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FEDERAL RESERVE

2 9 ,Orrice Correspondence B0RD

Mr, Clayton
o. Mg-Z-MorriII ——— Subject: iLlternative for open-market

Dr« Curry
From_ Mr^V^ratt, General Counsel, provisions of Banking Aot of 1935.

I shall appreciate it if you vri.ll look over the at-

tached and let me have your suggestions as soon as possible.

Very truly yours,

miter ^
General Counsel,
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March 29, 1935

Governor 3ocles Alternative for Open-Market Cos*-

Mr. Wyatt, aeneral Counsel, mittee Provisions of Banking Aet of 1955,

At th® suggestion of Or* iloldexiweiaer, X hare prepared the
attached pr©llsdnary draft of an alternative proposal for handling
open-market operations, which contemplates that a coraaittee of five
governors shall hav© authority to ini t iate open-market policies and
changes In discount rates and reserve requirements, subject to th^
approval of the Federal Reserve Board, and -that th@ Federal Reserve
Board shall have authority to preseribe open-asarkei; policies and
•.nalce changes in ilMffOKfc rates and reserve requirements cm i te own
init iative,

I believe this is the best solution of this problem which
has been suggested*

At Dr» -Joldemreiser's si^gestion, I have oalled the
& ?fifonetary i^oliey Goaffidttee ,̂ although I d© not think the

name is appropriate for svtah a subordinate body*

Sinoe this seotioa covers the three principal metlio4s of
monetary oontrol, I have alg© inoorptjrated In i t the statement of
objectives whioh you suggested to the Insjiii Bfinkiog and Currency
CoOTaittee. If this proposal is adopted, the amend»©nt which adds
the statesstent of objectives to the end of seetlon 11 should b« omit

This draft would repeal section 1EA altogether ®n& substi-
tute for i t © new section 14&, is order to plaoe i t in juxtaposition
to section 14, which deals with the open-mar test powers of the Federal
Reserve banks* &t present, sections 12k and 14 are separated by ap-
proximately thirty pages of intervening text, and this has been
found to b@ inconvenient «md confusing.

I am sending oopies of this 'draft to Messrs. Clayton,
^oldenwreiser, Morrill and Curry, with requests for their suggestions}
and X would like to reoeive your suggestions. If you hav« time to
consider the mtter*

Respectfully.

\mlter
General Counsel.
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slimin&ry draft of 4aroh 29, 193$)

m a n r a tmetim 205 m !«*• 5357 A® S. 1715
(***« 44, Line §a through Fug© 4S, Un« 17}

See. 206, Effective ninety days after the enactment of th i s Aet,

auction 12A of the Federal Beserve Act, as araended, i« repealed and

the Federal Reserve Aot, M amended. Is M M M hf insert ing therein^

iasaediately after section 14 thereof, a new section reading as follow* s

ttSee» 14/w I .here i s hereby oreat#d & Konmtary Folioy

Gewaittee (h®r©iifiaft©p referred to as the • Oo»aittee * } , whioh

consist of f ive representatives of the Federal Ti®aQirm

the member a of the CoHtnltt** at̂ S an altertntte to sorre in

the absence of @aeh of them shall be eleoted annually by the

governors of th© twelve federal Reserve banks i s aeoordanoe trith

procedure prescribed by regulations of the Federal ?m*9TV9 l i N i

Vacancies shall be f i l l ed in the seas© -mnnurm The terms of th©

members of the Committee shall expire at the eact of eaejh calendar

year, and a person eleoted to f i l l a vaeaaoy shall serve for the

remainder of the MM of his predecessor* The Coamlttee shall

e lect i t s own chalnaaiu Meet lugs of the Committee shall b# held

from time to tiiae upon the cal l of the eh&irai&n or upon the oall

of the (roverttor of the Federal Reserve Board* -'4e#ti»gs shall b$

called i^ieaever requested by a Majority of members of the Ooemit-

tee or by a aajority of the members of the Federal Ueaw^m Board#

n(b) The Coasittee shall from time to time considert adopt

transmit to the federal Reserve Board resolution® stating the

polloies iitiioh, in the judgment of the Cowaittee, should be adopted
A A.
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with respect to the open-s»rket operation* of the P«

Reserve System# changes in the rates of interest and

to be ehargad fcy Federal -teaerve banks and changes la the re-

terra balances r e t i r e d to be naintalned V snrabar banks*

larfl resolutions shall be subject to review, modifloation and

determination by the Federal Seserve Board and, i f approved

by the Federal Reserve Board, shall beeeifte binding upon a l l of

the Federal Besenre banks, «ubje@t to sueh modif icationt as

nay be ordered by the Federal He serve Board* The Coauiittee

shall aid in the execution of opea-iaarket p^li@i»s approved
• •

or prescribed frcm time to t iae by the Federal Reserve

and shall perform smh other duties relating thereto fe

Federal Reserve Board a»y prescribe*
w(e) The Federal ©serve Board, upon i t s owe. initiative/and

upoa the affirmative vote of mot imss tha& five of Its appoint*
\

ive iswmbers.J may froa time to time* cm i t a o*m ittitlfe*lv fc pre

soribe open-?aark«t pol io ies for the Federal reserve •yste*

changes in the rates of Interest and diseouftt to be oharged by

•'«»deral Beserve banks. Mothin^ in this seotioa eacoept sub*

seetlon (e) shall affe«t In any manner the authority of the

Federal Reserve Board under sootion 19 of th i s Aot to increase

or decrease the reserve balances r e t i r e d to be maintained by

banks.
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*(d) Moh Federal reserve tNsfc shall granihss« or so i l

obligations of the limited s tates , bankers' aeeepfc&noes, b i l l s

of exchange wad other obligations of the kinds and maturities

aside e l ig ible for purchase under the provisions of section 14

of th i s Act, to such extent and in such ammnw

quired by the Federal Reserve Board In order to

the openwatEirket pol ioles apT>r©Ted or prescribed by the

H»serte Board from t i»e to time under the pro-isions of th is

section and e&eh Federal Reserve bank ah&ll ooo^rafc© fu l ly ,

in evary -isay, in making aryeh pol ic ies ef feet ITS* All transae-

t ieas of Federal Reserve banks under authority of section 14

of th i s Act shall be •ubjeot feo such regulfttione^ limit^tioasi

aad restriot ioas a« the Federal Heserve Board la&y prescribe.

tt(e) It shall be the duty of the Federal Heserv® Board

and the Monetary Policy Committee to exerolse such powersi ms

they pm*m& in sueh isaimer as to promote conditions conducive

to business s tabi l i ty and to mitigate by thoir iafltnm©# un-

frjcbiiations ia the general level of production,

prices atid «Mtployat»nt9 so far ma my be possible within

Usf scope of moaetary action and credit
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