?_‘i CONTROL OVER CREDIT AND MONETARY POLICIES

In proposing the Banking Bill of 1925 the most importent genersl
purpose wes to esteblish unified responsibility in & public body for
national eredit end monetary policles, The existing diffusion of
responsibility between the Federal Reserve Bourd, the Federsl Open Merket
Committee, and the 108 directors of the twelve ileserve baunks was the
most serlous defect in the structure of the Federal Ressrve System which
the Banking Bill wes intended to corract.

Under tho bill as reported by the Senate Banking snd Curreney
Committee, open-market operations of the Federsl Reserve Iystes would be
subject to comtrol by an Open Harket Committee consisting of the seven
members of the Board of Governors of the Pederal Reserve System and five
representatives of the Federsl Reserve banks eleoted with & view %o
representation of the different reglone of the country.

Recognition in the Senate bill of the importence of giving & national
vody full responsibility for open-market operations is an lmportunt step
in the right direction. In view, however, of the great importance of
thie matter to the welfare of the nation, & close study of the proposel
12 necessary with & view to determining whether it fells short in any
important respect of accomplishing the deslred purpose.

In the first plece, let us consider the yuestion whether reprecente-~
tion of the Federel leserve banks on the Open Herket Coumittes iz Ln the
best interests of the country. Iwo-thirds of the directors of the haserve
benks, who would elect the Reserve banks' x-pruontattvés on the Upen

HMarcet Comwrittee, sre in turn elected by the wember benks. These
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members of the comnittee, therefore, would be definitely representative
of benking interests. The question, thersfore, arises whether there is
any resson why sell but equal power over open-market operations should he
given %0 representatives of the bsnks.

This is no new yuestion. It wee srominent st the time that the
Federsl Reserve ict was proposed. it thet time there had heen serious
sgitation in favor of selsction by the banks of some of the members of
the Federal Reserve Board. This proposel, however, which was sponsored
by the chalrmen of the Banking and Currency Committee of the liouse of
Representatives, was not approved by President Wilsom, who asiked the
pertinent question whether enyone would advocate that the rallroade should
select members of the Interstute Conmerce Commission., Dy reislng this
point Presideat ¥llson mede Lt clear that it would not be good policy te
heve the institutions thet are Lo be supervised and controlled repressuted
on a board charged with the duty of controlling thea. In his address to
the Joint Session of Congress on June 28, 181lI, Presldent Wilscn salds
"The contrel of the system of banking and of issue must be vested in the
Government itseli, so thal the baniks mey be the ilnstrumentis--not the
masters--of business and of individuel enterprise and lnitistive, ®

Thet this view expreseed by Prezident Wllson was sccepled by Congress
is indicated by the following pussage from the Stetement of Views sccompany~
ing the Senate report on the originsl Federal Reserve icti '"Hany of the
blg banks quite urgently insisted that the bankerse should heve resresenta-

tion upon the Federsl Reserve Boesrd., This wes denled for the obvious
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reason that the function of the Federsl Reserve Board in supervising the
henking system is a govermmental functiom in which private persoms or
vrivate intersstz have no right to representstion except through the
Government 1tself., The precedent of ell clvilized governments is sgelinst
such a contention."

Eecognition of the necessity of public control of monetary peliey was,
therefore, in the nminds of Congress as early as 1813, The need for

g publlic control hes become even more apperent during the twenty-odd years
thet the Federsl Reserve System bas been in operation.

The world has gone through e pericd of war, of inflation, snd of
deflation, of radicel readjustments sccompanied by the disappeerasnce of the
more sutomatic controls over mometary conditions, which to scme extent had
srotected t!}o countries of the world against excesses of laflation or
deflation, Such conirols were ressoncbly effective when world trede was
sufficiently belanced to make it possilble for an internstional gold
standard to funection freely. OSuch & condition does not prevuail at the
present time snd n- one can tell when if ever it will return agein. One
thing is clear, that it Lls not safe at this time to provide for & monetary
system thet depends im an importaent degree on esutomatic controls. If,
however, countrels sre not to be sutometic, then there has to be discretiocm
snd menagement, and if there is tc be management, it musi be in the interests
of the nation &5 e whole and not in the interests of any particular group

of people, be they bankers or politicians.
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In these circumstamces it is mere imperative tham ever that the cemtrel
of monmetary and credit policies bz entrusted te a bedy that has complete
apd unescapable responsibility for the adoption of these policies. This body
zust be free from the influence of bankers or other spocial intereste and
must devote itself exclusively to the pulilic service. Represemtatives of

'mrammmgm,dommmummmme
be swayed by comsiderations that are more im the interests of these con-
stituents than of the natiom as 2 vhole.

¥hen the bill was originslly proposed, there was more reasem for
giving consideration to participatiom by the Federal Reserve banke in
the determination of opem-market policy. This was because the Faderal
feserve Board comtained two ex-officio members, because there was no re-
gquirement that two members must be persons of tested bamicing experismce,
and that no more tham 4 shall beleng to cme political perty. The Semate
bi1l hae eliminated the ex-eficlo members from the Federsl Reserve
Board which we 1d comsesuently be more independent of the administrstion.
The bill slso provides that two members of the Board shall be men of
tested banking experiemce. This would insure & proper understanding of
banking technigue by the Board and alse provide for representation of
the banking point of view, The bankers on the Board, however, would
have sevored itheir comnectiom with the banks, and while they would under~
stand the bankers, they would owe alleglamce o no ome but the country
e & vhole, They would have no specisl constitusnts. The Semate bill
alse provides thet not more tham four of the Beard members shwll beleng
to ome politicel party. It is a Board, therefore, that is mot likely
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tc be swayed by partisan considerations and a Board that will have adequate
representation of banking knowledge and of the banking point of view. UWhate
ever reason there may have been for direct bank representation on the policy
making body with the old Reserve Board, there would be no such reasem with
the Board as it would be recomstituted by the Semate bill.

I% ie clear, therefore, that the power over cpen-markei operations
should be vested in the Board of lovernors, and thet the Reserve banis
should mot be represented except by am advisory committee with which
the Board should consult before taking actiom en credit or monetary
pelicies.

It should alse be pointed out that te give suthority over open-market
operations to amy body cther than the Board would perpetuate the diffusiom
of suthority that now prevails., The Board has now and would comtinue to
have under the bill, autherity over the two other instrumenis of mometary
policy——changes in discount rates and im reserve recuirements.

It would be possible, therefore, under the Senate proposal, to have
the different instruments of monetary poliey used in opposite directions.
The Open Harket Commitlee, for example, might decide by a2 vote of Pive
bank membere emd two Board members againel the other ive Board members te
eage credit conditions through the purchage of Govermment securities, while
the Board might declde by & vote of five o two to tighten conditioms through
raising discount rates or reserve requirememts. There ought not teo be the
poscibility of such & conflict in the administration of the naticnts monetary
poliey, All the three instruments of mometary policy should be ledged im
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one pubtlic body with single umescapable responsibility. Ne other procedurs
would imsure the prompt and courageous action that is neceesery ‘o preotect
msmmmmwmmmmszmtmm
mefm.mmwmumtmuémmm
employment of sbor and of the productive capacity of the natiem.
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