetary policy is only 

one of many factors responsible for the economic progress of the 
country. 

I personally tend to minimize its effect, at least on the upswring of 
the economy. 

My own theory is—and it appears in the prepared statement— 
that because of internal financing and internal reserves of large 
corporations, and because of the phenomenon of administered prices, 
the investment growth of the country and the price structure of the 
country seem to proceed independently of any particular monetary 
decision. 

Now, I would have to qualify that by saying of course the managers 
of the large companies will take into effect the results of monetary 
policy if there is a depression on inflation—they will consider these 
factors in making their investment decisions. But their immediate 
reaction to the interest rate, or their immediate reaction to more re
serves and the stricturing of the credit market is virtually none. They 
do not have to rely on that one way or the other. They have enough 
money to go ahead and invest, no matter how high the rate goes. 

I suggest if the interest rate goes too high, and buying power is 
curtailed, they may be reluctant to make long-term investments. And 
to that extent monetary policy will have some influence. But I think 
it is an indirect influence and that these other factors are very im
portant in the long-term growth of the country. 

Mr. HANNA. D O you think the reaction, as we seem to see it come 
with those closely affiliated with the reserves, that the stimulus called 
inflation should immediately get the response of "curtailment of 
credit"? 

Mr. WALDEN. Of course you are in somewhat of a dilemma, because 
during the last couple of years there has been a lot of criticism regard
ing the fact that we are not progressing in our economic growth as 
rapidly as, say, the Soviet Union or some other countries. Therefore, 
how do we go ahead and encourage expansion? To date, monetary 
policy has not done it. So we are currently resorting to tax policy 
in an effort to accomplish this objective. 

Now, the suggestion is that while you are doing this, there may be 
inflation so that we had better employ monetary policy to counteract 
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the very steps that were taken to impel what monetary policy did not 
do to begin with. Now I do not purport to know the answer to what 
should be done with our monetary policy and what should not be 
done. But that seems to be the anomalous situation in which we may 
shortly find ourselves. 

Mr. HANNA. My time has expired. 
The CHAIRMAN. Mr. Bolton f 
Mr. BOLTON. Thank you. 
Dr. Reagan, I would frankly like to compliment you on your state

ment exceedingly. I t is a most forceful and clearest explanation of 
the line of reasoning which I believe the chairman follows, and cer
tainly the line of reasoning which many have taken, that I have seen, 
and I appreciate it having it spelled out as you have done it. 

Mr. REAGAN. Thank you very much. 
Mr. BOLTON. I would like to merely ask you, sir, Do you feel that 

the direction, the determination, and decisions of the Federal Govern
ment are the dominant factors in the movement of the economy ? 

Mr. REAGAN. I know it is helpful to get a yes or no answer rather 
than a maybe answer, so I will say "Yes," because I certainly lean to 
that side. 

Mr. BOLTON. Here is what I am trying to lead to. 
If the monetary policy of the country is subject to the political 

pressures of the legislative process rather than being a balance wheel— 
which in some respects it could be compared to today, as it is in the 
semi-independent capacity of the Reserve—it would then become an 
addition, as I see it, to the swings of political judgment. 

Now, if this is true, and it would put under Government—wouldn't 
the Government itself have to become more responsive to the people; 
namely, wouldn't the term of the Presidency have to be changed to be 
more responsive, similar to the English system, whether it could be a 
so-called referendum on policy ? Otherwise aren't you going to have 
in a 4-year period a policy of, shall we say, freer money ? 

Just last night, as an example, we had the creation of $400 million 
more a year of "money" meaning a term of exchange that is pumped 
into the economy. Wouldn't you have to have a policymaking execu
tive branch which is more responsive to the electorate ? Otherwise, in 
a 3-year period you would get to the point where you could get chaos 
economically. 

Mr. REAGAN. Let me preface my reply by returning the compliment 
you were so kind as to pay me a moment ago, by saying I think you have 
expressed very clearly, sir, the essence of what the logical argument is 
against the position I have expressed. Now let me try to make a reply 
to it. 

I think that there are degrees of response to the whims and winds of 
popular fancy—in quotation marks. 

The President himself does not change his policies with every Gallup 

f)oll finding. And I think that there has been much concern, not 
east in the Congress, in recent years over the difficulties of getting 

the executive branch itself, let alone the independent commissions, to 
respond enough to changes in popular sentiment. 

In other words, hasn't there grown up a fear of an irresponsible ad
ministrative body—the administrative growth of bureaucracy ? 
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Well, this suggests that if this fear is correct, then at least one 
cannot say simultaneously that the administration—that the admin
istrative agencies tend to be too responsive too quickly to the public. 
I t is one thing or it is the other. 

My feeling is that the degrees run something like this. 
The House of Representatives may be the most quickly responsive 

body, at least on certain matters—I do not want to ge\ into the whole 
argument about apportionment here—and I can see where I may lead 
myself. But the Members of the House are responsive at least within 
their respective districts rather closely and quickly to changes in tides 
of Fentiment, it seems to me. 

Now, this leaves open the question of whether, because of the nature 
of dominant interest in districts, this gives you a picture of the whole 
country that is accurate or not. 

But bypassing that—next, the President and the executive branch, 
to the extent that the President can control it—and that is perhaps 
one of the questions of recent years—is responsive at a somewhat slower 
pace, or to a somewhat more limited extent. 

Beyond that, the Senate, at least in the first 2 years of a Senator's 
term—what is the story—in the first 2 years he is a statesman and in the 
last 2 years he is running for office again. 

And then the independent commissions are the furthest removed 
from responsiveness to the general public. They may be extremely 
and quickly responsive to a particular public, such as the Federal Com
munications Commission when the broadcasting industry recently 
attacked the proposal that there be controls over commercials, and the 
Federal Communications Commission backed down in 2 weeks. This 
is extreme responsiveness, but not to the general public. 

So within this framework, it seems to me that to make monetary 
policy, like budgetary and other fiscal policy, a matter of executive de
termination is not by any means to say that it is going to be subjected to 
minor whims of public opinion. 

Mr. BOLTON. If I may interrupt there—I am not asking that it be 
responsive to the minor whims of public opinion. Let me use a specific 
example. I will preface it by saying that it seems to me that monetary 
policy, going as it does to the purchasing power of the dollar, or 
currency, is probably the most—it needs to be a balance wheel if we 
are going to accomplish the objectives of the 1946 Full Employment 
Act. 

Now, let me take an example—and I do not mean to say that I neces
sarily go along with this line of thought that I am going to suggest. 
But I want to say that there is a body of opinion in this country that 
would suggest that the Cuban blockade, coming at the time that it 
did, and utilized as it was, was done not only for foreign affairs, and not 
only for our world situation, but also was utilized as a political tool. 

Now, if the same influences were brought in to bear on monetary 
policy, does that not give you pause for consideration, with the need 
for the stability of the purchasing power of our money ? 

Mr. EEAGAN. If it gives me pause, it is only the briefest pause, sir. 
Monetary policy—the operations of the Open Market Committee, for 

example—these are one of the more arcane parts of economics to lay
men like myself, and to students of my colleagues in the economics 
department. And t do not think that we are in any danger of having 
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the general public under any circumstance writing vast quantities of 
letters to Congress saying "We want fewer bonds sold," or more bonds 
sold, or "We want the rediscount rate changed by a quarter percent," 
and so on. 

The intricacies will be left to the Government. Indeed, I would be 
inclined to argue that today our danger is if anything that not enough 
of the people take enough of an interest in what the Government does. 
If antning, there is too much of a tendency to leave it to the experts. 

Mr. BOLTON. I would agree. 
Mr. REAGAN. And here I think it is not—the experts can tell us 

to some extent how to achieve a given objective, but it is the public 
and the electorate who should tell us what the objectives should be. 
And I think they are not inclined to go much beyond that role. 

Let me suggest another analogy. In national security and defense, 
military weapons systems, the choice of one missile as opposed to an
other is a technical matter. There have been attempts at political eco
nomic influence on these decisions—the advertisements that contractors 
for different missiles place in Time magazine and so on—I am sure the 
pressure upon all of you are at times tremendous when there are threats 
of cutdowns in your district of contractual employment for a particu
lar system. 

Yet it is not my impression that on the whole our defense policy has 
been impossibly skewed by these matters, or these pressures. I think 
judgments have been made by reasonable men acting on the basis of 
the best information they can get, and acting with the greatest wisdom 
they can. 

Mr. BOLTON. If I may just interrupt, because the distinguished 
gentleman from California is in the chair and was absent the last 
time I ended up this collomiy—I still do not think that California has 
all those benefits to offer. Thank you. 

Mr. HANNA. Thank you, Mr. Bolton, Mr. Brock ? 
Mr. BROCK. If I might ask the gentleman from California—you 

referred to the economist. We were talking about this article of Mr. 
Reierson. I might point out he is the vice president of Bankers Trust. 

Mr. HANNA. He is designated as an economist. 
Mr. BROCK. Consultant for the Bankers Trust Co., not the Federal 

Reserve; I think we should make the distinction. 
Mr. HANNA. I stand corrected. 
Mr. BROCK. I have been interested in what seems almost to be the 

conflict between the testimony of you two gentlemen today. 
You seem, Dr. Reagan, to put a rather large amount of importance 

on monetary policy as an initiative factor in the economy factor. Now 
I would like to ask Dean Walden if he would not agree—at least I 
read your statement to this extent—with the feelings of the Chairman 
of the Federal Reserve, Mr. Martin, that monetary policy today, be
cause of the factors you have mentioned, is more permissive than crea-
ti ve. Is this not true ? 

Mr. WALDEN-. Yes, sir. I would agree with that. 
Mr. BROCK. In that context, then, should not monetary policy be 

more of a stabilizing fn^tor? In other words, shouldn't we utilize 
monetary policy as something to just insure that the factors are avail
able for economic growth, rather than trying to create economic 
growth? 
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Mr. WALDEN. I think there is some question as to what monetary 
policy can actually accomplish within its limited means. But I am not 
sure that that should circumscribe what you should use it for. Maybe 
it can do a little bit in giving some impetus to the economy. If it can, 
and you want to stimulate the economy, maybe you should use it for 
that purpose even if it is not as effective as one might wish. I was 
not suggesting that you should not use monetary policy to the fullest 
extent possible to control the economy. My only suggestion was that, 
as I view it, what it can do is very limited—particularly in encourag
ing economic growth. 

Mr. BROCK. I do not think there is any question of that. I was at
tempting to point out that the degree and emphasis seems to be quite 
different between the two of you. Maybe I am wrong. 

Mr. EEAGAN. May I respond a bit to that ? 
I certainly would not take the position that I consider monetary 

actions the fundamental determinant, but rather that along with bud
getary decisions—that is the total level of the budget—and the extent 
of deficit or surplus, and the nature of the areas in which public spend
ing occurs—all of these together, plus the policies of lending agencies, 
subsidies, et cetera—all of these together are a bag of economic tools. 

I t is my impression that monetary policy is not generally very 
creative, but that at least it may have important negative effects. 
That is, I think economists disagree as to the extent to which monetary 
ease in a period of recession may stimulate activity, make money 
available, the question is whether this leads businessmen to use it. 

I n a period of inflation, I take it there is greater agreement that 
monetary tightness can dampen things, and it does not dampen them 
evenly—some people get hurt more than others by the tightening, just 
as some people get hurt more than others by the inflation—although 
it is different people. And this is a matter of legitimate political 
concern, I think, because it is a balance of values for different groups 
in the population. 

So all I am attempting to say, and I do not think it contradicts 
in any way what Dean Walden was suggesting, is that monetary 

olicy, as part of our total apparatus for dealing with the economy, 
as some importance, more on one side than on the other, but enough 

so that it is a matter of public concern. 
Mr. BROCK. Well, if I may pursue the thought just a moment— 

it is my feeling, and I think the feeling of a good many economists 
we have had here, that monetary policy tends to act only after the 
initial impetus is arrived at from some other source. In other words, 
if you have inflation, you can use monetary policy either to apply 
brakes or to exaggerate the inflation. 

And the same would be true in reverse, with a recession. But you 
would find it fairly difficult to initiate either one if you were in a 
stable point—if there is such a thing—through pure monetary policy, 
if it were not related to fiscal policy. 

We have had some people testify, Dr. Eeagan, who suggest that 
monetary policy should become essentially dehumanized—just put it 
under a computer and apply a mathematical formula, an input of 
4 percent a year, for example, has been suggested as maybe a good, 
reasonable amount of money to pump into the economy, regardless of 
the economic circumstances—the purpose being to take out one of the 

E 
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variables in our economic swings, and to make it easier to control our 
economy. 

If you were to follow this line of reasoning, you would find it rather 
difficult to reconcile this viewpoint with yours. 

Mr. REAGAN. I sure would. But I do not agree with this reasoning* 
And here I would associate myself with the remarks of Governor 
Mitchell who concluded his testimony with the words: 

I must dissociate myself from those who feel these powers can be employed 
without thought, judgment, discretion and concern for the world as it is. 

I do not pretend to any expertise on this dispute over the quantity 
theory of money. However, my reading of the economic textbooks 
suggests to me that I am not ready to move to an automatic system. 

Mr. BROCK. Nor am I, I might add for the record. I would like to 
end up with one final comment. 

We have had some discussion—I apologize, incidentally, for coming 
in late—when I came in there was some discussion as to whether these 
people were actually in public service. I do not think it was pointed 
out that when you talk about bank presidents being elected by the 
banks—I think it should be remembered that the Federal Reserve 
Board of Governors is appointed by the President, and they in turn 
have the authority to say yea or nay to any Federal Reserve bank 
president. The nomination is submitted to them for approval. And 
in that sense I think you can say that there is a good deal of public 
control over the appointment of these officials. 

Mr. ELVNNA. Thank you, Mr. Brock. I think, however, that in any 
indication about whether a particular appointee is responsive more to 
the private sector than he is to the public sector, one needs only to 
realize the facts of life—that we all come trailing clouds of glory from 
whence we came. In other words, you can find dedicated, objective 
men from the field of banking, and they would not necessarily bring 
the same quality of either the dedication or the qualifications, if they 
were appointed out of the ranks of the clergy, or out of the ranks 
of deans of law schools, or the ranks of professors of political science, 
or any other g roup that you might mention. They would bring, I 
think, unquestionable dedication and perhaps some rather high quality 
qualifications. But they would all be different. 

Each one might honestly feel that regardless of his attachment to 
that group from whence he comes, that he is also a citizen, in the broad 
sense, and is responsive to what he would be able to distill out as being 
in the public interest. And I think—is that an honest comment ? And 
that, after all, is what that we are discussing in terms of where these 
interests lie. 

I have great respect for the representation of the gentlemen who 
now serve, that they feel that they are dedicated to the public interest. 

Mr. REAGAN. If I may add to that—I do not doubt for a moment 
that the Reserve bank presidents are dedicated to the public interest 
and so think of themselves, and that the members of the Board of Gov
ernors are devoted to the public interest, and the President is devoted 
to the public interest, and that the Secretary of the Treasury is devoted 
to the public interest. And I will hopefully assume that Dean Walden 
and I myself are. 

The trouble is each of us sees the public interest a little bit differ
ently. And this is why I think it is important that the monetary au-

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



1588 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

thority whose actions, to the extent that they have effects at all, have 
them on the whole population and not just bankers—that its structure 
should be reflected on this fact of the total society interest. 

This is why I think it is important, for example, that the Federal 
Advisory Council have broader representation than bankers alone. 

On the public and private business, it seems to me that it is not 
substantively of great importance perhaps whether the Reserve bank 
president takes the same oath as the member of the Board of Gov
ernors or not. I am sure he is thinking in terms of public responsi
bilities. Here I think the important thing is to maintain an appro
priate appearance. That when you have got public decisions being 
made, they should not only in fact be made in the public interest— 
the appearance should fit that fact, too. 

Mr. BOLTON. Wasn't this System as a whole and the Open Market 
Committee structured with the very thought in mind of providing 
that very breadth, if I may use the word, of broad economic picture ? 

In other words, isn't that the very reason why there was the re
gional setup established, and the mere fact that they happen to be 
bankers, as contrasted to professional economists or investment coun
selors or bond salesmen, and anybody else that has a financial back
ground, an analytical background—isn't that the main reason behind 
the concept of the System as such ? 

Mr. HANNA. I would like to interject that reflecting the statements 
the gentleman has made before—there are some people who suggested 
there are political connotations in setting up regional banks. 

Mr. REAGAN. I t is my understanding that it has been felt impor
tant historically to insure representation of the regions of the United 
States. After all, in our economic history the agricultural South and 
the industrial North have been a source of political dispute, to put it 
mildly. The West and the eastern financial community have at times 
been at loggerheads. We have the whole history of populism, and 
all the rest of it. So there was the desire to insure that all parts of 
the country got heard, because they had somewhat different economic 
interests. 

I think again they can be heard without necessarily having a vot
ing voice. And secondly, ours has become much more a national 
economy in the midsixties than it was in the midnineteens. The flow 
of funds is much more national now—the work of the statistical 
analyses on the Commission on Money and Credit seems to emphasize 
this kind of factor. 

So if there ever was an economic reason for regionalism of this kind, 
I am not sure that it exists very strongly any longer—apart from 
consultation. 

Mr. HANNA. Gentlemen, I think that was three bells, a quorum call. 
We want to exnress on behalf of the chairman and I am sure all 

the members of the committee our thanks to you gentlemen for sub
mitting to our record such fine constructive statements. 

The committee will now recess until 10 o'clock Monday morning. 
(Whereupon, at 12:05 p.m., the committee was recessed, to recon

vene at 10 a.m. Monday, April 13, 1964.) 
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MONDAY, APRIL 13, 1964 

HOUSE OP REPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE, 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.G. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Representatives Patman, Reuss, Weltner, and Widnall. 
The CHAIRMAN. The committee will please come to order. 
We have as our witness this morning the Honorable Jerry Voorhis. 

He is executive director of the Cooperative League of the United 
States. 

I t was my pleasure and privilege to serve in Congress with Jerry 
Voorhis over a long period of time, in fact, all the time he was here 
as a Kepresentative from the great State of California. 

I have never known a more dedicated, honest, sincere Member of 
Congress than Jerry Voorhis. Jerry was always interested in mat
ters of great importance, looking way down the road years ahead. 
Not all Members agreed with him. 

In fact many Members were opposed to his views and convictions. 
But I do not know of any Member of Congress who ever served here 
who was held in higher regard and greater esteem than Jerry Voorhis. 

I t is my belief mat the best recommendation you can give to any 
Member of Congress or former Member of Congress is just reference 
to the fact that he had the respect of his colleagues. When you say 
that you have said it. And we are delighted to have you, Jerry. We 
shall look forward to hearing your testimony and whatever you say 
will certainly receive careful consideration from the members of this 
committee. Thank you, sir. 

STATEMENT OP JERKY VOORHIS, EXECUTIVE DIRECTOR, 
COOPERATIVE LEAGUE OP THE UNITED STATES 

Mr. VOORHIS. Mr. Chairman, I am more grateful to you for that 
introduction than I can possibly tell you. I couldn't very well start 
this testimony without making one statement. 

I think the American people are indebted to the chairman of this 
committee to an extent that is impossible to measure, for the lifelong 
work that he has done for the public interest and to introduce plain 
commonsense and justice into the way in which our monetary and 
credit system works in this country. 
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I remember when I was first elected as a freshman Member of the 
House that in my first term I drew the assignment of writing a state
ment in support of a bill introduced by the chairman of this commit
tee. I don't think anything ever happened to me in the 10 years that 
I was privileged to serve in the House that meant as much to me as 
that assignment. 

If I have one regret that runs deeper than any other one over the 
fact that I got licked in 1946, it would be that I didn't survive long 
enough to serve in the House when Wright Patman was chairman 
of the Banking and Currency Committee. 

Gentlemen, I am here this morning to give a statement as an ordi
nary citizen of the United States. I believe it is in the general public 
interest. I wrote a book back in 1944 that was called "Out of Debt, 
Out of Danger." And this more or less is the theme of what I wanted 
to present to the committee this morning. I think it is a real question 
as to how much debt even our great American economy can support 
without some actual danger to the continuing prosperity of the Na
tion and the rate of growth which we should maintain for economic 
health, and especially in the face of growing technological change 
and unemployment. 

Just where this point is, where the total burden of the debt becomes 
a serious drag on economic activity and especially on economic expan
sion I do not presume to exactly know. But with our Federal Gov
ernment's debt standing at more than $300 billion, with about 11 per
cent of our annual Federal budget required for debt service, with 
mortgage indebtedness at an alltime high figure, and with installment 
debt averaging better than $1,000 per family, I would guess that we 
are close to that danger point. 

I would like to just comment at this point, Mr. Chairman, if I may, 
that in my humble opinion one reason for the tremendous increase in 
installment debt and the tremendous expansion of sometimes very 
expensive credit which the consuming families of this country have 
contracted is because our money supply has not been as adequate as 
it needed to be in the face of the expansion of productive capacity. 

Two other facts, however, I need not guess about. One is that the 
greater the total burden of debt, the less the possibility of flexibility 
in our national economic policy and planning. By this I mean that 
the greater the debt, the more likely a situation is to develop in which 
default by a certain number of debtors caused by loss of employment; 
for example, may cause a chain reaction of defaults and plunge us 
into a serious economic depression. Moreover, with public debt al
ready at an astronomical figure the use of deficit financing to combat 
such a trend downward becomes somewhat more difficult. Hence 
we are forced to a position where the Nation can no longer endure 
even a slight downturn in economic activity and where governmental 
policies must be geared to prevent this regardless of other considera
tions. 

I t is not difficult to see therefore a rather direct connection between 
the size of the debt and the necessity for an increasing amount of 
governmental action in the economic life of the Nation. 

Now, I hasten to say that I don't think we should necessarily be 
opposed to such salutary Government action, and indeed I have been 
heartened by the degree to which the present administration and the 
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Congress have seen this. But there is certainly a limit in my opinion 
to how far such Government action can go, particularly when teamed 
with an ever-increasing private monopolization of our major indus
tries before some basic changes take place in our economic system 
itself. 

The second fact about which I don't think I need to guess is that 
a very considerable portion of our public debt never should have been 
debt at all. And that, as our economy tries to expand itself, the volume 
of this debt which should not be debt is certain to increase more and 
more. 

For example, during the Second World War approximately $108 
billion of the debt that we now carry was contracted by the so-called 
"sale" of Government bonds to the commercial banks. The commer
cial banks bought these bonds with pure fiat credit that was created 
on their books for the purpose of buying those bonds. 

They were not even required to have any reserves whatsoever be
hind the credits that they used to buy the bonds. I t seems to me we 
were thus quite needlessly saddled with a debt of $108 billion which 
amounted to nothing more or less than the Government borrowing 
back its own credit from private creators of money. To illustrate 
this I remember having a discussion at one time with a private banker 
in California who said he thought the Government wasn't paying a 
high enough rate of interest on bonds at that time. 

He said that they were only getting 2 percent on some of these bonds 
and I said "Well, what do you do about tha t?" He said "Oh, we just 
buy twice as many bonds." 

In other words, the number of bonds and the amount of so-called 
money that the bank could invest in them was without limit. They 
could buy as many as they chose, and create the money to do it with. 

I am not talking here, Mr. Chairman and gentlemen of the com
mittee, about debt which the Federal Government incurs, because it 
needs the money to pay the cost of Government or for some govern
mental program. But I am talking about additional money needed 
in circulation because additional means of payment—that is money— 
is needed to make possible the growth of our economic activity and 
to match increasing capacity to produce goods and services in our 
country. 

For illustration of this point, I need not search very far afield either 
in space or time, because it is evident in the reasons for, and the action 
taken by the Congress in the recently passed tax reduction bill. This 
bill was conceived necessary, and I am sure correctly so, as a means of 
preventing an economic recession. Its clear purpose was to free more 
money or purchasing power to be spent or invested. And this was 
conceived necessary in order that the lack of monetary demand might 
not strangle our economic growth. 

One of the world's best economists, in my opinion, Gunnar Myrdahl, 
of Sweden, has written a very able book about our country and its 
problems and has shown, I think conclusively, that the one way to the 
solution of such problems as unemployment and poverty in our 
country is an increasing rate of economic growth. And my concern 
and one of my reasons for asking the committee to hear me this morn
ing is that I think we are at present handicapped in using that key for 
one simple and very important reason. That reason is that the only 
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way in which we now bring about increases in our monetary supply is 
by increases in our debt, either public or private. 

The one thing I wish to propose this morning to the committee is 
that that situation be changed. For to the extent that our national 
economy needs additional money in circulation, it should be possible 
to put that money in circulation without any increase in debt at all. 
Now mind you, let me again distinguish between the Government need
ing money for some purpose, which I am not talking about, and the 
total economy being in need of more money, which is what I am 
talking about. 

Quite clearly, if we have need of money, of the medium of exchange, 
it is because we, as a nation, have, by expansion of our productive 
capacity, earned the right to that increase in our monetary supply. 

This should be reflected in an increase in the national credit, not its 
debt. What then should we do ? 

Well, I think we should begin to observe the provision of our 
Constitution which says that Congress shall have the power to coin 
money and regulate its value. Congress at present does neither of 
these things. I t should do both, not directly of course nor by itself 
administering a monetary authority, but by clear, legislative enact
ment, and above all, by exercising the basic power of sovereignty, 
namely, the creation of the Nation's money without debt through an 
appropriate agency. 

I submit again in elaboration of my testimony, Mr. Chairman, that 
any agency that has the power to create money has the power to tax 
the whole Nation. For every new dollar that is created necessarily 
affects the value of every other dollar that is in existence at the time. 

I , therefore, feel that it is not a power properly to be exercised by 
any private agency, but only by an agency which is sovereign in the 
Nation, namely, the National Government. 

Such an agency could be the Federal Reserve System, which prop
erly I believe should be made the property of the Nation, but even if 
that were not done, Congress could require of the Federal Reserve 
System, as presently constituted, that it exercise its money creating 
power which is certainly ample for the purpose, in the general public 
interest to the extent necessary to implement a steady growth of our 
economic and productive activity. 

I t is, in the last analysis, the capacity of the people and of our 
agriculture and industry to produce real wealth, which alone really 
gives value to any dollar in circulation at any time. 

If that capacity to produce increases by 4 percent in any given year, 
then the credit of the Nation increases likewise and by that same 4 
percent. And so does the ability of the Nation to guarantee, as it 
were, a dollar's worth of purchasing power to a total number of 
dollars 4 percent greater than the number in circulation in the year 
before. I think those figures are quite true. 

I don't mean to say that they are accurate to a decimal point. There 
may be some variation. But the basic facts I am sure are right. 

My simple proposal is that, by appropriate means, the United States, 
without any increase in public debt, credit itself each year with a 
percentage increase in the amount of money in circulation roughly 
equivalent to the rate of expansion of the economy itself. Such an 
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amount could then be used either to retire a portion of the outstanding 
national debt, or it could be spent into circulation, or employed in 
whatever manner existing economic circumstances might dictate. 

Let me emphasize that what I am proposing is not that the Congress 
authorize creation of money to pay the bills of the Government. 

Neither am I proposing any inflationary action. I am proposing 
that we correct the present built-in tendency toward deflation. 

And that we remove from our backs the necessity of increasing 
the public debt in order to accomplish that purpose, as we are now 
compelled to do. 

For at present the only method of any consequence whereby we 
obtain increase in our money supply is by the creation of what I might 
call "checkbook money,5' by the commercial banks operating as they 
do under the fractional reserve system. I shall not burden this com
mittee with a description of this process. 

I ts members I am sure understand it better than I. The records 
of this committee are replete with testimony on this point. The ob
vious wrong in this system is that when our Nation.needs expansion 
of its money suppy because it has already earned the right to that 
expansion, we must nevertheless print interest-bearing bonds and, in 
effect, give them to the commercial banks which buy them with newly 
created credits on their books and then justify those credits because 
they have the Government bonds with which to back them. The 
Government of the United States does not in such cases borrow the 
credit of the commercial bank. I t borrows its own credit and pays 
interest on its own credit to a private corporation at the expense of 
all the rest of the people and all other businesses. I just believe this 
is wrong. 

Let me illustrate that same point a little bit further. Assuming that 
I am a farmer, and I want to borrow money against my farm, I go 
to the bank and the bank says "Yes, your farm is worth so many 
thousand dollars and we will make a mortgage loan to you." Did the 
bank monetize its own credit and loan it to me ? No, it didn't. What 
the bank did was to monetize the value of my farm. I t was my credit 
that the bank really loaned to me. 

Such interest as I paid to the bank is paid to them for the con
venience which it affords me to have a checking account and be able 
to pay my bills by that method, which is a real service that should be 
paid for, by whoever uses it. However, the credit was my own. I t 
was not the bank's, and I borrowed in effect my own credit. 

To further illustrate this point, what we have done by creating our 
farm credit agencies, our production credit associations and others, has 
simply been to put the farmers of the Nation in a position to have 
financial agencies through which they could borrow their own credit 
from an institution which belongs to them. I t actually does belong to 
them. So that by the borrowing of their own credit they build up 
their own financial resources in the farm credit agencies and become 
more and more independent. As you know, they have paid back the 
Government for any capital it put in. 

To prevent any possible inflation under the plan I have proposed, the 
reserve requirements in the commercial banks could, and I believe 
should, be raised (so as to restrict the private creation of money) in 
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about the same proportion that constitutional creation of money was 
engaged in. 

All I am appealing for is that we take the shackles off our economic 
growth and that we stop this ridiculous procedure of requiring our
selves as a nation to increase our debt because we have become a more 
productive nation. Such action simply does not make good sense. 

The CHAIRMAN. Thank you very much. Mr. Reuss. 
Mr. REUSS. Thank you, Mr. Chairman. I too want to welcome to 

this hearing the distinguished former Member of the House. 
Mr. Voorhis, when you express your alarm about the increase in the 

Nation's debt burden, what really disturbs you, I gather from the 
main sense of your paper, is the increase in the debt of the Federal 
Government? 

Mr. VOORHIS. No, not altogether, Congressman Reuss. I think that 
we need to be concerned also about the debt of the families in this 
country whose incomes are not very large, and where a very consider
able proportion of the income of those families, particularly young 
families, is already mortgaged in one way or another for the payment 
of various things that they have purchased on the installment plan. 

Mr. REUSS. We are both well aware, of course, of the enormous in
crease in home mortgage debt and particularly consumer installment 
credit debt. 

Mr. VOORHIS. Yes. 
Mr. REUSS. I n the last 10 or 15 years. 
Mr. VOORHIS. Yes. 
Mr. REUSS. An increase which has vastly outstripped the increase 

in the Federal debt. 
Mr. VOORHIS. Yes. 
Mr. REUSS. For example, when you wrote your book in 1944,20 years 

ago, the Federal debt was then pushing, as I recall it, $300 billion. 
Mr. VOORHIS. Yes, it was. 
Mr. REUSS. And that is about where it is now ? 
Mr. VOORHIS. This is true. 
Mr. REUSS. Although our economy, our GNP, has trebled in that 

period. 
Mr. VOORHIS. Quite true. 
Mr. REUSS. Before we get to the central point which you testified 

about this morning; namely, the Federal debt, I would want to clear 
up this matter of private debt. Let's restrict it to home mortgages and 
consumer credit. 

Mr. VOORHIS. Yes. 
Mr. REUSS. Which is a large item. I know, being familiar with 

your general philosophy, that you would favor a more egalitarian 
economy generally, in which the poor people weren't quite so poor 
and there were more middle class people in this country. 

Mr. VOORHIS. Yes. 
Mr. REUSS. Which I would favor too and I am sure Mr. Widnall 

would. However, granted the income distribution which we have 
now, would you really have it otherwise with respect to consumer 
credit? Would you sooner that the American consumer didn't have 
the homes, the motorcars, the refrigerators ? 

Mr. VOORHIS. I can't say that. 
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Mr. EEUSS. And in some cases the travel and the clothing that he has 
as a result of consumer credit today ? 

Mr. VOORHIS. Certainly not, and I furthermore think that our econ
omy would be in bad shape if the people didn't have these things. 

I think this is one of the main things that sustains it. I still believe 
that there is a relationship between our failure to have the amount of 
expansion of the money supply that we need and should have, and 
the amount of increased credit. I believe that a better flow of money 
in proportion to the increased productive capacity of the country, and 
consequently a lower interest rate, which I think would result, would 
have some bearing on this. Now admittedly part of this is that many 
of our people are I suppose, in a puritanical sense, we would say, living 
beyond their income. As long as they can carry the debt I don't feel 
that this is necessarily bad. But my point here is that we must be 
sure they are going to be able to carry that debt. 

We must not permit any back slipping in our economic activity, for 
if we did, and we got a substantial increase in unemployment or some
thing of this kind, then this pyramid of debt could be a great danger. 

Mr. REUSS. Fine, now that I understand you on that point, let's go 
on and let's agree that this country needs an adeqaute rate of growth 
in the money supply year after year in order to have enough money to 
lubricate increased growth. 

Mr. VOORHIS. Yes. 
Mr. RUESS. Then we come to what is really your central point, which 

is that the money supply, whatever its proper rate of increase on an 
annual basis, should be increased not by the means we use at present, 
by letting the banks create more demand deposits, but by printing 
greenbacks, and letting the Government use them for the same purpose 
as it uses general tax revenues, to retire the debt, to pay the help on 
Saturday night, to build things the Government needs to build. That 
is your central thesis, isn't it ? 

Mr. VOORHIS. Yes; I will accept that, Congressman. I would only 
point out, however, that it is no more necessary to print greenbacks 
under these circumstances than it is now, that there isn't any essen
tial difference between printing money physically and creating new 
credit, and that this objective might quite as well be accomplished 
by having a credit set up on the books of the Federal Reserve against 
which the Government could draw as it could by printing actual 
physical money. 

So far as inflationary dangers are concerned, and I do agree with 
your statement, and I accept the way you put my position, I only feel 
that as soon as you say "print greenbacks" then everybody thinks of 
a huge inflation that is going to take place. 

Mr. REUSS. On the contrary, I was paying tribute to one of our 
greatest Presidents, Abraham Lincoln. 

Mr. VOORHIS. That is right, who did this very thing. 
Mr. REUSS. There is nothing terrible about a greenback. The im

portant thing is what the monetary authorities do about the volume 
of it. 

Mr. VOORHIS. Precisely. 
Mr. REUSS. I think Lincoln's monetary managers may have been 

a little too liquid about it all. 
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Mr. VOORHIS. I think so, and may I just add that if the chairman 
of this committee had had souccess in getting a bill passed which he 
introduced in the depth of the depression to pay a bonus to the vet
erans of this country in the form of newly created money that our 
debt today would be several billion dollars less than it is and we would 
have been in a sounder position. 

Mr. REUSS. Without passing on that particular issue which was 
before the Congress before I arrived, let me go on to 

Mr. VOORHIS. Congressman, may I interrupt just one moment, be
cause I want to say one more thing about the private debt. I think 
there is one other thing that ought to be done about this, and that is that 
the so-called truth in interest legislaion ought to be enacted so that 
people will know how much the debt burden is that they are con
tracting. 

Mr. REUSS. I am glad to hear you say that and I agree. Now you 
talk about a 4-percent increase in the total number of dollars on an 
annual basis as being about what the economy needs. You mean 
a 4-percent increase in the money supply, defined as currency outside 
banks and demand deposits? 

Mr. VOORHIS. The 4 percent, Congressman, is taken out of the 
air. What I mean by that is I don't know precisely how much the 
increased productive capacity is today or what it may be next year 
or the year after that. I would hope it would be more than 4 percent. 
I would hope we could achieve a national growth rate of 5 or 6 
percent. 

Mr. REUSS. Whether it be 4 or 5 or 6 percent, the base upon which 
you calculate the percentage is the money supply defined as currency 
outside banks and demand deposits, is it not ? 

Mr. VOORHIS. Precisely. 
Mr. REUSS. And thus your proposal boils down to one of creating 

a much larger part of this addition to the money supply each year 
via the controlled printing of greenbacks rather than the selling of 
Government bonds to the banking system. 

Mr. VOORHIS. Yes. 
Mr. REUSS. I S that not the essence of your proposal ? 
Mr. VOORHIS. That is the essence of it, that it should be by the act 

of the sovereign Government of this Nation rather than by the act of 
private business interests. 

Mr. REUSS. Not that this has anything decisive to say either way 
on the question, but does any government in the world today proceed, 
in the creation of additions to the money supply on an annual basis, 
by the direct creation of monetary media, rather than by the conven
tional method of selling Government obligations to the banking 
system and letting the banking system set up checking accounts on the 
basis of that ? 

Mr. VOORHIS. Well, I don't know that any government does it in 
quite the way you say, Congressman, but I would point out that the 
Bank of England is the property of the British Government, and that 
to the extent that the Bank of England therefore increases credit, 
which I am sure it does, that to this extent this thing in essence is 
taking place in Great Britain, and I would say that wherever the cen
tral bank of issue is a government institution, that in essence this same 
kind of process is taking place, though I don't believe that I know of 
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a case where an attempt has been made in a really scientific manner 
to calculate the rate of economic expansion and to see to it that a cor
responding expansion takes place in the money supply. 

Mr. REUSS. Of course to a degree we have done what you recom
mend in this country, because the Federal Reserve, after all, does own 
some $32 billion worth of U.S. securities, and however and whenever 
it acquired those, most of it incidentally during World War I I and 
immediately thereafter, this did have the effect of creating additions 
to the money supply without imposing upon the U.S. Government the 
onus of having to pay interest on it, did it not ? 

Mr. VOORHIS. 1 am not sure that it did it without increasing the 
interest burden. 

Mr. REUSS. When the Federal Reserve itself creates the credit and 
buys the Government bonds, it pays interest to itself and of those 
proceeds, 90 percent go to the Treasury. 

Mr. VOORHIS. This is correct because the Federal Reserve System 
some years ago—and not too many years ago, and very quietly, de
cided that it would be wise policy for them to pay—I thought it was 
85 percent, but this is neither here nor there—of its earnings to the 
Treasury. This tickled me to death, because at the time that I was 
in Congress, this was not being done at all. I t seemed to me that this 
was a recognition of the fact that the Federal Reserve System actu
ally exercises the powers of government, and that this in effect is being 
paid to the Treasury as a sort of franchise tax for the fact that the Fed
eral Reserve System does exercise the powers of government. 

With that qualification, Congressman, when you point out, that the 
Federal Reserve is paying this 85 or 90 percent to the Treasury, then 
I would accept your statement. If it weren't doing that, however, I 
would not accept it, because I would point out that the Treasury 
would still have to pay interest on the bonds that the Federal 
Reserve 

Mr. RETJSS. There is of course a leakage of 10 percent, as you 
pointed out. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. May I interrupt to make a suggestion, Mr. Reuss? 
I t really amounts to about 80 percent in this way. You know the 

interest on the $33.9 billion in Government bonds that are owned by 
the Federal Reserve banks in the portfolio in New York is 
about a billion dollars a year. I t is really a little more than that 
but we will say for the sake of this discussion it is about a billion dol
lars a year. Well, that interest is paid by the taxpayers all right. 

I t goes to the Treasury and then goes to the Federal Reserve. They 
take the billion dollars and they pay expenses that they want paid out 
of that billion dollars, including over $100 million a year just to 
clear the checks with the banks and to handle the currency and the 
coin and the transportation and the postage and the express things 
like that. 

They spend what they want to spend, as the gentleman from Wis
consin knows, and then the remainder goes over into the Treasury. 

The total amount they actually spend is about $200 million a year. 
So that would make about one-fifth of it going over into the Treas
ury, using that as an analysis to evaluate it. 

Mr. VOORHIS. Yes. 
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The CHAIRMAN. But practically all of their income goes into the 
Treasury, because they had a formula there that after the surplus 
fund amounted to 100 percent of the capital of the bank, why then 
the remainder would flow over into the Treasury. So in that way it 
is really about 20 percent that goes over. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But that would fluctuate according to the amount 

of the income from the portfolio. 
Mr. VOORHIS. Yes. 
The CHAIRMAN. 99 percent I will say of the income of the Federal 

Reserve banks is from the taxpayers, interest on Government bonds 
that were purchased without cost of any kind to the Federal Reserve. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. They are the only two, the Federal Reserve and 

the commercial banks, that can manufacture money in daytime or 
nighttime without having to go to the penitentiary. They are the 
only two that can. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. Excuse me, Mr. Reuss. 
Mr. REUSS. My time has expired, Mr. Chairman, but it seems to me 

that Mr. Voorhis has presented a proposition here that is not new. 
He and others have suggested this many times before. 

Mr. VOORHIS. Yes. 
Mr. REUSS. I t requires a responsible answer, and I would therefore 

suggest to the chairman that it might be useful if the subcommittee 
could direct a letter to the Federal Reserve System, to the Secretary 
of the Treasury, and to the American Bankers Association respec
tively, asking their comment on the proposal. 

I think in putting the proposal to them, it should be made clear 
that the only additions to the monetary supply that Mr. Voorhis con
templates are those which the monetary authorities in that particular 
year think are worthy, suitable and not inflationary. I say that be
cause otherwise they are likely to brush you off as having advocated 
turning on the printing presses and printing money like mad. 

Mr. VOORHIS. Exactly. 
Mr. REUSS. I suspect that the only thing in the world against your 

proposal is pure mythology—the idea that foreign central bankers 
will wring their hands and demand gold at this unorthodox use of 
the sovereign power to create money. 

Mr. VOORHIS. Yes. 
Mr. REUSS. But I would be interested in what they say and it is 

about time they were called upon to take par t in the debate. What do 
you think of that ? 

The CHAIRMAN. I think it is worthy of consideration. Let's take it 
up when the whole committee has a meeting. 

Mr. VOORHIS. I think your reference to mythology is exactly right, 
Congressman. I think this is the problem; mythology. 

The CHAIRMAN. Mr. Widnall. 
Mr. WIDNALL. Thank you, Mr. Chairman. 
Mr. Voorhis, you have made a very interesting proposal, and I have 

certainly listened to it with interest. I might say this to Mr. Reuss 
though oefore asking a few questions: 
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I t would be a rather tragic thing for America if we found out that 
it wasn't guff, what the other countries were going to do, if we went 
into the proposal. I think what you have stated as sort of a matter 
of fact is really a matter of conjecture on your part just as much as 
saying it is guff as a matter of conjecture in talking about the reaction 
of the European monetary authorities. 

Mr. EEUSS. Don't you think it would be a good idea if we had the 
views of some of the people mentioned, the Treasury, Federal Ee-
serve, Bankers Association ? 

Mr. WIDNALL. Certainly I do but I also think there are others who 
have presented individual views and proposals before the committee 
that we could just as well ask for their reactions to the proposal. 

Mr. KEUSS. I will certainly join "with the gentleman from New 
Jersey in setting up other questions by which we would be helped. 

Mr. WIDNALL. Mr. Voorhis, we are all prone, I think, to choose 
examples of other countries lots of times to strengthen our own 
argument 

Mr. VOORHIS. Yes. 
Mr. WIDNALL (continuing). In connection with particular pro

grams that we suggest. I think you mentioned that you believe that 
the Bank of England is now conducting itself in the way you would 
like to see our own monetary policy conducted. Did I hear you 
correctly ? 

Mr. VOORHIS. Not quite. I am not sure that I know enough or if 
I did know enough that I would be willing to put it quite that way. 
What I did say was that the extent to which the Bank of England 
under present circumstances does create new credits or money, this 
does not increase the national debt of Great Britain. 

Mr. WIDNALL. Isn't it true that in England they have a completely 
flexible interest rate without any ceiling on interests rate ? 

Mr. VOORHIS. I think it is. 
Mr. WIDNALL. We have a ceiling on our long-term interest rate as 

far as our Government issues are concerned, isn't that so ? 
Mr. VOORHIS. Well, I guess in effect it is, Congressman. I guess 

in effect that is true. I think it has worked fairly well, if I may say 
so. I don't think it has hurt our market and I am not impressed by 
the argument that high interest rates are counterinflationary either. 
I think they may be quite the opposite. 

Mr. WIDNALL. Of course we do get the two schools of thought on 
that. 

Mr. VOORHIS. I know. 
Mr. WIDNALL. We have listened to it 
Mr. VOORHIS. I know. 
Mr. WIDNALL (continuing). During the course of these hearings. 

I am very much interested in what you have said about the increase 
in the debt of the individual here in this country, too, and what has 
worried many of us has been the fact that we have been, particularly 
with some of the Government programs, making it possible to buy 
almost anything with no downpayment and with a long postponement 
of principal payment to the point where people can get overloaded 
and not be able to carry or assume the responsibility of the home that 
they purchase or some of the other things that they purchase. I 
worried very much about the use of credit cards to this extent, when 
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you see a large chainstore in Washington sending out willy-nilly credit 
cards to go buy food and meat, without any investigation of credit 
at all. This inevitably is going to end up with a lot of hardship all 
over the place that people will experience, going from one place to 
another as they fail to meet their bills. 

Recently, one of the news media was telling about how many people 
have around 10 charge accounts that they operate. Eight are in de
fault and are being sued, and on two they make prompt payments. 
They always, for the next charge account ior which they apply, give 
as a credit reference the two that they are keeping up to date. 

This is the thing that normally happens. The credit people will 
investigate the two and they won't have a general credit investigation. 
They haven't enough of a clearinghouse setup for many applicants 
particularly in the low-income groups, so today we are getting a pyr
amiding of credit and we are also getting personal bankruptcy to the 
point where it is getting out of hand. 

I would like, in amplification of your statement at the foot of page 
1, to ask this: You are asking about there being a limit as to how far 
credit can be carried, particularly when teamed with an ever-increasing 
private monopolization of our major industries, without fundamental 
changes taking place in our economic system itself. 

Just exactly what do you mean by that, "an increasing private 
monopolization of our major industries" ? 

Mr. VOORHIS. I would be very glad to answer that, Congressman. 
But could I be indulged to just make one comment on your previous 
remarks, or rather two. In the first place I think one problem is that 
the extension of credit by some commercial companies at least must be 
rather a profitable business for them. 

That despite the defaults that may take place, they are still making 
money, and some of them are making more money out of the extensions 
of credit than they are out of the sale of actual commodities. 

My second comment would be that whereas I realize that this is not 
a pat, easy answer, that I think the fundamental answer to this prob
lem of increasing family debt is a sharp increase in our rate of eco
nomic growth and our rate of economic activity, which could have the 
effect all the way up and down the line of raising the income of people 
throughout this country. I think that is the fundamental answer. 

Now, then, what I meant by the paragraph which you have refer
ence to is this as briefly as I can state i t : that along with the great 
importance of the Government taking action to try to keep the economy 
running at a reasonably high level, we have at present, to the degree 
that monopoly or oligopoly is entrenched in a number of our basic 
industries, an additional hurdle to get over as we attempt to do that. 
What I mean is this : that where you have control of basic industries 
and important, big industries by two or three companies, for example, 
if not by one, you have in a very understandable way an interest on 
the part of those companies in maintaining a price level which they 
have decided they want to maintain. And one of the methods by 
which they maintain those price levels is by seeing to it that "not too 
much" of their particular commodity gets on the market. 

In other words, they do not have an interest in their own field of 
economy, in expansion of production. Quite the contrary, they have 
an interest in seeing to it that that production does not expand rap-
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idly enough to affect their price structure. I therefore feel that to the 
degree to which competition is substantially modified, if not removed, 
in the field of price, that to that same extent you get a drag on economic 
expansion and a tendency to prevent the kind of economic growth 
that would take place in a more competitive situation. 

Mr. WIDNALL. I think you can go further and say something about 
the role that big Government played in making big industry and big 
mergers and big combinations so as to get Government contracts, and 
also the role that big unions have played in wanting to deal with large 
units rather than a thousand small units. 

There has been a tendency with forces pushing from every direction 
toward more and more monopoly. I think of just a few instances 
of Government contracts which have recently come to my attention. 
In one case a subcontractor had done very satisfactory work in a field 
where the Government was procuring a certain item. The same item 
was offered-again for new procurement, and they bid as the contractor 
and not as the subcontractor, and the Government wouldn't take their 
bid because they weren't qualified to do the work. They were small. 
Yet they had been doing exactly the same thing as the subcontractor 
for a big industry. 

Now this is Government saying you have got to be big. This has 
happened time and again, particularly with our defense contracts. 
Anybody new coming in or trying to get in, who is qualified but who 
hasn't a pool of scientists that they have accumulated, that big com
panies reserve far beyond their own capacity to use, finds the Govern
ment won't even deal with them. So Government is responsible for 
monopoly in many areas. 

Mr. VOORHIS. Congressman, I wouldn't dispute that. I think you 
are quite right that there is much too much tendency on the par t of our 
defense contractors to want to deal only with huge aggregations, and 
I think this is exceedingly unf ortunate. 

I would only say that the same thing exists in the private sector. I 
think, for example, that it is virtually impossible for a new company 
to enter the automobile business today. I t is very difficult for them 
to enter the chemical business. I think that we are lazy about this, 
frankly. I think it is very true that our big American industries have 
produced a wonderland of gadgets for us, and we have got the highest 
standard of living if not of life, which I think is something a little 
different, that the world has ever dreamed of. 

And I think we are just willing to relax and say that we are going 
to let these big people feed us instead of doing the more difficult task 
of maintaining a genuinely competitive, dynamic economy. 

This if I may say so, is one of the reasons that I am in the job I 
am in, because I think that by means of cooperative action, through 
the small people of the country, the farmers and the little businesses 
and the consumers, that you can inject and keep alive a degree of com
petition under circumstances that might be impossible for other 
entities. 

Mr. WIDNALL. Let me just ask one more question. If you were to 
put into effect the program that you have suggested here, could you 
simplify, to use an example, as to what would happen beginning to
morrow by way of printing of new paper money, with our current 
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debt, with our current budget, proposed budget expenditures, our cur
rent growth rate of 4 percent, I think it is 4 percent now. 

Mr. VOORHIS. That is what I thought. I will try, Congressman. Of 
course this is a very presumptuous thing for me to say, but if I were 
running the thing, this is the way it would look. 

Congress would have established a monetary authority in this coun
try. Perhaps it would have named the Federal Eeserve as such, and 
it would have instructed that monetary authority to see to it that there 
was an increase in the monetary supply without increase in debt each 
year corresponding to the national economic growth rate. Assuming 
that were 4 percent, and assuming for the sake of round numbers that 
our national budget were $100 billion, that is the Federal Government 
budget were $100 billion, it would then be the duty of the monetary 
authority to create or to have created enough new money in order to 
match the 4 percent in the national economic growth. The way I would 
put that into circulation would be as follows. 

I would have the Federal Reserve, or the monetary authority, if it 
were name something different, inform the Secretary of the Treasury 
that he had to his credit on the books of the Federal Eeserve a number 
of billion dollars against which the Treasury could draw checks as it 
were, and that this amount of the national budget would therefore be 
provided without either an increase in debt or an increase in taxes as 
compensation for the increased productive capacity of the country. 

I would therefore have to raise in taxes not $100 billion somewhat 
less than that—at present I would estimate about $5 billion less—in 
order to balance the budget at $100 billion. Is that what you meant ? 

Mr. WIDNALL. That is an example. Now suppose the reverse takes 
place. Suppose your growth rate goes down. Then what action do 
youtake? 

Mr. VOORHIS. Well, this isn't what you want, Congressman. 
Mr. WIDNAI^L. Of course not. 
Mr. VOORHIS. All I am saying that for is that I think you act differ

ently when the thing that is happening is something you don't want 
than you do when it is something that you do want. 

I suppose that if one were to be logical from the point of view of 
classic logicians, that I would answer your question by saying then 
you must reduce the amount of money in circulation. But I am not 
saying that because to do so would cause a downward spiral, it seems 
to me, and make matters worse. 

What we want to secure is an increase in economic activity, and if 
you had a retardation of the growth rate, I would then say that we 
should use other means of stimulating an increased growth, but that 
until we had succeeded in doing this, I would not further increase the 
monetary supply. 

The consequences of that type of action would be I think some 
increase in the price level. I think it would almost certainly result 
in that. 

That would mean some inflation of prices, but I think it would be 
stimulative of the economy, if that took place, and I think you might 
overcome the economic conditions to a degree by that means. 

Mr. WIDNALL. So that we would have to, as we got into this increase 
in prices, again I suppose by Government action, take care of those 
who are on fixed pensions and who are on social security so that 
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they could maintain their own purchasing power. There would 
certainly have to be some compensation along that line and more and 
more we are getting a class of people in the United States who are in 
that category, with millions of people depending upon pensions, 
retirement funds and also social security. 

Mr. VOORHIS. That is correct, Congressman, but I am convinced 
that we could do a very great deal by monetary means to maintain a 
continuous and reasonably steady economic growth rate. I think if 
we did, that that problem that you just mentioned, which is a very 
real one, would be temporary. 

Mr. WIDNALL. Thank you, Mr. Voorhis. My time is up. 
The CHAIRMAN. Mr. Weltner? 
Mr. WELTNER. Mr. Voorhis, as I read your proposal, it would au

thorize the Government to print U.S. Treasury notes of a certain 
amount based upon this growth factor that you propose. I s that 
correct? 

Mr. VOORHIS. Or else to credit additional Reserve bank credit. 
Mr. WELTNER. Or bank credits. 
Mr. VOORHIS. Reserve bank credit in the Federal Reserve, assuming 

it was acting for the Nation. 
Mr. WELTNER. Let me ask you to go through a mathematical se

quence with me if you will. Suppose we have a gross national product 
of $600 billion. 

Mr. VOORHIS. Yes. 
Mr. WELTNER. And suppose that at the time that this new procedure 

goes into effect we have experienced a growth rate of 5 percent? 
Mr. VOOHHIS. Yes. 
Mr. WELTNER. NOW then, as I read your statement, you apply that 

5 percent increase to the money supply. The money supply con
stitutes the amount of currency plus demand credits, isn't that right ? 

Mr. VOORHIS. Yes. 
Mr. WELTNER. And that is about $150 billion right now ? 
Mr. VOORHIS. As I recall. 
Mr. WELTNER. NOW 5 percent of $150 billion is $ 7 ^ billion. 
Mr. VOORHIS. Yes. 
Mr. WELTNER. Suppose then that the Government either prints up 

$7% billion in new currency or directs that a credit be established for 
that amount of money. Now take this through for the following 
year: 

Generally the GNP velocity factor for $1 is 4. Now, that means 
that you would have, strictly by this bookkeeping entrv, a growth in 
the gross national product for the subsequent year of four times $7.5 
billion, which is $30 billion. 

You add that to the existing gross national product of $600 billion 
and you have secured—without an increase of one in population or 
without an increase in any of the private sector of the economy—by 
that factor alone a growth in the gross national product for the sub
sequent year of 5 percent. Isn't that right ? 

Mr. VOORHIS. Well, wouldn't this be good ? 
Mr. WELTNER. I am asking the question as to whether or not this 

would, in and of itself, create an increase in the gross national product 
of 5 percent ? 
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Mr. VOORHIS. No, I wouldn't claim that it would in and of itself 
do that, Congressman. 

I think it would encourage it very much, and I think it would re
move what seems to me to be a factor tending to retard national growth 
today, which is the increase in debt, and which is the failure of our 
monetary supply to keep pace with what I think we need. 

I would hope that it would stimulate the economy to the extent that 
you suggest. 

Mr. WELTNER. Mr. Voorhis, would you go over my calculations— 
and I am notoriously bad in arithmetic—but would you please go 
over that and show me where we do not come out with an automatic 
5 percent increase in the GNP through that process ? 

Mr. VOORHIS. D O you mean an automatic increase in the G N P or 
do you mean an automatic increase in the monetary supply ? 

Mr. WELTNER. NO, in the GNP because Government expenditures 
and the value of all goods produced and services rendered are in
cluded in the calculation of the gross national product. 

Mr. VOORHIS. Yes. 
Mr. WELTNER. NOW, if a dollar spent equals $4 in the GNP, which 

is the velocity factor that we agreed upon a minute ago, then you have 
an increase in the GNP of $30 billion, and that is 5 percent of the $600 
million G N P we started with. 

And then the next year you have applied the same factor and the 
same 5 percent becomes an additional 5 percent the following year. 

Mr. VOORHIS. Yes. 
Mr. WELTNER. And consequently what we would be doing would be 

setting a course for a 5-percent rise in the GNP without the necessity of 
a single percentage increase in the population of the country or any 
increase in the purely private expansion of our economy. 

Mr. VOORHIS. But the way in which we get the increase is by an ex
pansion of population and by an expansion of the private sector. 

Mr. WELTNER. That is correct. What I am saying to you is that 
under your procedure we would acquire a guaranteed 5-percent increase 
without either of those factors entering into it. 

Mr. VOORHIS. NO, sir, I don't think you would guarantee it. That is 
my point of difference. I think you would encourage it, but the real 
nub of the thing would be whether or not our productive capacity did 
in fact increase that much. This, I think, is something that would have 
to be calculated. You see, may I just say 1 am basing this not on 
GNP, but on increased capacity to produce, which is a little different. 

Mr. WELTNER. Well is it? When you say the expansion of the 
economy, aren't you talking about the GNP ? 

Mr. VOORHIS. YOU could very logically assume that I was, but if 
you will pardon me, what I mean by that is the expansion of our ca
pacity to produce. 

That is the percentage that I would like to get at if possible, in deter
mining how much monetary expansion we would have. 

Mr. WELTNER. SO you are not necessarily then saying that G N P is 
a fair indication of the expansion of the economy ? 

Mr. VOORHIS. Yes, I can't deny that I think it is a reasonably fair 
indication; yes, sir; I think it is. 

Mr. WELTNER. Thank you. That is all. 
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Mr. VOORHIS. And I don't think that there is too much difference 
between those two statements. 

The CHAIRMAN. Mr. Voorhis, a book has been printed recently about 
the rich and the poor. I forget who was the author of that book. But 
he brought out the fact—do you recall who it was? 

Mr. VOORHIS. I have read the book and I am ashamed to say that I 
do not recall the author's name. 

The CHAIRMAN. He brought out the fact that 20 years ago, or more 
than 20 years ago, 25 percent of the people of this country owned 45 
percent of the wealth, and that 25 percent, the low-income group, 
only had 5 percent of the wealth. 

He brought out the fact, if he is correct in his figures, and I assume 
that he is, that after 20 or 25 years, whichever it was, that we still 
have that same distribution. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. S O does that mean that our upper income group 

and our middle group we will call them—we don't like to say they 
are upper and middle class citizens, they are not, but the upper and 
middle income groups, their situations have been increased. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But the others—the low-income persons—have not 

materially changed. How do you evaluate that. 
Mr. VOORHIS. Well, I think, Mr. Chairman, that I would evaluate 

it very much as the President of the United States has evaluated it in 
the challenge he has given us in connection with this war on poverty. 

I think we have certain special conditions and difficulties under 
which some of our people have to live which in many cases are cor
rectable and should be corrected. I think it is not going to be quick 
or easy, but I think they could be corrected. 

I t is my opinion that this is indication of the fact that an increased 
general prosperity of the country has simply not benefited very much 
the lowest income groups in the country for a variety of reasons. For 
example, for the reason of the decline of certain industries, of the effect 
of automation on certain industries, and the disemployment of a lot 
of people whose training has been directed at a certain occupation 
and who couldn't readily shift. And I would say also that the con
tinuing injustice that is done to our agriculture as a whole is a factor. 

The CHAIRMAN. Mr. Voorhis, on the first page of your testimony, 
you mention the fact about our debt standing at $300 billion and also 
about the debt being built in in such a fashion as you represented it. 
that the Government doesn't have enough flexibility. I thoroughly 
agree with you. I have always said that a national debt, a huge na
tional debt, is a deterrent to progress. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. Our money system is based on debt. No debt, no 

money. I t sounds ridiculous and even idiotic but it is absolutely true. 
Mr. VOORHIS. Exactly, Mr. Chairman. 
The CHAIRMAN. NOW we are told "Now, you can't permit expendi

tures like that, that will cause inflation." Why ? 
Because we already have $300 billion here of built-in debt that has 

created money, and that is the reason these new expenditures sup
posedly would cause inflation, if they would. 
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But if we would reduce this national debt, and even pay it off, why 
then our country would be in a so much better position. But what 
worries me most are these interest rates. Back when interest rates 
were 2 percent and 2y2 percent, and over the hardest years in our 
history from 1939 to 1951, 12 years, starting in 1939 with the last stag^e 
of the biggest depression in history, then we had the highest expendi
tures in some time, a quarter of a billion dollars a day on the battlefield, 
high and low, up and down for 12 years, the Federal Reserve in work
ing in the people's interest at that time, thinking about public service, 
did not cause the Government to have to pay more than 2i/^-percent 
interest not one time. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And no bonds sold below par. So if that could 

happen during those 12 years of the worst time in the history of any 
nation on earth, don't you think it could be done now ? 

Mr. VOORHIS. I do, Mr. Chairman. I think it could. 
The CHAIRMAN. I certainly do, and there is an outstanding exam

ple that no one can answer, no one can answer. I t is there over a long 
period of time, all kinds of conditions. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. The worst and the best. 
Mr. VOORHIS. Exactly. May I add one more thought, Mr. Chair

man, which is that I believe that if we did bring into circulation the 
additional money which our economy needs, that very money could be 
used to pay down the national debt, and if it were, you would be 
retiring bonds and replacing them with money in the hands of banks, 
people, everybody else throughout the country, and I believe you 
would get a very good economic result from this. 

The CHAIRMAN. Yes, sir. Now the reason I am apprehensive that 
we are not going to get very far in actually paying off the national 
debt is because the interest rate has become so attractive. I t is my 
theory that the Government should have the lowest rate in our economy 
since the Government is borrowing its own money. 

Mr. VOORHIS. Exactly. 
The CHAIRMAN. I ts own credit, the interest rate should be very low. 

I t should not be comparable to other rates at all. But the financial 
groups in our economy are arguing that the rate should be comparable, 
and they have been rather successful in their arguments. 

Mr. VOORHIS. I know. 
The CHAIRMAN. NOW our rates are hitting right up at the ceiling, 

4^4 percent. I am apprehensive that it will not be long until they will 
ask us to take off the ceiling. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. SO as long as we have that rate 4 ^ percent, it is 

so attractive, there is no sincere desire on the part of the financial 
community to try to get that debt paid off. They want it. They 
want to keep it. They like it. 

Mr. VOORHIS. I know. 
The CHAIRMAN. They just want to make it a little higher. That is 

all they want to do with the national debt, just make the rate a little 
bit higher. 

So we are really hurting ourselves by making that rate so attractive 
that the debt will not be paid off. I don't know how long it would 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1607 

take, but it wouldn't take 25 years, it would probably take 15 or 20 
years for the debt to actually double at compound interest at 4*4 
percent. 

Mr. VOORHIS. Right. 
The CHAIRMAN. And so we are really looking at right now here in 

broad daylight, whether we like it or not, the possibility in the fore
seeable future of a $600 billion national debt wThen our interest cost 
will be $25 billion or $30 billion, approaching the amount we spend 
for our entire national defense budget, instead of the second item in 
that budget now. 

That will certainly satisfy these people who are against all these 
social programs, antipoverty and all the rest to help the people gen
erally, because they want to spend the money some other way so we 
won't have the money to spend on these programs. I think we have 
something to consider here that goes way beyond the proposals before 
this committee, don't you agree? 

Mr. VOORHIS. Yes I do, Mr. Chairman. You have said much better 
than I did the main point I was trying to make in my first page. 

I would only like to add this. That I think that if the interest rate 
on Government securities is kept at a low figure—let me put it another 
way. I think one reason why people want the high interest rate on 
Government securities, I would answer that in somewhat the same 
way as I did about the question on monopoly. 

I think we are getting lazy. I think people would rather invest 
in Government securities than they would to go out and try to sell 
securities in risk ventures and enterprises. I think if the interest rate 
on Government securities is low so that there is a predilection to get 
people who want a higher rate to get it from economic activity in the 
private sector, I should think this would be better. 

But it is more trouble, it is more risky, and we aren't inclined to 
try to do it that way. I think this is most unfortunate. 

The CHAIRMAN. I asked Dr. Weintraub to find out for me when 
the debt would double paying four and a quarter percent interest 
compounded annually and assuming deficits equal to interest pay
ments and he says in 17 years. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. In the foreseeable future we could have double 

the national debt in front of us. We don't see much prospect of re
ducing the debt if it continues like it is unfortunately. That being 
true, in 17 years we could have a $600 billion debt instead of a $300 
billion national debt. 

Now may I remind you, Mr. Voorhis, that in the early part of the 
war I appeared before the Ways and Means Committee of the House 
and I was joined by your good self and by one of the greatest men I 
ever knew on earth and who knew more about the monetary system 
than any man in the United States or any person; Senator Robert 
L. Owen. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. He was the author of the Federal Reserve Act 

in the Senate as chairman of the Banking and Currency Committee 
of that body at the time, and we argued with the Ways and Means 
Committee that now here we are starting in a war. Our national debt 
was about $100 billion at that time. 
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Mr. VOORHIS. Yes. 
The CHAIRMAN. And we predicted along in that testimony that it 

would probably hit $300 billion. 
Nobody knew what it would reach. We predicted what the conse

quences might be and how important it would be to keep that debt 
low. We insisted that taxes should raise one-half of the cost of the 
war and 100 percent of all other expenditures as we went along. 

Mr. Eoosevelt insisted on that. He tried to get Congress to do it. 
We only paid 25 percent of the war expenditures. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But Mr. Eoosevelt insisted, we were in accord with 

that. So we asked the committee to not require people to pay interest 
on created money. We insisted on selling all the bonds that we could, 
and we were in favor of selling these bonds with interest to pay the 
cost of the war, where we received real money—the savings of the 
people—in return for it. 

Mr. VOORHIS. Exactly. 
The CHAIRMAN. But we insisted that when all the bonds had been 

sold that could be sold to the people who had money to pay for them, 
and to the banks which had the money to pay for them, and to all the 
private corporations and other people who had money to pay for 
them, sell them just as much as possible. But then we had sold 
all we could, we had to create money to pay the residual war cost. We 
did not want the people to pay interest on created money to run the 
cost of the war. 

That would be wrong. We wanted to let the Federal Eeserve take 
that difference without cost to the American people, you could pay the 
debt off more quickly that way. That was our argument before the 
Ways and Means Committee. Do you remember that ? 

Mr. VOORHIS. Very well. 
The CHAIRMAN. The testimony has been printed, your testimony, 

Senator Owen's, and mine scattered all over this country over a long 
period of time. But as you know, arguments like that, which I be
lieve were rather persuasive at the time, didn't receive much atten
tion, and they will not receive much attention in the future until the 
people become acquainted with this situation and realize the situa
tion that they are up against. 

I don't know whether they will ever do it or not. Since you are 
here, and I know how you are interested in public service, let me tell 
about a speech I made recently in which I said one of the things that 
is wrong with Congress, and I consider it the major thing that is 
wrong with Congress, and particularly the House of Eepresentatives, 
is the fact that the Members are not adequately staffed to do their jobs. 

A Member is certainly going to look after his own record. He is 
going to be pleasing and accommodating to his constituents. He is 
going to run errands for them, do every kind of little accommodation 
that can be done and in doing that his time is pretty well occupied. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But if the Members could be staffed with at least 

two administrative assistants like a lawyer and an economist to keep 
up with all of these other things, like what the Banking and Cur
rency Committee is doing, the Ways and Means Committee, the Ap
propriations Committee, and all the rest of them so that when a ques
tion comes to a vote, that this Member would not be dependent upon 
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what some lobbyist tells him—I am not accusing the lobbyist of con
veying untruthful information, we have some fine lobbyists who serve 
a very useful purpose, but I hate to think that the Members of Con
gress have to depend upon them for their information. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But the effect is that when we get ready to vote, 

ofttimes we do have to depend upon just pure propaganda—things 
you have heard. 

We have nobody to check it out for us. We don't know whether 
it is true or false. Therefore, I say the greatest handicap and the 
greatest hindrance that Members of Congress have had was failing 
to have an adequate staff, a staff to properly help them. 

I think it would help not only the Member, it would not help him 
so much but it would help the people. I t is my honest considered 
judgment that if in the last 50 years this Congress had been staffed 
so the Members of Congress would look after the people's public 
interest entirely, which they would have if they had the correct in
formation, we wouldn't have a dollar of national debt today, not a 
dollar, and we would have that $11 or $12 billion we are paying in 
interest that could be used for something else. Don't you think there 
is a lot to that? 

Mr. VOORHIS. I certainly do, Mr. Chairman. I do indeed. I can 
remember many times when you have addressed the House on this 
subject, and when other Members have, when the reaction all too often 
was, "Well, I think that is a good thing. I t sounds all right to me, 
but I just don't know enough about it to pass judgment." 

The CHAIRMAN. That is right. You know, on issues involving 
money they would invariably say, some of them if you pushed them 
on it, they would say, "Well, all I know about money is that I just 
don't have enough of it." 

Mr. VOORHIS. Yes, I know; but as you say, Mr. Chairman, this isn't 
the fault of the Members. The fact of the matter is that the Member 
of Congress has to know something about practically every subject in 
the world. 

The CHAIRMAN. That is right. 
Mr. VOORHIS. SO that unless he has the kind of assistants that you 

are talking about, he can't be expected to be as familiar with these 
subjects as he needs to be. 

The CHAIRMAN. NOW, you brought out here that the banks bought 
during the war $108 billion of Government bonds. Most of that, all 
but about $3 billion which they could have bought with their excess 
reserves, is the part we would have let the Federal Eeserve buy. 

Mr. VOORHIS. Exactly. 
The CHAIRMAN. And we would have saved the interest. 
Mr. VOORHIS. Exactly. 
The CHAIRMAN. Did you know even today they have $63 billion 

worth? 
Mr. VOORHIS. Yes. 
The CHAIRMAN. Of Government bonds that they obtained just by 

a flick of the pen. 
Mr. VOORHIS. Yes. 
The CHAIRMAN. By the creation process, the manufacturing of 

money. Now that is not all. I think it is all right for banks to buy 
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Government bonds up to a point. I want them to have good earnings. 
I want banks to be profitable. We can't have a good banking system 
unless it is profitable. 

Mr. VOORHIS. Of course not. 
The CHAIRMAN. I am not in favor of anything that would destroy 

the profit system of the banks. But now if we let them manufacture 
that money, that is quite an income they get. So I think that banks 
should be rather liquid and they should have short-term assets. I t was 
never contemplated that they acquire long-term securities. 

I have never known that in the history of the banking system for 
the banks to go into long-term loans and investments. Have you, Mr. 
Voorhis ? 

Mr. VOORHIS. No. 
The CHAIRMAN. All short term. The reason is they are supposed 

to be able to pay their depositors on demand. Now then, whenever the 
banks engage in the business of buying long-term securities on Govern
ment-created credit, I think it is wrong, except in a limited way as 
I have said. But then when they go into the business of buying 30-
and 40-year bonds, tax-exempt bonds, I look upon that as bordering 
on the immoral. That is an abuse of the Government's credit. In 
other words, they are using the Government's credit to deny the Gov
ernment income, through the income tax. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And today they can, if you will notice the Federal 

Reserve bulletin, they have been increasing their portfolios on tax-
exempt securities until now they hold, the commercial banks, about 
$27 billion in tax-exempt securities, about a third of all the tax-
exempt securities in the entire Nation. So the banks, as you said in 
one par t of your statement, you want to keep them in the banking 
business. I do too, but we have really permitted them to get out of 
the banking business. 

Why should they take the time and the patience to consider the 
problems of a small businessman or a farmer, when they can deal with 
a city or State or county on a huge transaction and make more money 
out of it because of the tax exemption than from all the farmers in the 
area served by the bank ? 

They are just not patient and considerate like they used to be 
because they are not depending upon the local market where they are 
charged to do business for income. We don't even hear of any 
eligible paper any more. 

That is all out. They are using Government bonds. 
Mr. VOORHIS. I think what you had to say about interest rates on 

Government bonds is an important factor in this point also. 
The CHAIRMAN. Yes, sir. The interest rates are certainly too high 

on Government transactions. You remember that back in the days 
when you were in Congress, we found out the only way we could get 
much done was to have a steering committee. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. T O kind of get help from the group. That is the 

way we put over the Employment Act. You remember that? 
Mr. VOORHIS. Yes. 
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The CHAIRMAN. YOU know in that act we were charged with being 
Socialists, Communists, and everything else just because we wanted 
something in the nature of full employment. We finally had to 
change one word in that law to get it through, we had to change "full 
employment" to "maximum employment." 

Mr. VOORHIS. Yes. 
The CHAIRMAN. There is no difference at all. I t was a little face 

saving for some Members. At least they thought it was and we got 
it through. 

We had to organize a steering committee and we got about 100 
Members. Then we had a petition signed up. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. Eeported by the Rules Committee 
Mr. VOORHIS. Yes. 
The CHAIRMAN (continuing). For consideration. The same way 

on other bills, like the bill to pay the soldiers of World War I their 
so-called bonus. Adjusted compensation, adjusted pay it was, but 
it was called a bonus in order to kind of make us say something 
against our cause every time we mentioned it. We passed that bill 
four times by petition, four times. The last time of course over the 
Presidential veto. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. We have always had to get up strong support. 

Right now it will be encouraging to you to know that we have a steer
ing committee that is going to meet soon on the four-and-a-quarter-
percent interest rate ceiling. We are pledged to try to keep that inter
est rate from rising. 

I t has been that way on long-term bonds since 1918 during the days 
of Woodrow Wilson. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And we have never had any demand for a change 

until one time in the latter part of the Eisenhower administration 
when they were going to rush it through right quick. And about 65 of 
us got together here one afternoon and we went to see the leadership. 

We protested. We raised so much sand about it that we stopped it. 
But now then, if I can see down the road far enough and around the 
curve and over the hill, I can see coming up another campaign to take 
that ceiling off that interest rate, and, anticipating that, we are orga
nizing right now and we have over half the States represented, and 
over 50 members that are pledged to work in behalf of that cause. 

We are very proud of it. Don't you think that is a good direction 
to work toward ? 

Mr. VOORHIS. Indeed I do. 
The CHAIRMAN. NOW on the creation of money, I have this sugges

tion that I would like to bring out. You brought out a point in 
your testimony that I think is wonderful: that the banks, when they 
take a mortgage on your farm, and you get credit, you should pay 
interest on that because they render you a service. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But the bank is really using your credit, the mort

gage on your land. Now then, every time the Federal Reserve banks 
or commercial banks manufacture money on its books, it in effect makes 
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it possible for the ones getting that manufactured money to get that 
much in Federal Reserve notes from the Bureau of Engraving and 
Printing. 

Mr. YOORHIS. Yes. 
The CHAIRMAN. The difference is that the Federal Reserve notes 

don't bear interest. The other obligations do. So in effect when a 
dollar is manufactured that way, that bank has given a blanket mort
gage on all the property of all the people including all the income of 
all the people. 

Now why didn't the people have to sign up ? Because Congress has 
the power to give the banks this privilege of mortgaging your prop
erty, your income without you signing up. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. They can do it under the law. Congress has done 

that. Congress is responsible. Therefore they are issuing blanket 
mortgages against the properties and incomes of all of the people. 

And if the taxpayers, the par t that is assessed to them, any par t that 
is due, including interest on the debt, if they fail to pay it and it gets 
down to a question of an enforced collection, there are no exemptions. 

Why you would have to give up your home, you would have to give 
up your automobile, you would have to give up your deposits in banks. 

If they caught your coat off your back on a chair they could take 
your coat away from you. If you go in swimming and left your shoes 
on the bank of a creek they could take your shoes. 

What I mean, they could take anything that a person has unattached 
to his body 

Mr. VOORHIS. Yes. 
The CHAIRMAN (continuing). For the purpose of paying that debt. 

So it is a pretty big privilege isn't it? 
Mr. VOORHIS. Yes indeed. Indeed it is. 
Mr. WELTNER. Mr. Voorhis, going back to your proposal for in

creasing the monetary supply, this would be currency backed not by 
gold or a fractional reserve but upon the sovereign ability of the Gov
ernment to tax its citizens to pay, is that correct ? 

Mr. VOORHIS. That is what all our money is ultimately backed with 
in my opinion. All our money is backed by this. 

This is what really gives it value. What really gives my money 
value is what I can buy with it. Therefore the relationship between 
the number of dollars in circulation and the amount of wealth that is 
being produced is what really gives that money value. All the other 
reasons why it is given value are in my judgment as Congressman 
Reuss suggested, kind of a mythology. The real importance is what 
you can buy with the money. 

Mr. WELTNER. D O you think we could have a stable money system if 
we had no gold reserves, or fractional reserves—if it was purely on the 
ability of the Government to tax its citizens to repay ? 

Mr. VOORHIS. Ideally, Mr. Congressman, I think we ought not to 
have a fractional reserve, but I think we ought to have a 100-percent 
reserve actually on demand deposits, and that our banks ought to make 
their money off savings accounts and off service charges for services 
rendered. So I am not talking about eliminating the reserves behind 
credit that is used. I would make them bigger rather than less. 
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I would also point out that if gold is important, and I think in 
some people's minds it is, we would have just as much gold to back our 
money if you put it into circulation without debt as you have now to 
back it when you put it into circulation against debt. I don't think 
this makes any essential difference. 

The increment in the money supply that I am talking about to a 
degree we are getting this now, but we are getting it in a different way. 
So that I don't think the question of reserves really enters into it par
ticularly one way or another. 

Mr. WELTNER. Thank you. 
The CHAIRMAN. I will place in the record, Mr. Voorhis, at this 

point your testimony before the Ways and Means Committee. I think 
it is very important now. 

Mr. VOORHIS. I wish you would. 
The CHAIRMAN. And include my testimony. 
Mr. VOORHIS. Especially your own. 
The CHAIRMAN. Your testimony and Senator Owen's testimony. 
(The documents referred to follow:) 

STATEMENT OF H O N . WRIGHT PATMAN, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF TEXAS BEFORE THE COMMITTEE ON WAYS AND 
MEANS, HOUSE OF REPRESENTATIVES, FEBRUARY 13, 1943 

Mr. PATMAN. My name is Wright Patman, Member of Congress 
from the First Congressional District, Texas. 

In the beginning I want to express my appreciation to this com
mittee for giving consideration to this subject. I know it is a con
troversial subject, but I have studied it for 25 years, 10 years before 
I ever'made any public declaration on it. I was very anxious to 
seek the best advice from the best experts in this Nation before I 
ever made any public declaration on this subject. 

Our public debt by the end of the next fiscal year will be about 
$210 billion. A large part of this debt, if present plans are not 
changed, will be owned by the 14,000 commercial banks in the Nation. 
The interest burden on this debt will be between $4 and $5 billion per 
annum. The interest burden this fiscal year will be $3 billion, which 
is provided for in the budget message submitted by the President at 
the beginning of this session of Congress. 

The net increase in the public debt for the year ending June 30, 
1944, will be $75,500 million. 

HOW LARGE PART OF INTEREST CAN BE SAVED 

The occasion of my appearance before this committee is to make 
a suggestion about how billions of dollars a year can be saved by the 
Government on this huge national debt. Our interest burden after 
the next fiscal year will be much larger than the entire expenditures 
of our Government in 1933 and more than four times as large as the 
total expenditures of our Government in 1914. The question of in
terest, therefore, becomes one of our major problems. If a substan
tial part of this interest can be saved it will be of great help to the 
already overburdened taxpayers. If the plan had been in effect in 
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the past our Government would have been saved at least one-half 
the interest burden, which would have amounted, over a period of 
years, to billions of dollars. 

It is my considered opinion that not only can a large part—in fact, 
the greater part—of this interest burden be saved but the method 
pursued.in saving it will enable our Government to pay the entire 
national debt in 40 years even if it should reach $300,000,000,000 be
fore this was is over. In addition, the "plan proposed will retire a 
definite amount of the debt each year, thereby reducing annually any 
inflationary condition that has been brought about because of the 
war, and more effectively retard inflation than the present system. 

Inflation is our greatest danger. Monetary controls cannot stop 
it; only adequate price control can retard or prevent it. It must 
be prevented or our country will suffer a shock almost equal to losing 
the war to the dictators. 

My plan is no different from present plans and methods except 
that no interest will be paid by the Government for a large part of 
its credit used to finance the war. 

I am opposed to the Government owning the commercial banks. 
Those banks render a good service and are entitled to a fair profit. 
My advocacy of this proposal is in favor of the private, banks and to 
help them remain private. This is no fight against bankers. They 
are doing a splendid, patriotic job in the war effort and they are 
among the finest and best citizens in every community. If it is nec
essary for the Government to assist the private banks in order to 
keep them performing efficiently, I am in favor of it. 

For the first 125 years of our country's existence the question of 
interest paid by our Government was of only minor importance. 
For the past 25 years, however, our Government's interest burden 
has exceeded on an average more than a billion dollars a year. 

Anyone is entitled to pay for hire of his money. When people 
dug gold and silver out of the earthy it was right, if they loaned 
it to the Government to get interest on it. 

BOAD TO RUIN 

We should not permit the war burden to be doubled and trebled 
through the payment of unnecessary interest. It will be traveling 
the toad to ruin. 

The Treasury is spending monthly:1 

Currently: $6,000,000,000 for a war, a half billion for other purposes. 
End of 1943: $8,000,000,000 for war, a half billion for other pur

poses. 
End of 1943: $8,000,000,000 for a war, a half billion for other pur

poses. 
Fiscal yearly total spending:1 

Ending June 30, 1943: $74,000,000,000 for war, $6,500,000,000 for 
other purposes. 

Ending June 30, 1944: $97,000,000,000 for war, $7,000,000,000 for 
other purposes. 

Gross public debt"1 

Dec. 31, 1941 $57,900,000,000 
Dec. 31, 1942 . 108,200,000,000 
June 30, 1943 134,800,000,000 
June 30, 1PH 210,500,000,000 

1 Inform.. ,roin Banking. Journal of the American Bankers Association for Feb
ruary WIS, p. 24. 
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Possible tanking-system balance—sheet as of June SO, 19M% 

Resources: 
Cash and reserves $20,000,000 
Government securities, direct arid guaranteed 112,000,000,000 
Other investments 8,000,000,000 
War loans 8,000,000,000 
Other loans 12,000,000,000 

Total 160,000,000,000 
Liabilities: 

Deposits 152,000,000,000 
Capital 8,000,000,000 

Total 160,000,000,00O 
1 Information from Banking, Journal of the American Bankers Association for Feb

ruary 1943, p. 24. 

I t will be noticed that the banks are expecting to hold $112,000,-
000,000 of the Government's securities by the end of 1944, which will 
be more than one-half of the entire public debt. The annual interest 
on this amount, which must be paid by the taxpayer, will be approxi
mately $2,500,000,000. The Stevens Hotel in Chicago was purchased 
by the Goveriment because the annual rent to be paid would soon 
equal the purchase price. 

In connection with the question of how much of the increased debt 
for this year will have to be .purchased bv the banks, I desire to quote 
the chairman of the board of directors of the Chase National Bank of 
New York, Winthrop W. Aldrich, in a speech he made Thursday, 
January 21,1943, in which he stated: 

Through 1943, it is estimated that the commercial banking system, that is, 
all commercial banks plus the 12 Federal Reserve banks, may have to absorb 
$40,000,000,000 of Government obligations, an amount equal to about 60 percent, 

. of the estimated increase in the total Federal debt. 

BANKS IN VULNERABLE ATTITUDE 

The Bank of America statement of condition, December 31, 1942, 
discloses that it owns $1,043,000,000 of the United States Govern
ment's securities and has a capital stock of $50,000,000. In other 
words, this bank will collect as much in interest on these bonds in 2 
years as the amount of the entire capital stock of the bank. 

The statement of one bank of New York for December 31, 1942, 
discloses that it had in its portfolio Government obligations amount
ing to $1,988,096,539.18. The capital stock of this bank is $77,500,000. 
The interest received on the Government obligations in 2 years would 
be much more than the capital stock of the bank. 

The statement of another New York bank for December 81, 1942, 
discloses that it had in Government obligations at that time $1,692,-
372,867.88. The capital stock of the bank is $90,000,000. 

ONE-HALF ALL FEDERAL SOCIAL SECURITY BENEFITS 

January 9, 1943, it was reported that the 12 largest banks in New 
York City, as of December 31, 1942, held $11,182,594,000 worth of 
United States Government interest-bearing securities. These 12 New 
York banks will therefore collect approximately a quarter of a bil
lion dollars a year interest each year from the Government on these 
securities. This amount is equal to about half of the Federal Gov
ernment's total expenditures for social security. Ten times as much 
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as the cost of the legislative department of our Government in a year. 
It was reported January 20, 1943, that the 20 largest banks in t he 

United States, 12 of them being in New York City, held Government 
bonds at the end of 1942 amounting to $16,407,197,000. The interest 
that the Government will pay to these 20 banks will be between three 
hundred and four hundred million dollars per year. 

The total capital stock of all the commercial banks amounts to 
$3,500,000,000, although their surpluses and undivided profits amount 
to about $5,000,000,000 more. When these banks own enough Gov
ernment bonds to entitle them to $3,500,000,000 a year, what do you 
think will happen? 

ALL RIGHT TO PAT INTEREST ON ACTUAL MONEY HIRED 

In the beginning, may I make it plain that I am not opposed to 
interest being paid by individuals or corporations for the use of other 
people's money that they have hired. Neither am I opposed to the 
payment of interest by States, counties, and political subdivisions 
for money that they hire. I am opposed to the United States Gov
ernment, which possesses the sovereign and exclusive privilege of 
creating money, paying private bankers for the use of its own money. 
These private bankers do not hire their own money to the Govern
ment; they hire only the Government's money to the Government, and 
collect an interest charge annually. 

What I am telling you I can prove by the highest authorities in 
the world. Over a period of years I have interrogated Mr. Eccles, 
Mr. Morgenthau, Mr. Bell, and the biggest bankers in this country 
and I know what their claims and contentions are, and what I say is 
there is no dispute or contention about it, or controversy; it is ad
mitted. And, furthermore, I have, I believe, the best authority in 
the world on financial matters to support this statement. I don't 
want to take too much time, because I want you to hear from him. 
There are more words of Senator Robert L. Owen in the Federal 
Reserve Bank Act than the words of anv other person, living or dead. 
Senator Owen is one of the most highly cultured men in the world. 
I feel like he knows more about this problem than any other person 
living. I know he is a modest man; ne has not tried to put himself 
forward, but I feel, because of his attitude back in 1913, when the 
Federal Reserve Act was being written, his attitude was not favor
able to certain powerful interests and it is the same today as it was 
then, and by reason of that unfavorable attitude on the part of some 
of the biggest fellows in the country they have submerged the part 
this great man had in the writing oi that* history-making legislation. 
Few men in the world have had the ripe experience and the successful 
experience that Senator Owen has had. He is a successful national 
banker himself. He organized a bank in 1890, owns a substantial 
part of the stock, was president for a long time, has been an official 
or director ever since, and he knows what this is all about. 

Incidentally, it is a coincidence that Senator Owen, who was chair
man of the Banking and Currency Committee in the Senate at the 
time,of the passage of the Federal Reserve Act, and Senator Glass, 
who was chairman of the Committee on Banking and Currency in 
the House, when the Federal Reserve Act was passed, were both born 
about the same time within two blocks of each other, in Lynch
burg, Va. 
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The CHAIRMAN. May I interrupt to ask a question there ? 
Mr. PATMAN. Yes, sir. 
The CHAIRMAN. You know that Senator Owen and Senator Glass 

•were the.authors of the Federal Eeserve System? 
Mr. PATMAN. Yes, sir. 
The CHAIRMAN. Both played a conspicuous part in the writing of 

that act. 
Mr. PAT3IAN. Yes. 

_ .The CHAIRMAN. Did you get Senator Glass' reaction to this pro
posal? 

Mr. PATMAN. I only know how Senatpr Glass stood when the Fed
eral Reserve Act passed, and his views were contrary, in many sub
stantial respects, to Senator Owen's. I know his views since that 
time, and I would consider he would definitely be very much 
against it. 

The CHAIRMAN. He would? 
Mr. PATMAN. Yes, sir. I know his views. I am not arguing 

with him, or criticizing him or condemning him. I am just telling 
jou I believe that would be his views. I know how he stood in the 
past on these difficult questions. 

INTEREST CAN BE SAVED ON PART OF WAR DEBT 

Furthermore, in this emergency it is necessary that we sell all the 
interest-bearing bonds that we can to the public, including corpora
tions who have the money to buy them. This is necessary to retard 
inflation and it is very helpful to that end. I favor the levying and 
•collection of aU the taxes it is possible for the people to pay in order 
to reduce the national debt as much as possible each year. After the 
Government has collected all the taxes it can collect and has sold 
all the bonds to the public that can be sold; there will remain 50 per
cent or more of the funds to be raised which must be obtained from 
the Federal Eeserve banks or the privately owned 14,000 commercial 
banks of the country, that accept deposits, or from both. 

I t is this money that must be obtained from the Federal Reserve 
tanks and the commercial banks that I insist can be secured by the 
Government without an annual interest charge. 

Mr. DISNET. Congressman, if you will restate your proposal in 
just a word, it would help me. 

Mr. PATMAN. The point is this; we want to sell all the bonds we 
can to the public and corporations that have the money to buy them. 
And I am not opposed to that. We want to collect all the taxes we 
can to pay on this war. But after we do that, we will still have to 
have a large sum of money each year, and that money must be 
obtained through creation; it has got to be created. And my point 
is that the money, if it has got to be created on the Government's 
credit, that the people should not have to pay interest on that money 
that is so created. That is it in a nutshell, Mr. Disney. 

H. R. 1 GERMANE TO BILL TO RAISE DEBT LIMIT—THAT IT PROVIDES 

I have before this Congress the bill H. R. 1. It is germane in the 
consideration of this bill to raise the debt limit to $210,000,000,000. 
The bill provides for the issuance of non-interest-bearing, non-nego
tiable bonds by the 12 Federal Reserve banks to finance the part of 
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the war that would otherwise be financed by the commercial banks 
and the 12 Federal Reserve banks on interest-bearing bonds. 

The bill would prohibit the Treasury from issuing any further 
interest-bearing bonds to the banks receiving deposits, and would 
restrict the amount of United States bonds held by any bank to the 
amount held by such bank on December 31, 1941. The date is an 
arbitrary one. Any other fair date or fair adjustment of the amount 
of bonds any bank could hold would be satisfactory. 

FEDERAL RESERVE BANKS DISTINGUISHED FROM COMMERCIAL BANKS 

First, let us get our definition straight as.to the kind of banks that 
I speak of. The 12 Federal Keserve banks are owned by the private 
commercial banks of the country. Not one penny of stock in these 
12 banks is owned by the United States Government or by the people. 
The total stock in these 12 banks is about $150,000,000. 

The 14,000 commercial banks include not only thq national banks 
and the State banks that belong to the Federal Keserve System, but 
also the other banks which accept deposits which are State banks 
and do not belong to the Federal Reserve System, but practically all 
of them are insured by the Federal Deposit Insurance Corporation. 

NO INTEREST SHOULD BE PAID ON LARGE PART 

The money that must be secured by our Government after all the 
bonds have been sold to the public that can be sold, and all the taxes 
have been paid that can be collected without injuring our domestic 
economy, can be secured without an interest charge through the use 
of the 12 Federal Keserve'banks. I t is right that the Government 
use the banks for this purpose, because these 12 banks, although pri
vately owned, operate exclusively upon Government credit. These-
12 banks have the power to create the money that is placed in cir
culation and used by the people. Congress has farmed out to them 
this great privilege. I t is the most valuable privilege any govern
ment on earth ever delegated, or conveyed to an individual group or 
corporation. 

POWER NOT DISPUTED 

The sovereign power of Congress to authorize the program that is 
proposed in the bill I am discussing is beyond question. No one ques
tions the power of Congress to do what I propose. 

SIMPLICITY AND SOUNDNESS OF PLAN 

In order to demonstrate the simplicity, desirability, and, soundness 
of the plan, I desire to first analyze the status of the present national 
debt. It will not be my purpose to quote exact figures since exact
ness is not required for the purpose of this illustration. Let us as
sume that the national debt now is a round number—$100,000,000,000 
which is very close to the actual amount. One-half of the amount 
is held by individuals and corporations, including mutual-savings 
banks and life-insurance companies which had the money to lend to 
the Government in exchange for interest-bearing bonds. The other 
$50,000,000,000 is held as follows: 

Forty-four billion by the private commercial banks which created 
the money by a flick of the pen to purchase interest-bearing bonds 
from the Government and which they now hold. 
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Six billion has been purchased by the 12 Federal Reserve banks 
by creating it by a flick of the pen, and is now held by these 12 Fed
eral Reserve banks, and the Government will continue to pay interest 
on it just the same as if the bonds had not l)een purchased through 
the use of the Government's credit. 

CREATING MONEY IS ACKNOWLEDGED 

For fear that someone will think that I am using a very radical 
and unorthodox word when I say "ctfeate" in connection with the 
banks' creating money with which to buy Government bonds, I 
want you to know that the highest and best authorities in our Gov
ernment and in the United States agree that the commercial banks 
and the Federal Reserve banks actually create money on the Gov
ernment's credit in order to buy United States Government bonds. 
There is no dispute about that question. The Honorable Henry Mor-
genthau, Secretary of the Treasury, admits it. So does the Hon
orable Marriner S. Eccles, Chairman of the Board of Governors of 
the Federal Reserve System, and all other informed people. 

Therefore, the main point for consideration by this committee is 
whether or not the 12 Federal Reserve banks and the private com
mercial banks that create money on the Government's credit, should 
continue this policy and thereby cause the taxpayers to pay.interest 
on it for generations to come. 

HOW GOVERNMENT OBTAINS MONEY NOW 

Under the present system if the Government desires more money 
and it is necessary to borrow the money from the banks, the following 
procedure is adopted : 

First. If it desires, the Treasury can deliver bonds to the 12 Fed
eral Reserve banks directly and receive credit for the amount of the 
bonds on the books of the 12 Federal Reserve banks. Then as the 
Treasury pays its debts, checks are given on these 12 Federal Reserve 
banks and the funds are transferred from the Treasury to the ones 
receiving the checks. In this way the Government is paying interest 
to the Federal Reserve banks just the same as it pays interest to the 
private banks and to individuals, although the Federal Reserve banks 
operate on the Government's credit. If the receiver of a Treasury 
cneck in a casê  like this desires the money instead of credit in his 
local bank, he is given Federal Reserve notes. These notes are not 
obligations of the Federal Reserve banks, they are obligations of the 
United States Government. Therefore, ^the Government and Con
gress, particularly^ finds itself in the idiotic position of permitting 
the Treasury to deliver one form of Government obligation—interest-
bearing notes—to the privately owned Federal Reserve banks and 
receiving credit therefor, and then when the Federal Reserve banks 
are called uj)on for the money they issue another form of Govern
ment obligation, Federal Reserve notes, to satisfy the demand. In 
each case Government^ obligations are used. The net result is that 
the taxpayers are paying for the use of their own credit. 
_ This power of selling bonds directly to the Federal Reserve banks 

by the Treasury is authorized by the Second War Powers Act which 
became a law March 27, 1942, and can only be used to the extent of 
$5,000,000,000. The question is, if it is good money up to $5,000,000,-
000 why is it not good money up to $100,000,000,000? However, this 
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does not stop the Federal Reserve banks from buying $100,000,000,. 
000 or $200,000,000,000 of Government bonds in the open market 
through the Open Market Committee in New York. The restriction 
of $5,000,000,000 is only on a direct sale from the Treasury to the 
Federal Reserve banks. 

Second. The other way the Treasury would obtain the money 
would be to sell interest-bearing bonds of the Government to the 
14,000 commercial banks. In a sale of that kind a commercial bank 
receives the Government bond and gives the Treasury credit upon 
its books for the amount of the bona. Then when the Government 
pays its bills it gives checks upon this fund in the local commercial 
bank. The money has been created by a bookkeeping transaction and 
it is seldom that the one receiving a check from the Government wants 
the actual money but desires instead credit at the bank. In that way 
the money is created on the books of the bank but the actual money 
is not paid out except to a very limited extent. If tlu one receiving 
the check, however, desires the actual money and the local bank does 
not have the money to pay the check, the local bank can obtain it 
from the nearest Federal Reserve bank by depositing Government 
bonds^ as collateral security. The bank will pay the Federal Reserve 
bank one-half of 1 percent interest on this money. The Federal Re
serve bank will pay the Government 30 cents per $1,000 for the money. 
The net result is that the Government has not gotten anything for 
the sale of bonds to the public and the collection of taxes, thftt the 
United States Treasury deliver to the Federal Reserve banks non-
interest-bearing, nonnegotiable Government securities or certificates 
of indebtedness and obtain from the 12 Federal Reserve banks credit 
for the amount of the bonds or certificates. Then as the Treasury 
pays its debts checks will be given on these 12 Federal Reserve banks 
in the same way and manner as if the bonds were interest-bearing. 
The ones receiving the checks will receive their money and the same 
kind of money and in the same way and manner as if the bonds 
were interest-bearing. The result will be, however, that the Gov
ernment will be saved interest. In this way the Government can 
pay each year 2% percent to the Federal Reserve banks on these bonds 
or certificates and in 40 years the entire debt will be liquidated, where
as under the present plan our Government can pay 2y2 percent each 
year for 40 years as interest and none of the principal of the debt 
will be paid but all of the debt will still be due at the end of the 40 
years. 

Mr. DEWET. May I query the witness at that point on just that use 
of currency? 

The CHAIRMAN. Yes; go ahead. 
Mr. DEWEY. Why did not the Government do that in 1907 and 1912, 

when there was a money panic, before the organization of the Federal 
Reserve System, and the country went to clearing-house certificates 
and there wasn't any currency to go around? They had to go to the 
only thing that existed at that time, which was the clearing house, 
ana they issued real fiat money to take care of the requirements of 
trade and industry. As the result of that we put in a system known 
as the Federal Reserve System, which would supply cash and take it 
off the market when not needed. The Bureau of Engraving and Print
ing was in existence then. Why didn't the Government go to the Bu
reau and buy some of this 30-cents-a-thousand currency and just put 
it out in the country? 
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Mr. PATMAN. Of course, the gentleman would not seriously insist 
that I attempt to answer that question. I was only 14 years old at 
that time. 

Mr. DEWEY. Well, that is what you want to have done now, Mr. 
Patman. 

Mr. PATMAN. I don't know what was in the minds of the people 
who were in charge of our Government at that time. Of course, I 
know "about the clearing-house certificates from reading the history 
of the~1907 panic, and I well remember it, because it hit us awfully 
hard in Texas, and we all suffered from the depression down there. 
I know they used the certificates, but as to why they didn't resort to 
other means—there are other means that could have been resorted to. 
This would not be the only one. 

Mr. DEWEY. They did resort to other means, by organizing the Fed
eral Reserve System. 

Mr. PATMAN. And remember this, Mr. Dewey, that up until 1917 we 
had never paid any interest hardly on our national debt, only two or 
three million a year over a period of 125 years. 

Mr. DEWEY. We didn't have any national debt. 
Mr. PATMAN. Our interest burden has really not been sufficient to 

attract our attention except during the last 25 years, and for that 
reason only should a plan like this be considered. 

Mr. DEWEY. We didn't have any national debt. 
Mr. PATMAN. That is right:-we didn't have any national debt. 

It was very small. But I cannot answer the question as to why 
people, 35 years ago, did not do so and so, because I have no way of 
determining it. But I know one thing; their failure to do it is not 
sufficient to justify us in ignoring it. I am not willing to ignore a 
good proposition now because it was not adopted 35 years ago. 

The CHAIRMAN. One question right there. You mentioned this 
money that the Bureau of Engraving and Printing gets out, and all 
the Government gets for it is the cost of the printing. 

Mr. PATMAN. Yes, sir. 
The CHAIRMAN. YOU say the Government gets nothing for its credit. 

The Government isn't out anything. 
Mr. PATMAN. I t is out its credit. I t signed a mortgage; it is be

hind it. It has pledged all the resources of this Nation to back 
it up. 

Trie CHAIRMAN. Doesn't it give what Senator Owen and Senator 
Glass were after, a sound system of banking? 

Mr. PATMAN. Certainly. 
The CHAIRMAN. That is getting something. 
Mr. PATMAN. Certainly; it is a sound system of banking. 
The CHAIRMAN. It is put on a national basis. 
Mr. PATMAN. That is right. 
The CHAIRMAN. And, of course, that was the trouble before. The 

banks could not get the money. There was no Federal agency, and 
no means by which they could get money. This provides a sound 
system of banking; isn't that right? 

Mr. PATMAN. Sure; it is a very fine system. I am not opposed to 
it; I am for it, but in an unusual case like this, why should we burden 
the taxpayers on a $300,000,000,000 debt, when we know they will 
never be able to pay more than just the interest on it? That means 
a perpetual debt of $300,000,000,000, That means that any inflation 
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that we have in that $300,000,000,000 will remain indefinitely, whereas 
if you adopt a plan of saving the interest on a substantial part of 
that money, you can reduce it each year by as much at least as you 
would pay in interest, and then you reduce the inflationary condition 
each year instead of having it remain the same each year. 

The CHAIRMAN. I haveirt any disposition to argue with you. I 
may agree with you when you get through; I don't know. But if 
the banks were not to get any interest on this money that the Govern
ment borrows, how would you get the banks to lend the money? 
They say, "It is the money of our depositors; we are responsible for 
it, and if we don't get anything for the use of it we will just not 
buy the bonds." 

Mr. PATMAN. I don't think that question is involved in this at all. 
The CHAIRMAN. I don't know why it wouldn't be involved. They 

won't furnish the money if they're not going to get any interest on it. 
Mr. PATMAN. I am not proposing that. I am proposing that the 

12 Federal Reserve banks furnish it, not the commercial banks. 
The CHAIRMAN. Suppose the Federal Reserve banks balk? 
Mr. PATMAN. They can't balk. They are an agency of the Congress. 

They have to do what Congress says. 
Tne CHAIRMAN. These bonds can't all be held by the Federal Re

serve banks; they have to be scattered throughout the country. 
Mr. PATMAN. I am afraid we are talking about different things. 

I am afraid you are talking about the usual industrial or commercial 
transaction, and I am talking about the Government finances. 

The CHAIRMAN. I beg your pardon. I am sorry; I didn't follow 
you. 

Mr. DISNEY. A S I understand it, these banks are heavily loaded with 
Government bonds, so heavily loaded that a sharp decrease in the value 
of Government bonds would wipe out their capital stock* 

Mr. PATMAN. TWO or three points decrease would wipe out their 
capital stock, but there is no danger of that. 

Mr. DISNEY. Suppose there was a sharp decrease in the value of 
Government bonds, that would have a tendency to wipe out a part of 
the capital stock of the banks, or some of them, and if any sizeable 
number of them should get in that position, they would be liable to 
be in trouble and go broke and take the rest of the banks with them. 
How could we prevent that? » 

Mr. PATMAN. That is already provided for, Mr. Disney. The Open 
Markets Committee, which, by the way, has been moved from Wash
ington to New York, has already arranged that any bank in distress 
can get a hundred cents on the dollar on its bonds any time. There 
is where the Government's credit comes into play again. They just 
issue more Federal Reserve notes to buy those bonds, and they are not 
going to let the banks suffer. They have already told them they will 
not let them suffer. There is no danger of that at all. 

Mr. DISNEY. NO danger of Government bonds 
Mr. PATMAN. Declining; absolutely not. It is, in effect, guaranteed 

by the United States, and there is no danger in the world. In fact, 
I think it is a good thing, although it is the Government's credit 
being used again, free. It is perfectly all right. 

Mr. KNUTSON. Right at that point, why did Government bond- ^r°P 
to 82, along in the fall of 1921? # , 

Mr. PATMAN Beoase of a situation you gentlemen had vision enouirrj 
to guard again v\ hen this war started. In 1914, when the war staru-a 
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in Europe, and in 1917, when we became engaged in the war, we did 
not make any provision to protect the people who bought United 
States Government bonds. They had to sell them in the open market. 
Consequently, when the war was over, and every one wanted to sell 
their bonds, naturally the market went down and down, and some of 
them sold as low as 75 cents on the dollar. I t was the crime of the age 
to permit that to be done. Men in the armed services had paid for 
their bonds a few dollars a month over a period of time. And when 
they-came out of the service they saw these bond manipulators force 
the price down to 75. I t was absolutely a crime. But you gentlemen 
provided—and if you will remember, I appeared before this commit
tee in connection with that and invited your attention to it, and asked 
you, for God's sake, to prevent any such thing happening in the future. 
Not necessarily because of my. testimony did you do it, but you pro
vided, anyway, that now they can get their money 100 cents on the 
dollar? and the people of this Nation should appreciate what this 
committee did to initiate that type of .legislation which will protect 
them against that awful crime that happened after the other war. 

There is one objection to this plan. Mr. Chairman, not a serious 
objection, not one that you cannot correct, but it is, I am afraid, an 
objection. 

The CHAIRMAN. Which plan are you talking about? 
Mr. PATMAN. This plan I am proposing now. 

OBJECTION WORTHY OF CONSIDERATION 

One objection is urged against this plan which I think is worthy 
of the greatest consideration. I t is that if the commercial banks 
buy the bonds a part of the excess reserves of the bank will be used 
in the transaction, but if the Federal Reserve banks buy the bonds 
and the money is paid out into the country, it is deposited in the 
local banks and the excess reserves of the local banks are increased 
by that much, which will be more inflationary than the sale of the 
bonds to the local banks. 

This objection can be overcome completely by permitting the Board 
of Governors of the Federal Eeserve banks to change the reserve re
quirements of the local banks. In other words, use the same system 
to contract the reserves of the local banks that is now being used 
to expand the reserves of the local banks. Mr. Eccles has testified 
that the objection can be cured that way. 

That is the only real objection that has ever been urged to this 
plan and upon analysis it becomes an excuse rather than a reason for 
not approving the plan that will save the taxpayers such enormous 
sums of money annually. 

The CHAIRMAN. Where would the banks get "the additional reserve? 
They can't call in their loans very well. If they did, they would wreck 
the country. I t would embarrass the parties to whom they made 
loans. Where would they get this extra reserve? I am not trying 
to argue. If they have to increase their reserves, where would they 
get the increase? 

Mr. PATMAN. I will be glad to answer the gentleman's question. 
If this plan is adopted and we sell a million doll a I .->* worth of bonds, 
it will require the Federal Reserve to take a million dollars of bonds 
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that are not interest bearing, and nobody doubts the power of Con
gress to do that. They all admit it. Raleigh, I guess, is your Fed
eral Reserve bank, is it not? 

The CHAIRMAN. NO; Charlotte. 
Mr. PATMAN. All right; at Charlotte there is a credit of $1,000,-

000. When they pay the Postmaster and the rural carriers and the 
Honorable Bob Doughton their salaries, they will take their checks 
to the local bank, a commercial bank, and deposit them, and the local 
commercial bank can use those deposits as excess reserves and pur
chase any kind of paper, 5, 8, or 10 times as much as that, depending 
on what the reserve requirements are at that time. I will admit 
that that will cause an inflationary condition, but you can correct 
it by changing the reserve requirements of that bank so that it could 
not lend more than 2 to 1, or 3 to 1, or more than $1 for one—100 
percent reserves. Mr. Eccles suggested that before the Banking and 
Currency Committee. That would completely stop the inflationary 
condition and save interest. 

The CHAIRMAN. DO you think a bank could live and pay its stock
holders any dividends if it were forced to keep such large reserves? 
They couldn't make any money. 

Mr. PATMAN. Oh, they would make money. I provide in this bill 
that they shall be allowed to take and hold a reasonable amount of 
bonds. Let them have enough bonds to live and render the fine 
service they are now rendering, but not let them have unlimited bonds 
on the Government credit in an unusual critical situation like we arc 
in now, where the war debt must be increased bjr hundreds of billions. 
That is just going too far. But I provide in this bill, Mr. Doughton, 
that they may have as many bonas as they had December 31, 1941, 
and they had a pretty good supply of bonds. 

The CHAIRMAN. HOW would they get those bonds ? 
Mr. PATMAN. They cdtdd buy them in the open market, or directly 

from the Treasury. 
The CHAIRMAN. Wouldn't they have to draw on their reserves to 

buv them? 
Mr. PATMAN. That would be all right. 
The CHAIRMAN. Wouldn't that cut their reserves down? How 

could you go on the market and buy bonds, and at the same time 
hold up your reserves? 

Mr. PATMAN. I respectfully submit that is no problem in this 
plan. 

The CHAIRMAN. That is not the question I asked. You say they 
have to have a reserve, and they go into the open market and buy 
bonds. I say they can't go into the market without reserves. 

Mr. PATMAN. They have the money. 
The CHAIRMAN, They can't have the bonds and the reserves both. 

You know that. 
Mr. PATMAN. They have plenty of reserves, Mr. Doughton, and I 

would be in favor of having plenty of reserves. If they want more 
reserves, they could sell a million dollars' worth of bonds to the open-
market committee and get a million dollars in Federal Reserve notes, 
and then buy $10,000,000 of United States Government bonds. They 
will have no trouble in getting reserves. 

The CHAIRMAN. Would they be interest-bearing or non-interest-
bearing? 
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Mr. PATMAN. They would be interest-bearing. There is no trouble 
about reserves. That could be changed up or down, and I am pre
senting in my testimony here, which I will not take the time to read, 
evidence along that line. 

The CHAIRMAN. Let me see if I understand it. The bonds that the 
Federal Reserve banks hold would bear no interest, but the bonds 
that the commercial banks hold would bear interest. 

Mr. PATMAN. Yes; you see the commercial banks are entitled to 
a profit. 

The CHAIRMAN. What percentager of the total loan now outstanding 
would the Federal Reserve have and what percentage would the com
mercial banks have? 

Mr. PATMAN. That depends on how much we spend in the war and* 
on how much the public will buy and the insurance companies and 
other corporations that have money to buy the bonds with; and, in 
addition, how much money can be collected in taxes to retire part 
of it. 

The CHAIRMAN. If they bought them all, then you wouldn't have 
to get any loans from the Federal Reserve? 

Mr. PATMAN. I would love to see it that way. If the public anid 
the life-insurance companies and the other people having money 
would buy it, that is the way to do it. But it will not work, Mr. 
Chairman; we know it will not work. They don't have the money. 
It has to be created; so, since it has to be created, should we always 
pay interest on that part? 

The CHAIRMAN. HOW much do vou save—say on $200,000,000,000, 
how much do you estimate the Federal Reserve banks would hold on 
which there would be no interest paid? 

Mr. PATMAN. I estimate 50 billion, something like that. 
The CHAIRMAN. That is one-quarter. 
Mr. PATMAN. Yes; but if you save a quarter of $4,000,000,000 a 

year and j o u have saved $1,000,000,000, and after this war is over, 
my dear sir, and when we have industrial activity then the banks will 
want to unload these bonds, individuals will want to sell their bonds, 
and money will have to be created in order to take care of them. 
Then the Federal Reserve could save more money—I am not trying 
to hurt the commercial banks, but the chairman of this committee 
knows 

The CHAIRMAN. HOW would this money to take up all these bonds 
be created? 

Mr. PATMAN. In the same way and manner it is now created, by 
just a flick of the pen, if you want to call it that. That is the power 
of the Federal Reserve banks, to create money. They are doing it to 
the amount of $5,000,000,000 now by direct purchases. 

The CHAIRMAN. Would it be logical to just create money that way 
now ? 

Mr. PATMAN. NO, because you would have unlimited inflation, 
ruinous inflation. I don't want to do that. I would love to sell all 
the bonds to the public and the corporations having the money to 
buy, but we cannot sell the bonds that way. The people do not have 
the money and we have got to create it. I don't want the taxpayers 
of this Nation to pay interest for the next two or three hundred 
years. That is the point I am trying to make—just the part that must 
be created anyway, on the credit of the Government. 

28-,680 O—164—vol. 3 7 
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The CHAIRMAN. Why not create that independent of the Federal 
Reserve banks; just leave them entirely out of it? 

Mr. PATMAN. Well, that is the best way to do it, I think. You 
wouldn't Have any control otherwise. You have got to have a sim
ple, desirable plan that is sound. I think that is the soundest way 
to buy them. JBut it is impossible to sell enough bonds to the public. 

Mr. DISNEY. YOU mean through the Federal Reserve? 
% Mr. PATMAN. The Federal Reserve. All the bankers tell you that 

they shouldn't buy these bonds. They know it is highly inflationary. 
The bankers are patriotic people; they spend their own money to get 
the public to buy them and they are doing their best to get the public 
to buy them. But it is impossible to sell enough bonds to the public 
to finance this war, and a large part of it must be created, and I say 
the part that must be created on the Government's credit, the Gov
ernment should not pay interest on. 

Let me read you just a few questions and answers, from Mr. Eccles's 
testimony in 1941, before the Banking and Currency Committee. I 
am interrogating: 

Mr. PATMAN. The stock is less than $140,000,000 and you do several hundred 
billion dollars' worth of business a year sometimes, and furthermore, when 
you actuaUy hold and claim now over $2,000,000,000 in Government securities 
which you claim you bought. How did you get the money to buy those $2,000,-
000,000 of Government securities? 

Mr. ECCLES. We created i t 
Mr. PATMAN. Out of what? 
Mr. Eccucs. Out of the right to issue credit, money. 
Mr. PATMAN. And there is nothing behind it, is there, except the Government's 

credit? 
Mr. ECCLES. We have the Government bonds. 
Mr. PATMAN. That's right, the Government's credit. 
Mr. ECCLES. That is what your money system is. 

There is the highest authority in the Federal Reserve bank. There 
is no question about this, gentlemen. There is no dispute about what 
I am saying. You will not find a witness who will deny what I say. 
It is undisputed. There is no controversy about it. 

Mr. KNTJTSON. Does Mr. Eccles endorse your plan? 
Mr. PATMABN Oh, I am sure he wouldn't, because he believes there 

should be interest paid on all Government bonds. He is opposed 
to starting any other system. He don't want a change. Ordinarily, 
that may be right, but when you have such an unusual condition, 
when our national debt will be 10 times as high as it has ever been 
in the history of our country, don't you think we should consider 
any plan that might save the taxpayers money? 

Mr. DEWEY. Mr. Patman, you want to create some more money, or 
funds for the Government in these wartimes. We have been hearing 
a great deal about this inflationary gap. 

Mr. PATMAN. Yes, sir. 
Mr. DEWEY. Which is the excess funds in the hands of the public 

which may come into competition for a large amount of commodities. 
Mr. PATMAN. Yes, sir. * 

a Mr. DEWEY. For that reason we are considering increasing the tax 
bill and enforced savings. 

Mr. PATMAN. That is right. 
Mr. DEWEY. YOU want to create more. 
Mr PATMAN. NO. 
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Mr. DEWEY. Why not exhaust that excess spending power of the 
public before creating new money ? 

Mr. PATMAN. That is perfectly all right, mv dear sir. If you could 
get the money to finance this war by selling bonds to the public who 
have the money to buy them, and through the collection of taxes, such 
as you propose, or in any other way, I am for it. But 

Mr. DEWEY (interposing). It is understood 
Mr. PATMAN. Let me finish. But we have demonstrated we cannot 

sell enough bonds to the public, we cannot levy enough taxes to balance 
our expenditures in this war and the difference, my dear sir, has' got 
to be created money on the Government's credit, and my point is what 
we create on the (Government's credit we should not pay interest on 
for the next two or three hundred years. 

Mr. DEWEY. What percentage of the debt was carried by the banks 
during the last war? 

Mr. PATMAN. I don't know, but the last war was merely a fist fight 
compared to this one, so far as expenditures are concerned. 

Mr. DEWEY. In proportion to the national income, the Government 
bonds sold in the last war was a very small percentage. We sold 
most of the bonds to the public and I don't see why we couldn't do 
it this time. 

Mr. PATMAN. Well, we can't do it, because the Government knows 
the people do not have the money. 

Mr. DEWEY. Wejust agreed that the public is in possession of that 
inflationary gap. That has been brought out by every person that has 
testified here .̂ from Treasury officials on down. 

Mr. PATMAN. Let me read a little more of the testimony of Mr. 
Eccles, in answer to questions asked him by Mr. Dewey. I have had 
an awful time getting these things, Mr. Chairman. The witnesses have 
shown irritation, sometimes, in being compelled to answer questions, 
but over a period of years I have gotten the Secretary of the Treasury, 
Mr. Morgenthau, the Under Secretary, Mr. Bell, and Mr. Eccles and 
other high officials of the Government to prove every statement that 
I make concerning this. I mean not my own opinions or conclusions, 
but statements of fact. I have other testimony to prove it. Let me 
read Mr. Eccles' testimony when he was interrogated by Mr. Dewey 
on June 17,1942 (reading): 

Mr. ECCLES. NO ; the Federal Reserve would buy in the open market. If the 
Federal Reserve then bought a billion dollars of securities in the open market 
that would be new Treasury issues. Thetbanks would still hold them, and the 
Federal Reserve would put into the banks another billion of excess reserves. 
If they used that billion they could buy 5 billion more of Governments, and you 
could keep the price up. For every billion of the Federal Reserve banks put in 
the open market operations, the private banks could buy 5 billion. 

Mr. DEWEY. That comes pretty close to some other ideas I have heard. 
Mr. ECCLES. I mean they could buy 10 billion. I mean the Federal Reserve 

when it carries out an open market operation, that is, if it purchases Govern
ment securities in the open market, it puts new money into the .banks which 
creates idle deposits. 

Mr. DEWEY. There are no excess reserves to use for this purpose. 
Mr. ECCLES. Whenever the Federal Reserve System buys Government securi

ties in the open market or buys them direct from the Treasury, either one, that 
is what it does 

Mr. DEWEY. What are you going to use to buy them with? 
Mr. ECCLES. What is who going to use? 
Mr. DEWEY. The Federal Reserve to make these purchases. 
Mr. ECCLES. What do they always use? 
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Mr. DEWEY. YOU are going to create credit? 
Mr. ECCLES. That is all we have ever done. That is the way the Federal 

Reserve System operates. The Federal Reserve System creates inouey. It is 
a bank of issue. 

What better evidence do you want than that, gentlemen? There 
is no dispute about what I say, and I insist it is absolutely wrong 
for this committee to permit this condition to continue and saddle 
the taxpayers of this Nation with a burden of debt that they will not 
be able to liquidate in a hundred years or two hundred years. 

Do you know that we are carrying a million dollars' worth of 
bonds that were issued during the War between the States and we 
have paid 4 billions in interest for every $1 that was borrowed? 
We are still paying on them and still owe them. Do you know that 
on tiie Panama Canal convertible 3's, we have already paid more 
than $50,000,000 in interest and we will soon have paid $75,000,000 
in interest and still owe the $50,000,000 principal on those bonds? 
If you judge the future by the past, the people will be compelled to 
pay a dollar, $2, and $5 in interest for every $1 they borrow. Does 
any man, then, say that we shouldn't seriously consider any plan that 
will enable the taxpayers of this Nation to make that payment on the 
principal of the debt and not on the interest? Two and a half 
million each year, and in 40 years liquidating the entire debt, and 
removing that inflationary condition that we will have by reason of 
the expenditures during this war. 

W. Lt. Hemingway, president of the American Bankers' Association 
and of the Mercantile-Commerce Bank & Trust Co., St. Louis, in a 
speech on our national debt before the Chamber of Commerce of the 
State of New York, in New York City, said: 

The war must and will be financed. It can be done in one of three ways— 
first, by printing paper money, Uncle Sam's demand I O U's. Fortunately this 
generation has seen the evils of that route and will have none of it. The 
second is by borrowing from the Federal Reserve banks directly, but that is 
but little removed from the paper money way because the Reserve banks would 
issue the money against the Government's notes or give credit on their books 
to the Government, which would pay it out for war purposes. It would then 
flow into the commercial banks increasing their legal reserves, thus inviting 
further inflation. So we come to the third and least objectionable way, and 
that is by borrowing from the public and the banks. 

Both the Treasury and the banks want to see the banks buy as small a part 
of the succeeding issues as possible, because both understand that when the 
banks buy the bonds new bank credit or money is created and remains in cir
culation until their bonds are paid or taken by the public—an inflationary act 
to be avoided as much as possible. The banks should be only underwriters and 
distributors and not permanent investors. 

I invite your attention to tjie following with reference to Mr. 
Hemingway's statement: 

First, he says that banks should not be permanent investors of 
United States Government bonds. 

Second, that it is highly inflationary for banks to buy United 
States Government bonds. 

Third, in the second way, he says the war can be financed by bor
rowing from the Federal Reserve banks directly, he also says that is 
but little removed from the paper-money way because the Reserve 
banks would issue money against the Government's notes or give 
credit on their books to the u-overnment, which would pay it out for 
war purposes. He could have very well added that the sale of 
Government bonds to commercial banks is no further removed from 
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paper money than the sale to Federal Reserve banks if the excess 
reserves of banks are properly handled. 

Reasons why commercial banks should not purchase bonds are 
contained in a statement of the Secretary of the Treasury issued 
April 25, 1942. I t is as follows: 

If the Government is compelled to go to the commercial banks for the bulk 
of these funds, the result will be to increase inflationary tendencies which are 
already serious. This is true because when commercial banks buy Government 
bonds they do not pay for them with actual cash taken from their vaults, but 
by placing on their books newly created deposits to the credit of their Govern
ment. When the Government draws upon those deposits to pay for the goods 
and services it buys, the purchasing power of those" to whom these payments are 
made is increased without any decrease in the purchasing power of those from 
whom the money is borrowed 

When Mr. Eccles, chairman of the Board of Governors of the 
Federal Reserve System was before the Banking and Currency Com
mittee, September 30, 1941, I interrogated him at length about the 
banks creating money on the Government's credit. 

When Mr. Morgenthau, Secretary of the Treasury, and Mr. Bell, 
his Under Secretary, were before the Banking and Currency Com
mittee on September 24, 1941, testifying on the price-control bill, 
I interrogated Mr. Morgenthau about banks creating money. He 
suggested that Mr. Bell, his Under Secretary, answer the questions. 
Mr. Bell was sitting by Mr. Morgenthau's side and the following 
questions were asked and the following answers were given, as 
disclosed on page 1132, volume 2, of the printed hearings on that 
bill: 

Mr. PATMAN. In other words, when you sell a Government bond to a com
mercial bank, you allow the bank then to create the money. 

Under Secretary BELL. That is right. We want to avoid that, as far as we 
can. 

Mr. PATMAN. By a bookkeeping transaction? 
Under Secretary BELL. Yes, sir; in the first instance. 
Mr. PATMAN. And that increases the supply of money, just as much as if 

the country issued greenbacks directly? 
Under Secretary BELL. It increases the supply of money, but I would not 

say it has the same effect. 
Mr. PATMAN. It increases the supply of money to exactly the same amount 

as If the Government issued the credit directly? 
Under Secretary BELL. That is probably right. 

I doubt that anyone would want any higher authority on the 
question of commercial banks creating money to buy Government 
bonds than the testimony just quoted. 

When Mr. Marriner S. Eccles, chairman of the Board of Gov
ernors of the Federal Reserve System, testified before th& Banking 
and Currency Committee of the House, June 24, 1941, the following 
questions were asked and the following answers given, at page 68 
of the printed hearings on S. 1471, a bill to amend the Federal 
Reserve Act. 

Mr. PATMAN. Going back to this issue as to the Government's credit, Is it 
a fact that the $20,000,000,000 that the commercial banks of the country hold 
today in United States Government bonds were purchased with created 
money? 

Mr. ECCLES. Is it not a fact that what? 
Mr. PATMAN. The $20,000,000,000 of Government bonds, approximately, that 

they purchased these bonds with created money. 
Mr. ECCLES. What 20 billion of bonds? 
Mr. PATMAN. That the banks hold today; approximately—between 19 and 

20 billion dollars. 
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Mr. EOCLES. I do not know exactly what the banks hold. 
Mr. PATMAN. Well, that is not the main point. In other words, the bonds 

that the banks hold today—they created the money to buy those bonds, did 
they not? 

Mr. ECCLES. The banking system as a whole creates and extinguishes the 
deposits as they make loans and investments, whether they buy Government 
bonds or whether they buy utility bonds, or whether they make farmers* loans. 

Mr. PATMAN. I am .thoroughly in accord with what you say, Governor, but 
the fact remains that they created the money, did they not? 

Mr. ECCLES. Well, the banks create money when they make loans and invest
ments. 

Mr. PATMAN. AU right; and these Government bonds were one of the 
investments. 

Mr. ECCLES. That is correct. 
Mr. PATMAN. NOW we are back to where we were. The banks created the 

money to buy $20,000,000,000 or whatever it was in Government bonds. There
fore it has increased the available money supply by $20,000,000,000 did it not? 

Mr. ECCLES. Yes; that is true, if those are the figures representing the in
crease in commercial banks. I think those figures are excessive. 

Mr. PATMAN. It is over 19 billion, anyway? 
Mr. ECCLES. I think those figures represent .a large investment of savings 

funds. 
Mr. PATMAN. I believe they do. Anyway, the commercial banks when they 

buy bonds or anything else, create the money, so to speak, to buy them with? 
Mr. ECCLES. That is right. 

Mr. Eccles testified before theJBanking and Currency Committee 
June 17, 1942, on a bill to amend the Federal Eeserve Act. His 
testimony which appears at page 15 of the hearings, -discloses that 
commercial banks can buy all the bonds they desire to buy and if 
they are called on for money to pay their depositors the nearest 
Federal Reserve bank can always furnish them the money they need. 
His testimony is as follows: 

Mr. PATMAN. IS it not a fact that you did send out letters to the banks which 
made the statement that the Federal Open Market Committee was ready to buy 
all the bonds at par? 

Mr. EOCLES. NO, sir; not buy, but we adopted a policy, each bank did, that 
would loan par on them. 

Mr. PATMAN. That would loan par on Government securities? 
Mr. ECCLES. Yes. 
Mr. PATMAN. DO you charge the interest rate that is effective in that particular 

Federal Reserve district? 
Mr. ECCLES. One percent. 
Mr. PATMAN. One percent? 
Mr. ECCLES. Yes. 
Mr. PATMAN. Have you ever told all the banks that you stand ready to make 

loans at par at a 1 percent interest rate? 
Mr. ECCLES. Each Federal Reserve bank has done that. 

Since Mr. Eccles testified, the interest rate has been reduced to one-
half of 1 percent. It is doubtful that the banks will need the money, 
but if they do the Government, through the Bureau of Engraving 
and Printing, will furnish it to them. The Federal Reserve banks 
will pay 30 cents per $1,000 approximately, for the currency, and the 
commercial banks will pay $50 per $1,000 interest per year, but will 
continue to receive interest on the bonds that they deposit with the 
Federal Eeserve banks to obtain the money at one-half of 1 percent. 

Mr. Eccles' testimony before the Banking and Currency Committee, 
June 17, 1942, commencing at page 16 of the hearings on the bill to 
amend the Federal Eeserve Act, is as follows: 

Mr. PATMAN. What are the excess reserves on the money market at the present 
time? 

Mr. ECCLES. They are running around two billion five hundred million. 
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Mr. PATMAN. How much could they buy in Government bonds if they were to 
nse the excess reserves to the limit? 

Mr. ECCLES. About $12,000,000,000. 
Mr. PATMAN. $12,000,000,000? 
Mr. ECCLES. Yes, sir; that is, assuming that the deposit structure and the 

present structure does not change. 
Mr. PATMAN. It would be about $12,000,000,000. 
Mr. ECCLES. Yes; you see, the Federal Reserve requirement is about 20 percent 
Mr. PATMAN. Yes, sir. 
Mr. ECCLES. For the country it is 14, and for the central Reserve cities it is 20, 

and-for the Reserve cities it is 26, so that we figure in about a 20-percent reserve 
requirement, so that on the basis of $2,250,000,000, if that were all fully utilized 
on the fractional reserve basis, I would estimate that they could buy about 
$12,000,000,000 worth of Governments, that is, if tt were utilized fully and com
pletely through the entire reserve, all the banks. 

Mr. PATMAN. Suppose today they bought those $12,000,000,000 of bonds, what 
would they have back of those bonds to support them in addition to what they 
have now? In other words, what increased assets would the bank have except 
the Government bonds? 

Mr. ECCLES. They would have the Government bonds themselves, which would 
be an asset, and they would have a liability, however, in the form of a deposit. 

Mr. PATMAN. That is right. 

Then further: 
Mr. PATMAN. Let us suppose that the banks are called upon to buy $12,000,-

000,000 of Government bonds today. That consumes all their excess reserves. 
If you wanted to increase their excess reserves in order to buy another $12,000,-
000,000 of Government bonds, how would you do that, through the Federal Open 
Market Committee? 

Mr. ECCLES. We might decrease the reserve requirements. 
Mr. PATMAN. HOW would you decrease them? 
Mr. ECCLES. I think it runs between $5,000,000,000 and $6,000,000,000. 
Mr. PATMAN. Between $5,000,000,000 and $6,000,000,000? 
Mr. ECCLES. Yes; somewhere between $5,000,000,000 and $6,000,000,000. 
Mr. PATMAN. If it were decreased as you suggest, that would enable you to 

buy how many bonds? 
Mr. ECCLES. If we decreased it to the full amount, then the reserve require

ments are 10 percent instead of 20 percent, and you can buy about 10 to 1. 
Mr. KEAN. What does change it from 5 to 1 to 10 to 1? Would you explain 

that again? 
Mr. ECCLES. As it is, the requirements of the Federal Reserve Bank System of 

the country as a whole are about 20 percent. If we changed the reserve require
ments to the full amount we could then say the reserve requirements are only 
10 percent instead of 20 percent, and you can get about 10 to 1, and that would 
be about $50,000,000,000. 

Mr. PATMAN. After you have already reduced the reserve requirements of the 
banks and have bought these $50,000,000,000 in bonds, if you need to buy still 
more, how would you handle the others? Suppose you wanted to call upon them 
to buy $25,000,000,000 more in bonds? 

Mr. ECCLES. We would carry it on then, if it were necessary, by an open-
market operation. 

Mr. PATMAN. In other words, you would buy a billion dollars* worth of bonds. 
What would be the effect of that billion dollars on the banks? 

Mr. ECCLES. If they could get a billion dollars they could buy up about $10,-
000,000 in bonds. 

June 19,1942, Mr. Eccles testified before the Banking and Currency 
Committee of the House on the amount of Government bonds that any 
bank could purchase. His testimony is as follows, at page 41 of the 
hearings on the bill to amend the Federal Reserve Act. 

Mr. PATMAN. In the bill we passed here a few days ago, creating the Smaller 
War Plants Corporation, there was an amendment offered by the gentlewoman 
from Illinois, which was adopted and it is now a part of the law, providing that 
there should be no limitation on the amount of a loan to any person or corpo
ration by any bank, providing, of course, that the \oan is guaranteed by the 
Government, or some agency of the Government. 

Have you given consideration to that amendment, Mr. Eccles? 
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Mr. ECCLES. Are you referring to the technical aspects of it? 
Mr. PATMAN. NO; I am talking about—suppose a bank had a capital stock of 

$250,000, should they, under this amendment, negotiate a loan for say $5,000,000 
if it is guaranteed by the Government or some agency of the Government? 

Mr.' ECCLES. It would take the limit oft!. There is no limit to the amount of 
Government bonds, for instance, that a bank can buy. Its only limit is its 
supply of funds. 

Mr. PATMAN. YOU mean there is no limit now? 
Mr. ECCLES. That is right. 
Mr. PATMAN. This amendment did not cause that—it was already that way. 
Mr. ECCLES. No; the difference is—there has been no question about direct 

obligations of Governments. This was simply 'a case of recognizing the loans 
which were guaranteed as having the same status as a direct Government 
obligation. 

On the same day Mr. Eccles testified, at page 25 of the hearings: 
Mr. PATMAIT. Mr. Eccles, the day before yesterday I had gotten down to 

the point where, if we needed more money, one way to give the banks extra 
reserves to purchase Government bonds would be for the Open Market Com
mittee to buy Government bonds in the open market, and I suggested if you 
bought for the Federal Reserve bank one billion dollars' worth of bonds, that 
would automatically create a billion dollars of reserves in the banks, and, 
after the reserves had been reduced to 50 percent, the maximum that would 
enable the banks to purchase $50,000,000,000 worth of bonds. Now, let us 
assume that has happened 

Mr. ECCLES. $10,000,000,000.worth by the purchase of a billion dollars' worth 
of bonds in the market? 

Mr. PATMAN. I got the two mixed up. The purchase of a billion dollars' 
worth of bonds in the market, after the excess reserves had bee'n reduced, will 
enable the banks to buy ten billion? 

Mr. EOCLES. That is right. 
Mr. PATMAN. Where the fifty billion came in was if you would automaticaUy 

reduce the reserves now, which you have a right to do, that would give them 
$5,000,000,000 of excess reserves, which they could use to purchase $50,000,000,000 
worth of bonds. 

Mr. ECCLES. That is right. 
Mr. PATMAN. NOW let us assume that we not increase the reserves in the 

banks, and you go into the market and buy a billion dollars' worth of bonds; 
you buy them with Federal Reserve money, do you not? 

Mr. ECCLES. Well, we buy them with Federal Reserve credit. 
Mr. PATMAN. I know; but suppdse the banks call for the money, you issue 

Federal Reserve notes, do you not? 
Mr. ECCLES. What we do, if we purchase Government securities in the market, 

Is we credit the account of the bank that turns them in. They usually come 
through the banks. 

Mr. PATMAN. That is right. 
Mr. ECCT.ES. Even though they may be individuals who are selling the securi

ties; and we debit the bond purchase account, showing that the Federal Re
serve has a liability to the banks to the extent of $1,000,000,000, which rep
resents their reserves on the one hand, and that they own $1,000,000,000 of 
bonds in what we call the portfolio, on the other hand. 

Mr. PATMAN. I know in practice that is exactly the way it is done, Mr. Ecclesr 
but suppose the banks want the billion dollars in currency, you would pay it in 
Federal Reserve notes, would you not? 

Mr. EOCLES. That is right. 
Mr. PATMAN. Those Federal Reserve notes, as we have often discussed, are 

obligations of the United States Government? 
Mr. ECCLES. That is right. 
Mr. PATMAN. Then you use those Government obligations to buy interest-

bearing Government obligations and you place them with the Federal Reserve 
banks—12 of them? 

Mr. IJCCLES. That is right. 
Mr. PATMAN. And they would continue to receive interest on those Government 

obligations as long as they were outstanding? 
Mr. ECCLES. That is right. 
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On June 17, before the same committee, at page 21 of the he inii<f> 
on the bill to amend the Federal Reserve Act , Mr. Eccles testified: 

Mr. ECCLES. No; the Federal Reserve would buy in the open market. If tho 
Federal Reserve then bought a billion dollars of securities in the open market 
that would be new Treasury issues. The banks would still hold them, and tfoe 
Federal Reserve would put into the banks another billion of excess reserves. 
If they used that billion they could buy five billion more of Governments, and 
you could keep the price up. For every billion of the Federal Reserve banks 
put in the open market operations, the private banks could buy five billion. 

~Mf.'DEWEY. That comes pretty close to some other ideas I have heard. 
Mr. ECCLES. I mean they could buy ten billion. I mean the Federal Reserve 

when it carries out an open-market operation, that is, if it purchases Govern
ment securities in the open market it puts new money into the banks which 
creates idle deposits. 

Mr. DEWEY. There are no excess reserves to use for this purpose. 
Mr. ECCLES. Whenever the Federal Reserve System buys Government securi

ties in the open market or buys them direct from the Treasury, either one, that 
is what it does 

Mr. DEWEY. What are you going to use to buy them with? 
Mr. ECCLES. What is who going to use? 
Mr. DEWEY. The Federal Reserve bank to make these purchases. 
Mr. ECCLES. What do they always use? 
Mr. DEWEY. YOU are going to create credit? 
Mr. ECCLES. That is all we have ever done. That is the way the Federal 

Keserve System operates. The Federal Reserve System creates money. It is 
a bank of issue. 

Mr. Al lan Sproul is president of the New York Federal Reserve 
Bank, which is manager of the open-market system for the Federal 
Reserve System. On January 18, 1943, he addressed the bankers of 
the State of New York and stated: 

Reserve banks are backing the commercial banks in investing to the limit 
in war financing. 

Further it was said in his speech: 
President of New York bank tells bankers of New York State that the Federals 

are here to save them from embarrassment if withdrawals reduce reserves. 
In other words, the Federal Reserve System will continue to furnish 

all the money that the private banks need to pay their depositors in 
the event that it is needed and then they can purchase all the bonds 
they want to purchase with the assurance that the Government print
ing presses will protect them. 

The Federal Reserve Bank of New York is acting as the manager 
of the Federal Reserve's open market system. This system is the most 
powerful factor in the money market in the United States. Washing
ton authorities often do not know of important rules and regulations 
that the New York.bank has put into effect until long afterward. 

In connection with the question of how excess reserves are manipu
lated in order to permit commercial banks -to buy additional bonds, 
the following is quoted from the bulletin published by the National 
City Bank of New York, October 1942. 

In order to provide the additional funds required, the Federal Reserve banks 
have bought over $1,000,000,000 of Government securities in the open market 
since April, and have twice reduced the percentages of required reserve against 
deposits of member banks in the central reserve cities of New York and Chicago. 
The latter action followed enactment of legislation in July authorizing the Ke
serve Board to reduce reserve requirements for the rest of the country; and the 
reductions were confined to New York and Chicago by reason of the drain imposed 
upon these centers by the steady flow of funds to areas where war industries are 
located. 

The first reduction, from 26 to 24 percent against net demand deposits, came on 
August 20, and released approximately $345,000,000 of reserves in New York City 
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and $70,000,000 in Chicago. Within less than a month—on September 14—the 
second reduction, from 24 to 22 percent, was ordered, adding about the same 
amounts to excess reserves, on September 23, the "excess" totals in the two main 
financial centers were again approaching their earlier lows, while the total of 
slightly over $2,000,000,000 reported for all member banks was the lowest since 
193a 

When Dr. E. A. Goldenweiser, Director of Research and Statistics 
for the Board of Governors of the Federal Eeserve System, testified 
before the Banking and Currency Committee of the House on October 
1, on the price-control bill, the following questions were asked and the 
following answers given, page 1538, volume 2, of the hearings. 

Dr. GOLDENWEISER. The total reserves of the Federal Reserve are about 20% 
billion, not 23 billion. 

Mr. PATMAN. I am talking about the total gold supply that is either owned by 
the United States Government or claimed by the Federal Reserve banks through 
the 

Dr. GOLDENWEISER. The amount of the stabilization fund is not available to the 
Federal Reserve. 

Mr. PATMAN. NO ; but I am presuming that it will be available. That wiU be 
23 billions? 

Dr. GOLDENWEISER. AU right. 
Mr. PATMAN. That leaves 16 billions unattached? 
D r . GOLDENWEISER. Y e s . 
Mr. PATMAN. HOW much bonds could the Federal Reserve Open Market Com

mittee buy in the United States, Government bonds, based upon that? 
Dr. GOLDENWEISER. It depends on how much of it will be in deposits and how 

much in notes. But, roughly speaking, about three to three and a half times. 
Mr. PATMAN. Three and a half times? 
Dr. GOLDENWEISER. NO ; not three and a half times. From two and a half to 

three times. 
Mr. PATMAN. That would be about $40,000,000,000? 
Dr. GOLDENWEISER. That is right. 
Mr. PATMAN. When that money is paid out, suppose they pay it to the commer

cial banks, they could expand about five to seven to one on that, couldn't they? 
Dr. GOLDENWEISER. If they paid that much assessment. 
Mr. PATMAN. Yes; they would have the power to under the existing law? 
Dr. GOLDENWEISER. That is right. 
Mr. PATMAN. That means that, say, an average of six times—that is about 

right now, isn't it—about six? 
Dr. GOLDENWEISER. Approximately. 
Mr. PATMAN. That means that they could inflate about $240,000,000,000 more? 
Dr. GOLDENWEISER. That is right. 
I t will be noted that the Federal Reserve banks and the commercial 

banks could expand their deposits sufficiently to purchase $240,000,-
000,000 worth of Government bonds at the time Dr. Goldenweiser 
testified. When the reserves are reduced to the limit that they can 
be reduced, these banks may purchase as much as $480,000,000,000 
of Government bonds without having any more capital stock, or 
assets than they now have except, of course, as Mr. Eccles always 
adds, that they will have the Government bonds. 

The taxpayers have paid at least $4 for every dollar that was bor
rowed on the $1,000,000 now outstanding on the debt created during 
the War between the States. It is possible that the taxpayers will 

Eay several dollars for each dollar borrowed before the debt is fully 
quidated. 
In the hearings on the price control bill, in 1941, volume 2, com

mencing, on page 1354, the following testimony appears: 
Mr. Chairman, X desire to insert in the record two questions that I have 

submitted to Mr. Morgenthau, under date of February 4, 1941, and his answers 
under date of February 15, 1941. 

The CHATRMAN. They will be incorporated in the record. 
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Mr. PATMAN. I asked Secretary Morgenthau the following question: 
"Your annual report for the year ending June 30, 1040, on page 730 discloses 

that there are outstanding now $75S,945,S00 in Treasury bonds that were issued 
October 16, 1922, and bearing 4% percent interest. Please advise how much 
interest the Government will have paid on these bonds by October 15, 1047, 
and also by October 15, 1052." 

Mr. Morgenthau's answer was as follows: 
"The annual interest charge on the 750.9 million dollars of 4Vi percent 

Treasury bonds of 1947-52 outstanding on June 30, 1940, is 32.3 million dollars. 
For the 25-year period from their date of issue to their first call date, October 
1£, 1947, the total interest payments with respect to the amount of bonds out
standing on June 30, 1940, would be about 806.4 million dollars; and for the 
30-year period from date of issue to final maturity on October 15, 1952, would 
be about 967.7 million dollars." 

Mr. PATMAN. Then I asked this question: 
"On the same page of the same report it Is disclosed that there are 

$49,800,000 of Panama Canal loan bonds outstanding, which were issued June 1, 
1911, and are redeemable or payable June 1, 1961, with a rate of interest of 3 
percent. Please advise how much interest has been paid on these bonds to date 
and how much will have been paid by June 1, 1961." 

And his answer was: 
"The annual interest charge on these 49.8 million dollars of 3 percent Panama 

Canal bonds of 1961 outstanding on June 30, 1940, is about 1.5 million dollars. 
For the 291

/£-year period from their date of issue to December 1, 1940, the 
total interest payments with respect to the amount of bonds outstanding on 
June 30, 1940, would be about $44,000,000; and for the 50-year period from date 
of issue to maturity on June 1, 1961, would be about $75,000,000." 

I t will be noticed that in each of the cases inquired about the in
terest charges will be considerably in excess of the principal amount 
borrowed. This is typical of long-term bonds. Almost invariably 
the taxpayers are compelled to pay more interest than the amount 
of the principal on all long-term bonds, not only Federal, but also 
States and cities. In the case of the Panama Canal bonds, the 
taxpayers will be required to pay $75,000,000,000 in interest by the 
time the bonds are due and will then still owe the $49,800,000 origi
nally borrowed. Other similar instances could be cited. 

Mr. ROBERTSON. Mr. Chairman, I would like to ask a question. 
Mr. Patman, as you probably know, some have been unkind enough 
to refer to your plan as the issuance of printing-press money. Now, 
in order to get the difference between your plan and printing-press 
money, will you give us a plain and concise "definition of printing-
press money? 

Mr. PATMAN. That depends on which plan $<m are talking about. 
You knoWj you couldn't have any more printing-press money than 
you are using today. If you think *we are slipping into greenback-
ism, you can say we have already slipped, because that is what we 
are using now for money. I t is just one of those obnoxious terms 
that people are wont to use against any plan they do not favor. 

Mr. KNUTSON. Mr. Patman, I have heard it charged—I don't 
know but what I have heard you say it, that up to 1862 some 
similar plan to what you propose was before the Treasury Depart
ment in this country. 

Mr. PATMAN. NO, I don't think so, Mr. Knutson, but I will say 
this; that in 1861-65 there were $356,000,000 of money issued, and 
on a 5-percent annual-interest basis, more than $11,000,000,000 of 
interest on that money has been saved and the money is still out
standing, and that is just an example of what can be saved if you 
adopt this plan instead of committing the taxpayers to forever pay
ing interest on this debt. 
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Mr. KNUTSON. I am asking for information. What was the mar
ket history of that money ? 

Mr. PATMAN. YOU mean the United States notes? 
Mr. KNUTSON. Yes; the greenbacks. 
Mr., PATMAN. Well, they went down when they had no support 

behind them at all, and when they could be used only for a limited 
purpose. 

Mr. KNUTSON. HOW far down did they go? 
Mr. PATMAN. I don't know. They went down 
Mr. KNUTSON. Thirty-five cents? 
Mr. PATMAN. Then the Government made them good for all pur-

Soses and placed some gold behind them. Of course, there is no 
anger on earth of any money outstanding. Take Federal Reserve 

notes, there is some criticism about those. There is no danger of 
those notes going below par. They will always be worth a hundred 
cents on the dollar. Those notes happened to be issued because they 
had them printed over there—I am giving you my opinion only. 
They may have had a different reason for it—and it is true they are 
obligations of the Federal Reserve banks. The Government permits 
the Federal Reserve banks to issue notes on the Government credit 
to the extent of tens of billions of dollars, so why should the 
Federal Reserve banks object to these notes being in circulation, 
which are obligations of the Federal Reserve banks to the extent of 
two-thirds of a billion dollars? 

Mr. KNUTSON. It is my recollection those notes went down to 
thirty-five cents, around 1864. 

Mr. PATMAN. I am sure they went down. 
Mr. KNUTSON. Between 1864 and 1867. 
Mr. PATMAN. There was nothing to keep them from it, when they 

were only good for a limited purpose. 
Mr. KNUTSON. What was the limited purpose ? 
Mr. PATMAN. I don't know, it has been so long since I read their his

tory, but I know they were restricted in use, and they went down. 
Senator Owen could tell you. 

Mr. KNUTSON. They were currency. The greenbacks that were is
sued during the War between the States were currency and circulated 
as such. I don't think there was any restriction on its use, how the 
money could be used. 

Mr. PATMAN. Well, I hope the gentleman would not want to use 
that as a reason why this plan should not be adopted. » x , 

Mr. KNUTSON. The only reason I inquire is that I was in Germany 
immediately following the war, and I will never forget that I had to 
pay 1,250,000 marks, that had a normal value of one-quarter in dollars, 
which would be about $300,000, for a breakfast consisting of half an 
orange, a very small piece of ham, one egg, dry toast, and a cup of 
coffee that I couldn't drink. I thought it was a little bit excessive. 
I don't need to argue with you that we all want to get out of this debt 
as easily as we can. I am not saying you haven't got a plan, because 
I don't know enough about it. It is my understanding, or at least I 
have read somewhere, that Germany went into this war with about 
$28,000,000,000 gold reserves; is that correct? 

Mr. PATMAN. It couldn't have had that much gold reserves; there 
isn't that much in the world, 28 billion. 

Mr. KNUTSON. Twenty-eight million, I meant. 
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Mr. PATMAN. Excuse me, I thought you said billion. I wouldn't be 
surprised. They had a small gold reserve. 

Sir KNUTSON. If that be true, and they financed the war through 
taxing resources to the utmost, as against wealthy nations like Amer
ica, Great Britain, Russia, and China, it does look to me as though 
we should be able to find a way of working out of this thing without 
placing too great a strain upon our economy. I can't say you haven't 
got a good plan, Mr. Patman, because I don't know. I have been lis
tening to you with a great deal of interest, and I am sure I represent 
every member of this committee when I say we want to finance this war 
in the very easiest way possible. 

Mr. PATMAN. I join you in that hope. 
Mr. KNTJTSON. And we appreciate your taking the tihie to come be

fore us this morning and explain your plan. 
Mr. PATMAN. May I suggest about this German money; Germany 

doesn't have any gold reserve, hardly. Gold reserve is not so impor
tant now as the integrity of the nation and the taxing power and the 
ability of the people to pay taxes and debts. That means more than 
any metallic substance that may be behind any government obligation. 
When the war was over, Germany was a conquered country. We don*t 
have to go to Germany to find out about money or currency. Go to 
the Confederate States of America, after the War between the States, 
and you will find currency just as worthless. 

Mr. KNTJTSON. Germany isn't a comparable country 
Mr. PATMAN. NO ; but Germany is financing her debt without gold 

by only the credit of the Nation. That is all that is behind money, 
the integrity of the nation, the ability of the people to pay taxes. 

Mr. KOBERTSON. Doctor Hanson, of Harvard, agrees with that 
theory. He said Germany financed its war without money, but added 
that it took over the manpower and resources of the nation. 

Mr. PATMAN. Manpower would have no connection with this, I will 
say to the gentleman from Virginia. 

Mr. ROBERTSON. That is the way Germany proposed to finance its 
war without money, and some economists say we could do it. 

Mr. PATMAN. We are fortunate in that we can finance it in a way 
just as convenient and not take over the manpower, as Germany did. 
We can get all of the benefits, without any of the liabilities. 

(The following matter was submitted for the record by Mr. 
Patman.) 

EDISON'S VIEWS ON THIS SUBJECT 

About 20 years ago Mr. Thomas A. Edison was Inspecting Muscle Shoals. He 
remarked that the Government should operate that great project in the interest 
of the people. He was asked if he favored the Government borrowing the $30,-
000,000 necessary to make repairs. His answer substantially was: "No; why 
should the Government borrow its own credit? If it issues tax-exempt interest-
bearing bonds and sells the bonds to Wall Street bankers to get the money, by the 
time the bonds are paid the bankers will have collected as much in interest as the 
Government received on the bonds. In'other words, the bankers, who will not 
furnish an ounce of material or a lick of labor, will get as much out of It as the 
men who do the work and furnish the material." Mr. Edison also said at the 
same time: "Any government that can issue a dollar bond, interest bearing, that 
is good can issue a dollar bill, noninterest bearing, that is good; the only differ
ence is the bill is easier to redeem because it does not draw interest." No one 
can answer Mr. Edison's argument. This same argument can consistently be 
made on our preparedness program. 
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EOCLES AGAIN QUOTED ON MONEY CBEATION 

Chairman Marriner S. Eccles, the top authority of the Federal Reserve Board 
here In Washington, testified before the Banking and Currency Committee of the 
House during the hearings on the Banking Act of 1035, on private banks creating 
deposits and thereby becoming virtually private individual mints, as follows: 

"In purchasing offerings of Government bonds, the banking system as a whole 
creates new money or bank deposits. When the banks buy a billion dollars of 
Government bonds as they are offered—and you have to consider the banking 
system as a whole, as a unit—the banks credit the deposit account of the Treasury 
with a billion dollars. They debit their Government-bond account a billion dol
lars, or they actually create, by a bookkeeping entry, a billion dollars." 

By a sort of magic the money is created. 

CONSTITUTIONAL MANDATE 

The framers of the United States Constitution, in article I, section 8, very 
wisely said: ' 

"Congress shall have the power to coin money and regulate the value thereof." 
This provision of the Constitution is mandatory. All Members of Congress are 

sworn to uphold the Constitution. Why has this provision never been carried 
out? The answer is simple. In the early days of our national existence the 
people were deceived into believing that the subject of money was so mysterious 
and intricate that only a few of the financiers understood the subject, and there
fore the great privilege of issuing and distributing money should be farmed out 
to them. This was done, and it has never been changed, except to give them more 
power and authority. The strange part of it all is that the ones who are the 
beneficiaries of this great privilege are not even charged with the duty of furnish
ing the people a sufficient circulating medium. 

LEON HENDERSON'S TESTIMONY ON NO DEBTS, NO MONEY 

In the hearings before the House Banking and Currency Committee on the 
price-control bill, the following questions were asked by me and the following 
answers given by Mr. Leon Henderson (pp. 981-982) : 

"Mr. PATMAN. * * * You stated yesterday that everybody should take ad
vantage of this period of rising prices to pay their debts. You really don't 
believe everybody should pay their debts, do you? If you mean that, what would 
we do for money, since our money is based on debt? 

"Mr. HENDERSON. I have been through that, the same as you have, and I don't-
believe our economy would come to a halt if people paid their debts. 

"Mr. PATMAN. If everybody paid their debts? 
"Mr. HENDERSON. If you are going to say that I have discounted the trade 

acceptances which the Federal Reserve has created by a couple of bookkeepers, 
that is not the connotation debt has for me. 

"Mr. PATMAN. YOU had in mind individual debts, personal debts? 
"Mr. HENDERSON. Yes. 
"Mr. PATMAN. And if the policy is good for individuals, why isn't it good for 

corporations? 
"Mr. HENDERSON. I think it is. 
"Mr. PATMAN. All right. If everybody paid their debts, where would you get 

money to carry on business? 
"Mr. HENDERSON. YOU would get into debt and come out again. I assume the 

healthy process of credit is that you do liquidate debt as you do the trade ac
ceptances." 

Mr. Speaker, Mr. Henderson's very clever reply was, in effect, that it is all right 
to pay the debts, but you should get right back into debt again in order for the 
country to have this circulating medium. 

CHAIRMAN MARRINER S. ECCTES' TESTIMONY ON NO DEBTS, NO MONEY, IN HIS TESTIMONT 
ON THE PRICE-CONTROL BILL BEFORE THE BANKING AND CURRENCY COMMITTEE 

Chairman Eccles, of the Federal Reserve Board, testified as follows, page 1338 
of the hearings, September 30, 1941: 

"Mr. PATMAN. * * * You made the statement that people should get out of 
debt instead of spending their money. You recall that statement, I presume? 

"Mr. ECCLES. That was in connection with installment credit. 
"Mr. PATMAN. DO you believe that people should pay their debts generally 

when they can? 
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"Mr. ECCLE8. I think that depends a good deal upon the individual; but, of 
course, if there were no debt in our money system 

"Mr. PATMAN. That is the point I wanted to ask you about. 
**Mr. ECCLES. There wouldn't be any money. 
"Mr. PATMAN. Suppose everybody paid their debts, would we have any money 

to do business on? 
"Mr. ECCLES. That is correct. 
"Mr. PATMAN. In other words, our system is based entirely on debt." 
Mr. Speaker, there can be no dispute about the statement that our system Is 

based entirely upon debt, and if a person and corporation paid their debts we 
^rould not have sufficient money to do business on. 

If we were to change that system the Government would pay its own money 
into circulation, and the people would be saved billions of dollars a year in 
interest. 

The Federal Reserve Banking System is privately owned. Not $1 of the stock 
is owned by the Government or by the people; it is owned by private banking 
corporations. It is a corporation owned, by corporations. Many people believe 
that the Federal Reserve Banking System is owned by the Government because 
it is named Federal, but of course this is not true. 

CREATE MONEY, BUY BONDS, AND COLLECT INTEREST 

When the Honorable Marriner S. Eccles, Chairman of the Federal Reserve 
Board, was before the Banking and Currency Committee of the House, of which 
I am a member, on Tuesday, September 30, 1941, I interrogated him about how 
he obtained for the 12 Federal Reserve banks the $2,000,000,000 in Government 
bonds, which the System is now holding and charging the Government interest 
thereon. The questions and answers appear in the printed testimony, volume 2, 
page 1342, and is as follows: 
. "Mr. PATMAN. • * * How did you get the money to buy those $2,000,000,000 
of Government securities? 

"Mr. ECCLES. We created it. 
"Mr. PATMAN. Out of what? 
"Mr. ECCLES. Out of the right to issue credit, money. 
"Mr. PATMAN. And there is nothing behind it, is there, except the Government's 

credit? 
"Mr. ECCLES. We have the Government bonds. 
"Mr. PATMAN. That's right; the Government's credit." 
Mr. Speaker, the Government is now paying between forty and fifty million 

dollars a year to the Federal Reserve Banking System as interest on these bonds. 
The expenses, dividends, and profits of the System are paid in that way. It would 
be just as reasonable for each department of our Government to be allowed to 
purchase enough Government bonds to pay their expenses the same way. It 
would be just as reasonable for the Government to set aside enough interest-
bearing bonds to each Federal employee to pay the Federal employee interest 
sufficient to pay his salary as it is for the Federal Reserve Banking System to 
get their expenses paid in that way. 

Under our present system the Federal Reserve banks can purchase twenty-five 
or fifty billion, a hundred billion, or an unlimited amount of Government bonds 
the same way they purchased and then held the $2,000,000,000. The System now 
owns about $6,000,000,000 in United States securities acquired the same way. 
Officials of the Federal Reserve System are paid salaries up to $50,000 a year. 

Commercial banks that obtain a large part of their earnings from United States 
bonds bought with created money paid their officials up to $175,000 a year. 

(Article from the Congressional Record submitted by Mr. Patman 
follows:) 

WAB DEBT CAN BE PAID IN 40 TEARS WITHOUT UNBEARABLE BURDEN ON TAXPAYERS 
BT CONGRESS USING THE GOVERNMENT'S CREDIT AND IDLE GOLD INSTEAD OF CON
TINUING TO FARM IT OUT TO SPECIAL PRIVATE CORPORATE INTERESTS 

"[H. R. 1, 78th Cong., 1st sess., Jan. 6, 1943] 

"A BILL Providing for the issuance of nonnegotiable United States bonds to Federal 
Reserve banks and terminating the authority of the Treasury to issue other interest-
bearing obligations of the United States to commercial banks, and for other purposes 
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uBe it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Secretary of the Treasury, with the 
approval of the President, is authorized to issue from time to time United States 
bonds, the proceeds of which shall be available to meet any public expenditures 
authorized by law and to retire any outstanding obligations of the United States 
bearing interest or Issued on a discount or on a combination interest-bearing and 
discount basis. Such bonds shall be issued in such form or forms and in such 
denominations, and mature at such times (not in excess of 40 years from the date 
of issue) as the Secretary of the Treasury may prescribe. Such bonds shall not 
bear Interest or be issued on a discount basis and shall not be negotiable or trans
ferable. 

"SEC 2. Bonds issued under the provisions of this act shall be issued solely to 
Federal Reserve banks and shall be subscribed for by the various Federal Reserve 
banks in such proportions of the entire issue as may be agreed upon by the Secre
tary of the Treasury and the Board of Governors of the Federal Reserve System. 
The Secretary of the Treasury shall pay, out of any funds hereafter appropriated 
for such purpose, to each Federal Reserve bank subscribing to bonds issued under 
this act, such amounts as he deems necessary to reimburse such bank for any 
expenses incurred by it in connection with such bonds. 

"SEC. 3. The authority of the Secretary of the Treasury to issue any interest-
bearing obligations of the United States (including obligations issued on a dis
count basis or on a combination discount and interest-bearing basis) under any 
other provisions of law is hereby terminated insofar as the issuance of United 
States bonds to any bank receiving demand deposits is authorized hereby. Ex
cept In accordance with such regulations as the Secretary of the Treasury may 
prescribe in order to provide for the orderly disposition of United States bonds 
held by any bank receiving demand deposits on the date of the enactment of this 
act, no such bank shall at any time hold any amount of United States bonds in 
excess of the amount held by it on December 31,1941. 

"SEC. 4. The first two paragraphs of section 7 of the Federal Reserve Act, as 
amended, are amended to read as follows: 

" 4SEC. 7. After all necessary expenses of a Federal Reserve bank have been 
paid or provided for and a surplus equal to the paid-in capital stock of such 
bank accumulated, the annual net earnings of such bank shall be paid into the 
general fund of the Treasury. 

" 'Should a Federal Reserve bank be dissolved or go into liquidation, any sur
plus remaining, after the payment of all debts and the par value of all stock, 
shall be paid to and become the property of the United States.'" 

WILL 8TOP FARMING OUT GOVERNMENT CREDIT AND USE OF IDLE GOLD FREE TO 
BON* BUYERS 

Section 1 of the bill will permit the Secretary of the Treasury, instead of 
selling Government interest-bearing bonds, to receive the money necessary to 
meet any public expenditure by issuing and depositing with the 12 Federal 
Reserve banks bonds that provide for no interest. These bonds will not be sold 
to the public, as the public generally would probably not be interested in buying 
them since they will not draw interest, but the Federal Reserve banks can keep 
them, and each year the Government can make a payment on the bonds to the 
Federal Reserve banks. 

Under our present system the Treasury, when it needs money, sells bonds 
that provide for interest through the Federal Reserve banks, and in that way 
the Treasury receives credit at the Federal Reserve banks, which is checked 
upon in order to pay the debts of the Government. This proposal will permit 
the Treasury to receive the same amount of credit as on interest-bearing bonds 
and the Treasury may check upon this credit in the same manner that it is 
checked upon today when interest-bearing bonds are sold. In other words, 
when this proposal is enacted, the Treasury will give the same kind of checks' 
to the same people for the same service, or in payment of the same debts. The 
people receiving these checks under the new proposal will deposit them or receive 
the money on them in the same way and manner that they now receive credit at 
the local banks, or receive the money in return for their checks. 

This will not cause the distribution or circulation of one extra dollar of actual 
currency. Therefore, it cannot be considered a greenback or printing-press 
proposal. It is strictly an orthodox banking method, which will permit the 
•Government to finance the war debt without paying tribute to a few people who 
are using the Government's credit and idle gold absolutely free. 
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HOW NON-INTEUEST-BEABING BONOS DISTRIBUTED 

Section 2 of tlie bill provides the method by which the bonds, which will be 
noninterest bearing, will be distributed among the 1.2 Federal Reserve banks. 
The method that will be agreed upon will doubtless be according to the capital 
stock or resources of the particular bank. If the Treasury needs a million 
dollars, it will distribute the bonds among the 12 Federal Reserve banks, which 
will aggregate a million dollars. The largest Federal Reserve bank, of course, 
will take much more of the bonds than the smallest Federal Reserve bank. 

The distribution will be made by the Treasury and the Board of Governors 
otxhe Federal Reserve System. 

BANKS WILL BE PAID FOB SERVICE 

This section also provides that the Federal Reserve banks will not lose any 
money by reason of servicing these loans to the Government without interest 
since the bill provides that each bank shall be reimbursed for any expenses In
curred in connection with the bonds. The expenses, of course, will be practically 
nothing (not as much as one-twentieth of 1 percent interest) compared with the 
huge amounts of bonds that will necessarily be issued to finance the war debt. 

IF MONET IS TO BE CREATED IT SHOULD BE CREATED BY THE GOVERNMENT AND NO 
INTEREST PAID ON IT 

Section 3, the first sentence, provides that no more interest-bearing obliga
tions of the United States shall be issued and sold to commercial banks, or 
banks receiving demand deposits. The reason for that is that such a bank does 
not have anything to give the Government in return for its bonds. It merely 
receives the bonds and gives the Government credit in bookkeeping transactions, 
or pencil-mark or fountain-pen money. Every informed person admits that 
under such circumstances, the commercial banks create the money outright. If 
money is to be created outright it should be created by the Government and no 
interest paid on it. 

BANKS CANNOT FURTHEB INCREASE HOLDINGS OF GOVERNMENT BONDS 

Section 3, in the second and last sentence, provides that no bank which receives 
deposits, in other words a bank that must create the money in order to buy 
bonds, shall at any time hold any amount of United States bonds in excess 
of the amount held by it on December 31, 1941. In other words, if a bank held 
$2,000,000 in Government securities on the date mentioned, it can sell any 
amount of those bonds that it desires to sell, and may in turn purchase other 
United States Government securities up to, but not in excess of the $2,000,000, 
which was the amount held December 31, 1941. 

BANKS NOW LEND | 1 0 TO EVERT $1 OWNED 

The stockholders in all the banks in the United States have invested! and 
would lose if the banks should be forced into bankruptcy or liquidation and 
there should be no recoveries, the total sum of $8,000,000,000. About three and 
one-half billion dollars of this is capital; about three and one-half billion dollars 
is surplus, and about $1,000,000,000 in undivided profits, making about $8,000,000,-
000. That is all the stockholders in banks in America have invested in these 
banks. Notwithstanding, only $8,000,000,000 are invested in all these institutions, 
they have purchased more than $40,000,000,000 in United States Government 
securities, and now hold these securities and receive interest on them annually 
and expect to hold $112,000,000,000 by the end of the next fiscal year. Without 
stating or discussing how much the banks should be allowed to expand, it is 
evident that orthodox banking methods, safe banking methods, and logical 
banking methods should prohibit any bank from expanding more than $10 for 
every one that it owns. Let us presume, for the sake of discussion, that it is right 
for a bank to be allowed to lend $10 for every one it has, and thereby receive 
interest on $10 for every $1 invested by the stockholders and still we cannot 
escape the logical conclusion that no bank should be allowed to expand more 
tban $10 for every one. 

CONGRESS SHOULD NOT SIT IDLY BY 

This being true, why should Congress sit idly by and allow the banks to expand 
$20 to every one, or $50 to every one, in order to finance the war and the other 
expenditures of our Government when it is nothing more nor less than Congress 
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permitting the credit of this Nation to be farmed out for the selfish benefit of 
private banking corporations? 

GOVERNMENT CREDIT FARMED OUT 

The Government of the United States, under the Constitution, has the power, 
and it is the duty of the Government, to create all money. The Treasury Depart
ment issues both money and bonds. Under the present system it sells the bonds 
to a bank that creates the money, and then if the bank needs the actual money, 
the actual printed greenbacks to pay the depositors, the Treasury will furnish that 
money to the banks to pay the depositors. In that way, the Government farms out 
the use of its own credit absolutely free. 

BACKING FOR NON-INTEREST-BEARTNQ BONDS 

If the Federal Reserve banks provide the credit to finance the war, as proposed 
In the bill, inserted herewith, these bonds will be backed by the credit of the Na
tion, which includes the taxing power of the Nation, and also the $23,000,000,000 
In gold that is now idle and unused, except that portion that is used free by the 
private banking system of this country. 

BONDS BACKED BY TAXING POWER, TOO 

A bond issued by the Government carries with it an obligation that Congress 
will pass laws levying taxes which will be sufficient to cause the taxpayers to 
pay money in taxes to pay the interest on the bonds, and to eventually retire them 
when due. The history of the issuance of long-term bonds by our Government 
is conclusive that the Government invariably pays $2 to every $1 that it borrows. 
In other words, it pays $1 in interest and $1 in principal. 

GOVERNMENT TO PAY DOUBLE 

A $100,000,000,000 debt means, under the present system, that the taxpayers 
will eventually have to pay $200,000,000,000. With a huge debt of $300,000,-
000,000, which is estimated by many Government authorities as being the amount 
that the public debt will reach before the war is over, it will probably be impossible 
for the taxpayers to pay enough money each year to liquidate any part of the prin
cipal of the bonds. Therefore they will remain in bondage for centuries because 
they will be unable to pay any more each year than is sufficient to provide for the 
interest on the bonds. 

$1 PAID MONEY CREATES; FOR EVERY $1 PAID A SOLDIER 

Viewing the situation from the most optimistic viewpoint, the taxpayers will be 
compelled to pay at least $2 for every $1 borrowed. For every $1 that is paid 
to a soldier, the money creators have nothing to offer except the Government's 
credit, which has been given to them free, will also receive $1. For every $1 that 
Is paid to every person for materials furnished,, the money creators will receive 
$1 in interest for no service whatsoever in the form of interest for furnishing the 
Government's credit, which has been furnished to the money lender free. For 
every $1 that is paid out for any purpose, in this war or for peacetime pursuit, the 
interest will amount to at least $1, and the result will be that the taxpayer must 
pay $2 in order to liquidate every $1 debt. 

I cannot understand why anyone should insist that the credit of this Nation 
and the use of the Government's gold should be farmed out absolutely free to 
the private banking corporations of this country, and require the taxpayers to 
pay at least $2 in order to obtain $1 in our war preparation. 

REPAIR HOPELESSNESS OF PEOPLE 

Let us repair the hopelessness that is now being felt by the people on account 
of what they think will probably happen after the war with a $300,000,000,000 
public debt by changing the system so that the Government can use its own credit 
and Its own gold and not pay $2 for every $1 that is borrowed. 

WAR DEBT CAN BE PAID IN 40 YEARS 

If our national debt for the war is $300,000,000,000, it can be paid over a period 
of 40 years without an unbearable burden on the taxpayers by the Government 
borrowing money from the Federal Reserve banks and paying it back 2% percent 
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each year. This 2% percent will be no more than interest that is being charged 
today, and the amount will be sufficient to entirely pay off the bonds in 40 \ turs. 
Whereas if we continue the present system of paying interest on these bonds, at 
the end of 40 years, after paying 2% percent each year, we will still owe the 
principal amount of the bonds, and the debt will be just as large at the end of 40 
years as it is today or when the debt is the largest. 

WHX REDUCE CHANCES OF INFLATION 

If we borrow the money to finance the war from the Federal Reserve banks 
and it is paid 2% percent each year and entirely paid off and liquidated in 40 
years, there will be no likelihood of inflation during that time. Whereas, if we 
continue paying tribute to a few for the use of the Government's own credit, we 
will in all probability have inflation unless it is'possible to prevent it by price 
control and other methods. 

DUTY OF CONORES8 TO MAKE CHANGE 

It occurs to me that the duty of making this change is on Congress. It is not 
on the executive, the judiciary, or any department of our Government. It rests 
solely and alone upon the Congress of the United States to change the system 
that causes our credit to be farmed out and enormous interest burden paid un
necessarily and uselessly on its credit. 

ABUSE OF POWER TO TAX 

If Congress continues to require the people to pay billions of dollars a year 
unnecessarily as interest on Government bonds it occurs to me that it is an abuse 
on the part of Congress of the power to tax. Congress has the power to tax and 
is exercising that power to the limit, but certainly Congress should not abuse the 
power by levying taxes to pay a debt that is extravagant, wasteful, and unneces
sary in every way. 

NOW TIME TO MAKE THE CHANGE 

* One of these days, the American people are going to wake up and realize the 
situation, and they will blame this very Congress for not making the change at 
this time, when we are entering upon a $300,000,000,000 war program. Now is 
the time to make the change. It is not a change that will involve unorthodox 
banking methods. It is a change that will save the Government interest on the 
public debt hereafter contracted, but will not be in any way dangerous to the gen
eral welfare of the country. On the other hand, it will be greatly in the interest 
of the general welfare of the country because the war debt will cost the tax
payers only 50 percent, at least, of what it will cost under the present system. 

BOND SALES TO PUBLIC SHOULD CONTINUE 

I am-hot proposing that bond sales to the public be stopped or impeded in any 
way. It is my belief that bond sales to the public should be encouraged because 
they are calculated to prevent or stop inflation to a certain extent. At the same* 
time we know that the bonds that the public are buying at this time, will, when this 
emergency is over, be in the market one way or another and, that being true, the 
money creators will be in a position to purchase them by using the Governments 
credit free and the idle gold free, and receive interest from the Government for 
no service whatsoever. 

| 1 , 0 0 0 INTEREST PEB CAPITA TO BE PAID ON THIS YEAR'S BUDGET 

The Budget for next year is $108,000,000,000. This m* ans that it will cost 
the American taxpayer by the time the 8108,000,000,000 debt is paid, under our 
present system of farming out our credit free, twice that amount, or $216,000,-
000,000. This means that every man, woman, and child in America, on this 
$108,000,000,000 debt, will have to pay about $1,000 in interest and $1,000 on the 
principal, presuming that the debt can be paid in 40 or 50 years. It is not right 
for Congress to make the people pay that $1,000 for every man, woman, and 
child in America as interest for the use of the Government's own credit and for 
the use of the Government's own idle gold by farming out the Government's ^reat 
privilege and right to create money to private banking interests of the Nation. 
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PERPETUAL DEBT 

The current estimate of what the war, whole war, is going to cost us U 
$300,000,000,000. If we spend $300,000,000,000 on this war, it will cost about 
eight or nine billion dollars a year to pay the interest on the $3CO,000,COO,000. 
In all probability, that is all the taxpayers of this country will be able to pay, 
and will, therefore, be unable to make any payment on the principal of the debt 
each year. That being true, all the money that will be raised in taxes to pay on 
the national debt will go to the people who are using the credit of the Nation 
absolutely free, and who have had farmed out to them the use of the idle gold 
free, and the people will thereby be caused to pay a debt that is useless, wasteful, 
extravagant, and unnecessary. 

IT IS WRONG FOB THE GOVERNMENT OF THE UNITED STATES THAT IS SOVEREIGN To 
PAY PRIVATE CORPORATIONS TO CREATE MONEY ON THE GOVERNMENT'S CREDIT 

UNITED STATES SOVEREIGN 

No city is sovereign because it has superiors, the State and the National Gov
ernment. A State is not sovereign because it has a superior in the National 
Government. The National Government is sovereign because it has no superior 
in the form of a government, and the National Government has the power to 
create its own credit upon which no interest should be paid instead of farming 
out that great privilege to the private banks of the country. 

The CHAIRMAN. Have you finished your statement? 
Mr. PATMAN. Yes, Mr. Chairman. 
The CHAIRMAN. We thank you. 
Mr. PATMAN. I want you to hear from the Honorable Robert La

tham Owen, a Member of the United States Senate from the State of 
Oklahoma from 1907 to 1925. He was chairman of the Committee on 
Banking and Currency of the Senate and was coauthor of the Owen-
Glass Federal Eeserve bill when the Federal Reserve Act was enacted 
into law December 23, 1913. 

Senator Owen is one of the best informed men in the world on our 
United States monetary system. He organized and has been a director 
of a successful national bank for 50 years. When President Woodrow 
Wilson signed the Federal Reserve Act December 23, 1913, he wrote 
Senator Robert L. Owen a beautiful letter that he was entitled to the 
gratitude of the country and gave him one of the gold pens with which 
he signed the bill. 

The CHAIRMAN. HOW much time will he require? 
Mr. PATMAN. I assure the chairman he can make a great contribu

tion to this subject, or any other subject, and I hope you will hear him 
with consideration. I know he will be conservative in time. He 
never did take up much time. I assure you he will take no more than 
the subject justifies. 

The CHAIRMAN. Very well; we will hear him. 

STATEMENT OF HON. ROBERT L. OWEN, FORMER UNITED STATES 
SENATOR FROM THE STATE OF OKLAHOMA, BEFORE THE COMMITTEE 
ON WAYS AND MEANS, HOUSE OF REPRESENTATIVES, FEBRUARY 
13, 1943 

Mr. OWEN. My name is Robert L. Owen. Mr. Chairman and gen
tlemen 9f the committee, it is not what I might say to you, but what 
you receive, that is a matter of importance now before your com
mittee. 
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You are proposing a bill to expand the credit outstanding, th<* 
indebtedness of the United States, up to $210,000,000,000, as I under
stand it. Mr. Patman suggests that in doing so you hold down, as far 
as you can, that indebtedness by protecting the taxpayers from un
earned interest on that debt. I have some familiarity with the 
banking system. I regard our free competitive system of industry 
and our banking structure as the best in the world, and the services 
of our bankers to the country have been very great. I have been a 
director of a bank for 53 years, in recent years, I think, purely com
plimentary, but I am familiar with the banking system, and I am 
iamiliar with its history, and I manufactured money myself in that 
capacity in a few little ways that I think might interest you, if I may 
take a moment. 

When, in a great pressure one time for currency, with the consent 
of the citizens of the town, the bank of which I was president issued 
cashier's checks payable to bearer, $5 each. They circulate as money, 
perfectly good money. They functioned in- exchanging commodities 
and services from one person to another in that locality. 
^ I might give ypu another instance, or instances. The Chase Na

tional Bank has 2,000 forms of script money, issued by the citizens of 
this country without interest for the same purpose, of facilitating the 
exchange of commodities and services from one person to another. 

On one occasion, as the president of a national bank, I wired to 
our New York correspondent to place an order and buy $500,000 of 
bonds, place them with the Comptroller of the Currency, make a 
deposit from our account of 5 percent, and receive from the Comp
troller of the Currency national bank notes to the extent of $500,000* 
on which my bank received the interest for many, many years, and of 
which I was a beneficiary as a stockholder, without shame. I t was 
the practice of the country. 

But we are now facing a great World War, in which the resources 
of this country will be taxed to the utmost, to such an extent that this 
honorable committee has found it advisable to tax the little citizen of 
the country who is receiving $13 or more a week as compensation. 
That tax will be employed in defending the interests of our country 
on the battlefield and in furnishing our soldiers with the weapons of 
war. 

But I call your attention most earnestly to the fact that when you 
expand this credit to $210,000,000,000 of indebtedness of the United 
States, as we must'1 do—you have got no option about it; you have 
got to do it—when you do that, do not add to that burden, as a part 
of it, unearned interest m o n e y . — % 

When I say it.jsj3penrned7JL-miiRt, justify that statement, if it is to 
have any force. Our forefathers had som'e experience with iponey. 
One of the contributing causes to the Revolutionary War, as recorded 
by Benjamin Franklin, was the fact that the English Parliament 
stopped the circulation of the colonial money, in order to put English 
money in circulation in the United States, and caused a tremendous 
depression, and idleness, and contributing to the distress of our fore
fathers at that time. . 

I t was done by contracting the volume of money in circulation, 
which stopped the people from the free interchange of commodities 
and services, because they didn't have the medium of exchange. 
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When I say unearned interest, gentlemen, I go back to the Con
stitution of the United States, where our forefathers put into the 
first section of the Constitution a provision that the Congress of the 
United States was exclusively authorized to coin money and regulate 
the value thereof. The Supreme Court of the United States, in the 
Legal Tender cases, held in substance that the term "coin" covered 
printing paper money. They also held that the Congress of the 
United States was exclusively authorized to create money, and that 
that right was withheld from ]the States, and when we come to 
creating money, and the question is asked, "what will be paid for 
a Government bond?" let us look at that transaction. 

The Government sells to a bank a million dollars of Government 
bonds. Does the bank pay for it in currency or coin? Are they ex-

Sected to pay for it in currency or coin? Certainly not. Well, what 
o they pay for it with? They pay for it with their individual 

banking credit, by an entry on the ledger of the banking house, 
whether a national bank or any other bank, and against that credit 
the Treasury Department can draw checks, and the same thing is 
done with the Federal Reserve banks as an agency of the United 
States, established for the express purpose of exercising supervisory 
control over the monetary system of this country. 

Precisely the same thing takes place as when $5,000,000,000 was 
recently sold to the Federal Reserve banks against the credit on the 
books of those banks. Nothing strange about it. Everybody under
stands it who pays any attention to this question. But I realize, Mr. 
Chairman, and gentlemen of the committee, that a great many people 
in the United States have had no particular time to study the mone
tary science, there has been a general understanding that money 
was a mysterious thing, and nobody understood what made the value 
of money. That has been proclaimed from the housetops by some 
persons of rather high authority—that nobody knew what made the 
value of money. 

Oh, well, we have learned now what makes the value of money, 
and we have learned that when we expand the credit of the United 
States by the issuance of bonds up to the present moment that we 
have created money and put that money in the banks and into the 
hands, of private citizens, and we have learned that we must con
tract that amount of taxations so far as we can without destroying 
our productive processes, and we have found that we must contract 
it by* selling bonds to individuals and corporations who have money 
on deposit in banks as demand bank deposits. 

Why certainly we have got to do that. There is no doubt about 
i t No doubt about it. Otherwise, the volume of money in circu
lation would rise to a point where it would be impossible to fix prices 
and hold those prices aown to a reasonable point. 
* As it is, with great skill, with great patriotism, the Treasury De-
artment has been enabled to sell bonds to the extent necessary to 
old the dollar index down to approximately par. I t is true that in 

February a year ago it was 124, but then it came down approaching 
par, and those efforts on the part of our Government and on the part 
of this Tionorable committee and the Congress of the United States 
and the cooperation of the people have brought that dollar index 
down again, very, very slowly in the recent months, only a mill or 
two a week, only two mills last week. It is now 98 as compared 
to 1926. 

i 
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If you will examine the .volume of money in circulation through 
the banking system in the device of individual accounts on the books 
of the banks, not including interbank checks, you will find that in 
1926 the volume of money turned over in that way by check, amounted 
to $845,000,000,000, and had a turn-over approximately 40 times a 
year the amount that was being circulated. I t is not far from that 
now. And the circulation of money has been kept down by this 

rocess of taxation and of selling bonds, so that the dollar index 
as been held down. 
There is one feature, with your permission, I would like to com

ment upon, and that is this; that it should be true at all times that 
whether our industrial production is engaging in war products or 
domestic products, the ratio of the income arising from it corresponds 
to the amount actually employed in turn-over, the income being three 
times the amount of the money actually employed in actual circula
tion. So that it is of importance, particularly in this connection, 
that our domestic production, to be Kept up to the maximum, will 
require the amount of money in circulation to be according to that 
formula. 

I mention that because we are now being concerned about raising a 
sufficient amount of production to feed Europe as well as ourselves 
and our soldiers on the front. Therefore, the question of domestic 
production needs attention by the Congress of the United States, and 
in that connection, it needs to consider the employment of money as 
one of the agencies in expanding that domestic production. 

Coming back, therefore, to the Constitution of the United States, 
where Congress was exclusively authorized to create money, and the 
process by which Congress has been creating it, I express the hope 
that this committee will consider with the greatest care the proposi
tion submitted to it by Mr. Patman, of cutting down the expansion 
of the payment of ^pfn r n p^ i " W ^ 4 tft flnyhody3 including myself, as 
a stockholder in a bank. 

I do not wish to take the time of the committee, further than to 
express these opinions. If there are any questions which any of the 
committee would like to ask me to comment on, I shall be glad to do 
it. My only purpose in coming here is to serve the people of the 
United States, and because I was urgently invited to come, thinking 
that my experience might be of interest or value to the committee. I 
pause, Mr. Chairman, for any questions that you or any member of 
the committee might care to ask me. 

Mr. KNTJTSON. Senator, would the plan that Mr. Patman proposes 
tend to bring on uncontrolled inflation ? 

Mr. OWEN. I t would have a tendency to prevent, to the extent it is 
employed to prevent the expansion of the "money which will produce 
inflation. I am not going to use the term "uncontrolled inflation." 
I know that inflation can be controlled by an intelligent and strong 
government, and I am in favor of it. I have always demanded sta
bility in the purchasing power of money, and when I had been in the 
Senate less than 90 days I made an address before the Senate making 
that demand, and I based the address I made on the Aldrich bill, on 
the grounds of stabilizing the purchasing power of money because it 
would itself stabilize the industrial activities of this country and 
stabilize the productive power of the greatest people in the world, 
and I have been deeply disappointed in the administration of the act, 

i 
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which ought to have accomplished that result in a way in which I 
pointed out from time to time in the public press, and to which I 
Dave the right to refer now. It could have been prevented. The 
contraction which took place in 1920-21 was over my vehement pro
test and with my statement on the floor of the Senate that it would 
cause a depression, which it did cause immediately afterwards. 

Mr. KNUTSON. That depression you are referring to in 1920-21 
was caused altogether by the Federal Reserve calling their agricul
tural loans, was it not, Senator? 

Mr. OWEN. N O ; not altogether. 
Mr. KNUTSON. Largely, then? 
Mr. OWEN. N O ; not largely. It had a ruinous effect on agricul

ture. 
Mr. KNUTSON. From which it has never recovered. 
Mr. OWEN. From which it has never recovered. 

. Mr. KNUTSON. YOU are right. 
Mr. OWEN. Of course, I am right, and everybody knows it. What 

did take place at that time was a deliberate policy of contraction for 
the purpose of cutting down the market price of commodities and 
services and thereby increasing the purchasing power of money, and 
benefiting creditors and those having their investments in money, 
without giving time to the people to adjust themselves to it. There
fore, they created a panic. 

Mr. KNUTSON. Well, it had the effect, up in our country, of bring
ing about forced sales of cattle and grain, and as a result the markets 
became glutted and it further accelerated the movement downward. 
Isn't that right? 

Mr. OWEN. Yes; that took place. What took place in 1929-32 was 
an occurrence on the other side of contraction, that is, inflation of 
credit—about $14,000,000,000 in the security market. There was a 
gross expansion of credit in the security markets, so that billions of 
dollars of foreign money and billions of dollars of domestic money 
created by the sale of stocks of "our great industrial companies which 
flowed into the security market, and caused the market price of secu
rities to rise beyond reason, to rise beyond the point where they could 
possibly earn interest on the investment, rise to a point which showed 
to theythoughtful, prudent bankers of the country that there would 
be a collapse, and in May 1929 I wrote a memorandum of 16 pages to 
President Hoover, with 12 charts, and took it in my hands and pre
sented it to him at lunch and urged him to study the matter for the 
purpose of meeting what was going to happen. What took place after
ward, I will not comment on, except to observe that a credit convulsion 
and violent bear movement occurred in October 1929 resulting in 
enormous contraction of the money supply with panic and bankruptcy 
following. 

The CHAIRMAN. What did he say about your charts? 
Mr. OWEN. He said, in answer to my prayers, that if he interfered 

with the Federal Reserve Board or the Federal Reserve banks he 
would be accused of using politics in the System and it would injure 
the System, in his opinion. I replied to him that he, as President of 
the United States, was charged with the responsibility of leadership 
and of protecting the people of this country against what would 
inevitably happen unless the full powers of this Government were 
used to meet the crisis that was impending, and that if he did not do 
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it, it would ruin him politically and ruin his party. And I put that 
in writing and I gave a copy of it to the chairman of the Banking 
and Currency Committee of the House, if any of you want to see it. 

The CHAIRMAN. Have you brought the same situation to the atten
tion of President Roosevelt ? If so, what was his reply ? 

Mr. OWEN. President Roosevelt had his attention called to the vio
lence of this depression by some very important occurrences which 
preceded his election, and which had been brought about by the very 
•things I was protesting to Hoover. He came in after 1932, at which 
time I am telling you this country was manufacturing its own money 
from one end of the country to the other and establishing barter 
exchanges in order to exchange products w^here there was no money 
available for exchange. Mr. Roosevelt came in when this country was 
facing the greatest disaster, financially, it ever had faced in its history, 
and when he came in he had to declare a public holiday for the banks 
of the country. Why? Because the people of this country were so 
disturbed there was danger of runs on the banks from one end of the 
country to the other. Ten thousand banks failed under this depression 
of 1932 by the destruction of the value of their securities. Then Con
gress took steps to stabilize, authorized the issuance of money and of 
credit. As a matter of fact, the Federal Reserve Board and Federal 
Reserve banks, instead of expanding credit, contracted it during the 
next 18 months, to the extent of approximately $3,000,000,000. The 
record shows that and I pointed it out, and I pointed it out in writing 
to the proper authorities, with proof, and the proof of it can be found 
by anyone interested in it, by looking up the weekly statements of the 
Federal Reserve banks of March 14,1933, and the corresponding week 
in 1934. I have been deeply interested in these matters and have made 
a most resolute effort to understand them. 

The CHAIRMAN. I didn't quite get clear how far you had gone in 
prosecuting this matter proposed in Mr. Patman's bill and discuss
ing it with Secretary Morgenthau and Mr. Roosevelt as it relates 
to our present situation, borrowing large amounts of additional 
money. Have you had any discussion with the administration about 
it? 

Mr. OWEN. Oh, no; I have not been invited to discuss it, and I 
do not feel quite justified in imposing my personality upon the 
authorities of the Government. When I am called on to answer, 
I am glad to do the best I can to help solve these problems. But 
I want to say this, and say it very plainly; regardless of anybody's 
opinion, this committee now has the opportunity of saving the tax
payer's 2 or 3 billion dollars a year in unearned interest to be paid 
to the stockholders of the banks of this country. That is what I 
have got to say, and I am opposed to any further expansion of the 
debt for that purpose, and I wish my opposition to be put in the rec
ord. I did not come here for that purpose, but now that I am here, 
I feel like expressing my opinion, because I have no reason not to, 
and because I think it may be useful. I think it is a very grave re
sponsibility on any member of this Congress to be taxing $13 a week 
and giving away unearned interest to the extent of billions per 
annum. I will not approve that, as a citizen of the United States; 
and, as a citizen, I speaic. 

The CHAIRMAN. YOU always speak very interestingly, Senator. 
Mr. OWEN. I have a very determined view about it. 
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The CHAIRMAN. May I ask you this question, just for my own 

guidance. If the administration and the Secretary of the Treasury 
ave a great responsibility in guarding the credit of the Government 

at this time, during the war, do you think before we take any further 
action on this that they should be called in to give their viewpoint ? 

Mr. OWEN. I certainly do, and I would like them to answer the 
questions I am putting to you—why billions of dollars in unearned 
interest to stockholders and taxes on $13 a week? Ask them ta 
answer that and I will be content to hear it. 

The CHAIRMAN. I believe Mr. Patman Thas a bill, H. R. 1. 
Mr. PATMAN. Yes, sir; H. R. 1. 
The CHAIRMAN. It was thought this matter would more properly 

come up here, rather than have protracted hearings 
Mr. OWEN. YOU don't need any protracted hearings, in my opinion. 
The CHAIRMAN. We all have respect for Mr. Patman. There i s 

no man in Congress we think more highly of, and I listen very atten
tively to what he presents. I was wondering whether, on this bill, we* 
would have time to get all the needed information. 

Mr. OWEN. YOU don't require much time. 
The CHAIRMAN. And call the various witnesses. 
Mr. OWEN. YOU don't need very much time. 
The CHAIRMAN. I know in your opinion, and the opinion of Mr^ 

Patman, you wouldn't require very much time. 
Mr. OWEN. Either what I have said is true and just, or it is not. 

And if Mr. Morgenthau can come here and show it isn't, that can be 
done in a few minutes. 

The CHAIRMAN. I know, but there is hardly ever a question comes up 
here that there is not a difference of opinion. We have had scores-
of witnesses here on this other matter, and hardly any two of them 
agreed, and each one said that what they said was true. 

Mr. OWEN. It is for the intelligence and judgment of this commit
tee to determine what is just and true. 

The CHAIRMAN. We don't know until we hear both sides of a ques
tion, do we? If you have a case in court, you wouldn't hear the 
plaintiff and not the defendant. 

Mr. OWEN. I have just said to you that I suggest Mr. Morgenthau 
answer what I have told you. 

The CHAIRMAN. I just ask you whether you think the committee 
should do that before we attempt to decide this matter. This bill 
Mr. Patman introduced should be considered seriously, but whether 
or not, at the same time, we should go into lengthy hearings—the 
banks will want to be heard, the administration will want to be 
heard, the representatives of all kinds of people will want to be heard. 
This is a rather sweeping change, and the committee could hardly be 
expected to come to a satisfactory decision until it heard all the tacts 
from fiie people who wish to be heard. And it would require a long^ 
time to hold a hearing and hear all the witnesses. 

Mr. OWEN. Mr. Chairman, may I make this suggestion? 
The CHAIRMAN. Any suggestion you want to make is welcome. 
Mr. OWEN. The legislative processes are well understood by most 

men who have had any experience with legislation, and it is well 
known how difficult it is to get a bill considered and passed when 
there are powerful self-centered interests opposed to it. Therefore I 
think an amendment to the bill you have is important, in a legislative 
sense, in order to get action upon the prayer which Mr. Patman has 
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been submitting to you. That is what I think. That can be ojbviatcd, 
I think, by the committee itself agreeing to pass upon the bill in
troduced by Mr. Patman immediately they dispose of the present 
bill. 

The CHAIRMAN. Have you concluded your statement, Senator! 
Mr. OWEN. I have. 
The CHAIRMAN. We don't want to cut you off. 
Mr. OWEN. I have said all I think is necessary. I will be glad to 

answer any questions. A man often says things which he thinks are 
understood, and afterward finds they were not understood. 

The CHAIRMAN. Mr. Disney wishes to'inquire, Senator. 
Mr. DISNEY. Senator Owen, in response, I think, to Mr. Knutson's 

question a little while ago, you rathe* implied that we now have the 
legal means in our fiscal system to prevent uncontrolled inflation. 

Mr. OWEN. Yes. 
Mr. DISNEY. IS that your view? 
Mr. OWEN. Yes. 
Mr. DISNEY. And that with our further law on the subject? 
Mr. OWEN. I think the laws could be improved, but I think even 

as it stands they have very great power. 
Mr. DISNEY. YOU believe an uncontrolled inflation could be pre

vented by processes we already have, if they are used ? 
Mr. OWEN. Yes; I think, of course, they could be improved, and I 

think the United States ought to unhesitatingly put itself absolutely 
behind the Federal Eeserve System and make itself responsible for 
all indebtedness and liabilities of the Federal Eeserve System. In 
other words, the Federal Eeserve System should be recognized, in 
explicit terms, as an agency of the United States, behind which is the 
sovereign power of the United States. One of the reasons why I felt 
disposed to appear before the committee with regard to this matter of 
what I call unearned interest was this: That, in my opinion, the sov
ereign power of the United States was involved, and it is in the exer
cise of the sovereign power only that money is created by Congress, 
or through its authority, and I am opposed to any private interest 
taxing the sovereign power of the United States to make credit for 
the protection of the people of this country in a great war in which 
we are involved, or even in peacetimes. 

Mr. DISNEY. I have heard it suggested that would put the Govern
ment in the banking business. 

Mr. OWEN. Put the Government in the banking business? 
Mr. DISNEY. I have heard that statement in connection with Mr. 

Patman's bill. 
Mr. OWEN. The Government should leave the banking business to 

the banks, most emphatically, and the banks should leave the govern
ing business and the exercise of sovereignty to the Government and its 
Eepresentatives in the Congress of the United States. That is my 
opinion. 

Mr. DISNEY. But the suggestion about the Federal Eeserve System. 
as you may well know, brings out that suggestion, that that may well 
put the Government in the banking business. 

Mr. OWEN. The only thing that will put the Government in the 
banking business is the failure of the Congress to protect the people 
of the United States against harm and injury that would como from 
an unwise administration of our banking system and the creation of 
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another great panic. We have had three. I remember the one of 1907 
very distinctly, and that I know was deliberately caused. I was told 
so in terms most explicit by a very well-informed man in the marble 
room of the Senate of the United States in January 1907, when he 
whispered in my ear a great secret, that there was going to be a big 
squeeze put on in stocks and bonds. I t came about, but it didn't 
squeeze me. I had my bank protect itself by taking additional security 
without squeezing other people. 

Mr. DISNEY. Senator, in a word, give me your'understanding of the 
practical aspects of Mr. Patman's proposal under H. E. 1, if you are 
iamiliar with that. How would it operate ? 

Mr. OWEN. I t would operate simply by the United States Govern
ment, through the Treasury Department, putting its bonds, or certifi
cates of debt, which iŝ  better—you are not going to sell these bonds 
anyway. It would be just a certificate of indebtedness against which 
the United States would take credit, and pass those credits through 
the Reserve System, just as it would through any bank, and then the 
Government could liquidate that indebtedness without penalty as rap
idly as the people of the United States could pay the taxes in without 
suffering. I t has been supposed that we are going to have great diffi
culty in meeting the terrible cost of this war, $210,000,000,000. I beg 
the committee to look at the letter I wrote to Mr. Spence, of Kentucky, 
a year or so ago, pointing out the money we lost directly from the 
panic of 1932-33, and indirectly. Take it all together, it amounted 
to above $500,000,000,000. Nobody ever questioned the facts. I stated 
I took it from the record. The potential loss was nearly $400,000,000,-
000; the actual loss dropping from $81,000,000,000 per annum to 
$38,000,000,000 per annum, which made a total in 10 years of about 
$200,000,000,000. This country has the capacity to meet the cost of this 
war, great as it is, and to liquidate the debt, and to go through it and 
come out of it the industrial, commercial, financial, and moral leader 
of the world. Of that I haven't the slightest doubt. 

Mr. KNUTSON. Senator, this-question is purely for information, 
and I hope you treat it as such, because I frankly confess, as I told 
Mr. Patman, that I am a novice in the field of finance. I am purely 
seeking information, that is all. What is the difference, Senator, 
between non-interest-bearing notes, such as I understand the Patman 
bill contemplates—that is what your bill contemplates, is it not, Mr. 
Patman, non-interest-bearing notes? 

Mr. PATMAN. TO the Federal Reserve banks only. 
Mr. KNUTSON. What is the difference between non-interest-bear

ing notes and printing-press money? 
Mr. OWEN. I am glad you asked me that question, Mr. Congress

man. When you speak of the notes to which Mr. Patman refers, 
the notes of indebtedness of the United States Treasury to the Fed
eral Eeserve banks, it merely represents an indebtedness of the United 
States Government to be liquidated as soon as it can be conveniently 
done* out of the incoming revenues provided by legislation passed 
by your committee. When you talk about printing-press money, 
it is a term of derision employed by those who use the term "green
backs" and use the term "fiat money" in order to express contempt 
of our currency on the ground that there is nothing behind it. Such 
criticism ignores the vital fact that our currency daily liquidates itself 
by exchange from one hand to another and that it is backed by the 
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taxing power of the United States and the sovereignty of Congress 
with its power to contract and expand and to regulate the value of 
money. The taxing power that goes into untold billions on the pro
ductive energies and income of the gu-atest people in the world. The 
idea of printing-press money and greenbacks is to discredit wjiat 
Abraham Lincoln did to save the Union when he issued $380,000,000 
of greenbacks in 18G2, which were promptly discredited by having a 
provision put into the law that they were not receivable for interest 
4>n-the public debt or for the payment of duty on imports, and there
fore led the people into the belief that that money ought to be sold at 
a discount and thus permit a racket by-which a few profited at the 
expense of the many. 

Mr. KNUTSON. Would it be your thought that such notes as might 
be issued, such non-interest-bearing notes as you might issue and 
place with the Federal Reserve, should be to all intents and purposes 
negotiable money? 

Mr. OWEN. It is credit, Mr. Knutson, which is in the Federal Re
serve banks, and against which a check would be drawn by the United 
States Government. 

Mr. KNUTSON. Well 
Mr. OWEN. Just a minute; let me conclude. When that check is 

passed through a commercial bank, the commercial bank would 
deposit it in a Reserve bank for payment and it would function 
exactly as if it were money, exactly as if it were currency, for that 
matter. 

Mr. KNUTSON. Senator, suppose that we issued $5,000,000,000 in 
non-interest-bearing notes and deposited them with the Federal Re
serve banks, suppose the holders of those notes were to immediately 
pay them back to the Government for income-tax purposes. ̂  

Mr. OWEN. The Federal Reserve banks holding that credit would 
not be called upon to pay income tax to the Government. 

Mr. KNUTSON. The member banks would. 
Mr. OWEN. The member banks would not have the credits to which 

we are referring. 
Mr. KNUTSON. Wouldn't the member banks be able to draw on 

this $5,000,000,000 deposit? 
Mr. OWEN. NO, they wouldn't be able to draw on it, as belonging 

to them. They could not check on it, if that is what you mean. It 
belongs to the United States Government. 

Mr. KNUTSON. You would freeze them? 
Mr. OWEN. I don't freeze them at all. I simply put them to the 

credit of the United States and check on them, because it belongs to 
the United States. That is all. It is simply a bank credit created by 
Uncle Sam and Uncle Sam checks on it. 

Mr. KNUTSON. The only experience I have had with banking is to 
pay interest. I have never been 

Mr. OWEN. A S a stockholder of a bank, I congratulate you. 
Mr. KNUTSON. I wouldn't say I am not a stockholder, but I am 

not posted on banking. That is all, Mr. Chairman. 
Mr. ROBERTSON. Senator Owen, you will no doubt recall that Tom 

Paine, of revolutionary fame, said that credit is suspicion gone to 
sleep 

Mr. OWEN. Credit is what? 
Mr. ROBERTSON. That credit is suspicion gone to sleep. 
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Mr. OWEN. That is a very interesting epigram. I would like 
to say this; that at present we have issued billions of Federal Re
serve notes that are not in circulation and have gone to sleep and are 
not paying any interest, but are held by the people in reserve for 
their own purposes at a time which will follow this war. There are 
billions of that money issued, in large denominations. 

Mr. ROBERTSON. But the reason for that unprecedented amount of 
Government obligations outstanding in currency, which you say has 
been issued on the faith and credit of the Government, is that the 
people have confidence in the credit of the Government, they think 
the Government is sound and will stay sound, and they have not 
gotten suspicious of Government credit. You have told us that if 
we proceed to finance a substantial part of the war cost by the present 
method of issuing Federal Reserve notes, we will pay a substantial 
price in interest for that method of financing. On the other hand, 
if we adopt the plan recommended by you and Mr. Patman, and the 
banks of the country should call that new issue printing-press money, 
let us say, or whatever term they want to use to indicate they do 
not think it is sound money, it would be possible for them, I fear. 
to create a psychology of fear and suspicion, which once aroused I 
feel we could never bring within bounds again. 

Mr. OWEN. There isn't the slightest possibility of such a thing. 
No bank would dare do it, for one thing. No bank would want to 
do it, for another thing, and it would be against the interest of the 
bank to create a condition that would destroy the value of its own 
collateral and cause a panic to occur in the country through his ex
pressing suspicion and distrust of the Government. 

Mr. ROBERTSON. Well, you may be right. 
Mr. OWEN. I am right. 
Mr. ROBERTSON. And yet the fact remains, I believe by your own 

testimony, and likewise that of Mr. Patman, that all the bankers 
have consistently in the past opposed this method of issuing money. 

Mr. OWEN. The banks have-not had this particular proposition 
before them. I think the bankers of this country are just as patriotic 
as anybody else. What if they are pursuing the natural policy, 
and following the teachings of the past? That does not argue that 
they are unpatriotic or unintelligent or unfair in any way, but here 
we are dealing with the sovereign power of the United States, and 
you are the custodians of the sovereignty of the United States, and I 
am telling you that the sovereignty ought not be taxed for the benefit 
of private individuals, however honorable and worthy they are, and 
certainly there are no people in the country that deserve more respect 
than our honored bankers to whom the people entrust all their savings. 
They are worthy of trust, too. I honor them and I am their friend. 
But I also believe in the sovereignty of the United States. I believe 
we ought to cut down this expense by cutting out unearned interest 
on any more credits extended. 

Mr. KNUTSON. Senator, you say, as did Mr. Patman, that the credit 
of the United States would be behind these notes. 

Mr. OWEN. Why, certainly. 
Mr. KNUTSON. That being true, why have the Federal Reserve 

issue these notes? Why jiot have the Federal Treasury issue them 
rather than the Federal Reserve? 

Mr. OWEN. The Federal whati 
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Mr. KNUTSON. The Federal Reserve. Why not have the Federal 
Treasury issue the notes and put them in circulation. 

Mr. OWEN. The Treasury would, in effect, be using this agency 
as its place of deposit and would be using it so as to distribute its 
activities throughout the 12 districts according to the respective de
mands in each of those districts. They need the mechanism and the 
mechanism has been extremely useful for that purpose. The notes of 
indebtedness to the Reserve banks proposed by me are in very large 
-denomination and not currency but the basis of bank credit. Over 
90 percent of our business is thus transacted by checks. 

Mr. KNUTSON. Would the Treasury be'unable -
Mr. OWEN. The Treasury would have to set up similar mechanism. 

They have already got all they need in the Federal Reserve System for 
that purpose. And it should prove the extreme value of the checking 
system. It is much better than currency. This Federal Reserve 
System would take your check in California, without you paying 
postage, or charging you collection or anything else, and it is trans
ferred at par, so that when you write a check on a valid bank, you 
just send tnat as money and it functions as money because it transfers 
money and can be converted into legal tender on demand. 

Mr. KNUTSON. And we have travelers' checks 
Mr. OWEN. That is another form of it. 
Mr. KNUTSON. I understand, it is a form of negotiable paper that 

is good all over the country. 
Mr. OWEN. All over the world. 
Mr. KNUTSON. But you do feel it is necessary to operate the plan 

proposed in H. R. 1 through the Federal Reserve? 
Mr. OWEN. Oh, yes. 
Mr. KNUTSON. It couldn't be done through the Treasury? 
Mr. OWEN. It could be, but it would be expensive and awkward and 

require a reorganization. It is unnecessary to do that, because they 
have a wonderful organization now. 

The CHAIRMAN. Thank you, Senator. 
Mr. OWEN. Well, I am much obliged to you gentlemen, for your 

patience with one of your old brothers, and I appreciate coming in and 
having a little chat with you. I know you will act with patriotism 
and with intelligence. 

The CHAIRMAN. We thank both you and Mr. Patman for your 
appearance and the information given the committee. 

Mr. PATMAN. Thank you, Mr. Chairman. May I express the hojJe 
that if you do not pass on this in connection with this bill that you 
give me a hearing on it some time in the future ? 

The CHAIRMAN. Mr. Voorhis said he would like about 10 minutes. 

STATEMENT OF HON. JERRY VOORHIS, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF CALIFORNIA BEFORE THE COMMITTEE ON WAYS 
AND MEANS, HOUSE OF REPRESENTATIVES, FEBRUARY 13,1943 

Mr. VOORHIS. I would just like to say that I agree in substantial 
part with what has been said by Mr. Patman and Senator Owen. I 
want to read first, if I may, two sentences from a little pamphlet 
written by Winthrop W. Aldrich, chairman of the board of directors 
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of the Chase National Bank. Mr. Aldrich says in this pamphlet, 
which is entitled "Economic Implications of Internal Public Debts:" 

Through 1942 commercial banks absorbed about $19,000,000,000 of Government 
obligations, which represented 38 percent of the increase in the total debt; 
through 1943 it is estimated that the commercial banking system, that is the 
commercial banks, plus the 12 Federal Reserve banks, may have to absorb 
$40,000,000,000 of Government obligations, an amount equal to about 60 percent 
of the estimated increase in the total Federal debt. 

Now, Mr. Chairman, I submit that that means (1) that 38 percent 
in 1943 and 60 percent in 1944 of the increase in debt of the Nation 
will be the result of the increase of brand new money by the com
mercial banks of the country. I t will not be the result of the transfer 
of actual money possessed by the people from them to the Govern
ment in the purchase of obligations. In the second ^>lace, it will 
mean a very high degree of concentration of ownership of this public 
debt in the hands of the commercial banks; and, in the third place, 
I agree thoroughly with what has been said to the effect that interest 
paid upon obligations paid for with new money created by private 
tanking institutions is unearned interest. If the public debt, as Mr. 
Patman pointed out, is $210,000,000,000 in June of 1944, the interest on 
that at 2y2 percent would be $5,250,000,000, and the interest on 40 per
cent of that/roughly the amount held by commercial banks, would be 
$2,100,000,000. That amount can be saved by the general method 
proposed by the gentleman from Texas, Mr. Patman. 

My conception is that the ideal banking and monetarv system is 
one in which banks lend money, but do not create it, and in which 
the Government creates money, but does not lend it. I think the 
piling up of huge amounts of Government obligations in the banks 
makes a tendency for the banks to create money for the Government 
instead of engaging in the commercial banking business, and I think 
that tendency has been present for quite a long time. This is an 
inflationary proposition as long as these bonds are sold to commercial 
banks, and it seems to me of tremendous consequence. 

I might say that I have a bill" almost exactly similar to that by Mr. 
Patman, which I introduced on the first day of the session. The 
thing that would happen were this policy pursued, would be this: 
The Treasury would issue non-interest-bearing certificates and sell 
them to the Federal Reserve banks. The Federal Reserve banks 
would purchase them with exactly the same credit they now use to 
purchase interest-bearing obligations. The Government would then 
secure a credit with the Federal Reserve against which it would draw 
checks to pay its bills. 

Ideally we should pay for as much of this war as possible out of 
taxes and the sale of bonds to individuals and nonfinancial corpora
tions, or even financial corporations, if they can pay for them with 
their own money and not with the credit of the people. 

Mr. ROBERTSON. Will you yield for a question there? 
Mr. VOORHIS. Certainly, Mr. Robertson. 
Mr. ROBERTSON. DO you contend the sale of bonds to a commercial 

bank has an inflationary trend, even more inflationary than the is
suance by our Government of the same amount of money? 

Mr. VCORHIS. I think it might, for this reason: When you sell to a 
bank an interest-bearing obligation, that bond then becomes collateral 
for the issuance of Federal Reserve notes if the bank wants to use it 
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for that purpose. It can, in effect, be reserves in the hands of that 
bank. If2 on the other hand, you adopt the plan that is proposed here 
this morning and sell non-interest-bearing obligations to the Federal 
Reserve banks, it would be at the same time quite possible to provide 
for an increase in the reserve requirements in the banks, and thus con
trol inflation by that means, and that has been suggested and outlined 
by Senator Owen in testimony before another committee. 

In other words, the control of inflation is one question which must 
*be dealt with, as the Senator pointed out. It is true to the extent any
body creates new money it is inflationary, of course, and substantially, 
therefore, I would agree with you, but I wouldn't agree, if by your 

Suestion, you mean that the adoption of the proposal advanced here 
bis morning by Mr. Patman and Senator Owen would be any harder 

to control, if, indeed, as hard, as the present system. 
What I was about to say when you asked your question was that my 

own view is that we should get as close as we can to paying for this war 
out of taxes and legitimate bond sales. That is the only real way we 
can control inflation, and the extent to which we fail to do that, is the 
real inflationary danger, rather than farm prices, for example. But 
if we are to let anybody create new money the people of this Nation 
ought not be charged an interest burden of $2,100,000,000, by 1944 on 
that new money, because that credit belongs to the people in the first 
place. 

Mr. ROBERTSON. Isn't it true that for many years the theory of sound 
money has been that currency, whether anchored to gold or not, is 
sound if money is issued solely with relation to the amount of money 
work that is to be done ? 

Mr. VOOFHIS. Eight. I agree thoroughly with that, 
Mr. ROBERTSON. Your proposal will issue money to be used for the 

payment of debt. 
Mr. VOORHIS. No, sir. May I, first of all, agree a little more in 

detail with your first statement, that the soundness of money depends 
upon the relationship of the volume of that money with the work it 
is to do, which, stated in other words, means the soundness of money 
depends upon the relationship between the volume of money and the 
amount of goods and services produced in the Nation. At the present 
time we are in a war; we are in a war which requires colossal expendi
tures, and to the extent we are in that war the kind of monetary policies 
which I would advocate in peacetime should be precisely reversed. In 
other words, whereas in peacetime I would urge that the Government, 
as a deliberate policy, put in circulation and create enough money to 
keep up with the expansion of production, today the expansion of 
production of supplies, civilian goods, is partially restricted, so that 
sound monetary policy means we should keep down to the greatest 
possible extent the creation of new money, and we should, on the 
contrary, tax and sell bonds to the greatest extent possible, in order 
to prevent the volume of buying power from exceeding the supply 
of civilian goods, consumer goods. But the fact remains, as Mr. 
Aldrich himself has pointed out, that that has not happened, that it 
is not likely to happen, that we are likely to let the commercial banks 
create a huge amount of money for the purchase of Government obli
gations, and then draw interest on that credit, which was the people's 
credit. My contention is that to the extent that we fail to pay for 
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the war out of taxes or legitimate bond sales, the people should not 
be charged with the interest-bearing debt for the margin between the 
cost of the war on the one hand and the degree to which we come up 
to paying for it currently. 

Mr ROBERTSON. Do we have a lot of hoarding of money at the 
present time? 

Mr. VOORHIS. I couldn't answer that. Many people feel that there 
is a considerable amount of hoarding of money. 

Mr. ROBERTSON. And is it not also true that bank deposits are at an 
unprecedented height? 

Mr. VOORHIS. That is true. 
Mr. ROBERTSON. That is check money, is it not? 
Mr. VOORHIS. That is correct. 
Mr. ROBERTSON. If we have enough money in the amount of check 

money and plus an unprecedented amount of jyioney in circulation, 
and the hoarding of money that is not in circulation, I feel it is a fair 
conclusion that we already have outstanding more money than is 
necessary to do the money work of the Nation, and that the issuance 
of further money is money issued to pay debts and not to do money 
work. 

Mr. VOORHIS. But, Mr. Robertson, every dime of the $19,000,000,-
000 of bonds mentioned by Mr. Aldrich here as having been sold to the 
commercial banks in 194:2, every dime of that was additional deposits 
created by the banks. 

Mr. ROBERTSON. That makes it inflationary. 
Mr. VOORHIS. That is true, so that the inflationary question is 

neither here nor there so far as this proposition is concerned. 
Mr. ROBERTSON. I believe it is here. 
Mr. DISNEY. Mr. Knutson asked a question of Senator Owen a 

minute ago. He inquired why not let the process of issuance be the 
Treasury of the United States, of notes without interest. What have 
you to say about that ? 

Mr. VOORHIS. Well, there would be two difficulties. In the first 
place, it is conceivable that in the future we may have a condition in 
the Nation where it would be desirable to reduce the volume of 
money outstanding. I earnestly hope we are not going to go in 
for a program of deflation after this war, like we did after the 
last warr because I think it was disastrous. But we may conceivably 
have a situation where we do have a surplus of revenues coming 
into the Treasury over the needs of the Government. If that hap
pened, and if we had non-interest-bearing certificates in the hands of 
the Federal Reserve, you could then pay off some of those certificates, 
as it was sound fiscal policy to do so. Of course, you could also re
tire currency and accomplish the same result, if you wanted to, but 
1 think the best reason for doing it the way Mr. Patman suggested 
and that I have suggested—with modesty I will say—the best argu
ment for it is, it is customary in this country for us to do business. 
not with a huge volume of cash money, but to do it by means ot 
bank deposits and check money, and people are more accustomed to 
that than they are to the use of very large amounts of cash. 
Furthermore, the amount of cash that will actually be used by peo
ple is determined by their convenience. I mean, in other words, they 
will deposit it in the bank if they don't want to use it, and the 
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amount of cash currency that circulates is determined by the con
venience of our trade, rather than any other circumstances, so that 
I do not think it would particularly make sense to put out many 
billions of dollars of currency when you don't need to ; there isn't 
any use going to the expense of printing it. And, furthermore, I 
think it is a much more understandable method to use precisely the 
method that you now use for the sale of interest-bearing bonds, 
when you handle the non-interest-bearing securities. Mr. Patman 
has suggested that is what you would be doing—you would be selling 
them to the Federal Reserve in precisely the same way you sell in
terest-bearing bonds to them, and they buy them with the credit of 
the American people. 

The CHAIRMAN. Thank you, Mr. Voorhis. 

The CHAIRMAN. If you have time I will give you a little resume 
on the bills we are considering. 

Mr. VOORHIS. I would be glad to hear it. 
The CHAIRMAN. On the first bill that we are considering is to 

provide for retirement of Federal Reserve bank stock and for other 
purposes. 

That is the bill that the 6,000 member banks, most of them national 
banks, except about 1,300 State-chartered institutions have what is 
known as stock in the Federal Reserve banks. The testimony shows 
without doubt that it is not really stock that they own. 

I t is not stock certainly in the proprietary sense. And members of 
the Federal Reserve System, from Mr. Martin on down, admit now 
that that so-called stock does not carry a proprietary interest, for the 
reason that it cannot be sold, it cannot oe hypothecated. I t can't even 
be voted. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. SO it is just an involuntary investment that they 

make of 6 percent upon their capital and surplus and undivided profits 
which they keep there at all times for which they receive 6 percent 
interest. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. Which is more valuable to them than it is to the 

Government, because the stock, the so-called stock has no value to the 
Federal Reserve System. I t is so small, only $500 million. 

I t is insignificant in the System and doesn't amount to anything, so 
I think that the consensus is that that stock can be paid back without 
any violation to the System at all. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And then let all banks under proper conditions 

be served by the Federal Reserve Bank System. Why should these 
6,000 have an exclusive on the use of the Government's credit ? 

There are 7,000 State banks that are entitled just as much to that 
privilege as the 6,000 bank members of the Federal Reserve System. 

So this would make it possible for all banks to be served by the 
Federal Reserve System. I think the testimony is rather clear and 
convincing that that money should just be paid back to the banks. 

Mr. VOORHIS. Yes. 
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The CHAIRMAN. NOW then, the next bill is to increase to 12 the num
ber of members of the Federal Eeserve Board. 

Now that provides, too, that the Secretary of the Treasury should 
be a member of the Board. 

Mr.VooRHis. Yes. 
The CHAIRMAN. Personally it is my bill and I am not particular 

about the Secretary of the Treasury being on the Board, only for the 
purpose of showing a Government connection. 

Mr. VOORHIS. I think that is very important. 
The CHAIRMAN. Yes; I say only for the purpose of showing a 

Government connection. 
Mr. VOORHIS. Yes; but I think he should be. 
The CHAIRMAN. Yes; well, that is all right. What I mean is as 

Chairman. Of course he is just a member of the Board ex officio like 
he was before. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. But that is in another connection, because the mon

etary system is in application whether people want to admit it or not. 
The f ramers of the Constitution put it in application. 

Mr. VOORHIS. Yes; they did. 
The CHAIRMAN. When the Constitution says in article I that the 

Congress shall have the power, as you set out here in your testimony, 
to com money and to regulate its value. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And, as the Supreme Court held, to coin means to 

print money, too. That means it is in application. Why ? Because 

Soliticians can be voted out of office. Tney can be punished if they 
on't vote the right way. Therefore the framers of the Constitution 

were somewhat charged with this responsibility that they be account
able to the people, the electorate. 

Mr. VOORHIS. Exactly. 
The CHAIRMAN. YOU could vote for them or against them because 

of what they did on this. Now then, the other crowd, they want to set 
it off. They want to insulate the money manufacturers from the 
electorate, from the politicians they say, the others. 

In other words, they want people to have the power to handle the 
money that can profit from it the most, and there is no way for the 
people to vote against anybody because of what they did. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. I believe that the sentiment is pretty strong and 

the testimony, the consensus of the testimony, I think, is rather 
strongly in favor of making some change in the present Board, par
ticularly on the Open Market Committee, because the Open Market 
Committee, of course, uses the Government's credit. 

Mr. VOORHIS. Yes, sir. 
The CHAIRMAN. And that is very important, where people can use 

the Government's credit, and particularly free of charge. 
You know when you and I were studying this Federal Reserve Sys

tem, we learned a lot, but I have learned a lot here in these hearings 
and I hope you look them over. I believe you have the first volume 
of the hearings, and the second volume will include the testimony of 
the economists and will be available soon. 
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But one thing that I have learned in the last year or two, in rereading 
the history of the Federal Reserve System, is that in 1913 the people 
in New York who were determined that the members of the Board be 
in the banking business didn't succeed and therefore didn't like the 
Federal Reserve Act of 1913. 

Mr. VOORHIS. No. 
The CHAIRMAN. YOU know when Mr. Wilson was approached by 

Mr. Warburg and others and Senator Norris told the President, "Mr. 
Wilson, these people feel they know more about money than anybody 
else. They helped big banks, insurance companies, investment houses 
of New York and they want the privilege of being on that Board so 
they will be consulted about the volume of money." 

Mr. Wilson said, "Now which one of you gentlemen would have me 
put the presidents of railroads on the Interstate Commerce Com
mission to fix freight rates and passenger rates?" and today he could 
add, "Which one of you gentlemen would have me put the broadcast
ing industry representatives on the FCC ?" 

Mr. VOORHIS. Exactly. 
The CHAIRMAN. I t is the same thing you know. 
Mr. VOORHIS. Yes. 
The CHAIRMAN. SO they couldn't insist further on that, so this went 

out rather quickly and didn't discuss that any more. But the result 
was that 12 Federal Reserve Banks were regional banks, they were 
autonomous, each one of them, running their own business. They 
didn't have any central bank in New York, just 12 separate regional 
banks. And the Republicans were against that bill because the bank
ers were not on the Board. They said so. I t is in the testimony. 

I t is in the hearings. Therefore in 1913 the Republicans in the 
House overwhelmingly opposed it. But of course the Democrats car
ried it. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. I n the Senate on final passage only three Re

publicans voted for that bill. One of them was Senator Norris, and 
you know that he wasn't a Republican. So it only received really two 
Republican votes. That shows that the Republicans were against it 
because bankers were not on the board. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. NOW in 1933, we were in the depths of the depres

sion. Every Member of Congress would vote for anything that 
looked like relief, reform, or recovery. So it was a chance to make 
a central bank out of the Federal Reserve. But preceding 1933, 
commencing in 1922 the bankers in New York got up what was known 
as an unofficial open market conference. They had a representative 
from each of the Federal Reserve banks and they together agreed to 
go jointly into the buying of the Government's bonds and selling 
them, manipulating the credit. 

I t was not official. I t was not authorized by law at all. I t was 
really against the law. But they did that in 1922, 1923, 1924, and 
1925. 

Then the charters were coming up, you know. These Federal Re
serve banks had charters of 20 years. 

Mr. VOORHIS. Yes. 
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The CHAIRMAN. A lot of people don't even know that, but they were 
chartered for 20 years, and if the big bankers were opposed, why of 
course they wouldn't have had much chance of continuing them. 

But the big bankers commenced being on the side of the Federal 
Reserve, because they had charge of it through this Open Market Com
mittee or open market conference, and they were handling it pretty 
well. 

So an amendment went through without discussion to take that 20-
year limitation off, about 1927. So in 1933, when the bill came up, 
you know, to really change the Federal Reserve, they put a repre
sentative from each of the 12 Federal Reserve banks on that Open 
Market Committee who could be and were private bankers. That was 
a terrible thing. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And that bill now, when it was before this com

mittee, there were no hearings on it. The members were told that the 
Senate committee had had hearings for the two bodies of Congress and 
and they are available to us. We had no hearings on it. I wasn't a 
member of the committee at that time but I sought an opportunity to 
be heard because I could see a central bank creeping into this thing 
that was going to put a New York bank in charge and I didn't like it. 
We didn't have an opportunity to be heard. I t went through the 
House quickly without a rollcall. I t went to the Senate. They fixed 
it up and it passed right quick. I t was hurry, hurry, hurry all the 
time. But they established for the first time a central banking system 
in this country. 

But they didn't have everything they wanted. They thought when 
they put in there that the individual Federal Reserve banks could not 
engage in open market operations. But this wasn't 100 percent cor
rect, and they didn't get what they liked. 

So in the 1935 act, an effort was made to change the law, and when it 
was before this committee, I Wasn't a member at that time in 1935, 
Mr. Eccles testified; he was a good public servant. 

Mr. VOORHIS. Yes, he was. 
The CHAIRMAN. A S Chairman of the Federal Reserve Board, he 

said "You don't want bankers on a board to fix interest rates and 
determine the volume of money," and convinced the committee that we 
shouldn't have any bankers on the Board, so this committee voted out 
a bill that would have the Federal Reserve Board consist of only 
public members. 

The Open Market Committee also wouldn't have had any bankers. 
So the Republicans in the House voted substantially, a substantial 
majority of their members, against the bill. They didn't like there 
being no bankers on the Board and the Open Market Committee. 
Well, then it went to the Senate, and the Senate fixed it up by putting 
the bankers on the committee. Then they voted for it and voted for it 
in the House without a rollcall. I t became law in the 1935 act. That 
is really where the bad work was done in 1933 and 1935. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. And I think I would recommend, Mr. Voorhis, as 

much as you know about this, you go back and read the committee re
ports along about that time and the discussion on the floor of the 
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House, and read what Huey Long said in 1933. You know Huey Long 
of Louisiana ? 

Mr. VOORHIS. Yes. 
The CHAIRMAN. The father of the present Senator Kussell Long. 
Mr. VOORHIS. Yes. 
The CHAIRMAN. He got on the floor and he said, "Now, why hurry, 

hurry, hurry this bill through? This bill takes the power over our 
money out of the Government and puts it in New York." 

And his speech predicted exactly what has happened. That speech 
was made January 12, 1933. You know people have just not kept up 
with this and Members of Congress haven't kept up with it because 
they were not in a position to. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. For the reasons we have discussed. Would you like 

to comment, Mr. Voorhis ? 
Mr. VOORHIS. Just to say that I agree with what the Chairman 

said very heartily and I only wish that everybody could have been 
here to hear him. 

The CHAIRMAN. Another bill is to require the payment of interest 
on funds of the United States that are held in tax and loan accounts. 
Last year there was $5% billion in banks at all times that the people 
were paying interest on, that the banks were getting the benefit of 
without cost. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. Another bill is to eliminate this prohibition against 

the payment of interest on demand deposits. Of course, a lot of bank
ers don't like regimentation, but this is one part of the regimentation 
rule that they seem to like because they don't want to repeal that. I 
think it ought to be repealed. 

Another bill we have is to not permit the increase in the long-term 
interest rate above four and a quarter percent. 

Mr. VOORHIS. Yes. 
The CHAIRMAN. We appreciate your testimony very much, Mr. 

Voorhis. We will give consideration to it. I am going to be certain 
that it is distributed over the Nation and among the Members of the 
Congress in particular and used by us in support of our contentions 
about the changes in the monetary system that we believe should be 
made. 

Mr. VOORHIS. Thank you very much, Mr. Chairman, for letting 
me come before the committee. 

The CHAIRMAN. Thank you, sir. 
The committee will stand in recess until tomorrow morning at 10 

o'clock. 
(Whereupon, at 11:50 a.m., the committee recessed, to reconvene at 

10 a.m., Tuesday, April 14,1964.) 
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THE FEDERAL RESERVE SYSTEM AFTER 50 YEARS 

TUESDAY, APRIL 14, 1964 

HOUSE OP KEPRESBNTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE OF THE 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Eepresentatives Patman, Eeuss, Weltner, White, and 
Widnall. 

The CHAIRMAN. The committee will please come to order. 
We have as our witnesses this morning Prof. Leo Easkind, pro

fessor of law and economics, Vanderbilt University, and Prof. Arthur 
S. Miller, School of Law, George Washington University. 

Professor Easkind, you may proceed first, sir, and present your 
testimony in any way that you desire, and then we will call on Pro
fessor Miller, and after that the members of the committee would 
like to ask you questions. So you may proceed in your own way, sir. 

Mr. EASKIND. Thank you, Mr. Chairman. 

STATEMENT OF LEO RASKIND, PROFESSOR OF LAW AND ECONOMICS, 
VAISTBERBILT UNIVERSITY 

Mr. EASKIND. I appreciate your asking me and I am delighted to 
have this opportunity to meet with this committee. 

The issue of the appropriate degree of independence of the Federal 
Eeserve System has generally been debated primarily in terms of eco
nomic doctrine and with particular reference to coordinating the sup
ply of money and credit for a growing economy. 

Increasingly in the last few years there has emerged a concensus that 
the present decisional process of the Federal Eeserve Board is not 
entirely adequate to execute a program of monetary policy within the 
goals of the Employment Act. 

My conclusion is from examining the Federal Eeserve System not so 
much in terms of its economic programs but rather as an administra
tive agency that this agency and its stautory basis needs to be changed 
because it is no longer functioning and indeed I think under its present 
structure cannot function in a coordinated responsible way with regard 
to the supply of money. 

The history of the Federal Eeserve System underscores the narrow 
position which the statute originally granted to that agency to deal 
with the supply of money and credit. 

1665 

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



1666 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

The familiar developments of the Aldrich plan underscore the fact 
that this system came into being not to provide what we would now 
consider a broad-based monetary policy, but rather to furnish an 
elastic currency, the means of rediscounting commercial paper. In 
other words, the relatively narrow structural banking functions that 
were so necessary to replace the inadequate banking system that pro
ceeded it. The statute as it was originally enacted contained very 
few guidelines for monetary policy in connection with allowing the 
decentralized Reserve banks to hold member-bank reserves. 

To establish the rate of discount there is a statutory reference to 
fixing these rates, "With a view of accommodating commerce and 
business." 

Although this reference to accommodating commerce might have 
been construed as a basis for broad monetary policy, the initial Board 
practice did not make it so. Between 1913 and 1927 it was believed 
that each Federal Reserve bank in each region should set its own 
rediscount rate. So that at the outset there was no legal basis for 
coordinated monetary policy. 

The statutory reference to the establishment by the Reserve bank 
rates was further qualified by the statute, that the rate "Shall be 
subject to the review and determination of the Board of Governors." 

The Board in the first instance allowed the regional banks to set 
their own rates. The Board, it believed, lacked power to order a 
change on its own motion. But it was not until 1927 that the Board 
ordered the Federal Reserve Bank of Chicago to lower its rate from 
4 to three and a half percent. I n 1935 the basic provision was modi
fied to require Reserve banks to establish discount rates "Every 14 
days or oftener, if deemed necessary by the Board." 

But in practice it is now conceded that the Board has power to 
initiate such changes, although the language of the amendment still 
does not so state. 

Further in the original statutory grant, the provision which em
powered the operation of the Open Market Committee contained some 
general language "That its operations be made with a view to accom
modating commerce and business," adding the further phrase "With 
regard to their bearing upon the general credit situation of the 
country." 

A third policy prescription came into the statute in 1938 as a result 
of the excesses of credit for speculative purposes which contributed 
to the stock market crash in 1929. 

For the first time the statute empowered the Board to change reserve 
requirements " In order to prevent injurious credit expansion or con
traction" and "for the purpose of preventing the excessive use of 
credit to finance transaction in securities." 

Throughout its legal development, the Federal Reserve Act was a 
narrowly banking statute as opposed to one concerned with monetary 
policy. 

In 1940 a study of the Federal Reserve System as an administrative 
agency by the Attorney General's Committee on Administrative Pro
cedure termed what it called service functions, rather than with mon
etary or credit control as the primary role of the System. 

The System has followed this statutory course and has not em
barked on a widely developed monetary and credit policy. Indeed 
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the Board, in its monetary policy and viewed as an administrative 
agency, is markedly different in its development and in its procedure 
from such agencies as the Federal Power Commission, and the Se
curities and Exchange Commission. Unlike the trend toward a judi
cial process of hearings, adjudication, and rulemaking involving the 
preparation of written opinions, the Federal Keserve System has 
tended rather to become a supervisory agency. As one student of 
administrative procedure has observed: 

The critical process in the Federal control of banking is the supervising 
power, not adjudication or rulemaking. The supervising power is largely im
mune from judicial review. 

So that in its operation this agency in terms of its statute has be
come a supervisory agency more directly concerned with the bank, the 
narrower banking functions, and less with a wider view of monetary 
and currency policy. 

At the time the Federal Reserve Act was passed, it was believed 
that the primary role of the central bank was to provide a monetary 
unit and to control the supply of currency in a relatively automatic 
way. This illusion was shattered when the System began to operate, 
and the experience of the bank through the First World War and 
immediately thereafter made it apparent that the broad decentralized 
view which the f ramers of the Aldrich Act had intended was not a 
viable system. 

Slowly the System made some moves toward committing itself to 
monetary policy. But in this period it has to be said that the System 
had it desired to take on this broader role, was given little assistance 
by professional economists and by professional students of the System. 

The familiar history in the attempts of Congressman Strong in 1926 
and 1927 to broaden the policy guidelines of the Reserve Act are 
apparent from one of the bills he introduced in 1926 wherein he wanted 
to add the language " I t shall be the duty of the Federal Reserve Act 
and the Board ' to "promote a stable price level for commodities in 
general. All the powers of the Federal Reserve System shall be used 
for promoting stability in the price level." 

This topic challenged the economists of the day. Ultimately there 
were several variants of this bill, but no coherent consensus developed, 
and the Federal continued on its way. Indeed during that period, 
one of the economists, Irving Fisher, believed tha t : 

The Federal Reserve Board has been doing without any specific authority 
beyond the phrase, "accommodate commerce and business," practically what is 
being proposed in the Strong bill. 

Traditionally the System has moved in this way, indeed in an ad
mirable way, given its narrow premises, to meet the challenge that 
faced it. 

However, the developments post-1929 and particularly post the 
Second World War require an examination of this process and indeed 
indicate the need for change now. 

There is a crisis in the administration of monetary policy. Two 
changes have caused this crisis. 

First, the method and scope of public policy for managing the 
economy has radically changed. Whereas in the 1920's there was 
a great deal of uncertainty as to the role of the budget and the role 
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of banking in the level of activity of the economy, in this era, par
ticularly since the enactment of the Employment Act, managing 
the economy has shown a substantial record of success. 

Second, it has emerged from this experience that it is dangerous 
to allow an uncoordinated monetary system to move within the frame
work of a full employment program. As one member of the Council 
of Economic Advisers in the Eisenhower administration put it: 

There are two major risks which unavoidably accompany a policy of general 
credit restraint—namely, if the policy is pushed too far, it may hasten or bring 
on a business recession. 

The second risk is that if such policy is continued over a considerable period, 
it may have undesirable side effects on the character or structure of the Nation's 
economic activity. 

The difficulty with the existing arrangement is that the Federal 
Reserve System, an agency which derives its basic statutory power 
by delegation from Congress, received this grant at a time when it 
was the sole entity in the field of monetary control. Subsequently a 
whole new statutory system for managing the economy has emerged. 
On top of this original Banking Act has grown a very elaborate and 
important superstructure of economic institutions from which this, 
the basic act, the Federal Reserve Act, has remained substantially 
immune, and this is the heart of the difficulty. 

As an administrative ag-ency, the Federal Reserve System has been 
placed in a larger economic context consisting of both monetary and 
fiscal policy, and within a wider public commitment to economic sta
bility such as was unknown and unthought of at the time originally 
the act was drafted. 

Viewing the history of the Federal Reserve System over the history 
of its life, there have been several occasions when it sought to broaden 
its powers. Presently some work of coordination now has been ini
tiated among the Federal Reserve System, the Council of Economic 
Advisers, the Treasury, and other agencies having monetary respon
sibilities such as the Federal Housing Authority. 

But this consultative process is sketchy and limited, and in the end 
it is advisory. Although this committee and the Joint Economic 
Committee have made frequent suggestions formalizing such a process, 
the Federal Reserve System has not uniformly welcomed such pro
posals and the outlook that the system will undertake on its own 
initiative to expand its role or to coordinate it with the new decisional 
process of ecomonic policy in the Federal Government is not bright. 

To continue the existing arrangement of independence in the opera
tion of this basic instrument governing the supply of money and 
credit is unwarranted and unwise because the basic meaning and 
validity of independence for which this agency was developed has lost 
its relevance. 

In 1913, it was believed that the management of a central bank was 
such a highly technical affair that it must at all costs be insulated 
from the political process. To be sure, there have been examples of 
monetary programs too closely linked to pernicious political ends, but 
that is certainly not the peril of this era. This is not the problem of 
this generation. In the end, the Federal Reserve System is a legal 
institution for which Congress is responsible. 
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There is a growing body of evidence and substantial records made 
by this committee and by related committees of the Congress to show 
that from the point of view of economic analysis, monetary policy has 
not been coordinated with the requirements for managing the econ
omy. These are not metaphysical or legal nicities. There is a grow
ing belief that the monetary authority must commit itself to a pro
gram of monetary management coordinate with the program of the 
President's Council of Economic Advisers. 

A recent analysis of Federal Reserve policy by two of the Nation's 
ablest economists, Messrs. Milton Friedman and Schwartz illustrates 
the unsatisfactory nature of existing arrangements. 

Statements by Chairman William McChesney Martin, Jr., give the impression 
that providing an average rate of growth of the money stock matching or 
appropriate to the secular rate of growth of output, though not dominant in 
short-term policy, has become a background aim of the System. 

The references to achieving the appropriate secular rate of growth of the 
money stock have not usually been accompanied by a specific statement of what 
that rate is, or how it is to be determined. Chairman Martin once expressed 
himself as favoring a 3-percent rate of increase in the money supply, but later 
testified that it was unwise to have used that figure. 

The Federal Reserve agency operates in a broader context which 
requires coordinated activity and as yet has been unwilling to make a 
commitment to the economic goals and aims of the executive branch 
of the Government. 

Thus there is a need for change. The controlling policy con
sideration in recommending a departure from the existing independ
ence of the Federal Reserve System rests, I think, on a basic juris
prudential proposition. A statutory arrangement such as the Federal 
Reserve Act, which is operating without any substantial judicial 
review, and has been insulated from the normal process of change 
to which statutes and common law doctrines are subjected, must look 
inevitably to the Congress for change. In my view it is the duty of 
Congress to bring the statutory framework of this agency up to 
date with current events and with the current structure for managing 
the economy. A distinguished Federal judge has recently called 
attention to this need for continuous adjustment in legal structures 
by referring to the gap in lawmaking. Judge Friendly has called 
his article "Judges Who Can't and Legislators Who Won't." 

When the President, who has authority to make decisions involving 
nuclear war, is barred by statute from responsibility for the monetary 
component of economic stabilization policy, the need for change is 
apparent. The President ought to be allowed more responsibility 
than can be achieved by informal conferences and by warnings of 
the dangers of a tight-money policy in his Economic Report. 

A recent Supreme Court opinion involving the banking structure 
in another aspect offers a guide to the kind of correction that can be 
adopted here. I n the Philadelphia National Bank case, the Supreme 
Court of the United States reversed a judgment of a district court 
which held that the Bank Merger Act of 1960 superseded the basic 
provisions of the Sherman Act and the Clayton Act for the establish
ment of competitive policy. In its decision the Supreme Court ad
justed the independent role of the Comptroller of the Currency in 
which he, like the Board of Governors, had to comport with the 
basic congressional policy toward competition. 
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The facts of this case bear close parallel to the problem of the 
independence of the System in money and credit matters. In approv
ing the merger in the first instance the Comptroller, under the statute, 
exercised his discretion and approved the merger, seeking, as he was 
required to under the statute, opinions as to the anticompetitive effects 
of the merger from the Department of Justice, the Federal Reserve 
Board, and the Federal Deposit Insurance Corporation. Without a 
hearing, and contrary to the recommendations of all the coordinate 
agencies, he approved the merger. Since there was no provision for 
judicial review of his action, the Department of Justice attacked his 
approval of the merger under both the Sherman and the Clayton Acts. 
At that time the Clayton Act was believed not to be applicable or at 
least to have been superseded by the Bank Merger Act of 1960. Mr. 
Justice Brennan, writing the majority opinion for the Supreme 
Court, realined, as it were, the Comptroller's powers by a construction 
of the statute-making section 7 of the Clayton Act applicable. In so 
doing in my view he rightly advised the Comptroller in effect that he, 
the Comptroller, may exercise his independent judgment in the first 
instance, but that he may not have the last word to the point of dis
regarding established congressional policy toward competition. So 
that this case stands for an example of an adjustment between 2 broad 
congressional policies. One, the independence of the banking sys
tem. Two, the broader congressional policy regarding competition. 
I think the same adjustment can be made between the independence 
of the System with regard to monetary policy and the wider public 
commitment expressed in the Employment Act for stabilizing the 
economy at a high and growing level. 

Therefore, the change which I propose offers a parallel legislative 
approach, because there is no judicial solution likely in these circum
stances. I advocate a parallel legislative approach to realine the 
independence of the Federal Reserve Board with the decisional 
processes of the Treasury and the President's Council of Economic 
Advisers. 

This would require consultation, but not merely in an advisory 
capacity. Under the program, as it is envisioned and proposed, the 
Federal Reserve Board would be apprised of the position which 
the President will take concerning the rate of the growth during the 
preparation of the Economic Report by the Council of Economic 
Advisers. If there is no conflict regarding a specific commitment by 
the Federal Reserve System to a narrowly explicit rate of growth of 
the money supply and to the relevant measures to approximate it, the 
System could remain independent in its initial recommendation as at 
present. If there is a conflict of opinion about the rate of growth of 
the economy and the need of growth in the money and credit supply 
among the Council of Economic Advisers, the Treasury, and the Board 
of Governors, each one should be required to submit a written state
ment of its position to the President. 

The President's resolution of the conflict among the System, the 
Treasury, and the Council would be final and binding on all par
ticipants. However, even where there is no disagreement among 
the System, the Treasury, and the Council, each of the participants 
in the deliberative process leading up to the Economic Report would 
be committed to that report when it was adopted by the President. 
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Subsequent changes affecting the supply of money and credit could 
not be initiated by the System without prior notification and con
ference with the other participants. If conflict again emerges the 
matter would be again resolved by recourse to the President. 

In this way the independence of the System as to the initial recom
mendation could be retained, but would be qualified procedurally and 
substantively by the discipline of coordinating constituent parts of 
a total monetary and fiscal program. 

A statutory provision patterned after title 12 of the United States 
Code, section 1828(c), related to bank mergers as amended in 1960 
serves as a model for this coordinating structure. 

One problem remains. I would suggest further that if this pro
posal were adopted, substantial and widespread objection to this 
change would be reduced by the adoption of a suggestion made by 
Goldenweiser, an able student of the history of the Federal Eeserve 
System, that one of the Governors of the System be accorded Cabinet 
rank. 

Such a change would, in my view, make the Federal Eeserve Sys
tem a coordinate partner in the process of controlling the economy. 
Thank you. 

(The prepared statement of Mr. Easkind follows:) 

STATEMENT OF LEO J . EASKIND, PROFESSOR OF LAW AND ECONOMICS, 
VANDERBILT UNIVERSITY, NASHVILLE, T E N N . 

THE FEDERAL RESERVE SYSTEM AS AN ADMINISTRATIVE AGENCY FOR 
MONETARY POLICY 

The issue of the appropriate degree of independence of the Federal 
Eeserve System has generally been debated primarily in terms of 
economic doctrine and with particular reference to coordinating the 
supply of money and credit for a growing economy. From this de
bate there has emerged a substantial consensus among academic econ
omists that the present decisional processes of the Federal Eeserve 
Board are not entirely adequate for the execution of monetary policy 
congruent with goals of the Employment Act.1 

I t is my conclusion, based on an examination of the Federal Ee
serve System as an administrative agency, that changes in the statu
tory framework of the agency are required. Accordingly, this paper 
is concerned with an examination of the statutory basis and the ad
ministrative function of the Federal Eeserve System with a view to 
its capability to participate in the determination of a coordinated 
national monetary policy. 

The Statutory Basis of Monetary Policy 
The problems which evoked the Aldrich plan and the Federal 

Eeserve Act require only mention to indicate that the concept of a 
national monetary policy was not the underlying philosophy of the 
Federal Eeserve Act of 1913.2 Eather, as the history of the act indi
cates, the Federal Eeserve System emerged as a response to the un-

1 15 U.S.C. Ann. sec. 1021 (1946) ; Colm, ed., "The Employment Act, Past and Future," 
7 (1956). 2Laughlin, "The Federal Reserve Act," ch. 1 (1933). 
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fortunate experience of narrowly regional banking systems and to the 
needs for a system that could provide services for commercial banks 
as well as acting as fiscal agent for the Federal Government.3 The 
stated purpose of the act establishing the Federal Eeserve System 
reflected these goals insofar as it was couched in terms of— 

* * * furnish [ing] an elastic currency, to afford means of rediscounting com
mercial paper, to establish a more effective supervision of hanking in the United 
States, and for other purposes.4 

The principal structural features of the 1913 act further support the 
characterization of the system as one concerned less with monetary 
control than with narrower, technical service functions. The prin
cipal features of this act were the decentralized Federal Eeserve banks 
as depositories of member bank reserves, provisions for expanding 
credit (and currency) on the basis of commercial obligations, and 
arrangements for rediscounting by member banks with the Federal 
Reserve. 

To these principal functions were added the familiar functions of 
check collection, clearance and transfer of funds, supervisory powers 
over general banking practices, including the power to make periodic 
examinations, and the function of fiscal agent of the Federal Govern
ment.5 

The statutory references to a broader conception of monetary and 
credit policy were sparse and restrictive. Aside from the standard 
of providing an elastic currency contained in the introduction, the 
act contained few guidelines. In connection with empowering every 
Eeserve bank to establish rates of discounts, there is the statutory 
reference to fixing such rates "* * * with a view of accommodating 
commerce and business * * *."6 Although this reference to the 
accommodation of commerce might have been construed as a basis for 
a broader monetary policy, the initial Board practice under this pro
vision did not do so. Between 1913 and 1927 it was believed that each 
Federal bank should set its own rediscount rate. So the statutory 
reference in this provision to establishment by the Federal Reserve 
bank "* * * subject to review and determination of the Board of Gov
ernors" was originally believed to leave Reserve banks free to initiate 
changes subject to Board review. The Board, it was believed, lacked 
power to order a change on its own motion.7 But in 1927, the Board 
ordered the Federal Reserve Bank of Chicago to lower its rediscount 
rate.8 In 1935 the basic provision was modified to require Reserve 
banks to establish discount rates "every 14 days or oftener, if deemed 
necessary by the Board."9 By practice, it is now conceded that the 
Board has power to initiate such changes, although the language of 
the amendment does not so state. 

In the original statutory grant, the provision empowering the opera
tion of the Open Market Committee also contained the language that 
these operations be governed "* * * with a view to accommodating 

3 "The Federal Reserve System: Purposes and Functions," ch. 1 (1961). 
*38 Stat. 251 (1913). 6 See note 3, supra. 
« 12 United States Cod'e Ann. sec. 357 (1913). 7 Goldenweiser, American Monetary Policy 147-9 (1951). 
*Ibid. 912 United States Code Ann., sec. 357 as amended (1935), Wright, "Is the Amended 

Reserve Act Constitutional?" (23 Va. L. Rev. 629, 643 (1937))-. 
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commerce and business" but adding the further phrases, "with regard 
to their bearing upon the general credit situation of the country."10 

A third policy prescription was added in 1933 as a result of the 
speculative boom which preceded the stock market crash in 1929. For 
the first time, the statute empowered the Board to change reserve 
requirements "* * * in order to prevent injurious credit expansion or 
contraction * * *." and "for the purpose of preventing the excessive 
use of credit to finance transaction in securities."1X 

These limited statutory goals have offered little guidance for the 
exercise of the Federal Reserve System's principal instruments of 
credit control. The regulation of discount rates, of margin and re
serve requirements, of open market operations, and interest rates on 
time deposits have not been molded into a coordinated program for 
maintaining an expanding volume of credit. 

Thus cabined initially by a statute primarily concerned with what 
the study of the Federal Reserve System by the Attorney General's 
Committee on Administrative Procedure, termed "* * * service func
tions, * * * rather than with monetary ("credit") control, the System 
has pursued this course.12 An examination of the Board's rulemaking 
function also reflects this essential service characterization. 
The Board and monetary policy 

In marked contrast to the boards of other administrative agencies 
such as the Federal Power Commission or the Securities and Ex
change Commission, the Board of this agency has never developed a 
tradition of judicializing its process. Hearings, adjudication, the 
preparation of written opinions, and a highly developed system of 
rulemaking have not become a feature of the Federal Reserve System. 
As one commentator has observed: 

The critical process in the Federal control of banking is the supervising power, 
not adjudication or rulemaking. The supervising power * * * is largely immune 
from judicial review.13 

Preoccupation with the traditional banking functions and the heavy 
operating responsibilities of the Board have served to reinforce the 
initial isolation of this agency from the larger view of monetary 
policy. 

But no statutory agency is meaningfully understood outside the 
philosophy and concepts which generated it. Perhaps more than any 
other factor which served to continue the statutory independence of 
the Federal Reserve Board has been the limited assistance which eco
nomic analysis was able to furnish during the period of its early 
growth and development. When enacted the prevailing central bank 
philosophy was that given a metallic based monetary unit, control of 
the supply of currency was virtually an automatic, self-equilibrating 
mechanism.14 

This illusion was shattered soon after the system began to operate. 
As Federal Reserve monetary and credit policy emerged during the 

M 12 United States Code Ann., sec. 263(c) (1913). 11 Ibid. 12 S. Doc. No. 186, 76th Cong., 3d sess., Monograph of the Attorney General's Committee 
on Administrative Procedure, Administrative Proc. in Government Agencies, the Federal 
Reserve System 2 (1940). 13 1 Davis, Administrative Law Treatise 251 (1958),; Raichle v. Federal Reserve Bank 
(34 F. 2d 910 (1929)). 

** Hansen, Business Cycle Theory, ch., 6 (1927). 
28-680 0^-64—vol. 3 10 
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reconstruction period that followed the First World War, the Board 
saw the need to depart from some of the ideals of the framers of the 
act. The independent open market operations of decentralized re
gional Eeserve banks so appealing in theory, continued to affect only 
the eastern Reserve position. By establishing a coordinated effort for 
open market purchases, the System, in the view of one commentator, 
took "* * * a step toward the development of a national credit 
policy * * *."15 

Experience had thrust upon the Federal Reserve System some tasks 
of monetary policy and credit control beyond the accommodation of 
commerce and business, but the precise shape of that policy was not 
clearly articulated by professional economists, who in substantial num
bers devoted themselves to a study of the system. 

The nature of this economic intelligence of the period between the 
depression and the Second World War materially contributed to the 
failure of the System to depart from its customary service functions. 
From the safe vantage of hindsight, there was doubtless much wisdom 
in the unwillingness of the Board to take on broader functions with 
such limited guidance. In the early 1920's there emerged among 
economists the philosophy of a managed currency which was urged on 
banking authorities both here and in England. Keynes, "Treatise on 
Money," sketched out an irredeemable paper currency unit which 
was to be stabilized by the central monetary authorities through man
agement of the interest rate and the amount of currency. 

In this country, Congressman Strong in 1926 proposed adding to 
the existing policy guidelines of the Federal Reserve Act, the duty 
of— 
promoting a stable price level for commodities in general. All the powers of the 
Federal Reserve System shall be used for promoting stability in the price level.16 

This topic challenged the great economic talent of the day. Ulti
mately several variants of the original measure were proposed to make 
stabilization of prices and of business conditions the primary objec
tive of credit policy. The issue was hotly debated. In the end, this 
program foundered, apparently because like the parable of belling that 
cat, it was a good idea; but how to accomplish it was far from clear. 
Hardy, in his analysis of this period observes that "at the hearings 
on the stabilization bills there was but little disagreement concerning 
the desirability of the objectives at which the bills aimed * * *." 17 Yet 
no coherent body of economic analysis emerged which could command 
a consensus among economic advisers and the Federal Reserve. But 
the significant fact of this period is that many of the professional econ
omists, as for example, Irving Fisher, felt that the Federal Reserve 
System already had the power to take on the stabilization program. 
As he put i t : 

The Federal Reserve Board has been doing, without any specific authority 
beyond the phrase, * * * accommodate commerce and business, practically what 
is being proposed in this bill.18 

15 Goldenweiser, American Monetary Policy 139 (1951). 
M H . R . 7895, 69th Cong. 1st Sess., cited by Hardy, Credit Policies of the Federal 

Reserve System 201 (1932). 
" H a r d y , Op. clt. 202-3 (1932). 
18 Hardy, Op. cit. 207 (1932). 
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The current crisis in the administration of monetary policy 
Thus far the statutory structure and the limitations of economic 

analysis have been cited as the primary bases for the narrow function
ing of the Federal Reserve Board in regard to monetary policy. The 
ultimate question is whether such a limited function, independently 
exercised, is as valid in this decade as it was 40 years ago. This ques
tion must be answered in the negative because of two factors. 

First, the method and scope of public economic policy for man
aging the economy has moved from the stage of theorizing to a viable 
administrative and statutory system. Managing the economy has 
shown a substantial record of success. Second, this experience under
scored the danger of an uncoordinated monetary system. As a mem
ber of the Council of Economic Advisers in the Eisenhower admin
istration puts it [There are]— 
two major risks which unavoidably accompany a policy of general credit re
straint—namely, that if the policy is pushed too far, it may hasten or bring on 
a business recession. The second risk is that if such policy is continued over 
a considerable period, it may have undesirable side effects on the character or 
structure of the Nation's economic activity.18 

The difficulty with the existing arrangement is that the Federal Re
serve System, an agency deriving its basic statute by delegation from 
Congress at a time when it was solely responsible entity in the field 
of monetary control, has been conceptually (and statutorily realined) 
by the Employment Act. 

As an administrative agency it has been placed in a larger economic 
context consisting of monetary and fiscal policy, and the wider public 
commitment to economic stability.20 

Viewing the history of the Federal Reserve System over the history 
of its life, there have been many occasions when it initiated modifica
tions in its operations. As for example when the Banking Act of 1933 
divested control over open market policies from the Reserve banks, this 
was only codification of an existing practice for coordinating open mar
ket purchases which the Board had already originated.21 

Some work of coordination now exists among the Federal Reserve 
System, the Treasury, the Council of Economic Advisers, and other 
agencies such as the Federal Housing Authority, but it is sketchy, lim
ited, and advisory. This committee and the Joint Economic Commit
tee have also made suggestions for formalizing such a process. Un
fortunately, the Federal Reserve System has not uniformly welcomed 
such proposals. 

To continue this existing arrangement of independence in the opera
tion of the basic instrument governing the supply of money and credit 
is unwarranted and unwise because the basic validity of independence 
for which this agency was developed has lost relevance. In 1913, it was 
believed that the management of a central bank was such a highly 
technical affair that it must at all costs be insulated from political 
affairs.22 To be sure, history has provided sufficient examples of mon
etary programs too closely linked to pernicious political ends, but 

*9 Burns. Prosperity Without Inflation 59 (1958). 20 See, footnote 1, supra. 
* Willis, "The Banking Act of 1933 in Operation," (35 Col. L. Rev. 697, 713 (1935)). 
^Chapman, "Fiscal Functions of the Federal Reserve Banks," ch. 2 (1923). 
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that is not the peril of this era. Yesterday's problems must not be 
the basis for current policies. In the limit, the Federal Reserve Sys
tem is a legal institution for which Congress is responsible. In the 
light of the growing body of economic evidence that its policies are not 
coordinated with the requirement for managing the economy, change 
is required. For these are not metaphysical or legalistic niceties. 
There is growing belief that the System refuses to commit itself to a 
program of monetary management coordinate with the programs of the 
President's Council of Economic Advisers. A recent analysis of 
Federal Reserve policy by one of the Nation's ablest economists is 
incisely critical. 

* * * Statements by Chairman William McChesney Martin, Jr. * * * give the 
impression that providing an average rate of growth of the money stock match
ing or appropriate to the secular rate of growth of output, though not dominant 
in short-term policy, has become a background aim of the system. 

* * * The references to achieving the appropriate secular rate of growth of the 
money stock have not usually been accompanied by a specific statement of 
what that rate is, or how it is to be determined. Chairman Martin once expressed 
himself as favoring a 3 percent rate of increase in the * * * money supply, but 
later testified that it was unwise to have used that figure.28 

The real and money costs of early economic contractions precipitated 
or accelerated by a restrictive monetary policy are not worth the price 
of continued independence of one Federal agency. 
The basis for change 

The controlling policy consideration in recommending a departure 
from the existing independence of the Federal Reserve System stems 
from a fundamental jurisprudential proposition. As a creature of 
statute, which has operated without any substantial judicial review, it 
has been insulated from the normal process of change to which statutes 
and common law criteria are subjected. Experience and research 
coalesce in the proposition that when a legal principle or statute is 
out of step with the process and with the problem to which it was 
originally addressed, it must change. A distinguished Federal judge 
has recently called our attention to the need for adjustment in the legal 
structure by referring to the gap in lawmaking—citing judges who 
can't and legislators who won't.24 

When the President, who is authorized in the limit, to make deci
sions involving nuclear war, is barred by statute from responsibility 
for the monetary component of economic stabilization policy, the need 
for change is apparent. The President ought to be allowed more re
sponsibility than can be achieved by informal conferences and by 
warnings of the dangers of a tight money policy in his Economic 
Report.25 

A recent Supreme Court opinion involving the banking system il
lustrates a judicial method of accomplishing harmony between two 
broad and competing social goals—independence and competition. 
In its recent decision in the Philadelphia National Bank case, the Su
preme Court of the United States reversed a district court judgment 
that the Bank Merger Act superseded the basic provisions of the Sher-

28 Friedman & Schwartz, "A Monetary History of the United States, 1867-1960" 629-
631 (1963). 2* Friendly, "The Gap in Lawmaking—Judges Who Can't and Legislators Who Won't," 
63 Col. L. Rev. 787 (1963). 25 Statement of Dr. Walter Heller, hearings, Joint Economic Committee on January 
1964 Economic Report of the President, pt. 1, p. 10. 
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man Act for the establishment of competitive policy.26 In so doing, 
the Supreme Court adjusted the independent role of the Comptroller 
of the Currency in accord with the basic congressional policy toward 
competition. The facts of this case bear close parallel to the problem 
of the independence of the System in matters of monetary policy. 

In approving the merger in the first instance, the Comptroller, with
out a hearing, and contrary to the adverse recommendation of the 
Federal Deposit Insurance Corporation, the Federal Eeserve Board 
and the Justice Department, exercised his statutory independence. 
Like the Board of Governors of the Federal Reserve System he ap
parently reserved unto himself the right to judge a matter involving 
a basic policy about which Congress had legislated. Since there was 
no provision for judicial review of his action, the Supreme Court, 
in my view, rightly advised the Comptroller in effect, that he may 
exercise his independent judgment, but he may not have the last word 
to the point of disregarding established policy. 

The proposed change 
I advocate a parallel legislative approach to realine the indpend-

ence of the Federal Reserve Board with the decisional processes of the 
Treasury and the President's Council of Economic Advisers. This 
would require consultation but not merely in an advisory capacity. 
Under this program, it is envisioned that the Federaf Reserve Board 
be apprised of the position which the President will take concerning 
the rate of growth during the preparation of the Economic Report by 
the Council of Economic Advisers. If there is no conflict regarding 
a specific commitment by the System to a narrowly explicit rate of 
growth of the money supply and to the appropriate measures to 
approach it, then the System remains as independent as it is at present. 
If there is conflict of opinion between the CEA, the Treasury, and 
the System, each is required to submit a written statement of its posi
tion to the President. The President's resolution of the conflict among 
the System, the Treasury and the CEA shall be final and binding on 
all participants. However, even where there is no disagreement 
among the Federal Reserve System, the Treasury, and the Council 
of Economic Advisers, each of the participants in the deliberative 
process leading up to the Economic Report is committed to that report 
when it is adopted by the President. Subsequent changes in the sup
ply of money and credit cannot be initiated by the System without 
prior notification and conference with the other participants. If 
conflict again emerges, the matter is again resolved by recourse to the 
President. 

In this way the independence of the System is retained, but is quali
fied procedurally and substantively, by the discipline of coordinating 
constituent parts of a total program. 

A statutory provision patterned after title 12, United States Code, 
section 1828(c) as amended in 1960, serves as a model for this coordi
nating structure.27 

One further problem remains to be met. That is the equality of sta
tus between the Secretary of the Treasury and the Chairman of the 
Board of het Federal Reserve System. I would make the further 

2« U.S. v. Philadelphia National Bank, 374 U.S. 321 (1963). 27 12 U.S. Code Ann. § 1828(c) as amended 1960. 
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recommendation, adopting the suggestion of Goldenweiser that one 
of the governors of the System be afforded a Cabinet rank.28 Such 
a change would, in my view, go far in the direction of removing 
objection to such proposed change. 

The CHAIRMAN. Thank you, sir. 
Mr. WELTNER. Mr. Chairman. 
The CHAIRMAN. Yes, sir, Mr. Weltner. 
Mr. WELTNER. I would like to welcome Professor Miller to this 

committee. Professor Miller is a former member of the faculty of 
Emory University in the Fifth Congressional District of Georgia. 
He was an outstanding member of the educational community in that 
area. 

I would simply like to add a word of welcome to him as he appears 
before us at this time. 

The CHAIRMAN. Thank you, sir. You may proceed, sir, in your 
own way. 

STATEMENT OF ARTHUR S. MILLER, PROFESSOR OF LAW, THE 
GEORGE WASHINGTON UNIVERSITY, WASHINGTON, B.C. 

Mr. MILLER. Thank you, Mr. Weltner, and thank you, Mr. Chair
man. I t is a pleasure to appear before the members of this subcom
mittee to testify on important questions relating to the organizational 
structure of the monetary system. I am a professor of law in the law 
school and the graduate school of public law of the George Washing
ton University. My appearance here is not in the capacity of an 
expert of the economics of the American monetary system; I am aware 
of the fact that you have heard testimony from many economists deal
ing with the economics of this question. 

I appear rather as a person who has devoted considerable time to 
studying matters of constitutional and administrative law. As I 
understand it, the subcommittee is considering five bills—H.E. 3783, 
H.E. 9631, H.E. 9685, H.E. 9686, H.E. 9687—and related issues. Mj 
remarks will be directed mainly toward certain legal-policy questions 
which are contained in those bills which are suggested by them. 

I view these questions as questions of constitutional law or as matters 
of problems in our constitutional structure. 

At the outset, I should like to underscore two factors: first, that 
this is a public-law analysis—a legal analysis, in other words—and 
the economic effects of the monetary structure are not a part of this 
discussion, although it is clear that a legal analysis cannot escape 
being concerned with certain policy questions; and, second, that in 
such a brief statement all details cannot be covered. Necessarily, then, 
I shall confine myself to several broad propositions. Some of what I 
will say may be obvious to you, or repetitive, or what others have 
said, but nonetheless I think it bears restatement. 

No. 1: Although Congress has undoubted constitutional power 
over monetary matters, that power is in fact fragmented over several 
agencies of Government. 

Under article 1, section 8 of the Constitution, Congress, could, of 
course, establish a system whereby it would itself regulate the value 

28 Goldenweiser, op. cit, 301. 
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of money and such allied matters as were considered necessary and 
proper to carry out that goal. Or Congress; alternatively, could do 
nothing; there is nothing in the Constitution which affirmatively 
requires Government to take such action; it could be left entirely to 
private volition. I take it that neither of those alternatives is con
sidered desirable. 

What has been done seems, to be a series of delegations of power 
from Congress—to the Treasury and to the Federal Eeserve Board, 
principally, but also to the Comptroller of the Currency and the Fed
eral Deposit Insurance Corporation—whereby either executive depart
ments or agencies or "independent" organizations exercise some influ
ence and power over monetary matters. I t thus seems valid to con
clude that the Congress, for whatever reasons, believes that such power 
should be fragmented and exercised by a congeries of organizations, 
not excluding the Congress itself. 

This is in accord with our history, but the question now is whether 
such splintering of power is desirable. My conclusion, which I will 
expand a little later, is that whatever merit power fragmentation may 
have as between branches of Government, it has little or none so far 
as one branch is concerned. 

No. 2 : Congressional delegations of power in monetary matters are 
valid wider the Constitution. 

The law on delegation of power is a latter-day gloss on the Consti
tution enunciated, as far as limitations are concerned, by the Supreme 
Court during the 1930's. There have been only two cases in history 
which have invalidated attempted delegations to governmental agen
cies, both of which grew out of early legislation in the administration 
of President Franklin D. Roosevelt: The Schechter and the Panama 
p e a s e s (295 U.S. 495 (1935) and 293 U.S. 388 (1935)), both of which 
did not involve delegation to a regularly constituted administrative 
agency which followed an established procedure designed to afford 
customary safeguards to affected parties. 

There was a third case, the Carter Coal case, which did involve the 
agricultural legislation at that time and which to some extent con
cerned a delegation to what was considered to be a private organiza
tion. As you know, the Supreme Court in the Carter case held this 
agricultural legislation invalid. 

The black-letter rule of law, in brief, seems to be this : power com
mitted by the Constitution to the Congress may be delegated, provided 
that the delegation is not of unlimited discretionary power. As the 
Supreme Court said in 1928: 

If Congress shall lay down by legislative act an intelligence principle to which 
the person or body authorized * * * [to act] is directed to conform, such legis
lative action is not a forbidden delegation of legislative power (J. W. Hampton, 
Jr., and Co. v. United States, 276 U.S. 394 (1928)). 

Using that principle, the Supreme Court struck down the two 
statutes in the cases mentioned before. Neither statute contained in 
"intelligible principle" to canalize the administrative action. 

But that is not the end of the matter. As subsequent court decisions 
have shown, and as practice has developed, Congress has delegated 

f)ower to the executive branch and to the so-called independent regu-
atory commissions under the loosest of standards, with the net result 

that it is fair to say that the present-day viability of the Schechter and 
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Panama Oil cases is extremely dubious. Thus to cite but two ex
amples, Congress enacted legislation for the renegotiation of contracts 
during World War I I and the recovery of "excessive profits," but 
failed to define "excessive"; nevertheless, the delegation was upheld 
by the Supreme Court (Lichter v. United States, 334 U.S. 742 (1948)); 
and in the Communications Act of 1934, the Federal Communications 
Commission was invested with power to operate as the "public conven
ience, interest, or necessity requires." This, too, was upheld by the 
Supreme Court. For discussions, see Davis, "Administrative Law 
Treatise" (vol. 1, ch. 2 (1958)); and Miller, "The Public Interest 
Undefined" (10 Journal of Public Law 184 (1961)). 

There have been many other delegations of a similar nature under 
the loosest of standards. 

This has led Prof. Kenneth Culp Davis to make a statement like 
this: 

Congress sees the problem, throws the ball to the administrative agencies, 
says in effect, "Here is the problem, deal with it as you see fit." 

The point here is not that such delegations are either improper or 
even avoidable. I take it that they are—or seem to be—inescapable 
in our modern, industrialized economy. Rather, it is that Congress 
can, and apparently has, turned over complete control of monetary 
matters to nonlegislative organs. Congress, it seems to me, has lost 
whatever control it may once have had, and theoretically still retains. 
Thus, under title 12, United States Code, section 263, which provides 
for the creation of a Federal Open Market Committee, the "intelli
gible principle" supposedly required for delegation to administrative 
agencies seems to have almost vanished. The statute reads: 

(c) The time, character, and volume of all purchases and sales of paper 
described in section 14 of this Act as eligible for open-market operations shall 
be governed with a view to accommodating commerce and business and with 
regard to their bearing upon the general credit situation of the country. 

No doubt a higher degree of specificity delineating the powers of 
the delegate of congressional power would be difficult to come by in 
this instance, and still permit flexibility of operation. But, never
theless, this delegation does cede complete power to the Open Market 
Committee. Even so, my prediction would be that it would be upheld 
if ever challenged in court. 

Speaking parenthetically, I am not sure that it could be challenged 
in court. I t would be difficult to find a person with the requisite 
"standing" to have status in court. 

As I see it, then, whatever the Constitution may give by way of 
formal authority over monetary matters to Congress, the effective con
trol of such matters is a matter of administrative discretion. There 
are no checks in a legal sense on this power; such checks as do operate 
would seem to be political in nature. 

When I use the word "political," I don't mean this in any invidious 
sense. I mean it to describe the operation of the American political 
system. Congress in short, has abdicated—in this, as well as many 
other matters of great public importance. Furthermore, delegation 
to the Open Market Committee, which is partially a "private" orga
nization, is not out of the mainstream of modern constitutional law. 
The agriculture program may be cited, as well as certain "delegations" 
under military contracts, for support of that statement. The flow of 
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power toward the executive, which is considered to be a fact of modern 
American government, has found a willing ally in the Congress. I t 
is not extravagant to say that Congress is slowly bleeding to death— 
largely from self-inflicted wounds. 

No. 3 : In order for the objectives of the Employment Act of 19Jfi 
to be carried out, it is desirable and necessary that economic policies 
be unified. 

Under the Employment Act, i t became a— 
continuing poUcy and responsibility of the Federal Government * * * to coordi
nate and utilize all its plans, functions, and resources for the purpose of creating 
and maintaining * * * conditions under which there will be afforded useful 
employment opportunities * * * and to promote maximum employment, produc
tion, and purchasing power. 

This act, which to me is of such basic importance that it takes on 
the character of a constitutional amendment, is the basic charter un
der which Government affirmatively seeks to improve the American 
economy, and also the economic well-being of the American people. 

I should think that if the objectives of the Employment Act are to 
be attained, as I believe they should, it is of the highest importance 
that the policies of all organs of Government be consistent with each 
other; that, in other words, there be a high degree of congruity in 
economic policy. I t is my understanding that at present such con
gruity, if it is reached, is attained through a policy 01 consultation and 
coordination; but that, however, there is no legal requirement for the 
Federal Reserve Board to coordinate its policies with the Treasury 
Department, or with anyone else. 

This to me violates at least two principles: 
(a) In the first place, it makes congruity of policy a matter of acci

dent of personality and of whether or not given governmental officials 
get along well enough together to cooperate rather than fight. 

I believe it to be a principle of good government that policymakers 
dealing with the same matters be required to mesh their policies. 
Put another way, there may be validity in the constitutional separa
tion of powers, and checks and balances, as between branches of Gov
ernment—but no merit whatever in a similar separation within a 
functional area of governmental concern and within a given branch 
of Government. 

(6) Secondly, the Federal Reserve Board, in all of its operations, 
seems to be an independent organization, not responsible or account
able to any official, including the President, within the executive 
branch, and the oversight of which by the Congress may be more ap
parent than real. To the extent that the Board operates autono
mously, it would seem to run contrary to another principle in our con
stitutional order—that of the accountability of power. 

In brief, then, once the Federal Government undertook the affirm
ative responsibility of maintenance of minimal conditions of economic 
prosperity within the country, the question of fragmentation of power 
became acute. I n my judgment, it is no longer desirable, if indeed 
it ever was, for there to be several agencies working at cross purposes 
within any area of concern. Other techniques must be devised to 
insure against despotism, or the improper use of power. 

Government must be accountable, in other words, but officials must 
be enabled to do the necessary tasks. 
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I might add that of course this is not the only area in which a 
proliferating governmental structure finds agencies and policies work
ing toward inconsistent goals. To mention but one example, even a 
cursory examination of the contracting policies of the Government 
will quickly indicate a number of inconsistencies and incongruities 
in policies and programs. 

Furthermore, it must be noted that even if the Federal Eeserve 
Board is put by law within the executive branch, that does not mean 
that the President can or would exercise complete control. Modern 
studies of decisionmaking in that branch, such as Neustadt's "Presi
dential Power," clearly indicate that the executive departments and 
agencies have power of great importance, and that the President, con
trary to popular opinion, ordinarily cannot flatly order many actions 
he personally might deem desirable. He still, as Neustadt points out, 
must negotiate with the leaders of the "feudalities" within the execu
tive branch. 

Former President Truman put this in words recently in a quotation 
which Neustadt has in his book. He says: 

The President sits here all day trying to persuade people to do the jobs that 
they should do anyway. 

And that is about all the Presidential power amounts to according to 
the former President. 

No. 4 : The Federal Reserve Board, under present constitutional law, 
is not a part of the executive brcmch of Government. 

The Board was described by the Attorney General shortly after its 
creation as "an independent board or Government establishment" (30 
Opinions of the Attorney General 308 (1914)). There is no authorita
tive court decision indicating the constitutional nature of the Board 
or of the Open Market Committee. What decisions as there are relate 
to the power of the President to remove a postmaster, an officer of 
the Federal Trade Commission, an official of the Tennessee Valley 
Authority, and of the War Claims Commission. 

We have four fairly recent Supreme Court decisions dealing with 
the power of the President to remove officials within the executive 
branch of Government. These are decisions which are of relevance to 
the question here. 

See Myers v. United States, 272 U.S. 52 (1926); Humphrey v. 
United States, 295 U.S. 602 (1935); Morgan v. Tennessee Valley 
Authority, 115 F . 2d 990 (6th Cir. 1940), cert, den, 312 U.S. 701 
(1941); Wienerv. United States, 357 U.S. 349 (1958). 

An attempt by the President to remove an appointed member 
of the Board of Governors prior to the end of the term for which 
he had been appointed would probably be invalidated by the Supreme 
Court, unless that Court was willing to overrule, or to distinguish, the 
Humphrey and Wiener decisions. 

Whether it would so rule is a matter of conjecture. Under the 
terms of title 12, section 242, United States Code, the President may 
remove Board members "for cause." However, the statutory command 
is unclear as to what "cause" may mean. If the court follows the 
Humphrey case then it would likely be that the Board members would 
not be called purely executive officers but rather would be considered 
to exercise executive power not "vested by the Constitution in the 
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President." If that be valid, then it may be appropriate to recall the 
words of the late Justice Jackson about administrative agencies: 

iThey have become a veritable fourth branch of Government, which has 
deranged our three-branch legal theories much as the concept of a fourth dimen
sion unsettles our three-dimensional thinking. Courts have differed in assigning 
a place to these seemingly necessary bodies in our constitutional system. Ad
ministrative agencies have been called quasi-legislative, quasi-executive or quasi-
judicial, as the occasion required, in order to validate their functions within 
the separation-of-powers scheme of the Constitution. The mere retreat to the 
qualifying "quasi" is implicit with confession that all recognized classifications 
have broken down, and "quasi" is a smooth cover which we draw over our 
confusion as we might use a counterpane to conceal a disordered bed {FTC v. 
Ruberoid Co., 343 U.S. 470,487 (1952)). 

However, in my judgment, it may well be, or certainly could be 
argued, that the President could constitutionally remove a member 
of the Board of Governors of the Federal Reserve System, provided 
he avoided the bald statements which the President used in the 
Humphrey and the Wiener cases. 

In the Humphrey and or the Wiener case he used the statement 
that he regarded it in the national interest—that was President 
Eisenhower: 

To complete the administration of the War Claims Act of 1948 with per
sonnel of my own selection. 

An arguable constitutional case could possibly be made so far as 
the law is concerned for the President to remove a member of the 
Board of Governors. I do not make any statement about whether 
this is wise or feasible politically. That is quite another question. 
I don't think that we have any solid precedent on the other hand 
which necessarily rules out the power of the President in this area. 

In sum, then, the Board of Governors of the Federal Beserve 
System reflects what the President's Committee on Administrative 
Management said in 1937: 

i(The independent agencies) are in reality miniature independent govern
ments set up to deal with the railroad problem, the banking problem, or the 
radio problem. They constitute a "headless" fourth branch of the Govern
ment, a haphazard deposit of irresponsible agencies and uncoordinated powers. 
They do violence to the basic theory of the American Constitution that there 
should be three major branches of government and only three. The Congress 
has found no effective way to deal with them, they cannot be controlled by 
the President, and they are answerable to the courts only in respect to the 
legality of their actions * * * 

We have come a long way since 1937, when that statement was 
made, far enough to realize that a rigid tripartite division of gov
ernmental power is not necessarily sacred. The doctrine of the 
separation of powers does not so severely compartmentalize govern
mental powers as some students of the Constitution have thought. 
But nonetheless that statement does seem to characterize the situation. 

No. 5: The crisis in American Institutions. 
In conclusion, in my judgment the United States is undergoing 

a crisis in the sense that its institutions are being tested, as never 
before in our history, to determine their adequacy in meeting the 
pressing needs of the day. The challenges to the American system 
are many and obvious. Preeminent is that of the Soviet Union, as 
a center of power and as a contestant for the loyalties of hundreds 
of millions of the peoples of the world. 
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Equally challenging—but in a different way—is the "revolution of 
rising expectations" of the underprivileged nations of the world. 
Within the United States itself are a number of problems which are not 
being met in any adequate manner. Thus, to take only one example, 
our educational system seems unable to produce enough high quality 
people for all of the professions. The point I want to emphasize is 
that just because something has existed for some time does not mean 
that it retains whatever validity it may once have had. Justice 
Holmes once said that it is odious to have no other reason than history 
to support a given idea. 

There is a need for reexamination of all governmental policies, in
cluding monetary policies, in the light of the responsibilities under
taken by the Federal Government in the last 30 years. If the econo
mists can show, as I take it they can, that the activities of the Federal 
Reserve Board and the Open Market Committee have substantial 
importance for the American economy, then in my judgment these 
activities should be brought within the executive branch proper. 
Without reflecting in the slightest on the integrity of Board officials, 
I do not believe that they should operate independently of the Chief 
Executive. 

I t is, of course, true that other segments of the economy are left to 
similar devices, all at the instance of Congress. I refer here to the 
several so-called independent regulatory commissions. The same case 
that can be made for bringing the Federal Reserve Board of Gover
nors and the Open Market Committee within the framework of the 
executive branch can also be made for the other independent agencies. 
Power under a constitutional order means accountable, that is, respon
sible, power. 

Furthermore, the factual situation in 1964 is markedly different 
from that existing in 1913 when the Federal Reserve System was 
established. Fundamentally, this can be reduced to the concept that 
governmental responsibility has been assumed for the well-being of 
the economy, a goal for which all organs of Government are con
cerned and which, as I have said before, calls for the close meshing of 
public policies. The "headless fourth branch of Government" should 
be brought within the executive branch; it should, in other words, be 
given a "head." I t should be made responsive to the public interest, 
broadly conceived. 

I realize, Mr. Chairman, if I may add just a sentence or two, that 
there is a considerable amount of discussion going on about this con
cept of the public interest, and who and how it is determined and who 
and how it is furthered by officials of Government, including congres
sional officials. This concept of what is the public interest is, as Jus
tice Frankfurter once said, a tapestry of many threads. As the legis
lation delegating power to the administrative agencies has developed 
it, it is really an empty vessel into which the administrative agencies 
can pour about anything they wish. A devotion to "the public in
terest," which I take it all of us have, in Government and out, and 
including members of the Open Market Committee as well as any 
other members of the banking community, does not answer any ques
tions in and of itself. I t seems to me we have to go much further 
in asking difficult questions of what is the content to be given the 
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public interest in a given factual situation, such as the monetary sys
tem of this country. Thank you, sir. 

The CHAIRMAN. Thank you, sir. Mr. Reuss? 
Mr. REUSS. Thank you, Mr. Chairman. I would like to ask Profes

sor Raskind about his proposed bill to bring the Federal Reserve 
Board within the complex of executive branch agencies. 

You spell out an arrangement where the Treasury, the Federal 
Reserve and the Council of Economic Advisers would discuss mone
tary policy and if agreement was not obtained, in the last analysis, 
and to use your words— 
if conflict again emerges the matter is again resolved by recourse to the 
President. 

You go on to say: 
In this way the independence of the System is retained. 

Now I am by no means sure that your suggestion isn't a very 
good one, but don't you attribute a little too much to it when you say 
that the independence of the System would still be retained under it ? 

It seems to me your suggestion is based upon the notion that the 
System should not he independent, but should be brought under execu
tive branch supervision. 

Therefore, 1 think that you can hardly attribute a continued in
dependence of the Fed and urge the adoption of your proposal if I 
understand correctly. Would you comment on that ? 

Mr. RASKIND. Yes, sir. I think perhaps we might be in agreement 
if we added that the ^dependence of the recommending function 
would be retained. In other words, the Federal Reserve will not 
be vacated or removed from the field of monetary and credit policy, 
they could remain coordinately independent,, but ultimately they 
would be bound by the decisions of the Chief Executive. 

Mr. REUSS. Are you familiar with the bill which was introduced by 
Senator Clark, of Pennsylvania, and by myself in 1958 and 1959? 
Hearings were held on it, and it was reported out by the House 
Committee on Government Operations, but as is not infrequently the 
case, it died in the arms of the Rules Committee of the House. 

That bill kept the independence of the Federal Reserve but it 
it required the President and his Council of Economic Advisers to 
make quite specific recommendations on monetary policy, and it 
required of the Fed if it disagreed with those recommendations 
and chose to go its own way, to file a statement with the President 
giving its reasons for disagreeing. I t then could proceed on its own. 
Even that bill was violently fought by the Federal Reserve, which 
objected even to the requirement that it state what its position was. 
I would welcome comments from either Professor Miller or Professor 
Raskind on the actual governmental problem presented today, where 
you have, under both Republican and Democratic Presidents, a situa
tion where the executive branch tends to say that everything is 
quite rosy between it and the Fed, and that these matters are 
constantly being discussed and thrashed out and amicably settled. 

You suspect from what you know behind the scenes that this isn't 
so at all, and the net result from the standpoint of democratic govern
ment is that it is like the old Mississippi River shell game. The 
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public doesn't know which walnut the pea is under. I t doesn't know 
whether the administration really agrees with the monetary policy of 
the Fed, whether there is a dispute or not. 

I would welcome your comments on the situation as it is and whether 
you think that is a good system, and if you don't, why you don't. 

Mr. RASKIND. I don't think it is a good system. I think the trouble
some part about the statements is that under the present statute only 
the Annual Report of the Federal Keserve System is available for 
this purpose. Minutes have not been made available. The problem 
is if that full disclosure is required, then the proceedings become 
limited and truncated because people speak for the record. In my 
view this realinement procedure that I have suggested puts the Fed
eral Reserve in a coordinate position with the Treasury, so that they 
are not so self-conscious and jealous of their powers. 

They would have a forum from which to operate; they would have 
access to the public information media as would the President. Hope
fully you would generate a debate about real issues. That is, the 
volume and the understanding (the public understanding), about eco
nomic affairs has risen dramatically, I think, in the years since the 
Employment Act. Hopefully this process of requiring a detailed 
statement not of every short-run change in the rediscount rate, could 
be required. The discipline of an annual requirement (perhaps to 
be made in conjunction with the Economic Report) is thus like that 
of a judicial opinion. I t would state what the Fed believes to be for 
example, the leading indicators. The Fed would be required to state 
which indicators it deemed primary and it would also be required to 
make a better definition of the ingredients of the money supply, so 
that hopefully you would get a more incisive statement of the issues. 
I would agree that there would be some trouble about this too, but 
I think it is a matter of choice of alternatives. 

Under the present system there i^ little hope of getting an organized 
discourse started because the data is not readily forthcoming. Hope
fully, if you get an argument that could be resolved by the President, 
you might enrich the data that would be forthcoming and you might 
enrich public understanding about it. At present the whole mon
etary question as it traditionally has been treated is surrounded by 
a good deal of emotional content and a good deal of mythology that 
bars understanding and reason. 

Mr. RETTSS. Professor Miller? 
Mr. MILLER. I think as you pointed out, sir, that there is a larger 

area here in which you simply do not know what goes on. The factual 
content of what the negotiations are between the Federal Reserve, the 
Treasury, and so on is not put out in the public record. I don't find 
this a particularly easy question, however, to answer. I wouldn't 
think it would make too much difference at the outset if the Federal 
Reserve was made say directly responsible to the President. 

I think that there is sufficient power in the banking community 
and other parts of the Government that they would be able to exercise 
a good deal of leverage on their own right, and that this doesn't mean 
that we would suddenly have a brand spanking new policy brought 
out. Over the long run there might be a difference, and I think it is 
a necessity for there to be a coordinated policy. Once Government 
says that it is going to be responsible, as I take it Government has— 
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the Congress has—for the condition of our economy, then there is a 
necessity for coordinated polices. 

Now how much discourse, and who should participate, and who 
should be in on this it is a little difficult for me to make much of a 
statement at this time. Certainly there are not many people in the 
general public who are interested in these matters. 

The papers bury it, if they carry it at all, in the financial pages. 
The financial community, and some of the members of the academic 
world plus the members of Government are about the only ones who 
are interested. 

I think that some sort of public discourse would be valuable. I t 
also would be desirable for there to be an announcement on some sort 
of a basis of the reasons for certain policies of all of our Government. 
I think Judge Friendly in his lectures that he gave a couple of years 
ago dealing with the Federal administrative agencies pointed out the 
real need: for "better definition of standards" of judgment. 

There is a lack of standards all through the executive branch of 
Government, particularly in the agencies, a lack of standards by which 
they make decisions. They do not articulate these standards. The 
result is they have almost unlimited discretion. 

To say that they are going to regulate in the public interest, the pub
lic convenience or some such thing as that, just doesn't answer the 
question. There must be some sort of standards of judgment erected, 
and I don't see this available anywhere. Professor Easkind's proposal 
may well be helpful; what you suggest also. I am not prepared to say 
more than that at this time, sir. 

Mr. REUSS. YOU say, Professor Miller, that the trouble with many 
regulatory agencies is that they have no statutory guidelines other 
than to accommodate commerce in the case of the Fed, or to serve the 
public convenience and necessity in the case of the Federal Communi
cations Commission, or to renegotiate away excessive profits in the 
case of the Renegotiation Administration. 

What is the remedy for this, further Congressional provision of 
guidelines ? 

Mr. MILLER. I would think that there are two organs of Govern
ment which have primary responsibility. Ultimately it is the Con
gress which delegates this power, and which in my judgment should 
examine the way in which the delegate has exercised this power and 
whether he has or the agency has erected guidelines. If not, Congress 
should require certain guidelines to be set up. 

The other organ, of course, is the agencies themselves, which operate, 
in many areas of vast public concern, and which, as Mr. Charles 
Horsky, in a book he published 12 years ago, asserted is resulting in 
a government which is emphatically a government of men and not of 
laws. We have a government by discretion by and large so far as 
the delegations of power to the administrative agencies are concerned, 
including the Federal Reserve, despite whatever the Supreme Court 
has said about constitutionality in the sense that there must be intelli
gible principles. 

No one yet to my knowledge has been able to say just what the con
tent of "the public interest" means. 

Mr. REUSS. H O W do you account for the lassitude of Congress in 
this area? How is it that 535 ambitious and energetic lawmakers 
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have thrown in the sponge, in effect, by setting standards that really 
are no more specific than just saying "Do the right thing, fellows"? 

Mr. MILLER. Well, I am not sure that there can be any one or even 
a series of reasons assigned to it, and I wouldn't want to say anything 
other than a couple of broadly generalized statements and then per
haps call on Professor Easkind to speak. I would like to hear from 
him on this. 

One, of course, is that there are many areas of public concern today 
that the Government is involved with which in the 19th century, and 
historically, Government didn't get into at all. There is an enormous 
range of public problems. One outstanding example, of course, is 
science and space technology. The whole area of research and develop
ment and this type of thing. The problems which these bring obvi
ously cannot be regulated by Congressmen as such, simply because 
of limitations of time. Obviously they have to be put out to someone 
who can, if Government is indeed to do it at all. 

Second, when some of these delegations were first put out, either in 
the 1930's or during World War I I and so forth, there was an atmos
phere, as I read history at least, to let the expert do the job, and there 
was a notion that objective expertise, to use the gobbledegook, would 
solve your problems. Turn our problems over to the expert and he 
could solve all of them. 

I think we have learned more than this now, and that we no longer 
believe this to be true. So I would say it is a combination of com
plexity plus a sort of a euphoric feeling about the nature of the admin
istrative process itself, plus, if I would say it without being critical 
of the Congress, a sort of an apathy about this. That is history. We 
have got other problems to worry about now. Let's not drag up those 
old chestnuts is the attitude. That is the best I can answer that, sir. 

Mr. EEUSS. Thank you. Would you have anything to add to that, 
Professor Easkind. 

Mr. EASKIND. I would only say that the question you raise, sir, 
goes to the basic role of the Congress, and traditionally it has been 
both to reflect public opinion and, when necessary, to lead it. I think 
in some problem areas such as the banking structure, there is no con
stituency that is actively concerned with it. I t is believed to be a 
highly technical matter, and so you have no pressure coming from 
constituents; but you rather have a slack therewith a strong pressure 
for the status quo from people who are established in this profession. 
So what is needed, if I may respectfully suggest, is that this com
mittee and the Congress generally, dramatize this issue by such hear
ings. I t is a slow and deliberate process of bringing this problem to 
public attention and to political attention, political in the best sense of 
the word. I think traditionally success has come from the Congress 
in those areas as, for example, changing the Clayton Act, or modifying 
the tax structure, where the legislative branch has brought the issues 
to focus and to dramative them in a meaningful way for the electorate. 
Then the process of leadership turns around and becomes a process of 
representation and change comes forth. 

Mr.EEuss. Thank you. 
The CHAIRMAN. Mr. Widnall ? 
Mr. WIDNALL. Thank you, Mr. Chairman. Both Professor Easkind 

and Professor Miller, I think you have given constructive and rather 
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stimulative statements. I, like many individuals, don't agree with 
some of the things which you have said, but your comments certainly 
give pause for thought. 

Professor Miller, you made a very strong statement on page 4: 
The flow of power toward the Executive which is considered to be a factor 

of modern American Government has found a willing ally in the Congress. It 
is not extravagant to say that Congress is slowly bleeding to death—from self-
inflicted wounds. 

May I say last Wednesday night I was one of those who bled to 
death with 202 others as the Executive asserted its dominance over the 
legislative body. Now I think where you are charging that there 
has been an abandonment by the Congress of responsibility, this has 
in many cases been due to a strong Executive exerting dominance over 
the legislative body. This is where I find, in the 15 years of service 
that I have had here in the Congress, the greatest cause for concern. 
We can end up with having just a benevolent despot as President of 
the United States, who will grant his favors at will to every section 
of the economy. Every conceivable agency of the Government will be 
completely dominated by the Executive. 

What I have felt has been the strength of the Federal Eeserve 
System has been that although it has been within Government, it has 
had an independence that can override political whims or fancies. I 
don't believe that there has been any time of real emergency in the 
United States during the 50 years of the Federal Reserve System's 
existence that it hasn't coordinated its efforts with the Executive in 
time of real national emergency. Now I think that some of these 
suggestions you have made certainly are worthy of very serious con
sideration, and that the members of the committee ought to read and 
reread your statement particularly as to the criticism of the Congress 
that it contains. 

We Congressmen certainly are not going to be doing the best job 
we can for the democratic process of our Government if we do aban
don responsibility and delegate authority. May I just say this: Year 
after year I have watched requests from the Executive come up to 
Capitol Hill that call for more and more delegation of authority from 
the Congress, and I thing this is borne out in the record. More and 
more these requests contain provisions eliminating the review of the 
Congress. 

This has led many times to the fight over what we call back-door 
spending, where there is a mere review by the Congress in connection 
with spending programs, instead of the broad legislative authorization 
where agencies must go directly to the Treasury for the financing of 
their programs. 

Professor Raskind, in your statement a thought occurred to me on 
the first page where you said: 

There has emerged a substantial consensus among academic economists that 
the present decisional processes of the Federal Reserve Board are not entirely 
adequate for the execution of monetary poUcy congruent with those of the 
Employment Act. 

Now when you say there is a substantial consensus, do you mean of 
witnesses before this committee or of the economists throughout the 
United States? 

Mr. RASKIND. I would think of economists throughout the United 
States, professional academic economists. 
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Mr. WIDNALL. May I ask you this question. I am not trying to 
pick on you by asking this question but the thought hadn't occurred to 
me before and I am rather curious about it. How did you come to 
testify today? Were you requested to come here by the committee? 

Mr. EASKIND. Yes. 
Mr. WIDNALL. Had you done a paper on this before ? 
Mr. RASKIND. NO, but I teach in an area—I teach both in the de

partment of economics and in the law school and I have been teach
ing a course in the Public Law of Economic Affairs. The Tennessee 
Law Review recently made a study of legal education in the South 
and referred to this course. I t is called "A Seminar in Legal Prob
lems of Regional Economic Development." I t is part of a process 
of broadening the curriculum for lawyers, to make lawyers aware of 
public affairs, since there is a growing body of public law with the 
Employment Act, the Area Redevelopment Act, and programs such 
as that, Small Business Adminitsartion, and so on, and I believe it 
was in that connection that my name came up. 

Mr. WIDNALL. YOU didn't write and ask that you be called ? 
Mr. RASKIND. I did not, sir; absolutely not. 
Mr. WIDNALL. Professor Miller, what is the background of your 

testimony here? 
Mr. MILLER. I was requested by the committee to appear here, sir. 

My appearance here, as I say, is on request. My interest in these 
matters comes from a study for a number of years 01 our constitutional 
structure and of administrative law. I teach a seminar which I call 
the executive function, dealing with questions of executive law making 
and other things, and, among other matters we do take up the Employ
ment Act and allied questions. 

So I do have an interest in the economics of this affair, though I 
hastily say that I do not have t>»e professional expertise of Mr. Ras-
kind or of an economist's knowledge. 

May I comment briefly on your statement of a moment ago, sir, if 
I may. 

I would not like to be thought of, if there is any implication in what 
I said previously, as an outspoken advocate of Executive power. 

Mr. WIDALL. I don't believe you meant that. 
Mr. MILLER. Thank you sir. I just wanted to mention that I think 

we may draw an analogy to the physical world in which scientists tell 
us that nature abhors a vacuum. I think that we have the same sort 
of thing in the political world, and when a vacuum exists, someone is 
going to fill it, and we see this existing to some extent in the exercise 
of Executive power. 

Despite the fact that we have a number of constitutional statements 
about such things as, for example, the declaration of war, which the 
Constitution puts in the hands of the Confess , the effective control 
over whether or not this country goes to war is in the hands of the 
President of the United States. This is the nature of our changing 
and evolving Constitution, a main feature of which is a flow of power 
toward the Executive. 

I t is one which concerns a great many people, including myself. I 
think we can see this on a worldwide basis. This country is in many 
respects the last country in the woi^ld that has not almost completely 
gone over to more of an executive type of government. 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1691 

Mr. WIDNALL. We find more and more recommendations being made 
for additional Cabinet posts. I know a suggestion has been made for 
Consumer Affairs, one for Urban Affairs. Now Cabinet status is being 
given to the Chairman of the Federal Reserve Board. I have the feel
ing that the more we have broadened the areas and selected them as 
being sort of separate and apart from other parts of our economy, the 
more we are led to duplication of effort, a great enlargement of Gov
ernment, and an inability of the average citizen, even the Congress
man, to get at Government as it becomes greater in scope. 

Par t of the great fight over the Urban Affairs Cabinet post position 
was the fact that there would be set up an administrative head who 
actually would just be responsible to the President. This Urban Af
fairs Secretary would not be an elected official but would have almost 
unlimited powers as far as the national economy is concerned be
cause his department would take in mass transportation; it would take 
in housing; it would take in many things in many other fields. The 
basic argument it seems to me in connection with the subject matter 
that we have before us is whether or not there is value to having the 
Federal Reserve System in the somewhat independent status as far 
as the Government is concerned. I think that if legislation is voted 
upon within the Congress when it is brought to a vote, the decision of 
most Members will be based largely on whether or not they see value 
in the measure of independence for the Federal Reserve Board in 
thfcir operations. 

I don't think there is too much disagreement about changing the 
term of the Chairman of the Federal Reserve Board to be coterminus 
with that of the President of the United States. I think there is as to 
size of the Board, I think there is as to the manner of members 
being selected, and their backgrounds. I would like to make this 
further comment, Professor Raskind. 

I have a feeling in reading your testimony again that you give the 
impression that no real changes have been made in the Federal Reserve 
Act up to date, that it has more or less remained stagnant from the 
time of its inception. I have got here the 1952 edition of the Federal 
Reserve Act of the 13 members relating to banking. 

I t shows 33 pages of the original act and there are 430 in this entire 
document, so that it has been under survey. I t has been under con
sideration by the Congress and a number of changes have been made 
and a number of proposals have been made and of course there are a 
number of proposals pending at the present time. 

That is all. I am afraid I didn't ask too many questions but I have 
to put my own views in the record a little bit. 

The CHAIRMAN. Would you yield Mr. Widnall for a short state
ment in answer to what you said about the assembling of the wit
nesses? I personally believe it is the finest collection of witnesses 
that any congressional hearing has ever had. What I mean by that 
is that they are diverse. They cover the whole field, and they are not 
politically the same by any means. 

Take, for instance, Professor Friedman. I 'm told he is a Gold-
water supporter, and Professor Samuelson, who was a Kennedy man. 
Mr. Barger has been a consultant for the New York Federal Reserve 
Bank, and Mr. Bach is a director of the Pittsburgh Federal Reserve 
Branch. Mr. Shapiro was a staff director for the Commission on 
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Money and Credit, so you can see that we have certainly not tried to get 
witnesses because of their application, or because we knew what they 
would say, but only because of their qualifications, and these two wit
nesses here, these two gentlemen who have favored us with their 
testimony this morning, are outstanding examples of the committee's 
selecting the best possible available people for the bills before us. 

Mr. WIDNALL. Mr. Chairman, I have made nd charges in connection 
with this. The point was raised in my own mind because of a state
ment made by Professor Raskind about a substantial consensus among 
academic economists. I do not have any idea what list you looked 
over in order to select the witnesses. I don't know that any other mem
bers of the committee were asked to make recommendations in connec
tion with witnesses before the committee. 

I t was certainly perfectly natural to have every member of the 
Federal Reserve Board in, and the Comptroller of the Currency and 
others who are directly involved in monetary and fiscal policies of the 
Government. I think we have had some exceptionally fine witnesses in 
connection with it. 

But I think it should be part of the record, at least if the question 
is asked, as to why and how persons were here and testified before 
the committee. I believe there were three witnesses who had been 
on. the committee payroll, and who had written papers in connection 
with their activities as employees of this committee, who appeared as 
witnesses before the committee. 

The CHAIRMAN. Yes. Professors Meltzer and Brunner and Dr. 
Warburton. They are especially well qualified in the field. 

Mr. WIDNALL. I think it should be made a part of the record. This 
again was in the back of my mind as I asked the question. 

The CHAIRMAN. I t should also be made a part of the record that 
any witness who has been requested by the minority or majority mem
bers has not been declined. Your suggestions are always welcome from 
members on either side, the Democratic side or the Republican side, 
and if the gentleman has in mind any witnesses now, why we will cer
tainly give consideration and very probably they will be called. So be 
sure and keep that in mind, Mr. Widnall. Your suggestions will al
ways be welcomed. 

Mr. WIDNALL,. I appreciate that. 
The CHAIRMAN. Mr. Weltner ? 
Mr. WELTNER. Thank you, Mr. Chairman. Professor Miller, I was 

interested in your statement on page 4 about the sort of hari-kari that 
you attribute to Congress and I must say it strikes a responsive cord 
m my short observations as to the workings of this body. 

But I am a little bit puzzled about some of the conclusions that you 
state following that. You state, Professor, that the Congress has been 
a willing ally in seceding its powers, in effect abdicating its constitu
tional function. Then you cite as examples of this the creation of com
plex and independent agencies which are in fact as you state, laws 
unto themselves, charged by the Congress to carry out those functions 
that the framers of the Constitution vested in the Congress. But then 
at the termination of your statement on page 8 you say that the fourth 
branch of the Government should be given a head and should be 
brought within the executive branch. 
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Here again you are apparently urging by your statement that we 
further disembowel ourselves and place this not under congressional 
control but Executive control. 

Mr. MILLER. If I may comment on that, Mr. Weltner, I would like 
to say this : I don't believe, as I mentioned before, that Congressmen 
have time to make all of the detailed analyses and decisions which 
administrators do make. This does not mean, however, that Congress 
cannot set up some sort of a system whereby they can oversee the 
conduct of administration in some systematic and comprehensive 
way. 

Now there is before the Congress at this time, in fact before the 
House of Representatives at this time, a bill to set up an adminis
trative conference of the United States. This bill was passed last 
October by the Senate. And it is now before the House, and pre
sumably will be voted on some time this year. 

Par t of the job of such an administrative conference would be, or 
could well be, that of insuring that administrators given a delegated 
task of administering a particular statute do it in accordance with 
the prescribed statutory standards. 

Now I think that the problem is twofold. 
One is the question of making the administrator accountable with

in the executive branch to the person who has the constitutional 
responsibility for executing the laws of the country, the President. 

The second is the question of what Congress can do itself, and I 
think Congress can do a great deal to supplement and to complement 
that which would be done, particularly wTith regard to the question of 
the spelling out of criteria by which decisions should be made with 
some greater degree of particularity. For example, when Mr. Wid-
nall was speaking just a moment ago, I was struck with the question 
of what are the criteria for determining the question of the position 
of the Federal Reserve System. 

Well, I think we can ask the same question of what are the criteria 
for determining the exercise of power by the Federal Power Com
mission or the Federal Trade Commission, the Federal Communica
tions Commission, the Federal Reserve System, or any other agency. 

Congress can, if it so wishes, set up standards with a greater degree 
of specificity. This doesn't mean, however, that within the executive 
or administrative side of Government itself there shouldn't also be 
some sort of accountability to the responsible constitutional head of 
the executive branch of Government, the President. I don't think 
these are inconsistent, at least in my mind, sir. 

Mr. WELTNER. D O you believe that one agency can be accountable 
to two of the separate branches of Government ? 

Mr. MILLER. Yes, sir; in the sense of the President's program within 
the executive branch of Government, but also in accordance with 
Congress' stated statutory demands for the exercise of its functions. 

Now Congress can limit any administrative agency or any delegate 
of power within any of the executive branches of Government if it 
so desires, and do it very precisely. 

Now there are certain extreme limits here which have not been 
explored as a matter of constitutional law, but I believe that Con
gress can do this, and should do this. At the same time, it would 
seem to me to be desirable to bring these so-called independent com-
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missions, which by the way I think are less independent in fact than 
they are in theory, within the executive branch proper. 

I don't see any inconsistency, at least I don't feel any would be 
necessary. 

Mr. WELTNER. We had an example here a few weeks ago when the 
FCC published a proposed regulation governing the imposition of the 
limitation of time of broadcasts in commercials which apparently they 
concluded would be within their statutory authority. The Congress 
came along and passed one paragraph in a bill which said that they 
shan't do that, but this is purely a restrictive sort of thing. I t was not 
in any way a guideline or in any way an indication of what the Com
mission should do in carrying out its function. I see how the Congress 
can proscribe matters, but it is difficult for me to see how in the context 
of your statement that it can 

Mr. MILLER. May I comment briefly that I am peripherally aware 
of that particular action on the part of the House. 

I t seems to me if I may put it in somewhat extravagant terms, this 
is an example bypassing the courts and using the House of Repre
sentatives as a substitute for judicial review of administrative action. 
What happens if the industry which is being regulated by these FCC 
regulations doesn't go to the court, which, under the statute, it should 
have done, for judicial review of the FCC actions, but rather went to 
the House ? 

Now I am not sure that this is a desirable way of doing it. I am not 
sure that Congress can sit or should sit as sort of an appellate court, 
as in that type of instance. I do think that they can prescribe the 
criteria by which, for example, communications channels, TV chan
nels, and franchises should be allocated. For example, there have been 
proposals made that they should be put out to the highest bidder or 
whatever other reason that one wants to do it. Congress can do this. 

Congress can itself pass a general statute, if it wishes, relating to 
the powers of the Commission dealing with the content of programs, 
the programing content. In my judgment the Congress should enact 
such a generalized statute. 

In my judgment also—this is something further—I think that the 
FCC took the National Association of Broadcasters at their word 
and tried to put into regulations what the broadcasters had put out as 
their own code of ethics, and then got caught short on it. 

But I don't see any reason why these prescriptions of statutory 
standards cannot be developed, provided that Congress has available 
to it the type of advice and counsel which I take it that it can have 
made available to it and does have available to it, and also has the 
expertise on the floor of the House itself. 

Mr. WELTNER. Let me ask you a question on a little bit broader 
plane. We hear a lot of talk about de facto functions now to accept 
or reject or in some slight instances modify the program of the execu
tive branch, and you have a comment in your statement to the effect 
that this flow of power might be considered a fact in modern Amer
ican government. Do you envision any setup or arrangement whereby 
the Congress itself could dictate a program exercising following of 
the executive government. 

Mr. MILLER. I suspect it could be done. Let me say as a preliminary 
matter that despite what the Constitution says, in my judgment, it is 
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the President's program which Congress analyzes, and the Congress in 
effect exercises the veto power. Even though the Constitution says 
that the President shall have the veto power. I think this is a fairly 
accurate description of what goes on in fact. 

Now as to whether or not a Congress could prescribe a program, I 
think it is possible to conceive of a system in which Congress through 
some sort of reorganizing itself certainly could develop a program. 
Under the present setup I don't see it at all. 

Mr. WELTNER. Suppose then that it were possible and that there 
was some arrangement whereby early in the first session of each Con
gress there could be promulgated a legislative program. Do you think 
this would be good or bad ? 

Mr. MILLER. Sorry, but I didn't hear you. 
Mr. WELTNER. D O you think this would be good or bad ? 
Mr. MILLER. Well, I am a little at a loss to know how to answer. 
Mr. WELTNER. D O you think that the bulk of political power in this 

country ought to be exercised by Congress or by the President of the 
United States ? That is what we are talking about. 

Mr. MILLER. I think that is the ultimatequestion. I would say this : 
That it has to be exercised by both, and I would say that in my judg
ment there should be more of a congressional activity insuring that 
the job of government gets done in a proper manner. 

Mr. WELTNER. YOU mean as an overseer ? 
Mr. MILLER. I think that in many respects the task, at least as I 

visualize the Congress, is to insure in the first instance that the statu
tory commands are as clear and definite as they can be in the circum
stances. 

Mr. WELTNER. Professor Miller, isn't that what the Constitution 
says, that the Chief Executive shall take care to see that the laws are 
faithfully executed and you want to place that burden on the Con
gress ? Here again is another switch in function. 

Mr. MILLER. Well, I am not particularly worried about this type 
of thing. I think certainly that in this matter of the execution of the 
laws, certainly the administrators would be the ones who would 
carry it out on a day-to-day basis. 

The question is whether or not we can have some system set up 
by which these vastly important decisions made by the executive 
branch of Government can have some sort of public accountability 
or a system developed under which a public dialog or discussion can 
be gotten. A public debate seems to me to be of preeminent impor
tance. 

Now whether this means that Congress would be exercising the con
stitutional function of execution of laws to some extent does not 
bother me. They are doing it now to some extent. The Joint Com
mittee on Atomic Energy gets into administration and there are other 
examples of this. This is being done, so it is not an unknown thing. 

Mr. WELTNER. D O you think or would you say that after 180-some-
odd years, or almost 180 years living under a Constitution that we have 
effectively reversed the role pretty nearly between the roles originally 
contemplated by the drafters of the Constitution between the execu
tive and legislative branches of Government ? 

Mr. MILLER. Let me answer it this way, sir. 
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Not so much a reversal. To some extent a reversal. I say a 
merger in the same way that I think there has been a merger on other 
lines. There has been a merger reflected in the Federal Reserve Sys
tem between what we have always thought to be public and what we 
have heretofore considered to be private. 

I t is no longer really meaningful in many areas of the Government 
in our economy to talk in terms of what is public and what is private. 
They have become so merged, meshed and intertwined that you really 
can't answer the question. 

I think that there is a merger within our constitutional structure on a 
long-term basis along the lines you suggest; yes, sir, I do. 

Mr. WELTNER. Thank you, Professor Miller. 
The CHAIRMAN. May I bring to your attention, gentlemen, two or 

three questions that are before this committee, that I don't believe were 
discussed in your statements. 

One is the question of the audits. The Federal Reserve System is 
50 years old. I t has handled hundreds of billions of Government 
money. There has never been a Government audit or an independent 
audit. Do you gentlemen believe, I will ask Professor Raskind first, 
that we should have a requirement that the Federal Reserve be audited 
just like all other Government agencies by the General Accounting 
Office? 

Mr. RASKIND. I would think that would be helpful, yes. 
The CHAIRMAN. What do you say on that Professor Miller? 
Mr. MILLER. I f I understand what you mean by audit, yes, sir, in a 

generalized term. 
The CHAIRMAN. That is right. 
Mr. MILLER. Yes, sir, I would agree. 
The CHAIRMAN. Not policy matters, iust audit. 
Mr. MILLER. I would think this would be desirable. 
The CHAIRMAN. NOW we have in the determination of the volume 

of money in our Nation, which of course you gentlemen know is very 
important, and the cost of that money, the interest rates, two questions 
which are about the most important that our economy has to deal with. 

As it is now, these questions are settled by the Open Market Com
mittee, and as you brought out, Professor Miller, in your statement, 
it is at least, putting it mildly, semi-private or partially private. I n 
fact it is more than that I suspect, upon evaluation you will find that 
to be true. 

The Federal Open Market Committee of course was not legally 
created until 1933. The original Federal Reserve Act created the 12 
autonomous Federal Reserve banks, and they didn't have any coopera
tion or coordination in their activities because there was hardly the 
need for it. The amount of bonds they purchased was small; very 
small in comparison to the amount of outstanding bonds or their desire 
and needs to purchase them. So there was no real overlapping be
tween the banks that made a serious problem. 

Notwithstanding that, the larsre commercial banks of the country 
were not favorable to the Federal Reserve because they wanted bankers 
on the Board, and of course President Wilson refused to let them have 
bankers on the Board. He said it would just be like putting presidents 
of railroads on the Interstate Commerce Commission to fix freight 
rates. 
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So they were disappointed because they couldn't get bankers on the 
boards to fix the volume of money and the cost of money. 

But in 1922 they formed an unofficial open market conference as 
they called it, and it worked a while; then they must have been pretty 
well convinced that they were going to get bankers on the boards in 
that way, so they asked Congress at a time when it was not even an 
issue to take off that 20-year limitation on the charters of the Federal 
Reserve banks. I t was taken off at a time when there was no discussion 
and no talk about it and no controversy about it at all, making the 
charter of the Federal Eeserve banks, in effect, permanent. 

Well then, the 1933 act came along, and the Open Market Com
mittee was created. But it was created with the bankers having the 
power—bankers from the 12 Federal Eeserve regions selected by 
the directors of each Reserve bank, 6 of the 9 being selected by 
the private bankers of course, and the directors picked the Reserve 
bank presidents, and these men were put on the Open Market Com
mittee. So that made the private banks pretty well in charge of the 
Open Market Committee which had the power to create money by 
buying Government bonds or do anything else with it within its 
power and jurisdiction. 

Then in 1935 that was changed. And the present Open Market 
Committee created, consisting of the 7 public members selected 
by the President and confirmed by the Senate, the 14-year term 
incidentally, was set up for them at the time and 5 of the 12 presi
dents of the 12 Federal Reserve Banks. 

Now these Presidents of the Federal Reserve banks, as you gentle
men know, are selected by representatives of the private banks. There
fore you would normally expect them to have some sympathy with 
the people who selected them, and 5 of these Presidents serve with 
the 7 members of the Board of Governors, public members, making 
12. That is the legally constituted Federal Open Market Committee. 

But it hasn't functioned that way in recent years. All 12 of the 
Presidents of the 12 Federal Reserve banks go into this secret room 
every 3 weeks, with the 7 public members of the Federal Reserve 
Board, and they make these policies. They determine the volume of 
money and the cost of money. 

Now I have often said that this is an illegal body in that they are 
permitting people to engage in the activity who are not members of 
the Federal Open Market Committee at all. You know, the Presi
dents of those Reserve banks do not take an oath to support the Con
stitution or anything else as a public member. 

He doesn't take any kind of an oath. That has been brought out 
here in these hearings. But when he becomes a member of the Open 
Market Committee, he takes an oath, the required oath, the statutory 
oath. But when they are not members of the Open Market Com
mittee, like those seven presidents who serve illegally, they are just 
like private citizens so far as any obligation is concerned. They are 
under no obligation not to disclose what they found out. 

They are not under obligation not to take advantage of the informa
tion they get and profit from it, which they could. I t would be a very 
lucrative thing to have all this information and engage in the business 
of buying or selling government bonds, taking advantage of the infor
mation they had. 
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They could certainly make enormous sums of money that way that 
other people would not be privileged to make because they wouldn't 
have that information. 

Now then, these 12 bank Presidents and the 7 members, the 19, 
meet every 3 weeks and they determine these important questions. 
Don't you think that the question of money, like the volume of money 
and interest rates should be established only by public servants and 
responsible to somebody that the people could vote for or vote against 
by reason of their actions ? 

What do you think about that Professor Raskind ? 
Mr. RASKIND. Yes, sir; I think bascially that is the problem to 

which we have been addressing ourselves, and that under my proposal 
the appointed officials of the President, for whom he is ultimately 
responsible, to the voters, would make these decisions, and the recom
mending function alone would be left to the System. 

That was the independence which Mr. Reuss and I were talking 
about in the System. When the decision had been made in the Eco
nomic Report, if the System made a recommendation for an inade
quate supply of money and credit for the forthcoming period or if 
their proposed rates of interest in the short run had already initiated 
an economic contraction I would expect it to be reversed by the 
President. 

The CHAIRMAN. Thank you, sir. Would you like to comment, Pro
fessor Miller? 

Mr. MILLER. Only briefly. I would tend to agree as I tried to set 
out in my prepared statement. I think that economic policy, as I 
think someone said the other day before your committee, is too im
portant to be left to the bankers, just as war is too important to be 
left to the generals. 

The CHAIRMAN. That is right. I think the framers of the Con
stitution were very wise when they placed the power over money in 
Congress—and incidentally the Articles of Confederation preceding 
the Constitution also contained a very definite policy that the question 
of money should be in the Congress—elected by the people. There is 
good reason for that of course, an obvious reason. If people make 
a mistake, they can be held accountable. They have something to 
lose. They will be very careful to make sure that they are operating 
always in the public interest, whereas if you set aside this power to 
the bankers, or people looking at it from the bankers' viewpoint all 
the time, and insulate them against the electorate—the public inter
est—why there would be no way to reach those people if they made a — 
mistake. 

There would be no way to vote against them. They have all to 
gain and nothing to lose by their actions. I t is certainly not a dem
ocratic way of administering things the way I view it. 

Now one other question, gentlemen, about the minutes of the Fed
eral Reserve Open Market Committee. The question is before this 
committee about whether or not we should secure by whatever means 
necessary, the minutes of the Open Market Cbmmittee, not last month 
or last week, but say for the years 1960,1961,1962, and 1963. I think 
the consensus among the witnesses has been that after the minutes 
have matured say a short while, why there is no reason why they 
shouldn't be made available to the public. 
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The Fed resists that. They don't want to make any part of the 
minutes available, and the question now is whether this committee will 
call them again to furnish those minutes. 

Do you see any reason why those minutes, after the year passes, 
should not be made public or made available to a congressional 
committee ? Professor Easkind ? 

Mr. RASKIND. That is a troublesome question, sir. I would answer 
it in this way. I t is a balance of interests. I agree that some dis
closure must be made. Whether it be full disclosure of these minutes 
or of a report of those minutes that is subject to some kind of cross 
examination by this committee. The danger of requiring full dis
closure of recent events may be twofold. 

One, the discussions in the Open Market Committee may make 
reference to specific persons, to specific institutions, and to foreign 
governments, which may be unfortunate from the point of view of 
foreign policy or other interests. 

Secondly, if the participants know that they are speaking on the 
record always, they may not be as candid as they might ordinarily be, 
or they might work out some procedures that would avoid going on 
the record and further blur the problem of getting access to informa
tion. 

I think the basic policy goal is to get an adequate amount of infor
mation required to affix responsibility on these decisionmakers for 
their decisions in the same way that a Federal judge who decides 
a case has to write down expressly the matter on which he relies, 
the precedents on which he relies, and the mode of reasoning by which 
he arrives at his conclusion. He is responsible for that opinion. 

So I think the controlling principle is one of responsibility, and 
that some process of reporting, whether of the actual records or of 
an appropriate responsible statement, for example, an estimate and 
the data and the statistics such as are in the Economic Report on 
which the System had relied or propose to rely for controlling the 
supply of money and credit. 

The CHAIRMAN. Thank you, sir. Professor Miller. 
Mr. MILLER. I would like to supplement what Mr. Raskind has 

said rather than add anything in disagreement. I tend to agree with 
him and I think his analysis is a very sound one. I would raise the 
question with you, sir, however, of the extent to which a congressional 
committee can require the executive to furnish documents which the 
executive in his constitutional position considers to be internal to 
active part of his operation. 

The CHAIRMAN. D O you consider this executive ? 
Mr. MILLER. Well, I would certainly say that the Federal Reserve 

System is exercising executive power. Now even though it isn't re
sponsible to the President 

The CHAIRMAN. Well, how do you reconcile that with the constitu
tional mandate? 

Mr. MILLER. What I am trying to suggest, sir, is this. The unre
solved constitutional question here is the extent to which a congres
sional committee can require testimony or documents or other matter 
to be produced by the executive. This is the doctrine of executive 
privilege. We have very little case authority on this. The courts have 
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not handled it at all. There have been, as you know, a certain 
amount of discussion in the past with Mr. Morse's subcommittee and 
others on this question. I merely supplemented what Mr. Raskind 
said, by suggestion that you may run also into the question of the 
constitutional privilege being raised by members of an executive agency 
or by an independent regulatory commission of whatever type. 

The CHAIRMAN. I have got to go on the floor. I appreciate the 
testimony of you gentlemen. The statements you have made will be 
useful, and helpful, and constructive in the preparation of our report 
and recommendations. We appreciate it very much. Thank you 
kindly. 

Mr. RASKIND. Thank you, sir. 
Mr. MILLER. Thank you. 
(Whereupon, at 11:50 a.m., the subcommittee was adjourned, to 

reconvene at 10 a.m., Thursday, April 16,1964.) 
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THURSDAY, APRIL 16, 1964 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE, 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Representatives Patman, Reuss, Stephens, Widnall, Har
vey, Bolton, and Brock. 

The CHAIRMAN. The committee will please come to order. 
Today our witnesses are Mr. T. H. Milner, Jr . , president and trust 

officer of the National Bank of Athens, Athens, Ga., the home of 
our distinguished colleague, Mr. Bob Stephens, and Mr. Reed Albig, 
the president of the National Bank of McKeesport, McKeesport, Pa. 

These gentlemen are representatives of the Independent Bankers 
Association. I believe they are being joined this morning by the 
manager of their Washington office, Mr. Herschel Schooley. 

Up to now we have had the pleasure of hearing from Mr. Martin 
of the Federal Reserve System, Secretary Douglas Dillon, Secre
tary of the Treasury, the General Accounting Office, and specialists 
in economics, law, and public administration. 

The bills before this subcommittee are of critical importance to 
continued economic growth, maximum employment, production, and 
purchasing power. The witnesses today represent small banks and 
we appreciate their taking time to come here and inform us of their 
views on these bills. We want to make the best record we can, giving 
the facts on both sides, and I know that what these gentlemen have 
to say is going to be helpful in building that record. 

Mr. Stephens, we are glad to have you, sir. You are invited to 
join us, although you are not a member of this particular subcommit
tee. You are a member of the Committee on Banking and Currency 
and we are delighted to have yon sir. Would you like to make any 
statement ? 

Mr. STEPHENS. Thank you, Mr. Chairman. I appreciate your 
courtesy in letting me also welcome Mr. Milner, Mr. Albig, and Mr. 
Schooley. As you will remember, Mr. Milner testified before our 
whole committee some time ago. Mr. Milner and I went to college 
together; we belonged to the same college fraternity, and we joined 
hands when we stepped into the cold water in 1946 as lawyers. We 
practiced together for 9 long years. Then he had an opportunity to 
become the president of the National Bank of Athens. I have been 
indebted to him ever since for his going down there. 
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The CHAIRMAN. We are glad to have you, sir. 
Mr. Milner, you may proceed first. I notice you have a prepared 

statement. You can use that or put it in the record and not use it or 
speak extemporaneously, whichever you prefer. You may proceed in 
your own way. 

STATEMENTS OP T. H. MILNER, JR., PRESIDENT AND TRUST 0PFI-
CER, NATIONAL BANK OP ATHENS, ATHENS, GA.; RJEED ALBIG, 
PRESIDENT, NATIONAL BANK OPMcKEESPORT, McKEESPORT, PA.; 
AND C. HERSCHEL SCH00LEY, MANAGER OP THE WASHINGTON, 
D.C., OPFICE 

Mr. MILNER. Thank you, Mr. Chariman. I am delighted to be 
back in Washington, and appreciate the courtesy of appearing again 
before your committee. I am sure that a lot has already been said on 
this subject, and in the interests of brevity I will confine my remarks 
primarily to the written text so we will not trespass upon your time. 

My name is T. H. Milner, Jr . , I am chairman of the Legislative 
Committee of the Independent Bankers Association, and president 
and trust officer of the National Bank of Athens, Athens, Gra. Here 
with me are Reed H. Albig, chairman of our bank study committee 
and a former president of the association and president of the National 
Bank of McKeesport, McKeesport, Pa., and C. Herschel Schooley, 
manager of our Washington office. 

We greatly appreciate the courtesies extended to us in scheduling 
our appearance before this committee. The committee should be 
aware that we are stating the views of our association as they have 
been arrived at through discussions during a joint meeting of our 
legislative and bank study committees, whose recommendations were 
considered by the executive council of the association, composed of 
directors elected by member banks, in their respective States, and 
finally confirmed by approval of the I B A convention, held last week 
in Minneapolis. 

The CHAIRMAN. In other words, you are appearing for the three 
of you, and after you finish your testimony which will be the testi
mony of the three of the Independent Bankers, we can interrogate 
the three of you if we desire ? 

Mr. MILNER. Yes. 
The CHAIRMAN. Thank you, sir; you may proceed. 
Mr. MILNER. Regretfully, we find ourselves opposing proposed 

legislation which has been introduced by the distinguished chairman 
of this committee. We would like to say, in all sincerity, that under 
the leadership of Chairman Patman we believe we will all be better 
informed bankers, as a result of the various hearings on pending 
banking legislation. From conversations with some of your com
mittee members, I believe that you, too, have broadened your educa
tion, in some degree, in the area of banking. In my opinion, it has 
been good for our industry. 

I mi^ht say personally that I certainly have learned more about the 
Federal Reserve System than I ever knew before, not being a profes
sional, banker or educated in the banking field, it has been an interest
ing and revealing study. 
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The CHAIRMAN. I think we all have gained by it 
Mr. MILNER. Yes, sir. 
The CHAIRMAN (continuing). And learned things we didn't know 

before. 
Mr. MILNER. I t is our understanding that much has already been 

written and spoken about the pending legislation. We, therefore, 
shall be brief and to the point. Mr. Albig and I will endeavor to 
answer your questions, if any, when I have finished. 

We, of course, do not know the chairman's position on the proposed 
legislation, which he introduced. If he favors the legislation which 
we oppose, we hope to change his mind. In any event, i t is a wonder
ful thing that here in America we have the privilege of appearing be
fore a committee of Congress to express our views, even if it is in 
opposition to the chairman. We appreciate being invited to appear, 
Mr. Chairman. 

I t seems most appropriate that Congress should from time to time 
appraise the effectiveness of the Federal Reserve System. That this 
committee should have chosen the milestone of the 50th anniversary 
of the Federal Reserve Act to inaugurate such an inquiry appears 
timely. I t seems even more desirable that such consideration be car
ried out in an atmosphere that is not agitated by the problems of the 
1930's, at which time the last major revisions of the Federal Reserve 
Act were adopted. 

However, neither the interval of elapsed time since adoption of 
major amendments, nor the fact of the reappraisal study itself should 
necessarily predict the need for change. 

This is not in my written statement but I would like to just comment 
briefly that the Federal Reserve Act was, I am told, a political com
promise just as was our National Constitution. I t compromised be
tween those who wanted a privately owned controlled banking system 
operated by banks, and those who wanted a completely governmental 
or federally controlled banking system, also between those who wanted 
a single central bank and those favoring a system of autonomous re
gional banks. Let us not with one stroke of the pen undo what many 
brilliant minds before us took years to accomplish. Polish and refine, 
yes. Abolish and start over, no. 

Running through the discussions of the various bills before this 
committee was the strongly expressed judgment that in the System 
which is our central bank; namely, the Federal Reserve System, 
we possess an instrument for monetary control which has been uniquely 
successful in its effectiveness. 

In a recognizably difficult field, it has functioned in a manner to in
spire confidence in its capacity to promote stability. This is desirable 
and important, and necessary to our responsibilities in the free world. 
We see no persuasive reason for broad changes. 

I t is our belief that the Federal Reserve System has stood the test 
of time and trials for more than 50 years, because of the built-in prin
ciples designed to give the Board of Governors independence in the 
exercise of credit and monetary responsibilities. 

We recall the record of the consideration of the original act, spell
ing out the will and intent of the Congress to create a distinctly non
partisan agency, free of political pressures, and completely independ
ent in safeguarding our monetary system, and representing, and 
responsible to, the people. 
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We believe that the high degree of independence reposed in the 
Board of Governors of the Federal Reserve System, is best exercised 
by an extended tenure, for many years fixed at 14 years without eligi
bility for reappointment. 

We are aware, historically and legislatively, that at some earlier 
periods in the history of the act, the length of term was first fixed at 
10 years, and was 12 years for a second period, and that the number 
of appointed Board members was both five and six during earlier 
periods, but we believe that the present organization, with seven ap
pointed members serving for 14 years, is proven, tested, and sound 
for the future. 

Congress has seen fit, in its wisdom, to entrust the members of the 
Board with a large measure of freedom for independent action within 
the Government. This burdensome responsibility has been met with 
integrity and dedication. We must entrust the tasks which cannot 
be performed by the application of rules, to those capable of such as
signments, and of necessity provide them with maximum tools for in
formation and unhampered judgment. We believe the Federal Re
serve Act has been especially successful legislation. 

We feel, broadly speaking, that the 50 years of the Federal Reserve 
System have marked the greatest period of industrial and business 
expansion and social growth that the world has ever seen. The United 
States has really put on a demonstration and the Federal Reserve 
System has been there to furnish the financial sinews needed to bring 
about enormous progress, not only here but throughout the world. 

H.R. 3783: Referring briefly to each of the proposed bills, H.R. 3783 
I believe is the bill to retire the Federal Reserve bank stock and have a 
$10 membership fee. 

We oppose this bill to retire Federal Reserve bank stock. I n the 
interest of broad cooperation it is valuable to recognize the sense 
of participation which member bank officers have as they carry out the 
familiar, orderly, business procedures involved in the election of 
directors of the Federal Reserve banks. We do not think they have a 
feeling of proprietorship because of stockownership. Banks do re
gard the Fed as part of the Government. 

H.R. 9631 and H.R. 9685: We oppose these bills to create a new 
Federal Reserve Board of 12, and to apply the congressional appro
priations method to provide funds for operation of the Federal Re
serve System. I t appears to us to be the purpose of these bills to sub
stitute a new Federal Reserve Board for the Board of Governors, 
patterned after the central bank systems of several European coun
tries. This is a broad departure from the concept, which the Con
gress has evolved through 50 years, that the Board should be insulated 
from pressures. 

I might add one thing that struck me in reading the comments of 
some of the other learned people in this country in regard to this leg
islation, that it seemed unwise to me, and I agree with this expression, 
that the Secretary of the Treasury, charged with the responsibility of 
paying the bills of Government, should not have the power to create 
money to pay them. 

There exists, it seems to me, and to the writer of the article I read, a 
tremendous conflict of interest if he were to sit on this Board and 
have the power of influence that he does, and be the Secretary of the 
Treasury of the United States. 
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H.K. 9687 and H.K. 9686: To eliminate the statute which prohibits 
the payment of interest on demand deposits and substitute therefor 
interest on accounts of the Treasury Department. 

Suffice it to say, we agree with statements already preesnted to this 
committee in opposition to these bills, and the reasons set out therein. 
We would rather not labor you with repetition. We oppose these 
bills to remove the restriction on the payment of interest on demand 
deposits. Some of the worst practices which developed in banking 
during the 1920 s had their roots in competitive bidding for demand 
deposits. There is ample documentation in the records of the hearings 
on amendments to banking laws in 1933 and 1935. We believe that 
interest should be paid only on time deposits, not demand. 

Impact of the proposed change on our independent community banks 
would be considerable. I t is characteristic of these banks that they 
have a large percentage of time and savings deposits which are usually 
invested long term, at fixed rates of interest, and, except for the past 
3 to 4 years, long-term investments have been committed at low rates. 

Commercial banks in the financial centers characteristically hold a 
higher percentage of demand deposits with appropriately shorter term 
investments. Hence, the financial center banks would enjoy greater 
flexibility in competition for deposits. Furthermore, it is likely that 
larger banks, possessed of a wider market for investments of funds, 
including in some cases foreign markets, would outbid their smaller 
community bank competitors for deposits. There could be some raid
ing of customer accounts by correspondent banks which would weaken 
correspondent banking relationships. 

H.K. 9749: We oppose this bill to require the Federal Eeserve to 
support prices on all Government securities so as to limit yields to rates 
not higher than 4*4 percent. Some of our objections to this bill may 
be stated as follows: 

1. I t would tend to place a floor as well as a ceiling on yields of 
Treasury issues. 

2. A pegged market could very well do away with any semblance 
of maturity schedules. If this occurs, it could be the means of a wind
fall for speculators. 

3. I t would impair the effectiveness of the savings bond program. 
So long as alternatives exist, savings will seek the highest yields. 

4. Price controls are ineffective in a free market. If demand for 
non-Government borrowing is high, interest rates will rise and the 
lower yielding Government securities will not be readily marketable. 

5. I t could work a hardship on municipal borrowings. 
6. I t could impair the effectiveness of the Federal Eeserve Board in 

monetary controls. 
7. We believe it would tend to be inflationary. 
The CHAIRMAN. Thank you, Mr. Milner. We will first allow each 

member 10 minutes for the first go-round to interrogate you gentle
men. I will yield to the other members first. Mr. Reuss ? 

Mr. REUSS. Thank you, Mr. Chairman. Mr, Milner, I notice in 
your statement that you refer to the Federal Reserve System as some
thing that was intended to be— 
free of political pressures and completely independent in safeguarding our 
monetary system, and representing and reponsible to the people. 
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I would like to get at the sense of those words. I suppose the mem
bers of this committee are all politicians, at least I am. I am con
cerned with political life, the government of the people. Does that 
phrase "free of political pressures" mean exempt from congressional 
influence? 

Mr. MILNER. Perhaps this was too broad an expression. As free as 
a group could be in a political system of government as we have it. 
I think sometimes if you are in a position where your final judgment 
in a matter is not going to be the actual determining factor as to 
whether or not you will continue in this position, you would be in-
clinded to make a judgment based in this case on the economics of 
the problem rather than how it might be purely political. Having a 
former law partner as a politician, and he having been m politics 
during the entire period of our relationship, he and I have on many 
occasions had private debates on whether some of the decisions that 
we made might be adverse politically. 

I , not being in politics, I was in a better position to reach a deter
mination based entirely on what I construed to be the law and the 
facts, whereas his judgment might sometimes be clouded by the po
litical implications that might be made. I t couldn't be possibly en
tirely free from political pressures, because even on the Federal 
Reserve Board, that term of office where they are in for a definite 
period and they can't be relected, so it would be as insulated as it 
would be humanly possible in our system as I see it, in reaching their 
judgments. 

Mr. RETTSS. The Independent Bankers Associations which you 
represent has been generally opposed, has it not, to a wide open sys
tem of branch or group banking? 

Mr. MILNER. I think generally this is true. We have even in our 
organization, we have member banks who have branches. For exam
ple, our bank has just opened a branch bank within the city limits of 
the town in which we operate, and we have been in operation since 
1866. 

Mr. REUSS. I didn't want to get into a discussion of branching, 
though I thought this was a matter dear to the heart of the IBA. 
Take the question of bank mergers and consolidations. 

Am I right in thinking that the I B A in general is opposed to the 
swallowing up of small banks by large ones ? 

Mr. MILNER. This is true. 
Mr. RETTSS. Just take that issue. You don't object to political pres

sure, that is the action of this committee and of Congress in preserv
ing the situation where small banks are given some protection against 
being swallowed up by large ones, do you? Because you and your 
representatives are in here very frequently with a request for political 
pressure on that point. 

Mr. MILNER. This is, of course, the way we maintain the status quo 
as the law now exists, to try to exercise an educational program on our 
representatives to try and hold the law as it is, rather than change to 
broaden the power of mergers and the swallowing up of the small 
banks. 

Mr. REUSS. What I am getting at, Mr. Milner, as you no doubt 
perceive, is this. Political pressure, while it is somewhat an emotional 
phrase, is nothing more really, than the exercise of democracy through 
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the people's representatives, and if the people's representatives do 
something you or any other citizen likes, we tend to describe that by 
some such phrase as the will of the people being represented. 

If it is something we don't like, then we describe it as political 
pressure, don't we? I n either case, it is the duly elected Congress
man and Senators acting on the body of the law, isn't it? 

Mr. MILNER. That is true. The system that we have now though 
insulates a group who are in a sense the father managers of our econ
omy similar to the father of a family. His wife and children are al
ways exercising political pressures on the father to try to get him to 
spend money for this, that or the other. 

But as long as the father is the breadwinner and has the control of 
the finances of the family, then he can use his best judgment in decid
ing how the earnings shall be spent, rather than yield to the political 
pressures of the members of his family. I don't know whether it is 
analogous or not, but it just occurred to me that this would be a fair 
illustration of the position that our Federal Reserve Board and the 
Federal Reserve System is in. 

Mr. REUSS. Changing the emphasis a little bit, would you favor 
independence for the Treasury Department, let us say, in the admin
istration of its vast responsibilities for the Nation's Federal tax sys
tem, and some insulation there against the political pressures of Con
gress, who can be blown by the winds into demanding a tax cut when 
they shouldn't, or increasing taxes when they shouldn't. 

Don't you think they should be accorded the same insulation from 
the hot breath of political pressure that you would accord the Federal 
Reserve System. 

Mr. MILNER. Of course he is an appointee of the administration I 
believe, sir, and his term of office runs concurrently with the President 
and with the political party that is in power. 

Mr. REUSS. Why not have a seven man Board appointed by the 
President, for 14 years, and let them handle our tax problems without 
reference to the Congress? Why shouldn't you insulate our fiscal 
policy against political pressure? 

Mr. MILNER. Well, as I understand it 
Mr. REUSS. This is a pretty big power. 
Mr. MILNER (continuing). The Treasury of the United States is 

charged with the responsibility of paying the debts of the United 
States, and to give him the power to create money to pay these debts 
would seem to me to be a rather inflationary problem. 

Mr. REUSS. YOU misunderstood me. I wasn't suggesting that the 
Secretary of the Treasury be given the money creating powers of the 
Fed. I was suggesting that the Secretary of the Treasury under 
your reasoning, it seems to me, should be entitled to insulation from 
political pressure. He is in charge of our tax system. Why should 
you let Congress pass the tax laws? Congressmen are subject to 
political pressure and are likely to want to lower taxes when sound 
policy requires that they be kept where they are. 

Mr. MILNER. That would be, I presume, an unwarranted delegation 
of authority. Only the Congress would have the power to tax. 

Mr. REUSS. Ah, but the Constitution provides that the Congress 
shall have the power to coin money and regulate the value thereof. 
If they can delegate, as you recommend, to a creature insulated from 
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political pressure this monetary power, surely they can delegate the 
other constitution al power, whi ch i s to levy taxes. 

Mr. MILNER. Of course what I am saying is that something that 
has already been done should continue to exist. 

Mr. RETTSS. This is a valid position, but then you don't attribute 
any rationality to it. You don't say it is good. You simply say 
that we have had it for 50 years and we should keep on having it. 

Mr. MILNER. I have said it is good. I say it should remain. 
Mr. RETTSS. If it is good why not apply this good more widely and 

insulate from political pressures the taxing power? 
Mr. MILNER. Of course you could create a dictatorship and insulate 

the whole works from political pressures, if that is possible. 
Mr. RETTSS. Would you favor that? 
Mr. MILNER. I am saying we have a system of controlling our 

monetary system which has proven its mettle, it has proven its worth. 
There may be some polishing up that could be done, but I don't think 
the proposition that you suggest, sir, is the answer. I think the 
answer is what we now have. 

Mr. RETTSS. My time has expired. 
The CHAIRMAN. Mr. Harvey? 
Mr. HARVEY. Let me say first of all, Mr. Milner, that we certainly 

welcome you here this morning. I would just like to tell you from 
this side of the aisle that we enjoy working with your former law 
partner and your friend, Mr. Stephens. 

Mr. MILNER. Thank you, sir. 
Mr. HARVEY. We have found him one with whom we can disagree 

and find him still to be very agreeable nevertheless. 
While we have different opinions, we do enjoy working with him 

very much and he contributes very much to this committee. We cer
tainly welcome you here this morning, and I find your statement to 
be very, very enlightening and a very good one indeed. I t seems to 
me as I have listened to the colloquy between you and Mr. Reuss on 
the other side of the aisle, that what you are talking about is a ques
tion of degree really. At least in my own observation the American 
people are not yet ready to have Congress delegate all of its powers 
away, but rather the Congress itself decided a good many years 
ago, some 50 now, in its wisdom that it could properly delegate these 
powers away so as to create the Federal Reserve Svstem. I don't 
think we are ready to go much beyond that at this point, and I think 
it is simply very much a question of degree as to how much is right 
for the country. They have decided it and now the question is 
whether that should be changed. I gather from your statement on 
page 3 that your organization feels that no broad changes should be 
made in the Federal Reserve Act at this time, isn't that correct? 

Mr. MILNER. Yes, sir; that is correct. 
^ Mr. HARVEY. I was interested also, Mr. Milner, in your observa

tions on page 6, particularly with reference to the payment of interest 
on demand deposits, because you state quite conclusively in my 
opinion that you would regard the removal of the restrictions on the 
payment of interest on demand deposits as a threat to the smaller 
banks. 

You feel very definitely I think that the larger banks, the financial 
centers, would have an advantage over the smaller banks, is that not 
correct? 
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Mr. MILNER. I think that is correct; yes, sir. 
Mr. HARVEY. And that represents the view of your organization. 
Mr. MILNER. Yes, sir. 
Mr. HARVEY. I have no further questions at this time, Mr. Chair

man. 
The CHAIRMAN. Yes, sir. Mr. Bolton ? 
Mr. BOLTON. Thank you, Mr. Chairman. I too would like to join 

with Mr. Harvey in welcoming you, Mr. Milner, and his comments 
regarding our colleague Mr. Stephens, and to say I appreciate hear
ing your statement this morning. I have no questions at this point. 

The CHAIRMAN. Yes, sir. Mr. Brock? 
Mr. BROCK. Thank you. Mr. Milner, I , too, welcome you and I 

appreciate your statement. 
Mr. MILNER. Thank you. 
Mr. BROCK. I very much concur with it. In this area of independ

ence of the Federal Reserve, some people have made the point that 
the Federal Reserve is not as independent as it would appear to be. 
They say it may be independent from the political pressures but it is 
not independent from banking pressures. 

The point they present is, for example, with regard to the selection 
of directors of the Federal Reserve banks, that these are selected 
largely by banks. The directors are selected and elected I guess you 
would put it by the member banks in the Federal Reserve System. 

Do you know of any instance in which these men are under some 
degree of control by the banks themselves ? 

Mr. MILNER. I have no personal knowledge of it, sir. I think by 
and large that i t is merely advisory and informational, a system of 
collecting data throughout the country from the various Federal Re
serve districts, and these bankers who are members of the boards of 
directors of the several Federal banks merely gather this information 
from their particular hometown and home area and channel it into 
the Federal Reserve. 

As far as exercising any authority over the ultimate decisions that 
are made by the Board of Governors, I would say that theirs is purely 
through technical information and not what you might broadly 
classify as political pressures. 

Mr. BROCK. Would you agree with me that there is a substantial 
difference between fiscal and monetary policy, Mr. Milner, in that 
perhaps fiscal policy might be more geared toward direct impact on 
the economy in a given time, whereas monetary policy should be a 
permissive policy ? 

In other words, that we should have at all times an adequate supply 
of money within which to permit growth, rather than to create eco
nomic growth or to retard it in the case of inflation ? 

Is there not a great deal of difference between the application of 
the two policies of the Treasury and the Federal Reserve? 

Mr. MILNER. Not being a student of economics, as I said earlier, I 
would hesitate to give an answer, but that sounds good. 

Mr. BROOK. The point I am making is that we have had substantial 
testimony from one particular section of the economy who feel that 
they should argue in behalf of some of these bills, in effect for the 
abolishment of the Fed, because they feel that Federal Reserve policy 
sometimes tends to exaggerate a recession or inflation by acting a 
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little too late, at the crest, or for example, when they put restrictive 
policies on, then they exaggerate the downturn. 

These men have offered a suggestion that perhaps we should have 
a standard input of money into the economy, say 4 percent a year 
or some such figure. 

Mr. MILNER. I don't believe you could have a standard like that. 
I think even in this area of money, it is supply and demand which 
dictate the additional supply of money. 

For example, if I am the President of the United States and I say 
I think this is a good program and we ought to appropriate so many 
billions of dollars over here to carry out this program, and then I tell 
the Secretary of the Treasury: 

"You create enough money so we can carry out this program" rather 
than "We have already committed ourselves to this much and we have 
an income of this much and let's limit ourselves to this money that is 
coming in and not print up or create a lot of extra money just to carry 
out this program." As I say, I am not an economist and I don't know 
enough about this deep subject. I think it is deep for all of us, but 
I think we ought to have an in-between group that makes these deci
sions that is the final determination on what our basic, fundamental 
economic monetary philosophy should be. 

Mr. BROCK. Would you agree with this, that perhaps the purpose of 
the Federal Reserve, with its money-creating powers, should not be 
so much to control the economy as it should be to create a permissive 
atmosphere or a climate within which the economy could reach for its 
own objectives ? 

Mr. MILNER. This sounds all right. 
Mr. BROCK. Rather along the same line but with a little more direct 

relation to the banks themselves, is it not true, either Mr. Albig or Mr. 
Milner on this question, that a good deal of the financing of industrial 
expansion these days is done not through bank loans but through self-
financing from retained capital ? Is this not true ? 

Mr. ALBIG. That is correct, Mr. Brock. 
Mr. BROCK. I S that not a large measure of our plant investment that 

comes from this source, so that if you were to have a completely open 
monetary policy or a completely restrictive one, in either case it would 
not be point by point equivalent in production of the input of money 
to the economy, because this money is self-generated within the major 
industrial concerns. I s this a fair statement? 

Mr. MILNER. I think so. 
Mr. ALBIG. I think, Mr. Brock, there is always the danger with all 

of us, we all share in this particular difficulty in appraising any of 
these things, we tend to overly simplify and reach for a simple answer 
to any of these various and very complex forces that seem to merge 
together to produce any given result. This most certainly is true in 
this very difficul field or the relationship between monetary manage
ment and fiscal policy. 

Mr. BROCK. The point I am making is that we have heard a lot of 
criticism of the Fed for not pumping enough money into the economy 
at a given time, or pumping too much in at other times. The point 
is that sometimes whatever they do has very little effect, because the 
demand of the economy is more important than the actual availability 
of funds. 
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In other words, if people don't want to use money they are not going 
to borrow it. In the other context, if they have self-generated cash 
within their own companies, interest rates may be too high externally 
within the economy as a whole, but they don't have to worry about 
those interest rates because they still have their own cash with which 
to operate, with which to create their own expansion. This has become 
a major factor in the money supply of this country. 

Mr. ALBIG. I think your information is quite correct about the self-
generated source of funds. 

Mr. BROCK. One last question. 
Mr. Milner, in your statement on the limit of yield on Government 

securities, the last point you make says that "We would believe it 
would tend to be inflationary." Isn't this the most important point 
of all ? Is that not the crux of the matter in that if you have a built-in 
inflationary tendency within the economy and you put a limit on 
Government bonds and inflation is pushing demand up so that interest 
rates go up, and if you have a ceiling, the only place that you can 
sell these securities is to the Federal Reserve. 

Mr. MILNER. Yes. 
Mr. BROOK. They have to buy them up in order to maintain this 

ceiling, and when they do they create a tremendous new fund of cash 
for the economy, or money, which of course feeds the inflation and 
forces interest rates even higher. Thus you have a vicious cycle, 
which could be extremely detrimental in the long range economic 
situation—inflation in the price of goods and interest rates. In other 
words, I think you would have a tremendous new inflationary pres
sure by putting this ceiling on. Is this a fair statement? 

Mr. MILNER. I think that is correct; yes. 
Mr. BROCK. Thank you very much. 
The CHAIRMAN. Concerning the last statement made by Mr. Brock 

that it would be inflationary pressures, and he is exactly correct in 
that if the Federal Reserve banks were to buy up these bonds it would 
increase the reserves. But it is just like driving an automobile 60 
or 70 miles an hour. That doesn't mean you have to keep on going 
faster and faster. You put the brake on. 

Now in this case you can put the brake on by raising the reserve 
requirements of banks, which is a perfect brake for the situation I 
think which Mr. Brock mentioned. 

Now concerning the Federal Reserve System, gentlemen, I think 
you have looked upon it more as a banking system and viewed it from 
the banking viewpoint, overlooking the fact I believe, at least in your 
testimony, that the Federal Reserve is more than banking. I t is 
economic legislation. The Federal Reserve is to carry out the full 
Employment Act concerning production and purchasing power and 
things like that. 

So it is economic legislation too, and I think should be viewed in 
that respect. 

The present number of banks I believe can accurately be stated at 
approximately 14,000, isn't that correct, Mr. Milner? 

Mr. MILNER. Yes. 
The CHAIRMAN. I t has gone up a little last year, too. Now 14,000— 

over 6,000 of those banks are members of the Federal Reserve System, 
but over 7,000 do not belong. 
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Suppose that we should consider changing the law so that non-
member banks could not use members for the clearing of checks 
and getting other accommodations without cost. Would your opinion 
be the same of the Federal Reserve ? 

Mr. MILNER. I would say so, yes, sir, because there are still others 
who are not members of the Fed. 

The CHAIRMAN. That is right, but now then, the point I am trying 
to make, I am on the side of the little banks. I am fighting for the 
little fellows. I don't think that this banking system should be ac
quired by a few big banks, and at the rate we are going it will not be 
long until the banking system will be owned by a very few people 
and very few banks. 

I t will be a fine thing for them, because the transfer of reserves 
would be so convenient for them, and everything would be in their 
favor, but it would, I think, be very much against the people's in
terest. 

Now you take these 6,000-plus members. Why should they be al
lowed to have all the privileges that the Government has given to the 
members of the Federal Reserve? They are not paying anything 
for it. 

They are not sacrificing anything for it. They are not more en
titled to it the way I view it than the other banks. My position is 
that you gentlemen representing the little banks, most of which are 
not members, should have the same privileges and benefits that mem
bers have. The only thing that they claim is an involuntary invest
ment. As you very well brought out, it is not stock. I t is not propri
etorship at all. They have made involuntary investment of 3 percent 
of their capital, surplus, and undivided profits upon which they get 
6-percent interest. Now they look upon that as a benefit. 

I n other words, they give that as a reason why this stock should 
not be paid back, because they consider that such a benefit, that 6 per
cent, that some banks would actually get out of the System if they 
were denied that 6 percent. Therefore these member banks are not 
doing anything for the Government. The Government is doing some
thing for them. They are not doing anything more for the Govern
ment than the banks that are not members. 

As it is now, the nonmembers like yourselves, you go through a 
member bank. 

Mr. MILNER. We are members, sir. 
The CHAIRMAN. YOU are a member ? 
Mr. MILNER. Yes, sir; member of the Federal Reserve. 
The CHAIRMAN. But most of your members of the Independent 

Bankers Association are not members of the Federal Reserve, that 
is correct, isn't it? 

Mr. MILNER. I don't know, sir. 
The CHAIRMAN. Well you know that they can't be. 
Mr. ALBIG. I can help vou, Mr. Chairman. 
The CHAIRMAN. Yes, sir. 
Mr. ALBIG. I think of the more than 6,000 members, about 4,000 

are State banks and 2,000 are national banks. 
The CHAIRMAN. Oh, you are entirely mistaken. There are only 

1,500 State banks, and there are 4,500 national banks in the Federal 
Reserve System. 
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Mr. ALBIG. N O ; I didn't make myself clear. I was referring to 
the membership in the Independent Bankers Association, Mr. Chair
man. 

The CHAIRMAN. Oh, excuse me, sir. You have about 5,000 mem
bers ; is that right ? 

Mr. ALBIG. We have more than 6,000. 
The CHAIRMAN. YOU have more than 6,000 ? 
Mr. ALBIG. Yes. 
The CHAIRMAN. In other words, you are topheavy with member 

banks? 
Mr. ALBIG. We have 2,000 national banks out of the 6,000 total 

membership. 
The CHAIRMAN. Oh, about a third of your members then. 
Mr. ALBIG. Are national banks, yes. 
The CHAIRMAN. That are members of the Federal Eeserve System. 
Mr. ALBIG. Some of the State banks are also members. 
The CHAIRMAN. Are also members? 
Mr. ALBIG. Yes. 
The CHAIRMAN. Would you say half of your members are mem

bers of the Federal Eeserve? 
Mr. ALBIG. If I were to say so it would be a guess because I have 

no figures on the number of State banks that are members. 
The CHAIRMAN. Well how would you guess? You have a good 

idea. 
Mr. ALBIG. I would think about half of them. 
The CHAIRMAN. About half of them ? 
Mr. ALBIG. Yes. 
The CHAIRMAN. Now then the other half are not members? Now 

they have to go through a correspondent, a bank that is a member of 
the Federal Eeserve System, don't they ? 

Mr. ALBIG. Yes, sir. 
The CHAIRMAN. YOU have to do that in order to get the free clear

ing of checks and the currency accommodations and coins and things 
like that. Therefore why should 6,000 banks have these exclusive, you 
might say, tollgate privileges that the other 7,000 have to use in order 
to get accommodations ? That gives them considerable power there, 
doesn't it, that is unwarranted ? 

Mr. ALBIG. There are two areas, Mr. Chairman, if I may speak to 
the question. One is the liquidity in the banking system which is 
potential in the right to rediscount. 

The CHAIRMAN. Yes, sir. 
Mr. ALBIG. In the Fed. 
The CHAIRMAN. Of course those privileges are practically obsolete 

now. They use the Federal funds market, isn't that correct? 
Mr. ALBIG. The Federal funds market is being used much more 

broadly than it was in the past. But I think if the powers of the Fed, 
of the Fed System, to rediscount were broadened so as to include 
other types of loans 

The CHAIRMAN. That is what I want to do, and I want to bring in 
all banks, the 14,000 banks. 

Mr. ALBIG. They have the option of being members now. 
The CHAIRMAN. I know, but there are certain handicaps there that 

I realize. I want to make it attractive for them, and let them all be 
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participants. I think it is almost a monopolistic idea to have just 6,000 
member banks, since all the others then must go through the 6,000 in 
some way at some door, some tollgate in order to get banking accom
modations that they must have, particularly the free clearing of 
checks and things like that. 

Now I have here a statement about the armored car truck service. 
That is a service where they carry the money including the silver 
and the currency from one bank to another. I assume that is correct, 
isn't it, Mr. Milner ? 

Mr.MiLNER. Yes, sir. 
The CHAIRMAN. The armored service. 
Mr. MILNER. Yes, sir; that is one of the services. 
The CHAIRMAN. NOW last year it cost the Federal Eeserve, which 

means it cost the taxpayers, $9,854,804.18 just for armored car and 
truck service to handle the coins and the currency. 

The New York bank spent $ 1 % million just there in that area, the 
Chicago bank $ 1 ^ million and the others in proportion; the San 
Francisco bank $1.1 mllion; Cleveland, $1 million, and Atlanta, $1 
million. Now that is service that these 6,000 banks got that you 
gentlemen didn't get. You didn't get that, did you, Mr. Milner? 

Mr.MiLNER. Yes, sir. As I said before 
The CHAIRMAN. YOU are a member. 
Mr.MiLNER. Yes. 
The CHAIRMAN. I mean as nonmembers, your association members 

that are nonmembers, they didn't get this, did they^ ? 
Mr. MILNER. They would have to pay for it somewhere, either 

through private conveyance or otherwise. 
The CHAIRMAN. What I mean, they had no 
Mr. MILNER. Or we would furnish the service to them free. 
The CHAIRMAN. Do they furnish it to nonmember banks free? 
Mr. MILNER. We furnish this service to a lot of them; yes sir. 
The CHAIRMAN. I am talking now, Mr. Milner—you are confus

ing your own situation I am afraid with my question—my question 
refers only to a nonmember bank. You are a member bank. 

Mr.MiLNER. Yes,sir. 
The CHAIRMAN. But a nonmember bank, they don't get any of this 

service, do they? 
Mr. MILNER. Well, they don't get that particular service, but they 

get the equivalent service through banks like our own, who furnish it 
to them in a different way for free. 

The CHAIRMAN. That is, you are a member and therefore you are 
their correspondent ? 

Mr.MiLNER. Yes,sir. 
The CHAIRMAN. And you furnish it to them ? 
Mr.MiLNER. Yes, sir. To some of them. 
The CHAIRMAN. Yes, but the Government is not paying for it. You 

are paying for it? 
Mr. MILNER. Maybe I have been operating under the wrong impres

sion. I thought the Federal Reserve System paid its own way out of 
its own earnings. 

The CHAIRMAN. Not its earnings. I think the case is different. 
These few facts will explain the true situation I think, and I can do 
it very briefly. Now the Federal Reserve has bought $33 billion of 
Government bonds. 
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Mr. MILNER. Yes, sir. 
The CHAIRMAN. They have them in the portfolio in the Federal 

Reserve Bank of New York. These bonds were purchased with Gov
ernment credit without cost to the Federal Reserve banks at all. They 
didn't pay one penny for those bonds. 

All right, they have the power to do that. Commercial banks and 
Federal Reserve banks have the right to manufacture money daytime 
or nighttime and not have to go to prison for it. That is right and 
I am all for it, but they are the only ones who can manufacture money 
and not be subject to penalties of law. But this is a legal way to do 
it and the right way to do it and I am not attacking the system at all. 

But they have $33 billion worth of bonds. They are in the port
folio in New York. 

Every year the taxpayers pay to the Treasury and the Treasury 
sends to the Open Market Committee, or rather its agent the Federal 
Reserve Bank of New York, over $1 billion a year interest. All right, 
that interest is on those bonds that they paid nothing for, just using 
the Government's credit in order to buy those bonds. 

Now then, that billion dollars is used by the Federal Reserve and 
all of it that they spend, which is normally about $200 million a year, 
is used to pay bills of the Federal Reserve including the $10 million 
for armored car service, and all that is of course not put over into the 
Treasury. 

But the remainder goes over into the Treasury. Therefore if the 
Fed did not pay $10 million for armored car service the taxpayers 
would get the benefit of that. I t is just that simple, Mr. Milner. 
There is no question about what I say. 

Mr. MILNER. Yes, sir. 
The CHAIRMAN. Because the evidence is indisputable to that effect. 

I believe I know what I am talking about on that. 
Mr. MILNER. Yes, sir. I am sure you do. 
The CHAIRMAN. What is that ? 
Mr. MILNER. I say I am sure you do, sir. 
The CHAIRMAN. Therefore it is really Treasury money, the money 

that they spend. That is the reason that I have attacked expenditures 
of the Federal Reserve—they are spending taxpayer's money. They 
ought not to be allowed to spend taxpayer's money for scholarships 
and sending people to school, to college to get degrees, and $4,000 
and $5,000 for banquets and for golf tournaments and pay dues to 
bankers associations amounting to tens of thousands of dollars a year. 
You can't justify that because that is the same as the Treasury paying 
money to the bankers association. 

That is my reason for criticizing the Federal Reserve expenditures, 
because it is public money. I say that the Federal Reserve has no 
more right to spend money for some of the things that they spend 
money f cf than the local postmaster has. 

How long would the local postmaster stay out of the penitentiary if 
he spent money for banquets and gifts and flowers, as deserving as 
they are and worthy as the gift would be? Why, he would be sent 
to the penitentiary for such expenditures as that. 

Here is the Federal Reserve spending money just for anything 
that they want to spend it for, and the balance goes over into the 
Treasury. That is the reason I say that it is the taxpayer's money. 
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For that reason, these 6,000 banks also are using the taxpayer's money, 
and they have it exclusively, when they get their checks cleared for 
free, and so forth. 

All of the other banks must go through one of those 6,000. They 
have the advantage. The others have to do business with a Federal 
Reserve member bank as a correspondent. Otherwise they couldn't 
get their checks cleared; that is correct, isn't it? 

Mr. MILNER. Sir, I would like to just comment briefly on that, sir, 
if I may. 

The CHAIRMAN. All right, sir, you may do so. 
Mr. MILNER. When I first went in the banking business, one of the 

worst experiences that I had was trying to explain to a customer who 
had a check drawn on a bank for $10, trying to explain to her that we 
were not getting that 10 or 15 cents that we were required to collect. 
I couldn't get through to her that her bank back in her hometown was 
getting that 15 cents. 

The CHAIRMAN. One of the few States; yes, sir. 
Mr. MILNER. A nonparticipating bank. 
The CHAIRMAN. Mississippi and a few other States. 
Mr. MILNER. Well, there are some nonpar banks in Georgia too; 

yes, sir. 
The CHAIRMAN. Not many though. 
Mr. MILNER. I think there are some all over the country. 
The CHAIRMAN. Yes. 
Mr. MILNER. Any time you find one that is not a member of the Fed 

by and large some member of the Fed is collecting that little aggra
vating service charge for him. We put the service charge directly on 
the customer's account, and he knows that we are getting that and he 
is paying for a service. But these banks that you are speaking of, 
sir, are getting paid for not being a member of the Fed. 

The CHAIRMAN. That is right. As bad as that is, it is a small irri
tant in comparison to the whole system. Like it is in your case, you 
clear your checks and the Government pays for it, which is all right. 
I am not complaining even about that. I am willing for that to be 
done in the public interest. But the Government is paying for clearing 
your checks, and the Government is paying for clearing all the checks 
of the Federal Reserve System, and these 6,000 member banks, they 
have correspondent banks out over the country, and they tell them 
"Now you have to do business with us because we are a member of 
the Federal Reserve System." 

You can clear your bank checks free. If you go through a non-
member you can't get that done. 

Mr. MILNER. Yes. 
The CHAIRMAN. SO you have a great advantage that way, Mr. 

Milner. 
Mr. BOLTON. Mr. Chairman, would you yield at that point ? 
The CHAIRMAN. Yes, sir. 
Mr. BOLTON. A S you know I have been unable to attend some of 

these sessions. 
The CHAIRMAN. Yes, sir. 
Mr. BOLTON. I would like for you to refresh my recollection. Did 

not the Secretary of the Treasury testify that the Treasury Depart-
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ment was today engaged in a study as to relative costs to the banks 
and from the banks of the services they perform for the Government? 

The CHAIRMAN. That is restricted solely to these what you call Tax 
and Loan Act deposits. 

Mr. BOLTON. I t is not a complete overall 
The CHAIRMAN. NO. I suggested to the Secretary of the Treasury 

that he consider the services that the Government rendered free to 
the banks too in connection with that, but he didn't want to do that. 
He said it was restricted solely to the Tax and Loan Act deposits. 

Mr. BOLTON. That was not my memory and I thank the chairman. 
The CHAIRMAN. Yes, sir. I assure you that is the way I understood 

it. 
Now, Mr. Milner, I want to see banks make money and the banks 

do make money. We can't do well in this country unless we have a 
profitable banking system so we have got to have a good banking sys
tem. I don't want to do a thing that will interfere with a good, profit
able commercial banking system. But I would like to see the whole 
14,000 banks get the benefit of things that the Government is doing 
for the 6,000 members. These 6,000 banks do not have any right to 
have an exclusive on this business, and have all this money spent for 
them. 

I t is over $100 million a year just for clearing checks. Why should 
they get the benefit of that, and they do in one way or another from 
the nonmember banks, because nonmember banks have to keej) certain 
bank deposits with their correspondents, don't they, Mr. Milner, in 
order to compensate them for the service? 

Mr. MILNER. We hope they will. They don't always. 
The CHAIRMAN. Don't you always require them to do it. 
Mr. MILNER. We try to keep those balances up. 
The CHAIRMAN. Yes, sir, and in that way you get a little compensa

tion for it. 
Mr. MILNER. But I think by and large the balances are not com

pensating. 
The CHAIRMAN. Maybe there is not enough to compensate? 
Mr. MILNER. I know they are always after me to keep more money 

with them to pay for this service you are speaking of. 
The CHAIRMAN. And you are after the fellows that are correspond

ent for you, aren't you, Mr. Milner ? 
Mr. MILNER. Yes, sir. 
The CHAIRMAN. S O each one gets after the other one. 
Mr. MILNER. Sir, if I may make this comment, it seems like to me 

that perhaps the System needs a housecleaning in some areas in admin
istration rather than a radical broad change in the whole System. 

The CHAIRMAN. Would you mind specifying this briefly, Mr. Milner. 
Mr. MILNER. Well, some of the areas that you were speaking of, 

some of these expenses if they are out of line, perhaps this should be 
investigated by the presidents of the several banks and bring the 
expenses back into line. 

The CHAIRMAN. Don't you think the General Accounting Office, 
Comptroller General Campbell's organization, should be allowed to 
audit the books of the Federal Reserve ? 

Mr. MILNER. If I read the previous testimony by the Chairman of 
the Federal Reserve System, they are having an independent audit. 
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The CHAIRMAN. Their own audit, not independent, their own audit. 
Mr. MILNER. I was under the impression that they hired auditors. 
The CHAIRMAN. Their own audit. They hired independents some

times as 
Mr. MILNER. I think any audit would reveal this. Then it becomes 

a question of judgment as to whether these are legitimate expenses for 
the operation of the System. 

The CHAIRMAN. But their audits don't reveal that, Mr. Milner. 
Mr. MILNER. Sir? 
The CHAIRMAN. I n 1956 and 1957 when I got their audits, it did 

reveal everything. But this year when we decided to look into some 
of those expenses, we couldn't find them at all. We got the audits 
and there was nothing reported there at all as to these expenses. We 
had to send in a couple of very competent and qualified gentlemen to 
New York, Cleveland, and Chicago, and it took time to find out where 
those expenditures were, I will say hidden, were hidden, because that 
is exactly what they were. 

They were hidden. You couldn't find them. We finally had to 
call for the individual accounts, and in getting them, the individual 
vouchers, and we had to get them before we could even find these 
expenditures. 

Mr. HARVEY. Would the chairman yield ? 
The CHAIRMAN. Yes, sir; I yield for a question. 
Mr. HARVEY. Either Mr. Milner or Mr. Albig here, whichever one 

would like to answer this, but am I correct m my understanding 
that any bank, whether it be a National bank or a State bank, can 
determine themselves whether they wish to join the Federal Reserve. 

Mr. MILNER. I t is voluntary. 
Mr. HARVEY. They decide that themselves, do they not ? 
Mr. MILNER. That is right. 
Mr. HARVEY. I f they want to join, then it becomes a question of 

meeting the requirements. They would have to, for example, sub
scribe to a certain amount of stock. They would have to also keep 
certain reserves as I understand it ? 

Mr. MILNER. And follow the rules and regulations laid down. 
Mr. HARVEY. Pardon ? 
Mr. MILNER. And follow the rules and regulations laid down by 

the Fed. 
Mr. HARVEY. Yes, but if they follow those rules and regulations 
Mr. MILNER. Yes, sir. 
Mr. HARVEY (continuing). Whether they be a State or a National 

bank they have the option to actually become a member themselves? 
Mr. MILNER. That is correct. 
Mr. HARVEY. That is correct? 
Mr. ALBIG. That would not be correct. I t is mandatory that na

tional banks be members of the Fed. 
Mr. HARVEY. I t is mandatory the National banks must become 

members but State banks have the option to decide themselves. 
Mr. MILNER. That is right. 
Mr. HARVEY. SO really what we are getting at is that State banks 

and those are the ones we are talking about here principally have to 
make the decision themselves whether they want to meet these require
ment, or whether they would find it more profitable or more desirable 
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or for some reason or the other they decide themselves they would pre
fer rather than joining the Federal Reserve and participating di
rectly in these benefits that they would rather work through a corre
spondent and do it in that fashion. Isn't that the gist of it? You 
are nodding yes? 

Mr. MILNER. Yes, sir. 
Mr. ALBIG. Yes, sir. 
Mr. HARVEY. I have no further questions. 
The CHAIRMAN. I agree to that, no question aJbout it, but I want 

to make it attractive for the smaller banks too. 
Mr. ALBIG. May I speak to that a moment, Mr. Chairman? 
The CHAIRMAN. Yes, sir. 
Mr. ALBIG. There are two things which I think need be considered 

here, practical things in the operation of a bank which is a non-
member. First of all, I think that those bankers, nonm^mber bankers, 
who prefer to keep their reserve balances, such reserves as are re
quired by the laws of their respective States, on deposit with their 
city correspondents do so because there is in the business system a 
certain reciprocity. 

The country banker feels that the amount of service, the amount of 
overline participation which he will get from his city correspondent 
is definitely related to the size of his balances, and this is not hard 
to understand. 

I t is common to all business I think. 
The member bank in addition to having a portion of its funds locked 

up in nonearning reserves with the Fed 
The CHAIRMAN- Wait just a minute, say that again. 
Mr. ALBIG. I said that the member bank had a portion of its funds 

locked up in nonearning 
The CHAIRMAN. YOU mean in the reserves ? 
Mr. ALBIG. Yes, in the reserve balances that are maintained. 
The CHAIRMAN. YOU are just as wrong as you can be. 
Mr. ALBIG. I know that you disagree, Mr. Chairman. 
The CHAIRMAN. YOU are a banker and I am not, but this man Neilan 

here who is the president of the Chamber of Commerce of the United 
States, made that same statement. But all of the Presidents of the 
Federal Reserve banks disagreed. He said his bank was being done a 
great injustice because he had about eight and a half million dollars 
worth of reserves in the Philadelphia Reserve bank that he should 
have interest on. Let me tell you how that Reserve Act was estab
lished. I don't know much about the banking business, but I know 
this much about it. 

Those reserves didn't cost his bank a penny, not a penny, and you 
would think that there is a stockpile of money over there with that 
eight and a half million dollars. You know, silver, currency, Federal 
Reserve notes and bonds. But there is no stockpile there. There is 
not anything there. I t is invisible. I t is a fiction. 

Now let me tell you what the fiction is. If you have a customer who 
wants to sell a million dollars worth of bonds, and you put them 
through the Open Market Committee, as you probably would do, 
the Open Market Committee buys them and gives your bank credit 
in its reserve account for a million dollars. Your bank will pay the 
customer the million dollars by giving him a deposit. But your bank 
doesn't have to keep $1 million in reserves. I t can lend or invest, at 
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once, about $900,000. Now if we consider all banks then you can ex
pand $9 million in all on that high-powered money, that reserve of $1 
million which didn't cost your bank a penny. I t didn't cost your bank 
a penny. All right, now, do you want to be allowed to expand $9 more 
to every $1 and still get interest on it? 

Why that would be double duty of the worst kind, and particularly 
when it is a fiction. There is not any actual money there at all. All 
these $18,500 million reserves, I think it is a little lower than that now 
because of the vault cash being used and some other things for re
serves, that didn't cost the banks anything, nothing, absolutely noth
ing. 

An yet you want interest on it. You think that one over a little 
bit, my dear sir. 

Mr. BROOK. Will the chairman yield for a question ? 
The CHAIRMAN. Yes, sir. 
Mr. BROCK. I think perhaps what Mr. Albig was saying, at least 

the way I interpreted it, was that some States may have lower reserve 
requirements than the Federal Reserve, which means that a bank can 
have a higher degree of utilization of the money. 

In other words, he can create more dollars for the dollars that he 
has, is that not true, so that a higher reserve requirement would in 
effect create a dead area within a bank. 

Now, let's take the chairman's statement that we could stop in
flation when we had a limit on yield on Government bonds by in
creasing reserve requirements. What you are doing is that you are 
saying this percentage of your assets cannot be earning assets. They 
are set out into a dead end over here temporarily while the reserve 
requirements are high. 

In other words, the advantage to a State bank can be in many 
areas, but one of the advantages could possibly be that he has a greater 
degree of utilization of his money because the reserve requirements are 
lower, is that not true? 

Mr. ALBIG. That is right, Mr. Brock. 
The CHAIRMAN. That part I concede. But that wasn't all that was 

said. Something was said about nonearning locked up funds. But 
the other part I want to correct. You see, I think the reserve re
quirements of the Fed in comparison to reserve requirements of 50 
States, I think some of them are out of line, and I would like to see 
them brought to a comparable basis throughout in a way where all 
banks would belong to the Federal Eeserve without having to put up 
anything. 

In other words, they would have the voluntary use of it. I am 
for that. There is no reason why 6,000 banks should have an exclusive 
on the use of the Government's credit. Like it is now, they do have 
an exclusive on it, and they deny the 8,000 banks the use. So I can't 
understand why the 8,000 banks are not willing to come in on a 
campaign or crusade that will give them the same benefits as the 
6,000 banks get. But they haven't offered a single suggestion to me, 
not one. 

Mr. ALBIG. I think the answer to that, Mr. Chairman, and I know 
this is a favorite topic of yours, but I think the answer to that is that 
the 8,000 banks want to maintain the freedom of choice, the voluntary 
way to go on this thing. 
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I would like to comment a little further if I might about this 
matter of making membership in the Fed more attractive to the 
banks. I think 1 have touched on the one matter of the signifi
cance of deposits of correspondent banks, and you have just touched 
on the other very important matter which is the manner in which 
reserves are provided. Historically the basis for the legislation in 
the various States regarding the reserves of banks was a liquidity 
matter. 

The public was desirous, the writers of the laws were desirous of 
knowing that the banks would maintain a degree of liquidity which 
would permit them to meet their obligations in the retirement of their 
outstanding banknotes. This goes back a long time and is historical. 

The function of reserves when they were first injected into Federal 
Eeserve System was to provide the beginning funds with which 
the Fed should carry out its operations. But through a period of 
years and evolution, the purposes of these reserves changed. 

Mr. Brock made the point, well taken, that if reserves on deposit 
with the Federal Eeserve bank in the case of member banks or for 
nonmember banks in those States which require reserves to be kept 
on demand deposits in other banks, that to that extent the bank does not 
have the benefit of earnings on that much of its assets. 

The CHAIRMAN. Let me ask you to clarify this point. If I under
stood you correctly, you said that in the beginning, we will say 1914, 
the act was signed a couple of days before Christmas in 1913, so it was 
1914 before the Eeserve banks got in operation. Let me ask you 
where they got their money. 

Mr. ALBIG. My understanding, Mr. Chairman, is that the purpose 
of putting the required reserves for the member banks in the Fed was 
to provide for the Fed System a fund of money to initiate its 
operations. 

The CHAIRMAN. Oh no, they created that money. That is one of 
the privileges they have. That is what the Federal Eeserve is based 
upon. They have the power to create money. 

Now you have your expenses for the 12 Federal Eeserve banks 
first from the capital. They used capital stock to pay their expenses, 
a lot of them did, and finally one of them discovered that they could 
buy bonds with a flick of the pen. They bought a city of New York 
bond, $500,000 and it was such a sweet deal they began to buy Gov
ernment bonds and everything else and they had it made. 

They didn't have to go to the Congress for any appropriation 
money, and it was such a fine deal they just had it made and they 
have oeen doing that ever since, which of course is expected. To some 
extent, of course, it has been very useful to the country, in many ways. 

But they didn't get their money any other way except by creation. 
They couldn't get it any other way. Just like they created the 
money to buy these $33.9 billion dollars worth of bonds over there in 
New York. That is the reason I say that the stock is not needed. 
Why should the Government let the banks have $500 million 
invested and pay 6 percent interest on it when that money is not 
needed, it is not used, it is idle, it is unused, there is no need for it at 
all, and they have a billion dollars in surplus that ought to go back 
into the Treasury now because you will never need $1 of that surplus. 
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Why should you? You create your money through the Federal 
Reserve System. Why should you have a stockpile of money when 
you don't need it? I t is created when you need it. So we have got 
a half billion dollars that we are actually paying interest on of about 
$30 million a year. I t is idle, unused, no good at all. There is no 
rhyme or reason for it being there. And then it builds surplus, there 
is no rhyme or reason why it should be there. 

I t could be used to pay off our national debt. But on these reserves, 
I agree with you that there is a fundamental difference between the 
States, and there is some reason why State banks have some benefits. 
But, of course, that is still predicated upon the free use of the Fed, 
although they don't have the obligations of the Fed, they have the 
privileges of the Fed through the correspondent banks. That is cor
rect, isn't it? 

Mr. ALBIG. That is correct. I would like again to point out, Mr. 
Chairman, that I think there is an area for further advantage here, 
further attractiveness of the Fed to those banks which are now non-
members in adjusting in some manner the way in which they are 
required to keep their reserve balances. 

The CHAIRMAN. Yes, sir. Well, I am in favor of doing what is 
necessary to make it right and legal, equitable, fair in every way so 
that all banks can participate in the System. 

I don't see any reason why a bank should have anything invested 
in the System. I t is not needed at all. There is no reason for it. 
And why exclude 8,000 banks because they don't have the investment 
when the 6,000 that do have an investment claim it is so good that 
they don't want to lose it, and if they were to lose it, they might 
get out of the System. 

I n other words, it is a benefit to the banks and not to the Govern
ment. So I hope that you gentlemen will reevaluate this situation 
from the standpoint of the nonmember banks, and come up with 
a plan that would permit the Federal Reserve System to be a volun
tary system for all banks, and get the benefit of it and at the same 
time not be restricted to the point that it would be unfair or un
favorable to them. If you want to work on something like that and 
you want to present it to me, I certainly would be glad to talk to you. 

Mr. ALBIG. We appreciate your open door, Mr. Chairman, although 
obviously we have disagreed with some of your thinking. 

The CHAIRMAN. That is all right, sir. 
Mr. MJLNER. Mr. Chairman, just thinking on that point, you would 

almost have to gjet us to change human nature. A lot of folks just 
don't want to be in the Federal Reserve and they are not going to be in 
it until they say they can't operate unless they are in it, and then they 
might close their doors and go into something else rather than join. 

The CHAIRMAN. YOU opened up the word voluntary. 
Mr. ALBIG. Yes, sir; and I understand that you said voluntary but 

I was just saying in thinking on this point, the only way you are 
going to get them to join is involuntary. 

The CHAIRMAN. I do not care about any membership. There is 
no reason really for membership. You might give them some certifi
cate that costs them $1 or $5. 

Mr. ALBIG. There are a lot of them wouldn't join if you paid them 
to join because they don't want the rule and regulations that the 
Fed puts on them. 
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The CHAIRMAN. That is the reason I said that they could volun
tarily use the services of the System. 

Mr. ALBIG. Yes, sir. 
The CHAIRMAN. Jus t like all other banks, just like the 6,000 banks. 

I don't see why 6,000 banks should be given the use of this service and 
denied to the other banks, over 7,000 of them. I think the other banks 
should have participation, voluntary participation. 

Mr. ALBIG. Yes, sir. I think the point of difference between you 
and us as I see it, sir, is that they are not prohibited from joining. 
I think it has been touched on a number of times that it is voluntary. 

The CHAIRMAN. They put some requirements on the banks that I 
think are pretty hard for small banks, and big banks can afford to do 
it because they can be correspondents for a lot of banks and get some 
compensation out of it that way. 

But the little banks I think are more often than not at a disadvant
age by ioining the Federal Reserve System. 

I realize that, and I would like to see those disadvantages removed, 
where they could voluntarily get the benefit of the System. Are 
there any other questions, gentlemen ? Mr. Widnall ?. 

Mr. WIDNALL. I just want to express my apology for not being here 
earlier. I had a conflict with the Joint Economic Committee. We 
had hearings beginning at 9 o'clock this morning, so I will read your 
testimony with interest later on. 

Mr. MILNER. Thank you. 
Mr. WIDNALL. I would like to just ask this one question. I believe, 

Mr. Chairman, during the hearings you have said many times that 
the Federal Eeserve is wholly a check-clearing operation today, and 
this could be operated almost without a Federal Reserve System. Now 
Mr. Milner, you just made the statement that some do not get into 
the Federal Reserve System because they don't like the rules and 
the obligations that they assume by becoming a member of the System, 
or they are loath to accept the responsibilities that go with that. What 
do you think are the major responsibilities they assume by becoming 
part of the System ? 

Mr. MILNER. I think I said the rule and regulations, just like some 
farmers don't want to be told how much cotton they can plant or 
how many acres of peanuts. They want a free operation, and they 
feel that they can have a freer operation in a State-chartered bank 
than they can in a federally chartered bank which, of course, requires 
membership in the Fed. 

A further point, we have private banks in Georgia that are not sub
ject to any rules and regulations. I t is purely a matter of trust and 
integrity between the depositor and the owner of the private bank. 
So there you have a bank that is not subject to any rules and regula
tions. 

You can get into a real scrap down there if you introduce legislation 
to seek to abolish these private banks. 

The CHAIRMAN. Yes, sir; you are putting it mildly when you say a 
real scrap. 

Mr. WIDNALL. That is all, thank you. 
The CHAIRMAN. Any other question ? 
Mr. BROCK. Jus t briefly. 
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Mr. Milner or Mr. Albig, what does it cost to be a member of the 
Federal Reserve in terms of stock ownership? How much money? 

Mr. MILNER. Three percent of capital isn't it? 
Mr. ALBIG. That is right. 
Mr. BROCK. I S there a minimum? 
Mr. MILNER. Three percent of the capital. 
The CHAIRMAN. Capital surplus and undivided profits. 
Mr. BROCK. A S I understand it, the dividends that are paid on this 

stock are 6 percent. I think the figures we have seen recently on the 
profits of banks in general, both member and nonmember, runs some
where between 9 and 10 percent, so I wouldn't say that ownership in 
the Federal Reserve, for the actual dividend on the stock is any incen
tive to belong because actually your earnings are less than they 
would be if you were able to use the money otherwise. 

Mr. MILNER. Are you talking about gross or net? 
Mr. BROCK. I thought they were net figures. I could be wrong. 
The CHAIRMAN. They are net figures, 9 or 10 percent after pay

ment of taxes. 
Mr. BROCK. Of capital and surplus. 
Mr. MILNER. Then we are running a poor shop. 
Mr. BROCK. I t seems to me that what we are talking about when 

we talk about opening the Fed up to all comers with no charge is 
simply we are trying to achieve a national banking system which 
applies to all the banks. Would it not be in your opinion a detriment 
to the dual banking system to open this thing up with no penalties 
other than regulations, and wou Idn't you open the door ultimately 
to having a single system with the elimination of State banks? 

Mr. MILNER. I t might have this possibility, because I think the next 
step would be mandatory requirements, and this, of course, would 
lead to abolition of the dual system. 

If a large number of us didn't respect and want a dual system we 
would all be in one system or the other now. 

I think the freedom of choice is real healthy, and I think we ought 
to maintain this and protect it. 

Mr. BROCK. I completely agree. I t seems to me that as the situa
tion now exists, the nonmember banks are nonmembers for a pretty 
definite reason. They have a certain law, for example, maybe their 
mortgage loan requirements are different under the State than they 
would be under the Fed. Maybe their reserve requirements are dif
ferent, but we talk about the free privileges that are afforded to mem
ber banks. There is also a tremendous expense involved in belonging 
to the Fed. 

Mr. MILNER. Yes. 
Mr. BROCK. They pay expenses for the increased degree of regu

lations that they are under. So I think that the compensation we 
achieve in having the present setup is that we do have the balance 
between the two systems to afford some degree of diversity within 
the country. 

The CHAIRMAN. I think though that it is very easy to take the 
position that you gentlemen take, in view of the present situation 
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where the nonmember banks can get the main service that they want 
without cost to them—the clearing of their checks. 

As long as they can get that paid for like it is by the Fed, i t is 
difficult to convince them that they should become even a voluntary 
member of the Federal Reserve System, because they are getting the 
principal benefit now without cost. But if you denied them that, 
unless they were members, I think they would be coming in for legis
lation that would be more equitable from their standpoint and from 
the country's standpoint that would make it attractive for them to be 
participants in the System when they needed it. 

Mr. ALBIG. Mr. Chairman, you have commented two or three times 
here this morning about the matter of voluntary membership in the 
System. We have no way of having anything other than an opinion 
on this. 

I t has been discussed many times. This is the question of volun
tary membership for national banks in the Federal Reserve System. 
Those whose opinions I respect have said on frequent occasion that 
they believe if membeship were voluntary, that many national banks 
might withdraw from the Federal Reserve System in order to take 
advantage of some more desirable reserve requirements under the laws 
of the States in which they happen to operate. 

I don't know if your committee has been able to generate any light 
on the subject of what would happen if the membership of national 
banks were to be voluntary or not. 

The CHAIRMAN. The word "membership" is not absolutely neces
sary. I t is giving the banks the right of participation and getting the 
benefit of the Government's service. I t was contemplated in the be
ginning I think you will find from the reading of the original law, 
that others could be helped, even others that are not commercial banks. 

You take the RFC, which, at one time I think, was allowed to get 
credit from the Federal Reserve under certain circumstances. When 
we set up the Small Business Administration, I think the Federal 
Reserve System set aside $139 million for them to make small busi
ness loans directly, and the Federal Reserve has been used for others, 
not necessarily commercial banks, and it is an institution that can 
use the Government's credit in the public good. 

I t occurs to me there is no reason why it shouldn't reach out and in 
proper cases help insurance companies and help all financial institu
tions. How are you going to restrict it to commercial banks? But 
certainly commercial banks should have first consideration on the 
credit facilities of the Federal Reserve System which is backed by the 
Government's credit. Are there any other questions, gentlemen? 
Thank you very much, gentlemen. We appreciate your testimony. 

Mr. MILNER. Thank you, Mr. Chairman. 
The CHAIRMAN. Although we differ, you know, we have honest 

differences of opinion. 
Mr. MIKNTER. Thank you, Mr. Chairman. 
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The CHAIRMAN. The committee will stand in recess subject to the 
call of the Chair. I will place in the record this statement on the 
armored car and truck service. 

(The statement referred to follows:) 

^Federal Reserve expense during 196S for armored car and truck service 

Boston $751, 556. 69 
New York 1, 544, 759.37 
Philadelphia 598, 880.00 
Cleveland 1,004,192.00 
Richmond 911,034. 00 
Atlanta 1,039,001.30 
Chicago 1,501, 828.00 

St. Louis $411, 620.94 
Minneapolis 150,130.19 
Kansas City 351,705.48 
Dallas 393,903. 21 
San Francisco 1,196, 229.00 

Total 9, 854,840.18 
Source : Division of Bank Operations, Apr. 13, 1964. 

(Whereupon, at 11:40 a.m., the committee adjourned subject to the 
call of the Chair.) 

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



THE FEDERAL RESERVE SYSTEM AFTER 50 YEARS 

WEDNESDAY, APRIL 22, 1964 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE OF THE 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Representatives Patman, Reuss, Gonzalez, Hanna, and 
Kilburn. 

Also present: Kepresentatives Alec G. Olson, of Minnesota, Harold 
M. Kyan, of Michigan, and Spark M. Matsunaga, of Hawaii. 

The CHAIRMAN. The committee will please come to order. 
We are favored and honored with the presence this morning of a 

great American, the Honorable Leon H. Keyserling, who is an econo
mist and holds many other titles, but one of the greatest recommenda
tions I think he has, in addition to being highly respected and re
garded as an outstanding economist in the United States of America 
and all over the world is the fact that he was Chairman of the Presi
dent's Council of Economic Advisers during the Truman administra
tion. One fact is outstanding: interest rates were kept at a reasonable 
level during that time, and if we had had the Truman interest rates 
since 1952 instead of the increased rates we have had, our country 
would be saving billions of dollars every year on the cost of interest 
on the national debt alone. 

There is not a man in America who knows this story better than 
Leon Keyserling. I do not know of a person in the United States with 
superior knowledge of monetary science. He has worked at it. He 
is a dedicated person. He is always working in the public interest. 
We are honored to have you, sir, and we look forward with interest 
to your testimony. 

I hope that you start off just as your prepared statement reads; the 
table of contents there can be put in the record that way because it 
excites your interest from the very start. So you may proceed in 
your own way, sir. 
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STATEMENT OP LEON H. KEYSERUNG, FORMER CHAIRMAN, COUN
CIL OF ECONOMIC ADVISERS, CONSULTING ECONOMIST, AND 
ATTORNEY; PRESIDENT, CONFERENCE ON ECONOMIC PROGRESS 

Mr. KEYSERLING. Mr. Chairman and members of the committee, I 
cannot respond adequately to that generous introduction, except to say 
that very nearly 30 years have rolled by since I have had official and 
friendly relations with the chairman of this committee, and my admi
ration for his effective dedication to the public service has risen year 
by year and month by month. 

I have been studying this matter in its most recent aspects rather 
intently during the last 3 months, carrying forward earlier studies over 
the years, and I am certainly not going to burden you with reading 
all that I have here. 

I would appreciate very much the opportunity offered by the chair
man to insert my statement in the record, my prepared statement, fol
lowed by my charts and tables. 

The CHAIRMAN. I t will be inserted at this point and the charts and 
tables immediately following that. 

(The statement, charts, and tables have been made into a subcom
mittee print and is inserted in the record as follows:) 

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



[SUBCOMMITTEE PRINT] 

THE PREVALENT MONETARY POLICY 

AND ITS CONSEQUENCES 

ANALYSIS 
SUBMITTED TO THE 

SUBCOMMITTEE ON DOMESTIC FINANCE 
BY LEON H. KEYSERLING 

SUBCOMMITTEE ON DOMESTIC FINANCE 

COMMITTEE ON BANKING AND CURRENCY 
HOUSE OF REPRESENTATIVES 

88th Congress, 2d Session 

MAY 8, 1964 

Printed for the use of the Committee on Banking and Currency 

U.S. GOVERNMENT PRINTING OFFICE 

WASHINGTON : 1964 

1T29 

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



1 7 3 0 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

COMMITTEE ON BANKING AND CURRENCY 
WRIGHT PATMAN, Texas, Chairman 

ALBERT RAINS, Alabama 
ABRAHAM J. MULTER, New York 
WILLIAM A. BARRETT, Pennsylvania 
LEONOR K. SULLIVAN, Missouri 
H E N R Y S. REUSS, Wisconsin 
THOMAS L. ASHLEY, Ohio 
CHARLES A. VANIK, Ohio 
WILLIAM S. MOORHEAD, Pennsylvania 
ROBERT G. STEPHENS, JE . , Georgia 
FERNAND J. ST GERMAIN, Rhode Island 
H E N R Y B. GONZALEZ, Texas 
CLAUDE PEPPER, Florida 
JOSEPH G. MINISH, New Jersey 
CHARLES L. WELTNER, Georgia 
RICHARD T. HANNA, California 
BERNARD F . GRABOWSKI, Connecticut 
CHARLES H. WILSON, California 
COMPTON I. WHITE, JE . , Idaho 

JOHN R. STAEK, Clerk and Staff Director 
JOHN E. BABBIEEE, Professional Staff Member 

ALVIN L E E MORSE, Counsel 

OEMAN S. FINK, Minority Staff Member 

CLARENCE E. KILBURN, New York 
WILLIAM B. WIDNALL, New Jersey 
EUGENE SILER, Kentucky 
PAUL A. FINO, New York 
FLORENCE P. DWYER, New Jersey 
SEYMOUR HALPERN, New York 
JAMES HARVEY, Michigan 
OLIVER P. BOLTON, Ohio 
W. E. (BILL) BROCK, Tennessee 
ROBERT TAFT, JE . , Ohio 
JOSEPH M. McDADE, Pennyslvania 
SHERMAN P. LLOYD, Utah 
BURT L. TALCOTT, California 
DEL CLAWSON, California 

SUBCOMMITTEE ON DOMESTIC FINANCE 

WRIGHT PATMAN, Texas, Chairman 

H E N R Y S. REUSS, Wisconsin WILLIAM B. WIDNALL, New Jersey 
CHARLES A. VANIK, Ohio JAMES HARVEY, Michigan 
CLAUDE PEPPER, Florida OLIVER P. BOLTON, Ohio 
JOSEPH G. MINISH, New Jersey W. E. (BILL) BROCK, Tennessee 
CHARLES L. WELTNER, Georgia ROBERT TAFT, JE. , Ohio 
RICHARD T. HANNA, California 
CHARLES H. WILSON, California 

ii 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1731 

LETTER OP TRANSMITTAL 

APRIL 23, 1964. 

To the Members of the Subcommittee on Domestic Finance: 
Transmitted herewith for the use of the subcommittee, committee, 

and Members of Congress, is a detailed analysis indicating that tight 
money and high interest costs have burdened the economy in the past 
and projecting an estimate of what tight money and rising interest 
rates will cost the American economy if the trend which began in 
1953 is allowed to continue through 1970. 

ft is a well-documented and carefully prepared study by Leon H. 
Keyserling, a man who by training, ability, and experience is superbly 
qualified to assess the cost of tight money and unnecessarily high 
interest rates to our society and their effect upon the economy. Mr. 
Keyserling prepared this impressive study on his own initiative and 
without solicitation and made it available to the subcommittee for 
use in connection with its review of the Federal Reserve System. In 
my opinion it is an invaluable aid to our current considerations, and 
I have therefore undertaken to have it printed as a separate study in 
order to make it immediately available to the subcommittee. 

Mr. Keyserling's oral testimony highlighting the findings of this 
study was presented to the committee on April 22 and will appear in 
volume 3 of the testimony, which will be printed at the conclusion of 
the hearings. 

WRIGHT PATMAN, Chairman. 
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THE PREVALENT MONETARY POLICY AND ITS 
CONSEQUENCES 

Study Prepared by Leon H. Keyserling,1 Placed in the Record of the 
Hearings Before the House Banking and Currency Committee, 
Wednesday Morning, April 22,1964 2 

Mr. Chairman and members of the committee, I appreciate highly 
this opportunity to testify in the course of your thorough and com
mendable examination of the monetary policies of the Nation. As 
you know, this is a subject upon which I have been working with 
considerable concentration for many years. 

I want to state emphatically at the outset that my criticism, through
out this testimony, of prevalent monetary policy implies no criticism 
whatsoever of President Johnson or his administration. The Federal 
Reserve System and the Federal Reserve Board, which determine this 
monetary policy, have ever more insistently in recent years asserted 
their "independence" of the executive branch. Those who assert this 
independence cannot have their cake and eat it too. Since they take 
policy steps which appear to be compatible with the policies of the 
administration when they so desire, and take policy steps clearly in 
conflict with the policies of the administration when they so desire, 
they cannot in fairness ask that the blame for those of their own 
policies which turn out to be erroneous be shared with the adminis
tration. Second, even to the extent that the administration may 
have some persuasive power or influence at some times with respect 
to the Federal Reserve Board, President Johnson clearly has not 
been in office long enough (especially in view of his manifold other 
problems) to have effected thus far appreciable changes in Federal 
Reserve policies—policies which have been adhered to so vigorously 
and even dogmatically ever since the sharp changes in these policies 
which commenced with the so-called accord between the Federal 
Reserve Board and the Treasury in March 1951. Based upon the 
heartening innovations which President Johnson has thus far made 
in national economic policies, especially the war against poverty, I 
am convinced that in due course he will use his great influence to 
help bring monetary policy into line with his own sound and humane 
objectives for the U.S. economy. Meanwhile, I do commend the 
President and the administration for their efforts to achieve improved 
coordination between the policies of the Government and those of 
the Federal Reserve Board. 

I recognize that there are many and profound differences of opin
ion, with respect to monetary policy in general and the Federal 
Reserve System in particular, among experts and other informed 
people. I respect the views of those who differ with me on this diffi-

i Former Chairman, Council of Economic Advisers; consulting economist and attorney; President, 
Conference on Economic Progress. 

* Mr. KeyserlinR's oral statement summarizing: the study and responding: to members' questions will 
appear in vol. 3 of the hearings entitled "The Federal Reserve System After 50 Years." 

1 

28-680 O - 64 (Vol. 3) - 14 

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



1738 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

cult subject. But in fairness to myself as well as to others, I should 
state the fact, well known to this committee, that in recent years a 
wide range of experts and other informed people in many walks of 
life have become increasingly critical of many aspects of the preva
lent monetary policy and of the Federal Reserve System and Board. 
Indeed, it seems to me surprising that this temperate and well-
reasoned criticism, so largely vindicated by actual economic and finan
cial developments, has thus far had so little impact upon the actual 
policies of the Federal Reserve System and Board. The line between 
warranted steadfastness and unwarranted obstinacy is a hard one 
to draw, but in the final analysis this line will need to be drawn by 
the Congress of the United States, which is charged with evaluation 
and supervision of the policies of the Federal Reserve System and 
Board. This committee is now contributing importantly toward 
fulfillment of that great responsibility. 

My testimony divides rather naturally into the following parts: 
First, I shall depict the direct costs of tight money and rising inter

est rates since 1952, how these increased costs have borne down upon 
all levels of government, individuals, and private economic group
ings, and how alternative utilization of the huge amounts involved 
in these increased costs would better serve the interests of the econ
omy, the Nation, and the people. I shall also project into the future 
these direct costs if the prevalent monetary policy were to continue. 

Second, I shall analyze the damaging effects of the prevalent mon
etary policy upon the U.S. economy as a whole to date, primarily in 
terms of our objectives for adequate economic growth and the reauc-
tion of unemployment, but with due regard also for other priorities 
of our national needs. 

Third, I shall discuss our current and prospective economic prob
lems and needs, and relate these to the prevalent monetary policy. 

Fourth, I shall attempt to answer some of the main arguments 
advanced in support of the prevalent monetary policy, particularly 
the argument that it is useful on the ground of preventing or restrain
ing inflation, and the argument that it is necessary or desirable toward 
the end of dealing with our gold and balance-of-payments problem. 

Fifth, I shall make a few general policy suggestions, although I 
think that the policy implications will emerge clearly from my 
economic and financial analysis. 

A. THE DIRECT COSTS OF TIGHT MONEY AND RISING INTEREST RATES 

The rising costs to the Federal Government 
My chart 1 shows that, comparing 1963 with 1952, the interest 

rates on new borrowings by the U.S. Treasury rose 82.3 percent for 
3-month bills, 81.2 percent for 9 to 12 month issues, 74.6 percent for 
3 to 5 year issues, and 49.3 percent for long-term bonds. While 
rising consumer prices are in themselves no justification for rising 
interest rates, it is important to note that consumer prices rose only 
15.4 percent over the same span of years. 

Within this long-term upward movement of these interest rates, 
the fluctuations on a yearly basis have tended to conform to the 
fluctuations of the business cycle. The extent to which this means 
that monetary policies have responded to. the business cycle, and the 
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extent to which it means that the business cycle has been aflFected by 
monetary policies, will be discussed subsequently in my testimony. 

Generally speaking, the peak of these interest rates was reached in 
1959. But it seems likely that, before the upward movement of the 
economy which commenced early in 1961 comes to an end, the 195& 
peak will be exceeded if the current intentions of the monetary au
thorities are not altered. In fact, on long-term bonds, the 1963 interest 
rate was practically the same as in 1959. 

Commencing with early 1961, the intention was declared to lift 
short-term interest rates sharply, in order to deal with the gold and 
balance of payments problem (which I shall discuss in detail later on), 
while it was claimed that long-term interest rates would be held or 
reduced to accelerate economic growth at home and reduce unemploy
ment. The fact, however, is that interest rates on long-term bonds 
and 3 to 5 year issues moved upward, comparing 1963 with 1961, 
illustrating the virtual impossibility of limiting the rise in interest rates-
to short-term issues. Indeed, it appears that the only reason why 
interest rates on long-term issues have risen less since 1961 than 
interest rates on short-term issues is that the latter were reduced much 
more than the former from 1959 to 1961. In 1963, the spread be
tween the interest rates on long- and short-term issues was greater 
than in 1959. 

The impact of various changes in interest rates for new borrowings 
by the Treasury upon the computed average interest rate on the total 
Federal public debt has depended upon the changing distribution of 
this debt among different types of securities. In the overall, compar
ing 1963 with 1952, as shown by my chart 2, the percentage increase 
in average interest rates on the total Federal public debt was 45.2 
percent. The peak thus far was in 1963, when the computed average 
interest rate was about 10 percent higher than in 1961, and even more 
above the 1959 level. The bottom right-hand box in this chart brings 
forth my first main fact with respect to the cost of rising interest 
rates: for the period 1952-63 as a whole, the actual interest charges 
on the U.S. public debt have been $15.7 billion higher than they would 
have been if 1952 rates of interest had been maintained. 

The rising costs to State and local governments 
Chart 3 shows that, comparing 1963 with 1952, the interest rates 

on new borrowings by State and local governments went up 47.7 
percent; the computed average interest rate on total debts outstanding 
went up 23 percent; and the actual interest charges for the period 
as a whole were $2.3 billion in excess of what they would have been 
if interest rates had been maintained at 1952 levels. In view of the 
relative fiscal vulnerability of State and local governments compared 
with the Federal Government, it is highly probable that the burden 
of rising interest costs has hurt them much more. 

The rising costs on total private debts 
Chart 4 shows that, again comparing 1963 with 1952, the computed 

average interest rate on the total interest-bearing private debt rose 
19.3 percent, entailing for the period as a whole interest costs $32.1 
billion in excess of what they would have been if the 1952 levels of 
interest rates had been maintained. I shall shortly detail the impact 
of this upon various types of private borrowers. 
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The $50.1 billion total cost to date 
Chart 5 indicates that the computed average interest rate on all 

public and private debts combined rose 39.7 percent, comparing 1963 
with 1952. This computed rate was higher in 1963 than in any-
previous year since 1952, and more than 7 percent above the 1959 
level. For the 1952-63 period as a whole, the interest paid on total 
public and private debts was $50.1 billion higher than if interest rates 
had been maintained at 1952 levels. 

The related problem oj income distribution 
Rapidly rising interest rates have a profound effect upon the dis

tribution of income, because in the overall those who lend money are 
in much higher income groups than those who borrow money. My 
chart 6 shows that total private and public interest payments rose 
from about 5.2 percent of total gross national product in 1952 to about 
8.3 percent in 1963. Measured in uniform 1963 dollars, gross national 
product rose only 39 percent from 1952 to 1963. Total personal in
come rose only 44.4 percent, and wages and salaries only 45.4 percent, 
while farm proprietors' net income fell 23.8 percent. Meanwhile, 
dividend income rose 54.8 percent, and personal interest income rose 
108.3 percent. I shall have much more to say later on about the 
economic and social consequences of these highly differentiated income 
trends within the American economy. 

The rising costs to homeowners, consumers, and farmers 
Let us now examine in more detail how the cost of rising interest 

rates have borne down so heavily upon important sectors of our people. 
Comparing 1963 with 1952 as shown on my chart 7, the interest rates 
on new home mortgages have risen 27 percent, or from 4.29 to 5.45 
percent, in the case of mortgages insured by the FHA; 31 percent, or 
from 4.05 to 5.30 percent, in the case of new home mortgages involving 
the Veterans' Administration; and 13 percent, or from 5.20 to 5.90 per
cent, in the case of conventional housing. I t is to me most disturbing 
that by far the biggest lifts in interest rates have applied to types of 
housing conducted under Federal legislation which was designed ini
tially for the prime purpose of bringing housing costs within the means 
of our middle- and low-income families. I shall stress later on in my 
testimony the damaging consequences of these housing interest rate 
policies upon economic growth and employment. Suffice it to say at 
the moment, as shown in the lowest right-hand box on the chart, that 
the rising interest rates on one to four family nonfarm home mortgages 
during the period 1952-63 as a whole have cost homeowners $6 billion 
more than they would have had to pay if their interest rates had been 
held at 1952 levels. This $6 billion aione is enough to cover the capi
tal cost of between one-half a million and a million new homes for 
middle- and low-income families. 

Carrying this particular analysis one step further, my chart 8 shows 
that, viewing a new home in 1963 valued at $10,000, the total mort
gage payments by the homeowner would range from $576 higher in 
the case of a 10-year mortgage to $2,196 higher in the case of a 30-year 
mortgage, than if the 1952 level of interest rates had been maintained. 

Taking another example, my chart 9 shows that, due to rising 
interest costs, those who borrow in the form of consumer credit have 
paid out almost $2.6 billion more in interest during the period 1953-63 
than they would have paid if the 1952 levels of interest rates had been 
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maintained. Projecting ahead, the same chart shows that this type 
of borrower, if prevalent monetary policies continue, will pay out 
more than $5.5 billion in excess (compared with 1952 rates) interest 
during the period 1964-70, thus involving an excess interest toll of 
more than 8 billion for the period 1953-70. 

Similarly, my chart 10 indicates that those paying interest on the 
farm mortgage debt have paid out almost half a billion dollars in 
excess interest costs during the period 1953-63, and would pay out 
more than another \}{ billion in excess interest costs during the period 
1964-70 if prevailing monetary policies persist. These estimates are 
horrible to contemplate, particularly in view of the terrible deflation 
in farm income during the past decade and still in process. 

Adverse effects upon small business 
The policy of tight money and rising interest rates has very different 

effects upon different business firms, depending upon their size. 
There are several reasons for this, the most important of which is 
that smaller firms depend much more upon borrowing than larger 
firms. My chart 11 shows that, in 1963, debts as a percentage of 
assets of manufacturing corporations were only 24.6 percent in the 
case of all manufacturing corporations, but 39.8 percent in the case 
of manufacturing firms with assets under $1 million. The same chart 
estimates that manufacturing firms with assets under 1 million paid 
out almost one-half billion dollars in excess interest costs during 
1953-63, and would pay out more than another 900 million in excess 
interest costs during the period 1964-70 if prevailing monetary policy 
persists. 

The top half of chart 11a depicts the rate of after-tax profits on 
stockholder's equity, with respect to manufacturing corporations. 
During almost all of the period since 1947, and during all of the 
period since 1952, the rate of profits for small- and medium-size 
business has been very much lower than for large business. In 1963, 
the rate was 8.2 percent for firms with assets under $1 million and for 
firms with assets ranging from $1 million to $100 million, while the 
rate was 10.3 percent, or more than 25 percent higher, for firms with 
assets over $100 million. 

Of far greater significance, certainly in evaluating the consequences 
of unavailable or excessively costly credit, is the lower half of the 
chart dealing with business failures. Looking at failures per 10,000 
firms in all size classes, the number of failures rose from 14.3 in 1947 
to 33.2 in 1953 and 56.3 in 1963. Arranging these same 10,000 firms 
by size class, the number of failures of firms with current liabilities 
under $100,000 rose from 12.8 in 1947 to 30.2 in 1953 and to 47.7 in 
1963, while the number of failures of firms with assets of $100,000 
and over stood at 1.5 in 1947, 3.0 in 1953, and 8.6 in 1963. For the 

Eeriod 1947-63 as a whole, more than 90 percent of the firms failing 
ad liabilities under $100,000. 

Beneficial effects upon bank earnings 
Of course, the monetary policy under review has not been bad for 

everybody. My chart 12 shows that, comparing 1963 with 1952, 
while total national production measured in current dollars rose 69 
percent, the earnings of Federal Reserve member banks on their loans 
rose 179 percent, and their earnings on U.S. Government securities— 
really windfall earnings—rose 82 percent. Their net current earnings 

5 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



1742 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

rose 92 percent, and their net profits after taxes rose 105 percent. 
Their cash dividends declared rose 113 percent. 
How the excessive interest payments to date compare with the costs oj 

reducing poverty 
Somewhat earlier in my testimony, I set forth my estimate that 

interest payments on total private and public debts during the period 
1953-63 as a whole were $50.1 billion higher than that would have 
been if the 1952 levels of interest rates had been maintained. Later 
on in my testimony, I shall show how the regressive distribution of 
income resulting from these higher interest rates, along with other 
regressive policies, have done grave damage to the whole economy. 
But first, let us examine how this $50.1 billion in excessive interest 
payments might have been put to better use by means of alternative 
national economic policies. 

As a starting point, in view of the high current interest in the poverty 
problem, let us assume that our national policies had held interest 
rates at the 1952 level, and utilized other policies and programs to 
direct a $50.1 billion flow of additional income into the hands of those 
who need income supplementation far more than the recipients of 
higher income payments. My chart 13 shows the number of Ameri
cans living in poverty in 1961—about a fifth of a nation.3 The bottom 
half of my chart 14 shows that, if the $4.6 billion average annual 
amount of excess interest payments during 1953-63 had been used to 
supplement the incomes of multiple-person families with incomes 
under $4,000 in,1961, this would have lifted the average $2,513 income 
of these families by $442. If the same amount of excess interest 
payments had been directed to the 6.3 million multiple-person families 
with incomes under $3,000, it would have lifted the average $1,849 in
come of these families by $730. If the same amount had been applied 
to the 3.2 million multiple-person families with incomes under $2,000, 
it would have lifted the average $1,217 income of these families by 
$1,438. This should give pause to those who have so blithely assented 
to the rising interest rate policy. It should indict those who have 
been responsible for this policy. 
Excess interest costs to date compared with outlays in the Federal budget 

Another way of looking at the problem is to contrast the excess 
interest costs with those outlays in the Federal budget which are 
closely related to the war on poverty in particular and to human 
advancement in general. My chart 15 undertakes this demonstra
tion, dealing both with annual averages during the period 1953-63 
and with 1963 alone. In 1963, for example, the excess interest cost 
of more than $3 billion on the Federal public debt was not far from 
twice as large as the proposed fiscal 1965 budget outlays for education 
or health services and research, a great deal larger than the proposed 
fiscal 1965 budget outlay for public assistance, and more than 2% 
times as large as the proposed fiscal 1965 budget outlay for labor, 
manpower, and other welfare services. If one looks at the averages 
for the whole period under review, as shown on the same chart, the 
comparisons are even more startling. And if one looks at the more 
than $9.3 billion excess interest costs on total public and private debts 
in 1963 alone, this figure comes to almost one-third more than the 

»The $4,000 celling under the OBE data I use is about equivalent to the $3,000 ceiling under the Census 
data used by the administration in its detection of poverty. 
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total of all proposed Federal outlays in the fiscal 1965 budget for 
education, health services and research, housing and community 
development, public assistance, and labor, manpower, and other 
welfare services. It is, of course, true that this entire $9.3 billion 
in excess interest payments in 1963 did not flow from the Federal 
Government; but nonetheless, national monetary policies provided 
the push for the increases in all private and public interest rates. 
It follows that alternative national economic policies could have 
given the push for combined Federal, State, and local action, and 
private action also, which would have directed this $9.3 billion toward 
the economically more constructive and socially more worthy purposes 
to which I have just referred. To take one illustration: Three-
quarters of our more than 18 million senior citizens live in poverty. 
Even a portion of this increased interest cost, if replaced by higher 
payroll-tax collections under the old age insurance system, would 
lift millions of these old people out of poverty. 
The tremendous threat ofrising interest rates in future 

All that has transpired thus far is only prelude, when we consider 
the upward movement of interest rates since early 1961 as already 
depicted, and when we confront the declared intention of the money 
managers to persist in this same policy in future, at least so long as 
the economy in general continues to move upward. 

My chart 16 looks ahead to 1970. It estimates that, for the period 
1964 to 1970, inclusive, the interest charges on the Federal public debt 
alone will be $27.3 billion higher than if 1952 interest rates had been 
maintained. It estimates, for the same period ahead, that the interest 
charges on total public and private debts at all levels will be $88.7 
billion higher than if 1952 interest rates had been maintained. I do 
not now claim that interest rates can be pushed backward easily or 
(juickly to the 1952 levels. Yet, my estimates of where we are going 
in the years ahead under prevalent monetary policies should serve as a 
strong warning of the need to commence at once a drastic change in 
these policies. 
How to finance the war against poverty 

My chart 17, in the lower half, shows how the amounts involved in 
excess interest costs, averaging an estimated $12.7 billion a year 
during 1964-70, could be used instead toward the reduction of poverty. 
If applied either to multiple-person families with incomes under $4,000 
a year, or to multiple-person families with incomes under $3,000 a 
year, or to multiple-person families with incomes under $2,000 a year, 
this huge amount could lift most of the families in the first of these 
three groups above the poverty level, or lift all of the families in either 
the second or third group above the poverty level. If applied to all 
three of these groups simultaneously, in the form of direct income 
supplementation and needed public services, it would go a very long 
way toward the eradication of poverty in the United States by 1970. 
How to find room in the budget for what we need to do 

My chart 18 estimates that the excess interest costs on the Federal 
public debt alone would average almost $3.9 billion a year during the 
years 1964 to 1970, inclusive, if the prevalent monetary policy con
tinues. This is very much more than the proposed fiscal 1965 budget 
outlays for education and health services and research combined. It 
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is much more than one-third higher than the proposed fiscal 1965 
budget outlays for public assistance. It is much more than three times 
as high as the proposed fiscal 1965 budget outlays for labor, manpower, 
and other welfare services. The same chart estimates, for total public 
and private debts, an average annual excess interest' cost of almost 
$12.7 billion for the years 1964 to 1970, inclusive. This is more than 
$5% billion more than the total proposed fiscal 1965 budget outlays 
for education, health services and research, housing and community 
development, public assistance, and labor, manpower, and other 
welfare services. 

We are now confronted with a situation where the entire "poverty 
package" has an annual magnitude of about $1 billion for fiscal 1965, 
or about half a billion more than was spent for programs included 
within this package in the immediately preceding fiscal year. Even 
with a Federal budget no larger than that now being proposed, how 
much more we could afford to do with respect to the things we need 
most to do, if only a larger degree of rationality could be injected into 
our monetary policies. 
Trends in debt management 

Before moving into a discussion of the hurtful effects of the prevalent 
monetary policy upon the U.S. economy in general, as distinguished 
from the hurtful effects of the rising interest costs which I have already 
depicted, I would like at this point to say a few words about- the 
management of the national debt. 

One of the strongly avowed purposes of the drastic changes in 
monetary policy following the March 1951 "accord*' between the 
Federal Reserve Board and the Treasury was to shift from short-
term maturities toward long-term Government borrowing, as out
standing obligations became due and required refinancing. It was 
asserted that the increase in the average length of maturity of out
standing Federal obligations which would result from this shift would 
be in aid of general economic stability and price stability. It is not 
my purpose here to discuss the merits or demerits of this objective; 
the only point I wish to make here is that this avowed objective of 
the new monetary policy is not being achieved. 

My chart 19 shows that, comparing 1963 with 1952, the portion of 
the marketable interest-bearing Federal public debt outstanding hav
ing a maturity within 1 year rose from 33 to 41.9 percent. The por
tion having a maturity of 1 to 5 years fell from 34.1 to 28.5 percent, 
and the portion having a maturity of 10 to 20 years fell from 18.3 to 
4.1 percent. Meanwhile, the portion having a maturity of 5 to 10 
years rose from 9.9 to 18.4 percent, and the portion having a maturity 
of 20 years and over rose from 4.7 to 7.1 percent. In the overall, the 
average length of maturity fell from 5.67 to 5.08 years. 

My view is that it may well be desirable under certain conditions 
to shorten the average length of maturities, if this policy is used to 
reduce rather than increase interest costs to the Government. But 
the shortening of maturities under the prevalent monetary policy has 
been accompanied by efforts, achieved at least in part, to lift short-
term interest rates faster than long-term interest rates. So long as 
this policy persists, shortening the maturities obviously accentuates 
the rising interest costs. 

A second avowed purpose of the new monetary policy was to place a 
larger portion of the outstanding Federal debt outside of the banking 
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system, and preferably in the hands of individuals. This aim was 
explained on the ground that the relatively large portion of the na
tional debt which had been placed in the hands of banking institutions 
during World War I I "monetized" the debt, and thus contributed to 
inflation. Again without commenting on the merits or demerits of 
the second avowed objective, it can hardly be said that progress 
toward this objective has been made. 

My chart 20 indicates that, comparing 1963 with 1952, the per
centage of the total outstanding Federal debt held by the banking 
system declined from 36.1 percent to 33.4 percent. This might seem 
to represent some progress toward the avowed objective, if it were 
accounted for by a larger percentage of the outstanding debt being 
held by individuals and business concerns outside the banking system. 
But this has not been the case. Again comparing 1963 with 1952, 
the percentage of the outstanding debt held by individuals declined 
from 25 percent of the total to 21.4 percent, and the percentage held 
by insurance companies and other corporations declined from 13.4 
to 10.1 percent. 

These declines have been compensated for by the portion of out
standing Federal obligations held in U.S. Government investment 
accounts, which rose from 17.1 percent of the total in 1952 to 19.1 
percent in 1963; by the portion held by State and local governments, 
which rose from 4 to 6.8 percent; and by the portion held by miscella
neous investors, which rose from 4.5 to 9.2 percent. 

The trend toward holding Federal obligations in Government 
investment accounts is more or less a required bookkeeping trans
action, resulting from legal mandates rather than from monetary 
policy. The increasing holdings of Federal obligations by State and 
local governments probably represents in large part their desire to 
get the advantage of rising interest rates on Federal issues (on ear
marked and temporarily idle funds) to compensate them in small 
degree for the much larger amounts in interest which they are paying 
out to those from whom they borrow. The sharply increasing holding 
of Federal obligations by miscellaneous investors may well reflect 
in part the deplorable fact that the prevalent monetary policy in its 
unpredictable aspects has at times tended to make the prime obliga
tions of the Federal Government more speculative than common 
stocks. 

B. DAMAGING EFFECTS OF PREVALENT MONETARY POLICY UPON THE 
U.S. ECONOMY AS A WHOLE 

The central importance of income distribution * 
There are those who argue that the rising interest costs as already 

depicted are not really hurtful. They say that, when any borrower 
pays a higher interest rate, the lender collects that much more, so that 
one effect cancels out the other. From the social point of view, this 
argument is heartless; the damage to the poor man who pays more in 
interest when he buys a car on time is not canceled out by the benefit 
to the giant firm which collects more interest from him. And in 
terms of overall economic performance, the argument is nonsense, 
because the problem of income flows and income distribution is central 
to the whole problem of this overall economic performance. 
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The main theme I shall now develop is that undesirable and regres
sive income distribution trends have played a dominant part in the 
unsatisfactory performance of the U.S. economy since the end of the 
Korean war in early 1953. The trends in interest rates have con
tributed substantially to these undesirable income distribution trends. 
Moreover, tig;ht money and rising interest rates in general, by feeding 
and overexciting those sectors of the economy which have been moving 
relatively too fast, while starving and repressing those sectors of the 
economy which have been lagging behind, have contributed mightily to 
the entire economic disequilibrium. 

Unsatisfactory general economic trends, 1953-68 
Before entering the phase of my analysis which substantiates the 

foregoing statements, let us take a quick look at the unsatisfactory 
trends in our economic performance since the beginning of 1953. The 
most characteristic feature of this poor performance has been the 
chronic rise of unemployment and idle plant, as shown by my chart 21. 
The true level of unemployment, taking into account full-time un
employment, the full-time equivalent of part-time unemployment, 
and the concealed unemployment resulting from the abnormally low 
growth in the labor force due to scant job opportunity, rose from 4.9 
percent of the civilian labor force in 1953 to 9.4 percent in 1963, or 
from 3.2 million to 7 million. Even full-time unemployment rose 
from 2.9 percent to 5.6 percent of the civilian labor force, or from 1.9 
million to 4.2 million. Meanwhile, the deficiency or "gap" repre
senting the difference between actual production and maximum 
production rose from 0.3 percent of maximum production in 1953 
to 11.7 percent in 1963, or from a nominal dollar figure to $76.5 
billion, measured in uniform 1962 dollars. 

Chart 22 shows that the amount by which the true level of unem
ployment exceeded the level consistent with maximum or full em
ployment rose from 0.3 million in 1953 to 3.7 million in 1963, accom
panied by very serious increases in the duration of unemployment 
among those afflicted by it. 

Chart 23 estimates, in uniform 1962 dollars, the vast losses suffered 
by the Nation in consequence of these shortfalls in employment and 
production. During the period 1953-63 as a whole, we forfeited an 
estimated $494 billion of total national production, measured in 1962 
dollars, and 29 million man-years of employment opportunity. 
Practically every important sector of the economy suffered accord
ingly, and the average American multiple-person family forfeited an 
estimated $7,800 of income during the period as a whole. 

Chart 24 depicts the low and irregular growth rate of the U.S. 
economy which has been the counterpart of the deficiencies in em
ployment and production. The top box on this chart shows an 
average annual growth rate of only 2.9 percent in real terms during the 
period 1953-63, compared with an average annual growth rate well 
in excess of 4 percent required during this period, as revealed by his
toric experience and current analysis, to maintain reasonably full 
employment and production. The second box on the chart shows the 
fairly rhythmic pattern of recessions, booms, and stagnations which 
has marked the period under review as a whole. The third box on the 
chart shows that, despite a much heralded economic upturn which 
has now lasted about 3 years, we have- really been once again in a 
period of economic stagnation since fourth quarter 1961. This 
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becomes particularly apparent when we recognize that, while an aver
age annual growth rate of about 5 percent would probably be adequate 
in view of the new technology and automation to maintain reasonably 
full resource use after it is restored, we need an annual growth rate 
of between 8 and 9 percent for at least 2 years to get back to full 
economic restoration. A rate of growth averaging less than haK 
this needed amount since fourth quarter 1961 explains why unem
ployment was higher in 1963 than in 1962 despite the economic 
"recovery" since early 1961. Developments in first quarter 1964 
reinforce these comments. 

Adverse impact of monetary policy on economic growth 
My chart 25 compares the trends in total national production with 

the trends in the nonfederally held money supply. While total 
national production expanded at an average annual rate of only 2.9 
percent during this period, the nonfederally held money supply ex
panded at an average annual rate of only about 1.8 percent. My 
own view, again based upon historical observation and current 
analysis, is that the nonfederally held money supply would have 
needed to expand at an average annual rate well above 4 percent to 
have floated about the same average annual rate of economic expan
sion—that rate being required for sustained maximum employment 
and production. 

The thesis that the movements in the money supply were merely 
responsive to the business cycle, and not causal factors in themselves, 
cannot be supported upon analysis of the year-by-year trends. For 
it is apparent that, during the years 1955-57, and again during the 
years 1958-60, extraordinarily drastic restraints upon the non
federally held money supply took place, and in the judgment of most 
economists gave much force to the economic downturns of 1957-58 
and late 1960-early 1961. 

Despite the almost compelling weight of this evidence, I am inclined 
to attach even more importance to the income and incentive aspects 
of the policy of tight money and rising interest rates than to the mere 
trends in the size of the nonfederally held money supply. Theoreti
cally, at least according to the classical economics, a restrictive mone
tary policy should result in lower prices, while not greatly affecting the 
levels of production and employment. But this theoretical or classi
cal analysis neglects the whole problem of economic equilibrium, 
turning upon the relative incomes and incentives flowing to different 
sectors of the economy. The policy of tight money and rising interest 
rates during most of the period under review has been defended pri
marily on the ground that we needed to increase the rate of invest
ment in producers' facilities relative to the demand for ultimate 
products, and that therefore we needed through higher interest rates 
to encourage more saving for investment purposes while restraining 
the private consumer outlays and public outlays which constitute 
demand for ultimate products. This whole defense of the monetary 
policy is founded upon a basically erroneous analysis of what our 
economic problems really have been and still are. I now move on 
to explain why this is so. 
The nature oj the chronic economic disequilibrium 

Chart 26 shows that investment in plant and equipment was defi
cient during the period 1953-63 as a whole, as practically everything 
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was deficient in an inadequately growing economy. But the chart also 
shows that, during each period of economic upturn, the rate of advance 
of investment in plant and equipment far outran the rate of advance of 
demand for ultimate goods and services represented by total private 
consumer expenditures and total public outlays for goods and services 
combined. This has continued to be true during the current economic 
upturn: From first quarter 1961 to fourth quarter 1963, investment in 
plant and equipment increased 6.9 percent, while demand for ultimate 
goods and services increased only 4.3 percent. To be sure, there have 
been within the decade sharp cutbacks in investment when the so-
called overcapacity resulting from the recurrent investment binges 
became sufficiently burdensome, and these sharp investment cutbacks 
did help to bring on the ensuing periods of stagnation and recession. 
The same danger now confronts us again, although I never pretend to 
be competent to make exact forecasts as to timing. 

Coming now to the income distribution side of the picture, it is 
abundantly clear that the recurrent and almost chronic disequilibrium 
between investment in producer facilities and demand for ultimate 
goods and services has had its roots in unsatisfactory income flows 
and income distribution. Charts 27 and 28 (based upon my equi
librium model analysis which has been corrected from year to year 
in terms of actual economic developments) show the dominant role 
of the deficient rate of growth in private consumer spending, and how 
this deficiency has stemmed from seriously inadequate growth in total 
personal income after taxes. In addition, the distribution of total 
personal income, with too much going to those at the top who save 
relatively more, and too little going to those lower down who spend all 
of their incomes or actually dissave, has aggravated the deficiency in 
total consumer spending. 

My charts 29 and 30 indicate the great significance of the deficiency 
in wages and salaries, as this bears upon the deficiency in total personal 
income, and show also how wage rate increases, especially during the 
past 5 or 6 years, have lagged very seriously behind productivity 
gains. This phase of my discussion is particularly important, because 
we are still pursuing national policies which incorrectly assume that 
restraint rather than adequate expansion is central to the wage 
problem. I might add at this point that all of the most recent figures 
on productivity and wages, now emanating from various Government 
departments, substantiate in full what I have been saying on this 
subject for a number of years. 

Chart 31 shows how the decline in Federal budget outlays, when 
measured as a percent of total national production and when measured 
on a per capita basis related to the whole population, has contributed 
to the inadequacy of demand for ultimate products. It is not my 
purpose, in this particular testimony, to develop this point at length. 
It is enough to say here that, if the billions of dollars in the Federal 
budget which have been devoted to excess interest payments during 
the period under review had instead been devoted to the kinds of 
programs earlier depicted in my testimony, a total budget of the same 
given size would have provided infinitely more stimulus to the econ
omy. I shall develop this particular point further as my testimony 
proceeds. 
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Additional saving, induced by tight money and rising interest rates, is not 
needed 

Contrasted with the fundamental income deficiencies which explain 
the deficiencies in private consumer outlays, and equally in contrast 
with the deficiencies in public outlays which have resulted in part 
from inadequate public revenues due to the long economic stagnation, 
the severe fluctuations in investment in plant and equipment have at 
no time been caused by inadequate profits—although profits at 
times have been low—nor by inadequate funds available for borrowing 
for investment purposes. As I have already said, this dissolves 
completely the most basic and persistent of all the arguments ad
vanced for the tight money and rising interest rates policy—that 
it has been needed to induce sufficient saving for investment pur
poses. If anyone may be disposed to think that I am overstating 
the prevalence of this particular argument, I would refer him to 
the testimony of Chairman Martin of the Federal Reserve Board 
before the Senate Finance Committee in 1957, when that committee 
was conducting a comprehensive examination of the financial condition 
of the United States. Although this was just a few months before the 
start of the 1957-58 recession, when I was warning the committee of 
its arrival because of the "overcapacities'' almost everywhere relative 
to demand for ultimate products, Chairman Martin (for whom I have 
great personal respect and regard) was once again repeating the old 
refrain that we needed more saving and investment and less consump
tion. One could easily cite many other instances, in point of time, 
when the exponents of the tight money and rising interest rates policy 
have reiterated this same position. 

As this position has not yet been laid to rest, it will pay to take a 
look at my charts 32, 33, and 34. The first of these charts shows the 
tremendous upsurge in investment before the 1957-58 recession. 
This upsurge, to the very point of termination, was fortified in gen
eral by large increases in profits after taxes, which in turn were fed in 
general by excessively rising prices. The second of these charts shows 
how, despite some reductions in prices, and despite a generally down
ward movement in profits after taxes from excessively high levels, the 
investment boom in plant and equipment surged forward again at 
tremendous speed during the period immediately preceding the late 
1960-early 1961 recession. This demonstrates that the main motiva
tion to investment is not the immediate profit picture nor the availa
bility of other funds, but the current judgment among business 
managers as to the outlook for demand for their products. In this 
instance again, tbeir estimates proved far too exuberant, because 
they did not look sufficiently at the inadequate growth of consumer 
incomes and spending and public outlays. The third of these charts 
shows a slightly downward movement in prices during the current 
economic upturn through fourth quarter 1963, huge increases in 
profits after taxes, and investment trends lagging far behind the ad
vance in profits after taxes. This is an extremely clear demonstra
tion of the proposition that even an excessive availability of invest
ment funds will not be accompanied by compatible investment trends, 
so long as "overcapacity" is so severe and so long as the deficiency in 
current and prospective demand for ultimate products is so large 
relative to existing productive capacities. 
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The amplitude or redundancy of funds available for investment is 
illustrated by my charts 35, 36, and 37, depicting key profits after 
taxes, profits-sales ratios, and the portion of corporate funds drawn 
from internal sources, such as depreciation and amortization and 
retained profits and depletion allowances. 

In summary of this phase of the discussion, what the U.S. economy 
needs, to get moving as it should, are those programs and policies 
which would vastly expand the incomes and outlays of private con
sumers, with special concentration upon the two-fifths of our total 
population who live in poverty or deprivation. Supplementary to 
this but not of minor importance, we need large increases in Federal 
public outlays; and if there are reasons why such increases are not 
"practical," we should at least relieve the Federal budget of the excess 
interest toll so that we would be able to "afford" more of those pro
grams which make so much more sense. The tight money and rising 
interest rates policy being as already depicted so heavy a burden 
upon both private consumption and public consumption—which is 
what public outlays really are—this policy should be reversed as 
promptly as possible. The candid indication by the money managers 
that this policy will be pushed still further ahead in the near future is 
nothing short of appalling. 

C. CURRENT AND PROSPECTIVE ECONOMIC PROBLEMS AND NEEDS, 
RELATED TO THE PREVALENT MONETARY POLICY 

Magnitudes of the economic tasks ahead 
Now let us look at the tasks and policy issues confronting us now 

and in future. They really converge upon one question: Can we shake 
ourselves clear of the low rate of economic growth and the chronically 
rising tide of idle manpower and plant which have been with us now 
for 11 years? For if we do not do so, if the record of these 11 years 

Eersists in the future, the costs will be even more staggering than they 
ave been to date. 
My chart 38 estimates that, if we do not attain a high enough eco

nomic growth rate to better substantially this 11-year record, we shall 
forfeit during the 7-year period 1964 to 1970, inclusive, about 40 
million man-years of employment opportunity and about $697 billion 
of national production, measured in 1963 dollars. Every private and 
public sector of the economy would lose accordingly. Multiple-
person families on the average would lose about $9,000 in income 
during this period as a whole. We would become increasingly unable 
to raise enough public revenues, at existing tax levels, to service our 
great public needs. The war against poverty, so nobly initiated, 
would become a nightmare of disillusion. Further increases in unem
ployment would expand human suffering and exacerbate racial tensions. 

Let none accept the complacent notion that we are out of the woods. 
As I have already indicated, this complacency results in large measure 
from comparing our most recent economic growth rate with the even 
lower growth rate which immediately preceded, instead of recognizing 
the size of the growth rate required to bring economic restoration. 
Chart 39 estimates that, to achieve reasonable restoration even within 
2 years from now, and as an integral part of reasonable goals for 
1970, we need by 1966 to lift the true level of employment by about 
8 million above the 1963 level, to reduce th§ true level of unemploy-
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ment by almost 3% million, and to lift the annual rate of total national 
production (measured in 1962 dollars) by $148.5 billion. Despite the 
glowing optimism of the moment, the U.S. economy during the past 
couple of years and now is expanding at little better than half the 
rate required to reach these objectives. I would also like to call to 
the attention of the committee, without going into more detail just 
now, that the chart also presents my estimates of the relative expan
sions needed in the main sectors of the economy. The programmatic 
significance of these estimates by sectors are explicit in the estimates 
themselves, and I shall stress some aspects of these later on in my 
testimony. 

The key importance of the structure of spending, in view of the new 
technology and automation 

I t is, of course, true that an adequate volume of expansion in total 
production, which means also an adequate expansion of employment, 
depends upon an adequate expansion of total spending, for total 
spending equates with gross national product. But quite aside from 
the fact that no private or public intentions are now in motion to 
generate an even nearly sufficient expansion of total spending, there 
has been great or almost universal neglect of the unassailable proposi
tion that the achievement of sufficient spending must depend upon the 
structure or internal composition of this spending. Otherwise, we 
could maintain maximum economic activity by spending for one 
purpose alone, if the figure was high enough. 

The problem of the structure of spending becomes acutely significant 
when we grasp the true meaning of the accelerating advance in 
technology and automation. In some sectors of the economy, this 
advance is so rapid, and promises to become so much more rapid, that 
no practical increases in spending for the products turned out by these 
sectors—in practical terms of the wants and needs of our people—can 
contribute a major portion of the 22}£ to 25 million new job opportuni
ties which we need during the next decade. 

This is clearly demonstrated by chart 40. If we look at the amount 
of product that could be turned out by 100 employed workers in the 
base period 1947-49, the same amount of product was turned out in 
1962 by less than 52 people working in agriculture or in mining, less 
than 63 working in all manufacturing, less than 60 working on the 
railroads, and less than 48 working in motor vehicles and other 
transportation equipment. No matter how much the demand for 
these products may be stimulated—and it is essential that they 
should be stimulated vigorously by programs pointed toward rising 
living standards and improved income distribution—the increased 
demand for these products will at best increase net employment op
portunity relatively slightly in these types of production. This 
thesis is reinforced by examination of relative employment trends 
during the post-World War I I period among production workers and 
total civilian workers, as well as by relative unemployment trends 
among wage and salary workers, as depicted on charts 41, 42, and 43. 

In chart 44, I have set forth my estimates of goals for total civilian 
employment in the main sectors of the economy, both private and 
public, for the period ahead to 1970, taking into account both relative 
trends in technology and automation and viable patterns of demand 
for goods and services. These empkrjjaent projections are reconciled 
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with all my other projections. They indicate that employment 
opportunity in agriculture will continue to go down; that employment 
opportunity in mining can hardly be increased; that employment 
opportunity in manufacturing could, by 1970, rise at best Dy about 
14 percent above the 1962 level, and that the largest opportunities 
for percentage increases in employment opportunity are in contract 
construction, the service industries, and government. 

The vital role of public spending 
But the economy has not and will not adjust automatically to these 

required patterns of employment opportunity. Sufficient expansion 
of employment opportunity in government depends upon public 
programs. Sufficient expansion of employment opportunity in con
tract construction depends primarily on vast programs of urban 
renewal and housing. These call for large additional public outlays 
plus mixed ventures involving combined public and private efforts, 
with adequate stimulation of the private efforts being contingent 
upon monetary and interest rate policies very different from those 
now prevailing. Sufficient expansion of employment opportunity in 
the service occupations depends primarily upon herculean efforts in 
such fields as educational and health services and facilities, and these 
also manifestly require large increases in public as well as private 
outlays. 

And these efforts are not needed only to combat unemployment. 
They are needed because our cities are decaying at their core; because 
one-fifth to one-fourth of our people are still living in urban and rural 
slums; because at least half of our people are denied adequate medical 
care at costs within their means; and because countless numbers of 
young people are prevented by financial handicaps from carrying 
forward their education as far as their abilities and the technological 
and scientific trends in the economy warrant. These evils point to 
the fields where expansion of output can be increased enough faster 
than the technological trends in these same fields to combine a massive 
onslaught upon unemployment with major service of the Nation's 
needs. Besides, what other efforts could do so much to stamp out 
the manifestations and causes of poverty? 

We are now living, T hope temporarily, in a national climate of 
opinion which many believe estops the Federal budget from its essen
tial participation toward these objectives. But it is none too early to 
state again and again what the fulfillment of these objectives requires 
of the Federal budget as the prime instrument of national economic 
policy. 

My charts 45 and 46 attempt to do this. The first of these charts 
sets forth my estimates, both as a percentage of total national output 
and on a per capita basis related to the total population, of the needed 
expansion of Federal budget outlays through 1970 in those main areas 
of performance which make up tne Federal budget. The second of 
these two charts sets forth my estimates of the appropriate dollar 
size of the total Federal budget, and of its main components, between 
now and 1970. 

The prevalent monetary policy entails the biggest waste in the Federal 
budget 

I hasten to add that fulfillment of the programs which I have set 
forth for the Federal budget does not necessarily require that the total 
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budget grow as rapidly as I suggest. I have projected a considerable 
increase in defense outlays, not because I urge this as necessary, but 
rather because I want to stress the point that meeting our domestic 
public needs does not depend upon cutbacks in defense outlays. I t 
may be, however, that much larger cutbacks in defense outlays than 
have thus far been undertaken will become safe and desirable. More 
important, in earlier parts of my testimony I pointed out how large a 
portion of the need for larger domestic programs in the Federal budget 
could be served without adding to the total size of the budget, if only 
we would reverse the prevalent monetary policy. In this connection, 
I recall to the attention of the committee my earlier chart 18, con
taining my estimate that the excess interests costs on the public debt 
will average almost $4 billion a year during the period 1964-70, if the 
prevalent monetary policy continues. This $4 billion would go a long 
way toward covering the vital needs of which I am now speaking. 

And I do not refer here only to the human and social preferability 
of using Federal dollars to educate people or to help the poor, rather 
than using these Federal dollars to overstuff the coffers of those who 
lent us back our own money. I refer also to the fact that higher and 
higher interest payments actually have a pernicious effect upon the 
whole U.S. economy for reasons already stated, while the same amount 
of increases in Federal spending for the other purposes I have men
tioned would have a very high "multiplier" effect upon private pro
duction and employment. 

The high potentials of housing as an economic stimulant and social good: 
Barriers imposed by the prevalent monetary policy 

Probably the best single illustration of the point just made is in 
the housing field, to which I have already referred. My chart 47 
depicts the very important role of housing in the U.S. economy, and 
indicates how the extraordinary instability of housing starts has 
contributed over the years to general economic instability. Chart 48 
demonstrates that the problem of substandard housing is intimately 
associated with the income problem. This conclusion is reinforced 
by chart 49, which shows that the current housing activities of the 
Government—aside from the publicly assisted low-rent program— 
lead to building primarily for middle- and upper-middle income 
groups, with almost no building under these insurance programs for 
low-income groups. So long as this condition persists, the so-called 
housing market is recurrently saturated, and the sustained volume 
of housing levels required to help renovate our cities, to bring decent 
homes to slum dwellers, and to make its signal contribution to the 
reduction of unemployment, remains virtually impossible. Chart 50 
indicates the size and nature of the private enterprise and public 
enterprise and mixed enterprise housing efforts which we should 
undertake between now and 1970. 

But how can the private and mixed-enterprise aspects of this needed 
housing effort get going, when the very important factor of interest costs 
in the housing picture are rising so incontinently, as I have already 
shown on my charts 7 and 8? And how can the required volume of 

Sublicly assisted housing and urban renewal get going, so long as a 
'ederal budget drained by ever-rising interest costs consequently 

does not have "room" for the needed housing and urban renewal 
efforts? 
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Relationship between monetary policy and the recent tax cuts 
I come now to the relationship between our evolving tax policies as 

an aspect of overall fiscal policy and our prevalent monetary policy. 
The people have been entirely right who have pointed out the gross 
inconsistency between the huge and deliberately contrived Federal 
deficits involved in the recent tax reductions, designed for the purpose 
of stimulating economic growth and employment, and the prevalent 
monetary policy which its managers declare will be further tightened 
to "counteract" in part the stimulative consequences of the tax 
reductions—which these money managers look upon as "inflationary." 

But an even more important and valid argument against the 
prevalent monetary policy, in the context of the recent tax reduc
tions, has been largely overlooked. I submit that one of the most 
basic reasons why we need a more stimulative monetary policy 
is that the tax cuts are not likely to help the economy nearly as 
much in the long run as many analysts expect. While I do not want 
to belabor again a point which I have made several times recently 
before several committees of the Congress, my chart 51 shows a 
distribution of the recent tax cuts between the investment function 
and the consumption function which I think misses the entire prob
lem of economic equilibrium as I have discussed it earher in my 
testimony. Chart 52 depicts a distribution of the personal tax 
cuts which seems to me to trend in a regressive rather than a pro
gressive direction.4 And chart 53, by viewing the whole nationwide 
tax situation and not merely the Federal tax situation, shows how 
really regressive our nationwide tax policies as a whole have become. 
This underscores the need for a much more progressive Federal tax 
policy to serve as a balance wheel. 

I am very much concerned that, while the recent tax cuts in the 
short run may generate an unbalanced boom of the type we have 
already experienced since 1953, it will in the long run prove disap
pointing in terms of its avowed purposes. We cannot now undo 
any part of the recently enacted tax legislation; but this is all the 
more reason why we need to undo the prevalent monetary policy. 

D. REFUTATION OF ARGUMENT THAT THE PREVALENT MONETARY 
POLICY HELPS TO RESTRAIN INFLATION AND TO COPE WITH THE 
GOLD AND BALANCE-OF-PAYMENTS PROBLEM 

The argument that, at any time since early 1953, the policy of 
tight money and rising interest rates has been helpful toward re
straining inflation—or helpful enough toward restraining inflation 
to outweigh its many other damaging effects—will not stand the 
test of empirical observation. 

Aside from war eras, the inflationary problem has been greatly exag
gerated 

First of all, the propensity of the U.S. economy toward inflationary 
trends has been greatly exaggerated in support of undesirable national 
economic policies. As shown by chart 54, most inflation in the U.S. 
economy has been due to war. Looking at the three decades 1929-58, 
exclusion of the periods covered by World War I I and reconversion 
and by the Korean war, indicates that both consumer prices and 

4 Although these five charts refer to the pending tax bill, they depict the bill as enacted into law. 
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wholesale prices have in the other years as a whole averaged annually 
a slight trend downward, while industrial prices showed practically 
no average annual change. Carrying this chart forward from 1958 
through 1963, which I have not had the time to do for the purposes 
of this testimony, would not, to any significant degree, alter this dem
onstration. The bottom half of the same chart depicts the period of 
the so-called new inflation, which I shall deal with in more detail 
shortly. 

Inflationary trends during World War II and reconversion 
Chart 55 depicts economic trends during World War I I , 1939-45. 

During that period, with all of our productive resources strained, 
total national production grew at an average annual rate of 9.1 
percent in real terms, and industrial production grew at an average 
annual rate of 11.8 percent. To generate this phenomenal expansion 
of output, the nonfederally held money supply grew at an average 
annual rate of 15.7 percent, Federal budget, expenditures measured 
in uniform dollars grew at an average annual rate of 49.4 percent, 
and the Federal deficit measured in 1957 dollars averaged about $60 
billion annually. Under these circumstances, there was a substantial 
amount of price inflation, as indicated on the chart. But the average 
annual rate of price advance was much less than one-third as great 
as the average annual increase in the nonfederally held money supplv, 
indicating clearly that the very rapid increase in the money supply 
did more to help expand production than it did to push prices upward. 
Most of the price inflation occurred in the early stages of the conflict, 
before the effective imposition of controls. 

Chart 56 depicts economic trends during the reconversion period 
1945-48. The average annual increase in prices was several times 
as high as during the World War I I period, despite a downward move
ment in total production and in industrial production, despite Federal 
budget expenditures moving downward at an average annual rate of 
35.5 percent and a Federal deficit averaging only about one-eighth 
the size of the deficit during the World War I I years, and despite a 
nonfederally held money supply expanding at less than one-third 
the rate of the price inflation. This demonstrates clearly that many 
factors other than the money supply and the trends in Federal budget 
outlays and deficits enter into the movement of prices. The serious 
price inflation during this reconversion period was occasioned by the 
premature abandonment of controls, and by the availability of excess 
purchasing power relative to available goods, resulting from the 
decision to finance only about half of the war through taxation and to 
finance the balance through borrowing which became available in the 
form of so-called saving immediately after the war. 

Inflationary trends during the Korean war 
Chart 57 shows economic trends during the first years of the 

Korean war; it omits 1952 and 1953 because prices were virtually 
stable after 1951. The excessive price inflation during this period 
was obviously not generated by any comparable increase in the non
federally held money supply. Kather, the excessive price inflation 
was generated in part by phenomenal growth in total national produc
tion and in industrial production. But throughout this period, the 
rate of unemployment was rather high and our productive facilities 
were not under unusual strain, so that most of the inflation, mainly 
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in the administered price areas, was due to speculative and unjustified 
price increases, for the most part immediately following the Chinese 
entry into the contest. 
The "new inflation" 1952-58, and its causes 

Chart 58, which is the most significant with respect to the problem 
of the relationship between the trends in prices and the trends in the 
nonfederally held money supply, depicts the period of the so-called 
new inflation, 1952-58. During the period 1952-55, the growth rate 
in total national production and in industrial production was reason
ably high, and the nonfederally held money supply expanded at an 
average annual rate of 3.6 percent. Nonetheless, there was almost 
no price inflation. In sharp contrast, during the period 1955-58, 
averaging practically no advance in total national production and a 
decline in industrial production, and with an average annual increase 
in the nonfederally held money supply the same as in the period 
1952-55 just described, all types of prices increased rather rapidly. 
And during the period 1956-58, with both national production and 
industrial production moving downward on the average, the inflation 
of consumer prices was 10 times as fast as during the period 1952-55, 
industrial prices moved up much faster, and wholesale prices moved 
up at an annual rate of 2.1 percent, contrasted with a nominal down
ward movement during the 1952-55. 

The examination of this period of the so-called new inflation indi
cates the fallacy and self-defeating results of the attempts during 
recent years to restrain price inflation by repressing the growth rate 
of the economy and thereby spawning excessive idleness of manpower 
and plant. I t follows that a monetary policy which is so tight or 
repressive that it has seriously injurious effects upon production and 
employment aggravates rather than restrains price inflation. The 
reason for this is that the price inflation in the most recent years has 
been a selective and administered price inflation, resulting not from 
classical causes but rather from the attempts of those who administer 
prices to compensate for inadequate production and sales by higher 
profit margins per unit. This conclusion is reinforced by my earlier 
analysis of price and profit trends. Translating this analysis into a 
general proposition: An optimum and steady rate of economic growth, 
accompanied by reasonably full employment, results in the long run 
in far less price inflation than either the hyperactivity of wartime or 
the erratic ups and downs in an economy averaging an abnormally 
low rate of economic growth with chronically rising idleness of man
power and plant. 

Thus, the recurrent efforts of the prevalent monetary policy to 
restrain inflation by injuring the basic performance of the U.S. 
economy is self-defeating even in terms of restraining inflation. I t is 
subject also to the indictment that, preoccupied with the threat of 
inflation even during periods when there has been no such threat, it 
has sacrificed huge amounts of economic progress which would be of 
far more worth to the Nation than any realistic appraisal of the 
possible adverse effects of any increased inflationary pressures which 
a more acceptable economic performance might have generated— 
even if one does not accept fully my thesis that a more acceptable 
rate of economic performance would have meant less inflation in the 
long run. 
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The new cross of gold 
In late 1952, when it became palpably foolish to attempt to justify 

the prevalent monetary policy on the ground of any imminent in
flationary threat, the money managers found and have since stressed 
a new "justification" for the policy: the gold and balance-of-payments 
problem. 

The main arguments in support of the new cross of gold, upon which 
the U.S. economy has now become impaled, start with the proposition 
that the unduly large outflow of gold is connected with our unfavorable 
international balance of payments. Then it is said that this unfavor
able balance is due largely to our competitive disadvantage in world 
markets, in that we do not export enough more than we import to 
cover our foreign aid programs, our military expenditures abroad, etc. 
And it is said that this competitive disadvantage arises in that our 
prices are too high because our production costs are too high; that 
our costs are too high because wages are too high relative to produc
tivity; that productivity is too low because investment in plant and 
equipment is too low; and that investment is too low because profits 
are too low. Utilization of the prevalent monetary policy to deal 
with these alleged difficulties through attempts to promote a higher 
ratio of saving and investment to GNP is therefore founded upon 
essentially the same errors in economic analysis which were used to 
justify the same prevalent monetary policy in earlier years. 

We are not unduly "priced out oj world markets" 
Actually, we have not been and are not now faced by an inadequate 

share of world markets, in terms of the flow of goods; in other words, 
we are not competitively "priced out of world markets." This, and 
other aspects of the U.S. balance of payments, 1947-63, are shown on 
my chart 59. Our international exchange of goods or " t rade" proper 
has shown a very substantial "surplus" in our favor all along, repre
senting excess of our exports over our imports. In 1963, our exports 
of goods and services exceeded our imports of goods and services by 
$5.3 billion. We should indeed strive for a larger absolute volume of 
exports in an expanding world economy. But we could not even 
try to obtain an appreciably larger share of world exports, without 
acting counter to our own avowed interest in those living standards 
which must arise even faster in most other parts of the world than in 
the United States, because the living-standards gap is still so great 
and is so real a menace to world peace and free institutions. To 
attempt again, as we did during the 1920's, to export unemployment to 
other countries, by refusing to admit that in the long run we must 
import practically as much as we export, would again bring down the 
economic roof over our own heads. 

Even if it were to be conceded, contrary to reality, that we need to 
expand our share of worldwide exports, and that high prices due to 
excessive business costs and low productivity, and inadequate profits 
and investment, stand in the way, the next question is why these 
barriers exist. As shown by what I have already said, these barriers 
stem from the slack use of resources and low economic growth which 
result primarily from underconsumption—i.e., from the very policies, 
including the prevalent monetary policy, which have prevented fuller 
use of resources and much higher economic growth. And insofar 
as some prices are too high, this is because we have substituted 
excessive per-unit profits, at an inadequate volume of sales and low 
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capacity use, for the larger aggregate profits which would result from 
lower prices, higher volume of sales, and higher capacity use. This 
gets us back again to the underconsumption thesis. Moreover, even 
now, our per-unit real production costs and labor costs are in general 
lower than elsewhere in the world, because we still lead in technology 
and industrial development. Also, in general, our prices and real 
labor costs have been rising less than elsewhere. 

The real reason for the excessive gold flow 
As we have been maintaining a quite favorable balance of trade in 

goods and services, the unfavorable balance of payments and ex
cessive gold outflow (aside from our military outlays overseas and our 
foreign aid which are dictated by other compelling considerations) 
result largely from outflow of certain types of American capital, and 
from withdrawal of foreign capital from the United States. In 1963 
alone, the net outflow of U.S. private capital was 4.2 billion, or more 
than a billion higher than our total unfavorable balance of payments. 
And capital is not looking primarily for differentials in interest rates; 
it is looking primarily for investment and profit opportunity in an 
expansionary economic environment. The plain fact is that our 
record during the past decade has been very poor when compared with 
that of Western Europe, Japan, and some other countries, in terms of 
rates of economic growth, levels of idle manpower and plant, and 
frequency of recessions and periods of stagnation. 

During the year 1958, marked by economic recession, the gold drain 
was more than %2}{ billion, although the overall deficit in our inter
national balance of payments was only about %Z){ billion. With our 
economy moving upward in 1959, the drain upon our gold reserve was 
less than three-quarters of a billion, although the overall deficit rose to 
3% billion. In 1960, with the overall deficit rising only slightly to 
somewhat less than 4 billion, the gold flow rose to 1.7 billion, the 
rising ratio of the gold flow to the unfavorable balance of payments 
again reflecting recessionary trends. To illustrate more sharply, in 
fourth-quarter 1960, with the recession upon us, the gold drain rose to 
an annual rate of almost 3.7 billion, measured against an overall 
unfavorable balance of payments at an annual rate of about 5.7 
billion. The years 1961 and 1962 showed an average annual unfavor
able balance-of-payments position reduced to 2.3 billion, and an 
average annual gold drain reduced to 0.8 billion, with the sharp 
reduction both in the unfavorable balance of payments and in the 
ratio of the gold flow to the unfavorable balance of payments being 
responsive to the economic recovery, movement. In 1963, the 
unfavorable balance of payments was about 3.1 billion, and I do not 
yet have figures for the size of the gold drain for 1963 as a whole. 
These comparisons make it abundantly clear that the tendency to 
translate dollars held abroad into gold mounts with diminishing 
confidence in the performance of the American economy, and falls 
with increasing confidence in that performance. 

The lack of quantitative perspective 
The most optimistic estimates are that improved economic policies 

might add a few billion dollars a year in the near future to oversea 
demand for American products. Considering that, nT 1963, total 
demand for our products was running at an annual rate about $76.5 
billion below the level consistent with maximum employment and 
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production, the overwhelming opportunity to solve this problem is 
by lifting the production and living standards of our own people. I t 
makes no sense to embrace policies which cause us to lose scores of 
billions of dollars of production and sales in the United States, with 
corresponding unemployment and idle plant, in an at tempt to expand 
our sales overseas by a few billion dollars at most. Such policies are 
analogous to sticking a finger in a small hole in the dike, while we drive 
battering rams through the dike at manifold other points. Indeed, 
since we must in the long run import practically as much as we 
export, purchases by the American people must expand practically as 
fast as our technology and plant and labor force grow. There is no 
other way to prevent chronic unemployment from continuing to rise 
at home. 

Direct mechanisms to reduce the gold flow 
Subsidiary to the main attack upon our own chronically poor eco

nomic performance, we need improved international mechanisms, 
guided by perceptive leadership which thinks and acts in modern 
economic terms, for the financing of international economic transac
tions and the settlement of international accounts. Application on 
the international front, with appropriate modifications, of something 
similar to what our own Federal Reserve System can be at its best, 
would among other things achieve an appropriate setoff of short-
term against long-term claims. Taking the latter into account, the 
position of the United States is not unsatisfactory. Of course, our 
worldwide economic position is not the same as it was shortly after 
World War I I , and we should abandon any idea that we can remain 
something approximating the banker for the world, or even for the 
Western World. 

E. POLICY SUGGESTIONS 

The analysis which I have undertaken, relating as it does to the main 
economic and financial aspects of the prevalent monetary policy, does 
not lend itself to refined nor detailed policy suggestions. There are 
many highly technical and relatively secondary aspects of monetary 
policy and its execution, which fall outside of my range of interest, 
and to a degree outside of my range of competence. 

The heart of what I have said, however, is that the prevalent 
monetary policy, enthroned now for about 13 years, needs profound 
reconstruction and revision at its very foundations. This policy 
rests upon erroneous economic and financial analysis, and consequently 
points entirely in the wrong direction. The only way to improve this 
policy as much as it needs to be improved is to change its direction 
drastically. 

Needed expansion of the nonjederally held money supply 
The required drastic change, for which the details of implementation 

are readily available to the Federal Reserve System and Board once 
the change is decided upon, is to move toward an expansion of the 
nonfederally held money supply sufficient to facilitate the needed 
amount of U.S. economic growth. As I have already indicated, this 
needed amount of economic growth is in excess of 5 percent a year 
after full economic restoration, and 8 to 9 percent a year for at least 
2 vears until our productive resources are brought into reasonably 
full use, and until unemployment is reduced to levels consistent with 
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maximum employment. In sharp contrast, as I have already de
picted, the average annual growth in the nonfederally held money 
supply was only 1.8 percent during the period 1953-63, and only about 
2.6 percent during the 2-year period 1961-63. I t was only 3.8 per
cent, comparing 1963 with 1962, and the money managers have indi
cated every intention to tighten up further in the near future. 

Connection between tight money and rising interest rates 
The money managers have insisted, on various occasions, tha t the 

rising interest rates are merely a byproduct of the decisions with 
respect to the rate of expansion of the nonfederally held money supply. 
I do not concede entirely the complete validity of this point; there are 
some choices available to the money managers, as to interest rate 
movements at any given rate of expansion of the nonfederally held 
money supply. In any event, the money managers can hardly claim 
with good grace, as they have sometimes attempted to claim, that the 
rising interest rates are an "unfortunate" byproduct of the restrained 
growth of the money supply. For on other occasions, and in fact 
usually, they have affirmatively established the objective of rising 
interest rates as an economic good in itself, on the ground that interest 
rates had become far too low, and that higher interest rates would 
help the whole economy by inducing a higher ratio of saving and in
vestment to total GNP. This thesis is unsupportable. I t follows 
that the money managers must assume full responsibility, both for 
the excessive tightness of the money supply and for the onerous burden 
of the rising interest rates. And granted for the purpose of simpli
fication that a sufficiently liberalized expansion of the money supply 
would be accompanied by a vigorous movement toward lower interest 
rates, how can this be brought about? 

Available means, toward reversing ike prevalent monetary policy 
This consummation, devoutly to be sought, can be brought about 

only by outside pressures exerted against the Federal Reserve System 
and Board—pressures of sufficient intensity and vigor and promptness 
to induce the System and the Board to do in the interests of the 
economy, the Nation, and the people what they still appear to have 
no intention of doing. 

I t would not be proper for me to attempt to spell out in detail the 
exact measures by which these pressures can and should be exerted. 

The Congress of the United States is charged with the supervision 
and control of the policies of the Federal Reserve System and Board. 
This power may be exercised by an appropriate combination of 
legislation and other methods. The power of the Congress is by no 
means limited to legislation. 

The power of the President over the Federal Reserve System and 
Board includes not only his power to recommend legislation to the 
Congress, but also his power of appointment with respect to the mem
bership of the Federal Reserve Board, and, above all, his power as 
the prime spokesman of the needs of the economy, the Nation, and the 
people. There have been times in the past when this Presidential 
power has been brought effectively to bear upon monetary policy. 
And while I have said at the outset that it would be unfair to President 
Johnson, tor a variety of obvious reasons, to imply any criticism of 
him for not having exercised these particular powers to date in his 
administration, I am hopeful that in due course these powers will be 
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exercised. Indeed, my confidence in the President on this score runs 
very high. 

Last but not least, there is the power of an informed public opinion— 
informed as to the great if not irretrievable damage being done for so 
long to all of our personal, business, and nationwide interests by the 

revalent monetary policy. The hearings before this committee can 
elp to inform the American public—a public disposed to act when it 

is sufficiently alerted. 
Should the Federal Reserve System and Board be "independent"? 

The puniest of all arguments, in opposition to the exercise of the 
three great powers just mentioned, is that the Federal Reserve System 
and Board should be "independent." This nice-sounding term avoids 
all the real issues. Should the Federal Reserve System and Board 
be independent of the Nation's needs? Should the System and Board 
be independent to the degree that they can follow, without check, 
profoundly important national economic policies and objectives which 
are in conflict with rather than in aid of those pursued by the Congress, 
the President, and the people? Should the independence of the Fed
eral Reserve System and Board from "political" interference shield it 
from intervention by those who, under a democracy, exercise the 
political function of conducting the processes of government? If it 
was not undue "political" interference, during wartime, for the instru
mentalities of government to determine the prices and wages received 
by almost every businessman and worker, if it is not undue political 
interference for the instrumentalities of government at all times to 
determine the amount of taxes paid by all individuals and business 
organizations paying taxes at all, how then can it be called undue po
litical interference for these same instrumentalities of government to 
concern themselves regarding management of the people's money? 
These questions answer themselves. 

Monetary policy in the perspective of the recent huge tax cuts 
The President and the Congress, in the Nation's interest as they see 

it, have recently undertaken a contrived Federal deficit of unparalleled 
size. This tax action, for all practical purposes, is irreversible for 
many years to come. It will confront the Government with many 
thorny problems for many years to come. Can it be argued with any 
rationality, under the circumstances, that the Government has no 
direct and proximate interest in the extent to which the management 
of the people's money—which in fact is created by the public policy— 
advances or impedes the objectives of this momentous step in tax 
and fiscal policy? 

I submit, in conclusion, that we have moved far beyond the point 
when any one impregnable citadel of policy formulation, affecting 
profoundly the totality of our objectives as an economy, a Nation, 
and a people, can remain "independent" of that ultimate responsi
bility to the people through their Government which is the very 
hallmark of our democracy and our free institutions. 

E 
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CHART 1 

INTEREST RATES ON NEW BORROWINGS 
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CHART 2 

AVERAGE INTEREST RATES ON 
FEDERAL PUBLIC DEBT, 1952-1963 
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CHART 3 

INTEREST RATES ON NEW BORROWINGS 
BY STATE AND LOCAL GOVTS., 1952-1963* 
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CHART 4 

INTEREST RATES ON TOTAL INTEREST-
BEARING PRIVATE DEBT, 1952-1963* 
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CHART 5 

AVERAGE INTEREST RATES ON TOTAL 
PUBLIC AND PRIVATE DEBT, 1952-1963 
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CHART 6 

COMPARATIVE TRENDS IN PRODUCTION 
AND INCOMES, 1952-1963 

(Percents Based on Data in 1963 Dollars) 

TOTAL NATIONAL 
PRODUCTION 

(G.NP.) 

TOTAL PERSONAL 
INCOME 

PERSONAL INTEREST 
INCOME UP 

108.3% 

DIVIDEND INCOME 

WAGES AND SALARIES FARM PROPRIETORS' 
NET INCOME 

\ Av. Annual 
| Decrease 

DOWN 

2.4% 

TOTAL PUBLIC AND PRIVATE INTEREST 
CHARGES, 1952-1963, STATED AS PERCENT 
OF TOTAL NATIONAL PRODUCTION ( G. N. P. ) 

Percent 
10.0 r 

(Calendar Years) 

( Current Dollars) 

9.0 

8.0 

70 

6.0 

5.01 
1952 1953 1954 1955 1956 1957 1958 1959 I960 1961 1962 1963 
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CHART 7 

INTEREST RATES. NEW HOME MORTGAGES 
1952 AND 1963 

Estimated Effective Interest Rates* 

FEDERAL HOUSING 
ADMINISTRATION 

5 45% 

4 29% 

1952 1963 

VETERANS 
ADMINISTRATION 

5.30% 

4 05% 

1952 1963 

CONVENTIONAL 

5.90% 
5.20% 

1952 1963 

PERCENTAGE RISE IN INTEREST RATES, 
1952-1963 

FEDERAL HOUSING 
ADMINISTRATION 

27% 

1952-1963 

VETERANS 
ADMINISTRATION 

31% 

1952 -1963 

CONVENTIONAL 

1952-1963 

COST OF RISING INTEREST RATES ON 
1-4 FAMILY NON-FARM HOME MORTGAGES, 

1952-1963 
ESTIMATED OUTSTANDING 

DEBT CONTRACTED 
SINCE 1952 

149.0 
Billions of Dollars 
As of End of Year 

12.4 

1953 1958 1963 

DOLLAR COST OF RISING INTEREST RATES 
(B.ll.ons of Dollars) ( Q n D e b f C o n f r a c t e d S m c e ,952) 

1952 '53 '54 '55 '56 '57 '58 '59 fcO *6I '62 '63 

* Estimated effective interest rates allow for discount practices 
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CHART 8 

$10,000 NEW HOME MORTGAGE PAYMENTS 
UNDER NATIONAL HOUSING ACT (FHA) 

COMPARING 1952 WITH 1963* 
MONTHLY PAYMENTS 

10 Year 
Mortgage 

$107.30 
$102.50 ^ 

20 Year 
Mortgage 

Contracted In 
1952 1963 

25 Year 
Mortgage 

$60.00 
$5420 E2 

30 Year 
Mortgage 

Contracted In 
1952 1963 

10 Year 
Mortgage 

$12,300 | p ^ 

TOTAL PAYMENTS 
15 Year 

Mortgage 

$14,472 
$13,554 ^ 

20 Year 
Mortgage 

$16,176 

$14,880 Wk 

25 Year 
Mortgage 

30 Year 
Mortgage 

$19,908 

$17,712 

Contracted In 
1952 1963 

* Based on 4 '/4% interest rate in 1952 and 5t/4% interest rote in 1963. 
Payments exclude insurance premiums 
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CHART 9 

EXCESS INTEREST COSTS ON 
INTEREST-BEARING CONSUMER DEBTS 

l953-'63 AND PROJECTIONS 1964-1970* 
TOTAL DEBT OUTSTANDING^ 

(Billions of Dollars) 

Installment Credit 
Held By 

Financial Institutions 

Installment Credit 
Held By 

Automobile Dealers 

.46 .34 .34 
1953 1963 1970 

(Est) 

Single Payment 
Consumer Loans 

Total Interest-Bearing 
Consumer Credit 

90.3 

1953 1963 1970 
(Est) 

1953 1963 1970 
(Est) 

Installment Credit 
Held By 

Financial Institutions 

7,213 

i 

2,278 

I953J63 
19 

•,935 

64^7 
(Est) 

1953^70 
(J (Est.) 

rvrrQQ IMTT nrcr rncTc2/ 
LACLJO iNltiLj! L>UJIJ^ 

(Millions of Dollars) 

Installment Credit 
Held By 

Automobile Dealers 

25 24 49 

l953-*63 i 1953170 
1964^70 «*> 

(Est) 

Single Payment 
Consumer Loans 

*fift 8 3 2 

SlnUl 
1953-63 ! 19531-

I964i70 (E 

(Est.) 

ro 
it.) 

Total Interest-Bearing 
Consumer Credit 

S£22 

2,567 

1953-63 
IS 

5,527 

>64i" 
(Est.) 

1953170 
rQ (Est) 

* Projections based on assumed continuation of interest rate policies and general economic trends, 1953-1963 

-/Average of amounts outstanding at beginning and end of years shown 

^Excess interest costs based on actual interest rates compared with 1952 interest rates 
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CHART 10 

EXCESS INTEREST COSTS ON 
FARM MORTGAGE DEBT 

l953-'63 AND PROJECTIONS 1964-1970* 
Billions of Dollars 
251 

20 

TOTAL DEBT OUTSTANDING 25 

20 

1952 '53 '54 '55 '56 '57 '58 '59 *60 '€1 '62 *3 '64 '65 '66 '67 '68 '69 '70 

Millions of Dollars 
1,4001 

1,200 

1,000 

200 

DOLLAR COST OF RIS1N6 INTEREST RATES 

Excess Interest Cost:$1,745 Million 
(1953-'63:$455 Million) 

Actual Interest Charge 

Interest Charge Computed 
at 1952 Rate 

1,400 

1952 '53 '54 '55 r56 '57 '58 '59 '60 '61 '62 '63 '64 '65 '66 '67 '68 '69 '70 
* Projections based on assumed continuation of interest rate policies and general economic trends, 1 9 5 3 - 1 9 6 3 

"""Average of amojnts outstanding at beginning and end of years shown 

200 
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CHART 11 

DEBTS AS PERCENTAGE OF ASSETS OF 
MANUFACTURING CORPORATIONS,l952-'63 

ALL MANUFACTURING 

22-3* 21.8% 
.7% 23.6% ! « * SIS? 

I9S3 1955 1957 1959 1961 1963 

SMALL MANUFACTURING FIRMS 
(AtMts Undtr $ I Million ) 

38.9% 3 a 8 % 

1953 1955 1957 1959 1961 1963 

EXCESS INTEREST COSTS TO 
SMALL MANUFACTURING FIRMS 

l953-*63 AND PROJECTIONS l964-'70* 
Firms With Assets Undtr $ I Million 

TOTAL DEBT OUTSTANDING 
(Billion* of Dollar*) 

12.8 

8.9 

4.2 

i m 
1953 1963 1970 

EXCESS INTEREST COSTS 
(Million* of Dollars) 

(Not* Different Seal*) 

1,388 

917 

471 

1953-63 1964-70 1953-70 

* Exctss inttrost costs bastd on actual inttrtst rottt compared with 1992 inttrtst ratts 
Projections battd on assumed continuation of inttrsst ratt policits and gtntral tconomic trends,1953-1963 
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CHART 11a 

Percent 
20 r 

RATE OF PROFITS AFTER TAXES 
ON STOCKHOLDER EQUITY 

MANUFACTURING CORPORATIONS, 1947^63 
20 

Large Business 
(Assets over $100 million) 

Medium Size Business * v * 
~ (Assets of $ I million to $ 100 million) Vv 

T Small Business 
(Assets under $ I million) 

1947 '48 '49 '50 '51 '52 '53 '54 '55 '56 '57 '58 '59 '60 '61 '62 '63 

Failures Per 10,000 
Listed Firms 
701 

BUSINESS FAILURES, 1947-1963* 
70 

60 

50 

40 

30 

20 

60 

50 

40 

30 

20 

Failure rate for all 
size classes. 

*~^-^y- : \ 

Failure rate for firms _ 
with current liabilities under 
$100,000 

V Failure rate for firms with current 
liabilities $ 100,000 and over 

1947 '48 '49 '50 '51 '52 '53 '54 '55 '56 '57 '58 '59 '60 '61 '62 63 

* Of firms failing,mor* than 90% had liabilities undtr $ 100,000. 
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CHART 12 

RISE IN TOTAL NATIONAL PRODUCTION 
AND IN EARNINGS OF FEDERAL RESERVE 

MEMBER BANKS. 1952-1963 

TOTAL 

NATIONAL PRODUCTION 

(6.N.P.) 

In Current Dollars 

MEMBER BANKS 

EARNINGS ON LOANS 

MEMBER BANKS 

EARNINGS ON 

U.S GOV'T SECURITIES 

MEMBER BANKS 
NET 

CURRENT EARNINGS 

MEMBERBANKS 
NET 

PROFITS AFTER TAXES 

MEMBERBANKS 
CASH 

DIVIDENDS DECLARED 
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CHART 13 

AMERICANS LIVING IN POVERTY, 1961 
Annual Incomes. Before Taxes, In 1961 Dollars1' 

(In Millions) 

MULTIPLE-PERSON FAMILIES | UNATTACHED INDIVIDUALS 

Under 
$1,000 

PERCENTAGE DISTRIBUTION 

MULTIPLE-PERSON FAMILIES 

• • Percent of All Families 

E#Z2 Share of Total Income of All Families 

Under 
$1,000 

$1,000-
$1,999 

UNATTACHED INDIVIDUALS 
• H Percent of All Individuals 

£ S 2 Share of Total Income of All Individuals 

Under 
$1,000 

1/ Includes, in addition to cash income, the monetary value of food and 
fuel produced by farm families for their own use, and other nonmoney income. 

Data: Department of Commerce, except that numbers of consumer units in "under $1 ,000" and 
"$1 ,000-$1 ,999" groupings are estimated by CEP on basis of Commerce Department 
data for families and individuals with incomes "under $ 2 , 0 0 0 " 
CEP has also estimated shares of income for "under $1 ,000" and "$1 ,000 -$1 ,999" groupings. 
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CHART 14 

THE BURDEN OF $50.1 BILLION IN 
EXCESS INTEREST COSTS. 1953-1963 

UPON THE AMERICAN PEOPLE 
Caltndar Years 

Excess Interest Cost Per Family of Four 

$1,149.08 

$198.64 

1953-63 
Total 

Excess Interest Cost Per Capita 

$4.39 

1953 

(Note Dif ftrtnt Scalt) 

$21.81 

1958 

$49.66 

1963 

$287.27 

l953-'63 
Total 

HOW $4.6 BILLION A YEAR. 1953-1963 
-EQUAL TO ANNUAL EXCESS INTEREST-

MIGHT HAVE RELIEVED POVERTY 

Multiple Person Families 

With Incomes Under 

$4,000 
(10.4 Million in I960 

$2,513 

$4.6 Billion 
More a Ytar 
Received 
By These Families 
Would Have Meant 
$442 More 
For Each Family 

Multiple Person Families 

With Incomes Under 

$3,000 
(6 3 Million in 1961) 

$1,849 $4.6 Billion 
More a Year 
Received 
By These Families 
Would Have Meant 
$730 More 
For Each Family 

Multiple Person Families 

With Incomes Under 

$2,000 
(3.2 Million in I960 

$1,217 

$4.6 Billion 
More a Year 
Received 
By These Families 
Would Have Meant 
$1,436 More 
For Each Family 

Averoge Income 
of These Families 

in 1961 
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CHART 15 

EXCESS INTEREST COSTS, 1953-1963 
CONTRASTED WITH IMPORTANT DOMESTIC 

OUTLAYS IN THE FEDERAL BUDGET^ 

EXCESS INTEREST 
COSTS 

On Total Public and 
Private Debt 

Annual 1963 
Average 

1953-63 

Millions of Current Dollars 

BUDGET OUTLAYS 
FOR EDUCATION 

$1,691 

$827 

Annual Average 1965?/ 
1954-1965?/ 

BUDGET OUTLAYS 
FOR HEALTH SERVICES 

AND RESEARCH 

$1,733 

Annual Averoge 1965 ?/ 
1954-1965?/ 

BUDGET OUTLAYS 
FOR HOUSING AMD 

COMMUNITY DEVELOPMENT 

BUDGET OUTLAYS 
FOR 

PUBLIC ASSISTANCE 

BUDGET OUTLAYS 
FOR LABOR.MANPOWER. 
AND OTHER WELFARE 

SERVICES 

$2,869 

$2,082 

$ 5 0 1965?/ 

Annual Average 
1954-1965^ 

$813 
$1,230 

-$317 1965?/ 
1954-1965?/ 

Annual Average 
1954-1965?/ 

1965?/ 

-!/Interest costs,calendar years; budget outlays, fiscal years 

?/Proposed in fiscal 1965 Budget 
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CHART 16 

INTEREST RATE TRENDS, 1952-1963 
AND ESTIMATES FOR 1963-1970 

IF RECENT POLICIES ARE CONTINUED* 
Av*rog* Inttrest Rat** on 

FEDERAL PUBLIC 
DEBT 

UP 
631% 

1952- 1963- 1952-
1963 1970 1970 

(Est) (E«t) 

STATE B LOCAL 
60V'T. DEBT 

UP 
399% 

UP 
23.0% 

UP 
13 8% 

1952- 1963- 1952-
1963 1970 1970 

(E*t) (E«t) 

INTEREST-BEARIN6 
PRIVATEDEBT 

UP 
3 7% 

1952- 1963- 1952-
1963 1970 1970 

(Est) (Est) 

TOTAL FEDERAL, STATE 
a LOCAL GOV'T. AND 

PRIVATE DEBT 

UP 
511% 

UP 
397% 

1952- 1963- 1952-
1963 1970 1970 

(Est) (Est) 

TRENDS IN SIZE OF DEBT, 1953-1963 
AND ESTIMATES FOR 1964-1970 

IF RECENT POLICIES ARE CONTINUED* 
FEDERAL PUBLIC 

DEBT 

$2812 $3020 $2893 

1953- 1964- 1933-
1963 1970 1970 

(Est) (Est) 

Average Annual Debt in Billions of Dollars 

INTEREST-BEARING 
PRIVATE DEBT 

STATE B LOCAL 
GOV'T. DEBT 

$584 
$1150 $804 

1953- 1964- 1953-
1963 1970 1970 

(Est) (Est) 

1953- 1964- 1953-
1963 1970 1970 

(Est) (Est) 

TOTAL FEDERAL, STATE 
a LOCAL GOVT. AMD 

PRIVATEDEBT 

$U370 

$9260 

1953- 1964- 1953-
1963 1970 1970 

(Est) (Est) 

INTEREST CHARGES IN EXCESS OF 
CHARGES COMPUTED AT 1952 INTEREST 

RATES, l953-'63 8 PROJECTED 1964-1970* 
FEDERAL PUBLIC 

DEBT 

1953- 1964- 1953-
1963 1970 1970 

(Est) (Est.) 

In Billions of Dollars 

STATE a LOCAL 
GOV'T DEBT 

1953-
1963 

1964-
1970 
(Est) 

1953-
1970 
(Est) 

INTEREST-BEARING 
PRIVATEDEBT 

* Assuming continuation of recent monetary and general economic policies 

1953- 1964- 1953-
1963 1970 1970 

(Est) (E*t) 

TOTAL FEDERAL, STATE 
a LOCAL GOV'T AND 

PRIVATEDEBT 

$1388 • 
$88 7 

1953- 1964- 1953-
1963 1970 1970 

(Est) (Est) 
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CHART 17 

HOW 88.7 BILLION DOLLARS IN 
EXCESS INTEREST COSTS, 1964-1970 

WOULD BURDEN THE AMERICAN PEOPLE 
Calendar Years 

Excess Interest Cost Per Family of Four 

$1,744.32 

$211.92 !£5!§B ^ 6 

1964 1967 1970 1964-1970 
Total 

Excess Interest Cost Ptr Capita 

$436.08 

1964 1967 1970 1964-1970 
Total 

HOW $12.7 BILLION A YEAR. 1964-1970 
-THE ANNUAL EXCESS INTEREST COST-

COULD BE USED TO RELIEVE POVERTY 

Multiple Person Families 
With Incomes Under 

$4,000 
(10 4 Million in I960 

$2,513 

$12.7 Billion 

More a Year 

Received 

By These Families 

Would Mean 

$1,221 More 

For Each Family 

Multiple Person Families 
With Incomes Under 

$3,000 
(6 3 Million in I960 

$1,849 

$12.7 Billion 

More a Year 

Received 

By These Families 

Would Mean 

$2,016 More 

For Each Family 

Multiple Person Families 
With Incomes Under 

$2,000 
(3 2 Million in 1961) 

$12.7 Billion 

S i U L More a Year 

^ Received 

By These Families 

Would Mean 

$3,969 More 

For Each Family 

Average Income 
of These Families 

in 1961 
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CHART 18 

ESTIMATED EXCESS INTEREST. 1964-1970 
CONTRASTED WITH IMPORTANT OUTLAYS 

IN CURRENT FEDERAL BUDGET* 

EXCESS MEREST 
COSTS 

On Total Public and \ On Federal 
Private Debt i Public Debt 

1963 Annual { 1963 Annual 
Average ! Average 

1964-170 i 1964.170 

Millions of Dollars 

BU06ETOUTLAYS 
FOR EDUCATION 

BUDGETOUTLAYS 
FOR HEALTH SERVICES 

AND RESEARCH 

•1,691 *l,733 

BUD6ET OUTLAYS 
FOR HOUSING AND 

COMMUNITY DEVELOPMENT 

BUDGET OUTLAYS 
FOR 

PUBLIC ASSISTANCE 

SUBSET OUTLAYS 
FOR LAB0R.MANP0WER, 
ANB OTHER WELFARE 

SERVICES 

• O * 

$2,869 

1965 

-$317 

$1.230 

1965 

'"interest cost,calendar years;Budget outlays,fiscal year I965,as proposed in the President's Budget 
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CHART 19 

TREND TOWARD SHORTER MATURITIES IN 
FEDERAL DEBT OUTSTANDING. 1952-'63 

Percentage Distribution of Marketable Interest-Bearing Federal Public Debt 

(As of June 30) 

MATURITY WITHIN ONE YEAR 

41.9% 

33.0% 

1952 1963 

MATURITY* 5-10 YEARS 

18.4% 

1952 1963 

MATURITY* 1-5YEARS 

34.1% 

28.5% 

1952 1963 

MATURITY: 10-20 YEARS 

18 3% 

MATURITY-20 YEARS AND OVER 

7.1% 

AVERAGE LENGTH OF MATURITY 
(Years) 

5.67 

1952 1963 
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CHART 20 

TRENDS IN OWNERSHIP OF 
FEDERAL DEBT. 1952-1963 

(Percentage Distribution^-As of June 30) 

US GOVERNMENT 
INVESTMENT ACCOUNTS 

17.1% 
19.1% 

1952 1963 

STATE AND LOCAL 
GOVERNMENTS 

6.8% 

BANKING SYSTEM* 

36.1% 
33.4% 

1952 1963 

INSURANCE COMPANIES 
AND OTHER CORPORATIONS 

13.4% 

1952 1963 

INDIVIDUALS 

25.0% 
21.4% 

1952 1963 

MISCELLANEOUS 

INVESTORS 

9 .2% 

4.5% 

1952 1963 

- 'Totals may not add to 100.0% due to rounding. 

-^Federal Reserve Member Bonks, commercial bonks and mutual savings banks 
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CHART 21 

CHRONIC RISE OF UNEMPLOYMENT 
AND OF IDLE PLANT, 1953-1963^ 

( Total True Level, 1953-1963 

6 2 Million Man Y e a r s ^ ) 

Concealed 
Unemployment-

Full-Tim Equivalent of e g \ 
Part-Time Unemployment „,.;,T.. \ 

True Unemployment 

6.8 70 

1953 1955 1959 1962 1963 

I Unemployment 

1953 1955 1959 1962 1963 

(Total Deficiency: 1953-1963 

$ 4 9 4 . 6 Billion) 

Maximum -
Production*' 

Deficiency ^ 6 2 4 4 
In Production 551.5 

651.0 

1953 1955 1959 1962 1963 

11.1% 
11.7% 

9.3% 

2.8% 

0.3% 

1953 1955 1959 1962 1963 

•J Except for the base year 1953 , no year during which a recession was in process is included. 

- ^ About 3 3 million m a n - y e a r s of unemployment ( t rue level) would have been consistent 

with maximum employment. 

& Estimated as the difference between the officially reported civilian labor force and its likely size 

under conditions of maximum employment. 

- ^ In deriving these percentages, the civil ian labor force is estimated as the officially 

reported civilian labor force plus concealed unemployment. 

5/ Based upon sufficient annual rate of growth in G.N.P. to provide ful l use of growth in 

labor fo rce , plant and productivity under conditions of maximum employment 

and production. 
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CHART 22 

AMOUNT BY WHICH TRUE LEVEL OF 
UNEMPLOYMENT HAS EXCEEDED LEVEL 
CONSISTENT WITH FULL EMPLOYMENT^ 

Millions of Workers 

0.3 

3.7 

1953 1954 1955 1956 1957 1958 1959 I960 1961 1962 1963 

DURATION OF UNEMPLOYMENT 
AVERAGE NUMBER OF WEEKS 

PER UNEMPLOYED WORKER 

8.1 

i 
14.0 

14.7 

"I 
1953 1962 1963 

PERCENT OF UNEMPLOYED 
JOBLESS 15-26 WEEKS 

(Numbers shown in brockets) 

'*4? 128% 

7.0% 
rm (534,000) (535,000) 
I-:-:-::-i v-.-.-.-t I--:-:-::-:! 

(132,000) 

1953 1962 1963 

PERCENT OF UNEMPLOYED 

JOBLESS 27 WEEKS 8 OVER 

(Numbers shown in brackets) 

14.6% 

(585.000) 

13.3% 

4.2% 

(79,000) LI 

(553,000) 

• 
1953 1962 1963 

- / Full employment is here regarded as true level of unemployment equal to 
4 5 percent of the civilian labor force, which equates with ful l - t ime recorded 
unemployment of 2.9 percent of civilian labor force. 
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CHART 23 

LARGE NATIONAL ECONOMIC DEFICITS 
DURING PERIOD 1953-1963 

TOTAL 
NATIONAL 

rMDUCTlON 

$494 Billion 
Too Low 

Dollar Items in 1962 Dollars 

MAN YEARS 
OF EMPLOYMENT 

2 9 Million 
Too Low 

PRIVATE 
BUSINESS 

INVESTMENT 
(Incl. Net Foreign) 

$118 Bil l ion 
Too Low 

PRIVATE 
AND PUBLIC 

CONSUMPTION,J/ 

$376 Billion 
Too Low 

.THESE HAVE LED TO LARGE LOSSES 
TO ALL ECONOMIC GROUPS 

AVERA6E 
FAMILY INCOME 

(Multiplo-Ptrson FomitiosA 

$7,800 
Too Low 

FARM 
OPERATORS' 
NET INCOME 

$ 7 3 Billion 
Too Low 

WAGES AND 
SALARIES 

$326 Billion 
Too Low 

UNINCORPORATED 
BUSINESS AND 
PROFESSIONAL 

INCOME 

$36 Billion 
Too Low 

iJ includM personal consumption oxpondlturot pint govornmont (Ftdoral, ttat«, and 
local) upondlturw(330 and 46 billions, respectively). 
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CHART 24 

GROWTH RATES, US. ECONOMY, 1922-1963 
Average Annual Rates Of Change In Gross National Product 

In Uniform 1962 Dollars 

LONG-TERM RECORD, 1922-1963 

Long-Tsrm Post Post Ptriod of Post 

"Historic" World War I World War H Ptoci And War Korean War 

(Excluding Dtprtssions 
Long-Tirm And War Eras) 

4.6% 4.8% 

3.5% 
iwnjmrs 

37% 4.2% 
Z.37. 

IP 
1922-63 1922-63 

(Excl. 1929-47 
and 1950-52) 

1922-29 1947-50 

RECESSIONS, BOOMS.STAGNATIONS, 1953-1963 

7.8% 

6.7% 

2.1% 1.9% 

2nd Qtr. I960 
Ist Qtr. 1961 

(Seasonally Adj. 
2 6 % Annual Rate) 

1X73 19% 

6.2% 

1957-58 

1954-55 1955-56 1956-57 KX>j 1958-59 1959-60 1960-61 bQQ l96l-'62 1962-63 

-2.0% 
-1.6% 

-2 .4% 

BOOM AGAIN FOLLOWED BY STAGNATION 1961-1963 

(Seasonally Adjusted Annual Rates-12 Month Trends) 

7.8% 
6.9% 

5.7% 

4 . 2 % 
3.7% 

III ^ 

3.3% 
4.1% 4.2% 

1st Qtr 1961- 2nd Qtr 1961- 3rd Qtr 1961- 4th Qtr 1961- 1st Qtr 1962- 2nd Qtr 1962- 3rd Qtr 1962- 4th Qtr 1962-

Ist Qtr 1962 2nd Qtr 1962 3rd Qtr 1962 4th Qtr 1962 Ist Qtr 1963 2nd Qtr 1963 3rd Qtr 1963 4th Qtr 1963 
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CHART 25 

COMPARATIVE TRENDS IN GNP AND THE 
NON-FEDERALLY HELD MONEY SUPPLY, 1953-1963 

1953-54 

DOWN 
2.0% 

UP 
7.8% 

II II 
|p| 
I954J55 

AVERAGE ANNUAL GROWTH IN GNP 

UP 
6.7% 

UP u p ^M Z£% u p 

^ * 1.9% H H 1.9% 

H | 1957-58 | _ H 

1955-56 1 9 5 6 - 5 7 H H 1 9 5 8 - 5 9 1959-60 1960-61 

DOWN 
1.6% 

UP 
6.2% 

1961-62 

- 4 4 % * ' * 

1962-^63 

AVERAGE ANNUAL GROWTH IN NON-FEDERALLY HELD MONEY SUPPLY 

UP 
2.7% UP 

2.2% 
UP 

1.3% 

l956-'57 

UP 
0.6% 

1959-60 

I953J54 1954-55 I955J56 1 1 1 1957-58 1958-59 I M 1960-61 1961-62 1962-63 
DOWN DOWN 
0.7% 0.6% 
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CHART 26 

INVESTMENT IN PLANT AND EQUIPMENT WASl 
DEFICIENT-I953-I963 AS A WHOLE^ 

AVERAGE ANNUAL GROWTH RATE 
1953-1963 

!nl962 Dollars 

3.0% 

NE 

:||HJ 

IEDED 

0.9% 

ACTUAL 

AVERAGE ANNUAL 
DEFICIENCY 

1953-1963 
Billions of 1962 Dollars 

$5.3 

BUT INVESTMENT IN MEANS OF PRODUCTION 
AT TIMES OUTRAN DEMAND; 

HENCE INVESTMENT CUTS AND RECESSIONS 
V////A Investment in Plant and Equipment 

2/ 
Ultimate Demand Total Private Consumption Expenditures Plus Total Public Outlays For Goods and Services 

1st 3 Qtrs 55-
Ist3 Qtrs'57 

Boom' 

Up 
9 37c 

m Up 
29% 

3rdQtr 57-
3rdQtr'58 
"Recession" 

Up 

34% 

1st Half 59-
Ist Half'60 
"Boom' 

Up 
12 3% 

m 
Up 

26% 

1 
Down 

6 0% 

m 
Down 
23 3% 

AVERAGE ANNUAL RATES OF CHANGE 
In 1962 Dol lars 

1st Half 60-
[st Half "61 
"Recession" 

Up 
18% 

1st Half 61-
2nd Half '62 
"Boom" 

Up 
76% Up 

1 50% 

IstQtr 61 -
4th Qtr'63 
"Boom" 

Up 
6 9% 

1 

Up 
4 3% 

' 1963 estimated 

^Federal.State and local 
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CHART 27 

DEFICIENT RATE OF GROWTH IN 
PRIVATE CONSUMER SPENDING, 1953 -1963^ 

Rates of Change in 1962 Dollars 

Needed Rate of Growth H H Actual Rate of Growth 

1953-1963 l953-'54 I954J55 I955J56 I956J57 I957J58 1958-59 l959-'60 I960-'6I I96IJ62 mZ-SZ1^ 
Annual Avirage 

THE PRIVATE CONSUMPTION DEFICITS 
DOMINATE THE DEFICITS 
IN THE TOTAL ECONOMY 

Billions of 1962 Dollars 

1953-1963-^ . 
Annual Avtraa* 1956 1958 1959 I960 1961 1962 1 9 6 3 ^ 

61.1 

lecess 
Boom" Year 

"Boom 
Stagnation" 62.7 

" Recession- "Stagnation 
Recession" 

Year 

Deficiency in Private^ 
- Consular Expenditures?! 

Deficiency in A ~K—*\ 
Public Outlay* far- \, - A 
.Goods and Services 

Deficiency ki Orote 
«~«r Private lm " " 

! 2 - 6 ^ (inc. Met F 

Deficiency in Total , 
National Production I 
(ONP) 

7 7 0 "Stagnation^ 7 6-5 ^ 

"Recession Y e a r "Stagnation" 
Boom" Period 
Year 

-^1963 estimated on basis of first three quarters. 
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CHART 28 

LOW GROWTH IN PRIVATE CONSUMPTION 
REFLECTS EVEN LOWER GROWTH IN INCOMES 

IN MOST OF RECENT YEARS 
Rates of Change in 1962 Dollars 

i H I Total Private Consumer Spending g § Total Personal Income After Taxes 

1953-1963-^ 1958-1959 1959-1960 1960-1961 1961-1962 1962-1963^ 
Annual Average 

THE PRIVATE CONSUMPTION DEFICIENCY 
OF $ 3 3 0 BILLION. 1953-1963 REFLECTED 

A $428 BILLION INCOME DEFICIENCY 
Billions of 1962 Dollars 

Deficiency in Deficiency in Deficiency in Deficiency in Deficiency in 
Private Consumption + Consumer Savings = Consumer Income + Taxes Paid by » Consumer Income 

After Taxes Consumers Before Taxes 

$428 

-^1963 estimate.] on basis of first three quarters. 

*SI 

$377 
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CHART 29 

DEFICIENT RATE OF GROWTH IN 
WAGES AND SALARIES, 1953- 1963x 

Rates of Change in 1962 Dollars 

CD Needed rate of growth WM Actual rate of growth 

DEFICIENCIES IN WAGES AND SALARIES 
ARE LARGE SHARE OF DEFICIENCIES IN 

TOTAL CONSUMER INCOMES BEFORE TAXES 
Billions of 1962 Dollars 

1953-1963-̂ 1 , 
*£*»*» ! '956 1958 1959 I960 1961 1962 1963-̂  

Deficiency in 
H J | - W a g e s and 

Salaries. 

-^1963 estimated on basis of first three quarters. 
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CHART 30 

COMPARATIVE TRENDS IN PRODUCTIVITY 
AND REAL HOURLY EARNINGS, 1957-1962 

Average Annual Rates of Change 

ALL PRIVATE NONFARM 

WAGE AND SALARY EMPLOYMENT 

2.7% 
2.1% 

Productivity Real Hourly Earnings 

Per Employee-hour 

IRON AND STEEL-7 

(PRODUCTION WORKERS) 

3.4% 

2.6% 

Productivity Real Hourly Earnings 

Per Man-hour 

-^Estimated by United Steelworkers of America. 

^Productivity based on trends in traffic units per 
man-hour as reported by I.C.C. 

ALL MANUFACTURING 

WAGE AND SALARY EMPLOYMENT 

3.4% 

1.8% 

Productivity Real Hourly Earnings 

Per Man-hour 

RAILROADS 

(ALL RAILROAD WORKERS) 

5.5% 

2.3% 

Productivity = / Real Hourly Earnings 

Per Man-hour 

Basic data: U.S.Dept.of Labor 
(except as noted) 
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CHART 31 

FEDERAL BUDGET HAS SHRUNK RELATIVE 
TO SIZE OF ECONOMY AND NEEDS. l954-'65 

Fiscal Years 

BUDGET OUTLAYS AS PERCENT OF TOTAL NATIONAL PRODUCTION 

1954 1955 1956 1957 1958 1959 I960 1961 1962 1963 I964J/1965^ 

$544.36 

BUDGET OUTLAYS PER CAPITA 
In 1962 Dollars 

$503.88 

$393.40 

ft--* 

$150.96 

1 
Total Not'l Security All Domestic 

and Internat'l Programs 

1954 

$318.21 

$185.67 

Total Nat'l Security All Domestic 

and Internat'l Programs 

1964 

$486.98 

$304.51 

$182.47 

I 
Total Nat'l Security All Domestic 

and Internat'l Programs 

1965 

—'Preliminary G.N.P. estimated at $603bil l ion, CEP. 

^Administration's proposed Budget as of Jan.21,1964, G.N.P. estimated at $ 6 4 2 billion, CEP. 
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CHART 32 

RISING PRICES, PROFITS, AND INVESTMENT 
BEFORE THE 1957- 1958 RECESSION 

The Investment Boom Before the 1957-1958 Recession 

First Three Quorters 1955 - First Three Quarters 1957 

[J ™&m Profits after Taxes }J Investment in Plant and Equipment̂  

Processed Foods and 
Kindred Products 

Iron and Steel Petroleum and 
Coal Products 

UP 
2.5% 

Chemicals and 
Allied Products 

Electrical 
Machinery 

Non-Electrical 
Machinery 

-> Bureau of Lobar Statistics, (U S Dept of Labor), Commodity Wholesale Price Indexes. 
- / Securities and Exchange Commission, Profit Estimates 
J Securities and Exchange Commission estimates of expenditures for plant and equipment. 
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CHART 33 

INVESTMENT BOOM OCCURRED AGAIN 
BEFORE THE 1960-1961 RECESSION 

DESPITE REDUCED PRICES AND PROFITS 

First Half I 9 5 9 - F i r s 1 Half I 9 6 0 

Prices. I Profits after Toxes^ | Investment in Plant and Equipment 

CHEMICALS AND 
ALLIED PRODUCTS 

•^ U S . Dept of Labor, Bureau of Labor Statistics, commodity wholesale price 

^ Securities and Exchange Commission, profit estimates 

-^ Securities and Exchange Commission, estimates of expenditures for plant and equipment 

MOTOR VEHICLES 
AND EQUIPMENT 
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CHART 34 

PRICE, PROFIT AND INVESTMENT TRENDS 
DURING CURRENT ECONOMIC UPTURN 

Annual Rates 1st Quarter 1961- 4th Quarter 1963 

I 1 Prices;^ H H Profits after Taxes;^ 1 „.".'.'.'....I Investment in Plant and Equipment ^ 

TEST" 
DOWN ™™ 

IRON and STEEL 

UP 
13.5% 

UP 
4 .4% 

DOWN 
2 . 8 % 

PETROLEUM 
and COAL PRODUCTS 

UP 
15.3% 

UP 
3 .5% 

DOWN 
1.5% 

CHEMICALS 
and ALLIED PRODUCTS 

DOWN 2 . 7 % 
' • 4 V» DOWN 

ELECTRICAL 
MACHINERY 

UP 
0.6% 

UP 
7.2% 

NON-ELECTRICAL 
MACHINERY 

UP 
16.8% 

DOWN 
0 3% 

MOTOR VEHICLES 
and EQUIPMENT 

•^ Data- US Dept of Labor, wholesale commodity price indexes 

^ Data Federal Trade Commission-Securities and Exchange Commission 

* Data: U S Dept of Commerce and Securities and Exchange Commission; seasonally adjusted 
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CHART 35 

KEY PROFITS AFTER TAXES ARE HIGH 
DESPITE LARGE UNUSED CAPACITIES 

1953-100 

MOTOR VEHICLES AND EQUIPMENT! 

1953 '54 "55 "56 '57 '58 "59 '60 '6! '62 '63 1953 '54 '55 '56 '57 '58 '59 fcO *6I "62 *63 

- IsMsMMIIMiHi l 

m\mm > 

ELECTRICAL MACHINERY 

1953 '54 '55 '56 '57 '58 S9 '60 '61 '62 '63 1953 '54 '55 "56 '57 '58 *59 '60 *6I *62 "63 

CHEMICALS AND ALLIED PRODUCTS TOTAL MANUFACTURING 

1953 '54 '55 '56 '57 '58 '59 '60 '61 '62 '63 1953 '54 '55 *5€ '57 '58 '59 "60 '61 "62 '63 

61 
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1 7 9 8 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

CHART 36 

PROFITS-SALES RATIOS ARE GOOD 
AND GENERALLY ARE REACHING NEW PEAKS 

DESPITE SUBSTANTIAL IDLE CAPACITIES 
Manufacturing Corporations' Profits after Taxes, as Percent of Net Sales 

IRON AND STEEL 

5.3% 
4.6% 3.9% 

4.8% 

l 
1953 1961 1962 1963 

PETROLEUM REFINING 

10.1% 10.3% 
10.7V, 

9.7% 

1953 1961 1962 1963 

EmBmaoBSEBaa-i 

7.3% 7.4% *£% 
6.1% I 
1953 1961 1962 1963 

4.1% 3.5% 3.8% 3.8% 

I 
1953 1961 1962 1963 

I A L MANUFACTURING 

4.3% 4.3% 4.6% 4.7% 

£ 
1953 1961 1962 1963 

2ata federal Trade Commission. Securities and Exchange Commission 
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CHART 37 

TOTAL FUNDS USED BY CORPORATIONS 
HAVE INCREASED 

Billions of Current Dollars 

3 9 4 

1947-1953 
Annual Average 

1953-1963 
Annual Average 

PORTION OF THESE FUNDS USED FOR 
PLANT AND EQUIPMENT HAS GROWN 

71.3% 74 .3% 

1947-1953 
Annual Average 

1953-1963 
Annual Average 

PORTION OF CORPORATE FUNDS DRAWN 
FROM INTERNAL SOURCES HAS RISEN 

I I Depreciation and Amortization 

6 5 . 7 % 

j Retained Profits and Depletion Allowances 

6 8 . 7 % 

49.0% 

1947-1953 
Annual Average 

1953-1963 
Annual Average 

Data Department of Commerce 
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CHART 38 

DIFFERENCES IN RESULTS OF HIGH AND 
LOW ECONOMIC GROWTH RATES, 1964-1970 

Bold face-Difference in 1970s Italics-Difference for seven year period as a whole 
(Dollar figures in 1963 dollars) 

EMPLOYMENT J 

(In millions of man-years) 

UNEMPLOYMENT 'J 

(In millions of mon-yeors) 

-4.5 

-21.7 

TOTAL 
PRODUCTION 

$163.3 Billion 

$697.5 Billion 

CONSUMER 
SPENDING 

$99.3 Billion 

$488.5 Billion 

PERSONAL 
INCOME 

W/ 

$133.8 Billion 

$574.2 Billion 

FAMILY 
INCOME 

((Average for Multiple Person Families) 

WAGES and 
SAURIES 

NET FARM 
INCOME 

$2,125 

$9,000 

$82.5 Billion 

$355.2 Billion 

$19.5 Billion 

$95.2 Billion 

TRANSFER 
PAYMENTS 

$16.3 Billion 

$81.4 Billion 

BUSINESS and 
PROFESSIONAL 

INCOME 

GROSS PRIVATE 
DOMESTIC 

INVESTMENT J 

RESIDENTIAL 
NONFARM 

CONSTRUCTION 

J. 

FEDERAL, STATE, AND 
LOCAL GOV'T OUTLAYS 

FOR GOODS AND 
SERVICES 

n u n -TILED 
1 

$10.0 Billion 

$457 Billion 

$47.5 Billion 

$205.9 Billion 

r* 

$16.5 Billion 

$78.9 Billion 

A .Tf l l fir5, 
MO* 1 \ 

fr w 
$16.5 Billion 

$64.9 Billion 

•J High growth rate would draw more persons into the labor market than low growth rate 

.2/ Including net exports of goods and services 
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CHART 39 

GOALS FOR 1966 AND 1970, PROJECTED 
FROM ACTUAL LEVELS IN 1963^ 

EMPLOYMENT 
(in millions of man-ytars) 

UP 13.9 

FAMILY INCOME 
(Average) 

1966 1970 

Dollar Figures in 1962 Dollars 

TRUE UNEMPLOYMENT 
(in millions of man-years) 

1966 1970 

FULL-TIME RECORDED 
UNEMPLOYMENT 
1966 1970 

DOWN 
1.8 

DOWN 
1.6 

WAGES and SALARIES 

1966 1970 

TOTAL PRODUCTION 
UP $305.5 Billion 

1966 1970 

NET FARM INCOME 

UP 
. UP $19.2 Bil l ion 

$14.2 Billion , . 

1970 1966 

CONSUMER 
SPENDING 

1966 1970 

TRANSFER 
PAYMENTS 

\r" 

UP 
U P $29.0 Billion 

$15.6 Billion g n m 

1966 1970 

BUSINESS and 
PROFESSIONAL 

INCOME 

GROSS PRIVATE 
INVESTMENT 
( Inc Net Foreign) 

RESIDENTIAL 
NONFARM 

CONSTRUCTION 

S . O . S B H H o n * 1 ? ^ ! ! ! 0 " 

UP 
$31.5 Billion 

UP 
$61.0 Bill ion 

UP 
UP 

1966 1970 1970 

$13.7 Billion * ! ^ i 0 n 

1970 

PUBLIC OUTLAYS FOR 
GOODS and SERVICES 

(Calendar Years) 

\FEDERAL 

UP 
UP $ 2 7 Billion 

$13 Billion 

STATE and LOCAL 

UP 
UP $ 2 0 Billion 

$ 8 Billion WggSBgB 

y l 9 6 3 estimated on basis of first three quarters 
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CHART 40 

RATIO OF VOLUME OF EMPLOYMENT 
TO PHYSICAL VOLUME OF PRODUCTION 

( 1 9 4 7 - 1 9 4 9 Ratio of Employment to Production = 1 0 0 ) 

AGRICULTURE | MINING | ALL MANUFACTURING 

106.8 

82.9 
66.5 

• 
51.7 

1947 1952 1957 1962 

99.0 

82.2 

P 65.6 

I 
51.4 

1947 1952 1957 1962 

85.9 
75.0 
^ 62.5 

i 
1947 1952 1957 1962 

IRON AND STEEL 

99.7 

ELECTRICAL MACHINERY 
AND EQUIPMENT 

NONELECTRICAL 
MACHINERY 8 EQUIP. 

107.8 

88.6 82 5 

1 
77.7 80.6 

^ 70.8 

100.2 

1 
65.4 

83.3 85.4 
75.0 

1 
1947 1952 1957 1962 1947 1952 1957 1962 1947 1952 1957 1962 

MOTOR VEHICLES 8 
OTHER TRANSPORTATION 

EQUIPMENT 

RAILROADS' CONTRACT 
\ i j CONSTRUCTION' 

124.6 

96.6 95.8 
103.6 103.8 

78.4 

59.2 

II 
• 
I 

86.6 

1947 1952 1957 1962 1947 1952 1957 4962 1947 1952 1957 1962 
Ratio of volume of employment to traffic volume. 

Roughly aproximated by relating employment in contract construction to number of new dwelling units. 
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CHART 41 

EMPLOYMENT TRENDS: 
PRODUCTION WORKERS, 1947-1963J 

(Average Annual Rates of C h a n g e ) 

ALL 
MANUFACTURING 

^s-te^1 

!947-'53 1 1 1 ! 
DOWN 

1.1% 

ELECTRICAL 
MACHINERY 

UP 
4.1 % 

^AUTOS, TRUCKS 
AND PARTS 

UP 
0.3% 

1947-53 l953-fe3i 

^HEMICALS~AND 
ALLIED PRODUCTS 

UP 
1.2% 

no change 
I I 

1947-53 1953-63 

PETROLEUM 
AND RELATED PROD. 

UP 

1947-53 

IRON AND 
STEEL 

UP 
1.3% 

^ss-'ss-^ 
1947-53 

DOWN 
2 . 5 % 

UP 
0.7% , 

1947-53 H I 
DOWN 
1.0% 

I 1 
OTHER I 

TRANSPORT EQUIP | 
UP 

11.7% 

PAPER AND 
ALLIED PRODUCTS1 

UP 
1.5% UP 

1.0% 

I947J53 ^ - t a ^ 

1 FOOD AND 
BEVERAGES 

1947^531953 -631/ 

DOWN 
0 .8% DOWN 

1.4% 

NONFERROUS I NONELECTRICAL 
METALS MACHINERY 

UP 
1.4% 

1953-63" 
l947-'53 1 1 1 

DOWN 
12% 

FABRICATED 
METAL PRODUCTS 

DOWN 
0.6% 

53 3.9% I . 

RUBBER AND ! 
MISC. PLASTIC PROD. 

UP 
1.5% UP 

0.9% 

STONE, CLAY 
AND GLASS 

UP *—' 
0 .8% 

f55S3 1953-63-^ 

1947-'53 raSS-to-^ I947J53 DOWN 
0 .1% 

TEXTILES,APPAREL; ALL OTHER PROB
AND RELATED | DUCTION WORKERS 

• IN MANUFACTURING 
l947-'53 1953-63-^1 UP 

°'6% l953-'63^ 
DOWN 
0 7 % DOWN 

1.1% l947-'53 

ttf 3.6% 

'1963 estimated on basis of average of first ten months, seasonally adjusted. 

DOWN 
1.1% 
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CHART 42 

TOTAL CIVILIAN EMPLOYMENT TRENDS, 
BY OCCUPATION, 1947-1962 

Average Annual Rates of Change 

AGRICULTURE 

1947-1953 1953-1962 

^ 
2.7% 
DOWN 

PRIVATE HOUSEHOLDS 

UP 

2.8% 
UP 

3 2% 
i-wraw-'i 

i£ii&ifi±iiuiiiii 
1947-1953 1953-1962 

MANUFACTURING 

UP 

tmm l953"1962 

MINING 

UP 

2.3% 
1953-1962 

1947-1953 0.1% 
DOWN 

1947-1953 

5 2% 

CONTRACT CONSTRUCTION TRANSPORTATION, COMMUNICATIONS 

^ 5 ^ 
AND PUBLIC UTILITIES 

1947-1953 

UP 
0.4% 

1953-1962 
1947-1953 

1953-1962 

0.9% 

WHOLESALE AND RETAIL TRADE |U, FINANCE, INSURANCE 
' - b r k AND REAL ESTATE 

* 
UP 

I 3% 

UP 
2.2% 

£^~2 EM5S3 

UP 
3.6% 

1947-1953 1953-1962 1947-1953 1953-1962 

SERVICES -nTSh GOVERNMENT 

UP 

3.2% 

UP 
4 0% 

E5$$BRBR 

i t t teitt 

UP 
3.7% 

itfttttiaUiiiiii 
1947-1953 1953-1962 1947-1953 1953-1962 

T O T A L C I V I L I A N E M P L O Y M E N T 
1947-1953 :UP 1.2% 
1953-1962: UP 1.0% 
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CHART 43 

UNEMPLOYMENT RATE TRENDS 
WAGE AND SALARY WORKERS. 1948-1963^ 

PERCENT OF WORKERS UNEMPLOYED 

AGRICULTURE CONSTRUCTION 
121 

10.9 

I948J53 l953-fc3 1963 

Annual Average 

m&& l953-'63 1963 

Annual Average 

•1/ Full - t ime unemployment only. Data for individual industries for years prior to 1957 based on old 

definitions of unemployment and hence not exactly comparable with later data. 

•=/Based on new definitions for entire period. 
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CHART 44 

GOALS FOR TOTAL CIVILIAN EMPLOYMENT, 
BY OCCUPATION, 1962-1966 AND 1962-1970 

AGRICULTURE 

1962-1966 1962-1970 

PRIVATE HOUSEHOLDS 

UP 
22.2% 

1962-1966 1962-1970 

MANUFACTURING 

UP 
8.6% 

UP 
14.4% 

1962-1966 1962-1970 

MINING 

no change no change 
1 • • • 
1962-1966 1962-1970 

E£% 
CONTRACT CONSTRUCTION 

UP 
UP 48.6% 

37.8% 

TRANSPORTATION, COMMUNICATIONS 
AND PUBLIC UTILITIES 

UP 
7.3% 

UP 
10.0% 

1962-1966 1962-1970 1962-1966 1962-1970 

WHOLESALE AND RETAIL TRADE FINANCE.INSURANCE AND REAL ESTATE 
ILJI 

UP 
12.3% 

UP 
20.0% 

UP 
16.7% 

UP 
36.7% 

1962-1966 1962-1970 1962-1966 1962-1970 

SERVICES AND MISCELLANEOUS 

UP 
23.2% 

UP 
38.9% 

GOVERNMENT 
(Federal, State and Local) 

ilfnjjfif UP 
UP 28.7% 

16.1% 

I 
1962-1966 1962-1970 1962-1966 1962-1970 

TOTAL CIVILIAN EMPLOYMENT: S l ' i S l S f S S l 
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CHART 45 

GOALS FOR A FEDERAL BUDGET GEARED 
TO ECONOMIC GROWTH AND PUBLIC NEEDS 

1965, Fiscal Year; 1966 and 1970,Calendar Years 
Per Capita Outlay in 1962 Dollars 

TOTAL FEDERAL 
OUTLAYS 

% of Total $Per 
Year Output Capita 

1965 Adnrl5.25*486.98 
1966 Goal 15.91 577.89 
1970 Goal 15.41 636.15 

NATIONAL DEFENSES 
SPACETECHNOLOGY^ 

AND ALL 
INTERNATIONAL 

% of Total $Per 

Year Output Capita 

1965 AdraJ/9.54 $304.51 
1966 Goal 9.82 356.78 
1970 Goal 9.61 396.71 

EDUCATION 

% of Total $Per 

Year Output Capita 

1965 Adm.17 .26 $8.41 
1966 Goal .62 22.61 
1970 Goal .80 32.86 

HEALTH 
SERVICES 

AND RESEARCH 

Year 
% of Total $Ptc 

Output Capita 
1965 Adm^ .27 $8.62 
1966 Goal .44 16.08 
1970 Goal .55 22.54 

PUBLIC 
ASSISTANCE 

LABOR AND 
MANPOWER, AND 
OTHER WELFARE 

SERVICES 

HOUSINGAND 
COMMUNITY 

DEVELOPMENT 

ALL DOMESTIC 
PROGRAMS AND 

SERVICES 

(Includes also 
Agriculture; 

Natural Resources; 
Veterans; Commerce; 

Interest; General 
Government, etc.) 

% of Total $Per 
Year Output Capita 

1965 Adm.17 .45 $14.27 
1966 Goal .51 18.59 
1970 Goal .51 21.13 

% of Total $ Per 
Year Output Capita 
l965Adm. J / .19 $6.12 
1966 Goal .15 
1970 Goal .14 

5.53 
5.63 

% of Total $ Per 
Year Output Capita 

1965 Admr7 - -$1.57 
1966 Goal .31 11.06 
1970 Goal .37 15.49 

% of Total $ Per 
Year Output Capita 

1965 Adm^5.7l $182.47 
1966 Goal 6.09 221.11 
1970 Goal 5.80 239.44 

-̂ Administration's proposed budget as of Jan 21, 1964 
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CHART 46 

TOWARD A FEDERAL BUDGET CONSISTENT 
WITH MAXIMUM EMPLOYMENT AND THE 
PRIORITIES OF NATIONAL PUBLIC NEEDS 

Interest 

General Government^ 

Commerce 

Natural Resources 

Agriculture 

Labor and Welfare^ 
Veterans 

International Affairs 
and Finance 

Housing 

National Defense 
and Space Technology 

1970 
Goal 

Calendar Years 

(1962 Dollars) 

BURDEN OF FEDERAL OUTLAYS IN A 
FULLY GROWING ECONOMY WOULD BE 

LOWER THAN IN RECENT YEARS 
TOTAL FEDERAL OUTLAYS AS PERCENT OF 

TOTAL NATIONAL PRODUCTION (6NP) 

(1954-1963 8 1963, Fiscal Years; 
Goals 1966 a 1970, Calendar Years.) 

(CONVENTIONAL BUDGET) 

16-6% 16.4% 15.9% |5.4% 

1954-1963 1963 
Av. Annual Actual 

Actual 

1966 
Goal 

1970 
Goal 

1/ Based upon Budget Message of Jan 21, 1964 

2/including education and health services 

•^Including contingencies and less mterfund transactions 

(1954-1963 a 1963, Fiscal Years; 
Goals 1966 a 1970, Calendar Years.) 
62.8% 

52.3% 

42 .2% 

34.1% 

1954-1963 1963 1966 1970 
Av. Annual Actual Goal Goal 

Actual 
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CHART 47 

ROLE OF HOUSING IN THE U.S. ECONOMY 
1947-1962 

$%&$ Household Utilities Construction 

3.6 q 
k\\\\\N 

K4 I 4.2N 

'53 '55 '57 '59 

RESIDENTIAL CONSTRUCTION AS PERCENT OF TOTAL NEW CONSTRUCTION' 

1947 '49 '51 "53 '55 '57 '59 "61 '62 

THE RELATIVE INSTABILITY OF HOUSING STARTS, 1947 - T963 

Index 1947=100 

200 

180 

160 

140 

120 

100 
90 

19 

- Total Housing Starts A 
- (Private and Public) industrial Production \ .'1?^ 

J ^j****0**^ ^^' G r o s s N a t i o n a l Product _ 
- ^S* ^t*'1* (Constant Dollars) 

i i i i i i i i i i i . i i i i 

47 '48 '49 '50 '51 '52 '53 '54 '55 '56 '57 '58 '59 '60 '61 '62 IS 

200 

180 

160 

140 

120 

100 
9 0 

63 

-* Private and public, nonfarm and farm, 
inc additions and alterations. Data: Dept. of Commerce, F. H. A.,and V. A. 
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CHART 48 

HOUSING CONDITIONS RELATED TO 
INCOMES IN METROPOLITAN AREAS, I960 

Reqter Occupied 
i 

! 28.9% 

20.9% 

7.3% 

All Under $4,000- $6,000- $10,000 
Income $4,000 $5,999 $9,999 a Over 
Groups INCOME GROUPS 

Owner Occupied 

All Under $4,000- $6,000-$10,000 
Income $4,000 $5,999 $9,999 8 Over 
Group* INCOME 6R0UPS 

(Note different scale) 

Renter Occupied 

2.9% 
FiTffl 

All Under $4,000- $6,000- $10,000 
Income $4,000 $5,999 $9,999 8 Over 
Groups INCOME GROUPS 

Owner Occupied 

100% 

47.5% 

23.4% 22.1% 

7.0% 

All Under $4,000- $6,000- $10,000 
Income $4,000 $5,999 $9,999 8 Over 
Groups INCOME 6R0UPS 

-^Unsound housing is a Census classification based on some defects, 
but all unsound housing is not seriously deficient. Data: U.S. Census of Housing, I960 
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CHART 49 

INCOMES OF PURCHASERS OF NEW FHA 
SIN6LE FAMILY HOMES, 1ST QUARTER 1963 

PERCENT OF PURCHASERS IN VARIOUS INCOME GROUPS 

85.6% 

10.0% 

0.7% 
3.7% 

EMM^I 
Under $4,000- $5,000- $6,000 

$4,000 $4,999 $5,999 8 Over 

Data: Federal Housing Authority 

INCOMES (AFTER TAXES) OF HOME PURCHASERS 
UNDER 6.1. HOME LOAN PROGRAM, 2ND QTR. 1963 

PERCENT OF VETERANS IN VARIOUS INCOME GROUPS 

60.7% 
56.2% 
£ ^ 

332% 

NEW HOMES 
Loans with Down Payments 

vy/yyA *WL 89% 

28.2% 

EXISTING HOMES 
Loans with Down Payments 

4.7% 

Under $3,600- $6000- $8,400 
$3,600 $6,000 $8,399 8 Over 

6.4% 

Under $3,600- $6,000- $8,400 
$3,600 $6,000 $8,399 8 Over 

Oata: Veterans Administration 
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CHART 50 

TOWARD DECENT HOMES FOR ALL: 
GOALS FOR NEW NONFARM HOUSING 

Millions of Units 

/ - 2 . 2 Totol Nonform Housing Storts 

r-2.0' 

0.03 

1.6/ 

1.6 

fc> o.4 <r 
mm 

g o * ! " ' 

1.2 

io.5 3 

Pi 

12 

Low-Rent and Low-Cost Sale Housing 
with Public Subsidy 

Lower Middle-Income Housing with 
-Low-lnterest,Long-Term Loans; 

and Cooperative Housing 

Traditionally Financed Private 
"Housing for Middle and 
High-Income Families 

1963 1966 1970 
ACTUAL GOAL GOAL 

(Est) 

1963 Data: Dept. of Commerce, F.H A., and VA. 
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CHART 51 

PENDING TAX BILL: ESTIMATED DIVISION 
BETWEEN CUTS FOR INVESTMENT PURPOSES 

AND CUTS FOR CONSUMPTION PURPOSES 
(Including-Tax Cuts of 1962) 

Billions of Dollars 

-^Through Congressional and Executive action. 

^Estimated portion of personal tax cuts, for those with incomes of $10,000 and over, 
which they would save for investment purposes. 

-^Estimated portion of personal tax cuts, for those with incomes of $10 ,000 and over, 
which they would spend for consumption. 

^/Personal tax cuts for those with incomes under $10 ,000 . Note; Estimates of division, CEP. 
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CHART 52 

PENDING TAX BILL. PERSONAL TAX CUTS 
Percent Tax Cut And Percent Gain In After-Tax Income 

Married Couple With Two Children At Various Income Levels -^ 

$3,000 Income 

100.0% 

Percent 
Tax Cut 

2.0% 

t Gain In 
After-Tax Income 

$5,000 Income 

25.7% 

Percent Gain In 
After-Tax Income 

$7,500 Income 

20.0% 

2.1% 

t Gain In 
After-Tax Income 

$10,000 Income $15,000 Income $25,000 Income 

16.9% 15.7% 

Percent 
Tax Cut 

2.3% 

Percent Gain In 
After-Tax Income 

Percent Gain In 
After-Tax Income 

15.7% 

Percent 
Tax Cut 

3.8% 

Percent Gain In 
After-Tax Income 

$5Q000 Income $100,000 Income $200,000 Income-^ 

15.1% 14.4% 
16.0% 16.0% 

6.2% 

Percent 

Tax Cut 

Percent Gain In 

After-Tax Income 

Percent Gain In 

After-Tax Income Tax Cut 

J. 
Percent Gain In 

After-Tax Income 

•^Adjusted gross income levels. ^/Estimated 

Note: Standard deductions for $ 3 , 0 0 0 income level. Typical itemized deductions 
for other income levels. 
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CHART 53 

TAXES PAID BY SPENDING UNITS^ 
AT VARIOUS INCOME LEVELS, 1954 

Taxes-^Shown As Percent Of Income5' 

0 - $ 2 , 0 0 0 Income 

13.7% 

2.7% 
V"""* 

9.8% 

23.4% 

1 
Fed.Pers. 

Income Tax 

Total Ftd. Total State Total TOMS 

Taxes B Locol Taxis All Levels 

$2,000-$2 t999 Income 

16.1% 

4.7% 
V777/77k 

9.4% 

Fed Pers Total Ftd Total Statt Total Taxts 

Incomt Tax Taxts 8 Local Taxts All Ltvtls 

$3,000-$3,999 Income $4,000-$4,999 Income 

17.3% 18.0% 

6 4% 8.9% 7.6% 8 8% 

Ftd Ptrs Total Ftd Total Statt Total Taxts 

Incomt Tax Taxts & Local Taxts All Ltvtls 

Fed Ptrs Total Ftd Total Statt Totol Taxts 

Incomt Tax Taxts & Local Taxts All Ltvtls 

$5,000-$7,499 Income $ 7,500-$9,999 Income 

20.5% 22.6% 

13.2% 

M 
8.2% 

Ftd Ptrs Total Ftd Total Statt Totol Taxts 

Incomt Tax Taxts & Local Taxts All Ltvtls 

Fed Ptrs Total Ftd Totol Statt Totol Taxts 

Incomt Tax Taxts & Local Taxts All Levels 

$10,000 And Over Income All Income Brockets 
39 2% 

31.8% 

14.0% 

1 

22 0% 

7.4% 9 9% 8 4% 

Fed Pers. 

Income Tax 

Total Fed Total State Totol Toxes 

Taxes & Local Taxes All Levels 

Fed Pers Total Fed Total State Totol Taxes 

Income Tax Taxes a Local Toxes All Levels 

-^Spending units include families plus unattached individuals. 

- ^ F e d e r a l taxes include personal income, corporate profits, excises and social insurance 

taxes State and local taxes include personal income, excise, sales, and property taxes 

•^Adjusted money income and non-money income. 

Data : Estimates by R. Musgrave, in Nov. 9 , 1 9 5 5 publication of Joint Economic Committee. 
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CHART 54 

DURING PERIOD 1929-1958, 
MOST INFLATION DUE TO WAR 

-| AVERAGE ANNUAL CHANGE IN PRICES 

Consumer Prices ^ Wholesale Prices ^ Industrial Prices 

11.3% 

2 - 6 * 2.5% 
1.9% E?ffi 

1 
1929-1958 

e.7% 

6.4% 

ii 

n 

6.8% 

1939-1948 
World War H 

and Reconversion 

mm ,04% 

8.0% 

1950-1951 
Peak Korean War 

Inflation 

1929-1958 
Excluding l939-'48 

and I950-'5I 
o 

-0 .5% -0 .7% 

"THE NEW INFLATION" AFTER 1955 
AVERAGE ANNUAL CHANGE IN PRICES 

Consumer Prices EM Wholesale Prices K83 Industrial Prices 

1.8% 
1.4% 

l . i% 

1952-1958 

I.I% 

0.3% 

- 0 . 2 % 

1952-1955 

2.5% 2.5% 2.5% 

1955-1958 

3.1% 

1956-1958 
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CHART 55 

ECONOMIC TRENDS DURING WORLD WARU 
1939-1945 

PRICES 

3.5% 

Consumer Prices Wholesale Prices Industrial Prices 
Average Annual Rate of Change, !939-'45 

PRODUCTION AND EMPLOYMENT 

11.8% 

9 . 1 % 

5 . 7 % 

mk. 
Total Nat'l Prod. Industrial Civilian Unemployment as % 

in 1957 $ Production Employment of Civilian Labor Force 
Average Annual Rate of Change, l939-'45 Annual Average (1940-45) 

GOV'T EXPENDITURES AND PRIVATE MONEY SUPPLY 
4 9 . 4 % Federal Deficit 

Fiscal Years, in 1957 $ 

Federal Budget Expend. Non-Federally Held 
Fiscal Years, in 1957 $ Money Supply 

Average Annual Rate of Change,!939-'45 
- $ 6 0 Billion 

Annual Average (!940-'45) 

81 
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CHART 56 

ECONOMIC TRENDS DURING RECONVERSION 
1945-1948 

PRICES 
15.1% 

10.2% 

I * 3 % 

Consumer Prices Wholesale Prices Industrial Prices 
Average Annual Rate of Change, l945-'48 

PRODUCTION AND EMPLOYMENT 

Total 
Nat'l Production Industrial 

in 1957 $ Production 

4 . 0 % 3 6 % 

-0 .3% Civilian Unemployment as % 
Employment of Civilian Labor Force 

Annual Average (1946-48) 
- 2 . 4 % 

Average Annual Rate of Change, l945-*48 

GOV'T EXPENDITURES AND PRIVATE MONEY SUPPLY 

Federal Budget Expend. 
Fiscal Years 

in 1957 $ 

4 . 0 % 

Non-Federally Held 
Money Supply 

sam 
Average Annual Rate of Change, l945-'48 

Federal Deficit 
Fiscal Years 

in 1957 $ 

-$7.4 Billion 
Annual Average (1946-48) 
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CHART 57 

ECONOMIC TRENDS DURING FIRST YEARS 
OF THE KOREAN WARJ949-I95I * 

PRICES 

7.6% 7.0% 

4.5% 

Consumer Prices Wholesale Prices Industrial Prices 
Average Annual Rate of Change,I949-'5I 

PRODUCTION AND EMPLOYMENT 

11.3% 

8 .2% 

1.9% 

88855888 
Total Nat'l Prod. Industrial Civilian 

in 1957 $ Production Employment 
Average Annual Rate of Change, I949-'5I 

A 0% 

Unemployment as % 
of Civilian Labor Force 
Annual Average (I950J5I) 

GOVT EXPENDITURES AND PRIVATE MONEY SUPPLY 

12 .9% 

Federal Budget Expend. Non-Federally Held 
Calendar Years, in 1957 $ Money Supply 

Average Annual Rate of Change, I949-'5I 

Federal Deficit 
Calendar Years, in 1957 $ 

- $ 2 . 2 Billion 

Annual Average (I950-'5I) 

* Prices stabilized after 1951. 
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CHART 58 

ECONOMIC TRENDS DURING THE PERIOD 
OFttTHE NEW INFLATION? 1952-1958 

PRICES 

| Consumer Prices fMlS Wholesale Prices i§5§] Industrial Prices 

3.1% 

i .4% ,.,% 1.8% 

1952-1958 

0.3% 1.1% 

- 0 . 2 % 

1952-1955 

2.5% 2.5% 2.5% 

1955-1958 

2.1% 1.5% 

1956-1958 
Average Annua l R a t e of C h a n g e 

PRODUCTION AND EMPLOYMENT 

S 3 Total National Production in 1957 Dollars, Average Annual Rate of Change. 
Industrial Production, Average Annual Rate of Change. 
Unemployment as Percent of Civilian Labor Force, Annual Average * 

4 . 3 % 

1952-1958 

3.5% 4 2 ^ 3.8% 

1952-1955 

4.7% 

0 .1% 

-1.1% 

1955-1958 

5.2% 

-i.o% l l l i 
- 3 . 1 % 

1956-1958 

H GOV'T EXPENDITURES AND PRIVATE MONEY SUPPLY 

Federal Budget Expenditures, Fiscal Years in 1957 Dollars, 
Average Annual Rate of Change. 
Non-Federally Held Money Supply, Average Annual Rate of Change. 

ft&ft Federal Surplus (+) or Deficit ( - ) , Fiscal Years in 1957 Dollars, 
Annual Average* 

3.6% 

- I . I % - $ 3 . l 
Billion 

3.6% 

-°7% H 
- $ 6 . 5 
Billion 

3 .6% 4 . 2 % 

|+$0.2 
Billion 

-1.4% 
- $ 0 . 6 

J . 2 J % Billion 

1952-1958 ! 1952-1955 ! 1955-1958 i 1956-1958 

* The annual averages ( as differentiated from theaverage annual rates of change) 
a re for the periods 1953-58,1953 J55,1956 J58 and 1957-58 inclusive. 
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CHART 59 

U.S. BALANCE OF PAYMENTS, 1957-1963 
Billions of Dollars 

_!/ 

28.2 

• • a 

1957 

236 

1958 

24.8 ° 

623 J 

1959 

THE PLUS ITEMS 

30.8 „ 
29 0 \0Bzzzzza0 

274 07£gLi:wm 

IH H mm 
1.2.7QJ ^ j g a ^ H H 

I960 1961 1962 

316 - — 

JsuJH---

1963 -^ 

-Total 

Foreign Capital and 
Other Transactions 

Exports of Goods 

and Services 

1957 1958 

THE MINUS ITEMS 
1959 I960 1961 1962 1963^ 

•io.e'4 

-27.7 -27.1 

m 
£ 3 

-?5-8 

-28.5 
-31.3 -31.4 

-33.0 
-34.7-

- Imports of Goods 
and Services 

Gov't. Grants and 
Capital, Net 
U.S. Private Capital Net 
Other Transactions 
Total 

THE OVERALL BALANCE 

4 0 5 1958 1959 I960 1961 1962 1963-" 

1957 BB1B M | W& ™® mm B8S 
-3.5 -3.7 ^ 7 -ZA ~2Z "3.1 

y Preliminary 
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TABLE 1.—Interest rates on new borrowings by U.S. Treasury, 1952-63 

[In percent] 

Year 

1952 
1953 
1954 
1955 
1956 
1957 
1958 --
1959 
1960 
1961 -
1962 
1963 
Percent increase, 1952-63: 

Total increase 
Average annual increase 

Long-term 
bonds 

2.68 
2.94 
2.55 
2.84 
3.08 
3.47 
3.43 
4:08 
4.02 
3.90 
3.95 
4.00 

49.3 
3.7 

3-to-5-year 
issues 

2.13 
2.56 
1.82 
2.50 
3.12 
3.62 
2.90 
4.33 
3.99 
3.60 
3.57 
3.72 

74.6 
5.2 

Hi 

1.81 
2.07 

.92 
1.89 
2.83 
3.53 
2.09 
4.11 
3.55 
2.91 
3.02 
3.28 

81.2 
5.5 

3-month 
bills 

1.766 
1.931 
.935 

1.763 
2.658 
3.267 
1.839 
3.405 
2.928 
2.378 
2.778 
3.219 

82.3 
5.6 

Consumer 
prices 

(1957-59=100) 

92.5 
93.2 
93.6 
93.3 
94.7 
98.0 

100.7 
101.5 
103.1 
104.2 
105.4 
106.7 

15.4 
1.3 

Source: Council of Economic Advisers, Annual Report, January 1964, pp. 260, 265. 

TABLE 2.—Excess interest charges due to increased interest rates on the Federal 
debty 1952-68 

[Dollar amounts in millions] 

Calendar year 

1952 
1953 
1954 
1955 __ 
1956 
1957 
1958 
1959 
I960 
1961 
1962 
1963 

Total 1953-63 
Percent increase: 

1952-63, total 
1952-63, average annual 

Average 
interest-
bearing 

public debt 

$269,843 
267,827 
272,041 
275,089 
273,407 
272,311 
275,462 
284,983 
286,031 
288,707 
295,716 
301,592 

Computed 
average 

interest rate 
(percent) 

2.330 
2.413 
2.342 
2.369 
2.578 
2.787 
2.673 
2.975 
3.255 
3.095 
3.241 
3.383 

45.2 
3.4 

Computed 
annual 

interest 
charge 

$6,062 
6,462 
6,371 
6,518 
7,048 
7,590 
7,364 
8,465 
9,284 
8,919 
9,564 

10,176 

87,761 

1952 interest 
rates applied 
to debt level 

$6,052 
6,240 
6,339 
6,410 
6,370 
6,345 
6,418 
6,640 
6,665 
6,727 
6,890 
7,027 

72,071 

Excess 
interest due 
to increased 
interest rate 

$222 
32 

108 
678 

1,245 
946 

1,825 
2,619 
2,192 
2,674 
3,149 

15,690 

NOTE.—The interest-bearing public debt excludes the debt issued by various Federal agencies ($36.8 
billion at the end of calendar 1962) but includes a larger amount of Treasury securities held by 
Federal agencies and trust funds ($55.4 billion at the end of 1962). Net Treasury and Federal agency debt 
held by the public was $255.9 billion at the end of 1962 and $260.9 billion at the end of 1963. 

Source: U.S. Treasury, Treasury Bulletin (February issue), 
data. 

Calendar data are averages of monthly 
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TABLE 3.—Excess interest charges due to increased interest rate since 1952 on State 
and local debts, 1952-64 

1952 __. 
1953 
1954 
1955 
1956 __ 
1957 
1958 
1959 
1960 
1961 
1962 
1963 __ 

1953-63 
Percent increase: 

1952-63, total 
1952-A3, annual average 

Actual in
terest charge 

(calendar 
years) 

Millions 
$733 
814 
945 

1,088 
1,241 
1,399 
1,565. 
1,781 
2,052 
2,246 
2,417 

12,700 

18,248 

Debt out
standing, 
June 30 

Billions 
$29.6 
32.7 
37.9 
43.2 
48.0 
52.5 
57.2 
62.4 
67.1 
72.5 
80.9 

188.5 

Computed 
interest 

rate 

Percent 
2.48 
2.49 
2.49 
2.52 
2.59 
2.66 
2.74 
2.85 
3.06 
3.10 
2.99 

13.05 

23.00 
1.90 

Yield on 
new issues 

of State and 
local bonds 

Percent 
2.22 
2.82 
2.46 
2.57 
3.94 
2.56 
3.36 
3.74 
3.69 
3.60 
3.30 
3.28 

47.70 
3.60 

Interest 
charge at 
1952 rate 

Millions 
$733 

r 811 
940 

1,071 
1,190 
1,302 
1,419 
1,548 
1,664 
1,798 
2,006 

i 2,195 

15,944 

Excess 
interest 

Millions 

$3 
5 

17 
51 
97 

146 
233 
388 
448 
411 

1505 

2,304 

1 "Unofficial estimates. 
NOTE.—Data on actual interest charges by calendar year are Office of Business Economics estimates 

based on fiscal year data collected by the Bureau of the Census. The use of debt outstanding as of June 30 
only approximates the average debt outstanding during the calendar years. Therefore, the "computed 
interest rate" is obviously not a completely satisfactory measure. Nevertheless, the resulting estimates are 
sufficiently accurate for general comparative purposes. 

Source: Office of Business Economics, Survey of Current Business, May and July issues of recent years 
and Council of Economic Advisers, Annual Report January 1964, p. 270. The "computed interest rate" 
represents the actual interest charge divided by the debt outstanding. Yield on new issues of State and local 
bonds, from Moody's Investors Service, is for general obligations only. 
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TABLE 4.—Monetary, imputed, and total interest paid on total private debt reconciled with monetary and imputed interest received and net interest, 
1952-63 

[In millions of current dollars] 

Monetary interest paid2 

Originating in private business * 
Originating in households and institution * - „ 

Imputed interest paid (originating in private business)* 

Total interest paid (monetary and imputed) a 

Total interest received 8 -

Monetary 
Imputed , - - — 

Originating in rest of the world 

Monetary interest from abroad 
Monetary interest to abroad 

Net interest payments (component of national income)8 

Monetary interest payments not related to Office of Business Economics 
private debt concept: 

Insured commercial banks, interest on time and savings deposits 
Insured mutual savings banks, dividend and interest on deposits 
Savings and loan associations, dividends paid to savers 
Monetary interest paid on interest-bearing private debt 

1952 

12,500 

9,832 
2,668 

7,215 

19,715 

12,808 

10,891 
1,917 

177 

202 
25 

7,084 

458 
365 
475 

11,202 

1953 

14,281 

10,935 
3,346 

8,034 

22,315 

14,287 

12,198 
2,089 

168 

196 
28 

8,196 

534 
415 
591 

12,741 

1954 

15,657 

12,079 
3,578 

8,532 

24,189 

15,226 

13,123 
2,103 

182 

215 
33 

9,145 

618 
466 
724 

13,849 

1955 

17,857 

13,731 
4,126 

9,440 

27,297 

17,120 

14,790 
2,330 

204 

242 
38 

10,381 

678 
536 
875 

15,768 

1956 

20,650 

15,887 
4,763 

10,555 

31,205 

19,723 

17,051 
2,672 

234 

276 
42 

11,716 

806 
609 

1,057 
18,178 

1957 

23,863 

18,650 
5,213 

11,455 

35,318 

22,190 

19,261 
2,929 

299 

342 
43 

13,427 

1,142 
716 

1,291 
20,714 

1958 

25,931 

20,562 
5,369 

11,977 

37,908 

23,360 

20,415 
2,945 

279 

394 
115 

14,827 

1,381 
812 

1,514 
22,224 

1959 

29,260 

23,455 
5,805 

13,565 

42,826 

26,796 

23,429 
3,367 

354 

459 
105 

16,384 

1,580 
897 

1,810 
24,973 

1960 

32,722 

26,158 
6,564 

14,795 

47,517 

29,853 

26,189 
3,664 

386 

502 
116 

18,050 

1,785 
1,074 
2,240 

27,623 

1961 

35,518 

28,607 
6,911 

15,486 

51,004 

31,516 

27,662 
3,854 

539 

655 
116 

20,027 

2,107 
1,148 
2,690 

29,573 

1962 

39,797 

32,485 
7,312 

15,714 

55,511 

34,103 

29,976 
4,127 

628 

746 
118 

22,036 

2,845 
1,334 
3,100 

32,518 

19631 

43,700 

36,000 
7,700 

16,300 

60,000 

36,600 

32,400 
4,200 

700 

820 
120 

24,100 

3,300 
1,450 
3,500 

35,450 

i Preliminary estimate by Conference on Economic Progress (except net interest pay
ments, which is a preliminary Office of Business Economics estimate). 

a Excluding interest from or to the rest of the world. 
8 Total domestic interest paid, less total domestic interest received, plus net interest 

originating in the rest of the world. 

Source: Office of Business Economics, Department of Commerce, U. S. Income and 
Output, table VII-16, and Survey of Current Business, July issues, 1962 and 1963. 
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TABLE 5.—Total and interest-bearing private debt, computed average interest rate, and excess monetary and imputed interest, 1952-63 
[In billons of current dollars] 

1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1953-63 
W 

W 
H 
xji 
» 
<J 

253.6 H 

221~5 00 

32.1 & 

Computation of excess monetary interest paid: 
Total gross private debt 
Less non-interest-bearing debt, consumer debt * 
Corporate accounts payable 2 

Other corporate short-term debt 4 

E q u a l s -
Total interest-bearing private debt, end of year. 
Average total interest-bearing private debt 
Total interest paid on private debt 
Computed average monetary interest rate (percent).. 
Interest charge at 1952 rate 
Excess monetary interest due to increased interest 

rates since 1952 
Computation of excess computed interest paid:» 

Imputed interest paid, 1953-63 
Current year computed average monetary interest 

rate as percent of 1952 
E xcess imputed interest paid, 1953-63 

Total excess monetary and imputed interest, 1953-63 

310.3 
8.4 

33.0 
56.1 

212.8 

337.1 
9.4 

35.4 
54.5 

237.8 
225.3 
11.2 
4.97 

11.2 

-7.0 7.2 

100.0 

361.9 
9.7 

35.1 
58.2 

258.9 
248.4 
12.7 
5.11 

12.3 

.4 

8.0 

102.8 
.2 

381.8 
10.1 
37.6 
56.3 

277.8 
268.4 
13.8 
5.14 

13.3 

.5 

8.5 

103.4 
.3 
.8 

441.3 
10.9 
45.0 
67.5 

317.9 
297.9 
15.8 
5.30 

14.8 

1.0 

9.4 

106.6 
.6 

1.6 

482.6 
11.6 
50.7 
70.2 

350.1 
334.0 

18.2 
5.45 

16.6 

1.6 

109.7 
1.0 
2.6 

514.9 
11.9 
50.5 
71.5 

381.0 
365.6 
20.7 
5.66 

18.2 

2.5 

11.5 

113.9 
1.6 
4.1 

549.0 
12.3 
54.5 
72.6 

409.6 
395.3 
22.2 
5.62 

19.6 

2.6 

113.1 
1.6 
4.2 

601.8 
13.4 
59.6 
81.3 

447.5 
428.6 
25.0 
5.83 

21.3 

3.7 

13.6 

117.3 
2.4 
6.1 

646.9 
13.9 
60.3 
84.4 

488.3 
467.9 
27.7 
5.90 

23.3 

4.3 

14.8 

118.7 
2.8 
7.1 

14.3 
3 67.0 

89.4 

3522.9 
3505.6 

29.6 
'5.85 
25.1 

3 4.5 

15.5 

3118.7 
8 2.7 
3 7.2 

755.2 
15.6 

3 72.0 
95.3 

13 572.3 
3547.6 

32.5 
» 5.93 
27.2 

«5.3 

15.7 

3119.3 
33.0 
38.3 

825. 
16. 

*78. 
3 103. 

3 627. 
3 599. 
3 35. 
3 5. 
29. 

3 5. 

3 16. 

3«119. 
3 3. 
3 8. 

19.3 
51.4 

H 
W 

> 
GO 

1 Installment credit held by department, furniture, and household appliance stores 
and other retail outlets except automobile dealers, plus noninstallment charge accounts 
and service credit; data from Federal Reserve Bulletin. 

2 Total accounts payable of corporations except banks and trust companies and insur
ance carriers and agents. Data through 1960 based on Statistics of Income (IRS); 1961-63 
estimates are based primarily on SEC data. 

3 Preliminary estimate by the Conference on Economic Progress. 
4 Corporate short-term debt other than notes and accounts payable; data from Office 

of Business Economics, Survey of Current Business. 
5 "In general, imputed interest paid by financial intermediaries is measured as the 

excess of property income received over property income actually returned in monetary 
form to owners of the funds entrusted to the intermediary" (Office of Business Economics, 
National Income, 1954 edition, p. 100). In this calculation of excess imputed interest, it 
is assumed that the increase in (monetary) interest rates on the total interest-bearing debt 
had a proportional effect on imputed interest. 

6 The total increase over 1952-63 was 19.3 percent, or an average annual gain of 1.6 
percent. 

Source: Total private debt and interest payments are estimated by the Office of 
Business Economics, Department of Commerce. 
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1826 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

T A B L E 6.—Average interest rates on governmental and private debt, 1952-63, and 
projected interest rates, premised upon the continuation of 1952-63 monetary-fiscal 
policies, 1964-70 

[In percent] 

C o m p u t e d : 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
I960. 
1961 
1962 
1963 __ 

Projected: 
1964 
1965. 
1966 
1967. 
1968 
1969 
1970 

Average annua l increase: 
1952-632 . _ . 
1963-70 2 

1952-702 

Tota l increases: 
1952-63 
1963-70 
1952-70 

Average interest ra tes on to ta l a m o u n t s ou t s t and ing 

On Federa l 
publ ic deb t 

2.330 
2.413 
2.342 
2.369 
2.578 
2.787 
2.673 
2.975 
3.255 
3.095 
3. 241 
3.383 

3.44 
3.50 
3.56 
3.62 
3.68 
3.74 
3.80 

3.40 
1.70 
2.80 

45.20 
12.30 
63.10 

On State 
and local 

governmenta l 
d e b t 

2.48 
2.49 
2.49 
2.52 
2.59 
2.66 
2.74 
2.85 
3.06 
3.10 
2.99 
3.05 

3.11 
3.17 
3.23 
3.29 
3.35 
3.41 
3.47 

1.90 
1.90 
1.90 

23.00 
13.80 
39.90 

On interest-
bearing 

pr iva te deb t 

4.97 
5.11 
5.14 
5.30 
5.45 
5.66 
5.62 
5.83 
5.90 
5.85 
5.93 
5.93 

5.96 
5.99 
6.02 
6.05 
6.08 
6.11 
6.15 

1.60 
.50 

1.20 

19. 30 
3.70 

23.70 

On to ta l 
Federal , 

Sta te , local 
a n d p r iva te 

d e b t i 

3.50 
3.64 
3.65 
3.80 
4.03 
4.30 
4.29 
4.55 
4.75 
4.70 
4.81 
4.89 

4.96 
5.02 
5.07 
5.13 
5.18 
5.23 
5.29 

3.10 
1.10 
2.30 

39.70 
8.20 

51.10 

i Total interest charges divided by total interest-bearing debt. The relatively rapid increase in the total 
average interest rate was in large part brought about by the increasing importance of private interest as a 
component of total interest charges during this period. 

2 Compound annual increase from beginning to ending year of period. 

Source: Tables 2, 3, 5, and 10. 

T A B L E 7.—Calculation of total interest-paying debt—Interest paid, and interest paid 

at 1952 interest rates 

[In billions of dollars] 

D e b t ou t s t and ing : 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
I960 
1961 
1962 
1963 

Federa l 

259.8 
267.8 
272.0 
275.1 
273.4 
272.3 
275.5 
285.0 
286.0 
288.7 
295.7 
301.6 

State and 
local 

29.6 
32.7 
37.9 
43.2 
48.0 
52.5 
57.2 
62.4 
67.1 
72.5 
80.9 
88.5 

P r iva t e 
(monetary) 

225.3 
248.4 
268.4 
297.9 
334.0 
365.6 
395.3 
428.6 
467.9 
505.6 
547.6 
599.9 

T o t a l (pub
lic a n d 

pr iva te) 

514.7 
548.9 
578.3 
616.2 
655.4 
690.4 
728.0 
776.0 
821.0 
866.8 
924.2 
990.0 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1827 

TABLE 7.—Calculation of total interest-paying debt—Interest paid, and interest paid 
at 1952 interest rates—Continued 

[In billions of dollars] 

In te res t pa id : 
1952 
1953 
1954 
1955 __ 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Interes t a t 1952 interest r a t e : 
1952 
'953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Federa l 

6.1 
6.5 
6.4 
6.5 
7.0 
7.6 
7.4 
8.5 
9.3 
8.9 
9.6 

10.2 

6.1 
6.2 
6.3 
6.4 
6.4 
6.3 
6.4 
6.6 
6.7 
6.7 
6.9 
7.0 

Sta te a n d 
local 

.7 

.8 

.9 
1.1 
1.2 
1.4 
1.6 
1.8 
2.1 
2.2 
2.4 
2.7 

.7 

.8 

.9 
1.1 
1.2 
1.3 
1.4 
1.5 
1.7 
1.8 
2.0 
2.2 

Pr iva te 
(monetary) 

11.2 
12.7 
13.8 
15.8 
18.2 
20.7 
22.2 
25.0 
27.6 
29.6 
32.5 
35.5 

11.2 
12.3 
13.3 
14.8 
16.6 
18.2 
19.6 
21.3 
23.3 
25.1 
27.2 
29.8 

To ta l (pub
lic and 

pr ivate) 

18.0 
20.0 
21.1 
23.4 
26.4 
29.7 
31.2 
35.3 
39.0 
40.7 
44.5 
48.4 

18.0 
19.3 
20.5 
22.3 
24.2 
25.8 
27.4 
29.4 
31.7 
33.6 
36.1 
39.0 

Source: Tables 2, 3, 4, and 5. 

TABLE 8.—Total and per capita excess interest, 1953-63, and projections under 
continuation of 1953-63 monetary-fiscal policies, 1964-70 

Actua l : 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

1953-63 

Projected: 
1964 
1965 
1966 
1967 
1968 
1969 
1970 

1964-70 

1953-70 

To ta l excess interest 
(millions) 

M o n e t a r y 

0.7 
.6 

1.1 
2.2 
3.9 
3.8 
5.9 
7.3 
7.1 
8.4 
9.4 

150.1 

10.2 
11.0 
11.8 
12.6 
13.5 
14.4 
15.4 

88.7 

138.8 

M o n e t a r y 
and 

i m p u t e d 

0.9 
.9 

1.7 
3.2 
5.5 
5.4 
8.3 

10.1 
9.8 

11.4 
12.5 

69.7 

13.6 
14.6 
15.7 
16.8 
18.1 
19.3 
20.7 

188.8 

188.5 

To ta l 
popula t ion 
(millions) 

159.6 
162.4 
165.3 
168.2 
171.3 
174.2 
177.1 
180.7 
183.7 
186.6 
189.3 

2 174.4 

192.5 
196.2 
199.7 
203.3 
207.0 
210.8 
214.2 

2 203.4 

2 185.7 

Pe r capi ta excess 
interes t 
(dollars) 

M o n e t a r y 

$4.39 
3.69 
6.65 

13.08 
22.77 
21.81 
33.31 
40.40 
38.65 
45.02 
49.66 

3 287. 27 

52.98 
56.06 
59.08 
61.97 
65.21 
68.31 
71.89 

3 436.08 

3 747.44 

M o n e t a r y 
and 

i m p u t e d 

$5.64 
5.54 

10.28 
19.02 
32.11 
31.00 
46.87 
55.89 
53.35 
61.09 
66.03 

3 399. 65 

70.64 
74.41 
78.61 
82.63 
87.43 
91.55 
96.63 

3 584.07 

3 1,015.08 

Excess interes t per 
family of 4 

(dollars) 

M o n e t a r y 

$17.56 
14.76 
26.60 
52.32 
91.08 
87.24 

133.24 
161.60 
154.60 
180.08 
198.64 

3 1,149.08 

211.92 
224.24 
236.32 
247.88 
260.84 
273.24 
287.56 

3 1,744.32 

3 2,989.76 

M o n e t a r y 
a n d 

i m p u t e d 

$22.56 
22.16 
41.12 
76.08 

128.44 
124.00 
187.48 
223.56 
213.40 
244.36 
264.12 

3 1,598.60 

282.56 
297.64 
314.44 
330.52 
349.72 
366.20 
386.52 

3 2,336.28 

3 4,060.32 

1 Rounding error (adds to $50.4 billion). 
2 Average population over the indicated period. 
3 Excess interest over the indicated period divided by average population. 

Source: Tables 2, 3, 5, and 10. 
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TABLE 9.—Computation of excess interest charges due to increased interest rates since 1952 on FHA and VA insured or guaranteed mortgages on 
1- to J^-family nonfarm residences, 1953-63 

Actual (or estimated): 
1952 
1953 
1954 — 
1955 
1956 
1957 
1958 _ 
1959 
I960... .— 
1961 
1962 
1963 _ -

1953-63 

[Dollar amounts in millions, except as indicated 

Interest rates 

Average maxi
mum rate on 
new mortgages 

(percent) 

Estimated 
average effec
tive rate on 

new mortgages 
(percent) i 

Estimated 
average effec
tive rate on 
outstanding 

debt contracted 
since 1952 
(percent) 

Mortgage debt 

New mortgage 
debt contracted 
during the year 

Estimated 
outstanding 

debt contracted 
since 1952 (at 
end of year) 2 

Interest charges on outstanding 
debts contracted since 1952 

Estimated Amount at 1952 
interest rate 

Excess interest 
charge due to 
increased rate 

since 1952 

FHA insured 

4.25 
4.40 
4.50 
4.50 
4.54 
5.08 
5.25 
5.54 
5.75 
5.35 
5.25 
5.25 

4.29 
4.61 
4.62 
4.64 
4.79 
5.42 
5,45 
5.71 
6.18 
5.81 
5.62 
5.45 

(3) 
4.61 
4.61 
4.62 
4.68 
4.83 
5.03 
5.23 
5.45 
5.50 
5.63 
5.60 

(8) 
2,289 
1,942 
3,085 
2,638 
2,251 
4,551 
6.069 
4,601 
4,765 
5,270 
5,669 

(») 
2,200 
4,000 
6.900 
9,100 

11,000 
14,400 
19,300 
22,600 
25,600 
28,800 
32,000 

101 
184 
319 
426 
531 
724 

1,009 
1,232 
1,408 
1,598 
1,760 

9,287 

(8) 
94 

172 
296 
390 
472 
618 
828 
970 

1,098 
1,236 
1,373 

7.547 

(,) 7 
12 
23 
36 
59 

106 
181 
262 
310 
357 
387 

1,740 

I 
a 
o 
a 
w 
& 
w a w a 
w 

a 

a 

a 

a 
% 
GO 
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VA guaranteed 4 

1952 _ _ _ 
1953 _ _ 
1954 
1955 _ _ _ 
1956. —_ __ 
1957 
1958 
1959 _ — 
1960 _ _ _._ 
1961— 
1962 __- _ 
1963 _ 

1953-63 

4.00 
4.29 
4.50 
4.50 
4.50 
4.50 
4.67 
5.00 
5.25 
5.25 
5.25 
5.26 

4.05 
4.40 
4.55 
4.55 
4.65 
4.80 
4.90 
5.30 
5.65 
5.45 
5.35 
5.30 

3) 
4.40 
4.53 
4.64 
4.68 
4.62 
4.65 
4.70 
4.75 
4.85 
4.90 
4.95 

( 8 )o 3,061 
4,256 
7,154 
5,868 
3,761 
1,865 
2,787 
1,985 
1,829 
2,652 
3,045 

( 3 )o 3,000 
7,200 
14,000 
19,000 
22,000 
22,400 
24,000 
24,100 
24,000 
24,400 
25,000 

(,) m 
326 
636 
870 

1,016 
1,042 
1,128 
1,145 
1,164 
1,196 
1,238 

9,893 

(3) 
122 
292 
567 
770 
891 
907 
972 
976 
972 
988 

1,013 

8,470 

(3) 
10 
34 
69 
100 
125 
135 
156 
169 
192 
208 
225 

1,423 

CO 
CO 

1 FHA effective rate is, for this purpose, assumed to be equal to the FHA computation 
of the national average of secondary market prices, as published in the Council of Eco
nomic Advisers, Economic Indicators. VA effective rates are CEP approximations. 

2 Based on FHA computed annual terminating rates for 1 to 4 family home mortgages, 
FHA 29th Amiual Report, pp. 116-117. Estimates for VA debt assume a longer average 
mortgage life than for FHA mortgages. 

3 Not applicable for the computation of excess interest charges since 1952. 
4 Excludes project housing and property improvements, which are not ordinarily 

secured by mortgages. 

NOTE.—Because the estimates are based upon fragmentary evidence, they can only 
be used for rough approximations. They are, however, probably more accurate than the 
similar estimates on conventional mortgages in table 10. 

Source: Basic current interest rate and debt data are from the Housing and Home Fi
nance Agency, Veterans' Administration, Home Loan Bank Board, Federal Reserve, 
U.S. Savings & Loan League, National Association of Real Estate Boards, and the 
Institute of Life Insurance. Estimates of average interest rates and interest charges by 
the Conference on Economic Progress. 
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1830 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

TABLE 10.—Computation of estimated excess interest charges due to increased interest 
rates since 1952 on conventionally financed 1- to ̂ -family home mortgages, 1953-63 

1952 
1953 _„ 
1954 
1955 ___. 
1956 
1957 
1958 
1959 
1960 
1961_.__ 
1962 
1963 

1953-63 

Estimated interest 
rates (percent) 

Estimated 
average 
effective 
rate of 

new mort
gages 

5.20 
5.25 
5.35 
5.40 
5.60 
5.90 
5.85 
5.95 
6.10 
6.00 
5.95 
5.90 

Estimated 
average 
effective 
rate on 

outstand
ing debt 

contracted 
since 1952 

(2) 
5.25 
5.31 
5.34 
5.42 
5.54 
5.64 
5.75 
5.83 
5.87 
5.90 
5.90 

Estimated mortgage 
debt (billions) 

Estimated 
new mort
gage debt 

(contracted 
during the 

year) * 

(Vs 
8.7 
8.1 
9.0 

10.1 
11.8 
13.0 
13.2 
15.2 
16.5 
20.0 

Estimated 
outstand
ing debt 

contracted 
since 1952 
(at end of 

year) 

15 
22 
30 
37 
46 
55 
63 
70 
80 
92 

Es t ima ted interest 
charges on outstand
ing debt contracted 
since 1952 (millions) 

Actual 
(estimated) 

(2) 
$368 
797 

1,175 
1,626 
2,050 
2,594 
3,163 
3,673 
4,109 
4,720 
3,428 

29,703 

Amount 
at 1952 
interest 

rate 

(2) 
$364 
780 

1,144 
1,560 
1,924 
2,392 
2,860 
3,276 
3,640 
4,160 
4,784 

26,884 

Excess 
interest 
charge 
due to 

increased 
rate since 

1952 
(millions) 

(J) 
$4 
17 
31 
66 

126 
202 
303 
397 
469 
560 
644 

2,819 

i Net of refinancing construction and other temporary loans, which in recent years have had an estimated 
average life of less than 6 months. These loans typically involve extremely high interest rates, but data are 
completely inadequate for making aggregate estimates. 

* Not applicable for the computation of excess interest charges since 1952. 
NOTE.—Due to lack of adequate data, interest rates particularly on the amounts of outstanding debt con

tracted since 1952, and the resulting estimates of interest charges are all subject to large estimating errors. 
Source: Basic data from same sources as table 9. Estimates by the Conference on Economic Progress. 

T A B L E 11.—Computation of estimated excess interest charges due to increased interest 
rates since 1952 on all 1- to ^-family nonfarm home mortgages, 1953—63 

[Dollars in millions] 

1953 -_ _ 
1954 _ 
1955 _ 
1956 ___ 
1957 __ __ 
1958 _ __ _ 
1959 
1960 
1961 
1962 _ __ 
1963 -

1953-63- __ 

Estimated outstanding debt contracted since 1952 

Average 
interest rate 

(percent) 

4.86 
4.99 

14.97 
5.03 
5.14 
5.27 
5.39 
5.52 
5.59 
5.64 
5.66 

Debt out
standing 

(end of year) 

$12, 350 
26,200 
42,900 
58,100 
70,000 
82,800 
98,300 

109,700 
119,600 
133,200 
149,000 

Actual 
interest 
charge 

$601 
1,307 
2,130 
2,922 
3,597 
4,360 
5,300 
6,050 
6,681 
7,509 
8,426 

48,883 

Interest 
charge at 
1952 rates 

$580 
1,244 
2,007 
2,720 
3,287 
3,917 
4,660 
5,222 
5,710 
6,384 
7,170 

42,901 

Excess 
interest 
charge 

$21 
63 

! 123 
202 
330 

i 443 
640 
828 
971 

1,225 
1,256 

5,982 

i This slight decline in 1955 is explained by the large, but temporary, increase in the relative importance 
of VA loans. (See table 9.) 

Source: Debt outstanding and interest charges from tables 9 and 10. The average interest rate is com
puted by dividing total actual interest charges, the 3d column, by the amount of debt outstanding, the 
2d column. 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1831 

TABLE 12.—Summary of home mortgage interest rate trends, estimates for 195%~63 
[In percent] 

Estimated current effective 
interest rates 

FHA VA Conven
tional 

Estimated average interest rates on 
outstanding debt contracted since 1952 

FHA VA 

0) 
4.40 
4.53 
4.54 
4.58 
4.62 
4.65 
4.70 

| 4.75 
4.85 
4.90 
4.95 

Conven
tional 

0) 
5.25 
5.31 
5.34 
5.42 
5.54 
5.64 
5.75 
5.83 
5.87 1 
5.90 
5.90 

Total 

1952. 
1953. 
1954. 
1955. 
1956. 
1957. 
1958. 
1959 
1960 
1961. 
1962 
1963 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

4.29 
4.61 
4.62 
4.64 
4.79 
5.42 
5.49 
5.71 
6.18 
5.81 
5.62 
5.45 

4.05 
4.40 
4.55 
4.55 
4.65 
4.80 
4.90 
5.30 
5.65 
5.45 
5.35 
5.30 

5.20 
5.25 
5.35 
5.40 
5.60 
5.90 
5.85 
5.95 
6.10 
6.00 
5.95 
5.90 

4.61 
4.61 
4.62 
4.68 
4.83 
5.03 
5.23 
5.45 
5.50 
5.53 
5.50 

Index (1952=100) Index (1953=100) 

100 
107 
108 
108 
112 
126 
128 
133 
144 
135 
131 
127 

100 
109 
112 
112 
115 
119 
121 
131 
140 
135 
132 
131 

100 
101 
103 
104 
108 
113 
112 
114 
117 
115 
114 
113 

0) ) 
100 
100 
100 
102 
105 
109 
113 
118 
119 
120 
119 

0) 
100 
103 
103 
104 
105 
106 
107 
108 
110 
111 
112 

0) 
100 
101 
102 
103 
106 
107 
110 
111 
112 ! 
112 
112 

0) 
4.86 
4.99 
4.97 
5.03 
5.14 
5.27 
5.39 
6.52 
5.59 
5.64 
5.66 

0) 
100 
103 
102 
103 
106 
108 
111 
114 
115 
116 
116 

i Not applicable. 

Source: Tables 9,10, and 11. 

TABLE 13.—Comparison of monthly and total payments to liquidate a $10,000 
mortgage insured under the National Housing Act at varying interest rates and 
terms of loan l 

4H per
cent (1952) 

4& per
cent (May 

1953 to 
December 

1956) 

5 percent 
(Decem

ber 1956 to 
August 

1957) 

5H per
cent (Aug

ust 1957 
to Sep
tember 

1959) 

5% per
cent (Sep

tember 
1959 to 

May 1961 

5H per
cent (May 

1961 to 
present) 

10-year mortgage: 
Monthly payment. 
Total payments.— 

15-year mortgage: 
Monthly payment. 
Total payments-

20-year mortgage: 
Monthly payment. 
Total payments.—. 

25-year mortgage: 
Monthly payment. 
Total payments.—. 

30-year mortgage: 
Monthly payment. 
Total payments.—. 

$102.50 
12,300.00 

75.30 
13,554.00 

62.00 
14,880.00 

54.20 
16,260.00 

49.20 
17,712.00 

$103.70 
12,444.00 

76.50 
13,770.00 

6^.30 
15,192.00 

55.60 
16,680.00 

50.70 
18,252.00 

$106.10 
12,732.00 

79.10 
14,238.00 

66.00 
15,840.00 

58.50 
17,550.00 

53.70 
19,332.00 

$107.30 
12,876.00 

80.40 
14,472.00 

67.40 
16,176.00 

60.00 
18,000.00 

55.30 
19,908.00 

$109.80 
13,176.00 

83.10 
14,958.00 

70.30 
16,872.00 

63.00 
18,900.00 

58.40 
21,024.00 

$107.30 
12,876.00 

80.40 
14,472.0Q 

67.40 
16,176.00 

60.00 
18,000.00 

55.30 
19,908.00 

i These payments exclude insurance premiums. 
Source: Federal Housing Administration, "Amortization and Mortgage Insurance Premium Tables." 
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TABLE 14.—Computation of excess interest charges due to increased interest rates on 
interest-bearing consumer debt, by major components, 1953-63, and projections 
for 1964-70 

[Dollar amounts in millions] 

Actual (orestimated): 
1953 
1954 
1955 — 
1956-
1957 -
1958 
1959 -
1960 
1961 _ -
1962 _ 
1963 

1953-63 

Projected: 
1964 
1965 -
1966 
1967 
1968 -
1969 
1970 

1964-70 

Total, 1953-70 -

Actual (or estimated): 
1953. _ 
1954. -
1955 _-_ 
1956 
1957 
1958 -
1959 
I960 
1961 
1962 
1963 

1953-63 

Projected: 
1964 
1965 
1966 
1967 
1968 -
1969 
1970 

1964-70 

Total, 1953-70 

Debt out
standing 

Estimated 
increase in 

interest 
rates since 

1952 

Excess 
interest 
charges 
due to 

increased 
rates since 

1952 

Installment credit held by 
financial institutions 

$17,272 
19,206 
21,924 
25,688 
28,088 
28,930 
31,115 
35,394 
37,577 
39,859 
44,387 

48,300 
52,600 
57,200 
62,200 
67,700 
73,800 
80,000 

Percent 
0.10 
.10 
.30 
.50 
.70 
.80 
.90 
.85 
.80 
.85 
.90 

.95 
1.00 
1.05 
1.10 
1.15 
1.20 
1.25 

Single payment const 
(held by banks and c 
cial institutions) 

$2,154 
2,298 
2,705 
3,128 
3,308 
3,496 
3,878 
4,318 
4,822 
5,296 
5,708 

6,200 
6,700 
7,300 
7,900 
8,600 
9,300 

10,000 

0.10 
.20 
.40 
.50 
.70 
.70 
.80 
.75 
.70 
.75 
.80 

.85 

.90 

.95 
1.00 
1.05 
1.10 
1.15 

$17.3 
19.2 
65.8 

128.4 
196.6 
231.4 
280.0 
300.8 
300.6 
338.8 
399.5 

2,278.4 

459.0 
526.0 
601.0 
684.0 
779.0 
886.0 

1,000.0 

4,935.0 

7,213.4 

imer loans 
>ther finan-

$2.2 
4.6 

10.8 
15.6 
23.2 
24.5 
31.0 
32.4 
33.8 
39.7 
45.7 

263.5 

53.0 
1 60.0 

69.0 
79.0 
90.0 

102.0 
115.0 

| 568.0 

831.5 

Debt out
standing 

Estimated 
increase in 

interest 
rates since 

1952 

Excess 
interest 
charges 
due to 

increased 
rates since 

1952 

Installment credit held by 
automobile dealers 

$458 
495 
475 
495 
490 
492 
494 
420 
351 
344 
337 

335 
335 
335 
335 
335 
335 
335 

Total inte 

$19,884 
21,999 
25,104 
29,311 
31,886 
32,918 
35,487 
40,132 
42,750 
45,499 
50,432 

54,835 
59,635 
64,835 
70,435 
76,635 

1 83,435 
90,335 

Percent 
0.10 
.10 
.20 
.40 
.60 
.70 
.80 
.75 
.70 
.75 
.80 

.85 

.90 

.95 
1.00 
1.05 
1.10 
1.15 

rest-bearing 
credit i 

0.10 
.11 
.31 
.50 
.70 
.79 
.89 
.84 
.79 
.84 
.89 

.94 

.99 
1.04 

j 1.09 
1.14 
1.19 
1.24 

$0.5 
.6 

1.0 
2.0 
2.9 
3.4 
4.0 
3.2 
2.5 
2.6 
2.7 

25.4 

3.0 
3.0 
3.0 
3.0 
4.0 
4.0 
4.0 

24.0 

49.4 

consumer 

$20.0 
24.4 
77.6 

146.0 
222.7 
259.3 
315.0 
336.4 
336.9 
381.1 
447.9 

2,567.3 

515.0 
589.0 
673.0 
766.0 
873.0 
992.0 

1,119.0 

1 5,527.0 

8,094.3 

i Table 5, footnote 1, indicates components of gross consumer debt which are excluded. 
Source: Basic data on consumer debt and general interest rate trends from Federal Reserve Board, 

Department of Commerce, Credit Union National Association, Inc., and other selected sources. Estimates 
of increases in interest rate levels and projections by the Conference on Economic Progress. 
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TABLE 15.—Computation of excess interest on farm mortgage debt resulting from 
higher interest rates since 1952: 1958-68, and projections for 1964-70 

[Dollar amounts in millions] 

Actual: 
1952 __. 
1953 
1954 ___ 
1955 
1956 
1957 .__. 
1958 
1959 
1960 
1961 . . . 
1962 
19631 

1953-63 

Projected: 
1964 .__ 
1965 
1966 
1967 
1968 __ _ 
1969 _. 
1970 

1964-70 . _ 

Total, 1952-70 
Average annual increase: 2 

1952-63 
1963-70 

Interest 
charges 

$318.4 
345.3 
371.2 
402.2 
442.5 
482.1 
520.6 
571.7 
627.3 
684.9 
757.8 
848.0 

6,053.6 

906.0 
967.0 

1,034. 0 
1,101. 0 
1,176. 0 
1,257. 0 
1,344. 0 

7,785. 0 

13,838. 6 

9.3 
6.8 

Total debt 
outstanding 
(average of 
amounts at 
beginning 
and end 
of year) 

$6,952 
7,491 
7,993 
8,629 
9,417 

10,102 
10,737 
11,587 
12,451 
13,360 
14,534 
15,934 

16,900 
17,900 
19,000 
20,100 
21,300 
22,600 
24,000 

7.8 
6.0 

Computed 
average 
interest 

rate 
(percent) 

4.58 
4.61 
4.64 
4.66 
4.70 
4.77 
4.85 

' 4.93 
5.04 
5.13 
5.21 
5.32 

5.36 
5.40 
5.44 
5.48 
5.52 
5.56 
5.60 

1.4 
.7 

Interest 
charge at 
1952 rate 

$318.4 
343.1 
366.1 
395.2 
431.3 
462.7 
491.8 
530.7 
570.3 
611.9 
665.7 
729.8 

5,598.6 

774.0 
820.0 
870.0 
921.0 
976.0 

1,035. 0 
1,099.0 

6,495.0 

12,093.6 

Increased 
interest due 

to higher 
rates since 

1952 

$2.2 
5.1 
7.0 

11.2 
19.4 
28.8 
41.0 
57.0 
73.0 
92.1 

118.2 

455.0 

132.0 
147.0 
164. a 
180. a 
200.0 
222.0 
245.0 

1,290.0 

1,745.0 

1 Preliminary. 
* Average compound rate of increase, beginning to ending year. 
NOTE.—Farm non-real-estate debt also increased rapidly during this period, from $8,800,000,000 at the 

end of 1962 to $16,100,000,000 at the end of 1963, or at an average annual rate of 5.6 percent. Although, 
interest charges and rates on this other debt are not estimated, obviously, a very large amount of increased 
interest was paid due to higher rates since 1952. 

Source: Basic data on interest charges and debt outstanding from the Department of Agriculture. 
Agricultural Finance Series, December 1963, and CEA January 1964 report. Projections by Conference 
on Economic Progress. 
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TABLE 16.—Private debt structure of manufacturing corporations, annual average of quarterly reports (total and small), 1952-
[Iri millions of dollars] 

Total assets: 
All manufacturing 
Small business2 

Selected debt items:» 
Short-term bank loans: 

All manufacturing 
Small business 

Trade accounts and notes payable: 
All manufacturing 
Small business 

Installments due in year or less: 
On long-term bank loans: 

All manufacturing 
Small business 

On other long-term debts: 
All manufacturing 
Small business , 

Long-term—more than year: 
On bank loans: 

All manufacturing . 
Small business 

On other loans: 
All manufacturing 
Small business 

Total of above debts: 
All manufacturing 

Short-term 
Long-term 

Small business 

Short-term 
Long-term 

1952 

162,058 
16,227 

6,380 
809 

13,114 
2,670 

(4) 
(4) 
(4) 
(4) 

3,319 
235 

12,389 
768 

35,202 

19,494 
15,708 

4,481 

3,478 
1,003 

1953 

169,722 
15,047 

6,362 
703 

13,633 
2,486 

(4) 
(4) 
(4) 
(4) 

3,408 
243 

14,491 
807 

37,894 

19,995 
17,899 

4,239 

3,189 
1,050 

1954 

171,500 
14,618 

4,946 
623 

12,835 
2,388 

482 
62 

613 
149 

2,687 
214 

15,738 
859 

37,301 

18,876 
18,425 

4,295 

3,222 
1,073 

1955 

182,444 
15,053 

4,481 
650 

14,460 
2,575 

455 
66 

681 
152 

2,710 
215 

17,036 
1.030 

39,823 

20, 077 
19,7*6 

4,688 

3,443 
1,245 

19561 

203,309 
16,781 

6,612 
873 

16,567 
3,093 

524 
100 

815 
173 

3,822 
297 

19,164 
1,150 

47,504 

24,518 
22,986 

5,686 

4,239 
1,447 

• 1957 

217,889 
17,120 

7,600 
852 

16.980 
2,962 

653 
112 

898 
185 

4,165 
309 

21,384 
1,342 

51,680 

26 131 
25,549 

5 762 

4,111 
1,651 

1958 

221,693 
17,401 

6,578 
858 

16,340 
3,135 

718 
104 

972 
179 

4.268 
294 

23,458 
1,430 

52,334 

24,608 
27.726 

6,000 

4,276 
1,724 

1959 

238,127 
17,945 

6,625 
954 

18,682 
3,377 

743 
109 

1,059 
216 

4,201 
345 

24,875 
1,499 

56,185 

27,109 
29,076 

6,500 

4,656 
1,844 

1960 

252,390 
18,293 

8,209 
1,039 

19,684 
3,482 

806 
109 

1,171 
215 

4,455 
398 

25,895 
1,596 

60,220 

29,870 
30,350 

6,839 

4,845 
1,994 

1961 

264,073 
19,498 

8,161 
1,052 

20,973 
3,763 

926 
141 

1,353 
254 

4,713 
504 

28,031 
1,877 

64,157 

31,413 
32,744 

7,591 

5,210 
2,381 

, 1962 

281,490 
20,717 

8,033 
1,079 

23,484 
3,909 

928 
170 

1,466 
245 

4,962 
614 

30,347 
2,028 

69,220 

33 911 
35,309 

8,045 

5,403 
2,642 

1963 

296,617 
22,297 

8,253 
1.166 

24,707 
4,164 

963 
208 

1,709 
364 

6,218 
746 

32.084 
2,224 

72,934 

35,632 
37,302 

8,872 

5,902 
2,970 

i New sample of smaller companies included, beginning with 3d quarter of 1956; data 
prior to 2d quarter of 1956 not fully comparable with subsequent data. 

2 All manufacturing corporations with assets under $1,000,000. 
* Debts other than Federal advances and prepayments and accrued Federal income 

taxes; generally all are interest bearing except part of trade accounts and notes payable. 

< Included elsewhere. 

Source: Quarterly Financial Report for Manufacturing Corporations, FTC-SEO 
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T A B L E 17.—Debt items as percent of assets: Manufacturing corporations, 1962-63 

[In percent] 

CO 

Total assets: 
All manufacturing ,„. 
Small bn.qine&s 1 

Selected debt items: * 
Short-term bank loans: 

All manufacturing 
Small business _ _ 

Trade accounts and notes payable: 
A11 manufacturing 
Small business 

Installments due in year or less: 
On long-term bank loans: 

All manufacturing 
Small business. _T_ 

On other long-term debts: 
All manufacturing.-
Small business 

Long-term—more than year: 
On bank loans: 

All manufacturing 
Small business 

On other loans: 
All manufacturing 
Small business 

Total of above debts: 
All manufacturing 

Short-term 
Long-term 

Small business 
Short-term 
Long-term,. ___ 

1952 

100.0 
100.0 

3.9 
5.0 

8.1 
16.5 

(«) 
(») 
(') 
(») 

2.0 
1.4 

7.6 
4.7 

21.7 
12.0 
9.7 

27.6 
21.4 
6.2 

1953 

100.0 
100.0 

3.7 
4.7 

8.0 
16.5 

(«) 
(*) 
(«) 
(') 

2.0 
1.6 

8.5 
5.4 

22.3 
11.8 
10.5 
28.2 
21.2 
7.0 

1954 

100.0 
100.0 

2.9 
4.3 

7.5 
16.3 

.3 

.4 

.4 
1.0 

1.6 
1.5 

9.2 
5.9 

21.8 
11.0 
10.8 
29.4 
22.0 
7.4 

1955 

100.0 
100.0 

2.5 
4.3 

7.9 
17.1 

.2 

.4 

.4 
1.0 

1.5 
1.4 

9.3 
6.8 

21.8 
11.0 
10.8 
31.1 
22.9 
8.2 

1956 

100.0 
100.0 

3.3 
5.2 

8.1 
18.3 

.3 

.6 

.4 
1.0 

1.9 
1.8 

9.4 
6.8 

23.4 
12.1 
11.3 
33.7 
25.1 
8.6 

1957 

100.0 
100.0 

3.5 
5.0 

7.8 
17.3 

.3 

.7 

.4 
1.1 

1.9 
1.8 

9.8 
7.8 

23.7 
12.0 
11.7 
33.7 
24.0 
9.7 

1958 

100.0 
100.0 

3.0 
4.9 

7.4 
18.0 

.3 

.6 

.4 
1.0 

1.9 
1.7 

10.6 
8.2 

23.6 
11.1 
12.5 
34.5 
24.6 
9.9 

1959 

100.0 
100.0 

2.8 
5.3 

7.8 
18.8 

.3 

.6 

.4 
1.2 

1.8 
1.9 

10.4 
8.4 

23.6 
11.4 
12.2 
36.2 
25.9 
10.3 

1960 

100.0 
100.0 

3.3 
5.7 

7.8 
19.0 

.3 

.6 

.5 
1.2 

1.8 
2.2 

10.2 
8.7 

23.9 
11.9 
12.0 
37.4 
26.5 
10.9 

1961 

100.0 
100.0 

3.1 
5.4 

7.9 
19.3 

.4 

.7 

.5 
1.3 

1.8 
2.6 

10.6 
9.6 

24.3 
11.9 
12.4 
38.9 
26.7 
12.2 

1962 

100.0 
100.0 

2.9 
5.2 

8.3 
18.9 

.3 

.8 

.5 
1.2 

1.8 
2.9 

10.8 
9.8 

24.6 
12.0 
12.6 
38.8 
26.1 
12.7 

1963 

100.0 
100.0 

2.8 
5.2 

8.3 
18.7 

.3 

.9 

.6 
1.7 

1.8 
3.3 

10.8 
10.8 

24.6 
12.0 
12.6 
39.8 
26.5 
13.3 

i See footnote 2 on table 16. 2 See footnote 3 on table 16. »Included elsewhere. Source: Table 16. 
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1836 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

TABLE 18.—Excess interest since 1952 on debts of small manufacturing corporations,1 

estimated, 1953-68, and projected, 1964-70 
[Dollars in millions] 

Actual (or 
estimated): 

1963 
1954 _ 
1955 --
1956 
1957 
1958 
1959 
1960 
1961 
1962. 
1963 

1953-63 

Projected: 
.1964 
1965 
1966 
1967 
1968 
1969 
1970 

1964-70 

1953-70 

Average annual in
crease (percent): 

Actual, 1953-63 _. 
Projected, 1964-

70 

Short-term loans 

Average 
amount of 
debt out
standing 

$3,189 
3,222 
3,443 
4,239 
4,111 
4,276 
4,656 
4,845 
5,210 
5,403 
5,902 

6,200 
6,500 
6,800 
7,150 
7,500 
7,900 
8,300 

6.3 

5.0 

Excess 
interest 
rate over 
1952 rate 
(percent)2 

0.1 
.1 
.1 
.3 
.6 
.6 
.9 

1.1 
1.0 
1.0 
1.0 

1.0 
1.1 
1.1 
1.2 
1.2 
1.2 
1.3 

Excess 
interest 
charge 

over 1952 

$3.2 
3.2 
3.4 

12.7 
24.7 
25.7 
41.9 
53.3 
52.1 
54.0 
59.0 

333.2 

62.0 
68.2 
71.5 
85.8 
90.0 
94.8 

107.8 

580.1 

913.3 

Long-term loans 

Average 
amount of 
debt out
standing 

$1,050 
1,073 
1,245 
1,447 
1,651 
1,724 
1,844 
1,994 
2,381 
2,642 
2,970 

3,150 
3,350 
3,550 
3,750 
4,000 
4,250 
4,500 

10.9 

6.1 

Excess 
interest 
rate over 
1952 rate 
(percent)3 

0.1 
.1 
.1 
.2 
.4 
.5 
.7 
.9 

1.0 
1.1 
1.1 

1.1 
1.2 
1.2 
1.3 
1.3 
1.3 
1.4 

Excess 
interest 
charge 

over 1952 

$1.0 
1.1 
1.2 
2.9 
6.6 
8.6 

12.9 
17.9 
23.8 
29.1 
32.7 

137.8 

34.7 
40.2 
42.6 
48.8 
52.0 
55.3 
63.0 

336.6 

474.4 

All loans 

Average 
amountof 
total debt 

out
standing 

$4,239 
4,295 
4,688 
5,686 
5,762 
6,000 
6,500 
6,839 
7,591 
8,045 
8,872 

9,350 
9,850 

10,350 
10,900 
11,500 
12,150 
12,800 

7.7 

5.4 

Excess 
interest 
charge 
(total) 

$4.2 
4.3 
4.6 

15.6 
31.3 
34.3 
54.8 
71.2 
75.9 
83.1 
91.7 

471.0 

96.7 
108.4 
114.1 
134.6 
142.0 
150.1 
170.8 

— 916.7 

1,387.7 

i Manufacturing corporations with assets of less than a million dollars. 
2 Based on bank interest rates in 19 large cities (see FRB Bulletin) for short-term loans under $10,000. 

(After a postwar high of 6 percent in 1960, the rate has been a steady 5.19 percent throughout 1961-63.) 
* Based on bond yields for Baa corporate bonds (see Moody's), allowing for gradual maturing of existing 

long-term debts. (Current yields on Baa bonds declined from 5.19 percent in 1960 to 4.86 percent in 1963, 
and yielded 4.83 in February 1964.) 

Source: FRB Bulletin and table 16. 
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TABLE 19.—Before and after tax profits of manufacturing corporations, by asset size: Annually, 1947-68 
BEFORE TAXES 

Asset size 

Small business (under $1,000,000): 
Profits (milliondollars).. 
Average stockholder equity (million 
* dollars)-. 
Rate of profits on equity (percent) 
Change of rate from previous year (per

cent) 
Medium ($1,000,000 to $100,000,000): 

Profits (million dollars) 
Average stockholder equity (million 

dollars) 
Rate of profits on equity (percent) 
Change of rate from previous year (per

cent) 
Large ($100,000,000 or more): 

Profits (million dollars) Average stockholder equity (million 
dollars) 

Rate of profits on equity (percent) 
Change of rate from previous year (per-

cent)__ _ 
All manufacturing business: 

Profits (million dollars) 
Average stockholder equity (million 

dollars).. __ 
Rate of profits 
Change of rate from previous year (per

cent) 
Profit rate of small as percent of large (per-

1947 

1,641 

5,894 
27.8 

8,982 

30,821 
29.1 

5,964 

28,358 
21.0 

16,582 

65,072 
25.5 

132.4 

1948 

1,256 

5,893 
21.3 

-23.4 

8,505 

32,801 
25.9 

-11.0 

8,647 

33,480 
25.8 

+22.9 

18,405 

72,172 
25.5 

0 

82.5 

1949 

761 

5,900 
12.9 

-39.4 

5,820 

34,016 
17.1 

-34.0 

7,855 

37, 704 
20.8 

-19.4 

14, 437 

77,620 
18.6 

-27.1 

62.0 

1950 

1,291 

5,935 
21.8 

+69.0 

9,877 

36,490 
27.1 

+58.5 

12,051 

40,900 
29.5 

+41.8 

23,218 

83,325 
27.9 

+50.0 

73.9 

1951 

1,214 

5,613 
21.6 

- . 9 

11,037 

38,734 
28.5 

+5.2 

13,672 

46,538 
29.4 

- . 3 

25,920 

90,886 
28.5 

+2.2 

73.5 

1952 

1,673 

9,927 
16.9 

-21.8 

8,914 

41,491 
21.5 

-24.6 

12,326 

52,278 
23.6 

-19.7 

22, 913 

103,695 
22.1 

-22.5 

71.6 

1953 

1,360 

9,252 
14.7 

-13.0 

8,809 

42,031 
21.0 

- 2 . 3 

14,233 

56,872 
25.0 

+5.9 

24,403 

108,155 
22.6 

+2.3 

58.8 

1954 

1,013 

9,071 
11.2 

. -23.8 

6,891 

42,745 
16.1 

-23.3 

13,026 

61,274 
21.3 

-14.8 

20,934 

113,088 
18.5 

-18.1 

52.6 

1955 

1,335 

9,067 
14.7 

+31.3 

9,178 

43,658 
21.0 

+30.4 

18,045 

67,357 
26.8 

+25.8 

28,561 

120,083 
23.8 

+28.6 

54.9 

1956 

1,846 

9,466 
19.5 

+32.7 

10,302 

46,090 
22.4 

+6.7 

17,619 

76,018 
23.2 

+13.4 

29,687 

131,574 
22.6 

- 5 . 0 

84.1 

1957 

1,458 

9,553 
15.3 

-21.5 

9,012 

47,229 
19.1 

-14.7 

17,699 

84,284 
21.0 

- 9 . 5 

28,167 

141,066 
20.0 

-11.5 

72.9 

1958 

1,010 

9,792 
10.3 

-32.7 

7,168 

47,756 
15.0 

-21.5 

14,455 

89,470 
16.2 

-22.9 

22,637 

147,017 
15.4 

-23.0 

63.6 

1959 

1,527 

9,739 
15.7 

+52.4 

9,343 

49,182 
19.0 

+26.7 

18,824 

98,213 
19.2 

+18.5 

29,694 

157,134 
18.9 

+22.7 

81.8 

1960 

9,748 

50,150 

105,513 

165,411 

1961 

10,204 

50,815 

111, 567 

172,585 

1962 

10,763 

51,925 

118,714 

181,401 

1963, 
1st to 3d 
quarters 

11,278 

52,186 

125,310 

188,776 

4th 
quarter 
average 

M 
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TABLE 19—Before and after tax profits of manufacturing corporations, i 
AFTER TAXES 

asset size: Annually, 1947-68—Continued 

w 

> 

CQ 

< 

GO 

CQ 

• 
GO 

Asset size 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
1963, 

1st to 3d 
quartersl 

4th 
quarter 
average 

Small: 
Profits (million dollars) 
Rate of profits on equity (percent) 
Year-to-year rate change (percent) 

Medium: 
Profits (million dollars) 
Rate of profits on equity (percent) 
Year-to-year rate change (percent) 

Large: 
Profits (million dollars) 
Rate of profits on equity (percent) 
Year-to-year rate chan?e (percent) 

All manufacturing: 
Profits (million dollars) _ 
Rate of profits on equity (percent) 
Year-to-year rate change (percent) 

Profit rate of small as percent of large 

959 
16.3 

5,395 
17.5 

3,779 
13.3 

10,134 
15.6 

122.6 

742 
12.6 

-22.7 

5,190 
15.8 

- 9 . 7 | 

5,611 
16.81 

+26.3 

11 542 
16.0 

+2.6 
75.0 

413 
7.0 

-44.4 

3,530 
10.4 

-34.2 

5,077 
13.5 

-19.6| 

9,021 
11.61 

-27. 5 
51.9 

741 
12.51 

+78.5 

5,426 
14.9 

+43.3 

6,697 
16.4 

+21.5 

12,864 
15.4 

+32.8 
76.2 

559 
10.0' 

-20.01 

4,531 
12.0 

-19.5 

6,177 
13.3 

-18.9 

11,364 
12.5 

-18.9 
75.2 

787 
7.9 

-21.0 

3,790 
9.1 

-24.2 

6,136 
11.71 

-12.0| 

10 714 
10.3 

-17.6 
67.5 

656 
7.1 

-10.1 

3,801 
9.0| 

- 1 . 1 

12.1 
+3.41 

11,340 
10.5 

+1.9 
58.7 

487 
5.4 

-24.0 

3.297 
7.7 

-14.5 

7,448 
12.2 

+0.8 

11 232 
9.9 

- 5 . 7 
44.3 

681 
7.5] 

+38.9 

4,542 
10.4 

+35.0 

9,873 
14.7 

+20. 5 

15,099 
12.6 

+27.2 
51.0 

985 
10.4 

+38.7 

5,126 
11.1 

+6.71 

10,042 
13.2 

-10.2 

16,153 
12.3 

- 2 . 4 
78.8 

724 
7.6 

- 26.9 

4,448 
9.4 

-15.3 

10,267 
12.2 

- 7 . 6 

i 5.438 
10.9 

-11.4 
62.3 

434 
4.4| 

-42.1 

3,5021 
7.3 

-22.3 

8,717 
9.7 

-20. 5j 

12,651 
8.6| 

-21.1 
45.41 

806 
8.3 

+88.6 

4,691 
9.5| 

+30.1 

10,842! 
11.0 

+13.4 

16,340 
10.4 

+20. 9 
75.5 

546 575 894 i 991 

3,733 
7.4 

3 669) 
7.2 

4,245! 
8.2 

» 4,176 
8.0 

10. 919 11,067 12,579 113.529 

15,198 
9.2 

15,311 
8.9 

17.719 
9.8 

118.696 
9.9 

8.2 

10.3 

1 Average profit for 1st 3 quarters, at annual rate. Source: FTC-SEC: Quarterly financial reports for manufacturing corporations. 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1 8 3 9 

TABLE 20.—Business failures per 10,000 firms of all size classes 

1947 
1948 
1949 _ 
1950 
1951 
1952. 
1953 
1954.. 
1955 

Number 
of failures, 

all size 
classes 

14.3 
20.4 
34.4 
34.3 
30.7 
28.7 
33.2 
42.0 
41.6 

Number 
of failures, 
firms with 

current 
liabilities 

under 
$100,000 

12.8 
18.8 
32.4 
32.8 
29.0 
26.7 
30.2 
38.7 
38.4 

Number 
of failures, 
firms with 

current 
liabilities, 

$100,000 
and over 

1.5 
1.6 
2.0 
1.5 
1.7 
2.0 
3.0 
3.3 
3.2 

1956 
1957 
1958 
1959 _— 
I960- __ 
1961 -_ 
1962 
1963. 

Number 
of failures, 

all size 
classes 

48.0 
51.7 
55.9 
51.8 
57.0 
64.4 
60.8 
56.3 

Number 
of failures, 
firms with 

current 
liabilities 

under 
$100,000 

44.0 
47.2 
50.4 
46.8 
50.3 
56.6 
53.1 
47.7 

Number 
of failures, 
firms with 

current 
liabilities, 

$100,000 
and over 

4.0 
4.5 
5.5 
5.0 
6.7 
7.8 
7.7 
8.6 

TABLE 21.—Selected Federal budget outlays 
[In millions of 1963 dollars] 

Fiscal year 

1954. _ 
1955 _ .__ 
1956 _ 
1957 _ 
1958 
1959.--
I960-. 
1961_._ _ 
1962 _ _ 
1963 _ 
1964. 
1965.-

1954-65. 
Annual average 

Education 

326 
377 
343 
437 
541 
732 
866 
943 

1,076 
1,244 
1,348 
1,691 

9,924 
827 

Health 
service 

and 
research 

288 
271 
342 
461 
540 
700 
815 
938 

1,128 
1,354 
1,638 
1,733 

10,208 
851 

Housing 
and com
munity 
develop

ment 

-628 
136 

-10 
-118 

30 
970 
122 
320 
349 

-67 
-191 
-317 

596 
50 

Public 
assistance 

1,439 
1,428 
1,457 
1,558 
1,797 
1,969 
2,061 
2,170 
2,437 
2,788 
3,007 
2,869 

24,980 
2,082 

Labor, 
manpower, 
and other 

welfare 
services 

395 
466 
663 
613 
722 

1,208 
814 

1,135 
973 
647 
888 

1,230 

9,754 
813 
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1 8 4 0 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

TABLE 22.—Projections of debt, interest rates, and charges assuming continuation 
of the monetary-fiscal policies of 1953-63, and computed excess interest charges, 
1964-70, with summary totals for 1953-63, 1964-70, and 1953-70 

Federal public debt: 
1953-63 1 . . . . 
1964 
1965 
1966 
1967 
1968 . . , 
1969 
1970 

1964-70 
1953-70 

State and local government debt: 
1953-63 1 
1964 
1965 
1966 
1967 _. . . 
1968 _ _. 
1969.. 
1970 

1964-70 
1953-70 

Private interest-bearing debt: 
1953-631 _ 
1964 
1965 
1966 _ _ 
1967 _ 
1968 
1969 
1970 

1964-70 
1953-70-. 

Total government and private debt: 
1953-631 
1964 
1965 
1966 
1967 _ 
1968 _ _ 
1969 
1970 _ _ 

1964-70 
1953-70-. _ 

Projections assuming continuation 
of monetary-fiscal policies of 
1953-S3 

Debt 
(billion 
current 
dollars) 

2 281.2 
302.0 
302.0 
302.0 
302.0 
302.0 
302.0 
302.0 

2 302.0 
2 289.3 

2 58.4 
94.0 

100.0 
107.0 
114.0 
122.0 
130.0 
138.0 

2 115.0 
2 80.4 

«405. 4 
630.0 
660.0 
690.0 
720.0 
750.0 
780.0 
810.0 

» 720. 0 
2 527. 7 

2 791.8 
1,026. 0 
1,062. 0 
1,099.0 
1,136.0 
1,174.0 
1,212. 0 
1,250.0 

1,137. 0 
926.0 

Average 
interest 

rate 
(percent) 

3.44 
3.50 
3.56 
3.62 
3.68 
3.74 
3.80 

3.11 
3.17 
3.23 
3.29 
3.35 
3.41 
3.47 

5.96 
5.99 
6.02 
6.05 
6.08 
6.11 
6.15 

4.96 
5.02 
5.07 
5.13 
5.18 
5.23 
5.29 

Interest 
charge 

(million 
current 
dollars) 

87.761 
10,389 
10,570 
10,751 
10,932 
11,114 
11,295 
11,476 

76,527 
164.288 

18,248 
2,923 
3,170 
3,456 
3,751 
4,087 
4,433 
4,789 

26,609 
44, 857 

253,600 
37,548 
39,534 
41,538 
43,560 
45,600 
47,658 
49,815 

305,253 
558,853 

359,609 
50,860 
53, 274 
55,745 
58,243 
60,801 
63,386 
66,080 

408,389 
767,998 

Interest 
charge at 
1952 rate 
(million 
current 
dollars) 

72,071 
7,037 
7,037 
7,037 
7,037 
7,037 
7,037 
7,037 

49,259 
121,330 

15,944 
2,331 
2,480 
2,654 
2,827 
3,026 
3,224 
3,422 

19,964 
35,908 

221,500 
31,311 
32,802 
34,293 
35,784 
37,275 
38,766 
40,257 

250,488 
471,988 

309,515 
40,679 
42,319 
43,984 
45,648 
47,338 
49,027 
50,716 

319, 711 
629,226 

Excess 
interest 
charge 
due to 

increased 
rate 

(million 
current 
dollars) 

15,690 
3,352 
3.533 
3,714 
3.895 
4,077 
4,258 
4,439 

27,268 
42,958 

2,304 
592 
690 
802 
924 

1,061 
1,209 
1,367 

6,645 
8,949 

32,100 
6,237 
6,732 
7,245 
7,776 
8,325 
8,892 
9,558 

54, 765 
86,865 

50,094 
10,181 
10,955 
11,761 
12,595 
13,463 
14,359 
15,364 

88,678 
138,772 

11953-63 data from tables 2, 3, and 5. 
8 Average annual debt for the indicated period. 
Source: Projections for 1964-70 are based upon 1953-63 trends and current indications for future debt 

and interest levels, on the assumption that present monetary-fiscal policies are continued through 1970. 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1841 

TABLE 23.—Maturity distribution and average length of marketable interest-bearing 
Federal public debt, 1952-63 
[Dollars in billions of current dollars] 

As of June 30— 

Total out-1 
standing 
market

able 
debt 

Maturity class 

Within 
1 year 

l t o 5 5 to 10 
years 

10 to 20 
years 

20 years 
and over 

1952. 
1953. 
1954. 
1955. 
1956. 
1957. 
1958. 
1959. 
1960. 
1961. 
1962 
1963 

$140.4 
147.3 
150.4 
155.2 
155.0 
155.7 
166.7 
178.0 
183.8 
187.1 

1196.1 
203.5 

1952. 
1953. 
1954. 
1955. 
1956. 
1957. 
1958. 
1959. 
1960. 
1961. 
1962. 
1963 

$46.4 
65.3 
62.7 
49.7 
58.7 
72.0 
67.8 
73.0 
70.5 
81.1 
88.4 
85.3 

$47.8 
36.2 
29.9 
39.1 
34.4 
40.7 
42.6 
58.3 
72.8 
58.4 
57.0 
58.0 

$13.9 
15.7 
27.5 
34.3 
28.9 
12.3 
21.5 
17.1 
20.2 
26.4 
26.0 
37.4 

$25.7 
28.7 
28.6 
28.6 
28.6 
26.4 
27.7 
21.6 
12.6 
10.2 
9.3 
8.4 

Percentage distribution 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

33.0 
44.3 
41.7 
32.0 
37.9 
46.2 
40.7 
41.0 
38.3 
43.3 
45.1 
41.9 

34.1 
24.5 
19.9 
25.2 
22.2 
26.1 
25.5 
32.8 
39.6 
31.2 
29.1 
28.5 

9.9 
10.6 
18.3 
22.1 
18.7 
7.9 

12.9 
9.6 

11.0 
14.1 
13.3 
18.4 

18.3 
19.5 
19.0 
18.4 
18.4 
17.0 
16.6 
12.1 
6.9 
5.5 
4.7 
4.1 

$6.6 
1.6 
1.6 
3.5 
4.4 
4.4 
7.2 
8.1 
7.7 

11.0 
15.2 
14.4 

4.7 
1.1 
1.1 
2.3 
2.8 
2.8 
4.3 
4.5 
4.2 
5.9 
7.8 
7.1 

i Small rounding error. 

NOTE.—"Marketable" debt excludes savings bonds ($48,800,000,000 on Dec. 31, 1963), special issues to 
Government agencies and trust funds ($43,600,000,000 on Dec. 31, 1963) and other special nonmarketable 
debt. 

Source: U.S. Treasury Department. 
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TABLE 24.—Ownership of Federal debt, 1952-63 

As of June 30— 

1952 
1953 _ 
1954 _ 
1955 
1956 
1957 — 
1958 . - __. 
1959 _ _ 
I960 
1961 
1962___ 
1963 _ 

1952_— — 
1953 _ 
1954 — _ — 
1955 
1956 _ __ 
1957 
1958 _ 
1959 -
1960 
1961 -
1962. __ ~_ 
1963 

i 

Total Fed
eral debt 
outstand

ing* 

U.S. Gov
ernment 

investment 
accounts 

Banking system 

Federal 
Reserve 
banks 

Commer
cial banks 

Mutual 
savings 
banks 

Insurance and others 

Insurance 
companies 

Other cor
porations 

State and 
local gov
ernment 

Individ
uals 

Miscellaneous investors 

Total 
Other 

miscellane
ous2 

Foreign 
and inter
national 3 

Par value in billions of dollars 

259.2 
266.1 
271.3 
274.4 
272.8 
270.6 
276.4 
284.8 
286.5 
289.2 
298.6 
306.5 

44.3 
47.6 
49.3 
50.5 
53.5 
55.6 
55.9 
54; 6 
55.3 
56.1 
56.5 
58.4 

22.9 
24.7 
25.0 
23.6 
23.8 
23.0 
25.4 
26.0 
26.5 
27.3 
29.7 
32.0 

61.1 
58.8 
63.6 
63.5 
57.3 
56.2 
65.3 
61.5 
55.3 
62.5 
65.2 
64.4 

9.6 
9.5 
9.1 
8.7 
8.4 
7.9 
7.4 
7.3 
6.6 
6.3 
6.3 
6.1 

15.7 
16.0 
15.4 
15.0 
13.6 
12.7 
12.2 
12.6 
12.0 
11.4 
11.3 
10.8 

18.8 
18.6 
16.6 
18.8 
17.7 
16.8 
141.8 
20.8 
21.2 
20.0 
19.6 
20.2 

10.4 
12.0 
13.9 
14.7 
16.1 
16.8 
16.3 
16.9 
18.8 
19.3 
19.7 
20.7 

64.8 
66.1 
64.7 
65.0 
66.2 
65.6 
63.7 
65.3 
68.0 
63.1 
64.7 
65.5 

11.6 
12.8 
13.7 
14.4 
16.3 
16.0 
15.3 
19.6 
22.7 
23.2 
25.7 
28.3 

6.9 
7.1 
7.6 
7.6 
8.4 
8.4 
8.8 
9.5 

10.4 
10.5 
11.6 
12.5 

4.7 
5.7 
6.0 
6.8 
7.9 
7.6 
6.5 

10.1 
12 3 
12.7 
14.1 
15.8 

Percentage distributions 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

17.1 
17.9 
18.2 
18.4 
19.6 
20.5 
20.2 
19.2 
19.3 
19.4 
18.9 
19.1 

8.8 
9.3 
9.2 
8.6 
8.7 
8.5 
9.-2 
9.1 
9.3 
9.4 
9.9 

10.4 

23.6 
22.1 
23.4 
23.1 
21.0 
20.8 
23.6 
21.6 
19.3 
21.6 
21.8 
21.0 

3.7 
3.6 
3.4 
3.2 
3.1 
2.9 
2.8 
2.6 
2.3 
2.2 
2.1 
2.0 

6.1 
6.0 
5.7 
5.5 
5.0 
4.7 
4.4 
4.4 
4.2 
4.0 
3.8 
3.5 

7.3 
7.0 
6.1 
6.9 
6.5 
6.2 
5.4 
7.3 
7.4 
6.9 
6.6 
6.6 

4.0 
4.5 
5.1 
5.4 
5.9 
6.2 
5.9 
6.0 
6.6 
6.7 
6.6 
6.8 

25.0 
24.8 
23.8 
23.7 
24.3 
24.3 
23.0 
22.9 
23.7 
21.8 
21.7 
21.4 

4.5 
4.8 
5.0 
5.2 
6.0 
5.9 
5.5 
6.9 
7.9 
8.0 
8.6 
9.2 

2.7 
2.7 
2.8 
2.8 
3.1 
3.1 
3.1 
3.3 
3.6 
3.6 
3.9 
4.1 

1.8 
2.1 
2.2 
2 4 
2 9 
2.8 
2.4 
3 6 
4.3 
4.4 
4.7 
5.1 

i Securities issued or guaranteed by the U.S. Government, excluding guaranteed 
securities held by the Treasury. 

»Includes savings and loan associations, nonprofit institutions, corporate pension trust 
funds, and dealers and brokers. 

Source: U.S. Treasury (actual or Treasury estimates.) 

*Includes investments of foreign balances and international accounts in this country. 
Investments by the International Bank for Reconstruction and Development and the 
International Monetary Fund in special non-interest-bearinc notes issued by the U.S. 
Government. 
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Mr. KEYSERLING. I will now proceed orally, or rather extemporane
ously, to discuss the high points of this study, with the help of the 
big color charts which I hope the members of the committee can see, 
and I am very sorry that there is no effective way of having them 
seen at the same time by those sitting in back of me. The members 
of the committee also have reproductions of these charts, so that if 
the big color charts are not entirely visible in detail the numbered 
charts are in your sets of the testimony right in back of my prepared 
statement which you have. 

I would like to read the first page or so of this statement and then 
proceed extemporaneously. 

The CHAIRMAN. YOU may proceed as you desire. 
Mr. KEYSERLING. Mr. Chairman and members of the committee, I 

appreciate highly this opportunity to testify in the course of your 
thorough and commendable examination of the monetary policies 
of the Nation. As you know, this is a subject upon which I have 
been working with considerable consideration for many years. 

I want to state emphatically at the outset that my criticism, through
out this testimony, of prevalent monetary policy implies no criticism 
whatsoever of President Johnson or his administration. 

The Federal Reserve System and the Federal Reserve Board, which 
determine this monetary policy, have ever more insistently in recent 
years asserted their "independence" of the executive branch. Those 
who assert this "independence" cannot have their cake and eat it too. 
Since they take policy steps which appear to be compatible with the 
policies of the administration when they so desire, and take policy 
steps clearly in conflict with the policies of the administration when 
they so desire, they cannot in fairness ask that the blame for those 
of their own policies which turn out to be erroneous be shared with 
the administration. 

Second, even to the extent that the administration may have some 
persuasive power or influence at some times with respect to the Federal 
Reserve Board, President Johnson clearly has not been in office long 
enough—especially in view of his manifold other problems—to have 
effected thus far appreciable changes in Federal Reserve policies— 
policies which have been adhered to so vigorously and even dogmat
ically ever since the sharp changes in these policies which commenced 
with the so-called accord between the Federal Reserve Board and the 
Treasury in March 1951. Based upon the heartening innovations 
which President Johnson has thus far made in national economic 
policies, especially the war against poverty. I am convinced that in 
due course he will use his great influence to help bring monetary 
policy into line with his own sound and humane objectives for the 
U.S. economy. Meanwhile, I do commend the President and the 
administration for their efforts to achieve improved coordination 
between the policies of the Government and those of the Federal 
Reserve Board. 

I recognize that there are many and profound differences of opin
ion, with respect to monetary policy in general and the Federal 
Reserve System in particular, among experts and other informed 
people. I respect the views of those who differ with me on this diffi
cult subject. But in fairness to myself as well as to others, I should 
state the fact, well known to this committee, that in recent years a 
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wide range of experts and other informed people in many walks of 
life have become increasingly critical of many aspects of the prevalent 
monetary policy and of the Federal Reserve System and Board. In
deed, it seems to me surprising that this temperate and well-reasoned 
criticism, so largely vindicated by actual economic and financial de
velopments, has thus far had so little impact upon the actual policies 
of the Federal Reserve System and Board. The line between war
ranted steadfastness and unwarranted obstinacy is a hard one to draw, 
but in the final analysis this line will need to be drawn by the Con
gress of the United States which is charged with evaluation and 
supervision of the policies of the Federal Reserve System and Board. 
This committee is now contributing importantly toward fulfillment of 
that great responsibility. 

My testimony divides rather naturally into the following par t s : 
First , I shall depict the direct costs of tight money and rising 

interest rates since 1952, how these increased costs have borne down 
upon all levels of government, individuals, and private economic 
groupings, and how alternative utilization of the huge amounts in
volved in these increased costs would better serve the interests of the 
economy, the Nation, and the people. I shall also project into the 
future these direct costs, if the prevalent monetary policy were to 
continue. 

Second, I shall analyze the damaging effects of the prevalent mone
tary policy upon the U.S. economy as a whole to date, primarily in 
terms of our objectives for adequate economic growth and the reduc
tion of unemployment, but with due regard also for other priorities 
of our national needs. 

Third, I shall discuss our current and prospective economic prob
lems and needs, and relate these to the prevalent monetary policy. 

Fourth, I shall attempt to answer some of the main arguments ad
vanced in support of the prevalent monetary policy, particularly the 
argument that it is useful on the ground of preventing or restraining 
inflation, and the argument that it is necessary or desirable toward 
the end of dealing with our gold and balance-of-payments problem. 

Fifth, I shall make a few general policy suggestions, although I 
think that the policy implications will emerge clearly from my eco
nomic and financial analysis. 

Mr. Chairman, and members of the committee, proceeding now 
somewhat more informally, I would hope that somebody might help 
me in shifting these big color charts. 

Mr. REUSS. Mr. Chairman, I notice that Mr. Keyserling has pre
pared a real volume of materials for us, which is quite remarkable, 
and in order that the whole matter may be part of the record, I would 
like to ask that the entire presentation may be made a part of the 
record of our hearings, including all the statements and charts. 

The CHAIRMAN. Without objection, it will be done. 
Instead of looking at the chart, if you cannot see it good, you can 

look at the charts that he has. 
Mr. KEYSERLING. YOU can look at chart No. 1 in your materials, 

which is identical except that it is not in color. I will mention what 
the chart number is in each case. 

My chart 1 traces, since 1952, the increases in interest rates on 
new issues, new borrowings by the U.S. Treasury. The bottom half of 
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this chart shows in brief that on 3 month bills, the interest rate on new 
borrowings has gone up more than 82 percent. On 9- to 12-month 
issues it has gone up more than 81 percent, on 3- to 5-year issues, more 
than 74 percent, and on long term bonds, more than 49 percent. While 
rising consumer prices are in themselves no justification for rising in
terest rates, it is important to note that consumer prices rose only 
15.4 percent over the same period of time. 

At this point, I want to say a few words about the policy of money 
management since 1961, this being the most recent period. We will 
recall that, at the start of this period, an intent was expressed to lift 
the interest rates on short-term obligations to deal with the balance of 
payments and gold problem, but to hold down or reduce the interest 
rates on long-term obligations in order to encourage economic growth 
at home. 

As I said from the beginning of this policy, it is utterly impossible 
to insulate various interest rate trends, and, as the chart clearly shows, 
the actual spread between interest rates on long-term obligations 
and on short-term obligations in 1963 was higher than in 1959, the 
spread was somewhat lower than in 1961 only because of the very 
large reduction of the short-term rates during the recession period in 
1960-61. So in a somewhat longer perspective, contrary to the declared 
objective, the spread between the long-term interest rates and short-
term interest rates is higher than it was. 

Further, while some of these interest rates have not yet reached 
the 1959 peak, the interest rate on long-term bonds is about up to that 
peak, the interest rate on 3- to 5-year issues is approaching that 
peak, and I confidently predict that, if the so-called economic recovery 
about which I will have more to say proceeds for a while longer, we 
will be facing again a new peak in interest rates on all types of Fed
eral obligations. 

My chart 2 shows the computed average interest rate, not on new 
issues, but on the whole Federal public debt outstanding, taking 
into account the new issues, the old issues, and the changes in the 
pattern of the securities themselves. As this chart shows, since 1952, 
the computed average interest rate on the whole Federal debt, incor
porated in the Federal budget as a charge, has gone up more than 45 
percent. This has cost, in excess interest payments above the 1952 level, 
almost $16 billion. 

I will have something to say later on about the significance of this 
figure. 

My chart 3 applies the same method of analysis to the interest rates 
on new borrowings by State and local governments, and shows in 
the bottom right-hand corner as an ultimate conclusion, and I have 
so much ground to cover that I will try to make it a little bit succinct, 
that since 1952 the State and local governments have paid out about 
$2.3 billion more in interest rates than they would have paid if the 
1952 level of interest rates had been maintained. 

My chart 4, applying the same method, shows that private borrowers 
on the total interest-bearing private debt have paid out about $32 bil
lion more in interest charges than they would have paid if the 1952 
rates had been maintained, and I will come later to the question of 
the rationale of the rising interest rates and the other harm they have 
done. 
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In summary, my chart 5 shows that, at all levels of government, 
Federal, State and local, and taking into account also the total private 
interest-bearing debt, the American people in one way or another 
have paid out about $50 billion more in excess interest payments than 
they would have paid if the 1952 levels of interest rates had been 
maintained. 

Now, of course, this redistribution of income through rising interest 
rates has had very important economic significance, and has played 
a very important part in the totality of the trend toward regressive 
redistribution of income in the United States under the impact of 
national policies, a trend which I regard as highly undesirable. 

The Federal Reserve Board has said at times that the rising interest 
rates are an undesirable but unavoidable consequence of needed trends 
in the volume of the money supply. I think the Board should follow 
the legal maxim that a person is held responsible for the inevitable con
sequences of his acts. But in any event, I would point out that, equally 
frequently, the Federal Reserve System and Board have affirmatively 
favored the rising interest rates on the ground that rates had sunk too 
far to low levels by 1952, and on the ground that the rising interest 
rates, in themselves, were beneficial to the economy in ways that I 
shall detail, and also beneficial in dealing with the gold and balance-of-
payments problem. 

Before addressing myself to these arguments, my chart 6 shows 
comparative trends in production and incomes, 1952 to 1963. The 
bottom half of this chart is very significant, because it shows that 
total public and private interest payments, as a burden upon the 
economy, have risen from 5.2 percent of our total national produ-
tion in 1952 to 8.3 percent in 1963. In other words, the portion of our 
total national production—which equates, of course, with our total 
national spending—the proportion wrhich has gone into interest rate 
payments has increased from 5.2 to 8.3, or about 60 percent. The upper 
portion of this chart contrasts various income trends since 1952. 
I t shows that, while total national production has gone up only 39 
percent, and while wages and salaries have gone up only 45.5 per
cent, and while total personal income has gone up only 44.4 percent, 
and while farm proprietors' net income has gone down 23.8 percent, 
personal income interest has gone up 108 percent, and dividend in
come has gone up 54.8 percent. All of these data are in 1963 dollars. 

Next, I want to say a few words about the special impact of these 
rising interest rates upon those vulnerable sectors of our economy 
which are particularly in need of income supplementation rather 
than income loss. 

My chart 7 shows, first of all, the rising interest rates on various 
types of housing. And here I want to point out that interest rates 
are ironically rising much faster on the types of housing financed or 
insured by the Federal Government than on conventional housing. 
This negates the whole national policy, which the chairman knows 
I have been rather closely associated with for a large portion of my 
stay in Washington, in that the very reason for the Federal Govern
ment being in the housing business at all is to lower the costs upon 
homeowners so that homeownership may be available to those who 
cannot pay the costs of conventional, privately financed housing. Yet, 
we witness this irony of the interest rates rising much faster on the 
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housing with which the Government is connected than on other 
housing. 

In the overall, as shown by the lowest right-hand corner of my 
chart, the homeowners of America have paid out $6 billion in interest 
payments since 1952, in excess of what they would have paid out if 
the 1952 rates had been maintained. May I point out that, depending 
upon costs, this $6 billion is enough to build, to pay for the capital 
costs of, from half a million to a million new homes for low income 
families who are now slum dwellers. 

My chart 8 shows the higher interest payments which will be made 
over the years ahead, depending on the length of the mortgage, upon 
a $10,000 new home financed under the F H A . I will not go into this 
in detail, except to say, as shown in the lowest right-hand corner, that 
if a new home is now built and insured by the F H A , and if the mort
gage is a 30-year mortgage, the homeowner will pay about $2,200 more 
in interest over the life of the mortgage than if 1952 interest rates had 
been maintained. 

Next, on chart 9, I show the horrendous increases in interest rates 
on various types of interest-bearing consumer debts. This is particu
larly significant, because in view of the income distribution in the 
United States—which is not as equitable as it should be, and I will 
come to that in a few moments—and because of the fact that the lower 
half of our people actually dissave on net balance, spending more than 
they earn and making up the differences in borrowings, the rising rate 
of interest on consumer debts bears down very heavily upon those who 
should have national policy directed in their favor, not against them. 

On the whole, as shown in the right-hand lower box, those borrowing 
on consumer credit have paid out more than $2.5 billion in what I 
define as excess interest rates since 1952. 

Turning next, in chart 10, to the farm picture, and recalling that the 
inadequate advance of American prosperity in the recent decade has 
been accompanied by an almost persistent decline in farm income, 
which is still continuing at an accelerating rate, the farmers of Amer
ica, on their farm mortgage debt, have paid out almost half a billion 
in excess interest costs during the period under review, and would pay 
out another billion and a quarter dollars in excess interests costs 
1964-70, if the prevalent monetary policy continues. 

Coming to the effect upon small business, it is perfectly obvious 
that, particularly with the trend of large corporations toward financ
ing their business needs out of earnings and out of profits and out 
of the price system leveled against the consumer, rather than out of 
equity borrowings, it is perfectly obvious for this and other reasons 
that small businesses are verv much more dependent upon interests 
rates than large businesses. This is indicated by the top half of chart 
11, which shows that debts measured as a percentage of assets of 
manufacturing corporations are very much higher for manufacturing 
firms with assets under $1 million than for all manufacturing. The 
lower half of the chart contains my estimate that these small manu
facturing firms have paid out almost half a billion in excess interest 
costs during the period under review, and will pay out almost another 
billion dollars in excess interest costs from 1964 through 1970, if the 
prevalent policy continues. 
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Chart 11-A carries further the impact of this interest rate policy 
and of other policies upon small business, showing the lower rates of 
profits after taxes for small business, and also showing that the rate 
of busines failures, which is disturbingly high, concentrates pre
ponderantly upon business firms with current liabilities under 
$100,000. 

Of course, the rising interest rate policy, and this may be one of 
the reasons for it, does not hurt everybody. There are very few eco
nomic policies that hurt everybody. If they did, they wouldn't be 
adopted. 

My chart 12 shows the rise in the earnings of the Federal Reserve 
member banks from 1952 to 1963. While total national production 
has gone up only 69 percent in current dollars, the member banks' 
earnings on loans have gone up 179 percent. Their earnings on U.S. 
Government securities due largely to the rising interest rates on these 
securities, have gone up 82 percent, and this l regard almost entirely 
as a bonanza, because I question why, when the Government does 
banks the favor of placing Government securities with them to 
strengthen their position and enable them to do business, I question 
why these banks should receive rising interest rate bonanzas from the 
very Government which is helping them. The member banks' net 
current earnings have gone up V'2 percent. Their profits after taxes 
have gone up 105 percent. And their dividends—dividends declared— 
have gone up 113 percent, compared with only a 69-percent increase 
in total national production, as shown on the chart. 

This 69-percent increase in total national production is in current 
dollars, to compare with the earnings of the member banks. The ris
ing total national production in real terms has been a smaller figure, 
as I indicated earlier. 

Now, let us examine some of the other things which could have been 
done, if, instead of exacting since 1952 a toll of $50 billion in rising 
interest charges against the American public as taxpayers and as 
businessmen, and as farmers and as workers, if instead an alternative 
set of national economic policies and private economic policies had 
been used to effectuate an equivalent transfer payment of $50 billion 
in different directions. It is perfectly obvious that this could have been 
done. As the Federal Government alone has paid out $15.7 billion 
in excess interest since 1952, it could alternatively have used the same 
amount of money to do something else with it. I t could have used 
it to clear slums, to supplement the incomes of low-income people, to 
aid health and education, and so forth and so on. I t is perfectly ob
vious that, as private brrowers have paid out more than $32 billion, as 
I pointed out earlier, in excess interest charges since 1952, this money 
through a different set of policies could have been used, for example, 
to have paid out very large amounts in increased payroll taxes under 
the social security system, which would have transferred that amount 
of money to the 18 million people in the United States over the age 
of 65, three-quarters of whom live in poverty. I t is perfectly ob
vious, in the overall, that we could have done many different things 
with this same amount of money. 

Particularly because of our current interest in the poverty prob
lem, and particularly because of the essential relationship which is 
too frequently forgotten between this poverty problem and the per-
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formance of the whole American economy, I have here made some 
comparisons between the excess interest costs of $50 billion since 1952 
and how this staggering sum might otherwise have been used. 

My chart 13 shows the now commonly recognized fact that about a 
fifth of all Americans live in poverty, including 10.4 million multiple-
person families. And let me say for the guidance of the committee 
that, while I use the figure of $4,000 to indicate the poverty ceiling, 
and the administration uses the figure of $3,000, these two figures 
are really about the same thing. This is because I am using the OBE 
figures which include nonmoney income, while the Government is 
using the census figures which do not include nonmoney income. Thus, 
the families who are in poverty under the Government concept of 
$3,000 and my concept of $4,000 are practically the same number of 
people and practically the same people. So I am not exaggerating 
the amount of poverty, as against the Government estimates. 

Chart 14 takes this $50.1 billion, and distributes it among the Ameri
can families living in poverty. I do not say that exactly this amount 
of money could feasibly be used for any other given purpose. None
theless, my demonstration offers a broad general impression of how 
vastly we are wasting, for regressive and economically damaging pur
poses, a portion of our national resources which might be so much 
better used. The chart show that, if the $4.6 billion a year which has 
represented the average annual excess interest payments had been used, 
either to improve the incomes of poor people directly or by public 
services helping to improve their incomes indirectly, or more properly 
through both, it could have, if we view the $4,000 families, lifted the 
average incomes of these families in 1961 from $2,513 to $442 above 
that, which would be $2,955. 

If it had been applied exclusively to the families with incomes under 
$3,000, it could have lifted their average annual 1961 incomes from 
$1,849 to $730 more, or up to $2,579. If it had applied exclusively to 
the families with incomes under $2,000, living in the most miserable 
indescribable poverty, it could have lifted their 1961 average incomes 
from $1,217 to $2,655. Income lifts, in these amounts, could have 
been covered for all of the years 1953-63, not just for 1961. 

Just now, when we are straining currently to add about $500 million 
to a poverty package for fiscal 1965, that $500 million comes to only 
about one-ninth of the $4.6 billion which represents the average an
nual excess interest costs since 1953; and that $500 million is only 
approximately one-sixth of the current excess annual interest cost 
of about $3 billion to the Federal Government alone. I think this is 
very relevant, when we are struggling with the immense problem of 
poverty in America. 

To get to something which is even closer home, in chart 15 I have 
compared the excess interest costs both on the Federal public debt and 
on total private and public debts with the items contained in the pro
posed fiscal 1965 Federal budget for other programs which relate 
closely to poverty, that is, education, health, housing, and labor and 
manpower and other welfare services. 

Without going into this chart in detail, we can see very quickly 
that the excess interest costs of more than $3 billion on the Federal 
public debt in calendar year 1963 alone was almost twice the size of 
the total proposed fiscal 1965 budget outlays for education, not very 
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far from twice the size of the total proposed budget outlays for health 
and research, much bigger than the total public outlays for public 
assistance, and about two and a half times as big as the total budget 
outlays for labor and manpower and other welfare services. 

The moral of the story, very simply, is that those who want to know 
where the money is coming from to do the things we most need to do 
as a Nation through the instrumentality^ of the Federal budget, can 
find in the excess interest payments the biggest, most inexcusable and 
indefensible waste in the whole Federal budget. This has been going 
on for 11 years, and it threatens to get even worse in the years ahead. 

Let me say here, Mr. Chairman and members of the committee, I wish 
that we had a special committee of the Congress which did nothing 
but review the testimony of economists in the years gone by, to see 
to what extent they had been proved to be correct by ensuing develop
ments. This would be very helpful. I made a study of the tight 
money and rising interest rates policy 4 or 5 years ago, and my pro
jection then, as to the increased costs which would arise in the years 
from then until now in excess interest costs, and as to what would 
happen in general to our economic growth, and as to our levels of 
unemployment, have turned out to be nearly correct, and I don't 
mention this pridefully, but only to indicate that my projections now 
may not be too far off. 

In any event, in chart 16 I project into the future the increased in
terest costs on the Federal debt, State and local debts, interest-bear
ing private debts, and all debts, for the 7 years 1964r-70, inclusive, if 
the prevalent monetary policy continues. And certainly, the Federal 
Reserve Board has declared very clearly its intent to continue this 
policy, and to raise interest rates further in the near future. 

Looking at my estimates for the period 1964-70, the right-hand 
lower box of the chart estimates that we as a nation may well pay out 
almost another $89 billion in excess interest costs over the next 7 
years. The Federal Government alone, struggling to meet its obliga
tions in terms of outlays in a framework where almost everybody is 
trying to cut the Federal budget, the Federal Government alone 
may well pay out in the next 7 years more than $27 billion in excess 
interest costs. 

In chart 171 examine what we could do with this almost $89 billion, 
if this amount were applied toward the reduction of poverty. 

Without going into chart 17 in detail, let me just express the abbre
viated conclusion that this amount of money alone, if alternatively 
used to lift the incomes of American families living in poverty, could 
almost completely liquidate poverty in America by 1970, by bringing 
almost the whole fifth of the Nation which now lives in poverty above 
the poverty level. Yet, we are trying to find the means to put $500 
million more into a poverty package in fiscal 1965. 

In chart 18, I compare these estimated excess interest costs over 
the next 7 years with various items entering directly into the Fed
eral budget. And I show that, during the years 1964-70 on the 
average, the excess interest costs in the Federal budget alone will ap
proach a figure of almost $4 billion a year. This almost $4 billion a 
year contrasted with the other figures shown on the chart, is very much 
higher than proposed fiscal 1965 Federal outlays for education and 
health and research services combined. It is more than a third 
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higher than the proposed outlays for public assistance, and it is 
more than three times as high as the proposed budget outlays for 
labor, manpower, and other welfare services. 

I therefore hope devoutly that, in the years ahead, we will make 
some progress toward redirecting a few of these wasted billions an
nually to where they ought to go, rather than where they have no rea
son to go either in terms of economic analysis or in terms of social 
policy. 

I want to say just a few words about the management of the national 
debt. 

We will all recall that, when the 1952 accord took place and sub-
sequently? one of the main rationales for the change, the drastically 
changed interest rate policy, was that it would lengthen the average 
maturity on the national debt. I am not at the moment attempting to 
argue whether this lengthening is desirable or undesirable. The 
argument of the proponents of the prevalent monetary policy was that 
it was desirable to increase the average length of maturities on the 
national debt, their view being that this would add to general price 
stability and to economic stability. Suffice it to say, as my chart 19 
shows, that they have in no sense accomplished this purpose. If we 
look at the lowest right-hand box of the chart, the average length of 
maturity has been reduced from 5.67 to 5.08 years, with various distri
butions in the maturities among different types of issues which I 
won't cover in detail but which the committee will have an opportunity 
to study. 

I want to say on my own part that, generally speaking, I am a 
proponent of short-term borrowing by the Federal Government, be
cause I do not see why the Federal Government should commit itself 
for a very long period of time to any particular rate of interest. The 
main virtue of shorter term borrowings by the Federal Government is 
that the Government could more easily follow a policy of reducing 
interest rates. But when the avowed and specific purpose is to make 
the interest rates on short-term borrowings rise faster than the interest 
rates on longer term borrowings, then the main benefits which short-
term borrowing might achieve is being lost sight of. 

As to trends in the ownership of the Federal debt, as shown by 
chart 20, a second avowed purpose of the new monetary policy, start
ing with 1952, was based when the idea that a monetization of the 
Federal debt occurred during World War I I by the placing of so large 
a portion of the debt within the banking system, and that this 
monetization became an "engine of inflation." As I will develop later, 
I don't agree with this at all as the explanation of wartime inflation. 
In any event, the idea behind the new monetary policy was to place 
more of the national debt in the hands of individuals and others out
side the banking system, and thus to restrain inflation. 

That purpose hasn't been accomplished, either. There has been 
some decrease, as shown on my chart 20, in the percentage of the 
Federal debt held by the banking system, but this has not been com
pensated for by larger relative placement in the hands of individuals 
and others outside the banking system. In fact, the percentage held 
by individuals and by insurance companies and other corporations has 
gone down sharply. The decreased portion in the hands of the bank-
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ing system has been compensated for only by increasing the portion 
held by State and local governments and by miscellaneous investors. 

Incidentally, I think much of the increased holding by miscellan
eous investors is for speculative purposes; the prevalent monetary 
policy in its unpredictable aspects has at times tended to make the 
prime obligations of the Federal Government more speculative than 
common stocks. 

So, if we look at the very purposes which the Federal Reserve Board 
avowed as the reasons for the new monetary policy, they have not 
accomplished these purposes, but in fact are moving in the opposite 
direction. 

To come now to a second major aspect of my testimony. Even more 
important than the effect of the rising interest rate policy in its dis
tributional aspects is the effect of the tight money policy and rising 
interest rates upon the whole performance of the U.S. economy. 

Of course, the distributional aspects already discussed have also 
been hurtful to the whole economy. The transfer within the past 11 
years of $50 billion from those who need it most to those who need 
it less has been very damaging to the national economy. This transfer 
has placed increased spendable funds in the hands of those who had 
more spendable funds than they could use anyway, and it has taken 
spendable funds away from consumers and small business and home 
buyers and others, who if they had more money to spend would have 
kept the economy in much better balance. The chronic rise in idle man
power and plant has resulted basically from maldistribution in the 
flow of national income. 

Let us now review the course of the economy since 1952 or 1953 
and tie it in with the application of this policy of t ight money and 
rising interest rates. 

My chart 21 shows the well-known fact that, comparing 1963 with 
1953, the rate of unemployment has almost doubled, measured as a 
percent of the civilian labor force. In numbers, it has more than 
doubled. The economic growth rate has averaged only about two-
thirds of what was needed to maintain full use of manpower and 
plant. In 1963 alone, we had a true level of unemployment of 7 
million, or 9.4 percent of the civilian labor force, and a deficiency in 
total national production of $76 billion or more, measured in 1962 
dollars. 

I know that some of my good friends in the Council of Economic 
Advisers use smaller estimates. But every year, their estimates are 
being confounded by what is happening. First of all, they have been 
saying that a 3^-percent growth rate would be enough to hold unem
ployment constant. Everything that has been happening has proved 
that the rate of increase in productivity and technology is so high that 
a 5-percent growth rate or thereabout, and not a 3%-percent growth 
rate, is needed to hold unemployment constant. Consequently, all of 
the Council's projections of the needed growth rate have been too low, 
and since their policies have been even short of their own projections, 
this explains why, after 3 years of recovery, unemployment in 1963 
was higher than in 1962. 

Here we are as a nation in early 1964, talking as if the big problem 
is the threat of inflation, facing the prospect of a further tightening 
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of the money supply, and bragging about "the almost unparalleled 
length" of the so-called recovery movement since early 1961. 

Yet I have here a few figures which I have torn out of a recent 
speech made by my good friend, Walter Heller, Chairman of the 
Council of Economic Advisers, to the Midwest Economic Association. 

What do Mr. Heller's figures show, after this 3 years of "almost un
paralleled recovery" ? These are his estimates as of December 1964, 
used a few days ago. In total manufacturing, plant utilization was 
85 percent, or 7 percent below the estimated optimum. In steel, it 
was 69 percent, or 22 percent below the estimated optimum. In fab
ricated metals, it was 83 percent, or 13 percent below the estimated 
optimum. In nonelectrical machinery, it was 83 percent, or 8 percent 
below the estimated optimum. In electrical machinery, it was 80 per
cent, or 13 percent below the estimated optimum. I n transportation 
equipment, excluding motor vehicles, it was 80 percent, or 8 percent 
below the estimated optimum. In stone, clay, and glass, it was 78 
percent, or 10 percent below the estimated optimum. 

Looking at these figures of the Council of Economic Advisers itself, 
as to unused plant capacity, and when I hear at the same time the 
cheerful talk about the almost unparalleled length of the recovery, 
it reminds me of the doctor who had a patient with a form of pneu
monia which could be cured with proper methods in 3 weeks; but 
when the patient had been in bed for 9 weeks, the doctor bragged 
around town about how long the recovery was. 

The reason the current economic recovery has been so long is that 
we haven't recovered yet, when we measure full recovery by actual 
plant utilization and employment contrasted with full production 
and employment. 

Chart 22 illustrates, in essence, that unemployment in 1963 was 3.7 
million, true level, above the level consistent with full employment. 

Chart 23 sets forth the enormous losses to all groups within the 
economy, within the period 1953 to 1963. 

Chart 24 indicates the growth rates over the years: And here, be
cause we need properly to understand the current economic situation, 
1 want to call your special attention to the last box on chart 24, which 
shows the economic growth rate by 12-month periods since first 
quarter 1961, a period of about 3 years. You can see by looking at 
the bars in this box that the average annual growth rate since fourth 
quarter 1961 through fourth quarter 1963, during the period when 
we had been bedazzled with the propaganda about the speed and pace 
of the recovery, the average annual growth rate has been only in 
the neighborhood of 4 percent. Including last quarter 1964 would 
not change the trend appreciably. Mr. Heller said, in his recent talk 
before the Midwest Economic Association to which I have already 
referred, that during some previous upturns since 1953 the growth-
rate was 9.5 percent for an extended period of time. Of course, he 
used this figure to prove that we were not now threatened by infla
tion. But the real meaning of the figure is that, during the past 3 
years and now, and prospectively for the year ahead, the growth 
rate is running at a pace of about half the rate required for at least 
2 years to bring us back to full employment and full production. Mr. 
lieller is predicting, and I think too optimistically, that unemploy
ment will still be 5 percent at the end of 1964, and 4 percent at the 
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end of 1965, whereas a few years ago the goal was to reduce it to 4 
percent by 1962, or 1963 at the latest. 

I t won't be down to 4 percent in 1965, as I see it. I t is likely, as I 
see it, to be as high or probably higher than now. In chart 25, I 
get back to the relationship between this poor economic performance, 
enduring even until now, and the trend in the nonfederally held 
money supply. 

I am not claiming that the trend in the nonfederally held money 
supply is the sole explanation of this very unsatisfactory economic per
formance. There are many causes. But if one looks at the correla
tions between the trends in the nonfederally held money supply and 
the trends in GrNP on this chart, one establishes, I believe, a very 
strong case that the restraint upon the growth in the nonfederally 
held money supply has been a very important factor in the low 
rate of economic growth. 

First of all, the average annual growth in the nonfederally held 
money supply since 1952 has been only 1.8 percent. This is certainly 
an indefensibly low rate, and has certainly had a direct bearing when 
the average annual growth rate of only 2.9 percent in GNP. Also, a 
look at the year-by-year situation as depicted on chart 25 shows 
how drastically, how stringently, the monetary managers contracted 
even further the expansion of the money supply whenever we com
menced upon the road to recovery but got nowhere near to full 
recovery. 

For example, from 1955 to 1956, we were nowhere near full 
recovery, yet the money managers were so perturbed about "infla
tion" that they reduced the annual growth in the money supply to 
only 1.3 percent, and in 1956 to 1957 they reduced it further to minus 
0.7 percent, when we were running right smack into another reces
sion, the biggest we have had since World War I I . Then, from 1957 
to 1958, they let the money supply grow 3.9 percent, because we were 
in the midst of a recession, but from 1958 to 1959, when we were 
very far away from full employment, it grew only 0.6 percent, and 
from 1959 to 1960 it grew minus 0.6 percent. Then, from 1960 to 
1961, we were in another recession, and the money supply grew 3.2 
percent. But from 1961 to 1962, when it was powerfully obvious that 
we were not making any real progress against unemployment or idle 
plant, they cut the growth of the money supply back to 1.5 percent. 
From 1962 to 1963, the growth rate was faster, but now they are 
talking about tightening it up again. I don't know any clearer 
demonstration of the harm the money managers have done. And 
my only complaint about my friends in the Economic Council, on this 
score, is that they are so willing to indict this policy looking back 
retrospectively to the Eisenhower administration, but they seem not 
ready to take arms against it in their own administration. 

Now, let's come to the next phase of the analysis, which ties in the 
$50 billion maldistribution of national income under the tight-money 
policy with the poor performance of the whole economy. What is 
the main reason which the money managers have given for this tight-
money policy? They have stated it again and again. I t runs like 
this—they were saying it in early 1957—and it ran as follows: We 
have an inflationary danger, and this inflationary danger results from 
too much consumption, therefore let's tighten up on the money supply 
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and increase interest rates, because this will be hard on the consumer 
and will result in fewer real purchases of consumer goods. 

The second line of the same argument was that there was a great 
starvation of investment. The way to fight "inflation" was to get more 
investment in plant and equipment, the way to get higher economic 
growth was to get more investment in plant and equipment, and 
the tight money and rising interest rates, it was said, would induce 
more saving, and the more saving would flow into investment, and 
then we would be moving toward a nearly perfect economic world. 
So ran the argument for tight money ana rising interest rates. 

There has never, in the use of national economic policies, been a 
more erroneous analysis accompanied by more untoward results, with 
the exception of what the Federal Eeserve Board did in 1929 and 
shortly thereafter. There has never been a time since 1952 when 
there has been any shortage of funds available for investment, or any 
shortage of saving. There has never been a time since 1952 when the 
profits per unit of goods sold hasn't been high and rewarding. Yet, in 
every period when the economy was moving upward, the Federal Re
serve Board was tightening up on the money supply for the purpose of 
providing still more saving and still more investment, although invest
ment in plant and equipment was growing several times as fast as the 
ultimate demand for goods and services represented both by consumer 
expenditures and by public outlays. 

The bottom of chart 26 illustrates this exactly. I t shows how, pre
ceding the 1957 recession, investment in plant and equipment rose 
9.3 percent, while ultimate demand for goods and services rose only 
2.9 percent. And in the most recent period for which I have the data 
available, from first quarter 1961 through fourth quarter 1963, in
vestment in plant and equipment rose 6.9 percent, while ultimate de
mand for goods and services, both public and private, rose only 4.3 per
cent. So we are moving smack into the same situation again, and then 
some people wonder why Mr. Heller's figures show so much excess 
plant capacity. 

Some think that we are going to cure this excess plant capacity by 
granting $7 billion in tax reductions in 1962 and 1963 to big corpora
tions and to the high-income individuals who save a large part of their 
money, even while we are now paying out at the Federal level alone 
more than $3 billion annually in excess interest payments largely to 
the same groups through the operation of the tight money and rising 
interest rates policy. 

What I have done in charts 26, 27, 28, 29, 30, 31, 32, 33, and 34, 
which 1 am not going to go into in detail, to save your time, is to take 
various periods and how the only thing which has really plagued the 
American economy has been a vast deficiency in the spending of the 
American people for the goods and services which the expanded facili
ties produce. This deficiency, in turn, has been founded upon a de
ficiency in income flowing to these people, of which the regressive 
trend in the monetary policy has been a very important cause. Sure, 
business has cut back on its investments during the periods of economic 
downturn, but not because the tax burden was too high, not 
because they needed more interest payments, not because they didn't 
have funds. 
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The most recent annual report of the Council of Economic Advisers 
shows that, during the past few years, the retained earnings of the 
corporations, after paying out dividends and after investment, have 
been larger than their investment programs. Now, what kind of a 
situation is it, when business concerns have retained earnings in excess 
of what they are investing, at the same time paying out higher and 
higher dividends to the investors in these corporations? Is this any 
time to think what we need more saving, that we need still higher 
interest rates to induce people to save and invest ? 

I n charts 35, 36, and 37,1 detail the recent trends in key profits, in 
profit-sales ratios, and in total funds used by corporations and their 
sources—all toward the end of indicating that the time has long 
since passed when we should use the conscious instruments of national 
fiscal and monetary policies to distort the income flow further in the 
direction of those who have most and away from those who have less. 
And I am not saying this only in social terms, although I think a 
nation engaged in a war on poverty should be concerned about social 
matters. I am saying this in economic terms—if we set aside the 
social argument entirely, and limit ourselves to economic analysis, 
this has been a fatally defective policy an still is. 

Now, moving to the future, I depict in chart 38 the differences 
between the high and the low rates of economic growth for the period 
1964 to 1970. 

Frankly, I do not believe anything in the past few years which 
1 have already reviewed, anything in the performance during the 
past year, anything in the prospective performance in 1964 and later 
on, gets away from the fact that, if our national economic policies 
remain about in status quo, allowing for the recent tax cuts, to which I 
will refer later, and allowing for the more rapid increase in technology 
and automation, and allowing for the fact that in 1953, with a vast 
accumulation of backlogs created by two wars, and many other things, 
we were in a basically less vulnerable situation then than we are in 
1964—allowing for all this, I do not believe that our economic growth 
rate over the next 7 years will average much higher than during the 
past 11, under these existing sets of policies. 

Time will tell. But if I am nearly correct, we will forfeit another 
40 million man-vears of employment opportunity, we will forfeit 
another $700 billion of total national production, during the period 
1964-70, and we will confront a level of unemployment several mil
lion higher by 1970 than it is now. 

I n chart 39,1 portray the goals for balanced economic development 
which would carry us forward to rational full recovery within 2 years 
and then maintain it through 1970. This really is merely an exercise 
called for under the Employment Act of 1946. These goals are based 
upon a needed GNP growth rate of 8 to 9 percent a year, toward 
full economic restoration by late 1966, and a growth rate of about 5 
percent thereafter. The official targets are very much lower than 
this. 

I come to the question of why the $50 billion transfer of national 
income under the tight money policy and rising interest rates during 
the past 11 years, and the prospective transfer of almost $89 billion 
through this same policy during the next 7 years, is one of the worst 
ways that any economist could think of for using this amount of 
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national resources. This is because the very nature of the technologi
cal problem means that we are going to have to find ways, stating it 
baldly, to get large increases in public spending, and the prevalent 
monetary policy thwarts this. 

Lest you be alarmed by this comment, I am not here taking the 
position that we should greatly increase the size of the Federal budget, 
although I am prepared, upon proper occasion, to maintain that posi
tion. All that I am saying here is we should take out of the Federal 
budget the increasing billions of dollars involved in the prevalent 
monetary policy, and use these billions for other purposes. Use it for 
useful spending instead. Shift these billions of dollars in the right 
direction, rather than in the wrong direction. 

The reason why this is so vital to the whole employment problem 
is shown by chart 40. We have, in the recent tax bill and in other 
ways, advanced the proposition, which has an euphonious ring, that 
we will give the money back to the people and they will spend it. 

But what are the people going to spend it for? The people are 
going to spend it to buy an automobile a little faster, to buy a refriger
ator a little faster, to put a few more things on their table, to buy a 
new dress or a new suit a little faster. This is fine. I am for this 
kind of rise in the standard of living. But anybody who understands 
the new technology and automation knows this will not make great 
inroads upon the unemployment problem. I n the industries toward 
which this additional spending will be directed, the rate of tech
nological progress—the rate of technology and automation—is moving 
faster than any possible increase of demand by the families of America 
for these particular products, no matter how much money they have 
to spend. 

Look at this chart 40. In agriculture, 51.7 people in 1962 produced 
as much as 100 in the base period 1947-49. How can we, by increasing 
the nutrition of American families and sending more food overseas, 
both of which are desirable things, expect a big increase in agricul
tural employment, when the technology in agriculture is advancing 
.f atster now than it has during the past 15 years ? Look at automobiles, 
47.5 people in 1962 were producing what a hundred produced in the 
base period. All right, we will get more automobiles to more families, 
and that is good. But can we expect, unless we are going to have so 
many automobiles a year that we will have to dump some of them into 
the ocean, can we expect a large net employment increase in the auto
mobile industry ? Not so, because of the automation and technological 
trends in that industry. 

Look at iron and steel; 77.7 people in 1962 produced as much as 100 
in the base period. In electrical machinery, 65.4 people, and in all 
manufacturing, 62.5 people. If we increase private spending, we can 
reverse the downward trend in manufacturing employment, and that 
is fine. But we cannot in these conventional areas increase employ
ment enough, under the new technology and automation, to create a 
large par t of the 2 2 ^ million jobs which the Government itself says 
are needed over the next 10 years to get unemployment down to mini
mum levels, to take care of the growing labor force, to take care of 
the 10 million or so who will be displaced by the automation and tech
nology even under the best of circumstances. 
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Furthermore, while the Government is projecting a 22^-million-
job need, it is not projecting where those jobs will actually occur, 
and the types of programs needed to bring them about. 

The fact of the matter is that, if we are going to solve any sub
stantial part of this 22^-million-job problem, we have got to find 
areas where the needs and wants of tne American people, now un
fulfilled, are so large that the expansion of production to meet these 
needs will outrun rather than lag behind the advance in technology 
and automation in the sectors where these goods and services would 
be produced. 

What are these areas ? They are the rebuilding of our cities which 
are decaying at their core. Improvements in mass transport. 
The provision of decent housing for the one-fifth of Americans who 
still live in slums. Provisions of adequate medical facilities and 
care for the half of all Americans who now can't buy these within 
their means. The focus of welfare programs when that part of the 
poverty problem which can't be solved by employment, because it 
includes families who have no workers. The doubling of social se
curity benefits, over the next 5 years, for the aged. The impact of 
relative technological and demand trends where job opportunities 
are shown on charts 41, 42, and 43, and in chart 44 I have set forth 
estimates of goals for total civilian employment in the main sectors 
of our economy, both public and private, for the period ahead to 
1970. I t is perfectly obvious that the greatest employment oppor
tunities are in contract construction, the service industries and mis
cellaneous, which include most of the programs I have mentioned, 
and in Government service itself. 

Without getting into the question of whether the Federal budget 
should be higher or lower, wnat sense does it make to divert several 
billion dollars in the Federal budget, and several billion dollars in 
State and local budgets, and many billion dollars in the budgets of 
American families, to add to the interest-income of those who already 
have more income than they can use, and to take that same amount 
of money away from those who, if they had this money, would buy 
the kinds of things the Nation really needs and thus really help to 
solve the unemployment problem? 

This is in essence of my argument on economic grounds. I t is 
not too early to state, again and again, what the fulfillment of these 
objectives requires of the Federal budget, as the main instrument of 
national economic policy. My charts 45 and 46 show my forward 
estimates of the kind of Federal budget we need really to meet our 
national needs. This particular Federal budget is based upon large 
net increases in the Federal budget, but I am not arguing that point 
today. I have budgeted large increases in defense outlays, because 
I have not wanted to make enlarged domestic programs rest upon the 
assumption of cutbacks in defense outlays, since I think there is room 
in the economy for the larger domestic outlays in any event. But 
actually, it begins to look now as if we may have a progressive down
ward trend of defense outlays. 

If we have a progressive downward trend in defense outlays, and 
apply the savings to these domestic needs I am talking about, which 
will create employment and meet domestic needs at home, and if we 
reinforce this, or rather underpin it, with a shift in the excess Federal 
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interest payments of several billion dollars a year toward spending 
for useful purposes, we may be able to meet our urgent national 
need without large increases in the total size of the Federal budget. 
Parenthetically, I don't see why the budget shouldn't grow as the 
economy grows. I t is a much smaller part of GNP than it was years 
ago. 

Another reason why this using interest rate policy is so burden
some is that, as we all know, the private debts and the State and local 
debts have increased many times as rapidly as in the national debt, 
almost incomparably more rapidly since 1953. And while we are all 
worried about the size of the national debt, few are worrying enough 
about the increase in private debts, and few are worrying enough 
about the strain on the States and localities, particularly since they 
finance that portion of their expenditures which are paid for out of 
tax revenues by a tax system which is very much more regressive than 
the Federal tax system. 

So, for all these reasons, these rises in interest costs, while a very 
serious burden upon the Federal budget, are a far more serious burden 
on the State and localities, and an even more serious burden on the 
American people in their private economic budgets and private eco
nomic lives. 

In charts 47, 48, 49, and 50, which I am not going into in detail, 
I outline the kinds of housing programs we need in the years ahead, 
from the point of view of the housing needs of our people, and from 
the point of view of the vital role which a housing program must 
perform functionally in the whole lack of employment and produc
tion and economic growth. And then I ask, how can we possibly get 
that kind of housing program, when the interest rates on federally 
insured housing are going up faster than on other housing, so that 
federally insured housing is providing almost no new housing for 
lower-middle and low-income people, and they are the great bulk of 
the need? 

Without meeting that need, the housing market for the higher in
come people gets saturated every few years, and we ought to be almost 
doubling the annual rate of home construction over the next 10 years^ 
to help with the employment problem. 

People say the main need is for skilled employment. This is wrong. 
They look at the automobile industry, and they say that a few years 
ago there were a lot of unskilled workers in the automobile industry, 
while most of the workers in that industry are now skilled. Therefore, 
they say that the great need is for skilled workers. But there are 
fewer skilled workers in the automobile industry than there were. 
What has happened is that there are fewer skilled workers, while the 
unskilled workers are being forced out. 

We are not going to, by training the unskilled workers, get them 
back into these industries. What we need are large programs of home 
building and city rebuilding and other things of that kind, which will 
absorb these unskilled workers and gradually bring them to higher 
levels of skills, and this requires programs. And tight money and 
rising interest rates run counter to such programs. 

We hear it said, quite properly, in view of the fact that the Federal 
Government has recently embarked upon the great venture of a con
trived deficit of $13 billion, counting both the tax measures of 1963 
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and the tax measures of 1962, that it will be a terrible thing if, while 
the Federal government has done all this in order to stimulate the 
economy, the Federal Reserve Board moves in the opposite direction 
and tries to repress the economy by tightening up the money policy 
or even leaving as it is now. But I submit that there is an even more 
important argument. The more important argument is that the tax 
reduction, in my humble judgment, is not going to do nearly as much 
good for the economy as some people think, in the long run. 

I t may provide a little temporary fillip for a year or so. But in 
the longer run, a tax reduction which allocates $7 billion of the $13 
billion to the corporations and to the top one-eighth of personal 
income taxpayers is founded upon an approach to the income problem 
and the economic equilibrium problem which I disagree with for 
reasons already stated. 

My charts 51, 52, and 53, illustrate various aspects of the tax 
problem. I don't want to argue this point here today, Mr. Chairman. 
I have argued it many times, but the Nation has gone the other way. 
I am afraid that it has gone the wrong way. 

All I want to say is that, particularly in view of the fact that the 
tax bill is allocated $7 billion a year in the directions which I have 
indicated, I don't want to pile on top of that another $4 or $5 or $6 
or $8 billion a year, in the form of excess interest payments, allocat
ing still more income in the wrong direction. You may say that the 
taxcuts were wonderful, but should not be canceled out by the money 
policy, or you may say that the tax cuts weren't so good, and there
fore it is all the more important that we have a sensible monetary 
policy. 

I don't care which of these two positions you take. I think we 
should have a sensible monetary policy in any event, whatever the 
policy may be. 

Now, what are the two arguments advanced against all of what I 
have said thus far ? 

The first argument is that the policy of tight money and rising 
interest rates was originally conceived to restrain inflation, and the 
second is that the policy of tight money and rising interest rates 
was originally conceived and is still necessary to deal with the gold 
and the balance-of-payments problem. 

Let's take the problem of inflation first. I am as much against 
inflation as the next man. But just as somebody said during the 
French Revolution, "Oh Liberty, what crimes are committed in thy 
name," I don't know anything in the name of which so many crimes 
have been committed against the American economy as the pumped-up 
and exaggerated inflationary threat. 

My chart 54 indicates that, if we go all the way back to 1929, and 
exclude the phenomenal types of inflation which were caused by 
World War I I and reconversion and the Korean war, the American 
economy on net balance over the years has witnessed a slight down
ward movement in consumer prices and in wholesale prices, and a 
virtually stationary level of industrial prices. 

I might also point out, although it doesn't appear on this chart, 
that even if one includes all the inflation caused by these wars and 
reconversion, the average annual inflation in the American economy 
has been much less than in most of the rest of the world, including the 
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industrial countries, and less during the period since 1929 than dur
ing some earlier comparable periods, and the American economy cer
tainly survived those earlier periods. 

This inflationary problem is greatly exaggerated and misinter
preted. Rather than argue the point excessively, let's look at the 
specific inflationary periods since the start of World War I I , and 
why they occurred, and tie them in with the monetary policy, and 
indicate how self-defeating has been the monetary policy since 1952 
in terms of restraining inflation. 

First of all, chart 55 shows the economic trends during World 
War I I . During World War I I , because of our great worldwide 
needs, we had a 9 percent annual increase in real national production, 
entirely phenomenal. This placed a tremendous strain upon all of 
our productive resources. 

Second, in order to float that 9 percent average annual G N P ad
vance in real terms, which was much higher in price terms, we needed, 
or at least we had, a 15.7 percent average annual increase in the non-
federally held money supply. In other words, you couldn't float a 
9 percent real increase in total national production which may have 
been a 12 or 13 percent increase including price change, without a 
comparable and in fact slightly greater increase in the nonfederally 
held money supply. 

During that period, we also had a 49.4 percent average annual in
crease in the size of Federal outlays, and we had an average annual 
Federal deficit of $60 billion, measured in 1957 dollars. The average 
annual price inflation, as shown on the top part of the chart, was in 
the range of about 3y2 to 5% percent a year for the various types of 
prices, or tremendously lower—only about one-third as high—as the 
rate of expansion of the nonf ederally held money supply. The price 
rises averaged only about half as much as the expansion of total 
national production, and most of the price rises occurred in the early 
stages of the war, before we got under controls. 

The point of this chart is that it was not the expansion of the non-
federally held money supply which created wartime inflation. I t was 
the whole complex of factors; it was World War I I itself. Every 
war is inflationary, and this one, measuring the size, was far less 
inflationary than others. 

Then we move on to reconversion. During reconversion, the price 
increases, as shown on chart 56, were very much higher than during 
World War I I on an annual average. This, despite the fact that the 
nonf ederally held money supply was held down to a 4 percent average 
annual advance, as against the 15.7 percent average annual advance 
during World War I I , and the Federal defiict averaged only about 
one-eighth as large as during World War I I , and the Federal budget 
outlays, instead of expanding at an annual rate of almost 50 percent, 
were contracting at an annual rate of about 35 percent. 

Nonetheless, the increases in prices were about three times as fast 
as during World War I I . What could more clearly show that there 
are factors other than the trends in the nonf ederally held money sup
ply, and factors other than the trends in Federal outlays, and factors 
other than the size of the budget deficit, which determine the rate of 
price increases in the kind of economy we have ? 
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The increases in prices during the Korean war were not due to 
overstrained resources. We had a rather high level of unemployment. 
We didn't have excess pressure upon plant. These were adminis
tered price increases. They were prices that were increased, mainly 
after the Chinese entry into the war, because there were those who 
took what they could while the getting was good. This kind of price 
increase is not the kind that can be reached at all by permutations in 
the money supply, unless you contract the money supply so much that 
you create a big depression. This observation has now gained almost 
standard acceptance by the economists, except when it comes to trans
lating this observation into policy, because when they get to policy 
they still talk about tightening up on the money supply to hold back 
increases in prices. 

Next, we come to the economic trends during the first years of the 
Korean war. Chart 57 again indicates no real case at all for correla
tion between increases in the money supply and the increases in prices. 
The money supply increased about 4.7 percent annually. Prices in
creased a great deal more than that. Again, the Korean war inflation 
was nothing but administered price inflation. 

Most important, coming to chart 58 ,1 have contrasted the trend in 
production, in the money supply, and in Federal outlays^ during the 
period of the so-called new inflation from 1952-58. Incidentally, in 
the years since 1958 we have hardly had what you could call inflation. 
In those years 1952-58, what do we see ? From 1952-55, our economic 
growth rate was about 3 ^ percent, and our industrial production 
growth rate was about 4.2 percent, and the money supply growth rate 
was about 3.6 percent, or twice as high as the 1.8 percent average 
during the last 10 years. In other words, there was a fair correlation 
between a moderately adequate GNP growth rate and a moderate 
money supply growth rate. But prices didn't rise at all significantly. 
Wholesale prices went down, consumer prices were virtually stable, 
and industrial prices rose, only about 1 percent a year. 

Then we come to 1955-58. The average annual growth rate of the 
economy dropped from Sy2 percent to 0.1 percent. The nonfederally 
held money grew at only about the same rate as in the earlier period 
Yet, prices rose about 2% percent a year. In other words, as the econ
omy moved downward to a lower rate of growth, the price inflation 
became more rapid; and the period 1956-58 shows these same inverse 
trends in exaggerated form. 

What does this mean ? This means that there are two circumstances 
for inflation in the American economy. One is when the economy is 
moving too fast, as during wartime, and one is when the economy is 
moving too slowly, as it has been doing since 1953, just like an auto
mobile burns more gas per mile when it is going too fast or too slow. 

When the growth rate is too fast, it is pressure upon resources which 
creates the inflation. When the growth rate is too slow, it is the effort 
of those who administer prices to make up for the low rate of employ
ment and for the low rate of economic growth by getting more per 
unit of sales. 

So what sense does it make to use a tight-money policy to slow down 
the growth rate of the economy to a little better than half of what 
it ought to be, when the first consequence of this is to make inflation 
more likely, as all empirical observation shows? The second conse-
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quence, even if it didn't make inflation more likely, is to lose so much 
national production and employment opportunities that this costs us 
more damage than could possibly be caused by the very slight differen
tial in the advance of prices which theoretically might result if the 
economy were performing more adequately. 

So much for the answer to the argument that the monetary policy 
has been a great weapon against inflation. 

Next, on the U.S. balance-of-payments and gold problem, and this 
is the final point, I have chart 59. 

Essentially, the trouble with the monetary managers is that they 
are very ingenious. I do not know at any period, during the last 11 
years, when they haven't found a reason for tighter money and rising 
mterest rates. When the economy is going too slowly, the reason was 
that this policy would stimulate more investment, and therefore pro
duce a higher rate of economic growth. I n the latter par t of 1960, 
when the advent of a third recession within a short period of time made 
it palpably foolish to talk about inflation, the monetary managers 
shifted from the argument that we needed tight money and higher in
terest rates to control inflation to the argument that we needed a tight 
money and rising interest rate to deal with the gold and balance-of -
payments problem. 

But upon examination of the two arguments, they are about the 
same. For the main argument for using the tight-money policy and 
the rising interest rates to deal with the gold and balance-of-payments 
problem is not that the higher interest rates would bring capital back 
to the United States; that is only a secondary argument. The primary 
argument is this : The money managers say we have an unfavorable 
balance of payments because our exports of goods and services are not 
enough higher than our imports of goods and services to cover the cost 
of our foreign aid program and our grants to other countries and our 
military program overseas. Then they say that the reason for this is 
that we are priced out of world markets. Then they say that the rea
son we are priced out of world markets is that America is lagging far 
behind other countries in technological development and automation. 
They say we have older plants than the plants in Germany, most of 
which have been built since World War I I , and older plants than 
Japan, most of which have been built since World War I I . So they say 
that the way to get more rapid advance in automation and technology, 
and thus solve the gold and balance-of-payments problems, is to have 
higher interest rates which would induce more saving for investment. 
This is really the same argument as the earlier argument, and for all 
the reasons I have given it is equally wrong. 

In late 1960, and in the years since, we haven't had any shortage of 
funds available for investment or saving. We haven't even had a 
lower rate of technological or productivity growth than other coun
tries. We just have had a lower rate of economic growth, because the 
tight money and rising interest rates, along with other policies, re
pressed our economic growth. 

All the new Government figures, coming out in the last year or so, 
reinforce what I have been saying for many years, that the real rate 
of technological growth in the American economy is enormously 
higher than the figure obtained when you merely divide the plant 
output by the underutilized labor force. 
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There has been nothing wrong with our technological growth. I t 
has been relatively too fast, not in that I am against this high tech
nological growth, but too fast, relative to the take of products. 

We can see this even more clearly by looking again at chart 59, 
which deals with the balance of payments. In 1963, our exports 
of goods and services were $5.3 billion above our imports of goods and 
services, even including our military expenditures. So we are not 
priced out of world markets. And most striking of all, in 1963, even 
including our Government grants, in other words, our A I D program, 
and so forth, we still would have had a favorable balance of payments 
but for the $4.2 billion outflow of U.S. private capital. 

In other words, in 1963, contrasted with an imbalance against us 
in the overall of $3.1 billion, the outflow of American private capital 
was $4.2 billion. Why this outflow? The money managers say, be
cause of the high interest rates overseas. Does anybody think that 
Mr. Ford builds a plant in France or DuPont Co. builds a plant 
somewhere overseas—I am taking arbitrary examples—because of 
higher interest rates ? Certainly not. 

The excessive outflow of American capital is because, for many 
years, the rate of economic growth, the level of employment, the iso
lation from recessions, have competitively been much better elsewhere 
than in the United States, and this is what the real international 
competition is. This is why so much money is flowing overseas. I 
could break that down, and show that some of the short-term capital 
flow might be affected a little bit by the interest rates; but that is a 
secondary point. If we look at the whole record of the trends in the 
flow of U.S. private capital overseas, these trends correlate very closely 
with the business expectancy as to the behavior of the American 
economy. We invest elsewhere because the opportunities for in
vestment at home are not good enough. This is not inconsistent with 
my statement that we have had overinvestment relative to consump
tion. We have had an excessive ratio of investment to consumption. 
But if the whole economy were growing better, the absolute levels 
of investment opportunities in the United States would be higher. 
In other wTords, I am merely saying that, in the long run, a bad eco
nomic policy is bad for the investors and for everybody else, and not 
just for the consumers. 

Therefore, it is self-defeating to try to estop the flow of American 
capital overseas, which is responsive to the poor performance of the 
American economy, by a tight money and rising interest rate policy 
which hurts the American economy. 

The next point I want to make is that, if we take the long-term 
situation as against the short-term, we are not in an unfavorable 
balance-of-payments position at all. And therefore, we need some 
kind of adequate international clearinghouse, which I am not anxious 
to discuss here today, but which is really the counterpart of what 
the Federal Eeserve System was when it was an instrumentality of 
the people and before it became an instrumentality of the bankers. 
The international bankers now are calling the shots in the interna
tional sphere, just as our domestic bankers are calling the shots as to 
our domestic monetary policy, and both are wrong. 

Most important of all, as to the gold problem which we are most 
excited about, there is no positive correlation of significance between 
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the unfavorable balance of payments and the gold outflow. The un
favorable balance of payments means that others hold American dol
lars or claims against American goods and services. The extent to 
which they use these claims to draw upon gold relates directly to the 
condition of the American economy. I show this very clearly in my 
prepared statement. During the last 2 years, when the trend in the 
American economy had been relatively more favorable, the outflow 
of gold was at an average of less than a billion a year, although the 
unfavorable balance of payments averaged annually about $2.6 billion. 
In late 1960, when we were in a recession period, the outflow of gold 
was about two-thirds to three-fourths of the unfavorable balance of 
payments. 

In other words, in a nutshell, the worse the performance of the 
American economy gets, or the less satisfactory it is, the higher the 
ratio of the gold outflow to the unfavorable balance of payments. So, 
the attempts to prevent the gold outflow by a monetary policy which 
hurts the American economic performance are entirely self-defeating. 

I think you for your attention, Mr. Chairman and members of the 
committee. 

When we look at the direct costs of the money policy as it bears 
upon the Federal Government and the States and localities and the 
people; when we look at how these wasteful excess interest payments 
might be used instead to meet some of our great national purposes; 
when we look at the hurtful effect upon economic growth and em
ployment, and upon how far we are from being out of the woods; 
when we look at the effect upon inflation, and when we look at the 
effect upon the gold and balance-of-payments problem—this prevalent 
monetary policy is wrong on all scores. 

What do I recommend? I am not going into technical details. 
There is only one way that an arbitrary and wrong policy can be 
chnaged, and that is by the power of pressures. The change is not 
coming from within. I t is not coming from within the Federal Re
serve System or from within the Federal Reserve Board. 

There are three types of legitimate pressures. One is the pressure 
of the Congress which, in legislation or in other ways can bring pres
sure to bear upon the Federal Reserve System and Board. 

Another is by the President, who has three recourses. First, he 
has the recourse of recommending legislation; second, he has the power 
of appointment to the Federal Reserve Board, which can be effective 
in time; and third, he has the power of articulation of the needs of 
the economy. 

And finally, there is a power which is slow, but nonetheless vital 
when it is aroused, the power of an informed American public. 

I think all three of these kinds of powers need to be exercised, and 
exercised promptly. And there is no great technical problem. The 
Federal Reserve System knows how to expand the money supply more 
rapidly, just as it knows how to expand it less rapidly, or to contract 
it. If the Congress acts, if the President acts, and if the people are 
alerted, then we can get promptly that we need and the prevalent mon
etary policy will be changed drastically. I think this committee is 
making a great contribution toward attracting attention to this tre
mendously important problem. 

Thank you. 
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The CHAIRMAN. Thank you, Mr. Keyserling, for this wonderful 
statement. 

If it is all right with the members, we will go ahead until we have 
to leave for the floor. 

Mr. Eeuss, would you like to ask Mr. Keyserling some questions? 
Mr. EEUSS. Thank you, Mr. Chairman. 
I do want to congratulate Mr. Keyserling on his masterful presenta

tion this morning. I t is a tribute to the high reputation in which you 
are held in the Congress. There are present here the gentleman from 
Michigan, the gentleman from Hawaii, and the gentleman from Min
nesota who do not happen to be members of the Committee on Bank
ing and Currency but who have responded to the chairman's invita
tion and who have profited greatly from the session this morning, and 
because of the presence of other members I am going to be very brief 
and just ask you one question. 

You ended up pointing up what the Congress can do, what the Pres
ident can do, and what the public can do. We are particularly anxi
ous in what Congress can do. There have been suggestions made in 
testimony before this subcommittee in the course of these hearings that 
the guidelines which Congress has given to the Federal Keserve are 
fjretty archaic. If you read them recently they had to do with things 
like accommodating the need of commerce and other rather meaning
less guidelines. I t has been suggested that Congress could well re
quire and carefully draft a provision in the Federal Keserve law to 
increase the money supply defined as currency and demand deposits by 
a set percentage each year or by a percentage related to a desirable in
crease in the gross national product established by the Council of Eco
nomic Advisers, or by some other form which would enable Congress 
to project itself into the deliberations of the Federal Reserve. Do 
you have any thoughts on that? 

Mr. KEYSERLING. Yes; I do. And this question relates to the whole 
concept of the so-called independence of the Federal Reserve System. 

We now have, under the Employment Act of 1946, approved by a 
vast majority of both political parties in the Congress, we now have 
articulation by the President of a national economic policy which is 
supposed to, and I will not here go into the question of the exact extent 
to which it does, declare our objectives for gross national product and 
employment for the years ahead. That is sent to the Congress, and 
the Congress is supposed to implement these goals with specific legisla
tive requirements. I think, and I state this generally, that the Fed
eral Reserve System should be required to expand the nonfederally 
held money supply approximating in line with the objectives of the 
Government for economic growth as expressed by the Economic Re
ports of the President. 

The argument may be made that we may not need an exact correla
tion between the rate of expansion of the economy and the rate of ex
pansion of the money supply. But I think we need something pretty 
close to it. However, if this policy were expressed within a band, 
there would be some leeway. I do not see any reason why the great 
stream of national economic policies, which are supposed to implement 
the growth rates for the economy expressed in the President's Eco
nomic Reports, should exclude this particular great instrument of na
tional policy—the monetary policy. 
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One of the objections which the Federal Reserve Board may raise 
to this proposal is that it would not give them the discretion to make 
sharp, short-range changes, responsive to short-range economic devel
opments. Well, despite arguments by some economists, the Congress 
hasn't seen fit to give to the President the power to make short-range 
changes in the imposition of taxes. The Congress has established a 
tax policy, and it has said that the propriety of this being determined 
by the Congress outweighs any advantage that might be gained if 
the President could change the tax policy any time he wanted to. I 
don't see why this same principle doesn t apply to monetary policy. 
I happen to believe, despite what some economists say, that a sensible 
and viable long-range policy would have much greater benefits than 
efforts to change the policy from day to day or week to week to meet 
short-range forecasts. 

Also, the argument will be made that the monetary managers have 
to exercise discretionary powers in detail. I think this begs the whole 
question of distinction between basic policy and details. I would let 
them exercise the same kind of secondary discretion which the Presi
dent exercises, let us say, with respect to some aspects of expenditure 
policy. But the Congress determines basic expenditure policy, as well 
as basic tax policy, and I submit that it should determine basic mone
tary policy. 

After all, a page of history is worth more than a volume of logic. 
The argument may have been made 10, 20, or 30 years ago, that the 
Federal Reserve should have all kinds of discretion, plenary in nature. 
But they have abused this plenary discretion, and the very purpose 
of the Congress of the United States is to narrow the discretionary 
authority of a body which exercises its own plenary discretion against 
the national interest. 

Mr. REUSS. Without trying to draft a statutory admonition, you 
would be sympathetic then to some change in the present Federal 
Reserve law by which the Congress, after directing the Fed's atten
tion to the 1946 goals of maximum employment, production and pur
chasing power, would direct the Fed to create additions to the money 
supply each year. I t would not be permitted, however, to depart by 
more than a fraction of a percentage point from the projected GNP 

f oals of the President's Economic Report. Then, if you wanted to 
umor the Fed, have some statement by the President that if the 

world is coming to an end, they can depart from that by another point 
or two. 

Mr. KEYSERLING. Yes. I am not sure about a fraction of a point, 
because that goes to what I call an allowable band of discretion. But 
generally speaking, let me put it this way, and I agree with every
thing you have said: I would suggest a mandate from the Congress 
which, by way of example, made it impossible for the Federal 
Reserve System to have engineered only a 1.8-percent average annual 
increase in the money supply during the past 11 years. And I would 
go further than that, in the direction you and I have both already indi
cated, by requiring the Federal Reserve to hew reasonably close in 
the relationship between the use of expansion of the nonf ederally held 
money supply and the declared quantitative objectives of the Govern
ment for the expansion of the national economy. 

Mr. REUSS. Thank you. 
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The CHAIRMAN. Mr. Hanna ? 
Mr. HANNA. Thank you, Mr. Chairman. 
I , too, wish to associate myself with the commendation, Mr. Key-

serling, for the excellent work which you have done here. 
I would like to ask you a question about an argument that keeps 

coming up about the position of the United States and its public debt 
as a competitor for the available money in the so-called money market. 
The argument was made that we necessarily must raise the amount that 
we pay for our public funds because that is what the market states 
what it is. Now, I gathered from your testimony that it is your feel
ing, and looking around in the market, at the persons who would be 
competing for the money now available in the money market, that 
there are ample funds, that there is no natural tightness of the money 
market because of a disproportionate savings against the demand. I s 
that correct? 

Mr. KEYSERLING. That is absolutely correct, as to the current and 
foreseeable situation. But I would go beyond that. I reject the 
whole thesis, as far as point of emphasis is concerned, that the great 
Government of the United States, which has a national debt of $300 
billion, give or take, and is doing scores of billions of refinancing every 
few months, is merely a "competitor" in the money market. The Na
tional Government is the prime shaper of the money market. 

The argument to the contrary reminds me of a statement made by 
George Humphrey, former Secretary of the Treasury, who said the 
Government of the United States, when it issues securities, has no 
more to do with the interest rates than the fellow selling bananas on 
the corner has to do with the price of bananas. The Federal Govern
ment is the prime shaper of interest rates. 

Second, even if that were not so, the argument that, by paying a 
higher interest rate, the Government can commandeer the larger share 
of available money which it needs, is fallacious because the thing oper
ates on an escalator principle. As soon as the Government pushes up its 
interest rates, all the other interest rates go up, as I have shown 
throughout. 

I have been testifying before other committees, where people have 
been saying that we will push up the interest rates on this, but 
we will hold down the interest rates on that ; and then, later on, they 
say that we must raise interest rates on savings bonds to make them 
compatible with other interest rates, so the escalator keeps on going 
upward. 

What the Federal Government does, when it raises one interest rate, 
is not putting itself in a better position, but putting itself in a hole. 

Mr. HANNA. I t would seem to me following what I think you al
ready said very articulately, is that these policies seem to determine 
who is going to be benefited out of our total economy. There seems to 
be two things that are available above the wage considerations and 
that is the profit and interest, and if we pursue the escalating ap
proach on interest, that just means that out of the operation of our 
economy, there are going to be greater benefits to lenders. 

We have decided in our own minds that the people that control the 
money should be benefited more greatly than they have been in the 
past. Would that not follow ? 
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Mr. KEYSERLING. One of the main arguments for the higher inter
est rates and tighter money policy is that those who are lending us 
back our own money should be rewarded more greatly, to enlarge 
their incentives and their saving and their investment. I have al
ready disclosed why I believe that this has been entirely unnecessary. 
Getting back to your immediately previous question; namely, that 
the Government of the United States may find itself, if it doesn't 
raise interest rates, without sufficient availability of credit and what 
have you. This whole argument is erroneous, because it begs the 
whole question that, when interest rates are driven up because money 
is tight, the Federal Reserve can remedy this by making money less 
tight. When money is not available in sufficient volume for the Gov
ernment to meet its own needs without paying higher and higher 
interest rates, then money is too tight. 

Mr. HANNA. Does that not get you into the inflation argument 
again, though? Is that not a favorite statement that if you finance 
a debt out of new money that this is the greatest threat for inflation ? 

Mr. KEYSERLING. Let me first finish out my first answer, and then 
get to the second. 

There are two separate questions. One question is whether the 
Government can get enough money by borrowing or otherwise to 
fulfill its purposes. I say the Government can always get enough 
money; that is, the proper amount of money, if monetary policy is 
properly responsive to the Governments needs. If the money supply is 
so restricted that the Government can borrow only at excessively high 
rates, then the Government should exercise enough pressure upon the 
Federal Reserve System to make it able to borrow the money it needs 
at proper costs-

Now, coming to the second question: The second question you ask is, 
isn't it true that an excessive expansion oi the money supply is infla
tionary ? Yes; but the whole point that I am making is that we have 
had a horribly deficient expansion of the money supply. As the ex
pansion of the nonf ederally held money supply over the past 11 years 
has averaged annually only 1.8 percent, and we have needed an eco
nomic growth rate of about 4% perecnt, the problem of avoiding an ex
pansion of the money supply which would be of inflationary magnitude 
is entirely and remotely academic. The available utilization of money, 
directed against the purchase of goods and services, which is what 
creates inflation if the used purchasing power is too high relative to 
the supply of goods—this hasn't been the problem at all for 11 years, 
and isn't likely to be the problem as far ahead as we see. 

In other words, when we say that we had a gap in production of 
$76 billion in 1963, and when we have the excess plant capacity which 
I referred to here, and when we have the true level of unemployment 
I referred to here, and when we have had for 11 years a 1.8 percent 
average annual increase in the nonfederally held money supply, the 
problem has been, and still is, to get the money supply large enough. 
We can deal with the problem of not making it inflationary when we 
come to that problem. But we haven't had that problem for many 
years, and we are not going to face that problem for as far ahead as 
I can see. 

Mr. HANNA. Thank you. 
The CHAIRMAN. Mr. Gonzalez ? 
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Mr. GONZALEZ. Mr. Chairman, I believe we are all very much in 
debt to Mr. Keyserling, not only this committee, but the Nation as a 
whole, for his creative thinking and I for one feel that to his credit 
is due the fact that this Nation won a war successfully, probably the 
greatest epic registered in the annals of human history because we 
had 14 million of our youth engaged in war in uniform and at the 
same time we weren't greatly dislocated doing it. 

Today the only question I have, Mr. Keyserling, how do you explain 
or account for the recently announced interest increase in England, in 
its rate of interest ? 

Mr. KEYSERLING. There are several explanations. The first and 
most important which I would make, which is not an explanation but 
a comment, is that there is nothing more tricky and illusory, and I 
am not attributing this to you, than international comparisons with
out very thorough analysis of the vastly different situations pertaining 
in the various countries. We were hearing, for a long time, that we 
needed a higher rate of investment in the United States, and it was 
said by responsible bankers and by responsible Government officials 
that we needed a much higher ratio of investment in the United 
States to consumption. I t was said that we would grow as fast as the 
Japanese economy if we attained that economy's 40-percent ratio of 
investment to GNP. But if we had been bombed out and built from 
scratch, we would have had to have a 40-percent ratio until we got 
rebuilt, but we couldn't have it under conditions pertaining here. 

I am merely reciting this as one illustration, because each country 
is so different. The whole English situation is profoundly different 
from ours. 

Now, subject to that caveat, and referring to the high interest rate 
in England, they have a very different tax policy from ours, and are 
certainly not moving in a regressive tax direction to the extent that we 
have recently. They have entirely different spending policies, they 
have greatly increased the spending size of their budget. They are 
doing all kinds of things we are not doing. So it isn't really com
parable. We hear that Germany has achieved a very high rate of 
economic growth by extremely conservative economic policies. The 
fact of the matter is, and I am not advocating their policies here—I 
am just making the point—the fact of the matter is that the banking 
system in Germany is largely controlled by the Government. The 
investment pattern in Germany is controlled in a way that we wouldn't 
think of here, and I wouldn't advocate it here. The ratio of public 
investment to GNP in Germany is much higher than here. I am not 
advocating that we do here what they do in Germany. 

As to the high interest rate in England at the moment, I don't know 
enough about it to comment in detail upon that. I don't think it has 
much to do with our situation. I would say that I think that England 
up to now is one country of Western Europe, of magnitude, that has 
followed what I call the ultraconservative fiscal and monetary policy. 
We learn some of it from England. But England has had the lowest 
economic growth rate and the biggest economic worldwide loss of any 
of the countries we are talking about. So I am not a particular 
proponent of the English economic policies of the past years to date. 

Mr. GONZALEZ. Thank you. 
The CHAIRMAN. Mr. Ryan ? 
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Mr. RYAN. I am not a member of the committee, but I am very glad 
that I have had the opportunity to sit here and listen to your great 
discourse. I feel it is a privilege to sit here. I t is a great discussion 
and it is a great pleasure to hear the projections and subject matter. ̂  

I am greatly interested in some of these projections that you did 
make, particularly as to the rates of unemployment. I think you men
tioned that in view of the fact that our country is increasing in num
bers, at the same time with greater use of automation, those devices of 
automation will probably not decrease but might possibly increase. Is 
that an analysis of what you said ? 

Mr. KEYSERLING. That is exactly what I said. I think, generally 
speaking, even allowing for the tax cuts which are already in the pic
ture, assuming a static situation with regard to policy, same budget 
policy, same money policy, et cetera, and the technological trends as 
we see them, and the interindustry problems I analyzed, I think that 
the rate of increase in unemployment in the United States during the 
next 5 or 10 years may not be appreciably different from the rate dur
ing the last 5 or 10 years. 

At least, I am flagging a problem which I think is very serious. I 
first see the possibility, let us put it that way, enough of a possibility 
to enliven us to more vigorous policies and changed policy, that we 
could have a level of unemployment in the United States 10 years from 
now almost twice as high as now, just as it has doubled within the last 
10 years. 

This may be too pessimistic. But I certainly see a likelihood that 
the chronic rise in unemployment will continue in the years ahead, 
with some undulations, unless we get some of these drastic policy 
changes. 

Mr. RYAN. Unless the Federal Reserve Board changes the rate^ of 
interest as you projected throughout the various items. This action 
could have great influence to help decrease the unemployment? 

Mr. KEYSERLING. This certainly wouldn't in itself have a compelling 
influence. I t would have an important influence. I have always in
sisted that, in a complex economy, no one gadget or thing is going to 
do the whole job. 

We need a satisfactory budget policy, social security policy, housing 
policy, price-wage policy, and so forth. All one can ask of the mone
tary policy is that it do its part, and that it does have a very im
portant effect upon the rate of economic growth. A change in that 
policy would be very beneficial, and further adherence to it would 
be highly detrimental. 

I would say further, regardless of this, that the transfer, from 
those who have least to those who have most, of this $50 billion of 
national income during t h e p a s t 11 years, and $89 billion prospec
tively over the next 7 years, is a serious thing to contemplate in itself, 
even if the economy does well. We are not interested only in the 
economy doing well; we are also interested in economic justice, and 
it is unconscionable that an instrument of national policy created by 
the Congress should have these unjust results, and doubly so when we 
are engaged in a most praiseworthy war to the finish upon poverty in 
America. You can't fight poverty in America by transferring bil
lions and billions of dollars of income in the wrong direction. So I am 
not saying that a change in the money policy would solve all of our 
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problems. I t would solve the serious difficulties created by an utterly 
erroneous and unjust money policy, and that is all we can ask of it. 

Mr. RYAN. Thank you very kindly. 
The CHAIRMAN. Mr. Olsen. 
Mr. OLSEN. I want to express to you, Mr. Keyserling, how much I 

appreciate being here this morning to listen to your presentation of 
the overall economic picture. 

Representing a rural area, I think we are very keenly aware of the 
fact that things are not entirely right with the economy. I agree that 
the interest rates set by the Federal Government affect each and every 
citizen, and I recall very vividly smarting under the high interest rate 
policies when farmers were replacing their lost income through bor
rowing. I t wasn't just mere happenstance that it was in 1957 when 
the recession in agriculture started setting in. This was exactly the 
time that the total buying power of agriculture began to diminish be
cause agriculture had in itself borrowed to a point where it could no 
longer repay the loans and continue to contribute to the economy as a 
whole at the level it was doing in 1952. I know that you have dis
cussed this many times and I have heard you before. We have lost 
in agriculture, just this one segment of our economy, many billions 
of dollars by not applying the knowledge we have. I have a great 
appreciation of the very serious problems that confront us in our 
economy. We are most willing to do everything we can for them, but 
we need the understanding of all people. Too many are satisfied 
taking home the paycheck right now every Friday and not knowing 
that if things end and it will be too late for them to correct it. The 
contribution you are making to the public awareness of this problem 
is indeed valuable. Something needs to be done now. 

Mr. KEYSERLING. I want to say just one thing about the farm 
problem, as far as that problem is reflected in the Federal budget. 

The interest payments I have been talking about are transfer pay
ments—those entering into the Federal budget are transfer payments. 
The budget by higher interest rates effectuates a transfer of income 
from one group to another. Now, basically, and I am not going into 
the details, the farm program over the years, insofar as it has been 
reflected in costs in the Federal budget, has also been primarily a 
matter of transfer payments. 

In other words, directly through Government outlays and indirectly 
through price supports, the Government has transferred to farmers 
certain income which otherwise would have gone to others. I don't 
claim that the farm program has been perfect, or nearly perfect. I t 
has made a lot of mistakes, and certainly it has transferred too much 
to the high-income farmers and not enough to the low-income farmers. 
Nonetheless, if you take the billions of dollars every year which are 
represented by transfer payment on behalf of agriculture, and about 
which we have heard so much kicking and shouting, these transfer 
payments have been highly beneficial on net balance to the whole 
American economy. 

But if we take the billions of dollars in transfer payments in the 
Federal budget under the high-interest rates policy, I think 100 percent 
of this has been hurtful to the economy, and almost all of it has gone 
to the wrong people. 
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These excess interest costs in the Federal budget now average an
nually almost half the farm program costs in the Federal budget, 
which have been the subject of all the kicking and screaming. 

Mr. OLSEN. Thank you. 
The CHAPMAN. Thank you again, Mr. Keyserling. We are com

pelled to answer the call. The committee stands adjourned subject 
to the call of the chair. 

(Whereupon, at 12:20 p.m., the committee adjourned, to reconvene 
subject to call of the Chair.) 
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WEDNESDAY, APBIL 29, 1964 

HOUSE OF EEPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC FINANCE OF THE 

COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 1301, 
Longworth House Office Building, Hon. Wright Patman (chairman) 
presiding. 

Present: Eepresentatives Patman, Minish, Weltner, Wilson, Kil-
burn, Widnall, and Brock. 

The CHAIRMAN. The subcommittee will come to order, please. 
This subcommittee has been conducting hearings on the Federal 

Eeserve System for over 3 months. We have heard from the top offi
cials of the Federal Eeserve System and regional banks and from an 
impressive number of leading economists and legal experts. 

Volume I I of the hearings is now available and it contains the testi
mony of the economists and legal experts, the Secretary of the Treas
ury, and two members of the Board of Governors. Volume I , of 
course, contained the testimony of 5 members of the Board of Gover
nors and the 12 presidents of the Federal Eeserve banks and 2 officers 
of the GAO. 

In the course of the hearings it was made clear that testimony would 
be welcome from representatives of the banking and business com
munities. 

We have heard from the independent bankers organizations and 
we are pleased today to hear the testimony of Mr. William F . Kelly, 
president of the American Bankers Association. 

Mr. Kelly, will you come around, please? We would be glad to 
have you, sir, and glad to hear your testimony. 

Mr. KELLY. Thank you very much, Mr. Chairman. 
The CHAIRMAN. YOU may identify the gentlemen accompanying 

you, please. 
Mr. KELLY. What I would like to do, with your permission, Mr. 

Chairman, is to proceed to make a summarization of my prepared 
statement which has been filed with the committee. 

The CHAIRMAN. I t will be filed in the record at this point, and 
you may summarize it or proceed in your own way. 

Mr. KELLY. Thank you very much. Following my summariza
tion I would like to call on Dr. Charls Walker, executive vice presi
dent of the American Bankers Association, who is at my left and ask 
him to also make a statement on the same subject. 

The CHAIRMAN. That will be satisfactory, sir. 
Mr. KELLY. Thank you. 

1875 
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STATEMENT OF WILLIAM F. KELLY, PRESIDENT, THE AMERICAN 
BANKERS ASSOCIATION 

Mr. KELLY. First, I would like to point out that the American 
Bankers Association is extremely impressed with the elaborate checks 
and balances which have been built into the Federal Reserve System 
in order to assure that neither private pressures nor partisan political 
pressures should intrude into the formulation of monetary policy. 

These checks and balances blend to make up an overall position 
which we refer to as independent central banking. We respect the 
right of the Congress to alter this position in any manner which it 
sees fit. But in view of the strategic importance of preserving sound 
monetary policy, we would hope that the longer run implications of 
seemingly minor changes would be thoroughly considered. 

Specifically, in the absence of congressional judgment that our 
independent central banking system is not working well, we would 
think it desirable to avoid actions which would render the System 
more vulnerable to partisan politcal attacks at some point in the 
future, 

As it now exists, the structure of the Federal Eeserve System reflects 
the deliberate intent of Congress to prevent the executive branch of 
Government from exercising a decisive influence on monetary policy. 
The reasons for this stand out clearly in the legislative history of 
the Federal Eeserve Act. First, executive responsibilty for man
aging the Nation's money supply can create strong temptations to 
use monetary policy as a temporary expedient in financing the needs 
of Government rather than as an instrument of longer range economic 
stabilization. This temptation is well documented in the financial 
histories of other countries, and it has been observed in the United 
States as well. 

Second, placing responsibility for the day-to-day administration of 
monetary policy in the executive branch creates the risk that political 
considerations could become intertwined with economic considerations 
in the management of the Nation's money supply. Both experience 
and logic indicate that the administration of monetary policy to serve 
political objectives can be highly dangerous. 
^ We do not subscribe to arguments that the necessity for coordina

tion of monetary with other Government policies requires greater 
participation by the executive branch in the formulation of monetary 
policy. We would note, moreover, that executive responsibility for 
coordinating monetary policy with other policies must mean, inevi
tably, executive responsibility for carrying out the policies of its 
choice. 

I t is also apparent from the legislative history of the Federal Ee
serve Act that Congress saw an urgent need for preventing direct 
congressional involvement in the day-to-day affairs of the Federal 
Eeserve. This attitude, which reflected further concern over the 
possibilities that monetary policy might become a political issue and 
subject to partisan political pressures, helps explain the independence 
of the Federal Eeserve from congressional appropriations and the 
quasi-private characteristics of Federal Eeserve banks. 

We believe that existing structural characteristics of the Federal 
Eeserve System are well designed to insulate monetary policy from 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1877 

olitical pressures and from the inevitable pressure to use it to serve 
ebt-management objectives. We believe, also, that the quasi-private, 

quasi-public status of Eeserve banks is an integral part of the System's 
independence within Government. Steps that destroy their unique 
status would, in our judgment, represent a step toward the erosion 
of independent, nonpolitical central banking in this country. 

Consistent with our views, which are developed at length in the 
statement which I have submitted for the record, we draw the follow
ing conclusions concerning bills which this subcommittee is now con
sidering. 

1. There are clear dangers in providing the executive branch with 
greater power to influence monetary policy decisions. In my state
ment I pointed out that the debate leading up to the passage of the 
Federal Eeserve Act, the language and provisions of the act and 
subsequent legislative reports concerning the Federal Eeserve System 
leaves no doubt that the original intent of Congress was to assure 
the board members a high degree of independence from the executive 
branch. 

The CHAIRMAN-. Are you reading from the statement now ? 
Mr. KELLY. A S a matter of emphasis, I just interpolated that from 

the full statement that I filed with the committee. 
The CHAIRMAN. I was interested in that. I thought you had an 

available copy. 
Mr. KELLY. Yes; I have a copy right here. 
The CHAIRMAN. I S that from the statement here ? 
Mr. KELLY. That is from the full statement, page 3, second para

graph. 
The CHAIRMAN. Yes, sir. Fine, thank you. 
Mr. KELLY. YOU are welcome. 
Going back to my summarized statement I will continue. 
By reducing the term of office of members of the Board of Gov

ernors, increasing the number of members, providing for the ex officio 
membership of the Secretary of the Treasury, and allowing for 
Presidential removal of Board members from office, H.E. 9631 would 
have this undesirable effect. 

By virtue of the increased membership and shorter term of office, 
passage of the bill also would make it more difficult to secure the 
services of top quality members on the Board of Governors. 

2. The unique value of the Federal Advisory Council as it is now 
constituted stems largely from the Council's ability to provide insights 
into banking problems and developments which are of interest to the 
Board in discharging its supervisory and regulatory responsibilites. 
This is not to say that its comments on general economic conditions 
may not also prove helpful at times. Presidential appointment of 
Council members would tend to weaken the regional strength of the 
Federal Eeserve System and could reduce the usefulness of the Coun
cil to the Board of Governors in discussions of problems unique to 
banking. Compared with these disadvantages, the possible advan
tage to be derived from a top level advisory body which would dis
cuss broad monetary problems with the Board are not impressive. 

3. We do not believe that the Federal Open Market Committee 
should be abolished, or that the participation of Federal Eeserve bank 
President in open market policy decisions should be reduced. Such a 

§ 

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



1878 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

step, we feel, would reduce the status and strength of the regional 
Reserve banks and deprive the Federal Open Market Committee of the 
service of some of its most able members. 

4. We believe that Congress should maintain constant review and 
surveillance of both Federal Reserve policies and operations, includ
ing the System's internal audit and control measures, but we do not 
believe that this should lead to direct congressional involvement in the 
day-to-day operations of the System. Federal Reserve banks now are 
audited by an agency of the Federal Government—the Board of 
Governors of the Federal Reserve System. All available evidence 
indicates that these audits are of markedly high quality. There 
should be no barriers to their being reviewed by appropriate commit
tees of the Congress, or to suggestions from the Congress that internal 
audit and control measures be strengthened. 

It is highly doubtful whether GAO audits of the Federal Reserve 
banks would provide Congress with more information than now is 
being provided by the excellent audits conducted by the Board of 
Governors. Even so, GAO audits could not be objected to so strenu
ously if they did not raise crucial questions concerning the System's 
independence within Government. 

In addition to becoming an instrument for direct congressional 
involvement in monetary policy, GAO audits of Reserve banks also 
would represent a serious break with the tradition of maintaining the 
quasi-private standing of these banks. By representing a step to
ward the full absorption of these banks into the Government, GrAO 
audits would throw into question a variety of the System's features 
which were carefully erected to protect it from the encroachment of 
political pressures. 

These features include the means of selecting Reserve bank direc
tors and presidents and the private employment status of Reserve 
bank employees. We believe that GAO audits of the Reserve banks 
would not represent an improvement in congressional knowledge of 
the System's internal operations, and that they would significantly 
alter those public-private characteristics of the System which buttress 
its independence. Consequently, we are strongly opposed to GAO 
audits of the Reserve banks. 

5. We believe that the administration of sound monetary policy 
requires effective insulation of the monetary authorities from day-
to-day political pressures. Consequently, we oppose legislation 
which would require the Federal Reserve System to rely on con
gressional appropriations for its funds. We note, in addition, that 
such a requirement would be inconsistent with the quasi-private status 
of Reserve banks—a status which adds to the System's regional 
strength and undergirds its independence within Government. 

6. We are opposed to the retirement of Federal Reserve stock on 
the grounds that this step, also, would alter the quasi-private, quasi-
public status of Reserve banks, lower the barrier against the encroach
ment of political pressures into System policies, and weaken the de
fenses of the System against subsequent attacks on its congressionally 
provided independence. 

7. We do not believe that commercial banks make excessive profits 
on handling Government funds. The last Treasury survey of these 
profits, in fact, covering the year 1958, disclosed that the costs of pro-
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viding the bank services rendered the Government exceeded the bank 
earnings on Government deposits. We do not believe banks should 
be required to pay interest on Government accounts, nor do we be
lieve that the cost of all the services performed by banks for the 
Federal Government and its instrumentalities could be calculated and 
reimbursed without vast administrative difficulties. The principal 
point to be made in connection with this proposal is that bank pay
ment of interest on Government funds would tend to interfere with 
the smooth mechanism which is used by the Treasury in placing 
Government debt, and would produce in the long run increases in 
Treasury borrowing costs. Strictly from a public interest stand-

?>oint, therefore, the disadvantages to paying interest on Government 
unds held by banks far outweigh the narrow advantage which such 

payments would bring to the Treasury. 
Finally, I would like to urge the committee's early and favorable 

consideration of H.R. 8505, not now being considered in these hear
ings. This bill would eliminate the penalty rates which Federal 
Reserve banks are required to levy on member bank borrowings not 
secured by Government securities or "eligible paper." 

The present definition of eligible paper bears little relationship 
to the type of loans which commerical banks now extend and, should 
the occasion for borrowing arise, some banks would be required to 
pay penalty rates. 

Mr. Chairman, I would appreciate very much if you would permit 
Dr. Walker to extend my remarks and we will then be available to 
questions from the committee. 

The CHAIRMAN. That will be perfectly all right. You wish Dr. 
Walker to testify now ? 

Mr. KELLY. Certainly. 
The CHAIRMAN. YOU may proceed. We will be glad to hear from 

you. 
Dr. WALKER. Thank you, Mr. Chairman. 

STATEMENT OP CHARLS E. WALKER, EXECUTIVE VICE PRESI
DENT, THE AMERICAN BANKERS ASSOCIATION 

Mr. WALKER. My comments today relate specifically to only two of 
the bills which the subcommittee is considering in this series of hear
ings, but I would like to preface my testimony with a few remarks of 
broader coverage. 

First, I want to emphasize the importance of a flexible monetary 
policy in helping this Nation meet its economic objectives. Monetary 
policy is, in fact, the sole instrument available to us for reacting 
swiftly, and on the basis of economic considerations alone, to destabi
lizing developments in the economy. Changes in Government spend
ing policy are time consuming, cumbersome, and often irreversible, 
and their full impact may be felt long after the need has passed. 
Moreover, Government spending decisions can never be based strictly 
on economic considerations alone. 

Similarly, tax policy cannot be so finely attuned to business develop
ments that it can be shaded to offer mild restraint, or severe restraint, 
or mild stimulus, or strong stimulus—whatever the objective of stabili-
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zation may require as the economy passes through various stages of the 
business cycle. 

Debt management policies, while perhaps more flexible than either 
tax or spending policies, nevertheless, are burdened with objectives 
(such as the need for minimizing borrowing costs and the necessity 
for achieving a manageable debt structure) which have little to do 
with the broad requirements for economic stabilization. In and of 
themselves, moreover, debt management policies are not sufficiently 
powerful to offer much assurance that destabilizing forces in the 
private sector of the economy can be held within reasonable bounds of 
tolerance. 

Because of these difficulties in attuning tax and spending policies 
to economic developments as they occur, we do not ordinarily rely 
on them for holding the business cycle within reasonable bounds. To 
the extent these policies are governed by strictly economic considera
tions, they are aimed more heavily at providing a longer range climate 
in which the economy can grow at a rate sufficient to provide an 
adequate volume of job opportunities and a rising standard of living. 

The establishment of this climate does not necessarily mean, how
ever, that the process of economic growth will be smooth. Economic 
growth may feature violent swings above and below a 3^-percent 
trend line, for example, or it may feature relatively moderate swings 
above and below the same trend line. The difference lies not in the 
longer range growth rate itself, but in the severity of fluctuations 
around the trend line. For holding these fluctuations in bounds, we 
rely mainly on monetary policy. And if monetary policy is to ac
complish what it is capable of accomplishing, it must be free to shift 
as economic developments change—to apply restraint when excesses 
are developing which could set the stage for severe downward adjust
ments, and to provide stimulus when the economy is operating seri
ously below its maximum capacity for output without inflation. 

The impact of monetary policy may thus range from strong stim
ulus to severe restraint, but the transition of policy from one objective 
to the other is generally gradual and productive of cumulative results. 
Particularly in a shift from ease to restraint, it cannot be swift and 
instantly effective. 

For this reason, efforts to defer all restraining action' until the 
economy has reached a full-employment level w^ould be certain to 
prove costly. Credit demands strengthen as economic expansion 
occurs, and the maintenance of ease in credit markets as the economy 
expands toward full employment would require the persistent addi
tion of large amounts of liquidity. This excess liquidity could not 
be removed instantly upon the achievement of full employment, except 
by the imposition of an extremely harsh monetary policy capable of 
producing shock effects in financial markets and severe jolts to other 
sectors of the economy. 

I n short, the type of last-minute monetary policy required to prevent 
an outbreak of inflation and speculative activity would, in and of 
itself, endanger the maintenance of prosperity. Yet in the absence 
of such a severe brake, we could not reasonably expect to be able to 
maintain price stability and a sound basis for continuing high-level 
production and employment. The use of monetary policy to maintain 
credit ease until the economy has reached capacity levels, or until 
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inflation becomes overt, would represent return to the "boom or bust" 
experiences which led to the development of instruments of monetary 
control. 

The alternative to such a course of action, and the very essence of 
flexibility in monetary policy, lies in allowing credit policy to shift 
gradually as economic circumstances change—in times of expansion, 
to guard against an excessive buildup in liquidity as the economy 
moves forward and inflationary pressures build up. 

This does not mean that the monetary authorities are refusing to 
provide the credit required for the economy to operate at high levels, 
nor has it meant that in the postwar period. Bather, it means that 
the monetary authorities are supplying funds at a rate which is con
sistent with the need for preserving price stability and structural 
balance in the economy; and that the amount of funds provided falls 
somewhat short of market demands. The result is a rise in market 
rates of interest. The alternative is abandonment of effective control 
over the supply of money and credit. 

In the flexible use of monetary policy, distinctions need not be 
drawn as to whether the need for monetary stimulus or restraint 
emanates primarily from the private or the public sector of the 
economy. Since there appears to be a view in some circles that a 
shift away from credit ease would represent a "cancellation" of the 
economic stimulus provided by the tax cut, this judgment requires 
particular stress. The purpose of monetary restraint is not to cancel 
expansive forces in the economy—at least as long as there are idle 
resources—but to keep them under control and prevent their becom
ing excessive. I t is precisely the knowledge that monetary policy 
can be flexibly used, in fact, which has enabled responsible economists 
to support a major tax reduction the full impact of which, although 
still far from clear, could be overstimulative. 

I might interject that this enabled the American Bankers Associa
tion to support the major income tax cut along with the levels of 
Government expenditures. 

The reestabtishment of flexible monetary policy in 1951 was accom
plished under circumstances which made it clear that the continued 
use of monetary policy to serve debt-management objectives was de
priving the United States of a highly necessary instrument of eco
nomic stabilization. Since that time, monetary policy has been di
rected toward the attainment of a high and sustainable rate of eco
nomic growth, maximum employment opportunities, and reasonable 
price stability. 

Some observers have quarreled with individual policy decisions 
reached—either as to timing or as to the necessity for an individual 
policy change. Few would quarrel, however, with the favorable per
formance of the economy over this period, and still fewer would 
trace those deficiencies which do exist directly to the doorsteps of the 
monetary, authorities. 

I t has been argued, of course, that intermittent monetary restraint 
has held the economy below its growth potential and, thereby, has con
tributed significantly to the unemployment problem. Those who 
advance this argument do not often discuss, however, how speculative 
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uses of credit might have been controlled under an easier credit policy, 
what economic consequences might have ensued from their full-blown 
development, how much additional price erosion would have occurred, 
or what greater damage might have been done to the Nation's inter
national financial position. Particularly during the past 5 years, 
when monetary authorities have faced the task of sustaining a high 
level of economic activity and defending the position of the dollar 
in international markets, criticisms that monetary authorities have not 
acted strictly in accordance with short-term domestic economic ob
jectives appear particularly inappropriate. 

Despite the successes of flexible monetary policy in the postwar 
period, the freedom of monetary authorities to employ independent 
judgment in the administration of credit policy comes under recurrent 
attack. In some cases, critics appear to believe that the authorities 
are not sufficiently knowledgeable to manage our money supply wisely 
and are therefore likely to throw the economy off course. Unless one 
attributes to central bankers a phenomenal share of luck, this is not a 
view for which one can find substantiation in the record of postwar 
monetary policy. I again emphasize the excellence of that record by 
pointing to the fact that 15 ^ears after World War I we had a major 
economic depression. In this period we have had minor economic 
recessions but avoided these very severe swings that have occurred 
before. 

Still others see a bias toward high interest rates and tight money 
on the part of the monetary authorities and attribute the Nation's 
economic problems to a persistent shortage of money and credit. This 
view also draws no support from a review of our postwar experience, 
and it is especially vulnerable to question in view of the ease which 
has persisted in credit markets for well over 3 years. 

Despite the fact that economic activity has been rising since early 
1960, credit expansion both at commercial banks and by other lenders 
has advanced at a rate unprecedented in our peacetime history, liquid 
assets have continued to rise faster than economic activity—an unusual 
occurrence—and credit remains available on easy terms for borrowers 
in virtually all fields. 

Credit policy, in short, has been and continues to be essentially easy. 

SPECIFIC COMMENTS ON H.R. 9749 

H.E. 9749 would amend the Federal Reserve Act to provide for 
Federal Reserve support of Government securities when market yields 
equal or exceed 4*4 percent. 

In line with our dedication to the prinicples underlying flexibility 
in the use of monetary policy, we are opposed to the provisions of this 
bill. We are sympathetic to the need for minimizing the Treasury's 
borrowing costs, and we are aware that artificially high interest rates 
can be a serious deterrent to economic growth. Nevertheless, logic 
suggests and experience confirms that the practice of pegging interest 
rates at predetermined levels would require monetary authorities to 
surrender effective control over the money supply and to provide 
progressively larger amounts of reserve funds to the market as inflation 
mounted. 
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Lessons learned in the experience with pegged rates prior to 1951 
cannot easily be forgotten, and the 1950 comments of the Douglas Sub
committee on Money, Credit, and Fiscal Policies are worth recalling: 

* * * we believe that the advantages of avoiding inflation are so great and 
that a restrictive monetary policy can contribute so much to this end that the 
freedom of the Federal Reserve to restrict credit and raise interest rates for 
general stabilization purposes should be restored even if the costs should prove 
to be a significant increase in service charges on the Federal debt and a greater 
inconvenience to the Treasury in its sale of securities for new financing and 
refunding purposes. 

COMMENTS ON H.R. 968 7 

H.R. 9687 would amend the Federal Reserve Act and the Federal 
Deposit Insurance Act to eliminate the prohibition of payment of 
interest on demand deposits. 

Nationwide prohibition of interest payments on demand deposits 
was enacted in 1933, when available evidence suggested that the pay
ment of interest on these deposits helped lead to imprudent lending 
and investing policies at commercial banks, contributed to the fre
quency of bank failures, and intensified the severity of the depression. 
In addition, it was generally believed at that time that the attractive, 
rates paid by New York City banks had served to siphon funds away 
from interior areas and into the call loan market, where they sup
ported speculative excesses preceding the financial crash of 1929. 

Whether or not the 1933 prohibition was based on an accurate 
analysis of the information available is still a matter of debate. Cer
tainly there were tendencies in the direction toward which the evidence 
seemed to point, and it is not certain that removal of the prohibition 
would not be accompanied by a revival of these tendencies. My per
sonal judgment is that it would tend to be. 

The structure of American banking today reflects growth and ad
justment over a 30-year period in which direct rate competition for 
demand deposits has been prohibited. I t is possible, though not cer
tain, that a removal of this prohibition and the advent of direct rate 
competition could have significant repercussions on the structure of 
banking in the longer run and, in the short run, place less efficient 
banking units under pressure to acquire riskier assets in order to main
tain effective competition. At the other extreme, it may be noted 
that nonrate competition for demand deposits—in the form of free 
services2 innovation, quality of service, et cetera—might simply be de-
emphasized in order to pay interest to demand deposit customers. 

The questions to be answered before a sound judgment can be 
reached on this issue extend even further, however. They include 
the possible effects on the costs of credit, on the velocity of circula
tion of money, and on the distribution of credit to various sectors of 
the economy. There is a question, also, as to what public benefits 
might be expected to accrue from the payment of interest on demand 
deposits, and why—in view of the fact that they are wholly liquid, 
riskless (up to $10,000) and a part of the Nation's circulation media— 
holders of demand deposits should expect to receive interest on such 
assets. 

On balance, we see no public benefit, and some important sources of 
danger, in removing the prohibition of interest payments on demand 
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deposits. We therefore are opposed to removal of the prohibition. 
That completes my statement, Mr. Chairman. 

The CHAIRMAN. Thank you, sir. How many members do you have 
in the American Bankers Association, Mr. Kelly? 

Mr. KELLY. Approximately 14,000. 
Dr. WALKER. A little over 13,000 banks and 17,000 offices. 
Mr. KELLY. Our membership can be measured by the number of 

banks or the number of offices. We have about 13,500 banks and about 
17,000 banking offices. 

The CHAIRMAN. YOU have practically all of them, have you not? 
Mr. KELLY. I guess it runs up over 98 percent. 
The CHAIRMAN. Ninety-eight percent. That is State banks as well 

as national ? 
Mr. KELLY. State banks as well as national. 
The CHAIRMAN. Member banks as well as nonmember banks ? 
Mr. KELLY. Yes. 
The CHAIRMAN. The question before us, gentlemen, of course, is to 

consider these bills strictly from the standpoint of the public, the 
people. Although I am sure you keep in mind the public interest, 
you have a special interest. Yours is a special interest to the extent 
that you are representing the banks of the country and you represent 
practically all of the banks. Now, I believe that the banks should be 
profitable banks. I believe they should make money. We have a fine 
banking system. I t has been wronderful in times of war and in times 
of peace. I am not trying to break down the banking system. I am 
all for it. I am for the Federal Reserve System if used in the public 
interest. I am for most of the things we have in the banking laws. 

The main thing that we are considering now is whether or not the 
banks should run our monetary system and determine the volume of 
money and the interest rates for money or whether that should be done 
by individuals charged to represent the public, which of course would 
include the banking interests, too. The point being, if you have a 
quasi-private—now, that is the first time I have heard that phrase— 
and quasi-public—possibly it has been used and I did not notice it, you 
make it almost a partnership here between the private banks and the 
Government, monetary authorities. I t disturbs me to think that you 
gentlemen think that the private banks, with an ax to grind, with a 
special interest in money, the volume of money and interest rates, 
should be represented on boards to determine these questions for the 
whole country. 

You know, the Constitution says that the Congress shall coin money 
and regulate its value. In other words, the f ramers of the Constitu
tion said that the public interest must be looked after, not by the banks 
or any private selfish interest but by the Congress the framers of the 
Constitution wanted, the Members of Congress who are elected by the 
people and are responsible to the people to be charged with this duty 
and responsibility of money. They made it very plain. 

The main thing is, gentlemen, that the f ramers of the Constitution 
said that the people, the electorate should have some way of express
ing their approval or disapproval of what is done in the monetary field. 

Now, we have farmed that out. We could not do it ourselves. We 
had to farm out other things to the Interstate Commerce Commission, 
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Federal Communications Commission, many other agencies of Gov
ernment. We entrusted them. But they are doing it for us. I do 
not think they should place themselves in the position of a proprietary 
interest, a vested interest in the public's business by referring to it as 
quasi-private. That indicates that you believe you have a vested in
terest in this thing. I do not believe that you meant to say that, did 
you, Mr. Kelly? 

Mr. KELLY. I would like to make it quite clear, Mr. Chairman, that 
the use of the terminology, "quasi-private" and "quasi-public" was 
our attempt to define the independent characteristics of the Federal 
Keserve System as created by Congress, and not to suggest the relation
ship between the Federal Keserve banks and independent commercial 
banking systems. 

The CHAIRMAN. I accept your explanation, sir, and I notice you are 
sincerely presenting your testimony the way you believe it is best for 
all the people. But now, like it is, Mr. Kelly, do you believe that it 
is right for us to have two systems of government here in Washington, 
D.C., one elective, where the Members of the House and the Senate and 
the President elected by the people, and then the Open Market Com
mittee which has become almost a fourth branch of government— 
usurping power—and every 3 weeks they meet down here at the Fed
eral Reserve. They meet in secret. Nobody is supposed to know 
what happens there at all. I t is a deep, dark secret. Every 3 weeks 
they decide how much money will be in circulation, the volume of 
money and how much the interest rate will be. 

In other words, they secretly determine the most vital things affect
ing our country in secret. Nobody is to know that. Now, if this was 
done by three or five or a dozen people selected by the President of the 
United States who is elected by the people and who can be held ac
countable by the people, I think that would be in conformity with our 
democratic process. But each President now can select only three 
during his first 7 years in office. If the President could select all seven, 
and do this by himself, some justification, to my mind, can be pointed 
out for that. But when you allow 12 men not selected by the Presi
dent to come in the door at this secret session to determine something 
that is a most vital thing to our existence—money and interest cost, 
and those 12 are representatives of the private banks, because they are 
selected by boards of directors, 9 directors, 6 of them selected by the 
private banks—6 of the 9, no justification can be pointed out for that. 

Now, they are representatives of the private banks and they are 
allowed to sit here in this secret meeting. That is another form of 
government, a secret form of government. The first is the elective 
form. But this secret form of government has more power than the 
other. They can veto anything the President does if they want to 
through monetary power. They can veto anything that the Congress 
does through monetary power. 

Do you not think that this is too much power for people who are 
interested in the cost of money and the volume of money to have in 
this country ? 

Mr. KELLY. That is a very interesting connotation. 
The CHAIRMAN. D O you insist that is right under a democracy ? 
Mr. KELLY. With respect to the secret aspect of it, I think you will 

agree, Mr. Chairman, that the matter of the determination of the 
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handling of open market operations is not a subject that should be 
released to the press. 

The CHAIRMAN. I think it is more of a closed market operation. 
Mr. KELLY. A S you also know, that information is made available 

ultimately to the Congress within an appropriate time after action is 
taken. 

The CHAIRMAN". YOU are just as mistaken as you can be. The Open 
Market Committee—and I insist it is a closed market committee—not 
an Open Market Committee, gave the Joint Economic Committee a 
terrible time before finally giving us the minutes of the year 1961— 
way back. Now then, this committee has asked for the years 1961, 
1962, and 1963. We have not gotten them yet. They do not wrant 
Congress to know what is going on. But they know it. And these 12 
Presidents evidently, when they go back, they in some way, by either a 
wink, a sign, or nod, or some way, they let their directors know what 
is going on because otherwise their directors would not know how to 
say what monetary policy is going to be. 

Mr. KELLY. Mr. Chairman, I have not seen signs of influence on the 
par t of directors. I have never been a director. I have never ob
served that. 

The CHAIRMAN. We do not depend on signs like that, Mr. Kelly, 
Our form of government has gone way beyond that. But the point is, 
can you honestly contend that we should have a secret government 
here as far as money is concerned and run by the very people who can 
take advantage of all of the rest of the people with high interest rates 
for themselves and tight money when they want it tight. They are 
not public members at all. They represent the bankers. Do you not 
think that is going too far ? 

Mr. KELLY. First, I disagree, Mr. Chairman, with your conclusions 
®s to the result of these so-called secret meetings, secondly from the 
practical standpoint as a banker, I do not see how the Open Market 
Committee could function any other way. Perhaps Dr. Walker has 
some different views on it. 

The CHAIRMAN. Well, you are implying that they must operate, 
day-to-day and hour-to-hour, and so on. There are a lot of people who 
do not believe that this is necessary, who think that it is just a scheme 
or design to help certain people and particularly the bankers, and not 
necessarily in the public interest, and in fact makes the money supply 
behave badly. But you do not believe that. In other words, you 
would believe that the presidents of railroads should be on the Inter
state Commerce Commission fixing freight rates and passenger rates. 
You would believe that the broadcasters should be on the Federal 
Communications Commission to regulate the broadcasting industry. 
Do you not think that is going rather far in your contentions, Mr. 
Kelly? 

Mr. KELLY. I do not believe any of that, Mr. Chairman. I do not 
think that the presidents of commercial banks have any influence what
ever on the Open Market Committee. 

The CHAIRMAN. Say that again. I want to hear you say that again. 
Mr. KELLY. I said the presidents of commercial banks have no in

fluence 
The CHAIRMAN. NOW wait. We are not talking about the same 

thing. You said the presidents of commercial banks. I did not say 
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that at all. Let's get our definitions straight. I am talking about the 
Presidents of these 12 Federal Eeserve banks, who are selected by a 
Board of Directors, two-thirds of whom are selected by the private 
banks. Therefore, they are representatives of the private banks and 
that they have tremendous power in this secret meeting. There are 12 
of them and only 7 members of the Board. They take part in the argu
ment. They debate these questions. Their viewpoints are con
sidered. They are bound to be considered, and do you mean to say 
that those 12 Presidents do not have any influence? That is what you 
said except, you used the words, "presidents of commercial banks." 

You do not insist that the Presidents of the Federal Reserve banks 
do not have any power or influence; do you ? 

Mr. KELLY. First of all, all 12 Presidents of the Federal Reserve 
banks are not at one time members of the Open Market Committee. 

The CHAIRMAN. Only 5 of them are voting members, but all 12 
are present. 

Mr. KELLY. Only the members of the Open Market Committee have 
the right to vote. 

The CHAIRMAN. All 19 participate and then the Chairman gives 
the consensus. The consensus is made from what all of them have said 
including the seven who are not voting members. Although they are 
not voting members they are participants. And they are bound to 
have influence. You say they do not have any influence. 

Mr. KELLY. Members of the Open Market Committee take an oath 
of office, and they are responsive in that capacity. 

The CHAIRMAN. But the Presidents of the banks do not. 
Mr. KELLY. The Presidents of the banks do not take an oath of 

office. I can tell you, Mr. Chairman, that they have no right to vote. 
Now, the influence that they may have in the discussions is purely 
speculative. 

The CHAIRMAN. But have the Chairman of the Board of Governors 
of the Federal Reserve System who said that they go around the room 
and get the views of all—including the 12 Presidents. 

Mr. KELLY. Dr. Walker has had considerable experience with the 
Federal Reserve; he might want to comment on that. 

Dr. WALKER. My experience in the period of time when I was a Fed
eral Reserve official and was privileged to sit in on the meeting of 
the Open Market Committee 

The CHAIRMAN. What was your position there, Dr. Walker? 
Dr. WALKER. I was Vice President and economic adviser to the Fed

eral Reserve Bank of Dallas. I attended those meeting for a period 
of approximately 3 years. 

The CHAIRMAN. Did the President attend, too ? 
Dr. WALKER. The President attended. I was his economic adviser. 

I n the meetings which I attended, the last of which was in March 
of 1961, I can state quite truthfully that a vote was taken of just 
the voting members of the committee in cases where there was not a 
clear-cut consensus. 

The CHAIRMAN. That is my understanding. But normally, not 
many votes are taken. You can take the report of the Board of Gov
ernors for past years and you will find very few votes, especially con
sidering the many questions before the Board. I agree with you that 
they first have this around the table—these 12 bank Presidents state 
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their views of what they think should be done, then each one of the 
members of the Board of Governors states his views, except the Chair
man. Then after that is over, after they all have had their say, then 
the Chairman gives the consensus and, as you say, if there is a real dif
ference between them, they have a vote on it. 

Dr. WALKER. That is the highly significant thing. People who are 
trained—the experts in the art of central banking—at any given 
time, this week or next week or 5 years from now, generally, will be 
very close to agreement as to what the monetary policy of the day 
should be. There are only gradations of opinion. That is why you 
seldom come to a vote. 

The CHAIRMAN. That is right. They nearly all agree. They want 
to help their banks. And they are bound to be of the same view and 
same mind. 

Dr. WALKER. That would not explain why the seven members of 
the Board of Governors voice opinions which are quite similar to 
those of the Federal Reserve bank Presidents. There is no doubt 
that these seven members of the Board of Governors are wholly 
and directly public servants. 

The CHAIRMAN. That corroborates my suspicion that there is a 
kind of blend. They stay there so long that they all work together. 

Dr. WALKER. I did not find that to be my experience. 
Mr. KELLY. That has never been my experience in a private bank, 

Mr. Chairman. We have never been able to reach conclusions unani
mously, even within the framework of a private corporation. 

The CHAIRMAN. Why should bankers be in this thing at all ? They 
should not want to be in it. You should want a public board com
posed of people dedicated to the public service and obligated to serve 
the public only—not do anything against the banks or the utilities 
or the farmers or any other class or group, but you have no more 
right to be represented on those boards than anybody else, because you 
are the ones, you are the beneficiary of what could be done and it is 
a conflict of interest. 

Furthermore, these Open Market Committee meetings are in viola
tion of the law. They are in pure violation of the law. The law 
says the Open Market Committee shall be composed of 12 members. 
I n operation there are 19 members. So they are in violation of the 
law. 

Now, these seven members who are sitting there, the seven Presidents 
who are not members of the Open Market Committee at all for that 
particular year, are not obligated not to tell what goes on. They 
are not even under oath. They do not take the constitutional oath that 
everybody else who is in the public service must take. They are under 
no kind of oath. They are just like seven men from the street coming 
in there as far as obligations are concerned. They are under no obli
gation at all. They can get the information and, of course, I am 
told that people who have that information can profit handsomely by 
going in the market. I am not charging them with doing it, but it is 
available to them. They can do it and their directors can do it. 

Mr. WIDNALL. Will the Chairman yield ? 
The CHAIRMAN. Yes, I will yield. 
Mr. WIDNALL. But you are inferring that it is done. 
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The CHAIRMAN. I say they have the tools to do it with and they 
have the power to do it and this is bad enough, and we do not know 
whether they do or don't. 

Mr. WIDNALL. Mr. Chairman, you have seen the 1960 books and I 
believe you are the only Member of Congress who has seen those books. 
I do not know what is in them, but you have had the benefit of seeing 
the 1960 minutes. 

The CHAIRMAN. They would surprise you if they were ever pub
lished. They would surprise you. You certainly do not know what 
is in them and I know that the public would be shocked and the Con
gress would be shocked if they knew what was going on in these 
secret meetings. 

Dr. WALKER. I might say with reference to the point that Mr. Wid-
nall made that I have been a university professor, a Federal Eeserve 
official, and I was with a commercial bank for a while. Under all of 
those various circumstances I was never subjected to more severe audits 
of expense accounts than with the Federal Reserve Bank of Dallas. 

The CHAIRMAN. Well, let me just say a few words about that. 
Why are you not in favor of the GAO auditing? I would say that 

you would really have an audit then. Now, the GAO audits the 
Defense Department. I do not know of any place where there are 
more secrets than in the Defense Department. I t does no harm to 
audit the Defense Department. They audit the State Department. 
They audit the F D I C and all these other agencies and if they do that, 
why should it be so bad to audit the Federal Reserve. But that is a 
touchy place. Every time you mention auditing it is suspicious 
enough to arouse people and in some cases, especially where they lose 
$7.5 million worth of bonds and not even report it, where it can be 
seen. We just happened to find it in one of the books up in New York. 
We could not even get certain information. We sent our people over 
there and they were examining minutes and they ran across a little 
note in the minutes which says it looks like we are going to have to 
pay our part of a loss of $7.5 million in San Francisco. That is the 
first we knew about it. I t happened a long time ago. They are a 
kind of government within themselves. 

Things like that have happened and we know about it. But yet, 
you resist an audit. I t seems to me that you should want a GAO audit 
of the Reserve banks, but the audit that they have is a self-audit only 
by Federal Reserve people, except they also have an outside auditor 
who sometimes audits the Board. But the Board can tell them what 
to cover in their audit and they have not been reporting shocking abuses 
of expenditures of public funds. They have not been doing that and 
we know it. Therefore, having brought these things to light, it looks 
to me like the Federal Reserve, composed of earnest, dedicated Amer
ican citizens, should demand that we have an audit. I mean an audit 
by GAO and remove all these doubts. Fifty years and there is no 
audit. This self-audit is no audit at all. They control it themselves. 

Mr. KELLY. I would like to comment on that if I may. 
I have been running a commercial bank for a number of years and 

what we are actually discussing here is the quality of an audit 
The CHAIRMAN. NO ; we are talking about public audit and private 

audit. 
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Mr. KELLY. YOU can get all kinds of auditors and all kinds of 
accountants, and I have them come into the bank and you may find 
something missing a week later. I think the Federal Reserve Board 
has done a wonderful job of auditing Federal Reserve banks. There 
is no evidence that these audits have not been effective. 

The CHAIRMAN. The audits have not been made public and this 
committee almost had to subpena them one time to get some of them 
and then after we got them—1957 and 1958—we did not get any more. 
But then, when I asked for the audit last year the auditing system 
changed. They used to report all expenditures in the audits, 
like scholarships and bowling teams, and $30,000 to $40,000 a year to 
American Bankers Association. Why should a Government agency 
pay membership dues in the American Bankers Association from 
$30,000 to $40,000 and many other outrageous expenditures—but they 
were not in the audits this time and we had to send two men to New 
York and to Cleveland and Chicago before we caught on how they 
were hiding it. They were hiding it, Mr. Kelly, and still resist a public 
audit by the General Accounting Office. I t occurs to me that these 
things are so astounding and so shocking that in the public interest 
the General Accounting Office should be requested by the Federal 
Reserve Board to audit all the 12 Federal Reserve banks. Do you not 
think they should ? 

Mr. KELLY. No; I do not. I think the Federal Eeserve Board is 
doing an adequate job of auditing the operations. 

The CHAIRMAN. H O W do you know ? You have not seen any of the 
audits. 

Mr. KELLY. They have a responsibility to report to the Congress 
and I am sure that they would adhere to that responsibility if their 
audits disclosed any information about the banks that properly should 
be called to your attention. Now, with respect to Federal Reserve 
Bank membership in the American Banking Association, I would 
point out that the Federal Reserve Banks have a sizable problem, like 
all operating units have, in assuring the proper development and edu
cation of their employees. They must compete with other institutions 
to attract competent people. 

The CHAIRMAN. They cannot do that unless they provide educa
tional opportunities which are available to other banks and other 
financial institutions. The law says there shall be one audit. At 
least one audit a year. I t does not say it shall be a self-audit. The 
law did not contemplate any self-audit. The Government never con
templated a Government agency auditing itself. I t has contemplated 
outside Government people, who have no special ax to grind doing it. 
The law says one audit a year. But the Fed's self-audit goes on 365 
days, leap year 366 days. I t is just a continuous audit. They made 
a career out of auditing and they are all inside the Federal Reserve, 

Mr. KELLY. All auditors do. In our bank we have a continuous audit 
system, and our audit department considers itself independent of the 
operating area. I hope they work 366 days of the year, although I do 
not think they do; they probably get a few days off here and there. 

The CHAIRMAN. Who pays them ? 
Mr. KELLY. The bank pays them, but they are responsible to the 

Board of Directors directly rather than to the executive management of 
the bank. 
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The CHAIRMAN. YOU have heard that old saying, "Whose food I eat 
his song I sing." 

Mr. KELLY. Maybe that is what would happen if the GAO got in 
here. 

The CHAIRMAN. Mr. Widnall. 
Mr. WIDNALL. Thank you, Mr. Chairman. 
Mr. Kelly and Dr. Walker, I think you have made a very lucid state

ment and certainly I want to credit you with speaking forthrightly 
about the measures that are pending before the committee. 

Following up the line of questioning of our chairman, do you be
lieve that the presidents of the Federal Reserve banks are dominated 
by the bankers who elect six of the nine members of the Board of Di
rectors of the Federal Reserve banks and who appoint the president? 

Mr. KELLY. Mr. Widnall, I do not. I have been an operating head 
of a Federal Reserve member bank now for better than 15 years, and 
I have never seen any evidence of that. As a matter of fact, our bat
ting average with the local Federal Reserve bank on things we would 
like to do is not so good. 

Mr. WIDNALL. What would your comment be, Dr. Walker ? 
Dr. WALKER. Speaking from the standpoint of my experience in 

seeing the Federal Reserve banks work and attending directors' meet
ings, Reserve bank Presidents are not dominated by their boards of 
directors. The Presidents of the Federal Reserve banks are highly 
trained professional central bankers, who speak their own minds and 
follow their own conscience. 

Mr. WIDNALL. Thank you. I t has been said that the Fed could go 
its own way in opposition to administration policies with no com
munication with other departments of the Government dealing with 
money. Are you familiar with the procedures which have been in 
vogue whereby there have been frequent meetings held with the Treas
ury, Council of Economic Advisers, and the National Security Coun
cil? Do you feel that these contacts have an effect on the Federal 
Reserve attitude and in fact constantly bring them into concert with 
the administration? 

Dr. WALKER. Yes. There is no doubt of that in my mind. You 
might be interested in knowing that former Treasury Secretary An
derson set up this basic consultative procedure when he took office in 
1957, providing for frequent but unscheduled get-togethers between 
the President, the Chairman of the Council of Economic Advisers, the 
Secretary of the Treasury, the Under Secretary of the Treasury for 
Monetary Affairs, and the Chairman of the Federal Reserve Board. 
During that administration this was followed closely. In addition, 
the Chairman of the Federal Reserve would lunch with the Treas
ury Secretary on Monday, and the Under Secretary of the Treasury 
and his staff would lunch with the Chairman of the Board and his staff 
On Wednesdays. I t is my understanding from conversations with 
Treasury and Federal Reserve officials that this sort of liaison has 
been increased in recent years, not decreased. 

Mr. WIDNALL. I t is my understanding from the testimony given 
by the present Secretary of the Treasury, Mr. Dillon, that he feels 
that there is adequate rapport between the administration and the 
Fed under existing circumstances. Have you any comment on 
that? J 
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Mr. KELLY. That is very definitely my understanding. The Federal 
Eeserve Board in addition to consulting with the Federal Advisory 
Council and with other Government agencies and Government de
partments, also maintains liaison with many other organizations from 
which useful information and guides can be obtained. We know that 
sis a matter of experience. 

Mr. WIDNALL. Now, we are holding these hearings with the purpose 
of evaluating the work of the Federal Eeserve System over a 50-year 
period. And it has been indicated in previous remarks that have been 
made within the committee, that during the 50 years there has never 
been a thorough going over. Does the American Bankers Association 
have any compilation of data of the changes in the act, hearings, length 
of hearings over that 50-year period ? 

Mr. KELLY. I think you have some information on that, Dr. 
Walker. 

Dr. WALKER. We do not have any compilation of the various 
hearings. We do have a compilation of the various amendments, 
over 100,1 believe, that have been made in the Federal Eeserve Act. 
I do know from my own study of the history of the Federal Eeserve 
System, that the System has been undergoing microscopic examina
tion from the first decade of its existence. We will be glad to provide 
for the record the specifics as to length, dates, number of pages, num
ber of witnesses and so forth. The Joint Commission on Agricultural 
Inquiry was set up, I believe, in 1921 to investigate the circumstances 
and problems resulting from the depression of 1920-21, which had a 
harsh impact on agriculture. 

This Commission reported in 1923 and the Federal Eeserve Act 
was amended consistent with the findings of those hearings. 

In 1926 there were hearings on stabilization of the price level, un
der Congressman Strong, and there were similar hearings in 1928. 

In 1931-32, Senator Carter Glass engaged in an extensive study of 
the Federal Eeserve System, and sent out number of questionnaires. 

Again, in connection with the Banking Act of 1935 there was a great 
deal of investigation. 

Mr. Patman recalls the hearings and studies on nationalization of 
the Federal Eeserve banks in 1936,1937. 

The CHAIRMAN. 1938. But it wasn't on nationalization. 
Mr. WALKER. I thought that was the title. 
The CHAIRMAN. That was Government ownership of the 12 Federal 

Eeserve banks, but we found out the Government already owned them. 
Mr. WALKER. The Joint Committee on the Economic Eeport in the 

postwar period made a number of studies. 
The anti-inflation hearings in 1947; the Douglas committee in 1949-

50; the Patman committee in 1951-52. Senator Flanders, Senator 
Byrd, Mr. Patman, and others were involved. 

And more recently, the Joint Economic Committee every year 
takes a very close look at the Federal Eeserve's annual report and thfc 
rationale underlying it. 

So the system has been subjected to intensive and continuing scru
tiny by the Congress, as we think it should be and we will be pleased 
to furnish material for the record on this, if you would desire. 

Mr. WIDNALL. Mr. Chairman, may that material be submitted for 
the record? 
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The CHAIRMAN, Is it lengthy? 
Mr. WALKER. I should tnink that we could cover it in a very few 

pages. 
The CHAIRMAN. That is all right. No objection. 
(The information referred to was submitted as follows:) 

EXAMPLES OF HEARINGS BEFORE CONGRESSIONAL COMMITTEES COVERING MONETARY 
POLICY AND OPERATIONS OP THE FEDERAL RESERVE SYSTEM 

Joint Commission of Agricultural Inquiry: "Agricultural Inquiry," hearings, 
July 11-November 16,1921,3 volumes (2,366 pages). 

House and Senate Committees on Banking and Currency: "Inquiry on Member
ship in Federal Reserve System," joint hearings, October 2-12, 1923 (703 
pages). 

House Committee on Banking and Currency: 
"Stabilization," hearings, March 24, 1926-February 4, 1927, 2 parts (1143 

pages). 
"Stabilization," hearings, March 19-May 29, 1928 (458 pages). 

Senate Committee on Banking and Currency: 
"Operation of the National and Federal Reserve Banking Systems," hear

ings, January 19-March 2,1931, 7 parts (1,085). 
"Operation of the National and Federal Reserve Banking Systems," hear

ings, March 23-30,1932, 2 parts (545 pages). 
Senate Committee on Finance: "Investigation of Economic Problems," hearings, 

February 13-28, 1933, 8 parts (1,239 pages). 
House Committee on Banking and Currency: "Banking Act of 1935." hearings 

February 21-April 8,1935 (716 pages). 
Senate Committee on Banking and Currency: "Banking Act of 1935," hearings, 

April 19-June 3,1935 (1,022). 
House Committee on Banking and Currency: "Government Ownership of the 12 

Federal Reserve Banks," hearings, March 2-April 19, 1938 (508 pages). 
Joint Committee on the Economic Report: 

"Anti-inflation Program as Recommended in the President's Message of 
November 17,1947," hearings, November 21*-December 10,1947 (643 pages). 

"Credit Policies," hearings, April 13-May 27, 1948 (152 pages). 
House Committee on Banking and Currency: "Inflation Control," hearings, July 

29 to August 4,1948 (290 pages). 
Senate Committee on Banking and Currency: "Inflation Control," hearings, July 

29 to August 4,1948 (425 pages). 
Joint Committee on the Economic Report: 

"Monetary, Credit, and Fiscal Policies," hearings, September 23 to December 
7,1949 (570pages). 

"Monetary, Credit, and Fiscal Policies," compendium, Senate Document No. 
132,1950 (443pages). 

"Monetary Policy and the Management of the Public Debt," hearings, March 
10-31,1952 (993 pages). 

"Monetary Policy and the Management of the Public Debt," compendium, 
Senate Document No. 123, 1952, 2 parts (1,320 pages). 

"U.S. Monetary Policy: Recent Thinking and Experience," hearings, De
cember 6 and 7,1954 (331 pages). 

"Monetary Policy, 1955-56," hearings, December 10 and 11,1956 (162 pages). 
"Conflicting Official Views on Monetary Policy: April 1956," hearings, June 

12,1956 (62pages). 
House Committee on Banking and Currency: "Financial Institutions Act of 

1957," hearings, July 15, 1957, to February 7,1958, 2 parts (1,822 pages). 
Senate Committee on Finance: 

"Investigation of the Financial Condition of the United States," hearings, 
June 18,1957, to April 25,1958, 6 parts (2,239 pages). 

"Investigation of the Financial Condition of the United States," compendium 
of comments of presidents of Federal Reserve banks and others, 1958 <758 
pages). 

Senate Committee on Banking and Currency: "Federal Reserve Monetary Poli
cies," hearing, February 19,1958 (40pages). 

Joint Economic Committee: "Employment, Growth and Price Levels," hearings, 
March 20-October 30,1959,10 parts (3,486 pages). 
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House Committee on Banking and Currency: "Retirement of Federal Reserve 
Bank Stock," hearings, June 6, 7, 10, 17, and 28, and August 25, 1960, 2 parts 
(606 pages). 

Joint Economic Committee: 
"Review of Annual Report of the Federal Reserve System for the Year I960," 

hearings, June 1 and 2,1961 (174 pages). 
"Inventory Fluctuations and Economic Stabilization," hearings, July 9-13, 

1962 (263pages). 
"State of the Economy and Policies for Full Employment," hearings, August 

7-10,13-17, 20, 21, and 22,1962 (997 pages). 
House Committee on Banking and Currency: "Recent Changes in Monetary Pol

icy and Balance-of-Payments Problems," hearings, July 22-26, 1963 (412 
pages). 

JNOTE.—For a number of. years, the Joint Economic Committee, during its hear
ings on "The Economic Report of the President," has explored questions of 
monetary policy and the operations of the Federal Reserve System; for example, 
see hearings on "January 1960 Economic Report of the President," February 2, 
1960. 

ACTS AMENDING FEDERAL RESERVE ACT (1913-63) 

August 4,1914 (38 Stat. 682) : Section 27—tax on national bank notes not secured 
by U.S. bonds. 

August 15,1914 (38 Stat. 691) : Section 19—reserve city banks. 
March 3, 1915 (38 Stat. 958) : Section 13—powers of Federal Reserve Banks 

regarding acceptances by member banks. 
September 7,1916 (39 Stat. 752) : 

Section 11—Board powers concerning loans on stock or bond collateral. 
Section 13—Extensive changes in powers of Federal reserve banks. 
Section 14—Foreign correspondents and agencies. 
Section 16—Application for notes by Federal Reserve banks. 
Section 24—Real estate loans by national banks. 
Section 25—Capital and surplus requirement for establishing foreign 

branches. 
June 21,1917 (40 Stat. 232) : 

Section 3—Reserve bank branch offices. 
Section 4—Appointment of class C directors. 
Section 9—Provisions for memberships of State banks. 
Section i3—Receipt of deposits and collections and acceptances by member 

banks. 
Section 14—Foreign correspondents and agencies. 
Section 16—Provisions concerning Federal reserve notes. 
Section 17—Deposit of bonds by national banks. 
Section 19—Provisions concerning bank reserves. 
Section 22—Interest on directors', officers', and employees' deposits. 

April 5, 1918 (40 Stat. 506) : Section 13—Aggregate liabilities of national banks. 
September 26,1918 (40 Stat. 967) : 

Section 4-—Concerning election of class A and B directors. 
Section 11—Trust powers of national banks. 
Section 16—Printing of notes. 
Section 19^-Central reserve city banks. 
Section 22—Offenses of examiners, member banks, officers, and directors. 

March 3,1919 (40 Stat. 1314) : 
Section 7-y-Dividends and surplus fund of reserve banks. 
Section 10—Appointment to Board of Governors. 
Section 11—Loans on stock or bond collateral. 

September 17, 1919 (41 Stat. 285) : Section 25—Investment in foreign banking 
corporations. 

October 22, 1919 (41 Sta t 296) : Section 13—Aggregate liabilities of national 
banks. 

December 24,1919 (41 Stat. 378) : Section 25a—Banking corporations authorized 
to do foreign banking business. 

April 13,1920 (41 Stat. 550) : Section 14—Rates of discount. 
February 27, 1921 (41 Stat. 1145) : Section 25a—Organization of corporations in 

foreign banking. 
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February 27,1921 (41 Stat. 1146) : Section 11—Loans on stock or bond collateral. 
June 14, 1921 (42 Stat. 28) : Section 25a—Capital stock of corporations in for

eign banking. 
June 3, 1922 (42 Stat. 620) : Section 10—Extensive amendment of provisions 

concerning Board of Governors. 
July 1, 1922 (42 Stat. 821) : Section &—Laws to which Federal Reserve System 

is subject. 
February 6, 1923 (42 Stat. 1223) : Section 10—Branch Federal Reserve bank 

buildings. 
March 4,1923 (42 Stat. 1454) : 

Section 9—Capital required for membership. 
Section 13—Powers of Federal Reserve banks concerning discounting. 
Section 13a—Discount of Agricultural paper. 
Section 14—Rates of discount, acceptances, of Federal intermediate credit 

banks. 
Section 15—Federal intermediate credit banks. 

February 25, 1927 (44 Stat. 1224) : 
Section 3—Discontinuance of Federal Reserve bank branch offices. 
Section 4—Corporate powers of Federal Reserve banks. 
Section 9—Provisions for State bank membership. 
Section 13—Aggregate liabilities of national banks. 
Section 24—Real estate loans by national banks. 

May 7, 1928 (45 Stat. 492) : Section 9—Government depositories and financial 
agents. 

May 29, 1928 (45 Stat. 975) : Section 13—Discount or purchase of sight drafts. 
April 12, 1930 (46 Stat. 162) : Section 13—Limitation of discount of paper of 

one borrower. 
April 17, 1930 (46 Stat. 170) : Section 9—Voluntary withdrawal from member

ship. 
April 23,1930 (46 Stat. 250) : 

Section 6—Insolvency of member banks. 
Section 9—Forfeiture of membership. 

June 26,1930 (46 Stat. 814) : 
Section 9—Acceptance of State examinations. 
Section 21—Special examinations of Reserve banks. 

June 26, 1930 (46 Stat. 814) : Section 11—Surrender of trust powers. 
June 26, 1930 (46 Stat. 815) : Section 4—Election of class A and B directors. 
January 22, 1932 (47 Stat. 5) : Section 13—Aggregate liabilities of national 

banks. 
February 27,1932 (47 Stat. 56) : 

Section 10(a)—Emergency advances to groups of member banks. 
Section 10 (b) —Advances to individual member, banks. 
Section 16—Application for notes by Federal Reserve banks. 

May 19,1932 (47 Stat. 159) : 
Section 13—Advances on promissory notes. 
Section 13(a)—Rediscounts for and discount of notes payable to Federal 

intermediate credit banks. 
July 2,1932 (46 Stat. 568) : Section 21—Examining trust departments of national 

banks. 
July 21,1932 (47 Stat. 709) : Section 13—Discounts for individuals, partnerships, 

and corporations. 
February 3,1933 (47 Stat. 794) : 

Section 10(b)—Advances to individual member banks. 
Section 16—Application for notes by Federal Reserve banks. 

March 9,1933 (48 Stat. 1) : 
Section 10 (b)—Advances to individual member banks. 
Section 11—Recapture of gold. 
Section 13—Advances on direct obligations of the United States. 
Section 18—Collateral for notes. 

May 12,1933 (48 Stat. 31) : 
Section 13—Advances on promissory notes. 
Section 19—Change of Reserve requirements. 

May 20, 1933 (48 Stat. 72) : Section 13—Aggregate liabilities of national banks. 
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June 16,1933 (48 Stat. 162) : 
Section 4—Administration of and extension of credit of Federal Reserve 

banks. 
Section 7—Dividends and surplus fund of Reserve banks. 
Section 9—Provisions for State bank membership. 
Section 10—Conditions for appointment to Board of Governors. 
Section 11—Loans by member banks on stock or bond collateral. 
Section 12(a)—Federal Open Market Committee. 
Section 12 (b)—Federal Deposit Insurance Corporation. 
Section 13—Advances on promissory notes. 
Section 14—Relations with foreign banks and bankers. 
Section 19—Prohibiting interest on demand deposits and giving Board of 

Governors power to regulate interest paid on time and saving 
deposits. 

June 16,1933 (48 Stat. 162) : 
Section 21—Examinations of national banks and affiliates. 
Section 22—Loans to executive officers. 
Section 23(a)—Relations with affiliates. 
Section 24(a)—Investments in bank premises. 
Section 25(b)—Jurisdiction of suits arising out of foreign banking business 

or involving Federal Reserve banks. 
January 30, 1934 (48 Stat. 337) : Section 16—Provisions concerning issuance 

of notes. 
January 31,1934 (48 Stat. 344) : 

Section 13—Advances on promissory notes. 
Section 14—Open-market operations in obligations of United States, States 

and counties. 
March 6, 1934 (48 Stat. 398) : Section 16—Application for notes by Federal 

Reserve banks. 
April 27, 1934 (48 Stat. 643) : 

Section 13—Advances on primissory notes. 
Section 14—Open-market operations in obligations of United States, States 

and counties. 
June 16,1934 (48 Stat. 969) : 

Section 9—Applications for membership by State banks. 
Section 12(b)—Federal Deposit Insurance Corporation. 

June 19,1934 (48 Stat. 1105) : 
Section 10—Assessments on Federal Reserve banks. 
Section 13—Aggregate liabilities of national banks. 
Section 13(b)—Loans and discounts for industrial purposes. 

June 27, 1934 (48 Stat. 1246) : Section 24—Loans for building construction. 
June 14, 1935 (49 Stat. 375) : Section 22—Loans to executive officers. 
June 28, 1935 (49 Stat. 435) : Section 12(b)—Federal Deposit Insurance 

Corporation. 
August 23,1935 (49 Stat. 684) : 

Section 4—Corporate powers of Federal Reserve banks. 
Section 5—Stock issues; increase and decrease of capital. 
Section 6—National banks discontinuing operations. 
Section 8—Retention of assets by State banks converting into national bank. 
Section 9—Several provisions converning State banks as members. 
Section 10—Qualifications and conditions for appointment to Board; re

quirement to keep record of open-market and other Board 
policies. 

Section 10(b)—Advances to individual member banks. 
Section 11—Segregation of assets; loans on stock or bond collateral. 
Section 12(a)—Federal Open Market Committee. 
Section 12(b)—Federal Deposit Insurance Committee. 
Section 13—Discounts for individuals, partnerships, and corporations. 
Section 13(b)—Loans and discounts for industrial purposes. 

August 23,1935 (49 Stat. 684) : 
Section 14—Open-market operations in obligations of United States, States, 

counties, etc.; rate of discount. 
Section 19—Provisions concerning bank reserves and interest on deposits. 
Section 21—Provisions concerning bank examinations. 
Section 22—Loans to executive officers. 
Section 23 (a) —Relations to affiliates. 
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Section 24—Heal estate loans by national banks; industrial loans excepted 
from provisions. 

Section 25(a)—Citizenship of stockholders of banking corporations in for
eign banking. 

Section 28—Reduction of capital of national banks. 
April 21, 1936 (49 Stat. 1237) : Section 12(b)—Federal Deposit Insurance Cor

poration. 
March 1, 1937 (50 Stat. 23) : Section 16—Application for notes by Federal Re

serve banks. 
April 25, 1938 (52 Stat. 223) : Section 22(g)—Loans to executive officers. 
May 25, 1938 (52 Stat. 442) : Section 12(b)—Federal Deposit Insurance 

Corporation. 
June 16, 1938 (52 Stat. 767) ; Section 12(b)—Federal Deposit Insurance 

Corporation. 
June 20,1939 (53 Stat. 842) : 

Section 22—Loans to executive officers. 
Section 12(b)—Federal Deposit Insurance Corporation. 

June 30, 1939 (53 Stat. 991) : Section 16—Application for notes by Federal 
Reserve banks. 

March 28,1941 (55 Stat. 55, 62) : Section 24—Real estate loans by national banks. 
April 7,1941 (55 Stat. 131) : 

Section 14—Foreign correspondents and agencies. 
Section 25 (b)—Jurisdiction of suits. 

June 30, 1941 (55 Stat. 395) : Section 16—Application for notes by Federal 
Reserve banks. 

March 27,1942 (56 Stat. 180) : Section 14—Open-market operations in obligations 
of United States, States, counties, etc. 

March 28,1942 (56 Stat. 189,190) : Section 7—Division of earnings (in effect). 
June 11, 1942 (56 Stat. 351, 356) : Section 15—Government deposits (amended 

in effect by statutes). 
July 7,1942 (56 Stat. 647) : 

Section 12(a)—Members and meetings of Federal Open Market Committee. 
Section 19—Change of reserve requirements; reserve balance. 

April 13,1943 (57 Stat. 65) : 
Section 12(b)—Federal Deposit Insurance Corporation. 
Section 19—Reserves against deposits of public moneys. 

May 25,1943 (57 Stat. 85) : Section 16—Application for notes by Federal Reserve 
banks. 

June 12,1945 (59 Stat. 237) : 
Section 11—Suspension of reserve requirements. 
Section 16—Provisions concerning issuance of notes. 
Section 18—Collateral for notes (in effect). 

August 14,1946 (60 Stat. 1079) : Section 24—Real estate loans by national banks. 
April 28,1947 (61 Stat. 56) : Section 14—Open market operations in obligations of 

United States, States, counties, etc. 
July 30,1947 (61 Stat. 520) : Section 10—Branch Federal Reserve bank buildings. 
August 5, 1947 (61 Stat. 773) : Section 12(b)—Federal Deposit Insurance Cor

poration. 
May 25,1948 (62 Stat. 265): Section 24—Industrial loans. 
June 25,1948 (62 Stat. 862) : 

Section 12(b)—Federal Deposit Insurance Corporation. 
Section 22—Repealed provisions concerning bank examiners. 

June 30,1948 (62 Stat. 1163) : Section 21—Examination of affiliates. 
August 16,1948 (62 Stat. 1291) : Section 19—Change of reserve requirements. 
October 15,1949 (63 Stat. 880) : 

Section 10—Salaries of Board members. 
Section 12 (b)—Federal Deposit Insurance Corporation (in effect). 

October 25,1949 (63 Stat. 906) : Section 24—Real estate loans by national banks. 
April 20,1950 (64 Stat. 80) : Section 24—Real estate loans by national banks. 
June 30, 1950 (64 Stat. 307) : Section 14—Open market operations in obligations 

of United States, States, counties, etc. 
August 17,1950 (64 Stat. 458) : 

Section 9—Continued membership in Federal Reserve System for national 
bank converted to a State bank. 

Section 12 (b)—Federal Deposit Insurance Corporation 
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September 21,1950 (64 Stat. 873) : Section 12(b)—FDIO established under sepa
rate act. 

September 1, 1951 (65 Stat. 303, 312) : Section 24—Real estate loans by national 
banks and industrial loans excepted from provisions. 

June 23, 1952 (66 Stat. 154) : Section 14—Open market operations in obligations 
of United States, States, counties, etc. 

July 15, 1952 (66 Stat. 633) : Section 9—Capital required for membership of 
State banks. 

May 29, 1953 (67 Stat. 41) : Section 10—Provisions concerning Board of Gov
ernors. 

August 15,1953 (67 Stat. 613) : Section 24—Loans on forest tracts. 
June 29, 1954 (68 Stat. 329) : Section 14—Open market operations in obligations 

of United States, States, counties, etc. 
June 30,1954 (68 Stat. 358) : 

Section 23(a)—Relations with affiliates. 
Section 24(a)—Investments in bank premises. 

July 19,1954 (68 Stat. 495). Section 16—Reserves against deposits and notes. 
July 22,1954 (68 Stat. 525) : Section 24—Industrial loans. 
August 17,1954 (68 Stat. 736) : Section 24—Real estate loans by national banks. 
Septembers, 1954 (68 Stat. 1236) : 

Section 9—State banks compliance with provisions of law. 
Section 22—Liability for damages resulting from violations concerning ex

aminations. 
August 11,1955 (69 Stat. 633, 634) : Section 24—Loans for building construction. 
April 30,1956 (70 Stat. 124) : Section 21—Bank examinations. 
June 25, 1956 (70 Stat. 339) : Section 14—Open market operations in obligations 

of United States, States, counties, etc. 
July 31, 1956 (70 Stat. 736) : Section 10—Salary of Chairman of Board. 
June 30, 1958 (72 Stat. 261) : Section 14—Open market operations in obligations 

of United States, States, counties, etc. 
July 7, 1958 (72 Stat. 350) : Section 2—Establishment of reserve cities and 

districts 
July 18,1958 (72 Stat. 396) : Section 24—Industrial loans. 
August 21, 1958 (72 Stat. 697) : Section 13—Loans and discounts for industrial 

purposes. 
March 18, 1959 (73 Stat. 12) : Section 2—Establishment of reserve cities and 

districts. 
June 25,1959 (73 Stat. 142) : 

Section 1—Definition of terms. 
Section 19—Banks in dependencies and insular possessions as member banks. 

July 28,1959 (73 Stat. 263) : 
Section 2—Reserve and central reserve cities. 
Section 11—Reclassification of reserve and central reserve cities. 
Section 19—Provisions concerning bank reserves. 

.September 8,1959 (73 Stat. 457, 466) : 
Section 9—Provisions which apply to State bank members. 
Section 23—Repealed section on "Liability of shareholders of national 

banks." 
Section 23(a)—Relations with affiliates. 

.September 9, 1959 (73 Stat. 489) : 
Section 11—Loans on stock or bond collateral. 
Section 24—Loans for building construction; ordinary commercial loans. 

July 1, 1960 (74 Stat. 295) : Section 14—Open market operations in obligations 
of United States, States, counties, etc. 

June 30,1961 (75 Stat. 147,188191) : 
Section 16—Reducing liability for outstanding notes; substitution of col-

lateraL 
Section 24—Industrial loans. 

October 4, 1961 (75 Stat. 773) : 
Section 13—Powers of Federal Reserve banks. 
Section 14—Open market operations in obligations of United States, States, 

counties, etc. 
.June 28, 1962 (76 Stat. 112) : Section 14—Open market operations in obligations 

of United States, States, and counties, etc. 
August 15,1962 (76 Stat. 388) : Section 25—Foreign branches. 
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August 31,1962 (76 Stat. 418) : 
Section 3—Branches of Reserve banks. 
Section 10—Board of Governors. 

September 28, 1962 (76 Stat. 662, 663) : Section 24—Real estate loans by na
tional banks. 

September 28, 1962 (76 Stat. 670) : Section 11—Trust powers of national banks. 
October 15,1962 (76 Stat. 953) : Section 19—Bank reserves. 
June 4,1963 (77 Stat. 54) : Section 16—Note issues. 

Mr. WIDNALL. All right. One further question. 
On page 4 of your initial testimony, you said: 
By virtue of the increased membership and shorter term of office, passage 

of the bill also would make it more difficult to secure the services of top quality-
members on the Board of Governors. 

Would you amplify that statement by saying why you believe it 
would be more difficult ? 

Mr. KELLY. Well, I think that the problem now is a substantial one 
in the sense that the obtaining of qualified members for the Federal 
Reserve System is made difficult because of the problem of competing 
with private industry in terms of salaries, tenure, and the other emolu
ments of office, so to speak. 

Now, the shorter the term of service for the Federal Reserve Board 
members, the less likely it will be that an interested and qualified and 
sufficiently dedicated public servant can be attracted; the less interest 
he would have in leaving a private occupation in order to take Gov
ernment service. 

The length of the service of Federal Eeserve Board membership 
does provide some compensating advantage, in the sense that the term 
is set, and it is set for a sufficiently long period of time that a qualified 
man would find some interest in taking over those responsibilities— 
because it would be guaranteed to him that he would have a sufficient 
length of time in which he could make a valuable and important 
contribution. 

Unless a person were imbued with motives of that kind, I think 
it would be difficult to get the right kind of people on the Board, if 
for no other reason than because the salary levels are not competitive 
with private industry and with other occupations, including those 
in the academic field. 

Mr. WALKER. Could I add there, for these gentlemen's informa
tion, that the American Bankers Association strongly supports the 
pay increases in the Federal Pay Act which would apply to the 
executive branch of Government and, in the earlier bill, to the Members 
of Congress. We think this is a critical problem, not only for the 
Board of Governors, but for the Cabinet, sub-Cabinet, and other levels 
of Government. 

Mr. WIDNALL. I certainly appreciate that, without asking for it. 
That is all at this time. Thank you. 

The CHAIRMAN. Mr. Minish? 
Mr. M I N I S H . Thank you, Mr. Chairman. 
Mr. Kelly, you are the president of the Pennsylvania Banking & 

Trust Co., in Philadelphia ? 
Mr. KELLY. Yes, sir. 
Mr. M I N I S H . Turning to page 6, paragraph 7, you say, "We do not 

believe the commercial banks make excessive profits on the handling 
of Government funds." 
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Do they make any profits ? 
Mr. KELLY. Well, as I pointed out, the last Treasury survey, back 

in 1958, indicated at that time that the costs of providing the numerous 
services for the Treasury and other Government agencies did exceed 
what would be considered to be a reasonable return on the average 
balance of Treasury deposits. 

Another survey, as you may know, is now being conducted by the 
Treasury. The information, I suppose, is just about now reaching 
the Treasury Department, but no compilation has been made. 

Of course, there is one aspect of this matter which cannot actually 
be brought out in a survey, Mr. Minish, and that is that during a nor
mal financing period, in the issuance of Government bonds for easily 
particularly for bills and certificates, the banks bid for those securities 
on the basis of the retention of a deposit in a Treasury tax and loan ac
count for a given number of days. 

Now, obviously, while that deposit may remain in the bank 12, 18^ 
or 20 days, the value of that deposit is reflected in the price which is 
offered to the Treasury for those securities, so that the Government 
actually is being compensated for that part of the deposit in the form< 
of lower net interest costs. And that usually is not taken into con
sideration in any of these surveys. 

Mr. M I N I S H . Your bank on October 15, 1963, had $19 million in 
Government deposits. 

Mr. KELLY. Well, we had exactly $4,600,000 2 days ago. That shows 
the fluctuation in this Treasury tax and loan account. 

Mr. M I N I S H . We don't have that information available; October 15,, 
1963, you had $19 million. 

Mr. KELLY. That is right. 
Mr. M I N I S H . The bank undoubtedly earns profit on this money; 

does it not? 
Mr. KELLY. Well, the profit that can be earned on that money, of 

course, would depend on the ability to invest it. My point is that when 
there is wide fluctuation in the amount of a balance available to you,, 
you cannot take that money and lend it out over an extended period 
of time, where you would get a proportionately higher rate of interest. 

Mr. M I N I S H . Would you say that the Government maintains roughly 
a $4 million balance in your bank ? 

Mr. KELLY. NO. I think the balance—the average balance is much 
higher than that. I t depends, as I say, on the amount and volume of 
cash offerings. That would increase the balance substantially. The 
average balance of Treasury deposits in my bank over the past 3 
months has probably been closer to $15 million than it has been to $5 
million. I use the $5 million figure to indicate to you that despite the 
average balance, you are really taking an average of two extremes. 
From a practical standpoint, an average of 1 and 20 doesn't provide a 
very useful answer as a mean. 

Mr. M I N I S H . Has your bank made any detailed study of whether 
it is profitable to handle these funds ? 

Mr. KELLY. We are in the process of making that study now in 
conformity with a request from the U.S. Treasury. 

Mr. M I N I S H . I f your analysis showed that you were losing money 
by handling the funds, what would you do ? 
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Mr. KELLY. Our analysis in 1958 indicated we were losing money. 
I am quite sure that our analysis of the Treasury balances during the 
year 1963 will indicate that we show a profit. How much that profit 
should be, as I say, is indeterminable, because of the difficulty of 
measuring the value to the Treasury of the deposits in the Treasury 
tax and loan account arising from the Treasury cash offers, and other 
services we perform for the benefit of the Government without 
compensation. 

Mr. M I N I S H . Can this committee have a copy of that report, the 
analysis? 

Mr. KELLY. Of our bank's report? I would have to check that, 
if I may. The information is being made available on a confidential 
basis to the Treasury Department. If they have no objection, I cer
tainly would not have any. I will look into that. 

Mr. M I N I S H . The Treasury is supposed to make that information 
available to this committee. 

Mr. KELLY. I think there will be a composite report made to this 
•committee. 

The CHAIRMAN. We will direct a letter to the Secretary of the 
Treasury, and if he doesn't want to give it up, then we will determine 
whether or not it is of sufficient value. Would that be satisfactory? 

Mr. MINISH. Very good. That is all. Thank you, Mr. Kelly. 
Mr. KELLY. Thank you, sir. 
The CHAIRMAN. Mr. Brock? 
Mr. BROCK. Thank you, Mr. Chairman. 
As I understood, on this particular point, the Secretary was going 

to make that available. I thought he said he was the last time he was 
here. 

The CHAIRMAN. The Secretary of the Treasury ? 
Mr. BROCK. I thought so. Perhaps I am wrong. 
I was interested in your remarks on the GAO, Mr. Kelly. I have 

been thinking about the great benefits the GAO can give to some par
ticular group—if they have been auditing the State Department 
ull of these years, I have not seen the results of the massive benefits. 

We have been talking about one of the bills to put the Secretary of 
the Treasury on the Board of Governors as Chairman. Is it not your 
feeling that this involves a basic conflict of interest in that the Secre
tary of the Treasury is involved in financing the debt, and if at the 
same time he is on the Board of Governors he has the responsibility 
for the money supply? Aren't the two basically incompatible? 

Mr. KELLY. I think that, indeed. This is purely a personal reac
tion. I would guess that the Secretary of the Treasury might not 
desire such an appointment. I t would embarrass him, and I think 
it would make the problems of debt management that much more com
plicated. 

Mr. BROOK. Isn' t that one of the reasons back in the 1930's we 
changed it and took him off the Board ? 

Mr. KELLY. That certainly is my observation. 
Mr. BROCK. When we talk about banker domination of the Board, 

so much is being made over this quasi-private thing. The Board or 
Governors is appointed by the President of the United States. There 
is no question but what that is a public body. 
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• Mr. KELLT. That is right. 
Mr. BROCK. And that is influenced in no degree by the privater 

banks. 
Mr. KELLY. That is correct. 
Mr. BROCK. The Open Market Committee is composed of 12 people, 

7 of whom are on the Board of Governors, and the other 5 are voting 
members. 

And those five members from the Keserve banks take an oath—in 
that case they are public members, are they not ? 

Mr. KELLY. That is correct. 
Mr. BROCK. The Presidents of the banks—it is said they might be 

banker dominated. I t is not true that the Presidents of the Federal 
Reserve banks are approved by the public body, the Board of Gov
ernors—each one has to be approved by the Board of Governors before 
they can become a President ? 

Mr. KELLY. Yes, sir. They are elected by their respective boards 
of directors, but the election must be approved by the Federal Reserve 
Board before the president can take office. 

Mr. BROCK. SO in that sense of the word, they also will be public 
officials. 

Mr. KELLY. That is correct. 
Mr. BROCK. One further question. 
When you talk about limiting the yield on Government securities,, 

is it your feeling—I gathered that it was from your testimony—that 
this would tend in period of inflation to create a critical situation, in 
that when you have to limit the yield on Government securities, the 
only way you can do it is by having the Open Market Committee en
gage in purchase of these securities—is that true, Mr. Walker ? 

Mr. WALKER. Yes, sir. If the market price of the securities tended 
to drop below a point where the yield would rise above 4*4 percent,, 
the Open Market Committee wouid be obligated to go into the market 
and buy American securities at a price to yield 4% percent. 

And, as you know, for each dollar of purchase that they would 
make, it would not only add a dollar to the money supply, but provide 
the basis for a multiple expansion several times that amount. 

This was what was happening in the late 1940's and early 1950's 
which led one official to refer to this arrangement as an "engine of 
inflation." 

Mr. BROCK. Isn't it true that subsequent to World War I I , when 
we had—during World War I I we had a. ceiling on Government yields 
of 2y2 percent, as I recall—a false ceiling but it was maintained 
through this policy. But to combat it, on the, other side of the equa
tion, we had a ceiling on prices and wage controls. And we took off 
the wage controls, and the price controls, and in the period from 1945 
to 1951, as I recall, the price increase, the inflation that we had in 
this country, amounted to about 67 percent, according to the wholesale 
price index. After the arbitrary ceiling was removed, giving the 
Fed further ability to combat inflation, this same index rose only 3.7 
percent in 12 years from 1951 to 1963. I s that about right ? 

Mr. WALKER. I believe it is approximately correct on the inflation 
that occurred after the war, and that was to a considerable extent a 
result of the fact that we financed—if I recall correctly—60 percent of 
the cost of the war through means other than taxation. The pegging 
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technique was used to hold down rates, and direct controls were used 
to hold down prices and wages. 

Mr. BROCK. Let me ask you this : If our public debt is $300 billion, 
as it is, and it costs us 3 or 4 percent per year to pay the interest on 
that debt—in other words, let's say 4%—what is the greater cost over 
a period of 6 years—a 4-percent interest rate on the present $300 bil
lion, for a 70-percent inflation. What costs the American people more 
in terms of real purchasing power ? 

Mr. WALKER. Well, there is no doubt in terms of the people that 
tend to live on fixed incomes, and the older people, the pensioners, and 
people of that type, there is a tremendous cost as a result of inflation. 
I t is like cutting their income. 

But, today, and for the past several years, we have a new factor 
looming on the horizon; namely, the fact that the economic recovery 
in the industrial nations of Western Europe and in Japan, which 
we helped foster through our various programs, has been so successful 
that, combined with our earlier inflation here, we have had a severe 
balance-of-payments problem. As a consequence, we cannot now af
ford further cost-and-price increases in the United States without 
threatening the stability of the dollar itself, which, as you know, sup
plements gold in our monetary system internationally. 

And if the dollar were to falter, the whole system could falter. 
Mr. BROCK. Even if we, as some have suggesed, went off the gold 

standard, where we didn't have to worry so much about that over the 
short range—I am not one of those that adhere to the theory—but sup
pose it were the case, we would suffer even more so from the competi
tion from foreign industry, because our prices would be out of line. 
We would have American people out of work simply because we could 
not compete economically. Isn't that true ? 

Mr. WALKER. Either we would have to face the realities of the world 
marketplace in which we compete, or we would have to withdraw to* 
a type of economic isolationism, through high tariff walls, quotas, and 
things of that type. This of course, has been tried before. 

Mr. BROCK. Which, again, raises the price to the American con
sumer. 

Mr. WALKER. Exactly. 
Mr. BROCK. All right. 
Now, it has been suggested that perhaps we could cure this problem 

of increasing the money supply, or having inflationary increases in 
the monetary supply, by adjusting our reserve requirements of the 
banks, the member banks in the Federal Eeserve System. In other 
words, as we had to buy $10 billion of Government securities through 
the Open Market Committee, we would raise the reserve requirement 
3,4, or 5 percent. 

What is the ultimate end of a situation like that ? 
Mr. WALKER. Well, in my judgment, it is trying to have your cake 

and eat it, too. 
If, on the one hand you are going to try to ease the market by putting 

in new amounts of credit, and, on the other hand, you are going to try 
to sterilize that new amount of credit 

Mr. BROCK. Excuse me. We are not trying to ease the market but 
by law we are required to have a maximum of 4% percent maximum 
yield on Government securities, if the market is going to pay more, 
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we have to buy these, in order to hold the price. So we are, in effect, 
creating new money. 

Mr. WALKER. Yes. 
The CHAIRMAN. Would the gentleman yield there? 
I hope you don't overlook the fact that interest rates themselves 

are inflationary, too. 
So this is buying of bonds, the $10 billion that you mentioned a 

moment ago, Mr. Brock. The idea in raising reserve requirements 
would be not to ease money, but to prevent inflation. 

The way I see it, it is just like putting on a brake in an automobile to 
slow down the speed 01 a car. Whenever you raise reserve require
ments, it is a perfect weapon to prevent inflation. 

Mr. WALKER. But this is what I was trying to respond to. I t is 
like pushing your foot on the accelerator and pushing the brake at the 
same time, and you are going to have an awfully creaky economic 
system if you try that. 

Mr. BROCK. Under the chairman's situation, if we did purchase an 
additional $10 billion worth of Government securities to hold this 
price, what would happen to the money supply ? Isn't it possible that 
it would expand as much as $80 or $90 or $100 billion ? 

Mr. WALKER. Probably not that much. 
The CHAIRMAN. They are high-powered dollars. 
Mr. WALKER. They are not that high powered. 
Mr. BROCK. They are pretty high powered. 
The CHAIRMAN. That is the reason you need the reserve require

ments raised. 
Mr. WALKER. Yes. But your study by Professor Meltzer indicated 

the multiplier was only 2 to 3. Much less than the 5 or 6 theoretically 
possible. 

Mr. BROCK. Well, let's say it is only 2 or 3. I f the market kept press
ing this lid and you kept purchasing $10 billion, $20 billion worth of 
securities all the time, you are adding billions and billions of dollars 
to the money supply, which adds to the inflationary pressure. Now, if 
you increase the reserves to compensate, what is the end result of the 
policy of doing both at the same time—both in buying bonds and 
increasing reserve requirements ? 

Mr. "WALKER. We don't have to theorize on this. This happened 
in this country in 1947-48, when we were supporting the prices of 
Government bonds at 2y2 percent, and at the same time raising bank 
reserve requirements to try to offset some of the impact of this thing. 

Unless you become very severe in your increase in reserve require
ments, with all of the repercussions this has on different sizes and 
types of banks, you are still going to have leakage. You are still 
going to have, in my judgment, strong inflationary pressures. 

Mr. BROCK. Let's say we were able to control the inflationary pres
sure. Wouldn't it sooner or later arrive at a situation where all of 
the earnings assets of banks were tied up in nonearning reserves ? 

Mr. WALKER. The tendency would certainly be in that direction. 
Such a policy would reduce the total proportion of earning assets in 
commercial banks, and make it particularly difficult for banks which 
have low earning ratios. 

Mr. KELLY. And I do not see how the banks could do a proper 
lending job if their funds were tied up in the form of required 
reserves. 
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So you have several factors pushing against each other. I t may 
make an interesting tug of war, but I don't think it solves anything. 

Mr. BROCK. Thank you very much. 
(The prepared statement of Mr. Kelly follows:) 

STATEMENT OF WILLIAM F . KELLY, PRESIDENT, THE AMERICAN BANK
ERS ASSOCIATION, ON PROPOSALS To MAKE REVISIONS I N THE FEDERAL 
RESERVE SYSTEM 

The American Bankers Association is pleased to have this oppor
tunity to comment on proposed legislation which would alter the struc
ture of the Federal Reserve System. In considering these bills, we 
are impressed with the marked extent to which their provisions depart 
from the long-held congressional view that the Federal Reserve Sys
tem should be endowed with a relatively high degree of independence 
within Government. 

Much has been written about the so-called independence of the 
Federal Reserve System. In its general sense, the term is used to 
denote the insulation of the monetary decisionmaking process from 
narrow public or private pressures that would interfere with the ap
plication of monetary policy consistent with long-range economic 
goals—including sustained economic growth, raesonable stability in 
the aggregate level of prices, and maximum employment. In its strict 
sense the term is used to describe the position of the Federal Reserve 
System—and more specifically the Board of Governors of the Federal 
Reserve System—within Government. Thus, the Board of Governors 
often is said to be independent within Government, although it is not 
independent of Government. 

Insofar as its relationships with the executive branch of Govern
ment are concerned, the Federal Reserve is independent in the sense 
that its policies and operations are not subject to direct management 
or determination by the President. This does not mean, of course, 
that the President may not take steps to discharge his duties to deter
mine that laws are faithfully executed. Rather, it means that in the 
performance of duties involving the exercise of discretion, the Board 
of Governors is responsible for carrying out its functions in accord
ance with its independent judgment. 

The debate leading up to the passage of the Federal Reserve Act, 
the language and provisions of the act, and subsequent legislative re
ports concerning the Federal Reserve System leave no doubt that the 
original intent of Congress was to assure the Board members a high 
degree of independence from the executive branch. The authority of 
Congress to create such an agency and to require it to act independently 
of executive control also is well established. As has been pointed out 
in earlier hearings, the Supreme Court noted in 1838 that— 
it would be an alarming doctrine that Congress cannot impose upon any execu
tive officer any duty they may think proper, which is not repugnant to any right 
secured and protected by the Constitution; and in such cases the duty and 
responsibility grow out of and are subject to the control of the law, and not to 
the direction of the President.1 

This principle has long been recognized by the courts, and its ap
plicability is by no means confined to the Board of Governors of the 

i Kendall v. United States (12 Peters 610). 
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Federal Reserve System. In commenting on the relationship between 
the Federal Trade Commission and the executive branch, for exam
ple, the Supreme Court has noted tha t : 

Such a body [i.e., the Federal Trade Commission] cannot in any proper sense 
be characterized as an arm or an eye of the executive. Its duties are performed 
without executive leave and, in contemplation of the statute, must be free from 
executive control.2 

I n commenting on this case, the Board of Governors has delivered 
the following interpretation : 

The Board of Governors, of course, operates in a different field from that of 
the Trade Commission and with respect to different subject matters. As pre
viously indicated, however, in performing many of its important functions, the 
Board exercises rulemaking powers as the agent of the legislative authority, and 
in certain other respects the Board performs quasi-judicial functions. The 
Federal Reserve Act and its legislative history show the intent of Congress 
that the Board shall exercise its own judgment and discretion in performing 
its duties. Consequently, if occasion should ever arise for judicial determination 
of the status of the Board, it would appear that, if the principle of the Hum-
phrey's case is followed, the courts would hold that the Board is authorized to 
carry out its important reserve banking functions in accordance with its own 
independent judgment, "free from executive control." 8 

Historical review.—Public awareness of the problem of defining 
the relationship between a central banking institution and its Gov
ernment was at its peak in this country during the debate preceding 
the establishment of the Federal Reserve System. The problem was 
an acute one, and to its solution the Congress brought, as background, 
the findings of the most exhaustive study ever undertaken of foreign 
central banking structures, policies, operations, and techniques. The 
ultimate decision in favor of an independent central banking orga
nization reflected in large measure the desire to erect safeguards against 
the entry of partisan political considerations into determination of 
central banking policy. The emphasis placed on this point is indicated 
by the following passage from the report of the House Banking and 
Currency Committee: 

I t cannot be too emphatically stated that the committee regards the Federal 
Reserve Board as a distinctly nonpartisan organization whose functions are to 
he wholly divorced from politics.* 

The strength of congressional feeling on this subject was reflected 
in the floor discussion leading up to the passage of the Federal Eeserve 
Act. The terms of office and manner of appointment of Federal Ee
serve Board members frequently were discussed, for example, in 
terms of the possibilities that a President might exercise influences 
over the Board's decisions. I t was pointed out in congressional debate 
that— 

There is no Board until the President appoints one, and the act of appoint
ment and the manner of appointment are not similar nor coextensive with the 
acts of the Board after they are appointed. The President does not control the 
action of the Federal Reserve Board. * * * 5 

Similarly, the provision for staggered terms for Board members was 
described on the House floor as taking the Federal Reserve out of poli-

2 Humphrey's Executory. United States (295 U.S. 602, 628 (1935)). 3 Joint Committee on the Economic Report, 82d Cong., 2d sess., "Monetary Policy and 
the Management of the Public Debt," pt. I, p. 247. 4 H. Rept. 69, 63d Cong., p 43. 6 Congressional Record, vol. 50, p. 4789. 
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tics.6 The provision which relieved the Board from the necessity of 
relying on congressional appropriations also was designed to render 
the organization independent of the executive branch and aloof from 
partisan political pressures which might emanate from the Congress 
itself,7 and the chairman of the House Banking and Currency Com
mittee indicated that the Board should report directly to the Congress 
(rather than to the executive branch) for "obvious reasons." 8 

The incorporation into the Federal Reserve Act of provisions which 
admittedly were designed to isolate the Federal Reserve System from 
political influences left little doubt as to the Congress appraisal of 
the issues involved. 

Congressional determination to insulate the central banking or
ganization against political pressures was endorsed strongly by Wood-
row Wilson, who placed the full weight of the President's office be
hind measures aimed at accomplishing this end. Moreover, in his 
subsequent relations both with the Congress and with the Federal 
Reserve System itself, Wilson showed iron determination in refusing 
to intervene in the affairs of the central bank.9 Senator Carter Glass, 
one of the principal architects of the Federal Reserve System during 
his service in the House of Representatives, wrote as follows in 1923: 

I commend, without qualification of any description, Mr. Wilson's wise deter
mination to refrain from Executive interference with Federal Reserve adminis
tration and his refusal to permit politics to become a factor in any decision 
taken. Unless the example thus set by President Wilson shall be religiously 
adhered to, the system, which so far has proved a benediction to the Nation, 
will be transformed into an utter curse. The political pack, regardless of 
party, whether barking in Congress or burrowing from high official station, 
should be sedulously excluded.10 

Senator Glass' strongly worded warning against Executive inter
ference with Federal Reserve administration has as much relevance 
today as when it was written. Nor has the Congress lacked diligence 
in assuring that the independence of the Federal Reserve be protected 
against erosion. Having already provided for the staggered expira
tion of terms of Board members, required Senate confirmation of 
Presidential appointments to the Board, and limited the power of the 
President to remove Board members, Congress lengthened the term 
of office of Board members from 10 years to 12 years in 1933 and to 
14 years in 1936. In the latter year Congress also removed the Secre
tary of the Treasury and the Comptroller of the Currency as ex officio 
Board members.11 Consequently, legislative developments since the 
passage of the Federal Reserve Act in 1913 have tended to strengthen— 
not weaken—the Board's independence within Government. 

•Congressional Record, vol. 51, p. 1459. 7 H. Parker Willis, "The Federal Reserve System," the Ronald Press Co., New York, 
1923, p. 558. 

s H. Rept. 69, 63d Cong., p. 44. 9 Perhaps because of the exigencies of wartime financing, however, Secretary of the 
Treasury McAdoo tended to dominate the Board's activities. This tendency remained 
noticeable under subsequent Secretaries of the Treasury, and in 1935 the Secretary of the 
Treasury was removed from ex officio membership on the Board. 10 Willis, op. cit., p. IX. 11 It had been widely alleged that the Secretary of the Treasury exercised excessive 
domination over Federal Reserve credit policy, and at least one member of the Federal 
Reserve Board made this representation to Congress. (Hearings before House Banking 
and Currency Committee on H.R. 5357, 74th Cong., 1st sess., 1935, p. 191.) .Moreover, 
Carter Glass, who had served as Secretary of the Treasury, indicated that both he and his 
predecessor, Mr. McAdoo, directed the activities of the Board in the interests of the 
Treasury. (Congressional Record, vol. 79, p. 11776.) 
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Much has happened, of course, since arguments over the advan
tages and disadvantages of independent administration of monetary 
policy were resolved in favor of a strictly nonpolitical, nonpartisan 
Federal Reserve Board independent of the executive branch. The cen
tral bank has become a more powerful force in the Nation's economic 
affairs, and new concepts of governmental responsibility for economic 
stabilization have come to be accepted. These developments do not 
necessarily imply, however, that an independent Federal Reserve Sys
tem is an outmoded arrangement which stands in need of radical 
change. Except for the question of coordination of monetary policy 
with other aspects of Government economic policy, in fact, the basic 
arguments have changed little over the past 50 years. 

The basis for independence.—The desire of Congress originally to 
provide for, and subsequently to strengthen, the independent adminis
tration of monetary policy has reflected recognition of potential dan
gers in Presidential responsibility for national credit policies. These 
dangers arise from conflicts between political and economic considera
tions, and such conflicts are as evident today as they were a half century 
ago. There is widespread agreement among economists that policies 
of credit restraint are required from time to time, yet it is observable 
that such policies are seldom, if ever, "popular." If one can judge 
from experience in the United States, it seems fair to say that such 
restraint (particularly if prolonged) may provoke considerable public 
criticism of the monetary authorities. Money must be managed, and 
the monetary history of this country demonstrates conclusively that 
sound monetary management and "popular" monetary management 
are not always compatible. Under these circumstances, the question 
which immediately arises is whether any one elected official can be 
expected consistently to incur public disfavor in the interest of a sound 
monetary system. 

There is little doubt that political considerations can provide a 
strong temptation for compromising with sound monetary policy. 
And it is doubtful whether any Chief Executive should be expected 
to avoid tempering monetary policy judgments with political con
siderations. Indeed, the assumption that future administrations in 
this country will demonstrate a uniformly high degree of political 
courage—thereby protecting our monetary system from the possibil
ities of politically inspired credit policies—is scarcely consistent with 
the philosophy underlying the system of checks and balances which 
undergirds our form of Government. There are numerous Govern
ment programs which, to some degree or another, are capable of being 
used to serve narrow political ends. Taxation, social welfare spending, 
housing programs, agricultural programs, and a myriad of other 
components of domestic economic policy may be cited as examples. 
I n all these areas, however, congressional as well as Presidential action 
is required. Elimination of the independence of the Federal Reserve 
from the executive branch of the Government would make monetary 
policy far more vulnerable to political use than most other elements of 
Government economic policy, however, precisely because of the absence 
of direct congressisonal restraints. 
^ The relevance of foreign experience.—Some observers point to for

eign experience with the administration of monetary policy by po
litically elected officials as current evidence that Executive control over 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1909 

monetary policy need not spell serious political abuse. This view not 
only ignores past experiences with monetary excesses, but also fails 
to take account of important differences between public opinion in 
the United States and many other industrialized nations—differences 
which stem largely from differences in central banking experience. 
Whatever differences may separate shades of public opinion in these 
countries, and however diverse economic philosophies may be, con
flicting judgments with respect to monetary policy are not often of 
major importance. To the extent that they are noticeable, they fre
quently represent differences of degree and not fundamental differ
ences in concepts. 

It is significant that general agreement on the role of monetary 
policy is most noticeable in countries which not only have eliminated 
the formal independence of the central banks but also, in many cases, 
have experienced the political control of monetary policy. General 
dissatisfaction with the results of such control has led to a reversal 
of the trend which, in the 1930's and in the immediate postwar period, 
led to the subordination of the central bank's viewpoint to the views 
of politically elected officials. In summarizing the conclusions drawn 
from postwar European experience, for example, the late Per Jacobs-
son remarked as follows in 1952: 

The second conclusion to which we have come is that if we really need some
body to fight for the attainment of internal balance in our respective economies, 
the task cannot as a rule be trusted to politicians, who have all their clients 
to take care of. The situation calls for some institution strong enough to do the 
fighting, and on the Continent of Europe the institutions with this qualification 
have mostly been the central banks. [Emphasis in original.] It is almost pos
sible to say that, in the majority of the countries where useful measures for a 
restoration of internal balance have been taken, this has been done thanks 
to the influence of their central banks. Thus on'the Continent there is again 
a growing feeling that influential and authoritative central banks are a neces
sity ; I am glad to say that among the general public this is coming to be realized, 
so that in more and more countries it is beginning to be hard for the govern
ments to go against the views of the central banks on monetary matters.12 

In elaborating further on the tendency for European political dif
ferences on monetary policy to want, Mr. Jacobsson commented: 

We are witnessing the reappearance of a kind of consensus of opinion which is 
not restricted to any party but has adherents among representatives of various 
parties. We shall perhaps find, before long, a development along similar lines 
in the Anglo-Saxon countries also.13 [Emphasis in original.] 

^ Under the circumstances which Mr. Jacobsson describes, where pub
lic and political thought concerning the role of monetary policy is less 
sharply divided, where both the public and political parties are alert 
to dangers in political use of the instruments of credit control, and 
where the lessons of the consequences of departure from recognized 
principles of monetary management already have been learned, the 
susceptibility of monetary policy to narrow political influence is small. 
Indeed, where attempts to use monetary policy to promote political 
ends would be both widely understood and widely disapproved, the 
question of the central bank's formal status is laregly academic, 

If we are to accept foreign experience as having relevance for our 
own central banking arrangement, in fact, one might be justified in 
concluding that the United States, like many another industrialized 
society, may have to suffer a clearly identifiable consequence of po-

12 Per Jacobsson, "Some Monetary Problems," London, Oxford University Press, 1958, 
p. 269. 

13 Ibid., p. 278. 
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litioal abuse of monetary policy before it concludes that the inde
pendent implementation of credit policy—independent in substance 
if not in form—holds the key to a stable credit environment. 

Nonpolitical conflicts within Government.—Previous paragraphs 
have stressed the hazards of exposing monetary policy to narrow po
litical pressures. I t ought to be mentioned, however, that factors out
side of the political realm also tend to undermine the soundness of 
monetary policy when the instruments of credit control are subjected 
to Executive influence and control. Because of close relationships 
between the area of responsibility of monetary authorities and that 
of the Treasury Department, arrangements which provide for Execu
tive influence and guidance of monetary policy would tend to give rise 
to circumstances under which the role of the Secretary of the Treas
ury in monetary-management decisions would be of considerable im
portance. Moreover, by virtue of his Cabinet position and closer 
working relationships with the President, the Secretary of the Treas
ury could be expected to be in a strategic position to influence the 
President's views on monetary matters—perhaps to such an extent 
as to eclipse the influence of Federal Eeserve authorities themselves. 

Just as Executive responsibility for credit control may involve a 
conflict between economic and political considerations, undue Treasury 
influence in monetary policy determination may give rise to conflicts 
between broad economic considerations and the more narrow consider
ations involved in financing Government, of which the management of 
the public debt is often a troublesome aspect. One of the considera
tions involved in public debt management is the cost of financing, and 
there can be no doubt that economizing on interest cost is—and ought 
to be—an important, but not exclusive, objective of debt management. 

There is no question but that the temptations to use monetary policy 
to reduce the size of the interest burden are very real. Closely related 
is the fact that monetary policy can be used to facilitate the place
ment of debt either with the central bank or with other investors as 
a result of central banking action. This being true, when periods 
of strain in capital and credit markets pose real problems for debt 
management, the urgency of debt-management problems is capable 
of generating strong pressures for "temporary" reliance upon mone
tary action as a means of avoiding difficult decisions. Monetary 
policy thus can serve as a substitute for discipline in the management 
of Government finances, and it can be used as an instrument for 
shielding the Government (in its debt-management affairs) from the 
economic consequences of inappropriate deficit spending. These 
characteristics render it extremely vulnerable, when placed under the 
influence of debt-management officials, to uses which are associated 
more directly with temporary expediency than with the long-range 
economic objectives of the Nation. 

The risks which stem from excessive Treasury influence over mone
tary policy are widely recognized. In discussing this issue, the Com
mission on Money and Credit, which issued an extensive report on the 
financial system in 1961, reported as follows: 

As the largest single borrower in the capital market the Treasury has too 
strong and direct an immediate interest in minimizing the cost of public borrow
ing to allow it a deciding voice In all policy disputes over debt management 
and monetary policy.14 

14 "Report of the Commission OP Money and Credit," p. 108. 
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Federal Reserve independence and democracy,—The argument is 
sometimes advanced that an independent central banking organization 
is inconsistent with principles of democratic government, although the 
basis for this view is not often spelled out. 

According to article I , section 8, of the Constitution, which vests 
in Congress the power "to coin money" and "to regulate the value 
thereof," monetary management in the United States clearly is a 
congressional responsibility. Congress may exercise its power in 
this field in any manner which it sees fit, or it may delegate the power 
to the executive branch. I t cannot, however, relieve itself of the 
ultimate responsibility with which the Constitution charges it. What
ever arrangements are made pertaining to the central banking organi
zation—whether it be wholly independent of the executive branch or 
integrated completely with that branch—Congress is responsible for 
that arrangement, and it is responsible for the results that stem there
from. I t is to be stressed, therefore, that the responsibility of Congress 
for monetary management is complete, unequivocal, and irrevocable 
within the framework of our Constitution. Power may be delegated, 
but final responsibility which is fixed by the Constitution cannot be 
shifted. 

In those areas for which it has responsibility fixed by the Consti
tution, Congress translates the will of the people, according to its 
own best judgments, into public policy. The task is never easy. Not 
only is majority preference difficult to determine in individual in
stances, it also involves conflicting elements which must be resolved 
by public officials. 

In the field of monetary policy, difficulties of interpreting the public 
will are noticeable, and elements of conflict are present. I t is obvious, 
for example, that the public requires at all times the sound func
tioning of its monetary system. I t is equally obvious, however, that 
monetary policies necessary to accomplish this end many not always 
be popular (or even understood) in the short run. There is no system 
of government which can reconcile the irreconcilables, and it would 
be difficult to define standards of "democracy" which could be used in 
arriving at the judgment that the public's continuing will for a sound 
monetary system, though largely unvoiced, should be subordinated 
to its preference for easier credit in an inflationary period. 

The accountability of a Federal agency to the Congress, rather 
than to the President, does not make it a less "democratic" institution. 
Nor is it required that the Congress participate directly in the de
cisions and administrative affairs of such an agency in order to demon
strate its ultimate responsibility for the agency's policies and opera
tions. The fact that it does not do so has encouraged the view that 
the Federal Reserve has de facto independence of Congress as well 
as of the executive^ branch. This idea—that the Federal Reserve Sys
tem has severed ties with the Government which created it, that it 
answers to no one and is governed by no authority save its own— 
should be dispelled. 

Under the laws which define its relationships with both President 
and the Congress, the Federal Reserve cannot subordinate its judg
ments to those of either the President or of individual Congressmen. 
I t is as independent as Congress has provided for—neither more nor 
less. The Congress is free to alter this arrangement, of course, and 
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presumably it would do so in the event of widespread public dissatis
faction. If, however, there is broad sentiment for keeping partisan 
politics out of monetary policy, and if, through democratic processes, 
the Nation elects to impose restraints both upon itself and upon its 
Government in order to insulate monetary policy from narrow politi
cal pressures, there is no conflict between this action and the concept 
of democracy which has been employed successfully in this country for 
almost 200 years. 

The need for coordination.—Proposals for structural reorganization 
of the Federal Reserve System occasionally are aimed at achieving 
greater Government-wide coordination in the use of instruments of 
national economic policy. 

In any discussion of the need for greater coordination, it is essential 
to bear in mind that monetary policy decisions are based on the full 
spectrum of forces affecting the economy's performance. Not the least 
important of these are economic influences stemming from the Federal 
Government's nonmonetary policies and operations. Taking into 
account all forces, both public and private, monetary policy is designed 
to provide the appropriate credit environment which will contribute to 
sustainable economic growth. Sometimes monetary policy will be 
restrictive while other Government policies may be expansive, and 
sometimes the reverse will be true. At still other times, both monetary 
policy and other instruments of national economic policy will be 
operating in the same direction. This does not mean, however, that 
monetary policy is out of step and requires greater coordination with 
other instruments of economic policy. I t simply means that monetary 
policies are based on economic considerations, whereas other Gov
ernment activities having economic significance cannot always be so 
determined. Economic circumstances, for example, may suggest the 
need for a reduction in Federal expenditures, whereas noneconomic 
considerations having quite the opposite effect (e.g., the need for 
greater defense spending) may make this impossible. The absence 
of harmony between monetary and other Government policies does not 
necessarily reflect a lack of coordination under these circumstances. 

The necessity for close coordination of monetary policy and debt 
management policy has long been recognized, and for reasons which 
are outlined succinctly in the report of the Commission on Money and 
Credit. 

There are compelling reasons why monetary policy and dent management 
must be formulated and executed in close relationship. Although these policies 
are in the charge of different authorities, there is great similarity in the impact 
which they have on the economy and in the processses by which the effects are 
reached. Monetary policy and debt management both influence the level and 
structure of interest rates, the avalability of loanable funds, and through liquidity 
and assent changes, the velocity of money. Both open market operations and 
debt management can influence directly the maturity structure of the publicly 
held Federal debt. This does not mean that the economic powers and effects 
of each agency are identical—they are not—but it does mean that a close relation
ship between debt management and monetary policies is essential in reaching our 
economic objectives. 

In addition, there are potential points of conflict between the Treasury and the 
Federal Reserve which, without continued close cooperation, can easily cause 
difficulty. The Treasury's debt management can interfere with an appropriate 
monetary policy if by increasing the frequency and volume of refinancings 
it reduces the time for maneuver by the Federal Reserve. Also, there may be 
some interference with monetary policy if the Federal Reserve finds it necessary 
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to provide direct support to a refinancing. Similarly, Federal Reserve policy 
may interfere with debt management by its influence on the Treasury securities 
market.15 

The mention of the need for close coordination between Federal 
Reserve and Treasury officials should not be taken to suggest, however, 
that a high degree of consultation and cooperation does not already 
exist. The Commission recognized this, and it added that "Treasury 
and Federal Reserve officials recognize their complementary relation
ships and are not likely to fail in cooperation by accident. They know 
well enough how to work together when they are in agreement on 
objectives." 

The Commission's concern was not that Treasury and Federal Re
serve officials will fail to show the requisite cooperation in dealing 
with problems of mutual interest and concern, but rather that they 
might fail to agree of broad objectives. 

The problem is not the technical one of properly meshing an intricate set of 
interlocking administrative gears; rather it is the policy problem of making sure 
that the motivating forces in the two institutions are both driving in the same 
direction. There have been occasions which may recur, of serious conflicts 
between the Treasury and the Federal Reserve. When they occur, and espe
cially when they do not yield to the influence of direct interagency negotiations, 
the important thing is that they be identified promptly and be brought to the 
President's attention.18 

In connection with the Commission's conclusion that executive co
ordination is required in order to assure that conflicting policy ob
jectives do not go unresolved, a number of points deserve emphasis. 
First, it should be noted that monetary management is an inexact 
science, on which differences of opinion concerning emphasis and tim
ing are inevitable. Such differences unquestionably occur in Federal 
Reserve circles themselves, so it is not surprising that there should 
be interagency differences of considerable frequency. These differ
ences do not necessarily mean, however, that the Federal Reserve is 
pursuing policy objectives which are in conflict with objectives of 
other departments and agencies of the Federal Government. 

Second, it must be stressed that the possibilities of serious conflicts 
resulting from the pursuit of different policy objectives by the Federal 
Reserve and the Treasury, respectively, are not as strong as is often 
suggested. Throughout the postwar period, in fact, the single in
stance of a serious and sustained policy conflict was the Treasury-
Federal Reserve disagreement over the pegging of interest rates prior 
to the "accord" in 1951. Yet the circumstances surrounding this con
flict indicate clearly that the Treasury and the Federal Reserve were 
in quite close agreement as to the main objectives—the maintenance of 
a broad and healthy market for Treasury securities and restraint of 
further inflationary expansion of bank credit. 

I t is inevitable that the transition from a wartime to a peacetime 
economy should have posed severe problems for both monetary and 
debt-management authorities, and that in their approach to the solu
tion of these problems—each in their respective areas of responsibil
ity—sources of disagreement should arise. The significance of the 
Treasury-Federal Reserve accord of 1951 is not that these disagree
ments resulted in stalemate, however, but that they were resolved 

15 Ibid., pp. 1Q7-108. 
16 Ibid., p. 109. 
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in a manner consistent with the policy objectives of both the Treasury 
and the Federal Reserve. 

I t should not be supposed that problems as trying as those which 
characterized the immediate postwar period will be a recurrent fea
ture of Treasury-Federal Reserve relationships, and the manner in 
which problems were resolved in that case offers little support for the 
view that the open pursuit of conflicting policy objectives is likely 
to jeopardize the attainment of national economic goals. 

There is always the possibility, of course, that the Treasury and the 
Federal Reserve could develop incompatible philosophies of economic 
stabilization, rendering impossible the complementary administration 
of debt management and monetary policies. Under such circumstances, 
policy differences scarcely could escape the attention of either the 
President or the Congress. In the event of such circumstances, pru
dence would suggest that such differences should warrant a full-scale 
investigation by the Congress into the goals of monetary management 
and the role of monetary policy in the national economy. A congres
sional decision in this case would be based on analysis of the issues 
at hand, and it properly should reflect the judgment of Congress as 
to whether monetary policy was, in fact, interfering with the achieve
ment of national economic goals. 

To transfer de facto responsibility for monetary policv to the execu
tive branch on the theory that policy conflicts might develop would 
represent, in effect, a prejudgment that the monetary policy views of 
the executive branch would be more consistent with the achievement 
of national economic goals than those of the monetary authorities 
themselves; or, alternatively, that Congress is prepared to surrender 
to the executive branch a larger measure of responsibility for the 
formulation and interpretation of national economic goals. Under 
such an arrangement, it is implicit that discussion of Treasury-Federal 
Reserve conflicts, should they arise, largely would be limited to the 
executive branch of Government. These conflicts presumably could 
stem from fundamental differences in philosophies of monetary man
agement—conflicts which should be resolved with congressional par
ticipation. 

The impression cannot be escaped that arguments for executive 
participation in monetary policy decisions reflect a tendency to think 
of coordination as an end within itself. Yet it must be granted that 
while the coordination of sound economic policies may indeed be a 
blessing, the coordination of unsound policies may lead down paths 
which are not free of thorns. The existing arrangements governing 
the determination of monetary policy are designed to protect nonpar
tisan judgments as to what constitute soundness of monetary policy, 
and experience with these arrangements does not lead to the conclu
sion that they have served as a serious barrier to coordination. 

Implications for proposed legislation.—In the light of the discus
sion above, we draw the following conclusions concerning the advis
ability of enacting legislation now being considered by the subcom
mittee. 

1. We do not believe that theresponsibility of the executive branch 
of Government for determination of monetary policy should be in
creased. For this reason, we are opposed to having the Secretary of 
Treasury serve on the Board of Governors of the Federal Reserve 
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System. We also are opposed to having the President exercise a large 
measure of direct influence on monetary policy through the appointive 
process. Accordingly, we do not favor the shortening of terms of 
Board members nor the provision which would allow the President to 
remove Board members from office. We also believe that a larger 
Board (as well as shorter terms) would make it difficult to attract 
qualified individuals to serve and would, over time, reduce the quality 
of service of Board members. 

2. We do not believe that there is a need for Presidential appoint
ment of members to the Federal Advisory Council, nor that the prin
cipal purpose of the Council should be to "provide lor full representa
tion of the public interest at the highest level in the making of mone
tary policy. It would be a mistake to assume that the sole value of 
the Rederal Advisory Council to the Board of Governors lies in the 
Council's service as an advisory group on questions pertaining to over
all economic conditions. The Board and the Council do discuss these 
matters, but of greater significance are the Council's advisory services 
to the Board on questions relating specifically to banking activity, and 
often to technical aspects of commercial banking which bear on the 
Board's supervisory and regulatory responsibilities. In the consid
eration of such questions it is essential for the Board to have the advice 
and counsel of individuals from the banking community, and the 
Council represents the formal channel through which such advice and 
counsel are obtained. 

It is to be stressed that the reconstitution of the Council to assure 
broad representation of the various sectors of the American economy 
would destroy the effectiveness of the Council as a source of advice 
to the Board on matters pertaining peculiarly to banking and that the 
formation of a group for purposes of giving advice to the Board on 
broad economic conditions would represent an unnecessary and super
fluous appendage to the System's structure. The principal function 
of the existing Council is as a liaison between the commercial banking 
system and the Board of Governors, and it is largely because of this 
fact that custom has confined membership to commercial bankers. 

The association can see no reason for transferring ultimate respon
sibility for the selection of Council members from Federal Reserve 
bank directors to the President. Particularly since Council members 
have the responsibility of representing their regions in the identifica
tion and discussion of banking problems with the Board of Governors, 
there are sound arguments for preserving regional authority for their 
final selection. 

3. Within the Federal Eeserve System, the distribution of respon
sibility over the various instruments of monetary control is a further 
reflection of the Congress desire to safeguard against the intrusion 
of political influences into the administration of monetary policy. 
Removal of the Federal Reserve bank Presidents from the Federal 
Open Market Committee could be justified if the aim were to increase 
the responsiveness of monetary policy of the executive branch of 
Government, since this would also require centralization of authority 
for all instruments of policy in the hands of the Board of Governors. 
We see no other basis for making such a change. The existing ar
rangement has worked well and is consistent with the concept of a 
regional Federal Reserve System. 
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I t should be stressed, also, that the Reserve bank Presidents serv
ing on the Federal Open Market Committee make an important con
tribution to monetary policy discussion and policy formulation. 
Over the past decade the tendency for Reserve bank Presidencies to 
be occupied by men highly trained in central banking skills has 
rendered this group especially competent to deal with the type of 
problems with which central bankers are confronted. 

4. We are not in favor of the retirement of Federal Reserve bank 
stock. I t is widely understood, in banking as well as in Government, 
that commercial bank ownership of Federal Reserve bank stock does 
not imply a proprietary interest on the part of member banks. Mem
ber banks receive a return of 6 percent per year on their stock invest
ment, beyond which they cannot and do not participate in Reserve 
bank profits. Moreover, in the event of liquidation of Federal Re
serve banks, member bank participation is limited to the amount of 
their original investment. All surplus, by law, will revert to the 
Government. I n the light of these considerations, it is difficult to 
understand occasional inferences that member banks have too much 
interest in the Reserve banks' profits. Possible concern that undue 
influence will be exercised to assure the earning of a 6-percent dividend 
can be dispelled with equal ease by a cursory inspection of Federal 
Reserve earnings. In the postwar years the Federal Reserve banks 
have never failed to show annual net earnings (before payments to the 
U.S. Treasury) of less than nine times the dividend payment, and 
earnings have grown at a much faster rate than dividends. 

I t is occasionally observed that Federal Reserve banks may be 
vulnerable to the charge that they have too direct an interest in mem
ber bank profits. Presumably there is the inference that, in the 
interest of "stockholder relations," Federal Reserve banks allow con
siderations of member-bank profits to play a role in the determination 
of monetary policy. Any tendencies in this direction are not observ
able. Even if they were, the retirement of Federal Reserve bank stock 
would be an illogical approach to their correction. If Reserve bank 
Directors and Presidents are motivated by the desire to assure the 
profitability of member banks, the exchange of stock for membership 
certificates—without changing the procedure for electing Reserve bank 
Directors or selecting Reserve bank Presidents—would have no im
plications for the motivations which condition Reserve bank decisions. 
To the limited extent that member banks now exercise "stockholder" 
rights and privileges, they would continue to do so under the proposed 
arrangement. 

If the concept of stockownership remains a vigorously contested 
feature of central banking, it is not because there is a serious question 
as to its possible conflict with the public interest. Rather, it is because 
the institution of stockownership serves precisely that function for 
which Congress has designed i t ; as a means of insulating the central 
banking system against political pressures. The private aspects of 
Federal Reserve ownership are symbolically important, but it cannot 
be argued that the importance extends far beyond symbolism. Even 
so, however, there can be little question of the important role which this 
symbolism plays, for it provides an essential ingredient in the public-
private structure of the Federal Reserve which serves as the entire 
basis for the present relationships between Federal Reserve banks and 
Government. 
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The implication of symbolic ownership extend to the election of 
Reserve bank Directors by member banks, the exemption of Reserve 
banks from congressional audits, examinations, and other encroach
ments capable of having political implications, the present means of 
selecting Reserve bank Presidents, and the private employment status 
of Federal Reserve bank employees. These ramifications of symbolic 
ownership point up the implications which are inherent in recom
mendations for the elimination of Federal Reserve bank stock. The 
institution of stockownership, however technical and symbolic that 
ownership may be, stands as an effective barrier to the complete ab
sorption of Federal Reserve banks into Government. 

5. The provision in H.R. 9685 that Federal Reserve banks pay all 
interest income into the U.S. Treasury and rely on congressional ap
propriations to fulfill their "need" for operating funds is highly in
consistent with the quasi-private status of Federal Reserve banks; 
its enactment would place in immediate jeopardy the blending of pub
lic-private interests which strengthens both the regional characteristics 
of the System and its independence within Government. Similarly, 
the provisions (in H.R. 9631) for GAO audits of the Federal Reserve 
banks would effect a significant change in the symbolic relationships 
between the Federal Reserve banks and Government and inevitably 
weaken the System's ability to withstand the intrusion of political 
considerations into the day-to-day administration of its policies and 
operations. 

While it is appropriate and desirable for the Congress to make con
tinuing appraisals of the operations and policies of the Federal Re
serve System—including the adequacy of the System's own internal 
audit and control measures—it is imperative to the System's insulation 
from partisan political pressures that these appraisals not involve con
gressional involvement in the day-to-day affairs of the System. Pre
sumably the internal operations of the System could become so ques
tionable as to permit no course other than direct congressional involve
ment, either directly or through the Government Accounting Office. 
This is far from being the case at the present time, nor does the 
System's record show that this is likely to become a problem. 

COMMENTS ON H.R. 9 68 6 

H.R. 9686 would require commercial banks to pay interest on tax 
and loan funds held in the Treasury's accounts. Moreover, the bill 
would require the Treasury to reimburse commercial banks for serv
ices rendered Government agencies— 
taking into consideration both the value of such services and the value of benefits 
conferred on such banks by the United States, Federal Reserve banks, and any 
departments or agencies of the United States. 

The benefits accruing uniquely to the Nation's banks from the opera
tions of the U.S. Government and the Federal Reserve banks are con
siderable. This is especially true of the services provided by the Fed
eral Reserve banks, which include check collection and clearing, pro
vision of currency and coin, the provision of services for wire trans
fers of funds, lending facilities, and other services incidental to the 
maintenance of an efficient money and credit system in which com
mercial banks are centrally located. We do not believe that the costs 
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of these services reasonably could be calculated and allocated among 
the Nation's banks, nor do we believe that sound public policy requires 
that this be done. 

Just as the Nation's commercial banks benefit from services rendered 
by the Federal Government and the Eeserve banks, so also does the 
Government derive unique advantages from the Nation's banks. 
These services include the service of commercial banks as agents for 
the sale of savings bonds and as underwriters for the Treasury in the 
sale of large marketable issues, without which the rate required to sell 
new issues of Government debt would be substantially higher. 

We do not believe that the payment of interest on Treasury tax and 
loan accounts, counterbalanced by Treasury remuneration to banks for 
services rendered, could be expected to net out these mutual advantages 
without vast administrative difficulty. If this were possible, we be
lieve the record would show that, over time, commercial banks do not 
make excessive profits on handling Government funds. 

Moreover, we do not believe that the practice of paying interest on 
Treasury deposits could fail to disrupt the mechanism through which 
the Treasury now places a substantial volume of new debt each year. 
At the very least, the practice would produce a significant increase in 
the cost of Treasury borrowing. 

Other comments.—Mr. Chairman, I would like to use this opportu
nity to urge your committee's early and favorable consideration of a 
recommended change in the Federal Eeserve Act which the committee 
is not now considering in this reexamination of the Federal Eeserve 
System. This change, embodied in H.E. 8505, would eliminate the 
technical, restrictive, and out-of-date provisions governing Federal 
Eeserve lending to member banks on eligible paper." Under the 
present authority, loans on noneligible paper can be made only at a 
penalty rate one-half of 1 percentage point above the discount rate. 
The proposed amendment would authorize the Federal Eeserve banks 
to lend at the discount rate on any sound asset. 

Bank lending practices have changed greatly in the past 50 years, 
and many sound assets now held by banks are not eligible as security 
for advances except at the penalty rate. Should the need for more 
widespread borrowing by member banks arise, some banks would have 
to pay a penalty rate. In these cases, the effect would be the same as 
if the discount rate had been increased by one-half of 1 percentage 
point. 

This legislation has been recommended by Chairman Martin, of the 
Board of Governors, and is supported by the American Bankers Asso
ciation. We believe that its enactment would be highly constructive. 
Too often, in the past, changes in Federal Eeserve lending policies 
and operations have come about only after existing inadequacies have 
been highlighted by economic and financial stress. We would hope 
that this committee, in looking into the restrictions on current lend
ing authority in the Federal Eeserve Act, would take this into 
consideration. 

The CHAIRMAN. Mr. Weltner? 
Mr. WELTNER. Thank you, Mr. Chairman. 
Mr. KELLY. I want to discuss with you a little, this question about 

the audit of the Federal Eeserve System. I do not for a minute sug
gest that they don't have the finest auditors in the world over there, 
auditing themselves. 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1 9 1 9 

Nor do I suggest that those audits are not sound and made in accord
ance with the best of accounting principles. 

Nor do I suggest that those audits are in any way used to cover 
up or hide any deficiencies in their operation. 

But just on the basic tenet in this country that the public has a 
right to know what the public's business is, and how it is carried out, 
I would like to read a portion of the report of the Comptroller Gen
eral for 1963. 

Financial transactions and activities of the following organizations of the 
Federal Government are not subjected to audit by the General Accounting Office: 
Office of Alien Property, Office of the Comptroller of the Currency; exchange 
stabilization fund created by the Gold Reserve Act of 1934; Federal land banks; 
Federal Reserve System; trust funds of the Smithsonian Institution; trust funds 
of the U.S. Soldiers' Home. 

Now, looking back over tha t : the Office of Alien Property is sub
ject to the oversight of the Attorney General, who is a Cabinet officer. 
The Justice Department is audited, of course. 

The Office of the Comptroller of the Currency is in the same 
category with regard to the Treasury Department. 

That holds true for the stabilization fund created under the Gold 
Keserve Act. 

The Federal land bank is a part of the Farm Credit Administra
tion, which is subject to audit by GAO. 

The Smithsonian Institution is audited by GAO, and these trust 
funds are private contributions. 

This holds true as well to the trust fund of the Soldiers' Home. 
The question that I have is in view of all of these, and in view 

of the fact that every penny that is not spent by the Federal Keserve 
System goes back to the Treasury of the United States, doesn't just 
logic, and good practice militate toward accepting an audit by the 
GAO? 

Mr. KELLY. Well, as you can tell from my testimony, I am far from 
being an expert on how the GAO functions. But my objection to it 
stems largely from the fact that an audit, a customary audit by the 
GAO, could seriously interfere with this independent status of the 
Federal Reserve which has been created by the Congress. 

Now, it is my recollection that not long ago some officials of the 
GAO testified before this committee, and in their testimony they in
dicated that their examination, the GAO examination of the Fed, 
would have to go beyond a pure audit, and would probably take into 
consideration policy matters. I n my judgment, the introduction of 
the GAO into the Federal Reserve System as an auditor in their 
usual capacity could impinge upon this independence which the 
Congress has been so intent on preserving. 

Mr. WELTNER. Well, you don't have the idea that the Comptroller 
General is a policymaker in this country, do you, sir? 

Mr. KELLY. NO, I didn't suggest that. 
Mr. WELTNER. He is not known as a maker of policy—but simply 

a bookkeeper, a checker of records. 
Mr. WALKER. A S I was looking over the record of the hearings, I 

thought a representative of that office was specifically asked by one 
of the members of this subcommittee, "Would you get into policy?" 
And he said, "Yes." I f I am mistaken on that, I could be corrected. 
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Mr. WELTNER. Mr. Kelly, I would like to ask you one further ques
tion. 

The GAO is an arm of the legislative branch of the Government. 
The CHAIKMAN. Mr. Weltner, would you yield briefly? 
Mr. WELTNER. Yes, sir. 
The CHAIRMAN. I don't recall that. I would not say that he didn't 

refer to that on policy about accounting. But he certainly did not 
refer to it as getting into monetary policy. I can assure you of 
that. 

Mr. WALKER. May I put in the record the source of that ? 
The CHAIRMAN. Certainly you may. 
Mr. WALKER. In your volume 1, page 916, Mr. Harvey asked Mr. 

Smith: 
I wonder again if I could get a "Yes" or "No" answer. Would you feel that 

your job was to pass judgment on policies of the Federal Reserve System? 

Mr. Smith responded 
The CHAIRMAN. That is expenditure policies—they are auditing ex

penditures. That doesn't mean monetary policy. I think that is 
plain. 

Mr. WALKER. I cannot find the clarification. 
In any event, he responded, "Yes, we would look at their policies." 
The CHAIRMAN. He was referring to audits, involving expenditures 

of funds. That is self-evident. 
Mr. WELTNER. Mr. Kelly, GAO is an arm of the legislative branch 

of Government. I t is the responsibility of this branch to formulate 
policy of the United States—at least in my opinion it is. 

Now, is there anything wrong with having a Federal Eeserve System 
created by the legislative branch of Government, at the same time 
audited by that same legislative branch of Government ? 

Mr. KELLY. There is certainly nothing wrong with it, Mr. Weltner. 
The question that I raise is whether the Congress, by requiring such an 
audit, would gain enough to justify the risk of introducing an audit 
process that conceivably could impinge on the independence of the 
Federal Reserve System. I think that is in the area of judgment, and it 
is just my judgment that it would not. 

Mr. WELTNER. However, you make that judgment not having any 
idea whatsoever what the audits of the Federal Eeserve System have 
shown in the past few decades. 

Mr. KELLY. I make that judgment on an even broader base, I sup
pose, and that judgment is based on my exposure to the operation of 
the Federal Eeserve Board, and the Federal Eeserve banks, for over 
30 years, and my observation that the system is working exceedingly 
well. 

I just resist the tampering with it, or adjusting it, in order to get 
what I think might be relatively unimportant benefits. 

Mr. WELTNER. YOU feel it is an unimportant benefit for the public 
to know what is happening to the public's business as far as monetary 
policy is concerned ? 

Mr. KELLY. Well, as we discussed earlier, I think the public is 
getting information through the process which is now established. 

Mr. WELTNER. Getting information that the subject desires for it to 
hate . Now, you believe in a system of checks and balances, most assur
edly, that we have in this Government. We have three branches of 
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Government. Yet on this matter there is no check and no balance, 
because the only information that the public gets is what the Federal 
Reserve System itself desires it to have. I just don't think that is a 
healthy situation. 

Would you agree that is a healthy situation—notwithstanding that 
this system is run and operated by dedicated and conscientious and 
patriotic Americans ? 

Mr. KELLY. I think the principle of a self-audit process can be justi
fied, and that it has been justified by experience. So I can answer in 
the affirmative to that question. 

Mr. WELTNER. Thank you, sir. 
The CHAIRMAN. I would like to sum up at this time. 
Now, you gentlemen are making the argument that the banks should 

be trusted to look after the public interest. I am not saying they would 
not look after it properly. But they are not under obligation to look 
after the public interest. But it is the Members of Congress and 
people who are sworn to uphold the Constitution, who are pledged 
to look after the public interest. 

So you gentlemen are asking us to have a fourth branch of Govern
ment, insulated against the electorate, insulated against the adminis
tration and Congress, except to have lunches now and then, to look 
after the people's interest. And I think that on analysis, that you 
will find out that your reasoning is a little bit faulty in that respect. 

Now, this lunch business doesn't mean anything. The fact that the 
Secretary of the Treasury has lunch with the Chairman of the Federal 
Reserve Board now and then isn't very reassuring. 

The Federal Reserve's Chairman will tell you that he is not going 
to do anything unless he wants to do it. He is paying no attention 
to Congress, he is paying no attention to the President. He feels that 
he is independent, all to himself. 

Well, of course, that is one way to look at it. 
But I think the Constitution was right in making Congress respon

sible. 
These depressions you are talking about are, I think, all man-made 

depressions. Man made them, the Federal Reserve made them. They 
could have been avoided. There was no reason for them. And if the 
Federal Reserve during the last 50 years had been working in the 
people's interest, we would not have any $300 billion debt today. A 
nundred billion of it might be owned by the Federal Reserve, but the 
interest on it would go over to the Treasury, that is paid by the tax
payers. And I predict that if we don't do something about this Fed
eral Reserve, and get the banks back under control some way—I mean 
under regulations of using the Government's credit—our public debt 
or national debt will be $600 billion in the foreseeable future. I t is 
going up all the time. 

And if you put interest rates up, too, there is every incentive to 
increase debt, so as to have increased interest. 

Now, as to why you gentlemen can insist that interest rates are not 
inflationary, when you take the economic indicators as published every 
month by the Joint Economic Committee, you will find that in 1955 the 
personal interest income was $15.8 billion. That is for all the people, 
and that includes all the national debt, everything. 
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Now, then, that increased to $30 billion in 1962. I t is $34-billion-
plus now. 

Do you mean to tell us that when you put a billion dollars extra a 
year or $2 billion in interest costs that is not inflationary, Mr. Kelly ? 

Mr. KELLY. Mr. Chairman, as you know, if you hold interest rates 
down artificially, then you raise the price of everything else. So it 
is going to cost more money in the long run. 

The CHAIRMAN". Just a minute. We are talking about interest rates 
that were raised artificially by the Fed's tightwad money policy after 
1952. These artificially high interest rates added to everyone's costs 
and these artificially high costs were inflationary. 

Now, the Federal Eeserve and the commercial banks have the 
unique privilege, as you know, of being the only financial institutions 
that can manufacture money, we will say, without going to the 
penitentiary—because other people manufacture money and they have 
to go to the penitentiary. But you fellows can manufacture it, and 
it is all right—I am not objecting to it—provided it is in the public 
interest to do it. 

I f you do it within proper bounds and limitations and in the public 
interest, not just for the interest of the bankers. 

Now, in creating this money, you have a great privilege. And on 
these deposits that you talked about, that you doubt that you make 
any money on, the Government's tax and loan deposits, you have a 
great privilege, too, a great subsidy really. Now last year the average 
amount in the tax and loan accounts was $5.3 billion at all times. 
That was the amount in there. At 4 percent that would have saved 
the people $200 million—if they had gotten interest on it. 

Now, most of that money could have been paid right on the na
tional debt. 

So whenever you let the banks keep it, and also use it, the banks 
get interest on it and the people are paying interest on it—that is a 
pretty severe blow to the taxpayers. They are paying twice. They 
are paying on the bonds that have been created and which they are 
obligated to pay. They are paying, say, 4 percent interest on it. And 
they are losing 4 percent on the money in these tax and loan accounts. 
So that is in effect the taxpayer paying 8 percent. 

Now, when you evaluate 
Mr. KELLY. I cannot follow your mathematics, but go ahead, Mr. 

Chairman. 
The CHAIRMAN. Well, you read it, and you won't disprove it. 

You evaluate that with what you are getting out of the Govern
ment, while you are clearing the Government's checks and every
thing—you consider what you are getting out of the bank. 

Now, I bet you didn't even include what it costs the Govern
ment to clear the checks of the banks. I t costs over a hundred million 
dollars a year. Your bank got a subsidy to the extent of that. 

Did you include that in your calculation, as to whether or not you 
were losing money or making money on those accounts? 

Mr. KELLY. I think that—well, in our case it would not be ap
propriate. We normally don't clear through the Fed. 

The CHAIRMAN. Don't clear through the Fed ? Aren't you a mem
ber of the Fed? 
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Mr. KELLY. Yes, but we clear very few items through the Fed. 
The CHAIRMAN. The system has broken down, then, I guess. I 

thought that was about all they were doing. They have gone out 
of the other lines of business. 

Mr. KELLY. There are a good many banks that are in the check 
clearing business on their own. 

The CHAIRMAN. I know there are. They are even getting the 
armored cars now and hiring them. 

I guess you have an armored car yourself. I t is costing the Gov
ernment $12 million to furnish the armored cars to carry this money 
and checks around. The taxpayers are paying for it. And whenever 
you consider what you are getting out of the Government, and what 
you are contributing to the Government, I think you ought to add 
that, Mr. Kelly. 

The average amount last year was $5.3 billion. 
The investigations over the years that you mentioned, Dr. Walker, 

I happen to remember every one that you mentioned, starting with 
1920. That was about farm prices and the Federal Reserve. 

But not one of those investigations went into the Federal Reserve, 
as to how they conducted their affairs in secret. None of them got the 
minutes—not one of them got the minutes of the Open Market Com
mittee since it has come into existence. Not one of them called for the 
audits. They didn't go into that at all. 

They just went into the particular thing they were looking at at 
the time. They didn't go into the question of whether or not they 
spent their money properly—not one of them. 

If you know of one that did, I wish you would quote it. 
But I am sure you would not find one, because I am acquainted 

with those investigations that you mention. 
Now, there is one thing here I want to ask you, Dr. Walker. I 

want to read this to you so there will be no mistake. I t is your lan
guage. This is about the payment of interest on these deposits that 
averaged $5.3 billion last year. The people are paying interest on the 
bonds that caused a large part of those deposits. The banks use it and 
get interest on it. 

Mr. WALKER. What page is this? 
The CHAIRMAN. On page 8. 
I t says, "There is a question"—you are arguing against the pay

ment of interest on these deposits in the banks. 
Mr. WALKER. All demand deposits. 
The CHAIRMAN. Well, this is just the one; well 
Mr. BROCK. I S this the tax and loan account ? 
The CHAIRMAN. I thought this was. 
Mr. WALKER. Not in my testimony. 
The CHAIRMAN. Anyway, it is on the demand deposits. 
You are correct about this. And I will read it exactly. 
There is a question also as to what public benefits might be expected to accrue 

from the payment of interest on demand deposits and why, in view of the fact 
that they are wholly liquid, riskless, and part of the Nation's circulating media, 
holders of demand deposits should expect to receive interest on such assets. 

You wonder why they would even expect it. Well, why wouldn't 
Members of Congress right here wonder why you would expect to get 
interest on Government, bonds that you have tJought? They are risk-
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less. You paid nothing for them. And like it is now, you are holding 
over $60 billion of them, and you are getting over $2 billion a year 
interest. 

Why wouldn't that same argument say you are not entitled to in
terest on those bonds? And it is rather unusual that you argue that 
you should not have to pay interest on demand deposits, but you want 
the 414 percent ceiling removed so the Government could pay 5 or 6 
percent on Government bonds. 

I t is hard for me to understand why you are against any arbitrary 
fixing of interest rates at all, and, at the same time, you are against 
repealing that arbitrary prohibition against the payment of interest 
on demand deposits. Maybe if banks had to pay interest on demand 
deposits they wouldn't be so happy to see Government interest rates 
rise for they might have to pay more for their demand deposits when 
this happened. Please explain that. 

Mr. WALKER. Well, just a brief comment on that, Mr. Chairman. 
When you are talking of demand deposits of course you are talking 

about part of the circulating media. I think it can best be illustrated 
by asking whether the public should expect to receive interest on that 
portion of the money supply which is not demand deposits—that is, 
should the Treasury pay interest on paper money. 

The CHAIRMAN. Well, you see, this money is out of circulation. 
Mr. WALKER. NO, sir; it is in circulation. 
The CHAIRMAN. Just a minute. You cannot tell me that. You 

know, the Treasury does not draw on the commercial banks. There
fore, it is not in circulation. 

The Treasury will call upon the commercial banks to turn it into a 
Federal Reserve bank, where it should be all the time, and then they 
will check on it. They only keep about $500 million in the Federal 
Reserve banks subject to check. All this $5.3 billion in commercial 
banks is not subject to check. 

Mr. WALKER. That is the tax and loan account. I am talking about 
all demand deposits, yours and mine. Why should I expect to receive 
interest on my money, either in my pocket or in my bank ? 

The CHAIRMAN. If I keep money in my pocket I expect nothing for 
it but when I allow banks to keep it in their custody I expect some
thing. Now you say they are paying interest on it now, in the way 
of free services and benefits of different kinds. That is in effect saying 
you are paying for it now. 

Maybe not paying as much, but you are paying something for it. 
Mr. WALKER. Not under the definition of the law as enacted by Con

gress, and interpreted by regulation Q. 
The CHAIRMAN. There is a loophole—I know that. 
Mr. KELLY. That is what the law says, Mr. Chairman. 
The CHAIRMAN. I know. The law is very plain. The law says 

you shall not directly or indirectly. I am not sure if it lets you out 
from under the indirectly part. 

Mr. KELLY. Don't tell that to our corporate customers. You will 
really shake them up. 

The CHAIRMAN. Any other questions, gentlemen ? 
Thank you very much, gentlemen. We appreciate your testimony. 
Mr. WALKER. Mr. Chairman, may I make a request that in the in

terest of throwing as much light as possible on all of the various 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1 9 2 5 

points that have been brought up, and a number of points have been 
brought up that we did not treat in our testimony, could we have the 
privilege of supplying a brief statement for the record % 

The CHAIRMAN. Yes, sir; you may extend your remarks, as we say 
in the House and the Senate, and insert anything that you consider 
germane or appropriate that will add something to the discussion. 
Will that be satisfactory ? 

Mr. WALKER. Yes, sir. 
(The statement referred to follows:) 

SUPPLEMENTARY STATEMENT OF WILLIAM F . KELLY, PRESIDENT, THE 
AMERICAN BANKERS ASSOCIATION, AND CHARLES E. WALKER, EXEC
UTIVE VICE PRESIDENT, THE AMERICAN BANKERS ASSOCIATION 

The association very much appreciates the committee's permission 
to extend its remarks for purposes of shedding additional light on 
some of the points raised in these hearings. 

First, with respect to audit of the Federal Eeserve banks by the 
General Accountnigj Office, we would like to reemphasize our convic
tion that these audits would raise questions of GAO intrusion into 
Federal Eeserve policies. In particular, we would like to cite the 
testimony given on February 6,1964, by GAO officials concerning the 
extent to which GAO audits go beyond questions of accounting accu
racy and operating efficiency. (The exchange quoted is between Con
gressman James Harvey and Mr. Fred Smith, Deputy Director, Ac
counting and Auditing Policy Staff, General Accounting Office. I t 
appears on pages 915-916 of volume 1 of the subcommittee's hearings 
entitled "The Federal Eeserve System After Fifty Years.") 

Mr. HARVEY. Well, right there, let me ask you this question, then. Would 
your audit be limited to strictly an audit as a layman thinks of an audit, check
ing figures, or would you also feel that you were compelled to pass judgment 
on the policies of the Federal Reserve as well? 

Mr. SMITH. When we pass judgment on policies we are looking primarily at 
the effectiveness of the way management is carrying out its job. Sometimes we 
have gone so far as to question the policy of a program itself, and raise questions 
about that. But generally it is aimed at the lower level of managerial policy 
rather than program policy. 

I would give you an example of a broad policy question that we raised not too 
long ago. We were examining the postal savings system in the Post Office De
partment which was created many, many years ago. When it was created there 
were a few savings banks and there were few places for people to place their 
savings safety. 

Mr. HARVEY. I wonder again if I could get a yes or no answer. Would you 
feel that your job was to pass judgment on policies of the Federal Reserve 
System? 

Mr. SMITH. We would look at their policies; yes, sir. I t would be part of our 
job. 

Mr. HARVEY. Despite the fact that you would have said you had no persons 
with Federal Reserve training or any experience in that field whatsoever? 

Mr. SMITH. We take the view that the best approach to any type of a job is to 
use commonsense. 

I t also has been our position that GAO audits of Federal Eeserve 
banks would not be consistent with the quasi-private status of these 
banks within the Federal Reserve System. We therefore have op
posed GAO audits of the Federal Eeserve banks for this reason, and 
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we are opposed to retirement of the Federal Reserve bank stock for 
the same reason. In this connection, we would note that information 
developed through intensive congressional scrutiny of the private as
pects of the Federal Reserve System also supports this view. In 
1952, Chairman Patman's Subcommittee on General Credit Control 
and Debt Management came to this conclusion: 

The private ownership of the stock of the Federal Reserve banks, then, is one 
of those anachronisms which, although it has lost its original significance, Uves 
on because it continues to be practicaUy useful. One of its functions is to serve 
as a memo from Congress to itself that it has chosen to leave to the System a 
great deal of autonomy in its day-by-day and year-by-year operations. This is 
so because, as long as the private ownership continues, the System will not be 
amenable to the ordinary techniques of detailed congressional control. 

The private ownership of the stock of the Federal Reserve banks 
also serves as a practical and well-understood link between the System 
and the private business community, and has been of great help in 
obtaining the services of able men as directors of the Federal Reserve 
banks. In theory, an equally effective link might be established by 
other means—as by the election of local advisory committees—but a 
newly established link would not enjoy the sanction of tradition and 
it would be difficult to devise one which would conform so well to the 
mores of the business and financial communities. As Mr. A. L. M. 
Wiggins said so ably on this point (hearings, pp. 220-221) : 

The question has been raised as to whether or not the stock of the Federal 
Reserve banks should be owned by the Government instead of by the member 
banks. In my opinion, it should not be owned by the Government. 

The Federal Reserve banks represent a combination of Government and private 
business under which the control is vested in the Government. But it is through 
the ownership of the stock by the banks that the Reserve System mobilizes the 
services of able individuals as directors. These men represent private enter
prise and represent the public, and while the control is vested in the Board of 
Governors almost entirely, at the same time these directors bring the viewpoint 
of business, industry, and agriculture and banking to the officers of their banks. 
I think that it is highly important for the Reserve banks to maintain close touch 
with conditions prevailing in their respective districts, and this is the only 
official relationship of the Federal Reserve System with business, agriculture, 
and industry. 

The members elect, it is true, part of the board; the Board of Governors 
appoint part of the board, and if the Government owned the stock there would be 
no particular basis on which member banks would select men to serve on the 
boards of these respective banks. In fact, I think the relationship should be 
encouraged rather than discouraged, and I have been able to find no sound 
reason for the Government to acquire the stock in the Federal Reserve banks 
unless the ultimate objective is to destroy the independence of the System and 
make it merely a Government bureau. 

The subcommittee accordingly sees no reason why this memo and link should 
be disturbed as long as it continues to serve a useful purpose.1 

We also have maintained in these hearings that reliance of the 
Federal Reserve System on congressional appropriations would inter
fere with its position of independence within Government. This ques
tion also was considered in 1952 by the Subcommittee on General 
Credit Control and Debt Management, and the subcommittee's final 
report contained the following conclusion: 

1 "Monetary Policy and the Management of the Public Debt" (report of the Subcom
mittee on General Credit Control and Debt Management, the Joint Committee on the 
Economic Report), 82d Cong., 2d seas., 1952, pp. 60-61. 
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With respect to the overall desirability of maintaining the System's 
independence within Government, we also would cite the conclusions 
drawn in 1952 from lengthy study and analysis of the issues involved: 

As previously indicated, such degree of independence from Congress as the 
Federal Reserve System enjoys is due to the judgment of Congress that its own 
longrun purposes—which are those of the United States as a whole—will be best 
served by such a temporary self-denial of a portion of its inherent prerogative. 
The subcommittee believes that this policy of congressional self-denial should be 
continued, as it is fearful that if the Federal Reserve System were subjected to 
standard appropriation procedure—with all the structural changes in the System 
which this would imply—the role of monetary policy in the economic affairs of 
the Government would inevitably be curtailed and an important bulwark against 
inflation would be weakened.2 

The final aim, of course, is not that the Federal Reserve System should be 
independent, but that the country should have a sound economic policy. The 
independence of the Federal Reserve System is a relative, not an absolute, con
cept. I t is good insofar as it contributes to the formulation of sound policy, and 
bad insofar as it detracts from it. Measured by this standard, the subcommittee 
is inclined to believe that a degree of independence of the Board of Governors 
about equal to that now enjoyed is desirable. Many of the policies which the 
Federal Reserve must advocate to maintain the soundness of the dollar during 
times of inflationary pressures are unpopular; yet it is necessary that they have 
a strong advocate in order to avoid a built-in inflationary bias in the economy. 
This end is best served by endowing the Board of Governors with a considerable 
degree of independence—thereby enhancing its bargaining power in the deter
mination of overall policy. But, the Board of Governors, like all other parts of 
Government, must play as part of a team, not as an outside umpire, and must 
ultimately abide by the decisions which are made by Congress.3 

We know of no change in circumstances or conditions which would 
invalidate these conclusions growing out of the hearings and study 
conducted in 1952 by the Joint Economic Committee's Subcommittee 
on General Credit Control and Debt Management. 

The CHAIRMAN. I want to make one or two points. 
The inflation was of 1945-51, of course, a result of wartime develop

ments, not of pegging interest rates as some of today's testimony 
states. Those who would put the blame on low interest rates for the 
price inflation of 1945-51 are wrong and they are wrong because they 
look at these years as forming one continuous period, when in fact 
there were three distinct periods in the years 1945-51. First, there 
was the year 1946 itself when pent-up demand from wartime earnings 
which had not been spent pushed up wholesale prices from an index 
of 57 (where 1957-59 equals 100) at the beginning of 1946 to 78, 
1 year later. From January 1947 to June 1950, &y2 years later, 
the index rose only to 84 or by only 2.2 percent per year, this is only 
a tenth of 1 percent higher than the rate of price increase in the years 
1954-57. After the Korean war began, prices rose again, reaching 
an index of 98 in March 1951. The inflation stopped at that time 
even though interest rates remained low really until 1955. Inflation 
was stopped in early 1951 because bank reserve requirements were 
raised. So you can see that it is wrong to associate the 1945-51 price 
rise with low interest rates and the peg policy. Eighty-five percent 
of that inflation came because of wartime development; more than 
50 percent from pent-up demand in 1946 and nearly 35 percent from 
Korean war developments. In the peacetime period in between, for 
Sy2 years, there was little inflation and none that can be traced to the 

* Ibid., p. 62. 
* Ibid., pp. 52-53. 
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Fed's buying Governments. As a mttter of fact from 1945 to 1950, 
the only years for which figures are now available in the Reserve 
Board's "Bulletin," the Open Market Committee's Government securi
ties portfolio fell from $24 billion to $21 billion. I wish people would 
look at the details of the 1945-51 period, so we could all get straight 
that the price rise of those years was not due to low interest rates, but 
to wartime developments. 

The members will also be allowed to extend their remarks and to 
insert anything they want to in connection with this. You have the 
same privilege. And without objection I would like to insert into 
these hearings any germane materials, as well as what the staff is 
preparing in the way of analyses of the Federal Eeserve structure 
and organization to fit in with the testimony here today and other 
testimony we have heard. 

Mr. KELLY. Mr. Chairman, I just want to express my thanks. I 
appreciate your courtesy. 

The CHAIRMAN. Well, we have been discussing this matter some 
times rather heatedly. But there is no personal feeling, I assure you. 
We are all working in the public interest. And we feel we should do 
the best thing for the United States of America. And, of course, you 
have your views as to how it should be done, and other people have 
their views, and I have my views, too. 

I still believe it is against the public interest to let any group come 
into the Government and say they are quasi-private, quasi-govern-
ment, and run the show in a way that would help their business. I 
trust them all right. And I know they intend to do right. But I have 
a feeling that this thing should be run by only dedicated public 
servants, selected by elected officials who can be held responsible for 
that purpose, and not the industry involved. I am not saying any
thing derogatory to your industry, any more than any other. I 
just don't believe any of them should do this. Thank you very much. 

(Whereupon, at 12 noon, the committee recessed, subject to the call 
of the Chair.) 
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APPENDIX 

(Statement by Governors Mitehell and Daane in response to a 
request by Representative Keuss appearing at p. 1215, vol. 2 of the 
hearings, for a study by the Federal Reserve System of the use of re
serves by commercial banks to create earning assets over the past 10 
years.) 

The Federal Reserve Bulletin of July 1963, at pages 890-903 contains an article 
(reprint attached) on member bank reserves that reviews the response of the 
bahliing system to Federal Reserve action over the past 10 years. The response 
is measured in the article by changes in required reserves, instead of loans and 
investments, but as far as first differences (changes from one period to another) 
are concerned either of these series could serve as a rough proxy for the other. 

In terms of the broad aggregates, total reserves of member banks increased 
approximately $800 million from December 1953 to December 1963. Federal 
Reserve credit increased much more, about $8 billion, mainly to offset the gold 
outflow and provide for the rise of currency in circulation. For the same period, 
the total loans and investments of member banks increased about $88 billion. 
This large expansion of loans and investments should not be related directly to 
the $800 million of increase in total reserves, however, as, since 1953. required 
reserves against demand deposits were reduced substantially at both city and 
county banks. Reserves required for time deposits were also reduced from 5 to 
4 percent. These reserve requirement changes released the equivalent of about 
$4 billion of reserves. 

Over the past 10 years, member banks have on average continuously made 
almost full utilization of the supply of reserve funds made available to them by 
the Federal Reserve. As noted above, such funds have been made available 
by changes in reserve requirements (in the summer of 1954, the spring of 1958, the 
fall of 1960, and the fall of 1962), as well as by more or less continuous open-
market operations, and by changes in inducements to banks to borrow from the 
System through changes in the relationship of the discount rate to market rates 
as well as through cyclical pressures on the administration of the discount 
window. 

Reflecting the relatively complete utilization of reserve funds, the volume of 
unused reserves, ordinarily referred to as excess reserves, has generally remained 
relatively small quantitatively and mainly concentrated in country banks. Excess 
reserves do fluctuate both cyclically and seasonally, and also have followed a 
downward secular trend; the range of fluctuation on a monthly average basis in 
most years was $100 to $200 million. In this period the largest swing of $350 
million occurred in 1960, when excess reserves were temporarily increased as a 
result of the Board's action permitting member banks to count all vault cash 
as required reserves. 

There are, however, appreciable differences among banks both in their utiliza
tion of reserves and in their responses to changes in reserve availability. These 
differences, which reflect mainly differences in opportunities and capacities to 
manage reserve positions, are generally related to size of bank. 

Large city banks endeavor to achieve full utilization of their reserve funds in 
each reserve period. Available funds in excess of requirements are put promptly 
to use, the nature of the use depending on the length of time the funds are expected 
to be available. As a result, excess reserves at these banks generally remain very 
low, even in periods of monetary ease. 

Moreover, these banks frequently supplement their available resources by bor
rowing reserves from other banks through the Federal funds market or directly 
from the Federal Reserve banks. Their borrowing at the Federal Reserve fluctu-
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ates substantially from week to week and also over the cycle, and accounts for 
the major part of the variability in total member bank borrowing. In periods of 
monetary ease, city bank borrowing declines to $100 million or less, but in 
periods of restraint, it frequently exceeds $700 million accounting for more than 6 
percent of their total required reserves and four-fifths of total member bank 
borrowing. 

Smaller banks, in contrast, manage their reserve positions less closely, mainly 
because the prospective earnings on the small amounts involved are felt not to 
justify the additional expense. As a result, these banks tend to hold appreciable 
amounts of excess reserves. Moreover, they tend to borrow less frequently than 
larger banks from the Reserve banks, and their total borrowings remain moderate, 
even during periods of monetary restraint. 

Over the past 10 years, country banks have held the bulk of member bank excess 
reserves, 84 percent on the average. Similarly, most of the fluctuation in excess 
reserves has been concentrated at these banks. 

[Reprinted from Federal Reserve Bulletin, July 1963] 

MEASUBES OF MEMBER BANK RESERVES 

Member bank reserves are a key element in the process by which monetary 
policy influences the performance of the economy. Accordingly, careful atten
tion to reserve changes is an integral part of day-to-day Federal Reserve opera
tions. This article describes some of the aggregate reserve measures that have 
been developed for use in this connection in recent years and presents seasonally 
adjusted data for a number of these measures. 

The Federal Reserve's general instruments of monetary policy—open-market 
operations, reserve requirements, and the discount rate—have their principal im
pact on the availability and cost of member bank reserves. Bank reserves in turn 
provide the foundation for expansion of bank credit and money. Movements of 
bank credit and money, in their turn, influence overall credit availability, interest 
rates, and general liquidity—and ultimately economic activity, the average level 
of prices, and the balance of payments. 

As the impact of monetary policy spreads from member bank reserves to con
ditions which are of ultimate concern, such as the level of economic activity, more 
and more nonmonetary influences come into play. These are continuously chang
ing in form and direction, and they may offset or reinforce the effect of monetary 
actions. Because the economic and financial environment is so changeable, the 
formulation of monetary policy and the use of monetary instruments have to be 
a continuous and flexible process in which the Federal Reserve constantly eval
uates whether its impact on member bank reserves is appropriate in relation to 
other developments. 

In this evaluatory process the monetary authorities make use of a great variety 
of economic and financial information, ranging from immediate indicators of 
money market conditions to comprehensive measures of economic activity. With
in the context of its frequent broader appraisals of economic conditions, the Fed
eral Reserve undertakes its day-to-day operations with principal reference to 
developing conditions in the money and securities markets and the indicated state 
of bank reserve positions.1 

To assist in appraising the latter, the monetary authorities have a variety of re
serve measures at hand. These are designed to help indicate how effective Fed
eral Reserve operations are in supplying funds to banks and how banks' desires to 
lend and invest are affecting their own demand for reserve funds. The 
interaction of these supply and demand factors determines the availability of 
bank credit and money and to an extent the terms on which bank credit is avail
able to the public. 

Data on these reserve measures are assembled daily for use within the System, 
and they are published in the Board's weekly release "Factors Affecting Bank 
Reserves and Condition Statement of the Federal Reserve Banks." Popular 
attention has focused particularly upon the indicators of marginal reserve avail-

1 A detailed discussion of the methods of operation of the System Open Market Account 
through which all Federal Reserve open-market operations are conducted was presented 
in the April 1962 issue of the Bulletin, pp. 429-57. 

NOTE.—This article was prepared by Edward B. Fry of the Banking Section of the 
Division of Research and Statistics of the Board of Governors. 
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ability, such as excess reserves, borrowings, or the, difference between these two 
(usually termed "free" or "net borrowed" reserves). The statement also car
ries statistics on the level of and change in aggregates of reserves provided and 
of reserves utilized—total reserves and required reserves, respectively. 

The significance of the published changes in these reserve aggregates is not 
easy to discern, inasmuch as such totals show wide fluctuations. The greater part 
of these fluctuations, however, are systematic in character. In particular, they 
reflect major seasonal changes in reserve needs. When such changes are al
lowed for, the resulting series can provide an added dimension of insight into the 
current trend of reserve utilization by the banking system. 

Later sections of this article describe the seasonal and other adjustments ap
plied to the aggregate reserve statistics by the Board staff to enhance their use
fulness in current analysis. 

RELATIONSHIPS AMONG RESERVE MEASURES 

No one series measuring bank reserves can serve all the needs of economic 
analysis and monetary policy formulation. The various kinds of reserve break
downs illuminate different aspects of the monetary process, with some focusing 
more on a shortrun than on longer run aspects. 

General relationships: One of the most sensitive measures of the day-to-day 
interaction of monetary policy and market forces is the so-called net reserve 
position of banks. This measure is computed by subtracting member bank bor
rowings at the Federal Reserve from excess reserves. When this measure is 
positive, it is called net free reserves, and when negative, net borrowed reserves. 
Figures for the net reserve position of banks, as well as for excess reserves and 
borrowings, are published regularly in the Bulletin (see pages 962, 953, and 954 
of this issue) and in statistical releases. 

Week-to-week changes in banks' net reserve position are subject to wide varia
tions in response to market forces. But a persistent change in net reserve posi
tion over a period of several weeks often indicates a basic shift in the credit 
climate. For instance, when monetary authorities act to supply reserves less 
freely, banks tend to economize on excess reserves or, more often, to increase 
their borrowings at the Federal Reserve. In either instance free reserves decline. 

Reserves: Definitions 

Reserve measure Current definition 

Total reserves 

Required reserves _ 

Excess reserves 
Member bank borrowings 

Net free or net borrowed reserves. 

Nonborrowed reserves..* 

Member bank deposits with Federal Reserve banks plus member 
bank vault cash. 

4 percent of total time deposits plus 16.5 and 12 percent, respec
tively, of reserve city and country bank net demand deposits. 

Total reserves less required reserves. 
Discounts and advances from Federal Reserve banks, mainly 

advances secured by U.S. Government securities or eligible 
paper. 

Excess reserves less member bank borrowings from Federal 
Reserve banks. 

Total reserves less member bank borrowings, or required reserves 
plus free reserves. 

On the other hand, when monetary actions increase the supply of reserves 
after a period of restraint, banks tend to use these funds first to reduce their 
indebtedness to the Federal Reserve and perhaps also to rebuild somewhat their 
working level of excess reserves. In either instance, free reserves increase. 

Viewed separately, excess reserves and borrowings provide valuable insight 
into the distribution of reserves among banks. These measures often help to 
explain the reactions of banks and the money market to existing conditions of 
reserve availability or to current operations of the Federal Reserve. While a 
high degree of reserve mobility among banks has been developed, the existence 
of excess reserves and borrowings concurrently indicates that reserves are not 
perfectly mobile. 
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Some banks traditionally maintain reserves in excess of their legal require
ments. Some move toward full utilization of reserves only toward the end of 
their reserve computation periods. And others seek to minimize their excess 
reserves throughout reserve computation periods by investment and lending 
operations that are highly sensitive to changes in reserve availability and to 
current developments in the money market. In general, large banks in money 
market centers tend to keep excess reserves near a minimum while country 
banks as a group typically maintain substantial excess reserves. In planning 
and evaluating its day-to-day operations, the Federal Reserve must take into 
account shifts in the distributions of member bank excess reserves and borrow
ings, as well as in the relative levels of these reserve components. 

The impact of current monetary operations cannot be gaged only by reference 
to free reserves, excess reserves, and borrowings, or to changes in their levels 
and distributions. Although these measures provide sensitive shortrun indi
cations of the pressure of policy on reserve positions, the longer run consequences 
of such pressure are to be seen in the trends in total reserves and required 
reserves and in the portion of total reserves provided by means other than 
member bank borrowings—nonborrowed reserves. Adjustment of such measures 
to eliminate seasonal influences helps to reveal these trends. 

The underlying movements of required reserves give an early indication of the 
extent to which banks are expanding or contracting credit in the prevailing 
climate of reserve availability. Comparison of the movements in required 
reserves and nonborrowed reserves indicates to what extent reserve utilization 
by the banks is being supported by reserves provided by the combination of 
Federal Reserve open-market purchases and reserve requirement changes and 
of market factors such as currency inflows and float. Total reserves is a com
posite of all the influences operating on the reserve base. I t provides a standard 
to which any deviation in the movement of component reserve measures can 
be related. 

Influence of Federal Reserve policy: How Federal Reserve open-market opera
tions affect required reserves and total reserves depends in part on how banks 
respond to the flow of newly supplied reserve funds. Their responses, in turn, 
depend on market conditions and the demand for bank loans. For instance, if 
market rates of interest are rising or if borrowers are seeking loans from banks, 
or both, banks as a group are not likely to use the added reserve funds to reduce 
their indebtedness to the Federal Reserve. In fact, such market conditions are 
likely to stimulate growth in total bank reserves by increasing the willingness of 
member banks to borrow from the Federal Reserve. 

However, if a rise in total reserves is composed largely of borrowed reserves, 
it is less likely to be sustainable than if it is composed mainly of nonborrowed 
reserves. Member bank borrowing at Federal Reserve banks is generally re
garded as a temporary source of reserves both by the borrowing bank and by 
the Federal Reserve officials who administer discount operations. This transi
tory or emergency nature of borrowed reserves, which is formally recognized in 
the regulation governing member bank borrowing, tends to limit the volume of 
credit than can be supported by such reserves. 

In its open-market operations the Federal Reserve takes account of such 
bank responses as they develop. Hence these responses may affect the further 
course of policy actions. I t thus becomes important, for instance, for the system 
to know whether banks are adding to total reserves but not to required reserves— 
under these circumstances bank credit and money expansion may be lagging— 
or whether they are adding to required reserves and to total reserves but not 
to nonborrowed reserves—under these conditions future expansion of bank 
credit may be limited. 

The interrelation of these aggregate reserve measures, suggested by the above 
discussion, can be traced through the recent movements of total, nonborrowed, 
and required reserves shown in chart 1. The data on the chart have been 
adjusted to eliminate the effects of changes in reserve requirements and of 
seasonal influences, as explained in the technical note at the end of this article. 
Table 1 on page 900 presents data so adjusted for the period 1951 to date and also 
the seasonal factors applicable to the current year. 
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As can be discerned from the chart, nonborrowed reserves are considerably 
more variable than either total or required reserves. This is true because Fed
eral Reserve operations have an immediate impact on nonborrowed reserves that 
is not offset by actions of banks in using these reserves. Effects of such opera
tions on total reserves and required reserves may be delayed or cushioned for 
a time if banks make offsetting adjustments in their borrowing from the Federal 
Reserve or in their loans and investments. 

For example, when the System buys U.S. Government securities to expand 
bank reserves, the increase shows up in nonborrowed reserves. At first, this 
operation will also increase excess and total reserves. However, banks may 
use the added reserves quickly to reduce indebtedness to the Federal Reserve. 
If so, both total and excess reserves would decline. Or the initial increase in 
excess reserves may be employed to support an expansion of bank credit. If 
so, required reserves would increase. This latter action would not affect the 
new higher level of total reserves. 

An illustration of this process is seen in the latter part of 1957, when Federal 
Reserve operations began to supply more than seasonal amounts of reserves 
following a period of restraint. For some months, as the System continued to 
supply reserves, nonborrowed reserves increased, borrowed reserves [green 
area on the chart] declined, and total reserves changed little. 

During this period member banks were using reserves supplied by Federal 
Reserve operations to reduce borrowed reserves. Although demands for some 
types of loans were declining, banks increased their holdings of securities, and 
their required and excess reserves showed little change. By definition, of course, 
the reduction in borrowings relative to excess reserves meant that banks' net 
borrowed reserves were being reduced. 

By January 1958 nonborrowed reserves had increased by about $500 million, 
yet there was little change in either total or required reserves. Nonborrowed 
reserves available to banks at this time were about equal to required reserves 
for all members banks. Consequently, the total amount of excess reserves main
tained by some banks about matched total borrowings by other banks. 

After January 1958 the Federal Reserve made reserves available at an in
creasing rate, partly through reductions in reserve requirements. As nonbor
rowed reserves rose rapidly in succeeding months, banks reduced their bor
rowings to low levels. The increase in nonborrowed reserves was more rapid 
than liquidation of member bank borrowings, so total reserves also rose. Banks 
seeking to minimize excess reserves sought to employ the added reserves by ex
panding credit. This caused a rapid increase in required reserves. The in
crease of nonborrowed reserves above required reserves, or the decline of bor
rowings relative to excess reserves, meant that net free reserves were increasing. 

This process, by which bank credit expansion was being fostered in early 
1958, was reversed after the middle of that year. The Federal Reserve began 
to limit the amount of reserves it supplied through open market operations, and 
nonborrowed reserves declined. Member banks borrowed an increasing amount 
of reserves to meet reserve requirements, with the result that total reserves were 
maintained near their midyear peak. 

Deposits and required reserves increased further into 1959, financed by in
creased borrowing at the Reserve banks. Accompanying the policy of con
tinuing restraint as the year progressed, nonborrowed reserves declined to levels 
well below required reserves and net borrowed reserves increased to nearly $500 
million. After mid-1959 the continued reduction of nonborrowed reserves was 
accompanied by declines in total and required reserves. 

Experience during the ensuing 3 years, 1960-62, illustrates the relationship of 
reserve measures over an extended period of reserve expansion. Throughout 
most of this period Federal Reserve operations increased nonborrowed reserves. 
During the first year member banks reduced their borrowings from the Federal 
Reserve to minimum levels. Thereafter, total and nonborrowed reserves moved 
upward in close proximity. Required reserves increased at about the same rate 
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as banks used the added reserves to expand credit. System operations enabled 
member banks to maintain net free reserve positions, although at somewhat 
reduced levels over time. 

L I M I T A T I O N S OP AGGREGATES 

This framework for reserve analysis does not change the need for broader 
measures of financial performance such as aggregate bank credit, the money 
supply, and total liquid assets, nor does it provide a precise link between reserve 
actions and these broader measures. In fact, those who use aggregate required 
reserves as a measure of reserve use must be on guard against movements that 
may at times give misleading impressions of what is being achieved in terms of 
broader goals. Changes in the deposit mix and their effect on reserve absorption 
are a particular hazard in this respect. 

Changes in total required reserves, for example, are complicated by the fact 
that reserve reqiurements applicable to time and to demand deposits are different. 
Because the requirements against time accounts are lower, increases in these 
deposits absorb only about one-fourth as much reserves as do increases in 
demand deposits. Consequently, a given increase in required reserves could 
support a much larger expansion of bank credit and total deposits if the public 
decided to hold a substantial volume of its deposits in time form. 

Another distinction in reserve absorption that is not disclosed by the aggre
gate figures is the use of reserves to support U.S. Government demand deposits 
on the one hand and private deposits on the other. Changes in U.S. Govern
ment deposits often absorb large amounts of reserves with differing impacts 
on holdings of private deposits. While Government deposits are outside the 
area that Federal Reserve policy is trying to influence, the reserves absorbed by 
anything more than transitory changes in these deposits must be taken into 
account in providing reserves to support the general objectives of monetary 
policy. 

REQUIRED RESERVES BY TYPE OF DEPOSIT 

To extract the maximum analytical value from the statistics for required 
reserves, it is necessary to distinguish among types of deposits and to eliminate 
seasonal and other systematic influences for each type. The Board's staff 
has applied the necessary adjustments to four component series of deposits 
subject to reserve requirements: time, demand adjusted, net interbank demand, 
and U.S. Government demand. Each of these series has been seasonally ad
justed and converted to approximate required reserve equivalents.2 Table 2 
on page 901 contains these series. 

Required reserves data for each type of deposit reflect seasonally adjusted 
movements in the deposits for all member banks at current reserve require
ments. The use of constant reserve requirements eliminates such influences 
as changes in reserve requirements and shifts of deposits among classes of 
banks. Each group of deposits and the methods of adjustment are described 
more fully in the technical note at the end of this article. 

Chart 2 shows that most of the nonseasonal, month-to-month fluctuation in 
required reserves is due to changes in demand deposits. Time deposits account 
for only a small proportion of this fluctuation for two reasons: requirements 
against time deposits are lower and movements in these deposits tend to be 
smoother than is true for demand deposits. Over time, however, growth in time 
deposits may absorb substantial amounts of reserves even though the reserve 
requirement applicable to these deposits is small. As may be noted from chart 
2, time deposits accounted for a considerable proportion of the reserve absorp
tion during the past 3 years. 

2 Seasonal adjustments for these series were computed by ratio-to-moving-average 
methods, utilizing the X-9 and X-10 variants of census method II. Reserve equivalents 
were derived by applying current time and net demand reserve requirements to the corre
sponding deposit series. 
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In studying the reserves against various types of demand deposits, the category 
demand, deposits adjusted is given the most attention. This category accounts 
for the largest proportion of total required reserves, and it is responsible for most 
of the sensitivity of required reserves to seasonal and cyclical influences. These 
deposits—owned mainly by individuals, partnerships, and corporations—also 
represent the largest component of the money supply. Consequently, they help 
to explain the relation between movements in required reserves and the money 
supply. Thus, the economy's requirements for reserves to meet seasonal and 
growth needs are usually assessed in terms of demand deposits adjusted and 
time deposits taken together. 

The Treasury accumulates and holds most of its cash balances with member 
banks. While U.S. Government demand deposits are smaller than the aggre
gates for other types of deposits subject to reserves, large amounts of funds flow 
through these accounts and they fluctuate widely. Receipts and expenditures of 
the Treasury and its financing operations in the money market all have direct 
impacts on private deposits. To the extent that these flows are regular from 
year to year, they affect seasonal patterns in private deposits. 

The seasonal influences of Treasury flows on private deposits are especially 
large around taxpayment dates. For example, tax collections by the Treasury 
are associated with reductions in private cash balances or with temporary private 
borrowing from banks to cover taxpayments. For the most part, taxpayers can 
be presumed to have foreseen the need for such seasonal payments and the 
resulting impact on their liquidity and to have provided accordingly. 

Similarly, Treasury financing operations may result in shifts of deposits from 
private to Government accounts; or if banks buy the securities issued, the new 
Treasury balances created absorb excess reserves that might otherwise support 
private credit expansion. The relationship of Treasury operations to reserve 
needs of the private economy is highly variable, especially in connection with 
cash financings. As can be seen on chart 2, many of the fluctuations in reserves 
supporting Government deposits are temporary. Others, such as the increase 
before the middle of last year, are more long lasting. 

Presumably very temporary net transfers of deposits from private to Govern
ment accounts would not involve any significant reduction of private liquidity 
and hence would not be any reason for monetary authorities to consider offsetting 
monetary action. The same could be true of the kind of deposit transfers that 
are associated with substitutions among very liquid assets, such as might result 
from a corporate treasurer investing a temporarily idle bank balance in a new 
issue of Treasury bills. However, if shifts of deposits from private to Govern
ment hands are longer lived, or if they involve a substantial reduction in private 
liquidity, they may create a need for some replenishment of private deposit 
holdings, by compensatory reserve provision if necessary, in order to maintain a 
stable monetary climate. 

Member banks also are required to hold reserves against balances due to other 
banks. Balances due from domestic commercial banks are deducted in com
puting demand deposit reserve requirements. Therefore, demand balances "due 
to" and "due from" banks are netted in this reserve analysis in order to account 
for all deposits subject to reserves. This residual is positive for all member 
banks as a group, combining net balances due to nonmember commercial banks 
with balances due to foreign and mutual savings banks. The resulting series, 
called net interbank demand deposits, shows considerably less fluctuation on a 
seasonally adjusted basis than do other demand deposits. 

ANTICIPATION OF RESERVE PATTERNS 

The analysis of required reserves by type of deposit can be adapted to the 
projection of patterns of reserve use for a number of days and weeks ahead. 
Such projected patterns have proved helpful in deciding upon the timing and 
extent of Federal Reserve operations to affect the supply of reserves. This is 
true not only with respect to the day-to-day activities of the system open market 
account, but also in the implementation of less frequent actions such as changes 
in reserve requirements. 
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1938 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

The major factors taken into account in these projections of required reserves 
are seasonal patterns in private deposits and anticipated actual movements in 
U.S. Government demand deposits for the weeks immediately ahead. The latter 
projections are based on detailed analysis of prospective Treasury receipts, 
expenditures, and financing operations. These projections of U.S. Government 
deposits vary considerably from one year to the next, reflecting differences in 
overall level of economic activity, in the Federal budget, and in day-to-day 
operations of the Treasury. 

Estimated monthly seasonal patterns in reserves supporting private deposits 
are broken down into weekly patterns of estimated seasonal needs for reserves. 
These weekly seasonal patterns differ somewhat each year, but their broad move
ments are similar from year to year. The net movement of projected reserve 
needs to support U.S. Government deposits and seasonal fluctuations in private 
deposits provides a useful aid to implementation of current monetary policy. 

Chart 3 illustrates these patterns for the year ending June 26, 1963. The top 
panel of the chart shows estimated seasonal fluctuations in reserve absorption 
for the three categories of private deposits discussed above, each accumulated 
from June 1962 through June 1963. 

SEASONAL CHANGES in reserves 
against private deposits 

Billions of dol lars 

f~- " 1 

TOGETHER with changes in reserves 
against Government 

ACCOUNT FOR MOST OF the weekly fluctuations 
in required reserves 

1962 1963 

NOTE.—Changes in weekly averages cumulated from June 
27, 1962. 
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The prominence of demand deposits adjusted in the total seasonal variations 
of private deposits is immediately apparent from the chart. Weekly seasonal 
absorption of reserves by these deposits moves over a range of $1.1 billion during 
the year, compared with about $200 million for interbank deposits and only $50 
million for time deposits. The largest weekly seasonal change in reserves sup
porting private deposits, which normally occurs in mid-December, exceeds $300 
million. This reflects an increase of more than $2 billion in demand deposits. 

The middle panel of chart 3 compares the estimated seasonal pattern of re
serves supporting all private deposits with actual fluctuations in reserves ab
sorbed by U.S. Government deposits in the period July 1962 to June 1963. For 
purposes of this chart, reserves supporting U.S. Government deposits were based 
on reported data for these deposits. In practice, these reserve projections are 
prepared for several weeks in advance, and they are revised frequently as 
new information concerning Treasury operations becomes available. Weekly 
projections of this component differ markedly from year to year, whereas the 
estimated seasonal patterns in reserves supporting private deposits are fairly 
similar from year to year. 

Some seasonal relationships between the two series are apparent. These are 
normally most noticeable around major tax-payment dates—as, for example, in 
March, April, June, and September—when compensating movements reflect shifts 
between private and Government deposits. In addition to these compensating 
seasonal movements, movements in both Government and private deposits nor
mally contribute to the very large seasonal decline in reserve needs at the be
ginning of the year. Both the Government and the private components of 
required reserve projections show wide swings over the year. 

A combination of these estimated reserve patterns is shown in the bottom 
panel of the chart together with the actual pattern of required reserves. This 
combined pattern moved over a range of about $1.1 billion in 1962-63 before 
allowance for reductions in reserve requirements against time deposits at the 
end of October 1962. Because actual changes in Government deposits and sea
sonal movements in private deposits dominate the weekly fluctuations in required 
reserves, most of the large weekly changes reported in total required reserves 
are anticipated by the estimated pattern. 

The effects of reductions in reserve requirements applicable to time deposits 
appear in the actual figures for the weeks ending October 31 and November 7, 
but they are not incorporated in the seasonal estimates shown on the chart 
Over the year 1962-63 the reported figures on required reserves showed a net 
increase of $53 million after the reduction in reserve requirements against time 
deposits released $780 million of reserves. This small increase in required 
reserves, together with the reduction in reserve requirements, supported sub
stantial expansion in time deposits and smaller increases in Government and 
private demand deposits. 
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TABLE 1.—Member bank reserves, seasonally adjusted 

[Monthly averages of daily figures; in billions of dollars] 

Year 

1951 
1952 
1953 
1954. 
1955. 
1956 
1957-
1958 
1959 _ „ . 
1960„_ 
1961 
1962 
1963 

1963 

951 
1952 
1953 
1954 _ 
1955 
1956 
1957 
1958 
1959 
1960 _.._ 
1961 
1962 
1963 

1963 

1951 
1952 _ 
1953 
1954 
1955_.__ 
1956 -
1957 
1958 
1959 
I 9 6 0 . . . . _ 
1961 _.._ 
1962 
1963 

1963 

J a n . F e b . M a r . A p r . M a y J u n e J u l y Aug . Sept . Oct . N o v . I Dec . 

T o t a l reserves 

14.68 
15.64 
16.03 
16.45 
16.93 
16.95 
17.09 
17.08 
18.04 
18.02 
18.39 
19.06 
19.68 

14.74 
15.60 
16.03 
16.21 
16.98 
16.98 
17.07 
17.24 
18.15 
17.80 
18.47 
18.99 
19.70 

15.02 
15.85 
15.98 
16.28 
16.87 
17.15 
17.11 
17.54 
18.07 
17.71 
18.42 
19.06 
19.75 

15.37 
15.72 
15.89 
16.33 
17.07 
17.04 
17.25 
17.63 
18.20 
17.69 
18.41 
19.15 
19.73 

15.03 
15.74 
15.84 
16.43 
17.07 
17.02 
17.08 
17.83 
18.18 
17.86 
18.39 
19.25 
19.86 

15.18 
15.82 
15.97 
16.55 
16.91 
17.12 
17.14 
18.11 
18.02 
17.87 
18.53 
19.31 
19.87 

15.07 
16.00 
16.14 
16.48 
16.96 
16.97 
17.21 
18.05 
18.13 
17.98 
18.47 
19.35 

15.07 
15.95 
16.26 
16.72 
16.95 
17.00 
17.04 
18.08 
18.14 
18.01 
18.64-
19.24 

15.09 
16.00 
16.18 
16.59 
16.89 
17.17 
17.09 
17.92 
18.10 
18.16 
18.74 
19.31 

15.41 
15.96 
16.09 
16.90 
16.94 
17.01 
17.08 
17.89 
18.03 
18.25 
18.92 
19.43 

15.34 
16.06 
16.20 
17.15 
16.90 
17.20 
17.00 
17.95 
18.02 
18.40 
19.06 
19.49 

15.48 
16 13 
16.94 
16.93 
16.91 
17.20 
17.08 
17.94 
17.98 
18.28 
18.98 
19.61 

Seasonal factors 

101.8 99.4 98.8 99.2 99.1 99.3 99.7 99.6 99.8 100.5 100.6 102.2 

Nonbor rowed reserves 

14.45 
15.39 
14.63 
16.24 
16.47 
16.05 
16.61 
16.56 
17.42 
17.08 
18.27 
18.92 
19.51 

14.44 
15.27 
14.75 
15.95 
16.64 
16.11 
1&35 
16.93 
17.59 
16.96 
18.33 
18.92 
19.53 

14.79 
15.55 
14.78 
16.09 
16.39 
16.15 
16.25 
17.36 
17.39 
17.01 
18.31 
18.95 
19.58 

15.20 
15.33 
14.70 
16.19 
16.60 
16.04 
16.25 
17.52 
17.53 
17.07 
18.33 
19.08 
19.61 

14.61 
15.19 
14.92 
16.29 
16.74 
16.07 
16.18 
17.71 
17.41 
17.35 
18.31 
19.21 
19.66 

14.85 
15.07 
15.38 
16.26 
16.38 
16.25 
16.08 
17.97 
17.13 
17.48 
18.50 
19.25 
19.67 

14.85 
14.92 
15.69 
16.37 
16.37 
16.19 
16.25 
17.89 
17.15 
17.59 
18.42 
19.28 

14.78 
14.91 
15.64 
16.64 
16.23 
16.15 
16.07 
17.92 
17.19 
17.79 
18.63 
19.17 

14.73 
15.29 
15.70 
16.51 
16.07 
16.43. 
16.15 
17.50 
17.23 
17.97 
18.71 
19.22 

15.24 
14.84 
15.65 
16.82 
16.06 
16.30 
16.27 
17.47 
17.13 
18.07 
18.82 
19.32 

15.08 
14.64 
15.84 
17.14 
16.03 
16.56 
16.25 
17.50 
17.17 
18.24 
18.95 
19.35 

15.01 
14.75 
15.83 
16.76 
16.14 
16.56 
16.42 
17.43 
17.13 
18.23 
18.89 
19.33 

Seasonal factors 

102.2 99.4 98.9 99.2 99.0 99.1 99.5 99.3 99.8 100.8 100.7 102.1 

Requ i red reserves 

13.93 
14.77 
15.35 
15.53 
16.24 
16.41 
16.58 
16.52 
17.57 
17.50 
17.68 
18.48 
19.23 

14.04 
14.83 
15.33 
15.53 
16.34 
16.41 
16.55 
16.67 
17.71 
17.35 
17.83 
18.50 
19.24 

14.26 
14.91 
15.34 
15.54 
16.25 
16.52 
16.57 
16.90 
17.60 
17.27 
17.85 
18.57 
19.30 

14.43 
14.95 
15.25 
15.49 
16.37 
16.50 
16.73 
16.99 
17.76 
17.28 
17.80 

1 18.65 
19.31 

14.37 
15.03 
15.15 
15.62 
16.42 
16.52 
16.60 
17.14 
17.71 
17.37 
17.82 
18.73 
19.37 

14.42 
15.18 
15.26 
15.75 
16.37 
16.52 
16.63 
17.46 
17.57 
17.38 
17.90 
18.82 
19.47 

14.38 
15.48 
15.43 
15.72 
16.43 
16.44 
16.68 
17.39 
17.73 
17.47 
17.87 
18.81 

14.36 
15.29 
15.64 
15.91 
16.40 
16.47 
16.52 
17.48 
17.68 
17.48 
18.05 
18.69 

14.42 
15.28 
15.56 
15.86 
16.36 
16.61 
16.59 
17.35 
17.67 
17.52 
18.16 
18.85 

14.53 
15.33 
15.35 
16.19 
16.39 
16.48 
16.60 
17.35 
17.57 
17.56 
18.38 
18.91 

14.59 
15.39 
15.51 
16.33 
16.38 
16.62 
16.48 
17.43 
17.58 
17.63 
18.44 
18.90 

14.70 
15.46 
15.46 
16.27 
16.38 
16.61 
16. 56 
17.49 

| 17.56 
1 17.58 

18.49 
19.09 

Seasonal factors 

101.7 99.3 98.9 99.1 99.2 99.4 99.7 99.5 99.8 100.7 100.7 102.0 

NOTE.—All June 1963 figures are preliminary. 
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TABLE 2.—Member bank required reserves, by type of deposit, seasonally 
adjusted 

[Monthly averages of daily figures; in billions of dollars] 

Month 
Demand 
adjusted 

Agains t p r iva t e deposi ts 

N e t 
i n t e r b a n k 

d e m a n d 

0.91 
.92 
.92 
.-92 
.93 
.93 
.93 
.95 
.94 
.94 
.94 
.94 
.94 
.94 
.94 
.95 
.95 
.95 
.94 
.93 
.94 
.93 
.93 
.93 
.94 
.95 
.96 
.96 
.95 
.96 
.97 
.97 
.97 
.96 
.99 
.99 
.98 
.96 
.96 
.95 
.97 
.96 
.97 
.98 
.96 
.97 
.95 
.96 
.97 
.97 
.97 
.99 

1.01 
1.00 
1.02 
1.05 
1.01 
.99 
.98 
.98 
.97 
.98 
.99 
.98 
.97 
.97 
.96 
.95 
.96 
.96 
.95 

1 .96 

T i m e 

1.45 
1.46 
1.48 
1.49 
1.51 
1.52 
1.54 
1.55 
1.56 
1.57 
1.57 
1.58 
1.58 
1.58 
1.59 
1.59 
1.59 
1.59 
1.60 
1.60 
1.61 
1.62 
1.62 
1.63 
1.62 
1.62 
1.62 
1.63 
1.63 
1.64 
1.65 
1.66 
1.67 
1.67 
1.68 
1.69 
1.71 
1.73 
1.74 
1.76 
1.77 
1.78 
1.79 
1.80 
1.82 
1.83 
1.85 
1.86 
1.88 
1.93 
1.97 
2.00 
2.03 
2.06 
2.09 
2.11 
2.12 
2.12 
2.13 
2.14 
2.15 
2.16 
2.16 
2.16 
2.17 
2.18 
2.18 
2.18 
2.17 
2.17 
2.18 

1 2.18 

T o t a l 

14.77 
14.80 
14.83 
14.80 
14.97 
14.99 
15.06 
15.16 
15.16 
14.25 
15.35 
15.38 
15.47 
15.57 1 
15.56 
15.65 
15.68 
15.66 
15.72 
15.69 
15.71 
15.73 
15.69 
15.75 
15.79 
15.78 
15.84 
15.85 
15.82 
15.87 
15.88 
15.84 
15.92 
15.92 
15.95 
16.00 
16.03 
16.03 
16.06 
16.04 
16.08 
16.04 
16.06 
16.10 
16.04 

i 16.03 
15.99 
15.96 
15.97 
16.10 
16.16 
16.28 
16.37 
16.50 
16.55 
16.68 
16.70 
16.74 
16.80 
16.84 
16.88 
16.92 
16.96 
17.01 
17.04 
17.02 
17.12 
17.03 
16.97 
16.91 
16.90 

1 16.87 

Against 
U . S . Gov
e r n m e n t 
d e m a n d 
deposits 

0.59 
.57 
.52 
.49 
.48 
.55 
.47 
.56 
.49 
.71 
.72 
.69 
.64 
.65 
.50 
.62 
.58 
.55 
.56 
.57 
.50 
.53 
.52 
.49 
.48 
.51 
.57 
.51 
.59 
.54 
.44 
.50 
.58 
.47 
.53 
.47 
.40 
.34 
.43 
.54 
.45 
.45 
.53 
.36 
.44 
.48 
.36 
.45 
.43 
.40 
.57 
.54 
.58 
.72 
.63 
.63 
.48 
.51 
.52 
.54 
.60 
.72 
.53 
.66 
.58 
.47 
.55 
.61 
.67 
.58 
.62 
.69 

1954—January 
February 
March 
April 
May — 
June 
July 
August 
September— 
October 
November 
December. ~ 

1955—January 
February— 
March 
April 
M a y . . 
June — 
July 
August 
September—. 
October 
November 
December--. 

1956—January 
February— 
March 
April 
May__ 
June 
July 
August 
September-
October 
November-
December--. 

1957—January 
February— 
March 
April 
May 
June 
July 
August 
September-
October 
November-
December.-

1958—January 
February— 
March 
April 
May 
June 
July 
August 
September-
October 
November-
December--

1959—January 
F e b r u a r y -
March 
April 
May 
J u n e -
July 
August 
September.. 
October 
November-
December.. 

12.41 
12.41 j 
12.43 
12.39 
12.53 
12.55 
12.60 
12.65 
12.66 
12.74 
12.84 I 
12.86 
12.95 
13.05 I 
13.03 
13.11 
13.15 
13.11 
13.17 
13.15 
13.16 
13.18 I 
13.14 
13.20 
13.22 
13.21 
13.26 
13.27 I 
13.24 
13.28 | 
13.27 
13.22 
13.28 I 
13.28 
13.28 
13.33 | 
13.35 
13.35 
13.36 I 
13.33 
13.34 
13.30 
13.31 
13.31 
13.26 
13.23 
13.20 
13.14 
13.12 
13.21 
13.22 
13.28 
13.32 
13.45 
13.44 | 
13.52 
13.58 I 
13.63 
13.69 
13.73 
13.76 
13.78 
13.81 
13.87 
13.90 
13.88 
13.98 | 
13.91 
13.83 I 
13.78 
13. 77 
13.73 ! 

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



1942 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

TABLE 2.—Member bank required reserves, by type of deposit, seasonally 
adjusted—-Continued 

[Monthly averages of daily figures, in billions of dollars] 

Month 

1960—January . . . . . . . . - .___-
February 

April 
May -
June 
July 
August . 
September 
October 
November . _. 
December 

1961—January 
February 
March 
April 

June - — - -
July 
August 
September 
October - - -
November 
December 

1962—January -
February 
March . - _~_. . 
April 
May . 
June 
July 
August 
September -
October -
November _. _-«. 
December 

1963—January -
February.— ._ —— 
March -
April 
May 
June l 

July 

September. . . . . , 
October - -
November . . 

Against private deposits 

Demand 
adjusted 

13.63 
13.59 
13.64 
13.52 
13.47 
13.41 
13.47 
13.49 
13.52 
13.50 
13.48 
13.50 
13.63 
13.59 
13.64 
13.68 
13.71 
13.72 
13.73 
13.75 
13.81 
13.84 
13.89 
13.97 
13.96 
13.89 
13.89 
13.93 
13.93 
13.91 
13.91 
13.88 
13.87 
13.93 
13.97 
14.05 
14.17 
14.09 
14.12 
14.16 
14.14 
14.13 

Net 
interbank 
demand 

0.96 
.95 
.94 
.95 
.94 
.96 
.97 
.98 
.99 

1.01 
1.02 
1.01 
1.02 
1.04 
1.04 
1.03 
1.04 
1.05 
1.03 
1.03 
1.02 
1.05 
1.09 
1.07 
1.11 
1.08 
1.08 
1.08 
1.01 
1.01 
1.02 
1.00 
1.00 
1.03 
1.06 
1.05 
1.07 
1.05 
1.03 
1.02 
1.02 
1.03 

Time 

2.17 
2.15 
2.15 
2.16 
2.16 
2.18 
2.20 
2.24 
2.27 
2.30 
2.33 
2.36 
2.38 
2.43 
2.45 
2.48 
2.52 
2.55 
2.58 
2.61 
2.64 
2.67 
2.70 
2.72 
2.76 
2.81 
2.86 
2.90 
2.92 
2.97 
3.00 
3.03 
3.06 
3.11 
3.16 
3.22 
3.26 
3.30 
3.34 
3.37 
3.40 
3.43 

Total 

16.76 
16.69 
16.63 
16.63 
16.57 
16.55 
16.64 
16.71 
16.78 
16.81 
16.82 
16.87 
16.94 
17.06 
17.14 
17.20 
17.26 
17.31 
17.34 
17.39 
17.47 
17.56 
17.67 
17.76 
17.83 
17.79 
17.83 
17.92 
17.86 
17.89 
17.93 
17.91 
17.94 
18.07 
18.18 
18.32 
18.50 
18.44 
18.49 
18.55 
18.55 
18.58 

Against 
U.S. Gov
ernment 
demand 
deposits 

0 72 
.63 
.61 
.59 
.73 
.77 
.78 
73 
69 
67 
75 
65 

.70 

. 71 

.67 
48 
52 

.54 
51 

.64 
64 
75 

.73 

.69 

.65 

.68 
74 

.69 

.81 

.88 

.85 

.81 

.89 

.83 

.74 

.78 

.80 

.82 

.86 

.79 

.80 

.92 

* Preliminary. 
TECHNICAL NOTE 

Explanation of data on aggregate reserves: Basic data for total and required 
reserves, as well as for member bank borrowings used in computing nonborrowed 
reserves, are published weekly in the Federal Reserve statement and monthly 
in the Federal Reserve Bulletin. The three reserve aggregate series presented 
in table 1 have been adjusted to eliminate estimated effects of changes in reserve 
requirements and of seasonal influences as follows: 

1. Reconstruction of basic data to reflect current reserve requirements.—Re
quired reserve figures were recomputed for the period shown before the latest 
change in reserve requirements, January 1951 through October 1962. This 
adjustment was made by multiplying time and net demand deposits by current 
reserve requirements applicable to these deposits for each class of bank. The 
reserve requirement for time deposits currently is 4 percent for all member banks, 
and for net demand deposits the reserve requirements are 16.5 and 12 percent, 
respectively, for reserve city and country banks. Required reserves so adjusted 
were combined with actual excess reserves to obtain a total reserves series on 
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the same basis. JNonborrowed reserves were reconstructed by subtracting actual 
member bank borrowings from the revised total reserves series. Fluctuations in 
these revised data reflect the effects of shifts in deposits between classes of 
banks as well as the actual fluctuations in deposits subject to reserves. From 
1951 through October 1962, a number of changes were made in reserve require
ments applicable to each type of deposit and to each class of bank. Most of 
these changes reduced required reserves and changed somewhat the proportions 
of total required reserves held against each type of deposit by each class of bank. 
The use of current reserve requirements before November 1962 changes the 
weights of time and demand deposits in the reserve aggregates from those act-
ually existing in earlier periods. Since October 1962 the basic data for these 
three series are the same as the published figures. 

2. Adjustment for seasonal variation.—After elimination of effects of changes 
in reserve requirements, the aggregate series were seasonally adjusted by a 
ratio-to-moving average method known as the X-9 variant of census method II. 
These seasonal adjustments were reviewed and modified somewhat to take ac
count of movements in excess Reserves and member bank borrowings in an at
tempt to improve the consistency between seasonal factors computed independ
ently for the three series. Seasonal factors shown in the table for the year 
1963 may be used to keep the seasonally adjusted series current as data for 
future months become available. The published monthly average figures for 
total and required reserves and the computed figures for nonborrowed reserves 
should be divided by the corresponding seasonal factors to obtain seasonally 
adjusted data in each case. 

Explanation of data on reserves by type of deposit: Basic data used in con
structing monthly average required reserves by type of deposit were derived from 
member bank reserve reports. These reports, which provide daily data in the 
necessary detail, are also the basis for 4-week averages published regularly in 
the Federal Reserve Bulletin (p. 957). The four deposit series presented in 
table 2 were constructed from components of deposits subject to reserves as 
follows: 

1. Demand deposits adjusted—total demand deposits less U.S. Government 
demand deposits, demand balances due to banks, and cash items in process of 
collection. 

2. Net interbank demand deposits—demand balances due to banks less demand 
balances due from domestic commercial banks. 

3. U.S. Government demand deposits—as reported. 
4. Time deposits—as reported. 
Each of these deposit series was first seasonally adjusted and then converted 

to approximate required reserve equivalents on the basis of current average 
reserve requirements for all member banks. Seasonal adjustments were com
puted by the ratio-to-moving-average methods known as the X-9 and X-10 
variants of census method II. The results of these two computer programs 
were compared and modified slightly in determining final seasonal factors. 

The three demand deposit components account for all deposits subject to 
demand deposit reserve requirements. Figures for each category were multiplied 
by the current effective reserve requirement against net demand deposits 
averaged for all member banks (approximately 14.8 percent for the year end
ing May 1963). Similarly, the current average reserve requirement for time 
deposits (4 percent) was applied to time deposits. The resulting series do not 
reflect changes in reserve requirements. Nor do they incorporate reserve effects 
of shifts in deposits between classes of banks. Consequently, each of these re
serve series reflects seasonally adjusted movements in deposits weighted accord
ing to current average reserve requirements for net demand and time deposits. 

(Statement by Governors Mitchell and Daane in response to a re
quest by Representative Reuss for additional information relating to 
changes in the money supply (narrowly defined) to changes in the 
level of business activity in 1957-58 and 1960-61, supplementing the 
statement by Governors Mitchell and Daane appearing at p. 1515 of 
vol. 2 of the hearings.) 

The tables in our earlier response—published in volume II—present the data 
on the narrowly defined money supply (demand deposits plus currency). Over 
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the entire decade from 1953 to 1963, the money supply so defined increased at 
an annual average rate of about 1.8 percent. As was true for the broader defi
nition, the time pattern was not steady. In the 1950's, money supply expanded 
more slowly and in the 1960's, more rapidly. The average rate of expansion, 
moveover, was not attained as a consequence of fixing in advance a 1.8-percent 
growth rate as appropriate to the longrun needs of the economy. The record 
of the Federal Reserve on this point, as we would interpret it, is equivalent 
to a policy position that there is no way of projecting an "appropriate" rate of 
money supply growth. The average rate of expansion that occurs over a decade, 
for example, is a result of the continuing review of monetary and credit needs 
and the overt policy changes taken from time to time to meet them. 

1957-58 

Turning to 1957-58, as requested by Congressman Reuss, we see from tables 
2 and 3 (p. 1517, vol. II) that the money supply (narrowly defined) was virtually 
stable from the end of 1956 through August 1957, when economic activity turned 
down. The money supply declined, with income and output, from August through 
January. Thereafter it rose rapidly and by December 1958 was about 4 percent 
higher than in December 1957. 

Without attempting to justify monetary policies during this period—or imply
ing that policy can be judged exclusively on the basis of money supply move
ments—we would point out that interpretation of these data must take account 
of the change in regulation Q that became effective on January 1, 1957. The 
increase in interest rates payable on time deposits led to an acceleration of such 
deposits in 1957. As in 1962-63, a part of this accelerated expansion of time 
deposits was no doubt at the expense of demand deposits, while another part 
was at the expense of individual and business purchases of securities or claims 
on nonbank financial institutions. Although quantification is not possible, it 
is safe to say that the data on money supply (narrowly defined) in 1957 under
state the degree of monetary expansion. However important this factor may 
be, it appears in restrospect that the System did tardily shift from a policy of 
monetary restraint toward ease. The policy record of the Federal Open Market 
Committee shows a pronounced shift toward ease on November 12 and some 
leanings in that direction at the October 22 meeting. The increase in the discount 
rate in August had been approved as a technical move following the increase in 
the prime rate from 4 to 4% percent. The Committee was not at that time un
aware that the economy was in a sidewise phase with the outlook for further 
expansion increasingly uncertain, but it continued monetary restraint apparently 
in the belief that expectations of further inflation were too prevalent to ignore. 
Throughout this period the Committee voted unanimously on all directives. 

The reduction in money supply after August 1957 was related to the sharp 
contraction in the demand for bank credit as inventories were liquidated and 
plant and equipment spending was cut back. At the same time, monetary policy 
may have been too slow in reacting to the changed economic environment. In 
any event, interest rates began to decline rapidly in November—encouraged by 
a cut in Federal Reserve discount rates—even though the narrowly defined 
money supply fell until January 1958. 

1960-61 

The first half of 1960 witnessed a continuation of the decline in money supply 
that began in the latter part of 1959. From mid-1959 to mid-1960, demand 
deposits and currency contracted by $3.2 billion, or 2 percent. Whatever sig
nificance is attached to tbe money supply measure, this performance reflects a 
highly restrictive monetary policy, which many observers have charged with 
partial responsibility for the economic downturn that began in the spring of 
1960. At the same time fiscal policy had become very restrictive. 

Monetary policy moved steadily away from restraint in the opening months 
of 1960. While the money supply declined from mid-1959 to mid-1960, interest 
rates rose sharply in the latter half of 1959 and declined in the first half of 1960. 
The decline in money supply was arrested and reversed in the second half of 
1960. In the year 1961, demand deposits and currency increased more than 
3 percent. 
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CONCLUDING C O M M E N T S 

This note has attempted to be responsive to Representative Reuss' request. 
We are compelled, however, to add some further comments expressing our res
ervations about this type of analysis.. 

The selection of demand deposits and currency as the key variable that is 
supposed to influence aggregate economic activity is moot. As was brought out 
earlier in these hearings, the process by which changes in money supply are 
supposed to affect total spending has not been adequately explained. For exam
ple, many changes in money supply reflect mere substitutions in financial port
folios with negligible effect on spending behavior. Such substitutions need to 
be recognized by any analytical approach to the links between monetary policy 
and economic activity. When this is done, we find ourselves with a more com
plex analytical scheme, which is therefore less esthetically satisfying than the 
simple assertion that changes in money supply are the major determinant of 
changes in GNP. 

More generally, monetary policy needs also to be evaluated in terms of the 
influence of interest rates and credit availability on spending by different sectors 
of the economy, as indicated in Governor Mitchell's comment, page 1518, volume 
2, of the hearings. 

28-680—64—vol. 3 27 
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MONETARY POLICY AND T H E PRESIDENT 

(By Leo Fishman, professor of economics and finance, West Virginia 
University) 

(An analysis submitted for the record) 

On February 26, the long-awaited, much-debated tax reduction bill, 
having successfully passed over all hurdles in both Senate and House, 
was finally signed by President Johnson. 

Perusal of the debates in Congress preceding passage of the tax 
reduction bill and the comments on the bill in various influential and 
widely read newspapers and magazines indicates that on one point both 
the opponents and the proponents of the bill generally agreed. Those 
who favored the bill, those who believed it should have been modified 
considerably before passage, and even those who expressed opposition 
in principle to tax reduction at this time were almost unanimous in 
their belief that enactment of the tax reduction bill would result in a 
marked expansion of economic activity. 

President Johnson himself in the Economic Report he submitted to 
Congress in January predicted that if the tax reduction bill were 
enacted speedily and without substantial modification the expansionary 
effect in 1965 would be between $35 and $45 billions; that is, he 
predicted that as a result of the passage of the bill, total output of 
goods and services (gross national product) would be $35 to $45 billion 
higher in 1965 than it would be if no such bill were passed. 

But it is by no means certain that the new tax law will have the 
anticipated expansionary effect. Ignored or just glossed over lightly in 
most of the discussions preceding passage of the tax reduction bill was 
the inescapable fact that the potential effects of the bill on the general 
level of economic activity could be substantially modified or even 
reversed as a result of national monetary policy; i.e., policy having to 
do with the easing or tightening of credit. 

Actual experience, as well as theoretical analysis of the way our eco
nomic and financial institutions function, indicates that restrictive 
monetary policies may dampen or completely inhibit expansionary 
economic tendencies. In fact, if it is sufficiently restrictive, monetary 
policy may set in motion forces leading to a reversal of the expansion
ary process and thus result in a downturn in economic activity. 

This overt recognition by the President of the fact that monetary 
policy must be coordinated with tax policy, if the new tax law is to have 
the anticipated expansionary effect, however, should not be construed 
to mean that such coordination will actually materialize. 

As matters now stand, it is quite possible for U.S. monetary policy 
to be oriented toward one set of goals, while fiscal policy (Govern
ment policy with respect to taxation, expenditures, and budgetary 
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deficits or surpluses) is oriented toward goals, not only different, but 
actually incompatible with the goals of monetary policy. 

The possibility exists because monetary policy, unlike fiscal policy, is 
not determined by the incumbent Federal administration. Instead it 
depends largely on decisions made by the monetary authorities of the 
Federal Eeserve System. These authorities are the 7 members of the 
Board of Governors and the 12 Federal Reserve bank presidents. In 
practice, monetary policy is determined by the 12-man Federal Open-
Market Committee which is made up of the 7 members of the Board of 
Governors and 5 Federal Reserve bank presidents. Presidents of the 
Federal Reserve banks serve on the Federal Open-Market Commit
tee in groups of five on a rotating basis. 

Monetary policy is generally carried out by means of three instru
ments; namely, open-market operations, reserve requirements, and 
the discount rate. The Federal Open-Market Committee determines 
its own monetary policies insofar as open-market operations are con
cerned. Insofar as reserve requirements and the discount rate are con
cerned monetary policy is determined by the Board of Governors 
itself. 

Federal Reserve bank presidents are appointed by the board of 
directors of their respective banks with the consent of the Board 
of Governors. The seven members of the Board of Governors are 
appointed by the President with the advice of the Senate to serve 
overlapping 14-year terms. However, although the Federal Reserve 
Act specifies that members of the Board of Governors are appointed 
by the President, the act does not specify that they are to be responsible 
to the President. For that matter, neither does the Federal Reserve 
Act specify that they are responsible to Congress. All that the Fed
eral Reserve Act specifies on this point is that the Board of Governors 
shall submit an annual report of its activities to the Speaker of the 
House of Representatives. 

Members of the Board of Governors and Federal Reserve bank presi
dents may, of course, be summoned before either House or Senate or 
before legislative committees or subcommittees for questioning, but 
the same is true of key officials in various Government agencies (such 
as the Department of Agriculture, or the Department of Commerce) 
although these agencies are directly responsible to the President, 
rather than to Congress. 

With respect to matters of monetary policy, therefore, the Federal 
Open-Market Committee regards itself as autonomous. On several 
occasions in recent years, various members of the Board have stated 
explicitly that they consider themselves independent of the Federal 
administration, and that in matters pertaining to monetary policy 
they act and will continue to act in a fashion consistent with this atti
tude toward their status. 

Only a few days after President Johnson submitted his Economic 
Report to Congress, William McChesney Martin, Chairman of the 
Board of Governors of the Federal Reserve System, testified before 
the House Banking and Currency Committee that the Board of Gov
ernors and the Federal Open-Market Committee would not necessarily 
be guided by President Johnson's views on monetary policy. A report 
on these hearings published in the financial section of the New York 
Times, Sunday, January 26, stated that "Mr. Martin firmly insisted 
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f that the tax cut] may hold 'inflationary dangers' that the Federal 
Reserve Board would strive to contain." 

An objective review of monetary policy during the past 10 or 11 
years reveals that the present concern of the Federal Open-Market 
Committee with "inflationary dangers" is completely consistent with 
the concerns and attitudes that have furnished the basis of its policy
making decisions since 1953. 

The Federal Open-Market Committee has consistently regarded 
avoidance of inflation as the primary objective of monetary policy and 
has not regarded reduction of unemployment as an objective of com
parable importance. In fact on several occasions the committee has 
instituted restrictive monetary policies which counteracted expansion
ary policies adopted by the Federal administration for the purposes 
of stimulating economic activity and decreasing unemployment. 

This lack of coordination between monetary policy and adminis
tration economic policy has been commented on in rather forceful 
language in several reports of the Joint Economic Committee of the 
House and the Senate, and the committee has strongly urged the mone
tary authorities to desist from this practice and instead to cooperate 
with the administration. There is no evidence, however, that the 
Federal Open-Market Committee has ever seriously considered modi
fying its attitudes and behavior in the fashion urged by the Joint 
Economic Committee. 

The present situation, therefore, cannot properly be regarded as 
unique. I t should, however, help to focus public attention on the 
nature of the present relationship between the Federal Reserve au
thorities and the Federal administration. I t should also help to bring 
to the forefront of public consciousness such questions as whether that 
relationship is a sound one, or whether it should be modified, and 
whether it could be modified without drastically changing the nature 
of the Federal Reserve System. 

Representative Wright Patman, chairman of the House Banking and 
Currency Committee, has been an outspoken advocate of the point of 
view t h a t closer coordination between the monetary authorities and 
the administration is highly desirable. H e has suggested that this 
might be achieved by making the Secretary of the Treasury a member 
of the Board of Governors of the Federal Reserve System, and hear
ings on this whole matter are currently being conducted by the House 
Banking and Currency Committee. 

A legislator always has difficulty getting his bill approved by Con
gress, especially if the administration is not actively supporting it, 
and it seems highly doubtful that Representative Patman's approach 
will result in a speedy, satisfactory resolution of the situation. 

I t is highly doubtful that the Secretary of the Treasury on the Board 
of Governors would result in genuine coordination of monetary policy 
with other aspects of public economic policy, if the composition were 
not otherwise modified and if the powers of the Board as presently 
conceived, were not changed either. 

Moreover, there is reason to believe that inclusion of the Secretary 
of the Treasury on the Board of Governors would lead to other diffi
culties. During the years 191^-35 (the first 21 years of the Federal 
Reserve System), the Secretary of the Treasury was not only a mem
ber of the Federal Reserve Board (the precursor of the present Board 
of Governors), but also its ex officio Chairman. 
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Experience indicated, however, that it was desirable for the Federal 
Reserve System to function independently of the U.S. Treasury, rather 
than in a fashion subservient to the Treasury. Accordingly when the 
Federal Reserve Act was overhauled in 1935 and the Board of Gover
nors was established to replace the earlier Federal Reserve Board, the 
new legislation did not require that the Secretary of the Treasury be 
a member of that body. 

I n view of this earlier experience it is not likely that Representative 
Patman will be able to muster very strong support for his proposal. 
Moreover, there is reason to believe that Representative Patman is 
attempting to achieve his true goal by an unnecessarily circuitous, as 
well as hazardous, route. 

Independence of the Treasury is not synonymous with complete in
dependence of the administration or of the President. The two should 
not be confused with each other or equated. In deliberately failing to 
include the Secretary of the Treasury as a member of the Board of 
Governors, even though he had previously been ex officio chairman of 
the Federal Reserve Board, Congress was not motivated by the desire 
to make the Board of Governors completely independent of the Presi

dent. Congress merely wished to free the Board from subservience 
to the Treasury. Carter Glass during a discussion of the desirability 
of this change said— 

* * * I know it to be a fact * * * that [the Secretary of the Treasury] exer
cised undue influence over the Board; that he treats it rather as a bureau of 
the Treasury * * * 

When deliberations on the 1935 legislation had been virtually com
pleted and the final bill as approved by the Senate-House conference 
committee was being explained to the House of Representatives, Henry 
B. Steagall, a member of the conference committee, in referring to the 
broader implications of the amendment, observed, "The President of 
the United States is clothed with the power to reorganize the Federal 
Reserve Board. So as to bring the [Federal Reserve] System with 
its vast resources and powers into full harmony with the advanced 
policies of the present administration." 

Marriner S. Eccles, first Chairman of the Board of Governors which, 
in accordance with the 1935 legislation, was established to replace the 
earlier Federal Reserve Board, regarded the Board of Governors as a 
part of the administration and himself as a member of the President's 
official family. Numerous references to this relationship during the 
14 years that he served as Chairman of the Board of Governors may be 
found in his autobiography, "Beckoning Frontiers." At the same 
time^ Eccles regarded the Board as a nonpolitical agency in the sense 
that its members would not particmipate in party politics or in politi
cal campaigns. 

By word and by deed, President Franklin D. Roosevelt lived up to 
this conception of the relationship between the Board of Governors 
and his administration and the position of the Chairman of the Board 
in his official family. A close relationship between the Board of Gov
ernors and the President with respect to all important issues involving 
national economic policy was accepted as normal and proper during 
these years. 
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After Truman became President, however, the relationship between 
the Board and the President ceased to be so close and the Chairman of 
the Board was requested not to speak on behalf of the administration in 
appearances before congressional committees. Nevertheless, this cool
ing of the relationship between the President and the Board did not 
come about in such a way as to justify the claim that the Board is com
pletely independent of the President and is not accountable to him 
when it chooses to exercise its monetary powers for the purpose of 
influencing the general level of economic activity and the general price 
level. 

The Board of Governors during the past 10 or 11 years has conceived 
of itself as an agency completely independent not only of the Treasury, 
but also of the President, and has acted and expressed itself accord
ingly. But there is good reason to doubt the validity of this concep
tion of the Board's powers, prevalent though it is at the present time. 

The Board of Governors does not have an explicit mandate from 
Congress to use its powers in such a way as to influence the general level 
of economic activity or the price level. This fact has long been known 
to at least a few recognized authorities in the field of money and bank
ing. Prof. G. Leland Bach who conducted the Hoover Commission 
study of the Federal Eeserve System has written, "There is no clear-cut 
mandate or set of standards prescribed by [the Federal Eeserve Act] 
for the exercise of the Federal Keserve's broad powers of monetary 
control." Senator Paul H. Douglas has pointed out more than once 
and in rather forceful language that the Federal Eeserve System does 
not have a clear-cut directive from Congress with respect to monetary 
policy. 

Nevertheless, William McChesney Martin, as Chairman of the 
Board of Governors since 1951 stanchly maintains that the Board does 
have a mandate to promote broad national goals by the use of monetary 
policy. He has said so repeatedly during appearances before various 
congressional committees. 

Unable to state that this mandate is explicit, Mr. Martin claims 
that there is an implicit mandate to this effect. Appearing before the 
Senate Committee on Finance in 1957, Mr. Martin conceded, "The Fed
eral Eeserve Act does not contain any provision specifically stating 
that the objective of the Federal Eeserve System is to promote condi
tions that will foster sustained economic growth and stability in the 
value of the dollar [i.e., a stable price level]. "However," he con
tinued, "this objective is implicit in the title of the act and * * * to
gether with the declaration of policy contained in the Employment Act 
of 1946, it is clear that the promotion of credit conditions conducive to 
economic growth and the maintenance of the stability of the dollar is 
one of the most important objectives of the Federal Eeserve System." 

The substance of this statement, with minor variations, has been re
peated on numerous occasions. Moreover, it is because the Federal 
Eeserve System has been functioning in a manner consistent with this 
statement that there has been a marked lack of coordination of mone
tary policy and fiscal policy on several occasions during the past few 
years. 

Eeiteration of the Federal Eeserve Board's belief, as expressed by 
Chairman Martin, that the Board has an implicit mandate to promote 
"credit conditions conducive to economic growth and the maintenance 
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of stability of the dollar," and that in fulfilling this mandate it is in
dependent of the President, has apparently been sufficient to convince 
many important Federal officials and Members of Congress that this 
is indeed so. Thus, in acting independently of the President, as it has 
in recent years, the Board of Governors has never seriously been 
challenged. 

But a careful reading of the legislation referred to in the above 
quoted statement of Chairman Martin (i.e., the title of the Federal 
Reserve Act and the Employment Act of 19^6) -does not reveal any 
valid basis for the claim that the Board has an implicit mandate to 
modify credit conditions for the purpose of influencing the general 
price level and the general level of economic activity and that it can 
do so independently of the President. 

The language used in the title of the Federal Reserve Act is simple 
enough. It states that the purposes of the act are to establish Federal 
Reserve banks, furnish an elastic currency, and afford means of re-
discounting commercial paper. The exercise of monetary policy in a 
fashion consistent with Mr. Martin's statement is not implicit in the 
title of the act, nor is it implicit in any portion of the Federal Reserve 
Act, either as originally passed by Congress in 1913, or as subsequently 
amended. 

The possibility that its monetary powers would be used by the Fed
eral Reserve System for the avowed purpose of influencing the general 
level of economic activity or the general price level probably never 
occurred to those who helped to formulate the original Federal Reserve 
Act. Both Carter Glass and Woodrow Wilson were influential in de
termining the character of the Federal Reserve System which first 
came into existence in 1914, in accordance with the terms of the act 
which had been passed in the preceding year. 

Use of the powers of the Federal Reserve System in the fashion 
indicated is completely inconsistent with the political philosophy and 
the values adhered to by these men. 

Enough is known about the beliefs, the words, and the deeds of these 
men to make it apparent that if they had ever contemplated the pos
sibility that the Federal Reserve authorities would deliberately act in 
such a way as to influence the general level of economic activity and 
the general price level, they would have attempted to modify the act 
and the Federal Reserve System so as to deny any such exercise of 
power to the monetary authorities. 

In 1935, when the Federal Reserve Act was substantially amended, 
Congress considered the possibility of granting broader policymaking 
powers to the monetary authorities and including a specific mandate to 
them. But Congress decided against doing so. Since Senator Glass 
helped to influence this decision, there is little doubt as to what his atti
tude was. 

The bill initially approved by the House of Representatives in 1935 
contained a provision stating that it would be the duty of the Board of 
Governors to exercise its powers "in such a manner as to promote con
ditions conducive to business stability and to mitigate by its influence 
unstabilizing fluctuations in the general level of production, trade, 
prices, and employment, so far as may be possible within the scope of 
monetary action and credit administration." 
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In the view of the Senate, however, this provision went too far and 
it was accordingly deleted from the version of the bill approved by the 
Senate. The House-Senate conference committee followed the lead of 
the Senate, so that the version of the bill eventually enacted into law 
did not contain any such provision. Commenting to the House of 
Representatives on the proceedings of the conference committee, Rep
resentative T. Allan Goldsborough said— 
* * * there was a mandate in the House bill. When we got into conference 
we found that if we insisted on any sort of mandate at all we would get no bill. 

In the light of these facts, the contention that the Federal Reserve 
authorities were given an implicit mandate in the Federal Reserve Act 
of 1935 to use their powers in such a way as to influence the general level 
of economic activity or the general price level does not appear valid. 

The true situation appears to have been clearly understood in the 
period immediately following passage of the 1935 legislation. On sev
eral subsequent occasions legislation designed to accomplish, at least 
in part, the purpose of the deleted provision was considered in Con
gress, but no such legislation was ever approved. 

The claim that the Federal Reserve authorities have an implicit 
mandate to use monetary policy for the purpose of influencing the gen
eral level of economic activity and the general price level generally 
included reference to both the title of the Federal Reserve Act and to 
the declaration of policy of the Employment Act of 1946. We have 
already seen that neither the title of the Federal Reserve Act nor any 
other portion of the act contains such a mandate, and that the absence 
of such a mandate was not the result of oversight on the part of Con
gress, but was instead the result of deliberation, argument, and con
sciously made in the course of the legislative process. 

I t remains to be seen whether the declaration of policy of the Em
ployment Act of 1946 contains an implicit mandate to the Federal Re
serve authorities to use their powers for the purpose of influencing the 
general level of economic activity and the price level and to do so 
independently of the President. The declaration of policy of the 
Employment Act of 1946 does set forth certain broad goals of national 
economic policy. However, neither the declaration of policy nor any 
other portion of the Employment Act of 1946 includes any mention of 
the Federal Reserve authorities. 

During preliminary hearings on this legislation no member of the 
Board of Governors testified before any of the congressional commit
tees involved. For about a year after the Employment Act of 1946 
came into effect no reference to the legislation was made either in the 
Federal Reserve Bulletin, published monthly by the Board of Gov
ernors, or in the annual report of the Federal Reserve System. Not 
even the passage of the act was noted in these publications. In fact, 
until a number of years had passed there was no indication whatsoever 
that the Board of Governors considered that this statute had any par
ticular significance with respect to the Board's exercise of its monetary 
powers. 

The real issue, however, is not whether the Federal Reserve authori
ties can or should use their monetary powers to influence the general 
level of economic activity and the general price level. 
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Few, if any, responsible public officials or reputable economists 
would seriously argue that the Federal Reserve authorities cannot or 
should not be allowed to use their powers in such a fashion. The Fed
eral Reserve Act as amended gives the Federal Reserve authorities 
certain powers for the purpose of accommodating business and in
dustry and preventing various monetary and banking abuses which 
might hamper the smooth functioning of the economy. These include 
the power to regulate minimum reserve requirements for member 
banks, the power to regulate the discount rate (the rate of interest com
mercial banks must pay when they borrow money), and (most sig
nificantly) the power to engage in open-market operations; i.e., the 
power to buy and sell securities, commercial paper, and foreign ex
change in the open market. 

Although Congress did not originally conceive of these powers in 
such terms or grant them for such purposes, it has become abundantly 
•clear in recent decades that the exercise of these powers (especially the 
power to engage in open-market operations) may have a marked effect 
on the general level of economic activity and the general price level. 
If properly exercised they can be very useful tools of public economic 
policy. 

The real question, most economists and responsible public officials 
would probably agree, is not whether these tools should be consciously 
used to achieve certain broad goals of public economic policy, but 
rather whether the Federal Reserve authorities are justified in using 
them independently of the President. In other words, do the Federal 
Reserve authorities have the power or should they have the power to 
determine, independently of the President, the principal objective(s) 
of public economic policy and the power to exercise monetary policy in 
a fashion consistent with their objective(s) even if this involves coun
teracting national economic policy as enunciated by the President. 

The Employment Act of 1946, although it does not contain any man
date to the Federal Reserve authorities, does contain an explicit man
date to the President. I t is his responsibility to coordinate the efforts 
of the various agencies of the Federal Government to achieve the goals 
set forth in the declaration of policy. 

The declaration of policy states— 
that it is the continuing policy and responsibility of the Federal Government to 
use all practical means * * * to coordinate and utilize all its plans, functions, and 
resources * * * to promote maximum employment, production, and purchasing 
power. 

Other portions of the act indicate more specifically that it is the Presi
dent who has the responsibility of achieving the required coordination 
of all "plans, functions, and resources" to achieve these ends. 

Perusal of the debates in Congress preceding passage of the Em
ployment Act of 1946 should be sufficient to resolve any lingering 
doubts on this matter. I t was the deliberate intent of Congress to 
strengthen the role of the President with respect to the determination 
and implementation of national economic policy. On the other hand, 
no reference was made in these debates to the powers of the Federal 
Reserve authorities, nor was any mention made of their right to exercise 
their powers independently of the President. In fact, on one or two 
occasions it was observed that monetary policy would be used by the 
President to promote the purposes of the legislation. 

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



1954 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

When the legislation had been revised for the last time and the 
Senate was about to vote on it9 Senator James H. Murray pointed out 
that the bill made it clear that "the basic responsibility for developing 
the employment program within the executive branch is that of the 
President. * * *" "The effect of this act," he continued, "* * * is to 
underscore the responsibility of the President as the elected represent
ative of the entire country, and as head of the executive branch of the 
Government." 

In recent years many well-informed citizens as well as Members of 
Congress, other public officials, and professional economists have come 
to recognize that the two most important sets of tools that can be used 
in determining and implementing public economic policy in the United 
States are the tools of fiscal policy and the tools of monetary policy. 
Somewhat less well known is the fact that certain tools of monetary 

Eolicy are apt to be speedier and more flexible than any of the tools of 
seal policy. The tools of monetary policy are particularly likely to be 

efficacious when used in restrictive fashion. If used for restrictive pur
poses, they cannot fail to counteract, at least to some extent, the effect 
of any fiscal policy deliberately adopted for the purpose of stimulating 
an expansion of economic activity. 

I t is impossible for the President to discharge the responsibilities 
assigned to him in the Employment Act of 1946 unless he exercises the 
power to coordinate national monetary policy with national fiscal 
policy. Moreover, it is possible for the President to exercise this power 
without the passage of new legislation or a change in the composition of 
the Board of Governors, as proposed by Representative Patman. I t 
may be desirable to have additional legislation in order to clarify the 
situation. But the basis for such exercise of power by the President 
already exists both in statute and in historical precedent. 
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(Mitchell, George W., Federal Reserve Board, statement in response 
to Professor Brunner's comments on Governor Mitchell's testimony:) 

I t is apparent from Professor Brunner's extensive comments on my brief 
remarks (covering about two pages in the printed hearings) that answer and 
rejoinder on specific points, with no ground rules to keep the discussion pointed 
and focused, is not the most effective means of furthering public understanding 
of the issues involved here. My original remarks on monetary analysis and 
policy to this subcommittee were intended to be of a general suggestive nature 
rather than detailed definitive statements and my brief remarks in this rejoinder 
are to be taken in the same way.1 

One of the useful results that can come out of these exchanges is a clearer 
view of the areas of agreement and disagreement. There are undoubtedly 
many areas of agreement between Professor Brunner and myself. For example, 
I agree with him on the urgent need for additional research into the workings 
of the monetary mechanism and into the linkage between monetary action and 
aggregate spending. I also agree that the System must improve the conceptual 
and factual basis of its operations. 

The System recognizes the need for better knowledge, better analysis, and 
better theory. Our recognition of the need to learn and to incorporate new 
knowledge is not merely a research attitude; it is operational. 

In addition to this general area of agreement with Professor Brunner, I would 
confidently expect that in Professor Brunner's studies (or coming out of them), 
we will find various detailed points of monetary analysis and monetary policy 
that we will agree with or on which Professor Brunner win provide fresh insight 
to us. 

On the other hand, it is already evident that there may be several significant 
differences in approach to, and views on, important areas of analysis and policy. 
Again, it is not my intention here to give a definitive statement on all such 
differences. Let me mention one—his heavy, almost exclusive, analytic and 
policy emphasis on the money supply—that seems central both because of its 
importance in its own right and because of the number of times it appears as 
an element in various of Professor Brunner's analyses and conclusions. 

The Federal Reserve has been led by its analysis and experience to reject 
this unduly heavyweight put on the money supply to the exclusion of other 
relevant analytic and policy variables. Such an undue emphasis appears based 
on an oversimplified view of the economy, of the problems facing it, of the variety 
of objectives or goals with which monetary policy is faced, and of the interrela
tions among the goals and the instruments of policy. 

Another important possible area of disagreement may turn up in the evaluation 
of the factual basis on which conclusions are based. Part of this would be in 
connection with delineating the character of the data that are pertinent to 
testing his or any other hypothesis. We appear to have a significantly differ
ent understanding of the reliability and pertinence of data now widely used in 
testing, and of the minimum specifications as to pertinence and reliability 
that test data should have. There may also be differences with respect to the 
meaning of certain statistical manipulations, and to the difficulties of trying 
to judge attitudes and approaches from statements whose purpose and context 
may not be exactly appropriate to the specific issue in question. It is clear to 
me that it may not be useful to discuss final conclusions until we know more 
explicitly the exact nature of agreements and disagreements on the specific 
factual, statistical, and procedural underpinnings. 

AN INFOBMED ANSWER TO THE FED'S CRITICS 

(By George W. Mitchell, member, Federal Reserve Board of Governors) 

The opportunity afforded me by Banking to comment on an article in the 
March issue on the Federal Reserve System and monetary policy by Messrs. 
Brunner and Meltzer is indeed appreciated. However, as the readers of that 
article, and also of the larger piece from which it was taken, are aware, the 
authors have presented their conclusions well in advance of making available 

1 1 have elsewhere tried to indicate some of my general reactions to certain of Professor 
Brunner's generalizations as to the character of monetary policy formulation and to his 
judgments as to the competence of Federal Reserve officials and advisers. As that state
ment contains some of the points I might make here and as it was a reaction to a con
densed version of a paper which Professors Brunner and Meltzer have prepared for the 
subcommittee and which the subcommittee has released ("Some General Features of the 
Federal Reserve's Approach to Policy"), I have thought it appropriate to append it to 
my remarks here. Digitized for FRASER 
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the basis—the evidence and the process of reasoning—for their conclusions. I 
must, therefore, emphasize that the comments I can make at this time cannot be 
very searching and can certainly not be considered an answer to their preview 
of research findings—findings that I have not yet been given an opportunity 
to examine. Furthermore, the comments that I can make in these circum
stances are my own immediate personal reactions and not necessarily those of 
an official spokesman for the Federal Reserve. 

The failure of authors to provide the full background for their conclusions 
simultaneously with the conclusions themselves might ordinarily not be of 
great significance, but in this case it does appear somewhat unusual. For one 
thing, their conclusions are strong and damning. For another, the Federal Re
serve world which they purport to describe and characterize seems to be one for
eign to my experience even though it is the same Federal Reserve System for 
which I have been working the past 20 years. I simply do not recognize the 
orientation, the preoccupations, the tyrannous domination of monetary tools, 
and the horizons attributed by these authors to the Federal Reserve System. 
Since I assume that serious scholars would not lightly arrive at such conclusions, 
it is quite obvious to me that something is definitely amiss. 

Given the striking nature of their conclusions, it is essential that others be 
able to study their evidence and the line of reasoning leading from the evidence 
to the conclusions, and more importantly, as the authors themselves have stressed 
on many occasions, that others be able to judge the relevance for the conclusions 
of the evidence and of the conceptions underlying their choice of evidence and 
line of reasoning. 

Pending this we can only guess at the real meaning, significance, and import 
of the words of the authors. This is a somewhat dangerous practice . Indeed, it 
is my present impression that, once we have the full details of their analysis, 
many of their conclusions will turn out to arise from their trying to guess at the 
real meaning, significance, and import of words coming from the Fed and guess
ing wrong because of taking the words out of the context in which they occurred. 

LIMITED RELEVANCE 

This is not to say that the Federal Reserve has not made mistakes in analysis 
as well as in policy, and some serious mistakes in both areas, but rather that 
there is a good chance that the evidence and the method of analyzing used by the 
authors will turn out to have limited relevance for their rather sweeping general
izations about the Federal Reserve set of conceptions (even assuming it is at 
all useful to talk about a single set of conceptions dominating many different men 
in the various parts of the System over a long period of time). 

Thus until we can see the detailed argument, it will be difficult to know whether 
the authors' conclusions, that the Fed has no conceptual framework and no 
understanding of the monetary process, are to be interpreted as meaning that the 
authors merely disagree with the Fed's concepts, have failed to ferret out Fed 
thinking, have misinterpreted Fed pronouncements and relationships, or have 
reached this conclusion with full knowledge and understanding. 

Rather than speculate further on what might turn up when once we have the 
full study and have as much time to analyze it as the authors have taken to 
analyze the Fed, let me try to put some possible interpretations on some of the 
conclusions themselves. 

One possibility is that these conclusions imply that those associated with the 
Federal Reserve—its policymakers and economic advisers—are and have been 
generally incompetent. While it is perhaps a somewhat self-serving statement, 
I cannot take this alternative seriously. The individual competence of policy
makers and their advisers is known to me and as often as I may disagree with 
many of them it is not because I believe them stupid. And I see no reason why 
their collective activity in formulating monetary policy would unconsciously 
transform them into incompetents. 

Another possible interpretation is that the Federal Reserve is not incompetent 
in all things but prevailingly wrong in certain crucial aspects of its view of the 
world in which it operates. Thus, the right diagnosis of the economic environ
ment may be made, allegiance to the ultimate goals of public economic policy 
may be acknowledged, the most effective tools may be employed, but a lack of 
understanding of the links between monetary action and economic activity fouls 
the entire operation. Since the System run by human beings who are neither 
all powerful nor all seeing, it cannot know all. 

There is a great deal that remains to be learned about monetary processes and 
I would put as high a priority on the improvement of our understanding as any
one. However, there is much we do know from our experience and that of other 
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monetary authorities. I believe there is enough expertise in the Federal Reserve 
so that given the freedom within which it can operate, the tools it can use, and 
the objectives it tries to achieve, it can be right much more frequently than 
wrong. 

A third possible interpretation to be drawn from the authors' conclusions is 
that the Reserve System, while not necessarily incompetent or wrong has been 
inept, careless, and otherwise inadequate in describing its operations and that, 
consequently, even among professional students, public understanding of its 
undertakings has suffered. 

OTHEE CONSIDERATIONS 

There are obviously great improvements required in the Fed's communica
tions but I submit that careful analysis of the public words of the Fed under
taken in order to arrive at conclusions on its thought processes should take 
more into account than I suspect our authors have done. Such considerations 
are the specific contexts of the words, the rather complex structure of the 
System, the diverse views that always exist within the System, the perhaps special 
meanings and terminologies—the jargon, if you will—that arises within such 
an organization. A special communication problem arises when specific current 
developments are involved because of the pecuniary advantages to be realized 
from a full understanding of what the System seeks and the blueprint with a 
time schedule for reaching that goal. 

In retrospect, of course, this and similar considerations of confidentiality tend 
to disappear and the record of what the Federal Reserve sought and the means 
and techniques it used ought to be clear. That they appear to have been unclear 
to Messrs. Brunner and Meltzer I would certainly regard as reason for an 
improvement in our intelligence transmissions system. But communication in
volves both transmission and reception; it is, I think, fair to wonder if Messrs. 
Brunner and Meltzer have taken all the necessary care to get on the right wave
lengths. 

My second comment has to do with Messrs. Brunner's and Meltzer's contention 
that Open Market Committee housekeeping operations (as one might term the 
attention to current conditions in the money markets) dominate, if they do not 
tyrannize, System policy decisions and actions. I would not deny that house
keeping can dominate policymaking any more than I would deny that in some 
families housekeeping dominates homemaking. I decry both situations. The 
danger certainly exists, but I think the evidence will show that, by and large, 
the Federal Reserve has avoided the danger. We cannot at this time, of course, 
be sure as to why Messrs. Brunner and Meltzer think otherwise. Could it be 
because of the time and attention given by the operating officers at the Reserve 
banks and the Federal Open Market Committee to the avoidance of frictional 
fluctuations in credit availability and price brought about by violent weather, 
free-spending holidays, taxpayment dates, or any one of scores of day-to-day 
events that affect the money markets? 

The Open Market Committee does, of course, pay attention to the state of 
these markets and to the various nonpolicy forces impinging upon them. These 
are the markets which bear the initial impact of policy decisions and the Fed's 
defensive operations in them are part of its necessary concern that its policy op
erations are not offset by these other forces and that there are not inadvertently 
set up in these markets expectations with respect to Fed policy such as to be dis
ruptive of its various policy aims. 

Actual operations in the markets are a combination of all these considerations. 
It would be interesting to know how the authors computed the relative time 
and attention given to the policy questions to problems of carrying out the 
policy decisions in ways that will contribute to, rather than defeat, the policy 
aims, and to questions of transitory movements as such. To infer that policy 
moves are secondary or residual because they are smaller or less frequent, 
or absorb less attention of System operating officers, is to misconstrue the way 
the System operates. 

Similarly, it is to be hoped that the authors have not misconstrued the fact 
that the Open Market Committee meets every 3 weeks to give instructions to 
the manager of the account as evidence that the time horizon of the Committee 
is, at longest, 3 weeks. Nothing in logic or fact would support such a conclusion. 

My third comment has to do with the immediate objectives of monetary policy 
as distinguished from the ultimate objectives of price stabilization, growth, full 
employment, and balance-of-payments considerations. The Brunner and Meltzer 
thesis seems to be that the System seeks, or should be judged by its success in 
achieving, some specified change in the money supply. This is surely based on an 
oversimplified view of the economy, the problems facing it, and the relationship 
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between the ultimate goals and the immediate instruments. In actual fact, the 
System is concerned with several intermediate goals of which a given behavior 
of the money supply is only one, and even there the state of asset preferences 
must be taken into account. 

CONCERN WITH BALANCE AND RELATIONSHIPS 

The System must also be concerned with the balance and relationship among 
the various ultimate objectives. Thus, in recent years the System has had to try 
to achieve a pattern of interest rates such that short-term rates would be com
petitive with short-term rates in other industrial countries, and long-term rates 
not unfavorable to domestic investment. Like many other operations far less 
complicated than this one, skill and experience are essential if the operating au
thority is to achieve several objectives at the same time with minimum damaging 
compromise. The success of the Fed in such operations and the health of the 
economy cannot be measured simply by movements in the money supply. 

In summary, I want to reemphasize that I have not attempted to react in any 
definitive manner to even the specific points selected for comment from the 
issues presented in Messrs. Brunner and Meltzer's brief summary statement. 
Until their evidence and their reasoning is revealed in their forthcoming volume, 
it is scarcely useful to attempt a more detailed or comprehensive analysis and 
critique of their conclusions. 
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THE STRUCTURE OF THE FEDERAL RESERVE SYSTEM 

(By Professors Harvey Mansfield and Myron Hale, Political 
Science Department, Ohio State University) 

STAFF MEMORANDUM 

To a degree perhaps unique among major Federal agencies the Fed
eral Reserve System is self-made. Its prime objectives, its principal 
instrument for reaching toward them, its manner of disposing of its 
huge earnings, and its central governing body for deliberation and 
decision, are all largely of its own devising. This study is an inquiry 
into the working constitution—what may be called the structure of 
influence, as distinguished from the formal structure—of the System. 
The distinction is important especially from the viewpoint of the 
Congress, which launched the System into being, which in theory can 
alter it at will, but which in fact has disarmed itself and intervenes 
only sparingly. The Atomic Energy Commission, the Defense De
partment, the State Department, well might envy the status the Fed
eral Reserve has achieved as master in its own house. 

This has not come about because the statute spelled out the System's 
organization and duties so clearly as to leave it only ministerial tasks 
to be performed according to rule. The Federal Reserve Act as 
amended—the System's "constitution"-Hruns to a little over 100 octavo 
pages of official print, to be sure, and it has been amended more than 
100 times in minor ways. Yet, like the Federal Constitution, it con
veys a very incomplete and imperfect understanding of the operative 
structure of the institutions it established. That structure has been 
both praised and severely criticized; and in the course of a half century 
it has indeed been significantly modified. Only one of the amending 
laws, however, the Banking Act of 1935—passed nearly three decades 
ago in extraordinary circumstances—played a significant part in the 
structural changes; and some of the most criticized features have re
mained, in outovard appearance at least, unaltered from the beginning. 
Most of the significant changes have come about by processes of in
ternal adaptation to unforeseen conditions, to newly discerned needs, 
and to reappraisals of prevailing forces in the System's environment. 
Since the tie between the statutory base and current practice is often 
tenuous, it is instructive to ask how official discretion has come to be 
so relatively untrammeled by superior authority, as well as to trace the 
directions it has taken and the articulation of the component parts of 
the System. 

As the System began, its founders viewed it, in Goldenweiser's 
words, as "a cooperative mutual aid enterprise among member banks, 
under general supervision of the Government.1 I t became a central 
bank in 1935 and achieved its present independence from the adminis-

1 "American Monetary Policy" (New York, 1951), p. 81. 
1959 

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



1960 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

tration in the 1951-53 period. The immediate objects of the framers 
were to provide an "elastic currency," to "afford means of rediscount-
ing commercial paper," to effect at once a pooling and a distribution of 
bank reserves in a number of regional Eeserve banks, and, in the inter
ests of greater safety both for banks and for their depositors, to "estab
lish a more effective supervision of banking." The statute said noth
ing explicit of the further aims these objects were intended to serve, 
beyond authorizing the Eeserve banks to charge discount rates "which 
shall be fixed with a view of accommodating commerce and industry" 
(sec. 14(d) ) . But the stated functions have long since come to be 
taken largely for granted and reduced to routines, many of them 
mechanized and partly automated. The policy concerns of the Sys
tem are addressed instead to objectives not merely beyond the ken of 
the framers but beyond what they would have supposed was within the 
orbit of deliberate human influence—employment levels, price levels 
and aggregate economic growth rates, here and abroad. 

This enlargement of horizons cannot be explained by the modest 
increases in direct statutory responsibilities since 1913, nor even by 
the Employment Act of 1946. I t is traceable rather to the vast in
crease in the financial resources at the disposal of the System, to
gether with a more sophisticated understanding of the potentialities 
and consequences of their use—to its financial power, that is to say— 
and to the intangible attributes of legitimacy and prestige accorded 
to it. Concretely, the main source of the System's present power is 
its ability to engage in and give unified direction to large-scale open 
market operations. In its train, the exercise of this power has en
forced a wider concept of responsibility. 

The authority for open-market operations dates back to the original 
act, though in practice they were then confined—in accordance with 
prevailing central banking theory—to commercial paper almost en
tirely. Each Eeserve bank was given power to buy and sell Govern
ment securities and commercial paper. Unified or coordinated trad
ing by the 12 Reserve banks was not authorized by the 1913 act. Thus, 
as initially established, the Federal Reserve consisted of 12 regional 
banks,4 each with independent and potentially rival central banking 
powers. Not until 1935 did Congress convert the Federal Reserve Sys
tem into a central bank. Statements made by Carter Glass and others 
in support of the Federal Reserve Act of 1913 often are cited today to 
buttress the argument for an independent central bank. I t is, of 
course, not appropriate to do this since under the 1913 act the economy 
did not have a central bank. A central bank was established in 1935 
and the principal power it was granted was the power to conduct open 
market operations. The assets that now furnish the wherewithal for 
open market operations are almost completely U.S. Government secu
rities. This development had its origin in World War I when the Re
serve banks used their money-creating powers to help finance the war. 
The Government securities which the Reserve banks "bought" over the 
years have, of course, made them "independently wealthy"; and with 
riches and a growing skill in using them, came a growing influence. 
In fiscal 1917 the Reserve banks together for the first time earned a 
surplus above expenses, dividends and a franchise tax; it amounted to 
$1.1 million. In 1920 the annual surplus reached $82.9 million. Dur
ing the war the System's assets grew tenfold, from $2.5 billion to $25 
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billion. I n 1942 the annual surplus was $3.6 million, and in 1946, de
spite the low interest rates prevailing in World War I I , it was $81.5 
million. By 1962 the System's assets included some $30.8 billion in 
Government securities. I t is interesting, if idle, to speculate on what 
would become of the System's influence if its income from U.S. Gov
ernment securities were ended. One immediate consequence would be 
the disappearance of the System's main source—some 99 percent—of 
its earnings; and with it, the System's ability to provide, free of 
charge, its principal service to member banks, the clearance of checks. 
Lacking another source of earnings, its free services to banks like 
check clearing would be either eliminated or paid for by the commer
cial banks and their customers. 

Despite its affluence the System would hardly have reached its pres
ent position of independence and influence if it had not managed, de
spite its mistakes, to avoid the main political blame for economic dis
asters occurring over the years. The System has had two close calls, 
and both left their marks. This is not the place for a reappraisal of 
its performance on either occasion. I t is enough to note first, that in 
the aftermath of the collapse of stock market and commodity prices 
and widespread unemployment that began in June 1920 the Federal 
Reserve was bitterly attacked, especially in the farming areas, for its 
action in raising discount rates that spring, and in keeping them up 
for over a year when heavy liquidation was proceeding. A congres
sional investigation followed, and legislation in 1922 that enlarged 
the Federal Reserve Board to make room for a farmer but otherwise 
left the formal structure intact. The internal responses of the System 
during the ensuing 2 years, 1922-24, were more significant. The first 
Open Market Committee 01 Governors was formed in 1922 under the 
leadership of Governor Strong of the New York Reserve Bank. At 
the same time the Reserve Board brought in Walter W. Stewart to 
head its Division of Research and inaugurate a new era in the gather
ing and mobilization of economic intelligence in the service of mone
tary and credit policy. In 1923 the Board asserted its jurisdiction to 
control open-market operations, and by 1924 the Open Market Com
mittee, at least, had come to a dawning realization of the economic 
function it was really performing by influencing the amount of mem
ber bank reserves. These 2 years were a formative period in the 
progress of central banking theory and practice.2 

The second and more serious occasion was of course the great depres
sion following the stock market crash in 1929. The Board had been in
decisive in 1928-29, a majority taking the position that it was not re
sponsible for speculative excesses financed with funds from other 
sources than Federal Reserve credit. The Open Market Committee 
had been restrictive since the fall of 1927. In consequence, the volume 
of money had not increased since late 1927. After the crash it did too 
little too late. In fact, in 1931 credit was temporarily tightened when 
the Reserve banks became concerned about their own reserve positions, 
in the face of threatened gold withdrawals by the Bank of France. 
And banks went under because statutory restrictions and prevailing 
concepts limited the help the Reserve banks could give them to the 
amounts that could be covered by eligible paper. When all banks 

2 Ibid., ch. 8; L. V. Chandler, "Benjamin Strong, Central Banker" (Washington, D.C. 
Brookings Institution, 1958), ch. 6. 
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closed in March 1933 the one event that the Federal Reserve Act was 
supposed to have made impossible nevertheless occurred. The main 
blame, however, fell on Wall Street, politically speaking. The Fed
eral Reserve emerged shaken and ultimately reorganized, but with its 
powers rather increased than diminished. Technical amendments to 
the statute, hurriedly passed in 1932 and 1933 broke the shackles of 
orthodoxy by making Government bonds acceptable as collateral for 
advances to member banks and as a backing for the issuance of Federal 
Reserve notes. The Governor of the Federal Reserve Board became 
the first Chairman of the Reconstruction Finance Corporation, to give 
infusions of Government credit in situations beyond the Reserve 
banks' powers. Finally in 1934 the Reserve Board was given vigorous 
new leadership with the appointment of Marriner Eceles as its Gov
ernor, to whom the President pledged full support for an overhauling 
of the Federal Reserve Act and a reconstitution of the Board. 

The Banking Act of 1935 authorized Reserve bank advances to 
member banks on short-term notes "secured to the satisfaction of" the 
Reserve bank, and it gave the Board a range of discretion over reserve 
requirements. Among its structural changes it removed the Secretary 
of the Treasury and therefore, at his insistence, the Comptroller of the 
Currency also, from the Board and lengthened the terms of Board 
members. But it is chiefly remembered for its assertion of the nomi
nal if not actual primacy of Washington over Wall Street. The title of 
Governor, a symbol of prestige in European central banking which the 
Reserve bank directors (in a curious inversion of American political 
usage) had conferred on their chief executive officers, was taken away 
from them and appropriated to the Reserve Board, renamed the Board 
of Governors. The heads of the Reserve banks were instead to become 
Presidents, their appointments subject to the approval of the Board in 
Washington. Along the same line, the Open Market Committee— 
renamed the Federal Open Market Committee—was reconstituted to 
consist of the seven Board members and five Reserve bank presidents. 
The Federal Advisory Committee was left unchanged on paper, but 
Eceles put a stop to its practice of issuing anti-New JDeal public state
ments without consultation with the Board. He also secured the dis
charge of the System's Legislative Committee, previously headed by 
the Governor of the New York Reserve Bank. Lastly, the confirma
tion of Eceles' appointment by the Senate and the ultimate passage of 
the act were political defeats for George Harrison, then Governor of 
the New York bank.3 These were material changes, and imposed on 
the System from above. 

In the aftermath of World War I I the postwar depression that 
many expected did not materialize; instead, strong inflationary forces 
persisted through 1947. After 1947 to mid-1950 when the Korean war 
began, there was no inflation; in fact in 1949 there was a recession. 
Inflation renewed with the outbreak of war in Korea. This produced 
a crisis for the System, but of a different sort. From June 1950 until 
mid-1951, Federal Reserve authorities continued to support Govern
ment bond prices, a policy that the Treasury continued to insist on. 
During the first 6 months of the Korean war indexes of commodity 
and wholesale and retail prices nevertheless increased at a faster rate 

3 See Marriner Eceles, "Beckoning Frontiers" (New York, 1951), pp. 165-229. 
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than they had during World War II . Many called for monetary re
straint. The critics who advocated credit restraint were not, by and 
large, seeking congressional intervention, though the Douglas subcom
mittee of the Joint Committee on the Economic Report held hearings 
in 1949 and 1950.4 

Instead of new legislation this time, therefore, the result was a clash 
between the Treasury and the Federal Reserve, kept more or less be
hind the scenes until Eccles—by then no longer Chairman but still a 
Board member—brought it into the open on his own motion early 
in 1951. The upshot was the "Accord" in March, announced as such 
without immediate elaboration. As it turned out, this meant that 
the System, by a series of technically ingenious maneuvers, saw the 
Treasury through the nearby program of refundings without loss of 
face, and thereafter regained its freedom of open-market action. 
Chairman McCabe resigned from the Board almost at once, and Eccles 
shortly after him. The System moved toward its fifth decade under 
new leadership, with a scope of discretion for the exercise of its powers 
that it had not had for the previous 20 years. 

The reemergence of monetary policy as a separate instrument co
incided with a reemergence of a widespread faith in its potency as a 
major and manageable influence on the economy. It coincided also, 
roughly, with the reemergence of a dominantly conservative mood in 
American politics that prevailed on the whole through the 1950's. 
I t led to no overt changes in the System's structure, though there were 
internal shifts in the weight of influence. It perhaps led to the overt 
acknowledgement of a broader range of concerns, including an ex
pressed concern for the goals of the Employment Act of 1946. It pro
voked two notable outside efforts at reappraisal of the performance of 
the System, by the Patman subcommittee of the Joint Committee on 
the Economic Report in 19525 and by the Commission on Money and 
Credit.6 I t also provided the first example in the System's history of 
the survival of the Board Chairman, by successive reappointments, 
from the administration in which he was first appointed through the 
next succeeding one—indeed, through two and into the third—with 
their changes in party control. 

Confidence in the efficacy of monetary policy was challenged again 
in the early 1960's. A creeping but persistent rise in unemployment, 
and dissatisfaction with the low annual rate of growth in the econ
omy—as compared with conditions in some other countries—appeared 
to call for increasing the rate of growth of the volume of money, on 
the one hand, while on the other hand alarm over the large and equally 
persistent deficit in our balance of international payments seemed to 
dictate higher domestic interest rates. Characteristically, the re
sponse of the System to this tension, once more, was not to seek legis
lation involving added powers or structural changes, but rather to 
work out the problems through internal adaptations. On the struc
tural side, these consisted chiefly in developing closer coordinating ties 

4 Subcommittee on General Credit Control, Joint Committee on the Economic Report, 
heariugs, "Monetary, Credit, and Fiscal Policies" (1949), and "Monetary, Credit, and 
Fiscal Policies, a Collection of Statements," S. Doc. 132. 81st Cong.. 2d sess. (1950). 6 Subcommittee on General Credit Control, Joint Committee on the Economic Report, 
"Monetary Policy and the Management of the Public Debt, Replies to Questions (Com
pendium)," S. Doc. 123, and report, S. Doc. 163, 82d Con*., 2d sess. (1952). 6 "Money and Credit: Their Influence on Jobs, Prices, and Growth" (New York, 1961). 
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with the Treasury, joining the Treasury in a new network of agree
ments with major foreign central banks and the International Mone
tary Fund for borrowing and swapping each other's currencies in large 
amounts, and building up the New York Reserve Bank's staff as the 
operating agency both for these transactions and for carrying out the 
System's new policy of open market operations in foreign exchange. 
A new era of good feelings between the two agencies, Treasury and 
Federal Reserve, ensued. Significantly, in 1951 President Truman 
and Secretary Snyder had moved Assistant Secretary Martin over to 
head the Federal Reserve. Now, in 1961, President Kennedy turned 
to the leading professional among the New York Reserve Bank vice 
presidents, Robert V. Roosa, to find his new Under Secretary of the 
Treasury for Monetary Affairs and Debt Management. 

Looking back from 1963 to 1913, some general trends in the struc
tural evolution of the Federal Reserve System are plainly evident. 
The influence of member banks on Reserve bank policies in the several 
districts has diminished. What is another way of saying much the 
same thing, the influence of Reserve bank directors on Reserve bank 
presidents has diminished. But they still exercise some influence and 
reinforce clientele interests. The room for divergent policies among 
the several Reserve banks has diminished. The ability of the Federal 
Advisory Council to act in public as a quasi-official critic of Govern
ment policies has vanished; it must work through inside channels or 
not at all. The influence of the Reserve banks (i.e., of their presi
dents) collectively on System policies has diminished; and conversely> 
the influence of the Board of Governors on these policies has in
creased. The influence of the New York Reserve Bank, however, 
remains high. The influence of the Board Chairman on System poli
cies and Board actions has on the whole increased, though this is a 
function of personalities in par t ; it was at a peak in 1963. His influ
ence in the wider economic councils of the Government has fluctuated; 
it varies directly with the standing he holds in the confidence of the 
President and the Secretary of the Treasury, and with the importance 
attached to monetary policy in the economy at different times—i.e., 
it is lower in wars and depressions when overriding considerations de
termine that policy, and higher in more "normal" peacetime condi
tions when there is more latitude for discretion. The influence of 
the Congress over the System, finally, has diminished. 

Whether these trends are in the right direction, whether they have 
gone too far or not far enough, are matters of dispute and of long
standing argument. Running through the discussions they have pro
voked, several persistent issues recur: (1) the nature and sources of 
the System's mandate—i.e., who defines its goals, and on what criteria; 
(2) the proper relationships of the System to its banking clientele, to 
other agencies of government and to foreign central banks and gov
ernments ; (3) the internal balance between the Board and the Reserve 
banks, and more especially the New York Reserve Bank; (4) the form 
and degree of public accountability, and the System's claims to pri
vacy ; and (5) the gains and costs involved in changing outward struc
tural features to accord more closely to present-day purposes and func
tions. These issues warrant a little elaboration. 
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I I . BASIC ISSUES 

THE STATUTORY MANDATE AND ITS AMBIGUITIES 

The original Federal Eeserve Act contemplated a number of fairly 
concrete and immediate purposes and functions for the system it 
established, and gave more or less specific directions for their con
duct—for example, regarding the issuance of Federal Eeserve notes, 
the discounting of eligible commercial paper, the maintenance of re
serves, and the examination of banks; a lengthy list of this sort could 
be compiled. Many of these instructions later became outmoded and 
either were ignored as dead letters if they were harmless or were re
pealed, circumvented, or amended if they got in the way; many more 
Iiave been added to the list by subsequent legislation, such as the Bank 
Holding Company Act of 1956. 

These service and regulatory activities occupy most of the time 
and energies of most of the people, as well as most of the physical 
facilities, employed in the system. The service activities have taken 
on very large-scale proportions. Upward of 4 billion checks a year, 
i o r instance, are cleared, free for member banks. Over $30 billion 
in coin and currency are handled annually and, in 1962, some $640 
billion in Government securities were issued and redeemed. Statisti
cal staffs gather, interpret, and disseminate masses of information 
widely used by analysts and others outside the System as well as within 
it. The regulatory activities help reassure the country that banks are 
sound, and the adjudications of merger and branching applications, 
^ t c , settle local competitive disputes. These cases are often contro
versial, and time consuming for Board members. But the Board's 
jurisdiction in both sorts of regulation is interstitial, hemmed in by 
the overlapping responsibilities of the Comptroller of the Currency 
for national banks, of State authorities for State-chartered banks, of 
the F D I C for insured banks, and of the Attorney General and the 
SEC. Even where jurisdiction exists, the Board's discretion is further 
limited by the statutory direction to Federal authorities to follow 
State policies in matters of branching and the like. Piecemeal ac
tion and shifting viewpoints and personalities in the numerous agen
cies concerned preclude the systematic use of these regulatory powers 
i o r broadly conceived program purposes. Settling one local case 
does not control the outcome in the next. 

Large as the service and regulatory functions bulk in the day-to-day 
operations of the System, they bear only indirectly on its longer range 
purposes. They are consonant with a narrow conception of a "co
operative enterprise among banks," though not necessarily with the 
broadest conception of national monetary management. Even to say— 
taking account of the development of open-market operations—that 
the main function of the System is to influence the availability and cost 
of money, does not answer the question of the longrun goals. 

The longrun goal most congenial to Federal Eeserve authorities, as 
well as to their banker clientele, is what is euphemistically referred 
to in campaign speeches as "a sound dollar"; that is, price stability, 
which means in practice, higher interest rates as other prices go up. 
This is a congenial goal because it is an easy one for the central bank 
to do something about, by restricting the supply of money, and because 
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its immediate effect is to improve bank earnings. But it is by no means 
the only or the ultimate goal that is desirable for the national economy• 
In real terms, full employment, an expanding output of goods and 
services adequate for a growing population, the abolition of pockets 
of poverty, contributions to the strength and development of under
developed lands abroad, and other economic goals may be equally im
portant. Moreover, they are not all attainable at once without con
flict among them; in the short run, surely, emphasis on one may be 
nt the expense of progress toward another. So choices must be made, 
trading off advances along one line against the costs of stagnation along 
another. 

The question of goals is clearly within the province of Congress, yet 
it is remarkable how little clarification Congress has given it in legis
lation, however sharp the views of individual members or committee 
majorities have sometimes been. The original Federal Reserve Act 
was strictly instrumental in the list of purposes stated in its preamble, 
and with apparently deliberate ambiguity used merely the phrase 
"with a view of accommodating commerce and business" as a guide to 
the extension of credit and fixing of discount rates (sees. 4 and 
14(d)). Amendments in 1923 added agriculture to these objects of 
solicitude but did not change the passive attitude implied by "accom
modating." Amendments had also been hurriedly adopted in 1917 
to enable the System to accommodate the Treasury's need to finance 
the huge Government outlays for World War I. At the expense of 
some previous theory, the law was changed to make loans secured by 
Government bonds eligible for discounts and advances, like commercial 
paper. A preferential discount rate at the Eeserve banks for such 
loans, and installment terms of payment for the bonds, encouraged 
purchasers to borrow, and banks to lend, the funds required to over-
subscribe successive Treasury issues—at successively higher rates. The 
temporary subordination of other objectives to the Treasury's needs 
was not written into the law; it was taken for granted. 

After the war the Reserve banks themselves introduced some quite 
parochial criteria, now long since abandoned. Early in 1920 they 
adopted a tight money policy largely out of anxiety to maintain their 
own reserve positions, which were threatening to drop below the then 
legal minimums of 40 percent against Federal Reserve notes and 35 
percent against deposits. The result was depression which was espe
cially severe in farm areas. They were to do this again in even more 
distressingly wrong circumstances in the autumn of 1931 after Eng
land went off the gold standard.7 On the other hand in 1922 they con
tributed unwittingly to easier monetary conditions when they bought 
Government securities on the open market for the first time on a 
sizable scale, in order to improve their own earnings, which had been 
impaired by the wholesale liquidation of the previous 2 years. In the 
aftermath of this experience the Federal Reserve Board, prodded by 
the Treasury, took a hand in policymaking. In April 1923 it asserted 
its jurisdiction over the newly reconstituted Open-Market Investment 
Committee and directed that the Committee's actions "be governed 
with primary regard to the accommodation of commerce and business^ 
and to the effect of such purchases or sales on the general credit situa-

7 Chandler, op. clt, pp. 184-185 ; Goldenweiser, op. cit., pp. 158-159. 
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tionP [Italic added.] This language, in substance, was carried into 
the law in 1933 when the Open Market Committee gained statutory 
recognition (sec. 12A(c)). The added phrase suggested a less passive 
role for the System but it left the Committee a wide-open discretion in 
its decisions. 

The initiative of Governor Strong of the New York Reserve Bank 
introduced a new international perspective on System goals in the 
mid-1920's. His energetic activities to promote financial reconstruc
tion and stability in Europe, in cooperation with Governor Norman, 
of the Bank of England, helped in the adoption of the Dawes plan, the 
return of the British (and later other countries) to the gold standard, 
and the floating of foreign loans in New York. These steps appeared 
at the time to be to the long-run advantage of the American economy. 
But the English economy experienced severe unemployment in the 
mid-1920's as a result. Official Washington was committed to stay 
$loof from negotiations between governments on these matters, and 
from participation in the League of Nations, Agreements between 
central banks were something else again. In the circumstances, the 
New York Reserve Bank became a guasi-official internationalist actor 
while the official government remained isolationist. When the ven
tures so undertaken collapsed with the collapse of the gold standard in 
1931 the Reserve Board turned on the New York Bank, and the law 
was amended in 1933 to assert explicitly the Board's power to control 
foreign dealings by Reserve banks (sec. 14(g)). International co
operation was in abeyance from then until 1940. In the new era of 
financial interdependence that began in World War I I and that re
ceived congressional sanction in the Lend-Lease Act, the Bretton 
Woods Agreement Act, the Marshall plan, and a host of other laws, 
the lead has usually come from the Treasury or other executive agen
cies rather than from the Federal Reserve. But the New York Re
serve Bank, both through its voice in the Federal Open Market Com
mittee and as agent for the System and the Treasury has remained 
close to the center of policy formulation as well as its execution. 
And it is now a commonplace that the international aspects of mone
tary questions are key considerations in determining System policy, 
though there is little evidence that monetary policy has major impact 
on the U.S. balance of payments. 

The revolution in economic thinking during the 1930's repudiated, 
among other things, the limited conception of central bank responsi
bilities that had been orthodox until 1929. So when the Banking 
Act of 1935 was under consideration, the House version contained a 
declaration of policy directing the Board of Governors— 
to exercise such powers as it possesses in such manner as to promote conditions 
conducive to business stability and to mitigate by its influence unstabilizing fluc
tuations in the general level of production, trade, prices, and employment so far 
as may be possible within the scope of monetary action and credit administration. 

At the insistence of Senator Glass, however, this effort to broaden the 
System's mandate explicitly was stricken from the bill in conference.8 

Nevertheless, when the System in 1939 published the first edition of its 
8 "Beckoning Frontiers," p. 228. 
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now familiar official handbook, "The Federal Reserve System: Pur
poses and Functions," it proceeded to describe its objectives as— 
to contribute, with other agencies, to economic stability— 

and— 
to maintain monetary conditions favorable for an active and sound use of the 
country's productive facilities, full employment, and a rate of consumption re
flecting widely diffused well-being. 

The Employment Act of 1946 did not mention the Federal Reserve 
when it declared— 
the continuing policy and responsibility of the Federal Government to use all 
practicable means * * * to promote maximum employment, production, and 
purchasing power. 

Board spokesmen, however, have repeatedly affirmed that the goals 
of that act are also System goals. Certainly they should be. 

Subsequent attempts in Congress to amend the 1946 declaration, to 
make it more explicit, or to add further objectives have all been de
feated. But the Board has gone right on revising its own understand
ing. The 1947 edition of the handbook introduced price stability 
specifically, and qualified "full employment" to "sustained high em
ployment." The 1954 edition added "growth" to the goals. The 
1961 edition elaborated on growth and qualified stable prices with 
"relatively." ° The 1963 edition brought a further element into its 
succinct statement: 

Today it is generally understood that the primary purpose of the System is to 
foster growth at high levels of employment, with a stable dollar in the domestic 
economy and with overall balance in our international payments (1963 ed., p. 2) . 

The System has come a long way from "accommodating commerce 
and business." 

I t is questionable how much importance to attach to the shifting 
emphases in these successive policy statements. The absence of men
tion of balance-of-payments objectives prior to the 1963 edition, for 
instance, had not kept the System from anxiety or action on that score 
from the time when it became an acute concern in 1959 and 1960. 
What is more to the point here is the assumption that the several objec
tives listed are simultaneously compatible. However this may prove 
to be in the long run, nothing is more clear from recent history than 
that the short-run truth is to the contrary. In the context of official 
decision and action, some part of one objective must be sacrificed or 
jeopardized for progress toward another. The price of the trade-off 
is the crucial issue in each case. Neither the statute nor the handbook 
forecloses the decisions that matter on that issue. Kealistically re
garded, accordingly, the Federal Reserve's mandate not only is largely 
self-made; it is also continuously in the making. Is the System so 
much the master of its own course because it has demonstrated that 
it is better qualified than anyone else to determine where it should be 
going—and so deserves to be let alone—or because it has managed to 
put itself beyond the reach of effective control from outside? Should 

9 L. S. Ritter, "Official Central Banking Theory In the United States, 1939-61: Four 
Editions of the Federal Reserve System : Purposes and Functions," reprinted in Joint 
Economic Committee, hearings, "State of the Economy and Policies for Full Employment," 
:87th Cong., 2d sess. (1962),, pp. 982-997. 
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not Congress and the administration decide whether to trade, say, 2 
million unemployed for a 1-percent per annum rise in the wholesale 
price index? 

THE INDEPENDENCE OF THE SYSTEM 

The issue of independence has been argued at length on many 
occasions. I t has two broad facets: The System's relationships with 
banks and bankers, and reflections of these in its internal structure; 
and its relationships with other governmental agencies. On both 
counts, outward appearances do not necessarily mirror working 
realities. 

(1) The nature of the relationship with banks starts with the fact 
that membership in the System is voluntary for State-chartered banks: 
the costs and burdens entailed must not indefinitely appear in the 
aggregate to exceed the benefits derived. Evidently the advantages 
are so overwhelming as to make membership virtually compulsory for 
large banks, and doubtful or negative for small ones. Of the 13,400 
commercial banks in the United States in 1962, about 6,000, somewhat 
less than half, were members (4,500 national and 1,500 State) but they 
accounted together for about 85 percent of deposits. The total number 
of banks has remained quite stable in recent years. Nevertheless, of 
183 new ones formed in 1962, only 67 entered the System; and 25 
existing members dropped out while only 15 nonmembers joined. The 
absence of so many small banks does not materially affect the influence 
of the Eeserve banks over the total volume of bank credit. But it isy 
perhaps, a restraining influence against the imposition of additional 
reporting requirements or substantive restrictions on member bank 
activities. And it is also testimony to the conclusion that the intimacy 
of relations between the Eeserve banks and member banks varies 
directly with their proximity and volume of business. The largest 
banks are the largest users and beneficiaries of Eeserve bank facilities 
and services, and have the best access for bringing their viewpoints 
and interests to bear on Eeserve bank thinking. 

A different sort of relationship, of a disciplinary nature, derives 
from the responsibilities of the Eeserve banks for examining member 
banks and for intervening in cases of trouble. But most of these 
responsibilities, as already noted, are the primary concerns of other 
agencies, State as well as Federal. The Eeserve banks are only in a 
residuary degree the watchdogs of the integrity of member-bank 
transactions. 

A third relationship stems from the member banks' ownership of 
stock in the Eeserve banks, and their election of six of the nine direc
tors of each. This feature, that in the early days of the System seemed 
to warrant Secretary McAdoo's reference to the Eeserve banks as 
"private corporations," has become an intellectual tie rather than a 
business partnership. As such it hinders the development of a wider 
responsiveness among the Eeserve bank directors to the multiplicity 
of interests in the economy. But it plainly does not enable member 
banks to control Eeserve bank policy. 

On the other hand it assuredly reinforces the built-in banker bias 
in the environment in which Eeserve bank policy is made and 
facilitates access for bankers' views. This is not control but i t is in
fluence, or a favorable situation for persuasion. 
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In this complex of relationships between the Reserve banks and the 
member banks, the stakes on the System's independence have been sum
marized by the Commission on Money and Credit in these words: 

The agency-clientele relationship, between a Government agency and the busi
ness concerns it both serves and regulates, is almost always, almost inevitably, 
close; and the more so after it has matured for decades. There are public ad
vantages in this: regulation can be knowledgeable, its inconveniences can be 
minimized, personal working relationships can be easy. But the hazards of too 
close a relationship are also well known; conflicts of interest tempt individuals 
on either side of the public-private line to consult private advantage too far; 
organized interests among the regulated may first infiltrate and then paralyze 
their public regulators; even legitimate transactions and contacts risk miscon
struction; parties on both sides come to take too parochial a view of the no* 
tional interest (report, pp. 91-92, italic added). 

(2) The independence of the System from or within the rest of the 
Federal Government has been an article of faith for some, and a topic 
of ideological debate for a generation. Those who wish to insulate 
the central bank in particular from the political effects of unpopular 
moves, have sometimes—though not so often since 1954—invoked the 
image of a "supreme court of finance" as a symbol of their ideal. I t 
would be profitless to pursue the argument m such rhetorical terms. 
The orthodox traditions of 19th-century central banking are irrelevant 
to an era in which the Board of Governors acknowledges the objectives 
of the Employment Act of 1946. The System operates in a field where 
other agencies, notably the Treasury, have important complementary 
and overlapping powers and responsibilities that are not likely to be 
taken from them soon. Independence in the sense of isolation was 
pushed to an impractical degree in the provisions of the Banking Act 
of 1935 fixing the terms of members of the Board of Governors. 
Because monetary developments have repercussions on all sectors of 
our economy, it is out of the question for the Federal Reserve to do 
what it wishes irrespective of the views of the administration and 
Congress—the duly elected representatives of the people. At best 
this arrangement can produce "happy accidents" wherein the policies 
of the independent Federal Reserve are consonant with the rest of the 
Government. But, if the Federal Reserve pursues its own goals, con
flicts are certain to occur. These clashes may be settled by revising 
fiscal policy—for example, a tight monetary policy may be offset by 
increased Government expenditures or a tax cut. At times, however, 
the conflict can be bitter and personal. To illustrate, we have only to 
recall the fate that lately befell the Governor of the Bank of Canada, 
who was dismissed from office in 1961 for pursuing a course in defi
ance of the Finance Minister. (See the testimony of Scott Gordon, 
pp. 943-945 (Feb. 11,1964).) 

For positive ends, independence needs to be coupled with influence in 
the high councils of government, and influence diminishes with isola
tion. Paradoxically but realistically, then, the surest prescription for 
strengthening the central bank's voice in the shaping of national 
economic policy is to bring it into the partnership of councils centering 
on the Presidency. One condition of that prescription is the continu
ing confidence of the President in the Board's Chairman.10 As a 

10 The shrewdest summary argument of this view is the testimony, still cogent after a 
<lozen years, of Harold Stein before the Patman subcommittee in 1952, hearings, "Monetary 
Policy and the Management of the Public Debt," 82d Cong., 2d sess. (1952), pp. 757-761; 
see also the testimony of G. L. Bach, ibid., pp. 748-752, and Commission on Money and 
Credit, report, ch. 10. 
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-corollary, the Chairman and a majority of his colleagues must find 
the economic goals and policies of the administration palatable. 

Except in an occasional challenge of a merger decision or similar 
regulatory move, the Board's actions are in practice immune from 
judicial reviews. Federal agencies do not settle their jurisdictional 
•differences in lawsuits, and the exercise of the System's monetary 
powers does not give rise to cases between the Reserve banks and mem
ber banks or outsiders that can be litigated in the courts. So the Sys
tem is more independent of judicial control and spends less time in 
court than any other important regulatory agency. 

Congressional controls rest lightly on the System, too. In law the 
Congress can abolish the System, or alter it in any way. I n practice 
the System can safely disregard these contingencies, unless it should 
behave very foolishly, or unless in circumstances of general economic 
distress that have not been seen in the past 25 years. In the past the 
Board has had sufficient friends on both sides of the aisles in both 
Houses to prevent floor consideration of unwanted changes in its 
statute, so the minor amendments that have been adopted are changes 
the Board has consented to in advance. Conversely, however, without 
the active support of the Treasury and the White House, the Board 
has been unable to secure legislative additions to its powers if any mate
rial objection is raised. So, for example, the Board's annual reports for 
the past 6 years have repeated an unheeded request for added authority 
under the Bank Holding Company Act (1962 annual report, pp. 131-
133). More characteristically, and traditionally, the Board has simply 
been unwilling to seek any important legislation—partly, because it 
has learned that it is unlikely to succeed in getting any, and partly in 
order to avoid compromising its policy of aloofness. Also, since the 
Board has no need for appropriations, it avoids both the controls in
herent in a budget review and the risks of legislative riders on money 
bills. This leaves the legislative committees and their staffs to reckon 
with, and the Joint Economic Committee. 

These committees can summon any official of the System or other 
agency for questioning, but the questions can be evaded by answers 
such as, "you and I don't read economic history the same way." They 
also can call for the production of records and other information. 
But here they may be rebuffed. For example, minutes of Open Market 
Committee meetings have been called for but not sent. Congressional 
committees can, of course, conduct studies on their own or with the help 
of outside consultants, hold panel discussions with experts, publicize 
their findings and views, and exercise the arts of persuasion. The 
committees have done all of these things, and some modifications in 
System policy and practice have probably resulted. But there are 
distinct limits to these committee influences. If the System has re
mained unpersuaded, it has been able to stand its ground, and the 
committees have found no further recourse. 

System officials appearing as congressional witnesses are regularly 
asked, and cheerfully agree, to repeat the timeworn formula that the 
Federal Reserve is an "agent of Congress" or a "creature of Congress" 
and as such "responsible to Congress." Experiences like the one just 
mentioned show concretely the half-truth in this comforting but es
sentially meaningless ritual. System members can readily acknowl
edge the existence of a power they can be confident will not be exer-
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cised, while refusing to take direction from the power they actually 
confront. Strictly speaking, the System is a creature of Congress in 
the same sense that the Treasury is—both created by statutes—but 
much less responsible to it than the Secretary of the Treasury. He 
is beholden not only to statutes but also to committees and individual 
members whose continuing support both he and the President need. 
The Federal Reserve can get along very well with the statute it already 
has. And as a System that acts by vote it can avoid being committeed 
by its members speaking individually. Realistically, the necessary 
prerequisite for Federal Reserve responsibility to Congress would be 
responsibility to the President, as the cases of the Secretary of the 
Treasury and other Cabinet officers illustrate. Responsibility to the 
President would give the Congress leverage over the Federal Reserve; 
i t would be desirable also because it would enable the President t a 
exert a coordinating authority to keep monetary policy and adminis
tration policy in harmony. 

The Board's independence of the President is protected in law by 
the length and staggering of the terms of its members, who can be 
removed only for "cause"—and so presumably only after a specifica
tion of charges and a hearing; the case has not arisen. I t is fortified 
by tradition. President Wilson is recorded as having declined to 
meet with the Board on the ground that to do so would invite the 
suspicion that he was trying to influence it. President Hoover had 
some fruitless phone communications with the Board in the crisis 
conditions of the last hours of his term. President Truman sum
moned the entire FOMC to a meeting in his office on the last day of 
January 1951, in an apparent plea for cooperation, shortly before the 
accord was negotiated.11 Evidently, these were exceptional occasions. 
The usual practice of nonmtercourse is no doubt reinforced, too, by 
the fact that the President is not nominated or elected to his office 
on account of any prior special knowledge of monetary matters he 
brings; he will rarely have personal acquaintance with any Board 
member but the Chairman. The FOMC, also a statutory body, is a 
stage further removed since the President has no hand in selecting 
the Reserve bank Presidents, all of whom participate, five on a voting 
basis, in FOMC proceedings. They are appointed by the Reserve 
bank directors with the approval of the Board, and the Board, and the 
directors in turn are partly elected by member banks and partly Board 
appointed. So the FOMC, which wields the System's most important 
power, with the widest latitude of discretion, is in an almost fully 
independent legal position. 

The actual distance between the President and the Reserve authori
ties therefore depends chiefly on the standing of the Chairman in the 
confidence of the President; and—in a different way—with the finan
cial community. If the President is at odds with bankers and finan
ciers, as Roosevelt was, he needs a strong ally on the Reserve Board, 
as Eccles was. I f the President has other things on his mind, as 
Truman in 1948 did, the Reserve Board Chairman can be moved aside, 
as Eccles was. But if the President sides with his Secretary of the 
Treasury in a dispute with the Reserve System, as Truman did in 1950, 
he runs the risk that leaders in the Board or the FOMC may administer 

11 "Beckoning Frontiers," pp. 486-490. 
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shock treatment and then resign as in 1951 McCabe and Eccles did. 
No wonder, then, that proposals to alter the status of the Federal Re
serve, in whatever direction, invariably focus mainly on its relation 
to the President. 

The Treasury-Federal Reserve relationship, as already noted, is 
partly that of principal-and-agent; in that realm the closest coopera
tion prevails and highly refined techniques to sustain it have developed. 
In the field of debt management and monetary and credit policy where 
both agencies have discretionary powers the relationship is a partner
ship—one that goes well or badly, depending on personalities and 
harmony of views, but one that is essentially indissoluble. Harmony 
is easier to come by in some circumstances than others. After the ac
cord it was under some strain in the spring of 1956, when discount 
rates were raised again in April , following several successive rises 
in 1955. The newspapers carried reports that Secretaries Humphrey, 
Weeks, and Mitchell disapproved of the rate increases. Before the 
action was announced, Humphrey asked Chairman Martin to come to 
see him. Martin sent word that he was willing to come but was go
ing to make the move anyway; he asked whether Humphrey wanted 
to be publicly rebuffed—since it would be impossible to keep a meet
ing secret from the press and Humphrey then abandoned the idea of 
a meeting. But by June, as an upsurge in business developed, the 
administration's objections to the Federal Reserve action quieted down 
and disappeared. This was unfortunate because the upsurge was 
ephemeral. Less than a year later the economy turned down. 

Since 1960, harmony between the Federal Reserve and the Treasury 
has reached new heights, reflecting the mutual concern over the contin
uing balance-of-payments deficit. Under the stimulus of this concern 
closer communications, joint understandings and innovative technical 
operations have supported novel measures to influence exchange rates, 
gold flows, and international credit movements. "Swap" arrange
ments have been negotiated under Treasury leadership and open 
market operations in foreign currencies conducted by the Federal 
Reserve to a common end. 

Proposals to alter the structural basis of the Treasury-Federal Re
serve relationship have taken two diverse directions in principle. 
One looks toward formal recognition of a dominant position for the 
Treasury. A mild form of this approach, harking back to the orig
inal Federal Reserve Act, would restore the Secretary to a place on 
the Board; a more thoroughgoing version would transfer the policy 
powers of the Federal Reserve to the Treasury. Either move would 
fit the general prescriptions of the first Hoover Commission for cen
tralizing and clarifying responsibility and authority, though that 
Commission chose to ignore its own teaching when it came to this 
particular problem. In behalf of this approach it can be argued 
that full Treasury responsibility for general monetary control would 
broaden its characteristically parochial view of debt management, 
while the Federal Reserve as agent rather than partner would be 
freer—because relieved of political responsibility—to advocate the 
use of monetary controls for stabilization objectives. Moreover, if the 
Treasury were in charge, the Congress would probably have a larger 
hand in shaping current policy, as it does in other Treasury concerns. 
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A contrary solution, in some respects doubtless more attractive to 
the financial community, was proposed to the Commission on Money 
and Credit.12 This would assign to the Federal Reserve all Govern
ment dealings in Government securities with the public, integrating 
open market operations with new issues and refundings and making 
the Federal Reserve, like the Bank of England, the Government's 
sole and entire underwriter, with a mandate to minimize the cost 
of managing the public debt to the extent consistent with stabiliza
tion and balance-of-payment objectives. The Treasury would furnish 
to the Federal Reserve a supply of Government securities tailored 
to the latters specifications, sufficient to meet Treasury cash needs at 
all times. The Federal Reserve would sell to and buy irom the public 
such of these, at times and in quantities of its own choosing, as it 
determined would best fulfill its mandate. Thereby it would get a 
more complete control over monetary and credit policy. But such a 
transfer is hardly conceivable without formal alteration in the terms 
of its political accountability. 

The ultimate effects of either plan depend on intangibles hard to 
assess in advance. The well-known principles of preferring the ills 
we already have to those we know not of, and of not disturbing ar
rangements that are working tolerably, though perhaps only tempo
rarily, suggest that the Treasury would relish the second no more than 
the Federal Reserve would welcome the first. Both have political 
backing too strong to be overborne without their consent in ordinary 
circumstances. The potentialities of deadlocked disagreement are a 
strong incentive to both parties to accommodate their policies in ways 
that will continue to make the existing partnership workable. 

There are other domestic Federal credit agencies with substantial 
resources and powers in particular sectors of the economy that operate 
independently of direct policy controls from the Treasury or the Fed
eral Reserve: the Farm Credit Administration complex outside the 
Department of Agriculture and the Farmers Home Administration 
and the REA within that Department, the Home Loan Bank System 
and HHFA in the housing field, and the TVA, to mention some of the 
more prominent. Except for the first of these, the Government Cor
poration Control Act requires them to get Treasury clearance for 
public offerings of securities in excess of $100,000. The Treasury 
routes their requests to the Federal Reserve Bank of New York, for 
the attention of the manager of the system open market account, to 
make sure that the timing and terms of the offerings do not disturb 
the market on the offering dates; this is a technical rather than a 
policy control. A tidier plan would put the lending policies of all 
these agencies under a central supervision. But the very reason for 
their autonomy is the political strength of their organized clienteles. 
By contrast, the lending agencies in the foreign fields, the Export-
Impjort Bank and the U.S. participation in public international credit 
institutions, are far more firmly under Treasury influence; and in this 
field the Treasury and the Federal Reserve work hand in glove, at 
least for the moment. 

u James Tobln, "An Essay on Principles of Debt Management,0 in William Fellner et al., 
"Fiscal and Debt Management Policies" (Bnglewood Cliffs, N.J., 1963), pp. 194-195, 212. 
Tobin was arguing for tidier management not for enhancing Federal Reserve powers. 
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In summary, then, the System enjoys a virtually unique status of 
independence, power, and prestige within the structure of our Govern
ment. Its relations with the States are limited to minor concerns. I t 
is rarely in court. Its spokesmen are frequently before congressional 
committees, but usually to answer questions only, without committing 
themselves; they do not need to make or defend appropriation requests, 
they seldom seek additional legislation on their own account, and they 
have little trouble in warding off unwelcome proposals from other 
quarters that would directly alter the System. With the executive 
agencies the situation is more complicated. The partnership with the 
Treasury is inescapable, and in operations close and cordial; in high 
policy matters alternately congenial or uneasy, though to date always 
outwardly characterized by mutual respect. Direct contacts with the 
President are exceptional but Executive Office staff viewpoints have 
been regularly urged in recent years in negotiations with both the 
Treasury and the Federal Eeserve in which members of the Council 
of Economic Advisers and sometimes the Budget Director participate. 
The issue of independence turns on the viability of arrangements that 
leave the Federal Eeserve, with so little formal accountability, the 
master of its purposes, powers, and policies. In the past these ar
rangements have often worked. But more than once they have made 
it impossible to coordinate monetary and fiscal policy and difficult to 
assign responsibility for economic instability. 

THE INTERNAL BALANCE 

The Federal Eeserve Act as finally passed in 1913 differed from the 
Aldrich Committee version that was favored by leading bankers in 
two principal respects: it established a regional system with several 
reserve banks instead of a single central bank, and it gave more super
visory authority to the Federal Eeserve Board than bankers relished. 
The statute thereby indicated an initial resolution of this facet of two 
larger and longstanding rivalries for influence over the American 
economy, between Main Street and Wall Street, and between New 
York and Washington. But statutory arrangements are inherently 
provisional. These underlying issues of internal balance have per
sisted through a half century of practice, and have been joined by a 
third, the issue of bureaucracy, of lay versus professional influence 
within the System. 

The early course of development emphasized decentralization. 
Twelve Federal Eeserve banks were established, the maximum number 
the statute allowed, to accommodate as many claims as possible. The 
locations of at least two of them appear to have been politically de
termined—of Eichmond over Baltimore by the influence of Carter 
Glass, and of Kansas City over Denver, the only instance of two Ee
serve banks in one State, by the influence of Senator James A. Eeed— 
and New Orleans was lost in the shuffle. During the first decade each 
Eeserve bank was in business for itself. They were not equal in re
sources when they started and time has not equalized them. The table 
below shows their, relative shares of their combined paid-in capital, 
$467 million, and of their combined total assets, $56 billion, at the end 
of 1962. The New York bank accounts for about a quarter of the 
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whole, and with Chicago and San Francisco the three largest account 
for over one-half. 

Percentage distribution of paid-in capital and total assets, all Federal Reserve 
Banks, Dec. SI, 1962 

Federal Reserve bank 

Boston 
New York 
Philadelpnia. 
Clevelaud 
Richmond 
Atlanta 
Chicago 

Paid-in 
capital 

4.7 
2B.8 
5.8 
9.2 
4.7 
5.6 

14.1 

Total 
assets 

5 8 
24.2 
5 8 
8.3 
6.7 
5.9 

16.5 

Total 
assets 

Federal Reserve bank 

St. Louis. 
Minneapolis. 
Kansas City. 
Dallas. 
San Francisco 

Total. 

Source : Computed from Statement of Condition, Table 2, Annual Report, 1962, pp. 1 4 6 -
149. 

In an economic sense the experience of 50 years has frustrated the 
expectations of the f ramers of the act regarding the autonomy of the 
individual Eeserve banks. For all significant policy purposes and 
for all its service functions the System is unified. I t s operations could 
proceed with little alteration if the banks were consolidated, their 
boards of directors disbanded and their Presidents converted to branch 
managers, as economists have sometimes suggested. One collateral 
bit of evidence for this conclusion is the absence of any controversy over 
district boundaries. 

The boundaries of sovereign States rarely change, because people 
will usually fight to preserve their native soil against forcible change, 
and the readjustments in prospect are too upsetting to negotiate peace
ably. No such explanation will account for the stability of district 
boundaries which the Board of Governors has from the beginning 
been free to change at will, and which may—and in more than a dozen 
cases do—cut across State lines. Nor can it be argued that all the 
Federal Eeserve cities deserve a premier ranking, economically or 
politically, or that their tributary areas have all remained tributary. 
Only six of the banks are located in the Nation's 12 largest cities. 
Within their districts Los Angeles is larger than San Francisco, Balti
more and Washington than Eichmond, Houston than Dallas, and 
Denver than Kansas City. The University of California at Los 
Angeles long ago outgrew its former title, the "Southern Branch," but 
not the Los Angeles Branch of the San Francisco Bank. Arizona, 
come of age, has fought California—and Los Angeles in particular— 
for water, but its banks are content to be members of the Los Angeles 
Federal Eeserve Branch. Florida has grown phenomenally, but Miami 
banks are still members of the Jacksonville Branch of the Atlanta 
Bank. Why do these anomalies persist without challenge? Plainly 
because in a unified system they do not really matter. In the early days 
the Board detached Fairfield County, Conn., from the Boston District 
and added it to New York; in 1954 some branch territorial lines were 
redrawn; and in 1959 Alaska and Hawaii were formally added to the 
12th district where they had already been in fact. Along district boun
daries there are instances where the armored trucks of one Eeserve 
bank will service member banks across the line in an adjacent district 
simply because highway routes make such an accommodation more 
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convenient or expeditious. These amicable adjustments would seem 
trivial indeed, in comparison with the economic transformations that 
have taken place, if the individual Eeserve banks could really go their 
own ways and maintain differing credit conditions. 

A more significant sort of adjustment occurs now and then when 
the Board's periodic (3-year) review of classifications of cities as 
Reserve cities or country Bank places leads to a redesignation one way 
or the other, for this changes the reserve requirements of the banks 
affected. I t might be supposed that a member bank would welcome a 
country bank status, since that increases its loaning capacity; but the 
contrary is usually the case. The status of Reserve city bank carries 
a higher prestige, attracts correspondent accounts, and is a prere
quisite for the membership of the bank's principal officers in the 
Reserve City Bankers Association. 

The unity of the system was brought about basically by the ease 
with which its facilities enabled funds to be transferred from one 
district to another, thereby arbitraging differentials. This means, 
among other things, that the discount rate is in practice related to 
New York money market rates rather than to the widely varying rates 
that member banks charge their customers; and that open-market 
transactions, wherever initiated, immediately affect member bank 
reserves in New York City. The unity of the system was legally con
firmed by the decision in 1927 that the Board has the final power to say 
what discount rate each Reserve bank shall charge; and by the 
statutory injunctions that "No Federal Reserve bank shall engage or 
decline to engage in open-market operations * * * except in accord
ance with the direction of * * * the Committee," and that "The Board 
of Governors * * * shall exercise special supervision over all relation
ships and transactions of any kind entered into by any Federal Re
serve bank and any foreign bank * * *" 

Despite their economic unification and common subordination to 
uniform national policies, the Reserve banks retain a degree of 
individuality. They enlist the participation of prominent bankers 
and businessmen for service on their boards of directors. They have 
a realm of discretion in administering discounts and advances that 
does not affect the general supply of credit but gives them a guardian's 
familiarity with the conduct of member banks. Most important, 
the participation of their Presidents in FOMC meetings keeps re
gional considerations nearer to the forefront of the Board of (Gover
nors' consciousness than field office managers of lesser status could 
hope for. This is not necessarily a good thing; our economy's growth 
depends on interregional flows, and this, in turn, is best assured by 
a nationally oriented monetary policy. 

There is little evidence, however, to suggest that regional interests 
lead to the formation of sectional coalitions of influence within the 
FOMC or between the bank Presidents and the board. The divisive 
issues of monetary and credit policy are national or international in 
scope and run rather along ideological than sectional lines. This is ap
parent in the voting record of the FOMC for 1963, when the dilemma 
between tightening money to help the balance of payments, or easing 
it to help reduce domestic unemployment, produced an unusual num
ber of split votes. The New York Bank's President consistently 
favored the former course, and was supported by two Board members, 
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Canby Balderston, of Philadelphia, and Charles Shepardson, of Texas, 
the "farm" member. The latter course was usually favored by Board 
Members George Mitchell, of Chicago, a recent appointee, and James 
Robertson, son-in-law of former Senator Norris, of Nebraska, and 
longtime Washington resident. A majority of the voting bank 
Presidents, except on one occasion, followed Chairman Martin in an 
intermediate course. I t is hard to find a sectional pattern in this 
record, other than the characteristic sensitivity of the New York 
Reserve Bank to international considerations. Clearly, the regional 
organization of the Reserve banks is an economic anachronism. 

The New York Bank is special in several ways. I t is the largest, by 
a wide margin, in resources and volume of business. I t is the agent 
both of the FOMC and of the Treasury for open-market operations 
both in Government securities and in foreign currencies, and a cus
todian of gold for the Treasury as well as the System. I t holds ear
marked gold and maintains deposit accounts of foreign central banks 
and foreign governments. I t maintains the largest and most highly 
specialized staff and pays the highest salary scale. I t is in the closest 
contact with the principal money and securities markets and most of 
the largest banks in the country. I ts President is Vice Chairman of 
the FOMC and holds the one permanent seat there among those 
allotted to Reserve bank Presidents. I t has a tradition of leadership 
among them, and has always had vigorous leadership itself. I t is a 
natural channel for a two-way flow of influence between Wall Street 
and Washington. 

The time has nevertheless long since passed when it could be said 
that the New York Bank dominated the System; since 1936 there has 
been no doubt that the Board in Washington, and especially its Chair
man, have had the controlling voice. Tensions have arisen from time 
to time over narrower issues. One such had to do with the place of the 
New York Bank in the chain of command from the FOMC to the 
Managers of the System Open Market Account. The Manager is an 
officer of the Bank, appointed by the bank's management and carried 
on its payroll; his duties are to carry out the committee's instructions, 
which necessarily involve a considerable leeway for discretion. Dur
ing the early and middle 1950's some members of the Joint Economic 
Committee, notably Senator Paul H . Douglas, picked up a recommen
dation of a so-called ad hoc committee of the System, urging that the 
Manager should be directly employed by the FOMC—which, however, 
under existing practice had no separate budget. Chairman Martin ex
pressed sympathy with this objective; the New York Bank resisted 
it as an encroachment on its operating responsibilities.13 This issue 
appears to have been accommodated by a fuller and more frequent 
reporting system, but it is an evidence of the power of the New York 

33 Hearings, "Nomination of William McChesney Martin, Jr.," Senate Committee on 
Banking and Currency, 84th Cong., 2d sess. (1956), pp. 39-42* 
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Bank that it was able to retain control of the Manager's office. During 
the same period President Allan Sproul, of the New York Bank, was 
often at odds with the passive implications of the "bills only" policy 
in open-market operations, which was mainly devised and defended by 
the Board and its staff in Washington; Sproul favored more active 
intervention. This issue disappeared when the "bills only" policy 
was abandoned in 1961. Sproul, broken in health, had in the mean
time resigned in 1957; and thereupon the Board in Washington, in a 
rare exercise of its authority to do so, vetoed the initial selection of 
his successor proposed by the New York Bank's directors—not, how
ever, to secure a more docile appointee, but to bring in an outsider. 

LAY AND PROFESSIONAL 

Central bankers were nonexistent in the United States when the 
Federal Reserve came into being. Of the five appointive members 
President Wilson put on the original Board, the three strongest were 
W. P . G. Harding, a Birmingham, Ala., banker who presently became 
Governor of the Board; Paul Warburg, of the investment banking 
firm of Kuhn, Loeb, who was German-born, of a wealthy banking 
family and thoroughly acquainted with European banking traditions 
and practices; and Adolph Miller, an academic economist. Able as 
they were, none understood what was later to become the System's 
principal function. The governors of the 12 Reserve banks were 
commercial bankers. The leading academic experts on banking, 
whose views were influential in the formative years of the System— 
Willis, Sprague, Kemmerer—were all committed to doctrines about 
it (e.g., that it had solved the problem of recurring bank liquidity 
crises for all time) that the depression experience presently proved 
to be fallacious. 

The development of central banking as a profession with an outlook, 
a body of principles, and a set of loyalties distinct from commercial 
or investment banking, came slowly. I ts beginnings can perhaps be 
traced to the emergence and self-education of Benjamin Strong, gov
ernor of the New York bank during the 1920's and to the establish
ment, at about the same time, of the Research and Statistics Division 
on a professional basis in the office of the Board in Washington. Over 
the succeeding 40 years, but particularly since World War I I , the pro-
fessionalization of the System has come a long way, and with profound 
effects on its working. Outward evidence of the transformation can 
be seen in the extent to which the System has become the prime source 
for the recruitment of its own leadership. The evidence is plain even 
in the composition of the Board of Governors, who are Presidential 
appointees requiring Senate confirmation; it is overwhelming in the 
selection of the Reserve bank presidents and in the long service and 
low turnover rates of other Reserve bank officers. 
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Of the eight men on the Board of Governors during part or all of 
1963, the two newest, Mitchell and Daane, were both economists and 
professional products of the System, one with a decade and the other 
with two decades of service in a Reserve bank. Vice Chairman 
Balderston, former dean of the Wharton School, had been a director 
of the Philadelphia Reserve Bank. Two others, Shepardson and 
King, had been directors of Reserve bank branches, at Houston and 
New Orleans, along with their business concerns. Robertson had been 
a career official in the Office of the Comptroller of the Currency since 
1933 and was Deputy Comptroller, in charge of national bank exam 
inations, when he was promoted to the Board. Chairman Martin had 
grown up in a Federal Reserve atmosphere: his father was the chief 
executive of the St. Louis Reserve Bank from its founding. Only 
Governor Mills, a civic leader from Portland, Oreg., was a commercial 
banker. 

Of the 12 Reserve bank presidents in 1963, no fewer than 9 rose to 
their posts from a decade or more of Reserve bank employment, 7 of 
them in the same banks they came to head and 2 by transfer from 
another Reserve bank. Six of the nine were economists and advanced 
by way of the research divisions of their banks. Two lateral entrants, 
one an economist and the other a lawyer, came from business firms to 
their Reserve bank presidencies only after 3-year apprenticeships as 
senior vice presidents of their banks. Only one came directly from 
the outside; but this one, significantly, was President Hayes, of the 
New York Reserve Bank, who moved into the most important operat
ing post in the System from a Wall Street commercial bank, where he 
had headed its foreign department. 

Professionalization means orderly routines in procedure and hier
archy in organization, and an ethical code of commitments to profes
sional standards and to organizational objectives—the characteristic 
virtues of bureaucracy. The Federal Reserve exhibits these virtues. 
But in the current context, professionalization also means institutional 
inbreeding, and, in turn, the growth of dogmas and a tendency to 
propagandize. The Federal Reserve exhibits these flaws. Further
more, it is an old adage that experts, even the inquiring sort, should be 
on tap, not on top. Final decisions on important matters affecting the 
welfare and prosperity of the people are political decisions. They 
should be made after listening to expert advice, but they should be 
made by officials who are politically responsible. In a democratic 
country—not a technocracy—the consent of the governed is as neces
sary as professional competence. 

So far as its immediate clientele, the financial community, is con
cerned, the System has had its difficulties on this score in the past, but 
none of serious consequence since World War II . In part, its good 
public relations with bankers may be laid to the participation of 
member banks in the election of Reserve bank directors; but this did 
not save it from bankers' criticisms on controversial occasions in 
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earlier years. I n part , the personal prestige of top officials in the 
System helps win consent. The main reason for its solid support 
among bankers, however, is no doubt the happy blend of conviction 
and prudence that has kept it from asking for additional powers over 
banks, or using those it already has in ways that would arouse their 
intense opposition. Moreover, a decade of slowly rising interest 
rates and significant reductions in reserve requirements has helped to 
improve the profitability of banking. Profits for banks make for 
support from bankers. 

In the wider political arena the System enjoys the general advan
tages that go with a reputation for expertise in an occult craft, so 
long as all goes well. The technical merits of monetary and credit 
policy are beyond the attention or comprehension of the lay citizenry. 
Mytlis and slogans—a "sound dollar"—are readily available to brush 
aside serious questioning of System policies before lay audiences. In 
these circumstances the Federal Eeserve commands an easy consent 
from the general public for the measures it takes during prosperous 
times. No affirmative marks of approval need to be obtained, no 
elections need to be won. 

But in adverse times, if widespread distress stirs inarticulate doubts 
about the wisdom of System policies, a very heavy burden of political 
responsibility will fall on the Chairman of the Board of Governors. 
The tasks of political leadership—of defining and defending goals 
and policies, of rallying and mobilizing outside support for them— 
are his necessarily, for want of anyone else to sustain them. The 
President, the Secretary of the Treasury, or individual Members of 
Congress may come forward to his aid; or they may prefer to stand 
aside, uncommitted. The New York Eeserve Bank President, who 
holds the other place of political leadership in the System, may rally 
the financial community but he is too close to Wall Street to carry 
persuasion to the general public. The financial community neverthe
less is a potent political force, and the New York bank president, 
speaking for it, has many indirect means of exerting its influence, 
including automatic access to the leading metropolitan newspapers 
and the financial press. The other members of the Board of Gov
ernors, to whom a measure of consent can be imputed by reason of 
their senatorial confirmation, do not have the political stature required. 
The other Eeserve bank presidents are unequipped, indeed positively 
disqualified, for political roles by their status as bureaucrats and by 
the standards for their selection. The striking contrast between the 
short term of Chairman McCabe and the longevity in office of Chair
men Eccles and Martin is in large degree a measure of the differences 
in their political talents and skills. Eccles and Martin, however, 
exhibit very different styles of political operation. Eccles freely re
sorted to public statements. Martin, on taking office told a Senate 
committee: "* * * I should never, as Chairman * * * go to the 
people with an issue."14 

14 Hearings, ''Nomination of William McChesney Martin, Jr.," Senate Committee on 
Banking and Currency, 82d Cong., 1st sess., Mar. 19, 1951, p. 13. 

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



1982 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

PUBLIC ACCOUNTABILITY 

Central banks the world around, even when they have been thor
oughly integrated into their governments, are traditionally and no
toriously closejnouthed about their policies, their negotiations with 
each other, and their market operations. Among central banks the 
Federal Reserve stands out, by contrast, as rashly candid in the detail 
and promptness with which it discloses information about its affairs. 
In the world of American government and politics, however, where 
all agencies disclose more of what they do than their counterparts in 
other countries, the Federal Reserve is not noted for baring its secrets. 
How much privacy it is entitled to has been a perennial subject of 
controversy; and the System, confronted with the argument that 
monetary policy in a democracy is a legitimate topic of public debate 
which, to be fruitful, must be fully and currently informed, has usually 
been on the defensive. I t has given ground on some matters, slowly 
and with apparent reluctance; on a few it has been adamant. 

One branch of controversy relates to housekeeping affairs and the 
bounds of legislative control: how much is spent for what and paid 
to whom in the course of System operations? The annual reports 
give summary aggregates for broad categories. What details will 
be disclosed or withheld? What form of audit shall suffice? The 
Board's expenses are covered by semiannual assessments on the Re
serve banks. These assessments together with the other—and far 
larger—expenses of the Reserve banks are deducted and paid from 
their revenues before their profits are paid over to the Treasury. In 
law, the Board has a virtual carte blanche to decide these matters, 
and "assessments shall not be construed to be Government funds or 
appropriated moneys" (sec. 10). 

In practice the Board employs a private firm of accountants to 
audit its own accounts. The Board's examining staff audits the ac
counts of each Reserve bank and reports the audit results to the bank's 
directors (or a committee thereof), as well as to the Board; some argu
ment has arisen over the question whether the audit report should first 
be discussed with the Reserve bank President. As a result of con
gressional committee pressures, the Board has also taken to employing 
private accountants to accompany Board examiners to one Reserve 
bank each year, to comment on the adequacy of audit procedures. 
After some pushing from the House Banking and Currency Com
mittee the Board on at least two occasions has allowed limited 
access to the auditors' reports and notes for committee members and 
staff, including, in 1963, GAO auditors borrowed temporarily to assist 
the committee. But the Board has drawn the line against public 
disclosure, pleading a right to privacy for loans to individual mem
ber banks that would thereby be revealed, and it has refused to sub
mit to a GAO audit, pleading a statutory immunity. These aspects 
of accountability remain in dispute. 
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A second branch of controversy draws a wider audience. How 
much of the FOMC's deliberations and of its directives to the Manager 
of the System Open Market Account should be disclosed, and how soon 
after the event? And how explicit can, and should, the directives be? 
These questions have already been noted above, as raising issues of 
congressional control over the FOMC, in the light of the 1935 amend
ment to the statute, which requires the Board to "keep a complete 
record of the action taken * * * upon all questions of policy relating 
to open-market operations and shall record therein the votes 
taken * * * and the reasons * * * in each instance * * * and shall in
clude in its annual report * * * a copy of the records required to be 
kept***" (sec. 10). 

But other interests are involved. Within the System, the directives 
are still too vague to guide the Manager unless he attends FOMC 
meetings and hears the discussions preceding their formulation; yet 
as a market operator he feels the need for some discretionary leeway, 
to be guided by daily reports and consultations. To the extent that 
he has discretion there is room for FOMC members to feel that the 
intent of a directive has been missed in execution. Within and out
side the System, economists trained to seek quantitative solutions find 
the qualitative nature of the directives unsatisfactory, while the 
Manager stresses the importance of intangible factors and the need 
for intuitive skills in assessing the "feel" and "tone" of the market. 

Vagueness is only part of the complaint. The other part of the com
plaint pertains to the FOMC's secrecy. I t would be largely alleviated 
if the directives were published immediately or soon after the meet
ings at which they are adopted; and more so if the underlying minutes, 
rather than brief condensations, were also published. Open policies 
openly arrived at, the argument runs, would be better policies both 
because they could then be intelligently criticized and because they 
would be more in keeping with the premises of responsible govern
ment ; directives published promptly would minimize the advantages 
otherwise given to insiders and specialists in the Government secu
rities markets. The Board gave a little ground to this line of argu
ment in February 1964 when it released the record of FOMC actions 
in 1963 to the congressional committees some 6 weeks in advance of the 
scheduled appearance of its annual report. But it has held to its 
stand against the release of FOMC minutes. In part, the refusal 
appears to be grounded on the proposition that the market's response 
to an announced policy is likely to be different from the response to 
tacit or masked actions; allegedly, the latter is more easily controlled 
while the former may be perverse but the opposite may well be true. 
In part, the Board's position is a claim for privacy in deliberations 
preceding action. In the words of Chairman Martin, publication of 
the minutes would be— 
virtually certain to result either in weakening internal debate for the sake of the 
public record or in weakening the record for the sake of the debate.15 

36 Letter, Martin to Patman, Sept. 11,1902. 
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But Martin's view is dubious as will be clear to anyone who reads 
the Congressional Record, for example. 

And on the general issue of public statements of policy the instinc
tive preference of the System was succinctly put in his words some 
years ago: 

The theory and practice upon which the Federal Reserve has acted has been 
that it is actions and not statements that determine policy * * *16 

Of course this is true. We must believe what the Fed does, not 
what it says. Put otherwise, one must judge the Fed's policies by 
what happens to such targets as the money supply and, in turn, em
ployment and prices. But though we must judge the Fed by results, 
we still would like to know what it intends or, at least, intended. 

"Hearings, "Nomination of William McChesney Martin, Jr.," Senate Committee on 
Banking and Currency, 84th Cong., 2d sess., Jan. 20, 1956, p. 8 
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T H E D E V E L O P M E N T O F O P E N M A K K E T P O W E E S AND 
P O L I C I E S 

A STAFF MEMORANDUM 

THE EARLY YEARS 

The Federal Eeserve System was created as a semiautomatic reserve 
banking mechanism with few policymaking functions. In 1913, the 
discount rate was viewed as the principal monetary policy tool and 
final determination of this rate was vested in a body of public officials— 
the Federal Eeserve Board. Five of the members of the Board were 
appointed to serve 10-year terms by the President of the United States 
and confirmed by the Senate. In addition, the Secretary of the Treas
ury and the Comptroller of the Currency were ex officio Board mem
bers. But the Federal Eeserve was not conceived as an economic 
policymaking body. Essentially, the functioning of the System 
through the district banks would be passive. I ts activities would be 
limited in scope to providing a supply of currency and reserves and 
the development of a market for bankers acceptances to assure an 
efficient and flexible commercial banking system—one which would 
work. 

The original Federal Eeserve Act passed in 1913 1 was virtually 
devoid of policy prescriptions. This is not surprising in view of the 
specific defects to be remedied by the new statute, as conceived by its 
f ramers. From the outset, there was doubt or hesitancy among those 
charged with managing the System as to what guidelines should serve 
to direct overall monetary policies of the Eeserve banks. This is 
especially apparent in the complete lack of guidelines for the conduct 
of open market operations. Should the Eeserve banks adapt their 
open market purchases and sales to the end of stabilizing commodity 
prices, maximizing production, facilitating the reestablishment of the 
gold standard throughout the world, or protecting the gold dollar 
ratio ? Or should they be guided solely by the possibility of earning 
income for themselves? 

What technical methods, furthermore, were the Eeserve banks to 
develop to enforce their judgments with respect to the monetary needs 
of the country ? Open market operations were to be conducted by the 
Eeserve banks under rules and regulations prescribed by the Board. 
But there were indications that the Board was unsure of the nature 
and effects of open market operations. 

On the other hand, Paul Warburg clearly perceived the significance 
and possible effects of open market operations.2 I n 1915, he believed 
that large investments by the System would upset the economy but at 
the same time could solve the problem of obtaining adequate earnings 

138 Stat. 251 (1913). 
2 1 Harris, "Twenty Years of Federal Reserve Policy," pp. 146, 147 (1933). 
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for the Eeserve banks, a solution he rejected as improper.3 I n this 
connection, it is notable that early in 1916, the Board encouraged the 
Eeserve banks to undertake open market purchases in connection with 
the retirement of circulating national bank notes. Since Warburg 
knew these purchases could have an inflationary effect and we were 
then in the midst of an inflation, it is clear that these purchases 
may be explained in par t by concern over Eeserve bank earnings. 
Warburg, who up to 1916 had been hostile to the open market pur
chases, now expressed approval of an increase in the volume of such 
operations.4 

I n the latter par t of 1916 and early 1917, the policy was reversed.5 

An additional aspect of the purchase of U.S. Government securities, 
and the retirement of related national bank circulating banknotes, 
was the competition among the several Federal Eeserve banks, the 
inevitable purchasing inefficiency that developed, and the agreement 
to form a committee to act as purchasing agent for the 12 district 
banks. This committee was probably the precursor of the informal 
Open Market Committee that was formed on May 16, 1922. I t was 
deemed economically expedient to dispose of investments that had 
been purchased for the purpose of increasing income since war, 
and hence increased inflation was imminent.6 At this time the Board 
announced that sales by the Eeserve banks should also be made to 
offset imports of gold and thus to reduce the danger of inflation.7 

But later in the year (1917), because of wartime requirements, ques
tions of the appropriate economic policies to be followed were sub
ordinated to, or at least handled within, the context of Treasury 
requirements. During the war the Eeserve banks restricted their 
open market operations "largely to relieving the money market when 
large transfers were made to the Treasury." 8 

I t is important to recognize that almost from the start the initiative 
in the determination of open market policy lay with the Eeserve banks. 
The Board conceded this somewhat grudgingly and, at the same time, 
expressed its sense that it had the right to regulate open market 
transactions.9 This fact is significant for understanding later de
velopments in open market operations, particularly as they gained 
in importance in the postwar years. There was from the beginning 
a struggle over control of open market operations. The law gave 
the Eeserve banks power to initiate and conduct open market trans
actions but under rules laid down by the Board. The power to con
duct transactions, however, was supreme, especially as the Board's 
rulemaking powers were—in retrospect—limited to determining what 
paper was eligible for open market transactions. With respect to 
conflicts between the banks and the Board, Carter Glass, then Secre
tary of the Treasury and hence ex officio Chairman of the Board, 
recognized the Board's inability to control operations when he said 
that "Strong [head of the New York Federal Eeserve Bank] was 
trying to dominate [the] Treasury and Federal Eeserve Board."1 0 

8 Ibid., a t p. 146. 
* Ibid., a t p. 147. 
6 Ibid., a t p. 148, 
6 Ibid). 
^Ibid. 
s Ib id . 
» Ibid., a t p. 146. 
10 Fr iedman & Schwartz, "A Monetary History of the United States, 1867-1960," p. 255 

(1963) . 
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The Reserve banks, however, as indicated, did not control eligibility 
regulations. The Board had the authority to prescribe the rules and 
regulations under which Reserve banks might carry on open market 
operations, and had interpreted that provision liberally.11 This lim
ited, but not importantly, the power of the Reserve banks to deter
mine open market policy. 

T H E DEVELOPMENTAL PERIOD DRIFT TOWARD CENTRALISM 

I t was not until industry and agriculture began to recover from 
the reaction of 1920 that the formulation of applicable principles of 
open market policies commenced. From October 1921 to May 1922 
the Reserve banks individually bought approximately $400 million 
in Government securities, in the absence of suitable amounts of dis
counts, advances, and bills. Their purpose was to obtain earnings. 
They were apparently not concerned with the influence of these pur
chases on the money market.12 Noteworthy, however, is the fact that 
these large open market purchases coincided with the Reserve banks' 
low-interest-rate policies which, in turn, had resulted from the 1920 
depression and a congressional investigation of the System's role in 
that downturn. Still there probably was no dominating economic 
purpose behind the purchases of the early 1920's. Rather, as stated 
above, open market operations at the time largely stemmed from 
individual Reserve bank efforts to increase their own earnings.13 Cer
tainly, at this time, there was no preponderating sentiment with 
respect to what the System's primary economic responsibility ought 
to be.14 Instead, the System was marked by a display of divergent 
activities on the par t of the district banks.15 

Numerous complaints were voiced in the 1920's to the effect "that the 
Reserve banks were becoming too vigorous competitors of member 
banks, and that the institutions which supply the capital of the Re
serve banks were being deprived of earnings because of the depressed 
money rates which the Reserve banks had helped to generate.16 Put 
otherwise, open market purchases were causing interest rates to fall 
and commercial bankers objected vociferously. Shortly after the 
Reserve banks individually entered the open market in 1921 and 1922, 
by resolutions at bankers' conventions and otherwise, commercial 
bankers began to demand that the Reserve banks operate less exten
sively on their own initiative.17 Later it was insisted in some of these 
pronouncements that the Reserve banks should return to their "orig
inal" functions of rediscount and issue and that they should operate 
more as emergency, panic-allaying institutions.18 The commercial 
banks, in short, did not like what the Reserve banks were doing and 
looked to the Board for relief. And, in fact, open market purchases 
by the Reserve banks were roundly condemned by both the Treasury 
and the Federal Reserve Board.19 Their operations had disturbed the 

11 Harris, op. cit., supra, note 2, at p. 149 
12 Fr iedman & Schwartz, op. cit., supra, note 10, a t p. 251. 
18 Reed, "Recent Federal Reserve Policy, 1 9 2 1 - 2 3 , , r 3 7 J . Pol. Econ. 249 (1929). 
14 Ibid., a t p. 269. 
» Ibid. 
* Ibid., a t p . 2,72. 
17 Ibid. 
18 Ibid. 
10 1 Harr i s , op. cit., supra, note 2, a t p. 150. 
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Government securities market as well as the commercial bankers.20 

Aroused by the potential dangers of a haphazard investment policy, 
and general dissatisfaction with the prevailing low interest rates, in 
May 1922 a committee of governors (presidents) of the five eastern 
Eeserve banks was organized to exercise joint purchases and sales and 
to avoid conflicts with orders for Treasury account.21 This unofficial 
committee, created by the inspiration of the Board and Treasury, was 
to supervise in such a manner as "to safeguard the interests of the 
security market, the Eeserve banks, and the Treasury."22 I t was 
agreed that the committee would keep in close touch with the market, 
Treasury, and Board, would hold frequent conferences and make 
recommendations to the Eeserve banks concerning the advisability of 
purchases or sales of securities, and that these recommendations should 
receive serious consideration by each bank.23 

Thus, in October 1922 the Committee of Governors (Eeserve bank 
presidents) on Centralized Execution of Purchases and Sales of Gov
ernment Securities actually took over the duty of centralized open 
market operations. At the October 1922 conference with the Board, 
President Strong pointed out that it was not intended that the com
mittee control or direct the action or management of the 12 Eeserve 
banks but merely that it should "prepare information assuring an in
telligent (economic) policy." 24 Accordingly, from January 31, 1923, 
to April 23 of that year, the securities holdings of Eeserve banks were 
reduced almost 50 percent without apparent regard for the effect on 
their earnings.25 The purpose was to counteract the "monetary ease" 
brought about by the purchases made in the fall of 1922. This hope, 
however, was exceeded. Sales were more than enough to offset any 
inflationary danger and the result was a recession lasting into 1924. 

In March 1923 the Board took the initiative in a successful attempt 
to revise the open market procedure, arguing that it had the authority 
to limit and otherwise determine the securities and investments pur
chased by the Eeserve banks, because the time, manner, character, 
and volume of such purchases might exercise an important influence 
on the money market, and that an open market investment policy for 
the 12 Eeserve banks was necessary in the interest of the maintenance 
of a proper relationship between discounts and purchases of the 
Eeserve banks and the general money market.26 Accordingly, on 
April 1,1923, the committee of governors (presidents) was superseded 
by the Open Market Investment Committee for the Federal Eeserve 
System. This committee was appointed by the Board, initially, with 
the same five members as its predecessor. The Board now also took 
a stronger position in the determination of overall monetary policy. 
I t requested that securities and acceptances be disposed of and the 
buying rate be increased before it would consider suggestions for an 
increase in the discount rate. In a public statement the Board justified 
its demand for a System policy on the grounds that purchases and 
sales influence the "credit" situation primarily in the money centers 
where purchases or sales are made.27 

20 Friedman & Schwartz, op. cit, supra, note 10, at p. 251. 21 Ibid. 221 Harris, op. cit., supra, note 2, at p. 150. 23 Ibid. 24 Ibid., at p. 151. 25 Reed, op. cit., supra, note 13, at p. 2176. 26 1 Harris, op. cit., supra, note 2, at p. 151. 27 Ibid., at p. 152. 
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Despite the Board's intervention, each of the Eeserve banks contin
ued to operate in the open market independently of the others until 
December 15,1923. After that date, joint purchases were undertaken 
for the "System" account. But the issue of whether or not the Board 
had authority to control in detail and remove any initiative of the Ee
serve banks with respect to open market operations was not pressed 
to a final decision.28 Individual banks still engaged in independent 
operations which the committee executed on their behalf, but they were 
generally small in amount, both absolutely and compared to "System" 
account transactions.29 They were small, because all purchases and 
sales of any considerable amount had to be made in New York City 
through the New York Federal Eeserve Bank. There simply was no 
other market for "Governments." Thus, the Eeserve banks in the in
terior had no alternative in practice to the program adopted by the 
committee. Further, the committee could always plead peculiar and 
intimate knowledge of the market in favor of its decisions and fre
quently did so. 

In this way the New York Federal Eeserve Bank assumed an undue 
importance in determining the open market policy of the group.30 

Statistical analysis readily reveals how completely the open market 
policies of the Eeserve banks were executed through the joint account 
of the System. The Federal Eeserve Bank of New York acted as the 
agent and handled the System's orders which were executed in New 
York. 

The Federal Eeserve System had found a new banking technique, 
previously known but to a few in its effect upon money and credit. 
Those who had long realized its potency were in the forefront in the 
strenuous attempts to bring this power under centralized authority. 
But note that the authorities did not (evidently) believe there was 
anything inconsistent in trying to affect money and credit simultane
ously. This mistaken notion has plagued the System's policies from 
then until now. 

Concerning policy in the twenties, the most notable feature was the 
close connection in timing between the movements in economic activity 
and the explicit policy measures taken by the Federal Eeserve Sys
tem.31 As was earlier noted, restraint in early 1923, exercised by sales 
of Government securities and a rise in discount rates, was followed 
closely by a downturn in business and the onset of the 1923-24 reces
sion.32 A reversal of policy in late 1923 and early 1924 in the direction 
of ease was followed by an upturn in business in July 1924 and a vigor
ous cyclical revival.33 Moderate restraint in the third quarter of 1926 
was followed by a downturn in October, and easing measures in 1927, 
by a cyclical upturn in November.34 

The economic consequences of the open market operations under
taken in 1926 and 1927 led the Board once more to attempt to assert 
its authority to regulate open market operations.35 In May 1928, the 
Federal Advisory Council proposed that a committee of all governors 

38 Friedman & Schwartz, op. cit., supra, note 10, at p. 251. 29 Ibid. 
80 Willis & Chapman, "The Banking Situation," at p. 743 (1934). 81 Friedman & Schwartz, op. cit., supra, note 10, at p. 296. 32 Ibid. 33 Ibid. 34 Ibid. 35 1 Harris, op. cit, supra, note 2, at p. 153. 
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(Eeserve bank presidents) should be substituted for the acting com
mittee representative of the larger Eeserve banks, and the Board pre
sented this proposal at a meeting of the governors (Reserve bank presi
dents) and agents.36 In November 1928, a definite program of reform 
was formulated along these lines. The program provided for an Open 
Market Policy Conference which would be representative of all the 
banks and operate under the chairmanship of the Governor (Chair
man) of the Federal Eeserve Board, who alone was to have the privi
lege of calling meetings.37 The new arrangement was justified by the 
Board on the ground that it "embodies a fuller recognition of the joint 
interest and responsibility of Federal Eeserve banks and the Federal 
Eeserve Board in the matter of open market policy." 3S I t was put 
into effect on March 26, 1930, when the Open Market Policy Confer
ence was formed, and replaced the Open Market Investment Com
mittee.39 

On close examination, the new setup was a victory for the interior 
Eeserve banks since it provided that each Eeserve bank would appoint 
a representative to the Open Market Policy Conference.40 I n this 
sense, then, the new arrangement gave the interior Eeserve banks 
something to say about open market policy. The Board achieved at 
most a very limited victory by the reform. The Chairman of the 
Board was empowered to convene meetings of the Conference but 
nothing more. I n view of the sorry performance of the Conference 
in the early 1930's when it sold securities, and the fact that some mem
bers of the Board (Eugene Meyer, for example) were urging open 
market purchases, it was unfortunate that the Board did not win a 
more meaningful victory in its efforts to wrest control over open mar
ket operations from the Eeserve banks in the 1928-30 period. 

T H E B A N K I N G ACT OF 1 9 3 3 OPEN M A R K E T COMMITTEE LEGALIZED 

Open market operations under a legally constituted central body 
finally were provided for in the Banking Act of 1933.41 I t had been 
6 years since the McFadden Act ^ gave perpetual life to the Eeserve 
banks; otherwise, their charters would have expired in 1933. During 
those years, the relative importance of open market operations had 
been demonstrated. From several quarters came very definite opinions 
on just what kind of banking system the country should have. 

Several provisions of the Banking Act of 1933 were concerned with 
the Federal Eeserve Board and the control of the Federal Eeserve 
System. Senator Glass, the principal author of the act, felt that it 
was necessary to reconstitute the Federal Eeserve and take measures 
needed to save it from being crushed by the Government. He also 
felt, in the view of one observer— 
that the commercial character of the system was being destroyed by subjecting 
its policies to Treasury domination and to speculation in the securities market; 
that the [present] policy of using the Federal Reserve banks as the market for 
extravagant issues of securities and as a means of inflation was a climax in this 
trend; that the Federal Reserve Board has sunk in relative importance, prestige, 

se Ibid. 
87 Ibid. 
38 Ibid. 
«> Ibid., a t p. 154. 
40 Ibid. 
4 1 48 Sta t . 162 (1933) . 
43 44 Sta t . 1224 (1927). 
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and authority, as the Federal Reserve banks, particularly of New York, rose; 
that the Board had been timid, uncertain, vaciUating, and prone to foUow con
siderations of immediate expedience.43 

The same observer, Professor Westerfield of Yale, also noted that— 
The American Bankers Association in its publicity featured "the demonstrated 

impotence of the Federal Reserve System to retain control over the situation * * * 
quite unable to coordinate its forces and marshal its resources with a unity of 
purpose that is adequate," and suggested as a solution the "formation of a 
'Central Bank of the United States,' with the present Reserve banks as 
branches. * * * Twelve scattered banks, each with its governor and its chair
man and its board of directors, loosely ruled by a Board of eight in Washington, 
composed of men of diverse opinions, do not provide the country with an organi
zation well adapted to act promptly and decisively."4* 

With a view to thus reorganizing the Federal Reserve System, the 
Senate subcommittee, headed by Glass, proposed to achieve a more deci
sive and independent Board by insulating its membership from public 
Sressures by increasing their tenure of office, requiring that two mem-

srs be men of experience in banking, and removing the Secretary 
of the Treasury from Board membership. Further, Glass proposed to 
increase the power of the Board; and to strengthen its control by 
giving a better definition of its power with respect to open market 
operations.45 

The Banking Act of 1933 failed to accomplish all the subcommittee 
proposed. The Secretary of the Treasury was not removed from the 
Board or its chairmanship. This failure was scored by Senator Glass 
in vehement language; he resented making the Federal Reserve "the 
footmat of the Treasury. * * *" 

It was never intended that the Federal Reserve banking system should be used 
as an adjunct of the Treasury Department and particularly was it never con
templated that it should be so used to such an extent as recently has been done 
as to very materially curtail the capabilities of the Federal Reserve banks to serve 
the business interests of the country.46 

The 1933 act, although making the Board more independent and, 
according to Senator Glass, therefore more decisive, did not give the 
Board control over open market operations. Control of open market 
operations continued to be vested in the Keserve banks. Transactions 
were now subjected by law, to the supervision of a committee represent
ing the individual Eeserve banks, and this committee was instructed 
to meet with the Board from time to time and to formulate general 
open market policies.47 

To state the matter otherwise, the 1933 act provided for a Federal 
Open Market Committee of 12 members, each representing a Eeserve 
bank. Its members, who in fact were the respective bank heads, were 
required to meet in Washington at least four times a year. Meetings 
might be attended by members of the Board and open market opera
tions could be conducted only in accordance with the regulations of the 
Board. But specific transactions were to be recommended by the Com
mittee. The time, character, and volume of purchases and sales were to 
be governed with a view to accommodating commerce and business and 
witn regard to their bearing upon the general credit situation of the 
country. The law thus paid lipservice to the principle of Board con-

43 Westerfield, "The Banking Act of 1933," 41 J. Pol. Econ. 727 (1933). 4* Ibid., at p. 728. 
« S. Kept. 584, 72d Cong., 1st sess. (1933), 46 Westerfield, op. cit., supra, note 43, at p. 728. 
*7 48 Stat. 168 (1933). 
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trol over open market policy. Nothing in the law specifically required 
the Committee to recommend what the Board wished, and any Reserve 
bank, by filing a statement of objections, could refuse to make pur
chases or sales as recommended by the Committee. 

It is self-evident that the Banking Act of 1933 failed to provide the 
Nation with a coordinated credit regulating facility with full respon
sibility for both formulating and executing open market policies. On 
the other hand, the act legally sanctioned control over open market op
erations by men selected by commercial bankers—the heads of the Ee-
serve banks. From 1923 to 1933, these very men did in fact control open 
market operations, as we have seen. But until 1933, control was not 
sanctioned by law. 

Events in Congress leading up to final passage of the 1933 act are 
quite revealing of the attitudes in the Congress during the dark
est days of the depression. With reference to the bill introduced 
on April 18, 1932 (S. 4412), by Senator Glass, the Senate Banking 
and Currency Committee made the following statement in its report:4S 

Strengthening of Federal Reserve System.—The Federal Reserve System has 
been seriously impaired of recent years and has wandered far away from its 
original function. This is the result of many complex conditions. Among these 
conditions has been the uncertainty of policy in the matter of exercising plainly 
authorized control by the central supervising authority at Washington and the 
tendency to submit rather timidly to considerations of immediate expediency. 
Among the Reserve banks themselves there has been a decidedly dangerous drift 
toward the conversion of the System into a medium for transacting financial 
rather than commercial business. Further, the establishment of understandings 
or agreements with foreign central or other banks, and the attempt to carry out 
plans and measures of a hazardous nature, relating to discount rates and prob
lems of technique, have had unfortunate results. 

S. 4412 was superseded in the following Congress by S. 1631. On 
May 17, 1933, Mr. Steagall introduced H.R. 5661 in # the House, by 
and large incorporating the provisions of the Senate bills upon which 
hearings had been held in the preceding Congress. Mr. Steagall 
explained: 

The legislation has been thoroughly considered in the Senate, both in com
mittee and by the entire body. * * * The House committee had the benefit of 
the Senate hearings. In view of the peculiar conditions that exist and the 
emergency nature of the measure * * * it was decided by the committee that we 
should proceed to the consideration of the bill in executive session and report 
it immediately. * * * The committee decided it would not hold open hear
ings. * * *49 

Several Members of Congress were generally apprehensive about 
giving legal recognition to an Open Market Committee composed of 
individuals so closely connected with private commercial banking in
terests. Eepresentative Lemke characterized the House bill: 

I can well understand why this bill was considered in executive sessions by 
the committee, because, if my friends and colleagues, the gentleman from Texas 
(Mr. Patman), the gentleman from Pennsylvania (Mr. McFadden), and others 
had been permitted to take part in the considerations, the bill would never have 
appeared on the floor of this House in its present form. * * * A bill of this kind 
could never have been born in the bright sunlight of day. It had to be born in 
executive session. And now we are asked to vote for it without knowing its 
contents and without having had time to digest its far-reaching results.60 

48 Senate report, op. cit., supra, note 45. 48 77 Congressional Record 3492 (1933). 
so Ibid., at p. 3907. 
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Mr. Patman inquired of Mr. Steagall, the House manager, of H.E. 
5661: 

I want to ask the gentleman a question about the bill: Is the bill similar to 
the Glass bill reported to the Senate yesterday?51 

Mr. Steagall replied: 
The bill, insofar as amendments to the banking laws are concerned, is prac

tically the same as the Glass bill.52 

Mr. Patman answered: 
The reason I asked the question is this: I asked permission to be heard before 

the committee on this bill. * * * I am awfully sorry I was not allowed that 
opportunity.53 

H.E. 5661 was reported 2 days after introduction.54 It passed the 
House on May 23.55 

In the Senate debates on the original Senate version, Senator Huey 
Lon̂ g also questioned the wisdom of the provisions in the bill to reor
ganize the Federal Reserve:56 

(T)here is something in this bill that was never brought to the attention of 
the Senate. It divorces the Federal Reserve bank from any control practically 
of the U.S. Government. I am ready to say that there is not a Senator in this 
Chamber who knows anything at all about what is in the bill. I do not make 
any exception * * *. The bill proposes to take the Secretary of the Treasury 
of the United States off the Federal Reserve Board. The bill would take the 
excise tax upon the surplus earnings that have been going to the U.S. Treasury 
away from the Treasury of the United States and give it to the banking combine 
in order that they could protect the chain banks * * *. We fought here for years 
and years that the U.S. Government might have some control over the banks 
handling the people's money, and we managed to write into the law that the 
Federal Reserve banking system would become responsible to the people of the 
United States. We made the Secretary of the Treasury of the United States 
the dominating member of the Federal Reserve Board. They have been trying, 
Mr. President, to remove from that Board the representative of the people ever 
since this act was enacted into law. They have tried t& have control of the 
currency more or less removed from the people. 

Heretofore they have not been able to do that; but, with a Federal Reserve 
Act supposed to have been created so as to permit the Secretary of the Treasury 
of the United States to participate in the administration of these funds, the 
circulating currency for which the Government is responsible, they have come 
back here this time with a proposal to take the Treasury of the United States 
off the Board and to put it, boots, saddle, and breeches, into the hands of the 
machinating financiers * * *. When the people finally consented to have the 
rich treasure of their national banking reserves impounded in a central reser
voir, they did not see that the result would be the loss of their financial freedom. 
They did not know that it would lead them into their present condition of 
starvation, unemployment, and general misery. Because a discount market 
requires the greatest possible concentration of gold and a centralization of all 
the money and credit resources of the Nation, they were led artfully by propa
gandists to believe that the country needed an entirely different kind of banking 
system. The literature of deception holds no parallel to what was issued to 
carry out that propaganda. 

That is what brought the collapse to this country sooner than it would have 
happened otherwise * * * (and now) they have come here with legislation 
trying to slip through a proposition that has done more harm to the people of 
the United States than every other calamity that has happened in the mean
time. They do not want to take any chance. Oh, no! They must not take 

* I b i d . , a t p . 3491. 
«* ibid., a t pp. 3491-3492. 
53 Ibid., a t p. 3492. 
64 H. Rept. 150, 73d Cong., 1st sess. (1933) . 
55 7T Congressional Record 4058 (1933) . 
86 76 Congressional Record 1624-1626. 
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any chance now. I t is a serious situation until they have put the fire out; and 
so they are removing the Secretary of the Treasury from the Federal Reserve 
Board in the Glass bill. 

Why? * * * Because it is the Secretary of the Treasury who has the power 
to stop this machinated manipulation of pyramided credits that have been 
hawked about by that gang up here in the name and form of the United States 
until they have brought calamity to this country; and now, for fear that there 
might be something done, they are trying to cure the whole thing by law. 
"Hurry, hurry, hurry, and get the Glass bill through!" 

Senator Long concluded that the Glass bill would take the powers of 
the Federal Eeserve Board further away from the Government:57 

I t puts them in the hands of the big banks, the international cliques, takes 
them out of the hands of the Government, gives them the money the Govern
ment has been getting from them, gives them money out of the Government 
Treasury that we have there now, and extends their powers to cover up all 
they have done in the past. 

S. 1631 was debated in the Senate, but the text of the Senate bill 
was substituted for the text of the House bill and H.E. 5661 was passed 
in lieu thereof. The measure became law on June 16,1933.58 

It becomes clear upon analysis that the depressed economic condi
tions and a political scene characterized by an atmosphere of great 
emergency made it easy for proponents of the 1933 Banking Act, be
hind strong leadership in the Senate, to induce the House to go along 
with the Senate version—the House virtually giving up its own legis
lative prerogatives. Much the same was to occur 2 years later when 
once again the Congress would consider drastic banking legislation. 

THE BANKING ACT OF 1935—THE "THIRD BANK OF THE UNITED STATES" 
IS CREATED 

The Banking Act of 1935 59 reorganized the Federal Eeserve System. 
Open market powers were fully centralized by this measure. The 
Board was given majority representation on the Open Market Com
mittee, thereby partly subjecting open market policy to control by a 
public body. On the other hand, the Board was rendered independent 
of the executive branch. The "emergency" atmosphere of the depres
sion doubtless contributed to what was undeniably the establishment 
of a true central bank—independent and able to determine for itself 
its policies and goals. 

The original bill, H.E. 5357, after having been introduced on Febru
ary 5, 1935, in the House by Eepresentative Steagall, chairman of the 
House Committee on Banking and Currency, was referred to that 
committee for consideration. Hearings were conducted by this com
mittee from February 21 to April 8, 1935. On April 19, Chairman 
Steagall introduced a substitute bill, H.E. 7617, which, according 
to press reports, altered the provisions in the original bill so as to 
follow suggestions made by Governor Eccles.60 The House committee 
reported the new bill favorably on the same day,61 and after com
paratively little debate the House passed it on May 9,1935.62 

The House committee report on H.E. 7617 suggested placing respon
sibility for national monetary and credit policies squarely upon the 

w Ibid., at 1626. 88 Public Law 66, 73d Cong., 1st sess. (1033). 69 49 Stat. 684 (1935) 
« Am. Banker 1: 2 (Apr. 23, 1935). 
<*H. Kept. 742, 74th Cong., 1st sess. (1935). 82 77 Congressional Record 7271. 
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Federal Reserve Board, that national policies should be adopted and 
carried out in a national body in the public interest. The report as
serted this to be the reason that the 1913 act gave the Board final au
thority over discount rates. Since open market operations had in 
more recent years come to be recognized as a much greater factor in 
credit policy than discount rates, it was believed to be entirely con
sistent with the philosophy of the original Reserve Act to vest in the 
Board final authority with respect to the open market policies of the 
System. 

In testifying before the House committee, Mr. Marriner Eccles of 
the Federal Reserve stated that open market operations are the most 
important single instrument of control over the volume and the cost 
of credit in this country.63 Eccles criticized the provision in H.R. 
5357 (the original Steagall bill) for three public members and two 
bank members of the Open Market Committee by saying that— 

The Federal Reserve Board, which is appointed by the President and approved 
by the Senate for the purpose of having general responsibility for the formulation 
of the monetary policies, would under this proposal have to delegate its principal 
function to a committee on which members of the Board would have a bare 
majority.64 

Eccles further testified: 
* * * that the best way in which to handle this proposal would be to place 

responsibility for open market operations in the Federal Reserve Board as a 
whole and to provide for a committee of five governors of Federal Reserve banks 
to advise with the Board in this matter. The Board should be required to obtain 
the views of this committee of governors before adopting a policy for open market 
operations, discount rates, or changes in reserve requirements. Such an arrange
ment would result in the power to initiate open market operations by either a 
committee of the governors or by the Board, but would place ultimate respon
sibility upon the Federal Reserve Board, which is created for that purpose.65 

It was thus apparent that by 1935 the tremendous importance of 
open market operations to the general economy had come to be widely 
appreciated. The most bitterly disputed issues concerning the open 
market provisions in the Banking Act of 1935 were the locus of open 
market authority and a statement of objectives to guide the execution 
of that authority. 

Opponents of the reforms in the revised House bill, H.R. 7617,66 

argued that increasing the power of the Federal Eeserve Board over 
the member banks and open market operations and enlarging the 
authority of the executive branch of the Government over the Board 
tended to subject the monetary system of the country to political con
trol. The argument is factually correct but essentially invalid. Gov
ernor Eccles in reply stated: 

The most widespread criticism of the bill has come from those who see in it 
an attempt to subordinate the Federal Reserve System and through it, the 
country's banking system, to political control. On this subject there appears 
to be much misinterpretation of what the present bill provides, coupled with a 
lack of clear understanding of existing law and of the proper relationship be
tween the Reserve System and the Government. This bill aims to clarify the 
powers and responsibilities of the Reserve Board in matters of national monetary 
policy and at the same time preserves and increases the regional autonomy of 

^Hearings before the House Committee on Banking and Currency, H.R. 5357, 74th 
Cong., 1st sess., at p. 181. 

•* Ibid., at pp. 181-182. 
* Ibid. 66 H.R. 7617, 74th Cong., 1st sess. 
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the Reserve banks in matters of local concern. There is nothing in this bill that 
would increase the powers of a political administration over the Reserve Board.67 

O n the quest ion of "pol i t ies ," M r . Eccles fu r the r s t a t ed : 

It seems to me that an administration is charged, when it goes into power, 
with the economic and social problems of the Nation. Politics are nothing more 
or less than dealing with economic and social problems. I t seems to me that it 
would be extremely difficult for any administration to be able to succeed and 
intelligently deal with them entirely apart from the money system. There must 
be a liaison between the administration and the money system—a responsive 
relationship. That does not necessarily mean political control in the sense that 
it is often thought of.68 

Mr. Eccles supported provisions that, with respect to qualifications 
for appointment to the Board, would remove the requirement that 
members be appointed with due regard to agricultural, industrial, and 
geographical interests and substitute a statement that they should be 
persons who by training or experience or both, are qualified to formu
late economic and monetary policies. Mr. Eccles also supported a 
provision in the House bill that the Board should exercise its powers 
in such manner as to promote conditions conducive to business sta
bility and to mitigate by its influence unstabilizing fluctuations in the 
general level of production, trade, prices, and employment, so far as 
may be possible within the scope of monetary action and credit ad
ministration. 

Dr. Goldenweiser of the Board's staff also testified strongly in 
favor of these provisions which would provide improved guidelines 
for exercising economic powers: 

I t is along the same line as the proposal which Governor Eccles has read to 
you stating the objectives of the Federal Reserve System in terms of main
taining the stability of various elements of the business structure, that is, to 
have men on the Board who will devote their energy to maintaining that sta
bility insofar as it can be maintained by monetary means, and men who should 
be qualified to formulate national policies. 

I would like to say in this connection, that the idea the Federal Reserve 
Board has broader responsibilities than the mere accommodation of commerce 
and business and the serving of agriculture, trade, and industry, is an idea 
which has been forced upon the Federal Reserve System by actual experience 
and which has been gradually developed in the System. 

The accommodation of commerce and business, which is the only objective 
that was mentioned in the Federal Reserve Act, is a vague phrase, and has all 
the attributes of a statesmanlike pronouncement. I t is vague, it is a glittering 
generality like the Declaration of Independence, and its content can be changed 
as circumstances change. I t has, therefore, not served any very useful pur
pose, but has not done any particular harm. 

I t is now time, in the light of 20 years' experience, to substitute a more 
clearly defined objective than this vague phrase, which, to my way of thinking, 
held the place for a more definite objective throughout these years.69 

In the House debates, also, the point was clearly made that changes 
were necessary in the machinery for determining and carrying out the 
open market policies of the System. Eepresentative Hancock stated 
that— 

The Federal Reserve Board, which is appointed by the President and ap
proved by the Senate for the purpose of having general responsibility for the 
formulation of monetary policies, would under this proposal be solely responsible 
in the execution of the will of Congress from whom such power is derived. 
Through exercise of this power depends to a large degree the country's economic, 

m Hearings of subcommittee of the Senate Committee on Banking and Currency, S. 1715 
and H.R. 7617, 74th Cong., p. 280. 68 House report, op. cit., supra, note 58, at p. 191. 

» Ibid., at p. 434. 
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business, and social welfare. It is the first control in the sale and purchase of 
money which is the dynamo of commerce, industry, and agriculture.70 

In rebutting the contention that under the House bill the Board 
would be able to force the banks to purchase Government obligations, 
Eepresentative Hancock asked that if the banks would not be willing 
to buy the bonds of the Government: 

(D)o you mean to tell me that Congress has lost its sovereign power? Do you 
mean to tell me that private bankers have a monopoly upon the creation of 
money?71 

And— 
(T)he heart of this bill, as I have just said, revolves around the operations 

of the Open Market Committee. * * * Every power provided for in this bill 
exists today in the present law; but there is a transfer of power to take the 
control of the volume and the cost of money from private hands and place it in 
Government hands, where, in my opinion, it should have been for the past 20 
years.72 

Representative Sisson defended the increased powers given the 
Board in saying: 

I am heartily in favor of the main provisions of title II, which carry out 
nearly in whole the recommendations made by Governor Eccles to the Banking 
and Currency Committee, and in accordance with the program initiated by the 
(administration) to give us a sound and adequate currency and to place the con
trol of the issue of money and the control of credit, which is at least nine-
tenths of our money, in the Government of the United States rather than in the 
private bankers. * * *.73 Gentlemen here have attacked this control as being a 
political control. The only way that it is a political control is that it is control by 
the Government itself, as representing all of the people, and as between public 
control and private control, I am for public control. Private control has been 
tried and found wanting.74 

In summary, the House bill, insofar as open market operations were 
concerned, would vest complete authority in a public body not depend
ent at all on the banks, along with explicit directions in the form of a 
mandate as to objectives, reflecting in substance the testimony of 
Mr. Szymczak, a member of the Board, before the Senate committee 
that— 

(A)ctual determination of what these open market policies should be seems 
to me a national and not a local question. Therefore, authority should be vested 
in the Federal Reserve Board.75 

The House adopted title I I as reported by the committee without 
amendment. 

A companion bill to H.E.. 5357 (S. 1715) was introduced in the 
Senate on February 6, 1935, by Senator Fletcher, chairman of the 
Senate Banking and Currency Committee, and referred to his com
mittee. The Senate hearings, however, were conducted by the Sub
committee on Monetary Policy, Banking and Deposit Insurance, with 
Senator Glass as chairman. This subcommittee, and more specifically 
its chairman, in marked contrast to the attitude on the part of the 
majority of the House committee, challenged the validity of the 
philosophy apparently underlying title I I of the bill, and in this 
connection solicited the views of a number of leading economists and 

70 79 Congressional Record 6738. 71 Ibid., at p. 6735. 7* Ibid., at p. 6734., 73 Ibid., at p. 6964 7* Ibid., at p. 6965. 73 Hearings, op. cit, supra, note 64, at p. 971. 
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bankers, not only as to the effect of the provisions under the bills 
introduced in the House, but also as to measures which might be 
substituted to improve the central banking system of the country. As 
a result of Senator Glass' persistence, title I I of the bill was substan
tially rewritten.76 He submitted the amended bill on July 2, 1935, 
for the Senate Committee on Banking and Currency, and the bill was 
passed by the Senate on July 26 as the committee had reported it. 

The House bill and the Senate amendment subsequently went to a 
conference committee consisting of three Members of the House and 
six Senators. The conference committee accepted the provisions of 
the Senate amendment in almost all of the important differences be
tween the two bills, and on August 19 the conference bill77 was passed 
by both the Senate and the House. On August 23,1935, the President 
signed it, and its provisions became, with certain exceptions, immedi
ately effective.78 

By the Glass Act, the name of the Federal Reserve Board was 
changed to the Board of Governors of the Federal Reserve System. 
Further, the number on the Board was fixed at seven members ap
pointed for 14 years by the President and confirmed by the Senate. 
The Secretary of the Treasury and the Comptroller of the Currency 
were removed from the Board. The Open Market Committee was 
changed so that the Committee consisted of the seven members of the 
Board and five representatives of the Reserve banks. The Federal 
Reserve banks were forbidden to engage, or decline to engage, in open 
market operations except in accordance with regulations adopted by 
the Committee. 

Senator Glass and most of the prominent witnesses who appeared 
before the Banking Subcommittee charged that the purpose of the 
Eccles bill was to establish a central banking system while maintaining 
the Federal Reserve System as a "front" and to use the banking sys
tem of this country to experiment in social planning. 

In the debates in the Senate, Senator Glass, before discussing the 
open market question, made several interesting comments regarding 
the reorganization of the Board itself, particularly with respect to the 
reasons for eliminating the Secretary of the Treasury and the Comp
troller of the Currency from membership on the Board. Mr. Glass 
asserted that the Secretary of the Treasury exercised undue influence 
on the Board, and mentioned his own term as Secretary as an example 
of Treasury domination of the Federal Reserve Board. This com
ment is of particular interest in view of the fact that Senator Glass 
had earlier complained that Benjamin Strong, of the New York Fed
eral Reserve Bank, was too powerful an influence at the time that Mr. 
Glass was Secretary of the Treasury. 

With regard to the composition of the Open Market Committee, 
Senator Glass explained his committee's action by stating that the 
Open Market Committee was set up to enable the Reserve banks to 
enforce the discount rate in their districts and to provide earning 
assets and not to finance Government deficits, or speculate in the 
market. Mr. Glass charged that the Government of the United States 
had— 

(N)ever contributed a dollar to one of the Reserve banks; yet it is proposed 
to have the Federal Reserve Board, having not a dollar of pecuniary interest in 

« S . Kept. 1007, 74th Cong., 1st seas. (1935). 
"H. Kept. 1822, 74th Cong., 1st sess. (1985). 
TO Public Law 305, 74th Cong., 1st sess. (1935). 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 1999 

the Reserve funds or the deposits of the Federal Reserve banks or of the member 
banks, to constitute the Open Market Committee. * * * 79 

Senator Glass went on to describe the Eeserve banks as privately 
owned and operated institutions.80 

Senator La Follette, on the other hand, expressed fears that banker 
representation on the Open Market Committee would lead to unde
sirable results, where with cooperation of two Board members, the bank 
members could achieve policies concerning reserve requirements, dis
count rates, and open market operations contrary to policies followed 
by the Board in the public interest: 

It should be the duty and the responsibility of this newly constituted Board 
to attempt not only to prevent the excesses of a credit inflation but likewise to 
mitigate the disasters and the excesses of a credit deflation. Under the com
mittee's bin it is entirely probable that the representatives of the bankers upon 
this Open Market Committee, in a period such as that, will be opposed to any 
attempts upon the part of the Board to exercise its control over open market 
operations in the interest of mitigating and preventing the excesses of a credit 
deflation. * * * (T)wo-thirds of the Directors who will select the representa
tives in turn to serve upon the Open Market Committee will be selected by the 
member banks; and I assume that, of course, they will be individuals of integrity 
and good repute. Nevertheless, they have the point of view of the banking 
community at a particular time when a situation may require action of the Open 
Market Committee which is not supported by the banking community.81 

The Senate nonetheless passed the Glass version without amendment 
and, as indicated, it was accepted in substance by the conference com
mittee, and passed by both Houses of Congress. 

One observer concluded that— 
As finally enacted, the stated qualifications of members of the Board remain 

unchanged, and the proposed statement of objectives was omitted, an apparent 
victory for Senator Glass and the American Bankers Association.82 

When one recalls that the House bill retained the Secretary of the 
Treasury and the Comptroller as members of the Board, gave the 
Board sole control over open market operations, repealed rules as to 
eligible security for Federal Reserve notes, allowed the Board to 
compel the Eeserve banks to buy directly from the Treasury, and pro
vided meaningful economic guidelines for the conduct of open market 
and other monetary policies, one appreciates how radically the Hou»e 
proposals were altered before the law was passed. 

INADEQUATE POLICY GUIDELINES—THE NEED FOR IMPROVEMJ JNT 

As we have seen, the framers of the original Federal Eeserve Act 
did not feel a pressing need for setting up any definite standards of 
policy. A bitter fight had for years been waged in Congress to write 
into the Eeserve Act some sort of price stabilization standard, and by 
1933 some concessions had to be made to those who wished to define the 
policies of the Eeserve Board. The concession, however, was woefully 
inadequate. The acts of the Open Market Committee were to be gov
erned "with a view of accommodating commerce and business, and with 
regard to their bearing upon the general credit situation of the 
country." 

TO 79 Congressional Record 11778. 
«°Ibid., at p. 11779. 
si Ibid., at p. 11915. 
«* Smith, "The Banking Act of 1935," 21 A.B.A.J. 611 (1935) 
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In 1935, an even more drastic revision was undertaken further cen
tralizing and strengthening the open market powers of the Reserve 
System. The 1935 act, as it passed the House, contained policy guide
lines, referred to above, which were about as clear as circumstances 
permitted. Curiously enough, the same men who criticized the New 
Deal for its enormous grants of power and meager definitions of 
policy forced the elimination of that policy statement. They were 
willing—or forced—to concede the power itself, but unwilling to enact 
a general statement of objectives. The act as passed contained only 
one amplification of policy—reserve requirements were to be altered 
"in order to prevent injurious credit expansion or contraction." This, 
too, is anachronistic and ambiguous. 

The closest thing to an adequate statement of policy with respect to 
the exercise of the Federal Reserve's tremendous power over the 
Nation's economic well-being is that appearing in the Employment 
Act of 1946,83 when Congress declared: 

(T)hat it is the continuing policy and responsibility of the Federal Govern
ment * * * to coordinate and utilize all its plans, functions, and resources for 
the purpose of creating and maintaining in a manner calculated to foster and 
promote free competitive enterprise and the general welfare conditions under 
which there will be afforded useful employment opportunities, including self-
employment, for those able, willing, and seeking to work, and to promote maxi
mum employment, production, and purchasing power, [Emphasis added.] 

Unfortunately, however, the Federal Reserve has displayed a 
propensity to set its own policy standards, which at times have been 
at variance with the goals specified in the Employment Act. A t 
times, Federal Reserve policies have even been in direct conflict, for 
instance, with maintaining maximum domestic employment and pro
duction by pursuing deflationary courses in attempts to solve the 
balance-of-payments problem or in combating the specter of infla
tion—real or imagined. 

As Prof. David McC. Wright put it, in discussing the newly in
creased powers of the Open Market Committee: 

(W)hen we consider the range of fact and choice of action available to the 
Federal Reserve Board, we might perhaps conclude that it has been given the 
type of authority repudiated by Cardozo in the Sekechter case—a "grant of a 
roving commission to inquire into evils" and upon discovering them to do what 
it can to prevent them.8* 

Professor Wright continues: 
It is a rather remarkable exception, in our system of democratic government, 

that the governors of (money) should be comparatively exempt from the re
quirements imposed upon other branches of government. In large measure, this 
may be attributed to the fact that (monetary) control does not affect very 
greatly the conscious daily life of the average man. He becomes excited over 
wage regulations, but changes in the rediscount rate seem to him far away 
and too remote to be important—yet one doesn't have to blame everything on 
the banking system to realize that (monetary) control is just as important 
as industrial regulation. What good does it do to establish careful wage stand
ards by law, when unwise (money) policy may allow prices to fluctuate so 
greatly that the wage safeguard becomes meaningless? In view of the weak
nesses and conflicts just outlined it may be best that the average man is not 
"bank conscious." There are, perhaps, good reasons why our (money) policy 
should be determined with the minimum of popular discussion, and that the 
Reserve Act should therefore contain no controlling standard. If the experts 

8* Wright, "Is the Amended Federal Reserve Act Constitutional ?—A Study in the Dele
gation of Power," 23 Va. L. Rev. 628, at p. 650 (1937). 
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cannot agree, what may we expect of the rank and file? Yet cogent as this 
reasoning may he, it is certainly contrary to the accepted interpretation of the 
Constitution.85 

In the interest of good public administration under our system of 
government, it would appear that explicit clarification of goals for the 
Federal Reserve System, with respect to open market operations 
especially, is an imperative which Congress must no longer postpone. 

85 Ibid., at pp. 652, 653. 
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CHAIRMAN MARTIN, FEDERAL RESERVE BOARD, ASSERTS THE FED'S 
INDEPENDENCE FROM THE EEST OF THE U.S. GOVERNMENT—THAT 
THE FED GOES ITS O W N W A Y 

COLLOQTJT BETWEEN SENATOR RUSSELL LONG AND CHAIRMAN WILLIAM M ' C . 
MARTIN, FEDERAL RESERVE BOARD, HEARINGS BEFORE THE SENATE 
FINANCE COMMITTEE, INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES, AUGUST 16, 1957 , PART 3 , 1 3 6 1 - 1 3 6 3 

Senator LONG. Mr. Martin, I would like to talk a little bit about 
the independence of the Federal Keserve Board. You made the 
statement in your prepared statement that the Federal Eeserve Board 
apparently had an obligation to follow the administration with regard 
to administration policies, and that it was not independent of them, 
but that it nonetheless exercised its own independent judgment with 
regard to the way that those policies should be implemented. Would 
you elaborate upon that, as to your understanding of the degree to 
which the administration fixes its policy with regard to employment, 
and with regard to direction of our economic and fiscal policies, and 
the degree to which the Federal Eeserve Board exercises its judgment ? 

Mr. MARTIN. Well, we feel ourselves bound by the Employment 
Act and by the Federal Eeserve Act. And in the field of money and 
credit, we consider ourselves to be, regardless of what the decisions of 
the administration may be—we consult with them but we feel that we 
have the authority, if we think that in our field, money and credit 
policies, that we should act differently than they, we feel perfectly 
at liberty to do so. 

Senator LONG. I n other words, you feel that you have freedom in 
promoting what you believe to be the full employment policy of the 
law? 

Mr. MARTIN. That is right. 
Senator LONG. T O adopt policies that may not be the policy of the 

administration itself ? 
Mr. MARTIN. That is right. 
Senator LONG. And you feel that there is the right within the 

Board to adopt a policy that may be completely at variance with the 
attitude and the direction of the policy of the administration ? 

Mr. MARTIN. Well, I wouldn't say that—we will discuss it at con
siderable length. 

Senator LONG. YOU have the right to disagree with them? 
Mr. MARTIN. Exactly. 
Senator LONG. And you believe that the Federal Eeserve Board, if 

it does disagree, has the right to pursue a policy that is completely 
contrary to the policy that the administration proceeds to follow, not 
meaning that you are doing this or that you have done it, but that you 
feel that under the law you do have that right ? 
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Mr. MARTIN. Under the law we feel it is our prerogative; yes, sir. 
Senator LONG. At the same time you believe, if I understand it cor

rectly, that you should in a sense persuade them that the policy that 
you are pursuing is the correct policy, and that their policy should 
be consistent with yours, and that you should make your views avail
able to the Executive for the Executive to persuade you if possible that 
the policy that the Executive is pursuing is the policy to which you 
should direct your activities ? 

Mr. MARTIN. That is right. 
Senator LONG. At the present time, if I understand it, the testimony 

from the executive branch has been that their policy is consistent 
with the policy that you are pursuing ? 

Mr. MARTIN. Well, I think in a broad sense that is correct. We 
have differences of opinion—differences of judgment with respect to 
our actions. 

Senator LONG. Yes. Has the administration of recent date, the 
spokesmen for the Treasury Department or the President in any other 
capacity, been urging you to take a position or adopt a policy con
trary to the one that you have been pursuing ? 

Mr. MARTIN. Well, over the last year there has been no pressure, 
Senator, such as saying, "If you do not follow this policy, we will 
drop you out of office." They have tried on a number of occasions 
to persuade us that we should not take action which we did take, but 
it was a perfectly friendly discussion and honest disagreement, not 
about broad policies so much as about timing and judgment with re
spect to whether it was a wise course for us to pursue under present 
conditions. 

Senator LONG. Could you give us some indication of recent decisions 
and recent actions that the Board has taken which you feel were not 
the policy that was recommended or was, perhaps, contrary to the 
attitude that you believed that the administration would have taken 
if it had been charged with the same responsibility that you have ? 

Mr. MARTIN. Well, I think the most glaring instance of that was 
in April of 1956. Pursuing our method of cooperation, I began dis
cussions with Secretary Humphrey. In February of that year Gov
ernor Balderston and I had a meeting with Secretary Humphrey and 
there was a disagreement as to the nature that the economy was de
veloping. We were so convinced; we discussed it with various people, 
and in a series of meetings from about the middle of February until 
the last week in March. 

By the last week in March the position in the Federal Eeserve— 
which was not a 1-man operation; you see, the 12 bank directors were 
considering all aspects of this—was that it would be wise for us to 
go up in the discount rate. 
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I think Secretary Humphrey subsequently testified that his judg
ment, at that time, was that the timing was poor, but that he was not 
opposed to the long-run objective. 

We finally reached a point where there was no meeting of the minds 
that could be had, and there was nothing for the Federal Reserve to 
do except to go and act. And we acted. 

T H E FEDERAL RESERVE'S O W N ANALYSIS REVEALS DEFECTS I N DEALER 

MARKET FOR UNITED STATES GOVERNMENT SECURITIES 

Following is the report of the Ad Hoc Subcommittee on the Gov
ernment Security Market of the Open Market Committee, dated No
vember 12, 1952. 

The ad hoc subcommittee was made up of leading officials of the 
Federal Reserve System. I t s report is a highly interesting analytical 
document, possibly unique in its nature, prepared by the Federal 
Reserve officials as a critique of their own operations. Significantly, 
all 12 Federal Reserve bank presidents had an opportunity to review 
this document and presumably to voice any disagreement. I n the 
absence of any dissent it can only be concluded that all concurred. 
The document was kept confidential until its existence came to the 
attention of a subcommittee of the Joint Economic Committee. 

The report is important not only as a historical document, but 
also because it calls attention to many weaknesses and defects in the 
structure of the market for Government securities and the organiza
tion and operating techniques of the Open Market Committee, which 
are still present today. A matter of particular concern is the 
Government-sponsored monopoly of dealers in Government securities, 
a monopoly which persists even today and makes it exceedingly 
difficult, if not impossible, for open market operations to be aimed 
at controlling the money supply. All too frequently open market 
operations are conducted with a view to protecting members of this mo
nopoly from price changes in Government securities, rather than to 
provide the economy with an appropriate money supply. 
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STATEMENT BY CHAIEMAN FLANDEES ON ACTION ON 
AD HOC SUBCOMMITTEE KEPORT, DECEMBER 9,1954 

The subcommittee has decided to release and make part of this 
record the report of the ad hoc Subcommittee on the Government 
Security Market of the Open Market Committee dated November 12, 
1952. At the hearing on December 7 the subcommittee received argu
ments both pro and con, with respect to publication of the document 
from officials of the Federal Reserve System. Our decision to publish 
the document is based upon the following statement by Chairman 
William McChesney Martin, contained in the record above: "Well, as 
far as I am concerned, I am perfectly willing to make it available to 
the committee for publication, if they wish it." 

The subcommittee believes that proper procedure has been followed 
in this matter since the head of the agency involved has assented to its 
publication. This view is concurred in by Senator Barry Goldwater 
and Congressman Wright Patman, members of the subcommittee. 
Senator J. W. Fulbright and Congressman Richard Simpson were 
unavailable for the hearings and did not participate in this decision. 

We have advised both Mr. Martin and President Allan Sproul that 
the document will be published, and have invited them to append any 
additional papers that they believe should be published simultaneouslv 
with the ad hoc report. 

FEDERAL OPEN MARKET COMMITTEE REPORT OF AD HOC SUBCOM
MITTEE ON THE GOVERNMENT SECURITIES MARKET, NOVEMBER 
12, 1952 

PREFACE 

Securities of the Federal Government have come to play a unique role in the 
flexibility and sensitiveness of the American money market. Our financial 
institutions now hold the bulk of their secondary or operating reserves invested 
in these issues, paticularly in the shorter term securities. This is true especially 
of commercial banks but also of insurance companies and savings banks, as well 
as savings and loan associations. I t is also increasingly true of many of our 
larger industrial corporations. As a result, any change in the demand for funds 
or their supply is felt promptly in the open market for Government securities. 
When our financial institutions gain funds, they usually invest immediately in 
Government securities, and, conversely, when they have net payments to make, 
they liquidate Government securities. When their customers borrow or oppor
tunities for profitable investment arise, financial institutions switch out of 
Government securities, and when loans are paid or investments are sold the 
proceeds are usually invested, at least temporarily, in Government securities. 
The resulting daily turnover of securities in the market is enormous. It reflects 
the transactions by which thousands of individual financial institutions and 
business organizations keep their funds fully employed at interest, without 
sacrifice of their ability to meet the changing financial requirements of their more 
basic business operations. 

Arbitrage transactions add to this daily turnover in the market. There is 
no credit risk in a portfolio of Government securities, i.e., no possibility that 
the holder will not be able to obtain cash at par at maturity. The relative 
prices at which different issues trade, therefore, reflect predominantly changes 
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in the demand for and the supply of loanable funds in the money market as a 
whole and also as between the various short-term, intermediate, and long-term 
sectors of the market. Since trading is done at commissions or spreads as small 
as one sixty-fourth ($156.25 per million) and even smaller in very short issues, 
there are constant opportunities for arbitrage of small differentials in prices 
when the impact of buying or selling is especially heavy in some particular sec
tor of the market. The secondary reserve portfolios of practically all the large 
financial institutions are managed by skilled professionals to take advantage of 
such opportunities. 

The Federal Open Market Committee is a major factor in this market. At 
present its portfolio consists wholly of United States Government securities. I t 
is the largest existing portfolio under one control. When the Federal Open 
Market Committee adopts a policy directive, it is executed in the market for 
Government securities. I t takes the form of a series of specific transactions in 
Government securities. Total transactions for the account—purchases and 
gales—mount up to billions of dollars in the course of a year. 

The impact of these operations is not measured by the volume of transactions 
alone. It is much greater, for example, than the impact of a similar volume 
of purchases and sales by a private investor. The Federal Open Market 
Committee releases or absorbs reserve funds when it operates in the Govern
ment securities market. When the Committee buys, it augments not only its 
own holdings of Government securities but also the ability of other investors 
to enter the market on the bid side. Conversely, when the Committee sells 
Government securities, it does much more than add to the market supply of 
such securities. The reserves that it absorbs substract also from the capacity 
of the banking system to carry Government securities. 

It is necessary to keep these basic features of the money market in mind 
in considering the subcommittee's report. They help to explain why relatively 
small operations, sometimes even rumors of operations, by the Federal Open 
Market Committee may give rise to such quick and pervasive response not only 
throughout the money market and the investment markets generally but also 
in business psychology. Any purchase or sale of Government securities by the 
Committee adds to or subtracts from the reserves of the member banks and is 
promptly reflected in the tone of the money market. A relatively small injection 
of funds through the purchase of bills will ordinarily find a response in the 
market for long-term securities. Large purchases of bills could scarcely fail to 
elicit such a response. 

These transactions condition the tone of the money market and the general 
availability of credit because they immediately affect the value of securities in 
the operating portfolios of leading financial and business institutions. They 
cause changes in the prices of the specific issues bought or sold, and affect op
portunities for arbitrage as between various issues and sectors of the market. 
As a result, a new pattern of yields emerges as between all different issues and 
sectors of the market. When the readjustments have worked themselves out, both 
the prices of Government securities and the pattern of their yields will have 
been affected. Both the absolute and the relative market values of the securi
ties that constitute the liquid operating reserves of all our major financial institu
tions will have changed. In other words, there will have occurred a shift in 
the financial liquidity of the money market and of the economy. 

Experience has demonstrated that the climate or tone of the money markets 
tends to respond directly to the volume of member bank borrowing at the 
Federal Reserve banks. Changes in the volume of borrowing represent the first 
response of member banks to losses or accessions of reserve funds from any 
source, including open-market operations of the Federal Open Market Commit
tee. I t constitutes, in fact, an essential link in the mechanism by which these 
operations exert a magnified effect on the money markets. When such borrow
ing is low, the tone of the money market is easy, that is, funds tend to be easily 
available at going interest rates for all borrowers who are acceptable as credit 
fisks. When member banks themselves are heavily in debt to the Federal Re
serve banks, the tone of the money market is tight, that is, marginal loans are 
deferred and even better credit risks may have to shop around for accommo
dation. 

These responses seem to be independent, to some extent, of the level of in
terest rates, or of the discount rate. For example, the tone of the money market 
might be easy even though the discount rate were 4 percent. This would happen 
mainly in a situation where the volume of member-bank borrowing was low. 
Conversely, the tone of the money market might be on the tight side when the 
discount rate was 1% percent. This would occur when member banks were 
heavily in debt. 
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The fact that the tone of the money market is responsive to the level of member 
bank borrowing at the Reserve banks gives a unique character to the role of 
open-market operations in the effectuation of credit and monetary policy. They 
can be used flexibly to offset the net impact on bank reserves of other sources 
of demand and supply of reserve funds in such a way as to result in an increase 
or decrease of member-bank borrowing, or, if desired, to maintain a level of 
such borrowing that is fairly constant from week to week, or month to month. 
This means that when the Federal Open Market Committee decides that a 
tone of tightness, or ease, or moderation, in the money markets would promote 
financial equilibrium and economic stability, it has the means at hand to make 
the decision effective. 

Changes in the discount rate cannot be used in this way. They can exert 
powerful effects upon the general level of interest rates, but cannot be counted 
on to insure that the relative availability or unavailability of credit at those 
rates will be appropriate to the requirements of financial equilibrium and eco
nomic stability. 

Neither can changes in reserve requirements be used with this precision. There 
are many administrative and technical problems which militate against the con
tinuous or frequent use of this instrument of policy. Even if these did not exist, 
however, the instrument is much too blunt to be used to maintain member-bank 
borrowing from week to week or month to month at an appropriate level. 

In short, open market operations are not simply another instrument of Federal 
Reserve policy, equivalent or alternative to changes in discount rates or in Reserve 
requirements. They provide a continuously available and flexible instrument of 
monetary policy for which there is no substitute, an instrument which affects 
the liquidity of the whole economy. They permit the Federal Reserve System 
to maintain continuously a tone of restraint in the market when financial and 
economic conditions call for restraint, or a tone of ease when that is appropriate. 
They constitute the only effective means by which the elasticity that was built 
into our monetary and credit structure by the Federal Reserve Act can be made 
to serve constructively the needs of the economy. Without them, that elasticity 
would often operate capriciously and even perversely to the detriment of the 
economy. 

They require an efficiently functioning Government securities market charac
terized by depth, breadth, and resiliency. It is with these characteristics of the 
market that this report is mainly concerned. The subcommittee was authorized 
shortly after the Federal Open Market Committee decided that the continued 
maintenance of a relatively fixed pattern of prices and yields in the market for 
Government securities was inconsistent with its primary monetary and credit 
responsibilities. The Federal Open Market Committee felt that a freer market 
for Government securities would lessen inflationary pressures and better pro
mote the proper accommodation of commerce, industry, and agriculture. It 
came to the conclusion, in fact, that a securities market, in which market forces 
of supply and demand and of savings and investment were permitted to express 
themselves in market prices and market yields, was indispensable to the effec
tive execution of monetary policies directed toward financial equilibrium and 
economic stability at a high level of activity without detriment to the long-run 
purchasing power of the dollar. 

Accordingly, the subcommittee was authorized to examine and report on the 
relevance and adequacy of the Federal Open Market Committee's own proce
dures and operations in the new context. Transactions for the Committee's 
account exert a powerful impact on that market. It is important that they be 
so executed as to avoid disruptive technical repercussions. In particular, it is 
important that technical operating procedures and practices, conceived in the 
atmosphere of war finance and developed to maintain a fixed pattern of prices 
and yields in the Government securities market, be reviewed to ascertain whether 
or not they tend to inhibit or paralyze the development of real depth, breadth, 
and resiliency in today's market that operates without continuous support. 

This is the problem with which the subcommittee has been most concerned. 
The absorption and release of reserve funds which results from Federal Open 
Market Committee transactions should constitute a constructive factor in the 
Government securities market, as well as in the economy generally. Without 
open market operations, appropriately conceived and executed when there is 
need to absorb or release reserve funds, it would sometimes be impossible for 
the market to evaluate correctly fundamental trends in the economy as they 
affect the supply of money relative to its demand. 

I t is evident, therefore, for the well-being of the Government securities market 
itself, that the possibility be minimized of disruptive technical market repercus
sions from Committee transactions. I t is also evident that the Federal Open 
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Market Committee should be in a position to operate promptly and in appro
priate volume at all times, without fear of such adverse technical market reper
cussions, when the need for operations exists. This requires a Government 
securities market characterized by great depth, breadth, and resiliency. Without 
a market possessing these characteristics, the Committee might, on occasion, find 
itself unable to discharge its responsibilities. 

INTRODUCTION 

(1) The Federal Open Market Committee, at its meeting on May 17, 1951, 
authorized an ad hoc subcommittee to study and report on the operations and 
functioning of the Open Market Committee in relation to the Government secu
rities market. The subcommittee was organized in April and May 1952, as 
follows: Wm. McC. Martin, Jr., chairman; Abbot L. Mills, Jr., Malcolm Bryan. 
Robert H. Craft, vice president and treasurer of the Guaranty Trust Co., of New 
York, was appointed technical consultant to the subcommittee, and was given 
leave of absence by the Guaranty Trust Co. to devote his full time to its work. 

(2) Efforts have been made to keep the executive committee of the Federal 
Open Market Committee, all the Governors of the Board, and all of the presi
dents of the Federal Reserve banks informed of the activities of the subcom
mittee. The interval, amounting to nearly a year, between the authorization 
of the subcommittee and its actual establishment reflected the desirability of 
deferring the study until the conclusion of the hearings of the Patman sub
committee of the Joint Committee on the Economic Report, as well as the de
sirability of permitting some experience to accumulate on operations of the 
Committee under the more flexible conditions that followed the Treasury-
Federal Reserve accord of March 5,1951. 

Procedures of the subcommittee 
(3) As its first step, the subcommittee, with the help of suggestions from 

the executive committee, prepared an outline of study which was sent to a list 
of the individuals and institutions active in the market for Government secu
rities, either for information or response. So that there would be no miscon
ceptions, the outline and letters were made available to the press. 

(4) Beginning June 9, 1952, the subcommittee held 10 sessions with recog
nized dealers, 11 meetings with unrecognized dealers, and 8 meetings with non-
dealers intimately familar with the operations of the Government securities 
market, discussing the material covered in the outline of study. The subcom
mittee also received letters from other individuals to whom the outline was sent. 
Stenographic notes of the discussions were taken for the convenience of the 
subcommittee but are not part of the record, since they were not subsequently 
cleared with the discussants. 

(5) The outline of study, together with the list of individuals and institu
tions to which it was sent, and the covering letters by Chairman Martin, are 
attached to this report as appendix A. Mr. Craft has prepared a technical 
analysis of the correspondence and discussions focused on the outline of study 
which is attached as appendix B. Mr. Craft has also prepared a memorandum, 
entitled "Ground Rules," with respect to certain problems before the subcom
mittee which is attached as appendix C. A memorandum from the staff, discuss
ing the possibilities of reopening an open market call money post to finance 
dealers' portfolios, is attached as appendix D. 

THE GOVERNMENT SECURITIES MARKET 

Size, participation, and composition 
(6) Of the total gross Federal debt of $265 billion, about $145 billion are out

standing in marketable form. Ownership of the marketable debt is about as 
follows: Commercial banks have about $60 billion; corporations about $15 
billion; mutual savings banks, life insurance companies, and State and local 
governments about $7 billion each; casualty insurance companies about $5 
billion; Federal agencies and trust funds about $3 billion; and savings and loan 
associations and foreign governments about $2 billion each. All other investors, 
including individuals, trust funds, private pension funds, endowments, etc., own 
around $13 billion in the aggregate. The Federal Reserve banks, which have 
nearly $24 billion, or about one-sixth of the marketable securities, have by far 
the largest single holding in the market, about 10 times larger than the next 
largest portfolio under one control. 

(7) The marketable debt is comprised of $20 billion of Treasury bills, $17 
billion of certificates, $30 billion of notes, $36 billion of bonds due or callable 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 2009 

in 5 years, $17 billion of longer term bonds not restricted as to bank ownership, 
and $27 billion of restricted bonds. Commercial banks hold about one-third of 
the bills and certificates, half of the notes, and two-thirds of the bank-eligible 
bonds. I t is roughly estimated that business corporations hold about half of 
the bills, one-fourth of the certificates, and much lesser proportions of the notes 
and bonds. Savings institutions, including life insurance companies, pension 
funds, etc., own the bulk of the long-term bonds. Federal Reserve holdings are 
heavily concentrated at the present time in certificates, notes, and short-term 
bonds. 
Market structure and activity 

(8) The Government securities market provides the mechanism through which 
marketable Government securities have their secondary distribution. It is an 
over-the-counter market; it is really a group of markets made by the various 
dealers and knit together into a unit by an extensive communications system. 
About 20 dealers, including some banks with trading departments, comprise the 
basic structure of this market. The focus of the market is in New York, and 
most dealers have a network involving branch offices, representatives, corre
spondents, local investment houses, or the like through which they maintain 
contact with major Government security holders throughout the country. There 
are a number of secondary dealers who also trade in Government securities, 
frequently as a part of the broader over-the-counter business. 

(9) The volume of transactions in marketable Government securities runs to 
a very large figure—on an average several hundred million dollars a day. 
These transactions are typically made by dealers without commission on a very 
narrow spread between the price at which they will buy and the price at which 
they will sell. So-called inside markets are typically made on spreads ranging 
from 1/32 ($312.50 per million dollars) for long-term bonds down to an 0.01 in 
yield ($25 per million dollars) on 90-day bills. As a usual thing, transactions of 
good size—as much as $1 million or more for long-term bonds and up to $5 million 
or more for short-term issues—are executed on-the-wire with customers. Trad
ing is thus on a split-second basis, in large amounts in relation to dealer capital, 
and on close margins. Alert arbitrating is also constantly going on among the 
various issues of securities, both by dealers and by other active elements in 
the market. Success or failure in professional trading in such a market turns 
importantly on ability to appraise changing market factors quickly and accurately. 

(10) The Federal Reserve stands in a key position with respect to the entire 
money and capital market in this country and particularly with respect to the 
Government securities market. System contacts with the market for United 
States Government securities take four main forms—transactions in Government 
securities made for the account of the system, extension of credit by a Federal 
Reserve bank to the nonbank recognized dealers through purchases of short-
term securities under repurchase agreement, transactions made as agent for 
Treasury and foreign accounts or for member banks, and the gathering and 
dissemination of information on developments in the Government securities 
market. Aside from some transactions executed by the other Reserve banks 
for the acount of member banks, these points of sysUm contact with the market 
are focused at the trading desk at the Federal Reserve Bank of New York. 
Trading desk facilities and activities 

(11) The trading room at the Federal Reserve Bank of New York is equipped 
with some 10 or 12 key-type telephone stations with direct lines to each of 8 
dealers in New York City, plus several trunklines for outside calls. These phones 
are manned continuously by 4 or 5 people regularly assigned to direct contact 
work with the dealers. Instantaneous contact can be made either by the per
sonnel at the trading desk or by any 1 of the 8 dealers simply by pushing the 
proper key. At least one officer of the Bank is always on call at the desk during 
trading hours. 

(12) Other personnel assigned to the trading desk handle special tasks of 
various kinds such as transactions for Treasury agencies, foreign accounts, or 
for member banks in the New York district. Clerks maintain current price 
quotations on all Government securities on a large quote board, which can 
easily be seen by any of the personnel on the trading desk. The quotation board 
itself lists quotations on all Government securities as received hourly from 
several dealers. From these quotations a composite or average quotation for 
each issue is computed. Routine reports on developments in the stock market 
and corporate and municipal bond markets are received and transmitted to the 
operating personnel on the trading desk. 
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Transactions 
(13) Purchases and sales of securities for the System open market account are 

supervised by the manager of the account and are made in accordance with 
instructions issued by the Federal Open Market Committee. Such transactions, 
both on a repurchase and on an outright basis, (as well as all transactions in 
Government securities made by the New York bank for foreign accounts, member 
banks, or the Treasury) are now confined to 10 recognized dealers. This strict 
limitation of the dealer group with which the account now trades was formalized 
by the committee in 1944. Previously, the Federal Reserve Bank of New York 
had followed a less formal arrangement with a larger group of dealers. 

(14) The policy of confining open market account business to a small group 
was adopted by the Federal Open Market Committee in 1944 in an attempt to 
deal only with that portion of the market where the final effort at matching 
private purchases and sales takes place. This approach was based on the hope 
that by operating closely with a small group of key dealers responsive to its 
discipline, the Federal Open Market Committee could peg a pattern of low interest 
yields in a period of heavy war financing with minimum monetization of the 
debt 

(15) In accordance with the instructions of the Federal Open Market Com
mittee, open market transactions are practically always made on an agency 
basis, that is, not with dealers as principals but with other holders, using 
dealers as brokers. This has meant that dealers could not ordinarily sell to 
the account from position. The Committee has specified that the commission 
allowed shall not exceed $156.25 per million dollars on notes and bonds, and 
$100 per million dollars on certificates and bills. In practice it generally has 
been smaller on maturities of less than one year. Repurchase agreements are 
by their nature made with the nonbank recognized dealers as principals. 

i (16) Transactions executed by the trading desk are never made for cash, 
i.e., for delivery the same day, but rather for regular delivery the following 
day (occasionally for delayed delivery). For short-term issues, however, a large 
part of transactions made by others in the market is on a cash basis. The ac
count will not knowingly buy securities handled by dealers on a cash basis. 

(17) In addition to transactions for the System's open market account, a large 
volume of purchases and sales is made by the New York bank for domestic and 
foreign accounts. Acting as fiscal agent for the Treasury, the New York bank 
transacts business for various Government agencies and trust funds. These 
transactions may be of a routine nature or may involve special operations de
signed to support the market. Foreign central banks and other foreign agencies 
also employ the New York Federal Reserve Bank as agent and channel purchase 
or sale orders on Treasury issues through it. Member banks in the New York 
Federal Reserve District—usually smaller banks in outlying areas—also use 
the New York bank for what are typically odd-lot transactions. All of these 
transactions by the bank as agent are handled through the trading desk. 

(18) Transactions for the open market account are normally handled by any 
1 of 4 or 5 persons who maintain constant direct contact between dealers and 
the account. Transactions for the Treasury, foreign agencies, or member banks 
are usually handled by an individual on the trading desk who is not one of the 
persons regularly contacting dealers for information or normally trading for 
open market account. Thus, the dealers can generally distinguish between 
agency transactions and those for the open market account on the basis of the 
origin of the call from the trading desk. There are also other clues in the 
trading operation which dealers can use in appraising the source of a transaction. 
At times, however, the regular procedures of the desk may be changed in order 
to conceal the operations of the open market account. Orders for the account 
may be channeled through the individual who ordinarily handles foreign agency 
and member bank business, or those who usually trade for the open market 
account may take over business to be done for agency or foreign accounts. 
Pending the weekly report of condition of the Federal Reserve banks, the actual 
operations of the account may thus be screened from the market or the market 
may be led to believe that the Federal Open Market Committee was active at 
a time when it was not. 

(19) The volume of transactions in Government securities carried out by the 
New York bank's trading desk for foreign, Treasury, and member bank accounts 
is very substantial. In the 12 months ending June 30, 1952, such business 
amounted to about $2.4 billion, of which $1.5 billion was in bills, $600 million 
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in certificates and notes, and $300 million in bonds. These transactions 
amounted to about one-third the volume of total trades for open market ac
count; they were almost as large as open market transactions other than in 
periods of Treasury refunding. 

(20) Federal Reserve banks outside New York also transact business in Gov
ernment securities as a service for some of their member banks. In the 12 
months ending June 30, 1952, $1.9 billion of such business was handled. While 
some Reserve banks confine such dealings to those dealers qualified to transact 
business with the open market account, others do business with a wide group 
of investment houses. 
Information arrangements 

(21) The 4 or 5 individuals assigned to contacting dealers at the New York 
trading desk are constantly receiving oral reports from dealers, maintaining 
current records of reported transactions in the market; and checking and relating 
the information thus received with various written reports also submitted by 
the dealers. In addition, 1 or 2 of these contact men report to various interested 
officials in and out of the System on current trends in the market 

(22) Before the market opens each day, several meetings are held with repre
sentatives of recognized dealers. These meetings, which are limited to approxi
mately 10 minutes each, are scheduled on a rotating basis, with 2 or 3 dealer 
organizations participating each day. At the meetings, the dealer representa
tives report on the major transactions handled in the market during the previous 
trading session. They also pass on other information about the Government 
securities market or other aspects of the money and capital market. The meet
ings are largely devoted to reporting by dealers rather than to an exchange of 
information, as the comments of the Committee's representatives in attendance 
are very guarded. 

(23) During trading hours in the market, contact is maintained regularly 
between the trading desk and each recognized dealer in New York City. Any 
transactions involving a million dollars or more are currently reported to the 
trading desk. A worksheet is maintained on the transactions for the day, divided! 
into various categories of securities, with a general description of the type 
of customer involved in each trade. This transaction sheet provides a quick 
general picture of the demand or supply of various types of securities in the 
market. Important discrepancies between the information on this transaction 
sheet and the written reports submitted by the dealers on their volume and posi
tions or the oral reports made during the morning session are usually clarified 
by checking further with the dealer. 

(24) On days when auctions for Treasury bill issues are being held, one of 
the contact persons on the trading desk makes several special calls to all 
dealers to get their appraisals of developments in the auction. At about 11:30 
a.m., each one of the dealers gives his estimate of the level at which customer 
bids (i.e., bids of nonbank investors who usually submit them as customers of 
banks) will be submitted and also as to the lowest price level at which awards 
will be made. Again, at about 1 p.m., dealers will be contacted to see if there 
has been any change in sentiment. Based on the information received, bids are 
submitted for the amount of maturing bills held in the portfolio. The manager 
of the foreign department is also informed as to the market estimate of the 
bill auction and he then determines at what price bids for foreign agencies will 
be submitted. 

(25) Supplementing the information received verbally by the trading desk, 
various written reports of a statistical nature are also made by dealers. Daily 
reports are received from each of the recognized dealers, as well as many of 
the nonrecognized dealers, on their current positions broken down into various 
categories. Reports are also made on the total transactions handled each day 
in each of those categories. Thus, shortly after the opening of the market on 
any day, the trading desk personnel has available to it data on the current 
long and short positions of each dealer, the aggregate positions of nearly all 
dealers in the market, and the volume of transactions in various classes of 
securities made by each dealer and the aggregate of such transactions. 

(26) The trading desk also received from other departments of the New York 
bank a daily report on the reserve position of each of the central reserve city 
banks in New York City and reports on the money market factors affecting the 
New York market, including a prediction of the effect of these factors for the 
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ensuing day. The most recent figures on factors affecting reserves of all member 
banks are also supplied to the desk, as well as frequent projections of major 
factors affecting bank reserve positions over the next 2 weeks. Estimates sup
plied on Treasury receipts and expenditures are compared each Monday and 
Thursday with the operating personnel at the Treasury in a discussion of the 
amount of calls on tax and loan accounts to be made and the timing of such calls; 
this contact is handled at the trading desk by an officer of the securities 
department. 

(27) At regular intervals during the day, information on market prices is 
given by the trading desk personnel to representatives of the Treasury and of 
the Federal Reserve Board. In addition to the routine price reports, a summary 
of market developments during the day is given shortly after the market closes 
to the Treasury and the Board. Flash reports are sent to each Federal Reserve 
bank president twice daily—at about 11 a.m. and after the close. 

(28) Two regular reports on developments in all securities markets are issued 
by the New York bank, and trading desk personnel contribute a summary of 
developments in the Government securities market to each of these reports. 
One of these is a daily report to the Board of Governors which is distributed 
to various System representatives and to the Treasury. A somewhat more com
plete report is made weekly to the Federal Open Market Committee, and circu
lation of this report is limited to a list approved by that Committee. 

FINDINGS AND RECOMMENDATIONS 

Structure of the market 
(29) It is the conviction of the subcommittee, based on its intimate discussions 

with a very large segment of key participants in the United States Government 
securities market, that that market at the present time possesses, with one 
exception noted below, the organizational elements essential to successful per
formance of its functions. It is competently staffed, and its operations cover 
the relevant sections of the community. 

(30) The only serious qualification that the subcommittee makes to these gen
eralizations relates to certain deficiencies in the credit facilities available to 
dealers. During recent months, the rates paid by dealers to carry their port
folios of United States Government securities have averaged above the yield 
on these portfolios. This amounts to a negative "carry" and obviously affects 
seriously the ability of the dealer organization to maintain broad markets. 
This problem has become more serious since the discussions with the dealers. At 
the time of those discussions, the dealers dealt at length with the problem of 
negative carry but they were referring, for the most part, to periods of stringency 
of very limited duration, not to the kind of continuing stringency that prevailed 
in most of the third quarter of 1952. The subcommittee advances suggestions 
to correct this deficiency later in the report. 

(31) It is likewise the conviction of the subcommittee that the market for 
United States Government securities is already sufficiently broad, experienced, 
competitive, and arbitrage minded as to minimize the success of attempts of 
private operators to "rig" the market. 

(32) The market has developed a considerable degree of resiliency and ability 
to handle itself since the accord. After years of pegging, it took a few months 
for the establishment of market equilibrium, but this was achieved without the 
development of disorderly conditions and with none of the drastic changes in 
prices and yields that had been feared by so many. In the long-term area, this 
equilibrium has now been maintained for more than 1 year without material 
Federal Reserve intervention. Subsequent to mid-year 1951, total dealings of 
the open-market account in securities of longer than 14 months' maturity have 
amounted to $32 million, excluding securities acquired in exchange for maturing 
issues. Most of these transactions occurred in late November and late December 
of last year. 

(33) The actual record of transactions by the Federal Open Market Committee 
since mid-1951 is shown in the following table: 
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Open market account transactions in U.S. Government securities *—July 1,1951-
Sept. 30, 1952 

[In millions of dollars] 

Class of security 

Maturing issues (rights) 
Other securities maturing: 

Within 91 days 
91 days to 14 months 
14 months to 5 years 
5 years to 10 years 
Over 10 years 

Total _ 

Total 

Purchases 

3,059 

1,568 
594 

1 
3 

23 

5,248 

Sales 

2,206 
2,277 

5 

4,488 

During periods of 
refunding 2 

Purchases 

3,059 

541 
341 

6 

3,947 

Sales 

372 
1,154 

3 

1,529 

Other than periods 
of refunding 

Purchases 

1,027 
253 

1 
3 

17 

1,301 

Sales 

1,834 
1,123 

2 

2,959 

* Excludes repurchase agreements with dealers and brokers and purchases and sales of special certificates 
from and to Treasury. 

• Commitments from date of announcement to closing of books, plus all transactions in new securities on 
a when-issued basis. 

(34) The table indicates that the Federal Open Market Committee has con
centrated its transactions very heavily in short maturities since mid-1951. 
Purchases of issues of over 14 months were negligible, despite the fact that this 
record covers a period during which the price of Victory's moved between $95^ 
and $99%, and that both the market and the Committee were feeling their way 
out from the conditions that prevailed under the pegs. The $32 million of 
transactions in the intermediate and long-term sector are the only ones that 
could properly be described as undertaken by the Committee to "maintain an 
orderly market." 

(35) It would be inaccurate, however, to describe the present market for 
United States Government securities as possessing depth, breadth, and resiliency 
to the full degree that would be desirable for the efficient conduct of effective 
and responsive open-market operations. I t is important that there be no mis
understanding of the intent of the subcommittee in making this qualification. 
The subcommittee is not referring to the degree of fluctuation that has char
acterized prices in the market for Government securities since the accord. 
Considering the pressure on the economy and on the supply of savings, the range 
of price fluctuation in the market for Government securities has been moderate. 
The subcommittee refers rather to the psychology that still pervades the market, 
to the confusion among professional operators in the market with respect to 
the elements they should take into consideration in the evaluation of future 
market trends, and to their apprehension over the attitude toward prices in the 
market on the part of the Federal Open Market Committee and of its representa
tives on the trading desk. This psychology would not characterize a market 
that possessed real depth, breadth, and resiliency. 

(36) In strictly market terms, the inside market, i.e., the market that is 
reflected on the order books of specialists and dealers, possesses depth when 
there are orders, either actual orders or orders that can be readily uncovered, 
both above and below the market. The market has breadth when these orders 
are in volume and come from widely divergent investor groups. It is resilient 
when new orders pour promptly into the market to take advantage of sharp and 
unexpected fluctuations in prices. 

(37) These conditions do not now prevail completely in any sector of the 
market. They are most nearly characteristic of the market for Treasury bills, 
but even in that market reactions have been sluggish on more than one occasion 
since the accord. They are least characteristic of the market for restricted 
bonds. In these issues, there has prevailed persistently since the accord a wide 
gap between the prices at which the least firm holders are willing to sell and 
potential buyers are willing to purchase. Within this gap, quotations have fluc
tuated widely, either in response to relatively small buy or sell orders, or, more 
frequently, as a result of professional efforts to stimulate interest by marking 
quotations up or down. 

(38) In the view of the subcommittee, the persistence of this condition oper
ates to weaken the effectiveness of open-market operations and emphasizes 
the importance of steps to improve the depth, breadth, and resiliency of the 
market. Since the Committee's transactions are among the most important 
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factors that condition the market, the Federal Open Market Committee has ah 
obligation to scrutinize its own organization and its own operations to see in 
what respects, if any, they can safely be modified, if the effect of such modification 
would contribute to the depth, breadth, and resiliency of the market. 
Role of the System in the market 

(39) It is the unanimous view of the subcommittee that the Federal Open 
Market Committee should keep its intervention in the market to such an abso
lute minimum as may be consistent with its credit policy. This position rests 
not only on the fact that the System's primary role has to do with credit policy 
in the broad sense, but also because of important technical considerations re
lated to the highly desirable development of strength in the private market for 
United States Government obligations. The normal functioning of the market 
is inevitably weakened by the constant threat of intervention by the Committee. 
In any market, the development of special institutions and arrangements that 
serve to provide the market with natural strength and resilience and to give it 
breadth and depth tend to be greatly inhibited by official "mothering." Private 
market institutions of this kind are repressed particularly by the constant possi
bility of official actions which, by the market's standards, will frequently seem— 
and be—capricious. Such actions constitute a risk that cannot reasonably be 
evaluated in advance and anticipated in the formulation of individual, private 
judgments of market prospects. 

(40) The subcommittee has come to the conclusion—fully supported by the 
testimony before it—that the Federal Open Market Committee bears a real 
meausre of responsibility for part of the lack of depth, breadth, and resiliency 
in the Government securities market. There is not only the history of many 
years of closely controlled markets, but also the fact that the Committee has not 
yet been specific with respect to what it means by a free market for United 
States Government securities. In replies to the Patman questionnaire, in official 
publications, and in public speeches by its personnel, the Committee has indi
cated that it contemplates operating in a free market from here on out, but 
at the same time the policy record of the Federal Open Market Committee, 
published in the 1951 annual report, shows that it is still committed to the 
"maintenance of orderly markets," which clearly implies intervention. 

(41) This inconsistency has not added to dealer or customer confidence. To 
take positions in volume and make markets, dealers must be confident that a 
really free market exists in fact; i.e., that the Federal Open Market Committee 
will permit prices to equal demand and supply without direct intervention other 
than such as would normally be made to release or absorb reserve funds. They 
have no such assurance. To the dealers, and to professional buyers and sellers 
of Government securities, the pronouncements of the Federal Open Market 
Committee mean (1) that it has dropped the pegs, (2) that it is willing to see 
fluctuations in the market, but (3) that it is watching these fluctuations closely 
and is prepared to intervene on occasion whenever it considers intervention 
necessary. From the dealer's point of view, this means that the Federal Open 
Market Committee desires a fluctuating market but will not necessarily permit 
one to develop that is free. Their conclusion is that they are operating in a 
fluctuating market subject to unpredictable, however reluctant, intervention by 
the Federal Open Market Committee. 

(42) The distinction has a vital bearing on the ability of the market mecha
nism to function with depth, breadth, and resiliency. It is in the nature of a 
dealer's business that he is constantly exposed to market risk from both sides 
of the market. One test of his professional skill and, indeed, of his fitness to 
be in the market at all in the ability to judge the factors in a free market with 
sufficient foresight and prudence to preserve or even augment his relatively 
thin margin of capital, whichever way the market turns. He does this by 
reversing or covering his positions at times or by alert arbitrage of markets 
for particular issues that are out of line. Thus he is able to function continu
ously and to make markets. He cannot do this, however, with anything like 
the same degree of skill in a market that is subject to unpredictable and over
powering intervention by the Federal Open Market Committee. The Committee, 
with practically unlimited resources to back up its intervention, is not guided 
in its operations by considerations of profit, and unlike other investors, is not 
forced to cover its operations to minimize loss. Such intervention can impose 
drastic risks on a dealer or other holders, particularly if the intervention is in 
intermediate or long securities where the dollar impact on the capital position 
of modest changes in yields is large. 

(43) It is easy to understand why dealers, with their lack of confidence in 
the Committee's intentions to restore a free market, would be reluctant to go very 
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far in taking positions. To do so would not only involve the risk of being wrong 
in their evaluation of economic and market trends, but also of being wrong in 
guessing at what point the Federal Open Market Committee might feel it neces
sary to intervene. A difference of a few thirty-seconds in the level of prices of 
such intervention would not necessarily be of great moment to the Federal Open 
Market Committee, but it might be of real importance to a dealer's operations. 

(44) It is the judgment of the subcommittee that the lack of professional 
dealer confidence in the intentions of the Federal Open Market Committee is 
justified, and that it is not enough for the development of an adequate market 
that the Committee's intervention be held to a strict minimum. It is impor
tant that the dealers be assured, if it is at all possible to give such assurance, 
that the Committee is prepared to permit a really free market in United States 
Government securities to develop without direct intervention for the purpose of 
establishing particular prices, yields, or patterns of yields. 

(45) When intervention by the Federal Open Market Committee is necessary 
to carry out the System's monetary policies, the market is least likely to be se
riously disturbed if the intervention takes the form of purchases or sales of very 
short-term Government securities. The dealers now have no confidence that 
transactions will, in fact, be so limited. In the judgment of the subcommittee, an 
assurance to that effect, if it could be made, would be reflected in greater depth, 
breadth, and resiliency in all sectors of the market. 

(46) Such assurance would not impede open market operations by the Com
mittee designed either to put reserve funds into the market or to withdraw them 
to promote economic stability. It would simply guarantee that the first impact 
of such purchases and sales would fall on the prices of very short-term issues, 
where dollar prices react least in response to a change in yield, and where the 
asset value of a portfolio is least affected. A dealer organization, even though 
it operates on thin margins of capital, can live with impacts such as these and 
consider them a part of its normal market risks. 

(47) Nor would such an assurance prevent the effects of open market opera
tions, initiated in the short-term sector, from spreading to other sectors of the 
market in the form of changes in prices, yields, and the pattern of yields. These 
changes would come about as a result of market arbitrage, i.e., of the exercise of 
market skill by the professionals who make up the market, the dealers who spe
cialize in matching bids and offers and the professional managers of portfolios 
who are constantly balancing their investments to take advantage of shifts in 
prices and yields between the different sectors of the market. A dealer can 
survive, even if the capital value of long-term issues reacts sharply, when these 
reactions are brought about as a result of market trading and arbitrage. His 
risk exposure, on positions in intermediate and long-term issues, is much greater 
when these changes are induced by direct intervention at arbitrary prices by 
the Federal Open Market Committee. 

(48) The subcommittee realizes the difficulties involved for an operating body, 
such as the Federal Open Market Committee, in giving any assurance that would 
limit its own future freedom of action. As assurance, of course, that the Com
mittee would limit its intervention to the very short-term market would fall 
within, not without, the boundaries of the best central banking traditions. It was 
long held axiomatic that central bank portfolios should properly be confined to 
very short-term bills of the highest liquidity and quality. In fact, most effective 
central banks have operated within this restriction, imposed either by tradition 
or by law. Traditional principles of central banking made no provision for opera
tions in the intermediate or long maturities of any borrower. 

(49) There are only two types of situation where the freedom of action of 
the Federal Open Market Committee would be seriously limited by such an 
assurance. In the one case, potential System intervention revolves in general 
around its commitments with respect to "orderly markets." In the other, it is 
associated mainly with the purchases and exchanges in periods of Treasury 
financing. 

(50) So far as the first type of intervention is concerned), the form and wording 
of the directive issued by the Federal Open Market Committee with respect to 
"orderly markets" assumes a particularly crucial importance. The subcom
mittee was much impressed with the wide differences in opinion among dealers 
and nondealers as to what constitutes an "orderly market." From the discussion, 
it is thoroughly apparent that the term "orderly markets" does not have a clearly 
defined meaning which is generally understood and accepted. 

(51) In view of these differences in concept, and particularly in view of the 
narrow definition of this term held by some market elements, it seems to the sub
committee that the apprehensions of the dealers have substance. The present 
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wording of the directive of the Federal Open Market Committee on "maintenance 
of orderly conditions'' carries with it an unduly, and even dangerously strong, 
implication of continuing intervention in all sectors of the market. This prospect 
of intervention seriously impairs the ability of the market to stand on its own feet 
or to evaluate correctly the real forces of demand and supply in the economy. I t 
is clearly evident that a directive to "maintain orderly markets" can mean all 
things to all men, and in effect constitutes a blanket delegation of discretionary 
authority which can be interpreted to cover almost any action by the Committee 
in the market. 

(52) In the subcommittee's view, a directive which is subject to such an inter
pretation by either the market, the executive committee, or the management of 
the account is entirely inconsistent with the minimum role in the market which 
the Federal Open Market Committee must assume if the Committee and the 
market are each to perform their respective functions most effectively. 

(53) The subcommittee recommends, consequently, that the wording of the 
directive of the Federal Open Market Committee to the Executive Committee be 
changed to provide for the "correction of disorderly conditions" rather than the 
"maintenance of orderly conditions" in the market for Government securities. 
The directive by the Executive Committee to the management of the account in 
this regard should involve an instruction to notify the Executive Committee 
whenever conditions become sufficiently disorderly to warrant the consideration 
of corrective action by the Federal Open Market Committee. 

(54) In making this recommendation, the subcommittee takes the position 
that fluctuations resulting from temporary or technical developments are self-
correcting in a really free money market without the necessity for intervention of 
any kind. This is particularly true of a functioning market characterized by 
depth, breadth, and resiliency. Of the movements that are not self-correcting, 
most reflect basic changes in the credit outlook and should not be the occasion 
for intervention. Of the remainder that do not fall in either of these two cate
gories, the great preponderance, throughout all sectors of the market, will respond 
readily to arbitrage induced by positive intervention on the part of the Committee 
in the very short sector of the market. In other words, it is only rarely that 
selling creates a sufficiently disorderly situation to require intervention in other 
than the very short market. A disorderly condition created by buying is very 
unlikely to occur if the Committee is in a position to absorb reserves by selling 
in the short-term market. 

(55) The subcommittee considers a declining market really disorderly in the 
sense that it requires intervention to meet it when selling feeds on itself so 
rapidly and so menacingly that it discourages both short covering and the place
ment of offsetting new orders by investors who ordinarily would seek to profit 
from purchases made in weak markets. There are occasions when such really 
disorderly reactions occur in the market. They may lead, if left unchecked, to 
the development of panic conditions. These must be corrected. In the judgment 
of the subcommittee, it is in these circumstances, and these circumstances only, 
that the Federal Open Market Committee would be impelled, by its basic responsi
bilities for the maintenance of sound monetary conditions, to intervene, and inter
vene decisively, in other than the very short-term sector of the Government secu
rities market. 

(56) The reserve funds put into the market in such operations would com
plicate the smooth execution of monetary policy, but the occasions for intervention 
would be infrequent. Once properly explained, consequently, this specific excep
tion to a general public assurance that the Committee henceforth would confine 
its operations to the very short maturities, preferably bills, should not impede 
the development of a market with greater depth, breadth, and resiliency. 
The problem of Treasury financing 

(57) The Federal Open Market Committee now follows the practice of inter
vening in the market to support rights values on maturing Treasury securities. 
So long as this practice continues, it will be impossible to give the type of assur
ance discussed above. These interventions are recurrent. When sales to the 
Federal Reserve are appreciable, they result in the injection of reserve funds 
into the market in amounts that are embarrassingly large. They impose a 
pattern of yields on the market, and, consequently, are disturbing to its depth, 
breadth, and resiliency. 

(58) The practice of supporting Treasury financings developed during the 
period of war finance, when the Treasury and the Federal Open Market Com
mittee undertook jointly to see that lack of funds would not impede effective 
prosecution of the war. In the judgment of the subcommittee, it would be 
appropriate to sit down with the Treasury and review the practice in the light of 
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current experience. If any change is to be made, there would be need for 
extensive consultation with the Treasury, since the Treasury's present debt man
agement policies and its current practices in managing its cash balance would 
be directly affected. 

(59) The subcommittee's views on this point have been considerably influenced 
by the judgment of its technical consultant, Mr. Craft, and it urges that the 
Federal Open Market Committee give most serious consideration to the views 
expressed in the memorandum, entitled "Ground Rules," attached as appendix C. 
The conclusion presented in this document is that for the open market operation 
to be successful there must be new ground rules, i.e., new methods of operation 
by the Committee, known in advance, that will permit the Committee to pursue 
vigorous credit and monetary policies without incurring the danger of disruption 
in the market for Government securities. The principal recommendations with 
respect to the most appropriate ground rules are three: (1) that the Committee 
(except in the case when it is dealing with a disorderly market) confine its 
operations to bills, (2) that, in the rare case of the emergence of a disorderly 
market, corrective actions be deferred until the need for them is clearly indi
cated and then be taken only after a poll of the executive committee rather than 
at the discretion of the management of the account, and (3) that the practice 
of supporting directly either new or refunding issues of Treasury securities be 
abandoned. The memorandum outlines in detail the considerations that have led 
to these conclusions, and the specific technical operations that would best carry 
them into effect. 

(60) The memorandum outlines the serious operating problems that the Fed
eral Open Market Committee will face, necessarily, if it continues to acquire 
Treasury issues of new or refunding securities. The subcommittee is particu
larly impressed by the conclusion that the portfolio of the open market account 
may become, in fact if not m theoretical composition, frozen or semifrozen. As 
is pointed out, the securities which the open market account has acquired as 
rights in underwriting a refunding have subsequently been exchanged for the new 
issue and the Federal Open Market Committee has been hesitant to dispose of 
these new issues under normal conditions in the market—a justifiable hesitation 
because sale of the securities in the market before they have been held quite near 
to their maturity might be disruptive. 

(61) It is also pointed out that when these securities or, in fact any securi
ties other than bills, however acquired, were sold into the market as they ap
proached maturity, they have been purchased largely by corporations or other 
investors who had a specific need for cash at the maturity date. They have 
tended, consequently, to increase the natural and inevitable attrition connected 
with any maturing Treasury issue. Consequently, the securities have tended 
to be reacquired by the Committee in supporting the refunding. 

(62) The persistent growth in the open market account of securities acquired 
directly or indirectly in support of Treasury refundings is disquieting. 

(63) The present semif rozen position of the portfolio brings out in new form 
the desirability of a larger proportion of bills in the System's portfolio, and un
derscores the cogency of the recommendation that henceforth the Committee 
operate exclusively in bills except when it is intervening in the market to cor
rect conditions of very serious disorder. Bills, in addition to their ready mar
ket ability and other qualities that make them preferred components of the port
folio, have the unique advantage, from the point of view of the Committee's 
operations, that they are marketed at auction for cash and are redeemed in cash 
at maturity. Neither at issue, nor at redemption, do they raise problems of sup
port for the Committee, nor of attrition for the Treasury. 

(64) It is clear that the Federal Open Market Committee cannot consider the 
type of assurance that would contribute most to the development of depth, 
breadth, and resiliency in the market until it has come to a decision on the ques
tion of whether or not the Committee should continue to buy rights or any other 
sceurities other than bills during periods of Treasury financing. There are two 
opposing viewpoints on this basic and difficult problem. 

(65) If it is believed that the System's responsibilities are strictly limited to 
the formulation and execution of credit and monetary policy, logic would pre
clude the Federal Open Market Committee from purchasing rights or other issues 
to support Treasury financing. Under this view, the Treasury, being responsible 
for debt management, would be responsible also for naming such terms and 
coupons on new securities that a natural-rights value in the market would be 
established automatically. There would be no occasion, therefore, for interven
tion or support by the Federal Open Market Committee. The Committee might, 
of course, engage simultaneously in open-market operations to relieve an unex
pected stringency in the money market, but it would not be expected to do so, 
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and if it did it would operate only because of its responsibility for the general 
credit situation. 

(66) This view rests on the doctrine that the governmental structure must 
provide that responsibility for public decision be clearly fixed and that public 
officials be held strictly accountable for their decisions. It, therefore, leaves 
little scope for purchases to support a new issue by the Federal Open Market 
Committee during the period of subscription. In this view, the Federal Open 
Market Committee would buy no rights on a maturing issue, with the result that 
all attrition would fall on the Treasury if the issue were not attractively priced. 

(67) This would be expected under the logic of the doctrine of responsibility. 
Such decisions with regard to debt management are unquestionably a prerogative 
of the Treasury, the Treasury, under that doctrine, would expect to accept the 
consequences of an erroneous decision. If attrition were large, the Treasury 
would be expected to replenish its cash balance with a second offering on terms 
more in tune with the market. 

(68) In contrast to this view is the position which holds that debt-management 
and reserve-banking decisions cannot be separated. While the Treasury is pri
marily responsible for debt-management decisions, that responsibility under this 
second view is shared in part by the Federal Reserve System, and while the 
Federal Reserve is primarily responsible for credit and monetary policy, that 
responsibility must also be shared by the Treasury. According to this posi
tion, the problems of debt management and monetary management are inex
tricably intermingled, partly in concept but inescapably so in execution. The 
two responsible agencies are thus considered to be like Siamese twins, each com
pletely independent in arriving at its decisions, and each independent to a con
siderable degree in its actions, yet each at some point subject to a veto by the 
other if its actions depart too far from a goal that must be sought as a team. 
This view was perhaps unconsciously expressed by the two agencies in their 
announcement of the accord in March 1951. In that announcement they agreed 
mutually to try to cooperate in seeing that Treasury requirements were met 
and that monetization of debt was held to a minimum. 

(69) In the view of the subcommittee, it would be wise to avoid pushing either 
of these positions to the full logical extreme. Neither position exactly fits the 
immediate situation facing the money market, the Treasury, or the Federal Open 
Market Committee. 

(70) The Federal Open Market Committee has only recently abandoned its 
previous policy of continuous control of prices and yields throughout the list of 
Government securities. During periods of refunding, it is still purchasing rights, 
and on occasion interfering with market arbitrage by supporting issues whose 
maturity approximates the maturity of new Treasury issues. The object of these 
transactions is to shield the cash balance of the Treasury from the attrition that 
might otherwise occur when maturing issues are not presented for exchange. 

(71) The Treasury, faced with enormous financing problems both for new 
money and ref undings, has modified to a considerable degree the debt-management 
techniques developed during the war. Maturing certificates, however, are usually 
rolled over into a similar issue and when projections are made of needs for new 
money it is assumed that only moderate attrition will fall on the Treasury in 
connection with these refunding operations. 

(72) The market, too, is in a period of transition. It is confused with respect 
to the occasions when it should expect intervention from the Federal Open Market 
Committee, and it is uncertain with respect to the sectors in which this inter
vention might occur. It is hesitant, therefore, and lacks the depth, breadth, 
and resiliency that would be desirable. It is in the interest of the Treasury as 
well as of the Federal Open Market Committee that every effort be made to 
improve these characteristics of the market. 

(73) It is in the context of this situation that the subcommittee is formulating 
its recommendations. It has found (1) that the Federal Open Market Committee 
can promote the well-being of the market for Government securities by an assur
ance that henceforth it will avoid unnecessary intervention in the market, and 
will confine that intervention as much as possible to the very short maturities, 
preferably bills, (2) that the ability of the Federal Open Market Committee to 
give such an assurance is blocked by the present practice of purchasing rights 
and certain issues during periods of Treasury financing, and (3) that, in addition 
the portfolio of the open market account is becoming unduly weighted with the 
securities that have been acquired in these support operations. 

(74) The subcommittee recommends, therefore (1) that the Federal Open 
Market Committee ask the Treasury to work out promptly new procedures for 
financing, and (2) that, as soon as practicable, the Federal Open Market Com
mittee abstain, during periods of Treasury financing, from purchasing (a) any 
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maturing issues for which an exchange is being offered, (&) any when-issued 
securities, and (c) any outstanding issues of comparable maturity being offered 
for exchange. 

(75) Should the Federal Open Market Committee adopt the recommendations 
of the subcommittee with respect (a) to the type of situation justifying interven
tion to correct disorderly market conditions, and (&) to the kinds of transac
tions appropriate during a period of Treasury financing, it would be in a posi
tion to give a public assurance to the market that henceforth, with two excep
tions, the Committee will intervene in the market only to absorb or release re
serve funds to effectuate its monetary policies, and that it will confine its inter
vention to the shortest sectors of the market, preferably bills. 

(76) The two exceptions should be carefully explained to the market. They 
would occur (1) in a situation where genuine disorderly conditions had de
veloped to a point where the executive committee felt selling was feeding on 
itself and might produce panic, and (2) during periods of Treasury financing. In 
the first case, the Federal Open Market Committee would be expected to enter 
more decisively in the long-term or intermediate sectors of the market. In the 
second case, intervention, if any, would be confined to the very short maturities, 
principally bills. The subcommittee recommends most strongly that the Federal 
Open Market Committee adopt the necessary measures and give this assurance. 
Judgments of System market techniques 

(77) The whole Federal Reserve System can take pride in the prestige enjoyed 
by the Federal Reserve Bank of New York, and by the management of the open 
market account in their relations with the Government securities market. The 
subcommittee in its discussion made every effort to provide an atmosphere where 
the market participants would feel encouraged to talk freely with the under
standing that their comments would be considered impersonally and objectively. 
In most cases, the participants in the discussions responded to this atmosphere 
and discussed their problems objectively, including problems that have arisen 
in dealing with the Federal Open Market Committee. Without, in any sense, 
diminishing the importance of these problems and the urgent necessity of taking 
actions recommended below to eliminate their recurrence, the subcommittee* 
found that by and large the market personnel which participated in the discus
sions had confidence in the integrity of the personnel of the Federal Reserve 
Bank of New York, and respect for the competence of its management. 

(78) At the same time, the subcommittee was surprised to find extensive criti
cism of many of the technical operations of the Committee, especially in its rela
tions with the dealer organization. As was anticipated, it found that the draw
ing of a rigid line between "recognized" and "nonrecognized" dealers was re
sented by the latter. In addition to this, however, there were evidences, even 
among the recognized dealers, of irritation with the dealer-Federal Open Market 
Committee relationship, and some doubt and confusion as to exactly what func
tion the relationship now serves under conditions of unpegged markets. 

(79) It is the view of the subcommittee that these two sources of dissatisfac
tion and irritation cannot be brushed off lightly or viewed complacently a& 
inevitable accompaniments of the difficult and broad operations that are per
formed by the Committee in the market for the huge outstanding Government 
debt. The complaints are specific and relate to specific techniques of operation. 
Unless corrected, they will continue to fester and rankle. 

(80) In all too many cases, the criticisms are interrelated; that is, the tech
nical operations of the Federal Open Market Committee most broadly criticized 
in the market are the very types of operations which require for their effectuation 
a sharp differentiation between dealers who are recognized and others who are 
not. If these technical operations of the Committee were abandoned in accord
ance with the suggestions of the bulk of the participants in the discussions, there 
would seem to be less need or justification for the present rigid system of dealer 
recognition. The subcommittee proposes, therefore, (1) to examine the technical 
operations to which objection has been raised in its discussions, (2) to come to a 
judgment as to whether or not the objections are valid, (3) to recommend alterna
tive procedures if they are considered valid, and (4) to consider what form of 
relationship between the Federal Open Market Committee and the dealers would 
be most appropriate to a situation of unpegged markets. 

(81) "Reluctant buying."—The "reluctant buying" technique employed on fre
quent occasions by the Federal Open Market Committee during the period of 
pegging, and apparently still used in more limited extent and in modified form 
during certain refunding operations since March 1951, furnished the most preva
lent and active target for criticism on the part of dealers, both recognized and 
unrecognized, as well as of nondealers. This criticism was practically unani
mous on the part of all who referred to the subject in their discussion. Digitized for FRASER 
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(82) Reluctant buying is the term used to refer to the practice followed by the 
Committee of limiting its purchases of securities to only a portion of the amounts 
offered while at the same time requiring that dealers not lower their quotations. 
This practice involves the exercise of judgment as to whose securities will be 
taken. The technique is premised on the theory that failure to secure prompt 
execution will discourage offerings and give time to the dealers to shop around 
and find market lodgment for securities pressed for sale. It requires a tight 
Committee control over the major trading elements in the market—maintained 
through the recognized dealer mechanism—in order to enable the Committee to 
prevent changes from being made in quoted dealer prices without having to use 
reserve funds to clear the market of securities being offered for sale at those 
prices. 

(83) Criticisms of the technique (and these were more or less tied together 
with all the arrangements under which the System took control of the market 
under the pegs) relate in part to the effects it has on market institutions. I t 
precludes proper functioning of the dealer mechanism, both recognized and 
unrecognized. It makes brokers of recognized dealers and prevents their taking 
positions and making markets. Unwillingness to deal with unrecognized dealers, 
or even to permit recognized dealers to split commissions, makes unrecognized 
dealers refuse business and turn their customers away since they cannot cover 
costs. When first applied, it automatically eliminated the auction market for 
Government securities on the stock exchange, since the specialist, unlike the rec
ognized dealers, could not cover his bids through the Federal Open Market 
Committee. 

(84) However, the most striking criticism, in the opinion of the subcom
mittee, was that the technique failed in its basic purpose of pegging prices with 
a minimum of Federal Open Market Committee purchases. It was the general 
conclusion of most discussants that the theory underlying the entire "reluctant 
buying" technique rests on an incorrect judgment of market reactions. I t was 
the consensus that the response of investors to this technique is perverse in 
that holders are induced to attempt to force a greater volume of securities on 
the market than they otherwise would. Failure to s'ecure prompt execution of 
sales at quoted markets, instead of reducing sales, heightens uncertainty, en
courages further offerings, and in the case of the restricted bonds seems to have 
stimulated attempts to dispose of bonds to the Federal Open Market Committee 
through resorting to various types of "blinds." For example, the Committee was 
believed to have been less reluctant to buy restricted bonds from recognized 
dealer banks (because of the $500,000 limit on their portfolios) than from 
tionbank dealers. 

(85) It was the almost universal recommendation that, should an occasion 
ever arise again that justified support operations, a policy of aggressive rather 
than reluctant buying on the part of the Committee would reduce uncertainty 
among investors as to their ability to sell and to that extent diminish the volume 
of offerings. The subcommittee finds this technical judgment persuasive. 
Certainly the technique of "reluctant buying" should be avoided. In the execu
tion of an aggressive technique, moreover, purchases should not be confined to 
recognized dealers. If the objective is to engender confidence and remove un
certainty from the market by a show of bids, the desired effect will be achieved 
more readily and with less monetization of debt by spreading the bids among all 
dealers with whom the public is accustomed to trade rather than by raising 
questions in the minds of investors as to whether or not they can secure execu
tion through accustomed channels. 

(86) The "reluctant buying" technique is perhaps merely the ultimate develop
ment in a series of arrangements for controlling the market that had their genesis 
during the war periods These were further strengthened in the postwar period. 
The principles and theory underlying these arrangements were that control over 
the market could be achieved with a minimum outlay in reserve funds if the final 
effort at matching off private transactions were narrowed to a small group of 
dealers, provided that the Committee could control these dealers by various 
devices and could confine its buying to the residual transactions. It is the view 
of the subcommittee that with the passing of the pegging operation the need 
for such arrangements, if it ever existed, has also passed. Fortunately the 
circumstances which give rise to most of the serious criticisms directed against 
the operations of the Committee revolve about the arrangements made to control 
the market under pegs. By dispensing with these arrangements, no longer 
needed, these sources of criticism can be corrected. 
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(87) Trading on an agency basis.—Dissatisfaction was general throughout 
the group of recognized dealers with respect to agency transactions on behalf 
of the Federal Open Market Committee. This dissatisfaction was expressed 
most openly and acutely with respect to the commissions allowed by the Com
mittee. These were claimed to be too small in many cases to cover costs. I t 
was also alleged by some, but not all, that the commissions allowed by the 
Committee have been a factor in the narrowing of spreads in the market to the 
point where it has weakened the dealer organization. 

(88) Dissatisfaction was expressed with the rule that prohibits a recognized 
dealer from selling from his position when engaged in an agency transaction for 
the Federal Open Market Committee. Whenever the Committee is the major 
buyer of a particular issue, the rule has the effect of freezing the recognized 
dealer's position in that issue, precluding him from making a market in that 
issue, and turning him, in effect, into a broker for the Federal Open Market 
Committee. It constitutes a strong inducement not to make markets and thus 
acquire positions if the dealer thinks the account may enter the market; it raises 
the spector of losses on positions previously acquired; and in some circumstances 
it creates a situation where the Committee is subsequently under moral compul
sion to absorb dealer positions to protect them against loss. 

(89) Nonrecognized dealers resent the fact that they have to absorb all han
dling costs themselves or refuse customer business when the Committee is the 
sole buyer in the market, since recognized dealers are not allowed to spilt com
missions on agency transactions. The unrecognized dealers also suspect or are 
aware that recognized dealers have been "bailed out" on occasion. 

(90) These are problems that arose most acutely during the pegging operations", 
but they did not end with the accord. They still arise during periods of Treasury 
refundings and, in fact, whenever the Federal Open Market Committee oper
ates, as it customarily does, on an agency basis. One recognized dealer was 
troubled by the fact that in many instances he is put in a morally indefensible 
position of acting as agent for both buyer and seller, i.e., for the Committee as 
well as for his customer. 

(91) In the judgment of the subcommittee, this bundle of problems and irrita
tions all stem from a common source, i.e., the emphasis on agency transactions 
in operations of the Federal Open Market Committee, and would be corrected 
by willingness to transact business at the market with dealers as principals. 
This would eliminate the problem of inadequacy of commissions and allow com
petition in the market to establish spreads adequate to support an efficient and 
functioning dealer organization. J t would remove the problem of frozen posi
tions and permit dealers to make markets by building up and reducing positions 
in accordance with market considerations. It would end the problem of "bail
outs." 

(92) From the point of view of operations to effectuate Federal Reserve Credit 
policy, reserve funds are put into or absorbed from the market just as effectively 
when securities are bought from dealers as principals as when dealers are used 
as agents. From the point of view of promoting a strong self-reliant Govern
ment securities market characterized by intelligent pricing, alert arbitrage, 
depth, breadth, and resiliency, the Committee's purposes are better served by 
techniques of operation which avoid the freezing of positions, always at the 
hazard of loss, on the part of those whose professional attitudes toward the mar
ket are probably most influential in hour-to-hour and day-to-day shifts in market 
situations. 

(93) I t is the subcommittee's conclusion, therefore, that agency transactions 
should be abandoned and that the Federal Open Market Committee should enter 
into transactions with dealers as principals on a net basis. Such transactions 
should, of course, be made at the best market available. I t is very doubtful 
whether they should be confined as a matter of procedure to the presently recog
nized dealers. A case may perhaps be constructed for rigid rules of dealer quali
fication where agency relationships with the Federal Open Market Committee 
are involved, but there is little basis in public policy for such discrimination 
among dealers in transactions where dealers are principals. 

(94) Use of the repurchase facility.—The role occupied by repurchase agree
ments and the terms of settlement in the technical operations of the Federal 
Open Market Committee is a subject of considerable controversy within the 
dealer organization, and many conflicting points of view are present. Recognized 
nonbank dealers are quick to point out that their bank-dealer competitors have 
direct access to the Federal Reserve banks and therefore are in a position to 
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borrow at the Reserve banks at the discount rate in order to carry portfolios 
when money is tight. Nonbank dealers, on the other hand, borrow at the money 
market banks at rates that frequently rise above the bill rate. A negative 
"carry" thus develops which makes it expensive and at times prohibitively costly 
to maintain adequate portfolios. This problem is particularly acute when money 
is tight over a period of weeks or months, and also when a holiday falls on 
Friday or Monday, necessitating a 4-day carry. In these circumstances the non-
bank dealers are at a serious competitive disadvantage in their ability to make 
markets. In the endeavor to mitigate this situation, they try to borrow from 
out-of-town banks and also use credit accommodation from corporations on 
repurchase agreements. 

(95) Bank dealers, in part because of their access to Federal Reserve credit, 
are readily able to service customers on a cash, rather than the usual regular 
delivery basis. There has been an increasing use of cash transactions which has 
-constituted an increasingly serious competitive disadvantage to nonbank dealers. 
Except when the repurchase facility at the Federal Reserve bank is available, 
the only way they can meet the competition is by buying Federal funds, which 
is costly when money is tight. 

(96) All of the recognized nonbank dealers felt strongly that the Federal 
Open Market Committee should alleviate these difficulties by a more liberal 
policy with respect to the extension of Federal Reserve credit on repurchase 
agreements. Their proposals ranged from the suggestion that each nonbank 
dealer be given what would be in effect a line of credit for repurchase contracts 
by the Federal Open Market Committee to be used at his own discretion, to the 
more modest suggestion that repurchase facilities be extended freely over week
ends, particularly over weekends lengthened by a holiday. They complained that 
frequently they are not informed until the last moment whether or not re
purchase facilities would be available. They also desired a change in the policy 
of the Committee under which it now refuses to buy bills, either outright or on 
a repurchase basis, which dealers have bought for cash delivery. Some even 
suggested a change in policy by which the Committee would be willing to buy 
bills outright with payment in immediate funds. 

(97) Most bank representatives, but not all, opposed the availability of re
purchase agreements to nonbank recognized dealers. They maintained that 
the advantage enjoyed by a member bank of direct access to Federal funds 
at the rediscount rate was an inherent advantage of membership. The equivalent 
extension of facilities to dealers on repurchase contracts would constitute, in 
effect, the opening up of membership privileges to nonmembers. They also 
maintained that the competitive advantage they enjoyed over the nonbank 
dealer in their access to Federal funds merely offset the competitive advantages 
enjoyed by the nonbank dealer in being able (1) to take positions in excess of 
$500,000 in restricted bonds, and (2) in being permitted to enter large subscrip
tions for attractive Treasury issues, such as the 2%s of 1958. They further 
claimed that free extension of repurchase facilities to nonbank dealers would 
have the effect of pegging the bill rate. 

(98) Nonbank unrecognized dealers complained that they worked under a 
double competitive disadvantage. They enjoyed neither the full access to Fed
eral funds of the bank dealers nor the occasioned access to repurchase facilities 
of the recognized nonbank dealers. Nonbank dealers, both recognized and un
recognized, stated that they were forced to bid to miss in the weekly bill auction 
when the impact of these competitive cost disadvantages was too severe. 

(99) The subcommittee feels that this testimony reveals unsatisfactory aspects 
of the bill market. In some degree these basic frictions are inevitable in a 
market structure that is shared by bank and nonbank dealers. No problem 
would exist, for example, if all dealers were also member banks. Then the 
dealer organization would price securities and develop competitive patterns in 
an environment in which access to immediate funds to carry portfolios and to 
buy for immediate cash were available at the discount rate to all dealers alike. 
There would be no call for repurchase contracts since the member bank discount 
window would meet the need. 

(100) Similarly, there would be a less difficult problem if there were no bank 
dealers. Then all dealers alike would have to pay the market money rate to 
carry portfolios and likewise would have to buy Federal funds in the Federal 
funds market if they bought securities for cash delivery. In that case, the 
Federal Open Market Committee could confine its consideration of whether or 
not to make repurchase facilities available to the effect of such facilities on the 
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rate structure and to the desirability of mitigating the sudden development of 
very tight conditions in the money market over periods of temporary strain. 

(101) The problems created by the presence of both bank and nonbank dealers 
as indispensable components of the market structure must be recognized by the 
Federal Open Market Committee. Little comfort can be derived from the fact 
that the competitive disadvantage of nonbank dealers with respect to direct 
access to Federal funds is alleged to be compensated by a competitive disadvant
age that prevents bank dealers from freely competing in the market for restricted 
securities. Both disadvantages react adversely on the sturcture of the Govern
ment securities market. Both impair the market's ability to perform efficiently 
under all conditions. Certainly a serious situation is revealed when the nonbank 
dealer component in the weekly auction for bills bids to miss at times of strin
gency, not because the bills acquired could not be marketed but because the 
necessary risks and costs of carrying the bills prior to resale is higher for non-
bank dealers than for their bank competitors. 

(102) The subcommittee feels that these figures in the structure of the mar
ket can be alleviated somewhat by changes in the technical operations of the 
Federal Open Market Committee. They should not be accentuated by the Com
mittee's operations. The subcommittee sees no purpose served by a procedure 
under which the Committee first divides the bills bought by a dealer into two 
categories, according to whether or not they were acquired for immediate cash, 
and then confines its purchases to those which have been acquired on a regular 
delivery basis. It may be that the original consideration back of this discrimina
tion was to discourage deals for immediate cash and encourage market transac
tions on the basis of regular delivery in order to achieve a more effective con
trol over the New York money market. If so, the maneuver has lost utility and 
should be dropped. Sales for cash are increasing and will probably continue to 
do so as long as banks use this medium for adjusting reserve positions and dealer 
banks with ready access to immediate cash are in a position to service them. 

(103) The subcommittee likewise sees no consideration sufficiently relevant 
to justify overlong delay in letting dealers know whether or not repurchase 
agreement facilities will be extended. If the facilities are to be made available, 
the dealers should be informed in sufficient time to perform their market func
tions efficiently. 

(104) The subcommittee doubts whether our experience with operations in a 
free market has yet developed to the point where it is possible to lay down 
definitively all the situations in which the availability of repurchase facilities 
would or would not be advisable. The testimony, however, has presented a clear 
case for the more ready availability of repurchase facilities to nonbank dealers 
over weekends as well as in periods of acute credit stringency. It recommends 
that they be made available regularly to nonbank dealers over weekends. Any 
tendency to abuse the privilege should be subject to control by variations in the 
rates on these facilities. 

(105) These moves should go some distance toward alleviating structural im
pediments which have acted to prevent the nonbank dealers from carrying their 
full load in the bill market. They should make it more possible for all nonbank 
dealer participants in the weekly bill auction to gage their bids at each auction 
on their evaluation of the demand for bills rather than on their lack of access 
to credit facilities enjoyed by competitors. 

(106) In addition, the subcommittee feels it would be worth while to see 
whether or not a call-money post could be reactivated where nonbank dealers 
could borrow for portfolio purposes. It is anomalous to find money-market banks 
maintaining over a considerable period of time a portfolio of bills that yields 
them a lower return than the rates at which they are willing to lend on call an 
equivalent collateral. Normally one would expect the opposite relationship to 
prevail; provided the market were truly impersonal the loan with less risk ex
posure should carry the lower rate. It is disturbing to find a money market so 
unorganized that dealers, to counteract this situation, cultivate both out-of-town 
banks and corporations individually on a customer basis as sources from which 
to borrow money. Revival of an effective call-money post for dealer loans such 
as existed in the 1920's would go far to correct this condition. A more detailed 
discussion of this problem is given in appendix D of this report. 

(107) The restrictions against bank ownership on most of the remaining re
stricted issues will expire by 1954 and this will go far to restore equal competi
tive relationships between bank and nonbank dealers in that sector of the mar-
ket. These restrictions may be removed at any time by the Treasury. 
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(108) The subcommittee sees no public purpose served by limiting repurchase 
facilities to the present restricted list of recognized nonbank dealers. The mar
ket structure would be better served by equal extension of the privilege to all 
nonbank dealers of integrity who participate effectively in the bill market. It 
recommends that in the future when repurchase contracts are made available 
by the Federal Open Market Committee, they be offered fairly and impartially 
to all nonbank dealers who participate regularly in the weekly bill auction, and 
in amounts related to that participation, say, in some relationship to the average 
of the dealer's bill awards over the preceding 3 months. 

(109) Operations during Treasury financing.—The techniques applied by the 
Federal Open Market Committee during Treasury refunding operations were 
subject to some criticism, but the more important conclusion that emerged from 
the discussion of this phase of the Committee's operations was the fact that 
neither the Committee nor the dealer organization has yet come to well-defined 
and consistent positions on this difficult technical problem. Because the subject 
dealt with the placement of new Treasury issues, is discussion inevitably 
touched on problems that fall also in the area of debt management. For example, 
the view was unanimous that the dealers cannot function effectively as secondary 
underwriters unless the coupon and terms placed on new issues are sufficiently 
attractive to establish a natural rights value in the market. There were other 
suggestions that may minimize the problem of attrition, as, for example, that 
refundings be conducted through new issues for both cash and exchange rather 
than solely on the basis of exchange. The subcommittee has not considered 
problems of debt management and the following comments and recommendations 
deal solely with technical procedures which the Federal Open Market Committee 
has followed during periods of Treasury financing. 

(110) All of the criticisms of the dealers that relate to the technical practices 
of the Federal Open Market Committee during periods of refunding stemmed 
basically from the agency relationship of the Committee with the recognized 
dealers. Nonrecognized dealers complained that they were forced out of the 
market during periods of refunding. They had no outlet that would cover costs 
for issues they might take from their customers since the Federal Reserve 
refused either to deal with them directly or to permit recognized dealers to split 
commissions with them. 

(111) Recognized dealers for their part complained that the commissions 
allowed by the Federal Open Market Committee on agency transactions barely 
covered clearing, telephone, and other current costs and made little or no con
tribution to carrying overhead costs. They also complained that because of the 
agency relationship their own holdings of the maturing issues were frozen so 
long as the books were open or the Committee was operating since under this 
relationship dealers are not allowed to sell to the Federal Reserve from their 
own position. The practical result is that in the case of any offering that 
requires Committee support dealers are frozen into any maturing securities they 
had in position at the time the Committee started supporting operations. In 
their capacity as dealers they feel obligated to tender such securities in exchange. 
Under these circumstances they avoid making markets in order not to add to 
their positions. They become, temporarily, merely brokers for the Federal Open 
Market Committee. They resent losses they sustain when the right value estab
lished by the Committee is high in relationship to the market, and they feel that 
the Committee should feel morally obligated to bail them out. 

(112) Recognized dealers also complained (1) that the Committee has been 
slow on occasions in deciding what rights value to pay when the books are 
opened on refinancings, and (2) that at times it has operated for short periods 
with different rights values to different dealers, thus giving the dealers' customer 
the idea that some dealers can secure better execution than others. 

(113) Most of these problems will disappear if the Federal Open Market 
Committee decides to abandon agency transactions as recommended by the sub
committee. All, of course, would disappear if the Committee should decide to 
refrain from purchases or rights. Presumably the emphasis on the agency rela
tionship stems from the period of general pegs when it was feared that dealers, 
if permitted to operate as principals, would canvass investors to stimulate 
market activity and persuade them to sell rather than exchange maturing issues. 
This apprehension may have been justified when the Committee was operating 
with more or less continuous pegs, but has no substance in a free competitive 
market. In a free market, any dealer who solicited customer business merely 
to create activity would soon find himself with fewer customers. 
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(114) I t is the subcommittee's recommendation, therefore, that if the Federal 
Open Market Committee decides to purchase rights during a period of Treasury 
refinancing, it purchase them from dealers as principals without regard to 
whether or not the securities come from a dealer's own position. This will 
eliminate the problems of frozen positions, of the bailing-out of losses on those 
positions, and too narrow commissions. It will also free the dealers to perform 
their function of making markets at all times. 

(115) The subcommittee also recommends that these transactions be conducted 
without regard to whether or not a dealer is on the recognized list. I t is hard to 
see how a refunding operation, accompanied as it must be by a very general 
turnover of securities in the market, is aided by a technique that either elim
inates some dealers from the market or forces them to trade exclusively off 
other dealers' markets. 
The problem of dealer recognition 

(116) There is no room for complacency on the part of the Federal Open 
Market Committee over the problem of dealer recognition. That fact emerged 
more and more vividly as each of the unrecognized dealers discussed his prob
lems before the subcommittee. The unrecognized dealers showed up well as 
individuals both in terms of personality and integrity and in terms of profes
sional grasp of the business and ability to evaluate the impact of credit and 
monetary problems on the money markets. I t would be hard for anyone sitting 
through all the hearings to reach the conclusion that this group of unrecognized 
dealers differed significantly, on the average, from those who represented the 
recognized dealers with respect to training, integrity, professional capacity, or 
ability to analyze problems. The fact is that they made a very good impression 
as a group. 

(117) These were the dealers who fell outside the line when the Federal Open 
Market Committee, at the same time that it was pegging the prices of Treasury 
securities and was frequently the only source of demand, established formal 
criteria to distinguish the dealers with whom it would deal from those with 
whom it would not. That line seriously impaired the ability of unrecognized 
dealers to function and survive in the Government securities business. Of that 
fact there can be little question. The impairment came, not only through loss 
of prestige, which was bitterly resented, but also through loss of customer con
tacts because of inability to function in rough markets; i.e., when the Com
mittee was operating in the market. This impairment is not so serious now 
that the Committee has stopped pegging but it still persists to some degree. 
Curiously, it has not seemed to impair the credit standing of the unrecognized 
dealers at the banks. All stated they had no difficulty in securing the financing 
necessary for their business. 

(118) There was practically unanimous agreement on the part of dealers, 
recognized and unrecognized alike, that character, integrity, and professional 
grasp of the business are the essential prerequisites to effective operation as a 
Government securities dealer. All seemed to feel that capital, though important, 
is secondary. Even some of the recognized dealers who defended the practice 
of formally designating the dealers with whom the Federal Open Market Com
mittee would do business, indicated that capital is not the first essential for 
successful dealer operation. Since additional capital can apparently be attracted 
when justified by the scope and profitability of the business, a determining factor 
in success and growth of a securities dealer is the ability to gain customers, to 
hold them, and to service them at a profit. 

(119) The lines drawn by the Federal Open Market Committee, therefore, 
struck the unrecognized dealers in a most vulnerable spot; namely, in their ability 
to service their customers. It cut down the range of their customer potentialities 
and thus reduced their ability to attract or earn capital to meet the minimum 
capital requirements in the Federal Open Market Committee. It acted in the 
same way to impair the ability of a nonrecognized dealer to earn recognition by 
developing customer relations that were nationwide in scope and that extended 
to all sectors of the list. In short, once the lines were drawn and recognition 
was accorded to some dealers and not others, a hurdle of some magnitude was 
imposed on the unrecognized dealers which impaired their ability to develop 
their business to the point where it would be able to meet the standards imposed 
by the committee. 

(12) The subcommittee probed both recognized and nonrecognized dealers 
alike to ascertain whether there were not also special responsibilities imposed 
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upon the recognized dealers that might be considered to offset in some degree 
the privilege of direct contact with the Federal Open Market Committee, but 
this line of inquiry enlisted only feeble response. The unrecognized dealers 
professed a willingness to submit reports to the Federal Open Market Committea 
In fact, many do report now even though they are unrecognized. In general, 
the dealers, both recognized and unrecognized, did not seem to feel that the 
responsibilities to the Federal Open Market Committee imposed on the recog
nized group operated seriously to their disadvantage in competition with the 
nonrecognized group. It is clear that the unrecognized dealers would be only 
too willing to accept such burdens in return for recognition. 

(121) The Federal Open Market Committee cannot afford to be complacent 
about this situation. It has explosive potentialities. Perhaps as such is re
pugnant to the spirit of American institutions. The privilege of dealer recog
nition, if it is to be continued, must be justified on grounds of high public policy 
as essential and necessary to the effective conduct of open market operations. It 
is not sufficient to aver that dealer recognition was once useful or that it should 
be maintained because it is already in existence, in the absence of a positive 
reason for change. The fact that privilege exists by virtue of actions of the 
Federal Open Market Committee is in itself a positive reason for its eradication 
unless there are necessary and compelling considerations to require its 
perpetuation. 

(122) The present system of official dealer recognition instituted by the 
Federal Open Market Committee in 1944 was an element in a technique of open 
market operations designed to peg the yield curve on Government securities 
and at the same time minimize the monetization of public debt. This technique 
was based on the hope that the yields on Government securities could be pegged 
with only a few securities monetized by the Federal Open Market Committee if 
all offers to the committee had to pass first through a very limited number of 
dealers with whom the committee would maintain intimate and confidential 
relations, and who would be required by the committee to make strenuous efforts 
to find other buyers for securities in the marketplace before they looked to 
the committee for residual relief. 

(123) The inexorable march of events on which that hope foundered is now a 
matter of history. The facts are that debt was monetized in volume and that 
the country suffered a serious inflation until the Federal Open Market Commit
tee abandoned the pegs. The basic reason, therefore, that seemed to justify a 
small privileged dealer group no longer exists. The technique of which it 
was an integral part did not work out according to expectations and failed of 
its purpose. 

(124) The subcommittee has already recommended that the Federal Open 
Market Committee discontinue the technique of reluctant buying and abandon 
agency relations in its transactions with dealers. I t has recommended that 
the Committee enter into transactions with dealers outside the recognized list 
if it is operating to support markets; e.g., to peg rights during periods of Treas
ury refunding. It has also recommended that in its dealings in the bill market 
both on an outright and on a repurchase basis, it enter into transactions with all 
dealers who perform a responsible and continuous role in the weekly bill auction. 
If these recommendations are adopted by the Federal Open Market Committee 
the competitive importance of recognition in the marketplace would diminish 
greatly. I t would become a matter of less importance, therefore, whether the 
fiction of a recognized list of dealers was maintained or dropped. For its own 
part, the subcommittee feels it advisable to drop the relationship completely 
and so recommends. 

(125) If the Federal Open Market Committee decides to maintain the recog
nized dealer relationship, on the other hand, the subcommittee recommends most 
earnestly that it proceed promptly to revise the present list of dealers who enjoy 
the privilege of recognition. It is difficult to justify exclusions that have been 
made from the select group when comparison is made with some that are within. 
There are bank dealers within the recognized group that do not take positions 
or make markets, that do not attempt a nationwide coverage, that do not oper
ate in volume in all segments of the list, and that are clearly motivated in their 
conduct of cooperations by a desire to attract and hold correspondent banks for 
their institutions rather than by a desire to earn a competitive return on the 
capital at their disposal as dealers. If the relationship is continued, it is urgent 
that the Federal Open Market Committee draw the lines for recognition on bases 
that can be justified as impartial and objective. 
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Reports and information 
(126) The Federal Open Market Committee faces no problem of lack of access 

to market information available to dealers. The Committee has been too power
ful a market factor for its requests for information to be easily challenged. I t 
has frequently been the determining factor in hour-to-hour and day-to-day trad
ing in the market for Government securities; i.e., the market in which dealers 
risk their capital on a relatively thin margin of equity in continuous, almost 
split-second, trading operations. Despite the dropping of the pegs and smaller 
intervention in the current market, the potential power of the Federal Open Mar
ket Committee, backed by the power to create bank reserves, remains. Under 
these circumstances, dealers will continue to cultivate contacts with the Commit
tee since no single quality is more important to their ability to survive than their 
ability to forecast correctly (1) the probabilities of intervention in the market 
by the Federal Open Market Committee, (2) the direction of that intervention, 
either on the bid or the offered side, if it occurs, and (3) the sectors in the mar
ket to which it may be directed. 

(127) Under these circumstances, also, dealers tend to seek orders from the 
Committee, not because of the profit potentialities of business involved but be
cause they may indicate the direction of the Federal Open Market Committee's 
thinking. Receipt of an order from the trading desk, in fact, acquires a signifi
cance out of all proportion to the actual commission involved. In addition, the 
dealer endeavors to cultivate access to the Committee and to its staff repre
sentatives. He readily accepts the obligation to give information on his activi
ties and to make reports. He welcomes hour-to-hour contact with the trading 
desk, both to submit quotations and to tender market reports. The responses, 
however guarded, may provide clues to the state of the market. Even when 
the Committee is pursuing a neutral policy and is out of the market, the trading 
desk has business to do, orders to execute for agency and foreign accounts. As 
noted earlier, this amounted to $2.4 billion in the year ending June 1952. The 
dealer does not necessarily know whether or not these represent market inter
vention on the part of the Federal Open Market Committee, but he is likely to feel 
that continuous and close contact with the trading desk helps him to come to a 
judgment on whether they do or not. Under the present arrangements the 
trading desk has probably more knowledge of the sources of demand and supply 
in the market as well as the money position than any other element. 

(128) This situation places a heavy responsibility upon the Federal Open 
Market Committee. It cannot, in this instance, rely on the customary reluctance 
of respondents to furnish information to act as a check on its own curiosity. I t 
must decide for itself not only what information should properly be supplied 
to the market so that it can function effectively but also the limits of what the 
Committee can, with propriety, ask from the dealers in the way of information. 

(129) The fundamental rule is that no general information should be fur
nished a dealer that is not equally available to others. It is unavoidable that 
dealers executing orders for the Federal Open Market Committee gain special 
knowledge with respect to that particular transaction, but every effort should 
be made, as in fact the subcommittee believes it is, to be close-mouthed with 
respect to these transactions. I t goes without saying, of course, that no member 
or representative of the Federal Open Market Committee should indicate an 
attitude toward the prices which dealers quote and at which they do business in 
the market. 

(130) So far as additional information to be supplied to the market in the 
weekly condition statement is concerned, the subcommittee recommends (1) 
that securities held under repurchase agreement by the Federal Open Market 
Committee be segregated from the balance of the System portfolios; (2) that the 
amount of special certificates of indebtedness outstanding be regularly indicated, 
either in the text or on the stub of the statement; (3) that weekly averages of 
member bank borrowing be shown in addition to the actual volume of member 
bank borrowing at the close of business on statement days, as is now done for 
excess reserves. 

(131) The extent of the limitations which the Committee should impose on 
itself and its representatives in seeking information from the dealers poses a 
more serious problem. In the discussions with the dealers, expressions of irri
tation, dissatisfaction, and resentment were confined to three quite specific 
points: One, they did not like the tone or content of the morning meeting when 
different dealers report individually to the manager of the open market account 
before market opening. They stated they got little out of the contact and some 
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suggested that it would be better to drop the meeting and substitute a more 
general type of meeting from time to time between the manager of the account 
and all the principal dealers together as a group. They felt that they might be 
given a chance to ask questions at such a meeting and to receive helpful en
lightening on the attitude of the Federal Open Market Committee toward the 
market. Two, the dealers did not like it when they were questioned so closely 
by the trading desk on the geographical source of current customer orders as 
to reveal indirectly the identity of their customer. While the great bulk of the 
dealers did not oblect to disclosing the general source of their customer orders, 
they did feel that it was morally wrong to be asked a series of indirect questions 
so pointed as to permit identification of the source of their business. Some felt 
that incorrect use of this information may have been made by the Committee, 
either by direct approach to sellers, thus revealing that the dealer had not main
tained secrecy on a confidential relationship, or by discrimination between 
offerings, buying some securities pressed for sale by a particular customer but 
not all. Three, they were apprehensive lest the disclosure of their individual 
positions to the personnel of the trading desk might tend to affect the decisions 
of that personnel in subsequent dealings with them. 

(132) With respect to these three specific points, the subcommittee recom
mends: (1) That the individual morning dealer conference be abandoned. I t 
recognizes that there may be merit in the more general type of conference 
suggested by some of the dealers as a substitute for these meetings but feels 
that any information furnished by the Federal Open Market Committee at such 
a meeting should be such as might properly be given to any other segment of the 
public, (2) that disclosure of the source of customer orders be so limited that 
there will be no possibility of identification, direct or by inference, of the indi
vidual source of customers to the trading desk, and (3) that the Federal Open 
Market Committee discontinue its present practice of collecting statistics on 
dealer positions and activity, and substitute for this practice the regular collec-
ion of dealer position and activity reports by an officer of the System not con
nected with the Federal Open Market Committee. This officer would furnish 
iaggregate summaries to the trading desk that did not reveal the position or 
activity of any individual dealer. 

(133) The subcommittee feels that the furthest its representatives can go 
with propriety in soliciting or accepting information from individual dealers 
with respect to the source of their orders, is to receive only information as to 
the general type of customer, the volume of the business, and the sector of the 
market involved. It questions seriously the propriety of the present practice in 
which its representatives on the trading desk are free to press dealers for quite 
specific information on customer transactions and on the basis of this informa
tion proceed to compute transaction sheets currently during the trading day, 
such sheets being subject to later verification against the dealers' statistical 
reports. I t recommends that this practice be dropped. 
Housekeeping 

(134) In many respects, the Federal Open Market Committee is unique both 
in the form and the substance of its organization. In form, it is a completely 
independent organization, specifically set up by statute, with exclusive power 
of decision with respect to the matters delegated to it. Its composition is de
signed to insure, to the full extent that legislation can insure, that its members 
will not only be fully competent, but will also be immune to outside pressure. 
I t is neither an appendage of the Federal Reserve Board nor a creature of the 
Federal Reserve banks, but a completely independent body, each member of 
which, as an individual, whether he be a Governor from the Board or a president 
from a Federal Reserve bank, reports to no one. His actions are a matter of 
public record but each member sits as an individual, bound only by his oath to 
execute the law. The responsibilities delegated to the Committee are of almost 
incomparable import. 

(135) The statutory individuality of the Federal Open Market Committee and 
its separation both from the Federal Reserve Board and the Federal Reserve 
banks is expressed in its chart of organization. I t has its own staff, and when it 
gathers it meets as a separately organized and staffed body. Its sessions are not 
joint sessions of the Federal Reserve Board and the Federal Reserve banks, but 
statutory meetings of the Federal Open Market Committee. 

(136) In a very general sense, the Federal Open Market Committee stands in 
the relation of a fiduciary to the Federal Reserve banks. It, and it alone, has the 
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-decision with respect to the amount, as well as the issues, of their open market 
portfolios. They hold, at the moment, nearly $24 billion of securities, the greatest 
investment portfolio by far in the history of the world. I t is wholly in the discre
tion of the Federal Open Market Committee to direct the investment of large 
additional amounts. 

(137) In an even more general sense, the Federal Open Market Committee 
stands in a fiduciary relationship to the whole American economy. It could be 
called special trustee for the integrity of the dollar, for the preservation of its 
purchasing power, so far as that integrity can be preserved by its operations. 
I t is especially charged, also, to use its powers to provide an elastic currency 
for the accommodation of agriculture, commerce, and business; i.e., to promote 
financial equilibrium and economic stability at high levels of activity. 

(138) This unique structure of the Federal Open Market Committee was 
hammered out after long experience and intense political debate. Like other 
components of the Federal Reserve System, it exemplifies the unceasing search 
of the American democracy for forms of organization that combine centralized 
direction with decentralized control, that provide ample opportunity for hear
ing to the private interest but that function in the public interest that are gov
ernment and yet are screened from certain governmental and political pressures 
since even these may be against the long-run public interest. 

(139) When the substance, rather than the form, of the Federal Open Mar
ket Committee is analyzed against this background, certain possible anomalies 
arise. It has no individual budget, nor does the act provide for one. There 
is no single person on its operating staff who is responsible to the Committee 
alone. Each of its officials is paid either by the Federal Reserve Board or by a 
Federal Reserve bank. Each would automatically cease to have any relationship 
with the Federal Open Market Committee the moment that connection was 
severed. No member of the Committee, nor of its staff, is charged to give ex
clusive attention to its concerns. Everyone connected with it wears also an
other hat. Even the manager of the open market account, who comes nearest 
to devoting his full time to its functions, has heavy independent responsibilities 
in connection with the fiscal agency and other operations of the Federal Reserve 
Bank of New York. 

(140) The Federal open market account is not managed by the Federal Open 
Market Committee. This function has been delegated to the Federal Reserve 
Bank of New York, subject to policy directives that provide discretionary lee
way within which the management operates. The manager of the account is 
selected by the directors of the Federal Reserve Bank of New York and approved 
by the full Federal Open Market Committee each year. In his day-to-day opera
tions, he is subject to the authority of the Federal Reserve Bank of New York, 
and not to that of the Federal Open Market Committee. 

(141) The subcommittee urges that the Committee take the initiative in re
examining and reviewing this structure of organization. There has been much 
experience since the arrangements were first established. In the light of that 
experience, is the structure well designed to carry out the Committee's important 
functions? For example, should the Federal Open Market Committee operate 
under a budget of its own? This might require legislation, but if a separate 
budget would improve its operations, the Committee is morally obligated to 
suggest such legislation to the Congress. 

(142) Should all or part of the staff of the Foreign Open Market Committee 
be separate and distinct from the staffs of the Federal Reserve Board and the 
Federal Reserve banks? However paid, should they wear one hat, and one 
hat only, devoting all their time exclusively to the operations of the Federal 
Open Market Committee? There are both advantages and dangers in this sug
gestion which must be weighed. The Federal Reserve System is a family, and 
the Federal Open Market Committee urgently needs the knowledge, the judgment, 
and the skill of all the memebrs of that family. I t would be extremely dif
ficult to build up a new and independent staff as qualified as the personnel which 
It now enlists to work on its problems. I t would be equally unfortunate to 
lose the contributions of that staff to System problems that fall outside the 
limited area of responsibility of the Federal Open Market Committee. Yet 
there are equal dangers in a situation where the time of no one person on the 
whole staff of the Committee is wholly devoted to its responsibilities, where 
everyone wears two hats, and where each must fulfill duties separate and dis
tinct from those imposed by the Federal Open Market Committee. 
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(143) Should the present situation, which delegates the management of the 
open-market account to the Federal Reserve Bank of New York, be retained, 
or should the manager of the open-market account be made directly responsible 
to the Federal Open Market Committee? The present arrangement has the 
advantage that the mechanical operations of the account, the keeping of its 
books and records and the handling of its funds, are under the immediate 
supervision of the Federal Reserve Bank of New York with its superb facilities. 
More important, it has the advantage that the president of the Federal Reserve 
Bank of New York, situated as he is in the center of the Nation's money market, 
with his personal insight into problems of monetary policy and his immediate 
access to financial information not so readily available to anyone else, can 
supervise on the spot the execution of the general policy directives of the 
Federal Open Market Committee and the executive committee and thus deter
mine that that policy is made effective in operations. 

(144) It has the disadvantage that the president of the Federal Reserve Bank 
of New York sits at meetings of the Federal Open Market Committee and of the 
executive committee necessarily in a somewhat different role from that of his 
colleagues. He comes not only as a contributor to the discussion on policy 
formation, but, also necessarily, as a protagonist for the actual day-to-day 
operations of the account. These operations are his responsibility. He cannot 
criticize them without criticizing his own staff. The committee, therefore, in 
some part loses contact with the critical insight of its best informed member. 
I t has the disadvantage also that other members of the Federal Open Market 
Committee, reluctant to seem critical of a colleague, may hesitate to scrutinize 
adequately the technical operations of the account. This is a serious deficiency 
because the other bank president members of the Committee are usually scattered 
and out of intimate touch with one another as well as with the market. They 
must depend on give and take discussion at Committee meetings and at the 
meetings of the executive committee to sharpen their appreciation of the Com
mittee's operating problems. 

(145) The present arrangement makes one major contribution of paramount 
concern to effective operations. There must be confidence throughout the mar
ket and throughout the financial community generally that open-market opera
tions are immune from political pressures. This confidence is undeniably 
strengthened by the fact that the Federal Reserve Bank of New York actually 
conducts open market operations for the Committee. Under the present man
agement arrangement, the actual contacts of the market are contacts with per
sonnel of the Federal Reserve Bank of New York, subject to the discipline of 
its directors. 

(146) There is, of course, the equal necessity of maintaining the confidence 
of the public generally that the Committee's operations are immune from banker 
domination. This consideration is reflected in the general structure of the 
Federal Reserve System with the Board of Governors and the regionally de
centralized Federal Reserve banks. It is also reflected in the actual statutory 
composition of the Federal Open Market Committee. From this point of view, 
the present arrangement by which the management of the open-market account 
is delegated to the Federal Reserve Bank of New York requires that the indi
vidual members of the Federal Open Market Committee maintain close contact 
with all important aspects of its operations. 

(147) Throughout its consideration of the recommendations it is making in 
this report, the subcommittee has had this problem in mind. These recom
mendations do not stop with the evaluation of technical practices of the Com
mittee, originated during the period of the pegs, that now handicap the develop
ment of a free market. The subcommittee has been aware also of the urgent 
necessity of simplifying as much as possible the operating procedures of the 
committee and the points of impact which its operations have on the market 
mechanism. The problem has been to work out procedures (1) that will provide 
more effectively for the execution of the Committee's monetary policies in the 
open market, (2) that will do this in a way that will minimize confusion in the 
market with respect to the committee's purposes, and (3) that will enable 
individual members of the Federal Open Market Committee to maintain more 
intimate contact with its technical operations. The subcommittee feels that 
operations under its recommendations will not only make for greater depth, 
breadth, and resiliency in the market, with less misunderstanding, but will also 
enable each member of the Federal Open Market Committee to carry out more 
effectively his individual statutory responsibility as a committee member. 
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(148) The subcommittee desires to raise one aspect of the problem for special 
consideration. It urges that the full Federal Open Market Committee take 
a definite position with respect to the suggestion advanced above that the man
ager of the open-market account be employed by the Federal Open Market Com
mittee as a whole, rather than by the Federal Reserve Bank of New York. 

(149) The subcommittee is not proposing this shift. It is recommending, 
however, that the change be most seriouly considered. The operations of the 
account would continue to be located in the Federal Reserve Bank of New York, 
as at present, and the Federal Open Market Committee would continue to avail 
itself of the personnel, wisdom, and experience of the whole Federal Reserve 
System, as at present. The only change would be that the manager of the open-
market account would be employed by the Federal Open Market Committee as 
a whole, that he would be solely responsible to the Federal Open Market Com
mittee, and that he would have no responsibilities other than those imposed on 
him by the Federal Open Market Committee. 

(150) Should the Committee decide to make such a move, certain details of 
organization would have to be solved. They are not of concern at this point. 
The immediate concern is whether such a move would be in the public interest, 
whether it would improve the functioning of the Federal Open Market Commit
tee. Certain features of the proposed arrangement stand out as crucial. Since 
the manager of the open-market account would be directly responsible to the 
whole Federal Open Market Committee, the individual members of the Com
mittee might feel less reluctant to make direct contact with him and thereby 
familiarize themselves with details of the Committee's operations. The manager 
of the account also would no longer occupy the dual role of manager of the account 
and also of vice president of the Federal Reserve Bank of New York. He would 
be relieved of responsibility to its directors with respect to any of his activities. 
Finally, he would no longer participate in transactions originating in the fiscal 
agency or foreign correspondent relationships of the Federal Reserve Bank of 
New York. 

(151) Some duplication of facilities would result from this change but there 
would be offsetting advantages. For example, the money market might be less 
confused with respect to the significance of orders transmitted through the 
trading desk. The execution of an order for the Treasury, or for a foreign 
correspondent, could not then give rise to rumors that the Federal Open Market 
Committee had entered the market. 

(152) The chief change, of course, and the one which requires the most 
serious consideration would be the change in the relationship of the president of 
the Federal Reserve Bank of New York to the account. As Vice Chairman of the 
Federal Open Market Committee, he would have, as he now has, full access to 
all the operations of the account and continuing responsibility for maintaining 
a vigilant scrutiny over them. He would continue to be in the same building 
with the manager of the open-market account, and would be as continuously 
available for consultation as at present. The line of responsibility between the 
whole Committee and the manager of its account, however, would be direct and 
undivided. It would not impose upon the president of the Federal Reserve Bank 
of New York the added individual responsibility which he now bears for opera
tional and discretionary decisions within the directives laid down by the whole 
Committee or its executive committee. 
Relations with the Treasury 

(153) There is one final recommendation the subcommittee would like to 
make. It falls in the difficult and delicate area that deals with problems of 
debt management and Treasury relationships. Specifically, the subcommittee 
recommends that the Federal Open Market Committee inform the Treasury that 
in the future it will keep the Secretary continuously informed as to its credit 
and monetary policies but that it will refrain as an official body from regularly 
initiating specific proposals with respect to details of individual Treasury offer
ings. That is, it will no longer on its own initiative regularly write formal 
letters or seek oflScial interviews to lay before the Secretary of the Treasury its 
suggestions as to issues, coupons, etc., that in its judgment would be appropriate 
for particular debt management operations. The Federal Open Market Commit
tee would, on the other hand, be prepared to respond to a request of the Secre
tary for the committee's judgment as to whether the terms he had in mind for a 
new issue were appropriate in the light of market conditions, i.e., whether the 
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committee would expect them to develop a sufficient rights value, and also 
whether they would create complications for monetary management or would 
conflict with or run into difficulties because of credit operations in contempla
tion by the Federal Open Market Committee. 

(154) The subcommittee urges this change in procedure in order to establish 
formal official communications with the Treasury on a more correct basis than 
prevails at present. The Secretary of the Treasury is primarily responsible for 
decisions in the area of debt management. In coming to those decisions, he 
should feel free to consult and talk over his problems with anyone he wishes, 
commercial bankers, investment bankers, security dealers, etc., and also with any
one he chooses within the Federal Reserve System, either in or out of the 
Federal Open Market Committee. So far as system personnel is concerned, how
ever, it should be wholly understood that he consulted them as individuals. 
The decision he arrives at should be a decision for which he, as the responsible 
official, takes full responsibility. Neither the Federal Open Market Committee 
nor the executive committee should take responsibility, as it now does, for 
initiating a recommendation as to coupon and terms in the area of debt manage
ment. 

(155) In the judgment of the subcommittee, the present practice under which 
the Federal Open Market Committee convenes itself and, after consideration and 
vote, writes a letter outlining its official recommendation with respect to debt 
management policies is improper and unwise, in view of the clear location of 
responsibility for debt-management decisions in the Treasury. It is just as 
unwise and improper as the converse would be, namely, that the Secretary of 
the Treasury should regularly and officially, as a member of the President's 
Cabinet, write the Board of Governors and the Federal Open Market Committee 
his considered views with respect to future credit policies and open-market 
operations. 

(156) Such formalized action by either, however well intended, trespasses 
upon the statutory responsibility of the other. It tends to complicate rather 
than to facilitate that adjustment of views and of official decisions which is 
essential to the achievement of their common objectives in the public interest. 

S U M M A B Y OP CONCLUSIONS AND RECOMMENDATIONS1 

A, Relations with the market 
The subcommittee finds that a disconcerting degree of uncertainty exists 

among professional dealers and investors in Government securities with respect 
both to the occasions which the Federal Open Market Committee might 
consider appropriate for intervention and to the sector of the market in which 
such intervention might occur, an uncertainty that is detrimental to the develop
ment of depth, breadth, and resiliency of the market. (35-43) In the judg
ment of the subcommittee, this uncertainty can be eliminated by an assurance 
from the Federal Open Market Committee that henceforth it will intervene in 
the market, not to impose on the market any particular pattern of prices and 
yields but solely to effectuate the objectives of monetary and credit policy, and 
that it will confine such intervention to transactions in very short-term securi
ties, preferably bills. (44-48) The subcommittee feels most strongly that it 
would be wise to give such an assurance. 

The subcommittee finds two outstanding commitments that may require inter
vention by the Federal Open Market Committee in other than the very short-
term sectors of the market, and that may add to or subtract from reserve funds 
available to the market for purposes other than the pursuit of monetary policies 
directed toward financial equilibrium and economic stability. (49) These com
mitments are, first, the directive to the management of the open-market account 
to "maintain orderly conditions" in the market for United States Government 
securities, and, second, those arising from the practice of purchasing rights on 
maturing issues during periods of Treasury financing, and also on some of these 
occasions of purchasing when-issued securities and outstanding securities of com
parable maturity to those being offered for cash or refunding. 

With respect to the first of these commitments, the subcommittee recommends 
that the Federal Open Market Committee amend its present directive to the 
executive committee by eliminating the phrase "to maintain orderly conditions 

1 For the convenience of readers, the number of the paragraphs in the report specifically 
dealing with each recommendation have been inserted opposite to the same recommenda
tion as it appears in this summary. 
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in the Government securities market" and by substituting therefor an authoriza
tion to intervene when necessary "to correct a disorderly situation in the Govern
ment securities market." I t has indicated in its report the conditions it would 
consider sufficiently disorderly to require correction. (50-56) The subcom
mittee recommends also that such intervention be initiated by the executive 
committee only on an affirmative vote after notification by the manager of 
account of the existence of a situation requiring correction. 

With respect to the second, the subcommittee recommends that the Federal 
Open Market Committee ask the Treasury to work out new procedures for financ
ing, and that as soon as practicable the Committee refrain, during a period of 
Treasury financing, from purchasing (1) any maturing issues for which an 
exchange is being offered, (2) when-issued securities, and (3) any outstanding 
issues of comparable maturity to those being offered for exchange. (57-74) 

The subcommittee feels that such qualifications as are implicit in these two 
recommendations would not seriously impair the constructive effect of a general 
assurance from the Committee that its intervention henceforth will be limited 
to the effectuation of monetary policies and will be executed in the very short 
•ector of the market. I t recommends most strongly that such assurance be given 
as soon as its existing commitments have been appropriately modified. (75-76) 

\B. Relations with dealers 
The subcommittee finds no present or prospective justification for continuing 

the present system of rigid qualification for dealers with whom the account 
will transact business, and recommends that the system be dropped. (116-124) 

In the event the Federal Open Market Committee, contrary to the subcommit
tee's basic recommendations, decides to maintain the system of recognized dealers 
the subcommittee recommends: 

(a) that the present list of recognized dealers be revised, both by elimina
tions from and additions to the list. (25) 

(6) that repurchase agreements be extended impartially to all dealers who 
participate regularly in the weekly bill auction, irrespective of whether or 
not they are on the recognized list. (108) 

(o) that if rights are acquired in support of Treasury refundings they be 
purchased as freely from nonrecognized as from recognized dealers. (115) 

(d) that transactions to correct disorderly conditions in the Government 
securities market be made with unrecognized as well as recognized dealers. 
(85) 

C. Operating techniques 
The subcommittee finds that many of the present operating techniques of the 

account are upsetting to the smooth functioning of the market. In general, 
these techniques were prescribed by the Federal Open Market Committee at a 
time when it was attempting to peg market prices and yields of United States 
Government securities. With respect to market techniques, the subcommittee 
recommends specifically: 

(a) that "reluctant buying" be completely abandoned, and that supporting 
operations in the market, if undertaken at all, be executed through a tech
nique of aggressive rather than reluctant purchasing. (81-86) 

(6) that agency transactions be abandoned and that the account conduct 
its transactions with dealers as principals on a net basis. (87-93, 110-113) 

(c) that if rights are acquired during refundings they be purchased from 
dealers without regard to whether or not they come from the dealers' posi
tions. (114) 

(d) that refusal to buy bills acquired by dealers on a cash basis be dis
continued. (102) 

(e) that nonbank dealers be informed adequately in advance when repur
chase facilities will be made available. (103) 

(/) that repurchase facilities at an appropriate rate and with appropriate 
limitation as to volume be made regularly available to nonbank dealers 
over weekends. (94-104) 

The subcommittee finds that relations between the open market account and 
the dealers are not as impersonal as is desirable now that the Committee is no 
longer trying to peg prices and yields on Government securities by maintaining 
a tight rein on the activities of dealers. It recommends: 

(a) that the Open Market Committee make known to the dealers the 
"ground rules" which henceforth will govern the occasions for its transac
tions with dealers. (59, 75-76) 
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(b) that the individual morning dealer conference be abandoned- (131-
132) 

(c) that the information obtained by the trading desk from dealers be 
so restricted as to eliminate the possibility of identification, directly or by 
inference, of individual customers. (131-132) 

(d) that reports on individual dealer positions and activity be collected 
by an officer of the System other than the manager of the account, that the 
individual reports be kept confidential, and that only aggregates compiled 
from the individual dealer reports be disclosed to the manager of the 
account. (131-132) 

(e) that the present practice of asking dealers to report transactions cur
rently during the trading day in sufficient detail to permit the computation 
of current individual dealer transactions sheets be discontinued. (131,133) 

The subcommittee finds that there is a serious gap in the structure of the 
money market as it affects the functioning of the market for Government securi
ties. Continuously in recent months, funds available to dealers to carry port
folios have been inadequate in volume and available only at rates higher than the 
yield of their portfolios. This deficiency could not exist so continuously in a 
central money market equipped (1) to attract temporarily idle funds from over 
the country to New York, and (2) to make these funds available on call to 
dealers in the money market. The subcommittee recommends that the feasibility 
of reestablishing a central call-money post for dealers be explored. (106) 

D. Federal Reserve reports 
The subcommittee finds that the Federal Reserve System can improve the data 

which it makes available to inform the market on its operations. It recommends 
that the following information be shown henceforth on the weekly condition 
statement of the Federal Reserve banks: 

(a) securities held on repurchase agreement; 
(b) special certificates of indebtedness held by the system; 
(c) weekly averages of member bank borrowing. (130) 

E. Organization of the Open Market Committee 
The subcommittee finds many anomalies in the structure and organization 

of the Federal Open Market Committee, particularly (a) the absence of a sep
arate budget covering its operations, (6) the absence of a separate staff respon
sible only to the Committee, and (c) the delegation of the management function 
to an individual Federal Reserve bank. I t recommends that the Committee re
examine and review its present organization, and in particular that it con
sider the advantages and disadvantages that would ensue, were the manager 
of the open market account made directly responsible to the Federal Open 
Market Committee as a whole, and not, as at present, responsible through the 
Federal Reserve Bank of New York. (139-152) 

F. Relations with the Treasury 
The subcommittee finds that the Federal Open Market Committee is fre

quently placed in an inconsistent position by its present practice of initiating 
advice to the Secretary of the Treasury with respect to decisions in the area of 
debt management. I t recommends that the Committee inform the Secretary 
of the Treasury that henceforth it will refrain, as an official body, from initi
ating regularly proposals with respect to details of specific Treasury offerings, 
and will confine itself officially to providing information currently on its mone
tary policies and to counseling on the credit and monetary implications of debt-
management suggestions advanced for its consideration by the Treasury. (153-
156) 

OUTLINE OP STUDY 

(1) Outline of Study prepared by ad hoc subcommittee on the Government secu
rities market. 

(2) Letter dated May 28, 1952, from Chairman Martin to individuals and orga
nizations receiving the Outline of Study for informational purposes. 

(3) List of recipients of Outline of Study for informational purposes. 
(4) Letter dated May 28, 1952, from Chairman Martin to individuals who re

ceived, as addressees, the explanatory letter and Outline of Study. 
(5) List of recipients of Outline of Study as addressees. 
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I . FUNCTION OF DEALERS IN TREASURY OBLIGATIONS 

A. What are the essential functions performed by dealers in Treasury obliga
tions? Discuss their functions in relation to the operations of banks and financial 
institutions, of the Treasury, and of the Federal Reserve banks, particularly the 
open-market account. How were these functions affected by the maintenance of 
pegs by the Federal Open Market Committee? 

B. What are the essential attributes which a dealer must possess to perform 
these functions efficiently (caiptal, borrowing facilities, moral and technical 
qualifications, etc.) ? Were these affected by the maintenance of pegs? How are 
these attributes affected by specialization: (a) geographical (with respect to loca
tion of customers; (&) structural (with respect to types of securities; (c) types 
of customers (e.g., banks as against insurance companies, etc.) ? 

n . EFFECT ON DEALERS OF OPERATIONS OF FEDERAL OPEN-MARKET ACCOUNT 

A. How have the operations of the open-market account affected the ability 
of dealers to perform their essential functions? Discuss with relation to amount 
of capital required, credit availability, adequacy of commissions, effect on spreads, 
willingness and ability of dealers to take positions, etc. Distinguish between 
open-market-account operations during maintenance of pegs and the effects since 
the discontinuance of pegging operations. 

B. From the point of view of successful dealer functioning, what are the ad
vantages and disadvantages of qualification? Distinguish between conditions 
prior to and following the discontinuance of pegs. 

C. Either as a qualified or nonqualified dealer, have you any suggestions or 
criticisms of the effect of the operations of the open-market account on your 
own operations? Do you feel that the standards for qualification are appro
priate and are applied objectively? 

D. Is disclosure to the Federal Reserve by qualified dealers of the general 
sources of customer orders a justifiable aid to the orderly functioning of the 
market? 

E. Do you feel that the operations of the account are, or have been, dis
criminatory and, if so, that the discrimination was not justified by overriding 
considerations? Distinguish between operations of the account when it was 
working under the overriding directive to maintain a relatively fixed pattern 
of yields and operations since the discontinuance of the pegs. 

F. To what extent have you been directly or indirectly influenced in the quo
tation and positioning of selected issues of Government securities by the open-
market management? 

H I 

What should be the general relation of the open-market account to the dealers 
and the market in view of the discontinuance of pegging operations? Are any 
broad changes in the organization of the open-market account indicated? How 
frequently and under what conditions should the account intervene in the market, 
either through outright purchases and sales of securities or through resort to 
repurchase or resale contracts? Is it desirable to effect a closer liaison between 
the open-market management and dealers? If so, what suggestions do you have 
for achieving a closer liaison? Discuss separately under each of the following 
headings: 

A. Operations to temper seasonal, emergency, and week-to-week or day-to-day 
fluctuations in the money market resulting from changes in currency demand, 
float, Treasury calls and payments, etc. 

1. Should the account operate from day to day to offset such fluctuations in the 
availability of funds or can the necessary adjustments be left to the market 
mechanism with necessary access to and absorption of Reserve bank funds pro
vided by member bank borrowing? Under which circumstance would the market 
develop greater breadth, resilience, and strength? 

2. If you feel that direct operations of the account are needed in addition to 
member bank borrowing, should these be provided mainly through outright 
purchases and sales of securities or should more use be made of repurchase and 
resale agreements? 

3. If outright purchases and sales are used, should they be made in that sector 
of the market best able at the moment to absorb such operations in the judgment 
of the management of the account, or should they be concentrated, as a matter 
of routine, in the very short maturities ? 
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4. Are the present repurchase facilities adequate to enable dealers to take-
positions and make markets? Do you have any suggestions for the improvement 
of the present type of repurchase contract? 

5. Would it be worth while to explore the use of 1-day resale agreements t a 
absorb reserves when they are temporarily redundant? For example, the open* 
market account might make bills or certificates available to the market on a 
1-day resale agreement for sale to banks with redundant excess reserves. 

6. To what extent does the increasing use of Federal funds transactions be
tween banks in different Federal Reserve districts affect the short-term market 
for Government securities? 

B. Operations affecting dealers as underwriters of the weekly bill offering. 
In view of the importance of bills as a medium for Treasury financing, it is de
sirable that dealers be in a position to enter bids sufficient to assure adequate 
coverage of each auction. 

1. Are the dealers now in a position to perform this function effectively or I» 
greater assurance needed that, in the event of an unexpected stringency, Federal 
funds will be available on repurchase agreement? 

2. Assuming repurchase facilities are provided, what limitation should be 
placed on their use? 

3. When the Open Market Committee purchases bills to relieve congestion in 
the money market, should such purchases be made at a penalty rate, as in 
London, and should these operations be confined to short-dated bills? 

C. Operations during periods of Treasury refundings. 
1. Should the open market account maintain a rights value on maturing issues 

during refunding? 
2. Have you any criticism of the technical operations of the account during 

refundings; or any suggestions for improvement in the technique? 
D. Operations to maintain orderly markets in Treasury securities. 
1. What, in your judgment, constitutes an "orderly" market? 
2. What criteria should the open market account apply to determine whether 

intervention is necessary for the maintenance of order in the market? 
3. Except for extreme emergencies, do you foresee the frequent occasion for 

System intervention to maintain "orderly" conditions? 
E. Operations to carry out basic changes in credit policies of the Reserve 

authorities for the mitigation of economic instability, i.e., major changes in 
the open-market portfolios of considerable duration designed to reduce the avail
ability of credit during periods of boom or to make credit much more freely 
available during periods of recession. 

1. Have you any recommendation as to the types of securities to be sold or 
purchased in operations of this type? 

2. Should the operation normally be in the long-term or the short-term sector 
of the market? Why? 

3. What would be the effect of large-scale operations in the long-term sector 
on the market mechanism and on the ability and willingness of dealers to hold 
adequate portfolios? 

IV. ADEQUACY OF DEALER ORGANIZATION 

A. What has been the effect of greater market flexibility since the accord on 
willingness of dealers to take positions, participate in the bill auction and make 
markets, both in long-term and short-term Treasury issues? 

B. Are more dealers needed and is more dealer capital desirable? If so, how 
could it best be attracted? 

C. Has the lack of personnel trained to operate under flexible market condi
tions hampered operations and smooth market functioning since the discon
tinuance of the pegs? 

D. Have you any suggestions or comments concerning the basic organization 
of the market for Treasury obligations? Does the present over-the-counter 
market adequately fill the need or would a continuous auction market enlarge 
participation and give greater depth and breadth to the market? If so, should 
an existing securities exchange be used? How would this be effected? 

V. APPROPRIATENESS OF PRESENT ORGANIZATION OF OPEN-MARKET ACCOUNT 

A. Would the employment of a special broker to execute Federal Reserve 
System transactions (in substitution for the operations of the present trading 
desk) be adequate for the performance of System operations? Would it be 
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preferable? Have you any other suggestions as to an appropriate organization 
for System operations in Treasury obligations? Please discuss this problem with 
specific reference to System operations under each of the five major headings in 
question I I I above. 

B. Assuming the continuance of operations as presently organized, i. e., over-
the-counter markets with a trading desk in the Federal Reserve Bank of New 
York, have you any suggestions as to the basis of distinction for the qualification 
of dealers? Please discuss this problem as it would be affected under each of 
the five major headings in question I I I above. 

1. Are formally qualified dealers needed? 
2. If so, what should be the essential requirements for qualification? 
3. Should qualified dealers be required to report positions to the open market 

manager? If so, in what form do you suggest that reports be made? 
4. Can distinctions be drawn between the role of bank and nonbank qualified 

dealers? In what respects should they be differentiated? 
C. Would it be desirable to make additional data regarding System operations 

available through the regularly published weekly figures of the Federal Reserve 
banks? For example, should repurchase figures be segregated from total System 
foldings of United States Government securities? Should daily average member 
bank borrowings be included in the published figures? Do you have any other 
suggestions? 

VI. MARKET COVERAGE 

Have you any suggestions for broadening and deepening the customer market 
for Treasury obligations? 

A. Institutional. 
Is there adequate coverage of institutional investors, such as small insurance 

companies, commercial and savings banks, etc.? 
B. Noninstitutional. 
What suggestions have you to encourage greater participation by corporations, 

particularly smaller corporations and businessmen, and by individual investors? 
C. Is there any manner in which Federal Reserve banks and branches outside 

New York City could be more helpful in aiding smaller investors in the purchase 
and sale of Government securities? Is it an economical operation for the dealer 
organization to attempt this type of coverage? 

VII. TECHNIQUES OF OPEN-MARKET OPERATION 

A. Assuming for policy reasons the Open Market Committee desires to effect 
•changes in total holdings or in the composition of the portfolio, what methods 
aside from letting maturing securities run off should be employed to effectuate 
these changes with a minimum of disturbance to prices ? Would it be desirable 
to employ the mechanism of secondary offerings by inviting bids or offerings up 
to a certain time limit on specific blocks of Government securities? 

B. Should the open-market management buy and sell on dealers' quotations 
and should dealers be required to make firm markets up to some minimum 
amount? If so, what minimum would you suggest? 

BOARD OP GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 

Washington, May 28, 1952. 
Enclosed is an outline of a technical study, together with explanatory letter, 

which is being sent to dealers and other specialists in the United States Govern
ment securities market We are sending you copies herewith for your 
information. 

Sincerely yours, 
W M . MCC. MARTIN, Jr., 

Chairman, Federal Open Market Committee. 

INDIVIDUALS AND ORGANIZATIONS WHICH RECEIVED A NOTE ENCLOSING COPIES 
OP THE LETTER AND OUTLINE OF STUDY FOR THEIR INFORMATION 

S. Sloan Colt, president, Bankers Trust Co., 16 Wall Street, New York 15, N.Y. 
J. Luther Cleveland, chairman of the board, Guaranty Trust Co. of New York, 

140 Broadway, New York 15, N.Y. 
Harold H. Helm, president, Chemical Bank & Trust Co., 165 Broadway, New 

York, N.Y. 
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Homer J. Livingston, president, First National Bank of Chicago, Dearborn,. 
Monroe, and Clark Streets, Chicago 90, 111. 

Walter J. Cummings, chairman of the board, Continental Illinois National Bank 
& Trust Co., 231 South La Salle Street, Chicago 90, 111. 

Winthrop P. Aldrich, chairman of the board, the Chase National Bank, 18 Pine 
Street, New York, N.Y. 

George Whitney, J. P. Morgan & Co., Inc., 23 Wall Street, New York, N.Y. 
August Ihlefield, president, Savings Banks Trust Co., 14 Wall Street, New York> 

N.Y. 
Dr. G. Keith Funston, president, New York Stock Exchange, 11 Wall Street* 

New York, N.Y. 
Edward T. McCormick, president, New York Curb Exchange, 86 Trinity Place, 

New York 6, N.Y. 
James E. Day, president, Midwest Stock Exchange, 120 South La Salle Street,. 

Chicago 3, 111. 
G. Francis Cocke, president, American Bankers Association, care of First 

National Exchange Bank, Roanoke, Va. 
Harold Stonier, executive manager, American Bankers Association, 12 East 

36th Street, New York 16, N.Y. 
Richard W. Trefz, chairman, Country Bank Operations Commission, American 

Bankers Association, care of Arkansas Valley Bank, Pueblo, Colo. 
George R. Amy, deputy manager, country bank operations commission, American 

Bankers Association, 12 East 36th Street, New York 16, N.Y. 
James S. Peters, president, the Independent Bankers Association, care of Bank 

of Manchester, Manchester, Ga. 
Ben Dubois, secretary, the Independent Bankers Association, Sauk Centre, 

Minn. 
Joseph M. Dodge, president, Association of Reserve City Bankers, care of the 

Detroit Bank, Detroit, Mich. 
Joseph J. Schroeder, secretary, Association of Reserve City Bankers, 105 West 

Adams Street, Chicago, 111. 
Joseph T. Johnson, president, Investment Bankers Association of America, care 

of the Milwaukee Co., Milwaukee, Wis. 
Robert Stevenson 3d, secretary and treasurer, Investment Bankers Association. 

of America, 33 South Clark Street, Chicago, 111. 
Robert M. Catharine, president, National Association of Mutual Savings Banks, 

care of Dollar Savings Bank, New York, N.Y. 
John W. Sandstedt, executive secretary, National Association of Mutual Savings 

Banks, 60 East 42d Street, New York 17, N.Y. 
Clarence A. Bickel, chairman, National Association of Securities Dealers, Inc., 

care of Robert W. Baird & Co., Milwaukee, Wis. 
Wallace H. Fulton, executive director, National Association of Securities Dealers, 

Inc., 1625 K Street NW., Washington 6, D.C. 
Raleigh W. Greene, president, National Savings & Loan League care of First 

Federal Savings & Loan Association, St. Petersburg 1, Fla. 
Oscar Kreutz, executive manager, National Savings & Loan League, Ring Build

ing, room 907,1200 18th Street NW., Washington, D.C. 
Ben H. Hazen, president, United States Savings & Loan League, care of Benjamin 

Franklin Federal Savings & Loan Association, 517 Southwest Stark, Port
land 4, Oreg. 

Morton W. Bodfish, chairman, executive committee, United States Savings & 
Loan League. 221 North La Salle Street, Chicago 1, 111. 

Bruce E. Shephard, manager. Life Insurance Association of America, 488 Madi
son Avenue, New York 22, N.Y. 

Cecil Woods, president, American Life Convention, care of Volunteer State Life 
Insurance Co., Chattanooga, Tenn. 

Robert L. Hogg, executive vice president and general counsel, American Life 
Convention, 230 North Michigan Avenue, Chicago 1, 111. 

M. Albert Linton, president, Life Insurance Association of America, care of 
Provident Mutual Life Insurance Co., Philadelphia 39, Pa. 

CHAIBMEN OP THE FEDERAL RESERVE BANKS, MEMBERS OP THE FEDERAL ADVISORY 
COUNCIL 

Murray Hanson, General Counsel, Investment Bankers Association of America, 
1625 K Street NW., Washington, D.C. 

W P I W M^vn^rr?. nrp^'dent, Association of Stock Exchange Firms, 24 Broad 
Street, Ne™ York, NT. 
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R. M. Charters, executive secretary, Association of Stock Exchange Firms, 24. 
Broad Street, New York, N.Y. 

George Sherman, assistant vice president, First Boston Corp., 231 South La 
Salle Street, Chicago, 111. 

Douglas R. Fuller, vice president, the Northern Trust Co., Chicago, 111. 
Eugene Barry, Shields & Co., 44 Wall Street, New York, N.Y. 
Robert B. Rivel, assistant economist, the Chase National Bank, New York 15, N.Y. 
Col. E. J. W. Proffitt, Manufacturers & Traders Trust Co., 1 Wall Street, New 

York, N.Y. 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, May 28, 1952. 

The Federal Open Market Committee is undertaking a study of the technical 
and operational phases of the market for United States Government securities. 
As has been previously announced, the committee has appointed Mr. Robert 
H. Craft as technical consultant. 

The study is occasioned by the fact that in effectuating general credit policy 
the main reliance is now placed upon discounts and open market operations. 
The study is in the nature of a fact-finding inquiry as to the breadth and most 
efficient functioning of the market and is not concerned with questions of national 
credit, monetary, or debt management policy. 

The Federal Open Market Committee would like to have the benefit of the 
views of those most closely associated with this general subject. Enclosed is 
an outline of the scope of the study, which is designed primarily for your guid
ance. It is directed specifically to dealers in Government securities. We appre
ciate that there may be many phases of the study in which all of the recipients 
are not directly interested. At the same time it is realized that some of the 
recipients may wish to cover additional points, and it is not intended that the 
study necessarily be limited by the outline, which seeks merely to take account 
of various questions which have been raised from time to time but do not 
reflect any preconceived views of the committee. 

For the purpose of obtaining background material, consideration is being 
given to scheduling a series of informal discussions in Washington with those most 
actively interested in this subject. In view of the confidential nature of some 
of the material or opinions sought in the study, the discussions would, of course, 
be treated in that light. Since time would not permit discussions with all who are 
interested in varying degrees in this study we would welcome written responses 
from anyone on phases of particular interest to them. 

After you have had an opportunity to examine the outline, we would appreciate 
it if you will advise us of the extent of your interest in this study. 

Sincerely yours, 
W M . McC. MARTIN, Jr., 

Chairman, Federal Open Market Committee. 

INDIVIDUALS W H O RECEIVED, AS ADDRESSEES, THE EXPLANATORY LETTER AND 
OUTLINE OF STUDY 

C. J. Devine, Jr., C. J. Devine & Co., 48 Wall Street, New York 5, N.Y. 
C. F. Childs, president, O. F. Childs & Co., Inc., Board of Trade Building, 

Chicago, 111. 
Mr. Girard L. Spencer, Salomon Bros. & Hutzler, 60 Wall Street, New York 

5, N.Y. 
Rudolf Smutny, Salomon Bros. & Hutzler, 60 Wall Street, New York 5, N.Y. 
Emil J. Pattberg, Jr., executive vice president, the First Boston Corp., 100 Broad

way, New York 5, N.Y. 
Herbert N. Repp, president, Discount Corp. of New York, 58 Pine Street, New 

York 5, N.Y. 
Robert C. Morris, vice president, Bankers Trust Co., 16 Wall Street, New York 

15, N.Y. 
Arthur H. Kiendl, vice president, Guaranty Trust Co. of New York, 140 Broad

way, New York 15, N.Y. 
Alfred H. Hauser, Vice president, Chemical Bank & Trust Co., 165 Broadway, 

New York, N.Y. 
John H. Grier, vice president, First National Bank of Chicago, Dearborn, Mon

roe and Clark Streets, Chicago 90, 111. 
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Francis M. Knight, vice president, Continental Illinois National Bank & Trust 
Co., 231 South La Salle Street, Chicago 90, 111. 

M. G. Briggs, Briggs, Schaedle & Co., Inc., 44 Wall Street, New York 5, N.Y. 
Ralph W. Proctor, Harvey Fisk & Sons, 52 Wall Street, New York 5, N.Y. 
Walter Oppenheim, New York Hanseatic Corp., 120 Broadway, New York 5, N.Y. 
W. E. Pollock, W. E. Pollock & Co., Inc., 20 Pine Street, New York 5, N.Y. 
Maurice A. Gilmartin, Jr., Chas. E. Quincey & Co., 25 Broad Street, New York 

4, N.Y. 
J. B. Roll, J. B. Roll & Co., Inc., 1 Wall Street, New York 5, N.Y. 
Dominic W. Rich, D. W. Rich & Co., 31 Nassau Street, New York 5, N.Y. 
Walter Frank, manager. United States Government Securities Department, 

Schroder Rockefeller & Co., Inc., 61 Broadway, New York 6, N.Y. 
J. D. Gillespie, J. D. Gillespie & Son, Gulf States Building, Dallas 1, Tex. 
Nelson Asiel, Asiel & Co., 11 Wall Street, New York 5, N.Y. 
Harry Stuart, Halsey Stuart & Co., Inc., 123 South La Salle Street, Chicago, I1L 
James S. Baker, James S. Baker & Co., 40 Wall Street, New York 5, N.Y. 
Francis D. Bartow, Bartow Leeds & Co., 57 Williams Street, New York 5, N.Y. 
Aubrev G. Lanston, Aubrey G. Lanston & Co., Inc., 15 Broad Street, New York 

5, N.Y. 
Malon Andrus, J. G. White & Co., Inc., 37 Wall Street, New York 5, N.Y. 
Paul J. Mahoney, Paul J. Mahoney, Inc., 115 Broadway, New York 6, N.Y. 
Joseph King, Union Securities Corp., 65 Broadway, New York 6, N.Y. 
Jacob Stone, Asiel & Co., 11 Wall Street, New York 5, N.Y. 
James Mabon, Mabon & Co., 115 Broadway, New York 5, N.Y. 
Robert Moulton, R. H. Moulton & Co., 510 South Spring Street, Loe Angeles, 

Calif. 
Russell A. Kent, vice president, Bank of America N. T. & S. A., 300 Montgomery 

Street, San Francisco 20, Calif. 
L. Sumner Pruyne, vice president, the First National Bank of Boston, 67 Milk 

Street, Boston 6, Mass. 
Sheldon R. Green, vice president, the Chase National Bank, 18 Pine Street, 

New York, N.Y. 
Adrian M. Massie, executive vice president, the New York Trust Co., 100 Broad

way, New York 15, N.Y. 
W. Randolph Burgess, chairman of the executive committee, the National City 

Bank of New York, 55 Wall Street, New York 15, N.Y. 
Daniel W. Bell, president, American Security & Trust Co., 15th and Pennsylvania 

Avenue N W , Washington 13, D.C. 
A. L. M. Wiggins, chairman of the board, the Bank of Hartsville, Hartsville, S. C. 
George B. Kneass, vice president, the Philadelphia National Bank, 1416 Chestnut 

Street, Philadelphia, Pa. 
John M. Young, Morgan Stanley & Co., 2 Wall Street, New York, N.Y. 
Lee M. Limbert, Blyth & Co., Inc., 14 Wall Street, New York, N.Y. 
Robert B. Blyth, vice president, National City Bank of Cleveland, 623-*629 Euclid 

Avenue, Cleveland 1, Ohio. 
Milton C. Cross, Harriman Ripley & Co., Inc., 63 Wall Street, New York, N.Y. 

APPENDIX B 

ANALYSIS OF DISCUSSIONS ON SCOPE AND ADEQUACY OF THE GOVEBNMENT 
SECURITIES MARKET 

This analysis endeavors to evaluate the testimony and to reach some tentative 
conclusions as to the consensus of views presented by the various individuals in
terviewed on some of the more important aspects of the study. For this pur
pose, the analysis has been divided into four major categories: (1) The adequacy 
of the dealer organization to provide an efficiently functioning machinery and a 
broad market place for Government securities, (2) the relationship of the open 
market account to the market and to the dealer organization, (3) techniques 
governing open market account operations, and (4) organization of the open 
market account. 

Adequacy of the dealer organization 
The majority of the respondents advanced the view that the framework 

of the existing market mechanism is adequate to service the needs of investors 
efficiently and to provide a broad market in Government securities under normal 
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conditions. The amount of capital committed to the business was considered suf
ficient and it was indicated that any material increase in the number of dealers 
would tend to be cumbersome. This opinion also was substantiated by the non-
dealer bankers, who indicated that consideration from time to time of the forma
tion of dealer departments by the institutions they represented invariably had 
resulted in rejection of the proposal on the grounds, first, that the market was 
being serviced adequately and, second, that the volume of business and profit 
potentials were not sufficient to justify augmenting the existing machinery. 
It was further indicated that capital available to some of the larger dealer 
organizations is not being utilized fully at present. The impression was gained 
that, if the volume of trading were to expand and if the business were to become 
sufficiently attractive profitwise, more dealers and more capital automatically 
would be attracted. 

The difficulty of obtaining competent personnel was deemed to be a condition 
common to the financial community, because of the current preferences of college 
graduates for careers in nonfinancial fields. This, however, was not adjudged by 
the dealers to be a serious problem. 

Distinction was made between primary dealers, who generally make markets 
on a wholesale basis and maintain retail contacts with the larger investors, and 
secondary dealers, who perform more of a brokerage function and rely to a 
great extent on the primary dealers for execution of their orders. For the 
most part, respondents indicated that both types of dealers serve useful pur
poses in the marketplace. Local dealers are considered particularly helpful in 
providing coverage to some parts of the country which cannot be serviced eco
nomically by the primary dealers. 

Many of the smaller institutional investors are serviced by the larger corre
spondent banks, which in turn funnel this business through the primary dealer 
organization. Although there was some indication that expansion of this ac
tivity might be desirable, there was no evidence that smaller investors do not 
enjoy adequate facilities for transacting business in marketable Government 
securities. 

The Federal Reserve banks and branches probably could supplement the exist
ing system in servicing the smaller banks, but question was raised about the 
propriety of engaging in this activity and some expressed the opinion that ab
sorption of the cost of handling such transactions would constitute a subsidy 
which could not be justified. 

Considerable discussion by representatives of the New York Stock Exchange 
and by one stock exchange member firm was directed to the possibility of at
tracting odd-lot business to that auction market. Figures submitted by ex
change officials indicated that even during the most active years of bond dealings 
the volume on the exchange represented a very minor percentage of the total. 
Since the beginning of the period of pegged markets, however, Government 
bond business on the exchange has been virtually extinguished. This was 
directly attributed to the practice of the Open Market Committee of confining 
its business to over-the-counter qualified firms and apparent unwillingness of 
the account to transact business on the exchange. The existing exchange 
facilities appear to be well suited to the handling of odd-lot transactions, but 
stock exchange firms have been unable to compete effectively for this business, 
because of the fact that the over-the-counter firms generally are willing to 
absorb the costs of small-lot transactions as a side line to their regular business. 
In view of the unprofitability of the odd-lot business to the over-the-counter 
dealer firms, however, it is reasonable to assume that these firms would be 
anxious to cooperate in the development of a plan that would shift odd-lot busi
ness to the exchange. This is a problem susceptible to further study, but its 
satisfactory, solution would appear to depend in part upon the resourcefulness 
and ingenuity of exchange officials and interested member firms and in part 
upon the adoption by the open-market account of a different attitude should it 
become necessary in the future to engage in open-market operations in other 
than short securities. Some possibility of attracting additional business to the 
exchange lies in the establishment of a specialist system, which was a sugges
tion advanced by one dealer. That dealer also felt that there is a place for an 
auction market alongside the over-the-counter market. 

No apprehension exists about assuring adequate coverage for the weekly bill 
auctions. It was pointed out, however, that long holiday weekends during a 
tight-money period restrict nonbank dealers' willingness to bid for bills which 
may have difficulty in distributing immediately and are thus forced to carry at 
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a costly interest penalty. In such cases, dealers indicated that it would be help
ful for them to know in advance if repurchase facilities would be made avail
able. This subject will be discussed more fully under a separate heading. 

Diverse opinions were expressed about the desirability of establishing a func
tioning trade organization to formulate and effectuate a plan for uniform dealer 
practices. There now exists a dormant organization which could be revitalized 
if the need should arise, but in order to avoid any implication of Open Market 
Committee regulation, it was felt that the impetus for such a move should come 
from within the dealer organization rather than from the open-market manage
ment. In opposition to formulization of a dealer organization, possible legal 
entanglements were cited. 

Although the letter accompanying that outline of study specifically excluded 
any discussion of debt-management policies, this subject is so inextricably inter
woven with central banking functions that responses inevitably referred to it. 
For example, a number of dealers indicated that any inadequacies in the present 
market stem not only from some of the actions of the open-market account but 
result also from debt-managment policies pursued over the past several years. 
Emphasis was placed on the concentration of debt in short-term securities and 
the use of nonmarketable obligations as factors that tend to narrow the market. 
Others felt that the publicized rifts between the Treasury and the Federal Re
serve before the "accord" contributed to the impairment of confidence in the 
freedom of the market place and that this has not been fully repaired by the 
events since the "accord." There was general opinion, however, that the less
ened degree of interference since the "accord" has tended to strengthen and 
broaden the market for Government securities and that, as investors generally 
come to recognize that the Open Market Committee does not intend to inter
vene, the market will become increasingly broader. 

Relationship of the open-market account to the market and to the dealer 
organization 

With minor exceptions, the view was expressed that the objective of the Open 
Market Committee should be to reduce intervention in the market to an absolute 
minimum and that a free market without interference best serves a free economy. 

Both qualified and nonqualified dealers expressed a definite antipathy to any 
extension of policing or regulation of dealer activities by the open-market man
agement. In fact, there was almost unanimous opinion that the degree of control 
that had been exercised over the dealers in the past had exceeded the need. 

In specific reference to the standards for qualification, the view was expressed 
that too precise rules encourage circumvention and the adoption of devious 
tactics on the part of the dealers to the detriment of the entire market. More 
particularly, it was indicated that the imposition of restrictions on the operations 
of dealers tacitly implies the assumption of an unwarranted degree of responsi
bility on the part of the open-market account to protect qualified dealers against 
loss and, in fact, to relieve them as a special group from all of the extraordinary 
risks inherent in the business. 

One of the disadvantages attaching to qualification cited by most of the dealers 
is the serious handicap under which they are forced to operate during periods 
of refunding operations when rights values are being supported and at other 
times when quotations are being maintained at artificial levels by the open-
market management. Qualified dealers strongly objected to the fact that in 
these circumstances they were not only excluded from the privilege of disposing 
of the supported securities held in their own positions to the only buyer—the 
open-market account—but were prevented from selling these securities at any 
price to others, because of their tacit agreement not to trade below official quota
tions. In many cases their inability to deal during the period of support opera
tions forced the dealers subsequently to accept sizable losses. 

Serious complaints were lodged by nonqualified dealers in connection with the 
effects of open-market operations during the period of supported markets. Dur
ing that period they contended that inability to conduct business with the only 
purchaser—the open-market account—represented severe discrimination and 
forced the nonqualified dealers virtually to suspend operations or conduct their 
business consistently at a loss. In addition, these dealers pointed to the fact 
that they suffered loss of customer contacts which had been developed only over 
a period of many years of effort and service. The discrimination during that 
period was described by some as an operation in restraint of trade. Nonqualified 
dealers also considered it discriminatory for the open-market account to relieve 
only qualified dealers of their positions during periods of stress and to force 
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nonqualified dealers to accept the losses that resulted from the sharply lower 
level quotations subsequently posted by the Open Market Committee. As men
tioned previously, one stock exchange member indicated that the practice of 
confining open-market-account business solely to the over-the-counter qualified 
firms also had the effect of completely eliminating the exchange as a marketplace 
for Government securities. 

With further reference to the distinction between qualified and nonqualified 
dealers, respondents in all categories stated that some of the presently qualified 
firms do not appear to possess as many of the attributes for qualification as some 
of the nonqualified dealers. This emphasized the difficulty of formulating a set 
of standards that properly can be applied to permit sufficient flexibility in open-
market operations and at the same time avoid recurring criticisms of the nature 
that have been lodged in the past. 

Many supported the view that the distinction between qualified and nonqualified 
firms might have been necessary as a wartime expedient but that the need for 
this arrangement had long since expired. Some indicated that the present for
malized distinction should be abandoned entirely. 

Although close supervision and regulation of dealer practices were considered 
to be antithetical to the establishment of an efficiently functioning dealer organi
zation and to the creation of a broader market, there was general recognition of 
the need for a continuing liaison between the open-market management and the 
dealer organization. Most of the dealers indicated, however, that the regularly 
scheduled morning meetings prior to the opening of the market are not the best 
means of accomplishing this objective and, in fact, many thought that these 
should be discontinued. As a substitute, some suggested that the press type of 
meeting that had been employed on occasions in the past, and at which dealers 
met in a group with some of the top officials of the New York bank, would provide 
a medium for a more satisfactory exchange of views. In the intervals between 
such meetings it was suggested that individual dealers should be encouraged and 
should feel free to call on the account manager for the purpose of discussing 
any matters of mutual interest. 

There also was general support of the view that the open-market management 
should have access to whatever data is considered necessary and proper to aid 
in the efficient conduct of open-market operations. For example, disclosure to 
the open-market management of the general sources of buying and selling was 
deemed to be useful and proper information to assist the account manager in 
appraising market factors, particularly during periods of upset conditions. The 
dealers felt that disclosure of specific names was not justified in any circum
stance, however, and indicated that such description always should fall short 
of establishing the identity of the buyer or seller. 

Similarly, the need for apprising the open-market management of the size of 
dealer positions was recognized. It was suggested, however, that such informa
tion should be used purely for statistical purposes in evaluating money-market 
conditions. This objective could be achieved if figures on such positions were 
assembled by a source other than the management of the account and reported 
to the management of the account only in the aggregate. If handled in that 
way, the account management would not be open to the criticism that they were 
accepting responsibility for influencing individual dealer positions directly or 
indirectly. The general view was that the size of positions carried by any one 
dealer should be left to his independent judgment, limited only by access to 
private credit facilities. 

There were a number of other more or less isolated complaints lodged by 
both classes of dealers. These will be detailed in the summary and for the 
most part were based also on the period of pegging operations; thus they are 
not as applicable under present conditions. In this connection, it should be 
emphasized that most of the criticisms were ascribable to the difficulties of 
operating under the compulsion to maintain a fixed pattern of prices and rates. 
Relatively few of the respondents were critical of the personnel of the open-
market management, and most of these indicated that the inflexible system was 
largely responsible—that any personnel operating under such a system inevitably 
would be subjected to criticism. 

It was clear also that most of the problems having to do with qualification 
arose from the past techniques employed by the open-market account, which 
are treated more fully in the following section. In further support of the view 
that distinction between qualified and nonqualified dealers should be eliminated, 
it was stated that the open-market management should be free to transact busi-
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ness with those dealers who in the judgment of the management were best 
equipped to handle transactions for the account in the most efficient and least 
costly manner. I t was indicated that, if operations of the account were confined 
to more or less routine transactions in the short-term area, the need for requir
ing dealers to comply with a rigid set of rules obviously would be considerably 
diminished. For that matter, the same line of reasoning could be applied if 
intervention in other sectors of the market were at times considered necessary. 
In the event of a national emergency, rules governing dealers' conduct readily 
could be reinstituted if necessary. In the present situation, however, some felt 
that a more proper relationship between the open-market account and the dealer 
organization would be one that would conform as nearly as possible to that 
which exists between dealers and other customers. 

Techniques governing open-market operations 
Nonbank dealers presented a strong plea for the use of repurchase agreements 

to aid them in functioning efficiently in short-term securities. In substantiation 
of the need for repurchase facilities, these dealers pointed to the concentration 
of activity in the short-term market, the importance of that market in effectuating 
credit policy, and the frequent exorbitant cost to which dealers are subjected 
in carrying positions. With the abandonment of the call money post on the 
stock exchange dealers are forced to rely largely on the New York money market 
banks for credit facilities. Resort to out-of-town banks and to repurchase 
arrangements with corporations severely restricts flexibility, which is so neces
sary in dealing efficiently in short-term securities. 

Some opinion that repurchases tend to reestablish a peg in the market was 
refuted on the ground that the same objection was applicable to the discount 
rate. Dealers contended further that, if this objection had any validity, it 
could be overcome by the adoption of a flexible repurchase mechanism. Some 
advanced the line of credit theory as a means of assuring dealers in advance 
of bill auctions that they would not be too severely penalized in the borrowing costs 
during a tight money period. Others took the position that repurchase facilities 
should only be granted at the option of the open-market management but that 
advance notice of intention to make repurchases available should be eiven. One 
point of view in connection with a flexible repurchase arrangement was that 
the open-market account should be prepared to terminate or reinstitute repur
chases from day to day based on the open-market management's judgment of 
the needs of the market. 

The privilege of substituting securities as a means of enabling dealers to 
perform their normal market functions more efficiently was considered a de
sirable refinement. Under the present arrangement, dealers frequently are 
unable to meet specific market demand because of their inability to deliver the 
bills that have been sold to the Federal under repurchase agreement. Some also 
recommended that repurchase facilities should be extended to those presently 
nonqualified dealers who participate regularly in the bill auctions and who are 
adjudged by the open-market management to be real factors in the short-term 
market. Most of the bank dealers and nondealer bank representatives opposed 
the use of repurchase agreements on the grounds that they represent a form 
of pegging and that private credit extension is a banking system rather than a 
central banking function. 

Some of the dealers recognized the desirability of a device designed to avoid 
temporary excessively easy money conditions which occur during tax rate periods 
but felt that 1-day resale agreements were not feasible because such an invest
ment would not permit of any profit margin to the distributor. The subject, 
however, deserves additional consideration, and some means of private par
ticipation in Treasury overdrafts should be explored. 

Dealers, generally, stated that commissions on open market account transac
tions during the war and postwar years have been largely responsible for 
narrowing dealers' quotations. It was contended that the setting of low commis
sions on agency transactions for the open-market account encouraged unwilling
ness of investors to accept dealers' efforts to quote securities at more reasonable 
spreads. Recognized dealers, generally, felt that open-market account commis
sions were too small, especially in the case of short-term issues. It was sug
gested that commissions should be enlarged in order to permit dealers to transact 
open-market account business profitably and also to encourage customers to 
trade on spreads that would provide reasonable profit margins to the dealers. 
There also was dissatisfaction expressed that open-market account commission 
rates had been adopted arbitrarily and without consultation with the dealers as 
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to whether or not these rates represented reasonable compensation. The view 
was advanced that this inequity could be corrected by abandoning the practice 
of paying commissions on open-market transactions and by adopting the more 
general practice of trading with dealers on a net basis. That procedure also 
would eliminate the difficulties that the open-market account has experienced 
from time to time in operating on an agency basis. 

As a matter of operating technique, it was suggested that the open-market 
management might find it desirable at times to employ the services of only one 
dealer in connection with a specific transaction. Nondealers indicated that 
they had obtained better executions by lodging sizable orders with one dealer 
who was fully informed of the immediate aim of the investor. I t was suggested 
that this procedure might also be adaptable to open-market operations. 

The question involving the adaptability of the secondary offering type of tech
nique to open-market account operations was misinterpreted by most of the 
respondents. Those few who eventually came to understand that the question 
was directed primarily to operations in the short-term sector of the list conceded 
that the technique might have some merit. On the whole, however, there was 
little enthusiasm for this type of procedure. 

In the matter of the approach to broader techniques, the discussions clearly 
established strong sentiment for adoption of a set of ground rules that would 
conform to the principle of achieving as free a market as practicable—a market 
which under normal conditions would reflect solely the forces of supply and 
demand. 

In support of the free-market thesis, dealers pointed to the disadvantages and 
unfortunate consequences that had resulted from some of the techniques that 
had been employed in the past. Reference was made particularly to (1) the 
policy of distinguishing between selling sources, (2) unwillingness to purchase 
securities that had been acquired by dealers on a cash rather than a regular 
basis, (3) unannounced changes in technique, (4) methods employed during 
Treasury financing operations, and (5) "reluctant buying." 

It was indicated that refusal to take securities from dealers' positions at 
times when the open market account was maintaining an artificial level of 
quotations either encouraged evasive actions on the part of dealers, which they 
considered to be inconsistent with their functions, or resulted in the acceptance 
of sizable losses at the termination of a specific supporting operation. I t also 
was contended that the psychologic effect of distinguishing between selling 
sources among investor classes was to build up potential selling rather than to 
discourage selling. 

Dealers stated that unwillingness of the open market account to purchase 
securities acquired by dealers on a cash basis restricts dealers' ability to func
tion efficiently during a period in which they are increasingly becoming obliged 
to conduct cash transactions with customers. This objection did not extend to 
the suggestion that the Open Market Committee deal on a cash basis but rather 
that the Open Market Committee be prepared at such times as it is operating in 
a specific class of securities to purchase from dealers without distinction as to 
whether the securities originally had been acquired on a cash or regular basis. 
A few dealers suggested that the Federal also should be prepared to operate on a 
cash basis at all times but most recognized the mechanical obstacles involved. 

The frequently changing technique was described as a condition in which cer
tain buying levels had been established by the Open Market Committee early 
in the day, temporarily abandoned and reestablished, usually shortly prior to 
the close of the market. This created a great deal of confusion in the minds of 
dealers and investors. Dealers suggested that they could better serve the objec
tives of the account managers if they were apprised sufficiently in advance of 
a change in technique to permit them to comply with the objectives. 

With respect to refunding operations, the majority felt that only under condi
tions in which the Treasury recognized the needs of the market in the pricing 
of new and refunding issues could the dealers be expected to take positions in 
such issues and do the essential work of secondary distribution. I t was pointed 
out that, if the Treasury were consistent in pricing its offerings in a manner 
to generate natural premiums, the need for open market account intervention 
and underwriting would be obviated. In the event that the natural premium 
originally placed by the market on a refunding issue was not maintained, because 
of some unexpected development between the period of the anouncement of the 
terms and the closing of the books, some felt that the Federal would be justified in 
maintaining the rights value by direct purchase of the maturing issues at prices 
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tha t originally had been set by the market. Others indicated that, if possible, 
it would be preferable to support such offerings indirectly by placing additional 
reserves temporarily at the disposal of the banking system through purchase of 
short-dated bills; in the case of short-term refundings it was stated that the 
Federal indirectly could influence the price of the issue being offered by purchas
ing bills "down in rate" to the point that the issue being offered would become 
sufficiently attractive comparatively to assure success of the financing. An oper
ation of this nature would have the advantage of permitting the Open Market 
Committee to reestablish the former member bank reserve position with less 
permanent disturbance to the market. Many held the view that any attempt to 
establish artificially high rights value encouraged greater than normal selling 
and thereby added to investor attrition. From the dealers' standpoint there was 
dissatisfaction about the unwillingness of the Open Market Committee to buy 
from their positions during periods when the direct purchasing technique had 
been used. 

The principal criticism revolved about the "reluctant buying" technique that 
had been employed during periods of Treasury refundings and disorderly markets, 
The principal determinant of an orderly market was considered to be ability to 
consummate transactions at a price rather than the degree of fluctuations in 
prices themselves. This opinion was supported on the thesis that it is often 
better to allow an abrupt price decline and to support aggressively at the lower 
level than to engage in a step-like process of support. It was stated that the 
latter technique ordinarily contributes to a greater eventual price decline. Lack 
of orderliness was characterized more as the urgency of selling pressure and the 
volume ffl offerings than the degree of change in prices. Some felt that the 
System should confine its thinking to the correction of disorderly conditions 
rather than to the maintenance of orderly markets, because the term "orderly" 
connotes a market in which there is frequent intervention. One dealer charac
terized the most disorderly market in recent years as that which existed when 
the open market management was insisting on the maintenance of an artificial 
price level and simultaneously refusing to do business at that level. 

The "reluctant buying" approach during those periods was considered to be a 
self-defeating policy and one which should never be employed if the objective is 
to maintain a specific level of prices. Respondents emphasized that inability 
to trade on quotations within a reasonably short time invariably heightens the 
uncertainty in the mind of the investor and usually encourages him to attempt to 
sell a larger volume of securities than he normally would wish to sell if the trans
action were completed without hesitancy. It was almost unanimously recom
mended that, on occasions when intervention is necessary to correct disorderly 
conditions in the market or to support Treasury refunding operations, the open 
market account should adopt an aggressive policy by placing bids on as wide
spread a basis as possible. This, in the judgment of the respondents, would 
remove question from the minds of investors as to their ability to sell and thereby 
tend to discourage them from selling. It further was suggested that, during 
periods of market upset, the open market account should assume more prompt 
leadership by communicating its intentions to the dealers before the opening of 
the market. 

In general, respondents felt that the System would be called upon rarely, if 
ever, to intervene in securities with longer than 1-year maturity and that the 
only justification for System intervention would be to correct disorderly condi
tions in the market resulting from an emergency, such as an unexpected develop
ment in international relations. 

With two exceptions, respondents unanimously supported the view that the 
Open Market Committee should not operate in any manner to offset day-to-day 
fluctuations in the market and that without official interference the scope of the 
entire market would be considerably broadened. 

As justification for a free market, some respondents pointed to the surprisingly 
good behavior of the market in the period following the "accord." This was 
considered particularly significant when viewed in the light of the sudden and 
unexpected abandonment of the pegged policies to which the financial community 
had for so long become accustomed. 

In appraising the factors governing the present market, some comparison was 
drawn between the type of markets that existed prewar and that which exists 
today. Under present conditions, the large concentration of longer term market
able securities in the hands of sophisticated investors effectively precludes the 
possibility of market raids, rigging of prices, or abnormal gyrations. The general 
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investor consciousness of arbitrage possibilities tends to prevent other than 
temporary disequilibrium in prices between specific issues in one sector of the 
market. If left to the market mechanism, adjustment to a proper relationship 
should promptly occur. In general, the large concentration of holdings and in
creased investor astuteness are factors that naturally will tend to prevent inor
dinate price swings under normal conditions. 

Most dealers clearly indicated their unwillingness to take even modest positions 
in a supported market in which there is any uncertainty as to the degree of sup
port, pointing out that in such circumstances dealers function solely as agents for 
the open market account and not as dealers. On the other hand, if there were 
assurance that Federal operations would be confined to the short-term area except 
for aiding in Treasury financing and correcting disorderly markets, dealers, gen
erally, stated they would be considerably more willing to carry positions and op
erate more actively in the long-term sector of the market. They invariably 
pointed to the difficulty of exercising independent judgments when forced to 
operate against the unknown of the Open Market Committee when a frequent in
tervention technique was employed. The majority view was that the private mar
ket mechanism would be greatly strengthened and that the interests of the in
vestor, the dealer, and the Open Market Committee would be best served if open 
market operations were confined to (1) correcting disorderly markets, (2) aiding 
the Treasury in assuring successful refunding operations, and (3) effectuating 
credit policy and alleviating temporary money stringency through the medium 
of as short securities as possible. 

Organization of the open market account 
The majority feeling was that the present organization of the account is best 

suited to the needs of the Open Market Committee from the standpoint of provid
ing an information gathering post on market developments and of carrying out 
transactions for system account. This view appeared to be predicated, however, 
on the assumption that the account intended to continue to function much in the 
same manner as it has in the past, involving more or less frequent intervention in 
all sectors of the market for one reason or another. Those who responded to the 
question on the basis that future operations might be considerably more restricted 
indicated that there probably was no need for as large personnel as now exists, 
and some took the view that several people would be adequate to handle System 
account transactions and other general market information in the event that op
erations were confined solely to the short-term area. 

One respondent subsequently submitted a long memorandum, in which he rec
ommended that the open market account operation be transferred to Washington 
for the purpose of eliminating the lack of coordination between the Committee 
and the management of the account. Two other respondents suggested that, in 
order to establish more complete responsibility for open market operations where 
it is now vested by law—in the Open Market Committee—the account manager 
should be an employee of the Committee and made directly responsible to the Com
mittee, rather than an employee of the New York bank. 

APPENDIX C 

GROUND RULES 

The Federal Open Market Committee can make a major contribution to the 
-depth, breadth, and resiliency of the Government securities market by formulat
ing a general set of ground rules to govern its transactions in the market. 
Dealers cannot be expected to take positions and make adequate markets at 
their own risk in the absence of reasonable assurance as to the circumstances 
under which the Committee might intervene in the market, the purpose of the 
intervention, and the sector of the market in which such intervention would 
occur. 

One of the dominant facts which emerged from discussions with dealers and 
nondealers alike was the belief that real freedom does not yet exist in the 
Government securities market. Skepticism that the Federal Open Market 
Committee has abandoned the theory that the Government securities market 
must continue to be controlled within limits has not been dispelled. The fact 
that a deeper, broader, and more resilient market could best be achieved by 
reducing open market account intervention to a minimum was a point repeatedly 
emphasized throughout the hearings. 
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In a fully controlled market such as prevailed in earlier postwar years dealers 
are obliged to operate under serious handicaps. Under a policy of intervention 
dealers become brokers, are unable to perform their normal functions of making 
markets, rendering independent advice to customers, and engaging in normal 
arbitrage transactions. A natural corollary to a controlled market is the im
pairment of the health of the dealer organization because of removal of incentive 
and restriction on profits. These same handicaps operate, though in lesser de
gree, in a fluctuating market subject to intervention by the open market account. 
The mere fact that there is uncertainty surrounding the Federal Open Market 
Committee's attitude causes unwillingness on the part of dealers to carry posi
tions or to make markets. As dealers increasingly look to and depend upon 
System guidance, markets tend to become more limited and narrower. 

By nature, a guided market must rely on a closely knit System dealer or broker 
organization, e.g., a group of so-called qualified dealers. This raises accusations 
of discrimination by those dealers who are not eligible to conduct business with 
the Federal open market account. Investors likewise become inhibited because 
knowledge of System objectives is inaccessible to them and they are unable to 
appraise the significance of various account operations. 

There can be little question that dealers are capable of operating far more 
effectively if left to exercise independent judgments and to perform their normal 
functions, based on these judgments, without interference from the open market 
account. This was brought out time and again in the discussions. Dealers are 
much better prepared to accept the business risks inherent in a market that is 
governed solely by the interplay of demand and supply forces than in a market 
subject to the hazard of unpredictable Committee action. This hazard is great
est when intervention occurs in the intermediate and long sectors of the market. 
Certainly a strong, alert, and efficiently functioning dealer organization can best 
be promoted by abandonment of open market account intervention outside the 
very short category. 

The surprisingly good behavior of the market in the period following the 
accord is significant. I t substantiates faith in the ability of the dealer organ
ization to operate efficiently in flexible markets. This is particularly significant 
when viewed in the light of the sudden and unexpected abandonment of the 
pegged policies to which the financial community had for so long become ac
customed. Market experience since the accord does not, however, represent a 
fair test of the inherent breadth of a free market place. Even during this period 
dealer and investor activities have been continually inhibited by the fear that 
freedom had not been fully restored to the market. If assurance could be ob
tained that intervention would be held to a minimum and confined to the short-
term area, better market behavior could be expected in a technical sense, but, 
more important, System action could better be appraised and the Treasury would 
be provided with a clearer view of basic money market trends. 

There should not be too much concern over the success of attempts to raid the 
market in the absence of account operations. The large concentration of mar
ketable securities in the hands of sophisticated investors militates against the 
possibility of market raids, rigging of prices, or abnormal gyrations. The general 
investor consciousness of arbitrage possibilities tends to prevent other than 
temporary disequilibrium in prices between specific issues. If left to the market 
mechanism, adjustment to a proper relationship ordinarily will occur with rea
sonable promptness. 

There is danger that continuous intervention for the purpose of setting prices 
or yields may vest too great a responsibility in the hands of a few whose market 
judgments cannot usually be expected to be a satisfactory substitute for the 
composite judgments of the wide variety of market participants. As was pointed 
out, the Government marketable debt is held in considerable degree by any invest
ing group of unusual sophistication. This group also possesses the desirable 
characteristics of a wide and diversified economic and institutional interest. 

Obviously, somewhat more erratic movement of prices can be expected in a free 
market than in one that is subject to intervention, but the guidance of economic 
decisions by free markets is a characteristic that has effectively served the 
American economy and for which there is no satisfactory substitute. Moreover, 
the Government bond market cannot be isolated from other markets nor can its 
influence on the policies of all lending institutions be minimized. That has been 
amply demonstrated in the past. The fact is that rates for Government securities 
are closely related to and affect interest rates on all classes of loans and invest
ments. Indirectly the Government yield curve heavily influences policy decisions 
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and choice of investments by all lending institutions and ultimately capital 
commitments by all borrowers. 

Arbitrary System intervention in the intermediate- and long-term areas can 
hardly fail to create a degree of artificiality in those markets. Establishment of 
any artificiality in the level of prices or yields on Government securities inhibits 
investment decisions and inevitably obstructs the ability of the System to influ
ence financial institutions' lending policies. The results of a credit policy directed 
solely to controlling the volume and availability of credit can be much more 
accurately appraised. Only by permitting normal price and yield relationships to 
develop from an appropriate credit base can the value of an interest rate signal 
be realized. 

The view that a modest amount of intervention is not harmful cannot be ra
tionalized. The underlying situation is not corrected by such action. In fact, 
hy preventing normal demand and supply forces from establishing proper rela
tionships at a new price level such intervention tends to magnify the market 
imbalance. 

A controlled market also encourages participation by speculative interests in 
the hope of profit but with a guaranty against loss and also encourages banks to 
finance such positions. Speculative holders are the first to react to any minor 
adverse development in the market. This in turn magnifies any subsequent 
problem of support, leading inevitably to greater intervention. Exposure to the 
risk of day-to-day fluctuations inherent in a free market tends to eliminate this 
speculative element from the market. 

Perhaps an even more undesirable feature of System account intervention is the 
unsatisfactory position in which it places the Treasury- A System guided mar
ket seriously hampers debt management decisions. Only by permitting a market 
to develop from the free interplay of demand and supply forces can the Treasury 
accurately determine investor preferences. Beyond this, a policy of intervention 
inescapably results in the acceptance of continued System responsibility to under
write Treasury offerings that do not conform to investor preferences. 

It seems essential that every effort should be made to eliminate any basis 
for misunderstanding of Reserve banking functions and responsibilities. The 
Treasury should be fully apprised of what can be expected from the Federal 
Reserve System. Although progress in this direction has been made since the 
accord, there nevertheless exists a number of areas in which the working rela
tionship leaves something to be desired. The present would seem to offer a 
propitious opportunity to clarify the position, based on the experience since the 
accord. 

Decisions on which Federal Reserve credit policies are based must be subject 
to a variety of influences, such as the level and trend of commodity prices, the 
level of employment, the trend of credit demands, and uses to which bank 
and other credit are being put. Policy decisions to guide the timing and degree 
of credit actions cannot be governed by a rigid formula. From this it does not 
follow that, once policy decisions have been reached, effectuation of policy can
not best be achieved under a set of simple rules that are fully understood by all 
participants in the market. 

Factors to be considered in formulating such ground rules fall into four general 
categories: (1) The most appropriate and efficient methods for effectuating gen
eral credit policies, (2) methods to relieve purely temporary and self-correcting 
disruptions in the money market, (3) operations of the account in connection with 
Treasury financings, and (4) methods of dealing with disorderly markets. 
1. The most appropriate and efficient methods for effectuating general credit 

policies 
The case for believing that open market operations in support of general 

•credit policies can most effectively be carried out through the medium of very 
short securities—the nearest money equivalent—is persuasive. Account opera
tions normally confined to Treasury bills would permit much greater flexibility 
in open market account operations, with a minimum of disturbance to prices 
and yields on longer maturities, permitting them (a) to reflect the natural 
forces of demand and supply, and (o) to furnish a signal of the effectiveness of 
credit policy aimed primarily at the volume and availability of bank reserves. 

Treasury bills possess the unique attribute of near-term self-liquidating paper, 
in that they represent the one class of open market securities for which the 
Treasury does not offer a refunding issue in exchange. Rather, these are paid 
off at maturity and the Treasury's needs in the short-term category are re-
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plenished by new cash offerings of whatever amount is necessary to cover the 
Treasury's short-term money requirements of the time. Thus there is no com
pulsion on the System to replace any maturing issues of bills that are held 
unless general credit policy at the time dictates replacement. Unlike other 
issues, Federal Reserve participation is unnecessary to assure the success of any 
new issue of Treasury bills. The market for this type of paper is so broad that 
coverage of the auction is assured by other investors at whatever rate the 
market considers the paper attractive for investment in the light of prevailing 
credit conditions. 

The situation is quite different with respect to all other issues of market
able Treasury securities. So long as the Treasury is operating at an even 
balance or at a deficit, it usually is necessary to refund any other security by 
offering a new issue in exchange. In that circumstance and without regard 
to System policy existing at the time, the Federal Open Market Committee, 
practically speaking, is under compulsion to accept the refunding offer for 
any System holdings of the maturing issue, in order to avoid Treasury cash 
attrition. In effect, the System account thereby becomes a permanent holder 
as such securities are continuously refunded. In practice, therefore, acqui
sition by the System of any issues except Treasury bills results in a permanently 
frozen System portfolio and severely restricts flexibility in open-market op
erations to effectuate general credit policies. In the rare cases where a short-
term security is refunded with an intermediate or longer term bond, the 
open-market account becomes an involuntary investor in a class of security 
that is not appropriate for inclusion in its portfolio and one in which free
dom of action subsequently is even more severely restricted. The impact 
on the market of sales of intermediate and longer securities by the System 
tends to distort disproportionately an otherwise natural market level. 

All things considered, it appears that normal credit control functions directed 
primarily at the availability and volume of bank reserves can best be effectuated 
through operations confined to Treasury bills. Adoption of such a guiding 
principle for normal open market operations would go far toward eliminating 
all of the criticisms and handicaps that attach to intervention. For example, 
the basis for criticism that dealers' normal market functions are hampered by 
a policy of intervention in other issues would be eliminated. Operations con
fined to bills would remove the need for continuing a closely knit dealer organi
zation and would permit abandonment of the policy of distinguishing between 
firms that are and are not qualified to do business with the account. In such 
circumstance, the System would be free to conduct its business with those firms 
best equipped to function in the short-term market; more particularly, the Fed
eral Open Market Committee would be relieved of any responsibility for protect
ing the qualified dealer. 

One of the most beneficial results would be that the Federal Open Market 
Committee would be relieved of the necessity of involving itself in a discussion 
of technical methods of effectuating policy and would be able to devote its 
attention primarily to policy decisions with respect to the need for credit actions, 
based upon an appraisal of economic factors. Use of bills for effectuating 
general credit policies would permit of much greater flexibility in moving in and 
out of the market than would longer securities. The timing of the purchases 
and sales of longer securities is much more difficult because of the inability of 
anyone to appraise accurately the market effect of System operations. All too 
frequently the effects are out of proportion to the volume, solely because of the 
importance attached by the professional elements in the market to System opera
tions. For these reasons, operations in intermediate and longer term bonds 
might prove to be self-defeating from the standpoint of achieving the desired 
effect upon the volume and availability of bank reserves. 

#. Methods to relieve purely temporary stringencies in the money market 
Although sufficient experience has not yet been gained to warrant the adoption 

of a specific formula under which repurchase agreements would be made avail
able to dealers, some such mechanism appears to be best adapted for use in 
moderating purely temporary and self-reversing tight money periods, such as 
occur around tax dates and during temporary periods of currency expansion and 
decreases in float. Repurchase agreements would be especially useful over long 
holiday weekends when dealers are severely penalized in the interest cost differ
ential of carrying short securities. Repurchase agreements should be extended 
to all dealers who regularly participate successfully in the weekly bill offerings. 
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&. Operations of the account in connection with Treasury financings 
Obviously, the Treasury should be completely apprised of Federal Reserve 

policies and objectives at all times. This is essential to the formulation of 
intelligent long- or short-range debt management plans. 

Beyond this, the Treasury should be fully informed of the extent to which it 
can expect aid from the System in carrying out its cash offering and refunding 
operations. Here, two choices are available. The first assumes that the System 
should be committed to a policy at all times of underwriting Treasury financing 
operations by direct participation to the extent necessary. In the case of re-
fundings, this would involve the maintenance of a sufficiently high rights value on 
maturing securities to assure a minimum of overall attrition regardless of 
the natural preferences of holders of these issues. Of necessity, the maintenance 
Of a rights value sufficiently high to encourage holders to sell to the System 
tends to discourage other investors from purchasing rights at levels they believe 
to be attractive from those holders who may not wish to acquire the specific 
securities offered in exchange. Of course, the support of issues of comparable 
maturity to those being offered in exchange automatically creates an artificial 
level of rates and results in the acquisition of other securities into which the 
account is frozen. 

There are many other obvious disadvantages to such an approach. 
(1) It seriously hampers freedom of action in effectuating general credit 

policy. 
(2) It temporarily reestablishes a pegged market. 
(3) As pointed out previously, it tends to freeze the open market portfolio 

permanently into whatever securities have been purchased, because at maturity 
of the securities the committee is again expected to avoid forcing attrition 
and thus becomes obliged to roll over. Resale before maturity would involve a 
judgment as to timing and could not avoid disruption to the normal demand 
and supply relationships, in some cases in disproportion to the actual volume of 
sales. 

(4) It creates a false impression to the Treasury of the worth of Treasury 
securities and eliminates a guide to the Treasury of the classes of securities most 
sought after by investors, thus precluding an accurate appraisal of the ma
turity areas in which Treasury refundings or cash offerings could best be 
achieved. 

(5) It tends to encourage the Treasury to rely too heavily upon System support 
and thus tempts the Treasury to borrow at lower rates than the market justifies. 

(6) It eliminates dealers, as such, and turns them into brokers for the account. 
(7) Experience has indicated that System sales of securities that are ap

proaching maturity frequently are purchased by corporate and other nonbank 
investors who have a specific need for funds which coincides with the maturity 
of 4;hese issues. Thus such sales by the System frequently result either in cash 
attrition to the Treasury or subsequent reacquisition for System account. In the 
latter case, the System is obliged to roll them over into the new security that 
is offered in exchange at maturity. 

In summary, such a policy embraces a multitude of problems, but it points up 
particularly the difficulty of achieving the desirable degree of flexibility so 
necessary to the effectuation of credit and monetary policy. This factor has 
been apparent in recent refunding operations. The System has created reserves 
in the banking system contrary to general credit policies. It has either pur
chased rights during refundings at an artificial level or other securities of com
parable maturity to those being offered in exchange. These cannot be resold 
for the purpose of reestablishing the desired level of bank reserves (or borrow
ings) without unduly affecting the then existing structure of prices and yields. 

Responsibility for debt management decisions clearly belongs in the Treasury. 
As stated previously, the Treasury should be completely informed at all times 
of the current credit and monetary policy objectives of the Reserve System. The 
Federal Open Market Committee should accept no responsibility for initiating 
advice to the Treasury as to the terms of new issues that the Treasury con
templates offering either for cash or for refunding. The Federal Open Market 
Committee might be expected upon request of the Secretary to render advice 
to the Treasury, based on its best judgment of the attractiveness of any issues 
that the Treasury proposes to offer in the light of the Federal Open Market 
Committee's appraisal of market and credit conditions prevailing at the time. 
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Beyond this, the System should assume no responsibility for directly under
writing any issues offered by the Treasury. It would follow from this that 
the System would refrain from purchasing any maturing issues for which an 
exchange was being offered, when-issued new securities, or any outstanding 
securities of comparable maturity to those being offered for cash or refunding. 

Treasury offerings should be priced in line with market conditions and ex
pected credit policies of the System and be sufficiently attractive to assure ready 
market acceptance. 

Appropriate pricing by the Treasury can best be determined by announcing in 
advance the general terms of the issue to be offered, in order to give the market 
an opportunity to adjust to the impact of an additional volume of securities in 
any one maturity area. After sufficient time for such adjustment the specific 
terms should be announced, the books opened for subscriptions, and subsequently 
closed at the earliest possible time thereafter. This technique, which is par
ticularly important in the case of new cash offerings, would also be desirable in 
the refunding of a short security into a longer-term issue. 

Assuming that Treasury financings are sufficiently infrequent, it would not 
appear unreasonable for the Federal Open Market Committee to agree to suspend 
during these periods any open-market operations in which it normally might 
be engaged. Under such a commitment it might be agreed that the Federal Open 
Market Committee would refrain from any sales in the market beginning with 
the period of the Treasury's preliminary announcement of the general terms. 
Such commitment would permit natural market adjustment to the impact of 
the new offering. Further, it would appear that the only other justifiable devia
tion, least inconsistent with the rule of nonintervention, would be for the Federal 
Open Market Committee to assure the Treasury that it would take such steps 
as might be necessary to prevent a rise in open-market Treasury bill rates from 
exceeding the highest rates that had prevailed during the period between the 
preliminary announcement and the announcement of the specific terms. This 
commitment would promote arbitrage favorable to the offering. Such a com
mitment, however, would be in effect only during the period that the books were 
open. It would appear that this set of conditions would best assure proper 
pricing and successful offerings. 

As a corollary to the commitment to maintain bill rates, however, it also should 
be understood both by the Treasury and the market that once the subscription 
books had been closed the Federal Open Market Committee would be entirely 
free to engage in open-market operations to effectuate whatever credit policies 
it considered appropriate at the time without regard to the effect of such open-
market operations on the prices of the newly offered or any outstanding secu
rities. This would involve freedom to dispose of any bills that might have been 
acquired during the period that the books were open or a lesser or additional 
amount of bills that it might be necessary to sell to accomplish the objectives of 
credit policy. 
4. Methods of dealing with disorderly markets 

Intervention by the System outside the bill market should be strictly limited 
to the correction of disorderly conditions in the market To accomplish this, 
the directive to the manager of the open-market account should be changed to 
supplant the present directive of maintaining orderly conditions in the market. 
Since conditions of such disorder as to require account intervention are likely 
to be remote, judgment as to whether intervention is necessary probably should 
rest with the executive committee. The System account manager should be 
charged with the responsibility of informing the executive committee of develop
ments in the market that in his judgment would justify intervention. While 
it is not possible to set specific criteria of what constitutes disorderly conditions, 
it might be advisable for the Federal Open Market Committee to describe 
generally the type of circumstances which could be adjudged to constitute dis
orderly conditions in order to avoid the risk of too hasty intervention. 

CONCLUSION 

Adoption of the foregoing set of ground rules, as a basis for System open 
market operations, would go far toward solving the problems to which this study 
has been directed and to achieving a deeper, broader, and more resilient market 
for Government securities. 
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APPENDIX D 

CALL MONEY FACILITIES 

In the American money market of today there is no counterpart for the highly 
organized call money market which has been a principal feature of other great 
money centers, past and present. There is no place at the present time where 
a lender can offer temporarily idle funds for loan, confident that the loan will be 
well secured and that the funds will be available on demand completely at his 
convenience and option. Conversely, there is now no place in the American money 
market to which a dealer in money market securities can go for loans to carry his 
position, confident that with suitable collateral money will always be available 
to him on a completely impersonal basis, repayable at his convenience at any 
time, and at a cost which on an average will be reasonable as compared to other 
money market yields. In other words, there is no truly open market for call 
loans or demand money in the United States at the present time. 

The famous New York call loan market which was centered during the twenties 
at the money post on the New York Stock Exchange has disappeared. It long 
served as a medium for the employment of liquid funds and the adjustment of 
bank reserve positions. It ceased to operate in any important sense during the 
thirties when excess funds were so plentiful and so widely held that resort to an 
open market mechanism offered little advantage to either lender or borrower. 
It came to an official end in 1946 when its very convenient technical facilities 
for making loans and handling collateral were dismantled. 

Now that the long era first of huge redundant excess reserves and then of very 
low ,pegged interest rates has come to an end, the lack of an open market for call 
loans is being felt. Member banks outside the money centers, in the absence of 
such an outlet for short funds, offer money in the Federal funds market or invest 
|n Treasury bills.. Funds can only be put to work in the Federal funds market on 
a one-biisiness-day basis. The mechanics of bill purchase or sale, the minimum 
inescapable costs of handling the transactions, are such as to make this outlet 
unprofitable for money that will be available for only a small number of days. 
Large corporations and other potential nonbank lenders with temporarily idle 
balances face the same cost handicaps when they attempt to invest in very 
short-term bills. 

Nbnbank dealers in Government securities, on the other hand, in the absence 
of an open market for call loans, have found it difficult on a number of recent 
occasions, and even for some sustained periods, to borrow money except at rates 
which penalize their functioning as dealers. In addition to usual market risks, 
nonbank dealers have had to assume the burden of a negative carry on their 
portfolios at such times, and there has been a tendency for them to limit their 
participation in the market and to maintain very small positions. 

Such a dealer reaction naturally weakens the entire market in periods of strain. 
A market with depth, breadth, and resilience needs instead a dealer group func
tioning on completely different inventory policy. For such a market, credit must 
be available to dealers on terms that will permit and even encourage them to 
absorb a substantial volume of securities when market pressures are most severe 
as well as to hold large positions in short-term issues on a continuing basis. In 
terms of today's debt, a fully satisfactory market would probably require that 
dealer positions regularly run several times larger than in recent months. 

Some important elements of an organized call money market are already 
present in the current American money market. New York City banks have 
always felt a responsibility to the Government securities market and they offer 
loans to dealers on what is in many respects a call money basis. These banks 
use the Government security dealer loan as one instrument for adjusting their 
reserve positions. When a New York bank has surplus funds, it posts a lending 
rate designed to attract dealer loans; conversely, when its reserve position is 
deficient; it in effect calls dealer loans by posting a noncompetitive rate for new 
loans and renewals. With the development of sustained general tightness in 
the reserve positions of member banks, however, the New York banks have come 
under special pressures and the volume of money they have had available for this 
purpose, has in general not been adequate. Accordingly, their rates on loans to 
Government security dealers have frequently been substantially above market 
yields on short-term Government securities. As a consequence, dealers have for 
some time been cultivating additional money sources through a series of in
dividually negotiated customer transactions with larger banks outside New 
York and with1 some of their major corporate customers. 
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These facts suggest that some of the ingredients of a national call money 
market are forming under the pressure of need. There would seem to be con-
considerable scope, however, for further and more organized development. Cer
tainly, the present institutional gaps in the credit market are made clear by the 
fact that in recent months, when the money market has been tight, lenders 
throughout the country have been willing to hold bills and other short-term 
Government securities at considerably lower yields than the rates at which loans 
have been available to dealers, who offer these same Government securities as 
collateral and who assume the full risk of declines in security prices. Such a 
rate relationship may reflect the fact that many loan contracts with dealers 
have been on a customer basis in which the lender has not felt free to call in 
Tiis funds without concern for possible inconvenience to the borrower. The re
lationship would be an anomalous one, however, if the dealer loans were essen
tially impersonal and could be called completely at the convenience of the lender. 
Then the loans would in fact be more liquid than the securities. 

In a fully organized market, it would ordinarily be expected that the credit 
involving the lesser risk and greater liquidity to the lender would command the 
more favorable terms. In such a market Treasury bills should under most cir
cumstances yield more in the market than a dealer loan made on an impersonal 
call basis and secured by bills. Investment in bills carries some market risk 
should the funds be needed before maturity. The dealer credit is virtually with
out risk of any kind since even the risk of adverse changes in the market for bills 
is underwritten by the dealer's capital. Loan rates to dealers should be much 
lower than the market rate on bills when the money market is tightening, when 
bill yields are rising to previous peak levels, and when uncertainty as to possible 
future yield increases is widespread. In such a situation, if there were facilities 
for doing so, many investors who are ordinarily fully prepared to accept the 
market risk of holding short-term Government securities would doubtless be 
glad to accept a lower return on their money in order to shift to another the 
risk of further price declines. 

Except in a period of continuing ease, rates on dealer loans made on an im
personal call basis and fully secured by United States Government securities 
would tend to average below market rates on short-term Governments, provided 
there were an efficient mechanism for drawing call money together and making it 
available to dealers. Use of repurchase facilities would limit the upper range 
of fluctuations of such rates. 

Under normal conditions there would seem to be large amounts of funds 
throughout the country which could be marshaled by a properly organized call 
money market. Banks, including many of the thousands of smaller banks, and 
large corporations hold millions in secondary reserves or idle balances which, 
if employed, must be available on very short notice. Much of this money cannot 
ordinarily be invested to advantage in short-term Governments, since the un
certainty of the period for which it might be invested, together with the trouble 
and risk involved in investment, tends to outweigh the interest that might be 
earned. It could be made available, however, for loans which are fully secured 
and subject to immediate call. 

The potential supply of funds to a call-money market goes beyond this, how
ever. A number of nonfinancial corporations and outlying banks are presently 
attempting to maintain reasonably fully invested positions in short-term Govern
ment securities, although they may not have the skilled personnel needed to limit 
risk while taking full advantage of the investment opportunities. Such in
vestors might be better off to lend on call to Government security dealers rather 
than to hold securities themselves. On an average, a larger proportion of their 
secondary reserves could be safely invested in the day-to-day call loan. Thus, 
although they would ordinarily get a lower gross rate on a dealer loan than on 
the securities, the total net return to such lenders from the fuller use of their 
secondary reserve funds might well be larger in case dealer loans were available 
than the return they now obtain from more limited investment in Government 
securities. In addition, the time devoted by those who are following the Govern
ment securities market could be diverted to other activities. 

It seems clear that the existence of an organized call-money market would be 
a major factor in encouraging dealers to assume a more active role in the Govern
ment securities market, thereby enlarging the scope of that market It also 
seems likely that recent changes in the role of credit in the economy and the 
resulting greater need to economize on financial resources enlarges the potential 
demand for such an institution on the part of both lenders and borrowers. Banks 
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outside the money centers would find it very useful for close administration of 
their reserve positions. Business corporations would find it an outlet for surplus 
idle balances. New York City banks could service the loans for a fee. 

The feasibility of a call-money post using such arrangements was demonstrated 
by the experience with the post of the New York Stock Exchange in the twenties. 
In the money-post operation of that decade, the New York banks made the loans 
for their correspondents on an agency basis. Low-cost techniques for handling 
collateral, including the substitution of collateral, were worked out. Considering 
the greater ease of handling Government securities and the larger loan unit that 
might be used, it may be that even more efficient procedures could be developed 
now for loans to Government security dealers. It was also the experience with 
the old call-money post that this market provided banks with a very useful 
mechanism for the rapid adjustment of reserve positions and that it served as a 
ready outlet for idle business funds. 

It is fully recognized that one major question regarding the feasibility of a 
present-day call-money post for loans to Government security dealers would be 
whether lenders could safely depend on it as an adequate, consistent outlet for 
credit. Could such a call-loan market be large enough and stable enough to be 
a reliable mechanism for handling the secondary reserve positions of outlying 
banks? Obviously, a call-loan market of this size would require time for devel
opment. Dealers now are carrying positions which are small in relation to the 
size of the market. Nevertheless, in view of the fact that dealers are making 
outside arrangements for credit at considerable cost, it may be worth while to 
explore the possibility that an organized market might again be developed. 

COMMENTS OF THE FEDERAL RESERVE BANK OF NEW YORK ON REPORT OF THE 
AD HOC SUBCOMMITTEE ON THE GOVERNMENT SECURITIES MARKET 

PREFACE 

The Ad Hoc Subcommittee on the Government Securities Market addressed 
itself to a study of the market under the changed conditions that have resulted 
from abandonment by the Federal Reserve System of its support of a relatively 
fixed pattern of prices and yields, and to an examination of the relevance and 
adequacy of the Federal Open Market Committee's own procedures and opera
tions in the context of a market free to respond to changes in supply and demand. 
The report of the subcommittee emphasizes that the Federal Open Market Com
mittee should be in a position to operate promptly and in appropriate volume at 
all times without fear of disruptive technical repercussions on the market. This, 
it is suggested, requires a market characterized by "depth, breadth, and resil
iency." Consequently, the subcommittee says, "It is with these characteristics 
of the market that this report is mainly concerned." 

The subcommittee concludes that the best way in which the Federal Open 
Market Committee can promote the development of these market characteristics 
is to reduce its intervention in the market to the minimum required for the 
execution of monetary and credit policies. Furthermore, it recommends that 
such intervention be limited to short-term securities, preferably Treasury bills; 
that the operating techniques and relations with the Treasury of the Federal 
Open Market Committee be changed to conform with the principles of minimum 
intervention; that "ground rules" be made known to the dealers, which will 
henceforth govern the transactions of the Federal Open Market Committee with 
dealers; and that specific measures be adopted to facilitate the financing of 
dealers (and in this connection, revival of a call loan market be studied). 
Finally, "The subcommittee finds many anomalies in the structure and organiza
tion of the Federal Open Market Committee * * *" and recommends "that the 
Committee reexamine and review its present organization, and in particular 
that it consider the advantages and disadvantages that would ensue, were the 
manager of the open-market account made directly responsible to the Federal 
Open Market Committee as a whole, and not, as at present, responsible through 
the Federal Reserve Bank of New York." 

The Federal Open Market Committee, with the general concurrence of other 
officials of the System, has already moved a considerable distance in the direc
tion of certain of the recommendations. Other recommendations, however, raise 
a number of questions. Among them are the following: 

1. May not there be overemphasis on promoting the "depth, breadth, and re
siliency" of the market for Government securities as an appropriate aim of the 
Federal Reserve System? And will those characteristics, in fact, be promoted 
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at all times by minimizing System intervention in the market and by confining 
System operations to short-term securities? 

2. Are such market characteristics always essential to the effective execution 
of the monetary and credit policies of the System? Or may there, at times, be 
conflict between efforts on the part of the System to promote these characteristics 
and achievement of the aims of monetary and credit policies? 

3. Is limitation of Federal open-market operations to very short-term secu
rities necessarily consistent with minimum intervention in the Government secu
rities market in all circumstances? May not such limitation, in fact, require 
larger-scale intervention at times, with resulting unnecessary expansion in the 
volume of Federal Reserve credit outstanding? Also, may it not risk unnecessary 
repercussions and distortions in one sector of the market? 

4. In view of such questions, how far is it necessary or appropriate for the 
Federal Open Market Committee to go in making commitments limiting its scope 
of action for the future? 

5. (A related question) Are "ground rules" of the kind suggested necessary 
to enable dealers to operate effectively, and would they constitute any guaranty 
of dealer operations of such a character as to promote the "depth, breadth, and 
resiliency" of the market? Can we have be sure that they would contribute to, 
and not interfere with, the effectiveness of System operations? 

6. Would extension of repurchase facilities more freely to- the dealers be con
sistent with the principle of minimum intervention in the market? Or would 
it constitute a new and indirect form of market support? 

7. If the system of recognized dealers were abandoned, should the manager 
of the open-market account be left to decide in his own discretion with whom he 
will deal? Or what criteria should he observe in declining with whom he will 
deal? 

8. If the system of recognized dealers were retained, but the list of such dealers 
revised, what are the qualifications that should be observed in determining which 
dealers to "recognize"? 

9. If, in conducting certain special types of transactions, such as those designed 
to correct disorderly market conditions, the manager of the account is to do 
business with dealers outside the recognized group (if that group is continued), 
on what basis should he distribute the business? 

10. What advantages to the Federal Open Market Committee or to the System 
as a whole are expected to result from curtailing the sources of information avail
able to the manager of the account? What disadvantages might result? 

11. Is it correct to say that the aspects of the present organization of the 
Federal Open Market Committee mentioned at the bottom of page 85 are "anom
alous"? Or are there good reasons based on past experience for the present type 
of organizational arrangements? 

12. Are the presumed disadvantages of the present status of the manager of 
the account valid? Would it be a feasible and effective arrangement to have 
the manager of the account conduct day-to-day (and, in fact, hour-to-hour) opera
tions under the direction of the Federal Open Market Committee as a whole or its 
executive committee? 

These and related matters are discussed in the following pages in three main 
sections. Part I deals with broad questions of policy; part II with the details 
of procedures and relations with dealers; and part III with organizational 
arrangements for conducting open-market operations. A final section sums up 
the conclusions indicated by the preceding sections. 

I. THE SYSTEM'S INTEREST IN AND GENERAL RELATIONS WITH THE GOVERNMENT 
SECURITY MARKET 

Continued active interest of the Federal Open Market Committee and of the 
Federal Reserve System generally in the market for Government securities is 
inevitable, despite the withdrawal from active support of the market early in 
1951. That action could not mean complete divorcement of the System from 
any involvement with the market, since, as the subcommittee points out, the 
Federal open market account is still the largest single holder of Government 
securities. Not only do the System's open market operations have greater poten
tial effects on the market than those of any other investor (because of their 
effect on bank reserves), but even inactivity of the System account—in the form 
of declination to participate in arbitrage operations, for example—may have an 
important influence on the market. The "accord" had as its major objective 
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freeing the System, not to withdraw from the market entirely, but rather to 
operate in a manner consistent with the dictates of monetary and credit policy, 
and thus to restore open market operations to their potential position as the one 
most important instrument of System policy. 

Unquestionably, as the report of the subcommittee points out, effective execu
tion of open market policies requires a Government securities market of some 
"depth, breadth, and resiliency," yet there may be danger in going quite so far 
as the subcommittee has done in accepting the promotion of such market charac
teristics as a major objective of the Federal Reserve System. In order to promote 
them, the subcommittee proposes various commitments with respect to open 
market policies and operations which require the most careful consideration by 
the System to make sure that any such commitments, if adopted, would not prove 
a handicap in carrying out effectively the System's major responsibilities for 
monetary and credit policy. 

The market characteristics just mentioned, and repeatedly emphasized in the 
subcommittee report, unquestionably are desirable from the viewpoint of debt 
management, but is it equally clear that the interests of debt management an<I 
of monetary policy necessarily coincide in this respect under all circumstances? 
May it not, in fact, be more desirable from the viewpoint of monetary policy to 
inhibit some types of market activities at times—particularly those which tend 
to facilitate expansion of bank credit in periods when the System is endeavoring 
to restrain credit expansion? 

Still fresh in our minds is the extensive discussion of the question of shifting 
the public debt more largely into nonmarketable form and of compartmentalizing 
the debt to a much greater extent as a means of reducing potential offerings on 
the market of Government securities. It is true that such proposals were most 
relevant before the System had freed itself from the responsibility for maintain
ing relatively stable prices and rates in the Government securities market, and 
have become less relevant since the "accord." In any event, the subcommittee 
report reflects a strong tendency in the direction of broadening the market by 
permitting and encouraging the free play of the forces of supply and demand, 
rather than of recommending measures designed to narrow the market, and with 
that general tendency we would express no disagreement 

A related question, however, is whether to aim for a market which will be 
capable of absorbing the purchases and sales which the Federal Open Market 
Committee deems necessary or desirable to achieve a given effect on the reserve 
position of the commercial banking system with a minimum of price reaction in 
the Government securities market, or whether in some circumstances the Sys
tem's major objectives may not be promoted by the effects of its open market 
operations on prices of Government securities and the resulting impact on 
financial markets generally. The inhibiting effect of price reductions for market
able Government securities since the "accord" on the tendency of savings in
stitutions and banks alike to shift from Government securities to loans and 
investments for the financing of private activities is a case in point. 

But even from the viewpoint of promoting the "depth, breadth, and resiliency" 
of the Government securities market, it may be questioned whether the program 
suggested by the subcommittee, involving as it does assurances that the System 
will reduce its intervention in the market to a minimum and that it will limit 
its operations to very short-term securities, will be the most effective in all 
circumstances. For example, the assurance1 given by the System during World 
War II that it would maintain a fixed pattern of rates was probably more effec
tive than any other that could have been given in promoting the "depth, breadth, 
and resiliency" of the Government security market at that time. Undoubtedly 
there are a variety of circumstances in which many individuals and institutions 
would be attracted to Government securities if they felt confident that the 
System would act to maintain the prices of such securities, but would not want 
to assume the risks of price fluctations in a free market. Obviously, the sub
committee would not favor a return to such practices, even though failure to do 
so may sometimes result in a more limited market. 

Furthermore, the idea that the dealers will be encouraged to take larger posi
tions and to make broader and firmer markets, once the System gives assurance 
that it will stay out of all but the short-term sector* of the market, deserves 
scrutiny. The argument is that "a disconcerting degree of uncertainty exists 

1 There was no formal, publicly announced, assurance of this kind, but the System's 
actions were tantamount to such assurance. 

28-680^—'64—.vol. 3 34 
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among professional dealers and investors in Government securities with respect 
both to the occasions which the Federal Open Market Committee might consider 
appropriate for intervention and to the sector of the market in which such 
intervention might occur, an uncertainty that is detrimental to the development 
of depth, breadth, and resiliency of the market." It is hard to believe that such 
a degree of uncertainty still persists after 2 years in which intervention by the 
System in the Government securities market has been progressively reduced and 
for some time has been limited almost exclusively to short-term securities. 
Perhaps to some considerable degree this aspect of the report may already have 
become outdated. In any event, it must be remembered that the dealers are 
operating primarily with a view to making profits, and consequently that their 
inevitable tendency is to sell short and back away from offerings in a declining 
market and to extend their positions in a rising market. Thus, instead of exert
ing a stabilizing influence on the market, they tend to accentuate its swings— 
at least over short periods. Clearly it is the appraisals of the outlook for inter
est rates and security prices by dealers and investors, much more than any 
fear (or hope) of intervention by the System in the market for particular securi
ties, that determine the "depth, breadth, and resiliency" of the market at any 
given time. Fear of adverse trends, or uncertainty as to what the trend is likely 
to be, is the predominant reason for thin markets, rather than apprehensions 
concerning System intervention in particular sectors to limit price movements. 

From all this, the conclusion seems inescapable that the operating policies of 
the System most conducive to the market characteristics emphasized by the sub
committee will not always be those most conducive to effectuate monetary and 
credit policies. And, where the two considerations conflict, it must be assumed 
that the Federal Open Market Committee will wish to follow the course of 
action most favorable to the latter. It is on the basis of this assumption that 
the specific recommendations of the subcommittee should be examined. 

Assurances or commitments 
The major commitment which the subcommittee suggests as a means of elimi

nating uncertainty in the market with respect to the operating policies of the 
Federal Open Market Committee is "an assurance from the Federal Open Market 
Committee that henceforth it will intervene in the market, not to impose on the 
market any particular pattern of prices and yields but solely to effectuate the 
objectives of monetary and credit policy, and that it will confine such interven
tion to transactions in very short term securities, preferably bills." With the 
first part of this assurance we can readily agree, provided the objectives of mone
tary and credit policy are not interpreted too narrowly. The last part of the 
suggested assurance, however, is much more questionable. It is quite likely that 
in most circumstances the System will be able to attain its policy objectives by 
operating only in the market for Treasury bills and other short-term securities. 
I t is at least possible, however, that on some occasions the System might better 
be able to effectuate its policies by operating in other sectors of the market—even 
the longest maturities—depending on the economic conditions then prevailing, 
investor and market psychology and expectations, the structure of the public 
debt, etc. In most circumstances, when intervention in the long-term market by 
the System was considered appropriate or necessary, restriction of operations 
to short-term securities would probably either make the System's intervention 
ineffective or require larger scale intervention to achieve the objectives. 

To illustrate the last point, a situation such as that created by the outbreak of 
war in 1939 may be cited. This would come under the heading of a potentially 
disorderly situation, of course, and the subcommittee would doubtless agree that 
the System could not then have corrected conditions in the market by operations 
limited to Treasury bills. The bill rate was already close to zero and the banks 
held large amounts of excess reserves, so that there was little likelihood that 
injections of Federal Reserve credit into the short-term market could have been 
effective in remedying the acute weakness in the long-term market. It may be 
conceded that the same conditions are not likely to recur in the foreseeable future, 
but in the event of a sudden shock to the long-term market of such a nature as to 
call for intervention by the System it is probable that the only effective form of 
action would be to make purchases in that sector of the market. 

Furthermore, continuing operations to very short term securities might involve 
other problems. Frequently there is a heavy demand for such securities—for 
example, for temporary investment of corporation funds pending dividend and 
other disbursements!—and System purchases in that sector of the market might 
cause distortions in the interest rate structure and interfere with the legitimate 
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investment operations of others. I t is emphasized in the preface to the subcom
mittee report,' "that the possibility be minimized of disruptive technical market 
reprecussions from Committee transactions." Limiting the scope of System 
operations too narrowly might increase, rather than reduce, the likelihood of just 
such disruptive' repercussions. Bearing in mind the unforeseen developments 
that may arise in the future, it would seem better to keep a free hand to conduct 
System operations in such a way as to avoid distortions in the market and in the 
interest rate pattern which would serve no good purpose. 

Against the background of System account operations for some months past, 
the emphasis in the report on avoiding operations in longer term securities seems 
rather outdated. Probably some of those who appeared before the subcommittee 
and complained of various aspects of the System's open market operations were 
still thinking in terms of certain practices that were followed at the time when 
the System was endeavoring to maintain the stability of Government security 
prices with a minimum extension of of Federal Reserve credit. Surely, "the mar
ket" has now had enough experience with the System's changed operating policies 
so that trading in the intermediate and long-term maturities is no longer appre
ciably affected by any fear (or hope) of System intervention. 

But there are broader grounds for questioning the advisability of a commit
ment to operate only in the short-term market. First of all, there is serious 
question whether the facilities for market "arbitrage" are so highly developed, 
or could be, as to assure a smooth flow of reactions from any System action in 
the short-term area throughout the longer sectors of the market in all circum
stances. The subcommittee refers to operations in the short-term market as 
traditional central banking policy, but one of the major questions raised con
cerning traditional central banking policy concerns its ability to achieve the 
general restraint or ease intended solely through action in the short-term 
market.2 

The degree to which arbitrage operations between different maturities of 
Government securities or among different types of investments could be expected 
to prevent unnecessary price fluctuations or to encourage a freer flow of investor 
funds in the market for Government bonds is extremely uncertain. The record 
indicates that little may be dependably expected through movements of funds 
from short- to long-term Government issues. In fact, in the conditions of market 
uncertainty characteristic of an incipient disorderly market, short- and long-
term rates might be expected to move counter to each other under the impact 
of a disequilibrating, rather than an equilibrating, movement of funds. At 
periods of temporary money-market case or tightness, the resulting yield move
ments on short-term securities might encourage a trickle of funds into or out of 
longer maturities, but this marginal movement very probably would be insig
nificant in influencing long-term prices by contrast with the particular set of 
longer run expectations prevalent in the bond market at the time. These expecta
tions might or might not be pushing long-term prices in the same direction of 
movement prevailing in the short market. At several places in the subcommit
tee's report a close positive correlation is described between very short and 
long-term yield movements; the fact that such a correlation would be least likely 
to exist at some times when it was wanted and would be fortuitous, at best, at 
others casts doubt on the wisdom of relying upon short-term securities, and 
"market arbitrage," to effectuate all phases of open-market policy. 
Outstanding commitments 

In connection with the major "assurance" which it recommends, the sub
committee refers to two outstanding commitments "that may require interven
tion by the Federal Open Market Committee in other than the very short-term 
sectors of the market, and that may add to or subtract from reserve funds 
available to the market for purposes other than the pursuit of monetary policies 
directed toward financial equilibrium and economic stability." These are the 
commitment to maintain orderly markets and the practices involved in aiding 
Treasury refunding operations. (The latter, however, can hardly be called a 

2 This criticism was made strongly, for example, by J. M. Keynes in A Treatise on Money 
(1931), particularly In vol. II, pp. 362-63. In the preceding pages he referred to evidence 
taken from W. W. Riefler, Money Rates and Money Markets (1930), showing that changes 
in the short market at that time did exert some effect on the long market, but he ques
tioned whether such effects were adequate and dependable. Riefler himself said (p. 218), 
"Whether the effect of credit policy on money rates * * * could ever seriously affect the 
level of bond yields * * * raises a question * * * that does not lend itself either to 
categorical affirmation or denial." 
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commitment, since actual intervention by the System in connection with Treas
ury refundings has varied in recent months from very sizable operations to 
none.) With respect to the first, the emphasis within the System has already 
been shifting from maintaining orderly market conditions to preventing dis
orderly conditions, and formalization of the change, as suggested by the sub
committee, would seem quite appropriate. 

Consideration of the course of action most likely to be effective in dealing 
with disorderly market conditions, however, provides a good illustration of the 
questionability of a commitment to confine the System operations to short-term 
securities. If the disorderly conditions developed at a time when the general 
policy of the System was to restrain credit expansion, it would be most desir
able to hold the injection of Federal Reserve credit into the market to a 
minimum. But if the disorderly conditions were most acute in the long-term 
sector of the market, it is most likely that the greatest effect could be achieved 
with the smallest extension of Federal Reserve credit by operating directly in 
that sector of the market. In fact, it is questionable whether the desired 
results could be achieved at all by operating only in short-term securities. 
Furthermore, it is quite possible that the purchases of long-term securities 
could be offset by sales or redemptions of short-term securities. On the other 
hand, if an attempt were made to deal with the situation by buying only short-
term securities, no offsets would be possible—at least until after some consider
able lapse of time. 

As the second so-called "commitment," involving support of Treasury re
funding operations, the active participants in the market know by this time 
that intervention by the System cannot be counted upon, and presumably the 
Treasury has the same understanding. (In this instance, also, actual events 
may have overtaken the subcommittee's report.) Nevertheless, it may be 
worth considering in this case, specifically, whether it is desirable for the 
Federal Open Market Committee to make definite commitments as to what it 
will not do. In some circumstances the Committee might (provided the ma
turity distribution of securities in the Federal open-market account permits) 
find it advantageous to reduce attrition through swaps—on whatever price 
basis seemed appropriate—and to that extent reduce the need for subsequent 
Treasury financing and avoid unnecessary interference with the execution of 
the System's credit policy. In connection with certain refunding operations, 
it might conceivably be useful to have in the Federal open-market account 
more of a new issue than would be acquired through the direct exchange of 
existing holdings. Swaps to obtain the "rights" would not involve any exten
sion of Federal Reserve credit and, unless they involved depletion of the Sys
tem's holdings of maturities which might be needed later, would not interfere 
with the System's credit policy.8 

Repurchase facilities 
One recommendation of the subcommittee, which is classified among "operat

ing techniques," but which involves a matter of System credit policy, is the pro
posal "that repurchase facilities at an appropriate rate and with appropriate 
limitation as to volume be made regularly available to nonbank dealers over 
weekends." To be of any material assistance to the dealers, and effective in en
larging the market for Government securities, presumably the repurchase fa
cilities offered would have to be substantial. That might mean fairly regular 
extension of Federal Reserve credit at the option of the market, which would 
correspondingly increase member-bank reserves and reduce the need of member 
banks to borrow from the Reserve banks. In fact, the arrangement would prob
ably be used frequently to enable the dealers to make temporary purchases of 
securities from banks and thus to bolster their reserves during tight-money 
periods. Consequently, it might tend to undermine the System's credit policy at 
times when the System was trying to restrain credit expansion by forcing member 
banks to borrow in order to maintain their required reserves. Furthermore, 

* Incidentally, the danger that the open-market account might become frozen as a result 
of acquisitions of securities involved in refunding operations (discussed on pp. 85 and 36 
of the report) raises the question of whether more could not be done toward redistribu
tion of maturities in the account by responding to swap offers from dealers between Treas
ury offerings, if and when they suited our convenience. Such swaps (or practically 
simultaneous sales and purchases, sometimes involving different dealers) were made fre
quently in past years. Far from constituting undesirable intervention in the market, 
they frequently contributed to the "depth, breadth, and resiliency" of the market, and were 
advantageous to the System as well. 
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the fact should not be overlooked that extension of repurchase facilities to deal
ers constitutes, in effect, indirect intervention in the market and so tends to 
-conflict with the objective of promoting as free a market as possible. 

In general, it would seem more in keeping with the recommendation that in
tervention in the market be "solely to effectuate the objectives of monetary and 
•credit policy," to reduce any form of automatic access to Federal Reserve 
credit to a minimum. Difficulties experienced by dealers in financing their port
folios on satisfactory terms and their consequent unwillingness to buy additional 
securities may, in fact, be helpful in making restrictive System policies effective. 
This is another illustration of the way in which the objective of pfomoting the 
"depth, breadth, and resiliency" of the market may be inconsistent with the 
objective of pursuing effective monetary and credit policies. 

This discussion, however, should not be interpreted to mean that making 
repurchase facilities available to the dealers will never serve a useful purpose 
from the viewpoint of System policy. Unnecessary disturbances in the money 
market and wide fluctuations in interest rates caused by purely seasonal or 
other temporary phenomena serve no good purpose and can at times be avoided 
or minimized by opening the repurchase agreement window to dealers. But it 
would seem more consistent with the policy of limiting System intervention in 
the market "solely to effectuate the objectives of monetary and credit policy'" 
that it be done deliberately on the System's initiative and not as a matter of 
routine. 

Ground rules 
The suggested "ground rules" to be made known to Government security deal

ers to clarify the System's relations with the market involve mainly the assur
ances or commitments discussed above as well as the matter of repurchase fa
cilities. They also involve the specific relationships of the System with dealers 
which are discussed in section II which follows. Dealers, of course, would very 
much like the Federal Reserve System to telegraph its intended actions in ad
vance, so that they could conduct their affairs in such a manner as to maximize 
their profits and minimize their losses. They would like to be in the position 
of "shooting fish in a bucket," but there is no obvious reason why the System 
should cater to that desire. The more understanding and self-reliant among 
them do not expect anything of the sort, but realize that they must draw their 
own conclusions as to what lies ahead and assume their own risks in return for 
the profits they hope to make. The advisability or inadvisability of promulgat
ing any suggested ground rules will have to be decided, not on the basis of 
dealer preferences, but on the basis of the conclusions reached as to whether 
such rules would contribute to the effectiveness of the System's operations. 

There are times when uncertainty in the market as to what the System will 
do may be helpful in promoting the System's credit policy objectives. To illus
trate, if dealers are uncertain whether or not the Reserve banks will take Gov
ernment securities from them under resale agreement—over weekends or at any 
other time—they will be more cautious in buying additional securities; potential 
sellers will find that they cannot so readily convert Government securities into 
cash; and the System will avoid opening its doors to ready access to Federal 
Reserve credit. Such effects of uncertainty in the Government security market 
may at times be highly desirable from the viewpoint of monetary and credit 
policy, even though they may limit the breadth and activity of the market for 
Government securities. 

To the extent that is considered desirable to promote a better understanding 
of the general character of the System's operations that may be expected, may 
it not be better to convey to the market, through a consistent pattern of opera
tions, a good understanding of the general principles and procedures of the 
Federal Open Market Committee than to make specific pronouncements which 
might, in some circumstances, be unnecessarily restrictive and embarrassing? 
If the recent operating policies of the System are continued, operations in the 
short-term sector of the market will soon come to be regarded as the normal 
expectation, and it will be observed that operations in other sectors are under
taken only for good reasons. 

Relations with the Treasury 
Mr. Sproul's notes on this subject were presented at the meeting of Reserve 

bank president with members of the Board of Governors on January 27. A copy 
of his notes is attached as an appendix. 
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I I . SPECIFIC RELATIONS W I T H DEALERS 

General comment 
It is the view of the subcommittee report that, despite the presence of generally 

satisfactory organizational elements, the market currently lacks "depth, breadth, 
and resiliency" to the full degree that would be desirable for the efficient conduct 
of effective and responsive open-market operations. This condition, in the view 
of the subcommittee, is in part a product of the character of Federal Open Market 
Committee market relations which have, in the present context, become a barrier 
to the full development of the attributes considered necessary for an efficient 
market. The reasons for this, the subcommittee believes, are to be found in 
(1) the existing dealer-qualification procedures which, on the one hand, limit the 
advantages to the System accruing from the market's facilities and, on the other 
hand, inhibit the development and effective operation of dealer firms by denying 
to them the "privilege" and advantages of handling transactions for the System 
and obtaining credit though repurchase agreement, and (2) the operating tech
niques of the Federal Open Market Committee which involve paternalistic inter
ference with dealer activities and an undue "personal" intrusion in their opera
tions and business affairs. 

The specific recommendations of the subcommittee for remedial action in these 
general areas are reviewed and examined in this section. A few broad observa
tions appear to be in order, however, before turning specifically to individual rec
ommendations. The Federal Reserve Bank of New York recognizes much that 
is sound in the detailed proposals covering our specific relations with the dealer 
market. Many of those proposals are an acknowledgment of a changed situa
tion—a situation in which we have shed as much as possible of the role of price 
fixing in the Government securities market. Most of them are broadly consistent 
with the procedures followed over the past 20 months, since the "accord," by the 
Federal Open Market Committee and by the manager of the account in areas 
where he had discretionary authority. Hence, some of the practices and pro
cedures sin cried out for review and corrections have already been modified or 
discarded in response to new conditions in the Government security market and 
to the requirements of a more nearly traditional approach in the application of 
a policy of general credit control. To some extent, therefore, actual events have 
overtaken the subcommittee's report. Other proposals of the subcommittee have 
not been tried, or recommended for trial by the Federal Reserve Bank of New 
York because they either present no clear-cut advantages or raise new problems 
requiring further examination and experience for solution. 

It is important to bear in mind in considering this section of the report and 
the contributions to be expected from the proposed change in operating techniques 
that "breadth, depth, and resiliency" are not absolutely concepts as they relate to 
the Government securities market; they can at best be realized only in a relative 
sense and trains or progress to this end should not be bought at too high a price 
in terms of credit policy or by inviting new and possibly more difficult problems 
in market relationships and policv implementation. There must be assurance 
that the basis of the account's dealer relationship, if appreciably broadened, does 
not invite more, rather than less, activitv in the System account bv widening 
dealer access to Federal Reserve credit, that the Svstem has the technical infor
mation necessary to enable it to render informed judgments as to the need and 
the character and timing of operations in the market, and that it avoids the 
dangers of extreme reaction in attempting to be too impersonal in a market 
that is itself personal in character, based on the principle of negotiated trans
actions. 

Dealer qualification 
Thp ad hoc subcommittee finds no present or prospective justification for con

tinuing the present system of rigid qualification for dealers with whom the 
account will transact business and recommends that the system be dropped. As 
an alternative, the subcommittee suggests a revision in the list of qualified 
dealers and the abandonment of a policy of differentiating between qualified and 
other dealers in the case of repurchase agreements, purchases of "rights" (if any) 
in support of Treasury refunding operations, and transactions to correct dis-
orderlv markets. This is a case of Hobson's choice; to accept the second alterna
tive is in efFeot tantamount to concurring on the first, or basic recommendation. 

For a full understanding of the present qualification procedures a brief de
scription of its antecedent is necessary. The whole question of dealer relations 
was reexamined by the Federal Open Market Committee in 194E. Early in 1944 
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the Federal Open Market Committee formally approved the procedure cur
rently in effect governing System-dealer relations. In explaining that action 
in the Record of Policy Actions of the Federal Open Market Oommittee in the 
Annual Report of the Board of Governors of the Federal Reserve System for 
1944 the following statement is made: 

"The * * * action of the Federal Open Market Committee followed a thorough 
study of the relationships with the dealers and brokers through which trans
actions for the System open-market account were executed. The Committee felt 
that, although the informal arrangement that had existed previously was sat
isfactory for a period when the volume and amount of transactions for the 
System open-market account were relatively small, the increase in the activity of 
the account, and the likelihood that operations in very large amounts would 
continue during the remainder of the war and into the postwar period, made it 
desirable to place the existing relationships on a formal basis. The terms of 
agreement represents in substance the informal agreement that had been in 
effect between the Federal Reserve Bank of New York, as agent, and the dealers 
and brokers with whom the Reserve bank previously had transacted business for 
the System open-market account." 

Qualification procedures, involving dealer "recognition," in some form have 
always been used in dealing with the market. Formalization of those procedures 
in 1944, as the culmination of a thoroughgoing review in 1943 of the System-
dealer relationship, was not consciously or deliberately related to, or developed 
as an integral part of, the whole apparatus of pegged markets which reached 
its zenith some 4 years later. It was, on the contrary, recognition of a need to 
lay down principles governing operating procedures which would be understand
able and defensible in the circumstances then existing or likely to eventuate; 
and in serving that purpose it formalized and continued in operation a system 
of market contact that was originally set up at the Federal Reserve Bank of 
New York to serve the interests of credit policy. 

The Federal Reserve Bank of New York holds no brief for the present qualifi
cation procedures or for their maintenance on a formal footing. They are ad
mittedly imperfect procedures which have been under almost continous criticism 
and review at the Federal Reserve bank since their formal adoption. In con
sidering this aspect of the System's market relation the Federal Reserve Bank 
of New York does, however, start from the premise that some procedure for the 
designation or the qualification of dealers for transactions with the Federal 
Reserve banks is both necessary and desirable if our dealings with the market 
are to be handled in the most effective way. It is, therefore, no wholly con
structive or final solution to advocate the dropping of current qualification proce
dures ; for that course leaves unanswered more questions than it settles. 

The basic recommendation on dealer relationships in the ad hoc subcommittee 
report points up the need for a redetermination by the Federal Open Market Com
mittee, of its position on dealer qualification and a decision by it as to whether 
the details of System account contact with the dealer market are to be laid 
down by it, as a policy body, or are to be delegated to the Federal Reserve Bank 
of New York, chosen as the executive agent of the Federal Open Market Com
mittee, and the officer of the bank selected to serve as manager of the account. 
Once that basic question has been answered, there remain the subsidiary matters 
of appraising the advantages and drawbacks of a formalized procedure whose 
inflexibility precludes operations, in special situations, with some of the smaller 
dealers, as against an informal procedure with latitude for discretion in action. 
Finally, the Committee itself or the Federal Reserve bank, acting as the agent 
of the Federal Reserve System as a whole with the aid of the manager of the 
System open-market account, would be still faced with the task of developing 
workable criteria governing the choice of dealers eligible for handling transac
tions with the System open-market account. 

Either way, the "problems" of dealer-Federal Reserve System relations will 
not be easy. The Federal Reserve Bank of New York, as fiscal agent of the Treas
ury and in its agency capacity for various foreign central banks and others, will 
continue to be an important factor in the Government securities market and it 
will, through its directors, continue to make a determination with respect to 
those dealers through whom it is prepared, as agent, to execute orders in Govern
ment securities. Insofar as practicable, those procedures would have to be broad
ly consistent with those governing open-market operations if it were intended to 
screen from the market the account for which particular operations are carried 
out. On the other hand, if different procedures were used and if the market were 
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able to distinguish between transactions by the bank, as agent for the Federal 
Reserve System and transactions by it in its other agency capacities, dealers and 
others might continue to be dissatisfied and articulate in their criticism of the 
System on the grounds that its choice of dealers was a wholly capricious one. If 
any distinction is made between dealers serving the bank as it functions in its two 
leading capacities in the market, the question will inevitably arise in the public 
mind as to why two sets of standards are utilized. 

Whichever way these decisions may go, however, difficulties in connection with 
the question of qualification will be faced by the Federal Reserve Bank of New 
York and the Federal Open Market Committee in justifying whatever procedure 
is adopted governing their relations with dealers; for no matter what their for
mality or their informality may be, or their criteria or the lack of them, those 
procedures will inevitably involve the recurring questions of the marginal firm 
and the equity or justification of excluding it. We shall always have the problem 
of differentiating between one set of dealers and another on some basis. For even 
if there is no list of qualified dealers, the bank cannot do business with everyone 
all the time. That would be an administrative impracticability. How, then, shall 
the bank distribute its business ? There will have to be some principles, and their 
effect will have to be to include some dealers and exclude others, whether that is 
formalized as a qualification procedure or not. 

The alternative to discarding existing qualification procedures presented by the 
subcommittee, i. e., revision of the list of qualified dealers, and limited qualifica
tion of "nonrecognized" dealers—presumably any dealer—for certain types of 
transactions, is not a promising line of approach. Under existing practice, the 
qualification procedures are applied by the manager of the account. By and large 
the factors to be taken into account in determining qualification have been ap
plied with reasonable flexibility and all decisions by the manager have received 
Federal Open Market Committee approval. It is true that there is some room for 
revision of the list of presently qualified firms within the existing framework, 
but any such revision might, if based on stricter interpretation, result in a con
traction rather than an expansion in the number of dealers serving the account, a 
course which would presumably be at cross-purposes with the objective of the ad 
hoc subcommittee. To do otherwise would be to vitiate the standards, and then 
new ones would have to be substituted. The subcommittee does not suggest any 
different standards. Consequently further study of that question will have to 
await the development of substitute criteria. 

Related to the suggestion for a revision in the list of qualified firms is the rec
ommendation that the account undertake transactions—to the extent that such 
transactions are called for—with dealers, other than those qualified, in the case of 
transactions in "rights" to support Treasury refunding operations and to correct 
disorderly markets, and to enter into repurchase agreements with all dealers who 
participate regularly in the weekly bill auction. Taken collectively, these are, of 
course, important areas of System intervention, although each is of shifting rela
tive importance, repurchase agreements being currently the most significant. 
Viewing the use of repurchase agreements as an orderly market operation, this is 
little more than a recommendation that the System use various dealer groups on 
the basis of a functional distinction in System open-market operations which 
would limit outright transactions for purely credit purposes to qualified firms. 
This dual standard of qualification in questionable, for it breaches the qualifica
tion procedure not for the purpose of promoting the System's major policy objec
tives, but for the sake of secondary purposes—for what are, in effect, "orderly 
market" operations and support of Treasury financing. It would seem preferable 
from the standpoint of the market and the System to have a uniform, defensible, 
and easily understood procedure for all transactions under Federal Open Market 
Committee direction. 

Operating techniques 
Under the heading of "Operating Techniques" the subcommittee report recom

mends the discontinuance of the following practices: 
1. "Reluctant buying" ; 
2. Agency transactions for the System account; 
3. Refusal to purchase "rights", to the extent that any "rights" are pur

chased, from dealer positions as well as from customers; and 
4. Refusal to buy bills acquired by dealers on a cash basis. 

These proposals for change in operating procedure are among those which 
have now been overtaken by actual events insofar as their immediate application 
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is concerned. The practices cited were initially undertaken at different times 
in the past for valid reasons with the knowledge or approval of the Federal 
Open Market Committee, but have since been virtually abandoned as operating 
techniques following "accord" with the Treasury and the subsequent develop
ment of a freer market for United States Government securities. In general, 
the recommendations in this section of the report represent desirable procedures 
at this time which are in conformity with current practice but it would seem 
that there are not, and probably cannot in practice, be any ironclad rules govern
ing Federal Reserve System open market techniques under the full range of 
unpredictable market circumstances and credit policy problems arising out of 
alternating programs of restraint, neutrality and ease. 

"Reluctant ouying."—The subcommittee favors the complete abandonment of 
"reluctant buying." The practice of "reluctant buying" predates World War 
I I although it found its most extensive use during the periods of heavy support 
of the long-term market at fixed prices in the early postwar years. I t was used 
primarily in dealing with sophisticated investors who were large holders of 
Treasury bonds and who were anxious to sell but were not easily stampeded by 
rumors. Its use was based on the belief that it was the best way to hold the line 
on security prices without unnecessarily large expenditure of Federal Reserve 
credit. Support operations, to which this practice was primarily related, have 
long since been abandoned. If applied to operations undertaken to correct 
disorderly market conditions, the recommendation for "aggressive" as opposed to 
"reluctant" buying may require further consideration. 

In certain types of situations "reluctant buying" rather than "aggressive 
buying" can be a technique which tends to support rather than defeat a restric
tive or neutral credit policy. There would appear to be no immediate use for 
this device as an operating procedure in the context of current credit policy 
and prevailing market conditions and, therefore, it would seem unwise to ad
vocate either "reluctant" or "aggressive" buying at this time. The use of either 
technique in the future, as in the past, should depend on the circumstances and 
on other System policies. 

Abandonment of transactions for the System account on an agency oasis.— 
The subcommittee recommendation that "agency transactions be abandoned and 
that the account conduct its transactions with dealers as principals on a net 
basis" seems appropriate so long as open market operations are limited almost 
exclusively to the execution of credit policy. When the System is undertaking to 
provide the banks with additional reserves through open market operations, there 
is no apparent reason why it should matter whether the securities come from 
the portfolios of dealers or from investors so long as the price is satisfactory. 
I t is essentially a practice that has primary reference to price support activities 
and not the realization of credit objectives. 

In the pre-accord years, the Federal Open Market Committee showed a pro
nounced preference for effecting transactions with dealers in United States Gov
ernment securities acting as agents rather than as principals. The Committee's 
concern with the capacity in which a dealer acted in connection with a System 
transaction was an outgrowth of the increase in the public debt, an expansion 
in over-the-counter activity in Government securities and the need for more active 
participation by the System in the market in connection with wartime rate 
stabilization operations. It reflected, in part, an effort to limit dealer revenues 
arising from System operations and, to that extent, to encourage the conduct of 
business "away from the System*' insofar as commissions might be an influence. 
The practice was continued in the postwar years along with market stabilization 
policies. At a meeting on June 10, 1946, the executive committee of the Federal 
Open Market Committee decided that transactions in which a dealer was acting 
as principal should be limited to exceptional cases. Two years later further con
sideration was given to the question of agency and principal transactions, and at 
the meeting of the Executive Committee on May 20,1948, it was decided to permit 
transactions in Treasury bonds between the Federal Reserve Bank of New York 
and qualified dealers, with the dealers acting as principals rather than as agents 
in cases where it appears desirable, in the interest of maintaining an orderly 
market, to avoid identification by the market of System operations. The latter 
action reflected only a nominal relaxation in the Committee's preference for 
effecting transactions with dealers on an agency basis. 

Agency transactions by the dealers worked well in a supported market when 
the System was dealing with a "residue" which was in reality a large part of one 
side of Ihe market. But it has little relevance to the present market and the 
effort of the System to regain initiative over the availability and supply of re-
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serves on the basis of its own criteria. Actually no transactions have been made 
on an agency basis for over a year except those connected with the support of 
certain Treasury refundings where it was desirable to limit the dealer incentive 
to buy "rights" for resale to the System account. 

In line with the subcommittee's recommendation, it would appear desirable in 
terms of both policy execution and market mechanics that the current direction 
from the Federal Open Market Committee regarding transactions for the account 
on an agency basis be revoked and that in lieu of it the manager of the account 
be granted full discretion as to whether System open market account transac
tions are to be conducted with dealers acting as principal or as agent. 

Purchase of "rights" from dealer position.—The subcommittee report recomr 
mends that if "rights" are acquired during Treasury refunding operations they 
be purchased from dealers without regard to whether or not they come from 
dealer positions. In considering this proposal it should be said that the manager 
of the account has never followed a specific policy of deliberately abstaining from 
purchasing "rights" from dealer positions. In fact, transactions in support of 
Treasury refunding operations have more often than not included purchases of 
"rights" from dealer positions, depending upon the particular circumstances 
governing the refunding operation. The manager has felt justified, on occasions, 
in refusing to relieve dealers of all "rights" offered to the account for sale in 
this situation where— 

1. the dealers needed to be reminded of their stake in the market and of 
their responsibility as dealers to carry in position reasonable amounts of 
such "rights," and 

2. it was necessary to avoid exploitation of System operations in support 
of Treasury refundings by dealers who had acquired "rights" on a specula
tive basis in advance of such refunding operations and later attempted to 
unload on the Federal those "rights" when the anticipated demand for the 
new securities into which the "rights" were exchangeable failed to develop. 

Such occasions arose mainly when the System was pegging rates, and the deal
ers were understandably unhappy over the responsibility placed upon them for 
sharing the task of maintaining the market. 

Recent practice of the System in supporting Treasury financing operations 
(when there has been such support) by either paying only par or a nominal 
premium for "rights," or by limiting such support to Treasury bills and the use 
of repurchase agreements, should remove any hope that the System will, in the 
future, buy "rights" on a basis that would guarantee a quick profit. In these cir
cumstances it is not likely that the dealers would acquire substantial amounts of 
"rights" for their own accounts until it is clear that the new securities would sell 
at appreciable premiums within a reasonable period. Consequently unless some 
unforeseen development should occur to change that expectation, they would 
be unlikely to press their "rights" on the system and if such a development 
occurred there would seem to be no reason why the System should not take 
"rights" from dealer positions as readily as from anyone else. 

It seems clear that a fixed refusal to buy "rights" from dealer positions is in 
principle an undesirable procedure at this time. 

Refusal to buy bills acquired by dealers on a cash ba$is.—The subcommittee 
recommends the discontinuance of a refusal to buy bills acquired by dealers on 
transactions for cash delivery. This practice was adopted at a time when the 
System was supporting a fixed structure of rates based on transactions for 
regular delivery and attempting to maintain reserve positions conducive to 
market stability. It was, therefore, trying to avoid market practices which 
would tend to cause sudden fluctuations in bank reserves (particularly of the 
money market banks) to which open market operations could be adjusted only 
with a short timelag. Since the System is no longer supporting a structure of 
rates and attempting such day-to-day stabilization of reserve positions and 
money market conditions and, in general, buys securities only to meet somewhat 
longer run needs for reserves, the System account no longer refuses to buy bills 
on the grounds that they have been bought by dealers for cash delivery. Accord
ingly, the subcommittee's recommendation that this consideration now has no 
place in the conduct of the System open market account gives appropriate recog
nition to current practice. 

Information from dealers 
Another phase of dealer-Federal Open Market Committee relations which 

is the subject of criticism and of recommendations by the subcommittee con-
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cerns the personal contact with, and the information obtained from, dealers in 
Government securities. I t is the view of the subcommittee that the existing 
relationships between the System account and the dealers are not as impersonal 
as is desirable now that the Committee is no longer trying to peg prices and 
yields on Government securities and, further, that the manager of the account 
obtains from dealers information that is unnecessary in amount and too complete 
as to detail for his needs in the day-to-day operation of the account. As a 
corrective, the report recommends— 

1. that the morning conferences with the dealers be abandoned, 
2. that no effort be made at the trading desk to identify customers of 

dealers. 
3. that independent reports of individual dealer positions and trading 

volume be prepared by some officer of the System other than the manager 
and only the aggregate of volume and position for all reporting dealers be 
turned over to the manager, and 

4. that the present practice of asking dealers to report transactions in 
detail during the trading day be discontinued. 

These proposals reflect the view that in the overall framework of the sub
committee's recommendations there is, or will be, less need for market infor
mation as a guide to the successful conduct of open market operations. There 
is also implicit in these proposals the belief that there is no need for more than 
a restricted contact on the part of the management function with dealers and 
that it would be desirable to eliminate any possibility of undue interference with 
or improper influence over the dealers, on the one hand, and the opportunity, on 
the other hand, for loose inferences by them regarding the policies of the Federal 
Open Market Committee. These recommendations are discussed in the following 
paragraphs. 

Morning conferences.—An important phase of the bank's contact with the 
market consists of daily conferences prior to the opening of the market at 10 
a.m. between representatives of qualified dealers, appearing on a rotating sched
ule, and those officers directly responsible for the conduct of open-market 
operations. At these conferences, the representatives review the more important 
developments in the market, summarize their transactions and pass on to the 
officers of the Reserve bank any comments they wish to make or any suggestions 
that they have gathered in their conversations and contacts with the invest
ment public in general. These conferences serve to amplify the bare statistics 
of the written reports and offer a closer, somewhat more intimate sidelight on 
a firm's policy and on the market's general psychology. Recently attendance 
a t these meetings has been curtailed and only one, or at most two, officers of 
the New York bank are in attendance. The fact that no notes are now made 
or kept of the interviews should help to allay possible feeling among the dealers 
(if it exists) that the information they furnish may be subject to improper use 
or incorporated in a formal record. 

These meetings are of long standing—they were started many years before 
there was any thought of pegging the market for Government securities. Their 
original purpose was to keep the manager of the open-market account and the 
principal officers of the System well informed on developments in the market, 
and to enable them effectively to respond as fiscal agent to requests from the 
Treasury for advice concerning its public debt operations. There is no reason 
to believe that these morning conferences gave rise to objections from the deal
ers prior to the postwar period of support operations, and until the report of the 
ad hoc subcommittee appeared we did not know that they were resented in the 
more recent period. Presumably the officers of the System should continue to 
keep well informed, for the reasons mentioned above, if for no other. 

In the absence of such conferences it is believed that dealers would, as in the 
past, call upon the manager of the account in person just as they now make 
regular calls at the offices of their customers and others in the pursuit of infor
mation and business. Such occasional informal and unscheduled interviews, 
while they have their place, would not seem to be an adequate substitute for 
regularly scheduled morning conferences of the kind now held. The question 
whether to discard or retain this point of contact with the dealers turns on 
whether the dealers wish voluntarily to continue the meetings and wheher such 
meeings contribute enough in the way of market information and policy guidance 
to justify their continuance by the manager of the open-market account. The 
answer to the latter question will, in turn, depend on whether the operating 
officers of the System charged with the responsibility for the conduct of open-
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market operations can keep easily and adequately informed through their other 
contacts with the dealers. I t is the opinion of the operating personnel at the 
New York bank that these interviews serve a real purpose and meet a real need 
as a source of information for the execution of open-market policy and for reports 
of conditions in the money market and the Government securities market which 
are made on both a formal and informal basis to the Federal Open-Market Com
mittee, the Treasury, and the Board's staff. They enable the omcers to main
tain contacts on a much more efficient and less time-consuming basis than would 
be involved if the sole source of contact were visits from individual dealers at 
various times during the working day. For these reasons, the bank cannot 
agree with this recommendation. I t wonders how general was the criticism of 
the morning meetings and what were the specific grounds of criticism. 

Identification of dealers1 customers 
The report recommends that the information concerning dealers' operations 

obtained at the trading desk be restricted so as to prevent identification of indi
vidual customers. This recommendation evidently refers to past operations by 
the System account during periods of fixed-price support when at times the Sys
tem tried to avoid unnecessary purchases of large blocks of securities from 
individual investors. Under the policy of fixed-price support and a practice of 
"reluctant buying," occasional attempts were made by investors and by others 
to liquidate blocks of securities by dividing large offerings of such securities into 
smaller amounts among various qualified dealers. In a number of cases this led 
to the identification of customers by the manager through indirection; the name 
of the seller was not requested, but the identity was made clear by qualified 
dealers who were attempting to cooperate. 

The needs of the System in this connection are adequately met by obtaining 
general information regarding classes of investors rather than the names of 
individual investors. As the subcommittee indicates, System personnel should 
not and do not currently ask for the latter type of information. 
Independent tabulation of reports of dealer positions 

The subcommittee recommends that reports on dealer positions be collected 
by an officer of the System, other than the manager of the account, and that only 
the totals of such positions be furnished to the manager. This is, like the ques
tion of dealer conferences, a matter of judgment as to the amount and character 
of information necessary for the effective conduct of open-market operations, 
whatever their specific purposes. The manager has received and compiled this 
information since the decade of the thirties from the dealers who were qualified 
or recognized, as well as from others who voluntarily submitted detailed data 
regarding their trading volume and position. The manager has found this infor
mation of basic value in the effective management of the account in the various 
circumstances and conditions prevailing in the past. It is important in judging 
the degree of self-interest in dealer opinions regarding the position of the market 
at any given time and in judging the need for repurchase agreements. And it is 
also helpful as a guide to future developments and a useful key to market psy
chology and the role of individual dealers in its formation. This is not to say 
that the information is needed and used daily, but only that there are times 
when it can be critically important. 

Information on individual dealer positions is an integral part of the whole 
body of data intended to give an insight into the technical position of the money 
and Government securities markets. The aggregate of the dealer positions is 
not enough in itself, for such an aggregate is the sum total of net positions of 
each individual dealer. That necessarily means that the short position of one 
dealer and the long position of another in a given issue, or issue category, is 
netted, so that the account manager could only get from the totals either an 
incomplete, or a wholly misleading view of the position of market professionals. 
In the event of the need for System intervention in the market to correct dis
orderly conditions, it would be helpful for the manager to have information 
concerning individual dealer holdings in particular issue categories, the purchase 
of which, in whole or in part bv the Svstem, might help to relieve thp situation 
quickly. Such information is also needed by the manager whenever extension of 
repurchase agreements is under consideration. 

To withhold this kind of information from the manager would imply that 
he could not be trusted to use it impartially in the best interests of the market 
and in effective expression of System policy. If the information is to have any 
value to the manager and to the Federal Open Market Committee, it is inevitable 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 2069 

that at times it may be disadvantageous to the individual dealer to have his 
position known in detail, just as at other times it may be advantageous to him. 
But that does not mean that in a broader sense the market as a whole does not 
gain. The case against current practice with respect to the collection and use of 
data on dealer positions is essentially the risk that it will be misused. The case 
in favor of continuing the present practice is the demonstrated value of this 
information in providing one more element in a balanced and informed view of 
the underlying position of the market which is vitally necessary in connection 
with the administration of repurchase agreements and any operations intended 
to correct disorderly conditions. 

Detailed reports of transactions.—The report recommends that we discontinue 
asking dealers to report their transactions in sufficient detail to permit the com
putation of current individual dealer transaction sheets. The origin and the 
nature of this recommendation is obscure. The Federal Reserve Bank of New 
York does not compute current transaction sheets for each dealer. It does main
tain an informal record of the larger transactions reported so as to maintain 
a current picture of the supply and demand in the market but this record is not 
kept in such form as to show the activities of one dealer as compared with 
another. Any less information than we are now receiving would be clearly inade
quate to form the basis for reports on market conditions. Sometimes the infor
mation about a sizable order received at the trading desk is compared as a matter 
of interest with the volume figures reported by a particular dealer but this is 
not done on a regular basis. 

I t would appear that the subcommittee's recommendation is based on a 
misunderstanding. 

Information required oy the Manager,—The Federal Reserve Bank of New York 
believes that effective administration and execution of open market operations 
(even if more narrowly circumscribed than at present) require close and con
tinual contact with the money and Government securities markets as necessary 
sources of technical information for the constant rendering of judgments regard
ing the timing, the form, and the amount of System intervention. Adequate 
information could not be obtained from statistical evidence alone. The most 
important aspects of the System's contact with the market and its primary source 
of market information are (1) the daily conferences with the representatives of 
the dealers in rotation, (2) the confidential daily written reports submitted to 
the Federal Reserve Bank of New York and (3) continuous contact maintained 
over the private wires between the bank and the dealer houses. Their purposes 
have much the same general objective but each complements the other making 
its own special contribution to a rounded integrated picture of actual and pros
pective developments in the market. 

Such channels of information are a necessity if the System is to play an 
effective role in meeting its primary responsibilities for credit policy and its 
secondary responsibilities for preventing disorderly market conditions and for 
cooperation with the Treasury in its financing operations. The volume and 
character of information which the manager has sought and obtained through 
these channels has shown appropriate variation over the years with changes in 
policy. In general, it would seem preferable to maintain those contacts and 
those sources of information which have proved useful to the Federal Open 
Market Committee through the operating personnel in the field and to leave 
some discretionary latitude to the manager for appropriate and flexible variations 
in the operating relationship with dealers. 
Call money post 

The subcommittee recommends that the feasibility of reestablishing a central 
call money post for dealers be explored. This proposal has some attraction 
for, if successful, it would fill a gap that has been created in the money market 
by the demise of the call money market of earlier years. 

If it worked as anticipated, the result probably would be for dealers to hold 
considerably larger amounts of Government securities and for corporations 
and other temporary investors to put at least some of their funds on loan in
stead of investing them directly. Whether or not that would result in a broader 
and more stable market for Government securities, however, is questionable; 
it is quite possible that dealers' holdings would prove to be more volatile than 
holdings of those who now invest directly instead of making call loans. 

The availability of such a facility would probably be useful at times, but 
can we safely generalize for the future and say that an active call money market 
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would be helpful in all circumstances? Is there not the possibility that the 
volatility of such a market might sometimes become a disturbing influence? 

In any event, it is not clear how the proposal can be implemented satisfactorily. 
I t is very doubtful whether the New York City banks would be interested in 
promoting a mechanism which might take business away from them, and it is 
most unlikely that the New York Stock Exchange would be interested in re
establishing a money post which would largely serve nonmembers of the ex
change. Government security dealers presumably would be interested, but would 
not care to have the money post in the hands of anyone who might be interested 
in their positions as reflected in their borrowings. The Federal Reserve Bank 
of New York might be accepted as a neutral spot, but it is not clear why we 
should undertake a function of this sort serving one particular type of private 
interest. 

Federal Reserve reports 
The subcommittee recommends that, with a view to improving the data it 

makes available to inform the public of its operations, the following information 
be shown in the weekly statement of condition of the Federal Reserve banks; 

(a) Securities held on repurchase agreements, 
(6) Special certificates of indebtedness held by the System, 
(c) Weekly averages of member bank borrowing. 

It is presently possible for those who are skillful in interpreting Federal 
Reserve statements to get a fairly accurate idea of the amounts and types of 
securities involved in repurchase agreements. Nonetheless, there may be some 
question whether the System should facilitate a more complete and accurate de
termination of the amount of repurchase agreements on grounds that such a 
disclosure might be detrimental to the dealers at times of money-market strin
gency insofar as those agreements provide an accurate measure of dealer posi
tions in short-term Government securities. The decision here thus seems to turn 
on whether the System should take any official action which would broaden 
public knowledge of the dealers' positions at times when credit is tight and re
purchase agreements are outstanding in volume. 

Information regarding Treasury use of special certificates of indebtedness 
is now carried in the Federal Reserve Bulletin with a considerable time lag 
and on a more current basis in the debt section of the daily Treasury statement. 

How much interest there would be in the record of weekly averages of member 
bank borrowing is questionable. Apparently little attention has been paid to 
the figure now given on weekly average excess reserves. 

All things considered there would appear to be no objection to the inclusion 
of all these items in the statement on a separate basis if it is concluded after 
full consideration that the matter of dealer positions raises no problem. If the 
decision is in favor of separating repurchase agreements from other security 
holdings, an alternative form of publication which might be considered would 
be to show them as "other loans." (They should not be included in "Discounts 
and advances.") 

in. "HOUSEKEEPING" IN THE FEDERAL OPEN MARKET COMMITTEE 

Under present arrangements the responsibility for executing transactions of the 
Federal open-market account is delegated to the Federal Reserve Bank of New 
York, and one of its officers has customarily been appointed manager of the 
account subject to the approval of the full committee. The manager conducts 
operations under the general directives of the full committee and the specific 
articulation of those directives provided by the executive committee. The day-
to-day performance of the manager is under the continuing surveillance of the 
president of the New York bank, both in his capacity as vice chairman of the 
Open Market Committee (and of the executive committee) and as senior execu
tive officer of the bank which must answer to the committee for the satisfactory 
performance of the manager's functions. 

The subcommittee considers these arrangements anomalous and proposes study 
of methods for separating the management of the account from the Federal Re
serve Bank of New York. The subcommittee's report covering these matters 
raises three important questions. Question 1 is whether the present arrange
ments are in fact anomalous, or more broadly, whether they fail to conform with 
the letter and spirit of existing law. Even if there are in fact no anomalies, 
question 2 is whether the New York bank and its president should, for other 
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reasons, be relieved of direct responsibility for the conduct of the account. And 
question 3 is whether performance could be improved by making the account 
an independent entity within the System, separate from the Board of Governors 
and from all of the Reserve banks, with the manager of the account responsible 
only to the Committee as a whole. 
The anomalies 

An anomaly is something abnormal, peculiar, or in the historical sense, "out 
of date" or incongruous. But the subcommittee seems to mean even more than 
this—something which has grown into a form that no longer fits the intention of 
the law. Specifically, the subcommittee suggests as inconsistent with the statu
tory position of the Federal Open Market Committee: 

(a) The absence of a separate budget covering its operations; 
(6) The absence of a separate staff responsible only to the Committee; 

and 
(c) The delegation of the management function to an individual Federal 

Reserve bank. 
It makes no firm recommendations as to changes, but suggests "that the Com

mittee reexamine and review its present organization, and in particular that it 
consider the advantages and disadvantages that would ensue, were the manager 
of the open-market account made directly responsible to the Federal Open Market 
Committee as a whole, and not, as at present, responsible through the Federal 
Reserve Bank of New York." 

This line of thinking seems to be predicated on the premise that the Federal 
Open Market Committee should be not only a policymaking body, but also an 
operating organization. There is no apparent basis for this premise in the pro
visions of the Federal Reserve Act governing the Federal Open Market Com
mittee. Section 12A provides for the creation of the Federal Open Market Com
mittee and specifies its membership, prohibits the Federal Reserve banks from 
engaging or declining to engage in open-market operations except in accordance 
with the direction of and regulations adopted by the Committee, and sets forth 
the governing principles of open-market operations. There is no suggestion, how
ever, either in this section or in section 14 that the Federal Open Market Com
mittee is itself expected to conduct open-market operations. The implication 
would seem to be that the Reserve banks are to perform these operations, but 
subject to the policies and regulations of the Committee. 

Nor is there any suggestion that the Committee should be provided with funds 
with which to engage in operations or to set up a separate organization with 
a separate budget. On the contrary, the clear inference is that the Federal 
Open Market Committee was expected to be solely a policymaking body consisting 
of members with other primary duties in the fields of System policies and oper
ations, and that the Reserve banks were expected to buy and sell Government 
securities in accordance with the discretion and regulations of the Committee. 
There is also at least an implication that the policymaking body was expected 
to fulfill its functions best if it were closely interrelated, through its membership, 
with all other policy and operating responsibilities of the System—rather than 
standing apart as an independent unit within the System. 

The open-market account was created under the regulations of the Committee 
as a means of coordinating and centralizing the operations of the Reserve banks. 
Experience showed that as a practical matter these operations had to be closely 
coordinated as to timing and impact. Consequently, although all Reserve banks 
had the power to act, it was found administratively essential to pool all of their 
activities into 1 account, and to designate 1 Reserve bank to conduct all oper
ations. The Federal Reserve Bank of New York was delegated the responsibility 
for executing transactions because it is the bank located in the central market 
for Government securities, and one of its officers has been appointed manager 
of the account subject to the approval of the Federal Open Market Committee. 
The intent and spirit of the law would seem to be that only the Reserve banks, 
or one acting for all, should conduct operations in Government securities. To 
take this function away from all Reserve banks and place it in a separate entity 
would seem to depart from the intent of the statute and also from the "Federal" 
structure of the Federal Reserve System. That is, instead of allocating System 
functions among the 12 Reserve banks as the operating arms of the System, the 
new procedure would be to create a unit of a different type, outside all of the 
banks—a "thirteenth" operating institution to handle some of the System's most 
important kinds of transactions. 
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Just why presently existing arrangements should now be regarded as in any 
way anomalous is far from clear both in view of their legal basis and because 
they have emerged in response to needs over a period of years, and are not in 
any sense an historical accident. Moreover, the usual practice in all the com
mittee activities of the System is to draw on available personnel at the Reserve 
banks and the Board, rather than to set up separate staffs with separate budgets. 
That is the way to assure strong staffs at the Board and in the Reserve banks, 
and to assure the most efficient use of all of the talent available throughout the 
System. The Federal Open Market Committee does differ from other System 
committees in having been specifically set up by statute. But, as has been 
pointed out above, that very statute confirms the usual System practice by placing 
on the Federal Open Market Committee only members having other major respon
sibilities, rather than members having no other functions or responsibilities. 

The report states that the Federal Open Market Committee "is especially 
charged, also, to use its powers to provide an elastic currency for the accommo
dation of agriculture, commerce, and business, i.e., to promote financial equi
librium and economic stability at high levels of activity." That stretches con
siderably the statutory provisions now governing the Committee. The statement 
better describes the responsibilities of the System as a whole, and even for the 
System as a whole it is based in part on inference rather than any specific provi
sions of the Federal Reserve Act. In any event, whatever the merits of giving 
new status to the Open Market Committee as the single embodiment of all 
System authority and there may be such merits, to be sure—the Committee 
does not have that comprehensive authority now. The proposals for a separate 
budget and separate staff thus rest on a false premise. The effect of creating 
a separate staff and separate budget might actually be to weaken the participa
tion of the Reserve banks in the work of the Committee. This risk could only 
be justified, as the subcommittee seems implicitly to recognize, if a major change 
in the structure of the System were to be made—placing upon the Committee 
responsibility for all of the policy actions of the System. 

Consideration of changes in the organizational arrangements for carrying out 
the policy decisions of the Committee, therefore, must depend primarily on the 
question of whether present arrangements have serious shortcomings and, if so, 
what arrangements might be made that would give assurance of substantially 
better results. The report points out that "It would be extremely difficult to 
build up a new and independent staff as qualified as the personnel which it now 
enlists to work on its problems." It goes ,on to state, "It would be equally 
unfortunate to lose the contributions of that staff to System problems that fall 
outside the limited area of responsibility of the Federal Open Market Committee. 
Yet there are equal dangers in a situation where the time of no one person on 
the whole staff of the Committee is wholly devoted to its responsibilities, where 
everyone wears two hats, and where each must fulfill duties separate and dis
tinct from those imposed by the Federal Open Market Committee." Just what 
the dangers are, to which the last-quoted sentence refers, have not been specified 
in the report. The fact of the matter is that the manager of the open-market 
account and his principal assistants devote their attention and efforts almost 
exclusively to the interests of the System's open-market operations, and engage 
only to a minor extent in other activities. In any case, there is no conflict 
between their primary activities in behalf of the open-market account and any 
secondary responsibilities; the latter serve generally to broaden their knowledge 
and capabilities for performing their primary duties for the account. 
Removing the responsibility of the New York oank and its president 

Even though present arrangements are the consequence of statute and experi
ence, and do not involve any apparent anomalies, it is nonetheless proper to 
inquire whether some changes in arrangements could materially improve the 
functioning of the Open Market Committee within its present range of responsi
bilities. The subcommittee does not ask whether some other Reserve bank might 
better manage the account. Presumably that is not suggested because the pres
ent organization of the Government security market makes it inevitable that the 
major point of System contact with the market must be in New York. 

With respect to the delegation of the management of the open-market account 
to the Federal Reserve Bank of New York, the report points out that the present 
arrangement has the advantages of being able to use the personnel of the bank 
for all the operational aspects of open-market operations and of having the direc
tives of the Federal Open Market Committee and its executive committee carried 
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out under the supervision of the president of the bank (who is also Vice Chairman 
of the Committee), thus assuring "that policy is made effective in operations." 

The report goes on to suggest, however, that this arrangement "has the dis
advantage that the president of the Federal Reserve Bank of New York sits at 
meetings of the Federal Open Market Committee and of the executive committee 
necessarily in a somewhat different role from that of his colleagues. He comes 
not only as a contributor to the discussion on policy formation but also neces
sarily as a protagonist for the actual day-to-day operations of the account. 
These operations are his responsibility. He cannot criticize them without criti
cizing his own staff. The Committee, therefore, in some part loses contact with 
the critical insight of its best-informed member. I t has the disadvantage also 
that other members of the Federal Open Market Committee, reluctant to seem 
critical of a colleague, may hesitate to scrutinize adequately the technical opera
tions of the account. This is a serious deficiency because the other bank presi
dent members of the Committee are usually scattered and out of intimate touch 
with one another as well as with the market. They must depend on give-and-
take discussion at Committee meetings and at the meetings of the executive 
committee to sharpen their appreciation of the Committee's operating problems." 

These statements are not intended, we know, to be critical of the individual 
who is now the president of the Federal Reserve Bank of New York, although 
they do seem to assume that through negligence or lack of capacity he, as 
president of the institution delegated the responsibility for executing operations, 
is likely to be unable to live up to those responsibilities. They imply that he must 
always defend what has been done, cannot admit mistakes, or learn from them, 
and must be a "protagonist" rather than a full participating member of the 
superior body—the Open Market Committee. If that is true of the president 
of the Federal Reserve Bank of New York, situated as he is, who can be expected 
to do a better job? Is it to be assumed that the Committee as a whole, or its 
executive committee as a group, or some other individual can better supervise 
day-to-day and hour-to-hour operations? Or is it assumed that the manager 
of the account, if he were separated from the Federal Reserve Bank of New 
York and from the supervision of its president (and the Vice Chairman of 
the Federal Open Market Committee), could operate the account more compe
tently? I t would be helpful in giving further consideration to this part of the 
subcommittee's report, to have the answers to these questions. 

Historically, it has been a source of strength for the Federal Reserve System 
that it possessed unique facilities for accomplishing an integration of the na
tional and regional aspects of its overall policy. Through the Reserve banks, 
men of high competence are available in all parts of the country to carry out, 
or to report upon, the credit developments resulting from a unified System 
policy. To create a parallel organization outside the Reserve banks, for the 
particular problems that come into focus through the Government security mar
ket in New York, would risk impairing the strength and usefulness of the present 
regional organization. A conscientious president of the New York bank would 
continue to maintain close contact with the market, and with the account, regard
less of any change in the New York bank's responsibilities for the conduct of the 
account, but he would not be in as good a position to apply his knowledge and 
ability to the formulation of System policy and to the operations of the Federal 
Open Market Committee if a separate organization were set up to execute 
transactions. 

The position of the New York bank is the inescapable outcome of geography. 
A Reserve bank located in New York, if it is fully to discharge its responsibilities 
for special competence in the credit problems of particular importance in its 
area, must maintain close contact with the Government security market. To 
lose that contact would be as harmful to the System as for the Board of Gov
ernors deliberately to cut itself off from all political developments in Washington, 
for example, or for any Reserve bank to ignore the characteristics of borrowing 
member banks. Thus the New York bank should, by the sheer fact of location, 
always be the best informed unit of the System on developments in the Govern
ment security market. To lose any of that insight would be harmful to the 
System. To try to separate the president of the Federal Reserve Bank of New 
York from the operations of the Federal open-market account would only make 
it more difficult and more burdensome for him to do all that he could and 
should to contribute to the effectiveness of system policies and operations. 
There does not seem to us to be a practicable way, consistent with his duties 
either as a Reserve bank president and his location in New York, or as Vice 
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Chairman of the System Open Market Committee and its executive committee, 
to lessen the real and special responsibility of the New York president for system 
operations affecting the Government security market. 
A separate management for the account 

Even though the New York president should be encouraged to maintain a close 
watch on the System account, it is worth considering whether the account itself 
could function better under a separate management, instead of using officers and 
staff of the New York bank. How? Is it unwise to have the manager of the 
account under more or less continuous surveillance by the resident member of the 
Open Market Committee? Does the manager need independence from the ex
perience and associations provided by his position as a senior officer of the 
New York bank? Does the New York president present an unwelcome buffer 
between the manager and other members of the Committee (or of its staff) ? Has 
the New York president made less than a desirable contribution to open-market 
policy because of his assumed protective or defensive attitude, suggesting that 
his critical faculties have been impaired by a desire to rationalize mistakes in 
the execution of policy directives? These are the unspoken questions raised by 
the subcommittee report. 

In the absence of these specifics, what about some of the problems of detail 
that would arise? If the manager of the account were to be separated from 
the organization of the Federal Reserve Bank of New York, presumably he 
would have to be supplied with assistants and staff to carry out all aspects 
of open market operations. If he alone were employed directly by the Federal 
Open Market Committee, it would become necessary to appoint a replacement 
for him every time he was absent for any reason, and presumably the alternate 
would have to be drawn from the staff of the Federal Reserve Bank of New 
York, which would involve the same questions that are seen in the present 
arrangements. The only real alternative would be to establish an entirely 
separate staff and that would undoubtedly involve additional expense, since the 
personnel engaged by the Committee presumably could not be used for any 
other work of the Federal Reserve Bank of New York, such as executing security 
transactions for foreign accounts or for the United States Treasury. To some 
extent, therefore, duplication of staffs would be unavoidable. From this narrow 
point of view, then, the question is whether there is sufficiently strong ev'dpnr*e 
of unsatisfactory results from the present arrangements (and sufficiently strong 
reasons for believing that a separate staff would produce much better results) 
to justify the duplication and additional expense. The expense aspect, however, 
while probably considerable, would be a relatively minor consideration if it 
would assure substantially better results. But the subcommittee report has not 
provided the basis for such assurance. 

In any case, this would appear to be a good time to settle the question of how 
the policies of the Federal Open Market Committee and the directives of its 
executive committee are to be carried out. The manager of the account cannot 
be expected to take instructions as to specific transactions from several different 
individuals, although he may reasonably be expected to listen to suggestions from 
those who have a proper concern and to supply information on market conditions 
and on the details of his operations to the members of the Committee on request. 
Should he operate only under the direct supervision of the president of the 
Federal Reserve Bank of New York, acting as the chief executive officer of 
the institution delegated the responsibility of carrying out for all Reserve banks 
the directives of the committee, so that the president can be held responsible 
for the way he operates? Should he be autonomous and operate according to 
his best judgment, without interference or supervision from anyone, and be 
answerable only to the Committee or the executive committee as a whole for 
the manner in which he carries out its directives? Should he operate directly 
and solely under the supervision of the chairman of the executive committee? 
If so, would not the Chairman be placed in the same position as the Vice Chair
man under the present arrangement, but without the same advantage of prox
imity to the manager of the account, the operating staff, and the market? (Pre
sumably under either the second or third of these possible arrangements the 
manager of the account would operate independently of the Federal Reserve 
Bank of New York, which would then assume no responsibilitv for hi«? acts.) 
These are the kinds of questions that should be faced, considered carefully, and 
decided upon. 
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In so deciding consideration should also be given to the possibility that the 
suggested change might create an undesirable island of autonomous or inde
pendent authority within the System. The high degree of complexity in 
Government security market operations, and the need for some dependence 
upon judgments that can only be formed on the basis of actual operating ex
perience, make it unlikely that a successful transference of authority for hour-
to-hour surveillance of the manager's performance can be made to someone 
located outside New York. The transfer could be attempted, of course, but 
would the recipient be able to maintain the kind of intimate, continuous knowl
edge of the market that is needed for best exercise of such surveiilence in the 
System's interest? The result might well be a less effective ("remote control") 
conduct of System account operations. And in that case the System might find 
that, instead of the present medium of reliance on the New York bank, it had 
created a "free planet" in the form of an independent manager of the account. 
Such a manager, while not a member of the Federal Open Market Committee, and 
not in a position to share the full breadth of responsibility for overall System 
policy, might be able (if he chose) to "make a lot of policy on his own." 

S U M M A R Y AND CONCLUSIONS 

The study conducted by the ad hoc subcommittee provides a useful review 
of past workings of the market for Government securities, and of the System's 
open market organization and its relations with the market. On the bisis 
of its study the subcommittee has made a number of recommendations dealing 
with matters of general policy, relations with the market, and details of operat
ing practices and organization in conducting open market operations. 

With some of the recommendations we think there will be general agreement. 
The most important of these is that the Federal Open Market Committee give 
further assurance "that henceforth it will intervene in the market, not to im
pose on the market any particular pattern of prices and yields, but solely to 
effectuate the objectives of monetary and credit policy * * *" (provided that 
assurance is interpreted broadly enough to cover the item mentioned next). 
Another is the recommendation that the emphasis in one phase of System open 
market operations be changed from maintaining orderly market conditions to 
correcting disorderly conditions. Still another is that the Committee hence
forth "refrain, as an official body, from initiating regularly proposals with 
respect to details of specific Treasury offerings." We can also agree that in 
most circumstances transactions in short-term securities will probably be 
found the most appropriate form of System open market operations (although 
a commitment to make such transactions the sole form is decidedly question
able). The Federal Open Market Committee has. in fact, been moving progres
sively in the directions suggested by these recommendations. 

One of the most important questions raised by the report of the subcommittee 
is how far the Federal Open Market Committee should go in promoting the 
"depth, breadth, and resiliency" of the market by making commitments as to 
what it will or will not do in its future operations. Fart I of the preceding 
discussion suggests that efforts to promote these market characteristics may not 
always be helpful in achieving the System's major policy objectives, but may 
at times conflict with those objectives. Especially questionable is the proposed 
assurance that the Federal Open Market Committee henceforth will confine its 
intervention in the market "to transactions in very short-term securities, prefer
ably bills." Restriction of operations to short-term securities, while appropriate 
as the normal practice, might in some circumstances interfere seriously with the 
effectiveness of the System's operations. There is, as yet, no valid basis for 
the assumption that the market has attained, or will soon attain, such a degree 
of fluidity as to assure dependable effects in the long-term sector of injections 
of Federal Reserve credit in the short-term sector. Furthermore, undue em
phasis on operations in very short-term securities might at times cause the very 
distortions in the market which the subcommittee seeks to avoid. 

The Federal Open Market Committee has already gone a long way toward5 

carrying out the recommendation of the subcommittee that direct support by 
the System of Treasury refunding operations be discontinued. The only re
maining action that might be taken would be a formal commitment that the 
System open market account would not in the future purchase "rights," when-
issued securities, or outstanding issues of maturities comparable to those of the 
new securities. It is here suggested that any such commitment is unnecessary 

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



2 0 7 6 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

and undesirable; that in this case, as in others, the Federal Open Market Com
mittee might better keep a free hand to take such actions as it considers best 
designed to promote the System's major policy objectives in the light of all the 
circumstances at any given time. I t is further suggested the Committee con
sider the feasibility and desirability of "swap" operations—either in connection 
with Treasury refinancing operations or at other times—when it appears that 
such transactions would be useful in achieving a better maturity distribution 
in the open market account and in avoiding a "frozen" condition in the account. 

Another questionable point is the recommendation that repurchase facilities 
be made regularly available to nonbank dealers over weekends (and the related 
proposal that dealers be notified in advance when repurchase facilities will 
be made available to them). These proposals appear to be in conflict with the 
basic recommendation that intervention by the System in the market be "solely 
to effectuate the objectives of monetary and credit policy," as they would con
stitute an indirect form of intervention designed to facilitate the functioning 
of the Government security market, rather than to effectuate the objectives of 
monetary and credit policy. They would also conflict with the tendency of the 
past 2 years to reduce any form of automatic access to Federal Reserve credit 
to a minimum. The desirability of making repurchase facilities available to 
dealers in certain circumstances on the initiative of the System, however, is 
recognized. i 

The question of promulgating "ground rules" which would henceforth govern 
transactions with dealers is closely tied in with the whole question of how far 
the Federal Open Market Committee should go in giving public assurances as 
to what it will or will not do in its future operations. The dealers would, of 
course, like to know in advance what the System can be expected to do in its 
dealings with the market. It is quite possible, by following a consistent pattern 
of operations, to convey to the market a reasonably good understanding of the 
general character of the System's policies and operations that may be exnected 
under various types of circumstances, without making specific commitments 
which, at times, might prove to be a serious handicap to effective operations. In 
other words, action rather than words is considered the better way to convey to 
the market an adequate understanding of the general operating policies of the 
System. I t avoids the constriction of the scope of action available to the System 
that is involved in the enunciation of any definite set of "rules." 

In fact, the general conclusion suggested by part I of this discussion of the 
subcommittee's report is that it is likely to be most conducive to effective im
plementation of the System's monetary and credit policies if the Federal Open 
Market Committee avoids commitments which would tend to tie its hands in 
dealing with whatever situations may arise in the future. There is always danger 
in attempting to formalize for all time the principles and procedures that have 
grown out of current experience. There is particular danger for a central bank, 
which depends for its effectiveness upon psychological as well as direct influences, 
in making formal and comprehensive public declarations on such matters. 
Relations with dealers 

There is much that is sound and constructive in the discussion in the report 
of the subcommittee of the specific relationships of the Federal Open Market 
Committee with the dealer market. Many of the recommendations put forward 
have already been applied in our market relationships as an aid to the expres
sion of current open market and credit policy. These changes have been made 
over the period since March 1951 and have been appropriate to the circumstances 
of this period. It would be a mistake, however, to go so far as the subcommittee 
in presuming that the new procedures should have universal application under 
any and all sets of circumstances. Some of them might better be subject to 
continuous consideration in the light of credit policies adjusted to a constantly 
changing economic and credit situation; it is conceivable that revival of some 
of the now abandoned procedures might be found advisable at some future time, 
depending on the current aim of the account's operations. 

In other aspects of the System's market relationships, especially those dealing 
specifically with the information obtained from, and contacts maintained with, 
Government securities dealers, some dissent is taken from the recommendations 
of the subcommittee. The Federal Reserve Bank of New York believes that this 
information does, and should, vary in both amount and content with the changing 
requirements of policy and market conditions, and it believes that appropriate 
adjustments in these respects have been made in response to recent developments. 
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These channels of communications and sources of information should be kept 
open and operative and used with discretion. Disagreement here between the 
bank and the ad hoc subcommittee as to the amount and content of information is 
primarily a matter of degree rather than of kind, and involves questions of judg
ment as to what is needed by the operating personnel in the conduct of open-
market operations under the direction of the Federal Open Market Committee. 
The bank considers the information it now receives to be necessary for the 
effective execution of Open Market Committee policy, and at the present time 
this is particularly so in connection with the judicious use of repurchase agree
ments. We do not consider that current practices with respect to information 
and dealer contacts are an unjust personal intrusion into dealers' affairs that 
threatens to exercise a harmful influence on the efficiency of the Government 
securities market; or that they are not warranted by the System's responsibility 
to and position in the market and the personal character of the market. The 
matter of market information would seem to be an area where the System 
might well have and use its own criteria rather than those of the dealers. The 
components of the dealer market are apt to see the problem of the manager of 
the account and the Federal Open Market Committee more in terms of the rela
tionship of the individual firm to the System, than of the dealer market as a whole 
to the System, and of the System to the Nation. 

The most difficult problem of Federal Reserve-dealer relationships that is a 
subject of subcommittee recommendation concerns existing qualification proce
dures for dealers in Government securities. The System has not in the past 
found it feasible or desirable to deal at random with any and all of the dealers 
specializing in Government securities, but has limited its transactions to certain 
firms which, by meeting specific standards, become qualified. These procedures 
are of long standing and reflect principles which have been considered necessary 
in governing the relationships between the Federal Reserve Bank of New York, 
as agent of the Federal Open Market Committee and of the other Federal Reserve 
banks, and the market for Government securities. They were not designed 
specifically as part of the rate-stabilizing operations which the System undertook 
during the Second World War and continued into postwar years. 

Certainly the System should avoid any action which would justify a charge 
of conferring "privilege" on any group of Government securities dealers, and it 
would seem that qualification of dealer firms for transactions with the System 
open market account on the basis of demonstrated performance, trade position, 
integrity, and financial resources, if fairly and honestly administered, would 
preclude any valid accusation of that sort. At the same time, however, it is 
clear that mere abandonment of the present system would constitute no solution 
of the problem; criticism of the distribution of the System's transactions among 
dealers might be accentuated, rather than reduced, if there were no "recognized" 
dealers and no definite criteria for the selection of dealers. The central problem 
is that of determining the most effective basis on which the System can make 
contact with the dealer market in the expression of credit policy; what principles 
should govern and how they are to be implemented. The subcommittee is silent 
with respect to these aspects of the problem, limiting its comments largely to the 
expression of dissatisfaction with existing qualification standards and procedures. 
"Housekeeping" 

The subcommittee makes no firm recommendations as to changes in the orga
nization arrangements for carrying out open market operations, but suggests that 
the Federal Open Market Committee reexamine and review the present arrange
ments and specifically that it consider making the manager of the account directly 
responsible to the Committee as a whole, rather than indirectly through the 
Federal Reserve Bank of New York. The report characterizes the present 
arrangements as anomalous for reasons which include: (a) The absence of a 
separate budget covering its operations; (b) the absence of a separate staff 
responsible only to the Committee; (c) the delegation of the management func
tion to an individual Federal Reserve bank. 

This approach to the problem of the System's organizational arrangements 
for the determination and execution of open market policies raises the funda
mental question of whether the Federal Open Market Committee was intended 
to be, or should be, an operating body as well as a policymaking body, and the 
further question of whether the open market organization should be something 
apart from either the Board of Governors or the Federal Reserve banks. Careful 
examination of the provisions of the Federal Reserve Act governing open market 
operations reveals no basis for the assumption that the present arrangements 
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are anomalous. On the contrary, section 12A and 14 clearly suggest that the 
Federal Open Market Committee was intended to be solely a policymaking body 
and that actual operations were intended to be conducted by the Reserve banks 
in accordance with the direction and regulations of the Committee. There is at 
least an implication that the policymaking body was expected to fulfill its func
tions best if it were closely interrelated, through its membership, with all other 
policy and operating responsibilities—rather than standing apart as an inde
pendent unit within the System. 

As a practical matter, most of the actual transactions in Government securities 
have necessarily, from the earliest development of open market operations as an 
instrument of monetary and credit policy, been conducted for the Reserve banks 
by the Federal Reserve Bank of New York, since it is located in the central mar
ket for Government securities. This inescapable fact of market location is the 
historical reason for the designation of the Federal Reserve Bank of New York 
as the institution assigned the responsibility for executing transactions and for 
the appointment of an officer of that bank as manager of the open market account 

It is, of course, entirely appropriate for the Federal Open Market Committee 
(or for the System as a whole) to review its organizational arrangements from 
time to time and to make such changes as appear to offer definite prospects of 
improved performance. In considering changes, however, it is important to make 
sure that any assumed deficiencies in existing arrangements do, in fact, exist, and 
that there are sound reasons for expecting that alternative arrangements will 
offer real advantages. The statements and inferences in the report of the sub
committee concerning present arrangements for open market operations do not 
seem to us to give such assurance. 

The subcommittee recognizes the advantages to the System in being able to use 
the staff of the Federal Reserve Bank of New York not only in executing pur
chases and sales of securities, but also in conducting all the other operating 
details incident to management of the open market account. But the report 
sees dangers (unspecified) in the fact that members of the staff have other 
duties. And most important of all, it implies that the president of the Federal 
Reserve Bank of New York comes to the meetings of the Federal Open Market 
Committee and of the executive committee not with an objective approach to the 
problems of the Committee, but as a biased protagonist of the operating staff. 
The obviously unconscious inference of such statements is that the president of 
the Federal Reserve Bank of New York is likely to be compromised by being at 
the same time Vice Chairman of the Committee and head of the institution to 
which is delegated the responsibility for carrying out the directives of the Com
mittee. If the president of the New York Reserve Bank, with his intimate 
knowledge of the objectives and intentions of the Committee, his close relation
ship to the operating staff and his proximity to the market, and his consequent 
ability to keep fully informed on current developments, is unable to provide a 
connecting link between policy formulation by the Committee and the operations 
for the account, who is in a position to do so? Is not such a connecting link 
necessary or at least desirable? 

The answer to these questions which seems to be suggested by the Ad Hoc Sub
committee for consideration by the full Committee is that the manager of the 
account operate under the direction of the Federal Open Market Committee at a 
Tvhole or its executive committee. Careful consideration of just how these com
mittees might direct the daily or hour-to-hour operations of the manager of the 
account will demonstrate, we believe, the impracticability of such an arange-
ment. As part I I I of the preceding discussion points out, the result might be to 
make the manager of the account a "free planet" without effective supervision 
either by the Committee or by anyone else, and consequently to place him in a 
position to "make a good deal of policy on his own." And while the duplication 
of expense that would be involved in setting up an entirely separate operating 
staff, paralleling the staff which the Federal Reserve Bank of New York would 
have to maintain to execute transactions for foreign accounts, for Treasury ac
counts, and for others, is not the most important consideration, it would be diffi
cult to justify such duplication in view of the statutory basis for the Federal Open 
Market Committee and for open-market operations, unless serious deficiencies in 
the existing arrangements can be demonstrated and alternative arrangements 
offer definite prospects of superior performance. 

We do not think the report of the Ad Hoc Subcommittee has demonstrated 
deficiencies in the present organization or offered suggestions for a better organi
zation which would provide the basis for a change. It is true that it makes no 
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definite recommendation on this point, except to recommend study and considera
tion. Our study and consideration does not support the view which, apparently, 
is held by the subcommittee that a change should be made. 

APPENDIX. NOTE ON RELATIONS W I T H TREASURY AD HOO SUBCOMMITTEE REPORT 

(For meeting of the executive committee of the Federal Open Market Com
mittee, January 27,1953.) 

Like some of the other recommendations in the report, the recommendation 
with respect to relations with the Treasury is really a recognition of a changed 
situation; a situation in which we have shed as much as possible of the role 
of price-fixing in the Government security market. So long as we were main
taining a pattern of rates, and so long as we were the established underwriters 
of all Treasury issues, there was a basis for our having some initiative with 
respect to the terms of the securities issued. The locus of primary responsi
bility had already been blurred. This was particularly so in view of the attitude 
of the Treasury toward monetary policy during this period. 

Now that we are no longer pegging prices and are trying to shrink our under
writing function, the new approach to relations with the Treasury seems to me, 
in general, to be the appropriate one. 

We do not want to become too doctrinaire about this matter of areas of re
sponsibility, however. With a Federal debt which is so large a part of all 
debt, public and private, which permeates and dominates to some extent the 
whole securities market, and which has become a principal medium for adjusting 
portfolios of financial institutions, and the reserves of banks and others, we 
are not and won't be wholly free to administer credit policy without regard to 
the Government security market, and without regard to Treasury financing 
requirements. It won't be enough to say to the Treasury, Here is the credit 
policy we are going to follow: now you manage the debt. These are areas of 
overlapping secondary responsibilities and opportunities. 

While the Secretary of the Treasury can and should consult with whomever 
he wants, inside and outside the System, therefore, I don't think we should 
demote the Open Market Committee to the status of the ABA or the IBA or 
any other groups or individuals when it comes to debt management. Nor 
do I think we should commit ourselves to never taking the initiative. We are a 
statutory public body with public responsibilties in a field closely related to 
debt management, and there should be a maximum of coordination consistent with 
the primary responsibiities of the Treasury and the Committee. 

It seems to me that it would be consistent with the spirit of the subcommittee 
recommendation, to have the Chairman and Vice Chairman of the Open Market 
Committee inform the Secretary of the Treasury— 

1. Of the desire of the Committee to work with him closely as possible. 
2. Of the intention of the Committee to keep him informed of the credit 

policies of the System, and particularly of open market policy. 
3. Of the willingness of the Committee to have its representatives consult 

with him concerning credit-policy or debt-management problems whenever 
he requests such consultation. 

4. Of the intention of the Committee to have its representatives bring to 
his attention, if and when it seems desirable, matters which may be of 
mutual interest. 

I think this can be done quite naturally, orally, with the new people at the 
Treasury, without in any way perpetuating the situation which the subcommittee 
seeks to correct. 
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(The following statement submitted by Dr. Clark Warburton, Fed
eral Deposit Insurance Corporation, is in response to a request by Mr. 
Reuss. The exchange between Mr. Reuss and Dr. Warburton may be 
found on p. 1342 of vol. 2 of the hearings entitled "The Federal Re
serve System After 50 Years.") 

PROHIBITION OF INTEREST ON DEMAND DEPOSITS 

(By Clark Warburton) 

The purpose of this paper is to review arguments for and against retention 
of the prohibition of payment of interest by banks on demand deposits. The 
arguments for retention of the prohibition, including criticism of those for its 
removal, are presented in more detail than those in favor of permitting interest 
on demand deposits. The latter have been elaborated, while the former have been 
almost entirely neglected, by writers on the subject in recent years.1 Moreover, 
the arguments supporting retention of the prohibition of interest on demand 
accounts are more comprehensive than those which led to its prohibition in 
1933.2 

The basic point of view from which the arguments regarding prohibition of 
interest on demand deposits are reviewed is this: Will removal of the pro
hibition improve or worsen the usefulness of demand deposits as a medium 
of exchange? Or, to state this question dimerently, would such removal in
crease or decrease the efficiency of our payments mechanism; that is, will it 
tend to decrease or increase the costs of making payments? A secondary ques
tion is whether removal of the prohibition will improve or worsen the function
ing of the Nation's lending institutions, particularly that of commercial banks 
as the most broad-scale and flexible of such institutions; that is, would it tend 
to raise or lower the cost of borrowing from banks and other lending institutions? 
The process of money creation and the nature of demand deposits 

I t is essential, in appraising the validity of many of the arguments put forth 
in the controversy regarding payment of interest on demand deposits, to have 
a clear understanding of the basic nature of commercial banking and of the 
character of demand deposits and their function in the economy. Some of the 
arguments regarding the propriety of payment of interest on demand deposits 
rest on erroneous conceptions of the origin and nature of those bank obliga
tions that we call demand deposits. 

As a former member of the Board of Governors of the Federal Reserve Sys
tem once said: "Taken as a whole, the commercial banking system is funda
mentally a mechanism for creating money."3 This concept of the basic charac
teristic of banking is the same as that of Alexander Hamilton, who stated: 
«* * * t n e simplest and most precise idea of a bank is, a deposit of coin, or other 
property, as a fund for circulating a credit upon it, which is to answer the 
purpose of money." 4 

In a primitive society the process of creating money consists of the selection, 
through the development of custom, of one or a few commodities for general use 
as a medium of exchange and store of value. In modern societies the circulat-

1 This is, of course, the consequence of the fact that the prohibition is in effect. Prior 
to 1933, writing on the subject were generally devoted to arguments against payment of 
interest on demand deposits or on some classes of such deposits. a In preparing this paper, I have made extensive use of papers that I submitted to the 
President's Committee on Financial Institutions in 1962, and am greatly indebted to 
Edison H. Cramer, Chief of the Division of Research and Statistics, Federal Deposit In
surance Corporation, and Prof. Leland Yeager, University of Virginia, for valuable sug
gestions and comments on those papers. I have also drawn upon other papers submitted 
to that Committee and discussions among the technical personnel attending meetings of 
the Committee, paricularly with regard to arguments in favor of removal of the pro
hibition, without identifying the individuals elucidating these arguments. 

»M. S. Szymczak, address at Federal Home Loan Bank of New York (1948). 
* "Opinion on the Constitutionality of a Bill To Create a National Bank" (1891). 
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ing medium or money of a nation is provided by governmental establishments 
and by a banking system operating under conditions established by law. As 
Alexander Hamilton correctly perceived, the basic feature of the money-crea
tion process is the placing of selected assets (anetal, Government obligations, or 
business and personal obligations) in storage and the issuance by the storage 
concern of its own obligations in a form acceptable for customary use as a 
means of payment. The storage concern may be a privately owned bank of 
deposit, a central bank under Government control, or the Government Treas
ury. In the case of coins and of Government obligations serving directly as 
currency, the asset upon which the circulating medium is based is embodied or 
stored in the circulating medium itself instead of being placed in vaults. In 
the United States, as in other important countries, the portion of the circulat
ing medium which consists of monetized assets passing directly from one user 
of money to another is small relative to the portion which consists of the obliga
tions of companies (banks) which act as storage concerns for monetized assets. 

A prominent economist, in supporting removal of the prohibition of interest 
on demand deposits, has commented that banks are in effect buying deposits 
from the public and has suggested that the Government, by the prohibition, is 
helping them to fix the price of their raw materials. This is a topsy-turvy, 
upside-down, totally wrong view of the demand deposit banking process. De
mand deposits in checking accounts, or in some other readily negotiable form 
such as demand certificates, are bank obligations created for the purpose of 
service as money. They are the basic product, or output, of the commercial 
banking system, and are something that is acquired, or "bought" from banks 
by businessmen, individuals, governmental bodies, and other social organiza
tions—either directly with their own promissory notes or other valuable assets, 
or indirectly from another owner (perhaps via a chain of owners) who ac
quired them in that manner. The raw materials of the banks, as money-
creating institutions, are not their obligations serving as money, but the assets 
that they acquire and hold in storage. 

The nature of interest 
It is also essential, in considering the desirability or propriety of permitting 

banks to pay "interest" on demand deposits, to begin with a Clear understanding 
of the difference between the possession of money and a loan of money. The 
unique function of money, in our society, is its service as a medium of exchange. 
When thus used, the recipient obtains it by parting permanently with other re
sources. When money is held as a store of value for short or long periods 
between usages as a medium of exchange it is the most generalized form of 
value storage, that of an instantly usable claim on any available goods and 
services in the economy (at current offering prices) : and when money is loaned 
that claim is relinquished for a time by transfer to someone else. 

Likewise it is essential to distinguish between interest on a loan of money, 
and "interest" on money as such. Interest on a loan of money, whether loaned 
directly or through a financial intermediary, serves an essential economic func
tion, that of an inducement and reward for parting with resources or with the 
most generalized type of claim on resources, and of placing them or that claim, 
for a time, at the disposal of someone else. If "interest" is received on money 
that is being held, it is not a payment for relinquishing resources or a gen
eralized claim on resources. Such a payment, including "interest" paid by a 
bank on its demand obligations serving as money, is different in nature and 
must be made for a different purpose than interest in the accepted normal 
meaning of that word. 

Similarly, if interest is viewed through Keynesian, rather than traditional, 
concepts and language, the so-called "interest" on demand deposits does not 
come within the definition of "interest." Under the liquidity preference theory 
of interest, interest is a reward or payment for varying degrees of illiquidity; 
i.e., for parting with liquidity.6 Interest on demand deposits is not and cannot 
be this kind of payment—for the owner has not parted with any liquidity. 

Payment of "interest" on demand deposits has also been supported by an 
analogy with Federal funds, through the claim that the highest powered money, 
Federal funds, currently bears interest. According to this argument both Fed
eral funds and demand deposits have value and therefore people are willing to 
pay for them. However, the analogy is improper and fallacious. A bank that 
receives interest on a loan of Federal funds relinquishes, during the period of 

«John Maynard Keynes, "The General Theory of Employment, Interest, and Money" 
(1936), pp. 167, 213, and elsewhere. 
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the loan (whether for 1 day or a longer time), its right to use the portion of 
its balance at the Federal Reserve bank that it has loaned. An analogous situ
ation with respect to demand deposits would be the loan by an owner of such 
deposits to another individual or business firm who pays him interest, with a 
promise to repay after a specific interval of time. In the meantime the depositor 
would not have the right to use the "loaned" portion of his deposit. 
Money as a species of inventory 

Money which is being held is, from the viewpoint of the holder, an inventory 
item; that is, something that is held because of its particular type of usefulness 
at some time in the future.8 I t is therefore reasonable to look at the cost of 
holding money in a manner similar to the cost of holding merchandise or com
modity inventories. We do not assume that holders of such inventories should 
receive a cash interest on their investment in the inventories. From this view
point, relinquishment of an alternative income is the appropriate cost, or charge, 
for holding resources in the form of a generalized claim, ready for instant use 
at any time, on any kind of goods and services available in the economy. 

This view of the appropriate cost, or charge, for holding demand deposits has 
been criticized on the ground that interest may be viewed as the rate of asset 
growth and that an expected appreciation of the value of inventories over time 
may therefore be regarded as a measure of their "cash interest"—with an appeal 
to Keynes' definition of the money-rate of interest as the percentage difference 
between forward and spot prices.7 Again, the analogy is improper and fallacious. 
Inventories of goods may be held in anticipation of an appreciation in value 
over time and so may demand deposits (or any other form of money) ; but the 
increase in value, if it occurs, is a capital gain that may be realized when the 
goods or deposits are disposed of and in both cases it is absurd to consider the 
prospect of such gain a reason for introducing a practice of having the manu
facturer or seller of the inventories pay the purchaser, while owning them, a 
monthly or annual "interest" for holding them. Likewise, Keynes' concept of 
the money-rate of interest as "the percentage excess of a sum of money con
tracted for forward delivery * * * over the 'spot' or cash price" has nothing 
to do with "interest" on demand deposits. The former relates to money to be 
delivered later; i.e., that the recipient does not hold during the period to which 
the interest pertains; the latter relates to money which the recipient holds 
throughout the period. 
Deposits as a superior variety of money 

The popularity of demand deposits as a form of money is indicated by the fact 
that they constitute four-fifths of the "money supply" as defined in currently 
available statistical series. This popularity results from the fact that they are 
a superior form of money; that is, they have attributes which made them for 
many purposes superior to other forms of money. One of these attributes is 
greater protection from some risks, such as the likelihood of loss by such con
tingencies as theft or fire. Another, probably the chief attribute of deposits 
which gives them their popularity, is the transfer mechanism that is attached 
to them. 

I t is the addition of a convenient transfer system that is the basic social 
justification for permitting the issue of money, which for centuries has been 
regarded as a Government prerogative, by profitmaking institutions such as 
commercial banks. The power to issue money in the form of circulating notes, 
which do not share the transfer mechanism attached to deposits, has been with
drawn from commercial banks throughout most of the world. In the United 
States, issue of circulating notes, which a century ago was considered an impor
tant function of chartered privately owned banks, is now concentrated in the 
Government (Federal Reserve notes are direct obligations of the U.S. Govern
ment issued by the Treasury to the Federal Reserve banks, and thence, through 
commercial banks to the public). 

8 This aspect of the usefulness of money has been well described by Milton Fr iedman as 
a temporary abode of purchasing power between acts of sale and purchase. "Money is a 
te rm t h a t has been used to refer not solely to a medium of exchange but also and, in our 
view more basically, to a temporary abode of purchasing power enabling the act of pur
chase to be separated from the act of sa le" (Milton Friedman and Anna Jacobson 
Schwartz , "A Monetary History of the United States , 1867-1960," p. 650) . This con
cept of money, it should be noted, does not Include income-earning (interest-bearing) invest
ments , even of short duration, since the acquisition and relinquishment of such assets, 
along with the acquisition and relinquishment of other types of goods, const i tu te acts of 
purchase and sale (abst ract ing from gifts and other nonpurchase or nonsale t r ansac t ions ) . 

7 Keynes, op. clt.f p . 222. 
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Cost of money creation and the need for monetary control 
In modern society, money can be brought into existence at a very low cost. 

The cost of production of fiduciary currency (circulating notes), as Professor 
Friedman has commented, can be compressed, under favorable conditions, close 
to the cost of the paper on 'which it is printed.8 The basic cost of creating 
demand deposits in the form of checking accounts is equally low—receipt of a 
customer's promissory note and an entry in his account in the bank's deposit 
ledger, or the writing of a cashier's check and using it to pay for a Government 
bond or some other security. However, this basic cost of issuing money, as will 
be mentioned later in this paper, is not a fair appraisal of the actual costs of 
commercial banks in creating deposits and keeping them endowed with their own 
money-transfer services. 

The argument has been made, in support of a policy of permitting banks to pay 
"interest" on demand deposits, that if money is costless (meaning nearly cost
less) to create, it ought to be costless to hold, and hence there is no point in 
prohibiting interest, thereby inducing the public to exert efforts and use resources 
in order to economize cash holdings. A corollary of this proposition, it has been 
pointed out, is that since additional deposits cost nothing to produce there is 
no reason for not making them available. This appears to be, ipso facto, an argu
ment that there ought to be no limit on the amount of money that is created, and 
that our apparatus for quantitative monetary control should be dismantled and 
destroyed. 

Such an argument becomes untenable. It is the very fact of the near costless-
ness of money creation, together with other attributes of money, that makes 
governmental quantitative monetary control essential.0 When this is recognized, 
the argument in favor of permitting interest on demand deposits, on the ground 
that money creation is nearly costless, reduces itself to three ideas: (a) that if 
banks were permitted to pay interest on demand deposits people would presum
ably hold larger quantities of "idle" demand deposits—i.e., the monetary au
thorities would have to permit the existence of a larger amount of such deposits 
to maintain any given level of prices and economic activity; (&) that holders 
of money would spend less effort, and therefore save "resources," in switching 
some of their funds from demand deposits into interest-bearing investments, or 
"near moneys," and back again; and (c) that the cost of production of money is 
so slight as to be unimportant with respect to such actions. The last of these 
may be accepted as valid; the significance of the others will be considered later 
in this paper. 

Pricing principles for tank charges for creating and transferring money 
If banks are permitted to create money in a nearly costless fashion and to 

receive an income from the resources which are received by them when they sell 
their created money, they should be expected to provide their superior form of 
money at the lowest reasonable cost to the general public. To state this in 
another way, since the banks are engaged in an almost costless activity that is 
regarded as a Government prerogative, to which services of their own are 
attached, they should be expected, like public utilities, to keep the charges for 
those services as low as possible. 

Various techniques might be suggested for pricing bank services in such a way 
that banks will meet their costs in providing an efficient money transfer service 
without excessive earnings from the exercise of nearly costless money-creation 
powers. One method, which would represent a substantial departure from the 
present situation, would be for banks to charge their depositors the full amount 
of their costs (including overhead and a reasonable profit) in providing a con
venient system of money transfer, combined with a payment to the Government, 
as a franchise tax for the privilege of creating money almost costlessly, nearly 
all of their earnings from their loans and investments. An alternative method, 
involving only a slight modification of past and present practices, is to expect 
the banks to pay as much as possible of the costs of handling checks out of 
such earnings and to levy as little as possible directly upon the users of money. 
It is sometimes argued that this can best be accomplished by removing the pro
hibition of interest on demand deposits, thereby reducing the net cost to those 
depositors who are presumably relatively overcharged, and depending on com
petition among banks to keep the aggregate charges to all bank depositors at a 
reasonable amount. This argument cannot be accepted as valid unless two 
collateral conditions are met: That bank charges for their transfer services are 
fairly and equitably distributed among their depositor customers; and that the 

•Milton Friedman, "A Program for Monetary Stability" (Fordham University Press, 
1959), p. 7. 

• For an excellent presentation of these aspects of money, see Friedman, op. cit., pp. 6-7. 
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level of such charges, including interest allowed or paid, is in fact competitively 
formulated.10 

Allocation among customers of charges for transferring money 
Banks should be expected to distribute among their customers as fairly as 

possible whatever charges they make for transferring money. Serious questions 
may be raised about the equity of banking procedures in making such charges— 
apart from the question of allowing implicit interest or paying explicit interest 
on customers' balances—and these appear to have been ignored by proponents 
of removal of the prohibition of interest on demand deposits. Problems of 
equity, including discrimination among depositors, arise with respect to various 
elements in the pricing procedure in bank service charges. Similar problems are 
encountered in other segments of economic activity, particularly those of trans
portation and communication, and have given rise to many legislative and judi
cial decisions regarding ratemaking procedures. The legal principles established 
in such decisions, and the practices approved or disapproved by law or regulatory 
commissions in those fields may be helpful in looking at bank charges for money-
transfer services, where little attention has been given to the same kind of 
problems. 

Three aspects of the process of developing bank service charges are particu
larly important with respect to equitable and fair treatment of bank depositors. 
One is the fact that the money-transfer service is of value to both the sender 
and the recipient, and charges may be levied on one or the other, or both. An
other is the relative degree to which charges are based on the value of the service 
and on the cost of rendering the service. A third is how a scale of charges, 
whether based on value or cost, and whether levied on sender or recipient, is 
prepared. Factors other than equitable treatment of depositors relative to each 
other must, of course, be taken into consideration in developing, and in appraising 
the reasonableness, of a scale of charges for bank services—as is true for trans
portation and communication services. 

Prior to establishment of the Federal Reserve System, commercial banks in 
the United States remunerated themselves for their money-transfer services in 
large part out of the income on their loans and investments, but in part by 
exchange charges some of which were payable by the recipient. This is still a 
common practice in international transfers of money, and domestic remittance 
exchange, for checks not presented at a bank's own counter, was an analogous 
procedure. However, frequent variations in domestic exchange rates and com
plications in the check clearing process resulting from this practice were regarded 
as defects in the money transfer and check clearing process.11 The practice of 
charging remittance exchange has largely disappeared but still persists in some 
places, and is still regarded as an imperfection in the Nation's payment 
mechanism.12 

In recent decades banks have introduced service charges on deposit accounts 
as a method of remunerating themselves for at least a portion of the cost in
curred in performing their money-transfer function. Service charges on deposit 

10 Another method of pricing commercial bank services, involving a radical change in 
banking operations, has been suggested by Professor Friedman. This involves requiring 
banks that issue money—i.e., have demand deposit accounts—to hold cash and reserve 
balances with the Federal Reserve banks equal to the total amount of their deposits both 
demand and time (thus having no other assets except those in which their capital funds 
are invested), with the banks receiving interest on their reserve accounts to provide them 
with sufficient income to meet their costs of transferring money—i.e., handling accounts— 
and to permit them to pay such interest as they choose on either time or demand accounts, 
depending upon competition to keep the net charges to depositors (service charges less 
interest paid on deposits) at a reasonable level. This proposal also involves shifting the 
loan and investment side of commercial bank operations to other financial institutions 
operating with capital funds. (Milton Friedman, op. cit., pp. 65-75.) It is difficult to 
see how this would operate in the desired manner, since it would not touch the problem 
of a fair allocation of bank charges among their customers nor that of noncompetitive 
practices in establishing the scale of charges, and the Interest paid on member bank 
reserve balances by the Federal Reserve banks would almost inevitably become a govern-
mentally fixed figure—which is a type of price fixing to which Professor Friedman objects. 

n "Despite the economies and short cuts devised by banks for collecting out-of-town 
checks, the system is wasteful in both time and money" (John Thorn Holdsworth, "Money 
and Banking" (1914), p. 211). A list of 8 "defects of the former system of country 
collections" is given in Ray B. Westerfield, "Banking Principles and Practice" (1927), 
p. 494. 13 "Report of the Commission on Money and Credit," p. 77. I t may be of passing 
interest to note that the two regions where remittance exchange charges are still prevalent 
are those where the analogy with foreign exchange was formerly most apparent because 
a large part of the income of the region was derived from products (grain and cotton) 
shipped to foreign countries. 
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accounts have not aroused the hostility engendered by exchange charges, but their 
propriety and reasonableness may be questioned on the ground that they result 
in an inequitable distribution of the cost of money transfers. Methods of com
puting service charges generally involve the levying of charges on both senders 
and recipients, but in such a way as to fall more heavily, relative to the number 
of transfers, on individuals with the smaller accounts than on business firms 
with the larger accounts. 

The value of a money transfer is also related to the amount transferred. 
This was recognized in the former system of collection and exchange charges 
under which, for example, under the rules of the New York clearinghouse, one-
tenth of 1 percent was made for check collections east of the Mississippi River 
(except for cities near New York) and one-fourth of 1 percent west of it." It 
is also recognized in the Federal Reserve Act, which authorized member banks 
to make reasonable collection or exchange charges (except against a Federal 
Reserve bank) not to exceed one-tenth of 1 percent.14 The propriety of charging 
for money-transfer costs in accordance with the amount transferred is also 
embodied in current practice when such transfers are separated from deposit 
accounts, as in bank drafts and postal money orders. 

This method of viewing service charges on deposit accounts suggests that such 
charges are highly discriminatory and not, as has been said, the only non
discriminatory payments to owners of demand deposits. This view of service 
charges also illuminates the real character of the so-called interest on demand 
accounts (explicit if so permitted, otherwise implicit). Such interest is essen
tially a rebate to some of the bank's customers of part of the income received 
(whether in the form of return on invested assets or of service charges) for 
operation of a deposit-transfer system. This rebate is made feasible because 
of the custom of making charges for the transfer of money according to ledger 
entry and paper-handling costs without regard to the value of the service to the 
parties involved in the transfer. 

Prior to the prohibition of interest on demand deposits the majority of the 
banks did not pay interest on any checking accounts, and most of those that 
did so paid interest only on accounts with relatively large balances. Recent 
studies of the cost of handling demand deposit accounts and of the earnings of 
commercial banks indicate that this would again occur if the prohibition were 
removed, since their profit margins would not permit interest on all accounts, at 
least at more than an iniinitestinial rate (unless payment of interest led to higher 
service charges or loan rates or both). 

The foregoing discussion of service charges and the value of money-transfer 
services suggests that one of the major reasons why it is profitable for banks to 
pay interest on the balances in their larger accounts but not on those in their 
smaller accounts, and why, under the prohibition of interest on demand ac
counts, they have developed the practice of performing many extraneous services 
commonly referred to as "implicit interest," is their adoption of an inequitable 
method of distributing the costs involved in providing a superior form of money; 
i.e., a form to which a transfer mechanism is attached. It follows also that a 
remedy for the problem of "implicit interest," which would be more appropriate 
than removal of the prohibition on explicit interest, would be to encourage or 
require the banks to institute a method of making service charges that would 
offer less temptation for provision of extraneous services to customers now 
favored by a discriminatory and inequitable method of charging for deposit 
transfers. 

Another factor contributing to the practice of providing explicit interest (when 
permitted) or more services (implicit interest) on some accounts than on others 
is the comparative bargaining power of bank cutsomers. Banks, it has been said, 
pay interest to those with sufficient power to extract it, and some powerful de
positors are therefore able to acquire bank-created circulating medium at lower 
prices than other depositors. It may be argued that this is in accord with the 
usual result of competitive pricing and thus mi^ht be viewed favorably. But the 
situation may also be viewed as an unfair pricing practice and as price dis
crimination of the sort that has long been illegal under common carrier trans
portation codes and judicial decisions. In fact, it may be viewed as having a close 
analogy to the arrangement made with leading railroads in 1872 by the Standard 
Oil Co. and associates under which they obtained rebates on all their own ship
ments and also "drawbacks" on all oil transported for other refiners.35 

18 Holdsworth, op. clt., p. 211. u United States Code, title 12, sec. 342. 15 Encyclopaedia Britannica, 14th ed. vol. 19, p. 365. 
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There are other aspects of the distribution of bank charges and their results 
that need consideration if it is regarded as good public policy to require com
mercial banks, in return for exercising a Government prerogative, to perform 
well their distinctive collateral money-transfer service. It may be good public 
policy to foster or enforce methods of remunerating banks for their money-
transfer charges in ways that reflect average costs rather than those associated 
with specific items of service—similar to uniform first-class postal rates that 
disregard the additional cost of mail service to the more remote locations. Atten
tion should also be given to the degree to which relatively high charges on the 
smaller bank accounts lead to nonuse of checking accounts by people to whom 
they would be a convenience and to the performance of money-transfer functions 
by other types of financial institutions. There appears to be evidence, for 
example, that in some places, notably New York City, many wage earners and 
other people with moderate incomes do not maintain a demand deposit account 
in a commercial bank because of the high cost of such an account; and this has 
induced mutual savings banks to perform for their customers such money-
transfer functions as payment of utility bills and provision of cashier's checks 
and money orders. 

Pursuit of such questions as these lead to the suggestion that we may need a 
reformation of deposit account service charges to improve their equity and the 
quality of money-transfer services, and that this may require some sort of control 
over service charges by bank supervisory authorities—which are, of course, the 
same species of governmental body as public utility commissions. At present, 
too little is know^n about the way costs and charges for money-transfer services 
are actually distributed to permit development of specific recommendations 
regarding such control, but a careful analysis of service charges with a view to 
formulation of public policy may be suggested. Surely, regulation or limitation 
of serve charges is as germane a task for legislative and bank supervisory 
action, for the purpose of fostering a banking system that serves the public well 
and efficiently, as limitation or prohibition of exchange charges or their absorp
tion by correspondent banks or limitations on interest rates charged borrowers 
from banks. 

Dual function banking and deposit masquerading 
The business of most commercial banks, as conducted in the past and at 

present, includes not only the creation and transfer of circulating medium, or 
money, but also acting as a financial intermediary by the receipt and investment 
of savings and other funds. In theory the two types of activity are sharply 
different. In practice the line of demarcation between them has been badly 
blurred, partly because of the application of the word "deposits'* to divergent 
types of bank liabilities: a form of circulating medium, on the one hand, and 
funds received for investment (in a pool with specified conditions and safeguards) 
on behalf of the owner, on the other. The resulting confusion as to the character 
of deposits has inevitably led to a situation that may be described as deposit 
masquerading. 

Two sorts of masquerading have appeared. One occurs when funds that are 
held by their owner primarily for use at any time as money are deposited in a 
bank in the form of a savings deposit with a definite or well understood implicit 
understanding that they may be converted at any moment into a checking account. 
It might be assumed that this type of masquerading deposits is less prevalent 
than it was a few decades ago, because of the more rigid prescription by super
visory authorities of the conditions attached to deposits in the time and savings 
categories. However, the impact of such prescriptions has been largely offset 
by other developments, such as the introduction of negotiable time certificates 
of deposit and in some places computation of interest on savings accounts on a 
daily basis. The reverse type of masquerading is probably less prevalent than 
formerly. When explicit interest payments were permitted on demand accounts 
some funds held by their owners primarily as investments, with the interest return 
on them the chief consideration, could be placed in demand deposit accounts 
with the added advantage of instant usability as circulating medium. To some 
extent this kind of masquerading may still occur, if valuable considerations 
other thon money transfer services are rendered by banks to holders of demand 
balances. 

Deposit hybridization and monetary control problems 
Designation of the foregoing types of deposits simply as masquerades is, of 

course, an inadequate description of their character. They are, in fact, a 

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



THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 2087 

hybrid—which may be described as circulating medium with a bonus of invest
ment income, or as income-bearing investments which have the privilege of 
being used as circulating medium without further trouble (or no more than a 
mere notification to the bank to change the classification on its books). This 
hybridization might give us little concern if we were not interested in attempt
ing to provide continuously that quantity of money in the economy which will 
permit and encourage maximum output and employment with a stable level of 
prices. The existence of these hybrid deposits, regardless of which mask is 
thrown over them, makes it impossible to obtain a good measure of changes in 
the quantity of the Nation's outstanding medium of exchange, or of changes in 
the rate at which it is being used in the economy, both of which are needed for 
use in the formation of monetary and other types of Government policy. 

It is also this hybridization of deposits, and the constant attempts of com
mercial banks and their customers to perpetuate it regardless of how carefully 
demand, time, and savings deposits are defined, that is at the root of many of 
the most troublesome issues with which the Commission on Money and Credit 
and the President's Committee on Financial Institutions were concerned. Such 
issues include: the question of whether reserve requirements for time deposits, 
or at least some categories of time deposits in commercial banks, should be of 
the same character and related in amount to those for demand deposits in com
mercial banks, or similar in character and amount to reserves for liquidity pur
poses deemed desirable in the case of mutual savings banks and savings and loan 
institutions; the question of the extent to which regulation of interest rates on 
time and savings accounts in commercial banks, or at least on some kinds of such 
accounts in those banks, should be the same as for deposits in savings banks and 
savings and loan associations; the question of the extent to which portfolio 
retrictions for commercial banks and for other financial institutions should be 
similar in character; and the question of the appropriate limitations on insur
ance coverage. 

These problems are largely the consequence of deposit masquerading and 
hybridization. They are the result of constant effort by commercial banks to 
escape the rigors of monetary control and to engage in the equivalent of counter
feiting by issuing more circulating medium than is permitted by Federal Reserve 
control over the aggregate quantity of reserves against demand deposits, together 
with the efforts of other financial institutions to engage also in the equivalent of 
counterfeiting by making their obligations approach as closely as possible to 
money, defined as means of payment and temporary abode of purchasing power 
between acts of sale and purchase.18 Such problems are likely to be aggravated, 
rather than alleviated, by removal of the prohibition of interest on demand 
deposits. 

It is also deposit hybridization and the effort of both commercial banks and 
other financial institutions to engage in the equivalent of counterfeiting that is 
primarily responsible for the confusion in recent years about the proper focal 
center—i.e., money or liquid assets—of monetary control operations. Because 
of the blurring of the line of demarcation between money and other assets 
readily convertible (for most individual holders most of the time) into money 
some economists and advisers on central banking operations have shifted their 
attention from the former to the latter as the variable to be controlled in the 
interest of economic stability and avoidance of inflation. However, the logic 
underneath this emphasis on liquid assets necessitates the inclusion of lines of 
credit to bank customers (both explicit arrangements and implicit understand
ings) which in practice are as close an approach to money (i.e., a commitment 
to provide money) as most of the fixed value assets held by the public. When 
this is done, the concept becomes so amorphous and the amounts involved so 
unmeasurable as to be unusable for monetary control problems. What most needs 
control—for avoidance of serious inflation on the one hand and deflation and 
deep depression on the other, and for moderation of the fluctuations we term 
"business cycles"—is not the amount of assets potentially convertible into money 
but the amount actually so converted. 

Instead of undoing what has already been accomplished to reduce the extent 
of deposit hybridization, we should move as rapidly as possible in the direction 
of a complete separation of the savings and time account business of commer-

i6 The terra "equivalent of counterfeiting," is used here to cover efforts to issue money 
by methods or in quantities not governmentally authorized, without any implication of 
intent to defraud. This, I assume, is included in Friedman's concept of "counterfeiting, 
broadly conceived" (Friedman, op. cit., p. 8). 
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cial banks from their circulating medium function.17 To do this adequately re
quires a full separation of the assets, liabilities, and capital accounts involved 
in the two functions, but does necessarily mean a complete divorce of owner
ship. That is to say, it could be accomplished by permitting commercial banks 
to establish wholly owned subsidiaries to handle the time and savings side of 
their operations, accompanied by a reasonable set of rules regarding cost 
allocation of facilities and personnel used in both sets of operations, and full 
disclosure to their customers of the separateness of the two types of service. 
Allocation of resources 

Two arguments have been advanced that the prohibition of interest on demand 
deposits interferes with the optimum allocation of resources. One of these re
lates to efforts of individuals and enterprises to economize on their cash bal
ances when they are not permitted to receive interest on demand deposits. The 
other relates to the question of which banks in the system can make the most 
efficient use, in loans and investments, of resources that might be shifted among 
the banks. It should be noted that the second argument relates to a different 
segment of demand deposits than other arguments discussed in this memorandum. 
I t relates to interest on interbank deposits, which do not enter into our concept 
or measures of the stock of money, whereas other arguments pertain to interest 
on deposits of individuals and enterprises. 

The argument that individuals and enterprises use resources in their efforts 
to economize cash balances that they would not so utilize (and therefore waste 
such resources) if interest were paid on demand deposits, seems to me to have 
very little merit. A recent writer refers to such efforts by large corporations 
and State and local governments through development of facilities to handle 
short-term investments." That personnel engaged in these activities would be 
released, in any appreciable numbers, if banks paid interest on demand deposits, 
seems unlikely. Banks incur costs in acquiring assets, storing them, keeping 
records of depositors' balances, and maintaining arrangements for transforming 
them into cash or transferring them to someone else upon demand. Though such 
costs may be comparatively small if depositors are fully charged for all costs 
of handling transfers^ they are sufficient to inhibit banks from paying as high 
rates of interest to depositors as the income obtained on the assets acquired, or 
as high as the depositors could obtain by acquiring other forms of liquid assets. 
Corporations and other depositors who watch their costs would still bear 
the bookkeeping and other costs involved in comparing the convenience, risk, 
and income from holding demand deposits with those attached to holding time 
deposits or other forms of liquid assets.19 The increased effort of corporations 
in recent years to economize their money holdings is the same kind of activity 
as their increased efforts to economize on other sorts of inventories, and doubtless 
would have occurred in the absence, of the prohibition of interest on demand 
accounts. 

The second argument regarding optimum allocation of resources is that if 
banks were permitted to pay interest on demand interbank accounts the larger 
banks, particularly the money-market banks in New York City, would entice the 
country banks to keep larger correspondent balances with them, and that the 
accompanying increase in their loans and investments would be better chosen 
and represent a better use of resources than those made directly by the smaller 
country banks. It was this question of the optimum allocation of resources as 
represented by the loans and investments made by banks that was the chief and, 
in fact, almost the sole argument underlying the prohibition of interest on 

17 It may be noted that one of the studies made for the Commission on Money and Credit 
recommended a required "complete separation of commercial bank demand-deposit and 
time-deposit operations." See Clifton H. Kreps, Jr., and David T. Lapkin, "Public Regu
lations and Operating Conventions Affecting Sources of Funds of Commercial Banks and 
Trust Companies," the Journal of Finance, May 1962, pp. 292 and 294-295. (The writer 
of this memorandum has not seen the report prepared for the Commission by Messrs. Kreps 
and Lapkin.) 

is Warren L. Smith, "The Instruments of General Monetary Control," the National 
Banking Review, September 1963, p. 67. The argument that such activities constitute a 
waste of resources has also been used by Milton Friedman, op. cit., pp. 72-73, and James 
Tobin, "Towards Improving the Efficiency of the Monetary System," Review of Economics 
and Statistics, August 1960, p. 278. 

19 Scattered information for various dates from 1910 to 1931 suggests that rates on 
deposits of banks and on other large demand balances (when paid) were typically from 
one-third to one-half the average interest rates charged on bank loans, and from one-third 
to two-thirds of yields available on such alternative assets as time deposits, 4 to 6 months' 
commercial paper, 3 to 6 months' Federal Government bills or certificates, or corporate 
bonds with less than 2 years to maturity. 
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demand deposits in 1933.20 Senator Glass argued that the funds drawn from 
the country banks by payment of interest on interbank demand deposits were 
used in the money-market centers for speculative purposes, which he obviously 
regarded as a misuse, or at least as a less-than-optimum use, of resources.21 The 
argument heard today that prohibition of interest on demand interbank deposits 
prevents the optimum use, of resources rests on the view that the managers of 
the money-market banks will make better decisions, from the point of view of 
selecting loans and investments most useful in the economy, than those of the 
country banks. Senator Glass, and many others before him, thought otherwise. 
The writer takes the same view of the matter (though there may be less danger 
now of so large a concentration in loans for stock speculation) on the ground 
that decentralization of bankers' loan and investment decisions is likely in the 
long run to be better than a centralization of them in a few money-market banks. 

Senator Glass' argument about the concentration of interbank deposits in 
New York and loans for stock speculation, it should be noted, was also linked 
with a view that bankers' loan rates elsewhere were extremely sticky and not 
responsive in a competitive manner to the ebbs and flows in the demand far 
loans. 

Variation in monetary velocity 
The argument has been made that, if interest on demand deposits were not 

prohibited, the velocity of such deposits would be steadier, particularly that 
such velocity would be less variable over the business cycle. Supporters of this 
view have given different reasons for adhering to this belief. 

One writer claims that allowing banks to pay interest on demand deposits 
would reduce the propensity of velocity of deposits to increase when a restrictive 
policy is applied because banks would raise their interest rate on deposits.28 

This argument appears to rest on a misunderstanding of the typical response of 
velocity to monetary restriction: First, a temporary increase in velocity, as 
people fulfill existing spending commitments or continue their rate of making 
such commitments before they realize that their cash balances are shrinking, 
which would almost certainly be over before the banks increase their rate on 
deposits; and, second, a decrease in velocity as a sequel to monetary contrac
tion, as people react to their shrinking cash balances by attempting to conserve 
them and to their altered expectations as business swings downward. Conse
quently, the argument appears to be invalid, or at least to be inapplicable to 
significant cyclical variaitons in velocity. 

Another writer makes a similar argument regarding reduction of cyclical 
velocity movements, but ties the arguments to interest rate variations rather 
than to the degree of restrictiveness of monetary policy. "This yield [interest] 
on demand deposits and currency is zero; when interest rates fall the cost of 
holding money falls by the same absolute amount, the quantity of real balances 
demanded rises, and velocity declines. If interest were paid on demand deposits 
there would be some tendency for the yield to decline when other interest rates 
declined, and the cost of holding money, and velocity, would therefore fall by 
smaller amounts." M This argument is not identical with the preceding, because 
cyclical variations in interest rates may be associated in part with forces other 
than monetary restraint (or ease) impinging on or resulting from cyclical busi
ness fluctuations. The argument may have some validity, but its practical im
portance must be questioned. Any observed statistical correlation between 
cyclical changes in interest rates and those in monetary velocity may be due 
entirely, or almost entirely, to other factors, notably the fact that changing 
business conditions and expectations tend to influence velocity and interest rates 
simultaneously. Also, elimination or reduction of the incentive to economize on 
cash balances by making them closely akin, as income-earning investments, to 
other forms of liquid assets, might make them subject to erratic variations be-

20 Perhaps it should be noted that the major argument for requiring bank supervisory 
authorities to limit rates on time and savings deposits; namely, that the practice of 
paying excessive interest on deposits had led to unsafe and unsound loan and investment 
practices and was not used as an argument for the prohibition of interest on demand 
deposits. That argument was also applicable to demand deposits, but it implied only 
that there should be an Interest rate limitation as in the case of time and savings deposits. 

21 Congressional Record (vol. 77, pt. 4, pp. 3729 and 4165-4166). 22 Warren L. Smith (op. cit., p. 67). 
i23 Richard T. SeTden. "Stable Monetary Growth," In Search of a Monetary Constitution, 

edited by Leland B. Yeaerer (Harvard University Press. 1962, pp. 345-46). My comments 
on this argument are largely taken from my article, "Monetary Policy Toward Nonbank 
Institutions," the Comercial and Financial Chronicle. Nov. 30, 1961. 

28-680—;64—,vol. 3 36 
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cause of the complex and varied set of forces affecting the demand for and supply 
of various types of interest-bearing investments. If this should occur, resump
tion of payment of interest on demand deposits might tend to intensify, rather 
than lessen, variations in velocity associated with cyclical business fluctuations. 

Available information suggests that the practical importance of the arguments 
regarding reduction of cyclical variation in monetary velocity, regardless of 
whether they have theoretical validity, is negligible. A comparison of cyclical 
variations in the ratio of the gross national product to the money supply (de
fined as adjusted demand deposits and currency outside banks) for years prior 
and subsequent to 1933 is given in the acomppnaying table. The data do not 
reveal generally larger cyclical variations in monetary velocity since prohibition 
of interest on demand deposits than in the preceding period for which figures are 
available. 

Cyclical variation in the ratio of gross national product to the stock of money 

Prior to prohibition of interest on demand 
deposits 

Cyclical peak or trough 
(year and quarter) * 

Trough, 1921 (4th) 
Peak, 1923 (3d) ___ 
Trough, 1924 (4th) 
Peak, 1926 (1st) 
Trough, 1928 (2d) 
Peak, 1929 (3d) 
Trough, 1933 (1st) _ .__ 

Batio, 
G N P t o 
stock of 
money * 

2.975 
3.909 
3.447 
3.883 
3.587 
4.121 
2.573 

Percentage 
change 

from 
preceding 
peak or 
trough 

31.4 
-11.8 

12.6 
- 7 . 6 
14.9 

-37.6 

Subsequent to prohibition of interest on demand 
deposits (omitting World War II period) 

Cyclical peak or trough 
(year and quarter) * 

Peak, 1937 (3d)_.__ 
Trough, 1938 (2d) 
Peak,31938 (4th) 
Trough,* 1940 (4th) 
Peak, 1948 (3d) 
Trorgh, 1949 (4th) 
Peak, 1953 (2d) 
Trough, 1954 (1st) 
Peak, 1957 (3d) 
Trorgh, 1958 (1st) 
Peak, 1960 (2d) 

Patio, 
G N P t o 
stock of 
moneya 

3.184 
2.741 
2.919 
2.506 
2.409 
2.348 
2.942 
2.827 
3.347 
3.239 
3.683 

Percentage 
change 

from 
preceding 
peak or 
trough 

—13.9 
6.5 

-14.1 

—2.5 
25.3 

—3.9 
18.4 

—3.2 
13.7 

* Peaks and troughs in monetary velocity at or near business-cycle peaks and troughs, as measured by 
the ratio of gross national product to the stock of money denned as demand deposits adjusted and currency 

« Comprted from gross national product at seasonally adjusted annual rate (with quarterly figures prior 
to 1939 estimated from Department of Commerce annual figures and quarterly figures of consumers' outlay 
and gross private investment from Harold Barger, "Outlay and Income in the United States," 1921-38, 
and (Government purchases of goods and services derived from other so-rces) and average demand deposits 
adjusted and currency outside banks (with quarterly figures derived from data for midyear and yearend 
dates, revised to take account of the Federal Reserves revision of all bank statistics for midyear dates, by 
use of changes in deposits in weekly reporting member banks and daily averages of money in circulation). 

3 S^bcycle in velocity not associated with business cycles delineated by the National Bureau of Economic 
Research business cycle reference dates. 

Effectiveness of monetary policy 
It has also been argued that revival of the practice of paying interest on 

demand deposits, combined with removal of the limitation on rates paid on time 
and savings deposits, introduction of the payment of interest by Federal Re
serve banks on part or all of their member bank balances, and changes in the 
use of Federal Reserve discount rates, would result in improving the effectiveness 
of monetary policy. 

Under one proposal of this type, it is assumed that interest at the Federal 
Reserve discount rate would be paid on member bank reserve balances in excess 
of requirements, and that the rate paid by banks on demand deposits, as well 
as on time and savings deposits, would be competitively determined and would 
vary with the discount rate. Under these conditions, it is claimed, the discount 
rate would be a more powerful tool than any now possessed by the Federal 
Reserve, and its prompt and drastic use in countercyclical monetary policy is 
recommended.24 

There are four serious difficulties with this proposal as a means of improving 
the effectiveness of monetary policy. First, countercyclical policy is the wrong 
kind of monetary policy. Study of the results of countercyclical monetary 
policy indicate that it causes more business fluctuations than it cures. His-

24 J ames Tobin, pp. 276-79. 
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torical studies of the relation of monetary developments and policy to business 
fluctuations lead to the conclusion that for achievement of continuous maximum 
employment and output monetary policy should be focused on maintenance of 
a stable quantity of money at a reasonable rate of growth. As stated elsewhere, 
the results of such studies suggest that the emphasis of Federal Reserve au
thorities on credit policy, and their practise of alternating restraint and ease, 
should be cast into the limbo of social experiments that failed to achieve their 
objective.25 

The second difficulty with this proposal is that it reflects a lack of under
standing of the effectiveness of open-market operations as a technique for in
ducing banks to provide a steady quantity of money in the economy with a 
reasonable rate of growth. It is based on an erroneous assumption that Federal 
Reserve powers always have been and are still inadequate. That assumption 
is the consequence of failure to observe and analyze the record of events care
fully enough to distinguish between inadequate tools and inappropriate orienta
tion and misuse of an adequate powered mechanism. 

The third difficulty with the assumption that the foregoing proposed com
bination of measures will improve the effectiveness of monetary policy is that 
it ignores the long tradition of limited competitiveness among banks in setting 
their charges for loans and money-transfer services. Recognition of this tradi
tion was an important factor in the decision of the Congress to prohibit pay
ment of interest on demand deposits. As mentioned above, the argument of 
Senator Glass for prohibition of interest on demand deposits rested on an as-
•umption of extreme stickiness, essentially a lack of competition, in the setting 
of interest rates on loans. 

"Bankers all over the country in every State, I venture to say—I speak defi
nitely of my own State—have what they call a standard rate of interest, which 
is the limit of the law in the respective States; and they never depart from it 
-except in special cases and for large purposes. In other words, if the standard 
rate is 6 percent, as it is in Virginia, one never finds a bank in days of prosperity, 
and one never finds a member bank of the system that ever lends the merchant or 
and manufacturer or an industry of any kind or the farmer at a less than 6-per
cent discount rate. They give the foolish reason for that, that if they ever once 
depart from the standard rate they cannot get back. Well, they can get back, 
and they can get back for exactly the same reason which induced them to depart. 
If they have abundant funds and credits, they can lower the rate of interest in 
order to stimulate business and industry and farming activities. 

"If the demand is great and money is tight, they can go back to their standard 
rate just for the same reason or a like reason that actuated them in departing 
from it. But they do not do that. Bankers are the only people on earth that 
utterly disregard the law of supply and demand. They have their standard rates 
and stick to them, and would rather send their surplus funds to New York to be 
used for stock-gambling purposes at a wonderful rate of 2 percent, reduced now, 
I think, to lty percent, than to loan to their merchants and businessmen at less 
than their standard rate." 26 

This argument indicates that one of the reasons for the prohibition of interest 
on demand deposits was an effort to induce bankers to be more competitive in 
their loan rates; and if they are now more competitive than they were 30 years 
ago, the prohibition of interest on demand deposits is probably one of the impor
tant reasons that this is so. But there is no reason to assume that banks have 
become sufficiently weaned from concerted or customary action to produce the 
desired results. 

Fourth, the assumption that bank rates of interest, both those charged on loans 
and those paid on deposits, would be promptly altered in conformity with changes 
in the Federal Reserve discount rate appears to be derived from banking tradi
tions and conventions in Great Britain that differ from those in the United States 
and are not likely to become prevalent here. In Great Britain it is not only the 
rate paid on deposits, but also the rate on advances that is tied by custom to bank 
rate. Further, the conventional spread between bank rate and that on advances 
is applied not only to new loans as they are being made but also to outstanding 
loans, and this maintains for the banks their own spread between their loan rates 
and the rate paid on their deposits. This customary spread between bank rate 
and the rate on advances is a major factor in making changes in bank rate a more 
potent and quick-acting tool of central bank policy than changes in Federal Re-

25 Clark Warburton, "How To Make Monetary Policy More Effective," the Commercial 
and Financial Chronicle, Nov. 2, 1961. 

38 Congressional Record, vol. 77, pt . 4, p. 3729. 
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serve discount rates. Consequently, to bring about an environment in which 
changes in Federal Reserve discount rates would be an effective central bank tool 
operating in accord with traditional central banking theory as developed in Eng
land would require alterations in American banking practices so drastic that 
neither bankers nor their customers would have an inclination to participate in 
them. 
Interest rate level 

The opinion has been expressed that the chief effect of removing the prohibition 
of interest on demand deposits would be a higher interest rate level. There are 
good reasons for believing that this is likely to occur. In view of the prevailing 
degree of custom and convention in the practices of American banks, the former 
widespread practice of fixing rates on deposits by clearinghouse rules or accom
panying price agreements and their survival in less visible forms, and the dis
criminatory character of the banks' prevailing money-transfer charges, it seems 
probable that if interest on demand deposits were permitted, the rate would 
become very "sticky." This would bolster a corresponding "stickiness" in the 
prime loan rate, with a large chance that the latter, which is already unduly 
inflexible to downward pressures on interest rates arising from supply and 
demand conditions in the money-loan markets, would change less frequently and 
remain at a higher level than under present conditions. If this should occur, 
it would have undesirable repercussions on the general level of interest rates. 

The operations of commercial banks tend, in a very real sense, to set a general 
floor on interest rates throughout the economy. This is because the banks are 
large transactors in many segments of the loan and securities markets, and are 
able, when their reserve position permits, to expand their loans and investments 
without parting with any other interest-bearing assets—in fact, for the banks as 
a group, without parting with any kind of assets, by virtue of the fact that an 
expansion of their own liabilities constitutes payment for additional assets 
acquired. Any change in the banking structure, or in the customs or methods 
of operation of commercial banks, which tends to put pegs under their interest 
rate floor should not be fostered. 

Comparative growth rate, an irrelevancy 
Some of the arguments advanced in favor of removal of the prohibition of 

interest on demand deposits, particularly those associated with the strongest 
pressures for such removal, should be regarded as irrelevant to the formulation 
of public policy on this and related questions. One of these is the complaint by 
New York City banks about their slow rate of growth in comparison with banks 
throughout the rest of the country. While the feeling of New York bankers that 
they are "boxed in" is understandtable, their situation is essentially like that of 
enterprisers in other types of economic activity. Business enterprises in places 
that are already intensively developed cannot expect a future growth rate to 
match that in other parts of the Nation, and it would be folly for public policy 
to attempt to eliminate the difference in growth rates. 

Similarly, the argument that commercial banks should be given more com
petitive advantages because their deposits have shown a slower rate of growth 
than the liabilities of nonbank financial intermediaries is irrelevant to any real 
issue with respect to the retention or abandonment of the prohibition of interest 
on demand deposits. We do not expect different industries to grow at the same 
rate, and we have no reason to presume that the main business of commercial 
banks, that of providing circulating medium in the convenient form of trans
ferable deposits, should grow at the same rate as investments of the public in 
other types of assets. In fact, it is reasonable to assume that in an economic 
environment in which there is a strong tendency toward indirect rather than 
direct investment of savings the growth of financial intermediaries will be more 
rapid than the growth in the need and demand for money. 
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THE CURRENT BALANCE-OF-PAYMENTS DEFICIT OF 
THE UNITED STATES AND GOVERNMENT POLICY: A 
STUDY IN POLICY CONFLICT AND "TRADE OFF"1 

(Prof. Dudley W. Johnson, University of Washington) 

Recently, aside from the general overriding issue of the avoidance 
of a nuclear war, several topics appear in the forefront of public 
and academic discussion and concern. The perennial favorites, the 
economic consequences of the public debt and the causes of inflation 
(cost or demand), have been superseded by problems associated with 
economic growth and the U.S. continuous balance-of-payments deficit. 
Interestingly enough, 1963 saw the publication of two major studies on 
this problem; both studies are, as has been noted elsewhere, the first 
complete scientific investigations on the payments deficit.2 3 

I . INTRODUCTION 

From 1951 to 1963, the U.S. balance of payments has been in 
deficit every year except one—1957. The balance on goods and 
services and trade accounts has been consistently favorable; the 
deficits have emerged because the excess of earnings from exports 
of goods and services over imports and other current account pay
ments has not been sufficient to cover military aid and expenditures 
abroad and the outflow of private and U.S. Government capital. Re
garding this deficit, much of the public discussion by economic author
ities on how to solve it strikes the present writer as ludicrous. Inso
far as the statements made by Government officials on this problem 
have any content, they indicate that national policy has been and 
will continue to be based on palliative and/or selective measures—a 
preference exists for ad hoc adjustments in external economic rela
tions which, as shown subsequently, have serious consequences for 
domestic economic policies. 

As it is well known, we have informal arrangements with foreign 
central bankers not to convert dollar balances into gold; currency 
"swap" arrangements have been made between governments so that 
foreign currencies may be acquired to meet temporary needs without 
causing gold losses; foreign currencies have been loaned to the U.S. 

1 1 wish to thank Profs. Philip Bourque, John Floyd, Charles Henning, and Judith 
Thornton for their aid in developing this paper. Professor Floyd's ideas were especially 
helpful in writing the second part of the paper. a Hal B. Lary, "Problems of the United States as World Trader and Banker" (Princeton: 
National Bureau of Economic Research, 1963), and Walter D. Salant, Emile Despre®, 
Lawrence B. Krause, Alice M. Rivlin, William A. Salant, and Lorie Tarshis, "The U.S. 
Balance of Payments in 1968" (Washington: The Brookings Institution, 1963). 8 Harry G. Johnson, "The International Competitive Position of the United States and 
the Balance-of-Payment Prospect for 1968" (a review of the volumes cited in footnote 2), 
"The Review of Economics and Statistics," XLVI, February 1064, p. 14. 
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Government in exchange for debt instruments payable in dollars, the 
proceeds from which can be used to stabilize the foreign exchange 
value of the dollar; legislation has been proposed to tax U.S. residents' 
purchases of long-term securities of foreign issuers; hopeful assump
tions have been made that foreign price levels will rise more rapidly 
than price levels in the United States, thus restoring equilibrium in 
our balance of payments; suggestions have been made to restrict for
eign travel by U.S. citizens abroad; and so on. 

Reliance on the above measures means that national policy, by de
fault, is based on the premise that the present price of gold in terms of 
dollars will continue to be the pivot for the exchange rate structure. 
The payments problem thus is not being faced squarely as a problem 
of disequilibrium price. The continuing international deficit and 
domestic unemployment situation has added significance for the future 
because domestic goals are subordinated to balance-of-payments re
strictions; therefore, the fundamental causes of the payments deficit 
are not faced squarely. Not only is the inflation neurosis already pres
ent in the minds of the economic authorities strengthened; but, as dis
cussed in a subsequent section, a fundamental change may be required 
in regard to economic policy matters: we may be forced to use mone
tary policy for external balance and fiscal policy for internal balance, 
but, unfortunately, the expansionary effects of fiscal policy measures 
may be offset because of the monetary policies followed to maintain 
external equilibrium. This process endangers employment goals and 
also our growth objectives; the ex post magnitudes of production and 
employment begin to appear as the maximums attainable. 

Because of the serious consequences of the simultaneous occurrence 
on an international deficit and unemployment, it is worthwhile to 
analyze our current balance-of-payments problem in the light of the 
major, if not the only, relevant causative factor—guaranteeing of a 
disequilibrium market price, in this case the dollar price of foreigjn 
exchange. Such a view of the cause of our international deficit is 
not new; what is of interest is how infrequently it is made the corner
stone of the analysis of balance-of-payments deficit. In presenting an 
analysis of the cause of the payments' deficit built upon the concept 
of a disequilibrium price, one feels a kinship with those who have writ
ten on methodological issues and have been subjected to the following 
criticism, true but obvious. The point being that certain things 
might be true and obvious to some, but often they are a minority. If 
one judges by the amount of professional economic commentary on the 
payments' deficit, including even the aforementioned two scholarly 
volumes, which, incidentally, mention a wide array of causes other 
than an inappropriate exchange rate with the usual conclusion that in 
time certain processes will come into play so as to eliminate the defi
cit, one begins to feel that the herein offered explanatory hypothesis 
of our payments' deficit is not so obvious. 

The present paper attempts to add to the writings of those who 
have made the overvaluation of the dollar the cornerstone of their 
analysis of the U.S. international payments position. A simple model 
drawn from partial equilibrium analysis is used for an explicit, system
atic analysis of this problem and of the adverse consequences of 
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overvaluation for domestic economic policies.4 Extensive analysis 
shows how de facto domestic economic policy is being conducted as if 
the United States were on a classical gold standard, in which gold 
flows dominate internal monetary policy. More specifically, the 
money supply is in effect a dependent variable, determined by external 
forces; it is being controlled as if a classical gold standard were in 
operation. In the process of subverting internal monetary policy 
to the needs of external considerations, discretionary fiscal policy, 
when and if undertaken, can be prevented from attaining its goals. 
To the extent that a tax cut is considered as a device to reduce unem
ployment and expand output, the manner in which the resulting 
budgetary deficit is financed is crucial. As shown later, if the budg
etary deficit is financed from the real saving of the community in 
order to avoid worsening of the U.S. balance-of-payments situation— 
i.e., if there is no increase in the money supply—the Government ex
penditure multiplier may be zero or even negative. 

A second purpose of this paper is a pedagogical one. In the light 
of the many irrelevant matters discussed in explaining balance-of-

ayments disequilibriums, merit exists in using a simple pedagogical 
evice drawn from static partial equilibrium analysis to illustrate the 

essential properties of the payments problems. 

I I . T H E NATURE AND CAUSES OF DISEQUILIBRIUM IN THE BALANCE 
OF PAYMENTS 

Disequilibrium in a country's balance of payments is similar to dis
equilibrium in any market, except that a continued balance-of-pay
ments disequilibrium may cause changes in the level of income and 
employment in the entire economy, whereas this is not likely to result 
from disequilibrium in the market for one commodity. 

Consider first a market, say for widgets; a simple textbook price 
adjustment model of partial equilibrium analysis is used. The ag
gregate demand for widgets at any price is the sum of the quan
tities demanded at that price by the n individual consumers: 

(1) Z > - g J K ( p ) = Z ? ( p ) . 

where D is the aggregate demand. As is traditional, the form of (1) 
is the result of the assumption that all other prices and the incomes 
(parameters) of all n consumers are constant. Since the demand 
functions of the individual consumers are monotonically decreasing, 
the aggregate demand function is also monotonically decreasing. 

The aggregate supply function for widgets is obtained by summing 

4 Several of those economists who have made, In one form or another , overvaluation the 
cornerstone of their analysis in examining the payments deficit of the United States are 
George N. Halm, "Fixed or Flexible Exchange Ra tes" ; H. S. Houthakker , "Exchange Rate 
Ad jus tmen t" ; Ja ros lav Vanek, "Overvaluation of the Dol la r ; Causes, Effects, and 
Remedies" ; all of these papers are published in the compilation of studies by specialists 
prppared for the Jo in t Economic Committee of Fac tors Affecting the U.S. Balance of 
Payments (87th Cong., 2d sess.) . Also, see Milton Fr iedman in his "Capitalism and 
Freedom" (Chicago, 111.; University of Chicago Press, 1962), pp. 5 6 - 7 4 ; and H. G. 
Johnson, "An Overview of Price Levels, Employment, and the Balance of Paymen t s , " 
Journa l of Business, vol. XXXVI, No. 3, Ju ly 1963. 
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the n individual supply functions of widget manufacturers. The 
aggregate supply is: 

(2) S=J1 Si(p)=S(p) 
f=»l 

The quantity of widgets demanded must equal the quantity supplied 
at the equilibrium price: 

(3) D(p)-S(p)=Q 

This equality is a necessary and sufficient condition for the (ex ante) 
desires of buyers and suppliers of widgets to be consistent. 

Assume that the flow demand and supply curves are: 

D(p)=a+bp and S(p)=A+Bp. 

The excess demand function is: 

X(p)=D(p)-S(p) = (a-A)-(B-b)p, 

and the rate of change of price with respect to time is: 

dp 
=F[X(p)]; when X{p)--

* • % -

an equilibrium price exists. Thus, 

dp 
dt 

\X(p)=\(a-A) - X ( 5 - b)p. 

Since the equilibrium price quantity combination satisfies both the 
demand and supply functions, the operation of finding the equilibrium 
price, by solving the equilibrium condition (3) for p, is equivalent 
to finding the coordinates of the intersection point of the demand 
and supply curves as illustrated in figure 1. 
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OP0 is the equilibrium price; if this equality does not hold, de-
manders' and suppliers' desires are inconsistent; either demanders 
want to purchase more than sellers are supplying, or sellers are sup
plying more than buyers wish to purchase. For example, if OP1 is 
the price, there exists excess demand—a disequilibrium price. I n a 
free market, the price would rise to OP0. If the government wants 
to maintain the price of widgets at <9Pi, textbooks usually tell us that 
the government must do one of two things: (1) supply widgets on 
the market from its own stock so that the effective demand can be 
satisfied at the fixed price OPt; or (2) limit the consumption of 
widgets either by giving out ration coupons or by allowing consumers 
to purchase the product on a first-come, first-served basis. I n this 
case, the amount demanded will be limited to the effective supply OQ2-

Another alternative exists for the Government in order to maintain 
the disequilibrium price of OP1. I t can undertake aggregate defla
tionary monetary-fiscal policies so that the market demand function 
for widgets, like any demand function, is forced sufficiently to the left 
to intersect with the supply function at OPt. Even though the widget 
market would be in equilibrium, and ex ante demand and supply would 
be equal, economists would consider such a policy completely unde
sirable because the social costs are extremely great—the general unem
ployment of resources resulting from the Government's deflationary 
policy. 

The usual moral drawn for students from such an exercise is that 
unless effective demand and effective supply are equal, which is not ini
tially the case at OP^ the widget market is not in equilibrium, even 
though in this market, as in all others, the amount bought always 
equals the amount sold—there is an ex post equality between quantities 
bought and sold. Blackboard economists, as well as "practitioners" of 
the subject, do not hesitate to specify unequivocally the consequences 
which result when an institution wants to maintain a disequilibrium 
price for any particular economic good. Elementary as the foregoing 
may be, it is worthwhile to note parenthetically that a very interesting 
phenomenon emerges when a comparison is made between the above 
simplified analysis and many of the current explanations of balance-of-
payments disequilibriums, cost-induced versus demand-induced infla
tion, and so forth. The economic consequences of maintaining a dis
equilibrium price for a consumer good are stated without the aid of 
such esoteric devices as matrix algebra, second order conditions, and 
so on. Yet, somehow, inflationary effects of unions and/or the imposi
tion of fixed exchange rates—interesting "explanations" appear which 
suggest that in the real world derived demand curves are not nega
tively sloping. 

Applying the previous analysis to the U.S. international deficit, we 
divide international receipts and payments into two categories: (1) 
Autonomous payments and receipts which are made because the under
lying transactions, such as the flow of goods and services and a certain 
fraction of short- and long-term capital movements arising from profit 
and interest yield differentials, are desired for reasons not related to 
the balance of payments; (2) induced receipts and payments arising 
because of a disequilibrium between autonomous receipts and pay
ments. Changes in Government holdings of gold and foreign ex
change are prime illustrations of induced flows. Autonomous receipts 
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in the U.S. balance of payments represent a supply of foreign exchange 
coming onto our markets and also a demand for dollars by foreigners. 
Autonomous payments represent a demand for foreign exchange and 
a supply of dollars. 

Viewing the market for foreign exchange from the U.S. side, the 
aggregate demand and supply functions represent demand and supply 
arising from autonomous transactions. No reason exists to modify 
the model used in the widgets illustration. The aggregate demand 
curve for foreign currency arises from U.S. imports and capital out
flows—at any price (exchange rate) it is the sum of the quantities of 
foreign exchange demanded by the n individual demanders at that 
price (exchange rate) : 

(4) D=J2 Di(p)F.E.=D(p)=a+bpF.E. 
i=l 

The supply curve results from U.S. exports and capital inflows—it is 
obtained by summing the n individual supply functions of suppliers 
of foreign exchange at any given price (exchange rate): 

(5) # = Z ; Si(p)F.E.=S(p)F.E.=A+BpF.B. 

The equilibrium condition is: 

(6) D(p)F.E.-S(p)F.B.=0; 

such a condition is depicted graphically in figure 2. 

FIGURE 2 

Dollar M e t of Foreign Ixchangt 

Quantity of 
Foreign Ex
change TIT 
Unit of f l M 

Let one of the parameters implicit in our model change so that the 
equilibrium situation is upset—assume, for example, an increase in de
mand for foreign currency by U.S. residents. Many factors could 
cause this—price levels abroad increasing less rapidly or falling more 
rapidly than ours, greater relative increases in productivity abroad, 
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<%£L=F[X(j>)]F.B. 

increases in foreign aid expenditures, and so on. The excess demand 
at the existing equilibrium price or exchange rate is: 

(7) X{p)F.B. =D(p)r.a, -S(p)F,EMa-A)-^(B-b)pF.E. 

and the rate of change of the exchange rate over time is: 

(8) 

The new equilibrium exchange rate is reached when: 

-3T(pW=0 i.e, ^ = 0 . 

Graphically, this parametric change is represented by a shift to the 
right in the demand for foreign exchange. Figure 3 illustrates this. 

FIGURE 3 

Dollar Pric« of Foreign Kyrhattgi fl 

D l 

At a rate of exchange equal to OR0, the United States has an ex ante 
deficit in its balance of payments; that is, autonomous payments exceed 
autonomous receipts at OR0- In a free market, the exchange rate 
would rise to ORx, whereX(p)F.E.=:0. 

What is the cause of the present deficit in U.S. international ac
counts? Simply, it results from the overvaluation of the dollar in 
terms of foreign currencies; in terms of figure 3, the exchange rate 
OR! overvalues the U.S. dollar. Excess demand for foreign exchange 
exists at this price, X (p) F.E. > 0. 

As a result of this overvaluation there has occurred a persistent 
balance-of-payment deficit. Admittedly, disagreement exists over 
the proper method to be used in measuring the payment deficit. Any 
discussion of whether the U.S. Department of Commerce's concept of 
the "total balance," determined by measuring the changes in the U.S. 
international liquidity position, or alternative possible concepts such 
as the "basic balance" on the "basic transactions," measured by the 
flow of goods and services, aid, and long-term capital, is tangential 
to the main purpose of this article. For our purposes it suffices to 
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point out that the deficit, measured by short-term liabilities to for
eigners plus gold outflows, each year varied between $0.3 billion and 
$2.1 billion; during the 1951-62 period the deficit averaged over $1 
billion annually. In the period 1950-57, the increase in short-term 
liquid liabilities to foreigners was $8.4 billion and the gold outflow was 
$1.7 billion. The deficits and gold outflows in 1958 and following years 
are shown in table 1. 

TABLE 1.—U.S. balance-of-payments deficits and gold outflows 1958-62 

[In billions of dollars] 

Year 

1958 
1959 
1960 - -
1961 „_ -__ 
1962 

Overall 
deficit 

3.5 
3.8 
3.9 
2. 4 
2.2 

Gold outflow 

2.3 
0. 7 
1.7 
0.7 
2. 0 

Source: U.S. Treasury Department. 

I t is hard to understand why so many irrelevancies are offered by 
the economic authorities in explaining and/or suggesting methods to 
eliminate the present deficit. When unemployment and an inter
national deficit appear simultaneously, it is prima facie self-evident 
that the currency of the deficit country is overvalued—solving one 
problem worsens the other. Even in the absence of unemployment, if 
a country has a continuous deficit in its balance of payments, the source 
of the trouble is its overvalued currency. The real question is whether 
the overvaluation is significant enough to warrant drastic measures; 
this raises another important question regarding the costs of the alter
natives facing the economic authorities. 

I I I . ALTERNATIVES AND COSTS OF SOLVING THE INTERNATIONAL DEFICIT 
W I T H I N PRESENT INTERNATIONAL MONETARY SYSTEM 

What can be done to eliminate the overvaluation of the dollar in 
order to eliminate the basic cause of the U.S. imbalance in its inter
national accounts ? Assume first, that drastic measures should not be 
undertaken; the present structure and functioning of the international 
monetary system is a parameter. This nonalteration in the basic 
structure of the international monetary system has been and appar
ently will continue to be the cornerstone on which national policy is 
based. Since this means, among other things, the maintenance of the 
present price of gold, only three general alternatives are available to 
the United States to eliminate its deficit. One alternative is to shift 
the burden of achieving international equilibrium to other countries; 
a second is to implement appropriate monetary-fiscal policies to force 
down prices and incomes in the United States to levels needed to 
achieve balance; and a third is to use a variety of ad hoc measures to 
increase receipts and reduce payments in the U.S. balance of payments. 
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SHIFTING THE BURDEN TO OTHER COUNTRIES 

The United States can try to persuade other countries to adjust their 
domestic price levels or exchange rates to our gold price level. Overt 
persuasion is needed regarding exchange rate adjustments, but may 
not be needed for price level changes if one assumes the continuation of 
the present greater differential increase in the rate of change in foreign 
price levels as compared to ours. If this prevails, equilibrium may be 
restored in our balance of payments without other steps being taken. 
The U.S. demand for foreign currency will shift to the left, and the 
supply of foreign currency will shift to the right sufficiently to close 
the ex ante deficit at an exchange rate of OR0 in figure 3. 

Foreign countries can also be persuaded to undertake appropriate 
lending policies. Foreign governments can be induced to accumulate 
dollars by selling foreign currencies to American residents at official 
rates. Alternatively, the U.S. Government can borrow foreign cur
rencies and make them available at official exchange rates. The latter 
has been extensively used since late 1961; for example, borrowings 
of foreign currencies were announced by the Treasury on May 22, 
1963. Bonds totaling $53 million were sold to Belgium and Switzer
land in exchange for foreign currencies to stabilize the dollar in foreign 
exchange markets. This borrowing by the Treasury brought the out
standing total of Treasury securities denominated in foreign currencies 
to nearly $630 million. More than $600 million of the outstanding debt 
is in securities whose maturities ranged from 15 to 24 months at the 
time of issue. 

Along the same line is the use of currency "swap" arrangements. On 
May 30, the British Government announced that it had authorized 
a tenfold increase in an existing monetary arrangement with the 
United States which "guards the pound and the dollar against specu
lative attacks." The U.S. Government, at the same time, announced 
that it had authorized for the same purposes an increase from $50 
to $500 million. The United States, prior to this announced arrange
ment, had such "swap" agreements totaling $1,100 million, with 11 
countries. 

In summary, then, if the United States wants to maintain the ex
change rate at OROJ it must sell either foreign exchange or gold on 
the foreign exchange market, which in practice means letting our stock 
of gold run down, since gold is convertible into foreign currencies, or 
borrow foreign currencies, or persuade foreign governments to ac
cumulate dollars. Such a policy is "backed u p " by hopeful modus 
operandi with other countries. 

The above measures indicate a positive marginal product for the 
economic authorities' negotiating abilities. And if one has examined 
the aforementioned Brookings study, which predicts that the deficit 
will be corrected by 1968, or has read Hal Lary's concurring views on 
the Brookings projections, it is extremely easy to conclude that the 
external arrangements made by our economic authorities are all that 
is needed because in time, automatic processes of adjustment will elimi
nate the payments deficit.5 But as Harry Johnson shows, the Brook-

5 Hal B. Lary's testimony on the Brookings projections before the Joint Economic Com
mittee, "The U.S. Balance of Payments," "Part I I : Outlook for U.S. Balance of Payments," 
July 29 and 30, 1963 (Washington: U.S. Government Printing Office, 1963). 
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ings projections of the elimination of the deficit by 1968 depends 
critically on the extent of future inflation in Europe.* Western Euro
pean countries may at any time in the future arrest their internal price 
level rises. Moreover, the probability that foreign economic author
ities will be willing to adjust their exchange rates to aid our payments 
deficit is less than that of their agreeing to make appropriate price 
level changes, given the large number of moral judgments that enter 
into exchange rate discussions. 

The value of arrangements for informal cooperation between central 
banks is reduced by the fact that it implies that the economic author
ities believe that the problem is only a transitional one; they are thus 
distracted from its intrinsic seriousness. That is to say, to the extent 
that external economic policy is to be made within the constraint of 
the maintenance of the present dollar price of gold, two fundamental 
policy problems emerge: (1) the short-run problem of what to do 
during the interval before the deficit is corrected and (2) "* * * the 
long-run problem of what to do about the international monetary 
system when it is deprived of the sustaining flow of additional re
sources in the form of dollars provided by the deficit." 7 Since it is 
not the purpose of this paper to analyze the international liquidity 
mechanism, it suffices to say that even if one is willing to accept the 
validity of the forecast that the deficit will be corrected by 1968, the 
commitment by the United States to convert dollars into gold at the 
present price for foreign central banks causes, of necessity, U.S. policy 
to be influenced by the views of European central bankers and, more 
importantly, U.S. domestic economic goals must be sacrificed to 
balance-of-payments considerations. An extreme case of the latter 
situation is discussed below; in a following section we discuss how in 
fact recent monetary policy has been dominated by balance-of-
payments considerations. 

DEFLATIONARY MONETARY-FISCAL, POLICIES 

The second alternative for the United States, within the constraint 
of maintaining the present structure of exchange rates, is to imple
ment appropriate monetary-fiscal policies to force down internal 
prices and incomes to the levels needed to achieve international 
balance. Two things would operate simultaneously to restore equi
librium in the balance of payments. The deflationary policies would 
reduce the demand for imports, thereby shifting to the left the de
mand for foreign exchange. At the same time, an induced flow of 
short-term foreign capital would come into the United States as a re
sult of the rise in domestic interest rates, and an expansion of our 
exports would occur if our prices fell relative to those abroad. The 
combination of these forces shift to the right the supply curve of for
eign exchange. This process would continue until the ex ante deficit 
at an exchange rate of ORQ was eliminated. Figure 4 below depicts 
this. Z>iZ>! and St S-i are the new demand supply curves for for
eign exchange after the adjustment process has worked itself out. 

6 Harry G. Johnson, op. clt., p. 20. 
* Ibid., p. 29. 
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This alternative policy could be adopted, but it involves a very ex
pensive price (cost) to pay for achieving international equilibrium. 
The output lost by such a policy of solving an international deficit 
by domestic depression can never be regained. The adjustment 
process is similar to the one under the pure gold standard, even though 
it is not "automatic"; the economic authorities do not rely solely on 
adhering to a prescribed set of rules so that automatic and free gold 
flow brings about international equilibrium, as it would under a pure 
gold standard. But the basic concept of curing international deficits 
by domestic depressions is the same, since this was one of the major 
mechanisms of adjustment under the classical gold standard. The 
situation is analogous to "solving" an ex ante deficit in the widget 
market when the price is pegged below the market equilibrium by a 
general deflationary policy to cause domestic depression; if this policy 
seems absurd relative to the simpler one of allowing the price for 
widgets to vary in order to equilibrate this market, the same logic 
dictates the absurdity of solving an international disequilibrium 
situation by domestic depression rather than through exchange rate 
adjustment. 

The above policy of forcing a domestic depression to solve our in
ternational deficit has not, per se, been undertaken by the United 
States, although recent monetary policy makes one less optimistic 
about the future. But what, in fact, has happened is that overvalua
tion lias hindered the adoption of fiscal and monetary policies needed 
to achieve a fully employed economy. This cost is substantial as un
employment in 1959 was 5.5 percent of the civilian labor force; in 
1960, 5.6 percent; in 1961, 6.7 percent; 5.6 percent in 1962; and in 
1963, approximately 6 percent. 

ACTUAL MONETARY POLICY AND THE GOLD LOSS 

An interesting paradox emerges regarding internal monetary policy. 
Even though gold today serves no function in our domestic monetary 
system, de facto internal monetary policy is being conducted as if we 
wTere on a gold standard, i.e., domestic monetary policy is being domi
nated by gold flows. I t may be recalled that under a gold standard 
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with fixed exchange rates, the money supply is ultimately a depend
ent variable determined by external forces. The direction of causa
tion, according to the quantity theory, goes essentially from the fixed 
exchange rates with other currencies via the balance of payments to 
the money supply, to output and velocity and thereby to the level of 
prices and employment compatible with those exchange rates. Of 
course, one would not expect the absence of any changes in the money 
supply except those dictated by external considerations as domestic 
monetary policy will produce shortrun changes in the money supply 
unrelated to external dictates. But the fact remains that fundamen
tally, under the classical gold standard— 
* * * domestic policies affect the stock of money through their in
direct effects on the level of prices consistent with the fixed exchange 
rates—as, for example, by tariffs that affect the flow of trade or by 
measures that affect capital movements—or on the stock of money 
consistent with that level of prices—as for example, by measures that 
affect output or the incentive to hold cash balances—rather than 
through any direct effect on the stock of money itself, so long, that is, 
as the gold standard is maintained.8 

The extent to which monetary policy today is influenced by external 
factors such as gold outflows is an empirical question. To form an 
empirical judgment on the importance of gold flows in the monetary 
authorities' "utility function" is difficult under the most ideal condi
tions but is compounded by their inflation neurosis as evidenced by the 
many public statements made by them on the inflationary pressures in 
the economy. The anti-inflationary bias of monetary policy from Jan
uary 1953 to January 1961, which was during the Eisenhower admin
istration, is evidenced by the fact that during this complete interval 
there occurred only a net $2 billion increase in Federal Reserve credit. 
Table I I I also shows this by detailing the behavior of the holdings 
of Government securities by the Federal Eeserve in the 1961-63 period. 
This worry over internal inflation makes it hard to ascertain where it 
diminishes relatively and the concern over the balance-of-payments 
begins; of course, the important point is that both concerns have in
fluenced monetary policy in the same direction; i.e., monetary policy 
has been less expansionary than it otherwise would have been. Never
theless, evidence exists from which one can infer that the gold loss 
"problem" is becoming increasingly pervasive. First, the public 
statements by Chairman Martin of the Federal Reserve and the policy 
directives from the Federal Reserve Open Market Committee have 
increasingly mentioned the payments deficit as circumscribing the use 
of vigorous monetary policy to aid in reducing the level of unemploy
ment. The hampering of expansionary monetary policy is described 
by Mr. Martin in the following terms: 

In the circumstances prevailing today, the Federal Reserve has found it neces
sary to balance domestic and international factors in arriving at policy decisions. 
The System's responsibility for the value of the dollar extends beyond domestic 
price stability to the value of the dollar in terms of gold and of other convertible 

8 Milton Friedman and Anna Jacobson Schwartz, "The U.S. Money Stock, 1867-1960," 
(New York, N.Y.: National Bureau of Economic Research, 1961), ch. 3. 
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currencies. This is partly a matter of restoring basic equilibrium in the balance 
of payments, and partly a matter of preserving stability in exchange rates in 
international markets. 

The problems I have been discussing have weighed heavily with those of us 
in the Federal Reserve in our endeavor over the last year to keep credit condi
tions attuned to national needs. 

On the domestic side, to help bring about recovery, expansion, and sustained 
growth in production and employment, the Federal Reserve has been operating 
to bolster the banking system's ability to meet all reasonable borrowing needs. 
[Italic added.] 

On the international side, to help hold down the outflow of capital and gold 
prompted by the continuing balance-of-payments deficit, the Federal Reserve has 
been operating to minimize drains stemming from international differentials in 
interest rates.9 

Added to this is the reported findings of a recent study by the Fed
eral Eeserve Bank of New York that a rise in short-term interest rates 
could easily reduce the balance-of-payments deficit by $500 million. 
Such a belief may have been a factor causing the Federal Reserve to 
raise, on July 16,1963, the discount rate from 3 to 3% percent. Under 
Secretary of the Treasury Robert Roosa cited this then possible forth
coming event before the OEEC meeting on July 10,1963, as a favor
able policy change; he also gave his approval to this monetary policy 
in testimony before the Joint Economic Committee's hearings on the 
U.S. balance-of-payments problems. This is interesting, since Mr. 
Roosa is in the executive branch of the Government; the Treasury 
and the Federal Reserve System have apparently found agreement on 
the solution to a problem. 

Secondly, the actual behavior of recent monetary policy clearly 
shows that the interaction of the inflation neurosis and gold flows has 
inhibited expansionary monetary policy. This observation holds true 
regardless of whether one views the efficacy of monetary policy in 
terms of its impact on the power given to the banking system to carry 
assets or the effect of Federal Reserve action on the money supply. 
If the latter criterion, which is the fundamental one, is used, the lack 
of monetary aid given to offset the present underemployment situation 
becomes obvious. As of December 1961, the money supply was $145.7 
billion (seasonally adjusted); on December 1962, it was $147.9 billion, 
a 1.5-percent increase. Table I I details the monthly behavior in the 
money supply up to December 1963. 

Thus, from December 1960 to December 1963 the money supply 
increased at an annual average rate of 2.9 percent. This rate of 
increase is considerably below the historical longrun rate for the 
economy. This low rate of increase in the money stock is primarily a 
result of the monetary authorities' concern over the balance-of-pay
ments problem, along with their worry over the presumed presence of 
internal inflation. As table I I indicates, since August 1963 the money 

• Statement of William McChesney Martin, Jr., Chairman, Board of Governors of the 
Federal Reserve System before the hearings on the "January 1962 Economic Report of the 
President," Joint Economic Committee of the United States, 87th Cong., 26. sess., pp. 
174-175. 
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1962—May 145. 7 
June 145. 6 
August 145. 7 
September 145.1 
October 146.1 
November 146. 9 
December 147. 9 

supply has been increasing at a much faster rate. This move to a 
more expansionary policy results from the freedom given by the rise 
in short rates in mid-1963, as well as agreements by European countries 
to help support the dollar through more years of deficit. Also, another 
contributing factor is the acquiescence by European countries hi the 
new policies of domestic expansion undertaken by the U.S. Govern
ment. 

TABLE II .—The money supply, 1962-68 

[In billions of dollars and seasonally and yearly] 

1963—January 148. 7 
February 148. 6 
March 148. 9 
April 149. 4 
May 149.4 
June 149. 8 
Ju ly 150. 7 
August 150. 5 
September 150. 9 
October 152.1 
November 153.4 
December 153.5 

Source : Federal Reserve Bulletin. June 1963, p. 806. 

No need here to open Pandora's box and attempt to evaluate the 
role of the quantity of money in determining the economic course of 
events; the existence of an effective transmission from the money 
stock to other monetary variables presupposes a systematic connection 
between it and incomes and prices and, as is well known, the absence 
or presence of such a transmission particularly in a deflationary en
vironment, is subject to considerable disagreement among students of 
economic affairs. But whether one believes that changes in the stock 
of money matter relatively little in determining economic variables, 
or that such changes produce substantial alterations in the flow 
of income, prices, and other variables, and that, hence, money is a 
significant factor in understanding and controlling economic activity, 
it is agreed that monetary policy aims to affect output, employment, 
and prices through changes in the money supply. 

From the point of view of Federal Reserve action, what matters, 
in the first instance, is the amount of Federal Reserve credit (high-
powered money) created: this is determined by the size of open market 
operations. Given the negligible increase in the money supply during 
the 1961-62 and 1963 periods covered, it is apparent that open market 
operations actually conducted were insufficient. Table I I I shows 
changes in the portfolio of Government securities of the Federal Re
serve System for the December 1960-December 1963 period. 
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TABLE III.—Changes in the holdings of Government securities oy the Federal 
Reserve, 1961-Decemoer 19631 

[In millions of dollars] 
Period (average of daily figures) : 

December 1960-December 1961. 
December 1961-April 1962 
April 1962-May 1962 
May 1962-June 1962 
June 1962-July 1962 
July 1962-August 1962 
August 1962r-September 1962 
September 1962-October 1962__ 
October 1962-November 1962__. 
November 1962-December 1962 
December 1962-January 1963— 
January 1963-February 1963— 
February 1963-March 1963 
March 1963-April 1963 
April 1963-May 1963 
May 1963-June 1963 
June 1963-July 1963 
July 1963-August 1963 
August 1963-September 1963— 
September 1963-October 1963— 
October 1963-November 1963— 
November 1963-December 1963 

1 The purchase excluded those bought under repurchase agreements. 
Source: Computed from the Federal Reserve Bulletin, May 1963 and February 1964, 

pp. 650 and 178, respectively. 

In the light of the level of unemployment prevailing since 1961, the 
actual changes in the portfolio of Government securities by the Federal 
Reserve System seem exceptionally modest. In the absence of a central 
bank endowed with the powers of a Santa Claus so that needed in
creases in the money stock can be injected into the system via "chim
neys," in the money rain must be implemented primarily through open 
market operations. Since high-powered money can be created at zero 
real social costs, the Federal Reserve System apparently conducted its 
open market operations within a constraint imposed by the balance-of-
payments situation, or by its fear of inflation, or by both. 

Furthermore, it is beside the point to argue that, since excess re
serves and/or "free reserves" were "plentiful" during this period as 
shown in tables I V and V, the bottleneck lies with the commercial 
banks, not the Federal Reserve. The usual argument offered is that 
the money supply failed to increase because of the unwillingness of 
commercial banks to monetize debt rather than the Federal Reserve 
System's inadequate increases in high-powered money. Focusing at
tention on the statistic "free reserves," defined as the difference be
tween "excess reserves" of member banks and member bank "bor
rowings," it is found that they have been positive since 1960. I t is 
difficult to interpret, however, what this means. As Friedman has 
pointed out, mathematically— 

* * * a given level or pattern of movement of free reserves is consistent with 
almost any level or pattern of movement of the total money stock. For ex-

Amownt 
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ample, free reserves can remain constant at any specified number, positive or 
negative, and the money stock increase at a rapid rate or decrease at a rapid 
rate. It is only necessary that total reserve balances minus member bank bor
rowing change at the same rate as required reserves.10 

Aside from this, and more importantly, assume that there exists an 
aggregate demand function for free reserves by banks—at any mo
ment of time the banking system demands a certain level of free re
serves. In equilibrium the banks will no longer liquidate assets and/ 
or acquire assets. Assume such an equilibrium level in juxtaposition 
with free reserves and unemployment. If the Federal Reserve wants 
to increase the money supply from such an assumed equilibrium 
level of "free reserves," it can supply a higher level of "free reserves" 
than demanded by the banks. An excess supply of "free reserves" 
exists. Banks will use this excess to increase their loans and invest
ments, thereby increasing the money supply and required reserves; 
through this mechanism the actual level of "free reserves" is reduced 
to that desired. If needed, a perpetual disequilibrium situation can 
be fostered between the desired level of "free reserves" and the actual 
level. In this process of supplying more high-powered money to the 
system, the money supply expends; thus, the relevant concept is not 
tne absolute size of free reserves, per se, but this relative to the desired 
level. The same reasoning applies to the concept of "excess reserves." 

TABLE IV.—Excess reserves for all member banks, 1960-6S 
[In millions of dollars] 

I960—December 756 
1961—December 568 
1962—May 503 

June 491 
July 529 
August 566 
September 455 
October 484 
November 592 
December 572 

1963—January 483 
February 472 
March 426 
April 434 
May 457 
June 377 
July 480 
August 467 
September 413 
October 408 
November 415 
December 525 

Source: Federal Reserve Bulletin, June 1963, p. 798, and February 1964* p. 180. 

10 Milton Friedman and Anna Schwartz, op. eit., ch. 11, p. 60. 
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TABLE V.—Behavior of "free reserves" 1960-63 

[In millions of dollars] 
1960— December 
1961—December 
1962—May 

June 
July 
August 
September 
October 
November 
December 

1963—January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Source: Federal Reserve Bulletin, May 1963, p. 652, and February 1964, p. 180. 

The foregoing arguments are based on the proposition that the 
Federal Eeserve can effectively control the money supply. Objec
tions are often raised to this view: it is wrong, according to some, to 
say, except in some irrelevant long-run sense, that the Federal Eeserve 
System controls the money supply or its rate of change—the monetary 
authorities lack an instrument with a dial pointer marked " i lP or 
" Ail/." According to this view, the Federal Eeserve can only buy and 
sell securities in the open market, set reserve requirements, and the 
discount rate. Less directly, the monetary authorities control the 
effective primary reserves of the commercial banks, or at least that 
fraction which does not arise through the discounting process. Con
sequently, failure of the money supply to expand sufficiently to coun
teract unemployment is not even direct evidence showing the possible 
hampering effects of the international deficit on internal monetary 
policy. From this viewpoint a measure of effective monetary policy 
in a deflationary environment is the power given to the banking sys
tem to carry assets. 

By passing any examination of the validity of this view, and using 
"free reserves" as an indicator of the liquidity (cash) supplied by the 
monetary authorities to the banks to carry assets, some interesting 
evidence is found. (The use of the statistic "free reserves" is justified, 
given the apparent importance attached to it by the system in de
termining its open-market purchases and sales.) As shown in table V 
the level of "free reserves" since 1960, with only few exceptions, has 
been declining. And, in November 1963, the daily average fell to $39 
million. I t seems obvious that the behavior of monetary policy, 
either measured in terms of increases in the money supply or by the 
liquidity supplied to the banks, cannot be considered adequate, given 
the present unemployment situation. 

669 
419 
440 
391 
440 
439 
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419 
473 
268 
384 
300 
271 
313 
250 
141 
158 
137 

92 
95 
39 
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MONETARY POLICY AND THE TAX CUT 

In this context of subverting internal economic policy to the needs 
of external considerations, it should be emphasized that discretionary 
fiscal policy can be frustrated from attaining its goals. Chairman 
Martin of the Federal Reserve has stated on several occasions that 
budgetary deficits resulting from a tax cut should be financed from 
the real saving of the community in order to avoid worsening the 
U.S. balance-of-payments situation—i.e., the money supply should 
not be increased. Presumably, the Federal Reserve will pursue ap
propriate policies so that the deficit is financed from the real saving 
of the community. To the extent that one is interested in a tax cut 
as a device to reduce unemployment and expand output, such a mone
tary policy can be disastrous. 

This may be demonstrated by the following: Assume that the 
amount of unemployment depends on the level of aggregate demand, 
therefore, amenable to monetary-fiscal policies. Assume, also, a 
simple Keynesian world in which the determinant of total consumer 
spending is absolute current disposable income, not relative or per
manent income; that investment depends on "the" rate of interest, 
not on current income; Government expenditures are a constant and 
taxes are a simple linear function of national income. The model, 
which is in real terms, is drawn in figure 5. 

All the elments in this figure are traditional; part A is the 
Keynesian investment-demand function which includes a constant 
amount of Government expenditure; part B is the Keynesian demand 
for money function where the speculative demand for money is 
substracted from the total supply money giving the curve 
(Hf—M8), the supply of transactions balances; part D is the quantity 
theory. Part C is the Keynesian saving-investment diagram with 

FIGURE 5 

e**>i 
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the axes reversed and the income scale compressed so that an equal 
distance on it represents more dollars than the same distance on the 
horizontal axis; the tax function is incorporated with the savings 
function. The zero subscripts depict an initial equilibrium situation. 

Let there be an identical percentage reduction in the tax rate for all 
levels of personal income recipients—i.e.? a downward shift in the tax 
function so that the consumption function shifts upward or, in our 
model, a reduction in the savings function. The new saving func
tion is (S-\- T)1 Income goes from Y0 to Y^ via the multiplier. This 
means an enlarged transaction demand from Mt0 to Mtl. If the 
money supply is increased to Mly this chain of events can happen as 
"the" interest rate stays at r0 so that investment spending does not 
fall. But assume the money supply remains unchanged at M0. Such 
an income expansion (presumably employment, too) could not occur. 
Higher interest rates retard the increase in spending resulting from 
the tax cut. The new equilibrium level lies between Y1 and Y2; it is 
less than would be predicted from the multiplier effect alone. 

The order of magnitude is, of course, an empirical question. Some 
indirect evidence on this question is available from Friedman and 
Meiselman's study.11 In this study they found that when the money 
supply is held constant, the partial correlation between autonomous 
expenditures and consumption, the former defined as net private do
mestic investment, plus the Government deficit on income and product 
account, plus the foreign balance, is small for the period under study, 
1897-1958. In many comparisons, the relationship was negative.12 

The point is that in any discussion of the expansionary effects of re
duced taxes in creating budgetary deficits, it is crucial to specify how 
the deficits will be financed—whether through the banking system 
so that the money supply is increased, or through borrowing from 
the nonbank sector so that the money supply is unchanged. Monetary 
policy becomes significant in influencing the degree of success of dis
cretionary fiscal policy. To the extent that the monetary authorities 
in fact do what they say they are going to do, i.e., force the Govern
ment to finance its deficit from the real savings of the community 
because of the U.S. external imbalance, the efficacy of alterations in 
Government expenditures and/or tax receipts in expanding aggregate 
demand is reduced, if not completely offset. 

The third policy available to the United States to solve its inter
national deficit, still assuming fixed exchange rates, encompasses a 
host of devices to interfere with the free flow of trade and payments— 
exchange control, tariffs, export subsidies, and/or methods to separate 
domestic economic policy from international policy. No need here to 
examine the effects of such measures; the literature contains sufficient 
illustrations of the effects of protecting a disequilibrium exchange 
rate via trade interfering measures. 

SUMMARY AND ADDED IMPLICATIONS 

In summary, then, it is perfectly clear that the United States can 
solve its international deficit within the present international monetary 
system and without any exchange rate adjustment. The requirements 
for this solution are that we have a sufficient supply of gold, that for-

11 Milton Friedman and David Meiselman, "The Relative Stability of Monetary Velocity 
and the Investment Multiplier in the United States, 1897-1958/' A staff paper for the 
Report of the Commission on Money and Credit. 

™ Ibid., p. 46. 
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eigners continue to accumulate dollar balances, that there continue to 
be high levels of economic activity abroad, and a tendency for foreign 
price levels to increase more (fall less) than ours. In order to make 
this solution workable, the United States must continue its policy of 
maintaining high levels of unemployment. Several implications of 
the above need emphasis, implications, it might be added, which are 
different than those analyzed already or those pointed out and dis
cussed by Johnson—i.e., the shortrun problem of what to do about 
the deficit until it is corrected and the longrun problem of what to 
do about the international monetary system when it no longer is sup
plied with dollar reserves from the deficit.13 

First, it has become quite common to assert that all the United 
States has to do in adjusting its domestic prices to meet the require
ments of international balance is to maintain price stability. The 
problem, however, is much too complicated to be solved by such a 
simple prescription of price stability. If the United States wants to 
combine full employment with equilibrium in its international ac
counts, it must be prepared to expect sharp upward or downward 
changes in its price level, depending on the level of incomes and prices 
existing externally. Stated otherwise, the price level policy required to 
simultaneously attain balance-of-payments equilibrium for a fully 
employed and growing economy is a complicated matter as it depends 
on the nature and growth rate of this country and others, as well as on 
price level changes in other countries. To state the solution as simply 
requiring only price level stability borders on being ludicrous as it 
assumes that payments problems will be solved by some other method. 

Second, the continuous use of palliative and/or selective measures 
to eliminate our deficit may result in the same adverse consequences 
which are presumed to be associated with a devaluation of the dollar 
in terms of gold. The argument is that if there exists any indication 
that dollars (or any other reserve currency) may not serve satisfac
torily as a liquidity reserve because of possible devaluation, a shift to 
other sources of liquidity would occur, causing a breakdown of the 
international monetary mechanism as foreign governments and central 
banks find it advantageous to convert an increasing proportion of their 
already high levels of dollar holdings into gold. What is not recog
nized is that this might occur without the positive benefits of devalua
tion. I f the foreign owners of dollar balances in the United States 
interpret the ad hoc measures presently undertaken as only forerunners 
of more stringent measures if needed—moves toward inconvertibility, 
for example—then the same set of expectations might be generated 
regarding the disutility of holding dollar balances as is said to prevail 
when the dollar is expected to be devalued. 

Third, given the present exchange rate mechanism, U.S. domestic 
economic policies must, of necessity, be adjusted: fiscal policy can no 
longer be considered a "poor cousin" of monetary policy—i.e., mone
tary policy must be concerned primarily with external matters and 
fiscal policy with internal ones. Lary makes this point in his study. 
He says— 

* * * the commitment to a stable rate of exchange presupposes that the United 
States stands ready to apply measures to keep from being drained of its reserves 
by excessive outflows of liquid capital * * * it seems clear that the United States 
will be less able to rely on monetary ease as the preferred means for combating 

18 H. G. Johnson, op. dt., pp. 29-81. 
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recession, and that the only broad alternative or complement to monetary policy 
is fiscal policy.1* 

The consequences of this are much more serious for discretionary 
economic policies than Lary apparently recognizes. He states that 
the— 

* * * view is sometimes expressed that an expansionary fiscal policy to stimulate 
the domestic economy would be nullified in its effects if it were also necessary 
to raise interest rates in order to curb the outflow of capital. This argument 
appears to be based on the assumption that an increase in interest rates sufficient 
to reduce the outflow of capital could be achieved only by tightening credit to the 
point where the effects of fiscal expansion would be fully offset. It is difficult to 
see why this should be so." 

As pointed out earlier, whether or not an income expansion initiated 
by fiscal policy will continue or be brought to a halt is influenced con
siderably by the method employed to finance the deficit. What is cru
cial is to recognize that if expansionary fiscal policy cannot be sup
ported by an increase in the money supply because of external con
straints, the greater must be the reliance on fiscal policy. This in itself 
will cause a drastic change in approach to domestic economic policy, 
a change that appears to be unappreciated by many professional econ
omists as well as policymakers. 

IV. ALTERNATIVES FOR THE UNITED STATES W H E N THE EXCHANGE 
RATE I S A VARIABLE 

An alternative policy for the United States is to let the dollar 
depreciate or to devalue the dollar.18 Two ways exist to achieve a de
valuation of the dollar. First, establish the fixed dollar price of for
eign currency at a higher rate; this can be accomplished by increasing 
the dollar price of gold. Secondly, the United States can allow the 
dollar price of foreign currency to be freely determined in the market. 
Mentioning such measures as possible policy alternatives, especially the 
latter one, brings forth reactions of such severity as if one were sup
porting sin and un-Americanism. Academicians qua academicians are 
less intemperate in their reactions to devaluation, yet a wide range of 
views on the efficacy of such a policy is prevalent amongst professional 
economists. And, as is well Known, only a minority of the members 
of the economics profession advocate adopting a system of flexible 
exchange rates, although it is hard to understand why the generally 
held view is that exchange rates ought to be fixed when the logic of a 
pricing system dictates just the opposite—i.e., market prices ought 
to be free to adjust to changing demand and supply pressures. 

In discussions of exchange rate policies in recent years, a point has 
beei* made, among others, that even if the United States were success
ful in achieving devaluation, the other countries would offset this by 
an equal proportionate devaluation of their currencies in terms of gold 
and the dollar. Moreover, such a change in the price of gold or the 
abandonment of a fixed gold price for the dollar would involve a seri
ous disruption of the present international monetary system—a uni
lateral devaluation would impose capital losses on foreign-held dollar 

14 Hal B. Lary, op. cit, pp. 118-119. 
» Ibid., p. 120. 16 Considerations regarding two other major and much-discussed international reform 

plans are ignored. They are (1), extending the gold exchange standard from the present 
two reserve currencies to several additional reserve currencies, and (2) the centralization 
of monetary, reserves either with or without the powers to create additional reserves. Such 
proposals are ignored because, in the writer's opinion, they do not come to grips with the 
basic problem confronting the United States. Plan (1) does not touch the fundamental 
cause of our external disequilibrium—i.e., the overvalued dollar; plan (2) does not solve 
this problem either, as it only provides more time in order to solve it, if desired. 
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balances and in general cause loss in the confidence of the dollar. Ke-
garding a system of freely fluctuating exchange rates, to many the basic 
problem is that such a system generates even more adverse consequences 
than a unilateral devaluation. Under such a system speculation can 
generally be expected to have a cumulative destabilizing influence 
which intensifies any movements in the exchange rate, thereby readily 
causing the breakdown of such an exchange system. 

There is no need here, in the light of the voluminous literature on the 
subject, to reexamine rigorously the case for or against fluctuating 
exchange rates. In theory a floating exchange rate would generate 
the basic adjustments needed for the longrun protection of the dollar 
and eliminate the problem of international liquidity. A floating ex
change rate will be stable if the sum of the demand elasticities of im
ports and exports exceeds unity. I t is an empirical question whether a 
freely fluctuating exchange rate system has, as a general rule, led to 
cumulative depreciation through self-aggravating speculative capital 
movements and/or caused severe internal economic instability. No 
doubt exists that freely fluctuating exchange rates have frequently 
been associated with both continuous depreciation and severe internal 
economic instability. The recent inflations in many South American 
countries, or the inflations that occurred in several of the European 
countries after World War I when they allowed their exchange rates to 
fluctuate, are cases in point. But such evidence has to be interpreted 
with care. A recent empirical study shows that when speculative 
activities caused severe exchange instability in many of the European 
countries that returned to a freely determined exchange rate after 
World War I , the underlying cause of the instability was that the 
money supply and credit was excessively elastic with respect to the 
interest rate.17 Stated otherwise, the instability of the exchange rate 
was a result of internal monetary-fiscal mismanagement. 

By the very same token, several countries which had freely fluc
tuating exchange rates had neither severe internal economic insta
bility nor violent exchange instability. The United States from the 
end of the Civil War to the return to the gold standard had a freely 
floating exchange rate with other currencies and the Government ab
stained from entering significantly into the gold or foreign exchange 
markets. During this period, the United States experienced no infla
tion. Also the United Kingdom from the middle of 1920 to the return 
to gold in 1925 experienced internal price-level stability under a sys
tem of floating exchange rates; and after the European postwar re
cession of 1920-21, Norway, like France, experienced internal inflation, 
but in contrast to France, no foreign exchange crisis occurred even 
though the Government did not undertake to stabilize the exchange 
market. What all of this suggests is that if countries pursue sound 
monetary-fiscal policies, a freely fluctuating exchange rate need not 
be subjected to excessive fluctuation. 

Since the U.S. payments problem results from a disequilibrium 
exchange rate, this can be removed entirely by allowing the rate to 
adjust to its equilibrium value which occurs automatically under a 
system of freely determined exchange rates. The cause of our external 
imbalance is no different than that for the Western European coun
tries who suffered from a so-called dollar shortage, viz, a disequi
librium exchange rate which allowed them continuously to experience 

17 S. C. Tsiang, "Fluctuating Exchange Rates In Countries With Relatively Stable 
Economics: Some European Experiences After World War I," International Monetary 
Fund (staff papers), vol. vH, October 1059, p. 245. 
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ex ante deficits in their balances of payments. I n both cases, the ef
fective solution to achieve balance of payments equilibrium is to let 
the exchange rate move up and down in response to market forces. 

The above remarks are not meant to suggest that the case for re
forming the international monetary system on a basis of freely fluc
tuating exchange rates is now settled or could be if it could be shown 
that such a system is not liable to violent instability under the pressures 
of speculative influences. One cannot impose one's own preferences 
on the economic authorities—the utility function of the economist may 
differ from that of the economic authorities, especially in assessing the 
other elements of economic policy relevant in considering international 
monetary reform. But, if this solution is rejected, it does not follow 
that the only alternative is perpetual administrative freezing of ex
change rates at the present levels. An increase in the price of gold— 
devaluation of the dollar—should be considered. 

I t has been argued that it is not obvious that the United States could 
devalue successfully since other countries could offset this by an ap
propriate devaluation of their currencies in terms of gold and the 
dollar. Both the Lary and the Brookings groups' studies make this 
point, especially regarding the E E C countries. No doubt exists that 
these countries could devalue along with the dollar; therefore, the 
U.S. competitive position would be unchanged. And, as a matter of 
fact, the possibility exists that a gold panic and an unwillingness to 
hold dollar balances could result from a dollar devaluation. However, 
to argue thusly strikes the present writer as strange for two reasons: 
(1) the I M F system, presumably, was created— 

* * * to allow for agreed changes in cases of fundamental disequilibrium. 
While this concept has never been officially defined, it would seem an appropriate 
description of the conditions of the dollar, given the persistence of a substantial 
deficit for over 5 years, coexistent with an otherwise undesirably high level of 
unemployment and persistent in spite of the battery of interventionist policies 
adopted to cope with it, and given also the variety of evidence that the competi
tive position of the United States has deteriorated.18 

And, (2), this view that a devaluation of the dollar is solely a uni
lateral act. 

* * * to which other countries could respond as they chose, is partly an 
anachronistic carryover from the history of the early 1930's, before it was rec
ognized that exchange rate changes among major currencies had to be agreed 
on by both parties, and before this recognition was embodied in the tripartite 
agreement and subsequently in the IMF charter. Partly it is an overgeneraliza-
tion from the British devaluation of 1949, which occurred at an early state of 
the fund's history before present techniques of central bank cooperation had 
begun to evolve.19 

Therefore, let us assume that a U.S. devaluation would not be coun
tered by equal devaluations by other countries; two questions imme
diately emerge: (1) should the United States devalue and (2), if done, 
is it an appropriate remedy for the U.S. payments problem. The first 
question, the normative one, is not a simple one to answer in a vacuum. 
If the probability of moving toward a system of flexibile exchange rates 
is approximately zero, and if the past reluctance to undertake ex
pansionary monetary fiscal measures continues in the future because 
of the fear of added pressure on our gold stock, then devaluation, ac
cording to the writer's values, should be undertaken. Ideally in this 
context, it would be preferable to let the gold flow out—foreigners 
have a useless commodity and the United States has real goods and 

w Harry G. Johnson, op. cit.« p. 27. 
»Ibid., p. 28. 
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services—and solve our own domestic economic problems independent 
of the gold outflow. But given the gold myth which has grown from 
a calf to a full-grown sacred cow thereby frustrating domestic full-
employment goals, partial slaughter via devaluation should be under
taken even if it does add to the present subsidy given to the gold-
producing industries throughout the world. 

Would devaluation be successful ? Two problems are involved here. 
First, the problem of determining how much to devalue to correct our 
deficit. Empirically, two ways exist in estimating the devaluation 
required to close the deficit. A theoretical model can be constructed 
which shows the effects of devaluation on the balance of payments; 
then one can obtain empirical estimates of the parameter in the model. 
An alternative method is to assume that overvaluation is equal to the 
ratio of domestic to foreign price levels expressed in a single currency. 
Even after the first problem is analyzed, the second exists; the prob
lem resulting from the adverse effects of speculative capital flow. 

Regarding the first problem, the amount of adjustment in the ex
change rate needed to eliminate a deficit will be smaller the greater 
are the elasticities of domestic demand and supply for our import 
type goods and the greater the foreign elasticities of demand and 
supply for our export type goods—i.e., the greater the elasticities of 
demand and supply for our export type goods and imports. The 
supply elasticities for our exports are relevant here in a complicated 
manner depending on whether the elasticities of demand for imports 
are greater or less than unity. These considerations are compressed 
and shown in figure 6. 

The required devaluation also depends on the size of the deficit, 
given the values of the elasticities of demand and supply for our im
ports and exports. Thus, to determine how much to devalue, the 
United States must be able to make some sort of estimate about the 
magnitudes of the supply and demand elasticities of its imports and 
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exports, how net capital inflows or outflows might change with the 
devaluation, and the size of the ex ante deficit. This latter considera
tion is difficult since some proportion of the existing deficit on inter
national accounts is due to speculative capital outflows. If speculators 
anticipate that the dollar is about to be devalued, they will shift from 
dollars to foreign currency which will intensify the deficit as it shifts 
the demand curve for foreign currency to the right. If the dollar is 
not devalued sufficiently and if speculators realize this, they will con
tinue speculating against the dollar. And, of course, there is the 
added problem that those foreign owned dollar balances convertible 
into gold suffer capital losses. 

But even after reorganizing all this, one must work with the world 
as it is or do nothing; therefore, Houthakker used the purchasing 
power parity approach and concluded that the dollar is overvalued 
relative to the major European currencies by 20 percent.20 Prof. John 
Floyd, in an unpublished manuscript, has estimated that an overvalua
tion of more than 10 percent is highly implausible. He developed a 
theoretical model of the effects of devaluation on the balance of pay
ments and measured the parameters of the model. 

Thus, devaluation has a price because of some of the practical diffi
culties involved. Of course, devaluation is avoidable, but only at a 
price. A choice has to be made between maintaining the present fixed 
exchange rates and reviving the economy. Surely the price of the prac
tical difficulties is less than the price of doing nothing. If need be, the 
unfavorable consequence of dollar devaluation can be dealt with by ad 
hoc measures, such as writing up foreign-held dollar balances. Not 
only would devaluation give an enormous stimulus to our domestic in
come and employment directly via the income effect and indirectly by 
enabling the undertaking of more vigorous expansionary monetary and 
fiscal policies, but since a dollar devaluation is also an appreciation of 
other currencies with respect to the dollar, dollar devaluation would 
have some beneficial effects on other countries. In the past 3 or 4 years 
with the dollar overvalued, we have experienced underemployment in 
our resources while other industrial countries have had to deal with in
flationary pressures. Given a devaluation in the dollar, those countries 
presently having a surplus on their balance of payments are likely to 
realize a reduction in their inflationary pressures with little, if any, 
adverse effects on their levels of income and employment. 

It should be emphasized that the costs associated with the alternative 
of solving the U.iS. deficit by internal deflation are not borne solely by 
this country with its overvalued currency. Unemployment may spread 
to* the countries with surpluses. Assume that foreigners believe that 
the present rise in short-term interest rates in the United States occurs 
and it is believed that further deflationary forces will follow. Such a 
set of expectations might cause a rise in the hoarding of gold by foreign 
investors as the anticipated worsening of the domestic situation preci
pitates a crisis of confidence in the future international value of the dol
lar, consummating in a breakdown in the international monetary sys
tem. If such a flight into gold assumed large enough proportions, sig
nificant reductions in the aggregate demand for real goods and services 
in foreign countries might develop, causing reductions in their levels 
of output and employment. Foreign central banks, to counteract such 
a demand for gold, would have to sell gold on the markets and combine 
this with appropriate expansionary monetary-fiscal policies to offset 

20 H. S. Houthakker, op. cit., p. 287. 
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the deflationary impact of the gold sales. All of this, however, might 
be too late. 

The probability of a mass flight into gold is always suggested in dis
cussions of possible exchange rate adjustments by the United States, 
but seldom stressed as a possibility resulting from the reliance on do
mestic depression to solve a payments deficit. The probability of this 
happening is not so far fetched as it might appear. As pointed out by 
Houthakker, in the second quarter of 1962, $300 million of new gold 
was produced of which less than 1 percent (the normal fraction is 
about 50 percent) flowed into monetary stocks, the remainder into 
hoards. Houthakker attributed this phenomenon to foreign private 
investors' concern over the slump on Wall Street at that time.21 

V. CONCLUSION 

The preceding shows the fundamental conflict between domestic 
price and income stability and balance-of-payments equilibrium under 
a system of fixed exchange rates. If the rates are continued indefinite
ly, any fundamental crisis in the balance of payments must be elim
inated by movements in domestic price levels. This results in periods 
of substantial unemployment for the deficit countries. And the re
quired adjustments in prices and consequent unemployment will be 
greater for the deficit countries if the surplus countries refuse to allow 
their internal price levels to inflate. Thus, through a combination of 
refusing to meet squarely the mutual incompatibility between external 
equilibrium and the internal target variables of economic policy be
cause the dollar is overvalued, a preference for ad hoc manipulations 
in our foreign trade relations, and the continuous circumscribing of 
internal monetary and/or fiscal expansionary measures because of the 
pressures of external disequilibrium, the United States trades off the 
attainment of full employment output and a more rapid rate of the 
prevention of a possible worsening of our balance of payments. 

RESOLUTION BY INDEPENDENT BANKERS ASSOCIATION, PLEASANTON, CALIF. 

Whereas the House Banking and Currency Committee is now conducting 
extensive hearings on a number of legislative proposals having to do with the 
Federal Reserve System, and many suggestions have been made for improving 
the functioning of this system, some minor and others basic, many of which 
have not come under discussion except possibly in limited academic circles; and 

Whereas it is the conviction of this association that some of these proposals 
may have far-reaching effects and any hastily conceived action can do irrepara
ble harm to our system of centralized bank reserves and possibly to our entire 
economy: Now, therefore, be it 

Resolved, That this association through its executive council at its regularly 
scheduled meeting held in San Francisco, Calif., March 8, 1964, urges the House 
Banking and Currency Committee to defer any action on the various bills 
affecting the Federal Reserve Board and the Federal Reserve System as well 
as on any proposals advanced during the testimony on these bills until the 
hearings have been printed and made available to interested banks and others, 
so that through study and discussion the intent and effects of these proposals 
may be understood, and further that the committee be urged to obtain the views 
of the country's bankers in the same manner that other information has been 
sought through questionnaires by the House Banking and Currency Committee, 
to the end that the committee in its final decisions may take such action that 
will strengthen the Federal Reserve System and broaden its activities so as to 
be of the utmost service to our economy; and be it further 

Resolved, That copies of this resolution be furnished to the members of the 
House Banking and Currency Committee and also to the Members of the House 
of Representatives from the States comprising the 12th Federal Reserve District. 

21 H. S. Houthakker, op. cit., p. 295. Digitized for FRASER 
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STATEMENT FOR FEDERAL RESERVE HEARINGS, 88TH CONGRESS, 2D 
SESSION, BY COOPERATIVES FOR CONSTITUTIONAL MONEY 

MARCH 1, 1964. 

To the Honorable Wright Patman, Chairman, and Members, House Banking and 
Currency Committee. 

GENTLEMEN : In analyzing the Federal Reserve System you squarely confront 
history's greatest issue: shall mankind be ruled by an unelected few, or govern 
itself, with full access to the fruits of labor and invention ? 

The first policy was expressed by William Patterson, the pirate who founded 
the Bank of England, who said "The bank shall have benefit of interest on all 
the moneys it shall create out of nothing." It has been followed by Hamilton and 
all advocates of debt-money central banking to this day. The second was 
embodied in article 1, section 8, clause 5 of the Constitution, by Jefferson, who 
thus uniquely sought to guarantee liberty with justice, knowing that money 
power reigns over all others. 

This is the stark and basic public issue. On Jefferson's side stands respon
sibility for equal rights vested directly in the people's Congress. On Hamilton's, 
exploitation of this supreme power to profit by an unelected few. 

The colonists secured freedom first by issuing their own currency backed by 
land and goods. They fought the Revolution because this right was abolished 
through influence of English financiers, who were beggaring the population there 
and filling debtors' prisons. 

Americans won it back under Jackson, who said "It is wrong to lend the finan
cial power and resources of the country to any chartered monopoly whatsoever, 
on any terms imaginable * * *. Controlling our currency, receiving our public 
moneys and holding thousands of our citizens in dependence, it would be more 
formidable and dangerous than the naval and military power of the enemy * * *. 
If the bank be established with a charter unalterable without its consent, Con
gress will have parted with its power for a term of years, during which the 
Constitution is a dead letter."1 

Finally, Lincoln recovered debt-free money, but the same financiers who 
charged up to 28 percent for funds with which to fight the Civil War again took 
command with the National Bank Act of 1863, demonetization of silver, 1878, 
and Resumption Act of 1875. 

Quoting Senator Beck, Congressional Record, January 10, 1878, "It should be 
remembered that the money power back of the demonetization of silver had 
previously succeeded in stopping the Government from issuing its full legal 
tender money and had then established (private) national banks of issue in the 
United States—therefore, the destruction of the legal tender silver money of 
the Government left the national banks completely in control of the currency, 
based upon the fraudulent foundation of gold which these international bank
ers could manipulate and control." 2 

Though this surrendered power of issue to the banks and made debt instead 
of production the basis, it was ameliorated to some extent by responsiveness to 
local needs, and by basing credit mainly on reliable one-name paper of domestic 
origin. 

By 1913, European methods of using two-name acceptances (trade contracts) 
across national boundaries for unlimited amounts of interest-bearing book credit 
had been perfected, while transfers of gold were employed to cause depressions 
in one country after another. The Federal Reserve Act, copying this model, 
was adopted by the few legislators who had not gone home for Christmas, 
December 23, 1913. 

"The private ownership of Federal Reserve stock should * * * be heavily 
emphasized. 'The stock in the 12 Federal Reserve banks is owned by the mem
ber banks and such State banks as were eligible and wished to join. The law 
requires the member banks to subscribe to the capital of the Federal Reserve 
banks of their respective districts 6 percent of their own capital and surplus. 

1 O. C. Dwinell, "Story of Our Money," pp. 100, 101, 104, 105. 
2 O. C. Dwinell, "Story of Our Money," p. 127. 
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Of this amount, 3 percent has been paid in, and the remainder is subject to call. 
There are no other stockholders in the Federal Reserve banks.' This is au
thoritative, for it comes from E. A. Goldenweiser, Director of Research and 
Statistics of the Federal Reserve System." 

"Representative Voorhis in 'Out of Debt, Out of Danger' says, 'The main fact 
is that the business of the Federal Reserve banks today consists practically 
entirely of the creation of money or Federal Reserve credit and the purchase 
with it of either gold certificates or interest-bearing bonds of the U.S. Govern
ment.' 

"The stigmata of a totalitarian society are extreme centralization and giant
ism, dictatorship and planning from the top, grinding taxation and abstemious 
consumption." (Gorham Munson "Aladdin's Lamp" Creative Age Press, 1945.) 

EECOBD OF THE FEDERAL RESERVE SYSTEM 

Assets: Increased from original capital of $147 million to over $50 billion. 
Taxation: Federal and State, increased nearly 3,000 percent. 
National debt: Grew from $2 billion to $315 billion. 
Inflation: The biggest factor in inflation is taxation. (Without taxes, gaso

line could sell for 2 cents a gallon. The second is interest. As Representative 
Patman said, "I cannot understand why anyone should insist that the credit 
of this Nation should be farmed out absolutely free to the private banking 
corporations and require the taxpayers to pay $2 to obtain $1." 

Deficit financing: "(It) can only result in inflation." (Donald Fleming, recent 
Finance Minister of Canada.) 

Pyramiding interest: Federal debt interest of $10 billion is more than the 
whole Federal budget up to 1940 except war years 1918-19. 

Cost of government: With added cost of welfare programs undertaken because 
people lack power to buy enough themselves, it now takes 35 percent of the 
public's income. 

The money gap: In 1961 the deficiency of purchasing power was $184 billion, 
according to Department of Commerce. (Statistical Abstract, 1962, pp. 312, 
44&-444.) 

Automation: In 1960, we produced $2.03 of goods per hour. Power came 1 
percent from animals, 3 percent from men, 96 percent from machines. Federal 
Reserve has no means to get these "wages of the machine" into the pockets of 
consumers. 

RECOMMENDATIONS 

To correct malfunctions, restore individual and governmental responsibility 
and distribute abundance equitably, this committee is urged to prepare and seek 
passage of legislation to: 

1. Establish, under Congress, a National Monetary Authority which shall 
have sole right to issue money and credit-money, with annual audit required. 

2. Place commercial banks on a 100 percent reserve basis. 
3. Instruct National Monetary Authority to increase total amount of money 

in step with production increases. 
4. Pay this new money partly as purchase discounts to keep prices steady, 

partly as equal dividends to all citizens. 
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(The following statement submitted by Charles J. Scanlon, Presi
dent of the Federal Reserve Bank of Chicago, is in response to a re
quest by Mr. Eeuss. The exchange between Mr. Eeuss and Mr. 
Scanlon may be found on pages 8lf-815 of volume 1 of the hearings 
entitled "The Federal Reserve System After 50 Years.") 

THE SUPPLY AND DEMAND FOR COIN AT THE FEDERAL RESERVE BANK OF CHICAGO 

SUMMARY 

The shortage of coin has been developing over a long period of time. Until 
about 1960, the inadequacy of our coin supplies reached serious proportions only 
at the fairly regular periods each year when coin circulation was seasonally high. 
Since 1960, the coin shortage has become progressively more chronic. 

The needs for coin for transactions purposes have risen substantially. Since 
we have been unable to supply all the coin needed, we have had to resort to 
rationing, initially for brief periods but recently over extended periods of time. 
Rationing in turn has been accompanied by a tendency on the part of the gen
eral public and the business community to intercept the normal return flow of 
coin wherever possible in an effort to assure adequate supplies for their own 
needs. Undoubtedly there has been some outright hoarding of coin, for the 
same reason, and some arrangements have been instituted to purchase coin from 
private suppliers, i.e., to pay in one way or another for what the Government has 
always provided gratis. 

We know of no solution to the problem of the coin shortage other than to 
maintain inventories at sufficiently high levels to provide a continuous flow of 
coin in response to the demand, including the seasonal peak periods of need. 

SEASONAL FLUCTUATIONS IN THE DEMAND FOR COIN 

The use of coin is subject to wide fluctuations within the year. Demand typi
cally becomes heavy just before the summer vacation season, at the time of re
turn of students to school, before Easter and legal holidays, and especially before 
the Christmas season. Under normal conditions, immediately following these 
periods of heavy usage there is a flowback of coins—first to the commercial banks 
and then to the Reserve banks. The period before Christmas has always been 
that of the greatest need and of the longest duration and the period immediately 
following the Christmas holiday has been that of the greatest flowback. 

Because of the unevenness of the demand for coin, there are, even in normal 
times, periods when our inventories are reduced to less than a desirable working 
level. Within the past few years, however, our inventories have become increas
ingly inadequate, and periods of reduced supply have become more and more 
prolonged. 

GROWTH IN DEMAND FOR COIN AND RATIONING 

In recent years, demand for additional coin to meet the needs of the growing 
population and rising volume of overall spending, the widespread use of vending 
machines, tollways, and parking meters has required an increased supply of coin* 
The large increase in the number of coin collectors, and the extent to which coins 
go out of circulation to meet the needs of this group, also may be a significant 
factor. 

The mint has greatly accelerated production of coin but demand has grown so 
rapidly that greater production has not kept up with the need. Therefore, we 
have been unable to maintain sufficiently large inventories of coin to permit the 
filling of all orders for extended periods of time. Consequently, we have had to 
resort to rationing, which in turn has aggravated the coin shortage. Ration
ing causes the general public and the business community in particular to under
take arrangements to assure themselves adequate supplies of coin and this tends 
to divert coin from the normal stream of circulation. This situation is likely 
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to persist as long as rationing continues. Only after orders for coin have been 
filled without restrictions as to amount for a sufficiently long period of time 
to restore confidence in the adequacy of supply is the normal flow to and from 
the public, business establishments, and commercial banks likely to be resumed. 

The attached schedules, exhibit A, prepared from copies of monthly reports 
submitted to the Director of the Mint, reflect in part our worsening inventory 
situation with respect to most denominations of coin. The shortage of cents 
has been of long duration. These schedules show our opening and closing in
ventory balances, receipts from the mint and other Federal Reserve banks and 
branches, and the net outflow for each denomination of coin other than silver 
dollars for all months for fiscal years 1961-63 and fiscal 1964 through January. 
In connection with these statistics, it is important to recognize that the net out
flow figures do not reflect fully the demand for coin, but represent only that 
amount which was available for payment as provided by flowback supplies and 
receipts from the mint. 

The drawing down of our coin inventories over an extended period has culmi
nated in our more or less continuous rationing of coin since early in 1963. We 
began rationing nickels on March 11, half dollars on March 18, dimes on March 
25, quarters on April 8, and cents on May 27. Rationing of all denominations 
continued throughout most of the remainder of the year. This condition has con
tinued in 1964, although we have been able to increase the percentages of 
amounts of coin requested because of an increase in flowback during January. 
With the approach of Easter, however, and without increased receipts from the 
mint over those now anticipated, we probably will be obliged to resume more 
intensive rationing. 

At best, rationing is a distasteful activity, and inevitably an arbitrary one. 
It is certain to bring forth charges of discrimination. A commercial bank's needs 
for coin vary as the needs of its customers fluctuate. Therefore, an analysis of 
the bank's past orders for coin does not provide an infallible indicator of its 
present minimum needs. Since rationing has been necessary, however, we have 
been allocating available supplies to member banks on the basis of their orders 
in a past period in which we were not rationing. This appears to be the most 
equitable basis on which to allocate the limited supply. Essentially the method 
of distribution has been to use as a base the averages of payments in September 
and October of 1962—when we were not rationing—as a "normal pattern." We 
then disburse to each member bank on an equal percentage basis that portion of 
the normal pattern of payments as is available from our inventories. During 
1963, these percentages of pattern varied from week to week depending on mint 
receipts and the flowback ranging from greater-than-pattern shipments for some 
denominations in some weeks to no shipments in other weeks when supplies had 
become completely exhausted. As indicated in the attached schedule, exhibit 
B, in most weeks the percentages were considerably less than 100 percent. In 
all but 6 of the 42 weeks, the percentages for nickels were below 50 percent. 

Some further light can be shed on how our shipments of coin in 1963 fell 
short of actual demand by contrasting the volume of shipments to amount re
quested for these banks placing their orders by mail or wire. (Orders received 
by telephone typically were cut down to the amount we could supply before 
the order was entered in our records and, therefore, do not reflect banks' actual 
needs.) For 11 days selected at random throughout the period from April 
through December, banks which placed orders by means other than telephone 
received less than 50 percent of their requests on 6 days. Exhibit C. On none 
of the 11 days did the percentages exceed 60 percent. Moreover, the amounts 
of coin shipped to all banks were substantially below the amounts shipped on 
the corresponding days of 1962 on all but 2 of the 11 days. 

THE SIZE OF ADEQUATE INVENTORY 

Demands for coin at the Federal Reserve Bank of Chicago cannot be measured 
precisely because conditions vary from period to period, depending upon our 
inventories and other factors. When shipments are received from the mint, 
rationing percentages are increased, temporarily at least. If the higher pay
ment pattern does not continue, however, the return flow of coin does not rise 
proportionately and the rationing cycle begins again. 

We estimate that in order to maintain a proper working balance of coin at 
our head ofilce we should always have an inventory of at least $75,000 in cents, 
$300,000 in nickels, $1 million in dimes, $1,500,000 in quarters-, and $500,000 in 
halves. As the economy requires more coin to meet expanding needs, ship
ments received from the mint should be adequate to maintain these working 
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balances. It has been our practice to wire to the Bureau of the Mint at the 
close of business each Friday figures giving our inventory of each denomination 
of coin on hand at that time. 

The attached schedule of domestic coinage, exhibit D, based on mint reports, 
illustrates that domestic coinage has been increased substantially in recent 
years. To accomplish this, mint facilities and personnel were utilized inten
sively and overtime operations generally prevailed. Nevertheless, production 
has been inadequate. The attached excerpts from letters, telegrams, etc., ex
hibit E, indicate the degree of awareness to the problem on the part of the 
Federal Reserve System and the Treasury Department. In view of the continued 
shortage of coin, we urge that every reasonable effort be made to achieve maxi
mum utilization of existing mint capacity and that work on the proposed new 
mint be expedited. Because there are high costs to banks and business firms 
of trying to assure their own sources of supply, which in turn causes a dis
ruption of normal distribution processes, we urge also that serious considera
tion be given to contracting with facilities outside the mint of some phases of 
production, especially for those denominations of coin in shortest supply, xl 
major effort should be made to boost supplies so that Reserve bank inventories 
reach levels where rationing will no longer be necessary. 

The Government correctly reserves unto itself the right to coin money. In 
the eyes of the public the responsibility for any shortages of coin, therefore, rests 
clearly upon the Government. It is difficult for people to understand why any 
shortage of coin should occur and impossible for them to understand why short
ages should become chronic, particularly when the operation does not represent 
a net cost to the Government but, instead, produced seigniorage of $57,543,650 
for fiscal 1962. 

EXCERPTS FROM LETTERS, TELEGRAMS, ETC., REGARDING THE COIN SHORTAGE 

July 12, 1960: Letter from Chairman of the Board of Governors to Secretary of 
the Treasury stated conference of Presidents of the Federal Reserve banks 
during a recent meeting with the Board urged consideration of the need for a 
long-range program to avoid recurrences of the present coin shortage. Fol
lowing are excerpts from that letter: 

"In recent years new construction and additions have increased the vault 
facilities of the Federal Reserve banks and branches to the point where most 
offices are now in a position to hold almost any amount of coin that the mint 
might be able to place with them. 

"Fluctuations in the demand for coin seem to follow no set pattern and it is 
therefore difficult, even under the best of conditions, for the Federal Reserve 
banks to predict their requirements. The recent growth in the number of coin 
collectors and in the activities of coin dealers, and the effect of other new 
factors—such as the growth in suburban shopping centers and in the use of 
vending machines and sales taxes, and the frequency of changes in the amounts 
of such taxes—now make it practically impossible to estimate coin needs 
accurately. 

"Coin shortages magnify themselves because there is a natural tendency to 
hoard whatever is scarce. There is some feeling that appeals to turn in surplus 
coin have, from the broad point of view, more adverse than beneficial effect, 
since such actions tend to create a fear that coin released will be difficult to 
replace." 

July 22,1960: Reply from Assistant Secretary of the Treasury to Board's letter 
of July 12 stated in part : 

"During fiscal 1959, the mint produced 1,571 million coins under an appropria
tion of $4,300,000 for administrative expenses. For fiscal 1960, the mint was 
given an appropriation of $4,300,000. When it appeared that an unusual demand 
was continuing, the mint requested and received a supplemental appropriation 
of $300,000. For fiscal 1961, the appropriation originally approved was $4,900,000. 
Since then a supplemental of $600,000 was requested and only $500,000 was 
approved by the Congress. In fiscal 1960, the mint produced 2,567 million coins, 
which, as you will note, was a very great increase over any other recent years. 
In fiscal year 1961, it is expected that approximately 2,700 million coins will 
be minted. In fiscal year 1962, we plan to mint 3,300 million coins. 

"The 1961 appropriation, including the supplemental, has made it possible to 
increase production very substantially since July 1. We believe the acute pres
sure has already been relieved in all of your offices and we intend to continue 
production at the present rate until inventories are sufficient, subject, of course, 
to the availability of appropriated funds. 
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"We agree with you as to the desirability of maintaining inventories adequate 
to meet unexpected demands, and we are glad to know that the Federal banks 
and branches have additional storage space which can be used for such inven
tories." 

October 12,1960: Letter from Director of the Mint to Federal Reserve Bank of 
Chicago regarding current shortage of cents contained the following: 

"* * * in February 1959 when we were up on the Hill for our fiscal 1960 
appropriation, the coin inventories were so high and the demand so low that we 
had difficulty in avoiding serious cuts in our request for operating funds. Four 
months later, in June 1959, we foresaw trouble due to the unprecedented demand 
in the first half of calendar year 1959. This meant that we lost about 3 months 
of peak production, during which we could have produced an additional 280 
million pieces of coin, or more." 

* * * * * * * 
"If normal circulation without fear of shortage can be maintained, there will 

be no coin problem." 
December 8,1960: Federal Reserve Bank of Chicago wire reply to inquiry from 

Federal Reserve System subcommittee regarding rationing of coin during 1960. 
Summary of replies from all Reserve banks and branches indicated collectively 
that all denominations of coin except halves were rationed at some time during 
the year. 

April 14, 1961: Letter from Acting Director of the Mint to this bank advising 
estimate of allocation of new coin from April to December 1961. Following is 
excerpt: 

"Having recently received a supplemental appropriation, the second this year, 
both Mints have been placed on overtime operations and plan to produce approx
imately 700 million coins from April through June. 

"Although our appropriation request for the fiscal year 1962 provided for the 
production of 3,350 million coins, the House Appropriations Committee applied 
a reduction of $350,000 in our estimate. We have 'protested* the cut and have 
requested the Senate to restore that amount. If our appropriation is approved 
in the full amount, it is expected that approximately 1,800 million coins will be 
produced during the period July through December 1961. The total production 
from April through December would then amount to a total of 2,500 million 
coins." 

* * * * * * * 
"The final outcome of the fiscal appropriation for 1962, in large measure, will 

be the determining factor as to whether or not we will be able to fully meet 
your coin needs for the balance of this calendar year." 

August 7, 1961: Letter from Chairman of Board of Governors to Under Secre
tary Roosa referred to coin shortage: 

"Briefly, it appears that there are two aspects to the situation: (1) the antici
pated shortage of coin during the remainder of the calendar year, and (2) a 
proposal which may alleviate the recurring coin shortages and work to the 
advantage of the Treasury Department as well as to that of the System. With 
regard to the contemplated shortages of coin, appendix 4 sets forth the Mint's 
estimates of available coin and appendix 5 shows the estimates of additional 
coin that will be required for the remainder of the calendar year. It is sig
nificant to note that 20 of the 36 offices believe that the Mint's estimates are 
inadequate to meet their needs for the remainder of the current year. 

"It continues to be the System's hope that some arrangement can be worked 
out for a coin production schedule that will permit the stocking of a supply of 
coin that would be sufficient to meet demands such as those presently contem
plated for this year." 

January 16, 1962: Federal Reserve Bank of Chicago wire reply to inquiry 
from Federal Reserve System Subcommittee regarding experience April through 
December 1961. Summary of replies from all Reserve banks and branches indi
cated that while more coin than was estimated was received there were periods 
of short supply collectively in all denominations, largely attributed to timing of 
shipments. 

November 16,1962: Letter from Chairman of Board of Governors to Secretary 
of the Treasury reported current coin shortage problem and referred to "at 
least one large user in Metropolitan Chicago, a chronic shortage area, (which) 
has under consideration plans to have fractional scrip printed and token coins 
minted to deal with an anticipated inability to obtain a sufficient supply of 
Government coin." 
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December 8, 1962: Reply from Secretary of the Treasury to Board's letter of 
November 16, stated in par t : 

"The Philadelphia and Denver Mints have been working overtime most of this 
fiscal year and they will continue to do so through the middle of December to 
provide additional coins for the active Christmas trade. 

"The mint will present a supplemental appropriation request to the new Con
gress in January for additional funds for increased production throughout the 
remainder of this fiscal year. The Denver Mint is presently working three 8-
hour shifts but the Philadelphia Mint is working only two shifts. I t is planned 
to form a full third shift at the Philadelphia Mint, and to work overtime at both 
mints as required to meet the increased demands. 

"The coin demand is expected to reach a new peak in fiscal year 1964 and 
funds will be needed to continue operations on a three-shift basis at each mint, 
with overtime operations as necessary. 

"I look forward hopefully to the millennium when the inventories of coin in 
the mints and the Federal Reserve banks will be adequate to weather peak 
demands." 

March 6,1963: Letter from Chairman of Board of Governors to Senator Robert
son responding to latter's request for the Board's comments on bill S. 874, to 
authorize the construction and equipping of buildings required in connection 
with the operations of the Bureau of the Mint, indicating that the Board strongly 
urged favorable consideration of the proposed legislation. Other comments 
included the following: 

"When the mints are unable to furnish the amounts of coin requested by the 
Reserve banks and branches, the resulting shortages feed on themselves. This 
is because whenever it is apparent that coins are becoming scarce, commercial 
banks and other large users of coin tend to hold what they have, rather than 
deposit such accumulations in the Federal Reserve banks for recirculation. As a 
consequence, a shortage in one denomination soon spreads to other denomi
nations. 

"There is no indication that the factors that are causing the shortages will 
abate themselves, and it is believed that the problem can be overcome only by a 
large increase in productive capacity. The Board therefore strongly urges 
favorable consideration of the proposed legislation." 

May 2, 1963: Letter from Chairman of Board of Governors to Congressman 
Bromwell in response to the latter's inquiry regarding inability of a bank to 
obtain adequate amounts of coin from the Federal Reserve Bank of Chicago in
cluded this paragraph: 

"The shortage has been more acute and continuous in the Chicago district than 
elsewhere. This situation has been recognized and all possible steps have been 
and are being taken to correct it. For example, it is understood that in the 
last year the mint sent nearly 10 percent of its total production to the Federal 
Reserve Bank of Chicago, and that these regular shipments were augmented by 
large transfers of coin from other Reserve banks. While it received $13.2 mil
lion in coin from the mint during 1962 and $2.6 million in transfers from other 
Reserve banks, the bank in Chicago estimates that additional receipts of ap
proximately $3.5 million would have been required to avoid rationing coin pay
ments to member banks. The Reserve bank also indicated that requirements 
for 1963 will far exceed those of last year." 

July 25, 1963: Letters from Chairman of Board of Governors to Senator Prox-
mire and Congressman Zablocki in response to inquiry regarding the shortage 
of coin included the paragraph quoted in the Chairman's May 2 letter detailed 
above. 

November 4, 1963: Letter from Director of the Mint replying to Federal Re
serve Bank of Chicago letter of October 22 reviewing the current coin shortage 
problem despite considerably greater shipments of coin from the Mint in 1963 to 
date than the corresponding period in 1962; more than total calendar year re
ceipts for each of the preceding 6 years. The Director's letter indicated hope 
that tentative shipments then being assigned would do much to lessen the pres
sure. 

January 14, 1964: Letter from Chairman of Board of Governors to Secretary 
of the Treasury advising that the subject of coin had been discussed at the 
December meeting of the Presidents of the Federal Reserve banks and the 
**oard of Governors and comments made by the Presidents indicated that the 
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situation with respect to the coin supply had worsened as compared with last 
year. The Chairman's letter concluded with the following: 

"Under the circumstances, and with mint production at capacity, several of 
the Reserve banks have suggested that the mint use outside production facili
ties in order to mitigate the continuing and increasing coin shortages. In our 
view, the coin shortage is now harmful to the conduct of the Nation's business 
and is getting worse. Drastic measures to deal with the situation are warranted. 
During the next several weeks the need for coin will seasonally abate and in 
that period we urge you to take steps to augment mint output so that when 
seasonal needs next rise we will be able to operate with ample supplies." 

January 31, 1964: Reply from Secretary of the Treasury to Board's letter of 
January 14 included these paragraphs: 

"As you know, the Congress has authorized the construction and equipping 
of new mint facilities, and positive steps have been taken to expedite construc
tion of the new mint in Philadelphia. However, our pending request for the 
initial appropriation required for planning has not yet been approved. The 
total estimated cost of the new mint at Philadelphia is $16.5 million of which 
$16 million, to cover land acquisition, building and equipment costs, is included 
in the Treasury appropriation request for fiscal year 1965; presently pending, 
in addition, is our request for appropriation of $500,000 in 1964 to cover archi
tectural and engineering plans. We have been urging upon Congress the im
portance of favorable and prompt action on these appropriation requests so 
that we can move expeditiously toward completion of the new mint facilities. 
The architectural and engineering plans alone require at least 10 months to 
complete. Delay means substantial waste and unnecessary expense. I t is 
estimated that each month of delay for completion of the new mint costs 
$190,000, or $2.3 million annually. 

"In the meantime, to meet the immediate coin shortage problem pending com
pletion of the new facilities, coinage output can be substantially increased if we 
place mint production on a full three-shift basis. 

"On January 21, 1964, President Johnson requested a supplemental appropria
tion of $500,000 to pay for overtime operations at the mint for the balance of this 
fiscal year. If this is approved, we will immediately resume full overtime opera
tions. We are hopeful that the Congress will give favorable and prompt action 
on our requests to meet the pressing needs of the economy for additional coinage. 

"Treasury strongly opposes the proposal that coin be struck outside the mint. 
You are aware, I know, that the Treasury has no authority under present coinage 
laws to have coins made by private contractors. Such an innovation would 
require authorizing legislation." 
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(The following statement submitted by Edward A. Wayne, Presi
dent of the Federal Keserve Bank of Eichmond, is in response to a 
question of Mr. Vanik. The exchange between Mr. Vanik and Mr. 
Wayne may be found beginning on page 385 of volume 1 of the hear
ings entitled "The Federal Keserve System After 50 Years.") 

Information on service charge schedules was requested from Fifth District 
banks in three large cities with population of from approximately 220,000 to 939,-
000 and two small cities with a population of between 13,000 and 16,000. Similar 
data was obtained from one small town with a population of around 6,000 and 
three rural communities with population ranging from 1,500 to 2,000. 

There is significant variation among the banks surveyed as to rates charged 
for various services and even where these rates are similar there is considerable 
divergence in the basis on which they are assessed. Consequently, it is difficult 
to make an intelligent comparison between banks in various localities or even 
between those in the same city or town. However, the attached tabulation might 
be helpful in considering the more important types of charges in use. As you 
know, we do not have figures for service charges of all banks in the district and 
while those surveyed may not necessarily be typical I believe they constitute a 
representative sampling which will serve to illustrate the absence of any dis
cernible pattern in the charges levied for various customer services rendered by 
these banks. 

For instance, while monthly maintenance charges on regular checking accounts 
at banks in the three major cities vary from 50 cents to $1.50 depending on the 
type of account (personal or commercial) one of the smaller banks in a rural 
area has a flat $1 monthly maintenance charge regardless of type of account and 
another small bank makes no monthly maintenance charge; the $1 charge men
tioned above levied by a small institution in a one-bank town is higher than the 
minimum charge in some of the larger city banks. In some of these banks there 
is no maintenance charge except on accounts with balances of less than $300. 

Charges for checks paid on regular checking accounts vary from 4 cents to 10 
cents in the larger city banks and they also go as high as 10 cents in at least one 
of the small town banks while in one rural community the charge is from 2 cents 
to 3 cents and in still another small city it is from 3 cents to 5 cents. 

Some banks make a charge for cheeks deposited which are drawn on other 
banks but many do not. In two of the large cities this charge runs from 2 cents 
to 3 cents while in the third it is from 2*£ cents to 5 cents; in one of the smaller 
towns it ranges from 1% cents to 3 cents and in another from 4 cents to 5 cents. 
In a few instances the banks included in the survey levy a charge for each deposit 
ticket rather than a charge on the items deposited while others have neither of 
these types of charges. 

Certain institutions make a charge for checks drawn against insufficient funds 
and it was observed that of the banks which do make this charge the figure for 
those in the smaller communities is approximately as high as in the larger cities 
although there is one bank in a small two-bank town where the charge for this 
item ranges from 25 cents to $1. The maximum charge is $3 but in many banks 
there is no such fee. 

On special checking accounts (sometimes known as pay-as-you-go accounts 
and on which no minimum balance is required) some banks levy a monthly 
maintenance charge in addition to the amount charged the customer for each 
check; these checks are usually sold in books of 15 or 20 at a cost of 10 cents 
per check although the charge on one of the banks surveyed is as low as 
6% cents. 

Charges for bank money orders issued range from 15 to 45 cents in the 
larger cities, the fee depending upon the amount involved. Banks in one large 
city and one small town do not issue money orders. In other areas the charge 
ranges from 10 to 30 cents and in still others there is a flat charge of 20 
or 25 cents regardless of amount. In one city the cost of a bank money 
order is 15 cents per $100 or 15 cents per $150. 

2127 

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



2128 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

Costs of cashier's or official checks vary considerably with some large city 
banks charging a fee of one-tenth of 1 percent with a minimum of 25 cents while 
in another large city this percentage is the same but the minimum is 50 cents. 
In one of the smaller towns the one-tenth of 1 percent is also used but the mini
mum is only 15 cents; in still another charges range from 10 to 30 cents and 
in others the fee is 15 cents per $100 or $150. It is interesting to note that fees for 
cashier's or official checks in the largest city in the district is a flat 25 cents 
which is the same as that charged by one of the rural towns with only one bank 
and this is the smallest institution of those covered in this survey. Charges for 
New York drafts or drafts on correspondent banks in all of the institutions 
included in the survey are approximately the same as the fees levied for cashier's 
or official checks. 

Service charges on regular checking accounts (as opposed to special checking 
accounts) are usually offset by earnings credits figured in various ways and if a 
customer has sufficient balance in his account he does not have to pay any service 
charges for the month. As indicated above, bases on which these charges are 
assessed vary widely among the banks and among the various types of accounts. 
For instance, on individual regular checking accounts with balances of less than 
$300, a bank might levy a single monthly charge of $1.50 and permit the deposi
tor to draw as many as 15 checks without additional cost. Sometimes the figure 
used may be $500 rather than $300. Each check in excess of the number allowed 
costs the depositor a certain amount, say for example 5 cents. In the same bank 
if an average balance of over $300 or $500 is maintained the depositor is entitled 
to an earning allowance of 10 cents per $100 on such balance. Against this earn
ing allowance costs for each item of activity are calculated at the rate of 5 cents 
or at whatever figure the bank may have adopted. The excess of these activity 
costs over the earning allowance, if any, represents the net amount levied as a 
service charge. When such charge amounts to less than 50 cents it may be 
waived. On the more substantial accounts, especially those of commercial cus
tomers, the bank may allow a certain credit on the average daily available bal
ance of the account, say, for example, 3 percent. "Available means" means ledger 
balance less uncollected items deposited and 20-percent cash reserve. This 3-
percent credit is used to reduce or eliminate the service charge for a particular 
month. 

In the larger metropolitan banks small checking accounts are generally subject 
to flat scale of service charges while the larger accounts, particularly those of 
businesses, are subject to analysis. Method of determining float, earnings, cred
its, and applicable reserves on these accounts may vary. In some instances 
where the balance is below a certain figure service charges are assessed on basis 
of the minimum balance during the month while those above that figure are 
assessed on the basis of the average balance. The latter figure may be a true 
average or it may be nothing more than an average of the high and low balances 
for the period. The kind of balance used and the method under which it is fig
ured can, of course, have a significant effect on the actual amount of service 
charge paid by a customer. 
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Service charges 3 

I 

Regular checking accounts 

Maintenance 
charge * 

Checks paid Checks deposited 
drawn on 

other banks l 

Checks drawn 
against insuf
ficient funds l 

Large city (population 219,958) 
Large city (population 305,872) 
Large city (population 939,024) 
Rural town, 2 banks (population 2,083). 
Rural town, 1 bank (population 1,941) _. 
Rural town, 1 bank (population 1,530) _. 
Small city, 2 banks (population 13,639) 
Small town, 3 banks (population 6,337) _ 
Small city, 3 banks (population 16,302). 

$1 to $1.50 
$1.502 

50 cents to $1.50. 

$1 
50 cents 

do 
do 

50 cents to $1 . 

4 to 10 cents 
5 to 10 cents 

do 
2 to 3 cents 
3 to 10 cents 
5 cents 
3 to 5 cents 
4 cents 
5 cents 

2 to 3 cents 
3 cents 
2]i to 5 cents 

1H to 3 cents _ 
4 to 5 cents-.. 
5 cents 

$2 to $3. 

$3. 
25 cents to $1. 

$1 to $3. 
$3. 

1 No charge by some banks. 
J Only on accounts below $300. 
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Service charges to 
h-* 
CO 

o 

s 

W 

si 

CO 

GO 

W 

Hi 

w 
CO 

Special checking accounts 

Mainte
nance 

charge l 

Charge 
for checks 

used 

Checks 
drawn 
against 

insufficient! 
funds x 

Other 

Bank money orders 
Cashier or official 

checks New York drafts 

Large city (population 219,958). 

Large city (population 305,872)-

Large city (population 939,024)-
Rural town, 2 banks (popula

tion 2,083). 

Rural town, 1 bank (population 
1,941). 

Rural town, 1 bank (population 
1,530). 

Small city, 2 banks (population 
13,639). 

Small town, 3 banks (popula
tion 6,337). 

Small city, 3 banks (population 
16,302). 

25 cents.. 

-do-

10 cents _ 

_do. 

. d o — __do 
6% cents. 

10 cents -

$3. 

No such 
ac
counts. 

No such 
ac
counts. 

10 cents. . 

No such 
ac
counts. 

_do. 

-do. 

$3-

.do-

15 to 40 cents 

Not iss ued 

15 to 45 cents 

Not issued 

25 cents 

- - . d o 

20 cents 

10 to 30 cents 
15 cents per 100 or 

150. 

Mo of 1 percent with 
minimum of 25 
cents. 

Mo of 1 percent with 
minimum of 50 
cents. 

25 cents 
Mo of 1 percent 

with minimum of 
15 cents. 

Mo of 1 percent with 
minimum of 25 
cents. 

25 cents 

Mo of 1 percent with 
minimum of 25 
cents. 

10 to 30 cents 

15 cents per 100 or 
150. 

Mo of 1 percent with 
minimum of 25 
cents. 

Mo of 1 percent with 
minimum of 50 
cents. 

25 cents. 
Mo of 1 percent 

with minimum of 
15 cents. 

Mo of 1 percent with 
minimum of 25 
cents. 

25 cents. 

Mo of 1 percent with 
minimum of 25 
cents. 

10 to 30 cents. 

15 cents per 100 or 
150. 

1 No charge by some banks. 
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(The following statement submitted by Harry A. Shuford, Presi
dent of the Federal Reserve Bank of St. Louis, is in response to a ques
tion of Mr. Vanik. The exchange between Mr. Vanik and Mr. Shu
ford may be found beginning on page 385 of volume 1 of the hearings 
entitled "The Federal Eeserve System After 50 Years.") 

SEBVICE CHABGES BY EIGHTH DISTBICT BANKS 

This report summarizes the results of a survey of service charges on demand 
deposits by commercial banks in the eighth district. The study was made at 
the request of the Subcommittee on Domestic Finance of the Committee on 
Banking and Currency of the U.S. House of Representatives. 

THE SUBVEY 

Thirty-six district banks, both member and nonmember, submitted schedules 
of their service charges in response to a request. The sample was selected from 
four of the district's standard metropolitan areas (St. Louis, Louisville, Mem
phis, and Evansville), six smaller cities and towns, and five rural communities. 

Banks in the sample have approximately the same returns from service 
charges as all member banks in the district. For all member banks in the dis
trict, receipts from service charges last year amounted to less than 0.2 of 1 per
cent of average demand deposits of individuals and businesses at 39 percent, be
tween 0.2 and 0.6 of 1 percent at 45 percent, and 0.6 of 1 percent or more at 16 
percent. For banks in the survey, receipts from service charges amounted to 
less than 0.2 percent of average demand deposits of individuals and businesses at 
26 percent, between 0.2 and 0.6 percent at 58 percent, and 0.6 percent or more at 
16 percent. 

There are at least two basic service charge plans: (1) a "measured" or 
"metered" plan, in which an allowance of "free" checks is made for a basic 
charge or for stated units of balance maintained, and a charge is imposed for 
each extra check; and (2) an "analysis" plan, in which charges are related to 
expenses of performing each service, and an earnings credit is granted for 
balances maintained. In some cases, these basic plans are modified, or combina
tions are used. 
St. Louis 

Bight banks are included in the St. Louis area sample. Three are large 
banks, two are medium sized, and three are small.1 

Banks submitting reports provide three types of accounts—"special," regular, 
and business—on which charges are made. Special checking accounts are some
times given names such as "thrifticheck," "household," or "budget" accounts. In 
the special checking account plans at the respondent St. Louis banks, charges 
range from 8 to 10 cents per check.* In addition, one bank imposes a 50-cent 
monthly maintenance charge whenever the balance falls below $50. 

A number of factors are considered in determining service charges on regular 
demand deposits, and no two reporting St. Louis banks have identical plans. 
Banks using the metered plan have monthly maintenance charges ranging from 
$1 to $2 on accounts with balances under stated minimums, $200 and $300. Pay
ment of this charge entitles the depositor to from 10 to 20 free checks. Extra 
checks cost 5 cents each. One bank does not charge for checks on accounts 
with a minimum balance of $500, and another allows 10 free checks for each 
additional $100 balance maintained. 

Banks using analysis plans assess monthly maintenance charges ranging 
from 50 cents to $1.50. A few banks reduce or eliminate the maintenance charge 
if average balances exceed $200. The cost per check ranges from 3 to 5 cents, 
the charge per deposit varies from 0 to 5 cents, and the cost per check in deposit 
ranges from 0 to 5 cents. A monthly earnings credit on average balances, varying 
from 7.5 to 17 cents per $100, is used as an offset to the above charges. Some 
banks waive monthly charges of 50 cents or less, and one bank waives monthly 
charges of less than 25 cents. 

1 For the purposes of this study, banks with demand deposits of individuals and busi
nesses less than $15 million are considered small, from $15 to $50 million medium-sized, 
and $50 million and above large. 

•Depositors of seven banks pay the charges by buying their checkbooks. One of these 
banks reimburses its depositors for spoiled or void checks. The eighth bank charges the 
accounts of its depositors when it pays their checks. 
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2132 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

Some St. Louis banks have separate schedules for business accounts; others 
use their regular schedules for these customers. In the business schedules, main
tenance charges vary from 50 cents to $1 per month. Cost for the first 500 checks 
per month is 5 cents per check at some banks and 6 cents at others. The cost of 
additional checks varies from 3 to 5 cents per check. The charge per deposit 
ranges from 0 to 6 cents for the first 500 and from 0 to 5 cents for those over 500. 
Cost per deposited item varies from 0 to 2 cents for the first 5,000 and from 0 to 
1.5 cents for additional items. An earnings credit at a rate of 2.4 percent per year 
is allowed on these accounts. Some banks compute the credit on daily average 
balances with deductions for float and 16.5 percent reserves; others compute the 
credit on minimum balances without deductions. 
Three other metropolitan areas 

Eleven banks in the Louisville, Memphis, and Evansville areas provided their 
service charge schedules. This sample includes four large banks, two medium-
sized banks, and five small banks. 

Eight of the banks provide special checking accounts. The charges range from 
10 to 15 cents per check (or, in a few cases, per withdrawal). Two banks have a 
10-cent additional charge for mailing the monthly statement, and two banks 
have a $1 maintenance charge every 3 months. 

On regular checking accounts at banks using the metered plan, monthly main
tenance charges vary from 0 to $1.25. In some cases there is no mainteannce 
charge or a reduced maintenance charge when balances exceed a certain specified 
amount, ranging from $100 to $600. The depositor is entitled to a number of 
free checks (1 to 15) for the maintenance charge. The cost of additional checks 
ranges from 3 to 5 cents, but the charge is not made by some banks if additional 
balances are held, varying from $10 to $50 for each check. Some banks waive 
monthly charges of 50 cents or less, some waive charges of 25 cents or less, and 
others do not waive charges. 

On Banks using the analysis plan, the maintenance charge varies from 75 
cents to $1 per month. The cost per check ranges from 4 to 6 cents. An offsetting 
earnings credit is allowed at rates ranging from 10 to 19 cents per $100 balance 
per month. Charges of 50 cents or less per month are waived by one bank. 

Most banks in the Louisville, Memphis, and Evansville areas submitted sepa
rate schedules for business firms. On business accounts, maintenance charges 
vary from 50 to 85 cents per month, and cost per check varies from 4.5 to 6 cents 
(4 to 5 cents after the first 1,000 per month.) The charge per deposit at banks 
which charge for this service is 5 cents. Cost per deposited item ranges from 0 
to 2.5 cents. An earnings credit varying from an annual rate of 1.2 to 2.8 percent 
is granted either on average balances with deductions for float and reserves or 
on minimum balances. 
Smaller cities and towns 

Six cities and towns in the district, with populations in the 2,500 to 28,000 
range, were selected at random. Twelve banks in these communities submitted 
information regarding service charges. On bank is medium sized, and 11 are 
small. 

None of these banks offer special checking accounts to their customers. Main
tenance charges on regular accounts vary from 25 to 50 cents per month. One 
bank does not impose a maintenance charge, and several banks do not make this 
charge if the balance exceeds a specified amount, varying from $50 to $250. 
Cost per check ranges from 2 to 5 cents. One bank allows one free check for 
each $10 of minimum monthly balance. At several banks there is no cost per 
deposit or deposited item, but three banks charge 5 cents per deposit, and two 
banks charge for transit items, up to 4 cents each. Monthly earnings allowances 
vary from 10 to 20 cents per $100 calculated on the minimum balance at some 
banks and the average balance at others. 

Only one of these banks has a separate schedule for business accounts. The 
maintenance charge is 50 cents per month, the cost per check paid is 4 cents, and 
the cost per transit item is 3 cents. A monthly earnings credit of 10 cents per 
$100 daily average balance after deduction for float is given. 
Rural communities 

Five banks in rural areas of the district were selected at random. The five 
banks are small banks. 

Three banks stated that they do not make service charges. The other two 
had maintenance charges of 50 cents per month. One charges 4 cents per check 
paid. The other charges 2 cents per check paid and 5 cents for each out-of-town 
check deposited. Both permit a 10 cents per $100 earnings credit per month on 
the minimum daily balance. These banks do not have special checking accounts 
or a separate schedule for business accounts. Digitized for FRASER 
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(Here are some additional listings of expenses that were received 
too late to be placed in volume I. These are from the Federal Reserve 
banks at Minneapolis and San Francisco.) 

MINNEAPOLIS 

EMPLOYEE RELATIONS 

Annual Christmas party, Dec. 7,1962: 
431 dinners, 20 gallons of fruit punch at Hotel Leamington $2, 790. 50 
9-piece orchestra for dancing 225.00 
Checkroom expense at hotel 80. 70 
Comparable meal served in the employee cafeteria to 29 night 

employees unable to attend the party at hotel 145. 00 
1962 payment to the Federal Reserve Club to finance major events, 

such as the spKng party, women's party, and men's stag. Mem
bers' dues are used to finance activities which limit the number 
of participants; such as bowling, Softball, and basketball 4, 000.00 

Annual 20-Year Club dinner, Apr. 26,1963: 
126 dinners at Pick Nicollet Hotel 812.70 
3-piece orchestra 60. 00 
14 centerpieces for tables 130. 00 
Emblems for 15 new members of the club 325. 75 
Miscellaneous expenses 50.00 

( 124.17 
250.58 

42.62 
138.46 

75.59 
Printing of 1,000 copies of Columns for February 1962; this is the 

banks' employee magazine, 10 issues a year, with the number of 
pages varying between 12 and 16 568. 80 

Photoengraving and etching for above issue 189.11 
Photoengraving and etching for May 1962 Columns 143.13 
Printing of 1,000 copies of May 1962 Columns 514. 40 
Printing of 1,000 copies of August 1962 Columns 586.65 
Photoengraving and etching for August 1962 Columns 194. 94 
Photoengraving and etching for February 1963 Columns 163. 97 
Printing of 1,000 copies of February 1963 Columns 524. 00 
Printing of 1,000 copies of May 1963 Columns 459. 00 
Photoengraving and etching for May 1963 Columns 158. 47 
2 employees who are selected as delegates of the local chapter of the 

American Institute of Banking are sent to the annual convention of 
the AIB. The following payments were for traveling expenses: 

To convention in Denver, Colo., May 25-June 1, 1963 268. 88 
Do 265.24 

TRAINING AND EDUCATION 

To provide a reserve corps of staff members who might be used for 
foreign assignments. PeriodicaUy, some Latin American central 
banks have asked the board of governors for assistance in solving 
problems. Such requests are usually channeled to the Federal 
Reserve banks: 

Spanish instructions: 
January 10-February 21, 1962 147.50 
March 22-April 27, 1962 102. 50 
June 27-July 19,1962 115.00 
July 25-August 16, 1962 130. 00 
September 6-October 4, 1962 75.00 
October 10-October 26, 1962 75.00 
January 2-January 31,1963 117.50 
February 6-March 7, 1963 *102.50 
April 3-May 16, 1963 142. 50 

Footnote on p. 1942. 
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2134 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

MIN NEAPOLIS—Continued 

TRAINING AND EDUCATION—continued 

Refunds of tuition to employees who successfully completed American 
Institute of Banking classes: 

35 payments $404. 00 
10 payments 112.50 
23 payments 257.00 
30 payments 356.00 
25 payments 282. 00 
14 payments 125.00 

Registration, tuition, and subsistence for 3 employees enrolled at the 
Stronier Graduate School of Banking, New Brunswick, N.J., June 
9-22, 1962 1,080.00 

Airplane fare for above 3 employees 289. 50 
Do 258.59 

Registration, tuition, and subsistence for 4 employees enrolled at 
the Graduate School of Banking, Madison, Wis., Aug. 12-25, 1962__ 934.00 

RESERVE BANK-SPONSORED LUNCHEON, DINNER, ETC. 

358 meals incident to 3 South Dakota regional economic meetings; 45 
for bank staff members (speakers on the program, etc.) and 313 for 
South Dakota banker guests who attended the meetings 1,364.29 

132 luncheons, 85 dinners, and morning coffee served in bank's dining 
room, May 10, 1963, in connection with annual Money and Banking 
Workshop, a 1-day educational meeting attended by money and 
banking instructors from 9th district colleges and universities; they 
come to Minneapolis at their own expense 445. 00 

Luncheons in the bank's dining room incident to the weeklong, short-
course sessions at which the bank's departmental activities are 
explained in some detail to about 15 commercial bank officers or em
ployees registered in each session; all other travel and subsistence 
expenses are borne by the registrant's bank; 7 sessions were of
fered in 1963, with 5 luncheons during each week, as follows: 

1 week in January 172. 55 
2 weeks in February 337. 08 
2 weeks in March 367.11 
2 weeks in April 250. 52 

Directors luncheons or dinners in bank's dining room, following reg
ular monthly meetings or in connection with the annual joint meeting 
of the Minneapolis and Helena Branch Boards of Directors, also at
tended by officials from other bank supervisory agencies, bankers, 
and businessmen: 

Luncheon, Mar. 8, 1962 (49 attended) 115. 35 
Luncheon, May 10, 1962 (28 attended) 67.91 
Luncheon, Sept. 13,1962 (23 attended) 42. 50 
Luncheon, Oct 6, 1962 (39 attended) 108.55 
Dinner, Oct. 6, 1962 (52 attended) 299.11 
Luncheon, Feb. 14, 1962 (59 attended) 93.05 
Luncheon, June 13, 1963 (26 attended) 57.60 

Meal costs of public services department guests at various breakfast, 
luncheon, and dinner meetings, both in the bank's dining room and 
elsewhere during September 1962 100.13 

Same as above, except October 1962 278.34 
Same as above, except March 1963 81. 51 
Meal costs of numerous luncheon and dinner meetings both in the 

bank's dining room and elsewhere during May 1963 236. 66 
2 luncheon meetings of the Research Committee of the Upper Midwest 

Research and Development Council, held in bank's dining room; 15 
attended, Dec. 6, 1962, and 13 attended Dec. 7, 1962 67.41 
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THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 2135 

MINNEAPOLIS—Cont inued 

M E M B E R S H I P DUES, ETC. 

P r o r a t a sha re of the annua l expenses of operat ing the Minneapolis 
chapter of the American Ins t i tu te of Banking r $4,906. 75 

American Bankers Association 1,100.00 
Minnesota Bankers Association 750. 00 
Wisconsin Bankers Association 250. 00 
NABAC 360.00 
Robert Morris Associates 310. 00 
Minneapolis Chamber of Commerce 175.00 
Minneapolis Association of Building Owners & Managers, Inc 140.00 
Nat ional Indus t r ia l Conference Board 250.00 

TRAVELING EXPENSES TO CONVENTIONS, CONFERENCES, 
MEETINGS, ETC. 

American Bankers Association Nat ional Credit Conference in Chicago, 
111., Jan . 21-24, 1962 1 57 .70 

Special Librar ies Convention in Washington, D.C., May 25-June 1, 
1962 * 106. 45 

Montana Bankers Association Convention in Great Fal ls , Mont., J u n e 
14-16, 1962 J140. 00 

Wisconsin Bankers Association convention in Milwaukee, Wis., and 
Michigan Bankers Association convention a t Mackinac Island, Mich., 
June 18-24, 1962 203. 08 

American Bankers Association convention in Atlantic City, N.J., and 
meetings of In te rna t iona l Fund and Bank in Washington, D.C., Sept. 
16-24, 1962 x152. 25 

Minnesota Bankers Association fall group meetings, Oct. 8-17, 1 9 6 2 — 144. 02 
Kobert Morris Associates conference in New York City, Oct. 14-16, 

1962 x 149. 90 
American Economic Association meetings in Pi t tsburgh, Pa., Dec. 

26-28, 1962 * 111. 00 
Allied Social Science meeting in Pit tsburgh, Pa., Dec. 26-29,1962 * 111. 00 
Montana Bankers Association annua l agr icul tural credi t conference in 

Bozeman, Mont , Feb. 14-16, 1963 * 134.00 
American Bankers Association symposium on economic growth, Wash

ington, D.C., Feb. 2^-25, 1963 x129.10 
Meeting of Montana Bankers Association a t Jackson Lake Lodge, 

Wyo., J u n e 19-24, 1963 232.55 
Michigan Bankers Association convention a t Mackinac Island, Mich., 

J u n e 19-23, 1963; meals and lodging averaged over $26 a day for 
4 days 167. 38 

Same as above, except June 20-23, 1963, and meals and lodging aver
aged over $26 a day for 3 days 118. 81 

Meals and lodging averaged over $24 a day for 8 days in New York City, 
J an . 8-16, 1963, while on t ra in ing assignment in foreign currency 
depar tment of Federa l Reserve Bank of New York 240. 73 

PUBLIC INFORMATION 

50,000 repr ints of "Your Money and the Federa l Reserve System" 6, 553. 20 
Do 6, 676. 80 

Pr in t ing of 10,400 copies of monthly review and 1,025 editors ' copies 
for J a n u a r y 1962 1,135. 85 

Pr in t ing of 10,500 copies of monthly review and 1,050 editors ' copies 
for April 1962 928. 60 

Pr in t ing of 10,200 copies of monthly review and 1,050 editors ' copies 
for July 1962 1,135. 00 

Pr int ing of 10,600 copies of monthly review and 1,050 editors ' copies 
for November 1962 1,172. 00 

1 Airplane fare only ; the other traveling expenses for these trips are covered by vouchers 
that were not selected by members of the committee staff from the lists supplied by the 
bank. 
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2 1 3 6 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

MINNEAPOLIS—Continued 

PUBLIC INFORMATION—continued 

Printing of 10,800 copies of monthly review and 1,050 editors' copies 
for January 1063 $1,463. 00 

Printing of 10,600 copies of monthly review and 1,050 editors' copies 
for May 1963 1, 043. 75 

MISCELLANEOUS 

Dow Jones news ticker service for January 1962; same amount was 
paid each month through May 1963 175.00 

Dow Jones news ticker service for June 1963 195. 00 
1-year subscription to "Reporting on Governments" (weekly analysis 

and forecast on U.S. Government securities, Washington monetary 
policies and trends in interest rates) 60. 00 

SAN FRANCISCO 

Amount 

EMPLOYEE RELATIONS 

1962 Christmas luncheon in bank cafeteria 
Athletic activities 

Social and recreational activities 

American Institute of Banking graduation dinner.-. 
Annual dinner, at Meadow Club, honoring 65 em

ployees with 25 or more years of service 
Printing of 3,000 copies of employees' magazine for 

July-August 1962 
Printing of 3,300 copies of employees' magazine for 

September-October 1962 
Printing of 3,000 copies of employees' magazine for 

November-December 1962 
Printing of 3,000 copies of employees' magazine for 

January-February 1963 
Printing of 3,000 copies of employees' magazine for 

March-April 1963 

TRAINING AND EDUCATION 

Tuition fee for American Management Association 
executive action course at Carmel, Calif 

Tuition for bank management program, 2d year 
correspondence seminar and residence program at 
University of California 

Reimbursement of tuition—17 employees who 
successfully completed spring 1962 semester 
courses offered by American Institute of Banking. 

Same as above, except 26 employees for fall 1962 
semester 

Tuition and registration fees for 3 employees 
enrolled at Pacific Coast Banking School, Seattle, 
Wash . . - . 

Dec. 22, 1962 
May 7, 1962 
Aug. 8,1962 
Sept. 13, 1962 
Apr. 5, 1963 
May 8,1963 
May 7, 1962 
Nov. 12, 1962 
Dec. 31, 1962 
June 6, 1963 
Oct. 3, 1962 

Nov. 21, 1962 

Sept. 3, 1962 

Dec. 12, 1962 

Dec. 31, 1962 

Apr. 5, 1963 

June 6, 1963 

Aug. 28, 1962 

Feb. 1, 1962 

June 12, 1962 

Feb. 8, 1963 

Sept. 1962 

$1, 090. 45 
521. 08 
281. 20 
583. 08 
90.65 

414.98 
250. 00 
400.00 
580. 68 
250. 00 

68.25 

520. 00 

932. 42 

882. 71 

900. 75 

1, 018. 92 

964 52 

750. 00 

305. 00 

255. 00 

390. 00 

390. 00 
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SAN FRANCISCO—Continued 

Amount 

KESERVB BANK-SPONSORED D I N N E R S , LUNCHEONS, 
ETC. 

Catering service for 60 luncheons served in connec
tion with U.S. savings bond program ,--,--

Reception and djnjier at Stock Exchange Club in 
connection with annual joint meeting of directors, 
also attended by local bankers (81 dinners).,-

April 1962 luncheons in bank cafeteria—directors 
*nd bank guests ,. 

April 1962 luncheons in bank cafeteria—bank guests, 
October 1962 luncheons in bank cafeteria—-bank 

guests 1 ( 
October 1962 luncheons in bank cafeteriar-*-directors 

-and bank ;guests_ i 
February 1963 luncheons in bank cafeteria—directors 

and 4>ank jguests_ _, 
February 1963 luncheons in bank eafeteria—bank 

guests. _ . -. 
May 1963 luncheon in bank cafeteria—bank giiests 
May 1963 luncheop in bank cafeteria—directors 

and bank guests 
Reception and dinner in connection with annual 

conference of directors, also attended by local 
bankers (84 dinners) 

REGISTRATION F E E S , ETC. , FOR MEETINGS HELD I N 
SAN FRANCISCO 

Contribution toward defrayment of expense in
curred by the San Francisco Glearing House Asso
ciation incident to the 1961 American Bankers 
Association Convention^ 

Registration fees for attendance at California 
Bankers Association Convention, May 19 to May 
21, 1963—9, at $30 

11 meal tickets for above convention 

MEMBERSHIP D U E S , ETC. 

Pro rata share of financing San Francisco Chapter, 
American Institute of Banking, for year ended 
May 31, 1963 

American Bankers Association 
NABAC 
California Bankers Association Q/2 year) — 

Do 
California Bankers Association, group 6 (year) 
Robert Morris Associates 
Credit Managers Association of Northern and Cen

tral California 
San Francisco Chamber of Commerce 

Feb. 19, 1962 

Apr. 25, 1962 

Apr. 30, 1962 
May 7,1962 

Nov. 5,1962 

Oct. 31, 1962 

Feb. 28, 1963 

Mar. 8, 1963 
June 7, 1963 

May 31, 1963 

Mar. 13, 1963 

Feb. 20,1962 

Apr. 9,1963 Apr. 9, 
May 1, 1963 

June 11, 1962 
Aug. 2, 1962 
July 17,1962 
May 3,1962 
Nov. 5,1962 
Sept. 7,1962 
Aug. 14, 1962 

May 11, 1962 
July 3, 1962 

$260. 61 

1, 351. 17 

165. 54 
189. 34 

120. 63 

105. 91 

134. 71 

182. 59 
405. 15 

115. 62 

1, 290. 74 

200. 00 

270. 00 
114. 00 

2, 637. 00 
1, 600. 00 
330. 00 
125. 00 
125. 00 
165. 00 
310. 00 

175. 00 
84.00 

28-6S0—64— vol. 3- -39 
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SAN FRANCISCO—Continued 

Amount 

TRAVELING E X P E N S E S TO CONVENTIONS, 
CONFERENCES, MEETINGS, ETC. 

Hawaii Bankers Association, Honolulu, May 17 to 
May 22, 1962. 

American Bankers Association, Atlantic City, Sept. 
23 to Sept. 26, 1962 

California Bankers Association, San Diego, May 
19 to May 23, 1962; meals and lodging averaged 
over $25 a day for 4 days 

Nevada Bankers Association, Las Vegas, May 24 to 
May 27, 1962; meals and lodging averaged over 
$24 a day for 3 days 

Oregon Bankers Association, Gearhart, June 3 to 
June 6, 1962 

Utah Bankers Association, Salt Lake City, and 
Idaho Bankers Association, Sun Valley, June 7 to 
June 13, 1962 

American Bankers Association mid-winter trust con
ference in New York City, Feb. 4 to Feb. 10, 1962; 
meals and lodging averaged over $28 a day for the 
5 full days 

Same as above, including average of over $28 
Do 

Special Libraries Association convention, Washing
ton, D.C., May 23 to June 2, 1962 

Annual Convention of National Association of Super
visors of State Banks in Bretton Woods, N.H., 
Sept. 16 to Sept. 21, 1962 

38th National Convention of NABAC in Bal Har
bour, Fla., Oct. 20 to Oct. 25, 1962 

Do 
Annual convention of American Institute of Banking 

in Denver, Colo., May 25 to June 1, 1963 
5th district conference, National Association of 

Supervisors of State Banks, in Anchorage, Alaska, 
June 18 to June 22, 1963 

Federal Reserve System meetings, etc., where ireals 
and lodging averaged considerably more than $16 
a day: 

Washington, D.C.: 
$24.28 for 1 day 
$26.14for 1 day 
Over $24 a day for 2 days 
$25.35for 1 day 
$24.08 for 1 day 

Chicago, 111.: $25.50 a day for 2 days 
New York City: $25.08 for 1 day . . 

June 1,1962 

Sept. 27,1962 

May 28,1962 

May 29,1962 

June 12, 1962 

June 21,1962 

Feb. 19, 1962 
Feb. 19, 1962 
Feb. 19, 1962 

June 11, 1962 

Oct. 1, 1962 

Oct. 29, 1962 
Oct. 30, 1962 

June 4, 1963 

June 28,1963 

Jan. 12, 1962 
Apr. 19, 1962 
Sept. 18, 1962 
May 15, 1963 
Jan. 30, 1962 

Mar. 21, 1963 

$400. 44 

443. 91 

184. 38 

171. 00 

171. 45 

258. 47 

579. 43 
564. 33 
538. 54 

580. 96 

568. 75 

567. 40 
563. 69 

322. 07 

402. 35 

403. 61 
408. 93 
416. 99 
418. 55 
459. 88 

433. 44 
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SAN FRANCISCO—Continued 

Amount 

PUBLIC INFORMATION 

Printing of 13,700 copies of Monthly Review for 
January 1962 

Printing of 15,000 copies of Monthly Review for 
February 1962 

Printing of 12,500 copies of Monthly Review for 
July 1962 

Printing of 12,500 copies of Monthly Review for 
August 1962___ 

Printing of 5,000 additional copies of Monthly 
Review for August 1962 

Printing of 12,500 copies of Monthly Review for 
January 1963 

Printing of 13,000 copies of Monthlv Review for 
April-May 1963 1 

Printing of i,500 copies of "The Present Position of 
Gold and the Dollar" 

Printing of 10,000 copies of booklet, "The Search 
for Certainty in an Uncertain World'' 

Mar. 29, 1962 

Apr. 30,1962 

Sept. 30, 1962 

Oct. 31,1962 

Nov. 30, 1962 

Mar. 22, 1963 

June 30, 1963 

Mar. 29, 1962 

July 31,1962 

$3, 050. 00 

4, 320. 00 

4, 320. 75 

1, 988. 00 

588. 25 

1, 822. 00 

1, 692. 63 

1, 031. 25 

3, 671. 30 

FEDERAL RESERVE BANK OF NEW YORK, 
New York, N.Y., February 28,1964. 

Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, House of Representatives, 

Washington, D.C. 
DEAR MR. CHAIRMAN : This is in reply to your letter of February 13, 1964, 

in which you ask to have on record a listing regarding the banks accommodated 
by this bank under the category of "Discounts and Advances" during the year 
1963, with the names of the banks to be concealed. 

Enclosed herewith is such a listing of the banks to which advances were 
made during the year 1963. In your letter, you stated that the listing should 
conceal the names of the banks but should show the post office and counties in 
which the banks are located. To avoid revealing the identity of individual 
banks that have borrowed, the enclosed listing shows only the counties in 
which the banks are located. In the case of 101 of the 172 banks the post 
office would also identify the banks, there being only 1 member bank in the com
munity. In the case of 8 of the 75 counties, the name of the county would 
indicate that each member bank in such county used the discount window; for 
that reason these 8 counties have been consolidated into miscellaneous. 

During 1963, 172 of our member banks, or 38 percent of the 449 member 
banks in this district at the beginning of the year, were accommodated at the 
discount window on at least 1 occasion. 

Yours sincerely, 
ALFRED HAYES, President. 
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Member banks accommodated, Federal Reserve Bank of New York, year 1963, 
by county 

Bank 
refer
ence 
No. 

1 
2 _ 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 . 
17 
1 8 . _ 
19 
20 
21 
22 
23 

25 
2 6 . 
27 
2 8 _ . 
29 1 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
4 1 _ - _ 
42 
43 
44 
45 
46 
47 
48 
49 

County 

Albany 
d o . 

Allegany _ 
do 

Broome . _ . _ 
C a t t a r a u g u s . . __ 

do 
do 

Cayuga . . , 
Chau tauqua 

do 
do 
do 

Chemung- . . . . __ 
Chenango 

do 
do 

Delaware _ _ _ _ 
do 
do 

Dutchess -
do 
do 

. d o ., 
do 

E r i e . 
do 
d o . 

_do 
do 
do 

F rank l in . _ __ 
^ do . . . 

Greene. 
. . . . . d o 
Herkimer 
Jefferson 

do 
do 

Monroe 
do 

Nassau . _ 
do 
do , T . 
do 
do 
do 

Oneida 
do ! 

Number 
of times 
accom

modated 

24 
1 ! 
4 

12 
17 1 
6 
1 
1 

12 
18 

1 
17 
5 
3 
1 
1 
5 

12 
1 
4 
2 I 
5 

2 
4 j 
1 
6 
2 

45 
12 
44 

5 

10 

2 
1 
5 

6 

13 
1 

25 
1 
3 

2 

4 
11 

4 

Bank 
refer
ence 
No. 

50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 

County 

Onondaga 
do 
do 
do 

Orange 
do 
do 

Otsego 
P u t n a m . . 
Rockland 
St. Lawrence 

do 
do 
do 

Schenectady 
do 

Seneca. _ 
Steuben 

do 
do 
do 

Suffolk 
do 
do 
do 
do 

_do 
Sullivan. _ __ 

do 
do i 
do 
do 

Tioga 
Tompkins 
Ulster 

do 
Warren 

do 
do 
do 

Westchester _ 
do 
do 
do 
do 

New York 
do 
do 
do 

N u m b e r 
of t imes 
accom

modated 

4 
9 
1 
2 

15 
2 
6 
3 
1 

11 
10 
13 

1 
15 

1 
9 
1 
1 
1 

14 
1 
9 

11 
2 

10 
1 
1 
3 
1 
8 
4 
2 

13 
10 

2 
4 
2 
1 
3 
2 

18 
4 
2 

15 
12 

6 
13 
25 
49 
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Member banks accommodated, Federal Reserve Bank of New York, year 196-9\ 
by county—Continued 

Bank 
refer
ence 
No. 

99 
100 
101 
102 
103 
104 
105 
106 
107_ __ 
108 
109 _ 
110 
111 
112 
113 
114 
115. 
116 
117 
118 ___ 
119 _ _ 
120 
121 
122 
123 
124 
125 
126 
127 
128 

County 

New York 
do 
do 
do-__ 
do 
do 
do 
do 
do 
do 

Bergen 

I~"~doI~""I~II 
do 
do 
do 
do 

Essex , 
do 
do 
do 
do 
do 
do 
do 
do 

_ do 
Hudson. __ 

do 
do 

Number 
of times 
accom

modated 

39 
9 
9 

49 
33 
16 
3 
1 
5 

3 1 
1 
1 

: 7 
2 

10 
23 

12 
17 

1 
2 

14 
1 

1 
19 1 

Bank 
refer
ence 
No. 

129 
130 
131 
132 
1 3 3 . _ 
134 
135 
136 
137 
138 
139 
140 
141 
142 
143 
144 
145 
146 
147 
1 4 8 . - - . 
149 

| 150 
151 
152 
153 
154 to 

172, 
inclu
sive.1 

County 

Hunterdon 
Middlesex. _ 

do 
Monmouth _ 
Morris 

do 
do 

Passaic 
do 

Somerset. 
Sussex 

do 
Union 

do 
do 
do 
do 
do 
do 

Warren 
Wayne , 

do 
do 
do 
do 

Miscellaneous, _ _ 

Number 
of times 
accom
modated 

2 
13 
3 
3 

43 
10 
17 
7 
1 
1 

10 
2 

22 
10 
7 
1 
3 
6 
6 
2 
6 
3 
4 
7 
2 

107 

1 In 8 counties in our district all the member banks borrowed and to avoid 
revealing the names of such banks we have placed them in a miscellaneous county 
classification. 

FEDERAL RESERVE BANK OF PHILADELPHIA, 
February 27, 1964. 

Hon. WRIGHT PATMAJC, 
Chairman, House Committee on Banking and Currency, 
Washington, B.C. 

DEAR MB. PATMAW : This is: in response to your request of February 14,1964, 
regarding banks accommodated by the Federal Reserve Bank of Philadelphia 
under the category of "Discounts and Advances" during the year 1963. > En
closed is a list Showing by county the number of borrowing banks, the times 
accommodated, and the number of days accommodated. The post office is listed 
where its mention would not identify an individual borrowing bank. 

Sincerely, 
KARL R. BOPP, President. 
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Federal Reserve Bank of Philadelphia discounts and advances during the year 1968 

State 

Delaware 

New Jersey __ 

Pennsylvania 

County 

Kent 
New Castle 
Burlington 

do 
Camden __ 
Cape May 

do 
Cumberland 
Gloucester 

do 
Mercer 

do._ 
Ocean 
Salem 

do 
do 

Bedford 
Berks-_ 

do 
do 

Blair 
Bradford 
Bucks 
Cambria 
Carbon. 

do 
Centre 
Chester 
Clearfield 
Clinton 

do 
Columbia 
Cumberland 
Dauphin 

Post office l 

Wilmington 

Bordentown 
Camden 

Wildwood 

Woodbury 

Princeton 

Salem 
Woodstown 

Boyertown 
Reading. 

Lans^ord 

Du Bois -

Lock Haven 
Catawissa 
Shippensburg 

Number of 
borrowing 

banks 

1 
3 
6 
1 
1 
1 
1 
1 
1 
1 
3 
1 
1 
2 
1 
1 
1 
4 
1 
1 
3 
4 
2 
7 
1 
1 
2 
3 
1 
1 
1 
I 
1 
2 
1 

Times 
accommo

dated 

1 
31 
34 

3 
2 
3 
3 
4 
4 
7 
3 
5 
3 

14 
1 
6 
7 

12 
13 
13 
17 
17 
7 

53 
8 
1 

13 
38 

2 
2 
4 
4 
2 
9 
6 

Number of 
days accom

modated 

14 
64 

125 
6 
2 

15 
44 
41 
32 
21 
14 
21 
43 

104 
8 

49 
96 
65 
63 
21 
57 

144 
52 

259 
78 
15 

139 
205 

12 
14 
22 
50 
32 
64 

6 

to 

3 

W 

& 
w 

$ 

H 

« 
w 

• 
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i 

-J-

Total 

Franklin __ 
do _ 

Huntingdon 
Lackawanna 
Lancaster 

do 
do 

Lebanon 
Luzerne -

do 
do 
do 

Lycoming 
do 
do 
do . 
do 

McKean 
Mifflin 

do 
Monroe , 
Montgomery 
Northampton 

do 
Northumberland 

do 
do 

Philadelphia 
Potter_ 
Schuylkill 

do 
Snyder 
Sullivan 
Susquehanna 
Wyoming 
York 

do 

Wavnesboro 

Scranton 

Columbia 
Lancaster 

H azleton 
Pittston 
Wil kes-Barre 

Hughesville 
Jersey Shore 
Montgomery 
Williamsport 

Lewistown 

Pen Argyl 

Mount Carmel 
Shamokin 
Philadelphia _ 

Schuylkill Haven 
Tamaqua 
Middleburg _«. ._ 

York 

120 

7 
1 

33 
12 
52 
3 
4 
5 
4 
4 
6 
6 
2 
1 
4 
2 
1 
7 

12 
2 
3 

16 
11 

1 
9 
3 

23 
68 
25 

5 
5 
5 
1 
3 
5 
1 

12 

716 

41 
15 

149 
30 

356 
36 
46 
16 
8 

33 
13 
26 
30 
15 
17 
25 
4 

11 
178 
33 
39 
63 

129 
17 
41 
38 

143 
129 
134 
43 
18 
6 
2 
6 

59 
1 

48 

3,995 

Name of the post office has been omitted where its mention would identify an individual borrowing bank. 
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2 1 4 4 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

FEDERAL RESERVE BANK OF CLEVELAND, 
February 20,1964. 

Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, 
Btouse of Representatives, 
Washintgon, D.C. 

DEAR MR. PATMAN : Your letter of February 14, 1964, requested a list of 
banks accommodated by the Federal Reserve Bank of Cleveland during the 
year 1963 under the category of "DiscWnts and Advances." I trust the attached 
list provides this information in a form suitable for your purposes. 

Sincerely, 
W. BRADDOCK HICKMAN. 

Member banks aeeommodated by the Federal Reserve Bank of Cleveland in 1968 

County Post office 
Number of 

times accom
modated in 

1963 

Kentucky: 
Boyd 
Breathitt. 
Campbell-
Fayette __ 

Johnson. 
Kenton. 

Total. 

Ohio: 
Ashland. _. 
Ashtabula. 
Belmont... 

Brown 
Champaign. 
Clark 
Clermont 
Clinton 

Columbiana^ 
Crawford 
Cuyahoga... 

Darke 
Franklin. 

Geauga-
Greene.. 

Guernsey. 
^ D o -
Hamilton. 

Do— 
Do. . . 
Do . . . 
Do . . . 

Ashland: Bank A 
0) .;... 
Newpiort: Bank A_ ̂  _ 
Lexington: 

$ank A 
B a n k B . r 

Paintsville: Bank A_ 
Covington: Bank A. 

0) ._ 
Ashtabula: Bank A__ 
Bellaire: Bank A . . ^ . . 
Flushing: Bank A 
Georgetown: Bank A. 
Urbana: Bank A 
Springfield: Blank A_. 
0)-
Sabina: Bank, A 
Wilmington: Bank A_ 
Salem: Bank A 
Bucyrus: Bank A _ _ _ -
Cle viand: 

Bank A 
Bank B . . . . 
Bank C . . . 
Bank D 

CO 
Columbus: 

Bank A 
Bank B 

Chardon: Bank A 
Fairborn: Bank A 
Xenia: Bank A 
Cambridge: Bank A. 
« — o 
0) -

: : : : : : : : : : : : : : : : : 
0) 

See footnote at end of table. 
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Member banks accommodated by the Federal Reserve Bank of Cleveland in 1&63—Oon. 

County Post office 
Number of 

times accom
modated in 

1963 

Ohio—Continued 
Hardin 

Knox 
Lawrenee. 
Licking.. _ 

D o . . . 
D o . . . 

Lorain 

Do 
D o . . . . . . 
Do 

Miami 
Montgomery, 
Morrow 
Muskingum.. 
Ottawa-,. 
Ross„ 
Scioto 
Shelby 
Stark 
Trumbull 

Do 

Tuscawaras, -

Union 
Warren 

Total. 

Pennsylvania: 
Allegheny. 

Do— 
D o . . . 
D o -
Do.,.. 

Beaver.. 
Do. 
Do. 

Butler.. 
Clarion. 
Erie 

Greene.., 
Lawrence. 

P) 
Kenton: Bank A 
Mount Vernon: Bank A. 
Ironton: Bank A 
p) 
(1) , 

p) 
Elyria: 

Bank A 
Bank B 

CO
CO 
P) -
p) 
Payfan: Bank A-., 
Mount Gilead: Bank A. 
Zanesviile: Bank A 
P), Chillicothe: Bank A_. 
Portsmouth: Bank A. 
Bî ney? fymk A ^ > ~ -
Alliance: Bank A 
P) 

arren: Bank A-I 
New Philadelphia: 
P) — . V ~ . 
P) -

Bank A l ~ 

P). 
P)-
P)-
P) P 
Pittsburgh: 

Bank A. 
Bank B . 
Bank C. 
Bank D . 
Bank E . 

(i) 
P) 
P) 
0) 
P) 
Erie: 

Bank A 
Bank B . . 

North East: Bank A-
P) — — - ~ -
New Castle: 

Bank ,A-._,.. , ._., 
B a n k B - - , - - - - -

10 
2 
5 
2 
1 
6 

12 

2 
2 
9 
1 
1 
1 
1 
5 

16 
2 
1 
6 
1 
2 
1 
1 
7 
1 
2 
1 
1 

364 

2 
1 
4 

15 
6 
1 
6 

17 
7 
2 
3 
9 
8 
2 

7 
1 
7 
1 

1 
3 

See footnote at end of table. 
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2 1 4 6 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

Member banks accommodated by the Federal Reserve Bank of Cleveland in 1963—Coh. 

County 

Pennsylvania—C ontinued 
Mercer 

Somerset 

Total 

West Virginia: Ohio 

Total 

Grand total 

Post office 

(i) 
Sharon: 

Bank A_ „ 
Bank B . 

(i) 

Wheeling: 
Bank A 
Bank B ___ 

Number of 
times accom
modated in 

1963 

1 

6 
4 
8 

122 

10 
1 

11 

522 

Post office not shown because such listing would identify the borrowing banks. 

FEDERAL RESERVE BANK OF RICHMOND, 
Richmond, Va., February 26,1964. 

Hon. WRIGHT PATMAN, 
Chairman, Committee on Bankingi andCurrency, 
House of Representatives, 
Washington, D.C. 

DEAR MR. PATMAN : In response to your letter to me of February 14,1964, there 
is enclosed a list showing the location by post office and county of the banks 
which borrowed from the Federal Reserve Bank of Richmond during 1963. The 
list also shows by States the number of banks which borrowed and the number 
of times they were accommodated. 

Very truly yours, 
EDW. A. WAYNE, President. 

Federal Reserve Bank of Richmond: Location of banks borrowing during 1963 and 
number of times accommodated 

Post offices of banks 
accommodated 

County or counties 
Number of| 

banks 
accom

modated 

,Number of 
times 

accom
modated 

District of Columbia: Washington. 
Maryland 

Aberdeen 
Annapolis 
Baltimore 
Cumberland 
Frederick 
Hagerstown 
Leonardtown 
Oakland 
Perryville 
Port Deposit -__. 

North Carolina 
Albemarle 
Boone 
Charlotte 
Gastonia 
Hickory 

Harford 
Anne Arundel 

Allegany 
Frederick 
Washington 
St. Mary's 
Garrett 
Cecil 
Cecil 

5 
13 

58 
104 

Stanly 
Watauga 
Mecklenburg 
Gaston 
Catawba 

15 256 
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Federal tBvserve Bank of Richmond: Location of banks ̂ borrowing dur$r$gl9B8?»and 
number of times accommodated—Continued 

Post offices of banks 
accommodated 

County or counties 
Number of | 

banks 
accom

modated 

Number of 
times 

accom
modated 

North Carolina—Continued 
Jacksonville 
Mooresville 
Morganton 
Mount Airy 
Oxford 
Shelby 
Wadesboro 
Whiteville 
Winston-Salem 

South Carolina 
Charleston 
Columbia-.., 
Conway 
Darlington • 11 ̂ .. i . . 
Greenville 
Laurens 
Spartanburg 

Virginia 
Alexandria 
Altavista 
Arlington 
Charlottesville 
ClarksviUe 
Covington 
Danville 
Emporia 
Falls Church 
Ferrum 
Front Royal 
Hampton 
Harrisonburg 
Heathsville 
Hot Springs 
Jonesville 
Lexington 
M an ass as 
Newport News 
Norfolk 
Pulaski 
Richmond 
Roanoke 
Rocky Mount 
Salem 
South Boston 
Stanley 
Suffolk 
Vienna 
Waynesboro 
Winchester 

West Virginia 
Buckhannon 
Ceredo 
Charleston 
Grafton 
Huntington 
Kingwood 
Romney 
Ronceverte 
Welch 

Onslow 
Iredell 
Burke 
Surry 
Granville 
Cleveland 
Anson 
Columbus 
Forsyth 

45 
Charleston 
Richland 
Horry 
Darlington 
Greenville 
Laurens 
Spartanburg 

46 590 

Campbell 
Arlington 

Mecklenburg 
Alleghany 

Greensville 
Fairfax 
Franklin 
Warren 

Northumberland 
Bath 
Lee 
Rockbridge 
Prince William 

Pulaski 

Franklin 
Roanoke 
Halifax 
Page 

Fairfax 

11 
Upshur 
Wayne 
Kanawha 
Taylor 
Cabell 
Preston 
Hampshire 
Greenbrier 
McDowell 

56 
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FEDERAL RESERVE BANK OP ATLANTA, 
Atlantic, Ga., February 25,1964. 

Hon. WRIGNHT PATMAN, 
Chairman, Committee on Banking and Currency, 
House of Representatives, 
Washington, D.O. 

DEAR MR. CHAIRMAN : Attached is a listing of the banks accommodated by the 
Federal Reserve Bank of Atlanta under the category of "Discounts and Ad
vances" during the year 1963. The names of the banks have been omitted but, 
in most cases, there is shown the post office address and the name of the county 
in which the banks are located. 

Because the identity of borrowing banks is unpublished information, and in 
compliance with your desire to conceal the identity of particular banks, it has 
been necessary that we omit the post office address in some instances. In other 
cases, for the same reason, it has been necessary to group on a geographical 
basis several borrowing banks. This condition arises because there are a number 
of counties in the various States comprising the Sixth Federal Reserve District 
that have only one member bank. In such cases a disclosure of the post office 
address or the county will automatically disclose the identity of the bank 
involved. 

This information was requested in your letter dated February 14, 1964. 
Sincerely, 

MALCOLM BRYAN, President. 

Discounts and advances, Federal Reserve Bank of Atlanta, < 

Post offices 

Alabama: 
Birmingham 
Clanton , 
Decatur __ _ -
Dothan 
East central Alabama 
Mobile 
Union Springs 

Florida: 

Coral Gables 
Fort Lauderdale 

Do 
Jacksonville * 

Do 
Do 
Do 

Jacksonville Beach* 
Lakeland 
Miami ...-

Do 
Miami Springs 
Northeast Florida 
Northwest Florida 
Orlando 
Pensacola -_-
Southern* Florida 
West Palm Beach 

Georgia: 
Atlanta «. 

Do _ - _-. 
Do 
Do 
Do - . - -
Do ^ - w 
Do 

Counties 

Jefferson 
Chilton 
Morgan 
Houston 

Mobile 
Bullock 

Polk 
Dade. _ _-
Broward 

do_ 
Duval 

do 
do 
do 
do 

Polk 
Dade 

d o . . . 
do._ _ 

Orange 
Escambia 

Palm Beach 

Fulton -
do 
do 
do 
do 

. do___: 
DeKalb 

toes 

Number of 
advances 

3 
4 
1 
6 
4 
4 

10 

2 
2 
5 
5 
1 
2 

38 
30 

3 
21 

1 
11 
12 
10 
2 
5 
4 
4 
1 

1 
14 
5 

104 
56 
6 

13 
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Discounts and advances. Federal Reserve Bank of Atlanta, 1968*—-Continued 

Post offices 

Georgia—Continued 
Augusta „,..._,.,.,,., 

Cedartown 
Columbus... 
Elberton 
Macon 
Rome 

Do 
Southwest Georgia 

Louisiana: 

Baton Rouge 
Hammond „ 

Do 

Lake Charles, 
New Iberia^ _ 

Do . 
New Orleans 

Do 
Do..__. 

Slidell 
Southeast Louisiana 
Southwest Louisiana 

Mississippi: 

Jackson 
South-central Mississippi 

Tennessee: 
Chattanooga 

Do 
Columbia 
Knoxville _ _ __ _ 
Nashville. 

Do 
North-central Tennessee 

NOTE.—Total number of banks accomr 
724. 

Counties ! 

Richmond 
Bartow 
Polk 
Muscogee 
Elbert 
Bibb 
Floyd. ___ 

do . -

Troup. . . . . 

Vermilion 
$«st Baton Rouge 
Tangipahoa 

do 
Jefferson 
Calcasieu 
Iberia 

do 
Orleans 

do 
do 

St. Tammany 

Harrison 
do 

Hinds 

Hamilton 
do 

Maury _ 
Knox 
Davisdon 

do 

nodated, 68; total numbe 

N&Kber of 
advances 

18 
15 
2 
2 

11 
17 
9 
I 

17 
1 

6 
2 

28 
IS 
2 
1 
7 
3 
5 
5 

53 
7 
2 
7 

9 
14 
4 
4 

1 
2 
6 
2 
2 

46 
10 

r of advances; 

FEDERAL RESERVE BANK OF CHICAGO, February 20,1964. 
Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, Longworth House Office Build

ing, Washington, B.C. 
DEAR MR. PATMAN : Reference is made to your letter of February 14, in which 

you request a listing of banks accommodated by the Federal Reserve Bank of 
Chicago under the category of "Discounts and advances" during the year 1963. 
Further, you state the listing should conceal the names of the banks, but should 
show the post offices and counties in which the banks are located, and the num
ber of times that these banks were accommodated during the year 1963. 

We enclose for the confidential use of the Committee on Banking and Currency 
of the House of Representatives, a list of member banks accommodated during 
the year 1963. We have not shown the post office addresses of the banks inas
much as such a listing would identify approximately one-half of the banks 
accommodated; namely, small rural banks., We have, however* indicated the 
counties in which most of the accommodated member banks are located. 

Sincerely, 
CHARLES J. SCANLON. 
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Member banks accommodated by the Federal Reserve Bank of Chicago, under the 
category of "Discounts and advances,n during the year 1963 

RECAPITULATION OF STATES IN THE 7TH DISTRICT 

State 

Illinois 
Indiana 
Iowa 
Michigan 
Wisconsin 

Total .. 

Number of 
member banks 
accommodated 

72 
20 
27 
46 
27 

192 

Total number 
of accommoda

tions 

516 
100 
345 
267 
125 

1, 353 

ILLINOIS 

Champaign. 
Coles 
Cook 
Du Page 
Henry 
Jo Daviess. _ 
Kane 
Lake 
La Salle 
Lee 
Logan 
McHenry 
Moultrie 
Peoria 
Piatt 
Rock Island. 
Sangamon.. 
Tazewell 
Vermilion... 
Will 
Winnebago. 
Woodford. __ 

Total 

INDIANA 

Bartholomew. _. 
Fayette 
Hendricks 
Kosciusko 
Lake 
Montgomery 
Putnam 
St. Joseph 
Tippecanoe 
Wayne 
4 other counties 

Total _._ 
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Member banks accommodated by the Federal Reserve Bank of Chicago, under the 
category of "Discounts and advances" during the year 1963—Continued 

IOWA 

Cpunty 
Number of 

member banks 
accommodated 

Total number 
of accommoda

tions 

Black Hawk 
Carroll 
Cerro-Gordo 
Cherokee 
Dubuque 
Monona 
IJage 
Polk 
Story 
Wapello. _ _ 
Wayne 
Webster 
Woodbury 
Seven other counties 

Total 

MICHIGAN 

Allegan * 
Berrien 
Branch 
Genesee 
Grand Traverse 
Gratiot 
Huron. 
Ingham 
Jackson 
Kalamazoo 
Kent 
Lenawee 
Manistee 
Mason 
Midland 
Monroe 
Muskegon 
Oakland 
Ottawa 
Saginaw 
St. Joseph 
Tuscola 
Van Buren 
Washtenaw 
Wayne 
Two other counties 

Total 
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2 1 5 2 THE FEDERAL RESERYE SYSTEM AFTER FIFTY YEARS 

Member banks accommodated by the Federal Reserve Bank of Chicago, under ike 
category of "Discounts and advances" during the year 10##---Gontinued 

WISCONSIN 

County 

Fond du Lac 
Grant 
Jefferson 
Kenosha 
Marathon 
Marinette 
Milwaukee 
Outagamie 
Rock 
Sheboygan 
Walworth 
Waukesha 
Winnebago 
Wood 
2 other counties 

TotaL 

Number of 
member banks 
accommodated 

1 
1 
1 
1 
1 
3 
5 
1 
2 
1 
1 
2 
2 
2 
3 

27 

Total number 
of accommoda

tions 

5 
1 
3 

1ft 
a 21 

40 
1 
5 
} 
1 
5 
K 
7 
a 

125 

FEDERAL RESERVE BANK OF ST. LOUIS, 
St. Louis, Mo., February 20,1964. 

Hon. WRIGHT PATMAN, 
Qhairman, Committee on Banking and Currency, 
House of Representatives, Washington, D,C. 
> DEAR MR. CHAIRMAN : Enclosed is the listing requested in your letter dktetf 
February 14, 1964. concerning the banks accommodated by obtaining advances; 
from this bank during the year 1963. 

Your letter suggested that the listing should show the post offices and counties 
in which the borrowing banks are located, but recognized the necessity for con
cealing the names of the banks. In the Eighth Federal Reserve District, the num
ber of member banks in specific counties or served by specific post offices is so 
small that it would have been impossible in many cases to conceal the names of 
borrowing banks, particularly from nonborrowing member banks located in the 
same counties or served by the same post offices. Therefore, in order to give you 
information with respect to the type of the borrowing banks and the geographical 
spread of their locations, without revealing the names of the banks, 'we have 
arranged our listing to show by reserve requirement classification (reserve city 
or country) the number of borrowing banks, the number of post offices and 
counties at which located, the number of times accommodated and the aggregate 
number of days in which they borrowed. Because of the few reserve city banks 
in the district, information for that class is shown on one line for the entire 
district, but the country banks are further broken down by State. 

I hope the information, as furnished, will be adequate for your study. 
Very truly yours, 

HARRY A. SHUFORD. 
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Federal Reserve Bank of St. Louis, discounts and advances, 1963 

Reserve classification 

Reserve city banks, 8th 
District 

Country banks: 
Arkansas 
Illinois 
Indiana. 
Kentucky 
Mississippi 
Missouri 
Tennessee 

Total country. 

Total banks 

Number 
of banks 
accom

modated 

12 

5 
5 
3 
3 
1 
7 
0 

24 

36 

Number 
of post 
offices 

5 

5 
4 
3 
3 
1 
7 
0 

23 

28 

Number 
of 

counties 

5 

5 
4 
3 
3 
1 
7 
0 

23 

28 

Times 
accom

modated 

« 173 

24 
11 

7 
17 

4 
13 
0 

2 76 

249 

Aggregate 
number 
of days 

borrowing 

260 

158 
61 
45 

107 
50 

135 
0 

556 

816 

1 Usually submit notes of 1-day maturity. 
2 Usually submit notes of up to 15 days' maturity. 

FEDERAL RESERVE BANK OF MINNEAPOLIS, 
OFFICE OF THE PRESIDENT, 

February 21, 1964. 
Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, House of Representatives, 

Long worth House Office Building, Washington, B.C. 
DEAR MR. PATMAN : Responsive to your February 14, 1964, letter request for 

a listing of banks accommodated by "discounts and advances" from the Federal 
Reserve Bank of Minneapolis during the year 1963, such a list is submitted 
herewith. 

Since much of the Ninth Federal Reserve District is made up of counties with 
only one or two member banks, we have found it necessary to omit the county 
and post office location of most borrowing banks in order to conceal their iden
tity. However, we have furnished county designation for those borrowing banks 
where it appears that member bank numbers are sufficient to make this possible 
without revealing identities. 

The number of advances made to each borrowing bank is shown, but because 
this statistic does not weight a 15-day borrowing any more heavily than a 1-day 
borrowing, we have also supplied information on the number of days each bor
rowing bank has been indebted to us during 1963—a more meaningful figure, we 
believe. 

Sincerely, 
FREDERICK L. DEMING, President. 

I. NINTH DISTRICT PORTION OF MICHIGAN (UPPER PENINSULA) 

Bank 

A 
B 
C 
D 

Number of 
advances 

2 
8 
1 

17 

Number of 
days in our 

debt 

1 
81 | 
15 
43 

Bank 

E 
F 
G 

Number of 
advances 

5 
5 
1 

Number of 
days in our 

debt 

18 
20 
13 

28-680—64—vol. 3 - -40 
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2 1 5 4 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

II. MINNESOTA 

A. MINNEAPOLIS AND ST. P A U L BANKS 

Bank 

A 
B 
C 
D 
E 
F 
G 
H 
I 
J 
K 
h 
M 

Post Office 

Minneapolis 
do 
do 
do 
do 
do 
do 
do 
do 
do 

St. Paul 
do 
do 

County 

Hennepin 
do 
do 
do 
do 
do 
do 
do 
do 
do 

Ramsey. 
do 
do 

Number 
of 

advances 

4 
1 
1 
2 

29 
5 
6 
5 
7 
5 
8 
4 
1 

Number of 
days in 

our debt 

13 
4 
1 

11 
49 
16 
13 
10 
17 
61 
43 
11 

1 

B. D U L U T H (ST. LOUIS 

Bank 

A 

COUNTY) 

Number of 
advances 

2 

Number of 
davs in our 

"debt 

28 

C. BALANCE OF MINNESOTA 

Bank 

A 
B 
C 
D . 
E 
F__ 
G 
H 
I 
J - . 
K 
L 
M 
N 

Number of 
advances 

3 
1 
6 
1 
1 
2 
4 
4 
7 
1 
6 
6 
1 
1 

Number'of 
days in our 

debt 

23 
15 
48 

5 
8 

30 
51 
56 

102 
2 

28 
27 

2 
1 

Bank 

0 
P 
Q 
R 
S 
T 
U 
V 
w X 
Y 
Z 
AA 

Number of 
advances 

1 
1 
1 

11 
5 
8 
1 
1 
5 
1 
2 
4 

10 

Number of 
days in our 

debt 

1 
1 
6 

38 
66 
89 

1 
9 

42 
8 
3 

14 
62 
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III . MONTANA 

A. CASCADE COUNTY 

Bank 

A 
B 

Number of 
advances 

3 
1 

Number of 
days in our 

debt 

9 
14 

Bank 

C 
D 

Number of 
advances 

1 
6 

Number of 
da*ys in our 

debt 

1 
11 

Bank 

A 
B 

Number of 
advances 

11 
7 

B. YELLOWSTONE COUNTY 

Number of 
days in our 

debt 

26 
30 

Bank 

C 
D 

Number of 
advances 

8 
4 

Number of 
days in our 

debt 

12 
10 

C. BALANCE OF MONTANA 

Bank 

A 
B 
C 
D 
E 
F 
G 

Number of 
advances 

9 
1 
1 
4 
1 
3 

20 

Number of 
days in our 

debt 

28 
1 1 
7 
9 

10 
45 
64 

Bank 

H 
I 
J 
K 
L 
M 
N 

Number of 
advances 

3 
1 
3 
2 
3 
3 
1 

Number of 
days in our 

debt 

20 
12 
6 

14 
17 
7 

14 

IV. NORTH DAKOTA 

Bank 

A 
B 
C 
D 
E 

Number of 
advances 

2 
1 
7 
1 
1 

Number of 
days in our 

debt 

20 
1 

22 
15 
3 

Bank 

F 
G 
H 
I 
J 

Number of 
advances 

4 
3 
2 
3 
1 

Number of 
days in our 

debt 

35 
31 
27 
10 
15 
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2 1 5 6 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

V. SOUTH DAKOTA 

A. MINNEHAHA COUNTY 

Bank 

A _ 
B _. 

Number of 
advances 

1 
1 

Number of 
days in 

our debt 

1 
13 

B. BALANCE OF SOUTH DAKOTA 

Bank 

A 
B 
C _-
D 

Number of 
advances 

6 
5 
1 
2 

Number of 
days in our 

debt 

34 
68 
4 

29 

Bank 

K-_ 
F 
G 

Number of 
advances 

1 
2 
1 

, Number of 
days in our 

debt 

9 
29 
11 

VI. NINTH DISTRICT PORTION OF WISCONSIN (26 NORTHWEST 
COUNTIES) 

Bank 

A 
B .__ 

Number of 
advances 

3 
1 

Number of 
days in 

our debt 

16 
1 

FEDERAL RESERVE BANK OF KANSAS CITY, 
Kansas City, Mo., February 21, 1964. 

Hon. WRIGHT PATMAN, 
Chairman, Banking and Currency Committee, 
House of Representatives, 
Washington, B.C. 

MY DEAR MR. PATMAN : The enclosed statement of discounts and advances by 
this bank during 1963 is submitted in response to your letter of February 14, 
1964. 

Many banking points in our district have only one member bank. Therefore, 
in order to conceal the names of the banks involved, as instructed in your letter, 
the enclosed statement shows the data by counties but not by post offices. 

Sincerely yours, 
GEORGE H. CLAY, President. 
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Federal Reserve Bank of Kansas City discounts and advances by county, 1963 

KANSAS 

County 

Atchison 
Cloud 
Cowley 
Ford 
Gray 
Leavenworth.. 
Lyon 
Marshall 
Nemaha 
Neosho 
Norton 
Osage 

Number 
of banks 

accommo
dated 

2 

2 
1 

Number 
of loans 

5 

1 
6 
3 
1 
6 
1 

5 

County 

Pawnee 
Pottawatomie . 
Reno i_ 
Rice 
Riley 
Saline 
Scott 
Sedgwick 
Shawnee 
Sheridan 
Sumner 
Wyandotte 

Number 
of banks 

accommo
dated 

1 
1 
1 
1 
1 
1 
1 
4 
2 
1 
1 
2 

Number 
of loans 

1 
1 
1 
3 
2 
3 
1 

17 
10 
6 
5 

52 

MISSOURI 

Buchanan. 5 Jackson. 137 

COLORADO 

Arapahoe 

El Paso 

Larimer 
Mesa 
Montrose 

1 
4 
2 
1 
1 
1 
1 

5 
101 

9 
1 
4 

2 
1 J 

Morgan 
Otero 
Pueblo 
Teller 
Washington 
Weld 

2 
1 
1 
1 
1 
2 

7 
1 
3 
4 
7 

14 

NEW MEXICO 

San Miguel . 
Santa Fe 

Valencia. 

OKLAHOMA 

Beckham.. 
Blaine 
Caddo 
•Canadian. . 
Carter 
Comanche. 
Custer 
Garvin 
Grant 
Jackson 
Jefferson... 

1 
2 
8 
6 
1 
1 
8 
5 

30 
4 
2 

Kay 
Major 
Muskogee. _ 
Oklahoma.. 
Okmulgee.. 
Pawnee 
Payne 
Tillman 
Tulsa 
Washington 
Washita 

2 
2 
8 

210 
1 
2 

16 
5 

71 
7 
4 
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Federal Reserve Bank of Kansas City discounts and advances by countyf 1963— 
Continued 

NEBRASKA 

County 

Adams 
Antelope 
Boone 
Buffalo 
Butler 
Cuming 
Douglas 
Fillmore 
Gage 
Greeley 
Hall 
Johnson 
Lancaster 
Lincoln 
Madison ._ 

Number 
of banks 

accommo
dated 

2 
1 
1 
1 
1 
2 
5 
1 
3 
1 
1 
1 
1 
1 
2 

Number 
of loans 

12 1 
13 

3 
4 
4 

129 
6 | 

42 
6 
1 
4 
4 
1 

31 j 

County 

Nance 
Nuckolls 
Otoe 
Polk 
Red Willow. __ 
Saline 
Scotts Bluff. ._ 
Seward 
Sheridan 
Sioux 
Stanton 
Valley 
Wayne 
Webster 
York 

Number 
of banks 

accommo
dated 

1 
1 
2 
3 
1 
1 
2 
3 
2 
1 
1 
1 
2 
1 
1 

Number 
of loans 

1 
5 

19 
29 

1 
6 
4 
6 
3 
9 
1 
1 
5 
3 
1 

WYOMING 

Albany.. 
Big Horn 
Campbell 
Carbon. _ 
Crook 
Fremont. 

2 
3 
3 

15 
2 

12 

Hot Springs 
Laramie 
Natrona 
Park 
Washakie. _. 

1 
13 
3 
6 
5 

FEDERAL RESERVE BANK OF DALLAS, 
Dallas, Tea?., February 26,196/f. 

Mr. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington* D.C. 

DEAR MR. PATMAN : As requested in your letter of February 14, 1964, there is 
enclosed a listing of the banks accommodated by the Federal Reserve Bank of 
Dallas and its branches under the category of "discounts and advances" during 
the year 1963. 

The listing shows the number of times each bank was accommodated during 
the year and the post office and county for each bank, except that, in view of 
the confidential nature of the information, we have omitted the post office and 
the county in those cases where the number of member banks in the town or 
county is so small as to make the names of the banks apparent to some of the 
persons having access to the record. In those cases, the general location of the 
banks as to area has been substituted for the post office and county address. 

Sincerely yours, 
WATROUS H. IRONS, President. 
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Number of advances made to member, banks by Federal Reserve Bank of Dallas 
and branches for 1963 

Number of 
Head office: advances madex 

Bank No. 1. Amarillo, Tex.—Potter County 3 
Bank No. 2, Texas panhandle 10 
Bank No. 3. Southeast Oklahoma 2 
Bank No. 4. Central Texas 1 
Bank No. 5. Texas panhandle 1 
Bank No. 6. Dallas, Tex.—Dallas County 20 
Bank No. 7. Dallas, Tex.—Dallas County 10 
Bank No. 8. Dallas, Tex.—Dallas County 47 
Bank No. 9. Dallas, Tex.—Dallas County 8 
Bank No. 10. Fort Worth, Tex.—Tarrant County 3 
Bank No. 11. Fort Worth, Tex.—Tarrant County 5 
Bank No. 12. Central Texas 1 
Bank No. 13. Lubbock, Tex.—Lubbock County 4 
Bank No. 14. Lubbock, Tex.—Lubbock County 20 
Bank No. 15. Lubbock, Tex.—Lubbock County 3 
Bank No. 16. Texas panhandle 2 
Bank No. 17. Northwest Texas 6 
Bank No. 18. San Angelo, Tex.—Tom Green County 6 
Bank No. 19. Northern Louisiana 1 
Bank No. 20. Southwest Texas 4 
Bank No. 21. West Texas 1 
Bank No. 22. Tyler, Tex.—Smith County 1 
Bank No. 23. Waco, Tex.—McLennan County 1 
Bank No. 24. Waco, Tex.—McLennan County 1 

Head office total (24) 161 
El Paso branch: 

Bank No. 1. El Paso, Tex.—El Paso County 26 
Bank No. 2. Southeast New Mexico 3 
Bank No. 3. Southeast New Mexico 4 
Bank No. 4. Southeast New Mexico 8 
Bank No. 5. Southeast New Mexico 1 

El Paso total (5) 42 
Houston branch: 

Bank No. 1. Southeast Texas—gulf coast area 25 
Bank No. 2. Southeast Texas 1 
Bank No. 3. Southeast Texas—gulf coast area 1 
Bank No. 4. Southeast Texas—gulf coast area 1 
Bank No. 5. Southeast Texas—gulf coast area 1 
Bank No. 6. Houston, Tex.—Harris County 1 
Bank No. 7. Houston, Tex.—Harris County 10 
Bank No. 8. Houston, Tex.—Harris County 7 
Bank No. 9. Houston, Tex.—Harris County 5 
Bank No. 10, Austin. Tex.—Travis County 2 
Bank No. 11. Houston, Tex.—Harris County 5 
Bank No. 12. Southeast Texas 1 

Houston total (12) 60 
San Antonio branch: 

Bank No. 1. Austin, Tex.—Travis County 2 
Bank No. 2. Corpus Christi, Tex.—Nueces County 12 
Bank No. 3 South-central Texas 2 
Bank No. 4. Central Texas 1 
Bank No. 5. San Antonio, Tex.—Bexar County 13 
Bank No. 6. San Antonio, Tex.—Bexar County 18 
Bank No. 7. San Antonio, Tex.—Bexar County 3 
Bank No. 8. San Antonio, Tex.—Bexar County 45 
Bank No. 9. San Antonio, Tex.—Bexar County 1 

San Antonio total (9) 97 

District total: Number of banks (50) 36G 
1 Generally, advances to the larger city banks are for 1 or 2 days at a time,, 

while those for smaller banks are for longer periods. 
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FEDERAL RESERVE BANK OF SAN FRANCISCO, 
San Francisco, Calif., February 20,1964. 

Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR MR. PATMAN : This will acknowledge, in Mr. Swan's absence* your letter 
of February 14, 1964, requesting a listing of banks accommodate^ by the Federal 
Reserve Bank of San Francisco under the category of "discounts and advances" 
during the year 1963. 

We enclose a tabulation in the form requested, except that the post office, 
county, and State of five country banks are not included, for to do so would make 
it possible to determine the identity of such banks. We trust that the enclosed 
list will be acceptable to the committee. 

Sincerely yours, 
H. E. E[EMMJNOS, 
First Vice President. 

Banks accommodated by the Federal Reserve Bank of San Francisco during 
the year 1963 

Bank 

1 
2 
3 
4 
5 _ 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
120 

5 additional c 

Post office 

Los Angeles 
do 
do 
do 

San Francisco.-_ 
do 
do 
do 

Boise 
Portland 

do 
do 

Ogden 
Salt Lake City.. 

do 
do 

Seattle 
do 
do 
do 

ountry banks were 

Total number of accomm 

County 

Los Angeles 
do 
do 

.do 
San Francisco---

do. _. 
do 
do 

Ada 
Multnomah 

do 
do 

Weber 
Salt Lake-,,. 

do _ -
do-. 

Kinir „__ 
,-do-„ 

do 
do 

accommodated a 1 

State 

California 
do 
do ,___ 
do 
do 
do 
do 
do 

Idaho 
Oregon 

do _. 
do 

Utah 
do 
d o . . - . 

, do-. 
Washington— T _ _ 

- . . . - d o .-_ 
do 

_ - . d o 

,otal of 32 times.-

odations 

Number 
of times 

accommo
dated 

33 
34 

3 
5 

36 
8 

12 
1 
1 

23 
11 
30 

2 
19 
6 

56 
4 

38 
4 
1 

327 
32 

359 
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FEDERAL RESERVE BANK OF NEW YORK, 
New York, N.Y., March 18, 1964. 

Hon. WRIGHT PATMAN, 
House of Representatives, Washington, D.C. 

DEAR MR. BATMAN : In the course of my testimony before the Subcommittee on 
Domestic Finance on February 3, Mr. Reuss requested further information con* 
cerning the procedures governing the distribution of the securities holdings of 
the Federal Reserve banks among the various banks. I enclose, for your infor
mation, a copy of a memorandum I am sending to Mr. Reuss describing those 
procedures. Sections (1) and (2) of the memorandum describe the formula 
used in dividing Federal Reserve holdings of Government securities among the 
banks, and provide examples that show how the formula works out in practice. 
Section (3) attempts to trace the effects of system account transactions, and 
the application of the formula mentioned above, on the gold reserve ratios of 
individual Reserve banks. 

We have tried to make the explanations as short and simple as possible, 
although we found, especially in section (3), that there is no really easy way to 
describe these matters. I hope our efforts to clarify these aspects of the Federal 
Reserve System's open-market operations will be helpful to you. 

Yours sincerely, 
ALFRED HAYES, President. 

Enclosure. 

DISTRIBUTION OF SECURITIES HOLDINGS OF THE FEDERAL RESERVE BANKS 

The U.S. Government securities acquired and held by the 12 Federal Reserve 
banks pursuant to the instructions of the Federal Open Market Committee are 
purchased by the Federal Reserve Bank of New York in the Government secu
rities market and are held in safekeeping by that bank. In general, these secu
rities are divided among the Federal Reserve banks on the basis of a formula 
designed to maintain approximate equality in the gold reserve ratios (the ratio 
of gold certificate reserves to note and deposit liabilities) of the respective 
Reserve banks. Earlier formulas for dividing these securities among the Reserve 
banks were based on other criteria, such as total assets and the need of the 
Federal Reserve banks for sufficient earnings to cover expenses. 

2161 
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2162 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

In describing how the present formula works out in practice it is necessary to 
distinguish (1) what happens on the occasion of periodic reallocations of the 
security holdings of the Reserve banks (the "System open market account"), 
and (2) what happens in the interval between periodic reallocations. Sections 
(1) and (2) below discuss these aspects of the subject. Section (3) traces the 
effect of System account transactions on the gold reserve ratios of individual 
Reserve banks. 

1. PERIODIC REALLOCATIONS 

The formula for dividing the System account's security holdings among the 
Reserve banks provides that such holdings shall be reallocated among the banks 
once each week (typically on Wednesday) and also on the last business day of 
each month. Immediately before such reallocation, the gold reserve ratios of 
each Reserve bank over the preceding 5 business days are reviewed. To use an 
example, let us suppose that the average gold reserve ratio of all Reserve banks 
combined over a given 5-day period preceding a Wednesday reallocation was 30 
percent; let us suppose that the New York Reserve Bank's average ratio was less 
than 30 percent, and that if the New York bank had held $50 million more gold 
certificates on average its ratio would have averaged 30 percent over those 5 
days; let us also suppose that the Atlanta Reserve Bank's average gold reserve 
ratio over the 5 days was above 30 percent, and that if the Atlanta bank had 
held $50 million less gold certificates on average its ratio would have averaged 
30 percent; and finally let us suppose that the average gold reserve ratio of each 
of the other Reserve banks was 30 percent. In such a case, in the periodic 
reallocation on the Wednesday in question, an adjustment would be made in the 
securities holdings of the New York and Atlanta Reserve Banks only. The New 
York bank would give up securities and acquire gold certificates; and the Atlanta 
bank would acquire securities and give up gold certificates, as shown below: 

N ew York 
Atlanta 

Security 
holdings 

Million 
- $ 5 0 
+ 50 

Gold 
certificate 
holdings 

Million 
+ $50 

- 5 0 

These adjustments in gold certificate holdings, and all other adjustments in 
gold certificate holdings between Reserve banks discussed below, are effected on 
the books of the Federal Reserve Interdistrict Settlement Fund—a "clearing 
house," so to speak, for the Federal Reserve banks. No physical transfers of gold 
certificates and securities are made in effecting such adjustments. 

Adjustments of the kind indicated above would be made in the security and 
gold certificate holdings of other Reserve banks in accordance with the position 
of the average gold reserve ratio of each bank in relation to the average of all 
12 banks combined over the preceding 5 days. It will be seen that, in effect, the 
respective banks "buy" and "sell" securities to each other for gold certificates 
at each periodic reallocation. The result is that the gold reserve ratios of the 
respective banks are brought into approximate equality. 

At the conclusion of each period reallocation, each bank of course holds a 
certain percentage of the aggregate holdings of the System account. For example, 
the New York Reserve Bank, after a given reallocation, may hold 25.83 percent 
of the total System account portfolio. That 25.83-percent figure is referred to as 
a "holding ratio." Its importance is that on any day on which securities are 
purchased or sold before the next periodic reallocation, 25.83 percent of any secu
rities purchased would be allocated to the New York bank, and 25.&3 percent of 
any securities sold would be taken from the New York bank. This process is 
described in more detail below. 
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H. DAILY TRANSACTIONS IN THE INTEEVAL BETWEEN PEEIODIO BEALLOCATIONS 

As indicated above, the holding ratios established at a periodic reallocation are 
used to determine what part of each purchase or sale shall be, allocated to or 
taken from each bank in the interval unjil the next periodic reallocation. Thus 
if the System account purchases $100 million par value of Treasury bills on a 
given day, the division of those securities among the Federal Reserve banks 
might be as follows: 

Bank 
Holding 

ratio 
(percent) 

Par value 

Boston 
New York 
Philadelphia.. 
Cleveland 
Richmond 
Atlanta 
Chicago 
St. Louis 
Minneapolis.. 
Kansas City_. 
Dallas 
San Francisco 

Total. . 

5.02 
25.83 

5.35 
8. 21 
6.77 
5.32 

16.70 
3.93 
1.97 
4. 02 
3.91 

12.97 

100. 00 

$5, 020, 000 
25, 830, 000 

5, 350, 000 
8, 210, 000 
6, 770, 000 
5, 320, 000 

16, 700, 000 
3, 930, 000 
1, 970, 000 
4, 020, 000 
3, 910, 000 

12, 970, 000 

100, 000, 000 

In case of a sale of $100 million bills, the above amounts would be taken 
from the respective Reserve banks. 

3. THE EFFECT OF SYSTEM ACCOUNT TEANSACTIONS ON INDIVIDUAL EESEEVE 
BANK GOLD EESEEVE BATIOS 

When the System open market account buys $100 million Treasury bills, the 
deposit liabilities of the Federal Reserve banks rise (as new deposit liabilities 
are created to pay for the securities purchases) and the security (asset) hold
ings of the banks also increase. I t is clear that such a transaction reduces the 
gold-reserve ratio of the banks as a group, since liabilities rise while gold cer
tificate holdings do not. Let us trace the way in which the gold-reserve ratios 
of individual Reserve banks are affected by the purchase of $100 million bills 
by the System account, and let us trace these effects by following first the 
-changes in deposit liabilities and then the changes in assets. 
(a) Changes in deposit liabilities 

If the $100 million bills were purchased from Government securities dealers in 
New York, the deposit liabilities of the New York Reserve Bank would immedi
ately rise by $100 million as the bank created new deposits to pay the dealers 
for the securities purchased. That $100 million of new deposit liabilities would 
of course constitute reserve on the books of the member banks in which the 
dealers deposited the proceeds of their sales of bills to the System account. If 
those reserves were to remain on the books of member banks in the Second Fed
eral Reserve District, the entire $100 million increase in deposit liabilities 
arising from the purchase of the bills would of course remain on the books of 
the New York Reserve Bank. Actually, however, a considerable part of that 
$100 million of member bank reserves would very likely be quickly dispersed, 
through the money market mechanism, to various parts of the country. If, for 
example, $50 million of those reserves should be moved to member banks in 
Chicago (as might well happen if dealers who had sold bills to the System 
account had themselves purchased those bills from Chicago an hour earlier), 
they cease to be reserves to member banks in £iew York; the deposit liabilities 
of the Federal Reserve Bank of New York would thus decline by $5Q million 
and the deposit liabilities of the Federal Reserve Bank of Chicago would rise 
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by $50 million. In a similar way, the deposit liabilities of Reserve banks ini other 
Federal Reserve districts would rise, and those of the New York bank would 
fall, as the newly created member bank reserves were passed from banks in the 
New York district to those in other districts. The effect of ttiese reserve flows 
on the deposit liabilities of the various Reserve banks would of course become 
comingled with the efforts of the thousands of other interdistrict money transr 
fers that occur each day. 
(6) Changes in assets 

Let us now turn to a consideration of what happens to the asset side of the 
Federal Reserve banks' balance sheets as a result of a $100 million purchase of 
Treasury bills by the System open market account. It has already been noted 
that when the Federal Reserve Bank of New York pays dealers for the bills 
purchased, the deposit liabilities of that bank rise by $100 million. If the books 
are to balance, assets must rise by $100 million also. If the System account 
security holdings were not divided among the Reserve banks,, but were held 
solely by the New York bank, the books of that bank would be balanced by show
ing the whole $100 million of Treasury bills on the asset side of the balance 
sheet. 

Actually, however, the securities are divided among the Reserve banks accord
ing to the procedures outlined earlier. How, then, are the books of the New York 
bank balanced? The answer is that when the securities are allocated to the 
other Reserve banks, an equivalent amount of gold certificates pass from the 
books of those banks to the books of the New York bank through the Federal 
Reserve Interdistrict Settlement Fund. Using the holding ratios indicated on 
page 3 as an example, of the $100 million securities purchased by the System 
account, $16.7 million would be allocated to the Chicago Reserve bank, whose 
balance sheet would show, on the asset side, that additional amount of securi
ties ; at the same time, the asset side of its balance sheet would show $16.7 million 
less gold certificates, since that amount of gold certificates would pass to the 
credit of the New York Reserve bank through the interdistrict settlement fund. 
The asset side of the balanee sheet of each of the other Reserve banks wouid show 
similar changes—an increase in security holdings equal to the amount of securi
ties allocated to each, and an equal decrease in gold certificate holdings. And 
the asset side of the balance sheet of the New York Reserve; bank would show a 
rise of $25.8 million in security holdings and a rise of $74.2 million in gold cer
tificate holdings—for a total increase of $100 million, equal to the $10O million 
increase in deposit liabilities that occurred when the New York bank paid the 
dealers for the securities purchased. 

At this point in the discussion the gold certificate reserves of the New York 
Reserve Bank have increased and those of the other Reserve banks have de
creased. This situation is only temporary, however. As indicated earlier (para
graph 3a), the market mechanism would quickly disperse around the country 
the new member bank reserves created when the Treasury bills were purchased, 
partly because the bills would have been purchased by the System account in 
response to pressures on bank reserve positions—pressures that would have 
caused banks around the country to sell bills to the dealers. We used, as an 
example, a case in which $50 million of those reserves—which of course are 
initially deposit liabilities of the New York Reserve Bank—were transferred 
from the books of member banks in New York to the books of member banks in 
Chicago. We also indicated that that transfer had the effect of increasing the 
deposit liabilities of the Chicago Reserve Bank and decreasing the deposit lia
bilities of the New York Reserve Bank by that amount. If these changes in 
deposit liabilities occur, there must be changes elsewhere on the balance sheets 
of the two Reserve banks if their books are to balance. What are these other 
changes? The answer is that the gold certificate holdings of the two Reserve 
banks change. The gold certificate holdings of the Chicago Reserve Bank wouid 
rise by $50 million (to match the increase in its deposit liabilities), and the gold 
certificate holdings of the New York Reserve Bank would drop by $50 million (to 
match the decline in its deposit liabilities). The rationale for switching gold 
certificate holdings in this way from New York to Chicago is this: The member 
bank reserves created by the New York Reserve Bank when it bought the $100 
million bills are of course deposit liabilities of, and hence claims against, that 
bank; when a member bank in New York transfers that claim tx> a member bank 
in Chicago, and the latter receives credit for it at the Federal Reserve Bank of 
Chicago, the Chicago Reserve Bank acquires the claim against the New York 
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Reserve Bank; and the Chicago Reserve Bank, in effect, "collects" that claim in 
gold certificates. 

It will be seen from the foregoing discussion that the ultimate effect on the 
gold reserve ratios of the individual Federal Reserve banks of a $100 million 
purchase of Treasury bills, and the division of those bills among the several 
Reserve banks, depends very largely on the way in which the market mechanism 
distributes around the country the $100 million of new member bank reserves 
created in the act of paying for the securities purchased. 

The points discussed in paragraph (3) above may be summarized as follows: 

1. System account purchases 
$100 million Treasury 
bills. 

2. Securities purchased are 
immediately divided 
among Reserve banks— 
74.17 percent to other 
banks) 25.83 percent to 
New York bank. 

3. $50 million reserves trans
ferred from member 
banks in New York to 
member banks in other 
districts. 

Effect on balance sheet 
of New York Reserve 

Bank 

Deposit liabilities rise 
by $100 million. 

Securities assets rise 
$25,830,000; gold 
certificate holdings 
rise $74,170,000. 

Deposit liabilities de
cline $50 million; 
gold certificate hold
ings decline by that 
amount. 

Effect on balance sheets 
of other Reserve 

banks 

Securities assets rise 
$74,170,000; gold 
certificate holdings 
decline by that 
amount. 

Deposit liabilities rise 
$50 million; gold 
certificate holdings 
rise by that amount. 
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FEDERAL RESERVE BANK OF NEW YORK, 
New York, N.Y., March 31,196Jh 

Hon. WRIGHT PATMAN, 
House of Representatives, 
Washingtony D.G. 

DEAR MR. PATMAN : This is in response to your request, made during the course 
of my testimony before the Subcommittee on Domestic Finance on February 3, 
that I comment on your statement regarding the activities of the Federal Reserve 
banks in the area of "public relations." Your statement was as follows: 

«* * * Federal Reserve banks spend a great deal of money on public relations. 
They join numerous organizations; they print pamphlets and studies on matters 
rather remote from banking as such. There is considerable entertainment of 
banking and industry people. What I don't understand is what it is you are try
ing to sell. 

"Your principal operations are check clearing and currency handling; both, 
I might add, furnished free of charge to the banks at a cost of about $125 million 
to the taxpayers. And yet you seem to be in a perpetual public relations cam
paign" (hearings, vol. 1, p. 648). 

In this letter, a copy of which I am sending to each member of the Subcom
mittee on Domestic Finance for his information, I shall attempt to describe 
some of the public information activities of this bank. Although I do not have 
an intimate knowledge of the activities of the other Federal Reserve banks in this 
field, I believe that their public information efforts are generally similar to our 
own. Certainly their efforts have the same purposes as do ours. 

More than 10,000 people a year come to this bank for tours and explanations 
of what the Federal Reserve does. More than 40,000 people have asked to re
ceive our Monthly Review of Credit and Business Conditions (each year we send 
them a post card that must be returned if they wish to remain on the mailing 
list—an attempt to prune out any deadwood). More than 70 local organizations 
last year asked this bank to send them a speaker on Federal Reserve purposes 
and functions, while more than 90 groups arranged to come to the bank for guided 
tours and talks; these local groups included bankers' associations and schools, 
businessmen's clubs (Rotary, Lions, Kiwanis, etc.), economic education "work
shops" for secondary school teachers, college groups, civic clubs, and women's 
clubs. 

To quote Prof. H. Scott Gordon, who was heard by your subcommittee after 
I testified, and who was otherwise fairly critical of the Federal Reserve Sys
tem : "The Federal Reserve already has an enviable record for furnishing in
formation which permits searching public discussion and criticism of its prac
tices." To Professor Gordon's statement I would add that in large measure the 
effectiveness of monetary policy depends on public confidence in the Federal Re
serve System. The fostering and maintenance of that confidence through an 
information program of the kind referred to by Professor Gordon is, in my view, 
an important part of the System's responsibility. 

While we do "print pamphlets and studies," they are not often "on matters 
remote from banking subjects." In fact, after reviewing the three or four articles 
that have appeared in the Monthly Review of the Federal Reserve Bank of New 
York for each month of the last 3 years (more than 100 articles in all), I find 
only a few that are not specifically on banking subjects, e.g., "Developments in 
Second District Agriculture," "International Comparability of Unemployment 
Statistics," "Postwar Employment Fluctuations in the Second District," "Financ
ing Economic Development in Puerto Rico," "The St. Lawrence Seaway and the 
Second Federal Reserve District." But even these are clearly subjects of some 
considerable interest to bankers and others interested in developments affecting 
economic growth and stability, particularly in the region which our bank serves. 
Bankers and businessmen are aware of the unique functions which the regional 
Reserve banks can perform by providing impartial analyses of this type. They 
have been responding favorably to our efforts to provide, from time to time, 
studies oriented toward regional problems. 

2166 
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In addition, of course, we have published several new booklets in the last 3 
years: "The Challenge of Gold and the Dollar," "Money and Economic Balance," 
"Open Market Operations." These too, are directly related to banking subjects. 
During the last 3 years, the total number of copies of these and previously pub^ 
lished booklets distributed, almost all of them in response to requests, exceeded 
a million copies. Some of them are available only at a charge that covers our 
cost of printing. 

While we do not solicit invitations to address groups, we try not to refuse 
any invitations, feeling that—in Professor Gordon's words—we have an obliga
tion to furnish "information which permits searching public discussion and 
criticism of (our) practices." 

Finally, you stated that the Reserve banks "join numerous organizations" 
and entertain "banking and industry people." In general the organizations 
with which we have membership affiliations are those which share with us the 
objectives of promoting better banking practices, strengthening the banking 
system and encouraging public understanding and discussion of monetary and 
credit problems. Working with such organizations provides us with an aware
ness of the problems and the thinking of people outside the Federal Reserve 
System, gained through the unique professional associations that membership in 
an organization can afford as well as through published material available only 
to members. Our working with, and support of, such organizations has the 
collateral advantage of stimulating and encouraging them in their efforts to pro
mote our mutual objectives. As we have advised you in response to another 
question put to the bank, we do use our sponsorship of annual lunches for the 
New Jersey and New York State Bankers Association to provide an occasion for 
a Federal Reserve official to speak on a banking subject. Some other occasions 
are designed to provide or improve two-way communication between us and 
bankers, businessmen, and knowledgeable people from all walks of life, on sub
jects for which the Federal Reserve has some responsibility. 

Monetary and credit policy operates through the commercial banking system. 
An understanding among commercial banks of economic developments and of the 
reasons underlying Federal Reserve policy actions is important to the effective 
execution of such policy. To make more effective the execution of monetary 
and credit policy, to help strengthen the banking system, and to encourage sound 
banking practices are important continuing objectives of our public information 
program. 

As you can see, we are indeed in a continuing "campaign" of trying to provide, 
information to the public, most of it in response to requests. If we are trying 
to "sell" anything, it is an increased understanding of the role that money, bank
ing and credit play in the economy. 

I want to thank you for this opportunity of supplementing my testimony be
fore your subcommittee, and to ask that this letter be inserted in the record of 
the current hearings. 

Yours sincerely, 
ALFRED HAYES, President. 

FEDERAL RESERVE BANK OF NEW YORK, 
New York, N.Y., April 8,196%. 

Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D.C. 

DEAR MR. PATMAN : This is in response to your request, made during the course 
of mf testimony before the Subcommittee on Domestic Finance on February 
3, that I comment on your observation to the effect that criticism of the bills 
before the subcommittee on the ground that they would "nationalize the Federal 
Reserve System" was puzzling in view of the fact that the management of the 
money supply is one of the fundamental Government functions. 

The management of the money supply is, indeed, one of the fundamental 
Government functions. The Congress of the United States created the Federal 
Reserve System 50 years ago to regulate the volume, availability, and cost of 
money in the public interest, in other words, to perform a national function. 
Even before the Congress passed the Employment Act of 1946 the System had 
been guided, in the formation of its policies, by objectives comparable to those 
expressed in the policy declaration contained in section 2 of the act. Once the 
act was passed, the System regarded its objectives as guides in the consideration 
of Federal Reserve policy. 
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In contrast with the origins of the central banks of Western Europe, the 
Federal Reserve System was created a s an instrument of the Congress, to 
pursue public policies and to serve the Nation; in that sense the Federal Re
serve System is "nationalized." In nationalizing their banks of issue, the 
national legislatures of some European countries have, in a sense, done what the 
Congress of the United States had done more than 30 years earlier by estab
lishing a monetary authority within the Government. 

On the other hand, the term "nationalization" has been used, by some students 
of our monetary system, to mean changing the place of the Federal Reserve Sys
tem within the structure of Government and making it subordinate to the execu
tive branch. I do not believe that there is any need to discuss in detail the 
reasons for maintaining the independent status of the System within the Gov
ernment, with its full responsibility and reporting to Congress. I know of no 
better summarization of the reasons for keeping the management of money 
in the legislative branch of Government than the letter which my predecessor, 
Allan Sproul, wrote to you under date of April 22, 1952. That letter was pub
lished in the hearings before the Subcommittee on General Credit Control and 
Debt Management of the Joint Committee on the Economic Report on "Monetary 
Policy and the Management of the Public Debt," 82d Congress,'2d session (pp. 
98&-085). 

Central banks throughout the world recognize that their policies must be 
directed toward the support and implementation of the broad economic goals 
pursued by their respective governments. There is, however, a significant 
difference in the way in which the coordination of monetary and of other eco
nomic policies of the Nation is achieved in a parliamentary system and in our 
system based on the separation of powers. In a parliamentary system, the ex
ecutive itself is a creature of parliament, deriving its powers from the legis
lature to which it is responsible for all its actions. Making a central bank 
responsible to the government in such a system is equivalent to making it 
responsible to the legislative branch. In this country, of course, we operate 
under a system which separates the three branches of Government, assigning to 
the Congress the responsibility for monetary policy. Any move that, in effect, 
would place the Federal Reserve System tinder the control of the executive 
would represent a fundamental departure from a design that has proved to 
be well adapted to the efficient discharge of that responsibility, sensitive to the 
general economic purposes of the Government while shielded from the political 
stresses of the moment. 

By way of summary, I would like to quote from the testimony of the Secre
tary of the Treasury before your subcommittee on March 5. Mr. Dillion said, 
in part: 

"Finally, and perhaps most fundamental to a resolution of this issue, ex
perience over many years and in many countries has taught the wisdom of 
shielding those who make decisions on monetary policy from day-to-day pres
sures. The day of private central banks operating without regard to Govern
ment policy is long since gone, and quite properly so. But around the world, 
almost all countries still find it useful to maintain independence for their 
central banks within the government. 

"Indepedence naturally implies the right to disagree; and not only to disagree, 
but to act on the basis of different judgments. Some differences between the 
Treasury and the Federal Reserve may from time to time be a fact of life. But 
this need not be distressing. 

"The necessity to test policy proposals against the views of an independent 
Federal Reserve is, I believe, the best insurance we can have that the claims of 
financial stability will never be neglected." 

I am sending a copy of this letter to each member of the Subcommittee on 
Domestic Finance for his information, and I would like to ask that this letter 
be added to the record of my testimony. 

Yours sincerely, 
ALFRED HATES, President. 

FEDERAL RESERVE B A N K OP N E W YORK, 
New York, N.Y., April U, 19G4-

Hon. WRIGHT PATMAN, 
Bouse of Representatives, 
Washington, D.C. 

DEAR MR. PATMAN : In the course of my testimony before the Subcommittee 
on Domestic Finance on February 3, Mr. Vanik raised a question as to the regu-
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lation by the Board of Governors of credit in the over-the-counter and commodi
ties markets, and requested that I elaborate on the statement majle at that time 
by our (General Counsel, Mr. Clarke, to the effect that the Board's Regulations 
T and U extend the scope of the Board's supervision in this area as far as au
thorized by the underlying legislation. I enclose for your information a copy of 
a letter I am sending to Mr. Vanik in response to that request. I would like to 
nave that letter added to the record of my testimony. 

I hope that this discussion of credit regulation in the over-the-counter and 
commodities markets will be of some assistance to you, 

Yours sincerely, 
ALFBED HATES, President. 

FEDERAL RESERVE BANK OF NEW YORK, 
April U, 1964. 

Hon. CHARLES A. VANIK, 
House of Representatives, 
Washington, D.G. 

DEAR MR. VANIK : In the course of my testimony before the Subcommittee on 
Domestic Finance on February a, you raised a question as to the regulation by 
the Board of Governors of credit in the over-the-counter and commodities 
markets. This letter is in response to your request that I elaborate on the state
ment made at that time by our general counsel, Mr. Clarke, to the effect that 
the Board's Regulation T, covering credit by brokers, dealers, and members of 
national securities exchanges, and its regulation U, dealing with loans by 
banks for the purpose of purchasing or carrying registered stock, extend the 
scope of the Board's regulation in this area as far as authorized by the under
lying legislation, I am sending a copy of this letter to each member of the Sub
committee on Domestic Finance, for this information, and I would like to ask that 
it be added to the record of my testimony. 

1. OVER-THE-COUNTER MARKETS 

The Board's authority to issue margin regulations is found in section 7 of the 
Securities Exchange Act of 1934. Briefly, subsection 7(c) of that act provides 
that a member of an exchange, or a broker or dealer who does business through 
a member, may not extend credit for the purpose of purchasing or carrying 
securities except in accordance with the Board's margin regulations, and then 
only against collateral consisting of registered or "exempted" securities. He 
may not extend credit at all, either without collateral or against collateral con
sisting of unregistered securities (i.e., securities which are not listed or admitted 
to unlisted trading privileges, and which are sometmes referred to as "over-the-
counter securities"), if the purpose of the transaction is the purchase or carry
ing of any kind of security. Regulation T reflects this prohibition. The net 
result is that over-the-counter securities have no loan value under regulation 
T, and cannot be used as collateral for margin accounts carried with a broker 
or a dealer. In practical effect, this prohibition is equivalent to an unalterable 
100-percent margin requirement on unregistered securities, applicable to brokers 
and dealers. 

Regulation U, however, is issued under the authority of subsection 7(d), which 
merely authorizes the Board to regulate credit extended in the ordinary course 
of business for the purpose of purchasing or carrying securities which are regis
tered on a national securities exchange. Consequently, in the case of credit ex
tended by banks, loans for the purpose of purchasing or carrying unregistered 
stocks are not subject as such to margin requirements. When a bank loan is 
made for the purpose of purchasing or carrying registered stocks, any unregis
tered stock in the collateral is subject to the same requirement as the registered 
stock. 

The absence of margin requirements for loans by banks to purchase or carry 
unregistered stocks does, indeed,, constitute a significant gap in margin control. 
This gap is not the result of any failure of the Board to ultilize its existing statu
tory authority; section 7(d) of the Securities Exchange Act of 1934 specifically 
limits that authority to prescribing regulations governing the extension of credit 
for the purpose of purchasing or carrying registered securities. 

Many of those who are concerned with these matters believe that, whatever the 
original reasons for the distinctions between the statutory treatment or margin 
requirements applicable to registered securities and those applicable to unregis
tered securities under the Securities Exchange Act of 1934, that act should now 
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be amended to provide substantially uniform treatment of registered securities 
and those unregistered securities which are widely held and actively traded. 
Many think that such uniform treatment should be applied not only in respect 
of margin controls but also in respect of the provisions of sections 12, 13, 14, and 
16 of the Securities Exchange Act, dealing with registration, reporting, proxy 
solicitation, and insider trading, which are designed for the protection of inves
tors. As indicated in the "Report of the Special Study of Securities Markets of „ 
the Securities and Exchange Commission" (pt. 2, dated July 17, 1963, p. 715), 
the volume of trading in the over-the-counter market has risen significantly in 
the years since World War II. Needless to say as the importance of the over-the-
counter market increases, the present limited statutory authority of the Board 
of Governors to regulate market credit becomes less effective as an instrument 
of monetary and credit policy. 

We at the Federal Reserve Bank of New York are of the view that there is no 
good reason for continuing the existing differences in the margin controls over 
registered securities on the one hand and publicly held, actively traded unregis
tered securities on the other. It would be in the public interest, we think, to 
subject active unregistered securities to both the investor protection and the 
margin control provisions of the Securities Exchange Act of 1934. 

S. 1642, which passed the Senate on July 30, 1963, and is now before the 
House Committee on Interstate and Foreign Commerce, contains certain provi
sions which would extend the investor protection provisions of the Securities 
Exchange Act of 1934 to over-the-counter securities issued by corporations which 
have total assets in excess of $1 million and which have issued any class of 
equity security held by 750 or more persons. We would like to see the margin 
control provisions of the act similarly extended. (As to S. 1642 itself, we are 
in agreement with the views expressed by Chairman Martin in his testimony 
before a subcommittee of the Senate Committee on Banking and Currency on 
June 24, 1963, and appearing on pages 167-169 of the printed record of the 
hearings on "SEC Legislation, 1963," Avhich were held before that subcommittee. 
Chairman Martin expressed general approval of the prinicples underlying the 
bill, but urged that the provisions applicable to bank stocks be administered by 
the Securities and Exchange Commission rather than by the various bank super
visory agencies.) The extension of existing margin controls to the types of 
securities described in S. 1642 would, in our view, effectively close the regulatory 
gap existing under the present language of the Securities Exchange Act of 
1934. 

2 . COMMODITY FUTUBES M AR KE TS 

Some aspects of exchange trading in commodity futures have been regulated by 
the Federal Government since 1922 when the Grain Futures Act was enacted. 
This act was extended in 1936 by the Commodity Exchange Act to cover futures 
trading in many domestic agricultural products and to place the administration 
of the law under the Secretary of Agriculture and the Commodity Exchange 
Administration consisting of the Secretaries of Agriculture and Commerce and 
the Attorney General. Neither law authorized Federal regulation of margins, 
which are set by the various commodity exchanges and related clearinghouses 
for their respective member firms. The Board of Governors has no statutory 
authority to regulate the commodity futures markets. 

As determined by the commodity exchanges, the initial margin requirements 
on commodity futures at present have an approximate range of from 3 to 16 
percent of the aggregate value of the contract with a typical figure of about 10 
percent. To those accustomed to the high initial margin requirements on regis
tered securities the margin percentages on commodity futures seem, at first 
glance, surprisingly low. However, comparisons based on percentages are mis
leading because of significant functional differences between securities transac
tions and commodity futures transactions. In a securities transaction, the seller 
immediately delivers the securities and receives full payment therefor; this is 
true whether or not the purchaser buys on margin. If the purchase is made 
on margin, part of the payment is supplied directly by the purchaser (to the ex
tent of the margin) and the remainder, in effect, by his broker, who extends credit 
to the purchaser to cover the balance of the purchase price. A transaction in 
commodity futures, on the other hand, is an executory contract; the purchaser 
agrees, in effect, to buy commodities which are to be delivered and paid for at a 
specified time in the future. Money and documents with collateral value are not 
exchanged between buyer and seller at the time the futures transaction is made. 
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The purchaser may be required by his broker to make a small deposit, which is 
referred to as the "margin." 

For the broker the primary purpose of commodity futures margins, as of secu
rities margins, is to protect himself against loss in case there is a decline in the 
market value of the commodities or securities, and the customer is unable to make 
the required payment to the broker. From a regulatory point of view, there is an 
important distinction between margins regarding commodity futures and margins 
regarding securities transactions; the margin transaction in futures, unlike the 
margin transaction in securities, does not involve an extension of credit, and the 
need to prevent the excessive use of credit in the market is not a factor in deter
mining the adequacy of futures margins. 

The bankruptcy, late in 1963, of Allied Crude Vegetable Oil Refining Co., one 
of the largest dealers in edible oils, touched off a series of financial losses to 
other organizations and led to the voluntary retirement of one member firm of 
the New York Stock Exchange and the forced liquidation of another, with the 
New York Stock Exchange absorbing probable large losses in order to protect the 
latter firm's securities customers. Although no single factor can be described 
as the main cause of the difficulties experienced by those firms, one of the con
tributing factors was Allied's inability to respond to margin calls on futures 
contracts as to which no margins, or inadequate margins, had been required 
originally. This situation has led to widespread discussion of the probable need 
for safer practices and more adequate margins on commodity futures in order 
to prevent losses to stock exchange member firms which are active in commodity 
brokerage and resulting losses to the securities customers of those firms. Both 
the New York Stock Exchange and the Securities and Exchange Commission 
indicated that all phases of this problem would be studied with a view to prompt 
action; and, indeed, the New York Stock Exchange has recently amended its rules 
so as to require substantial additional capital on the part of member firms en
gaged in commodity brokerage. 

Although problems connected with commodity futures margins have no direct 
connection with the conduct of monetary and credit policy and so are not the 
immediate concern of the Federal Reserve System, they do affect both the general 
quality of credit and public confidence in financial institutions. I t appears to us 
that the potential effect on economic stability of incidents such as those in the 
market for edible oils emphasizes a need for legislation in this area. While repe
tition of similar events might be prevented by improvements in the rules of the 
exchanges themselves, it would seem appropriate for a Government body to have 
discretionary authority to prescribe minimum margin requirements with respect 
to commodity futures. In our view, the most appropriate and best qualified Gov
ernment agency to deal with this matter is the Secretary of Agriculture. We 
understand that the Bureau of the Budget has under consideration a draft bill 
to amend the Commodity Exchange Act by giving the Secretary of Agriculture 
authority to set margin requirements for trading in commodities and by tighten
ing the Secretary's authority to supervise and regulate the conduct of the ex
changes and persons using their facilities. 

I trust that the foregoing will be of some assistance to you. Should you wish 
to have any further amplification of our views, I hope that you will not hesitate 
to let me know. 

Yours sincerely, 
ALFRED HAYES, President. 

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



(The following statement submitted by Alfred Hayes, President 
of the Federal Eeserve Bank of New York, is in response to a request 
by Mr. Hanna. The exchange between Mr. Hanna and Mr. Hayes 
may be found on p. 638 of vol. 1 of the hearings entitled "The Federal 
Eeserve System After 50 Years.") 

FEDERAL RESERVE BANK OF NEW YORK, 
New York, N.Y., April U, 1964. 

Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D.C. 

DEAR MR. PATMAN : During my testimony before the Subcommittee on Domestic 
Finance of the House Committee on Banking and Currency on February 3,1964, 
you, and Representative Hanna requested further information relating in gen
eral to the policies, standards, and procedures in effect at this bank regarding 
the authorization and control of our expenditures. Representative Hanna also 
asked that internal memoranda evidencing our policies and standards in these 
respects be made available to the subcommittee. In response to those requests 
I enclose herewith a memorandum, together with its attachments, exhibits A 
and B, which exihibits are copies of the internal memoranda that I referred 
to in my testimony. 

If I may add a word to the views that I expressed during my testimony before 
the subcommittee in response to questions asked of me as to whether the Fed
eral Reserve should be audited by the General Accounting Office, it seems 
abundantly clear to me that the policies of the System and of this bank in respect 
of discretionary expenditures, as well as the standards and specific guidelines 
laid down internally to implement such policies, are well denned and readily 
understandable by all concerned. In reviewing expenditures, it has long been 
our policy to subject ourselves to these tests: Is the expenditure a reasonable 
one; is it directly related to our purposes and functions; is it necessary; and 
is it consistent with our special relationship to the Government. The enclosed 
memorandum and its exhibits describe the procedures established to implement 
that policy. 

Since the audit procedures of the Board of Governors and, independently, 
those of this bank are more than adequate, there seems to me to be no valid 
reason for imposing another layer of audit control on the System. The typical 
audit by the General Accounting Office is not confined, of course, to verifications 
of internal audits; indeed, it is my understanding that such verifications con
stitute a relatively small part of its work. The Comptroller General, in recent 
testimony before a subcommittee of the House Committee on Appropriations, 
made the following observation in discussing the work of his agency: 

"* * * I think you will find in many of our reports we refer to contracting, 
for example, and procedures in contracting, which is not an audit problem; it 
is an administrative and management problem. We are more and more going 
into management in our work and into criticisms of management rather than 
the detail of auditing as that term is generally used." (Hearings before a sub
committee of the House Committee on Appropriations, on "Independent offices 
appropriations for 1964," pt. 2, p. 170.) 

In this regard, I was gratified that in the course of my testimony you and Mr. 
Reuss indicated that it was not your intention to suggest that the General 
Accounting Office participate in the determination of policy by the Federal 
Reserve System. Such determinations include not only decisions establishing 
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broad policies, such as those made by the Federal Open Market Oommittee, but 
also administrative decisions relating to specific programs and activities adopted 
as a means of carrying out broader policy determinations. The possibility of 
intrusion into this area of administrative policy formation leads us to the con
clusion that it would be unwise to subject the Federal Reserve System to audit 
by the General Accounting Office. 

For their convenience, I am sending a copy of this letter and its enclosures 
to each member of your subcommittee. I request that these materials be in
serted in the record of the current hearings. 

Yours sincerely, 
ALFRED HAYES, President. 

MEMORANDUM IN RESPONSE TO REQUEST FOR INFORMATION AS TO THE POLICIES, 
PRACTICES, AND PROCEDURES AT THE FEDERAL RESERVE BANK OF NEW YORK 
REGARDING THE AUTHORIZATION AND CONTROL OF EXPENDITURES AND THE DIRECT 
RESPONSIBILITY THEREFOR MADE BY REPRESENTATIVES PATMAN AND HANNA OP 
ALFRED HAYES, PRESIDENT OF THE BANK, DURING MR. HAYES' TESTIMONY 
BEFORE THE SUBCOMMITTEE ON DOMESTIC FINANCE OF THE HOUSE COMMITTEB 
ON BANKING AND CURRENCY AT ITS HEARING HELD ON FEBRUARY 3, 1964 

Relevant statutory provisions 
The Federal Reserve Act provides that every Federal Reserve Bank "shall 

be conducted under the supervision and control of a board of directors" (sixth 
paragraph of sec. 4) . The act authorizes and empowers the Board of Governors 
of the Federal Reserve System to "exercise general supervision" over the Re
serve banks (Sec. 11 ( j ) ) . Section 7 of the act refers to the disposition of earn
ings of the Reserve banks "After all necessary expenses of a Federal Reserve 
bank shall be paid or provided for * * *". Section 7 also provides that upon 
dissolution or liquidation of any Reserve bank any surplus remaining after the 
payment of all debts, dividend requirements as thereinbefore provided, and 
the par value of the stock shall be paid to and become the property of the 
United States. 
Guidelines prescribed by the Board of Governors of the Federal Reserve System 

The directors and officers take into consideration and are guided by the views 
of the Board of Governors in respect of expenditures, as set forth in letters 
from the Board to the Reserve banks. Copies of the Board's letters have been 
submitted to the subcommittee by W. Braddock Hickman, President of the 
Federal Reserve Bank of Cleveland, and reprinted in volume 1 of the record 
of the current hearings at pages 212-230. In summary, the Board of Governors 
has expressed the view that responsibility for supervision and control of costs 
of operating the Reserve banks is shared by the boards of directors and officers 
of the banks and the Board of Governors; and, that the Board feels that Con
gress has placed upon it a substantial measure of responsibility for the expendi
tures of the Reserve banks. In this regard the Board has referred to such con
siderations as the necessity of giving due regard to the public interest aspect 
of the Federal Reserve System; the Government's residual interest; the special 
nature of the relationship between the Federal Reserve banks and the Govern
ment ; and the fact that certain expenditures, although appropriate in a purely 
private business, would not be appropriate in the case of a Federal Reserve 
bank in view of the public nature of its funds and operations. 

Expenditures of Federal Reserve banks are reviewed by the Board of Gov
ernors through quarterly reports of expenses incurred; by means of budgets 
submitted semiannually to the Board; and by a review of expenditures by the 
examining staff of the Board of Governors. 

Policy of the Federal Reserve Bank of New York 
In authorizing any expenditure of funds, the directors and officers of the 

Federal Reserve Bank of New York consider whether the expenditure would 
be sufficiently directly connected with and related to the purposes and functions 
of the Federal Reserve banks under the provisions of the Federal Reserve Act 
and to the conduct of the bank's affairs so as to be regarded as "necessary 
expenses" within the meaning of section 7 of the act, continually taking into 
account the responsibility to perform public purpose functions prescribed by the 
Congress, the special relationship of this bank, as a Federal Reserve bank, to 
the Federal Government, the residual interest of the United States, the respon
sibility of the bank to conduct its affairs effectively and efficiently, and the fact 
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that the anticipated results of any particular expenditure must be commensurate 
with the amount thereof. Under this policy, various expenditures which would 
be proper for a commercial institution are considered inappropriate for a Re
serve bank. Also taken into consideration are the views expressed by the Board 
of Governors of the Federal Reserve System relating to expenditures by Reserve 
banks. In sum, these three tests are applied: Is the expenditure necessary 
and proper; is it reasonable; has it a direct and positive relation to the pur
poses of the Federal Reserve System. (See exhibit A attached hereto.) 
Summary statement regarding responsibility for expenditures and internal pro-

cedures for controlling expenses 
The directors and officers of this bank are mindful not only of the purposes 

to r which expenditures are made but also of the necessity of applying strict 
Internal procedures for controlling such expenditures. In this regard, the bank 
prepares semiannual budgets; makes monthly and semiannual comparisons of 
such budgets with actual expenses; maintains continuing records of operating 
efficiency for purposes of comparison and for the information of the Board of 
Governors of unit costs and production per man-hour of a substantial part of 
operations to which such work measurements can be applied; makes special 
surveys of expenditures and reevaluation of activities involving all functions 
of the bank; and has detailed guides for expenditures for such purposes as 
membership dues, and travel and entertainment expenses. Those matters are 
covered in greater detail later in this memorandum. 

Budget and expense controls procedures administered by the officers of the 
bank 

1. Standing committees of officers.—The President has appointed certain 
standing committees of officers, the prescribed powers and duties of which affect 
policy relating to expenditures, as follows: 

Officers council: This committee, comprised of all vice presidents and other 
senior officers at the head office, is an advisory rather than an executive body. 
I t deals chiefly with matters relating to the general policy of the bank, or matters 
of policy relating to particular departments of the bank, concerning which the 
officer in charge wishes to obtain the benefit of the views of the other members 
of the council. As a matter of practice, all matters involving questions of 
bank policy, including operating or administrative policies, are discussed at a 
meeting of the officers council. 

Budget and expense committee: This committee supervises the preparation 
of, and recommends for approval, the budget for the head office; reviews actual 
expenses; and approves certain expenditures at the head office not provided for 
in the budget. (The vice president in charge of the Buffalo branch supervises 
the preparation of the budget of the branch.) 

Committee on personnel: This committee administers personnel policies estab
lished or approved by the directors or by the President, including salary adjust
ments, promotions, salary payments upon dismissal, retirements, and leaves 
of absence; effects certain changes in the employees' personnel classification 
plan; and transfers employees. 

Committee on welfare of staff: This committee, comprised of senior officers, 
advises the President on matters of policy regarding salaries; retirements; 
employment and dismissal; vacations; working conditions; activities of an 
educational, recreational, or social nature; and other matters affecting the 
general welfare of the staff. 

2. Efficiency reports.—A report is made annually to the president by a senior 
officers' committee comprised of the first vice president, the vice president of the 
accounting and planning function, and the vice president of personnel, who have 
been designated to review annually the efficiency and expense of operations and 
the use of personnel in the operations of the bank. In making this review, the 
committee makes use of a report of the Board of Governors entitled "Consoli
dated Statement of Expenses and Functional Data of the Federal Reserve Banks 
and Branches," and a report of the Treasury Department entitled "Federal 
Reserve Banks' Comparative Reports of Volume and Expenses," concerning 
fiscal agency operations. Interim quarterly reports of unit costs and units 
handled per man-hour, together with comparison of efficiency with that of the 
other Reserve banks, are prepared by the planning department of the bank and 
are reviewed to exaluate performance in relation to previous comparable 
periods. 
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3. Budget and expense committee.—This committee of officers supervises the 
preparation of and recommends for approval the budget of the head office, and 
reviews monthly cumulative and semiannual comparative reports of actual and 
budgeted expenses, obtaining explanations of any substantial differences from 
the officers in charge of the department involved. The budget of the Buffalo 
branch is prepared by the vice president of the branch and after approval by 
the directors of the branch the branch budget is reviewed at the head office for 
the president before submission to the board of directors of the bank. Any ex
penditure for membership dues or for participation in meetings and conventions, 
and any other expenditure exceeding $100 in amount for a purpose not provided 
for in the current budget of the department concerned requires the prior ap
proval of this committee. 

4. Responsibility for and procedures followed in preparation of the budget.— 
The budget is prepared by the planning department of the bank under the gen
eral direction of the vice president of the accounting and planning function. 
Estimates of expenses for inclusion in the semiannual budget, together with ex
planations of significant differences between the estimates and the current rate 
of actual expenditures as well as between the estimates and expenses for the 
same period of the previous year, are prepared by each division of each depart
ment of the bank. A difference of 5 percent, if it exceeds $1,000, between the 
budget estimate and the current rate of actual expenditures within any ex
pense item, is considered to be a significant difference. With the approval of 
the vice president of the function and under the signature of an officer of the 
department involved, the departmental budget estimates are submitted to the 
planning department for review and processing and then to the budget and ex
pense committee. In the course of its review and in determining whether pro
posed expenditures are reasonable and necessary, the budget and expense com
mittee may obtain additional information and may request the officers of the 
departments involved to appear before the committee to justify their budget 
estimates. 

Upon approval of each departmental budget by the budget and expense com
mittee, a budget report is prepared consolidating estimates and comparisons on 
an "object of expenditure" basis, which report is reviewed by the vice president 
of the accounting and planning function and by the first vice president before 
submission thereof to the president of the bank with the recommendation of the 
committee. The budget report for the head office and the budget of the Buffalo 
branch are submitted by the president to and reviewed by the officers with the 
auditing committee of the board of directors of the bank, prior to their presenta
tion by the auditing committee, with its recommendations, to the board of di
rectors. After approval by the board of directors of the bank, the figures in the 
report are reassembled on a "departmental basis" and submitted to the Board 
of Governors of the Federal Reserve System for review and acceptance. 

5. Review of actual and budget expenses.—A comparative statement of actual 
and budgeted expenses is prepared monthly to show cumulatively actual ex
penses of the bank on an "object of expenditure" basis in comparison with the 
applicable portion of the current budget and with actual expenses for the comp
arable period of the preceding year. These statements are reviewed by the 
officers of the accounting and planning function, one of whom is the chairman of 
the budget and expense committee, and explanations are obtained from the 
officers of the departments of the bank whose expenses vary significantly from 
the amounts budgeted or from the actual expenses for the comparable period of 
the preceding year. In this connection a variation is considered to be significant 
if it amounts to 10 percent or more, and exceeds $1,000, as to any expense item. 

Monthly reports are furnished to the operating officers in charge of each de
partment of the bank comparing expenses of his department with budget esti
mates for the current month and cumulatively for the budget period to that 
date. The manager of each department has the responsibility to investigate and 
report to senior officers of his function significant variances of expenses from 
budget estimates. 

A comparative statement of actual and budgeted expenses is also prepared 
semiannually. Such reports, with explanations of significant differences, are 
reviewed by the budget and expense committee, by the vice president in charge 
of the accounting and planning function and by the first vice president before 
review with the president and subsequently with the auditing committee of the 
board of directors and with the directors. A copy of the 6 months' comparative 
statement is also submitted to the general auditor. 
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6. Approval of expenses incurred.—All purchase requisitions and all account
ing entries of actual disbursements of more than $500 must be approved by an 
officer of the bank, notwithstanding that such expenditures are provided for in 
the current budget. In cases where any proposed expenditures is not contained 
in the current budget of the department concerned, special approval of the 
budget and expense committee is required. All expenses incurred by an employee, 
including travel, lodging, subsistence, and entertainment expenses, must be 
approved specifically by an officer having knowledge of the transaction. All 
such expenses incurred by a junior officer must be approved by a senior officer. 

7. Membership dues, travel on bank business, and entertainment.—These 
classes of expenditures receive strict attention, and are covered by written 
instructions; the currently effective policies and guidelines covering these ex
penditures are set forth in the following exhibits attached hereto: 

Exhibit A, memorandum dated August 3, 1961, circulated to all officers, 
on the subject of expenditures for membership dues and contributions; and 

Exhibit B, Operating Bulletin No. 32, revised March 24, 1964, on the sub
ject of travel and entertainment expense, together with copies of the previous 
bulletins and memorandums superseded thereby. 

The policies of the bank referred to in such memorandums regarding these 
expenses stated very briefly are as follows: 

All expenditures for membership dues must be in accord with the standards 
laid down by the Board of Governors and by the guides adopted by the 
Conference of Presidents of the Federal Reserve Banks in 1957; and all 
requests for new memberships must be accompanied by a written state
ment of the specific privileges resulting therefrom and of the general bene
fits to the bank. 

Officers and employees are reimbursed only for reasonable expenses actu
ally incurred. When an expense voucher includes an expense that is 
unusual in amount or nature, a full explanation must be submitted with 
and made a part of the travel or expense voucher. Information on expenses 
for travel and entertainment must be submitted in writing in sufficient 
detail to establish the amount thereof, time and place, business purpose of 
the expenditures, and business relationship of the person entertained. Ex
penses of wives are not paid by the bank except when they participate in 
official entertainment of foreign officials. (This is contrary to the practice 
of a number of foreign central banks which make some provision for pay
ment of expenses of officers' wives on foreign travel.) 

Procedures involving the board of directors and its committees 
1. Semiannual budget.—As indicated above, the semiannual budgets of the 

bank are reviewed and approved by the board of directors. The report of the 
officers' budget and expense committee to the president concerning the budget 
for the head office of the bank, and the Buffalo branch budget, as approved by 
the directors of the branch, are mailed to the members of the auditing committee 
of the board of directors several days in advance of the meeting of that committee 
to enable them to familiarize themselves in advance of the meeting with material 
relating to the budgets. The officers review and discuss the budget reports with 
the auditing committee and the chairman of the auditing committee thereafter 
presents the budget to the board of directors. 

2. Semiannual expense reports.—The officers present to the auditing commit
tee of the board of directors semiannual reports, comparing for the 6 months' 
period actual expenses with budget estimates. The reports are submitted to the 
directors at their meetings with comments by the chairman of the auditing com
mittee regarding matters discussed by the auditing committee in its consideration 
of such reports. 

3. Submission of certain expenditures to the board of directors.—Expenditures 
for major alterations or repairs to bank premises and major purchases or re
placements of furniture and equipment as well as major nonrecurring expendi
tures are ordinarily submitted specifically to the board of directors for approval 
of the expenditures involved. Certain expenditures may be reviewed before 
presentation to the board of directors by some committee of the directors. For 
example, changes in the plan for administration of employees' salaries and year* 
end salary increase programs are customarily submitted to the committee on 
welfare of staff. The committee on supervision of member banks would con
sider important changes in policy in respect of bank relations activities and the 
committee on research and public information major changes in the program* 
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of the research and public relations functions. An example of director partici
pation in these respects, particularly as related to the establishment of policy 
regarding specific activities and approval of expenditures directed toward carry
ing out these policies, appears in the information on the programs of this bank 
for the education and training of its staff and for the dissemination of infor
mation to member banks and the business community that was transmitted 
under date of February 21, 1964, to the Board of Governors for submission to 
the chairman of the House Committee on Banking and Currency in response to 
his request to the Board by letter dated December 19,1963. 

Audit controls 
All expenses are audited by the general auditor of the bank and his staff. 

Auditing is an autonomous operation under the direction of the general auditor 
who is responsible directly to the board of directors, through the auditing com
mittee of the board. That committee meets monthly with the general audior and 
reviews with him his report of auditing activities performed during the previous 
month. 

The general auditor and his senior staff are singularly equipped to audit the 
bank's accounts and affairs. They have a thorough knowledge of auditing tech
niques, and keep abreast of the latest developments in the field of auditing, 
accounting, and bank operations. In addition, through training and experience 
they have acquired a familiarity with the unique responsibilities and the special
ized tasks of a Reserve bank. 

The auditing procedures, including those relating to the expenses of the bank, 
and the quality and quantity of the auditing department staff are subject to 
review and appraisal by the auditing committee of the board of directors and 
by the Division of Examinations of the Board of Governors of the Federal Re
serve System. Such reviews and appraisals have consistently found the staff and 
procedures to be effective in meeting their objectives. 

In 1962, the firm of Haskins & Sells, certified public accountants, conducted a 
study of the auditing department of the bank at the request of the auditing 
committee of the board of directors. In its report on the study, Haskins & Sells 
stated its opinion that "the system of internal audit (including the responsibili-
ies of the general auditor) is well planned to provide the directors and senior 
management with assurances that the bank's assets are adequately controlled; 
the scope of the audit program is adequate in all material respects; and the 
system is effective in meeting its objectives." The report continued that "The 
present staff is adequate from the numerical standpoint in relation to the current 
audit program, and it appears to be executing the program in a satisfactory man
ner." In addition, each year the staff and work of the auditing department are 
reviewed by the examiners of the Board of Governors. Their evaluation of the 
auditing department has been in accord with the evaluation by Haskins & Sells. 

In determining that expenses are appropriate and directly related to the 
responsibilities and functions of the bank, the auditing department reviews them 
continuously in the light of policies expressed by the Board of Governors in 
formal rulings, instructions, approvals of budgets, the Accounting Manual, 
and other directives and, within the framework of the general policies of the 
Board of Governors, the policies approved and adopted by the bank's board of 
directors as stated in the minutes of the meetings of that board. Internal 
bulletins issued by the officers of the bank in the implementation of such ap
proved policies and to control expenditures made in carrying out the policies are 
analyzed in the auditing department to determine that guidelines are clearly 
and correctly set forth. 

The general auditor, in keeping himself and his function informed of policy 
decisions affecting his audits, avails himself of all communications from the 
Board of Governors to this bank, reports of meetings of the conference of Presi
dents of the Federal Reserve banks, and copies of the minutes of meetings of 
the board directors, its commitees, and the officers council. He has access to all 
of the bank's files and records necessary to the conduct of his audits, and he 
regularly attends the meetings of the board of directors where he observes the 
development and adoption of bank policies. 

As can be seen, the auditing department is constantly aware of the considera
tions and purposes underlying the policies governing the bank's activities, as 
well as of the policies themselves and, consequently is in a particularly ad
vantageous position to conduct intelligent and meaningful audits of expenses in
curred in the performance of those activities. 
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Finally, the circle of control is completed when, on an annual basis, the 
Chief Federal Reserve Examiner of the Board of Governors and his staff again 
audit the bank's expenses and review them in the light of Federal Reserve Sys
tem policies. To assure that its examinations of the Federal Reserve banks are 
of a high standard and are accomplishing their objectives, the Board of Gover
nors has arranged each year for a firm of certified public accountants to observe 
and review the adequacy of procedures, techniques, and practices followed in 
those examinations. 

(Federal Reserve Bank of New York, Apr. 14,1964.) 

EXHIBIT A 

EXPENDITURES FOR MEMBERSHIP DUES ANB CONTRIBUTIONS 

The basic considerations in determining the propriety of expenditures by the 
Federal Reserve banks are the purposes and functions of the banks and the 
banks' special relationship to the Federal Government. Reasonable expenditures 
which are directly related to such purposes and functions and are not inconsis
tent with the banks' special relationship to the Government should be con
sidered, prima facie, proper expenditures by the Federal Reserve banks. 

The Congress established the Federal Reserve System to perform certain 
specific functions in the areas of monetary affairs and banking. The primary 
objective of the System is to advance the public interest by contributing to the 
promotion of maximum sustainable economic growth with reasonable price 
stability. In addition to this responsibility in the area of monetary affairs, 
the Federal Reserve System supervises its member banks and their affiliates, 
performs many important services, such as supplying currency and clearing 
checks, and render varied fiscal agency services for the U.S. Government and its 
agencies. I t is against those monetary, supervisory, and service activities of the 
Federal Reserve System that expenditures of the Federal Reserve banks should 
initially be tested. 

The establishment of System policy on expenditures of Federal Reserve banks, 
both by the Board of Governors of the Federal Reserve System and by the 
Federal Reserve banks, individually and through the conference of Presidents 
of the Federal Reserve banks, must also reflect the fact of the mixed public and 
private ownership of the Reserve banks. Thus the Board and the banks have 
adopted policies designed to insure that all discretionary expenditures by the 
Federal Reserve banks are for purposes so directly related to the purposes and 
functions of the banks as to be regarded as "necessary expenses" within the 
meaning of section 7 of the Federal Reserve Act. The Board and the Reserve 
banks continually take into account the special relationship of the Reserve banks 
to the Government, the responsibility of the Reserve banks to perform public 
purposes functions prescribed by the Congress, and the residual interest of 
the Federal Government in the assets of the banks. As a result many expendi
tures, which would be proper for a commercial institution, are considered im
proper for the Federal Reserve banks. 

Finally, in working toward their objectives, the Reserve banks must con
duct their affairs both effectively and efficiently. The anticipated results of 
any particular expenditures must be commensurate with the amount of the 
expenditure by the Reserve bank. 

Thus, in sum, the directors and officers of the Federal Reserve Bank of New 
York, and of the other Federal Reserve banks, in authorizing any expenditure 
of funds, apply these three tests: Is the expenditure necessary and proper; is it 
reasonable; has it a direct and positive relation to the purposes and functions 
of the Federal Reserve System? 

Within the principles outlined above, the Federal Reserve banks pay the 
dues incident to membership by the banks or members of their staffs in local 
or national banking, financial, business, economic, or other professional as
sociations if such membership aids the banks in meeting their objectives. A 
collateral but important benefit of such memberships is the enhanced value 
of the banks' employees (and through them to the banks) arising out of the 
experience of participating in the affairs of the various associations. The in
terchanges arising out of such participation enable the members of the banks' 
staffs to keep abreast of banking and economic developments on regional, na
tional and international levels, and of developments in the areas of ther special-
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ized bank assignments, while at the same time providing opportunities to pro
mote greater public understanding of the purposes, policies, and programs of 
the Federal Reserve System. Where such advantages can clearly be realized, 
the Reserve banks pay the relative small amounts required for membership 
dues. 

Expenditures for bank membership in State and National bankers' associa
tions deserve special mention. The amounts paid by the Federal Reserve banks 
incident to such memberships account for a large part of total expenditures for 
all membership dues. At the Federal Reserve Bank of New York these dues 
amount to about 40 percent of its total expenditures for membership dues. 
Much of the work of the banking associations is designed to promote better 
banking practices and to strengthen the banking system. The Federal Reserve 
System has similar objectives. By helping bankers help themselves in promot
ing such objectives, the Reserve banks achieve more effective and lasting re
sults than by restricting their efforts to direction or adominition. Member
ship in the bankers' associations is therefore both appropriate and desirable. 
It evidences the Reserve banks' cooperation and support of the associations in 
programs designed to improve and strengthen the commercial banking system. 
It is productive of results which might be more diflScult to achieve without 
such memberships. Attendance at the meetings and conventions of such as
sociations provides the bank's officers an opportunity to meet and discuss bank
ing problems and area developments face to face with numerous bankers to our 
mutual advantage. 

It should be noted that the amounts of membership dues in bankers' associa
tions are agreed upon by the Federal Reserve Bank of New York and the asso
ciations on a negotiated basis, having in mind the status of the bank as a 
public institution. The amounts of such dues are much less than they would 
be if fixed according to the formulas used by the associations for their com
mercial bank members. 

The policy of the Federal Reserve Bank of New York with respect to ex
penditures for membership dues, either in the name of the bank or an individ
ual officer or employee, is in accord with the standards for such discretionary 
expenditures laid down by the Board of Governors, and with the following guides 
adopted by the Conference of Presidents of the Federal Reserve Banks in 1957: 

"1 . Reserve bank expenditures for memberships should be limited to those 
organizations whose purposes are directly related to the work of the Reserve 
bank, or organizations in which the bank should be represented, such as appro
priate financial, business, and agricultural organizations. This principle applies 
regardless of whether the membership is in the name of the bank or an individual. 

"2. Individual and bank memberships in professional or other associations 
may be regarded as appropriate bank expenditures if such memberships make 
possible participation by members of the bank's staff in activities which are 
directly related to or are in furtherance of the work of the bank, or if member
ship is necessary in order to have available for the use of bank personnel 
libraries or other services or sources of information. 

"3. The number of memberships in the name of individual staff members of 
a bank should not exceed a number reasonably related to the size of the bank's 
staff assigned to work to which the organization's activity relates and should be 
consistent with the benefits resulting from membership in the particular 
organization. 

"4. Memberships in social, college, service, and luncheon clubs should be per
sonal expenditures, except that when the board of directors of a Reserve bank 
makes a specific finding that membership in a service or luncheon club is of key 
importance to the role of the Reserve bank in the community, the cost of such 
membership may be regarded as appropriate bank expense." 

iThe Federal Reserve Bank of New York makes no expenditures for member
ship in social, college, service, or luncheon clubs. In addition, no charitable 
contributions to organizations or persons are made by the Federal Reserve 
Bank of New York. 

All expenditures by Federal Reserve banks for membership dues and con
tributions are reported in itemized form to the Board of Governors and are 
required to be justified as falling into one of the following categories: (1) Or
ganizations whose activities are directly related to the work of the Reserve 
bank; (2) representation in the organization being desirable; or (3) organiza
tions in which membership will result in benefits being received by the Reserve 
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bank. More than half of the memberships held by the Federal Reserve Bank 
of New York for the bank and members of its staff in 1901 fall within all 
three categories, with 9 out of 10 falling within the third category. The benefits 
flowing to the bank from the expenditures for such memberships appear amply to 
justify the expense involved. 

(August 3, 190L) 

EXHIBIT B 

OPERATING BULLETIN No. 32 

(Revised March 24,1904) 

SUBJECT: TRAVEL AND ENTERTAINMENT EXPENSES 

Policy on reimbursement for travel expenses 
1. The bank's policy is to reimburse employees traveling on bank business for 

reasonable expenses actually incurred. As an aid in determining the reason
ableness of certain travel expenses, this bulletin contains provisions governing 
the usual kinds of travel expense. 
Income taw regulations 

2. Under the 1962 amendments to the Internal Revenue Code relating to ex
penditures for business travel, entertainment, and gifts, the Internal Revenue 
Service has issued regulations governing the substantiation and recording of 
such expenses for tax purposes. The procedures set forth in paragraphs 25 to 30 
on accounting for travel and entertainment expenses conform to these regula
tions. Accordingly, our legal department has ascertained that under the regula
tions an employee in computing tax liability need not report on his Federal 
income tax return the amount of expenses for travel or entertainment incurred by 
him on bank business and paid by the bank directly or indirectly through reim
bursements, advances, allowances, or otherwise if (a) he makes an accounting 
of such expenses to the bank in the manner set forth in paragraphs 25 to 30, 
and (b) the total amount so paid by the bank is equal to the travel and enter
tainment expenses he incurs on bank business. 
Reservations and purchases 

3. The purchasing division, planning department, will handle the reservation 
and purchase of items such as transportation tickets, hotel accommodations, 
entertainment tickets, and travelers checks for representatives of member banks, 
other Federal Reserve banks, and the Board of Governors; for foreign visitors; 
and for officers and employees of this bank in connection with bank business. 
Transportation expenses 

4. An employee traveling on bank business will be reimbursed for actual 
transportation expenses necessitated by the trip to the extent that they do not 
include any part of his daily travel expense from his home to the bank. When 
alternate transportation methods are available, an employee should ordinarily 
not use the more expensive method, unless such use results in a justifiable saving 
in time or effort. 

Railroad 
5. Type of accommodation.—An employee traveling overnight by railroad 

should occupy a roomette or single bedroom. Two employees traveling together 
may occupy a double bedroom or, if such accommodation is not available, a 
compartment. 

0. Rail travel card.—An employee who frequently uses railroad transporta
tion (excluding daily commutation) in connection with bank business may ob
tain a rail travel card. The card will enable an employee traveling on a par
ticipating railroad to charge to the bank the cost of railroad (except commuta
tion) tickets and pullman accommodations; although dining car service is also 
chargeable, the service should be paid for in cash and claimed in an expense 
voucher. (The names of participating railroads may be obtained from the 
purchasing division, planning department.) If a rail travel card is desired 
for an employee, an officer of the function to which the employee is assigned 
should send a written request for it to the purchasing division. The card 
should not be used to purchase tickets for personal use. In the event a rail 
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travel card is lost, the purchasing division should be notified, in writing, of the 
loss as promptly as possible. 

7. Railroad refunds,—Unused railroad tickets are refundable at any time. If 
a ticket purchased by an employee is unused, he should obtain the refund. If 
a ticket purchased by the purchasing division is unused, it should be returned 
to that division. 

8. Pullman refunds.—The railroads have adopted certain rules governing re
funds on unused pullman tickets. In general, the rules applicable to trips 
originating in the northeastern section of the country permit refund if the 
space has been released any time before the day of train departure, or 2 days 
before the day of departure of a train leaving between midnight and 5 a.m* 
An employee who desires to obtain a refund on a pullman ticket he holds may 
obtain the refund personally, or he may turn in the ticket to the purchasing 
division, if time permits. If an employee is unable to obtain a refund within 
the applicable time limit on an unused pullman ticket that he has purchased, he 
should report that fact on the travel voucher, and attach the ticket and a written 
explanation. If the unused ticket was purchased by the purchasing division 
and refund cannot be obtained in time, the employee should return it to the 
purchasing division with a brief written explanation attached. Additional in
formation regarding pullman reservations, cancellations, and refunds can be 
obtained from the reservation clerk in the purchasing division. 

Airline 
9. Policy on air travel.—While the bank does not require or suggest that em

ployees traveling on bank business travel by air, such means of transportation 
is permissible but should be confined to regularly scheduled flights. 

10. Transportation to and from airports.—In traveling to an airport from a 
city terminal, or from an airport to such a terminal, an employee should ordi
narily use the airline bus or limousine service. If, upon arrival at an airport, an 
employee finds that his flight has been canceled and he wishes to return to the 
airline terminal, he should ask the airline office to provide free transportation 
back and to reimburse him for the cost of the trip to the airport. If he is 
unable to obtain reimbursement at that time, he should include the cost of trans
portation to and from the airport in his travel voucher, with a statement that he 
did not obtain reimbursement for these expenses. The airline will honor a claim 
for these expenses if submitted within 45 days after the canceled flight. In such 
instances, the disbursing division, accounting department, will file the claim for 
these expenses. 

11. Air travel card.—An employee who frequently uses air travel in connec
tion with bank business may obtain an air travel card. The card will enable an 
employee traveling on a participating airline to charge to the bank the cost of 
airline tickets. If an air travel card is desired for an employee, an officer of 
the function to which the employee is assigned should send a written request 
for it to the purchasing division. The card should not be used to purchase tickets 
for personal use. In the event an air travel card is lost the purchasing division 
should be notified, in writing, of the loss as promptly as possible. 

12. Federal tax on air travel.—Federal Reserve banks are exempt from the 
Federal tax on transportation by air. To obtain the exemption, however, it is 
necessary to present a tax exemption certificate (Treasury Department Form 
7S1 of the Internal Revenue Service) to the airline office. If the bank is to be 
reimbursed for the expenses of the trip by a department or agency of the 
United States, no exemption should be claimed. Any employee incurring air 
transportation expenses on behalf of the bank that are not reimbursed by a 
department or agency of the United States should execute a tax exemption cer
tificate for delivery to the airline office at the time the transportation is pur
chased. A supply of certificate forms may be obtained from the purchasing 
division, planning department. 

13. Airline refunds.—Unused airline tickets are refundable at any time. If 
it is necessary to cancel an airline reservation for which a ticket has been pur
chased, the airline should be informed immediately. The ticket for the canceled 
flight should be presented for refund or reuse before the scheduled flight de
parture, if possible. 

Automooile 
14. An employee, with the advance approval of an officer of his department, 

may use his own automobile in traveling on bank business. The employee should 
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carry his own liability insurance for personal injuries and property damage to 
third parties. (As to the insurance carried by the bank covering the use by an 
employee of his own automobile in traveling on bank business, see paragraph 
5(b) of Operating Bulletin No. 14.) An employee will be reimbursed for the 
use of his own automobile at the rate of 12 cents per mile traveled, plus toll and 
parking charges. 

15. An employee who is authorized to operate a bank-owned automobile on 
bank business will be reimbursed for expenses incurred. .Receipts for repair 
charges should be submitted with the travel voucher. 
Meal charges 

16. Although there is no definite limitation on the amount of meal charges, 
care should be exercised to keep such charges reasonable. Meal tips may be 
approximately 15 percent of meal charges. Employees traveling on bank business 
in the Borough of Manhattan, south of Foley Square, during the luncheon period 
on any day when the bank is open for business will not be entitled to reimburse
ment for luncheon expenses. 
Motel accommodations 

17. Although there is no definite limitation on the amount of hotel room 
charges, efforts should be made in advance to obtain a room at a reasonable rate. 
When a stay at any one place will be for 1 week or longer, rates based upon the 
length of stay should be obtained. Hotel bills should be submitted with travel 
vouchers. No payment can be made by the bank if the employee makes personal 
.arrangements for overnight lodging instead of using hotel accomodations. 
Tax on the occupancy of hotel rooms 

18. Federal Reserve banks are exempt from local taxes imposed on the occu
pancy of hotel rooms. In New York City, Binghamton, N.Y., and the District 
of Columbia, which impose such a tax, specific arrangements have been made by 
the bank for the presentation of exemption certificates to the hotel at the time 
of registration in order to obtain the exemption. Exemption certificates for 
hotels in those localities are obtainable as follows: 

New York City—From the purchasing division. 
Binghamton, N.Y.—From any hotel in that city. 
District of Columbia—From the purchasing division, which will furnish 

the names of those hotels with which arrangements for exemption have 
been made. An employee should register at one of such hotels. 

If a tax on the occupancy of hotel rooms is imposed in other localities, an 
employee should attempt to obtain the exemption by showing bank identification 
and thereby claiming the exemtpion. If this is not acceptable to the hotel, the 
employee should pay the tax and explain the circumstances in his voucher. 
Laundry and valet services 

19. Expenses incurred for laundry and valet services will be reimbursed. When 
incurred on a trip of less than 5 days, an explanation of the need for such expense 
should be included in the employee's expense voucher. 

Tips 
20. In addition to reimbursement for meal tips as provided in paragraph 16, 

other customary tips (e.g., to hotel, railroad, air terminal, and airport porters) 
incurred while traveling on bank business will be reimbursed. 
Communications 

21. Cost of communications (e.g., telegrams, telephone calls, and postage) 
incurred while traveling on bank business will be reimbursed. 
Expenses of employees1 wives 

22. Expenses of employees' wives will not be paid by the bank except when 
they participate in official entertainment of representatives of foreign govern
ments and foreign central banks. An employee traveling on bank business and 
accompanied by his wife should not include in his travel voucher expenses 
incurred on her behalf. Where charges for an employee and his wife are 
combined, he should include in his voucher only the rate at which single accom
modations could have been obtained were he traveling alone. 
Reimbursement of entertainment and certain other expenses 

23. Reimbursement will be made for the cost of official luncheons and dinners 
and expenses incident thereto for bank visitors (whether or not connected with 
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the Federal Reserve System) who are being entertained as the bank's guests, 
with the understanding that the per capita costs should be reasonable. To sup
port the reasonableness of such cost, an explanation should be furnished in any 
case where the entertainment consists of incidental expense (as distinguished 
from actual food cost) and exceeds $10 for any 1 day. All items of expense must 
be supported by a listing of the names and business affiliations of the persons 
entertained. Expenses should not be incurred for theater tickets, greens fees, 
or similar items, except that the bank will pay the cost of theater tickets in con
nection with the entertainment of representatives (and their wives) of foreign 
governmens and foreign central banks. 

24. Officers and special representatives will be reimbursed for their own greens 
fees and caddy fees if incurred when playing golf with representatives of other 
banking institutions or business organizations while attending a convention or 
meeting as this bank's representatives. 
Accounting for travel and entertainment expenses 

Domestic travel expense voucher 
25. The bank's domestic travel expense voucher, form expenses 53, should be 

used by an employee to record domestic travel expenses and entertainment ex
penses in the course of travel in order to obtain reimbursement or to account for 
funds advanced to defray such expenses. When an expense voucher includes an 
expense that is unusual in amount or nature, a full explanation of the expense 
should be submitted with and made a part of the expense voucher. The bank's 
debit ticket, miscellaneous 24, should be used to account for other expenses. 

26. An employee who receives from the bank reimbursement or allowances for 
expenses for travel away from home or for entertainment, or who charges such 
expenses directly or indirectly to the bank, should record on the travel expense 
voucher or debit ticket, at or near the time of such expenditure, information 
sufficient to establish the following: 

(a) amount of the expenditure,1 

(o) time and place of travel or entertainment, 
(c) business purpose of the expenditure, and 
(d) business relationship of persons entertained. 

27. In general, each separate payment should be treated as a separate expendi
ture and, therefore, the information required under paragraph 26 should be 
recorded with respect to each payment. Some items, however, may be com
bined—expenditures incidental to travel may be combined on a daily basis in 
reasonable categories, such as for meals, for telephone and telegraph messages, 
or for taxi fares. 

28. With respect to domestic travel and entertainment expenses, the informa
tion required under paragraph 26 may be recorded on the travel expense voucher 
or debit ticket that is filed with the bank, provided the information is recorded 
at or near the time of the expenditure. To the extent that such information is 
not so recorded directly on the voucher or debit ticket that is filed with the bank, 
it should be recorded at or near the time of the expenditure in an account book, 
diary, statement of expenses, or other similar record.2 In the latter case, the 
voucher or debit ticket that is subsequently filed with the bank should be pre
pared from, and should constitute a transcription of, such a record. 

Foreign travel expense voucher 
29. With respect to expenses for travel outside the continental United States, 

the information required under paragraph 26 should be recorded on travel 
expense voucher form expenses 53A, in the manner prescribed in a memo
randum, available in the disbursing division, accounting department, relating 
to such travel. The memorandum also contains information on insurance pro
vided by the bank for such foreign travel. Officers and employees should request 
a copy in advance of their departure. 

Expenses requiring documentation 
30. In all cases, documentary evidence is to be filed with the bank to support 

(a) all expenditures for lodging while traveling away from home, and (o) any 
other expenditure of $25 or more in connection with travel or entertainment, 

1 Employees receiving a fixed mileage allowance for transportation expenses while travel
ing away from home need not record the amount of each expenditure for such transporta
tion, provided that the time, place, and business purpose of the travel are recorded. a Information contained in a receipt or paid bill would constitute such a record. 
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except that where such evidence is not readily available for transportation 
charges it will not be required. A receipt, paid bill, or similar evidence to 
support an expenditure constitutes documentary evidence for these purposes. 
Effect of this 'bulletin on previous bulletins and memorandum 

31. This bulletin supersedes Operating Bulletin No. 32, revised effective August 
1, 1957, as amended by the first through fourth Supplements thereto, dated 
October 23,1957, May 18,1961, May 23,1962, and November 29,1962, respectively; 
Bulletin No. 9784 dated July 29,1963, on travel and entertainment expenses; and 
Mr. Kimball's memorandum to all vice presidents dated March 25, 1953* on 
official expenses incurred by officers. 

[Superseded by Operating Bulletin No. 32, revised Mar. 24, 1964] 

OPERATING BULLETIN No. 32 

(Revised Aug. 1, 1957) 

SUBJECT : TRAVEL ON BANK BUSINESS 

Policy on reimbursement for travel expenses 
1. The bank's policy is to reimburse employees traveling on bank business for 

reasonable expenses actually incurred. As an aid in determining the reason
ableness of certain travel expenses, this bulletin contains provisions governing 
the usual kinds of travel expense. When an expense voucher or ticket includes 
an expense that is unusual in amount or nature, a full explanation of the expense 
should be submitted with and made a part of the expense voucher or ticket. 
Transportation expenses 

2. An employee traveling on bank business will be reimbursed for actual trans
portation expenses necessitated by the trip to the extent that they are not covered 
by his commutation ticket. An employee ordinarily should not use a taxi in 
New York City, except that if he resides in the city he may use a taxi between 
his home and the nearest bus or subway station. 

By railroad 
3. Employees traveling overnight by railroad should occupy roomettes or single 

bedrooms. Two employees traveling together may occupy a double bedroom or, 
if such accommodation is not available, a compartment. The use of extra fare 
trains is not considered appropriate when other accommodations are available. 

4. The bank has entered into a rail travel card arrangement under which 
employees who regularly and frequently travel by railroad in connection with 
their work may obtain a rail travel card. The card will enable an employee 
traveling on a participating railroad to charge the cost of railroad (except com
mutation) tickets and pullman accommodations; although dining car service 
is also chargeable, the service should be paid for in cash and claimed in an 
expense voucher. (The names of participating railroads may be obtained from 
the purchasing division, planning department.) If a rail travel card is de
sired for an employee, an officer of the function to which the employee is as
signed should send a written request for it to the purchasing division. The card 
should not be used to purchase tickets for personal use. 

5. In the event a rail travel card is lost the purchasing division should be noti
fied, in writing, of the loss as promptly as possible. 

By avr 
6. While the bank does not require or suggest that employees traveling on 

bank business travel by air, such means of transportation is permissible and 
should be confined to regularly scheduled flights. In getting to and from an air
port, an employee should use the regular airline coach service to the extent pos
sible. If an employee finds upon arrival at an airport that his flight has been 
canceled and he wishes to return to the airline terminal, he should ask the air
line office to provide free transportation back and to reimburse him for the 
cost of the trip to the airport. If for some reason he is unable to obtain re
imbursement then and there, he should include the cost of transportation to 
and from the airport in his travel voucher, with a statement that he did not ob
tain reimbursement for these expenses. The airline will honor a claim for 
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these expenses if submitted within 45 days of the canceled flight; the voucher 
skould therefore be filed promptly. In such instances, the disbursing and 
tabulating division, accounting department, will file the claim for these expenses. 

7. The bank has subscribed to the universal air travel plan under which 
employees who desire to travel by air may obtain an air travel card when 
this form of transportation is regularly and frequently used. If an air travel 
card is desired for an employee, an officer of the function to which the em
ployee is assigned should send a written request for it to the purchasing divi
sion, planning department. 

8. In the event an air travel card is lost the purchasing division should be 
notified, in writing, of the loss as promptly as possible. 

9. If a change in plans makes it necessary to cancel an airline reservation 
for which a ticket has been purchased, the airline should be informed immedi
ately. An employee who has an airline reservation for a flight (return or other
wise) from a city other than New York in which he stays overnight for 12 
hours or more should reconfirm his reservation at least 6 hours before the sched
uled departure of that flight; the airline will cancel reservations that are not re
confirmed within that time. Reconfirmation consists of advising the airline 
that you are in the city of departure and intend to use your reservation. 

By car 
10. An employee, with the advance approval of an officer of his department, 

may use his own car in traveling on bank business. He will be reimbursed 
for the use of his car at the rate of 9 cents per mile traveled, plus toll and 
parking charges. Although the bank carries insurance for liability to third 
parties for personal injuries and property damage arising out of the use by an 
employee of his own car on bank business (see par. 2 of Operating Bulletin 
No. 14), it is expected that the employee will also carry his own liability 
insurance for personal injuries and property damage to third parties. The bank 
will not be liable for, and does not insure itself against, any claim by an em
ployee for property damage sustained by him in the use by him of his own 
car on bank business. 

11. Employees who are authorized to operate bank-owned cars on bank business 
will be reimbursed for expenses incurred in the operation of the car, including 
toll charges and garage rental. Receipts for repair charges should be submitted 
with the travel voucher. 
Transportation taw 

12. Federal Reserve banks are exempt from the Federal tax on transporta
tion. To obtain the exemption, however, it is necessary to present a tax exemp
tion certificate (Treasury Department Form 731 of the Internal Revenue Service) 
to the transportation company. Accordingly, any employee incurring transporta
tion expenses which are to be absorbed by the bank should execute a tax exemp
tion certificate for delivery to the transportation company at the time the trans
portation is purchased, except, however, that an employee need not present a 
certificate when using a rail travel card to obtain transportation because the 
bank will present the tax exemption certificate when it pays the bill for the 
transportation. A supply of certificate forms may be obtained from the purchas
ing division, planning department. If the bank is to be reimbursed for the 
expenses of the trip by a department or agency of the United States, no exemption 
should be claimed. 
Laundry and valet services 

13. Expenses incurred for laundry and valet services will be reimbursed only 
when incurred on a trip lasting 5 days or longer. 
Meal charges 

14. Although there is no definite limitation on the amount of meal charges, 
care should be exercised to keep such charges reasonable. Meal tips should not 
exceed 15 per cent of meal charges. Employees traveling on bank business in 
the Borough of Manhattan, south of Foley Square, during the luncheon period 
on any day when the bank is open for business will not be entitled to reimburse
ment for luncheon expenses. 
Hotel accommodations 

15. There is no definite limitation on the amount of hotel room charges, but 
every effort should be made in advance to obtain a room at a reasonable rate. 
When a stay at any one place will be for 1 week or longer, rates based upon 
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the length of stay should be obtained. Hotel bills should be submitted with 
travel vouchers. No payment can be made by the bank if the employee makes 
personal arrangements for overnight lodging instead of using hotel accommoda
tions. 
Tax on the occupancy of hotel rooms 

16. The occupancy of hotel rooms in New York City and Binghamton, N.Y., and 
in the District of Columbia, by employees of the bank in connection with the 
performance of their official duties, and who are reimbursed for that expense 
by the bank, is exempt from the occupancy tax imposed by those cities and 
by the District of Columbia, and therefore the tax should not be included in the 
travel voucher. To obtain the exemption from the tax in New York City and 
Binghamton, N.Y., an employee incurring expenses for hotel occupancy in those 
cities should execute an exemption certificate for delivery to the hotel at the time 
of registration. Exemption certificate forms for the city of Binghamton have been 
furnished to all hotels in that city and are available upon request at the time 
of registering at the hotel; exemption certificate forms for hotels in New York 
City may be obtained from the purchasing division, planning department. To 
obtain the exemption from the tax in the District of Columbia, an employee should 
register at one of the hotels in the District of Columbia with which arrange
ments have been made for the presentation of a letter that in effect obtains the 
exemption. The names of the hotels with which arrangements have been made 
and a copy of the form of the letter may also be obtained from the purchasing 
division, planning department. 

Tips 
17. Customary tips to hotel and railroad porters will be reimbursed. 

Telegrams, telephone calls, and postage 
18. Cost of telegrams, telephone calls, and postage incurred on bank business 

will be reimbursed. 
Traveling with wife 

19. An employee traveling on bank business and accompanied by his wife should 
not include in his travel voucher any expense incurred on behalf of his wife. He 
should include in his voucher for overnight Pullman fares only the cost of a 
single bedroom, and should include for hotel accommodations only the rate at 
which a single room could have been obtained at the same hotel. (The rate for 
the single room should not exceed the average of any range of rates of single 
rooms at that hotel.) 
Reservations 

20. The purchasing division, planning department, will handle the reservation 
and purchase, or either, of transportation tickets, hotel accommodations, theater 
and broadcast tickets, and travelers checks, for representatives of member banks, 
other Federal Reserve banks, the Board of Governors of the Federal Reserve 
System, and officers and employees of this bank in connection with bank business. 
Arrangements have been made to obtain hotel accommodation in Washington, 
D.C., through the offices of the Board of Governors of the Federal Reserve Sys
tem ; employees needing such accommodations are requested to arrange for them 
through the purchasing division, planning department. 
Refunds on unused Pullman tickets 

21. The Pullman Co. has adopted certain rules governing refunds on unused 
Pullman tickets. In general, the rules applicable to trips originating in the 
northeastern section of the country permit refund if the space has been released 
any time before the day of train departure, or 2 days before the day of departure 
of a train leaving between midnight and 5 a.m. (if, however, the space has been 
released not later than 1 hour before traintime, the ticket may be exchanged for 
accommodations between the same or more distant points on the same railroad 
for a trip starting within 7 days). Exceptions are made to the rules governing 
refunds under unusual circumstances such as train annulment, late arrival of a 
connecting train, or an error in issuance of tickets. For Pullman tickets for 
certain trips to or from Florida, a full refund is authorized only if the accommoda
tions are canceled not later than the third day before departure. Additional 
information regarding Pullman reservations can be obtained from the reservation 
clerk in the purchasing division, planning department. 
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22. An employee who desires to obtain a refund on a Pullman ticket he holds 
may obtain the refund personally, or he may turn in the ticket to the purchasing 
division, planning department, if time permits. If an employee is unable to 
obtain a refund within the applicable time limit on a Pullman ticket that he 
has purchased, he should report that fact on the travel voucher, and attach the 
ticket and a written explanation. If the unused ticket was purchased by the pur
chasing division, and refund cannot be obtained in time, the employee should 
return it to the purchasing division with a brief written explanation attached. 
Travel expenses outside of the continental United States 

23. The expenditures section, disbursing and tabulating division, accounting 
department, has available a memorandum containing instructions on the prepara
tion of expense vouchers covering travel outside the continental United States on 
bank business and also containing information on insurance provided by the bank 
for foreign travel outside the continental United States and Canada. Officers 
and employees should request a copy in advance of their departure. 
Effect of this oulletin on previous "bulletins 

24. This bulletin supersedes Operating Bulletin 32, revised effective August 1, 
1953, and the first and second supplements thereto, dated March 15, 1954 and 
March 14,1956, respectively. 

[Superseded by Operating Bulletin No. 32, revised Mar. 24, 1964] 

OCTOBER 23, 1957. 

FIRST SUPPLEMENT TO OPERATING BULLETIN NO. 32 

(Revised August 1, 1957) 

SUBJECT: TRAVEL ON BANK BUSINESS 

The commercial airlines recently have adopted a regulation imposing a $3 
"no-show" penalty for failure to use an airline reservation that has not been 
canceled. Accordingly, paragraph 9 of Operating Bulletin No. 32, revised Au
gust 1,1957, is hereby revised to read as follows: 

"9. If a change in plans makes it necessary to cancel an airline reservation 
for which a ticket has been purchased, the airline should be informed immedi
ately. Failure to use an uncancelled reservation will result in the assessment 
of a $3 "no-show" penalty by the airline. An employee who has an airline 
reservation for a flight (return or otherwise) from a city other than New York 
in which he stays overnight for 12 hours or more should reconfirm his reserva
tion at least 6 hours before the scheduled departure of that flight; the airline 
will cancel reservations that are not reconfirmed within that time. Reconfirma
tion consists of advising the airline that you are in the city of departure and 
intend to use your reservation. 

[Superseded by Operating Bulletin No. 32, revised Mar. 24, 1964] 

MAY 18, 1961. 

SECOND SUPPLEMENT TO OPERATING BULLETIN NO. 32 

(Revised August 1, 1957) 

SUBJECT : TBAVEL ON BANK BUSINESS 

The practice by commercial airlines of imposing a $3 no-show penalty for 
failure to use, an airline reservation has been discontinued. Accordingly, para
graph 9 of Operating Bulletin No. 32, revised August 1, 1957, as amended by the 
first supplement thereto, dated October 23, 1957, is hereby further amended to 
read as follows: 

"9. If a change in plans makes it necessary to cancel an airline reservation 
for which a ticket has been purchased, the airline should be informed immedi
ately. An employee, who has an airline reservation for a flight (return or other
wise) from a city other than New York in which he stays overnight for 12 hours 
or more should reconfirm his reservation at least 6 hours before the scheduled 
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departure of that flight; the airline will cancel reservations that are not re
confirmed within that time. Reconfirmation consists of advising the airline that 
YOU are in the city of departure and intend to use your reservation." 

[Superseded by Operating Bulletin No. 32, revised Mar. 24,1904] 

MAY 23,1962. 

THIRD SUPPLEMENT TO OPERATING BULLETIN NO. 32 

(Revised August 1, 1957) 

SUBJECT: TRAVEL ON BANK BUSINESS 

The commercial airlines adopted as of May 1, 1962 (1) a no-show compensa
tion plan imposing a penalty of not less than $5 nor more than $40 for failure 
to use an uncanceled airline reservation, and (2) a denied-boarding compensation 
plan providing a payment to holders of confirmed flight reservations who are 
not accommodated. Accordingly, paragraph 9 of operating bulletin No. 32, re
vised August 1, 1957, as amended by the first supplement thereto dated October 
23, 1957, and the second supplement thereto dated May 18,1961, is hereby further 
amended to read as follows: 

"9. If a change in plans makes it necessary to cancel an airline reservation for 
which a ticket has been purchased, the airline should be informed immediately. 
Failure to use an uncanceled airline ticket will result in the assessment of a 
$5-$40 no-show penalty by the airline. The ticket for the canceled flight should 
be presented for refund or reuse before the scheduled flight departure, if possi
ble. If not, written evidence of the cancellation must be presented with the 
ticket to avoid the no-show penalty. A cancellation form will be issued by the 
airline when the cancellation is made in person at a ticket counter without pres
entation of the ticket or mailed by the airline when the cancellation is made by 
telephone. An employee who has an airline reservation for a flight (return or 
otherwise) from a city other than New York in which he stays overnight for 12 
hours or more should reconfirm his reservation at least 6 hours before the 
scheduled departure of that flight. Reconfirmation consists of advising the air
line that you are in the city of departure and intend to use your reservation. 
A holder of a confirmed or reconfirmed reservation who is not accommodated 
should indicate this on his expense voucher because, under certain conditions, a 
payment will be made by the airline. If the payment is made directly to the 
employee, he should list it on his expense voucher as a receipt." 

[Superseded by Operating Bulletin No. 32, revised Mar. 24, 1964] 

NOVEMBER 29,1962. 

FOURTH SUPPLEMENT TO OPERATING BULLETIN NO. 32 

(Revised August 1, 1957) 

SUBJECT: TRAVEL ON BANK BUSINESS 

Effective November 16, 1962, the Federal tax on transportation has been 
changed in the following respects: The tax on transportation by railroad or bus 
has been repealed, thereby making it unnecessary to file exemption certificates 
for this type of transportation; and the tax on transportation by air has been 
reduced from 10 to 5 percent, making it necessary for employees traveling on 
bank business by air to continue filing exemption certificates when this type of 
transportation is purchased. To reflect this change, paragraph 12 of operating 
bulletin No. 32, Revised August 1, 1957, is hereby amended to read as follows: 

"12. Federal Reserve banks are exempt from the Federal tax on transportation 
by air. To obtain the exemption, however, it is necessary to present a tax exemp
tion certificate (Treasury Department Form 731 of the Internal Revenue Service) 
to the airline office. Accordingly, any employee incurring air transportation ex
penses on behalf of the bank that are not reimbursed by a department or agency 
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•of the United States should execute a tax exemption certificate for delivery to 
the airline office at the time the transportation is purchased. A supply of cer
tificate forms may be obtained from the purchasing division, planning depart
ment. If the bank is to be reimbursed for the expenses of the trip by a depart
ment or agency of the United States, no exemption should be claimed." 

E Superseded by Operating Bulletin No. 32, revised Mar. 24, 1&G4] 

BUJLLETIN No. 9784 
JULY 29, 1963. 

To: Officers, chiefs, assistant chiefs, and supervisors. 
Prom: H. H. Kimball, vice president. 
Subject: Travel and entertainment expenses. 

Under the 1962 amendments to the Internal Revenue Code relating to expendi
tures for business travel, entertainment, and gifts, the Internal Revenue Service 
issued new regulations governing the substantiation and recording of such ex
penses for tax purposes. To conform our procedures to the regulation, the 
following changes are being adopted: 

1. The bank's travel expenses voucher, exp. 53, for domestic travel and 
entertainment expenses, and the bank's memorandum relating to foreign 
travel are being revised to make provision for the required information. The 
bank's debit ticket, misc. 24, will continue to be used to account for certain 
entertainment expenses and for other purposes. 

2. Officers or employees who receive from the bank amounts as advances, 
reimbursements, or allowances (including those charged directly or in
directly to the bank) for expenses for travel away from home or for enter
tainment should record, at or near the time of such expenditure, information 
sufficient to establish the following: 

(a) amount of the expenditure,1 

(&) time and place of travel or entertainment, 
(c) business purpose of the expenditure, and 
(d) business relationship of persons entertained. 

3. With respect to domestic travel and entertainment expenses, the in
formation required under 2 above may be recorded on the travel expenses 
voucher or debit ticket that is filed with the bank, provided the information 
is recorded at or near the time of the expenditure. To the extent that such 
information is not so recorded directly on the voucher or debit ticket that 
is filed with the bank, it should be recorded at or near the time of the ex
penditure in an account book, diary, statement of expenses, or other similar 
record.* In the latter case, the voucher or debit ticket that is subsequently 
filed with the bank should be prepared from, and should constitute a tran
scription of, such a record. 

4. With respect to foreign travel expenses, the required information should 
be similarly recorded in the manner prescribed in the memorandum relating 
to foreign travel referred to above. 

5. In all cases, documentary evidence is to be filed with the bank to sup
port (a) all expenditures for lodging while traveling away from home, and 
(&) any other expenditure in connection with travel or entertainment of $25 
or more, except that where such evidence is not readily available for trans
portation charges it will not be required. A receipt, paid bill, or similar 
evidence to support an expenditure constitutes documentary evidence for 
these purposes. 

6. In general, each separate payment should be treated as a separate 
expenditure, and, therefore, the information required under 2 above should 
be recorded with respect to each payment. Some items, however, may be 
combined; expenditures incidental to travel may be combined on a daily 
basis and in reasonable categories, such as for meals, for telephone and tele
graph messages, or for taxi fares. 

* Officers or employees receiving a fixed mileage allowance for transportation expenses 
while traveling away from home need not record the amount of each expenditure for such 
transportation, provided that the time, place, and business purpose of the travel are 
recorded. 

* Information contained in a receipt or paid bill would constitute such a record. 
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Our legal department has ascertained that under the new regulations an officer 
or employee in computing tax liability need not report on his Federal income 
tax return the amount of expenses for travel or entertainment incurred by him 
on bank business and paid by the bank directly or indirectly through reimburse
ments, advances, allowances, or otherwise if (1) he makes an accounting of such 
expenses to the bank in accordance with the rules set forth above, and (2) the 
total amount so paid by the bank is equal to the travel and entertainment ex
penses he incurs on bank business. 

Operating Bulletin No. 32, "Travel on Bank Business," will be revised to reflect 
the provisions of this bulletin. 

If you have questions regarding entertainment or travel expenses, you may 
wish to contact our legal department. 

Please bring this bulletin to the attention of all employees under your super
vision who may be affected by it. 

[Superseded by Operating Bulletin No. 32, revised Mar. 24,1064] 

MARCH 25, 1953. 
To: All vice presidents. 
From: H. H. Kimball. 
Subject: Official expenses incurred by officers. 

This memorandum supersedes my memorandum to you dated November 2,1951, 
on the above subject. It does not make any changes in the policies set forth in 
that memorandum, but it reflects the change currently being made in Operating 
Bulletin No. 6 regarding signing of tickets, and contains some changes in lan
guage to clarify certain points. 

Will you please send one of the attached extra copies to each other officer in 
your function. Section 3, relating to entertainment expenses, applies to both 
officers and employees and it would be appreciated if you would make appropriate 
distribution of that information to the staff of your function. 
1, General 

The policy of the bank is to reimburse officers traveling on bank business for 
reasonable expenses actually incurred. There are no fixed dollar limitations on 
specific types of expenses, but the information set forth in the following sections 
is intended to assist officers in determining the reasonableness of expenses. 
Whenever expenditures exceed such guides, a full explanation should be sub
mitted with the travel voucher or expense ticket. Operating Bulletin No. 6 sets 
forth the requirements of the bank with respect to signing of tickets relating to 
expenses incurred by officers. 

Expenses of officers' wives will not be paid by the bank except when they par
ticipate in official entertainment of visiting representatives of foreign govern
ments or foreign banks. Officers traveling on bank business accompanied by 
their wives should include in their vouchers as overnight pullman fares only the 
cost of a roomette and should include for hotel accommodations only the rate at 
which a single room could have been obtained at the same hotel. (The rate for 
such single room should not exceed the average of any range of rates at that 
hotel and should be supported by information furnished by the hotel.) 

Officers extending a business trip to include additional travel, for personal 
reasons, will be reimbursed only for expenses which would have been incurred 
had the trip been confined to official business. 
2, Travel expenses within the continental United States 

(a) Transportation expenses,—Single travelers should occupy roomettes or 
single bedrooms. Two persons traveling together may occupy a double bed
room or, if that is not available, a compartment. The use of extra-fare trains is 
not considered appropriate when other accommodations are available. Each 
taxi fare should be listed separately and identified by entries on the travel 
voucher form under the headings "To" and "From." Instead of submitting 
stubs for pullman fares, such fares should be stated on the voucher form sepa
rately from other transportation charges. 

(o) Hotel accommodations,—Hotel bills should be submitted with travel vouch
ers. No payment can be made by the bank if the traveler makes personal 
arrangements for overnight lodging instead of using hotel accommodations. 

(c) Taxes,—Taxes on transportation are not reimbursable and should not be 
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shown on vouchers except in cases where the bank is to be reimbursed for trans
portation by a department or agency of the U.S. Government (other than the 
Reconstruction Finance Corporation). In connection with railroad transporta
tion, tax-exemption certificates (Treasury Department form 731 of the Internal 
Revenue Service) are available in the Purchasing Division of the Planning De
partment and should be used. Operating Bulletin No. 32, as amended, indicates 
the procedure necessary in cities where there is a tax on the occupation of hotel 
rooms such as Washington, Binghamton, and New York City. 

(d) Meal charges.—There is no definite limitation on the amount of meal 
charges, but particular care should be exercised to keep such charges reason
able and the voucher should indicate for each day the number of meals covered 
by the expenditure. Meal charges for guests should be included under "Enter
tainment expenses" and the name and business affiliation of each guest should 
be listed. 

(e) Operating Bulletin No. S2.—The provisions of Operating Bulletin No. 32 
covering travel expenses of employees are applicable to officers in the following 
respects: 

(i) Basis of reimbursement and travel in the officer's own car, and 
(ii) Limitation of reimbursement for laundry and valet services to trips of 

5 days or longer. 
5. Entertainment expenses 

As a result of a discussion of entertainment expenses at the meeting of the 
officers council on January 14,1948, it is the policy of the bank to pay the cost of 
official luncheons and dinners and expenses incident thereto for visitors (whether 
or not connected with the Federal Reserve System) with the understanding that 
the per capita costs should be reasonable and that expenses should not be in
curred for theater tickets, greens fees, or similar items of entertainment. To 
support the reasonableness of such cost, an explanation should be furnished in 
any case where the entertainment consists of incidental expenses (as distin
guished from actual food cost) and exceeds $10 for any one day. All items of 
entertainment expense must be supported by a listing of the names and business 
affiliations of the persons entertained. 

Officers are entitled to reimbursement for their own greens fees and caddy 
fees if incurred (a) in participating with representatives of other banking 
institutions or business organizations and (o) in connection with a convention 
or meeting at which official attendance is appropriate. 

The bank will pay the cost of theater tickets used in connection with the 
entertainment of representatives (including their wives) of foreign governments 
and foreign central banks. 
4. Travel expenses outside of the continental United States 

The accounting department has prepared a memorandum covering the prep* 
aration of vouchers representing the cost of travel outside of the continental 
United States. A copy will be furnished on request to any officer in advance of 
such a trip. The same form of memorandum should be obtained for any em
ployee in advance of his traveling abroad on bank business. 
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FEDERAL RESERVE BANK OP NEW YORK, 
New York, NS., April U, 1964. 

Hon. WRIGHT PATMAN, 
House of Representatives, Washington, D.C. 

DEAR MR. PATMAN : In the course of my testimony before the Subcommittee on 
Domestic Finance on February 3, you asked me the following question: 

"The Federal Reserve Act requires that records be kept of any meeting between 
Federal Reserve officials and representatives of foreign central banks. Do you 
keep such records ? If so, where are they ?" 

I assume that in asking this question you had in mind section 14(g) of the 
Federal Reserve Act which states in part: 

"The Board of Governors of the Federal Reserve System shall exercise special 
supervision over all relationships and transactions of any kind entered into by 
any Federal Reserve bank with any foreign bank or banker, or with any group 
of foreign banks or bankers, and all such relationships and transactions shall be 
subject to such regulations, conditions, and limitations as the Board may pre
scribe. * * * A full report of all conferences or negotiations, and all under
standings or agreements arrived at or transactions agreed upon, and all other 
material facts appertaining to such conferences or negotiations, shall be filed 
with the Board of Governors of the Federal Reserve System in writing by a duly 
authorized officer of each Federal Reserve bank which shall have participated in 
such conferences or negotiations." 

Pursuant to section 14 of the act, the Board has issued its regulation N en
titled "Relations with Foreign Banks and Bankers." Section 214.2 of that 
regulation requires each Federal Reserve bank to submit to the Board full in
formation concerning all existing relationships and copies of all written agree
ments. It further requires that: 

"Each Federal Reserve bank shall also keep the Board of Governors of the 
Federal Reserve System promptly and fully advised of all transactions with any 
foreign bank or banker or with any group of foreign banks or bankers or with any 
foreign state, except transactions of a routine character." 

Section 214.3 of regulation N establishes rules for "conferences and negotia
tions with foreign banks, bankers or states" and provides in part as follows: 

"(a) Without first obtaining the permission of the Board of Governors of the 
Federal Reserve System, no officer or other representative of any Federal Reserve 
bank shall conduct negotiations of any kind with the officers or representatives 
of any foreign bank or banker or any group of foreign banks or bankers of any 
foreign state, except communications in the ordinary course of business in con
nection with transactions pursuant to agreements previously approved by the 
Board of Governors of the Federal Reserve System. Any request for the Board's 
permission to conduct any such negotiations shall be submitted in writing and 
shall include a full statement of the occasion and objects of the proposed 
negotiations. 

"* * * 
"(c) A full report of all such conferences or negotiations and all understand

ings or agreements arrived at or transactions agreed upon and all other material 
facts appertaining to such conferences or negotiations shall be filed with the Board 
of Governors of the Federal Reserve System in writing by a duly authorized officer 
of each Federal Reserve bank which shall have participated in such conferences 
or negotiations, including copies of all correspondence appertaining thereto." 

Pursuant to the requirements of section 14(g) of the act and of regulation N 
this bank files with the Board a full report, including copies of all correspond
ence, with regard to each understanding or agreement arrived at, and each 
transaction agreed upon, which is subject to the approval of the Board of Gov
ernors. This is done, for example, with respect to the opening of new accounts 
for foreign central banks, to the opening of accounts abroad, and to loans to 
foreign central banks against gold earmarked in our vaults. Before the Board 
takes action on matters of this nature which require its approval, it receives 
from this bank full documentation in the form of copies of memorandums, cables 
and correspondence. 
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In addition, we file with the Board full reports in writing concerning all negoti
ations conducted with foreign visitors that may lead to transactions outside the 
scope of operations covered by permission previously granted by the Board. As 
indicated by the provisions of regulation N which I have quoted above, the 
Board has interpreted section 14(g) of the act as not requiring the keeping and 
filing with the Board of reports of transactions of a routine character, or of com
munications in the ordinary course of business in connection with transactions 
pursuant to agreements previously approved by the Board. 

In early 1962 a program of System operations in foreign currencies was in
stituted. In initiating such program, Regulation N was amended, effective 
February 13, 1962, to regulate, as contemplated by the Federal Reserve Act, the 
opening and maintenance by Federal Reserve banks of accounts with foreign 
banks, and to provide that negotiations and agreements, contracts, or under
standings entered into by a Federal Reserve bank with foreign banks were to be 
subject to such authorizations, directions, regulations, and limitations as might 
be prescribed by the Federal Open Market Committee to the extent necessary to 
effectuate the conduct of open market transactions by the Federal Reserve banks 
through such foreign accounts. 

In accordance with the provisions of section 214.5 of Regulation N, and the 
provisions of the Federal Open Market Committee's Guidelines for System For
eign Currency Operations and its Authorization Regarding Open Market Transac
tions in Foreign Currency (approved on February 13, 1962, and amended on 
November 13,1962, and on May 28,1963, to provide, among other things, expressly 
for reciprocal currency arrangements on a standby basis; see 1962 Annual Report 
of the Board of Governors, pp. 57-63,103-4, and 1963 Annual Report of the Board 
of Governors, p. 84), the Vice President of the Federal Reserve Bank of New York 
who serves as Special Manager of the System Open Market Account for Foreign 
Currency Operations, sends to each member of the Board of Governors and to 
each of the other members of the Federal Open Market Committee, and to certain 
other persons, a weekly written report covering operations in foreign currencies 
and foreign exchange market conditions and, prior to each meeting of the Federal 
Open Market Committee, a written report covering such operations and market 
conditions since the time of the last meeting; and at each meeting of the com
mittee the Special Manager makes an oral report regarding foreign currency 
matters, which is reflected in the minutes of the meeting.. In addition to the 
foregoing, the Federal Reserve Bank of New York furnishes daily reports, and 
copies of correspondence and cables relating to these operations to a staff member 
of the Federal Open Market Committee designated by the latter to receive such 
material, who is also a member of the staff of the Board of Governors. 

I am sending a copy of this letter, which I would like to have inserted in the 
record of the current hearings, to each member of the Subcommittee on Domes
tic Finance, for his information. I hope that it will be of some assistance to 
you and to the members of the subcommittee. 

Yours sincerely, 
ALFRED HAYES, President 
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EXTEEME DEOPOFF IN DISCOUNTING OF COMMEECIAL 
PAPEE BY FEDEEAL EESEEVE BANKS 

(Staff Analysis) 

When the Federal Eeserve System was established in 1913, dis
counting was deemed to be one of its most important functions. Its 
founders believed that the availability of additional funds when 
needed through the discounting of commercial paper from member 
banks would do away with the rigidity that had contributed to recur
rent breakdowns in the banking system. 

In the 50 years of the System's existence, however, there has been 
a startling dropoff in its discounting operations. During 1963, earn
ings from discounts and advances were less than 1 percent of the Sys
tem's entire earnings. Earnings derived from the System's portfolio 
of U.S. Government securities amounted to about 99 percent of total 
income. 

It is estimated that only one out of five member banks used the dis
count window during the past year. Tabulations supplied by the 12 
Federal Eeserve banks show the extent to which member banks dis
counted commercial paper at their Eeserve banks during 1963. 

FEDERAL RESERVE BANK OF BOSTON, 
February 20,1964. 

Hon. WRIGHT PATMAN, 
Chairman, Committee on Banking and Currency, Longworth House Office 

Building, Washington, D.C. 
DEAR MR. PATMAN : In accordance with the request contained in your letter 

of February 14, there is enclosed a listing of the banks accommodated at the 
discount window by the Federal Reserve Bank of Boston during the year 1963. 

Your letter was quite specific in indicating that the listing should conceal the 
names of banks, and in this we concur heartily. However, there are many 
communities and even a few counties in which there are only one or two mem
ber banks, and to identify the post office and county, as requested in your letter, 
would, in effect, be tantamount to identifying the individual banks. Accord
ingly, the listing we have prepared does not identify the city and/or the county 
if it would be possible from such a listing to interpret the borrowing of an 
individual member bank. These banks are listed separately at the end of the 
tabulation without such revealing identification. 

Sincerely, 
GEORGE H. EIXIS, President. 
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Reply to inquiry of Committee on Bankingr and currency re number of banks 
accommodated under the category of "Discounts and Advances" in 196S (in 
all cases where there are less than 8 member banks located in a city and/or 
a county, in order to avoid identification of individual banks by interpretation 
the name of the city and/or the county is not shown) 

MASSACHUSETTS 

Bank 

1 
2 
3 
4 
5 
6 
7 
8 
9 

Town or city 

Boston 

Fall Rivera 

iniidoizizzzziizziziiir 
Springfield 

County 

Suffolk 

ZZZZZdoZZZZZZZZZZZZZZZZZ 
Bristol 

do 
do 

Hampden 

Number of 
notes * 

discounted 

19 
25 
35 

1 
15 
9 
6 
9 
5 

ALL OTHER 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Middlesex 
Worcester 
Bristol 
Plymouth » 
Norfolk 
Barnstable 
Middlesex 

do 
Suffolk 
Hampshire 
Middlesex 

do 
Bristol 
Barnstable 
Worcester 
N orf oik 
M iddlesex 
Worcester 
Berkshire 
Essex 
Hampden 
Middlesex 
Barnstable 

do 
Essex__ 

do 
Berkshire^ 

do 
Middlesex 
Norfolk 
Essex 

3 
1 
1 
2 
2 
1 
2 
3 
6 

15 
9 
2 
1 

10 
3 
1 

11 
3 
4 
1 
9 

12 
6 
4 
1 
2 
5 

18 
4 

24 
2 

* Advances secured by U.S. obligations. 
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Reply to inquiry of Committee on Banking and Currency, etc.—Continued 

MASSACHUSETTS—Continued 

Aix OTHER—Continued 

Bank 

41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 

Town or city County-

Middlesex 
Bristol 
Worcester 
Franklin 
Barnstable „ „.. 
Berkshire » 
Plymouth ,. 
Norfolk 
Essex 
Middlesex 
Bristol. . „. 

Middlesex 
do 
do 

Norfolk 
Worcester 

do 
Middlesex 

do 
Worcester 
Barnstable 

Number of 
notes * 

discounted 

9 
2 
2 

10 
2 
2 
1 
1 
2 

13 
7 
6 

12 
5 
4 
6 
3 
4 

10 
1 
5 

18 

MAINE 

63 
64 
65 
66 
67 
68 
69 
70 
71 

York 

Kennebec 
Aroostook 
York 

Aroostook 

4 
4 
3 
3 
2 
2 
6 
1 
$ 

NEW HAMPSHIRE 

Keene 
do 
do 

Manchester... 
do 

Cheshire 
do. 
do 

Hillsborough-
do 

1 Advances secured by U.S. obligations. 
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Reply to inquiry of Committee on Banking and Currency, etc,—CJontinued 

NEW HAMPSHIRE—Continued 

ALL OTHER—Continued 

Bank 

77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 

Town or city County 

Coos 
Sullivan 
Coos 

do 
Carroll 
Strafford _. 

do 
Rockingham 
Strafford _ 
Merrimack 
Rockingham 
Grafton 
Hillsborough 
Cheshire 
Belknap 

do 
Grafton 
Hillsborough 

.. do 
do 

Rockingham 
Sullivan 
Rockingham 

do -
Belknap_ 
Hillsborough 
Cheshire 

Number of 
notes 1 

discounted 

13 
11 

1 
5 
1 
2 

13 
9 

13 
3 
1 

12 
9 
5 
6 

14 
9 
1 
6 
4 
7 
6 
1 
5 
3 
5 

18 

VERMONT 

ALL OTHER 

104 
105 
106 
107 
108 
109 
110 
111 
112 
113 

Washington 
Rutland 

Washington 
do 

Addison 
Orange 
Windsor 

1 
3 
2 
5 
1 
4 

11 
1 
2 
9 

1 Advances secured by U.S. obligations. 
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Reply to inquiry of Committee on Banking and Currency, etc,—Continued 

RHODE ISLAND 

Bank 

114 
115 

Town or city 

Providence . ._ 
do 

County 

Providence 
do 

Number of 
notes * 

discounted 

1 
I 

ALL OTHER 

116 3 

CONNECTICUT 

117 
118 
119 

Hartford 
New Haven 

do 

Hartford 
New Haven 

do 

5 
a i 

ALL OTHER 

120 
121 
122 
123 
124 
125 
126 
127 

Middlesex 
New Haven 
Litchfield 
New Haven 

do 
Litchfield 

Hartford 

3 
12 
3 
9 

11 
1 
7 
5 

1 Advances secured by U.S. obligations. 
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FEDEKAL RESERVE EMPLOYEE EDUCATION 
SUBSIDIES 

Staff Study 

The U.S. Government through the Federal Reserve banks operates 
what may be the most comprehensive aid-to-education program in the 
entire Nation. Emphasis is placed in many cases on subjects related 
to banking, but not exclusively; so. It is possible for an employee of 
a Federal Reserve bank to obtain a free education from undergraduate 
school on through graduate school by virtue of his employment at the 
bank. 

An analysis of these free educational programs is quite revealing. 
All of the Federal Reserve banks select employees to attend graduate 
schools of banking. The employees receive their regular salaries 
while in attendance. The banks also pay for tuition, cost of books, 
fees, meals lodging, travel expenses and other related charges. All 
of the banks reimburse their employees for tuition and textbook costs 
relating to courses offered by the American Institute of Banking. Re
imbursement in some cases depends upon the student successfully 
completing his courses. 

Most of the banks subsidize the education of employees pursued 
after business hours at local institutions. The subsidy is usually lim
ited to payment for tuition and textbooks. Generally the courses 
taken must be approved by an official of the bank if the student is to 
obtain reimbursement of his expenses. Only one bank requires that 
the courses must be related to his work at the bank. At another bank, 
approved courses include "Introduction to Art History," "Philosophy 
of Religion," "Metropolitan Politics and Ethics," "Introduction to 
Philosophy," "English Renaissance," "Shakespeare I" and "Shake
speare II ." 

Selected students attend special courses at leading universities with 
all expenses paid by the employer bank. Other employees earn while 
they learn, also at bank expense. The programs at the New York 
bank appear to be more extensive than at other banks. Some of the 
more interesting course titles are "Civil Defense," "Food Handling 
and Supervision," "Public Relations," "Margin Practices and Margin 
Trading." The New York bank appears to have a school on its 
premises where the following courses are offered: "Job Instruction 
Training," "Job Relations Training," "Leadership Training," "Read
ing Improvement," "Supervisory Development," "Work Simplifica-
tioon," "Conference on Human Behavior," "Spanish Instruction," 
"Telephone Training," "Secretarial Training," and "Civil Defense 
Seminar." 

A chart that shows the wide variety of educational activities spon
sored by the Federal Reserve banks follows: 

2199 
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2 2 0 0 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

Educational programs of Federal Reserve tanks 

Graduate schools of banking: 
Attended by selected employees 
Bank pays for tuition, books, fees, subsistence, 

Schools attended: 
Stonier Graduate School of Banking, 

Rutgers University 
N ABAC School for Bank Audit and Con

trol, University of Wisconsin ___ 
Graduate School of Banking, University 

of Wisconsin. . . . 
ABA National Trust School, Northwest

ern University . 
Other 
Pacific Coast Banking School 

"Executive development, management develop
ment, etc., courses: 

Attended by selected employees ._ 
Bank pays for tuition, books, fees, subsistence, 

travel, etc 
Schools attended: 

Massachusetts Institute of Technology 
Society for the Advancement of Manage

ment 
Oklahoma State University.. 
Texas A. & M. University 
American Management Association 
University of California _ 
Harvard University 
University of Georgia 
Columbia University 

Interagency Bank Examination School, Federal 
Reserve Board: Bank pays for subsistence, 
travel, etc 

American Institute of Banking Courses: 
Available to all employees 
Bank reimburses employees: 

Cost of textbooks 
Membership dues 

Above reimbursements are made provided the 
employee: 

Sucessfully completes course 
Is a member of local chapter of AIB 

throughout semester.. 
Is still in bank's employ at time reim

bursement is made and has not given 
notice of intention re resign 

Is still in bank's employ at time to taking 

Local colleges, universities, and specialized 
schools, after business hours: 

Course must be approved by bank. . . . 
Course must be work-related .__ 
Course is elected by employee 
Any employee may request approval of course. 
Course must be of benefit to employee in his 

position or one which might prepare him 
for a position to which he might be logically 
promoted 

Courses leading to a bachelor's or master's 
degree are also approved for employees show
ing definite potential for progress in the bank-

Courses which will enable employees to as
sume greater Responsibility... 

Courses leading to a bachelor's degree with 
major in banking or finance 

Individual courses may be taken if -they relate 
to the work of the bank ___ 

Graduate courses for advanced degrees avail
able only to emplpyees recommended by an 
officer 

Bank reimburses employees: 
Cost of tuition 
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See footnotes at end of table. 
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Educational programs of Federal Reserve banks—Continued 

Special schools and special courses: 
Attended by selected employees _ 
Bank pays for any tuition, books, fees, sub

sistence, travel, etc __ 
Courses; 

Banking related courses at colleges and 
universities _ . .. 

Computer programing, etc__ 
Industrial health 
Maintenance and repair of bill counting 

equipment __ 
Operation and maintenance of centrifugal 

refrigeration equipment 
For varitype operators 
Repair of office machines 
Business machines 
Civil defense 
Operation and maintenance of equipment. 
Dale Carnegie. „ 
Specialized lettering 
Mechanical refrigeration . . 
Air-conditioning system repairs 
Records management . . 
Salary administration 
Job evaluation 
For training directors 
Law courses (Practicing Law Institute) 
At Center for Latin-American Monetary 

Studies in Mexico City 
Personnel interviewing 
Business administration . 
Food handlers and supervisors 
Working in selected commercial b a n k s -

members of examining staff 
Drafting 
Public relations 
Margin practices and margin trading. 
Secretarial training 

Banking seminars and lectures sponsored by AIB: 
Attended by selected employees 
Bank pays for the tickets or registration fees 

Seminars, workshops, conferences, etc., sponsored 
by other organizations: 

American Management Association 
National Industrial Conference Board 
Others.— ., 
Princeton University (industrial relations) . . 
Pace College (controls under automation). __ 
Yale Law School (legal problems of inter

national financing) 
Courses given at the bank: 

Attended by selected employees _ 
Sessions held during working hours 
Cost is borne by the bank 
Courses: 

Computer training 
Radiological instrument training ___ 
Equipment maintenance 
Job instruction training 
Job relations training __ 
Leadership training _ 
Reading improvement _ 
Supervisory development __ 
Research Institute of America Manage

ment Service 
Work simplification 
C onference on human behavior 
Spanish instruction 
Xelephone training - .. - _ 
Secretarial training ___ 
Typing and stenography skills training. __ 
Economics course (via TV) 
Civil defense seminar 
Programmed instruction 
Public speaking 
Seminars on money system, money 

market, reserves, and central banking.. 
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Educational programs of Federal Reserve banks— 

Leave of absence at one-half pay, not to exceed 
9 months, for employee to complete residence 
requirements for Ph. D. degree: 

Available to certain employees holding 
graduate degrees 

Schools attended: Harvard University (only 
1 man has participated) 

Other assistance in attaining higher degrees: In 
the field of economics, some men holding 
master's degree have been employed and later 
assisted in attaining a Ph. D. degree; expense 
has been nominal, usually the expense of thesis 
preparation and travel for thesis examination. __ 

Leave of absence with pay, not to exceed 9 months, 
for employees who have completed their quali
fying examinations for Ph. D. degree to com
plete their dissertations for doctorates: available 
to a selected and limited number of employees-

Fellowships: 
Awarded to persons not employed by the 

bank ....-.- -
Awards cover a term of about 15 months: 

Initial summer of residence (3 months) on 
a research project at the bank; award, $1,200. 

Graduate study, full-time, at a university of 
the student's choice for 1 academic year: 
Award, $3,000, plus tuition and fees 

Additional allowance of $500 for each depend
ent (wife and children) 

2d summer of residence, continuation of re
search project at the bank until comple
tion, up to 3 months; award at rate of $500 a 

An additional award of $500, payable upon 
acceptance of a completed report of the as
signed research project: 

If submitted within 1 year of completion 
of 2d summer of residence 

Prior to the end of the fellowship. _ _ 
Applicants must be nominated by depart

ments of economics or schools of business in 
universities in the bank's district which 
offer a Ph. D., or equivalent in: 

Economies, statistics, business adminis
tration, or finance 

Economics, business administration, or 

Applicants must have completed a minimum 
of 1 full academic year of graduate study, 
preferably 2 years, in economics, statistics, 
business administration, or finance. 

Applicants should have completed 2 academic 
years in graduate study in economics, busi
ness administration, or finance 

Preference will be shown to applicants who, 
by the end of the period covered by the 
award, expect to have completed the re
quirements for a doctorate 

Eesearch assignments will be on problems of 
significance to the Federal Reserve System. 

Upon termination of the fellowship, an ap
plicant may be offered employment by the 
bank but there is no obligation on the part 
of the bank to offer such employment 

Summer fellowships; description of the pro
gram was not furnished; 2 students received 
awards in 1960; none in 1961 or 1962; costs in 
1960 totaled $5,939.96 (tuition and fees, $940, 
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See footnotes at end of table. 
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Educational programs of Federal Reserve banks— 

Fellowship—Continued 
' Selection procedure: 

Applications from students nominated as 
described above are thoroughly exam
ined and screened by a committee of 3 
m the research department, headed by 
the vice president in charge. Initial 
selections are made independently by 
each of the 3 committee members, with 
the results deposited m sealed envel
opes. The selections are compared, 
and the final selection of 2 applicants 
(when 2 fellowships are to be awarded) 
is by conference of the committee. The 
successful applicants are then invited 
to visit the bank for a conference. (If 
there is any doubt, more than 2 appli
cants are invited.) After conference in 
the research department and with the 
president and 1st vice president of the 
bank, the 2 successful applicants are 
informed that the awards are official 

Applications from students nominated as 
described above are circulated to an 
advisory selection committee, member
ship on which rotates, comprised of a 
prominent educator from each of three 
universities in the bank's district. The 
committee members screen the applica
tions and meet on one day to select from 
the applicants about eight whom they 
nominate for the awards. From this 
group the bank picks not more than 4 
for the awards 

The major universities in the Midwest 
were contacted to obtain names of 
students who were doing outstanding 
work in the field of money and banking. 
In making the selection of 2 students for 
1960 from the names obtained, the Bank 
considered the previous work experience, 
the subject of their dissertation, the 
grades that they had maintained, and 
the recommendations received from 
their professors and others 

None of the fellowship recipients were 
related to bank personnel 
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i Only 50 percent is reimbursed if just the minimum passing grade is received. 
2 However, no definite commitment is made on any reimbursement beyond the course currently being 

taken. 
3 Degrees in other fields require memorandum from an officer. 

Costs of carrying out the educational programs1 

Year 

1960 
1961 ~ 
1962 

I960 
1961 
1962 

System total 

$595,223.74 
603.454 06 
652,666 05 

Atlanta 

$39,953.37 
49, 757.74 
59,898 91 

Boston 

$23,357.80 
19,360.70 
24,462.46 

Chicago 

$59,475.68 
59,305 17 
63,355 49 

New York 

$212,475.56 
228,042.15 
202,396.01 

St. Louis 

$50.990.17 
44 
57 

, 638.17 
,122.16 

Philadelphia 

$36,267.00 
21,698.00 
20,868.00 

Minne
apolis 

$18,917.62 
13,5 
29,9 

81.32 
91.19 

Cleveland 

$56,514.90 
59,303.11 
72,882.63 

Kansas 
City 

$13,330.52 
19,562 
19,483 

64 
63 

Richmond 

$30,431.41 
31,312.86 
42,304.28 

Dallas 

$30,847.00 
16,911.01 
23,337.01 3 

San 
Francisco 

$22,662.71 
39,981.20 
36,564.29 

i These costs do not agree with those in System's consolidated statement of functional data; for their 
replies to this inquiry, the banks made estimates for several items not charged to education and training 
expenses in their accounts. 

Source Replies by the banks to Dec 14,1963, request of Wright Patman, chairman, House Committee 
on Banking and Currency 
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SUBCOMMITTEE ON DOMESTIC FINANCE OF THE 
COMMITTEE ON BANKING AND CURRENCY, 

HOUSE OF REPRESENTATIVES, 
Washington, D.C., May 4, 1964-

STAFF ANALYSIS OF M E M B E R S H I P DUES AND CONTRI
BUTIONS E X P E N S E FOR FEDERAL RESERVE BANKS 
AND BRANCHES 

Detailed listings of "membership dues and contributions" in the 
banks budget requests were discontinued in 1962. However, the staff 
has been advised tha t similar expenditures are still being incurred 
and in about the same annual amounts. The amounts expended by 
the Federal Reserve Banks during the year 1961 were as follows: 

1961 
Federal Reserve bank: amount 

Boston $9,277 
New York and branch ± 17, 271 
Philadelphia 7,069 
Cleveland and branches 9, 482 
Richmond and branches 9, 355 
Atlanta and branches 12, 826 
Chicago and branch 15, 285 
St. Louis and branches 8, 127 
Minneapolis and branch 9, 562 
Kansas City and branches 8, 719 
Dallas and branches 7, 681 
San Francisco and branches 9, 526 

Total, 1961 124, 180 
Total membership dues and contributions expenses for the years 

1958 through 1963 for all of the Federal Reserve banks and branches 
were as follows: 
1958 $116, 158 
1959 116, 273 
1960 112,823 

1961 $124, 180 
1962 130, 182 
1963 1 132, 457 

Tabulations of detailed expenses at all of the banks and branches 
for the year 1961 are attached for illustrative purposes. 

FEDEKAL RESERVE BANK OF BOSTON 

Membership dues and contributions—1961 

Memberships and contributions 

MEMBERSHIPS 

Advertising Club of Boston, Inc „ 
Algonquin Club of Boston 

"American Bankers' Association 
American Economic Association 
American Farm Economic Association 
American Industrial Development Council 

*Ameriean Management Association 
American Statistical Association 
Association of State Planning & Development Agen-

Reason for variance Number Amount 

$30 
252 

1,250 
12 
9 

25 
300 
10 

100 

2204 
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Membership dues and contributions—1961—Continued 

Memberships and contributions Reason for variance Number Amount 

MEMBERSHIPS—continued 

* Better Business Bureau of Metropolitan Boston, Inc. 
Boston Litho Club, Inc. 

•Boston Municipal Research Bureau. 
Boston Security Analysts Society 

•Boston Survey Group._ 
Business Associates Club 

•Connecticut Bankers' Association._ 
Forest Products Research Society 
Greater Boston Chamber of Commerce 
Greater Boston Personnel & Guidance Association... 
Institute of Sanitation Management 
Insurance Company and Bank Purchasing Agents 

Association. 
•Maine Bankers' Association _ 
•Massachusetts Bankers' Association. _ 
Massachusetts Industrial Editors' Association 
Massachusetts Industrial Nurses' Association 

•Massachusetts Restaurant Association 
•National Association of Bank Auditors & Comp

trollers. 

National Machine Accountants' Association 

•National Industrial Conference Board, Inc 

•National Office Management Association 
New England Agricultural Economic Council 
New England Council _ 

•New England Police Revolver League, Inc 
•New Hampshire Bankers' Association 
Personnel Managers Club.__ _ 
Public Relations Society of America, Inc. 
Publicity Club of Boston _ 

•Rhode Island Bankers' Association 
•Robert Morris Associates 
Social Law Library _ 

•Special Libraries Association 
Systems & Procedures Association of America- May

flower Chapter. 
Technical Association of the Pulp & Paper Industry. 

2 years' dues at $310, not 
paid in 1960 during 
negotiation. 

Includes 3 initiation fees 
and dues for prior 
fiscal year. 

Budgeted as printing 
and supplies. 

Urban Land Institute _ 

•Vermqnt Bankers' Association _ 
World Trade Center in New England. 

Total membership dues 

No bill received from 
New England section 
($2). 

Budgeted as printing 
and supplies. 

CONTRIBUTIONS 

•Boston Chapter of American Institute of Banking. __ 

Boston Firemen's Relief Fund. 
Boston Police Relief Association _ 
Boston Post Office Clerks Mutual Benefit Associa

tion. 

$1.25 for each clerical 
staff member. 

1,131 

5 
5 

Total contributions 

Total membership dues and contributions. 

$150 
10 

300 
10 
50 

750 
20 

520 
2 

10 
15 

200 
1,000 

25 
20 

105 

300 

75 
2 

400 
15 

200 
15 
68 
7 
5 

355 
40 
30 
50 

20 

25 

150 
250 

7,838 

1,414 

10 
10 
5 

9,277 

•Indicates membership or contribution in bank's name. 

SUPPLEMENTAL INFORMATION RELATIVfl-TO M M T I N G S 

[The following meetings were held In 1961 for which the cost of luncheo»*4wd|tf4toners aggregated $1,000 
or more] 

ActuHl 

Chargeable to meetings unit: 
Annual stockholders' meeting.. 
Central Banking Seminar 1,178 
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FEDERAL RESERVE B A N K OF N E W YORK 

Expenses for the year 1961 for membership dues and contributions 

HEAD OFFICE 

Memberships and contributions 

Expenses, 1961 

Number Total 
amount 

MEMBERSHIPS 

American Association of Industrial Nurses _ _ 
•American Association of Law Libraries.. __._ _ 
•American Bankers Association * 
American Bar Association. __ 

* Corporation Banking and Business Law Section __ 
American Foreign Law Association _._ _ __. 
American Institute of Banking __ 
American I A W Institute 
American Management Association 
Association of American Railroads , _ 
Association of Bank Auditors & Comptrollers: 

National association (institutional membership) 
New Jersey conference^ -
New York City conference _ 

Bank Credit Associates of New York: 
Associated __ ..,_ __ _ __ 
General t.-"-"-."--" -- *. 

Bank Management Conference of New York City 
Chamber of,Commerce of the State of New York _ 

•Connecticut) Bankers Association _ _ _ _ 
Council on F6reign Relations, line _ „.,„-

•Credit Bureau of Greater New York, Inc_.. _ __ 
Downtown Economists Group 
Economic Cjlub of New York _ _._ 
Financial Public Relations Association _ 
Government Bond Group _ t 
House Magazine Institute & International Council of Industrial Editors _ 
Industrial Medical Association. ___ _ 
Industrial Recreation Directors Association of New York 
Institute of Sanitation Management _ 
Money Market Luncheon Group _ 
National Association of Bank Women _ _ 
National Machine Accountants Association 

*New Jersey Bankers Association _ _ _ _ 
New York County Lawyers Association 
New York Credit & Financial Management Association 
New York Financial Advertisers _ _ 
New York Financial Writers Association 
New York Law Institute: 

Membership ,. _ 
Clerkship cards I 

New York Personnel Management Association __ 
*New York State Bankers Association 
New York State Bar Association _ .,._,».. m 

Banking Law Section ___ __. 
Pan American Society. Inc 
Public Health Association of New York City _ 
Purchasing Agents Association of New York, Inc ,. „__*. 

•Practising Law Institute __ 
Real Estate Board of New York: Management division 
Robert Morris Associates: 

National chapter 
New York chapter w 

"Special Librar ies Association: 
Na t iona l ehapter . . - - __ 
N e w York chapter _ , 

Sys tems & Procedures Association of America 
T h e Asia Society __ _ 
T h e Association'of t h e Bar of t h e C i t y of N e w York __r, 
T h e Bond C l u b of N e w Y o r k __ 
T h e Business Economis t s ' Counc i l ,. 
T rea su ry Securities L u n c h e o n C l u b , _._ 
W o m e n ' s Passenger Traffic Association of N e w York 

T o t a l member sh ip d u e s . 

CDNTKnTDTIONB 

American I n s t i t u t e of Bank ing 
T h e Be t t e r Business B u r e a u of N e w Y o r k . . 

T o t a l con t r ibu t ions 

To ta l member sh ip dues a n d con t r ibu t ions . . 

113 

$147 
15 

1,250 
20 

5 
30 
12 
25 

292 
5 

600 
60 

120 

10 
4 

75 
100 
375 
600 
25 

100 
12 
30 
25 

5 
10 
10 
20 
60 

1,440 
35 
75 
20. 
10 

30 
195 
60 

3,300 
44 
8 

25 
3 

53 
125 
400 

310 
15 

100 
15 
35 

5 
401 

62 

18 
10 

10,944 

3,796 
1,000 

4.796 

15, 740 

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

Memberships and contributions Number Total 
amount 

MEMBERSHIPS 

•American Bankers Association 
American Management Association _ 

•Better Business Bureau of Western New York, Inc 
Buffalo Chamber of Commerce 
Building Management Association 
Credit Men's Association of Western New York 

•Erie-Niagara Counties Bankers' Association 
*Group 1, New York State Bankers Association 
Industrial Relations Association of Buffalo 
National Association of Bank Auditors and Comptrollers. 
Robert Morris Associates 
Western New York Association of Industrial Nurses 

Total membership dues _ 

CONTRIBUTIONS 

•American Institute of Banking 

Total memberships and contributions 

$25 
58 
200 
100 
180 
65 
25 
125 
15 
35 
10 
36 

ia 874 

14 1,534 

•Indicates membership in bank's name. 

FEDERAL RESERVE BANK OF PHILADELPHIA 

hist of expenditures for membership dues and contributions—1961 

Memberships and contributions Number Total amount 

MEMBERSHIPS 

•American Bankers Association ___ 
American Bar Association _ 
American Law Institute 

•American Management Association 
American Society for Personnel Administration. 
Bank Tabulating Supervisors Association 

•Better Business Bureau 
•Building Owners & Management Association. _ _ 
Chamber of Commerce of Philadelphia 

•Chestnut Street Association of Philadelphia 
•Credit Men's Association of Eastern Pennsylvania 
Industrial Nurses Association of Philadelphia ___ 

•Industrial Relations Association of Philadelphia _ _.. 
Industrial Sanitation Management Association _ __ 
Kiwanis Club (Service Club) _ 
National Association of Business Economists __ _ 
National Industrial Conference Board _ 

•National Office Management _ 
•New Jersey Bankers Association. _ _ 
Pennsylvania Bar Association 

•Pennsylvania Bankers Association _ 
Pennsylvania State Chamber of Commerce 
Philadelphia Bar Association _ _ 

•Philadelphia Conference National Association of Bank Auditors & Comp
trollers.. __ _ _ 

•Philadelphia Restaurant Association (Cafeteria) _ 
•Philadelphia Survey Group ___ 
Purchasing Agents of Philadelphia 

•Robert Morris Associates: 
National Association 

• Philadelphia Chapter 
Rotary Club of Philadelphia (Service Club).. 

•Society for Advancement of Management 
Special Libraries Association 

•Tax Institute, Inc 
Women's Personnel Group of Philadelphia.. 

$1,250 
50 
25 

300 
25 
25 

150 
230 
100 
125 
85 
51 
40 
10 
64 
10 

500 
75 

560 
34 

1,400 
100 
100 

700 
50 
25 
30 

40 
44 
50 
35 
25 
10 

Total membership dues. 6,678 

CONTRIBUTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

•Indicates membership in bank's name. Digitized for FRASER 
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FEDERAL RESERVE BANK OP CLEVELAND 

Membership dues and contributions—1961 

Memberships and contributions 

MEMBERSHIPS 

American Bankers Association 
American Finance Association._. . 

'American Management Association 
American Marketing Association 
American Statistical Association 

'Cleveland Association of Credit Management . 
Cleveland Chamber of Commerce 
Cleveland Conference of Bank Auditors and Comptrollers 
Cleveland Farmers Club __ 
Cleveland Law Library Association 
Cleveland Passenger Club _ _ 
Cleveland Personnel Association _ _ _ 

'Cleveland Retail Credit Men's Company _ ___ _. 
Cleveland Treasurer's Club 

'Financial Public Relations Association 
Institute of Sanitation Management ___ 

'Midwest College Placement Association 
National Association of Business Economists 
National Machine Accountants Association 
National Office Management Association 
Northeastern Ohio Vocation Guidance Association: Cleveland chapter 
Northern Ohio Industrial Editors Association. _ Ohio State Bar Association. _ _ 

'Ohio Wage & Salary Association _ _ 
Personnel Women of Cleveland 
Purchasing Agents Association of Cleveland. _. 
Robert Morris Associates.._ _ 

Cleveland chapter ___ ._ 
Society of American Archivists... 
Society of Reproduction Engineers _ 

'Special Libraries Association . 
Systems and Procedures Association _ 

Total membership dues _ 

CONTRIBUTIONS 

American Institute of Banking: Cleveland Headquarters office 
Ohio Bankers Association: Group nine meeting 
Real property inventory of Metropolitan Cleveland ^ 

Total contributions 

Total membership dues and contributions 

Number 

1 

24 

3 

Amount 

$1,250 
5 

300 
20 
12 

125 
360 

1,064 
50 
44 

25 
30 
20 

100 
10 
5 

10 
30 
75 
2 

20 
35 

7 
28 

310 
18 

15 
15 
75 

4,060 

1, 972 
150 
250 

2,372 

6,432 

'Indicates membership in bank's name. 
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Membership dues and contributions—1961—Continued 
PITTSBURGH BRANCH 

Memberships and contributions Number Amount 

MEMBERSHIPS 

•American Bankers Association 
Bankers Club of Pittsburgh 

•Credit Association of Western Pennsylvania — 
•Credit bureau 
National Association of Bank Auditors & Comptrollers.. 
National Machine Accountants Association _. 
National Office Management Association ___ 
Pennsylvania Bankers Association.- _ 
Pennsylvania Nurses Association 
Pittsburgh Civic Business Council _ 
Pittsburgh Personnel Association 
Robert Morris Associates 
Special Libraries Association 
West Virginia Bankers Association 

Total membership dues. 

CONTRIBUTIONS 

Pennsylvania Bankers Association: Group 8 meeting-

Total membership dues and contributions 

•Indicated membership in bank's name. 

CINCINNATI BRANCH 

MEMBERSHIPS 

American Association of Industrial Nurses 
•American Bankers Association 
Cincinnati Association of Credit Men 
Cincinnati Building Owners & Managers Association 
Cincinnati Chamber of Commerce 

•Kentucky Bankers Association. 
National Association of Bank Auditors and Comptrollers 
National Association of Bank Women 

National Office Management Association 

Ohio State Nurses Association 
Robert Morris Associates 

Total membership dues 

CONTRIBUTIONS 

American Institute of Banking . . . 

Total membership dues and contributions . . . . . . . . . 

1 

2 
1 
2 

7 

3 

2 

$19 
25 

100 
163 
100 
500 
50 

75 
2 

20 

1,054 

271 

1,325 

•Indicated membership in bank's name. 

£8-680—,64—vol. 8 44 
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F E D E R A L B A N K OP RICHMOND 

Expenditures for membership, dues, and contributions 

HEAD OFFICE 

-1961 

Memberships and contributions Number 

MEMBERSHIPS 

•Academy of Political Science 
•American Bankers Association 
American Dietetic Association _ 

•American Management Association, Inc 
American Society of Heating, Refrigerating & Air Conditioning Engineers, 

Inc. 
American Statistical Association, including subscription to Journal 
Associated Business Editors of Virginia 

•Association of Bank Agricultural Representatives 
•Committee for Economic Development 
Financial Public Relations Association 

•Industrial Communications Association 
•NABAC, the Association for Bank Audit, Control & Operation 

Virginia Conference 
•National Industrial Conference Board, Inc 
National Machine Accountants Association: Richmond Chapter 

•National Office Management Association: Richmond Chapter 
•National Planning Association, including special reports plus the planning 

pamphlet series 
•North Carolina Bankers Association 
Old Dominion Purchasing Agents Association... __ 

•Richmond Association of Credit Management, Inc 
Richmond Chamber of Commerce 
Richmond Club of Printing House Craftsmen. 
Richmond Dietetic Association 
Richmond Personnel Executives Association 
Richmond Personnel & Guidance Association 
Richmond Public Relations Association 
Richmond Society of Financial Analysts 

•Robert Morris Associates _ 
Carolina-Virginia Chapter _ 

•South Carolina Bankers Association _ 
•Southeastern Library Association 
Special Libraries Association 
Systems and Procedures Association of America _ 

•Tax Institute, Inc 
Virginia Association for Building Management _ 

•Virginia Bankers Association _ 
Group 2 

Virginia State Nurses Association, including membership in American 
Nurses Association 

•West Virginia Bankers Association 

Total membership dues. 

CONTRIBUTIONS 

Richmond chapter, American Institute of Banking.. 

Total membership dues and contributions 

•Indicates membership in bank's name. 
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Expenditures for membership, dues, and contributions—1961—Continued 
BALTIMORE BRANCH 

Memberships and contributions Number Amount 

MEMBERSHIPS 

•American Bankers Association 
American Nurses Association, district 2_ 
American Society of Training Directors 
Baltimore Association of Commerce 

•Baltimore Association of Credit Men 
Maryland Association of Industrial Nurses 

•Maryland Bankers Association 
•Maryland Bankers Association, group 7 
•NABAC, the Association for Bank Audit, Control & Operation-

Baltimore Conference. _ 
Personnel Administration Association of Baltimore 
Purchasing Agents Association of Baltimore, Inc 

•Robert Morris Associates _ 
Chesapeake chapter 

•The Bankers Proof-Transit Discussion Group of Baltimore 
•West Virginia Bankers Association 

Total membership dues. 

CONTRIBUTIONS 

Baltimore chapter, American Institute of Bankers-

Total membership dues and contributions 

CHARLOTTE BRANCH 

MEMBERSHIPS 

American Association of Industrial Nurses 
•American Bankers Association 
Carolina-Virginia Purchasing Agents Association 

•Charlotte Chamber of Commerce 
Charlotte Personnel Directors Association 

•NABAC, the Association for Bank Audit, Control & Operation-
Piedmont Conference 

•National Industrial Conference Board, Inc 
•North Carolina Bankers Association _ 

Group 9 _ 
North Carolina Industrial Nurses Association _ 

•Robert Morris Associates 
Carolina-Virginia chapter _ 

Society for Advancement of Management: Charlotte chapter 
•South Carolina Bankers Association 

Total membership dues. 

CONTRIBUTIONS 

Charlotte chapter, American Institute of Bankers-
Total membership dues and contributions..-

Digitized for FRASER 
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2 2 1 2 THE FEDERAL RESERVE SYSTEM AFTER FIFTY YEARS 

FEDEBAL RESERVE BANK OF ATLANTA 

List of expenditures for membership dues and contributions—1961 

Memberships and contributions 
Actual expense, 1961 

Number 

MEMBERSHIPS 

•American Bankers Association 
•American Library Association 
American Industrial Nurses 
American Marketing Association 
American Society Training Directors 
American Management Association 
Association of Credit Men 

•Central Atlanta Improvement Association __. 
•Chamber of Commerce __. 
Financial Public Relations Association 
Georgia Library Association 
Georgia Industrial Editors Association 
International Council of Industrial Editors 
Kiwanis Club 
Lawyers Club 
Lions Club 
National Association of Bank Auditors & Comptrollers... 
National Association of Bank Women___ ___ 
National Machine Accountants Association __. 
Personnel Club __ 
Robert Morris Associates 
Rotary Club __. 
Southern Industrial Editors Association __. 
Southeastern Library Association 
Special Libraries Association __ 
State Bankers Association 
Union Library Catalog 
National Industrial Conference Board, Inc__ 
Atlanta Society of Securities Analysts _ 

Total membership dues-

CONTRIBTJTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

1 
1 
2 
2 
1 
1 
1 
1 
1 
1 
1 
1 
1 
3 
1 
1 
1 
4 
1 
3 
2 
2 
2 

$1,250 
10 
101 
20 
25 

60 
500 
250 
100 

18 
18 
31 
85 
30 
600 
45 
55 
30 
320 
160 

2 
15 
500 

150 
40 

BIRMINGHAM BRANCH 

MEMBERSHIPS 

Alabama Bankers Association. 
Alabama Bankers Association, Junior Bankers Section. 
Alabama State Nurses Association.. 

•American Bankers Association. 
•Birmingham Conference, National Association of Banking Auditors & 

Comptrollers. 
•Birmingham Chamber of Commerce. _ _ 
Kiwanis Club membership 
Magic City Gun Club.— 
Personnel Association 
Rotary Club Membership 

Total membership dues. 

CONTRIBUTIONS 

•Birmingham chapter, American Institute of Banking-

Total membership dues and contributions 

1 
1 
1 
1 

2 
1 
1 
24 
1 
1 

$500 
5 
30 
25 

50 
60 
60 
255 
12 
62 

• Indicates membership in bank's name. 
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List of expenditures for membership dues and contributions—1961—Continued 
JACKSONVILLE BRANCH 

Memberships and contributions 

MEMBERSHIPS 

•American Bankers Association 
Civitan Club of Jacksonville 

•Florida Bankers Asbociation 
Jacksonville Chamber of Commerce 
National Association of Bank Auditors & Comptrollers _ 
National Association of Bank Women 
Harvard Interclub _ 

Total membership dues . 

CONTRIBUTIONS 

Jacksonville chapter, American Institute of Banking 

Total membership dues and contributions 

Actual expense, 1961 

Number 

1 
1 
1 
2 
1 
1 
1 

Total amount 

$25 
60 

500 
108 
35 
15 
5 

748 

400 

1,148 

* Indicates membership in bank's name. 

NASHVILLE BRANCH 

MEMBERSHIPS 

•American Bankers Association-_ 
•Chamber of commerce _ 
•National Association of Bank Auditors & Comptrollers -
•National Association of Bank Women 
•Tennessee Bankers Association 
Rotary Club. —_ _ _.. 
Civilian Club . . 
Tennessee Nurses Association 

Total membership dues.-

CONTRIBUTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

$25 
100 
50 
15 
220 
66 
42 
35 

553 

400 

953 

* Indicates membership in bank's name. 

NEW ORLEANS BRANCH 

Memberships and contributions 

MEMBERSHIPS 

•American Bankers Association 
International House 

•Junior Bankers Section of Louisiana Bankers Association 
•Louisiana Bankers Association 
Louisiana Group, National Association of Bank Women 

•National Association of Bank Auditors & Comptrollers 
National Association of Bank Women 
New Orleans Chamber of Commerce 
New Orleans chapter, Systems and Procedures Association. 

•New Orleans Credit Men's Association 
Rotary Club of New Orleans 
Southeastern chapter, Robert Morris Associates 

Total membership dues_ 

CONTRIBUTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

Number Total amount 

$25 
250 
35 
50 
6 

25 
30 

100 

60 
100 

5 

1,000 

•Indicates membership in bank's name. 
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FEDERAL RESERVE BANK OF CHICAGO 

Membership dues and contributions—1961 
HEAD OFFICE 

Memberships and contributions 

MEMBERSHIPS 
•American Bankers Association 
American Bar Association 
American Economic Association 
American Farm Economic Association 
American Finance Association 
American Management Association __. 
American Society of Planning Officials 
American Society for Public Administration.. 
American Statistical Association: 

National. 
•Chicago. 

Association of Chicago Bank Women 
Building Managers Association_ _ 
Chicago Agricultural Club. 

•Chicago Association of Commerce and Industry 
Chicago Bank Auditors Conference... 
Chicago Bar Association. __ 

•Chicago Better Business Bureau. 
Chicago Guidance & Personnel Association 
Controllers Institute of America 
Econometric Society. 
Federal Bar Association 
Financial Writers Group of Chicago 

•Illinois Bankers Association,. 
Illinois Society of Certified Public Accountants 
Illinois State Bar Association 
Illinois State Chamber of Commerce 
Illinois State Nurses Association. _ 

•Indiana Bankers Association _ 
Industrial Editors Association of Chicago 
Institut International de Finances Publiques 
International Association of Assessing Officers __ 
International Conference of Agricultural Economists 
International Trade Club of Chicago... 
Investment Analysts Society of Chicago 

•Iowa Bankers Association 
Library of International Relations 

•Micaigan Bankers Association.. _ 
National Association of Bank .Auditors & Comptrollers.. 

•National Industrial Conference Board, Inc _ 
National Machine Accountants Association 
National Tax Association 
Northern Illinois Stewards & Caterers Association._ 
Office Management Association 
Purchasing Agents Association of Chicago 
Regional Science Association 
Robert Morris Associates: 

National __ 
Nation il alternate _ 
Local general 
Local associate _ 

Special Agents Association _ 
Special Libraries Association _ _ 
Systems & Procedures Association of America 
Tax Institute__ 

•Wisconsin Bankers Association . 
Women in Peisonnel 

Total memberships. 

CONTRIBUTIONS 
American Institute of Banking.. 

Total memberships and contributions.. 

•Indicates membership in bank's name. 
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Membership dues and contributions—1961—Continued 
DETROIT BRANCH 

Memberships and contributions 

MEMBERSHIPS 
•American Bankers' Association _ 
American Bar Association . 
American Statistical Association: Detroit Chapter 

•Building Owners & Managers Association of Detroit 
Bureau of Industrial Relations 
Detroit Area Economic Forum _ 
Detroit Bar Association _ 
Detroit Board of Commerce 
Detroit Building Superintendents Association 
Detroit conference, National Association of Bank Auditors & Comptrollers.. 
Detroit Industrial Nurses Association 
Federal Bar Association 

•Employers' Association of Detroit _ 
•Michigan Bankers Association: Group 10 
Michigan Chapter, Robert Morris Associates.- _ 
Michigan Restaurant & Caterers Association. __ 
Michigan State Chamber of Commerce 
National Association of Assessing Officers 
National Association of Bank Women 
Robert Morris Associates.. 
State Bar of Michigan 

Total memberships. 

American Institute of Banking... 
Policemen's Benefit Association.. 

CONTRIBUTIONS 

Total contributions 

Total memberships and contributions.. 

•Indicates membership in bank's name. 
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FEDERAL RESERVE BANK OP ST. LOUIS 

List of expenditures for membership dues and contributions—1961 
HEAD OFFICE 

Memberships and contributions Number 

MEMBERSHIPS 

Academy of Political Science 
•Adult Education Council 
Agribusiness Club 
Agricultural History Society 
American Academy of Political & Social Science 
American Association for Advancement of Science 

•American Bankers' Association 
American Economic Association 
American Farm Economic Association 
American Finance Association 
American Forestry Association 

•American Library Association 
American Society of Farm Managers & Rural Appraisers-
American Statistical Association 

•Arkansas Bankers' Association 
Association of American Geographers __. 

•Better Business Bureau of St. Louis 
Chamber of Commerce of St. Louis 

•Committee for Economic Development __. 
Econometric Society 
Greater St. Louis Retail Controllers Group 

•Illinois Bankers' Association _ 
•Indiana Bankers' Association _ 
•Kentucky Bankers' Association 
Law Library Association of St. Louis 
Midwest Economic Association 

•Missouri Bankers' Association 
National Association of Accountants _. 

•National Association of Bank Auditors & Comptrollers 
•National Bureau of Economic Research-_ 
•National Industrial Conference Board. 
National Machine Accountants Association. _ 
National Office Management Association 

•National Planning Association 
National Tax Association.. 
Personnel Women of Greater St. Louis 
Regional Science Association 

•Robert Morris Associates _ 
Royal Economic Society _ 
Royal Statistical Society or Association 
Southern Economic Association. _ 
Special Library Association _ __ 

•St. Louis Mercantile Library Association.__ 
Systems & Procedures Association.. 

•Tax Institute _ 

Total membership dues__ 

CONTRIBUTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

66 

67 

•Indicates membership In bank's name. 
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List of expenditures for membership dues and contributions—1961—Continued 
LITTLE ROCK BRANCH 

Memberships and contributions 

MEMBERSHIPS 

•American Bankers Association 
•Arkansas Bankers Association 
• Arkansas Bankers Assoniation, Junior Bankers Section . 
Little Rock Chamber of Commerce 

•National Association Bank Auditors & Comptrollers 
National Office Management Association — . -

•Robert Morris Associates.. 
•Better Business Bureau of Pulaski County, Inc 

Total membership dues 

CONTRIBUTIONS 

Little Rock chapter, American Institute of Banking 

Total membership dues and contributions . 

Number 

11 

1 

12 

Total 
Amount 

$25.00 
25.00 
10.00 

200.00 
70.00 
0 

10.00 
36.00 

376.00 

365.17 

741.17 

LOUISVILLE BRANCH 

MEMBERSHIPS 

American Bankers Association . 
•Bankers Transit Club 
•Indiana Bankers Association „ 
Kentucky Agricultural Council 

•Kentucky Bankers Association . 
Louisville Chamber of Commerce 

•National Association of Bank Auditors & Comptrollers 
National Office Management Association 

•Ohio Valley chapter, Robert Morris Associates.— 
•Robert Morris Associates 

Total membership dues 

1 
3 

15 

$21.00 
45.00 
50.00 
10.00 

500.00 
88.00 

150.00 
23.00 
5.00 

10.00 

902.00 

MEMPHIS BRANCH 

MEMBERSHIPS 

•American Bankers Association 
•Better Business Bureau 
•Chamber of Commerce 
•National Association of Bank Auditors & Comptrollers 
National Association of Bank Women 

•Robert Morris Associates, southeastern chapter 
•Robert Morris Associates 
•Southern Economic Association 
•Tennessee Bankers Association 

Total membership dues —— . . . . . . . . . . . 

CONTRIBUTIONS 

Memphis chapter, American Institute of Banking . 

Total membership dues and contributions . . . . . . 

9 

1 

10 

$25.00 
75.00 

144.00 
75.00 
15.00 
5.00 

10.00 
6.00 

175.00 

530.00 

349.00 

879.00 

•Indicates membership in bank's name. 
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FEDERAL RESERVE BANK OP MINNEAPOLIS 

List of expenditures for membership dues and contributions—1961 

Memberships and contributions Number 

MEMBERSHIPS 

•American Bankers Association _. 
American Bar Association 
American Management Association 

•American Statistical Association __ 
•Associated Industries of Minneapolis 
Chamber of Commerce... 
Corporate Fiduciaries Association __ 

•Credit & Financial Management Association 
•Credit Bureau of Minneapolis __ _ 
Exchequer Club of Minneapolis ___ ___ 

•Independent Bankers Association 
•Michigan Bankers Association. _. 
•Minneapolis Association Building Owners & Managers, Inc_ 
•Minnesota Bankers Association 
Minnesota chapter, Robert Morris Associates-. -
Minnesota League for Nursing, Industrial 
Minnesota State Bar Association I _ 
National Association of Business Economists 

•National Association of Bank Auditors & Comptrollers 
National Industrial Conference Board _ 

•National Office Management Association 
•North Dakota Bankers Association 
Northwest Industrial Editors Association _ _ 

•Personnel Surveys, Inc 
•Robert Morris Associates ___ 
•South Dakota Bankers Association 
Special Libraries Association._ 
Systems & Procedures Association ___ 

•Twin Cities Personnel Managers Association _ 
Twin City Association & Purchasing Agents 

•Upper Midwest Agricultural Council 
•Wisconsin Bankers Association 

Total membership dues 

CONTRIBUTIONS 

Local chapter, American Institute of Banking 

Total membership dues and contributions.. 

HELENA 

MEMBERSHIPS 

•American Bankers Association 
•Group V, Montana Bankers Association 
Helena Chamber of Commerce . 

•Montana Bankers Association , 
•National Association of Bank Auditors & Comptrollers 

Total membership dues 

1 
0 
1 
1 
1 

$21 
0 

22 
210 
77 

330 

•Indicates membership In bank's name. 
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FEDERAL RESERVE BANK OF KANSAS CITY 

List of expenditures for membership dues and contributions—1961 

Memberships and contributions Number Total 
amount 

MEMBERSHIPS 

•American Bankers Association. 
•State bank associations: 

Colorado __ 
Kansas * fc 
Missouri 
Nebraska 
New Mexico 
Oklahoma _ 
Wyoming 

•American Institute of Management _ 
•American Management Association.. 
American Personnel Guidance Association 
Bankers Consumers Credit Association ^_. 

•Better Business Bureau 
Building Owners & Management Association 
Industrial Nurses Association _ _ _ 
Kansas City Chamber of Commerce 
Kansas City chapter, American Society of Training Directors. 
Kansas City Industrial Editors _ 
Kansas City Junior Chamber of Commerce 
Kansas City Press Club __ 
Kansas City Society of Financial Analysts 
Kansas City Stewards & Chefs Association.__ _ 

•Kansas City Wholesale Credit Association 
Kansas City Women's Chamber of Commerce 
Missouri Library Association ___ 
Missouri Restaurant Association _ 

•National Association of Bank Auditors & Comptrollers 
National Machine Assountants Association. 
National Office Management Association _ 
Personnel Management Association _ _ _ 
Personnel Research Forum, Inc _ 
Regional Science Association 
Robert Morris Associates 
Rocky Mountain College Placement Association 
Special Libraries Association 
Systems & Procedures Association _ 

Total membership dues. 

CONTRIBUTIONS 

Kansas City chapter, American Institute of Banking.. 
Kansas City Crime Commission _ 

Total contributions 

Total membership dues and contributions.. 

•Indicates membership in bank's name. 
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List of expenditures for membership dues and contributions—1961—Continued 
DENVER, COLO., BRANCH 

Memberships and contributions Number Total 
amount 

MEMBERSHIPS 

•American Bankers Association. _ 
•Colorado Bankers Association 
Denver Chamber of Commerce 
Denver Personnel Club 
National Association of Bank Auditors & Comptrollers.. 

•New Mexico Bankers Association. __ 
Robert Morris Associates _ _ 
Western Industrial Press Association.— 

Total membership dues. 

CONTRIBUTIONS 

Denver chapter, American Institute of Banking.. 

Total membership dues and contributions.. 

OKLAHOMA CITY, OKLA., BRANCH 

MEMBERSHIPS 

•American Bankers Association 
•Better Business Bureau 
•Oklahoma City Chamber of Commerce. 
•Oklahoma Bankers Association 
Oklahoma Association of Bank Auditors & Comptrollers 
Robert Morris Associates. 
Oklahoma Club: School of Banking. 

Total membership dues 

CONTRIBUTIONS 

Oklahoma City chapter, American Institute of Banking. 

Total membership dues and contributions. 

OMAHA, NEBR., BRANCH 

MEMBERSHIPS 

•American Bankers Association _ 
•Nebraska Bankers Association 

Omaha Association of Credit Men.. 
•Omaha Chamber of Commerce 

Omaha-Council Bluffs chapter, National Association of Bank Auditors & 
Comptrollers. 

•Omaha Personnel Association.. _ 
Robert Morris Associates 

•Wyoming Bankers Association 

Total membership dues. 

CONTRIBUTIONS 

Omaha chapter, American Institute of Banking.. 

Total membership dues and contributions.. 

1 
1 
1 
2 

2 
1 
1 
1 

$25 
25 
40 

1 

62 
23 
10 
25 

•Indicates membership in bank's name. 
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FEDERAL RESERVE BANK OF DALLAS 

List of expenditures for membership dues and contributions—1961 

Memberships and contributions 

MEMBERSHIPS 

•American Bankers Association 
•American Management Association 
•Arizona Bankers Association 
•Better Business Bureau 
Dallas Agricultural Club 

•Dallas Chamber of Commerce. 
Dallas Junior Chamber of Commerce *_. 
Dallas Personnel Association _ _._ 
Dallas Association of Credit Management, Inc 

•Louisiana Bankers Association 
•National Association of Bank Auditors and Dallas Conference 
National Association of Bank Women 
National Office Management Association 

•New Mexico Bankers Association 
•Oklahoma Bankers Association 
•Panhandle Bankers Association 
•Purchasing Agents Association of Dallas 
•Robert Morris Associates -
Society of Association of Industrial Editors . 

•South Plains Bankers Association 
Southwest Placement Association (organization of college and university 

placement directors) 
•Texas Bankers Association 

Total membership dues 

CONTRIBUTIONS 

Contributions to local chapter of American Institute of Banking 

Number 

1 
1 
1 
1 
1 
2 
2 

1 
1 
6 
1 
1 
1 
1 

1 
3 
1 

1 
1 

1 

Total 
amount 

$1,250 
300.00 
30.00 

200.00 
5.00 

240.00 
45.00 

50.00 
50.00 

944.00 
15.00 
49.50 
50.00 
50.00 

30.00 
310.00 
50.00 

5.00 
500.00 

4,173.50 

2,000.00 

6,173.50 

EL PASO BRANCH 

MEMBERSHIPS 

American Bankers Association 
Arizona Bankers Association.... . . . — . . . . . . . . . . . 
Chamber of commerce 
New Mexico Bankers Association . rf 
Robert Morris Associates...— — . . . . . . . . . . . . . . . . ._—. . .__ . . 
Texas Bankers Association 
Texas Sunland chapter, National Association of Bank Auditors & Comp

trollers - . - . . 

Total membership dues 

CONTRIBUTIONS 

El Paso chapter, American Institute of B a n k i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total membership dues and c o n t r i b u t i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

1 
1 
1 
1 
1 
1 

1 

7 

1 

8 

$25.00 
30.00 

100.00 
50.00 
10.00 

100.00 

76.00 

391.00 

155.00 

546.00 

•Indicates membership in bank's name. 
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List of expenditures for membership dues and contributions-
HOUSTON BRANCH 

-1961—Continued 

Memberships and contributions 

MEMBERSHIPS 

•American Bankers Association ._ 
•National Association of Bank Auditors 
Gulf Coast Association 

•Houston Chamber of Commerce 
Houston World Trade Association _ 

•Robert Morris Associates 
•Texas Bankers Association 
Houston Bank Women's Club . 

Total membership dues 

CONTRIBUTIONS 

American Institute of Banking . . . . 

Total membership dues and contributions. . 

Number 

8 

8 

Amount 

$21.00 
50.00 
10.00 
95.00 
10.00 
15.00 

100 00 
5.00 

296.00 

296.00 

SAN ANTONIO BRANCH 

MEMBERSHIPS 

American B ankers Association 
Hill Country Bankers Association 

•National Association of Bank Auditors.. 
San Antonio Conference ___ 

National Association of Bank Women. _ 
Robert Morris Associates _ 
San Antonio Chamber of Commerce 
South Texas Bankers Association 
Texas Bankers Association 
Winter Garden Bankers Association 

Total membership dues 

CONTRIBUTIONS 

American Institute of Banking 

Total membership dues and contributions.. 

•Indicates membership In bank's name. 
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FEDERAL RESERVE BANK OF SAN FRANCISCO 

List of expenditures for membership dues and contributions—1961 

HEAD OFFICE 

Memberships and contributions 

MEMBERSHIPS 

•Alaska Bankers' Association — 
•American Bankers' Association 
American Bar Association 

•Arizona Bankers' Association 
Bar Association of San Francisco 
Bay Area Personnel Women 

•California Bankers' Association 
Group 6, San Francisco 

California Personnel Management Association 
Credit Managers Association of Northern & Central California (2 mem

berships) 
1st membership, 150. 
1 associate membership, 75 
Bankers' chapter membership, 25. 

•Golden Gate Conference of National Association of Bank Auditors & 
Comptrollers 

International Association of Personnel Women 
•National Association of Bank Auditors & Comptrollers, the Association for 

Bank Audit, Control <fe Operation 
•Nevada Bankers' Association 
Northern California Association of Industrial Nurses 

•Oregon Bankers' Association u - - -
•Robert Morris Associates. _ 
San Francisco Chamber of Commerce 
San Francisco Junior Chamber of Commerce 
Security Analysts of San Francisco (1 associate membership) 
Special Libraries Association 

•Utah Bankers' Association 
•Washington Bankers' Association 

Total membership dues 

CONTRIBUTIONS 

San Francisco chapter, American Institute of Banking . . 

Total memberships and contributions 
(Following memberships held only to obtain publications. Expense for 

1961 reflected as "newspapers, periodicals, books, etc.," prior to receipt of 
board letter dated May 11, 1961, but budgeted as "membership dues and 
contributions" for 1962 ) 

•American Academy of Political and Social Sciences 
•American Economic Association . 
•American Statistical Association 
•Bay Area Real Estate Research Committee 
•Mechanics Institute 
National Tax Association 

Number 

2 

24 

1 

25 

Total amount 

$1,250.00 
30.00 
30.00 
30.00 
8.00 

150.00 
165 00 
50.00 

250.00 

30.00 

2.00 

300.00 
20.00 

25.00 
300.00 
84 00 
48 00 
15 00 
10 00 
25 00 
20.00 

2,842.00 

2,967.0 

5,809.00 

8.00 
6.00 
8.00 

25 00 
9.00 
5.00 

* Indicates membership in bank's name. 
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List of expenditures for membership dues and contributions—1961—Continued 
LOS ANGELES BRANCH 

Memberships and contributions Number 

MEMBERSHIPS 

•American Bankers' Association 
•Arizona Bankers' Association 
Automobile Club of Southern California 

•California Bankers' Association. _ 
•Credit Managers Association of Southern California 
Los Angeles Bank Credit Men's Association _ 
Los Angeles Chamber of Commerce __ 

•National Association of Bank Auditors & Comptrollers, the Association 
for Bank Audit, Control, and Operation _ 

•Nevada Bankers' Association 
Nurses Association 
Personnel Women's Group _ 
Residential Research Committee 
Robert Morris Associates _ 

•Southern California Conference of National Association of Bank Auditors 
& Comptrollers _ _ 

Total membership dues. 

CONTRIBUTIONS 

Los Angeles chapter, American Institute of Banking. 

Total memberships and contributions 

PORTLAND BRANCH 

MEMBERSHIPS 

•American Bankers' Association 
•Idaho Bankers' Association 
•National Association of Bank Auditors & Comptrollers, the Association for 

Batik Audit, Control <fc Opftration _ . r . , „ . . 
•Oregon Bankers' Association 
•Oregon State Motor Association 
•Paciflo Northwest PPTRonnel ManagRTTipnt Assjociation _ . _ 
•Portland Association of National Association of Bank Auditors & Comptrol

lers 
•Portland Chamber of Commerce 
•Portland Junior Chamber of Commerce 
•Robert Morris Associates 
•Washington Bankers' Association 

Total membership dues 

CONTRIBUTIONS 

Portland chapter, American Institute of Banking _ . _ . . _ . _ _ _ „ _. _ 

Total memberships and contributions 

2 
1 

12 

1 

13 

$25.00 
20.00 

50.00 
100.00 
12.00 
15.00 

10.00 
60.00 
35.00 
20.00 
30.00 

337.00 

122.70 

499.70 

•Indicates membership in bank's name. 
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List of expenditures for membership dues and contributions—1961—Continued 
SALT LAKE CITY BRANCH 

Memberships and contributions 

MEMBERSHIP 

•American Banke r s ' Association,^,. , 
•Idaho Bankers' Association 
•National Association of Bank Auditors & Comptrollers, the Association for 

B a n k Audi t , Contro l <fc Operat ion 
•Nevada Bankers' Association 
•Robert Morris Associates 
•Salt Lake City Bank Officers Association 
Salt Lake City Chamber of Commerce 

•Utah Bankers' Association 
•Utah Conference of National Association of Bank Auditors & Comptrollers-. 
Utah State Automobile Association _+ 

Total membership dues 

CONTRIBUTIONS 

Salt Lake City chapter, American Institute of Banking 

Total memberships and contributions 

Number 

1 
1 

1 
1 
2 
3 
1 
1 
1 
1 

13 

1 

14 

Amount 

$25.00 
20.00 

50.00 
20.00 
30.00 
75.00 
72.00 
25.00 
20.00 
15.00 

352.00 

135,00 

487.00 

SEATTLE BRANCH 

MEMBERSHIPS 

•Alaska Bankers' Association 
•American Bankers' Association 
Automobile Association of Washington 

•National Association of Bank Auditors and Comptrollers, the Association 
for Bank Audit, Control <fe Operation __ 

•Puget Sound Conference of National Association of Bank Auditors and 
Comptrollers 

•Robert Morris Associates 
Seattle Chamber of Commerce __ _ 
Seatt le Jun ior C h a m b e r of Commerce .. ., _ , , 
Seattle Association of Credit Men 

•Washington Bankers' Association _. 

Total membership dues 

CONTRIBUTIONS 

Seattle chapter, American Institute of Banking 

Total memberships and contributions. _. -

1 

8 

$25.00 

50.00 

10.00 
20.00 
48.00 

30.00 

183.00 

100.00 

283.00 

•Indicates membership in bank's name. 

2&-680—64—vol. 3 45 
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Federal Reserve Bank of New York expenditures during the year 1962 for membership 
dues and contributions 

HEAD OFFICE 

Memberships and contributions 

Number and 
amount of 

memberships and 
contributions 

Number 

7 
1 
1 
1 
1 
3 
5 
1 
5 

! 2 
1 

1 
1 
2 
1 
1 
3 
1 
5 
1 
1 
2 
7 
1 
1 
1 
1 
1 

1 
1 
2 
1 
2 
1 
1 
1 
1 
1 
1 | 
1 

1 
14 
4 
1 
2 
2 
1 
1 
1 

Total 
amount 

$147 
15 

1,600 
20 

5 
30 
20 
35 

300 
**120 

5 

10 
2 

75 
100 
375 
600 
25 
30 
60 

100 
110 
53 
12 
30 

**60 
5 

10 

300 
60 
60 
20 
50 

410 
1,440 

30 
35 
75 
20 
10 

20 
235 

60 
3,300 

44 
8 

25 
22 

125 

Memberships:* 
American Association of Industrial Nurses 
American Association of Law Libraries 
American Bankers Association*__ 
American Bar Association _ 
American Bar Association—Corporation Banking and Business Law Section 
American Foreign Law Association ._ 
American Institute of Banking 
American Law Institute _ 
American Management Association 
American Society of Training Directors _ _ 
Association of American Railroads 
Bank Credit Associates of New York: 

Associate 
General _ _ 

Bank Management Conference of New York City 
Chamber of Commerce of the State of New York__ 
Connecticut Bankers Association* 
Council on Foreign Relations, Inc _ _ 
Credit Bureau of Greater New York, Inc.* _ 
Downtown Economists Group _ _ 
Economic Club of New York _ _ 
Financial Public Relations , , 
Financial Purchasing Agents Conference. , _ 
Forex Club 
Government Bond Group 
House Magazine Institute and International Council of Industrial Editors.., 
Industrial Medical Association 
Industrial Recreation Directors Association of New York 
Institute of Sanitation Management 
National Association of Bank Auditors and Comptrollers: 

National Association _ _ 
New Jersey Conference _ 
New York City Conference 

National Association of Bank Women 
National Machine Accountants Association _ 
National Safety Council* _ _,_,_._ 
New Jersey Bankers Association* 
New York Association of Industrial Communicators 
New York County Lawyers Association ___ 
New York Credit and Financial Management Association—,.— 
New York Financial Advertisers ,.—. 
New York Financial Writers Association. _ _ 
New York Law Institute: 

Membership 
Clerkship cards _ 

New York Personnel Management Association 
New York State Bankers Association*— 
New York State Bar Association 
New York State Bar Association—Banking Law Section 
Pan American Society, Inc__ 
Personnel Club of New York 
Practising Law Institute* 

•Indicates membership in bank's name. 
**Years 1962-63. 
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Federal Reserve Bank of New York expenditures during the year 1962 for membership 
dues and contributions—Continued 

HEAD OFFICE—Continued 

Memberships and contributions 

Number and 
amount of 

memberships and 
contributions 

Total 
amount 

Memberships*—Continued 
Purchasing Agents Association of New York, Inc 
Research Institute of America 
Robert Morris Associates: 

National Chapter 
New York Chapter 

Special Libraries Association: 
National Chapter* 
New York Chapter _ 

Systems and Procedures Association of America 
The Asia Society.. _. 
The Association of the Bar of the City of New York... 
The Better Business Bureau of New York* 
The Bond Club of New York 
Treasury Securities Luncheon Club 
Women's Passenger Traffic Association of New York. 

Total membership dues. 

Contributions: 
American Institute of Banking 
Committee for Economic Development.. 
National Industrial Conference Board... 

Total contributions 

Total membership dues and contributions.. 

BUFFALO BRANCH 

Memberships:* 
American Bankers Association* 
American Management Association 
Buffalo Chamber of Commerce 
Credit Mer 's Association of Western New York .__ 
Erie-Niagara Counties Bankers Association* 
Group I—New York State Bankers Association* 
Industrial Relations Association of Buffalo 
National Association of Bank Auditors and Comptrollers 
Robert Morris Associates 
The Better Business Bureau of Western New York, Tnc* 
The Building Owners and Managers Association of Buffalo... . - -

Total; membership dues ,. 
Contributions: American Institute of Banking 

Total-membership dues and contributions. . . . . 

X 

$25 
60 

100 
65 
25 

125 
15 
35 
10 

200 
140 

790 
112 

902 

•Indicates membership in bank's name. 
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Federal Reserve Bank of New York expenditures during the year 1963 for membership 
dues and contributions 

HEAD OFFICE 

Memberships and contributions 

Number and 
amount of 

memberships and 
contributions 

Number Total 
amount 

Memberships:* 
American Association of Industrial Nurses 
American Association of Law Libraries 
American Bankers Association* _ 
American Bar Association. __ 
American Bar Association—Corporation Banking and Business Law Section. 
American Foreign Law Association 
American Institute of Banking _ 
American Law Institute.. . _ 
American Management Association 
Association of American Railroads _ 
Bank Credit Associates of New York: 

Associate. _ _ _. 
General 

Bank Management Conference of New York City _ 
Chamber of Commerce of the State of New York 
Connecticut Bankers Association* 
Council on Foreign Relations, Inc _ 
Credit Bureau of Greater New York, Inc.* 
Data Processing Management Association _ 
Downtown Economists' Luncheon Group __ _ 
Economic Club of New York 
Financial Public Relations Association _ 
Financial Purchasing Agents Conference _ 
Forex Club - _ _ 
Government Bond Group 
Industrial Medical Association 
Industrial Recreation Directors Association of New York 
Institute of Internal Auditors _ * _ 
Institute of Sanitation Management . _ 
Money Market Luncheon Group 
National Association of Bank Auditors and Comptrollers: 

National Association 
New Jersey Conference 
New York City Conference ._ 

National Association of Bank Women - *„ 
National Safety Council* 
New Jersey Bankers Association* 
New York County Lawyers Association 
New York Credit and Financial Management Association 
New York Financial Writers Association.._ 
New York Law Institute: 

Membership 
Clerkship cards 

New York Personnel Management Association 
New York State Bankers Association* 
New York State Bar Association 

Banking Law Section 
Committee on Electronic Processing _ 

Pan American Society, Inc _ 
Personnel Club of New York _ 
Practicing Law Institute* 
Purchasing Agents Association of New York, Inc 
Real Estate Board of New York—-Management Division 
Research Institute of America 
Robert Morris Associates: 

National Chapter 
New York Chapter 

$147 
15 

1,600 
20 
10 
30 
20 
35 

300 
5 

10 
2 

75 
100 
375 
630 
25 
50 
6 

75 
100 
110 

**225 
25 

**30 
5 

187 
10 
15 

300 
60 
60 
15 

410 
1,440 

35 
75 
10 

40 
230 
88 

3,300 
50 
6 
2 

25 
15 

125 
60 

400 
1,503 

385 
15 

•Indicates membership in bank's name. 
••Year 1964. 
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Federal Reserve Bank of New York expenditures during the year 1968 for membership 
dues and contributions—Continued 

HEAD OFFICE—Continued 

Memberships and contributions 

Number and 
amount of 

memberships and 
contributions 

Total 
amount 

Memberships:* 
Special Libraries Association—New York Chapter 
Systems and Procedures Association of America 
The Asia Society 
The Association of the Bar of the City of New York*. 
The Better Business Bureau of New York 
The Bond Club of New York _ 
Treasury Securities Luncheon Group 
Women's Passenger Traffic Association of New York-

Total membership dues., 

Contributions: 
American Institute of Banking 
Committee for Economic Development-
Foreign Policy Association 
National Industrial Conference B o a r d -

Total contributions _ 

Total membership dues and contributions.. 19,217 

BUFFALO BRANCH 

Memberships:* 
American Association of Industrial Nurses—Western New York-
American Bankers Association* 
American Management Association. _ _ 
Buffalo Chamber of Commerce 
Credit Men's Association of Western New York 
Erie-Niagara Counties Bankers Association*. 
Group I—New York State Bankers Association* _. 
Industrial Relations Association of Buffalo... 
Institute of Internal Auditors 
National Association of Bank Auditors and Comptrollers 
Robert Morris Associates 
The Better Business Bureau of Western New York, Inc.* 
The Building Owners and Managers Association of Buffalo 

Total membership dues 
Contributions: American Institute of Banking __ 

Total membership dues and contributions.. 

25 
50 

100 
65 
25 

125 
15 
35 
35 
10 

200 
140 

861 
*1,013 

1,874 

•Indicates membership in bank's name. 
**Years 1962,1963. 
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Minneapolis list of membership dues and contributions 1962 and 1963 

Memberships and contributions 

1962 

Number Amount 

1963 

Number Amount 

Memberships: 
American Bankers Association 
American Academy of Political and Social Science 
American Bar Association _ 
American Economic Association 
American Farm Economics Association and the Western 

Farm Economics Association 
American Finance Association 
American Forests _ 
American Management Association 
American Statistical Association _ 
Associated Industries of Minneapolis 
Canadian Political Science Association 
Chamber of Commerce 
Corporate Fiduciaries Association 
Credit & Financial Management Association _ 
Credit Bureau of Minneapolis 
Exchequer Club of Minneapolis _ 
Independent Bankers Association 
Michigan Bankers Association 
Minneapolis Association of Building Owners and Mana

gers, Inc 
Minnesota Bankers Association 
Minnesota Chapter, Robert Morris Association 
Minnesota League for Nursing, Industrial 
Minnesota State Bar Association 
Montana Wool Growers Association 
National Wool Growers Association 
National Association of Bank Auditors and Comptrollers-. 
National Association of Business Economists 
National Industrial Conference Board 
National Office Management Association 
North Dakota Bankers Association _ 
North West Industrial Editors Association 
Personnel Surveys, Inc 
Robert Morris Associates 
Royal Economic Society 
South Dakota Bankers Association 
Special Libraries Association 
Systems and Procedures Association 
Twin Cities Personnel Managers Association 
Urban Land Institute 
Wisconsin Bankers Association 

$1,100. 00 

Total memberships 

Contributions: Local Chapter, American Institute of Banking-

Total membership dues and contributions 

20.00 
6.00 

10.00 
5.00 

120.00 
8.00 
75.00 
6.00 

175. 00 
25.00 
60.00 
60.00 
40.00 
125. 00 
100. 00 

130. 00 
750. 00 
100. 00 
15.00 
102. 00 
5.00 
5.00 

360. 00 
10.00 
250. 00 
80.00 
25.00 
25.00 
275. 00 
310. 00 
14. 40 
25. 00 
30.00 
30. 00 
40. 00 
10.00 
60. 00 

4,586. 40 
4,906. 75 

$1,100.00 
8.00 
20.00 
8.00 

10.50 
5.00 
6.00 
60.00 
12.00 
75.00 
6.00 

175. 00 
25.00 
60.00 
75.00 
30.00 
75.00 
100.00 

140.00 
750.00 
90.00 
15.00 
122. 00 
5.00 
5.00 

390.00 
10.00 
250. 00 
80.00 
25.00 
30.00 
300. 00 
335. 00 
7.40 
25.00 
40.00 
30.00 
40.00 
10.00 
60.00 

4, 609.90 
4,978. 02 

9, 493.15 9,587. 92 

Helena list of membership dues and contributions 1962 and 1963 

Memberships: 
American Bankers Association Group V, Montana Bankers Association 
Helena Chamber of Commerce 
Montana Bankers Association 
Montana Stockgrowers Association, associate membership.. 
National Association of Bank Auditors and Comptrollers 

Total memberships 
Contributions 

Total membership dues and contributions 

Memberships and contributions 

1962 

Number 

1 
1 
1 
1 

1 

None 

Amount 

$21 
10 
22 

210 

39 

302 
None 

302 

1963 

Number 

1 
1 
1 
1 
1 
1 

None 

Amount 

$21 
10 
25 

210 
5 

39 

310 
None 

310 
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STATEMENT BY DR. ETTSSELL L E E NORBTTRN, ASHEVILLE, N.C. 

Gentlemen, thank you for the opportunity to make a comparison 
of the legal tender currency issued by the Treasury under the super-^ 
vision of Congress and the Federal Eeserve note currency issued by 
that regulatory agency. 

I t is my purpose also to bring for your consideration a proven plan 
which implemented by the Congress would bring under control the 
monetization of debts, Government deficit financing and inflation. 

Supporting facts based on the highest authority will be as brief 
as the importance of this subject permits. 

Legal tender has been used as far back as we have a history of a 
medium of exchange. 

In our research, Alexander Delmar, "History of Monetary Systems," 
page 38, states that within the Eoman Empire "there was no individ
ual coinage. Within prudent limits it made no difference whether 
the coins were pure or impure, light or heavy, yellow or brown; no 
one could lawfully stamp them except the state." The record shows 
that for a period of nearly 900 years the empire had a more stable 
legal^ tender medium of exchange than the Federal Eeserve has 
provided the United States during the past 50 years. 

Private coinage began in Europe during the 16th and 17th cen
turies, with the gold standard, silver standard, and double standard. 
Delmar is the authority for stating that "so long as money was 
governed by law, it was the whole number of coins, reduced to one 
denomination that determined prices. When money ceased to be 
governed by law, as was the case after the legislation procured by the 
Dutch and English East India Cos., it was the whole quantity of 
metal that determined prices." 

The fundamental cause of the American Eevolution was the con
servative policies of the privately owned and controlled Bank of 
England in failing to supply the colonies with money and because 
of their monopolistic system of financial exploitation of the British 
Government. 

Practical Benjamin Franklin pioneered and printed legal tender 
note currency for the colonies. Among the reasons for this "conti
nental currency" not being worth a "continental" was the ease with 
which it could be counterfeited. (Exhibit sample.) I t was struck 
off on commercial paper of nonuniform size. The British Army used 
the counterfeit money as a weapon and flooded the country with the 
currency. The economic chaos it produced nearly caused General 
Washington to lose the war. I t may have been the reason he finally 
approved Hamilton's plan of placing the issue of money for the new 
government under the control of vested interest like the Bank of 
England and other established European banks of that day. 

I t might be said, in passing, that after the Eevolutionary War the 
new Government paid the continental issue at par—not to the soldiers 
who had received it as pay, however, but mainly to speculators. 

Washington was worn out by war. Authorities state that he wanted 
peace and considered the first U.S. bank only an expediency and its 
20-year charter a time during which a monetary system in keeping 
with a republican form of government could be implemented. Wash
ington, of course, could not foresee that while winning the revolution, 
the people had lost their hard-won economic freedom which is just 
as basic as freedom of speech, religion, or any other freedom. 
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The unfortunate experience of the continental currency was used 
by special interest and international bankers as propaganda against 
the United States using its legal tender as a medium of exchange. 
Thus, the newly formed Government lost the control of its hard-earned 
economic freedom to predatory financiers. This is exactly what was 
done when the French money was destroyed at the time of the French 
Eevolution. 

Counterfeit money was printed in England and was injected into the French 
monetary system. I t has been reliably stated that 17 printing presses and 
400 men were employed in England at that time to manufacture and carry on 
the traffic in this counterfeit money. By this means the French revolutionary 
government's money (assignats) was destroyed. Later, the private bankers and 
financiers regained control of the new money system and acquired possession 
of most of the property of France. 

On the return of Thomas Jefferson from his office as Ambassador to 
France, to become Secretary of State, he found the first U.S. bank 
an established fact. 

He was bitterly disappointed and opposed the bank as being un
constitutional, saying that it was an expediency and not a paramount 
necessity. Later Jefferson used stronger language and denounced 
the institution as "one of the most deadly hostilities existing against 
the principles and form of our Constitution." 

Some have said that Jefferson did not favor a strong central bank. 
What he did not favor was the delivery of our monetary system into 
private hands to be run for private profit as he had witnessed in 
England and France. He was in favor of a U.S. legal tender note 
currency and died protesting the evils of our banking system. "His 
purpose was, instead of an aristocracy of wealth, to make an opening 
for an aristocracy of virtue and talent." 

Andrew Jackson, too, saw the advantages of the Government having 
full control of the issue of legal tender note currency. He said: "If 
Congress has a right under the Constitution to issue paper money, it 
was given them to be used by themselves, not to be delegated to in
dividuals or corporations." Jackson's veto message for renewal of the 
second U.S. bank is a classic. The real U.S. bank that Jackson wanted 
was not established and a long period of disaster followed. 

I t is not within the scope of this paper to follow all the vicissitudes 
of our country's banking system. I t is, however, necessary to relate 
in somewhat more detail the circumstances surrounding Lincoln's 
issuance of the U.S. legal tender notes. 

In 1858 there were listed 5,400 separate descriptions of counterfeit 
notes. In 1862 there were about 1,600 banks chartered in the 29 
States, together issuing 7,000 different kinds of banknotes of varying 
value. Payment in gold had been stopped by all banks. Bankers 
were demanding 28-percent interest for money loaned to the Govern
ment. 

Into this confused atmosphere, and in order to finance the Civil 
War, Abraham Lincoln, with the approval of Congress, ordered the 
Treasury to issue inconvertible U.S. notes to be used as legal tender. 
Lincoln's foresight at this critical period of our history not only 
enabled him to finance the war but also showed the way to free man
kind from economic slavery. When issued, this currency was accepted 
at face value as a medium of exchange. I t gave a boost to the econ
omy, and some historians believe it enabled Lincoln to save the Union. 
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Woodrow Wilson, referring to this period in his history, states: 
Money was once more easy to get * * * and could be used at its face value as 

well as gold itself to pay the mortgages off which the older times of stress had 
piled up. The "greenbacks" of the Government became for the agricultural 
regions of the North and West a symbol of prosperity. 

I t may be added that when the farmers are prosperous, others in 
the main are prosperous. I n any event, there has been at least one 
time when the people were not accumulating interest-bearing debts 
faster than property. That time was when Lincoln was issuing legal 
tender nonconvertible notes. 

When special interest in control of banks and the gold found that 
the Treasury was encroaching on their own profitable monetary sys
tem, they used their great wealth and propaganda—the gimmick of 
gold—to sabotage the new currency by prevailing upon those in charge 
to put crippling wording upon the notes and by persuading the people 
to refuse to accept it. 

We see today that the crucial issue was the determination of special 
interest to continue to usurp the prerogatives of State and regain 
control of the Nation's money. The man who led and won this fight 
for the bankers was Salmon P. Chase, Lincoln's Secretary of the Treas
ury. Chase was a lawyer like Hamilton and worked hand in glove 
with the financial interests. I n 1863 he succeeded in establishing the 
national banking system, returning the privilege of the issue and 
control of currency to private hands. 

The National Bank Act which may have been drawn up by the 
British Banking Association "became law by an act of a servile 
Congress over President Lincoln's strong protest." Lincoln's pri
mary interest at that time, however, was to save the Union, and 
he could not at the same time fight the Confederacy, the international 
bankers, and financiers like Jay Gould, who owned the gold and 
controlled the banks. 

Due to all this—to the fortunes of war which threatened the Gov
ernment itself—the value of the U.S. legal tender notes bearing the 
words "—legal tender—except for duties on imports and interest on 
the public debt," which had to be paid in gold, depreciated to a value 
of 35 cents on the dollar when Lee invaded the North. These notes 
were not the only ones that fell. Most private bank notes of the 
time became worthless and were never redeemed. 

In 1869 the Supreme Court declared the issue of legal tender 
currency by the Government unconstitutional, but only by a single 
vote. Changes in the Court's personnel occurred almost immediately, 
and in 1870 the decision was reversed. Despite this, the owners of 
the national bank retained their control of the issue of the people's 
money. Money remained scarce and times hard. 

In 1874 a small group of patriotic and f arseeing men attempted a 
real reform of our monetary system. Unable to interest existing 

Solitical parties, they formed a new party, the American Independent 
rational Party. This party advocated increasing the volume of 

Lincoln's U.S. notes, and with these paying all Government bonds 
not expressly payable in gold coin. The new party also advocated 
the suppression of all issues of currency by private banks. 

In 1878, after fusing with certain labor parties, the name was 
changed to the Greenback Labor Party. This symbol was chosen 
because the U.S. notes were printed with green ink, so they might be 
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readily distinguished from the yellow-colored gold certificates. I n 
that year its members cast more than a million votes and elected 14 
Congressmen. 

Alarmed at the threat to their privileged position, the bankers 
rallied to the fight. Such misrepresentation of facts, villification, and 
ridicule has probably never before nor since been used in American 
politics. These attacks aroused old superstitions and new fears in the 
minds of men who had since childhood been taught that gold coin was 
the only real money; who could, between panics, take paper money 
to a bank and exchange it for gold. The party's following decreased 
and soon after the 1884 election, passed out of existence. 

The next year Congress firmly reestablished the Government's 
promise to redeem the U.S. notes, whereupon they went to par and 
the speculators who had bought up the currency made their enormous 
profit. Three hundred and forty-six million dollars of these "green
backs" are still in circulation—the soundest money on earth because 
they are as sound as our Government. In over 2,500 years there is no 
official record of legal tender currency having caused inflation where 
a responsible, strong government was in full control of the issue of all 
its money. 

The country was on a rigid gold standard when it ran head on into 
the severe panics of 1893 and 1907. In the panic of 1907, banks being 
unable to supply the people with money, many industries, banks, and 
large companies printed small slips of paper tokens which were ac
cepted by workmen and merchants as money in the exchange of goods 
and services. 

The Nation's discontent with the defects of the privately owned 
and controlled national banking system caused Congress to talk of 
monetary reforms. 

Senator Norris and other men of vision felt that the Government 
should issue and handle its own currency and wished to establish a true 
U.S. bank which would be owned and controlled entirely by the Gov
ernment. Their views were cried down and a powerful machine-
picked Senate committee appointed. 

The Aldrich Commission, after months abroad visiting European 
banks, reported in favor of what amounts to a privately controlled 
system, eminently satisfactory to creditor interest. A prototype of the 
Reichsbank was approved by Congress December 23, 1913. I t was 
named the Federal Reserve Act. The word "Reserve" indicated its 
40-percent gold requirement which was claimed to be its very corner
stone. 

The Federal Reserve was a banker's bank. Despite some doubletalk 
as to who was to own the stock, it was provided that member banks had 
its refusal. They took all and still, today, own 100 percent of it. When 
I say "member banks" I mean bankers and those they represent. I t 
is not as impersonal as it sounds. The provision that the Governors 
of the Federal Reserve should be appointed by the President with 
advice and consent of the Senate was not consistent with the Constitu
tion which, in^ listing the duties of Congress, section 8, includes the 
words, "To coin money, regulate the value thereof, * * *." I n fact, 
any participation by a Congressman was expressly forbidden by the 
act. 

The small handbook printed by the Federal Reserve sounds fair 
enough but gives no idea of what is involved. "The Federal Reserve 
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Act of 1913 With Amendments and Laws Relating to Banking" com
piled by Gilman G. Udell, Superintendent Document Room, House of 
Representatives, shows that from August 4,1914, to July 5,1958, Con
gress approved over 200 amendments. These with the 27-page act 
make a volume of fine print with 487 pages, so complicated that the 
average citizen cannot understand it nor could the best meaning Board 
of Presidential Appointees administer the act in such a way as to give 
the same equality of opportunity to each kind of business as the banks 
enjoy. 

We have no intention today of entering this veritable maze. We 
must say, however, that as confusing as this is, the mind is even more 
baffled when it attempts to fit reports from this institution into actuali
ties. As this leads to our point, we wish to give an example: 

The 45th Annual Eeport of the Board of Governors of the Federal 
Reserve System, covering operations for the year 1958, page 15, states: 

The great bulk of the gold holdings of the United States (at the end of 1958, 
$20 billion out of a total of $20.6 billion) is held in the Treasury as security 
against a corresponding amount of gold certificates issued to the Federal Reserve 
banks. These gold certificates, owned by the Federal Reserve banks, together 
with their holdings of the U.S. Government securities, advance to member banks 
and other assets, serve as backing for Federal Reserve liabilities. Under the 
Federal Reserve Act, holding of gold certificates must not be less than 25 percent 
of Federal Reserve notes and deposit liabilities; actually the amount held greatly 
exceeds this minimum. 

This seemed a strange report. Knowing that the system's gold re
quirement had by repeated suspensions been virtually eliminated; and 
having read several articles indicating that the report was mislead
ing in that the United States owed more gold than we owned; and 
that foreign currencies had been pyramided on the gold stored in our 
vaults, I came to Washington in June 1960 in an effort to learn the 
truth. 

At the U.S. Department of Commerce I was told as a fact that 
we owed more gold to foreign interests than was stored in the Nation's 
vaults and that it only remained in the United States through "a 
gentlemen's agreement." 

Thus it is seen that though the Federal Reserve banks have no "re
serve," the gimmick of gold is still used. If this is not to confuse, 
what then ? The truth is that we are not on a gold standard, and 
should not be. Such ideas have no place in our thinking. For over 
30 years we have not been able to exchange a single paper dollar for 
gold coin. I t may be said in passing that you can exchange paper 
dollarsfor all the gold jewelry you want. Conversion into silver is 
now being brought to an end. The new $1 Federal Reserve note omits 
the meaningless promise of redemption in "lawful money" and stands 
for what is and all the rest of our currency really is—fiat money, pure 
and simple. This is as it should be, but that is not the whole story. 

The Federal Reserve notes are issued by the Treasury on the order 
of officials of the Federal Reserve System and enter the economy 
through a complicated, privately owned and/or controlled banking 
system. 

In all our Government the, Federal Reserve System is the only 
place where those in control are allowed to have a conflict of interest. 

Fifty years have passed since the Federal Reserve banks took over 
our monetary system and the management of our Government bonds. 
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Have the benefits accrued to the general public or have they accrued 
to the bankers and those they represent ? Let us see. 

In 1914 the per capita debt was about $12 and in 1963 around $1,600, 
although population had more than doubled. There have been more 
business failures made during the past few years than since the early 
thirties and there are relatively fewer homes free of debt than 50 
years ago. We cannot gloss over the fact that under present economic 
conditions, more hospital beds are filled with mental cases than all 
other ailments, and that doctors' offices are swamped with emotional 
and nervous wrecks. In my work as a physician I have often traced 
illnesses to tensions due to economic strain. This is true of many of 
our most gifted and cultured citizens, as well as others in this land 
of abundance. Skyrocketing debts and crime increasing five times 
as fast as population are largely due to the evils of our monetary 
system. 

The individual who buys Government bonds does so with hard 
earned dollars saved after taxes. Does this individual get the same 
value and protection that the banks receive ? Of course he does not. 
I f he holds his E bonds until maturity, his investment increases by 
one-third. In most cases inflation more than wipes out the increase 
as well as much of the value of the invested dollars. If he uses the 
bond as a collateral, he must pay the bank more interest than is 
accruing on the bond. 

To banks, however, the bonds gravitate as naturally as water flows 
downhill. The Conference on Economic Progress explains it this 
way: 

Further, the Treasury had to borrow about $200 billion during the war, of 
which only about $50 billion were loaned to the Government by individuals. The 
balance was loaned mostly by banks, which acquired these holdings virtually 
without cost to their stockholders. The banks "paid for" these bondholdings 
merely by setting up on their books "credits to the Treasury." 

And again—Dr. Dean Russell of the Foundation for Economic 
Education, Inc., in his monograph on Money, Banking, Debt, and 
Inflation (How the Federal Eeserve System Works) ," page 16 and 
17, describes in detail the bewildering manipulations used by the 
banks in obtaining ownership of Government bonds and fully justi
fies his conclusion which is as follows: 

Thus the $6 billion worth of still unsold bonds was absorbed as planned by 
commercial banks which, in effect, had been given the money by the Fed to 
buy them. 

No matter how acquired, the interest the Government pays on these 
bonds is but a trifle compared to the profit from the manipulation of 
Government and other credit. From less than one-fifth in 1939, 
Government securities had become more than two-thirds of the earn
ing assets of the banks by 1944. 

In 1940 cash dividends declared by member banks of the Federal Re
serve was $210,500,000 and $832 million in 1962. My inquiry as to 
whether new capital invested in the banks warranted this increase was 
answered by the spokesman of the Board of Governors of the System, 
as follows: 

Average total capital accounts of member banks were $5,597 million in 1940 
and $19,066 million in 1962. The ratio of dividends declared to total capital 
accounts was 3.8 percent in 1940 and 4.4 percent in 1962. Although many other 
factors were important, retained earnings of member banks totaled $11,366 mil-
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lion over this period and accounted for most of the increase in total capital 
accounts. 

The $11,366 million additional capital accruing between 1940 and 
1962 represents earnings above published dividends paid out by these 
banks during this period. Was not the actual interest received on in
vestment in 1962 10.8 percent ? This example shows that the Federal 
Eeserve System has grown into such a Frankenstein that the average 
citizen is misled by their financial reports as well as their manipulation 
of Government credit, and that any Government supervision is of little 
value. 

Congressional Eecord, appendix 11, 1961, pages A6293 to A6296 
show facts to prove that the annual Federal subsidies to commercial 
banks amount to over $5 billion, and that with capital of $23 billion 
banks have accumulated assets of $252 billion. The truth is that it is 
not practical for the Government to support each type of business and 
all individuals just as it does the Federal Eeserve System and the 
financiers. 

Our progress has been due to developing a part of our great inher
itance of natural resources during a favorable period of history by the 
many divisions of our economy and not to vested interest controlling 
the money created by the bankers. Our progress has indeed been great, 
but it is sobering—indeed a darkening thought to remember that it is 
not paid for—that we owe over a trillion dollars and that this amount 
continues to increase as a snowball does when rolled along. 

The result of 50 years shows that our present monetary system is 
merely a finesse for perpetuating financiers dedicated to maintaining 
the status quo instead of the public good. Their use of gold, Federal 
Eeserve notes, and bank credit has resulted in exploitation of the Gov
ernment and people and enslavement of these in astronomical debts. 

This is the true state of the Union. No, the Federal Eeserve System 
has not worked to the benefit of the Nation as a whole. I t did not pre
vent the great depression of the thirties nor will it prevent another, a 
greater, and this time perhaps a fatal one. We have done some patch
work, but the fundamental causes of the great depression have not been 
solved. The inherent fallacy of the System will inevitably bring the 
day of reckoning. There is already the feel of the late twenties in the 
air. 

Let us compare a U.S. note with a Federal Eeserve note. (Exhibit 
notes.) Both were paid me for my services. These notes are identical 
except that at the very top the words "United States Note" has on one 
note been replaced with the words "Federal Eeserve Note," and the seal 
of the Federal Eeserve Bank has been added to our Treasury seal. 
Both notes are made legal tender by Government decree and both are 
obligations of the United States. Neither can be exchanged for gold. 

The difference of these two notes lies in the fact that the U.S. note 
was issued by the Treasury and entered direct into circulation as a me
dium of exchange for goods and services. The Federal Eeserve note 
was issued by officials of the Federal Eeserve Bank upon authority 
delegated to them by Congress and enter circulation under the cloud 
of their monetary system. This authority has opened the door of the 
Treasury to special interest and their manipulation of bank credit and 
interest-bearing Government bonds. 

The banks and bankers are already receiving interest on their prom
issory notes. That is enough. The Nation should not continue to favor 
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this group by continuing to supply them with money on unequal terms. 
Nor should it continue a practice which, in exchange for bookkeeping, 
transfers to them enormous wealth in the form of interest-bearing Gov
ernment bonds. 

Government decree makes $30-odd billion of these Federal Reserve 
notes legal tender money. 

Now let us examine the U.S. note. Though only a handful com
pared to the others $346 million in these U.S. notes are still in circu
lation. They were issued by Lincoln and have been used to pay for 
goods and services from that day to this. In the past hundred years 
these notes have not cost the Government 1 cent in interest, or added 
$1 to the public debt. Thirty years ago Congressman William Lemke, 
in speaking of these Civil War notes, said: 

Of all the money, these notes have rendered the greatest service to the Ameri
can people. They helped to win the Civil War. They have saved the Nation 
more than $12 billion in interest since issued. 

These notes are the best currency in the world. Despite what we 
may have been told, you and I know they have no gold backing and 
need none. They are backed by the seal and might and all the wealth 
at the disposal of the U.S. Government. They are declared by it to 
be full legal tender for all debts public and private, and are accom
panied by the Government's promise to redeem them by accepting 
them as taxes; which, in the last analysis, is the only way any govern
ment can pay its notes. 

The official record shows that in our own day at a time of great 
stress, Congress acknowledged this as t rue; and turned to the U.S. 
note as our basic medium of exchange and the one way, except by 
repudiation, of bringing debts under control. 

In "The Federal Reserve Act of 1913" U.S. Government Print ing 
Office, Washington, 1958, on pages 150 and 151, under "(extract from) 
(Public No. 10, 73d Congress);' is found the following: "Title I l l -
Financing: * * * and exercising powder conferred by section 8 of 
article I of the Constitution: 'To coin money and to regulate the value 
thereof.' " 

On May 12,1933, Congress authorized the President to issue $3 bil
lion of these U.S. notes and stated that they were to be the same notes 
as those approved by Congress February 25, 1862. 

The President was persuaded by the financiers not to do this, assur
ing him that they were able to supply the money. 

If, at that time, Congress had asserted the authority given it by 
the Constitution and had done its plain duty, Members of Congress 
would have seen to it that the $3 billion of this sound legal tender 
notes were issued and used. Instead of authorizing more interest-
bearing bonds, the public debt and inflation would be much less today. 
Increasing the interest-bearing public debt is like fighting fire with 
gasoline. Keeping currency scarce forces the people to pay interest 
for bank credit. Bank credit now has increased to over $300 billion. 
Thus there is 10 times as much bank credit as there is currency to pay 
it. 

Today's bank credit comes into existence every time the bank lends 
and disappears every time the loan is repaid to the bank. When 
thrifty people borrow from the bank for the production of goods and 
then repay their loans, the money (b&nk credit) disappears, leaving 
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the consumer empty handed. In bad times when the banks will not 
lend, and when those who have deposits will not invest, there is no 
money with which to pay. This is what makes prosperity so danger
ous. I t destroys money just when it is most needed. Automation 
and unemployment will compound the danger. Less bank credit and 
more U.S. legal tender currency is the answer for the foreseeable 
future. 

These non-interest-bearing U.S. notes, then—legal tender currency 
based on the economic freedom won by the American Revolution— 
are the best medium of exchange to move the goods produced by 
industry and the farms into the hands of the consumer. I t was the 
note Thomas Jefferson had in mind, 170 years ago, when he said that 
if the people were able to regain control of their money and issue legal 
tender notes, the Government would never incur a public debt. All 
other currencies should be gradually retired and the U.S. note, and 
this note only, should be made the basis of our monetary system. 

The principle of such a currency is so simple that a child can under
stand i t ; that it is a government's duty to furnish to all its people, on 
equal terms, a medium of exchange in sufficient quantity to meet their 
needs. 

The present-day issue of U.S. notes would be as follows: The Gov
ernment, needing goods or services, or to pay its obligations, issues its 
bonds in the form of small, non-interest-bearing notes, and declares 
these legal tender. The U.S. note should be paid directly by the Treas
ury (or, as checks mostly are used, send a check and credit the receiver's 
account). As the note is full legal tender money, the receiver may 
spend it in the nearest store, pay for services, invest it, save it, or lend 
it at interest. The note travels from hand to hand satisfying exchanges 
and debt. That is the history of the note I hold in my hand. The time 
for redemption is immaterial for it bears no interest. I or another will 
finally present it to the U.S. Treasury, as payment for taxes. The 
Government accepts it, thus satisfying the debt it made during the 
Civil War. The cycle is complete. This little bond has cost not 1 cent 
in interest. I t may be retired or may be reissued. 

The agency for handling legal tender currency and notes should be 
a department of the Treasury under control of Congress. I t should 
be composed of well qualified and reliable men. Payments for services 
and goods for the Government and payment for the Government's 
other obligations should be made (Jirect by the Treasury. The Treas
ury, too, may make under direction of the President, where authorized 
by Congress, long-term loans at low interest to distressed areas. All 
large operations should be handled by credit and debit on books, as 
at present. Circulating notes should be kept at safe levels by the use 
of computers, but the supply should be great enough so that interest-
bearing bank credit is not forced upon the economy to the extent it is 
today. For general circulation the money might be loaned to banks at 
the proper interest so that the banks in turn might lend it to their 
customers. 

Soon the Treasury should establish a school, somewhat similar to 
West Point, where personnel €Ould be trained. These men, with the 
integrity of the postal employees or the Federal Bureau of Investiga
tion, could advise and administer the system. They could also work 
out a method of foreign trade balances much superior to the present 
one. Japan, which has no gold, c$i*ries on extensive foreign trade. 
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As an example of the working of this system: the Secretary of the 
Treasury has now asked Congress to raise the Federal debt ceiling from 
$315 to $324 billion. (This money will not pay this year's interest on 
the public debt.) Instead of Congress authorizing the issue of $9 bil
lion in additional interest-bearing bonds (at 4 percent) Congress 
should authorize the issue of $9 billion legal tender notes bearing no 
interest. ( I t cannot be said that this is irresponsible and inflationary 
financing with nonconvertible U.S. notes—we are going to increase 
credit this much anyway.) This would have $360 million interest dur
ing the current year and many, many billions in the years ahead. 

To sum u p : Our un-American monetary system should be replaced 
by one adequate to meet today's economy—one understandable to the 
average citizen. 

Monetary stability is fundamental for a sound economy working 
within the law of supply and demand. The Government's fiscal as well 
as its debt policy must be coordinated by civil service economists in the 
Treasury who are dedicated to the public interest. I t is the mandatory 
duty of Congress to assert its authority in seeing that U.S. note cur
rency is issued by the Treasury and that it is used as a medium of ex
change. All other paper money should be retired as fast as it wears 
out. This would be the first step toward freeing our people and econ
omy from the control of financiers and international bankers who have 
used the Federal Reserve System as a tool for exploitation beneficial 
to creditor interest. 

All Government bonds should be retired as fast as feasible with non-
interest-bearing U.S. notes with the view of bringing to an end the 
issuing of interest-bearing Government paper. 

A true American monetary system consistent with the Constitution 
and our republican form of Government would free the people and 
Government from astronomical debts, make for a strong economy, be a 
step toward peace, and become the standard of the world. 
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