
April 8, 1953

Dear Randy:

Herewith a draft of changes along the lines I discussed from
time to time with George Humphrey, you and the President. I thought
you might l ike to have this before we have our next discussion.

I seriously question the use of the Reorganization Act, although,
technically, a good case could be made, perhaps, for making i t applicable.
I am confident it i s the wrong way to handle such a situation as this one.

I am also enclosing a tabulation of the membership of the Board of
Governors since February 3, 1936 which indicates that during the period
of February 3, 1936 through February 28, 1953, the Board has consisted of
seven members for only three years and eight months, and consisted of s ix
members for eleven years and ten months, and five members for one year
and five months.

Incidentally, i f we could find a really good man, it might be wise
to consider f i l l ing the present vacancy preparatory to moving along these
l ines .

Sincerely yours,

Wm. McC. Martin, Jr.

Honorable W. R. Burgess
Special Deputy to the Secretary
Treasury Department
Washington, D.C,
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February 17, 1953.

Chairman Martin Changes in membership of Board

Mr. Vest and Open Market Committee.

Following our recent conversation, I have given some thought
to possible changes in the composition of the Board on the basis of
five members with ten-year terms and in the Open Market Committee to
make appropriate and corresponding changes. I attach drafts of pos-
sible amendments to the law which would make changes of this kind.
However, there are a number of important questions that arise in con-
nection with any such changes, and these should have careful considera-
tion before any definitive legislative draft is prepared.

How Should Change in Board Members Be Affected. - Assuming
that the membership of the Board is to be changed to five members with
ten-year terms, there are two possible ways in which the new set-up
might be brought about. First it could be done by having the law
completely reorganize and reconstitute the Board. In other words,
all present terms would be ended on a given date, say February 1, 1954,
and new appointments by the President, confirmed by the Senate, would
be necessary for membership on the new Board. This would, of course,
not preclude the President from reappointing any present members of
the Board that he wished. This method would be similar to the method
which was followed when the Board was reorganized in February 1936 as
the result of the Banking Act of 1935. The only other way that occurs
to me by which a reduction in membership to five could be brought about
would be by dropping off of the Board two out of the seven members now
provided for. Since there is now one vacancy, this as a practical matter
would mean the elimination of any one of the present six members. The
remaining five members of the Board would continue and serve out their
present terms. Upon the expiration of their present terms, the Presi-
dent could either reappoint them for terms of ten years or could appoint
new members in their stead for a like term

The attached legislative draft would provide for a complete
reorganization of the Board similar to the method used under the Bank-
ing Act of 1935. If you should wish a draft which would use the method
of dropping off two of the seven members now provided for by the statute,
I will be glad to furnish it.

Reappointment of Members Who Have Served Full Terms. - Present
law does not permit the reappointment of a new member who has served a
full term of fourteen years. In your reply to the Patman Questionnaire,
you suggested terms of six years, with the prohibition against reappoint-
ment eliminated. The Patman Subcommittee Report recommended a term of
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Chairman Mart in -2-

six years with the prohibition against reappointment eliminated, but
Senator Flanders suggested a ten-year term also permitting eligibility
for reappointment. The attached draft providing for five members with
ten-year terms does not include any ban against reappointment of mem-
bers.

Geographical Distribution of Board Members. - The attached
draft makes no change in the present requirements of the law that not
more than one Board member may be appointed from any one Federal Reserve
district and that the President shall have due regard to a fair repre-
sentation of the financial, agricultural, industrial and commercial
interests and geographical divisions of the country. If desired, of
course, the provision regarding one member from one district could be
eliminated, as was indicated in your reply tot he Patman Questionnaire
and in the Patman recommendations.

Term of Chairman. - The attached legislative draft makes no
change in the terms of office of the Chairman and Vice Chairman of the
Baord, the provision for four-year terms in present law being retained.

Composition of Federal Open Market Committee. - In consider-
ing who should constitute the Federal Open Market Committee, one of
the first questions which suggests itself and one which has been often
discussed is whether the Federal Reserve Board should not have vested
in it the functions and responsibilities of the Open Market Committee.
The Committee performs governmental functions, and in one view of the
matter it would seem that it should be made up of officials appointed
by the President with the advice and consent of the Senate and that it
should not include any other persons, notwithstanding their official
connections with important institutions like the Federal Reserve Banks.
However, the placing of these functions in the Board or any similar
agency in Washington would mean a sacrifice of desirable decentraliza-
tion.

Assuming that there is to be such decentralization, the ques-
tion as to the extent of decentralization arises and also whether mem-
bership on the Committee should include representatives from all Federal
Reserve Banks or from some lesser number of Federal Reserve Banks. From
1933 to 1935, the Open Market Committee consisted exclusively of repre-
sentatives of the twelve Federal Reserve Banks. This did not work satis-
factorily notwithstanding that the Board had the power of regulation over
open market transactions. It would obviously be too unwieldy to have
representatives of all of the Reserve Banks plus all of the Board members
on the membership of the Committee. By process of elimination, therefore,
it seems a necessary conclusion that if we are to have decentralization
in this matter, the present system of combining the membership of the
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Board with representation from some but not all of the Federal Reserve
Banks is the plan that has the least objection to it. In your reply to
the Patman Questionnaire, you stated, after considerable discussion of
the matter, that it was desirable that the Reserve Banks should par-
ticipate to the greatest extent practicable in the consideration and
formulation of open market policies, and that there appears to be no
compelling reason in the public interest for disturbing the present
arrangement.

Assuming that this membership of the Board is to be reduced
to five, it is logical to reduce the Federal Reserve Bank representa-
tives on the Open Market Committee to either four or three. Arguments
could perhaps be made either way with respect to whether such repre-
sentation should be four or three, but since the Board members would
predominate in number in either case, there is something to be said
for four Reserve Bank representatives in order to have more Federal
Reserve Banks directly concerned with the activities of the Committee.
Presumably the constant representation of the Federal Reserve Bank of
New York would be continued; provision to this effect was placed in the
law by special amendment in 1942.l

The attached draft of legislation provides for an Open Market
Committee of nine members, effective March 1, 1954, consisting of the
five members of the Board and four representatives of the Federal Re-
serve Banks, one of which would be the Federal Reserve Bank of New York.
One representative would be elected by the directors of the Federal Re-
serve Banks of Boston, Philadelphia, Richmond and Atlanta, one by the
directors of the Federal Reserve Banks of Cleveland, Chicago and St. Louis,
and one my the directors of the Federal Reserve Banks of Minneapolis,
Kansas City, Dallas and San Francisco. This grouping, could, of course,
be changed in any way that might seem preferable.

Staff and Funds of Federal Open Market Committee. - Considera-
tion might be given to providing in any new legislation authority for the
Federal Open Market Committee to employ its own staff and to obtain funds
with which to pay its expenses and salaries of its employees. The at-
tached draft does not presently include such provisions.

Legislative authority for this purpose might be desirable if
a completely separate staff of the Open Market Committee were to be set
up. However, the matter might be worked out without legislation if
there were an understanding that the Board would employ and pay any
persons designated by the Committee and at salaries specified by the
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Committee. However, if statutory authority should be sought, it would
be most important that Committee employees and Committee funds be
exempted from the various Federal Statutory provisions relating to
Government employees and Government funds, such as the civil Service
laws, the Classification Act, the General Accounting Office, Budgeting,
etc. For this purpose, provisions could be inserted in the proposed
legislation to give the Committee the same exemptions in this regard
as has the Board, but it would be necessary to spell out these pro-
visions in a paragraph for this purpose. This would invite the pos-
sibility of Congress considering and possibly amending the existing
law giving those exemptions to the Board. The results could not be
forecast.

Reorganization Act. - The Reorganization Act of 1949 has
recently been extended for two more years. It applies in very broad
language to all agencies in the executive branch of the Government.
While not completely clear, the legislative history indicates that
it was intended to apply to such agencies as the Board. It is be-
lieved, therefore, that a reorganization of the Board reducing the
number of its members could be carried out under the procedure of the
Reorganization Act. In such case compensation of Board members would
be fixed at a rate found by the President to prevail for comparable
officers in the executive branch of the Government. However, if any
change were made in the length of the term of the members, it appears
that the terms would have to be fixed at not more than four years.

There is considerable doubt as to whether the Federal Open
Market Committee could be included in such a reorganization. The chief
reason for this is the fact that the reorganization plan would under-
take to reduce the number of representatives from the Federal Reserve
Banks, and this would mean that there would have to be a change in the
present scheme of election of representatives. Changes of this kind
are not specifically provided for in the Reorganization Act. Moreover,
although the Act makes provision for the appointment and compensation of
agency members, it provides that in such case the appointment, if not
under classified Civil Service, shall be by the President with the Ad-
vice and consent of the Senate. To have such appointments to the Open
Market Committee make by the President would, of course, completely
change the set-up of the Federal Open Market committee. While it is
possible that a reorganization plan merely changing the number of Fed-
eral Reserve Bank representatives and the grouping of the Reserve Banks
for the purpose of electing them (and not providing for appointments by
the President) would go through Congress without successful challenge,
it would be open to legal doubt, and objections in Congress on this score
might very well prevent the plan from becoming effective.
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REORGANIZATION OF THE BOARD OF GOVERNORS AND OF
THE FEDERAL OPEN MARKET COMMITTEE

A BILL

To amend sections 10 and 12A of the Federal Reserve Act,
as amended, and for other purposes.

Be it enacted by the Senate and House of Representatives
of the United States of America in Congress assembled, That the first
two paragraphs of section 10 of the Federal Reserve Act, as amended
(U.S.C., Title 12, secs. 241-2), are hereby amended to read as follows:

"The Board of Governors of the Federal Reserve System
(hereinafter referred to as the 'Board') shall be composed
of five members, to be appointed by the President, by and
with the advice and consent of the Senate, after the date
of enactment of this amendment, for terms of ten years ex-
cept as hereinafter provided, but each member of the Board
in office on such date shall continue to serve as a member
of the Board until February 1, 1954, at which time each such
member shall be deemed to have served the full term for which
he was appointed. The President shall fix the term of each
member of the Board at not to exceed ten years from February 1,
1954, as designated by the President at the time of nomination
but in such manner as to provide for the expiration of the term
of not more than one member in any two-year period, and there-
after each member shall hold office for a term of ten years
from the expiration of the term of his predecessor, unless
sooner removed for cause by the President. In selecting the
members of the Board, not more than one of whom shall be se-
lected from any one Federal Reserve District, the President
shall have due regard to a fair representation of the financial,
agricultural, industrial, and commercial interests, and geo-
graphical divisions of the country.

"The members of the Board shall be ineligible during the
time they are in office and for two years thereafter to hold
any office, position, or employment in any member bank, except
that this restriction shall not apply to a member who has served
the full term for which he was appointed. Of the persons ap-
pointed as members of the Board, one shall be designated by the
President as chairman and one as vice-chairman of the Board, to
serve as such for a term of four years. The chairman of the
Board, subject to its supervision, shall be its active executive
officer. The chairman of the Board shall receive an annual
salary of $22,500 and each of the other members of the Board
shall receive an annual salary of $20,000. such salaries shall
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be payable monthly, together with actual necessary traveling
expenses. The members of the Board shall devote their entire
time to the business of the Board. Each member of the Board
shall within fifteen days after notice of appointment make and
subscribe to the oath of office. Upon the expiration of their
terms of office, members of the Board shall continue to serve
until their successors are appointed and have qualified."

Sec. 2. Effective March 1, 1954, the first two sentences of
subsection (a) of section 12A of the Federal Reserve Act, as amended
(U.S.C., Title 12, sec. 263), are hereby amended to read as follows:

"There is hereby created a Federal Open Market Committee
(hereinafter referred to as the 'Committee), which shall con-
sist of the members of the Board of Governors of the Federal
Reserve System and four representatives of the Federal Reserve
Banks to be selected as hereinafter provided. Such representa-
tives shall be Presidents or First Vice Presidents of Federal
Reserve Banks and, beginning with the election for the term com-
mencing March 1, 1954, shall be elected annually as follows: One
by the board of directors of the Federal Reserve Bank of New York,
one by the boards of directors of the Federal Reserve Banks of
Boston, Philadelphia, Richmond and Atlanta, one by the boards of
directors of the Federal Reserve Banks of Cleveland, Chicago, and
St. Louis, one by the boards of directors of the Federal Reserve
Banks of Minneapolis, Kansas City, Dallas and San Francisco."

2/17/53
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Changes in membership of Board during period Feb. 3. 1936. through Feb. 28, 1953

February 3, 1936

February 10, 1936
June 25, 1936
July 9, 1936
September 30, 1937
March 30, 1938
April 15, 1941
March 14, 1942
April 4, 1946

February l4, 1947
December 2, 1947
April 15, 1948
December 4, 1949
September 1, 1950

March 31, 1951
April 2, 1951
July 14, 1951
February 1, 1952
February 18, 1952
June 30. 1952

Board composed of Governors Eccles, Ransom, Szymczak,
McKee, and Broderick

Governor Morrison took oath of office
Governor Davis took oath
Governor Morrison resigned
Governor Broderick resigned
Governor Draper took oath
Governor Davis resigned
Governor Evans took oath
Governor McKee's service terminated: Governor Vardaman

took oath
Governor Clayton took oath
Governor Ransom died
Chairman McCabe took oath
Governor Clayton died
Governor Draper's service terminated: Governors Norton

Powell took oath
Chairman McCabe resigned
Chairman Martin took oath
Governor Eccles resigned
Governor Norton resigned
Governors Mills and Robertson took oath
Governor Powell resigned

No. of
Members

5
6
7
6
5
6
5
6

6
7
6
7
6

and
7
6
7
6
5
7
6

Elapsed period
before change
Yr. Mo, Da.

1

3

4

1

4

2
6
-
10

10
9
4
7
8

7

3
6

4
7

7
15
lit
21
—
15
29
20

10
18
13
19
27

1
12
17
17
12
28
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February 28, 1953

Board consisted of the following number of
Members during the periods indicated below:

Dates

FIVE MEMBERS

February 3 - 1 0 , 1936
September 30, 1937 - March 30, 1938
April 15, 1941 - March l4, 1942
February 1 - 1 8 , 1952

SIX MEMBERS

February 10 - June 25, 1936
July 9, 1936 - September 30, 1937
March 30, 1938 - April 15, 1941
March l4, 1942 - February l4, 1947
December 2, 1947 - April 15, 1948
December 4, 1949 - September 1, 1950
March 31, 1951 - April 2, 1951
July l4, 1951 - February 1, 1952
June 30, 1952 - February 28, 1953

SEVEN MEMBERS

June 25 - July 9, 1936
February l4 - December 2, 1947
April 15, 1948 - December 4, 1949
September 1, 1950 - March 31, 1951
April 2 - July l4, 1951
February 18 - June 30, 1952

Elapsed Period
Yrs. Mos. Days

1

l
3
4

11

1

3

6
10

5

4
2
—
11
4
8

6
7
10

9
7
7
3
4

7
—

29

15
21
15
—
13
27
1
17
28
17

14
18
19

12
12
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MEMBERSHIP OF BOARD OF GOVERNORS
(SINCE FEBRUARY 3, 1936.)
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