
CONFIDENTIAL December U> 1936.

RELATION BETWEEN THE RESERVE SYSTEM AND THE TREASURY
WITH RESPECT TO NATIONAL CREDIT BOLICY

It has been the purpose of Congress that responsibility for

national credit policy should rest upon the Federal Reserve System.

This has been recognized repeatedly in discussions before the Congress

and before the public as far back as the original passage of the Act,

It was particularly stressed in connection with the passage of the Bank-

ing Act of 1935.

At the time the Gold Reserve Act of 1934- was adopted there

was much discussion of the danger of an overlap between Treasury and

Federal reserve authority which might be involved in the exercise of

certain powers conferred by the Act. It was pointed out that as the

Treasury put to employment any part of the $2,000,000,000 stabilization

fund the effect on the credit situation would be practically identical

with that of an open market purchase of government securities by the

Federal Reserve System. If the stabilization fund, for example, should

buy government securities, as it was authorized to do, at a time when the

Federal Reserve System was attempting to control inflationary tendencies

by a sale of securities, the Treasury act would directly offset and

nullify the action of the Reserve System. With this conflict of author-

ity it was clear that the Reserve System would no longer have undivided

responsibility for national monetary policy, but a certain amount of

responsibility would be shifted to the Secretary of the Treasury, and it

would no longer be possible readily to assess praise or blame.

Considerations such as these resulted in a change in the form

of bill which was passed at that time. The original bill had no time
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limitation, but the bill as finally passed took the form largely of an

emergency power, for the section providing for the stabilization fund

expired by limitation two years after the date of enactment, unless the

emergency were declared ended prior to that time. The President might,

however, extend the period for not more than an additional year "by

proclamation recognizing the continuance of such emergency." This

power has been exercised and the section expired January 30, 1937•

If these provisions of the Gold Reserve Act of 1934- are to be

continued the question should be raised whether they are continued tem-

porarily as an emergency measure, and if not, what can be done to avoid

the danger of a division of responsibility for monetary policy between

the Reserve System and the Treasury.

But now it has been suggested that the Treasury should take

steps to sterilize incoming gold either under present provisions of the

law or, if necessary, after securing additional legislation. It may be

noted in passing that the present Act does not appear to contemplate its

use for the purpose of influencing the domestic credit situation, but

rather seems to relate itself to the protection of the currency in

foreign exchange.

In all these circumstances it would seem advisable that in

devolving any new means of sterilizing gold imports for the purpose of

controlling or influencing credit conditions responsibility for making

decisions for credit control should be concentrated in a single agency

and should not be divided between two or more separate authorities.

With reference to this major problem of responsibility the following

questions may well be considered:
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(1) Whether the expiring portion of the Gold Reserve
Act if renewed should not be renewed only
temporarily on an annual basis, so that it
might be reconsidered by the Congress each year.

(2) Whether these provisions of the Act should not be
modified to minimize the danger of division of
responsibility;- in particular the power of the
stabilization fund to buy government securities
might well be scrutinized•

(3) Whether there is any way by which additional powers
of credit control through the sterilization of
gold could be exercised by the Reserve System
rather than by the Treasury.

(U) If such powers are to be exercised ty the Treasury,
whether new legislation is not advisable in order
to state the specific purpose to be served•

(5) Whether it is possible to make operations by the
Treasury to sterilize gold more or less automatic
in order that broader questions of decisions as
to major problems of credit control might be left
with the Federal Reserve System.

(6) Whether any steps now taken to provide a machinery
to sterilize gold imports should not be clearly
understood to be temporary rather than permanent.
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