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Mereh 29, 1935
Governor Socles Alternative for Open-iarket Com-

Mr. Wyatt, General Counsel. mittes Provisions of Banking Aet of 1935,

At the suggestion of Dr, Goldemweiser, I have prepered the
attached preliminsry draft of en alternative proposal for handling
open-market operations, which m-zhtu thet & committes of five
governors shall have autheority to initiste open-market policies and
changes in disoount rates and reserve requirements, subgest to the
approvel of the Federal Reserve Bosrd, and that the FPederal Heserve
Board shall heve suthority to preseribe open-merket policies and

make changes in discount rates and reserve requirements on its own
initiative.

1 believe this is the best solution of this problem which
hes been suggested.

At Dr. Goldenweiser's suggestion, I have oalled the ocom-
mittee & "lonebary Polisy Committes™, slthough I do not think the
name is appropriste for such & subordinste beody.

Sinoe this seoction covers the three prineipal methods of
monetary contrel, I have also incorparated in it the statement of
objeetives which you suggested to the House Benking and Currency
Committes. If thie proposal iz adopted, the amendment which adds
the statement of objeetives to the end of section 11 should be omit-
ted,

This dreft would repeal section 124 altogether and substi-
tute for it & new sestion 144, in order %o plase it in juxtapesition
to section 14, which deals with the open-markst powers of the Federal
Reserve banks. At present, sections 12A end 14 are separated by ep-

proximately thirty peges of intervening text, and this has been
found to be inconvenient and confusing.

I am sending copiles of this draft to Mesars. Claytem,
Goldenweiser, Morrill and Curry, with requests for their suggestions;
and I would like to receive your suggestions, if you have time to
congider the matter.

Respectfully,

Winlter Wyatt,
Genersl Counsel.
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{Preliminary draft of iarch 29, 1935)

SUBSTITUTE FOR SECTION 2086 OF H.R. B38T AND 5. 1716
(Page 44, Line 8, through Page 45, Line 17)

Sece 206. FEffective ninety days after the emactment of this Aot,

section 12A of the Federal Reservs Aok, ae amended, is repealed and

the Federal N®gerve Aot, as amended, iz amended by inserting therein,

immediately aftor ssction 14 thereof, s new section reading as follows:

A
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“Sec. 14A. (u) There is hereby created s Monetary Poliey
Comnittee (hereinafter referred to as the 'Committee'), which
shall consist of five representatives of the Federsl Reserve
vanks. The members of the Comnittee and an alternsts to serve in
the absence of eash of them shall be elected anmmmlly by the
governors of the twelve Federal Reserve banks in acoordance with
procedurs preseribed by regulations of the Federal Reserve Board,
Vacancies shall be filled in the ssme menner. The terms of the
members of the Commitiee shall sxpire at the end of ouml_amealmhr
year, and & person elected to £ill & waecancy shall serve for the
remainder of the term of his predecessor, The Committes shall
slect its own cheirmen., Neetings of the Comanittee shall be held
from time o time upon the oall of the chairmen or upon the call
of the Governor of the Federal Reserve Board. UYeetings shall be
oalled whenever requested by & me jority of members of the Commit-
tes or by &« mjority of the members of the Federal leserve Board.

“(b) The Committes shall from time to time conasider, adopt and

trenemit to the Federal Reserve Doard resclutions stating the

policies which, in the judgment of the Committee, should be adopted
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with respeot Yo the open-merkst operations of the Federal
Reserve System, chenges in the retes of interest and discount
%o be charged by Federal Reserve baunks and changes in the re-
serve balanses required to be mmintained by member banks.
Sueh resolutions shall bs subjeet to review, medification end
determination by the Federsl Neserve Board and, if approved
by the Federsl Reserve Board, shall become binding upon all of
the Federal Reserve banks, subject to sueh medifications as
nzbo ordered by the Federal Reserve Beard, The Committee
mn ura» in the execution of open-market pelicies approved
or preseribed trc tt-l tothn by the Mml me Board
and shall perform such other duties relating therete sas the
Vederal Reserve Board my preseribe.
, "(e) The Federal "®gerve Soerd, upon its own inithﬁvoénd
, upon the affirmative vote of ‘not less them five of its eppeint-
’ ive members,) may from time to time, sa—iss—ewn—luitiesizs, pro-
seribe open-narket policies for the Federal Reserve Gystem and
changes in the rates of interest and dissount to be charged by
Federal Reserve benks., HNothing in this section axecept sub~
gection (e) shall affeet in any menner the suthority of the
Federal Reserve Board under section 19 of this iet to increase
or deocrease the reserve balanses regquired teo be maintained by

manber banks,.
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"(d) Hach Federal reserve baunk shall purchass or sell
cbligations of the United States, bankers® aceeptances, bills
of exchange snd other obligations of the kinds end meturities
made eligibles for purchase under the provisions of seetion 14
of this Aet, to such extent &nd in such menner as may be re-
quired by the Pederal Reserve Board in order to sffectuste
the open-~market policies approved or preseribed by the Federal
Regerve Donrd from time to time under the provisions of this
section and ench Federal Regerve bank shall cocoperate fully,
in every way, in making such policies effestive. All transee-
tions of Federal Reserve banks under sutherity of section 14
of this Act shell be subjeot o such regulations, limitations
and restriotions as the Federal Reserve Board mey preseribe.

"(e) It shell be the duty of the Federal Reserve Board
and the lonstary Polisy Committes to exereise sucsh powers us
they possess in such mamner as te promote senditions condusive
to businese stability and to mitigate by their influence un-
stabilising fluebuations in the general level of preoduetion,
trade, prices and employment, so far 28 may be possible within
the secops of monetary asetion and oredit administretion.”
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